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Introduction

This is a report on part of a comparative research project,
involving eight countries in all, funded by the International
Development Research Centre. The research was carried out
by Martin Godfrey (who also acted as overall project
coordinator) and Paul Bennell between November 1977 and
September 1979. Our thanks are due to IDRC for funding the
project; to IDS for housing the project and providing us
with back up; to our colleagues on the project and in IDS
for comments and discussion over a long period; to those in
Britain, the USA and Ghana who provided us with information;
and, finally and particularly, to Louise Gerber, project

secretary for eighteen months.

The essence of the project as a whole is contained in the
original joint research proposal drawn up by researchers
from Ghana, Kenya, Morocco, Nigeria, the Sudan and the UK
at a meeting in IDS in March - April 1976 and slightly
modified at a further meeting in Nairobi in September 1976
which also included researchers from Egypt, Tanzania and

Zambia¥*, The relevant part of that proposal is as follows:
Why Public-Sector Salaries?

The proposal to study 'factors affecting public-sector
salaries policy in an open economy' arises from our interest
in the general question of income distribution in developing
economies., This has come to the fore in recent years as
dissatisfaction with growth in gross domestic product as the
overriding national objective has found expression in
national plans and international reports which emphasise the
goals of employment promotion, eradication of poverty and

redistribution of income and wealth.**

* All the countries represented at these two meetings apart
from Zambia eventually participated in the project.

*%* eg the reports of the ILO World Employment Programme
(ILO, 1970, 1971, 1972, ); and the IBRD/IDS study on
redistribution with growth (Chenery et al 1974).
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There are two ways of studying income distribution. One

is to attempt a comprehensive investigation of all factors
affecting the distribution of all types of income. The
other is to select the determination of a particular type
of income for study in depth. After some thought we have
decided on the second approach, because in our view priority
in this field should now be given to fairly detailed
empirical work and because we lack the resources to do such
work over the whole field of income distribution. This
does not mean, however, that we take a narrow view of the
determination of the particular type of income that we
have selected. Although detailed empirical work will
inevitably be limited, we aim, as will emerge, to set our
study within a wide-ranging analytical framework, enabling
us to take account of interactions between a large number

of variables.

One reason for selecting top salaries for particular
attention is that they have been curiously neglected as a
subject for empirical research. Many writers have pointed
to the anomaly of the persistent differential between the
highly-paid salariat and the remainder of the population
in poor countries and have hypothesised about its causes*

but little empirical work has been done on the matter**,

This neglect seems unjustified in the light of the importance,
particularly in the emerging political economy of many
African countries, of the salariat and of the rewards that

it receives. The importance of this group is much greater
than would be implied by a mere measurement of its numerical
size or of the total top salaries bill. From the economic
point of view the persistence of high salary levels and
differentials (and the use of educational qualifications

as criteria for recruitment to the salariat) encourage the

* eg Dumont (1966), Seers (1970), Godfrey (1975).

** The work of Knight (1967, 1968, 1971) is one of the few
examples.
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pursuit of schooling to as high a level as possible, with

the result of an explosive expansion in educational enrolment
at all levels and a high rate of rural-urban migration. On
the demand side, high salaries and the associated 'stretched
out!' salary structure limit the rate at which the educated
can be absorbed into employment. The result is excess

supply of educated labour at all levels, increasingly
affecting even university graduates, and the diversion of

the economy's surplus from capital accumulation to (arguably

irrelevant) schooling.

Public-sector salaries are of particular interest because

of the heavy weight of the public sector in the economies
that we are concerned with, both as employer and as component
of national income and expenditure. Other things being equal,
if public-sector salaries were lower and the structure
therefore more compressed, more economic surplus would be
available to the state for productive investment, with
beneficial implications for output and employment. And the
fact that decisions in this area are made by the state makes

the research potentially more useful.

From the socio-cultural-political point of view the
suggestion of interest is that the salariat represents an
emerging sub-class separate in several important respects
(income, consumption pattern, lifestyle, ideology, etc)
from the remainder of the population. It is worth neting
the view of Latin American social scientists (Sunkel and
Fuenzalida, 1974) that a community has emerged which
'incarnates transnational capitalism and (is)... integrated
at the worldwide level, in spite of the fact that its
members live in geographically separate territories' and
the questions it raises, among many others, of whether such
a community can be partly identified by the level of its
rewards and of how that level is determined. The emergence
of such a group and the indirect effects on other groups in
society have an obvious impact on patterns of consumption

and structure of production.
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The Hypothesis

The obvious starting-point for an examination of salary
differentials in African public-sectors is the historical
legacy of the salary scales and the administrative structures
and practices of the former colonial powers. Indeed this
historical legacy is more than a mere starting point since
it has powerfully shaped subsequent responses to problems
of income distribution. This is one point at which the
importance of the inclusion of the UK in our sample of
countries becomes apparent. The questions for investigation
are: How successful have public-sector salary-earners been
in maintaining differentials? And what are the reasons for

the varying degrees of 'success' in different countries?

It goes without saying that the determination of public-
sector salaries does not take place in a perfect market.
Indeed the range of institutional factors involved is
formidable. This applies equally to attempts to explain
salary levels as to attempts to explain the magnitude of
differentials. This study is intended to cover both levels
and differentials. Decisions about changes in the inherited
administrative structures and associated salary scales are
likely to be made or heavily influenced by those who will
be affected by such changes. The power of a bureaucratic
elite to influence the level of its own rewards and the
size of differentials may be exerted in several ways -
through its trade union or association, through its control
over the mechanism of dicision-making, through its encourage-
ment of an inegalitarian ideology, through its influence on
the political decision-makers, etc. The power of this elite
in relation to other groups affecting government decisions,
the nature of the prevailing ideology, the strength of the
relevant trade unions, the nature of the mechanism of
decision-making on these issues - all these and other
'non-market' forces are central to an explanation of the
rate and pattern of change in public sector salaries and

in differentials and will be brought into our analysis.



In so far as market factors* are important in the constraints
that they set on the process of top salary determination, we
argue that they are factors relating primarily to the

international rather than to the local market in professional

and managerial skills., If the premium earned by top (ie
graduate-entry and above) civil servants over unskilled
workers, initially in many countries a relic of colonial
experience, were, as some have argued, primarily a scarcity
rent, then one would expect it to be gradually competed
away as the supply of graduate*¥* manpower increases relative
to demand. Our hypothesis is that the extent to which the
premium responds to changes in the local demand and supply
situation depends crucially on the extent to which the local
market in skills is insulated from or integrated with the

international market. This hypothesis has several elements.

a) If the local education and training system is such
that those who emerge from its apex have acquired,
to a varying degree, internationally negotiable
qualifications, even though few categories (eg perhaps
doctors, dentists, engineers, some academics) make
use of their international mobility, all benefit
financially from having acquired it, through the
working of the principle of comparability. The
suggestion is that the international mobility of a
few supports the level of rewards of all who can
plausibly claim comparability on the grounds of
similar initial qualifications and periods of training.
This does not, of course imply international equali-
sation of professional salaries - merely that inter-
national differentials are smaller for the mobile and
quasi-mobile than for the relatively immobile cate-

gories (eg unskilled labour). The UK is in an

* We recognise that the distinction between market and
non-market factors is in practice usually blurred. For
instance trade unions and professional associations often
operate by restricting entry and thus rigging the market
in their favour. And we argue below that the use made of
the international market may be ideological rather than
economic,

¥* ie graduate and graduate-equivalent professionals.
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interesting intermediate position in this process, in
that it both imports and exports migrant professionals
from developing countries including Africa, and to

North America, Australasia and Europe - and thus both

transmits and receives these disequalising influences.

Another aspect of international mobility is the
availability to public-sector salary-earners of
overseas posts in international organisations paid at
international rates. This is somewhat separate from
the previous point since mobility of this kind is not
necessarily dependent on the possession of internation-

ally negotiable qualifications.

Multinational corporations (MNCs) represent another
aspect of transnational integration of the salariat.
The impact of MNCs on public sector salaries will
depend on what - procedure foreign companies follow in
setting their salaries. There are at least three

possibilities:

i) MNCs may follow a policy of paying just what is
necessary to bid away the required talent from

the public sector.

i) MNCs may pay an international rate for the job

to a large extent regardlaess of local circumstances

.ii) MNCs may find themselves, perhaps under pressure
of indigenisation policy, competing with each

other for scarce managerial manpower.

While (i) may once have been the case, current
salaries etc offered by MNCs can only be explained in
terms of (ii) or (iii), and the possibility that (ii)
may represent an emergent trend is at least worth
investigating. Again the UK is in an interesting
intermediate position in our analysis, in that it is
both the site of the head offices of several important
MNCs (operating particularly in Africa) and the host
to many MNC subsidiaries (particularly from the Us)

and thus again is both a transmitter and receiver of
disequalising influences.



d) Locally-based offices of international organisations
(such as the United Nations and the World Bank) and
of regional organisations (such as the European
Economic Community and the East African Community)
and local posts funded under technical assistance
schemes may have a similar impact on public sector

salaries.

e) The public sector includes the central civil service,
local government and state corporations. Within the
private sector we must allow a place in the process
of salary determination to the larger locally-owned
firms, If, as we hypothesise, the MNCs have become
the pace-setters in this process then it may be that
public enterprise and the larger local firms are in
an intermediate position between MNCs and civil

service. These are questions for investigation.

f) In many countries a local market for private profes-
sional services also offers a lucrative alternative
to public sector employment. The high incomes avail-
able in private practice have something to do with the
international negotiability of professional qualifi-
cations and with the presence of a number of multi-
national professional firms but also with the
combination of a sizeable number of people and firms
able to pay for such services at international rates
and a limited number of practitioners. They are,
therefore, we hypothesise, in the nature of a feed-
back mechanism, since they both derive from the
market provided by and support the high incomes of

the state salariat.

We are not intending to argue that the international
market factors to which we are drawing attention operate
as impersonal forces. They may be more in the nature of

convenient weapons of mystifying ideology for use by the
privileged and powerful to protect their position. We
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would at least suggest, however, that any government which
wants to achieve a drastic reduction in salary differentials
is likely to run into powerful contradictions arising from
these international factors and from the use that can be

made of them.

Within the overall project the UK team was allotted a
specific responsibility. In fact, a separate research
proposal was submitted to IDRC of which the following is

an extract:

The obvious starting point for an examination of salary
differentials in African public sectors is the historical
legacy of the salary scales and the administrative
structures and practices of the former colonial powers,
Several questions arise here. To begin with, how large
were salary differentials in the British and French civil
services in the early 20th century? How did these
salaries relate to those paid to British and French civil
servanils working in their countries' colonies? What was
the pre-independence salary structure in the colonial
civil services and how far did the process of transfer

of power and indigenisation involve any change in

structure? What is the nature of the inherited administra-

tive structure in each country and was it changed in any
way (eg steepness of pyramid; number of steps, grades,
degree of centralisation, etc) at the time of independence?
In the case of the ex-British colonies in our sample, a
large part of the information needed to answer such
questions would be obtainable in London and it would be

the UK researchers' responsibility to collect such
information in liaison with other team members and to

disseminate it.

The other main task of the UK research team would be to
assess the extent to which more recent influences emanating
from the UK have affected public-sector salary levels and

structures in the African countries in our sample
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There are many UK-owned MNCs operating in these

countries (eg BP, BAT, ICI, Imperial Tobacco, BLMC,
Courtaulds, Dunlop, GKN, BICC, RTZ, Bowater, Plessey,
Unilever, Lonrho). Subsidiaries would, of course, be
covered by surveys in the countries concerned but these
would be usefully supplemented by interviews in London
head offices. Questions about their salaries policy in
Africa to be investigated would include: 1Is there any-
thing at all in the 'international cadre' hypothesis, that
MNCs pay an international rate for a managerial job to a
large extent regardless of local circumstances? Even if
there is not, do these MNCs follow an active rather than

a passive salaries policy vis-a-vis the public sector in
the African countries in which they operate? Do they

see themselves as behaving any differently in this respect
from other (eg US-owned) MNCs?

The international mobility of African professionals is
also something that can usefully be investigated at the
UK end. To what extent do such professionals possess
qualifications that are negotiable in the UK? How many
actually come to work in the UK? How many come to the

UK to acquire British postgraduate and professional
qualifications? And how many of these stay on afterwards?
Answers to these questions obtained in the UK would help
to identify particularly mobile categories, leaving the
questions of the effect of their mobility on domestic
salary structure to be answered by research in each of the

countries concerned.

In addition to the systematic survey work described so
far, the UK researchers would also stand ready to obtain
answers to specific questions sent in by team members as
they arise and would be ready to help via contacts at MNC
head offices to obtain access to subsidiaries for team

members.,



As will be seen, the UK team went beyond its terms of
reference in some respects, in particular in extending the
interviews with MNC headquarters to US companies in New
York and in the work done in Ghana in January - April 1979
by Paul Bennell. However, the results of the team's work
remain partial, to be complemented by the results of the
work of other country teams. For this reason we have not
tried to reach conclusions in this report and any hints

at conclusions in the following chapters must be regarded
as highly provisional. Each chapter, also, has been written
to stand on its own rather than as part of a continuous
narrative; this reflects the role played by the UK team of
providing inputs into the main research which was being

carried out in the countries themselves.

It soon emerged, in the course of our research, that the
direct results of narrowing wage and salary differentials

on the surplus available for productive investment by the
state, while useful, would not be spectacular. Calculations
based on Kenyan data for 1975 showed that substantial
savings in government current expenditure would accrue only
if quite unrealistic exercises, such as reducing all public
sector salaries to office-messenger levels, were envisaged.
This does not, of course, mean that concern about wide pay
differentials is misplaced, merely that other reasons for
such concern are more important. In particular, we would
continue to emphasise the effect of wide and qualification-
related differentials on the demand for and the pattern of
schooling, and hence on the rate of rural-urban migration
and on the proportion of the government budget that goes

on schools; the complex class-formation effectyg with a
bureaucratic elite sometimes being regarded as an obstacle
to progressive policies; the connected effect on the pattern
of consumption and production and on the balance of payments
and the effect on the possibility of wage restraint, All

of these effects have implications for aCcumulation and

growth. 1In addition a more equal income distribution is

of course, a quite legitimate policy objective in its own

right.



Our work on the historical legacy, as far as Ghana, Kenya
and Nigeria are concerned (Chapter 1), suggests that the
administrative structures and associated salary structures
inherited from the colonial civil service have remained
largely intact in all three countries. The British

indulged in rhetoric about reducing differentials but their
actual practice was to pay 'adequate' salaries to expatriate
civil servants and to pay similar salaries to 'local persons

who invaded the senior ranks of the service'.

During the independence period senior members of the buresau-
cracy in these three countries have managed to preserve and
in some cases to improve on the privileged positions
inherited from the colonial state (Chapter 2). 1In this
process a particular salary commission was of key importance
in each country: the Mills-Odoi commission of 1967 in Ghanaj;
the Ndegwa commission of 1970-71 in Kenya; and the Udoji
commission of 1972-74 in Nigeria. All three commissions
introduced new grading systems but these are to be regarded
as 'ideological smokescreens'. Income distribution within
the civil service has shown some improvement in each case,
but this reflects a 'short-term pragmatic response to crisis'
(and the need therefore to raise unskilled wages) rather
than a conscious attempt at fundamental reform of the wage

and salary structure.

In all three countries the private sector has come to lead
the way in the salary determination process. Indeed the
rapid growth of private-sector salaries has posed problems
for public sectors whose ability to match such increases
is restricted by a declining tax base and a rising number
of employees. A solution encouraged by Kenya's Ndegwa
commission, and also widespread in Ghana, is for civil
servants to 'straddle' (ie to earn secondary incomes in the
private sector). So far only oil-rich Nigeria, by
implementation of the Udoji report, has been able to
eliminate salary differences between public and private

sectors, and then only for a short time.
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As for the impact of MNCs in this market, our interviews -’

with headquarters of British companies (Chapters 4 and 5)
suggest that our research proposal's hypothesised

'emergent trend' of MNCs paying an international rate for
the job to their managers, to a large extent regardless of
local circumstances, is a trend which is a long way from
emerging among British companies in Africa. Not only do
such companies profess no 'international cadre' philosophy
but also they employ very few third-country nationals (TCNs)
(and hence as yet very little upward pull on host-country
national (HCN) salaries arises from this source). They

are still mainly preoccupied with the replacement of parent-
country nationals (PCNs) by HCNs and are at a much earlier
stage in this process in Africa than are MNCs in, say,
Brazil. All companies interviewed claimed to relate HCN

salaries to local markets.

