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EMPLOYHMENT OBJECTIVES AND ECONOMIC
GROWTH IN AFRICA WITH SPECIAL RETFERENCE
TO NIGERIA

One of the characteristics of the less-developed economies of the world
is a rapidly growing urban population and urban work force combined with a
much slower increase in employment opportunities in the larger scale urban
establishments. The fesult has been either Qnemployment or undereﬁployment
in small scale, often individual or.family run, establishments. This phenomenon
has been noted in economies such as Puerto Rico and India with high. population
densities as well as in the relatively underfpopulated countries of Africa.l
Those countries which are industrializing rapidiy seem.tb,sqffer from this
phenomenon jhst as much, if not more, than those which are not industrializing
quickly.2
- The growing mass of urban unemployed and under-emnployed is regafded by
many as a great social evil and a prime sourée of human tragedy.3 Others, in-
cluding politicians in-power? fear it as a source of political instability. The
presence of large numbers of poverty stricken and jobless people in the cities
puts a great deal of pressure on governﬁents, national and lbcal, to increase
current expenditures rapidly to provide civil service jobs for the unemployed.
At the same time govermments are faced with demands on their capital budgets to
spend more for development purposes. In addition, increasiﬁg urban population
creates demands for urban services: housing; sewerage, lighting, roads, police
and fire portection and the.like. A large mass of unemployed or underemployed
do not generate the output or tax revenues which are needed to provide these

services. For these and other recasons, the political concensus in most developing
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Pack of Yale University, Alan Strout of U.S.A.I.D, and Brian Van Arkadie of
Yale. Michael Duberstein and John Todd assisted capably as research assistants.




countries is that the pressures of urban unemployment and.underemployment
have to be relieved.

How best can this be acccmplished? One might say fhe solution is. through
high rates of investment and rapid growth. The history of fast growing countries
and their continued inability to cope With the problem of unemployment indicate
that something else besides rapid growth is required for a solution. One sug-
gestion is that growth must occur by investing in relatively labor intensive
activities rather than those which are capital intensive. The argument runs
that not only will this result in more rapid growth because ofbthe low oppor-
tunity cost of labot relative to capital, but will increase-the rate of groﬁth

of employment for any given level of investment. Even in cases, however, when

the labor intensive investment is less than optimal from the point of view of

growth, it may be justified if a high-enougﬁ priority is given to growth in
employment and/or reduction in unemployment.

In this papér, we will éttempt to show that for the typical African countrya
neither high rates of growth in the modern urban sector nor an attempt to
resort to labor intensive techniques is likely to have much effect on the magni-
tude of the urban unemployment problem. Our analysis will indicate other ways
of approaching the problem which must be pursued more vigorously. In particular,
African rural development and attempts to improve the quality of life in the

rural areas stand out as very high on the list of priorities. -

A. Composition of the Urban Labor Force

The urban labor force constitutes only a small fraction of the total working
force of most African countries. In Nigeria, for examnle, one of the most ur-

benized of the African countries south of the Schara, the urban population (in



cities having a population greater than 20,000)_i§ only about 13 per cent of the
total population. In Uganda, one of the least urbanized African countries,'only'
about 2.5 per cent of the total population lives in cities and towns of 2,000
or more people, although many of those who work in the towns of Uganda live
outside the urban arcas and cormriute by foot or bicycle.

The working force in thé urban areas may be divided into two groups, those
in the modern sector and those in the traditional sector, although this distinc-
tion is somewhat arbiirary and the line between the modérn sector and the ffa—
ditional sector is often hard to draw. (We include government establishments in
the modern sector). Basically, th¢ difference is one of scale of operations.
Throughout urban Africa there are numerous very small scale establishments often
individually or family run. These includé petty‘trading, individual craft activi-
ties (e.g., shoe making, wood carving, furniture making) and very small scale
manufaéturing and construction establishments (employing, say less than ten
people.) Workers in the traditional sector typically use little capital, do not
empioy modern accounting and bookkeeping methods and receive little remuneration
in the way of profits or wages. A great many of the employees in the traditional
sector are unpaid apprentices or. family labor. Many traditional segtor workers
are employedbon a part-time or casual basis. Those employéd part time or season-
ally often maintain very close connections with the rural areas, spending a good
part of the year in‘fhe countryside, especially during the har§esting or planting
season. This kind of rural-urban seasonal migration is particulérly prevalent
in Nigeria where during the harvesting of tree crops, many farmers exit the cities
‘to return to their farms. Because most tree crops require little care or super—
vising at other tives, thay can return to live in the city after harvesting and

find whatever little employment is available.



CTABLE I
SUB~SAHARAN AFRICA

URBAN POPULATION GROWTH

. Annual
City - Year Population Year Population Growth
('000) ('000) (per cent)
Salisbury 1946 69 1961 300 10.3
Dar-es— . : )
Salaam 1948 69 1957 129 7.2
Brazzaville 1955 ' 76 1961 134 9.9
Dakar 1945 132 1960 383 7.4
Accra’ 1948 - 136 1960 491 11.3
Nairobi 1948 119 1962 315 7.2
Abidjan 1955 127 1960 180 : 7.2
Monrovia 1956 » 41 - 1962 81 ' 12.0
Fort Lamay 1955 - 29 _ 1963 ' 92 15.5
Cotonou 1945 26 1960 113 10.3
Mombasa 1948 85 1962 180 5.5
Bamako 1945 _ 37 1960 127 8.6
Bulawayo - 1946 53 . 1964 . 214 8.1
Lusaka 1950 _ 26 1964 ‘ 122 11.7
Yaounde 1955 38 1962 .93 - 13.8
Douala 1954 118 1964 . 187 4.7
Addis- : .
Ababa 1951 400 T 1964 . 505 1.7
Khartoum- ) ‘ » ’
Omdurman 1948 210 1960 315 : 3.4
Luanda - 1950 150 1960 220 - 3.9
Leopold-~ - :
ville 1946 110 - 1961 420 ' 9.3
Elisabeth- )
ville ‘ 1950 103 1961 T 190 5.7
Kumasi 1655 75 1960 190 20.4
Lourenco— . : ] .
Yarques 195¢ 9 1961 . 184 6.3

Source: United Naitions, Demoaxaphic Yearbook, New York, various issues, and
William A. Hance, The Geography of Modern Africa. '
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Those employed in the modern or large scale sector are better paid and

more productive because of a higher capital to labor ratio. HMany of the modexn
éstablishments are run and/or owned by Europeans. They employ modern methods
of accounting and generally keep better records than the traditional establish-
ments.

Of that part of the total work force living in the cities, only a fraction
are engaged in the modern sectbr. In Nigeria, for example, workers in the modern
account for about one-half of the urban work fprcé or a liftle ovef 5 per cent
of the total labor force. The rest of the urban labor force is either engaged

in the traditional, low productivity sector oxr is completely unemployed.

B. Growth in the Urban Laboerorce in Africa

Littie data.are.available oin urban labor_force.participation rates in Africa.
Growth in the urban labér force must be inferred from urban population data.
- Table 1 gives th¢ rates of growth for some major cities of Affica. These vary
gonsiderably.from 1.7 per cent per annum tAddis~AbaBa)-to more than 15 per cent
(Fort Lamy)f While.the data on which these figures are based are very inadeqﬁate,
the mean annual growth of 8.8 per cent and median of 8.4 per cent can be regarded
as fairly typical. These differ consideraﬁlyrfrom the estimated growth of total
population in the African countries which usually range between 2 and 3 per.cent
per annum, depending on the country. This means, of coursé, that the urban labor

force is a growing percertage of the total labor force.

C. Growth in Demand for a Modern Urban Labor Force ) .
These very hig! rates of growth of the urban labor force have not been matched
by correspondingly ¢ h rates of growth of the quantity of urban labor demanded

by the modern largc: -cale establishments. Table 2 gives some representative '
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TABLE I1I

NON~-AGRICULTURAL EMPLOYMENT INDICES IN SELICTED
ATRICAN COUNTRIES

(1958=100)

Cameroon Ghana Kenya Malpwi Nigeria
1955 i 102 82 107 88 "mn.a.
1956 - 104 91 - 105 95 95
1857 100 95 105 98 100
1958 100 100 100 100 100
1959 95 106 100 99 99
1960 91 111 102 96 106
1961 94 122 98 93 89
11962 72 128 - 97 87. 113
11963 : 91 132 91 87 . 94
1964 . .92 n.a. 111 n.a. n.a.
Rate of Growth

(per cent) -1.0 6.3 -0.5 -0.7 0.1

Southern Sierra

Rhodesia Leone Tanzania Uganda Zamhia
1955 , 86 87 97 94 92
1956 92 .87 104 93 100
1957 . 98 92 101 99 100
1958 100 100 100 100 100
1959 160 98 ' 96 99 95
1960 101 101 ¢8 : 99 93
1961 98 108 - 104 93 90
1962 _ 95 112 101 93 . 88
1963 - 91 119 91 89 86
1964 90 125 : 95 89 91
Rate of Crowth

(per cent) 0.2 3.0 0.4 -0.1 -0.9

Source: United Nations, Statistical Yearbook, 1965, New York, 1966, pp. 109-110.

*
Rates of growth calculated by fitting a logarithmic time trend.

tote: n.a. means vot available
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rates of growth of total non-agricultural employment. Note that many of

these rates of growth are aegative. Furthcrﬁore, the growth in the Kenya, non-
-agricultural labor férce would be considerably more negative were it not for

the extraordinary jump in employment between 1963 and 1964. This was most like-
ly the result of a mild export boom in 1964 and, more importantly, the signing
of the so-called Tripartite Agrecment by gévernment, private employers and the
labor unions which called for employers to increase their employment by ten

per cent and the unions to hold back on wage demands. The low rates of growth
in Table IT cannot be attributed to a low growth in output. Some representa-
tive annual rates of increase of non—agricultﬁral outpuf between 1954 and 1964

are:

Kenya 6.
Southern Rhodesia 6.
7

s n

Ugands .
Non-agricultural cutput in Tanzania increased at a rate of 6.0 per cent be-
tween 1554 and 1958 and 9.1 per cent betweén 1960 and 1964.

