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ABSTRACT:

In the paper a wide array of data on the Kenyan labodar market is
examined., It is found that neither rhe traditional human oapital model
nor segmented labour market theories provide an adequate explanation of the
pattern of development. An alternative explanation is proposed.

First, ehanges in cmployment and earnings by oceupation for the
period 1964-1977 and earnings by education for the period 1968-1978 are
congidereds Then changes in employment prospeets and migration by education
are presented. PFinally, a theory which is compatible with these observations
is presented.
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By

Arne Bigsten and Paul Collier

1. INTRODUCTION

‘The apparent experience of the Kenya labour market has been
influential in formulating theories of segmented labour markets (SIM) in
opposition to the traditional human capital framework. Based on the evidence
of the 1960s the IID ZM16~7 concluded wage rigidity was responsible for
heavy urban unemployment. House and Rempel [m15_7 usging data for the period
1968-T72 concluded:~

"Phe primary question asked in this study was
whether the increase in the supply of labour available
in Kenya was exerting signifiocant downward pressure
on the wage structure in the modern sector. On
the basis of the evidence considered in this study
the conclusion reached is that wage levels have not
been responsive to the growing labour supply pressures.

Fields 1”3;7, influenced by the same period, postulated a model in which
education was used as a soreen by employers. The predicted result was that
in the face of explosive growth in educational output the private returns to
education would stay constant whilst the educated 'bumped' the uneducated
out of job opportunities, so that over time the composition of jobwseeking

migrants would chamge in favour of the educated.

In this paper we examine in some detail the wide array of data
now available on the Kenyan labour market. We conclude that none of the
simple models survives the confrontation with reality. In their place we
propose a framework which seems to live more compatibly with the be~
haviour of the labour market. In section IT we document changes in employ-
ment. and earnings by occupation over the period 1964-77. In section III
earnings by edncation are introduced for the period 1968~78. 1In section IV
changes in employment prospects and migration by education are presented for
the same period., Section V proposes a théory which is compatible with these

observations. Finally, Section VI offers s summary and conclusion.
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IT: Employment and Earnines by Occupation 196477

Iirgt, consider changes in the occupational compositinn of the
formal seotor labour force. Using the Manpower Surveys of 1964 4714*7 and
1972 /7_/, and the Employment and Earnings Surveys of 1964, 1969, 1972 and
1977 474;7 enables us to build up an approximate picture. For 1977 and
1972 ~ur data are for citizens, for 1964 for Africans, and for 1969 for both
Citizens and African citizens. Since the number of African non-~oitizens is
rather small (in 1969 4,680 in all ocoupations) 1969 provides us with a

conversion factor from Africans to citizense.

Table 1 shows the data for citizens for the four years, whilst
Table 2 gives the data for non-citizens. The figures on skilled manual
are almost certainly subject to unspecified re-classification between 1964
and 1969 and between 1972 'and 1977, This mekes comparisons between the

development of skilled and unskilled manual labour impossibles

Table 2: Wage Bmployment of Non-=Citizens by Occupation

Ococupation

Directors Middle level Clerical

Adivin, and Executive 4 and All

Profegsional Managerial Secretarial Qccupations
Non~citizens
1977 6,067 2,517 1,236 , 18,387
1972 9,913 2,097 2,989 26,119
1969 8,731 7,930 7,320 37,887
Hon~African
1964 3,738 5,459 14,207 52,831

Three factors are perticularly noteworthy. First, among citizens the

proportion in white collar jobs has risen strongly throughout the period.
Second, among manual workers the share of casual employees fell 1964~72 and
then rose very strongly 1972-77. The fall in the earlier period is pafticularly
marked in the non-agricultural sector. Tor example, 1967-72 non-agricultural.
casual employment fell from 82,556 tc 57,207. Third, there has bheen a

decline in the number of non-citizens., The exit cf approximately 35,000
non—citigzens 1964~T7 must have had a substantial impact upon the citizen wage

structure. Tor example, if we tzke as an arbitrary cut off point that wage
which divides the highest 25%¢ of Nairobi wage earners, in 1977 this amounted

to 1,394 sepem. and in 1967 to 462 s.pem. The total number of employees in
Kenya earning above this level in 1977 was 96,094 and in 1967 was 70,855.
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Tabtle 1: Wage Buployument of Citizens by Occupation
Year Occupation