Interviews with US MCNs (Chapters 6 and 7) also suggested
a trend towards localisation, but with a growing proportion

of TCNs, perhaps being used in a transitional role, replacing

PCN managers until enough HCN managers are available; the
availability of local managers was stressed by companies

as the key factor. An important point arising from these
interviews is that companies do not need to use PCN managers
as agents of central control since other mechanisms are

available for this purpose.

US companies also deny any explicit aim to multinationalise

their managerial cadre, but they do tend to pPay increasing

attention to the rational global deployment of their

managers. The existence in such companies of a small cadre
of mobile managers and their adoption of company-wide job
evaluation methodologies are signs of the emergence of an

international market in managerial skills ( at least for

expatriate managers). 1In particular,

the growing populari-
ty of the balance-sheet!

method in setting salaries for
US expatriates is a sign of a more Systematic approach

towards establishing an international salary structure
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And the move away, in the case of TCNs, from salaries based
on their home-country or host-country levels to US-based
salaries is 'an important step in the development of a

unified salary structure among international assignees'.

As Tfar as HCN managers are concerned, there is little doubt
that US MNCs pay more than do local companies, but is this
due to their multinationality/foreignness or to other
factors such as size? All the US companies interviewed
claimed (as had their British counterparts) to pay their
HCNs according to local rather than international market
conditions. But several try to pay above the median level
and the extreme competition between MNCs adds to upward
pressure on salaries.So income differentials between
expatriates and HCNs have been tending to narrow, in spite
of the absence of a conscious policy. Moreover, a small
minority of companies saw the possibility of the emergence
of a global salary structure, a direction in which increasing
head-office control of company-wide salary structures also

points,

In general, there does seem to be a detectable difference
between British and US companies, with the latter more
transnational in their orientation and employing more TCN
managers. Neither are as yet adopting conscious global
remuneration policies and even such pressures in that
direction as we have identified are unlikely,at least in
the near future, to include African subsidiaries. This
is partly because of the relatively small size (in terms
of both capital invested and employment) of the African
operations of MNCs, which makes it difficult to integrate

them into a global structure.

Nevertheless, as has already been stressed, MNCs do pay
higher salaries to their local managers than do local
companies. It is not entirely clear from our interviews
whether this is because their oligopolistic control of

local product markets enables them to pay more; or because
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even a highly paid HCN is cheaper than a high-overhead

or because of the need to attract key influ-
'loyalty

expatriate;
ential figures from the public sector or to pay a
premium'; or because of the job evaluation methodologies
used. In any case the implication of our research
proposal that managerial salaries will tend to be higher
in an economy with MNCs than in an economy without MNCs
still seems to stand. However, in an economy such as
Nigeria's where an exceptionally fast rate of expansion
in demand for local managers is combined with a slower
rate of increase in supply, scarcity rents for local
managers may emerge and be reflected in remuneration at

higher than international rates.

The final aspect of the 'UK connection' that we looked

at was the international market in professional skills
(Chapters 10 to 13). Few countries covered by our project
seem to be in a situation where emigration of professionals
is high enough to affect their remuneration directly by
causing a shortage at home. Only in Egypt and the Sudan
(in relation to oil-producing countries) or in Ghana (in
relation to Nigeria) may some professions be in this

position.

Our research proposal hypothesised that in an administered
local market, with a large proportion of professionals
employed by the state, those with internationally negoti-
able qualifications use their mobility in negotiations

with employers over remuneration. This could be
characterised as an attempt to exact payment of all or

part of the 'scarcity rent' that would result from actual
emigration in return for refraining from emigrating and

from inflicting the consequences of emigration on society.
Testing this hypothesis would involve looking at professional
associations' attempts to influence salary determination

and to gauge how far their success was independent of the

local demand and supply situation. Paul Bennell's survey

of Ghanaian professional associations left him sceptical



about this effect in Ghana, but it may be more important

in other countries. The survey showed the international
connection to be important in another way, however,

Chapter 13 documents the attempts of Ghanaian professional
associations to raise or maintain the supply price of their
profession's services by tying their job description and
the nature and length of their training to international
models, aided and abetted by British and Commonwealth

professional associations.

As has been emphasised, it is not possible to talk of
'conclusions' from what is only part of a wider research
project. Such conclusions must wait until all the results
are in. Our work so far suggests that some of the
hypotheses of our research proposal may not stand exactly
as formulated there but that the international connection
is still likely to be an important element in the process

of salary determination.
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SECTION TI: PUBLIC SECTOR SALARIES STRUCTURE

AND POLICIES.




CHAPTER 1 CAL LEGACY OF COLONIAL CIVIL SERVICE

STUDY OF GHANA, KENYA AND NI

The distribution of personal incomes in contemporary African
societies is powerfully influenced by public sector salary

and wage structures. Even in countries like Kenya which have
openly pursued capitalist and hence pro-private sector
development strategies, public sector employment accounts for
over 40% of total employment in the modern sector. Where more
statist, quasi-socialist strategies have been adopted (such as
in Ghana and Tanzania), this percentage rises to over 70%.
Clearly, then, any discussion of income distribution and the
potential role of incomes policy hinges on an adequate understanc
ing of the processes that determine remuneration in the public
sector. And this in turn requires a comprehensive historical
analysis of the specific political economy of each society, in
particular, the process of class formation and the role of the
State.

While the compartmentalisation of recent African history into
colonial and post-colonial periods can be disputed on both
theoretical and empirical grounds, nevertheless, the most useful
starting point for our purposes is an examination of the
significance of the historical legacy of the administrative
structures and related remuneration philosophies and policies of
former colonial powers. It has been found that while important
changes do occur in the size of income differentials over
relatively long time periods, the basic pattern of remuneration
remains fundamentally unaltered. For example, Routh, in a
detailed and comprehensive study of occupation and pay in Great
Britain between 1906 and 1960 states that "The outstanding
feature of the national pay structure is the rigidity of its
relationships ........ Thus (income) class relations were
similar in 135 to those of 1913 and, between managers,
skilled, sezi;;killed and unskilled manual workers, the structure
was not so different i i :
Similarly, in the casenoigzggfzoio::aile nad been in 1913" l
of colonial class structures afzer Ind e perpetuation
ependence ensured that

foremen,



the corresponding patterns of remuneration characteristic
of the public sector during the colonial period remained

largely in tact.

The discussion will be in four parts. The first will examine
the main features of the colonial salary structures in Ghana,
Nigeria and Kenya. The second section will then consider the
policy objectives of various British governments concerning
the kind of Civil Service salary structures they claimed that
they want to be established during the period of transition to
Independence. The third section will attempt to identify the
actual changes which occurred in the pattern of remuneration,
especially the extent of income inequality within each civil
service during this period. 1In the final section an attempt
will be made to identify the reasons for these changes and,
more specifically, why they diverged from the official policy

objectives.

The Salary Structure of the Colonial Civil Service.

The basic features of the salary structure of each colonial
civil service can only really be properly understood by
analysing the objectives of the British and in particular the
way in which they managed to evolve a system of effective bureau-
cratic control over each African population. Clearly, once
formal political control had been established, the colonial
state sought in each case to subordinate the economic interests
of the indigenous people to the needs of each metropolitan
bourgeoisie. The history of the development of the colonial
and neo-colonial economy is well-known and need not concern us
here. What does need to be considered in greater detail is

the consequences of the British pattern of colonial rule in
relation to the type and quantity of the manpower inputs which
were required and hence the type of salary structure which
emerged.

From the very beginning, the British were determined that their
African colonies should be administered as cheaply as possible
and that they should, therefore, be largely self-financing. It
has been argued that the colonial state was 'overdeveloped',

given the need of the colonial powers to subjugate the entire



indigenous population, and yet, in terms of the amount of
resources and, in particular, expensive British manpower which
were committed to the administration of these colonies, the
colonial state was, if anything, relatively underdeveloped.

The British overcame this lack of resources by developing an
administrative system which, because it relied on a particular
form of '"collaboration' with and incorporation of traditional
political and social structures in order to achieve its overall
goals, could be staffed by a tiny elite of British bureaucrats,
the majority of whom were stationed in rural areas. This system
of indirect rule placed great emphasis on the quality rather
than the quantity of the administrators and professional people
who were recruited in the UK since it was the responsibility

of these men to ensure that Britain continued to realize its
overall objectives at the least possible cost. The size of this
all-important group of colonial bureaucrats is indicated in Table
I which shows the annual number of successful recruits into

the colonial service between 1921 - 1936. However, it should

be pointed out that by no means all of these recruits were sent
to Africa since the colonial office was also responsible for
staffing the Straits Settlements and a number of other colonial
possessions. It can be seen from Table I that the administrative
educational and medical professions were numerically preponderant
It is quite extraordinary that such a vast colonial Empire
could be administered as efficiently as it was by such a tiny
corps of British officials. The administrative branch, for
example, formed the backbone of each colonial service and yet
there were never more than 1500 administrative officials in

anglophone Africa at the zenith of colonial rule in the mid-1930'

The second important characteristic of each colonial civil
service was the racial segregation of European and African
officers into the Senior and Junior branches respectively. In
East Africa, Asian civil servants were hived off into their
own separate civil service and, as was the case with the Asian
community in general, they formed an intermediary level between

the European and African services.

During the early years of colonial rule in West Africa, educated
Africans had not been discriminated against when they applied
for higher civil service appointments and those Africans who



Table I

Summary of appointments made by the Colonial Office 1921-1936

Class of Appointment 1921 | 1922 | I923 1925|1926 [1927 1928
Administrative® ... 90 18 67 72 85 | 103 | 101 | 153
Educational 43 39 30 43 46 76 64 74
Financial and Customs ... 21 4 12 9 10 20 18 19
Legal ... 10 3 8 11 12 7 16 14
Police ... 32 17 14 32 19 30 19 33
Medical ... 63 41 49 84 | 129 97 | 121 8s
Agricultural 40 17 16 35 33 30 42 59
Veterinary 9 6 7 5 8 16 9 11
Forestry ... 25 3 10 20 16 13 11 1t
Other ScientificSpecialists 7 2 2 7 8 2 18| 10

(Biological, Analytical,

etc.)
Survey and Geological ... 32 9 5 12 15 15 19 | 27
Other Appointments 13 14 12 22 25 | 15 22 12
385 | 173 | 232 | 352 | 406 | 424 | 460 | 507
Agricultural Scholarships | — — T — 16 17 15 | zo...
Veterinary Scholarships — - - - - -] — -

Class of Appointment | 1929 | 1930 | 1931 1932!1933 1934|1935 1936
Administrative® ... .| 115 80| 20| =25 6| 44| 67| 68
Educational s 62 65 18 4 1 5 9 9
Financial and Customs ... 15 14 11 3 9 21 22 11
Legal ee 11 16 8 7 8 9 17 | 22
Police ... 33 26 16 2 5 10 14 9
Medical ... vee | 107 77 35 12 22 31 48 53
Agricultural 42 40 34 4 9 23 14 16
Veterinary 11 6 3| — 3 3 5 5
Forestry ... ... 13 14 7 4 6t 3t ot 6t
OtherScientificSpecialists 6 8 1 4 4 1 4 7

(Biological, Analytical,

etc.)

Survey and Geological ... 17 ") 3| — 2 3 7 9
Other Appointments ... 17 23 9 5 7 11 19 22

449 | 378 | 165 | 70 | 112 | 164 | 235 | 237
Agricultural Scholarships 22 24 18 14 | 7 9 8 10
Veterinary Scholarships — 9 8 4 2 3 3 4




displayed outstanding ability stood a good chance of reaching
the most senior positions. However, with the triumph of the
Imperial Movement under Chamberlain in the mid-1890's, the

dogma of the racial superiority of the European became firmly
established amongst the British "official classes".3 Henceforth,
all positions in the senior service were the exclusive preserve
of Europeans or, more accurately, all Europeans, whatever their
occupation,were accorded senior status and hence they had to
receive a level of income which was commensurate with such a

position in the bureaucratic hierarchy.

‘The function of the Junior Service was to provide the manpower
necessary to perform the routine tasks of each civil service.

It was mainly composed of clerks, artisans and other lower
technical personnel, native police and the relatively large
number of ''subordinate' positions such as messengers, caretakers,
labourers, boat boys and a whole variety of other menial, unskill
activities. The exclusion of African recruits from the Senior
Service meant that the highest position which an African civil
servant could hope to attain, however much education he might
have received, was normally that of chief clerk or an equivalent
position: in the technical branch of the service. The African
education system was designed to produce no more primary school
graduates than were required by the civil service and, not
surprisingly, cherefore, it was ridiculed by the aspirant African
educated elite as being little more than a 'clerk producing
system'". The British discouraged the development of secondary
and higher education since the existence of a large stratum of
well-educated Africans was incompatible with the ideological

and economic rationale of British colonialism. This neglect of
education in general and of secondary and higher education

in particular was another important aspect of the colonial
legacy which had extremely adverse consequences for the process
of Africanization and the reform of the civil service salary
structure.

The compartmentalisation of the colonial civil service into
Senior and Junior branches on the basis of race was of preeminent

importance in determining the central features of the salary
structure.
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Figure 1 clearly shows the effect of the racial division of
the Ghanaian civil service salary distribution during the
colonial period. Junior Service salaries were concentrated
exclusively in the £0 - 300 interval with the mode and median
somewhere between £50 and £99, the distribution being markedly
skewed to the left. The distribution of Senior Service
salaries is shown by the second, considerably smaller: 'salary
pyramid' which started just above the top Junior Service salary
and extended over a relatively much larger income range right
up to the Governor's salary at £4500, with the mode at

£450 - 499 and the median at £550 - 599. The Senior Service
had only approximately 1050 officers in its ranks, this being
less than one third of the number of officers imployed by the

all-African Junior Service.

The effect of the Senior-Junior division on the salary
distribution of the Nigerian civil service (see Figure 2) is
again immediately apparent. Given the uniformity of pay scales
in the British West African civil services, Nigeria's two
salary pyramids extended over the same income ranges as in
Ghana although their actual shapes were by no means identical.,
The median salary values for the Senior and Junior services
were £500-549 and £0-50 respectively.

In spite of the poor quality of the data the 1935 salary
distribution for Kenya is presented in Figure 3. European

civil servant salaries were, on the whole, slightly less

than in West Africa where an additional inducement had to be
offered to attract the required number of recruits to work

in the generally less hospitable living conditions in that part
of the continent. It was in the middle and lower income ranges
where the most important differences occurred and this is largely
attributable to the presence of a relatively larger number of
Europeans seeking clerical and technical positions and also to
the existence of a separate Asian civil service with its own
salary scales. Although most of these Europeans were not highly
qualified, they still had to receive a salary which was
commensurate with their allegedly superior racial standing and
the effect of up-grading these types of occupations in this way

was to make the remuneration structure even more top-heavy than
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in colonies such as Ghana and Nigeria where these positions

were filled by Africans who received considerably smaller
salaries. Asians dominated the lower clerical and technical
positions and they too received considerably higher salaries
than would have prevailed had Africans been given the opportunity
to take on these jobs. The extent of this discrimination against
Africans can be gauged by comparing the salaries received by
clerical officers in each of the three separate civil services.,

In 1937, these were as follows:

European Clerical Staff (Local Civil Service Terms)

Male Special Grade £620 - 660
I £440 - 660
II £150 - 420
Female Special Grade £440 - 500
I £380 -~ 420
II £150 - 360

Asian Clerical Staff

Male Special Grade £318 =~ 408
I £252 - 300
II £90 - 240

Arab and African Clerical Staff

Special Grade Any officer received over Sh.150 per
menst

I £57 - 90
II £39 - 54

All clerical staff employed by the Nigerian civil service
received the following salaries during the 1930's.