The very high rate of growth of employment in Ghana is very atypical. The
~reason for this high grbwth, however, has been a very hign growth in govern-
ment employmenﬁ brought about by very rapid grovth in government expendiﬁures.
Given the current limitations on Ghana's ability to‘finance further increases
in govermment expenditure and their move away from make-work projects such as
workers brigades and pioneer youth, ther should be little fﬁrther growth in
employment from this,sourcé.§ )

The low rateé of growth of employment in Table 15 are on the whole cénsider—

ably below the rates of growth of urban populatior in Table I. Thus, only

a small portion of the annual increment in the urban labor force are being
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absorbed by the modern urban sector. The residual (those either unémployed

or engaged in the tfaditional sector) are an increasing proportion of the urban
~work force. It is difficult te say how many of those in the residual are
either ﬁnderemployed or unemployed, but it is unlikelv that the demand for the
goods and services from the traditional iurban sector has been growing at ﬁnyé
wheré near the rate to fully absorb the growth of the residual labor force.

In Nigeria, the large supply of workers to the traditional sector has kept

the real wage rate in the sector either constant or falling while real wages
in the modern sector have risen considerably. (See'Kilby[IZ]). The highly
paid workers of ‘the modern sector are becoming an increésingly smaller
percentége of.the urban work force while the wage differential seems to be

widening. _ ' .

'D. Composition of Labor Demand

There aré several striking aspects concerning the composition of labor
demand in Africa.> First; the role played by government is very large.
Government non;agricultural employﬁent as a percentage of total non-agricul-~
tufal employment for selected countries jis given in Table III. It ranges
from 37.6 to 52f1 pér cent. Second, employment in téade commerce, and miscel-
laneous services is the most important coﬁponent of nonFagricultural employment
in most African countries, ranging from 45 to 65 per cent for those countries |
~in Table IV. Finally, manufacturing and public utilities accounts for a relativ
1} small portion of non-agricultural eﬁployment, roughly between 15 and 20 per
cent (See Table IV). These characteristics of the composition of labor demand

have very important policy implications as will be shown below.



Uganda
Kenya
Tanzania
Nigeria

Ghana

Sources:

TABLE 111

DISTRIBUTION OF NON~AGRICULTURAL IMPLOYMEMNT
BY TYPE OF EMPLOYER

(%

Year Government Non—Governmenfh
(Per Cent) . (Per Cent)

1964 52,1 _ 47.9

1964 4.4 58.6

1963 ' 489 51.1

1962 ' 37.6 ' 62.4

1961 45.6 54.4

Upanda Statistical Abstract, 1965, Entebbe, 1966, p- 93;

Kenya Statistical Abstract, 1965, Nairobi, 1966, p. 122

Tanzania Statistical Abstract, 1964, Dar Es Salaam, 1965, p. 142;

Nigeria Report on Earnings and Employment Enquiry, 1962, Lagos, 1964,
p. 12; and .

Ghana Quarterly Dipest of Statistics, Accra, December, 1962, p. 2.

* .
Includes Government Corporations :except for Uganda.
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TABLE IV

" DISTRIBUTION -OF NON-AGRICULTURAL
EMPLOYMENT BY SECTCR

.Transport
Manufacturirg Commerce and
and and Communi-
Public Utilities ‘Services Construction Mining cations
Uganda (1964) - _ 20.2 56.2 . 15.0 3.0 ‘5.6
‘Kenya (1965) , 19.2 65.0 5.6 0.6 9.4
Tanzania (1963) 15.2 50.5 16.2 4,2 13.9
Nigeria (1962) . . 14.4 7 : 45,0 20.7 9.8 10.2
Ghana (1964) 13.9 47,6 19.3 8.6  10.2

Sources: . Same as Table III except for Kenya and Ghana data vhich were obtained from
' International Labor Office, Yearbook of Statistics. 1966, Geneva, p. 2068;
and Ghana Economic Survev, 1964, Accra, 1965, p. 105. .
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E. The Main Factors in the Crowth of Demand for Urban Labor

In this section we discuss the factors which are most importént in the
growth of the demand for labor. The emphasis will be on 2 consideration of‘the
problem of estimating growth in demand. The factors stressed are very mucﬁ
dependent on the source of démand. We will separate our discussion of government
and non-govérnment labor demand. The private or non-government labor demand will
be subdivided int6 a discussion of trade, commerce and.miscellaneous.Services.
sectors on the one hand ana manufacturing, public utilities, mining, construction
and tranéport on the other._' '

1. Government Demand for Labor

The growth in government demand for labor is largely a function of the
growth of government current.expenditure. Thé major component of govern-
ment current expenditure is wages and salaries which typically account for
60 to 80 per cent of the totél. This ratic tends to chaﬁge very little
through time for any given country. Thus, the rate of growth of govern-
ment employment (rg) is approximately givenbby the formula

r =Y -7
g e \Y

where r, is the rate of growth of government current expenditure and r
7
is the rate of growth of the average govermment wvage or salary. The

average government wage may rise either because of an increase in govern-

- .

ment salary scales, increased promotions within the existing scale or an

increase in thenumber of people hired at the higher scales.



2, Non-government Demand for Labor in Commerce, Trade, and Miscellaneous
Services '

Value added in commerce, trade, and miscéllapeous services, while
it includes some prdfits and  depreciation-is largely compdsed of wages
and salaries (explicitly or implicitly). Thus, as.is the éése with
government, enployment tends to grow rouéhly the same as vélue added.(iﬁ
money terms) with an adjustment for increased average employee remunera- .
tion, i.e., employment tends to zrow about the same as real value added.

3. Demand for Labor in Mining, llanufactu¥ring Transport, Construction,
and Public Utilities s

The demand for laBor by the private éeétor other than in commerce,
trade, and miscellaneous services is very much influenced by the fact
that‘a‘large share ofuvélue added can be_attributed to the capital stock
employed in these industries. The rate of growth of employment (r) is
given approximately by

. _ rT=r -1
where rV is thé rate of growth of value added and rp is the rate of growfh
of labor productivity. Productivity growth over time may occur for
several reasons:

(1) An increase in the average capital/labor ratio either within
firms or because firms with high capital/labor ratios increase
their share of the market; :

(2) Incfeasing quality of the labor force, particularly through
on—-t.c~job training and increased experience in a factory

env’ - nment;

(3) Digs "odied technical change resulting from better management,
org:: . ation and work procedures;
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(4) An increase in the share of the market for those firms
which have achieved higher labor productivity because of
better management or better labor quality;

(5) Economies of scale;

(6) Increasing capacity utilization resulting in increased
productivity of maintenance and administration personnel;7

(7) Embodied technological change.

Of course, productivity may decrease through time if the labor force
is deteriorating,management control of operaticns becomes lax, or the capital
intensity of production becomes greater, but the main direction of change
in Africa has been substantial increases in labor producgivity.

The first four of these factors, an increase in the average capital/labor
ratio, disembodied technological change, increasing quality of tﬁe’labor force,
aﬁd_thé increase in the share of the market by firms with higher labor p:oddctivi-
ty, operate iﬁdependently of increases in output or value added. Thﬁs, there
is a tendency for sone gain in productivity even thoﬁgh output is falling,
stagnaht, or growing slowly. Part of the gains in labor productivity at low
or negative rates of growth; however, are concealed by the fact that many em-
ployers arc hesitant to fire of lay off workers in the shert run, even though
they are redundant, in order to avoid problems of rehifing, retraining, and poor
worker morale. At higher rates of growth of output, productivity growth tends
to look more impressive both because a backlog of redundant workers may have

built up during previously occurring slack periods and because of real productiv}ty'
growth spurred by scale effects, increasing capacity utilizatibn, and embodied

technological change. In addition, at high rates of growth of output there

is more scope for wmsrket sharcs of various firms to change. 1Increases in output



which begin to put a sprain on the existing capital stock capacity may, however,
cause the growth in productivity to fall qff for very high rates of growth of-
output.

The curve ABEH in Tigure 1 shows relationships involved between output
-growth, productivity growth, and growth in emﬁloyment. The vertical axis
is the rate of growth of employment;'and the horizontal axis is the rate of
growth of output’(value added). At zero rates of growth of output the growth
in employment is hegative énd equal to minus the distance OA. The rate of
growth of output must be gfeater than OB in order for there to be any positive
increase in ;mploymeﬂt at all. . |

The growth in productivity is approximately given by the distance between
the 45 degree 1line OCG which emanates from the origin. For éxample; when the
rate of growth of employment is zero, therrate of growth of productivity is
equal to OA (the rate Qf decrease of cmployment). When the rate of growth of
output is 0B, the growth in productivity is approximately given by BC. If
the growth in output is OF, the growth of productivity equals zero. Whenever
the slope of the curve ABEH is equal to unity (at the poigt E in Figure»l),
there is no change in the rate of growth of productivity. Below the point
E, the rate of growth of productivity is increasing and abové thg point E,
produétivity growth decreases. |

We place no great faith in the ﬁarticular form of the curve ABEH shown in

Figure 1 other than the fact that (a) for most relevant rates of growth of
output, it probably lies below the 45 degree line (on the average, at any rele-

vant rate of growth of output there is a net increase in productivity and (b)
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FIGURE 1-



only for very high rates of growth of output would there be a tendency for
productivity to decline, i.e., for a wide range_in'the growth of output therxe
is a tendency for the curve to have less than uﬁitary slope.

If data are available on output'growth and productivity growth, a curve
such as ABEH can be fitted to the data and the result used for projection
purposes.

4. The Reole of Wagé Rates

The role that wage rates piay in fhe growth in the deﬁapd for labor debends
again on the particular sector of the economy. Government current expenditure
is probably relatively insensitive to wage changes. Expenditure is much more
influenced by the overall and limitad taxing capability of the countries of
Africa. Only through an increase in tax revenue which might conceivably (but
not aiways) result from increased wages is government likely to increase
expenditure in response to wage changes. Thus, any wace increase, whether
because of a cﬁange in govermment pay scoles oy through a moving up in the exist-
ing scales, will tend to result in a corresponding reduction in employment.