Directors Migdle level glerical Other

Adain, + Lxec. + and White Technicians S8killed TUnskilled Casual
nos. Professional Ilanagerial Secretarial Teachers Collar  + Foreumen Menuval Regularse Unskilled Total
15677 cit 14,557 15,612 73,215 103,110 €,964 20,274 62,152 421,942 166,679 884,509
1972 cit = 9,748 5,632 53,147 60,603 6,835 16,768 100,704 337,776 99,44%L » 893,658
1869 civ 8,555 5,104 49,1453 44,437 44440 15,377 53,602 304,668 95.566 . 5839.346
1969 AF 6,056 7,020 144,979 44,059 3,447 14;279 57,40 304,091 95,966 577,588
1964 AF 383 6,629 16,065 28,727 718 1,962 11,32¢ 369,042 93,238 522,592
Per~
centages ‘
1977 1.65 1.77 8.28 1.66 0.79 2.29 7.02 47.7 18.84 100
1872 1.41 1,24 7.66 8.74 0.99 2.42 14.52 48,69 14.34 100
1969 cit 1.45 1.38 8.34 - Te54 0.75 2.61 9.54 51.7 16.28 100
1969 AF 1.05 1.22 Te79 7.62 0.60 2.66 10.03 52,65 16,61 100
1964 0.17 1.27 1.93 5.50  0.14 0.38 2,17 70.62 17.84 100
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The number of non~citizens in wage employment was 18,387 in 1977 and
43,661 in 1967.  Opn the fssumption that all non—-citizens are in the top
earriers this implies an expansion of citizen employment above these
25% of wageg earning levels from 27,194 in 1967 to 77,707 in 1977. Further,
in 1967 there were 8,640 non-African citizens in wage employment nearly all
of whom would be in the high wage group so that the expansioh of African

citizen high-wage employinent is even more dramatic,

We next congider changes in earnings by occupation. It will be
seen in Section IIT that the experience of the Nairobi labour market is of
particular interest so we start with this, although for Wairobi occupation
specific earnings data are not available so changes must be inferred from the

overall distribution of wages.

The distribution of Nairobi regular wage income is available for
1977 1_4;7>and 1972 ZP4;7° For earlier periods we have 1o use non~
agricultural regular wage income. Tor 1977 and 1972 we take the mean earnings
of the top 25%, and remaining 75¢ of Wairobi regular wage earﬁaus., For 1972
we then apply the level of income which divides the two groups (818 sepem.)
to the non—agricultural regular wage distribution. The wage level divides
non—agricultural workers in 1972 into the top 18% and the remaining 82%,
whose mean earninge are then compared. Tor 1967 we retain this division
between the top 184, and the bottem 82%, The data are presented in Table 3.

Table 3: Mean Earnings by Wage Group
(excludes casuals)

Mean Wage

Year Criterion Low Wage All W88 pirferential

1977 75% 25% Nairobi 629,1 14243 3881 6.169
(critical wage = 1,394)

1972  75% 25% Nairobi 35343 887.6 2490 7049
(critical wage = 818)

1972 critical wage = 818 34244 681 2221 6.488
non~agricultural
regulars (824 18%)

1967 82% 18% non-agricultural 183.7 590 2438 13.27
regulars '

(oritical wage = 462)
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The earnings distribution has become progressively more equal.
If the conversion from the non-agricultural to the Nairobi distribution
which applied in 1972 (1.093) also applied in 1967 then the Wairobi wage
differential must have narrowed from 14,5 in 1967 to T.05 in 1972 and 6.17 in
1977. The period 1967-72 saw a fall in the nominal mean earnings of the

high wage group -~ almost certainly the result of Africanisation.

Real wages of the lew wage group rose very strongly 1967=72 and
then fell 1972~77., Real wages of the high wage group fell sharply in each

period.

For earnings specific to the occupational groups shown in Table 1
we have to restrict sur analysis to the period 1968-1977, for which data
are available on earnings by occupation for the entire formal sector, Un-—
fortunately, these employment figures concern citizens only, while the
earnings figures have had to be calculated for all employees, including
non—citizens. This means that we get a biased estimate of the deVelopmenﬁ
of citizen earnings by using these data; since the proportion of non-
citizens in the labour force decreased somewhat over the periods. Since the
non-citizens had higher average earrings than the citizens, the level of
citizen earnings at the beginniiz of Hhe period ig more overestimated than
the level at the end of the period. Thig implies tha™ the growth in ocitizen

earnings bhecomes underestimatad.

Since the clagssificaticn of unskiiled and skilled workers has
changed over time, we would got risleading results if we tried to consider
these two categories separately. ITastead we have grouped them together
into the category manval. Yo reliable data are available for casuals, but one
might assume that they earn only thc minimum wage. -This doubled between
1972 and October 1977, and thus was raised at a rate slightly above the
inflation rate. Between 1968~T72 the minimum wage was unchanged in nominal

terms and so fell by 13% in real terms.

From Table 4 we s2e that relative to both average and manual
earnings it is only the top catzsgory of directors and professionals that
has managed to improve its position. The gep between manual and non-manual

earnings thus decreased during the period under consideration.



"I1I, Bducation and Barnings

Currently, no national data are available on earnings by education.
However, we are able to make use of two sample surveys, the Hairobi High and
Middle level Manpower Survey (NHMINS) conducted by the Central Bureau of
Statistics in 1978 and the IBRD Labour force Survey (IBRDLS) conducted
by Thias and Carnoy in 1968. Whilst the result of the latter are reported in
/18 7, the NHMINS is otherwise unanalysed.

The NHMIMS consisted of a random gample of 25 Nairobi firms drawn
from the 1977 Employment and Barnings Survey listing of establishments. 4
total of 533 employees were questioned about age, salary, years of ecxperience

in the job, education and training.