Chief Clerk £350

Assistant Chief Clerk £240 - 300
1st Class Clerks £150 - 220
2nd Class Clerks £36 - 128

The net effect of the virtually all-European and Asian clerical
branch was to increase the overall proportion of civil servants
who received incomes in the £150-600 range compared with Nigeria
and Ghana where the majority of clerks earned less than £130.
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In Kenya, therefore, the gap which occurred in the Nigerian

and Ghanaian salary distributions at around £250-350 where the
top Junior Service appointments petered out and the bottom
Senior Service posts started was 'filled in', so to speak,

by '"up-graded' European and Asian employees. This is clearly
shown in Figure 3 and also in Figure 4, which compares the
European salary distribution in Kenya in 1955 with the Senior
Service distribution for Ghana in 1950-51. 1Ironically, the pre-
sence of the European and Asian clerical and technical personnel
had the effect of reducing the degree of income inequality in
Kenya compared with Ghana or Nigeria for salaries over £400, but,
in terms of the proportion of the wage bill allocated to each
racial grouping, the distribution of income within the Kenyan
civil service was considerably worse, largely as a result of the
greater proportion of low paid unskilled African civil servants
and the predominance of Europeans and Asians in an absolutely

higher clerical-artisan income range.

The existence of large income differentials between the top and
bottom posts was the third important characteristic of the

salary structures of colonial civil services. These ''stretched

out'" salary structures were yet another consequence of the
establishment of the Senior-Junior division which inevitably

created a much higher dispersion of incomes than would have been

the case had Africans been allowed to be employed in the Senior
Service. However, this would not have been compatible with the
fundamental objectives of British colonialism and, more specifically,
with the system of Indirect Rule.

The extent of this high dispersion of colonial civil service
salaries can be estimated by comparing the sizes of the income
differentials between broadly equivalent occupations/positions

at the top and bottom of the colonial and British civil services.
Table 2 shows the result of such an exercise which (despite the
problems involved in establishing equivalence between jobs plus
the fact that only nominal incomes have been used) does neverthe-
less provide us with an estimate of the difference in the size

of these differentials which is at least of the right order of
magnitude.,

The all-important factor responsible for the stretched out

salary structure was simply that it was not possible to administer
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a colony without British bucreaucrats and specialists who

had, therefore, to be paid salaries high enough to attract

them to these inhospitable and distant parts of the world.
During the inter-war period, an international market for the
professional skills of specialist personnel such as doctors and
engineers was still in its early stages of development and this
allowed the colonial authorities, each of which was individually
responsible for setting and paying civil service salaries, to
recruit the manpower they needed by setting colonial civil
service salaries on the basis of what was being paid in the UK
rather than at the much higher levels which would have prevailed
had a truly international market already existed. Nevertheless,
expatriate salaries were enormous compared with the average
standard of living of the great majority of the African populatioc
who were mainly peasant farmers growing crops for their own

consumption and, to a lesser extent, for export to the metropolis

As has already been noted, the British relied heavily on a tiny
number of expatriate personnel to administer their colonial
Empire but in order for this to be successful very high standards
of recruitment had to be maintained. The colonial office in
London took control over this recruitment process which through-
out this period was masterminded by Major Furse. His ideal
candidate was the archetypal British gentleman who, as a rule,
had a distinguished family background and was educated at a top
public school and either Oxford or Cambridge. Character, which
in many ways was considered to be more important than academic
achievements, was assessed by looking at the candidate's particip
ation in sporting activities and positions of responsibility whic
had been held whilst at school and university. According to
Heussler these class-based selection criteria were employed by
the colonial office right up until 1960.4 More important,
however, was the fact that the British managed to ensure that
the same kind of elitist and conservative attitudes were in-
culcated into local civil servants during the Africanization
process, with obvious consequences for the future pattern of

civil service remuneration in the post-independence period.

British colonial civil servants could not be expected to shoulder
the White Man's Burden in Africa unless they enjoyed a standard ¢
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Table 2.

Britain (1935) Nigeria (late 1930's)
£ £
Top Administrative 3000 3000
Average Clerical 260 85 - 100
Average Unskilled 129 9.2}
Top-Bottom.Differential .23.2 326

This is assuming that daily paid labourers were employed
for 48 weeks a year
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living at least as high as that which they could have achieved
had they stayed in the UK. For the majority of aspirant
colonial administrators, the Home Civil Service was still
regarded as being their most likely alternative career whereas
professional people tended to prefer to work in the private sect
where the pecuniary rewards were greater. The colonial district
officer who worked for years in primitive, isolated conditions
was not motivated by the prospect of monetary rewards to the
same extent as say a doctor or an engineer who was usually

stationed in the relative luxury of an urban centre.

Furse found it increasingly difficult to recruit the required
number of administrators, especially after the second world
war. This was partly due to the relative decline in the
colonial administrator's salary as against the expanding
opportunities for financial advancement in the private sector
in Britain but also the kind of recruit that he required was
becoming increasingly scarce and, since this was a consequence
of long-term changes in the social and political characteristics
of Britain's ''ruling class', this shortage could not be easily
relieved by increasing the level of remuneration.

Definite ''costs' were incurred in deciding to work in colonial
Africa, and for this reason British colonial civil servants had
to be offered substantially higher salaries than their counter-
parts in the UK. It is virtually impossible to assign monetary
values to these costs since they were mostly based upon such
subjective individual valuations as the unpleasantness of the
tropical climate in West Africa, and the effect this had on
health, or simply the disadvantages of being so far away from
friends and relatives in an alien environment. The size of

the differential between equivalent occupations in the UK and
Africa is extremely difficult to calculate accurately, owing
mainly to the lack of the necessary data for the colonies.
There are also innumerable methodological obstacles, one of the
most troublesome again being comparability between jobs, which,
in the present context, poses serious problems because the natur
of the activities of administrators and professionals in the
UK and colonial civil services were so radically different.



However, for our present purposes, we only need to obtain a

rough picture of the extent of this differential and Table 3

1ists the salaries received by a number of broadly equivalent
occupations in the UK and Nigeria in the late 1930's.
Interestingly, this very rough and ready comparison of nominal
salary levels reveals that there was not a particularly large
income differential between senior UK and colonial civil servants.
Indeed, the top salary for a medical officer in Nigeria, at

£1000, was lower than the average salary of a general practitioner
in the UK, at £1094. Admittedly, this might not be a fair
comparison and a more detailed analysis would need to work out
typical career and hence salary time-profiles for recruits with
similar qualifications into various professions, both within

and outside the civil service. More important, however, the true
extent of the differential can only be established once the

real value of fringe benefits are included and nominal incomes
are converted into post-tax incomes. For instance, colonial
civil servants received free housing, unlike their British
counterparts, and they paid considerably less direct and indirect
taxes. Cost of living studies were not carried out in the
colonies until after the second world war so it is difficult

to give anything more than a very rough estimate of the relative
differences. Rates of price inflation were not markedly

different between the UK and the colonies and, whereas commodities
which had to be imported from the UK such as tinned foods, spirits
and consumer durables were more expensive, this was counteracted
by the relative cheapness of basic foodstuffs, and of particular
importance, local domestic labour. The children of colonial

civil servants received heavily subsidised, good-quality boarding
school education in the UK which the British civil servant had

to pay for out of his own pocket if he wanted his children to
benefit. Travel costs were met in full and colonial civil
servants received extremely generous leave arrangements. Pensions
were generally the same in the UK and the colonies. On the cost
side, some colonial civil servants were forced to maintain a

home in the UK which, if they could not let it, largely negated
the effect of the free housing allowance. Finally, the colonial
Civil servant ran a much higher risk of dying or of contracting

@ long-term illness which would force him to retire prematurely.
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Table 3: Salaries of equivalent occupations, Britain and Nigeria, lat

19:
Great Britain 1935/37 Nigeria (late 1930's)
Administrative £ Administrative £
Permanent Secretary 3000 Colonial Secretary 300(
Deputy Secretary 2200 Principal Asst. Secretary 144
Under Secretary 1900 Provincial Commissioners 120(
Permanent Asst. Secretary 1450- District Commissioners 40(
1650 96
Assistant Secretary 1150-
1450
Principal 800-
1100
Assistant Principal 275-
625
Medical
Principal Medical Officer 1395 Director Medical Services 180
Senior Medical Officer 1023 Senior Medical Officer 1500
Celelal rractilironelr (ave. )ivv4 Medlcal OLricer oo
. 100¢
Dentist 676
Dental Surgeon 660
Engineers etc
Engineer-in-Chief (PO) 2000 Chief Engineer 1100
Asst. Engineer-in-Chief(P0)1259 Senior Engineer 880
. . 1100
Executive Engineer (PO) 666
Principal Architect and Engineer (PO) gzg
Surveyor 1650
Architect and Surveyor 983 Chief Architect 060
Architect 475
840
Others
Accountant (Customs and Accountant 400
Excise) 804 720
Chief Veterinary Officer 1280 Director, Veterinary
(ave.) Services 1050
Asst. Veterinary Officer 1107 Veterinary Officers 600
(ave.) 920
Veterinary Inspectors (ave.)548
Government Chemist 1510 Government Chemist 550
Analysts 1lst Class 663 84
2nd Class 449

Chemists (national) (ave.) 512

Source: Routh (op.cit.) and Nigerian Estimate
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In terms of standard neo-classical analysis, this reduction

the expected working life of the average colonial civil
seyvant meant that he was entitled to receive higher annual
income whilst he was able to work.

From this list of factors it is possible to make a rough guess
at the size of the UK colonial-expatriate income differential.
At the bottom of the administrative branch, the colonial
officer probably received approximately 50% more income (in
redl terms) than an officer of equivalent rank and status such
as an Assistant Principal in the British civil service. Towards
the top end of the colonial administrations this differential
wasS likely to have been somewhat fower probably between 25 and
40%. Jeffries, in his book on the history of the colonial ser-
vice does not attempt to quantify this differential but states
nevertheless that '"it may be safely said that an officer of the
celonial service can enjoy in many ways a higher standard of
1iving than would be possible on a similar salary in this
country”5 although he does go on to point out to the potential
recruit that "anyone who attaches importance to the amenities
of what we are accustomed to call civilization should not take

up the colonial service as a career'.

Senior service. salaries were relatively high not only as a
result of economic factors but ideological ones as well. Since
the colonial bureaucrat was the personification of the allegedly
superior European civilization, it was necessary for these
officers to receive a level of income which would allow them

to maintain a standard of living which was commensurate with

the responsibilities entailed in their civilizing mission and

which served to remind the African masses of their inferior
position.

Africanization and Civil Service Remuneration: The Equity

Objective.

At the zenith of British colonial rule during the 1930s, the
British confidently predicted that they would continue to

control their African empire for many decades to come. It is
true, as Lee points out, that the British "official classes"

had been converted in the late 1930s to the idea of more actively
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. . : ies
encouraging the social and economic development of colonie

in order, so it was claimed, to lay a proper foundation for the

establishment of viable political institutions. However, this
represented merely a change in emphasis rather than a funda-

mental alteration in official attitudes towards likely develop-

ments in the future.

The second world war and its aftermath forced the British to
replace their previous long-term, evolutionary strategy with one
that would allow Africans to take complete control over their
affairs within a matter of years rather than decades. Even durin
the period leading up to independence, the British had continuall
to bring forward the date on which the formal transfer of power
was to occur. For example, they still believed as late as

1955 that it would be another fifteen years before Kenya would
be ready for Independence and at least another twenty years in
the case of Tanganyika., It was in this crisis-ridden environment
that the British attempted to 'prepare' each colony for its new
role as an independent nation-state. Although they had not
anticipated the speed of political developments after 1945, they
still succeeded in maintaining a tight control over this prepara-
tory process during the 1950s.

Before embarking on a detailed analysis of the changes which
occurred in the pattern of civil service remuneration during
this period, it would be worthwhile to examine what the British
claimed they were trying to achieve in relation to the future
salary structure of an all-African civil service.

Most official pronouncements on this subject are to be found in
the reports of the numerous commissions on the colonial civil
services which were set up at regular intervals from the mid-
1940 s onwards. This concern with the level of salaries and wage
at all levels of the civil service was in marked contrast to the

amount of official attention which had been devoted to this subjé

before 1939. The main purpose of these reports was to investigal

the existing structure of the civil service and then to make
recommendations concerning the kind of reforms which were conside
to be necessary if the administration was to function according

to the British conception of its role after independence, If the
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publicly—stated objectives contained in these reports are to be
taken at face-value, it would appear that the British were
committed to the complete dismantlement of the colonial civil
service, to be replaced by a new administration which would be
suited to meeting the needs and potentialities of each new

independent nation-state.

In 1945, the Labour Party stated unequivocally that, '"The
public services of the colonies must be adapted to local
conditions and staffed by local people .¢..... The first
objective of the post-war reorganisation will be to provide
the necessary conditions to enable colonial people to staff
their own services'., Fifteen years later, the Flemming Report
on the East African Civil Services expressed exactly the same
sentiments: ''We have noted with great interest the steps that
have been taken by the administrations to make localization
more effective and as a result we have been especially careful
to see that our proposals provide a proper basis for a local

service'',

As far as salaries and wages were concerned, the British stated
that their objective was to set them at levels which were consonant
with the general economic circumstances and the prevailing pattern
of income distribution in each country. For example, Holmes

in his report on the civil services in East Africa in 1948 argued
that '"we must not set civil service salaries at levels which

would foster the development of a mandarin class, divorced in
income and interest from their fellows".9 This, of course, was
precisely what British colonial civil servants had been, a

small elite of highly paid bureaucrats, culturally and ideologically
separated from the African masses. The British argued that this
hiatus must be significantly reduced now that each colony was
nearing the time when it would become the responsibility of

African politicians and administrators to serve the interests of
the people. Accordingly a number of specific recommendations

were enumerated in these reports which, the British claimed,
provided the basis for a radical restructuring of colonial

Civil service salary structures.
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The first step was to abolish the racial division of the
colonial civil services which, as we have seen in the previous
section, resulted in a salary and wage structure which was
characterized by separate remuneration 'pyramids' for Europeans
and Africans with relatively very large income differentials
between these groups of officers. To this end, the Senior-
Junior division was replaced by a unified civil service in which
all positions were open to both races, recruitment being based o
merit alone. However, this move did not in itself affect the
shape of the overall salary distribution. This was to be achiewe
by, first, promoting the development of a new executive branch,
the purpose of which was to improve the distribution of income
and the overall efficiency within each administration. The
effect of the racial division had been on the one hand to make
these civil services top heavy, because every European, whatever
the level of his education and/or skills was automatically
accorded Senior Service status and pay, whilst, on the other hand
the job colour-bar depressed the status and salary levels of
positions within the exclusively African Junior Division, resulti

in the civil service becoming abnormally bottom heavy.

The creation of a new executive class was recommended in the hope
that it would lead to a reduction in the proportion of officers
in the highly paid Senior Service (now to be renamed the
Administrative and Professional branches) by increasing the
number of civil servants in what had previously been a kind of
salary no-mans land where the Junior and Senior Service 'pyramids
were tenuously joined together. Henceforth, top salaries were
to be received only by those civil servants who were either
responsible for policy formulation or members of the higher
professions, and all Senior as well as Junior Service positions

which were basically executive in character were hived off to
form the new branch.

The second group of recommendations which can be identified
focused on the need to reduce the size of the income differential
between the top and bottom jobs in the reformed civil services.

It was argued that since these civil services were eventually

to be staffed exclusively by Africans, salaries should therefore

based on conditions prevailing in the local labour markets. The
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Lidbury Commission on the East African civil services stated
that "In recommending new salary scales for this part (i.e. top)
of the service, we must be guided by the assumption that we are
to provide for a service ultimately to be recruited wholly

10 The Report of the Public Services

Conference of 1960 neatly summed up this aspect of British policy:

within East Africa'.

"7t was noted by Conference that it was usual for local officers
to be appointed on different terms than those of overseas
officers. As the local element in the service is expanded it
became essential to ensure that the terms of service for local
officers were in accordance with local emoluments and were not
tied.. to conditions outside the territory'. It is interesting
to note that the British believed that the local and international
markets for the much-needed professional skills of people such

as doctors and engineers could in fact be separated from/inother,
which would seem to indicate that the importance of these
international markets in influencing the size of local professional

salaries had not yet been fully appreciated.