For example, suppose govermment expenditures are expected to increase 5 per cent
from one year to the next. If the average government wage also ‘increases by

5 per cent, the increase’in enmployment will be nil. I1f govérnment wage increases
are held to only‘2 per»cent and therebis no change in the revenue énd expendi~
ﬁure picture, the increase in employment will be about 2.9 per cent.

With regard to trade, commerce, and miscellaneous services, wage increases
are almost wholly reflected in the price of the service being performed. Thus,
whether a wage inciease will reduce employment in these sectors depends very

much on the c¢lasticicy of demand for their services. If the wage increase affects



all sectors, price increases in these other sectors will probably also result,
but the trade and commerce sectors will be affected more severely. A risc 1in
the relative price of the trade and commerce sectors is unlikely, however, to
cause any large decline in demand. These services are needed in relatively
fixed proportions by the other activities in the economy and are relatively
price insensitive.

The mining industry (including petroleum extraction) and the manufactur-
ing activities associate:d with them (petrolaum refiﬁing and-copper and tin smclting
is done mostly by foreignbéwned, larees scal= enterﬁrises which use very capi-
tal intensi§e methods of production, ﬁage costs are small relétive to value
added and wage changes have very little effect on output decisions and the
technology used.

In the construction, tranéport; manufacturing, and public utilities sectors
wage rate changes can more significantly affect labor demand. Higher wage rates
may affect capital/labor ratios in each establishment. More importantly, per-
haps is the fact that higher wages raise costs morc than proportionately in
the more labor intensive establishments and for the more labor intensive commo-
dities or services. The result may be a shift in the péttern-of demand and
output favoring the less labor intensive.activities,.One exception here is pro-
bgbly the construction.industry. Construction is a najor component of investment
demand 'and the- demand for construction serviées is probably much more dependent on
investment demand and not very sensitive to wape rate changes.

Wage changes tend to havelless effect on the labor intensity of the already

'existing capacity than on the labor intensity of new investment. When new in-

vestment plans arc nade, the current wage structure can be taken jinto account by
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choosing the appropriate technolbgy. Past invgstments may involve a given com-~
mitment to particular products and particular téchnologies, embodied, for example,
in thertype of equipment and plént layout used. Expected future wage changes
will.also tend to have more of an impact on new investment and the degrec of
labor intensity.

Often it is not just the éveragg wage which has the most importance for
the labor intensity of economic activities but also the wage structure and the
relative scarcity of different types of skills. Invthe construction industry,
for example, very labor intensive methods of construction often involve close

supervision and the need for large numbers of trained supervisory personnel. If

the wages of skilled supervisors is increased, this may have a more potent
effect in reducing labor demand forvuhskilled workers than for the skilled
workers themselvés. Scarcity of éupervisory personnel, whether or not it is
reflected in wage differentials may make capi£31 intepsive operations more
profit;ble because of the lowlproductivity of unskilled labor without supervision.
Finally, wage scales and their rate of increase méy have stimulative effect
on labor pfoductivity if it induces management to ﬁpgrade the labor forxce
through on—the—job training provides a rationalé for getting rid of already
redundant labor or induces efforts to manage and organize labor more effectively.
To summarizé, the wage elasticity of labof demand depends very much on the
particular sectof of the econromy. .Government demand for labor is_probably
close to unit elastié, wage changes tending to result in equal percentage
changes in the quantity of labor demanded because of the constraints on govern-

ment current expenditure. Labor demand in the trade, commerce, and services



- 19 -

f
sectors is probably very inelastic due to an inelastic demand for such services

and the difficulty of changing the capital/labor ratio in these sectors. The
wage elasticity in mining and related manufacturing activities is very low due
to the capital intensive technology. Labor demand is more elastic in the trans-
pert, construction, manufacturing and public utilities sectors mainly because
ﬁége rate changes will affect the labor intensity of new investment projects

and change demand for labor intensive products relative to those which are:

capital intensive.

F. Estimation of Growth for Labor Demand innNigeria

In this section we will estimate projected modern sector labor demand
for Nigeria over the first .and second five year development plans, 1962/63 to
1967/68 (Plan I) and 1967/68 té 1972/73 (Plan II).F The second plan has not yet
been formulated but its. assumed basic assumptions are laid out in a separate

document Guideposts for a Sccond National Development Plan. The current

state of unéertainty with regard tc future political arrangements among the
regions of Nigeria makes any prognestication very tenuous. This exercise should
therefore be regarded purely as an illustrative exﬁmple.
~ 1. Sectoral GDP Projections

The labor demand projections will be made on a seqtbr by sector basis..
In order to make such projections, the first requirement‘is a sector gy
sector projection ;f‘Gross Domestic Product. This was done uéing a very crude
sectoral model‘of the Nigerian econcmy (see the Appendix of this paper for a

full disucssion ~f the model). Four sets of projections were made all in con-

- stant (1957) pr:.os.
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The four sets are dependent on:

(1) Low GDP growth assumptions (explained below) and high growth in
2 ! gh g
government curyent expenditure’y

(2) High GDP growth assumptions and high growth in government expendi-
ture;

3) Low GDP growth and low growth in govérnment current expenditure ;and

(4) High GDP growth and low erowth in govermment current expenditure.

Government current expenditure in money'terms projected at both 5 and 10 per
;ent per annum. The ten ber cent growth is very close to the historical gréwth
in government expenditure over the last five yeafs. A five per cent growth
in-current expeﬁditure may be achievad if more effort is made by the current
government to increase governmehta; deyelopmént expenditures at the expense
of current cxpenditures or if tax revenues do not rise as rapidly as in the
past.

The low'GDPbprojections are based on the following assumptions concerning
séctoral behavior and overall performance:

(1) the capitalfoutput ratio is 3.75 during Plan I and 3.0 during Plan 11
(as assumed in the above cited planning Documents).

(2) the rate of growth of GDP will be 4 per cent during Plan I and 6
per cent during Plan 11;

(3) agriculture will continue to grow at 3.0 per cent. (the average rate
of growth from 1950/51 to 1963/64) over both planning periods;

(4) the growth of Transport, Commerce, and Services is a function of the
growth of GDP as determined by the past relationship between these
sectors aud GDP;

(5) construciion is assumed to be a function of investment;

(6) craft aciivities and ownership of buildings is assumed to grow at
the same v-te as in the past. an-average Of 1.5 per cent between
1950/51 v 1963/64; and -



(7) manufacturing value added will grow at a rate of 10
per cent over both plan periods. The historical average
growth of manufacturing value added (in constant prices)
for the years 1958/59 to 1963/64 was about 15 per cent,
but we postulate a falling off of this rate because of the
increasing difficulty of achieving rapid growth through
import substitution. In the first stages of import sub-
stitution the easily produced items are produced at home
rather than imported: The technology and skilled labor
requirements of further import substitution increase, and
the rate of substitution must inevitably slow down.

The results of these projections are shown in Table V. They indicate
that the fastest growing sectors are expected to be mining, manufacturing, con-
struction and transport. The high rate of growth of comstruction is the
result of the increasing importance of investment in total GDP. The relative-
1y slow growing sectors are expected to be agriculture, commerce and services.
The growth of mining is particularly high, increasing from £18.2 million in
1962/63 to %52.8 million in 1968/69 and £2C1.5 million in 1972/73. In 1972/73
mining represents nearly a quarter of total non-agricultural output and about
11 per cent of a total GDP of :1755.7 milliorn. Nonagricultural GDP rises from
32 per cent of GDP in 1962/63 to 47 per cent in 1972/73.

The low growth projections appear to be conservative for several reasons.
First, agricultural output has been growing at a faster rate over recent years
than was the case over the whole period 195G/51 to 1963/64. From 1959/60 to
1963/64 agricultural output has grown at an average rate of 4.1 per cent. Sec-
ondly, the average performance of the eccnomy over the first two years of the
first plan, 1962/63 and 1963/64 has been better than the plan targets. The
actual rates of grovth were 5.7 and 4.0 per cent. Third, the prospects for oil

production may be even more impressive than those implied by the low growth

projections cver the first and second plans. The main limitations to incyeascd ofl
B 3
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production seem to be the difficulties involved in getting permits to import
expatriate technicians who are needed for exploration and drilling and the
political instabiliﬁy with its uncertainties regarding treatment in taxation
and in obtaining licenses of various sorts. If expatriate allowances are
issued more liberally and political stability attained oil could conceivably
grow even faster. )

In view of these considerations, an alternative set of high growth pro-
- jections was made. We assumed that:

1l. agricultural output'will grow at 3.5 pér cent per annum;

2. mining value added will ingreéée to E300 million; and

3. the‘capital/output ratio is 3.0 over both plans.
All assumptions pertaining to the sectors of the economy other than mining
and agriculture are the same as those in the low growth projections. The rate
of growfh of total GDP is no longer assumed at 4 and & per cent bver the first
and second plans, respectively. With the high growth projections, the
overall rate of growth of the eccrnomy is implied in the assumptions regarding
the growth of the individual sectors.