Regression analysis was used in an attempt to explain the salary
structure. Education was found to be the most important explanatory varisble
of salary, followed by age. All variables wero signifiocant at the 1% level,

The results are given below with standard errors shown in brackets:

S = 7,749 + 60TE + 1074 + 52X + T9OF + 4481 (1)
- (36) (13) (18) (=245) (231)
r® = 0,52
where 5 = salayy in shillings per month
E = years of education

= age in years
years of experience in the job

= full~time training course attended

HoR M b
It

= in-gervice training

Considering that no information on the firm, iandustry, sex or racec was
available this was considered a very satisfactory level of explanation.
Both education and full-time training were rewarded by substantial salary

increases.,

Training could be either a substitute for education or, since firms
suffer training costs, they could screen for trainability by education.
The former would give a negative correlation and the latter a positive
correlation Between education and training. The ﬁartial correlation
coefficient between education and full-time training was 0.12, between
eduoation and inwservice training 0403, and between education and corresﬁOw
ndence course ~0,06, Regression analysis failed o establish any connection

between training and educatinn,



Table

’

N
by Occupation” (s.p.m. 2t curr

4: B ing
L ]

Directors 1iddle level Ovher

Admin, 4 Bxec. + Clerical White Technicians Nanual

Profesgional Managerial Secretarial Teachers Cellar Foreman Regulars Total
1977 6083 3212 1150 662 1397 1851 452 861
1972 2621 2092 783 546 756 1565 263 494
1968 2168 2304 692 541 734 1252 213 403
(L) mHormelised (Average earaings = 1: 1977: 86l = 1, 1872: 494 = 1, 1860: 408 = 1)
1877 T7.07 3.775 138 1.00 1.62 2.15 0.52 -
1972 5-51 4.23 1059 1011 1061 3017 0053 -
1968 5.31 5.65 1.70 1.33 1.0 3.07 0.52 -
(B) Wormelised (Manuel earnings = 1: 1877: 452 = 1, 1972: 263 = 1, 1968: 213 = 1)
1?77 13.46 T.11 2.G3 i.91 3.C9 4.10 1.00 -
1972 : 9.9h 7.95 2.98 2.08 3.03 5.97 1.00 -
1968 10.18 10.22 “3.25 2.54 3.45 5.88 1.00 -
(¢) Tormalisead (1972 real earnings; GDP deflator zsedg)
193? 1.18 0.78 0.78 .81 0.90 0.650 0.88 0.89
197 1.00 1.00 1.00 1.00. 1.00 1.00 1.00 1.00
1963 0.95 1.26 1.01 1.13 1.06 0.92 Q.93 0.95
1. Employment end Barnings Surveys, 1972 and 1977 and /15 7 T.2.4. for 1968,
2. For 1972~77 the GDP deflator is 1,90, The Nairobi higher, middle, and lower income indexes of

consumer prices rose by L.87, 1.84 and 2.00 respectively. PFPor 1968-72 the GDP deflator is 1.145.
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¥ «043 4+ LO2E* + ,0034 =~ (002X (2)
0.02.
significant at fthe 1% level,

i

it

i

However, cross~tabu1ations of training hy education and age suggesied that Ter
the younger age groups.training was positively correlated with a high level

of education. For all workers under the age of 35, of these with les$ than
form 3 education 44% had received no training at all, whilst this applied

to 28% of form 4 leavers and to only 3% of those with education beyond form 4.

On average, full-time training is worth 800 sh. p.me to the emplovee.
Breaking down by age and education the cell gizes become rather small except
for Form IV leavers. Here we find a large differential payment for those who

have full=time training.

3]
Table 53 r['I‘:oaim‘.ngano‘_ Salary for I'orm IV Leaverse, 19781

(mean salary s.p.m.)

Age grou | Training -
Mull~time In~service Non

20=24 2,376 1,521 1,432

25~29 2,526 2,048 24137

3034 3,524 3,062 2,002

1. Source HMIMS printout.

Full-time training thus appears to raise initial salaries by 66% above

those without training.

The Thias and Carnoy 1#18L7 survey of the labour faorce of Nairobiy
Mombasa and Nakuru was conducted in January 1968. The total sample was
44237 but the coverage was not confined to high and middle level manpower
so that for this group the sample size is broadly comparable with the CBS
survey, Thias and Carnoy do not report the mean wage of their sample,
However, from their published tables this can be derived at. approximately
521 s.pems This is well below the mean wage reported in the Employment
and Farnings Survey 1967 / 4/ (using the Thias and Carnoy weights for the
three cities) of 666 s.pem.. FEither this is because of discrepancies in

reporting wages between ‘the two surveys or becanse the Thias and Carnoy
sample is biased. The former is unlikely since the Thias and Carnoy survey
producedure involved cross-checking earnings with employers, and any tendency
to overstate earnings so as to appear to comply with minimum wage legislation

would be common te both surveys. The latter is rather more likely since
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the sample represeants only 1.8% of the relevant labour force and the public
sector is known to have been under-representel in the samplc, Differential
reporting of unskilled wages would in any case not affect the reporting

of wages for the skilled labour force which is what we are concerned with
in the NHMLMS. We will therefcre take the reported wages ﬁs being ocorrect
for particular educétion and age categories. Salaries by education level arc

showh below:

Table 6: Fducation, Salaries and Age 1968 and 1978

Education Mean Age Mean Salary (Sepems)
168" 1978° 198t 1978 -
completed primary 28‘8l 38,3 4011 1,827 .
f-rm 2 secondary 26.,81 34,60 505:l 24366
form 4 secondary 25.41 29,8 7641 2,667
form 6 secondary 27,97 28,8 1121° 4,241
University 30447 36.1 24293 7,171
ALl | 32.8° 320 521 3,073

1. /18 7 Table 3.6
2o [T187 Table 3.10
3, /187 Table 3.11

4. African mzles only
5. NHMIMS printout ~
6. Derived from / 18 /.

e

. . H
Gréat care must be taken in interpreting these data because-the coverage -
of the two surveys differs. For example, the few workers with only
priméry education who nevertheless have>achieved high or middle level
positions in 1978 are in no scnse represcntative of’ all primery school
levers and so their earnings cannot bo compared with earnings of primary
school leavers in 1968, The high age of thoge with only primary school

education relative to thosc with more education in the 1978 sample indicates
the extent to which this group has been displaced by higher educational
cohorts.. The decline in mean aée éé‘yeéfé of education rise up to form

4 for the 1978 Survey suggests that educetion cohorts below this 1évél

are experiencing displacement from this category o¢f manpower.
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However, the restricted coverage of the 1978 survey is useful in
addressing the koy question of whother ocoupation specific wage rates
have adjusted along the lines of the human cnpital model or whether the
educational complexion of occupations has altered along the lines of the
SIM model. The criterion for whether a job is considered 'high or middle
level' ig that is‘should normally have been appropriafe for those with a
secondary edubgtion. Thus, in the 1968 survey =211 those with form 4 education
and above would be part of hich and middle level manpower. By 1978 some
secondary school leavers had been digplaced into lower level jnbs excluded
from the 1978 gample; that is they were in jobs which had previously been
considered inappropriate for secondary school leavers. However, since our
question requires information on salarics for given jobs the restricted coverage
of the 1978 survey is precisely what we need., For to discover whether the
presence of.mény unsuccessful job seeking form 4 leavers (let us say)
has any impact upon the salaries offered to those who succeed in gaining
managerial jobs, we neced to know the earnings, not of all form 4 leavers

but of successful Form 4 leavers.

The mean wage reported in é?ﬂ;? for 1967 weighted for the three
cities was 666 s.p.m., that for Wairobi alone being 731 s.pem.. In carly
1
1978 for Nairobi this had risen to about 1,296 s,p.ms. If we usc these

mean earnings as the numeraire for each survey then earnings are as follows?

Table 7: HNormalised Salaries by Education

Tdueation 1968 1978

(666 sepema = 1) (1296 sepemes = 1)
form 4 1.147 2.057
form 6 y ~ 1.683 3.272
UnAversity 3.647 I 5,533

However, these figures are still not comparable since the age structure

of the two samples differs. We therefore break the data down by age group:

Normalised on the relevant urban mean earnings in cach year (B) in
all cases the relative age and education specific salary for high and middle

level manpower shows a strong rise 1978 on 1968. In all cases this rise

exceeds the 28% by which the Imployment and Earnings Survey 1967 mean earnings
(666 sep.m.) exceeds the mean sample earnines (521 s.p;m.), thus the increase
cannot be ascribed to underestimation of earnings in the Thias and Carnoy

procedure., The (unweighted) mean incresse of the nine oomparablé cases (ages

25-44) is 60%, with that of the threc cases of form 4 being 337.



Table

Age.

+17-19
2024
25«29
30-34
3544
45~54
55+

17-19
20-24
25«29
30~34
35~44
45~54
55

17-19
20~-24
25«29
3034
3544
4554
55+

17-19
20-24
25-29
3034
35-44
45-54
55+

17-19
20~24
25-29
30-34
35-44
45-54
55+

- 11 -

Salaries by Age by Bducation

(&) shillings p.it.

Porm 4 Torm 6
1968 1978 1568 11978
405 (1,922) - (1,550)
619 1,705 (714) 2,161
830 2,123 1,326 3,670
1182 3,003 1,%25 5,616
1372 3,672 1,259 6,625
- 7,185  (3,020) 9,914
hnd 7,250 - b

(B) Wormalised (13968:666 = 1, 1978:1296

0.61 - - -
0.93 1,32 - 1.67
1.25 1.64 1.99 2,83
1,77 2.31 1.99 4,33
2,06 2.83 1.89 5ell
- 5.54 n 7465
-~ 505q -~ -
(¢) Normalised (25-29 = 1)
0,49 ~ - -
0074‘ 0.8 -— 0159
1.0 1.0 1,0 1,0
1.42 1.4 1.0 153
1.65 1.73 0,95 1.80
- 3138 - 2.70
- 3.41 - -