The British solution to this problem was to introduce basic
salary scales for all civil service employees, irrespective of
racial origin, but,in order to attract the overseas manpower
which was still so desperately needed, expatriates received an
additional supplement to their basic salary. The British

argued that the size of this "inducement'" allowance should not
be fixed but rather it should be allowed to vary independently
of the basic salary scales in accordance with the prevailing market
rate for expatriate manpower. In other words, it was hoped that
if it was necessary to increase the salary paid to say a British
doctor this could be done without having at the same time
automatically to increase the salary received by an African
doctor. This scheme was originally introduced in West Africa in
1947 as a result of a decision to implement the recommendations
of the Harragin Report. The expatriation allowance, as it

was then called, was set at approximately one-third of the basic
salaries for the top posts in the West African civil services.
The Lidbury Report of 1953-54 proposed the establishment of a
similar scheme in East Africa, which was subsequently introduced
in 1955. The colonial authorities were at pains to point out

that the additional income received by expatriates had nothing
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to do with any racial and/or political considerations but

simply that it was required in order to attract the requisite
manpower from overseas. The change in the official description
during the course of the 1950s. from expatriation to inducement
to overseas allowance reflected the growing concern on the part
of the authorities to dispel African suspicions about expatriate

pay.

The British attempted to reduce the size of income differentials
within the civil service at a time when there was an acute short-
age of Africans in professional occupations, who were, therefore,
able to command very high salaries within the private sector.
The colonial authorities stated that it would be unwise to
precipitate an escalation in salary levels in order to attract
the relatively few African professionals who were available
since they believed that this shortage was only a temporary
phenomenon and it would be, therefore, only a matter of time
before salaries would begin to fall as the scarcity-rent
component was graduzlly eliminated. The Harragin Report stated
that: ''to a great extent salaries are controlled by the dictates
of supply and demand....... West Africa is still at the stage
when an extra bonus has to be paid for an education little higher
than literacy. This paradise for the black-coated worker will
soon pass, but he is entitled to make what he can of it while it
lasts”.12 This faith in the dominant influence exerted by the
domestic markets for skilled manpower was again reiterated in the
Lidbury Report on the Gold Coast civil service some five years
later. Given the scarcity of fully-qualified local professionals
they accepted the argument that civil service salaries would
have to be considerably increased if the Ghanaian Government
wanted to obtain the services of this manpower. Howewer, the
report concluded that: ''We believethat this is a passing phase
and that private earnings in the professions will assume less
extravagant proportions as the numbers of qualified men in
practice increase. It would in our opinion be quite unwarranted
and highly uneconomical to compete with private practice by
increasing the salaries of the few services concerned out of all
proportion to the general pattern and perpetuating unnecessaril
high standards of remuneration".13 Given that the British
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anticipated that income differentials would fall of their

own accord, they believed they could adopt a relatively non-
interventionist strategy, their basic aim being to forestall.
any large increases in professional salaries which, in their

opinion, had little long-run economic justification.

Changes in the Salary Structure of the Ghanaian, Nigerian
and Kenyan Civil Services, 1945 - 1965.

The purpose of this section is to analyse the changes which
occurred in the salary structures of three colonial civil
services during the ten-to-fifteen-year preparatory period
which typically preceded the formal declaration of Independence.
Our intention has not been to undertake a very detailed
statistical analysis but rather to use readily available
historical data in an attempt to identify underlying trends in
the pattern of income distribution within each civil service.
The data that were required in order to undertake this exercise
were extracted mainly from the various reports of the commissions
on the colonial civil services, staff lists and annual estimates
of expenditure. Three types of statistical measures were
employed to identify changes in income inequality within each
civil service.

(1) The size of the absolute and relative income differentials
between the five main branches of each civil service. An import-
ant source of inaccuracy which has undoubtedly arisen in
calculating these differentials has occurred as a result of the
difficulties involved in identifying equivalent civil service
positions between countries and, more importantly, within each
civil service as it evolved during this period. Each civil
service commission resulted in the introduction of new grading
schemes and hence radically different salary and wage scales
which makes it difficult to compare civil service salaries
through time. 1In particular, the creation of the new executive
Class in Ghana and Kenya in the mid-1950's completely altered

the existing salary structure which had been based on the Senior-
Junior-Service division. Consequently, comparisons between

Civil service positions, even though they continued to be known

by the same name, may in some cases be largely spurious as a
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result of the important changes which occurred in manpower
deployment in each civil service. Despite this problem it
is still possible to determine the overall trend in the size of

these differentials during this period.

(2) A more satisfactory measure of the changes which occurred
in the distribution of civil service salaries is to derive
frequency distributions over a number of years. It is then
possible to calculate various percentile values as percentages
of the median and to see how these differentials changed during

the preparatory period.

(3) An alternative to the above measure is, after having
obtained frequency distributions for a number of years, then to

derive Lorenz curves.,

The Nigerian Civil Service 1945 - 1965.

(i) Absolute and relative income differentials between branches

within the civil service.

In Table 4 the differences in income between the bottom sub-
ordinate salary and salaries received by civil servants at the
top and bottom of each of the other branches have been calculate
for a number of years between 1945 and 1965. It can be seen that
the size of this absolute income differential increased substant-
ially for all the branches during this period. However, it has
been argued that relative rather than absolute income differentit
are better indicators of changes in the pattern of income distril
ution and these are given in Table 5. The trend which now emerg
is a steady and marked reduction in the size of the relative in-
come differentials between the bottom subordinate salaries and
the top and bottom salaries in each of the other branches and thi
would seem to indicate that there was an overall improvement in
the distribution of income within the civil service during this

period. In Table 6, the basicl

expatriate income differentials
have been calculated for each year and it can be seen that there
was a slight reduction in the size of this differential from

1950 onwards.

In order to obtain a more accurate and comprehensive picture of
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Table 4

Abcsolute differential between bottom subordinate salary
ard top and bottom of the other salary scales (basic salaries

Clerical Executive Professional Superscale
and and
Technical Administrative

1045 T 475 792 982 2682
1950 T 518 693 958 1983
1953 T 605 1020 1285 3165
1955 T 630 1290 1990 3510
1960 T 723 1497 1479 3795
1965 T 723 1479 1479 3795
Percentage, g, + 86.7 + 50.6 + 41.4
change

1945 B 30 382 382 862
1950 B 40 358 408 843
1953 B 15 515 515 1270
1955 B 0 306 534 1410
1960 B 0 345 615 1623
1965 B 0 345 615 1623
:E;ﬁ;gtage 0 - 11 - 28 + 89

N.B. Daily rated labourers were paid slightly less than
subordinate civil servants but since they were not
"established'", they have not been included.



Table

=2cn _salary scale (Basic salari

Clerical Technical Professional Superscale
and and 1
Executive Administrative
1945 T 26.4 45,0 55.5 150
1950 T 13.1 17.5 23.8 48.2
1953 T 11.8 19.5 23.4 58.5
1955 1 8.0 15.3 15.3 40.0
1960 T 7.9 15.1 15.1 37.1
1965 T 7.9 15.1 37.1
1945 B 2.7 22.2 22.2 48.8
1950 B 2.C 9.5 12.7 28.1
1953 B 1.3 4.5 104 24.1
1955 B 1.0 3.0 6.9 16.7
1960 B 1.0 2.97 6..9 16.5
1965 B 1.0 2.97 6. 9 16.5
"excluding medical extension
Table 6
Nigeria: Local base salaries as 9 of eéxpatriate salaries (top)
Tech & Exec Prof & Admin Superscaile
1950 .75 .75 75
1953 .82 .81 o1
1955 .82 .85 1.00
1960 84 .86
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the changes which did occur, salary distributions were

derived for the financial years 1945-46 and 1961-62, On the
basis of a visual comparison of these distributions in Figures
5 and 6, there does not appear to have been any marked change
in their overall shape during this period although the Junior-
Senior salary pyramids and the no-man's-land between them which
had been the dominant features of the colonial salary structure
had to some extent been eliminated by 1960-61. Also, the
1960-61 distribution is if anything more "stretched out' than
in 1945-46 since proportionately more civil servants appear to
have received Senior Service salaries coupled with the fact that
the absolute differential between these salaries and those paid
to the subordinate employees was, as has already been shown,
considerably larger.

A more precise assessment of the changes which occurred can

be obtained by using the information contained in the salary
distributions to derive Lorenz curves and percentage measures
of inter-quantile comparisons. In Figure 7 the Lorenz curves
for 1930, 1945-46 and 1961-62 have been plotted and it can be
seen that there was a clear and unambiguous improvement in the
distribution of income within the civil service, in particular
in the period after 1945. This change is further borne out by
comparing the percentage differences between the median and other
higher percentile values for each of the three years (see Table
7). Despite this improvement in the distribution of income,
there still existed a high degree of inequality in the Federal
Nigerian civil service. For example, the bottom 40% of civil
servants received only about 15% of the wage bill (as opposed
to around 8% in 1945) whereas the top 10% of civil servants

received approximately 43% of the wage bill (as opposed to 54%
in 1945),









1930-31
1946-47

1960-61

Table 7
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Nigeria: Inter-quantile measures of income distribution

1st % Med| Median |3rd % Med {9th % Med | 99th % Mc
Quartile Quartile Decile Percent
0-49 0] 0-49 }100-149 |600 450-499| 1900 | 1200~1249 | 49
10-49 0] 10-49 |100-149 |600 350-399{ 1500 | 1050-1099 | 43
100-149 70 150-199 |250~299 {157 650-699| 385 | 2250-2299 | 13
Table 8
Ghana: Absolute differences between bottom subordinate salary
and top and bottom of other salary scales (basic salaries)
Clerical Tech & Exec Prof & Admin
1945 582 762 762
1950 508 783 952
1955 300 510 1210
1960 415 515 1475
Overall
1945 30 290 317
1950 54 408 408
1955 60 150 580
1960 65 95 585



32.

SaniInd £UdIO0T]

190 AX2S [IATOD URTISDIN TBIOPOd

I1TqQ Axefres
S0TNAIDS TIATO
Jo obejuadied



33.

The Chanaian Civil Service 1945 - 1960.

The changes which occurred in the absolute, relaFive ?n? basic
expatriate salary differentials within the Ghanaian civil
service between 1945 and 1960 are shown in Tables 8, 9 and 10.
The absolute differentials did not, on the whole, increaseas
much as in Nigeria but the steady fall in the relative income
differentials was of about the same order of magnitude. The
basic expatriate salary differential did not change appreciably

during this period.

On the basis of the Lorenz curves which have been derived for
1930 - 31, 1950-51 and 1959-60%*, there was a marked improvement
in the distribution of salaries within the Ghanaian (Gold Coast)
civil service between 1930-31 and 1950-51. However, because
the 1950-51 and 1959-60 curves intersect it is difficult to
judge what precisely happened - if anything there was a slight
deterioration in income distribution during this period.

Table 11 shows the dispersion of civil service incomes in Ghana
by expressing various percentile values as percentages of the
median value for each of the four years. It can be seen that
there was relatively little change in the extent of the income
dispersion during this thirty year period.

*Figures 8, 9, 10, 11.
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The Ghanaian Civil Service 1945 - 1960.

The changes which occurred in the absolute, relative and basic
expatriate salary differentials within the Ghanaian civil
service between 1945 and 1960 are shown in Tables 8, 9 and 10.
The absolute differentials did not, on the whole, increaseas
much as in Nigeria but the steady fall in the relative income
differentials was of about the same order of magnitude. The
basic expatriate salary differential did not change appreciably

during this period.

On the basis of the Lorenz curves which have been derived for
1930 - 31, 1950-51 and 1959-60%, there was a marked improvement
in the distribution of salaries within the Ghanaian (Gold Coast)
civil service between 1930-31 and 1950-51. However, because
the 1950-51 and 1959-60 curves intersect it is difficult to
judge what precisely happened - if anything there was a slight
deterioration in income distribution during this period.

Table 11 shows the dispersion of civil service incomes in Ghana
by expressing various percentile values as percentages of the
median value for each of the four years. It can be seen that
there was relatively little change in the extent of the income

dispersion during this thirty year period.

*Figures 8, 9, 10, 1l1.
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Tablea, .

Ghana: Relative differentials between bottom subordinate salary
S .3 wAt+tom of other salarv scales (basic salaries)
Clerical Technical Professional Superscale
and and
Executive Administrative
1045 T 33.33 43.0 43.0 111.1
1050 T 13.0 12.7 23.8 48.8
1955 T 5.4 8.3 18.3 32.1
1960 T 5.4 6.3 16.9 24.0
1945 B 2.66 17.1 18.4 -
1950 B 2.6 10.1 10.7 -
1955 B 1.7 3.1 9.3 -
1960 B 1.6 2.0 7.1 -
TablelO.
Ghana: Basic -expatriate income differentials
Tech & Exec Admin & Prof Superscale
1945 0 0 0
1950 .76 77 .8
1955 .75 .8 9
1960 .75 75 .93
Table 11
Ghana:

Inter-quantile measures of income distribution

% Med Median 3rd % Med 9th % Med 99th % Med
Quartile Quartile Decile Percent
50-99 100-149 250-299 600 -649 1200-1249
“h-er 100-149 200-249 600 - 649 1200-1249
100-149 150-199 250-299 600 - 649 1200-1249
1-0-199 150-199 300-349 700-749 1500-1549
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The Kenyan Civil Service 1945 - 1965.

The changes which occurred in the Kenyan civil service salary
structure between 1945 to 1965 were broadly similar to those
which have already been observed in Ghana and Nigeria. Tables
12 and 13 clearly show the overall trend in the sizes of the
absolute, relative and basic expatriate income differentials:
whilst the absolute income differentials remained roughly
constant, there was an approximately threefold decrease in the
size of the relative income differentials. The basic expatriate
differentials increased fractionally from their initial level
in 1954 of 0.8l for the technical, and executive, professional
and administrative branches (see Table 14).

In Figure 13, Lorenz curves have been calculated from the
salary distributions in 1935 and 1955. Two Lorenz curves have
been plotted for 1935. The outer one has been derived on the
assumption that the average income in the £0 - £30 range of the
salary distribution was £15 and, given that the total African
wage bill is known, we can estimate the number of Africans who
were employed at this average income. However, it is possible
that the average wage in the £0-50 range-was as high as £20
and, if this was the case, approximately 75% fewer Africans in
the bottom salary interval would have been employed than was
originally estimated; this has the effect of shifting the
original Lorenz curve inwards. However, it can be seen that
this second curve is not radically different from the original .

one.

Despite the fact that the 1935 and 1955 curves intersect, it is
still possible to draw some general conclusions on the changes
in the distribution of income within the Kenyan civil service
during this period. 1If, for the sake of expositional convenienct
we take the inner Lorenz curve for 1935 as being the correct oné)
then it is only at the very top of the distribution where any
ambiguities may arise. Whilst the bottom 84% of civil servants
still only received 347 of the total salary bill in 1955, income
was distributed considerably more evenly within this group at
the end of the period. However, the remaining 667 of the salar
bill which was allocated to the top 16% of civil servants was -

anything even more unevenly distributed within this elite grouf
in 1955.
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Table 12

Kenya: Absolute hetween the bottom subordinate

sa scales

Clerical Executive Professional Admini- Superscale
and strative
Technical

1946 T
1950 T 491 1345 1655 1655 3485
1954 T 488 1412 1412 1412 3922
1958 T 513 1476 1476 1476 4058
1961 T 548 1622 1622 1742 4051
1963 T 548 1526 1638 1638 4028
Overall T
1946 B
1950 B 62 535 728 728 1444
1954 B 59 508 607 653 1862
1958 B 62 534 636 684 1048
1961 B 63 584 749 749 1790
1963 B 91 448 732 732 1767
Overall B

* excluding medical extension
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Table 13.

Kenya: Relative differentials between the bottom subordinate

salary and the top and bottom of the other salarv
(basic salaries)

Clerical Executive Professional Admini- Supersc;:
and strative
Technical

1946 T
1950 T 35.1 93.7 91.7 116.0 243.0
1954 T 13.33 36.6 36.7 41.16 100.0
1958 T 11.4 31.2 31.2 31.2 84.0
1960 T 12.2 34.4 34.4 36.9 84.0
1963 T 8.6 22.2 23.75
1946 B
1950 B 5.3 38.2 51.6 51.6A 1A .o
1yba B 2.5 13.8 16.33 17.5 48.0
1958 B 2.1 11.8 13.9 15.0 41.15
1960 B 2.3 13.0 15.4 16.4 37.83
1963 B 2.2 7.22 11.16

Absolute differential bottom subordinate to top and bottom of

Table 1l4.