The results of the high growth projections are also shown in:Table V.
The rate of growth of GDP implied by the High grouth projections is 4.9 per
cent over the fixst plaﬁ and 7.8>per cent over the secondrplan. The 4.9
per cent rate of growth is consistent with the performance of the economy over
the first two years of the plan. The 7.8 per cent rate of growth is very
high and depends v::y much on the high rate of growth of oil productioh. As
0il becomes more i";mriant as a propertion.of total GDP, its influence on £he over-

all rate of growth i.creases. In fact, mining value added increases from E18.2



TARLE V : .
Migeria

Projections of Gross Domestic Product

Low Growth liigh Growth Growth Rates
Plan I Plan II Plan I Plan II Low Growth - H
1962,63 1967/68 1972/73 1967/68 1972/73 Plan I Plan II P
(£ million) & million) (% million) (& million) (& million) (Per (Per (e o
cent) cent) nmsﬂv cent)
Agriculture 694,1 804.6 . 932.7 824.4 97¢9.1 3.0 - 3.0 3.5 - 3.5
Hining . 16.2 <. 52.8 ) - 201.5 70.7 300.0 24,0 31.0 0 31.5 33.5
Manufacturing and v
Public Utilities 42,2 T 68.3 116.5 68.3 110.5 10.0 10.0 10.0 16,6
Construction 29.2 41.1 59.2 41.3 85.5 7.1 7.6 7.2 . 15.7
Transport 46,5 61.6 88.5 64,1 ) 163.6 5.8 7.5 5.6 0.0
Cormerce i31.9 . 156.2 204.2 161.5 230,06 3.4 5.5 4.1 7.4
Scrvices 70.1 93.7 - . 122.6 96.9 138.4 3.4 5.6 4.1 7.4
Other 31.1 33.7 36.5 33.7 36.5 1.6 .1.6 1.6 16
Total GDF exclu- .
ding Agriculture
and other 347.1 507.4 523.9 536.4 1005.1 7.9 10,1 9.1 13.4

Total CGDP 1072.3 1312.0 1755.7 1360.85 1984.2 4.0 6.0 4.9 7.8



million or less than 2 per cent of GDP in 1962/63 to £300.0 million in
1972/73 or about 16 pef cent of total GDP and 31 per cent of non-agricultural
GDP. Non-agricultural GDP grows from 32 per cent of GDP in 1962/63 to
more than 50 per.cent of GDP in 1972/73.' Constfuction grows especially fast
during the secénd plan. This result is impligd by the high rate of investment
during the second plan required to maintaiﬁ close to an 8 per cent rate of
gro&th of GDP. Investment rises to 24 per cent of GDP during the second
plan.

Oﬁe of the difficultires with these projections is that they are
based on Gross Domestic Product and not Gross National Product which means that
net factor payments abroad are not included. This has particular relevance
because of the increasing importance of oil which is financed by foreign
in?estment. In the present stage of development of the 0il industry much of
~ the value added in the 0il industyy is for exploration ﬁurposés and drilling
of test wells (Fﬁis is not counted as investment in the current acéounts)
which consists almost enfirely of.wages and salaries which are paid éither
to Nigerians and resident expafriates. The expenditure of these wages and
salaries has an indirect multiplier effect .on the commerce, services, fransport,
manufacturing and public utilities sectors. Furthetmore, test drilling and
exploration involves more purchases of intermediate goods and services domesti-
cally produced than does the subsequent 0il production from wells_already sunk.
Thus, as the 0il industry grows and production from wells increases as a
component of value added, not only will repatriated brofits grow but the indirect
effect of wages, salaries and purchases of intermediate goods and services will
lessen. The projecciion model does not full? take this'into_#écbunt, buf
exploration and drilliing will probably continue for at least a decade on a fairly

large scale. Projectiocn bevond this point, however, might be vastly different.
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2. Projecting Government Labor Demand

Total estimated employment by the Federal and Regional Govermments of

Nigeria has grown at an average annual rate of 8.6 per cent between 1956 and

1962 (see Table 6). During that same period, Federal and Regional Government

éurrent expenditure as given in Table 6 has grown at 11.7 pér cent. This
implies a rate of growth of the average government employee remuneration of
about three per cent.:
If the past patterns of growth in government employment continues, the
rate of growth of Federal and Regional Government emp1oymént should. be about
three per cen£ 1ess‘tﬂan the rate of growth of government expenditure because of .
the tendency for the average wage to rise. Thus, federal and regionai govern-
ment employment should grow at about a rate of 2 or 7 per cent depending on
the a55umbtion of a 5 or 10 per cent growth in govermment current expenditure.
Local government employment has been virtually stagnant between 1956 and

1962 as shown in Table VI. This lack of growth in employment occurred in spite

of a 7.7 per cent growth in current expenditure between 1958/59 and 1961/62.

The slow growth in employment may be attributed to a shift in local government

expenditure patterns with increased emphasié on social services (health and
education) and general administration and less emphasis on récurrent works.
The local governments have continued fo employ more qualified and highly paid
personnel and the proportion ;f general unskilled laborers in totgl employmeht
has.- dropped. For example, between 1959 and 1961 alone, the number of gene%al

unskilled workers dropped from 49 per cent o 41 per cent of total employment

reported by local governments. The number of employees classed as technical



Year i
1956/57
1957/58
1958/50
1959/60
1960/61
1961/62
1962/63
1963/64

1964/65

Sources:

TABLE VI

GOVERIMENT EMPLOYMENRT AED EXPERDITURE

Federal and Regional Local
Government . Government
Estimated Cufrent Estimated Current
-Employment Expenditure Employment Expenditure
(thousands) = million)r - (thousands) (£ million)
96.7 1656 | , 93.9 n.a.
116.1 69.6 T 93.3 n.a.
120.9 | 73.4 | 92.2 15.1
128.6 - 89.9 97.7 16.6
138.6 95.5 | 951 17.9
- 128.0 | 21176 88.0 20.3
159.4 127.7 92.2 n.a.
n.a. 142, 4 n.a n.a.
n.a 152.1 n,a n.a.

vigeria: Economic and Functional ‘Analysis of Covernment Accounts

1958/59 - 1961/62, Llagos, 19G4, pp. 88-01.

Niperia: Economic Indicators, March 1965, pp. 186 and 31-33.

Niperia Stotistical Abstract 1963, Lagos, 19064, pp. 32, 33 and 62; and

-

Niperia Report on Farnines and Fmplovyment Enquiry, 1958-62, Lagos

NEmployment figures r~fer to September of fiscal year before 1961 and December
of fiscal year thereaftcr,
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professional, managerial, executive, and'administrative jumped from 19 per
cent to 30 per cent of.reported emplbymenp.8

The shift toward social services and administration is unlikelyvté continue as
rapidly in the future as it has occurred in the-past. If local government current
expenditures increase at about 7 per cent per annum, somewhat less than for the
period 1958/59 - 1961/62, the growth in employment might conceivably be_abdut
3 per cent. o
3. Commerce and Services

The value added projections in Table V for commerce and services include
both value added by the povernment and by the private sector. Currently, the
_bréakdown is about half and half. If government grows af 10 per cent, the
governments share will tend to inerease fairly rapidily. Thus, this fact must
be take9 into account in projécting the growthrof private value added. Taking
this into -account we obtain the following estimated rates of gfowth of private
sector employment in commerce and services which are based on the rates of growth

of‘real value added in Table V.

High GDP Growth Low GDP Growth
orowth in Government Plan I  Plan II Plan I  Plan II
Current Expenditure :
5 per cent 4.1 4 7.4 3.4 5.5
10 per cent 2.7 3.8 2.5 3.2

4. Mining

Most of the employﬁeqt in the mining sector can be attributed to tin mining
at Jos in the Northern Region and coal mining near Enugu in the Eastern Rggion.
Employment and outbut and output data are contained iﬁ Table VII. The most striking

feature of these dat: are the very large increcases in productivity per man. . In
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B " TABLE VII

EMPLOYHEMNT AND OUTPUT I MINING

Employment : Average Monthly

Year : (thousands) . " OQutput

Coal Tin Other Total . Coal Tin
: (000 tons) (tons)

1950 6.0  58.2 1.2 65.4 48.7 1949
1951 | 5.9 65.3 0.7 71.9 , 45.9 982
1952 7.5  63.8 '_ 0.8 72.1 . 48.4 957
1953 7.3 50.8 0.6 67.7 58.3 946
1954 7.2 59.4 0.4 67.0 53,0 911
1955 ' 7.0 60.8 0.3 . 68.2 - - 62.4 938
1956 7.8 s8.4 0.4 6.6 | 65.6 1042
1957 8.1 55.5 0.5 - 64.1 67.9 . 1096
1958 7.6 335 0.4 45 770 701
1959 5.7 29.3 0.4 35.5 61.8 623
1960 3.3 36.6 0.3 40.2 46.8 865
1961 . 3.3 40.1 0.3 43.7 49.8 876
1962 3.2 43.8 0.2 47.7 52.0 925
1963 3.1 45.4 0.1 48.6 47.3 975
1964 3.2 44.1 0.1 47.4 57.4 982

-

Source: Niperia Quarterly Digest of Statistics, various issues.
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tin between 1950 and 1957, despite an increase ip output from 949 tons to
1096 tons per month or 15.6 per cent, employment dropped from 58.2 to 55.5
thousand or 4.6 per cent implying an increase in productivity of 20.9 per
cent or an avérage increase of 2.8 per cent per annum. Between 1950 and 1964
tin output hardly increased but tin employment fell by 24.2 per cent, an in-
crease of broductivity of 36.8 per cent or 2.3 per cent per annum. Between 1950
and 1957, there was virtually no increase in labor productivityrin coal, but
between 1959 and 1964 coal output fell by 15.5 per cent and emplcyment..fell
By 60.5 per cent, an increase in productivity of 113 per cent or 11.4 per cent
per annum. |

Using the tin énd coal data, we regressed percentage increase in
employment (Y) on percentage increase in output (X) to obtain the following
results:

Coal: Y -7.1 4+ 1,704 X (R2 = ,28)

i

Tin: - Y = -1.5 + .875 X (R = .90)

These results imply that when output does not grow at all, coal employment drops
off at a rate of 7.1 per cent per annum and tin employment drops off at 1.5 per
cent per annum (the coal rgsults are suspect because of thé poor fit and the
presence of auto correlated error terms). They also imply that coal output must
be growing at least at 4.2 éer cent and tin'at.1.7 per cent per annum for there

to be any increase at all in employment in these sectors. With increasing
dieselization of the raiiways, however, and the introduction of local oil fefining,

petroleum products should continue to be substituted for coal as a power source.



During the 1960/64 period, tin production rallied (from its 1959-low of 623

tons per month) due to favorable prices, but faileé to attain the performance

of 1957 (1,096 tons per menth). The recent fall in tin prices does not bode.
‘well for the immediate future. A,ver§ optimistic appraisal of the poséibilities
for employment opportunities in coal and tin would be to suggest that perhaps
employment will not fall, but” remain steady over the planning horizon.