(D) (Wormalised on Form 4 = 1)

1.0 1.0 - -

1.0 1.0 - 1.27
1.0 1.0 1.59 1.73
1.0 1.0 l.12 1.87
1.0 1.0 0.92 1,81
1.0 1.0 - 1058
L.0 1.0 - -

(B) Normalised on 1968 real éafﬁing§

— P

0 - - -
0 1.28 - -

.0 1.19 1.0 1.29
«0 1.18 1,0 1.97
G 1.25 1.0 2.45

] ‘ - - -

— —

University
1968 1978
1,100 (1,820)
2,205 5,693
2,661 6,801
2,679 7,873
- 10,057
- (59100)
1)
1e65 -
3031 4'139
4,00 525
4,02 6.07
- Te'76
0.50 -
1.0
.21 1,20
1.21 1.38
- 1.77
1.25 -
2064 2.68
2.26 2.27
1.95 2.14
- L.40
1.0 -
1.0 1.20
1.0 1.19
1.0 1.37



Normalised on the age group 29-29 (©) there appears to have been a
steepening of age scales. TFor example, the.(unweighted) mean of the threc
cducation groups for the age group 35-44 was 1.77 in 1968 and 1.64 in 1978.
However, this change did not occur among those with Form 4 education.

In both years this group had the steepest age scale. This would svggest that,
whilst the supply price of Form 4 leavers is much lower than that for the other
groups, those selected then acquire cxperience on the job which raises their
productivity at thc same rate irrespective of education. Thus, whilst job seckers!'
recruitment prospects are very sensitive te their educational credentials, |
workers' promotion prospects are independent of education; the less educated

do not catch up lost ground but do not fall further behind. It is, of coursc,
quite pnlausible that promotion would depend upon performance rather than

education.

Normaliscd on Form 4 (D), the differential botween Forms 4 ahd 6 has
widened between 1968 and 1978 but that beitwcen Form 4 and graduates has

remained unchanged saxcept for the highest age group.

" Normaliscd on real carnings in 1968 (E) we find in all cases where

comparisons can be made rcal wages rose over the poriod,

Combining this informaticn a salient feature is the increasc'in
relative carnings of‘fhose who are both older and woll:edu ated,. Thoée
both aged over 30 and posscessing Form 6 or higher education raised théir
salaries relaiive'tofmean urban eérnings (B) by 93%, oémpared to an iﬁcrease
of only 36% for the remainder of the group. 4 possible explanation for this
is the Africanisation of higher level manpower noted in seotion II. This has
increased the demand for highly educated, senior-Africans., Further, in 1968
Turopeans with Form 6 education were paid on average 149% more than Africans
and Buropean graduates 40% more than African graduates; As jobs were
Africaniscd, had thes existing wage ratcs been maintained, this would have incressed

increased African earnings substantially.

IV. ZEREducation, Pmploymecnt Opportunitieg and Migration

We now combine the NHMLMS‘dhté“Qith the NétioﬁaI’Demoéfaphio Ssurvey
for 1977 (NDS) Z”§J7t Our data is confined to Nairobi males for the NDS.
Correcting for the aging and migration which tcok place between January '
1977 (NﬂS) and Januar& 1978 (NHMLﬁS) the appfoximate méle population Af Vairobi.

with secondary education or bettcr in January 1978 was as shown below:
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Tabhle 9: Nairobi Males by Age and Blucation 197

azax —ap B e

Age Iiducation
Torm 1-3 Form 4~6 © University

2024 10,206 26,679 -
2529 7,896 15,167 2,338
30-34 3,828 4,855 2,673
35«39 2,497 4,789 1,928
4G+ 2,243 4,197 3,488
1. Sources: for 2ging, death and migration Zm3;7-

For 1977 figuresl{lﬁ_7.

Let us now assume that all males with university education and over
the age of 24 were employed in high or middle level jobs. That is, we
agssume that the sample of workers with these characteristics obgerved in the
WHMIMS is a sample of the set of 10,427 males with university education.
This establishes the sampling fraction at 1:149. We then apply this sampling

fraction to the other workers observed in the WHMIMS sample to yield the

[
2

approximate number of MNairobi males in hizh and middle lovel jobs., The sample
size of NHMIMS being 533 we are identifying the age and educational composition
of approximately the tor 80,000 male jobhs in Wairobi. The resulting estimated

employment is shown in Table 10.