Kenya: Basic expatriate differentials

Tech & Exec Professional Admin Superscale
1950 1.00 1.00 1.0 1.0
1954 .81 .81 .81 1.0
1958 .81 .81 .81 1.0
1961 .72 .72 .72 .73

1963 .73
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The Inheritance of the Colonial Civil Service Salary StructureS:
“Some EXplangtory Factors.

The main conclusion which can be drawn from the statistical
analysis of the previous section is that, although there was

a clear improvement in the distribution of income within the
three colonial civil services during the preparatory procesS
leading up to independence, the essential features of colonial
salary structure still remained largely intact. Consequently,
top African civil servants received much the same salaries as

had been paid to the British colonial administrators and thus
became a highly privileged elite compared with the standards of
living enjoyed by civil servants in the subordinate branches and,
to an even greater extent, by the majority of Africans who were
not wage-earners, in the '"export enclave' of these underdeveloped

economies.

The first part of this section will briefly consider the import-
ance of various social and political factors in explaining

the inheritance of the colonial civil service salary structure.
This will be followed by an analysis of the role of more strictly
economic factors, in particular the likely net effect of the
supply and demand for skilled African manpower during the 1950s
on civil service salaries and on the overall remuneration

structure.

(1) The British conception of the preparatory process.

The formal commitment by the British to ensuring that the salary
structures of the civil services of the newly independent
nation-states were consonant with the standard of living of

the mass of the people was basically incompatible with thejy
overriding objective to guarantee the perpetuation of the systen
of bureaucratic control which had been established during the
period of colonial rule in order to create the necessary
conditions for the exploitation of the African people by
metropolitan capital. In other words, the British were determined
that the tyansrer or political power to Africans should be ynder-
taken in such a way that they could be assured of the futuge
political an@ economic stability of their ex-colonial possgssignsg.

Throughout the transition period, therefore, the British

continually reaffirmed their faith in the appropriateness
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This British preoccupation with maintaining administrative

standards was largely responsible for determining the overall
principles of salary determination which were considered to be
necessary if the newly reconstituted civil services were to

function according to plan. The following discussion will

consider each of these principles in turn in order to highlight
their basic incompatibility with the British objective of

dismantling the colonial salary structure and substantially reducing
the degree of income inequality within each civil service.

First, if standards were to be preserved, it was imperative

that the civil service should manage to attract the highest

quality recruits available. Harragin established a prececdent

which was taken up by the other civil service reports when he

stated that: ''Reference has been made earlier to market values

(for super scale posts) which are, of course, closely related

to the problem of recruitment ....... The wisdom of attracting

the best man cannot be over-emphasised. The employment of second-
rates may save the colony a few hundreds a year but may well

cost it millions in the result".16
This need to attract and retain the requisite amounts of manpower
meant that civil service salaries and wages had to be established
on the basis of comparisons with the incomes earned by individuals
undertaking equivalent tasks in the private sector. Many of the
reports specifically mentioned their adherence to the "Principle
of Fair Comparison' which had been the most important remuneration
criterion for the British civil service since 1910. This decision
to take relatively highly paid private sector occupations as the
main reference group for the civil service directly contradicted
the British assertion that they wanted to avoid the creation of

a privileged bureaucratic class. The official reply to this
accusation was predictable - it had no alternative but to offer
relatively high but still nevertheless, 'competitive' salaries

if it wished to obtain sufficient numbers of suitably qualified
manpower, It is interesting to note, however, that official
investigations frequently mentioned the great difficulties they
faced in establishing just what each type of civil servant woyld
have been paid for offering their services to the private sector:
"at the present stage of development in East Africa, it is often

vVery hard to determine what a local candidate for the public
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service may hope to earn in the kind of career to which ]ilis
7

qualifications enable him to aspire in his own country'.
The absence of a salaries yardstick which could have effective),
operationalized the '"principle of fair comparison' was symptomg
of the dominant position of the public sector in the domestic
labour markets and official reports were also well aware of
this situation of ''the government as the largest employer tendj
to set the pattern of wages and salaries".]‘8 Hence it would
appear that the British had considerable scope for revising the
remuneration structure of each colonial civil service during
this period had they been motivated by a real conviction to do
so. Some reports adopted a 'long term view'" by recommending
that civil service salaries should be based to a considerable
extent on anticipated changes in private sector salary levels,
It will be remembered that reports published in the late 1940's
and early 1950's argued that the high scarcity value of educatet
Africans would gradually be eroded and that this would eventuall
force salary levels downwards. However this did not prompt the
authorities to reduce civil service salaries or at least curtail
their rate of increase in anticipation of the expected fall in
private sector remuneration. In fact it was not long before
it was realised that private sector salaries would continue to
rise indefinitely rather than fall. The official response to
this new situation was neatly summarised by the Waugh Report
on the Ghanaian civil service in 1957:

"it would indeed be possible to devise a salary structure

for an all-African service in which the salaries for the

senior posts were considerably reduced. One can imagine

a structure in which the highest salaries did not exceed

say £2000 per annum. We do not believe, however, that

such a structure would be very long-lived. Such a

structure would be subject to internal pressures on the

part of the dissatisfied civil servants and it would be

subject to external pressures through the competing

attractions of alternative careers. The commission believes

that it will not be very many years before a flourishing

middle class of professionals and businessmen has grown up

outside the government service. On the other hand it is

very difficult to expect anyone, African or non-African,

to discharge the responsibilities of say the Director of

Public Works for less than the salary which the present

holder of that post enjoys. Indeed, in our opinion it would
be appropriate to offer more (my underlining)'.l9

The need to avoid the development of any '"internal pressure on
the part of dissatisfied civil servants' was the second importa
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official objective which significantly affected British
attitudes towards civil service remuneration. ©Not only did the
new recruit have to be educationally and ideologically acceptable
but once he was a member of the civil service he could not be
expected to perform his duties to the best of his ability unless
he remained contented with his lot which mainly depended on how
well he was remunerated. This concern to maintain a high level
of morale within the civil service was usually made quite explicit
For example, the Report of the Select Committee on the Lidbury
Report on the Ghanaian civil service stated that: '"There should
be a reasonable degree of contentment within the civil service ...
The country cannot afford a discontented civil service".20
Similarly, when it became apparent that the morale of the West
African civil services had fallen drastically during and
immediately after the Second World War, the basic aim of the
British Government was to rectify this unhappy state of affairs
as quickly as possible, regardless of the effect this was likely
to have on the overall pattern of income distribution within
the civil service and, in particular, between the civil
service and the rest of society:

"Much could be written on the question of the relation-

ship which should exist between civil service salaries

and those of the general community. For the purposes

of this report, it must suffice to say that the present

substantive salaries paid to African officers whose

posts appear in the proposed group 2 are inadequate

to maintain a reasonable standard of living, that the

addition of the present cost of living bonus at the present

rate does little more than enable those officers to

live at a subsistence level and there should be a considerable

improvement in substantive rates. The fact that this

would widen the gap between the pay of the civil servant

and his African brother should not be allowed to prevent this.

Ine salaries which are recommended for the posts i1n group Z

provide a fair and reasonable return for efficient service

and should result in_a small but definite raising of the
standard of living".2l (my underlining)

Closely related to the objective of ensuring that civil

Servants remained contented was the British concern to establish
4 strictly hierarchical organisation structure which, among

other things, would guarantee that the merits and responsibilities
of civil servants were properly matched with a careful graduation
O monetary and non-monetary rewards.” This principle of
Internal relativities was the other basic remuneration principle
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adopted during the preparation period and which was expected
to complement the principle of fair comparison as was the case
in Britain although this rarely happened in practice. For
the British, it was essential that '"there should be a proper
progression in status and remuneration from top to bottom in

23 since they believed that the only

the public service
effective way of ensuring that civil servants would continue tg
be well-motivated was to offer them financial incentives., This
meant that there had to be ample opportunities for officers to
receive regular increments to their salaries which had the

overall effect of exacerbating income distribution within each

civil service.

It was not so much the shape of the salary distribution per

se which worried the British but rather the overall size of
the total salary and wage bill. Given the numerical predominanc
of the Junior Service, it was to this group of employees that
the bulk of the additional revenue needed to fund wage and
salary increases had to be allocated. For example, it was
estimated that 657, of the £1.4 million increase in the Ghanaian
civil service remuneration bill recommended by the Lidbury
Commission had gone to meet subordinate wage increases whereas
the cost of the Lidbury proposals for the Senior Service was
less than £100,000. In the opinion of the Government: 'These
estimates demonstrate vividly the fact that contrary to popular
opinion, it is not the Senior Service that costs the country

so much as the Junior Service and the daily-rated employees".24
Whilst it is true that the Junior Service wage bill was larger
than that of the Senior Service this is hardly a meaningful
comparison given the relative size of the Senior Service and
the Lorenz curves which were derived in Section 2 indicate quite
clearly the gross maldistribution of incomes within the Ghanaian
civil service. The British, however, were basically concerned
with the financial consequences of marginal increases in the
total salary bill with the result that their demand for senior
civil servants was relatively inelastic and they displayed

a remarkable insensitivity to the longer-term political and
economic consequences of their reluctance to reform the colonié-
salary structure,
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The British attitude towards the relationship which should

exist between generalist administrators and specialist
professionals also had important repercussions on the overall
pattern of civil service income distribution. During the colonial
period specialist civil servants were in charge of most departments
administrators being on the whole confined to the secretariat

and in particular to the provincial administration. However,

the British decided that this situation should be reversed

during the preparatory period and consequently administrators

were placed in all the top positions, whilst the specialists

were relegated to performing strictly technical and/or operational
roles. This belief in the leadership qualities of the
administrator would not have mattered so much had not it been
necessary to recognise their higher authority and status in the
civil service hierarchy by paying them salaries which were at
least as high as those received by specialist officers. During
the 1950s, there developed an international market for profession-
al manpower and, given the high demand which existed for these
types of manpower, there was a rapid increase in their salary
levels, Not only, therefore, did African civil servants argue
that they were as well qualified as and undertook similar tasks

to their British counterparts but the upward pressures on salary
levels generated by this adherence to the principle of
comparability were considerably increased as a result of the need
to maintain an adequate differential between the salaries of the
administrator and specialist. In other words, the international
mobility of these specialist occupations not only supported the
level of rewards of all those civil servants who could plausibly
claim international comparability on the grounds of similar
qualifications and periods of training but also all those civil
servants who demanded, at the very least, comparability on

the grounds of superior rank and additional responsibilities.

(2) The African Response.

In most colonies, the African nationalist leadership did not
fundamentally question the way in which the British defined

the basic objectives which were to be achieved during the
transition period leading up to independence. This acquiescence

has, on the whole, been interpreted as being symptomatic
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of the subservient position of the African politicians

and the petty bourgeois stratum who, in the final analysis,
they represented vis a vis the departing colonial power but,
more significantly in relation to the economic dominance of
foreign capital. In the now famous words of Frantz Fanon:
"This lumpenbourgeoisie discovers its historic role, that

of intermediary”.25 It is argued that in the absence of any
viable opportunities for the development of a national
bourgeoisie, the major avenue of economic advancement for

the aspirant, educated African was to be accepted for employment
in the Government service. According to Fitch and Oppenheimer:
"This petit-bourgeois stratum was not opposed to the idea of

a society ruled by an economically privileged, all-powerful
bureaucracy. It simply wanted that bureaucracy to be African,
Consequently, the answer to the problem posed by the
bureaucracy was not democratic-control either now or in the
future but ”Africanisation".26
Alternative explanations to the now almost standard ''bureaucratit
bourgeoisie', class-in-formation Marxist argument, have focused
on the centrality of intra and inter-ethnic rivalries and
relationships and the way in which these have conditioned the
nature of the bureaucracy's political and economic roles.
According to this type of analysis, the high salaries received
by civil servants are regarded as being symptomatic of a complex
system of patron-client relationships whereby the politician
and civil servant, in return for their privileged social and
economic positions, undertake to use their power and influence
to ensure that their'constituents'" receive as large a share

as possible of the state revenue available for distribution.

Schaffer?’ argues that the attitudes and conduct of the British

and African politicians can be more easily comprehended if a
distinction is made between the transfer of institutions (i.e-th
transfer of a system of rule) and the actual transfer of power
itself. There was, he argues, an assumption by the British
that the first process could assimilate the second which
complemented the assumption by the nationalist leadership that
the second process required the first as a necessary, if passing
symbol.
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Just as the manpower problem was the major preoccupation of

the British so it was also for the nationalist leadership. 1In
many respects, the Africanization of the civil service became
the most important political issue during the 1950s since

the replacement of the British bureaucrats by Africans was
considered to be the fundamental precondition for the attainment
of true independence. Given the emotional and political
significance of the Africanization programme, the British attempt
to reduce the salaries of top civil servants was singularly
unsuccessful. For years, African civil servants had demanded
that they should receive the same salaries as Europeans when
they both performed identical tasks. Consequently, the British
attempt to separate expatriate and local manpower markets was
interpreted as being merely a continuation of racist colonial
ideology and practice and was, therefore, rigorously opposed.
The British insisted that dual salary scales were not
discriminatory but rather were based on strictly economic
arguments, the most important of these being the prohibitively
high cost of paying African civil servants the same salaries as
expatriates. They also were aware of the adverse effect this
would have had on the distribution of income and yet it is clear
that had the anticipated increase in the wage bill not been so
large, they would have yielded to African demands to a much
greater extent than they actually did.

Right up until the start of the decolonisation process the

British had argued that Africans could only expect to receive
higher salaries as they became progressively more ''civilized'.
Holmes, for example, had as late as 1948 countered African demands
that they should receive 'equal pay for equal work' by arguing
that even though an African civil servant may have identical paper
qualifications as a European, he was still not sufficiently
civilized to be able to work as efficiently as the European and
could not, therefore, expect to receive the same salary: 'given
the "primitive" state of Africans fifty years earlier it would

be idle to expect to find in Africa today those qualities of mind
and character which go to making a good civil servant in any
marked degree".28 As a result of the Holmes report, it was
decided to introduce a fixed, three-fifths differential between

the salaries of the few African civil servants who held
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relatively senior appointments and their European counterparts,
By the early 1950s the British realised that they would have t,
hand over power to the African nationalists and that this woulq
have to be preceded by the Africanization of the civil servic,
The 1953 the Lidbury Report recommended the abolition of all
forms of racial discrimination within the Kenyan civil service
but at the same time still had to convince African civil servap
and politidans of the necessity of accepting the adoption of
the dual, basic-expatriate salary structure. The nationalist
politicians responded angrily, arguing that the British were
breaking their long-standing promise that they would pay the
African civil servant the same as his European counterpart once
it had been accepted that there were no longer any innate
differences in the ability of each type of officer, but as soon
as the British were forced to recognize this fact, they concocty
a new set of supposedly non-racial reasons for justifying the

continuation of separate salary scales.

The British had previously been confronted with the same type
of response in West Africa. The Gorsuch Report on the Nigerian
civil service neatly summarised African feelings on this issue:
"The existence of the fixed African-expatriate income differentit
has come to be regarded in Nigeria as elsewhere as an implied
comparison of the intrinsic worth of the two types of officers
and this feeling has led to resentment".29 During the 1950s any
economic justification for this differential was swept to one
side as Africans, both those who stood to benefit directly and
the great majority of the population who certainly did not,
exerted the maximum political presure in an effort to ensure
that the equal capabilities of African officers were justly |
recognized by paying them the same as expatriates., This was a
question of national and racial pride which at the time dwarfed
any of the other counter-arguments which might have been taken
into account. 1In particular, the adverse effect of the reductiot)
of the differential on the distribution of income,

Finally, the friction and bad feeling which arose as a result of
this issue tended to undermine the morale within each civil
service, thus posing a potentially dangerous threat to the smoo-
implementation of the British preparatory plan. Consequently
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African and British objectives once again tended increasingly
to complement each other as the British yielded to political
pressure to reduce the size of the differential. For example,
the Report of the Select Committee on the Lidbury Report stated
that: 'we have tried in our proposals to narrow the gap between
African and expatriate salaries and to remove some of the

differences that are a constant source of irritation”.3o

(3) Economic Factors: The Supply of and Demand for Educated
African Manpower.