Despite the fact that petroleum produétion and exploration accounts for
~most of the value added in the mining sector, employment is rather small. A

private survey of the oil industry and its contyractors and suppiiers for the
year 1965 revealed that §,439 workers Nigerian)rwere employed by the o0il indus-
try itself. The projected employmeﬁt for the industry by 1970 was 10,642
an average increase of 4.9 per cent per annum. Coﬁpared with the projected
rate of growth of this‘industry, the empioyment increase is miniscule.

From this analysis, it appears that through the second plan, the only
significant inc;eases in employment will occur in the oil industry. Since oil
industry employment, ﬁowev.r, was only about one-seventh of total employment in-
the mining industry in 1965, the increase in total employment for mining will
. average less than one per cent per énnum (about 0.8 per cent),

5. Manufacturing and Public Utilities

The daté relating tb éutput and employmépt in the manufacturiﬁg and public
utilities sector is rather sketchy. Between 1958/59 and 1961/62 value added
in the manufacturirg and utilities sector increased at a rate of 15.8 per, cent
pér aﬁnmn.Estimated employment increased at an annual rate of 10.1 per cent implying
an increase of over : per cent in value added_per worker. The 1962 and 1963

industrial censuses rcported the following data for manufacturing:



~Value Added
Per Worker

Year .Employment Value Added C (% million)
1962 58,277 41,845 718
1963 66,798 54,653 817

The percentage increase in value addeé.per'worker is 13.8 per cent, This very
high figure, however, may be due to the exceptionally large increase in valuer
added (coverége is estimated to be about equal for both industrial censuses)
between 1962 and 1963 and a more normal growth year would probably yield a lower
. figure. Differences in firms covered may also account for thg large increase.
Other research on a more disaggregated basis and elsewhere in Africa re-
veéls a pattern of large increase in produétivity in manufacturing activities.
A study by Azarias Baryaruha of three firms in Uganda, Nyanza Textiles, Uganda
Breweries, and British-American Tobacco Company, revealed average aﬁnual increases
in physical labor productivity of 12.2, 6.6 and 3.4 per cent respectively over
the 1960-64 period. The increase in productivity of the tobacco firm occurred
despite a more Lhan 10 per cent decline in production over the period. Using
employment figures from the annual enumeration of employees and gross domestic

product data, Baryaruha also revealed the following increases in labor prodUctivity

- in Uganda over the period 1960—64:9
Cotton, Coffee and Sugar Processing 6.9%
Manufacture of Food Products » 2.7%
Miscellaneous Manufacturing . 6.2%

1t

In a study of the suzar industry in East Africa, the present author concluded
that productivity i sugar processing in Kenya increased 52 per cent between

1958 and 1962 or a:. .verage of more than 10 per cent per annum.
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;Although the evidence is not as complete as one might like, we will base
our employment projectiqns in manufacturing on a 6 per cent growth in produc~
tivity. This seems to be, if anything, é rather conservative estimate. The
assumption of a 10 per cent rate of growth in value added in nanufacturing énd
public utilities for both the high and low GDP‘projectioﬁs above, implies then
a 3.8% rate of growth of employment in this sector.
6. Transport |

By far the'majority of wage earners in transport establishments of more.
than 10 are employed by the Nigerian Railways Céfporation, Table VIII gives
output in ton miles, workers and ton-miles per worker for 16 years. The pattern
of growth of output, employment and output per worker dees not follow any con-
sistent year to year pattern (all fegressions-produeed very low Rz).l1 >The long run
trend toward increasing productivity is readily anparent, howgver; The average
“gain in productivity betﬁeeh 1948 énd 1963 is about 5 per cent'per annum. Be-
’sides the growth in productivity, there is a noticeablie persistenﬁ dovmward trend
in employment since 1959 despite 1afge fluctuations in output. Giﬁen the projec-
tions of the transport‘sector in Table V, ‘the following conservative estimates
of employment growth are based cn a continﬁed 5 per cent per annum growth in
productivity: givethe following nrojected rates of growth. |

High Growth. : ' Low Growtﬁ

Plan I 1.6 - 0.8

Plan II ' B 5.0 _ . 2.5
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TABLLE VIII

EMPLOYMENT, OUTPUT, AND PRODUCTIVITY OF MIGLRIAN PAILWAYS-CORPGRATIDN

Year o Employmént* Ton iiles Ton Miles/Worker
(1000) (1000)

1948 2.1 554 ' 25.1
1949 : 23.2 658 28.4
1950 24.3 711 . 29.3
1951 23.4 672 ‘ 28.7
1952 27.0 663 | 24,6
1953 28.7 829 28.8
1954 2.5 C o900 ' 34.3
1955 | 30.1 1079 35.7
1956 | 29.3" 1162 | 3.7
1957 o 28.2 . 1204 - 45.8
1958 29.3 1232 42.0
1959 30.2 1381 k5.7
1960 29.6 1249 4222
1961 29.3 1181 40.3
1962 28.0 1412 | 50.4
1963 274 1410 51.5

* Exclusive of employees assigned to works projects.

Source: Federal i:public of Nigeria, Quarterly Digest of Statistics,
Lagos, Y .izral Office of Statisties, Various issues.




7. Construction

" About one~half of the-total employment in construction can be attributed
fq government. Unfortunately, the national accounts do not provide a break-
down of value added by govermment and non-government for the éonstruction sec—
‘tor. We will make a very crude projection here by assuming the difference be~
ltween the annual rates of growth of output and of pfivate employment will re-
main”roughly the same as for the period 1956 to 1962 (exclusive of the growth
between the years 1957/58 and 1958/59 which are not comparable). The growth
of value added was about 10 per cent per annum and of private employment about
4 per cent per annum. Projecting the difference of 6 pef cent, we arrive at

the following projected rates of growth:

High Growth Low Growth
Plan I : 1.2 ' 1.1
Plan II 9.7 ‘ 1.6

8. Overall Employment Projections

The overall employmenﬁ projections based on a 5 per cent growth in govern-—
ment expenditure are shown in Table IX. These are only very rough estimates,
but they probably do indicate rough orders of magnitude. .If anything, these
are overestimated projections because of our conservative assumptions cencerning
productivity growth,

The projections of non-agricultural employment are considerably below the

growth in non-agricultural value added (see Table V) and considerably below the
current rate of urban population and urban labor force increase in Nigeria which

is generally assumed to be about 6 per cent. The rates of growth of urban em-

ployment are roughly consistent with the current rate of overall population
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TABLE IX
NIGERIA

PROJECTED NCH-AGRICULTURAL FHPLOYMENT BY SECTOR

LOW GROWTL GDP PROJECTIONS
Rates of Growth

" During
1963/64 1967/68 1972/73 Plan I ° Plan II
_ ('000) (roee) ('000)
NON-GOVERNMENT . _ .
- Mining ‘ 56.9 56.8 59.1 0.8 0.8
Manufacturing and Public

Utilities 74.0 &5.9 103.5 3.8 3.8
Construction : 76.9 79.4 . 86.0 1.1 1.6
Transport 45.0 46.5 52.6 0.8 2.5
Commerce and Services ~ 129.0 147.5 192;8 3.4 5.5
Total Non-Government 378.9 41€¢,1 494.0 2.2 3.5

GOVERNMENT
Federal and.Regional 173.0 - 187.6 207.1° 2.0 2.
Local 93,0 06,7 121.4 3.0 3.
Total Government 266.0 262.3 328.5 2.4 2.4
Total Government and .

Non-Government 644.9 7G8.4 822.5 2.4 3.0
HIGH GROWTH'GDP PROJHCTIOHS

NON-GOVERNMENT _
Mining 7 54.9 ~ 56.8 - 59.1 ‘ 0.8 0.8
Manufacturing and Public .

Utilities 74.0 85.9 103.5 3.8 3.8
Construction ' 76.0 79.7 126.6 1.2 9.7
Transport 45.0 48.0 61.3 1.6 5.0
Commerce and Services . 129.0 151.5 216.5 4.1 7.4
.Total..-Non~Government 378.9 421.9 567.0 2.7 6.1

GOVERNMENT
Federal and Regional 173.0 187.6 207.1 2.0 2.0
Local 93.0. 104.7 121.4 3.0 3.0
Total Government 266.0 292.3 328.5 2.4 2.4
Total Gevernment and _
2 895.5 2.8 4.6

Non-Government 644,90 714,

* Lstimated by author
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increése in Nigeria (gemerally held to be about 2.5 per cent), but as long as
current rates of rural-urban migration are maintained, the growth in urban
employment in the modern establishments will not absorb, the labor force supply.
The tréditional sector will continue to absorb increasing numberégand open
- and disguised unemployméht will become increasingly sérious. |
-Tﬁe effect of the different assumptions concerning government expenditure
are shown in Table X. The effect of doubling the rate of growth of government
current -expenditure from 5 per cent to 10 ﬁe; cent is to add about one per-~
centage point to the rate of growth in all cases.‘
9. Increasing the Labor Intensity in Manufacturing
Let us. assume that the labor intensity of manufacturing is increased in
such a manner that the rate of growth of emploYment in that industry is doubled. Let
all the other assumptions used in the pfojections remain the same.  The re-
éulting rates of growth of eﬁployment given a 5 per cent growth-in government

current expenditure are as follows:

Plan I Pian I1I
Low Growth 2.8 3.6
High Grouth 3.1 - 5.1

The increase in the rate of growth of employment caused. by a 100 per cent

increase in the growth of manufacturing employment (an increase of 3.8 per-

-

centage points) is 11 to 20 pér cent (or 0.3 to 0.16 percentage points).