Table 10: MNairobi High and Middle Level Male Fmployment by Are and Education,

1978+
Age ' Fducation
Form 1~3 Torm 4 Form 6 University

20~24 149 11,172 2,234 -

25..29 1936 11,619 1,490 2,979
30=34 1787 6,405 596 2,085
35-39 1162 3,575 208 2,383

A0+ 1341 10,427 1,043 2,979

1., Beurce: NHMIMS printout,
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Of ocourse, both the labowr supply and the employment estimates

are subject to error. The supply figures are more accurate in ten year
rather than five year groups sinoce the adjustment for aging and migration
could only be done crudely. However, the resulting profiles look plausible,
For example, from / 8 / we know that 48,06% of university leavers are aged
25-34, whilst 48.57% of university leavers in employment are in this age
group according to the MHMIFMS. There is one massive discrepancy, namely that
there is a large excess of employment over supply of form 4 and form 6
educated males aged over 40, The explanation for this may lie in the

differing enumeration points of the ¥DS and the MHMIAS.  In the former,
young enumerators went to the home and asked about education characteristiocs
of each member of the household, probably in froht of several members of the
hougehold. In the latter, highly educated young CRS employees enumerated at
the place of work. It is not unlikely that senior managers aged over 40 who
in fact had only primary education should, perhaps in the presence of their
better educated junior employees, tend to overstate their edvucational

attainwents.

Unfortunately, the ¥DS dnes not distinguish between forms 4 and 6,
We will make two alternative assumptions: (a) that form 6 lcavers have
employment priority over form 4 1eaver§ so that the emplovment for form 6
leavers (Table 6) are equal to the labour supply and (b) that form 6 léavers
have the same employment opportunities as form 4 leavers. Kenyan experience
is likely to be somewhere between these twc cases. These assumptions enable
us to estimate the labour supply of form 4 leavers residually. In Table 11
we show the probability of access to high and middle level employment by age
for those with secondary education up to form 4. We have assumed that all
those with education above form 4 have access to such employment (oolumn
{a) ) or alternatively, that form 6 leavers have the same oppoftunities as

form 4 leavers (ocolumn (b)),

The resulting picture suggests that whilst form 1-3 leavers have
progressively been bumped out of the high wage sector this is a very recent
phenomenon for form 4 leavers. The proportion of all Nairobi form 4 leavers
who gained employment in the high wage sector actually rose at one stage,

for the age group 25-29 has a higher prohability of access than older age
groupse. - Indeed, whilst the probability for the age group 20-24 is lower, this
might well reflect the fact that this is the normal age of job search uny
employment, which would always depress the access of job seekers in this age

EroupDe



Tahle 1l: Access te High and Middle Level Employment by Age and Education

Age Form 1-3 S
. . o Probability of
Supply- .thléyﬁent Excess Aoooss
20~24 10,206 149 10,057 015
2529 7,896 1936 5,960 .245
30-34 3,88 1707 2,041 467
35-39 2,497 1192 1,305 AT
40+ 2,243 1341 902 «598
Form 4 (a) (b)
2024 18,445 11,172 7,273 606 648
25=29 13,677 11,619 2,058 850 .864
30-34 8,259 6,405 1,854 o776 L7901
35-39 4,491 3,575 916 ' L T796 ,809
A0+ 3,134 .(10,427)* (~7,273)% - . -

* gee text above.

Whilst the employment opportunities cf thoée form 4 leavers residené
in Nairobi have not deteriorated since the 1960s the national output of
form 4 leavers has expanded enormously, The propensity of a non~Nairobi
form 4 leaver to migrate to Nairobi in search of a job must therefore
have deolined& Thig can in fact be guantified utilising data independent
of the WHMIMS, the results being given in Table 12, This suggests that
whilst 79% of form 4 leavers have migrated to Nairobi in the period 1964-68,

by 1973-76 only 12% of form 4 leavers chose to migrate.

Finally, we investigate whether this reduced propensity of form
4 leaverf to migrate was nevertheless sufficient to bump out the less
educated from job sesrch. A reasonable proxy for this is the educaticnal
composition of male migrants. From Tgble 13 it can be seen that whilst the
share of form 4 leavers did rise it was gtill only a small component of total
migration. The demise of those migrants with no primary education is mainly

accounted for by the push towards universal primary education.
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Table 12: Migration Propensities of Form IV Leavers

1000

1964~68 1969~12 1973~176
nationsl output of
leavers 19,6 5445 19+9
Nairobi output of leavers 3.94 6e8 10,0
migrants with form IV
education (ag % of all = 1 5
migrante) 12.47 8.7 8.5
propensity nf non~
Nairobi form IV
leavers to migrate
to Nairobi o 79 «183 122

1.

2e
36
de
De

Bstimated from total migrants over age 20, applying the
proportion 23% with form IV observed by Rempel [17_7 1964~68,

Residual of 1969~77 =~ 1969-72,
_ Prom Table 20, Ministry of Education, dnnual Report, 1975, / 14 7.
Using the preportion cited in Bigsten / 1_/, Table XII; 2.

From Rempel, [17j.