Neo-classical economic theory focuses upon the supply of and
demand for each type of manpower as the primary explanation

for the observed pattern of personal income distribution in
capitalist society. The thrust of the argument so far has been
that the essential characteristics of the salary structures

of each of the civil services under investigation evolved in
accordance with the political and social objectives of British
imperialism and that the neo-classical economic theories which
have been forwarded to explain the patterns of income distribution
which were derived in section 2 are little more than ex-post
rationalisations of these more fundamental political and social
considerations. Having said this, it would nevertheless be quite
wrong to discount totally the possibility of (more strictly)
economic factors playing some role in the income determination
process, Although it is methodologically invalid to analyse the
"social", '"political'" and '"economic'' as separate and autonomous
levels or "instances' of each society, it is still a meaningful
exercise to try to gauge the approximate supply and demand
magnitudes for educated African manpower in order to see whether
there was any tendency to reinforce or to counteract the political
and social determinants of civil service remuneration which have
already been considered in some detail. In other words, we do
not believe that supply and demand factors were the major
determinants of the overall level of civil service salaries during
this period but that they could nevertheless have been partially
responsible for the observed changes in the salary lielgl

(a) The supply of educated Africans

The cornerstone of British education policy before the second
world war and the advent of the Africanization programme had
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been to concentrate exclusively on primary sclrool education
and to discourage strongly the development of Secondary and
tertiary education. Total expenditure on edUlQation in all the
colonies remained pathetically small and henc€ only a tiny
percentage of African children were fortunate <nough to receive
a basic primary education.

The British rigidly maintained the racial segregation of the
colonial civil services in Africa during the iTiter-war period
and there was only a slight increase in the number of positions
allocated to Africans which required some secordary education
as a prequisite. The unification of the colonial service
recommended by the Waren-Fischer Committee of 1 929-31 further
exacerbated the racial division of the colonial administration
and further reduced the likelihood of Africans being recruited
for Senior Service positions in the near future . This consisten
policy of thwarting the growth and aspirations of educated
Africans was so successful that the British had only a tiny
pool of skilled African manpower from which it <could draw when
it was decided after 1945 to eliminate all forms of racial
discrimination and actively encourage the Africanization of the
civil service. The British attempted to alleviate this
shortage by implementing large-scale scholarship schemes (eg.
the one million pound scholarship scheme, provision for which
was made as a result of the Colonial Development and Welfare Act
1940) and the rapid development of secondary and tertiary
education. However, it was not possible to produce anything like
the required number of graduates (particularly imn East Africa
where there was still a chronic shortage at indfgpendence) and
this was an important factor in offsetting any o f the social and
political pressures which might have led to a reduction in

salaries.

(b) The demand for educated Africans

The Africanization process resulted in a massive increase in
the demand for suitably-qualified Africans who were now urgent-
needed to replace expatriate civil servants as a necessary
liminary to the attaimment of independence. A nygmber of
additional factors were responsible for increasip; g the excess
demand for skilled African manpower as time went on:
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(i) The unexpected acceleration of the Africanization programme

as the date on which independence was to be granted was continually
brought forward and as African politicians became increasingly
opposed, in principle, to the continued employment of expatriates,
particularly those in politically-sensitive top positions.

(ii) The refusal by the British and also by the African leader-
ship to reduce the required standards of performance of civil
servants in order to increase the number of local people who
were eligible to be considered for recruitment into the civil
service. Politicians on Africanization Commissions frequently
complained about the "fetish of standards'" but there was little
they could do given the intransigence of the British on this

issue.

(iii) Of particular importance was the rapid increase in the size
of the colonial civil services after the Second World War.
Initially this was attributable to the new emphasis that was

now given by the British to furthering the economic and social
development of their colonial territories. Once the British had
decided to withdraw altogether, the colonial civil services began
to expand even more rapidly as increased emphasis was placed on
the need to ensure that each colony was prepared, politically,
administratively and economically for independence.

(iv) The acute problem of recruiting and retaining expatriate
persommnel increased the need to find African replacements as
quickly as possible and further enhanced the scarcity value of
those Africans with the required academic and professional
credentials. The factors responsible for the increasing
difficulties experienced in recruiting expatriates were mainly
due to the inability of the colonial authorities to offer high
enough financial rewards to attract the much larger number of
professional expatriates who were needed. Britain, which had
traditionally been the major source of supply, enjoyed high rates
of economic growth and low unemployment during the 1950s and

it was the salaries of the professional groups in particular which
increased the most rapidly during this period. Another factor
which helped to increase the supply-price of expatriate labour
was the acceleration which took place in the development of
international markets for various skills, particularly those of
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doctors and engineers. Increasingly, the colonies were

forced to increase the salaries they offered to these professiy
groups, as an international supply-price, considerably higher
than the incomes earned by these professions in the UK, began
to be established world-wide.

The relative increase in professional incomes in the UK
coupled with a greater willingness and ability to emigrate to
those areas of the world where the highest salaries were paid,
also had the effect of encouraging expatriate civil servants
working in the colonies to leave. This outflow was considerably
worsened by the uncertainty of the majority of the British
colonial civil servants about their future career prospects
coupled with a general aversion to the idea of being in a
subordinate position once independence had been achieved.

The British and colonial governments tried to assure the
British civil servants that they had nothing to fear and a
number of remedial measures were adopted in an attempt to
""create conditions which will encourage officers to remain'.
However, these conditions were less attractive than the
extremely generous lump-sum compensation which it was agreed
that each colonial/African government should pay to British
civil servants if they decided to terminate their employment.
These compensation schemes, which were established in order to
encourage expatriates to stay until they were no longer needed,
had precisely the opposite effect and were probably the single
most important factor in fuelling the exoggs of scarce

administrative and professional manpower.
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Conclusion.
ConcCilus10ll

The aim of this paper has been to analyse the impact of the
colonial legacy on the remuneration structures of the newly
independent anglophone African states. Our main conclusion is
that, given the British domination of the preparatory process,
this impact was highly significant - in fact, whilst there was
some improvement in the distribution of income within all three
of the colonial civil services in this case study, the colonial
salary structure remained largely intact. It can be seen there-
fore that the equity and efficiency objectives enunciated by

the numerous commissions on the colonial civil services were
basically irreconcilable and this explains why the British

often appeared to be contradicting themselves, one minute
arguing that the creation of bureaucratic elite must be avoided
and then stating that, in the interests of administrative
efficiency, civil servants must be ''adequately' remunerated.

In reality, however, ''it was inevitable that as local persons
invaded the senior ranks of the service their emoluments should
bear a close resemblance to those of their expatriate colleagues

35 This occurred as a result

in the same or similar posts''.
of the failure of the African leadership effectively to challenge
the British conception of the preparatory process. For

example, A, L. Adu in his book on the civil service in Common-=-
wealth Africa argues that: '"In view of the many who have been
concerned with the development of the public services in former
British Africa the basic principles of the British Civil Service
structure are the best for these countries. Admittedly, the

main reason for this is the historical connection with Britain'.3®
Given the prominent role played by individuals such as Adu in
establishing the new civil services, it is hardly surprising

that there was little commitment to the objective of dismantling
the colonial salary structure and, in Adu's own words, ''creating

a4 new salary structure consonant with the general economic
Clrcumstances of the country".37
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CHAPTER 2: EARNINGS DIFFERENTIALS BETWEEN PUBLIC AND PRIVATE
—  SECTORS IN AFRICA: THE CASES OF GHANA, KENYA
AND NIGERIA.

Introduction.

The emergence of sizeable income differentials between

equivalent employment positions in the public and private

sectors has in recent years become one of the most controversial
political and economic issues in Africa. Escalating private
sector salaries for managerial and professional manpower have
exacerbated already highly skewed patterns of personal income
distribution not only in a direct sense but, indirectly as well
insofar as the salary determination process for high-level
manpower employed in the various branches of the public sector

is affected by the prevailing remuneration levels in the private
sector. This paper will attempt to assess the size of public-
private income differentials for a representative sample of
managerial and professional occupationsin three Anglophone African
countries, Ghana, Kenya and Nigeria. This will be followed by

an examination of a number of theoretical propositions concerning
the nature of the relationship which exists between the processes
of public and private sector salary determination in each country.
In particular, we want to ascertain to what extent public sector
salaries have been set in response to pressures emanating from

the private sector and more specifically from multinational corpor-
ations (MNCs).’

Our intention is tentatively to delineate the most important
inter-relationships between public and private-sector high-level

manpower markets. Hence we are not concerned with examining

the salience of specific factors of rival theories in accounting
for the overall structure of remuneration, i.e. the broad levels
of income received by the main occupational categories which
Comprise the social division of labour in both public and
privately owned enterprises and organizations. It is certainly
the case that the dominance of the capitalist mode of production
in each of the three countries under examination has given rise
Lo basic similarities in their respective remuneration structures
which, arguably, are of more significance than the differences
Cetween them. Nevertheless these differences are still of
Considerable interest and because they can be analysed by
employing relatively simple theoretical propositions they are
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more susceptible to empirical testing than the more abstract
theoretical formulations underlying analyses of modes of
production and the identification of classes.

Size and trends in public/private sector earnings in Ghana,
Kenya and Nigeria.

In spite of the generally acclaimed importance of managerial
and professional manpower (especially by 'modernization' theori
surprisingly little attention has been devoted to studying thes
labour markets. In part the explanation lies with the difficylt
of analyzing what is an extremely heterogeneous collection of
occupations, and more specifically, the problem of establishing
equivalence between employment positions in the absence of
standardised job evaluation exercises.

In addition to the obvious sources of data such as Civil Service
Staff Lists and annual estimates of expenditure, the following

discussion utilises unpublished salary and wage data compiled
£from the auuual recurns ot over 400 registered enterprises

in Ghana employing more than thirty people and also the results
of a survey of managerial remuneration in over ninety of the
largest enterprises in the private sector conducted by the
Ghana Employers Association in 1974, For Nigeria, we rely
primarily on the private sector salaries data collected in 1972/}
for the Public Services Salary Review Comrnission2 under the
chairmanship of Chief Udoji. For later years, salaries data
have been gleaned from recruitment advertisements for higher-
level manpower in the Nigerian and British press. The Kenyan
data are considerably more fragmentary since we have had to
rely on a limited salary survey conducted by a private consultéx
firm in 1972/3, in addition to job advertisements.

Inter-sectoral income differentials for a number of equivalent
employment positions in Ghana, Kenya and Nigeria are presented
in Tables 1 and 2 and Figure 1. Only in the case of the Udoji
Report in Nigeria has the equivalence of public and private

sector manpower been ascertained on the basis of a reasonably
rigorous and comprehensive job evaluation exercise, employing
well-specified, multi-dimensional criteria. While this limits

the usefulness of the Ghanaian and Kenyan data, particularly
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sources for inter-country comparisons, a number of interesting
observations can nevertheless be made: (i) The size of the
inter-sectoral income differentials for all managerial and
srofessional occupations is very significant although,as a rule,
the differential increases quite substantially with seniority

of employment position.” (ii) It is not possible to make
detailed inter-country comparisons because whereas the Kenyan
and Ghanaian data relate to periods immediately after major
reappraisals of public sector salaries (namely the Ndegwa and
Issifu-Ali salary Reviewsa), the Nigerian income differentials
are those that prevailed before the implementation of the Udoji
Report in 1975. Ideally, the most appropriate comparisons shculd
be between inter-sectoral income differentials immediately prior
to and after salary review commissions undertaken during certain
periods but, unfortunately, the necessary ex ante private sector
data for Ghana and Kenya is unavailable, However, in spite

of these empirical deficiencies, it seems clear that inter-
sectoral income differentials have tended,in the absence of
government intervention, to be considerably higher in Nigeria
than in Ghana and, to a lesser extent, in Kenya. Comparing post-
Udorji with post-Ndegwa and Issifu-Ali income differentials
highlights the importance of the selection of time periods

in analyses of this kind since the effect of the Udoji Report

was virtually to eliminate income differentials between the public
and private sectors for all high-level employment positions.

The point to stress,however, is that the pressures forcing apart
private and public sector salary levels have been much greater
under the conditions of extremely rapid economic growth of the
modern sector in Nigeria since the early 1970s than elsewhere.
(iii) It would appear that public/private-sector income
differentials have been increasing since independence. Time-
series data comparing the salaries received by three high-level
occupations, general managers/permanent secretaries and senior
accountants and engineers in the public and private sectors in
Nigeria for a number of years between 1965 and 1977 are presented
in Figures 3 and 4.

These show quite clearly how the public-private income
differentials have increased especially since the early 1970s.
This has occurred in spite of the stringent and extremely
Costly efforts of the Nigerian Federal and State governments to
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achieve inter-sectoral income parity in 1975. While only
fragmentary time series salary data have been coilected for
Ghanaian and Kenyan occupations, it is clear that similar
trends have occurred in the size of their inter-sectoral income

differentials, particularly in the case of Ghana.

Factors affecting public/private sector earnings differentials.

while the serious limitations of orthodox supply and demand
explanations of personal income determination are recognised,
the nature of the '"competition'" for high level manpower which
prevails between public and private sector employers is of key
importance in determining the size of income differentials
between the sectors. What, then, are the factors which affect
these inter-sectoral variations in professional and managerial
remuneration in Ghana, Kenya and Nigeria? It must be stressed
that the actual size of these differentials does not in itself
constitute an important factor affecting salary levels in the
public sector. How, for example, the state will respond to the
existence of a large income differential between its own employees
and their counterparts will depend on a number of additional
factors. In other words, the emergence of a sizeable inter-
sectoral income differential is a necessary but not sufficient
condition for any subsequent upward pressures on public-sector
salaries.

(1) Relative size of public and private sector demand for
high-level manpower.

The inter-relationship between the salary determination processes
in the public and private sectors is strongly affected by the
relative size of high-level manpower demand in each sector.

The relative growth in public sector employment has been one

of the most important features of the post-independence period in
Africa. By 1975 the public sectors in Kenya and Nigeria accounted
for 657 and 43% respectively of an enumerated wage employment

as compared with only 37% and 29% in 1962. Similarly in Ghana,
public sector employment rose from 51.9% of total recorded

employment in 1957, the year of Independence, to 74% in 1972.°

Published data on the sectoral breakdown of high-level employment
are only available for Kenya. These are presented in Table 3,
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where it can be observed that there is a larger concentration
of high-level manpower (i.e. those earning over 2000/- a
month) in the private sector than is indicated by the aggregat,
employment breakdown figures given above. While this is alsg
likely to be the case in both Ghana and Nigeria, it is surprisy
to find that by the mid-1970s only 7.5% and 137% of Ghanaian
and Nigerian graduates were taking up employment in the private
sector.6 In a study of graduate employment patterns in Nigeria|
Rimlinger and Stremlan state that:

"Until recently there have been few University graduates
in the private sector. Graduates of the 1950s and
early 1960s were almost all absorbed by the expanding
Civil Service =- the salary was good, the status was
high, prospects for rapid promotion were excellent and
there was job security. Furthermore, foreign business
establ%shments showed little interest in recruiting
them'.

From the mid 1960s, however, this situation began to slowly
change as employment opportunities began to contract in the publi
sector while at the same time companies were increasingly
compelled to localise their managements. This process has rapidl
accelerated since the early 1970s as a result of (a) the rapid
growth of the private sector brought about by the oil=-induced
expansion of the economy; (b) increasingly stringent managerial
localization policies; and (c) the introduction of equity
localization policies. Hence it is probable that the overall
percentage of graduates finding employment in the private sector
has been increasing in recent years although this will have
been considerably dampened by increases in public sector employ-
ment. In the case of Ghana, the stagnation of the economy since
the 1960s has if anything led to an increase in the extent of
graduate employment in the public sector in an effort to stave
off large-scale unemployment.