TABL™ X

PROJECTED AMNUAL PERCENTAGE GROVTII or -
NON-AGRICULTURAL EMPLOYUENT UNDER ALTERNATIVE
GOVERNMENT CURRENT EXPEGDITIPL ASSUIIPTIONS

LOW GROWTII! Gpp PROJECTION

5 Per Cen Growth of 10 Per Cent Growth of

Government Current Ixpenditure Government Current Expenditure

Plan I Pilan IT Plan I Plan II
Government ‘ 2.4 2.4 5.7 6.0
‘Non-Government 2.2 3.5 2.1 2.6
Total 2.4 3.0 3.6 4.2

IIGH GROWTL OF Gpp PROJECTION

5 Per Cent Growth of 10 Per Cent Growth of

Government Current Expenditure Government Current Expenditure

Plan I  Plan IT © Plan I Plan 11
Government 2.4 2.4 T 5.7 6.0
Non-Government 2.7 6.1 2.2 4.2

Total 2.8 4.6 3.7 5.4




G. Urban Vage Determination

Urban wage determination in Africa is very complex and dependsnon the
distinction between the modern, large scale sector and the traditional small
scale sector. ‘Tﬁe forces which predominate are different in each sector, al-
though it must be emphasized that the distinction is not abrupt and there are
many cases which defy classification. In the traditional sector, the markét
forées of supply and demand tend to determine the prevailing wage. There is
probably some minimum wagebat which labor supply becomes vefy elastic. 'Beloy
this minimum rate, little labor is forthcoming since self-employment in petty
trading, migration back to tﬁe rural éreas, beggiﬁg, or living coff friends and
‘relatives becomes more attractive.

In thé moderq sector, the centrai government uéually sets the pace in
one way or another. In some areas such as in Fast Africa, British Central
Africa and Chana minimum wvage legislatior, unlike in the deveibped weste?ﬁ coun-
tries, essentially determines the whole wége :éale.' iinimum wages are periodi-
cally adjusted upwar&s usually as the result ¢f recommendations of minimum wages
advisory boards which are appointed every few years. The increase in the mini-
mum wage is very effective in raising the whole wage scale since the wages of
most unskilled workers are at or near the cﬁrrent ninimum wage. Recent incre-
- ments in the minimum wage in many African countries have beén very substantial.
In Uganda, for example; minimum wages in the urban areas were'adjusted in 1959,
in 1962, and 1964. The minﬁmum wage was set at Shs._75.4, Shs. 120.0 and Shs.

152.0, respectively, implying more than a doubling of the money wage in 5 years.



~adopted for the most part, resulting in a discrete jump in wage scales which 1

|

The real minimum wage increased almost as much since there was little price
, . . 13 . - . . .
inflation during those years. In Ghana, minimum wage legislation was intro-
duced in 1960. The result was a sharp shift upwards in wage rates. The num~
bered of registered unemployed increased sharply. The government was forced
to take over the gold mines because the private owners claimed the sharp wage
, . ' . . . 14
increases made further profitable production impossible.

In those countries where minimum wage legislation is not the major factor
in setting wage rates, the government vage scales have a substantial impact
on wage scales throughout the modern sccter of the economy. Such is the case
< . ; . 15
in Nigeria today and Ghana befcre 1960. There are two reasons why government
scales set the pace for the rest of the modern sector. First, the preponderance
of government as the single largest employver means that other enployers set
their scales at or near those of the government in orxder to hold their own
labor force and to be a competitive position to attract better auality workers
at. all levels. 'Secondly, the larger private employers, for political reasons,

want to achieve and maintain a reputation as 'progressive employers.'" In some

instances the private employers pay substantially above government rates for

‘these reasons.

The central govermment often raises its wage scales in large and discrete
jumps. In Nigeria, for example, the traditional mechanism for raising government
wage scales is to appoint a commission of enquiry into wapes and conditions

of employment every few years. The commission's recommendations are usually

6]
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or changed only slightly until thé next commission of eﬁquiry is appointed.
Government‘wage scales in Nigeria werc adjusted upwards in 1954-55, 1959, and
1964 upon recommendations of the Gorsuch Commission in 1954, the Mbanefo and
Morgan Commissions in 1959 and a second lorgan Commission in 1964. The minimum
wage for general labor incrcased from 4 shillings & pence in 1955 to 5 shillings,
10 pence in 1959‘to 7 shillings,.ﬁ pence in 1964. The increase of 67 per cent |
in thé money‘wage of general labor was accompanied by only small changes in

the price levell’

The sharp increases in‘real vage rates brought about by changes in mini-
mum wage legislation or changes in government waﬁe scales,.aécompanied by in-
creasing urban unemployment, indicate that the'wage in the ;odern sector tends'
Fo be set institutionally and politically without great regard for achieving
balance between the demand and supplyv of lazbor. An examination of available re-
cent government documents which deal with.thé policy issue of wages confirm
this fact. These are two main arguments used to justify the usual recommenda-
tion of a substanﬁial increase in thé wages paid to general unskilled laborers.
The first is that a stable, modern, urban labor force requires that the lowest
paid workers be able to maintain themselves and their families at a "living
wage' or what is necessary to provide a man and his family "at a minimum stan-
dard of health and decency."18 A good statement df this philosophy is contained

in the Uganda Govermment's Report of the Minimum Wages Advisory Board [16], p. 5.

"The wages of unskilled workers in Uganda, in common with
many other developing countries, are so low in many cases that
they live in a state of permanent poverty and are generally 'underfed,
underhoused and underclothed'. We feel, therefore, that until such
time as they achieve a minimum wage which will enable them to live
as decent human beings equipped, at least, with the basic necessities
of life we cannot allow our consideraticn for any increase to be deter-
mined solely by the so-called 'economic laws', even though this may be

»



- 42 -

contrary to the economist's usual ideas of how wage levels should

be determined. It is of paramount importance to the country's future

stability and prosperity that we achieve, as rapidly as possible, a-

wage structure based on the needs of the family unit. The realisation

of this objective should receive top priority and the full co~operation

of both the Govermment and of the business community."

In practical terms, a minimum monthly wage of 240 shillings was deemed
a living wage by the 1964 Uganda Minimum Wages Advisory Board which they felt
ought to be achieved in a few yearé,implying a 58 per cent increase over and

. . 19 . - .
above their current recommendations. Since the concept of a living wage is
-ephemeral, tc say the least, once a wage of 240 shillings a month is achieved
this will no doubt be regarded as inadequate.

The second argument most often used'relates to the very substantial differ-
ences in pay scales between the various labor categories. 1In Nigeria, for example,
a young university graduate entering the civil service typically has a starting
salary of %600 or %700 per annum ‘with more or less guaranteed raises up to a
maximum level of %1400 or £1500 a year. If he is lucky enough to be promoted
to the so-called super-scales, he can earn close to L4000 a year. A typical
unskilled laborer will start at about £100 per annun and, unless he is able to
"~ qualify as an artisan by further training, cannot hope to rise much above
£150 a year.

These large income disparities result in significant pressures and senti-
ment in favor of forcing a more equitable income distribution by raising the lower
wage scales. The alternative policy of lowering the higher wage ard salary
scales has been attenpted by krumah and Nyrere with significant political

repercussions. Few other African political leaders would probably attempt such

a ‘solution.
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jGraﬁted that the African govermments cannot set wage scales which are com-~
pletely devoid of any'considerations of demand and supply, but within a very
large range they have the power and the apparent determination not to let
Yeconomic forces" determine employee remuneration.

H. Interactioﬁs Between Demand and Supply of Urban Labor

Very little is known of the factors which seem to cause increasing migra-
tion to the cities despite the lack of a commensurate growth in job opportunities
in the modern sector. Some such és Calloway [2] emphasize the effects of educé—
tion, 6thers the urban rurzl real income diffefpntials (Kilby [12]), and stiil
others emphasize psychological factors sucﬁ as the excitement and adventure of
city life compared to rural‘life; All of these hypotheses probably have some
validity.'.Much more empirical work needs tc be done before any one or several
can be isolated as tﬁe most important.

One factor which is not often mentioned and which may be important becauée
of its policy imblications is the possibility of interaction between quantity
deﬁanded and quantity 5uﬁplied of-labor.20 At any given wage rate and at aﬁy
given point in time, the number of entrants into the urban labor force is not
only a function of the prevailing wage rate, rural-urban real income differen-
tials, etc., but probably also a function of the assesément of individuals of the
subjective probability of getting a job. Pfior to entering the urban labor
force, a préspective qnt;ant's assessrient of the probability of getting a job
is likely to be very crude but nevertheless pr&portionately related to the ratio

of the current stock of unemployed to the current number of persons gainfully

employed.
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Once a person has entered the labor force, any.decision to»later with-~
~draw from the labér force depends on whether he is gainfully employed or not.
If he is not employed, his decision to withdraw like his decision to enter,
"depends both on the wage rate and on his subjective assessment of the probability
of getting a job which will change through time as the amount of his information
. increases fhrough experience..‘Furthermore, the average length of time a labor
force participant goes without a job is dependent on the ratio of those unemployed
.to those employed. The longer the labor force participant remainsg without a‘
job thebmore likely he is to leave the labor force both because his assessed
probability of getting a job décreases‘fhe lonper he remains unsuccessful in be-
coning empioyed and because his.financial and intanaible sssets decrease. By
intangible assets we refer to his ability to live off relatives, friends, sad
tribesmen during his period of seeking work.

Once a pergon beccmes employed the likelitood of his exiting the labor
fbrce is reduced.

If the quantity of labor demanded increases autonomously, in the first
instance, the ratio of unemployed to those employed increases as the number
of employed increases. The fall in this ratio induces: (a) a g;eater_flow of
entrants into the labor force because of the increése in the subjective
probability of obtaining a job and (b) reduces the flow of withdrawals from
the labor force because of the increase in‘subjéctive probabilities, because of |
the reduction in average length of time a participant goes without a job and

because those who ' .ome gainfully employed are less likely to leave the labor

force.
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i Thus, the guantity of labor demanded and guantity supplied to the
labér force are mnot independent. An increase in quantity demanded brings forth
an increase in the quéntity supplied through a reduction in the flow out of the
labor force and an increase in the number of newrentrants. If the increase in
the quantity éupplied is greater than the increase in the quanfity demanded, the
net result will be an increase in the number.unemployed.