Table 13: Rural-Urban Migrants and Smallholders by Education

Male Migrants to Nairobi ~ Male Srm;llholde:c‘s3

Eduoation 1964-68" 1969-77°  Aged 20-29
None (%) 10.8 - (1) 33.6
Primary (%) 55¢2 5241 5442
Secondary I-III (%) 11.1 205 Eig‘g
Secondary IV-VI (%) : 2249 27 o4 {
ls Derived from [,17.“7'
2. Derived from [H6_7, [8_7, [9_7, [10__7 and. [11], see [2_7 fer

further detail. .
3¢ £ 127 tavle 5.5.
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V. Predictions,; Reglity and a Theory of Recruitment

What can be made of this evidence? The provisional conclusion
which surely cmerges from Section IT is of the astoniéhing flexibility of
the labour market. First, for the period 1972-77 we might turn the Hbusem
Rempel dictum on its head end suggest that despite substantial increases in
demand for labour real wages fell very rapidly. TFor example, in the clerical
and secretarial group mean real earnings fell by 22%., Second, in addition
to a general fall in real wages the structure of relative earniﬁgs has
changed rapidly: manual earnings rosc by 13% and professional éarnings by
53% relatiVe to eclerical earnings over thébsame periode Third, this flexibility
is not confined to the period 1972-77. The period 1967-72 displayed substantial
moverents in relative eafnings, dramaiically illustrated by the rapid narrowihg

of the two-class earnings differential among non-agriculiural workers 1967-72,

Yet the data in Section IIT appear to contrﬁdicﬁ thése»ooﬁclusiohs;
controlling for asze and education the rceal earnings of African high and
middle level manpower have risen considerably. Almost certainly the explanation
for this conflict is Africanisation, Thig has the effects ofkraising African
earnings and lowering mean aérnings of all employecs in an Africanised :
occupatioh, precisely the effccts obsorved in Sections IT and IIT. Further,
in Section II we saw that Africanisation had been on a suffioientiy large
scale, and the African—European wage differential (controlling for age and
education) sufficiently wide to have a major impéot on the wagoe structure.
Fortunately, whilst Africanisation exvlains the apparent conflict between
Sections II and III it does not destray the value of the data as a guide 1o
labour market adjustment. The major impact of Africanisation was in the
period 1968~72 so that the fall in real wages 1972~77 is genuine. The view

that real wages are rigid is simply wrong.

The data of Secotion IITI and IV remain hard to reconcile with‘the
standard 'bumping! migration and job-search model. Real earnings of
young African form 4 leavers who gain access o good jobs have risen yet
the propensity of form 4 leavers to migrate for job search has fallen so
far that the probability of access in Vairobi has remained very high. The
extent of bumping of those with less cducation has been rather limited. The
facts throw up a series of paradoxes. If ecducation is a selection criterion
why has not more bumping occurred, if it is not why sre thic educated paid so
much more than the less educated? Since wages are Tlexible why havﬁ»the

earhings of Torm 4 leavers nct fallen in response to the huge expansion in
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supply? Why is Nairobi not congested with unemployed form 4 leavers: -
that is why has the propensity to migrate borne all of the adjustment instead
of adjustment being shared with the probability of access? Perhaps we have

migsed something out?

Consigder just this possibility, for indeed there are some employee
charscteristics such as willingness {o work and examination grade which arec
both economically productive and obscrvable by firms at the time of employee
recruitment yet are normally unobserved by those compiling socio=-economic
statistios. Other productive characteristiocs, such ag skills and level of
education are observable both by the firm and the economigt. Might the

omigsion of the former characteristics hias economic analysis?

In figure 1 the horizontal axis denotes a ranking of some particular
characterisgvic unobservable to the economist, say willingness to work. TFor
a given quantity of desired recruits the higher the wage which the firm offers
the more exacting the standards it can impose and the higher will be the mean
willingness to work of its recruits. This relationship between mean willingness
to work and the wage offered is shown by SS. Since a willing worker is more
productive than an unwilling worker a firm will be indifferent between
employing a wi?ling worker at a high wage and a less willing worker at some
lower wage, refléc*aing the difference in their marginal products. The
underlying differences in marginal products define a family of iso~cost

curves shown in figure 2.

Figure 1
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Tn some occupations the cost of monitoring productivity is so high
as to prevent the introdustion of piececrates. In this casc, regardless of
varistions in willingness to work thore will be a single wage, w, which

minimiscs the cost of labour in cfficicncy units (sce figurc 3),
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¥here the firm is free to vary the wage in line with variations in productivity
then CC will identify a dispersion of wages though, unless the supply of
recruits is a function of this wage dispersion in addition to the mean wage, W

will remain the cost minimising mean wage.

Wage

- w ¥Willingness

Consider a supply change in the labour market. BSuppose, for
example, that firms scek a given level of educational attainment in addition
to willingness to work. An expansion in the educational system relative to
employment opportunities will shift the 5SS curve to the right (sce Figure 4).
However, unless previously all educationally qualified people (regardless of
willingness to work) were able to find employmeni in this ocoupation; then the
reservation price at which educated labour will transfer its scarch %o other
occupations, is underpinned by the income level in these occupations. Hence,
the S8 curve flattens rather than shifts. The flatter the SS curve the more
rewarding for the firm is an increase in mean wages in fterms of increased
willingness to work of recruits. Hence, an increased supply of educated labour
may be associated with an increase in or stability of the wage at which such
labour is recruited. This situation, in which firms are displaying rational
cogt minimisation, is characterised by an apparent downwards wage rigidity
in the face of increased supply of job scekers and is thercfore easy to confusc

with a market imperfection,



Both job seskers and firms might or might not be able to identify
at the time of recruitmoent these characterigtics unobserved by the economist.
Congider first a characteristic such as examination grsde. This information
is known both bu the employer and the applicant at the time of rcoruitment.
If applicants corrcetly pcrceive the oritical grade below which employers
refuse the job agpplication then wage differentials will not induce job search
vnemployment. Only to the extent that job seckers are mis—informed or
cmployers depart from their recrviting conventions will there be an excess

supply of unsuitable applicants.