The larger the private sector the greater the likelihood that
the public sector will be forced to compete for high level
manpower should this be in relatively short supply and this
competition is likely to be reflected in the size of the inter”
sectoral income differentials. Hence, the relatively small
size of the private sector in Ghana may explain why even thot
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the inter-sectoral income differentials are large, income i
differentials within the public sector are considerably less
than in Nigeria and Kenya where the private sector is more
important (see Figure 5). This is because the Government is
able to exert a strong monopsonistic position in high level

labour markets to establish salaries which need not closely [
correspond to these being paid in the private sector. In
Nigeria and Kenya, on the other hand, there are greater pressur
towards inter-sectoral compensation parity thus leading to a
widening of income differentials within the public sector itsels
It should be noted, however, that there does not appear to be
any simple relationship between the size of public/private
sector income differentials (immediately prior to any form of
government intervention) and the size of the income differential o
between the top and bottom employees in the public sector.
Take Kenya and Nigeria, for example. Given that unskilled labow
is paid approximately equal wages in both the public and private
sectors in each country, then any attempt by the State to

eliminate or reduce inter-sectoral income differentials for
managerlal and proressional manpower will, ceteris paribus, ke

increase the size of income differentials within the public
sector. While the implementation of the Udoji Report did result
in the attainmment of income parity for senior manpower in the
public and private sectors, this did not exacerbate the distribu
ion of personal incomes within the public sector because lower
level manpower received even larger percentage increases in their
wages and salaries. Hence the ability to pay for enormous
increases in the remuneration bill allowed the Nigerian State }
to avoid a conflict between the managerial parity and income
equality objectives. However, in countries like Kenya which
also face serious problems arising from large inter-sectoral
income differentials, the additional revenue required in order

to attain parity at the top is prohibitive. In fact, the
Ndegwa Commission led to some reduction in public sector incomé
differentials (i.e. a downward shift in the salary curve) but
this was relatively limited compared with the impact of the

Udoji salary awards.
(ii) Expatriates and the rate of localization.

The presence of expatriates is another factor which can have
an appreciable impact on patterns of demand for high-level

manpower.






Notes: Each public sector salary curve has been derived by
expressing the salaries received by equivalent positions
from 1 to 10) within the public sector as a ratio of the
salary for (Graded) unskilled employees.
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We can hypothesise that the greater the presence of expatriates
within the private and public sectors, the greater the likeli-
hood of (i) an appreciable 'demonstration effect' on the domestic
salary structure as local employees seek to attain similar levels
of remuneration regardless of the prevailing supply and demand
situation for their skills (ii) an increase in competitive
pressures for high level manpower between the public and

private sectors as professional and managerial positions

within the private companies are progressively localised. The
more rapid this localisation process, the more acute the demand
for high level manpower will be. Hence, in the absence of a
tight incomes policy, localisation normally stimulates sizeable
increases in top salaries and thus exacerbates income

inequalities.

Up until at least the early 1970s expatriates continued to
occupy most senior positions in foreign companies in Ghana,
Kenya and Nigeria despite the introduction of managerial
localisation legislation by each Govermnment during the 1960s.
At lower levelc considerably more localisation did take place
as and when the necessary manpower became available. However,
we would argue that replacement of expatriates in the private
sector did not have a significant impact on inter-sectoral
competition for high level manpower until public sector

localization targets had been attained.

From Table 4 it can be seen that considerable Kenyanisation

of managerial personnel had been achieved by 1975 although

Kenyans still remained in the minority at the most senior levels,
However the aggregation of public and private sector data conceals
to some extent the lower level of localization within private
Companies. This is revealed, for example, by the Nzomo study

of executive localization and remuneration in U.S. firms in Kenya
conducted in 1971. (see Table 5)

Managerial positions in private companies in Nigeria were
dominated by expatriates at the time of independence. This
Situation does not appear to have changed very much by 1970 when
Rinlinger and Stremlau found that in a survey of 75 firms, 80-857%

of the senior level managerial positions were held by expatriates
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and that even fewer Nigerians were in really key decision makj,
posts. Since the early 1970s, however, the Nigerian Govermmey
has imposed increasingly stringent expatriate quotas on fOreign
companies. This has resulted in a marked reduction in the
incidence of expatriate employment to the extent that the typic
situation now is where there are only one or two expatriate
managers within the subsidiary.8 The impact of this rapid
localization process on salary determination has been to
stimulate a marked increase in demand for Nigerian personnel
possessing the required managerial skills. Given the perceiveg
indispensability of this type of manpower, MNCs. have been
prepared to offer very high salaries in order to secure the
services of the most talented Nigerians and, given the high
degree of competition, this has inevitably resulted in extremel
strong upward pressures on salary levels. In Nigeria, therefor
the rate of localization has been a more crucial factor in the
salary determination process than in Kenya where significant but
less rapid localization has occurred and Ghana where localizatic
has been spread over a longer time period, starting during the
Nkrumah period and, more importantly, where the private sector
is not sufficiently large and dynamic to exert powerful competit
for high level manpower.

(iii) The impact of multinational corporations.

It has already heen suggested above that the private sector as
a whole is the pacesetter for managerial and professional
salaries in Ghana, Kenya and Nigeria. But what is the specific
impact of the remuneration policies of multinational corporations
This is likely to be of considerable importance given that
foreign corporate capital still occupies a dominant position
in many industrial sectors especially in Kenya and Nigeria.
Furthermore, many of the relatively limited number of large
scale enterprises which have particularly high concentrations
of high-level manpower9 are either directly owned or operated
under management and/or technology agreements by MNCs.

Our research on MNCs in Africa indicates that MNCs generally
pay their senior employees more than their counterparts in the
public sector. This assertion is based on the mainly qualité-
evidence gathered from interviews with nearly 50 British

and North American TNCs, many of whom have subsidiaries of
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Table 4. Extent of Kenyanisation, 1967-1975.

Top-level Admin  Professionals Technicians &

& Managers Senior Prof.
1967 1975 1967 1975 1967 1975
Agriculture 47 51 65 96 88 92
Mining 2 29 o) 55 37 51
Manufacturing 7 51 15 43 52 77
Electricity & 100 81 14 51 58 88

Water
Construction 7 35 32 44 58 71
Wholesale &

Retail 32 59 12 52 34 84
Transport 24 54 8 33 75 85
Services 69 48 85
Aggreagte 37 39 69

Sources: Computed from data contained in: Employment and
Earnings in the Modern Sector 1967 and 1975, Central
Bureau of Statistics, Nairobi, Kenya.



77.

Table 5: Kenya: Extent of Kenvyvanization in 60 U.S.
1971, -

% Kenyan

Director 7
Regional Manager 13.5
Divisional Manager 33
Technician 29.5
Supervisor ) 77
Administrative Assistants 93
Trainees 100

Source: Compiled from data presented by Nzomo, ''The
Development of Executive Personnel in Kenya'"
Ph.D. Thesis.
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affiliates in Africa and with international recruitment
consultants based in London and on an analysis of the 1976/77
annual questionnaire returns of over 400 manufacturing
enterprises, to the Ministry of Industries in Ghana (fully
reported in Chapters 3 to 9). These returns showed that higher
MNC remuneration can be attributed to the 'foreignness' of the
companies involved, controlling for other factors. One reason
for this, it has been suggested, is the integration of such
companies, into international labour markets and the most
concrete manifestation of this integration is the attempt by

a small number of MNCs to compensate their most senior executives
on the basis of a global salary scale regardless of location

or nationality. This hypothesis in conjunction with a number

of others concerning the relationship between global manpower
development and remuneration policies among MNCs formed the
basis of the interview survey mentioned earlier. The main
conclusion of this research is that while most MNCs adopt global
remuneration methodologies for their internationally mobile
managerial cadres (i.e. expatriates who are either from the

home country or, as is increasingly the case, 'third country
nationals') the determination of salaries for national managers
at the subsidiary level is set according to '"local market
conditions'". Consequently the reasons why MNCs pay their local
managerial personnel relatively high salaries vis-a-vis their
counterparts in locally-owned private companies and state
employment arise mainly from more parochial, short-term
considerations. Their ability to pay relatively higher salaries
is usually that much greater than other types of enterprises
given their oligopolistic control of local product markets

which ensures high profit margins. Moreover, since many local
managers are replacements for expatriates, their employment leads
to a considerable reduction in overhead costs even though they
are a managerial aristocracy in local terms. In other words,
MNCs are less likely to be as sensitive to large income
discrepancies within local managerial markets when these are
relatively insignificant compared with equivalent local - expatriat
salary differentials.

MNCs with affiliates in Africa cannot survive unless they are

able to gain the necessary access to key decision-makers in
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the s tate apparatuses. To achieve this MNCs must employ
local nationals who have themselves often been senior civi]
servants or even politicians. This is not necessarily to Sggest
this informal network of relationships between MNCs and
local bureaucrats and politicians is symptomatic of class
symbiosis between foreign capital and local elitesg. But it
is clear that NCs must be able to obtain the services of
talented and influential local nationals. To do this they
must lure them away from secure and powerful positions withip
the bureaucracy which are used to exploit, both by legal
and illegal means, often considerable income-earning opport-
unities. Consequently, MNCs must generously compensate state

officials for the loss of income that they are likely to incur

as a result of taking up employment outside the public sector.

Henoo,whilc 1lucal MNC managers are still 1likely to straddle
between their normal full-time employment position and "outside
interests their ability to do so will be derived largely from
the increased possibilities for capital accumulation from a
higher nominal salary than was the case in the public sector
where they have more scope to exploit other income-
earning opportunities. It is also 1likely that MNCs pay
local nationals higher salaries in order to ensure that where
any conflicts of interest arise between the C ompany and the
state their local managers will remain loyal to the company
(although there are frequently just as many serious conflicts
of interest between local companies and the State). Finally,
MNCs tend to pay their managers more because they utilize

relatively sophisticated job evaluation methodologies which
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provide the basis for well structured salary systems. Many
local companies,on the other hand,do not employ such techni-
ques which has resudted in relatively underdeveloped manag-
erial salary structures. In Ghana, for example, income
differentials between managers and other employees in many
firms had become so compressed by 1975 that managers demanded
the right to form their own trade unions. This clearly
represented a serious threat to the functioning of the cap-
italist labour process which prompted the Ghana Employers
Association to undertake a salary survey of managerial sal-
aries in relatively high-paying companies(mostly MNG) and
to encourage other companies to increase their salaries to

comparable levels.

(iv) Salaries policy in the public sector.

Public sector salaries policy in all Anglophone African states

has been centred upon the recommendations of Government

appointed Salary Review Commissions and Committees. In all
three countries the similarities in the timing and policies
adopted by the State via these quasi-autonomous review bodies
have been particularly striking. In each country there has been
one particular commission which has been of fundamental import-
ance in establishing the main features of post-Independence
salary policies: The Mills Odoi Commission in Ghana (1967),10

the Ndegwa Salary Review Commission in Kenya (1970-71) and

the Salary Review Commission in Nigeria (1972-74). Each of
these commissions undertook the first major reevaluation of
the inherited colonial salary structure since independence.

Moreover, they were all established some eight to twelve

yéars after i ndependence mainly in response to the growing
demands of public sector employees for salary and wage incr-
€ases to compensate for the decline in their real income since
-® last major salary awards. In common with their colonial

-“edecessors, these commissions were essentially defensive,
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ad-hoc reactions of politically wunerable regimes to serioyg
crisis within the public sector. In Ghana the military
clique who ousted Nkrumah in January 1966 were heavily depern.
dent on the political and administrative skills of the civi]
servants. Their support was, however, conditional upon suff.
iciently generous salary increases to compensate them for the
decline in their living standards which they had experienceq
during the later years of the Nkrumah period, In Kenya, the
dmise of KANU as a effective political force enhanced the
importance of the bureaucracy in guaranteeing the survival
of the Kenyatta regime. Thus the establishment of the
Ndegwa Commission was symptomatic of the sensitivity of the
political elite to safeguarding the interests of the bureau-
cracy. A similar situation prevailed in Nigeria during the
early 1970s where the State was striving to reestablish its
power and authority over a divided population after the Civil
War of 1966-70. To achieve this the politically powerful
public sector salariat were granted a large share of the surpls
accruing from the rapidly expanding oil revenues collected

by the State.

terms
The similarity in the/of reference, arguments and recommend-

ations of the Reports of these Salary Commissions reflects

a common response to resolving the conflicting demands con-
fronting the s cate as the main instrument of social cohesion
in these societies. The state is faced by a powerful bur-
eaucracy seeking to maintain and,if possible, improve its
material well being. How the state responds to these demands
will be conditioned by the nature of the policial process in
each society gince this will determine the share of the
surplus extracted by the state which will be devoted to re-

warding the bureaucracy. The authoritarian form of poli-
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ticalrule in Africa has permitted a

greater degree of subordination of the dominated classes than
in the advanced capitalist countries with the result that the
bureaucracy has been in a stroang position to advance its

own interests. It has been suggested that so large is the
economic and political power of the senior members of this
bureaucracy vis-a-vis the dominated classes and other domin-
ant classes that collectively they constitute a b.ureaucratic
bourgeoisie.l}'While we would dispute this proposition on both
theoretical and empirical grounds, the bureaucracy has
nonetheless managed to preserve and, in some cases, improve

upon the privileged positions they inherited from the colonial

State,

The significance of thes first post-independence salary c omm-
issions lies in their formal recognition of the power and
privileges of the newly Africanized public sectors in each
country at a time when these African states were politically
and ideologically committed to ambitious development policies
many of which both directly and indirectly conflicted with

the interests of the public bureaucracy. However the pol-
itical conservatism of the c ommissions in justifying the
existing pattern of salaries and wages is obscured to some
extent by a number of factors. Firstly, each commission
recommended the replacement of the class-based colonial grading
structure with a uniform job classification scheme based upon
relatively sophisticated job evaluation methodologies. Under-
lying these new grading schemes is the functionalist ideology
developed by corporate managements and firms of management
Consultants in the advanced capitalist countries to assess

the relative contributions of all employees within large
Organizations. But since no major modifications were made to the

Public sector salary structweithese new grading systems were
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relatively senior appointments and their European counterparts,
By the early 1950s the British realised that they would have t,
hand over power to the African nationalists and that this woulg
have to be preceded by the Africanization of the civil servig,
The 1953 the Lidbury Report recommended the abolition of all
forms of racial discrimination within the Kenyan civil service
but at the same time still had to convince African civil servay
and politidans of the necessity of accepting the adoption of
the dual, basic-expatriate salary structure. The nationalist
politicians responded angrily, arguing that the British were
breaking their long-standing promise that they would pay the
African civil servant the same as his European counterpart once
it had been accepted that there were no longer any innate
differences in the ability of each type of officer, but as soon
as the British were forced to recognize this fact, they concoctg
a new set of supposedly non-racial reasons for justifying the
continuation of separate salary scales,

The British had previously been confronted with the same type
of response in West Africa. The Gorsuch Report on the Nigerian
civil service neatly summarised African feelings on this issue:
"The existence of the fixed African-expatriate income differenti:
has come to be regarded in Nigeria as elsewhere as an implied
comparison of the intrinsic worth of the two types of officers
and this feeling has led to resentment".29 During the 1950s any
economic justification for this differential was swept to one
side as Africans, both those who stood to benefit directly and
the great majority of the population who certainly did not,
exerted the maximum political presure in an effort to ensure
that the equal capabilities of African officers were justly
recognized by paying them the same as expatriates. This was a
question of national and racial pride which at the time dwarfed
any of the other counter-arguments which might have been taken
into account. In particular, the adverse effect of the reductiof)
of the differential on the distribution of income.

Finally, the friction and bad feeling which arose as a result 0!
this issue tended to undermine the morale within each civil
service, thus posing a potentially dangerous threat to the smoo-
implementation of the British preparatory plan. Consequently
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African and British objectives once again tended increasingly

to complement each other as the British yielded to political
pressure to reduce the size of the differential. For example,
the Report of the Select Committee on the Lidbury Report stated
that: '"we have tried in our proposals to narrow the gap between
African and expatriate salaries and to remove some of the

differences that are a constant source of irritation”.3o

(3) Economic Factors: The Supply of and Demand for Educated
African Manpower.

Neo-classical economic theory focuses upon the supply of and
demand for each type of manpower as the primary explanation

for the observed pattern of personal income distribution in
capitalist society. The thrust of the argument so far has been
that the essential characteristics of the salary structures

of each of the civil services under investigation evolved in
accordance with the political and social objectives of British
imperialism and that the neo-classical economic theories which
have been forwarded to explain the patterns of income distribution
which were derived in section 2 are little more than ex-post
rationalisations of these more fundamental political and social
considerations. Having said this, it would nevertheless be quite
wrong to discount totally the possibility of (more strictly)
economic factors playing some role in the income determination
process. Although it is methodologically invalid to analyse the
"social', "political' and '"'economic'' as separate and autonomous
levels or "instances' of each society, it is still a meaningful
exercise to try to gauge the approximate supply and demand
magnitudes for educated African manpower in order to see whether
there was any tendency to reinforce or to counteract the political
and social determinants of civil service remuneration which have
already been considered in some detail. In other words, we do
not believe that supply and demand factors were the major
determinants of the overall level of civil service salaries during
this period but that they could nevertheless have been partially
responsible for the observed changes in the salary level.]'