This analysis of interactions between supply and.demand also indicates
that the current rates of rural-urban migration may hot be maintained for very
long in the future. As the ratio of those not employed in the modern sector
to those employéd becomes very large, the subjectiVe probability of obtaining
a job will decrease. People are unlikely to continue to flock to the cities at
current rates if there are so few jobs available. In the meantime the stock of
unempioyed and underemployed is building up very rapidly aﬁd may be quite lérge

before some sort of equilibrium is reached.



~46 -

i

I. Pdpulatiqn Growth and Urban Employment

Although rates of urban population growth are typically about 6 to 8
per cent in Africa, the growth of total ﬁopulation_for most African countries
is generally assumed to be somewhere between 2 and 3 per cent (in some caseé,
such as Kenya, there is reasonrto believe that~population'is growing even faster
than 3 per cent 2). This implies a rate of increase in the ratio of urbam to rural
population.somewhere between 3 and 6 per cent. Since there has been very little
increasé in the numbers employed by the modern sector, however, the ratio of
those Qmployed in the modern sector to those not pmployed in the modern sector
has been deciining.

The rapid rates of overall population growth tend to aggravate the urban
unemployment problem fqr a number of reasons. Firs%, the rapid growth of popu-
lation means an increasing supply of potential entrants into the labor force.
Second, the rapid growth in populétion has been accompanied by a fall in the
death rates. The current age structurs of the African population is such that
almost 50 per cent are probably less than age 16. A falling death rate generélly
tends to increase fhe proportien of people over age 16, so that the rate of
growth of the work force age 16 and over ténds to increase even more rapidly
than the growth of overall population. Finally, while Afriéa is generally
considered to be a land surplus area, there are certain regions of Africa where
overpopulation is becémiﬁg an increasing problem. In other éreas, a confinued
rapid growth in population will begin to result in pressures on the land .dn a
few years.23 The increasing scarcity of land means that -everything else being

equal, the rate of rural-urban migration will increase.
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J. Poiicy Implications

Our main concern is with govefnment policies which seek to alleviate the
growing disparity between both the numberé employed and the numbers underemployed
or unemployed. The main thrust of our .arpgument will be that those policies
- yhich operate on the supply side_are more likely to be successful than any

policies designed to stimulate the demand for labor.

1. Some minimum growth in output is necessary if the number of urban

employved is to grow at all. At low rates. of growth of output, the matural increcase
in labor productivity combined, perhans, with a ;ystématic shift toward more
capital intensity will result in stagnant or falling employment. Above this
"minimum growth in output, the growth in employment t?nds to increase rapidly both
because.the natural increase in lahor productivity is more than overcome and
because the construction industrv, a relativelvy labor intensive industry becomes

more important as the ratio of investment to Gross Domegtic Product rises.

2. The growth in cmployment arisine from any given growth in output depends

very much on the sectoral composition of that growth. The most important com-

ponent of employment is government and its relative aerowth can swamp all other
influences. If growth occurs mainly as the result of an expansion in non-labor
intensive activities or in sectors where labor productivity is increasing very

. T . 24 X , .
rapidly, the effect on employment can be substantially lower. Thus in Nigeria,
a more rapid growth of the oil industry produces mainly indirect employment ef-
fects whereas the scme growth generated in labor inténsive manufacturing would

have significant di:- <t employment generating effects aswell as the indirect effects.

The importance of ¢: -:iyuction activity in investment also may- have a considerable

effect on the relatic. betueen erowth in output and growth in employment.



3. The growth in urban emplovment is unlikely to ever equal current. rates

of growth of the urban labor force. Although the rate of growth of employment

may rise rapidly after some minimum growth in output is achieved it is ﬁnlikely

to ever be equal to the rate of growth of output. For example, a 7.8 per cent

. : growth in
projected growth in output in Nigeria produces at most a projected 4.6 per cent/
emﬁlbyment and this is largely due to a very rapid increase (10 per cent) in
current government expenditure. Rates of growth beyond 7.8 per cent are unlikely
to ever be achieved over a long period of time in MNigeria or elsewherc in Africa
unless export prices turn very favorable. . Given fates of érbwth of the urban

labor force of about. 6 per cent, full absorption is not possible.

4. Stimulation of urban labor demand by a slowing down of vapge increases

would have a limited impact on emplovment and is politically difficult to

implement.  The major impact of a slowdbwn in'wage increases on employment would
operate through the govefnment-sector for which the waﬁe elasticity of employment
is near'unity. A lowefing of the average wage would increase the level of
employment at existing levels of government current expenditure and increase the
.additional numbers employed for a aiven growth in government expenditure. In
fact, however, recent government wage increments have been mostly confined to the
lower wage scales. Given the large income disnarities, the proportion of the
total goverhment wage bill affected'by these wage increases has been small so that

the percentage increase in the average wage has been considerably less than the

increase in the lower wage scales. TFor examnle, in the 1959 Nigceria Report on

Earnings and Employment Enquiry, 11.7 per cent of those employed by the Federal

and Regional governments together were classified as either professional, technical,

administrative, executive, or managerial. The cash earnings of these senior

»



employees comprised 41.5 per cent of the total wage and salary Bill. At the other
end of the scale, general unskilled labor accounted for 36.6 per cent of em~ .
ployment but received only 13.9 per cent of total earnings. Thus a>ten per cent
increase invages paid to general unskilled laborers would require only a 1.4 per
cent increase in government expenditure on vages and sglariés (and even less of
an increase in total current prendltﬁre) to keep emplovment at the same level.
The impact of a policy of wage restraint on the private sector is llkely to”
be considerably smaller than is the case with govgrnment. The main increase in
employment opportunities woulé occur as output increased Ehrough new invéstment.
Employment ag currept.output_levels is less wage elastic. Turthermore, factors -
other than wages may be a larpge contributor to labor costs. The téndency toward
provision of increased fringe benefits such as the Hational Provident Fund scheme
iﬁ Niéeria, the introduction of pay as ybu earn systems of taxation and check-off
of unien dﬁes, and the gfowing,strcngth cf laber unions have raised the effective
wage, increcased administrative costs of using labor inputs, have subjected
employers to the ever closer. scrutiny of government officials, and have forced
closer compliance with laws pertaining to wages and conditions of employment.
Finally, a policy of wage restraint is extrémely diffiéult to implement
given the political pressures for a narrowing of wage and salary differentials.

5. Stimulation of urban labor ‘demand by increasing povernment current

expenditure might be quite effective but the impact on investment activity

unfortunate. One way to boost employment quickly is through a rapid expansion of
government services. Sooner or later, hovever, someone must pay the cost of such
a "cheap" method of boosting employment. Tither government capital cxpenditures

must suffer or tax revoouc raised which is likelv to reduce private capital

5



expenditures. Furthermore, an increase in labor demand, particularly when it is
generated by government may substantially increase urban labor force partici~

pation.

6. Increasing the labor intensity of investment through tax and subsidy

incentives would have limited-impact. This kind of policy will operate on the
private sector which accounts for only about hélf of all modern sector emﬁloyment
and within the private sector the policy will only affect thoselindustries fof
which a wide range of choice of technologies is available. Tﬂus commerce and
services and the mining sector and related activities will be little affected.

If a tax and subsidy scheme were able to raise the rate of growth of employment
in manufacturing it would be considered enormously su;cessful. In our projections
of Nigerian employment, howevef, ve saw that a doubling of the growth in manu;
facturing employment through the use of more labor intemsive techniques had a
considerably smailer impact (about a 20 per cent increase) in the growth in over-
ali employment.

In addition, tax énd subsidy schemes vhich favor labor intensive investment,
might also reduce the total level of investment because of the relative increase
in the price of capital. Dependiné on the,specific shaﬁe of.thé prodﬁctionra
net reduction in the groyth of output wmay occur,

Finally, because such a tax and subsidy scheme would operate mainly on the
. 4
demand for labor, again the increase in labor force participation may reduce or

negate its effectiveness.

7. The rural-u:ban wage differential is a more important policy variable

than urban wage raten considered alone. A reduction in the growth of urban

wage rates is likelv to be nore éffective than anv policy specifically aimed at



increasing urban labor demand. The reason for this, of'course; is that a re-
duction in the urban wage will tend to reduce also the auantity of labor supplied‘
to the urban areas through a reductiop in the rural-urban income differential.
Unless, however, reduced growth in the urban wage is accompanied by no change or
increased growth in rural inc?mes. the net effectrof a policy of wage restraint
may be negative as far as unemployment is goncerned. Furthermore, a policy of
wage restraint is likely to bermore palatable politically if éctompanied by a

"stated policy of attempting to increase rural incomes.

8. The most successful policy is likely to be one aimed at increasing rural

3

income and raising the quality of rural life. The pattern of development in

many African countries has been one in vhich rural incomes have provided muéh

of the surplus vhich has been used to finance expansion‘of éocial overhead facili-
ties and modern séctor devélopmeht in the urban areas. The mechanism for providing
this transfer_has been agricultufal marketing board policies (see llelleiner [24]),
export taxes and import duties on consumption goods. Direct income taxes on

rural incomes 5nd the channeline of savings thfough financial intermediaries has
not been used to such é large extent. Two questions arise with regard to>this
policy. TFirst, has the resulting reduction of peasant'inéomes been wise given

the rapid increase in real incomes of those emplo?ed in the modern sector. The

transferring of the agricultural surplus probably has reduced peasant investment

t

and contributed to the excessive draining off of workers to the city. Secondly,

-

what has been the net impact on the rural sector of the investment financed
through agricultural surpluses. Investment in urban construction, manufacturing,

public utilities and urban social overheads has often had little positive impact

on the rural sector, especially vhen manufacturing of import substitutes involves



higher prices to the rural consumers because of increesed tariffs and monopoly -
protection. Investment in yroads, rail, air travei and port facilities have to
some extent facilitated the movement of goods and services to and from and within
the reral sector. All too eften, however, a large proportion of the investment

in roads is for widening, improving, and'paving.the connections between main
urban centers, and very little has been spent on agricultural and feeder roads.
Most of the investment in air travel has been for improving the main international
airports and purchasing aircraft for international service rather than for im-
proving connections between rural centers.