This account is at least compatible with the behaviovr of the labour
market for form 4 leavers., The enormous increase in supply enabled employers
to discriminate by grade. If employers did this it would nave put upward
pressurce on wages, offeetting the downward pressure of incrcased supply. Thus
it would explain the resilience of earnings by education. It would also
explain why the propensity of form 4 leavers to migrate to Wairobi fell so
drastically, whilst those who did migrate found little diffieculty in gaining
access to goed jobs. The conseguence would be that, since the grade is
achieved in a non-repestadble coxamination, the returns to form 4 cducation would
have -fallen without an incrcase in job scarch uncemployment, The theory fits the

facts but is there any direct evidencc for 1t7

Since examination gradc information has not been collectedl the only
potential evidence is that of the recruitment requirements of firms, IHere there
is powerful evidence of the introduction of screening by grade. For cxample,
in 1974 the Government formally raised its minimum recruitment standards for
high and middle level positions to form 4 grade 3 where previously no grade

had been Specified.2

Second, consider thowme characteristics which neither employers nor
applicants can measurc accurately upon recruitment; such as willingness to
work, We might then cexpcet firms to recruit omployces for a probationary
period. However, since lazy probationers will not be rctained in the permanent

workforce, the mean productivity of probationers will be lower than that of the

1. A survey in Hairobi conducted in January 1980 by Bigsten, Collier,
Knight, Hazlewood and Sabot will provide direct observations when analysed.

2 We are indebted to M. Oduor-Qticno for this information.



permanent workforce, The firm might therefore have a separate recruitment grade

paid below the permanent workforce.

This provides us with an explanation for another otherwise puzzling
feature of the urban labour market identified in Section II. Casual workers
earn considerably lower wages than regular manual workers. Over the period
1968~T77 casual workers increased substantially as a proportion of all manual
workersl despite the absence of any significant change in relaﬁive Wagaes.,
Indeed, the fastest expansion of the casual workforoe; 1972-77 coincided with
a 15% increase in the casual wage relative to the regular wage. If the
cagual-regular wage differential were an institutional distortion then firms should
react by having a mainly casual workforce, yet even in 1977 only 25% of the
manual labourforce was employed on a casual basis. Yet if the differential
represents only a premium for skills acquired on the job then the movement of

relative wages and relative employment in the - i 4l:o-%"ion cannot be reconciled.

Qur explanation is that the wage differential is determined at least

in part by the difference in "unobserved™ characteristics bhetween probationary
and permanent workers. Further, the relative size of the casual labourforce is
determined primarily by the recruitment needs of employers. Recruitment is a
function of turnover and net expansion of the labourforce, turnover being
negatively related to the level of the modern sector regular wage. The 1960s
being a period of high real wages and falling mannual African employment would
imply a low proportion of casual workers relative to the late 1970s when real
wages were low and employment expanding. The low proportion of casual workers
in 1972 is a conseqguence of the "ripartite Agpreement® of the previous year
under which firms undertook to increase their regular workforce by 10%. This

was commonly achieved by regulariging casual workers,

Further, there is no doubt that firms do use the casual workforce as
the normal means of reeruiting unskilled, regular labour., Because of this
ability to gather information on potential regular employees firms do not
generally need to impose a crude proxy for unobserved characteristics by
using education as a screening device for unskilled labour. The absence of

education as a screen for unskilled labour in turn explains the failure of
form 4 leavers to bump primsry school leavers out of the labour market and is
therefore consistent with the continued flow or primary school leavers to

Nairobi doocumented in Table 13,

1, See table 1 ahove.



VI. Conclusion

The experience of the Kenya labour market has been shown to be at
variance both with conventional descriptions of that market and with the
predictions of theories ingpired by casual observations of its featurcs.
Neither the level of wages nor the wagces structure were rigid. The educated
did not bump the uneducated out of the urban labour market. In the face of
rising real wages for the edvcatéd the propensity of the educated to migrate
fell so drastically that employment access for those who did migrate remained
casy. In the face of a large wage differential between casuval and regular
wage carners firms cmployed predominantly the apparently high cost group, yet
as casuals became relatively more expensive relatively more of them were

employed.,

We have suggested that the explanation for the gulf between prediction znd
reality is that, by ignoring what they cannot observe, cconomists have produced
biased models of the recruitment process. A more realistic account of re-
cruitment yields predictions consistent with Kenyan cexperience., Turther,
the implications for the interactions between educational and. employment
expansion are sufficienily different from both the orthodox 'bumping’ and
human capi%éi models to cast doubt on the evaluation of education policy

using either frameworl,
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