More impq;tant, perhaps, than the bias of investment activity toward pro-
vision of services for the urban areas has been the bias of administrative and
politicai effort towards satisfying the needs of urban areas. Improvement in
the quaiity of rural life, éay through increaeed ectivities of the departments
and ministries concerned with rural commenity development, may not require so
much increased investmenf in the rural areas as a direetion of thought, effort,
and reseerch towvards that end and a peliticel reform which gives rural interests
a stronger voice in formulating government policy.

Our main concern here has been the impact of various policy alternatives on
reducing the disparity between demand gnd supply of urben 1abor.‘ This does not
imply, of course,bthat certain policies may be desirable for other reasons. Tor
exampie, an argument for stimqlating labor inteﬁsive activity may be justified
wholly on grounds of efficient resource allocation, although there is considerable
debate over the question of labor intensive versus capital intensive techngques
with regard to the eltimate impact on the growth of the economy. The only policy
vhich can hope to solve the problem of urban unemployment, however, is one vhich

focuses on conditions in the rural sector.
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Appendix

GDP. Projections for Higeria

The sector by sector projections of GDP were done with a very crude
.model containing the following variablcs.
At Agriculture
M: VMining (including o0il extraction and exploration).
T: Transport . ' C: Construction
€S: Commerce and Services .
MP: Manufacturing and Pubiic Utilities
0: Other
Y: .Gross Domestic Product
1 Investment
All of the variables except investment (an expenditure aggregéte) are in
termé of value added. - The modellconsisted of the following equations:
. .

(1) A= Ao 1+ )

_ t
(2) 0=0(1+r)

)t

(3) ¥ = HPO 1+ rop
(4) C= 8.5+ .1604 T
(5) T = -20.3 + .0620Y
; | (6) CS = 22.4 + ,1734Y
‘(7) Y =A++ 07; MP+ C+ T+ CS + M
(8) I=a.Y%Y

(9 (@ Y=7¥ (1+ry)

e e = )




Equation (9a) was used fer the low grovth projections and (9b) was used instead
for the high growth projections. Bquations (43, (5), and (6) are based on

. -, . \ . 1 : .
regressions using national accounts data for previous years. A zero subsecript
e.g., Ao’ Oo’ HPO, refers to the initial value: of the variable which is
subscripted.

There are nine variables and nine equations. TFor the low growth projections

the parameters r

T ro, rMP’ and rY were given by assumption (see section F )

and the parameter a was determined according to the Harrod-Domar grovth equation.

>(10) a

i
o
.
-

Y

where k is the assumed capital/output ratio. The equations are then solved by
substituting the parameters in the reduced form. The reduced form consistsd

of equations (1) through (3) and

~~
£~
~
(@]
]

8.5 + .1604Y (1 + r )t
. o Y

(5) T =-20.3 + .0620 Yé(l + rY)t

(67) €S =22.4 +.1734 ¥_(1 +'rY)t
(] b t t Fahl t
(7)) m= -A (1 + r,) -0, 1+ ro) ~MP_ (1 + Lyp) + (1 - L1604 - .2354)
. .
Yo(l + rY)

1The commerce and services rezression equation was based on the national
accounts data (constant prices 1957) for 1950/51 to 1963/64, for transport
1958/59 to 1963/64 and for construction 1958/59. to 1963/64. These particular
regression results were picked because of the poodness of fit. Various other
regressions vere tried using data in current prices data covering longer and
shorter spans of years, and different forms of the regression equation. The
data source was Higeria Economic Ivdicators, various issues. !
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(8) I=

t
a¥ 1+ rY)
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YO Qa + rY)
For the high growth projections, specific assumptions were made about

and r The values of a and r, were determined by solving equation

L Ta Tor T M ' Y

(10) and

T T T
- L - = 3 )
(11) Yo(l + rY) (1 .1604a .2354) do(l + rM) F Ao(l +1r,)

T, . o
+0 (L4 ) WP (L n)

where T is the terminal year‘of the projection bériod, i.e., the end of Plan I
and the end of Plan II. Eqﬁation {(11) ensures that the rate of growth of Y
rimplied by the model is consistent with the proportion of GDP which is invested
and the assumed capital/output ratio. The solution.tb (10) and (11) was

approximated by successive substitutions. Having determined r_, and a, these

Y

" parameters were substituted in the reduced form along with Tys Tos Yy and Thp

to. make the projections.
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Footnotes

lSee Reynolds and Gregory [1]: Pearson [3]: Calloway [2]; and Doctor.and

Gallis [4]

2See Baer and Herve [5].

3For example, Calloway [2], (p. 60) asserts that "...no social and economic
problem in Nigeria is so urgent as that of finding employment for the ever

increasing number of school leavers.

For is there any major policy issue of

which the meanings and implications are so little understood."

4In referring to Africa in this paper, we generally mean Africa south of

the Sahara exclusive of South Africa.

5These growth rates were calculated from data in United Hational [9],

PP.

.6Bétween 1261 and 1964, private enterprisc employment in Ghana fell from 138

thousand to 115 thousand while public
to 262 thousand, a net increase of 27

sector emnployment increased from 212 thousand

thousand. Empleoyment in the services sector

increased by 30 thousand, thus accounting for all of the increase in employment
and then some. See Ghana [10], p. 2 and [1i], p. 12

?ThiS'cause of increased labor productivity is somewhat peculiar to the
smaller size, less developed economies. In most African countries there is -
usually only one railway company, for examnle. Maintenance of the right of way
and administrative and clerical operations require some minimum number of workers.
The need for these kinds of workers does not expand nearly as rapidly as output
expands. In most African countries, the railvay accounts for a considerablie

- portion of the labor force, and as the railvays are used to fuller capacity,
workers per unit of output falls rapidly. There is also a tendency to build
certain manufacturing plants substantially ahead of demand or to build a large
enough size to handle demands during export booms (e.q., cement). As the average
capacity utilization increases, maintenance and administrative personpnel increase

their productivity.

8See Okigbo [13], pp. 125-130 and
Enquiries 1959 and 1961, Lagos.

9See Baryaruha [15].

lOSee Frank [14], pn. 92!

*,

Higeria Pepcrts on Earnings and Employment
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llThe reason for the lack of year to year correlation between employment
~and output is probably due primarily to two factors:

(1) the fluctuations in ton-miles carried are difficult to predict and abrupt
increases in output are probably accompanied by deteriorating quality of service
provided (longer turn avound times, more frequent breakdowns in equipment, delays
in repairing equipment, billing, routing, clearing, etc.) wvhile abrupt falls in
output result in redundant labor; and )

(2) The railways are government run vhich means that they are probably
used as an institution for doling out patronage and hiring relatives and clients
and that in periods of declining output there is a tendency to avoid laying off
workers. This suggests that employment is probably more a function of a weighted
average of output in recent years with the restriction that employment cannot
fall by more than a certain percentage in any given year.

12See Uganda Government [16], pp. 9 and 18.

13The index of retail vprices in African Harkets in Hampala was 102 in Junc
of 1959 and 102 in June of 1964. The cost of living index (based on expenditure
patterns of middle income civil servants) in Kampala was 138 in June of 1959
and 157 in June of 1964, an increase of about 14 per -cent over five years.

4
llSee Birmingham, Neustadt, and Omaboe [18], p. 137.

15See Kilby [12], pp. 13-20 and Ghana [19].

16

See Kilby [12], p. 20.

7Changes in the Consumer Price Index for various iigerian cities are as

follows:

Lagos: 1953 = 100; 1964 = 112

Ibadan: 1953 = 100: 1964 = 127

Enugu: 1953 = 100: 1964 = 147

Kaduna: 1957 = 100; 1964 = 118

Port Harcourt: 1957 = 100; 1964 = 118

These indices are based on expenditure patterns of employees earning L 350 -
400 per annum. Sece Nigeria [20]. '

¥see Nigeria (171, pp. 11-12.

19See Uganda Government [16], p. 15.
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20The relationship between quantity supplied of labor (labor force partici-
pation) and the nubmers employed and unemployed has long been recognized with
regard to the U.S. economy and recently has been the subject of intense empirical
research. See Mooney [21] which contains a bibliography on studies of this nature.
This kind of analysis has particular relevance for url:an labor force participation
rates in African countries because of the large stock of potential entrants iato
the urban labor force viz those residing in the rural areas.

2lIn terms of a mathematical model, let w be the vage rate, Qd be the quantity

of labor demanded and QS be the quantity of labor supplied.
Then ‘
.Qd = fd(w; a)
Qs B Qd
—)

d.

Q

s f'S (w,

where a is an autonomous shift parameter . Equilibrium occurs when 0, = Q but
s

d
the existence of equilibrium is not assured unless, among other things, there is
some upper bound on Qs, the total labor supply. Tor African countries, there

is almost no effective upper bound on the numbers which can be supplied to the
urban work force since it is such a small fraction of the total work forece. A
shift in démand (a change in a) results in the following change in quantity
supplied if the wage rate is held constant: ‘

30 -, . Af_ a0,

°a Q2 2e Ja

. where e = (Qs - Qd)/Qd is the unemployment ratio. The sigﬁ of afslae is negative

for reasons discussed above. Thus the increase in demand at a given wage results
in an even larger increase in supply if

-QS st
—= . —= 5
02 ae

4 -

With this kind of model an increase in demand can actually lower the equilibrium
wage even if the slopes of the demand and supply curve (3fd/ 9w and 3fS/ dw) are
negative and positive, respectively. ) ‘

22See Blacker [22].

23 .

See Ethérington {237,
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The grouth of employment gencrated by an autonomous increase in the growth
of any one sector, of course, lias both its direct and indirect effects. An
increase in the growvth of manufacturing, for example, may have an impact on the
rate of jinvestment and therefore on the level of .construction activity, and on
the rate of increase in the production of intermediate goods and services. These
' indirect effects will also have an employment impact in addition to that
generated in the manufacturing industry alone. EVerything else being equal,
however, the total employment impact will be a function of the labor intensity
of the sector in which autonomous qrowth occurs. Galenson [.72] emphasizes
the indirect effects of employment generation and is critical of those who lament
the poor employment generation from grouth in manufacturing.
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