(a) The supply of educated Africans

The cornerstone of British education policy before the second

world war and the advent of the Africanization programme had






sector salaries. This problem was openly recognized by

the Ndegwa Commission in Kenya which had little option but

to accept openly and legitimize the established practice
whereby senior civil servants supplement their public sector
salaries by undertaking income.earning activities in the
private sector. This phenomenon of'straddling'is also
widespread at all levels of the employment hierarchy with-

in the Ghanaian public sector as civil servants have
attempted to maintain their standard of living in the face

of rapid inflation. Although these private sources of
income are frequently much greater than their public sector
remuneration, civil servants are nonetheless often reluct-
ant to leave their jobs because,without their continued
preferential access to state institutions, their ability

to exploit income-earning opportunities within the private
sector would be severely curtailed. Without, for example,
an import licence a ¢ivil 3ervant cannot obtain the necessary
commodities to trade or the necessary inputs needed in most
farming or manufacturing activities. Furthermore, although
the civil service salary is often relatively

small, it is nevertheless a secure and steady source of income
which may be of particular importance during periods of
political and economic instability and/or when investments
made in the private sector have long gestation periods.
Consequently, when considering the size of public/private sector
income differentials it is important to take into account

not only salary levels but additional sources of earnings

which are likely to accrue in the short and long run.

While relatively high salaries in the private sector are
often used as an important justification for maintaining the

eXisting pattern of income differentials within the public
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sector, only a few states have been able to achieve complete

12 In oil rich

compensation parity with the private sector.
Nigeria, the implementation of the Udoji Report led to large
increases in public sector incomes in an attempt to attain
parity with the private sector. From the pre- and post-Udoji
public and private sector salary curves = shown in Figure 8

it can be seen that while the 1974 salary awards did eliminate
the public/private sector income differentials, at the same tip,
reducing income differentials within the public sector, within
a few years private sector salaries had once more re-establishe
their lead. The Nigerian government faced with the inflationar
consequences of its own incomes policies and the subsequent
reactions of private sector employees, imposed a salaries freez
in an attempt to stop the reemergence of a large public-private
income differential and the danger of a large exodus of civil

servants to the private sector.

The phenomenal increase in the number of relatively autonomous
public corporations since the early 1960s has had a profound
impact on the salary determination process for high-level
manpower in Africa. In Ghana only 4,17 of recorded wage

and salary employment was accounted for by public corporations
in 1957 but by 1972 this had grown to 34.2% (equivalent to 56%
of public sector employment). By 1975, 55% and 59% of public
sector employment in Kenya and Nigeria: respectively was in public

corporations.

In all three countries, public corporations have en joyed
considerable autonomy in establishing their own salaries and

fringe benefits.14

Hence, given their relative importance

as employers vis-a-vis the civil service proper, it is within
the public sector itself that much of the competition and dis-
satisfaction over income differentials and the correspondingly
upward pressures on remuneration have occurred. It is clearly
incorrect, therefore, to assume as is often done that the privatt
sector is necessarily the most important reference point for
the salary determination process for the public sector as a Who-
This is particularly true of the Ghanaian situation where privé-
sector employment is relatively small. Large real income
differentials between the civil service and public corporation-

have been the main focus of attention of the post—Nkrumah sala
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commissions/committees because disgruntled civil servants
have mainly compared their 'plight' with that of their counter.
parts in other branches of the state apparatus rather than the
private sector. It is precisely because these comparisons
have been made from within the public sector that large income
differentials have been so politically explosive., However,
salary commissions and committees in Ghana and Nigeria have
persistently refused to tie public corporation salaries to
those in the civil service, this being rationalised on the
grounds that if public corporations are unable to compete
directly for high level manpower with private sector employers
this will lead to a serious deterioration in levels of efficienp
For example, the Millus-Odoi Commission 6of 1967 in Ghana stated:

"If applied too rigidly, the principle (of parity)
would severely circumscribe the necessary discretion
of management in its personnel policies and this
would be greatly to the detriment of those enterprises
which are in competition with similar organizations
in the private sector."

The Udoji Commission of 1972-74 in Nigeria was even more
adamant in its refusal to conflate civil service and public

corporations salary scales:

"State-owned commercial and industrial companies

are part of the public service only in that they

are owned completely or partly by the government. They
should not function or be staffed as if they are part
of the civil service nor should they be paid as if
they are civil servants ....... For this category of
the public sector we rely on the market place as the
proper machinery for setting compensation.”

However, this commitment to maintaining compensation parity
for high level manpower between public corporations and the
private sector was rapidly abandoned when the private sector
reacted to the Udoji equalization proposals by instituting bett®

and more attractive remuneration and conditions of service.
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Footnotes.

See for example Carchedi, P., The Economic Identification

of Classes, Poucantzas, N., Classes in Contemporary Society.

Tor an 1nteresting attempt to assess quantitatively the impact

of class boundaries on personal income distribution in the

U.S. see Wright, F.0., and Perone L., '"Marxist Class Categories

and Income Inequality', American Sociological Review, February 1977

Federal Republic of Nigeria. Public Service Review Commission
1972-74. Main Report and Appendices Federal Ministry of
Information, Printing Division, Lagos, September 1974.

The exception is Kenya although this is probably the result

of the non-equivalence of employment positions in the public
and private sectors known by the same titles e.g. a ''personnel
officer" is of considerably lower rank in the civil service
than in private enterprises.

Republic of Kenya, Public Service Structure and Remuneration,
Commission of Inquiry, (chm. P. Ndegwa) 19/0-/1, Report,
Government Printer, Nairobi, 1972.

Republic of Ghana. Salary Review Committee, Report, Ghana
Publishing Corporation, Accra, July 19/4.

These figures have been taken from the following reports:

Republic of Kenya, Employment and Earnings in The Modern Sector
1965 and 1977, Central Bureau of Statistics, Nairobi:

Federal Republic of Nigeria, Annual Abstract of Statistics 1965,
and Third National Plan 1975-1980, Lagos, 19/5: Ewusi K.,

The Size of the Labour Force and Structure of Employment in Ghana,
Institute of Statistical, Social and Economic Research, Lagos,
Ghana,

Ghanaian figure obtained from unpublished report on graduate
employment by Manpower Division of Ministry of Economic Develop-
ment and Planning: Federal Republic of Nigeria, National
Manpower Board.

Nigerian Institute of Management, Indigenization and Manpower
?S\;elopment in Nigeria by Stremlan J., and Rimlinger P., Lagos,
-L’ po650

While we only managed to collect fragmentary quantitative
data on the extent of Nigerianization in the private sector,
the trend is unambiguous. The severity of localization
restrictions was frequently commented upon by the managers of

l131:it:ish TNCs with operations in Nigeria who were interviewed
y us,

For examples of this comprador/symbiosis analysis see:

Turner T., "Multinational Corporations and the Instability of

the Nigerian State''. Review of African Political Economy, No. 5,
The Political

Republic of Ghana. Commission on the Structure and Remuneration
the Public Services in Ghana, (chn. Mius-0Odoi), Report, Ghana
Publishing Corporation, Accra, 1967.
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See Shivji, I., Class Struggles in Tanzania, Heinemann, Londy,
1976.

In the Middle East oil-States, senior public sector employees
actually receive more than their counterparts in the leadin
0il companies and other TNCs who are normally in the "first
division' of the national salaries league.

See Ewusi K., op.cit. Republic of Kenya, Statistical Abstract
Central Bureau of Statistics 1976 and Federal Republic of
Nigeria, Third Development Plan 1975-1980, op.cit.

In fact, it has often been the more attractive fringe benefitg
enjoyed by senior employees of public corporations which have
been the major bones of contention. Most important among thes
have been the freeing of heavily subsidised house and car., Iy
real terms, fringe benefits in addition to higher salaries
often increase the civil service-public corporation income
differentials to between 50 - 100%.
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(MAPTFR 3+  MULTINATIONALS' POLICY ON THE REMUNERATION OF
—————  TOCAL MANAGERS AND THE TRANSMISSION OF INEQUALITY:
A PRELIMINARY REVIEW.

In our original research proposal we suggested that the
remuneration policy of multinational corporations can have an
impact on income distribution in host countries which is both
direct via the level of rewards of MNC managers, and indirect,
via the spread effect on the general level of salaries. Field-
work will be necessary to clarify the precise nature of the
impact in each of the countries in our group but, before that
stage is reached, it may be useful to review what seems to be
the current situation and trend in this general area, to judge
from recent management literature'l and a few preliminary inter-

views.

The hypothesis of our research proposal should not be misunder-
stood. In suggesting as an '"'emergent trend'" (Research Proposal,
p. 6) the possibility that "MNCs may pay an international rate
for the job to a large extent regardless of local circumstances!'
we were not suggesting that MNCs are not profit-oriented in-
stitutions. Nor were we suggesting that this trend would be
reflected, now or in the future, in a complete elimination of
pay differentials between parent-country-national (PCN), host-

country-national (HCN) and third-country-national (TCN) managers

What we were suggesting is that the multinationality of an MNC

may have an influence on the level of salary which it finds

Necessary for profit-maximisation purposes to pay to its HCN

Managers, over and above its status as a large, capital-intensive,
Oiigopolistic and protected foreign firm. In other words the fact
a. 1ts objective is global rather than national profit-maximis-
'*10n may push it in the direction of developing a worldwide

Cadre of company men.



Of course, MNCs vary in the extent to which they adopt a try,

multinational perspective. Perlmutter and Heenan (1974, p. 1y

define as geocentric the MNC which 'attempts to integrate diy,
regions through a global approach to decision making. Headqua.
and subsidiaries see themselves as parts of an organic worlgd.
wide entity. Superiority is not equated with nationality. Ip,
key decisions executives convey the attitude that’ the distincy,
competence of the truly multinational company is its capacity
fill its key positions with people from all over the world.n
True geocentricism in this sense is as they suggest, '"not yet

a reality anywhere."

More typical, in fact, as yet are the ethnocentric MNC which

"prefers putting home-country peOplei in key positions everyuwhe

in the world!,” the polvcentric MNC which '"believes that since

host-country cultures are quite dissimilar and foreignmers diffig
to understand subsidiary managers (local nationals in virtually
all key positions) should be left alone as long as their operath

are profitable"; and the regioceuntric MNC which "captures the

opportunities of recruiting, developing, appraising and assignix

managers on a regional (e.g. European) basis."

We should expect to find that companies will differ in their
position on this spectrum according to their nationality, indust
length of international experience, etc. For instance, Franko
(1973), who suggests that there is a regular, predictable patte
in the nationality of men in command positions in multinational
companies, according to the stage of their international operat
finds that '"multinationalisation of headquarters management
(perhaps the ultimate sign of geocentricism) is a phenomenon
occurring almost exclusively in the most mature industries anc
companies." Thus companies with 75 to 100 years of internationd
experience and similarly mature international industries such &
oil, food processing, toiletries, synthetic fibres and heavy

electrical machinery seem to be the most geocentric in this se&

As far as the effect of nationality is concerned the picture -
not completely clear. The Quebec paper seems to suggest that
European corporations are more geocentric than are American

v

corporations. Franko,. on the other hand, finds that at certa:
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s-aces of a company 's growth European firms have a greater tend-
ency towards ethnocentricism than do American firms while in later
<+aces nationality makes little difference. Certainly one can
£ind examples of geocentric practice by companies of almost any
~ationality. Unilever and Royal Dutch Shell are often quoted as
puropean companies which have pioneered a structure based on two
headquarters (Perlmutter and Heenan, p. 132). Nestle, based in
switzerland, seems to be a model of regiocentricism (Liotard-
Vogt, 1976). Sweden's SKF sets explicit multinationalisation
goals for its managers (Ludwig, '1971). Even Mitsui has begun to
1ook for top non-Japanese executives to serve on the boards of

Mitsui companies in Japan (Business International, July 18, 1975).

Nevertheless the overall impression gained from the management
literature and interviews is that American companies have
articulated the aim of multinationalisation most clearly and are
leading the way towards it. For example, The Director of Personnel
at IBM World Trade Corporation, whose Executive Resources Pro-
gramme is a model of geocentric procedure, describes multinational
ism as "the fundamental objective that we have been moving toward"
(Cogan, 1973). "The potential source of top international managers
he continues, "lies as much in Europe and Asia and Latin America
as it does in the States, and if we take steps to identify, train,
and adapt these talents to the multinational world, we can create

a much larger pool of the capabilities we need to do the manage-
ment job of the future.!

The reference to the future is important. Whatever the nation-
ality of the corporations that we are looking at, we should
distinguish carefully between the current situation and the
trend. Reliance on sources that are more than a few years old
be misleading . The use of third-country-national managers
°n a large scale is very much a recent phenomenon and the steps
SO far taken towards geocentricism are, as already emphasised,
Very small. And yet the trend towards the increased use of T(Ns
Séems to be clear. For example, the ratio of Americans to TCNs
Verseas is estimated to have dropped from three to one to two
' one between 1965 and 1969 (Daniels, 1974). Schollhammer
SUIveying twelve large international US based manufacturing

£ . .
flrms in 1969, found that only 17 per cent of their 3,877 ex-
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patriate executives were TQNs. Daniels, in a similar SUIVGYOf%
18 US based international companies in 1974, found that 49;mI\
cent of their 7,141 expatriate managers were TCNs. More Tecent),
Long (1977) has noted "a significant and probably increasingly .-
important part of the overseas employment pattern - the numbe:
of advertisements being placed in the UK by overseas companies

in respect of jobs in third countries."

Even in developing countries where the dominant trend has beeq
the replacement of PQN by HCN managers the proportion of T(Ns
has probably increased. For example, Watson (1972) has charted
the steady increase in the proportion of Brazilian and TN

managers used by American companies in Brazil.

Table 1. Numbers and Percentages of Brazilians, Americans and Thir
Country Nationals in Managenemtn Positions in Selected Ya
Numbers and Percentages of Brazilian, American, and Thizd-Country
Nationals in Management Positions in Selecfed Years

(Sample size, (Sample size, (Sample size, (Sample size, (Samples:
Nationality n = 18 firms) n = 31 firms) n = 51 firms) n = 64 firms) n =6
of Managers 1950 1955 1960 1965 1970

No. % No. % No. % No. % No.

_

Brazilian 29 46.0 40 345 94 40.8 " 165 © 54.0 288 4
American 32 508 73 62.9 120 52.3 110 361 112

Third-Country 2 3.2 3 2.6 16 6.9 31 9.9 50 »

Tofals 63 100.0% 116 100.0% 230 100.0% 306 100.0% 4s0

Source: Watson (1977)

The general expectation seems to be that the trend towards the
multinationalisation of management by the largest corporatimm
will continue. Perlmutter and Heenan, Zeira,and Zeira and Harari
on the basis of survey work, have emphasised the advantageSOf
a more multinational approach as seen by HQ officials, including
"better allocation of resources, a broader global outlook, im-
proved exchange of information, and higher group profits"
(Perlmutter and Heenan, p. 126). Daniels, whose 1974 survey has
already been mentioned, reports '"indications... that TGN em-
ployment will increase. During the year preceding this datea
collection, three of the participants had put information abo
their key foreign personnel on their centralized employee I®€”
trieval system. Another had polled all its German management
to willingness to accept foreign posts.' More recently Zeird

Harari (1977) have referred to the use of third-country mana¢

as a "limited phenomenon'., but one whiax o
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those of their US colleagues, on cost differences between the
US and the country of assignment) for all but a few of itg
TNs and two others applied it to selected categories (Foote
1977, p. 129).

Quite apart from conscious policy, however, the increasinguse
of TNs in itself leads to tensions within an international
firm's salary structure which may only be resolvable by a re-
duction in differentials between managers of different nationa].
ities. The recent report of the UK Royal Commission on the
Distribution of Income and Wealth (1976) noted that the Practice
of posting managers from one country to another involves "depart.
ures from salary structures in force in the host company concern
and could subject the structures to pressures and strains...
Many witnesses considered there was now an international market
for managers and expressed fears of an impending drain on
managerial talent; some international companies said that they
were experiencing difficulty in repatriating UK staff posted
Ooverseas or in attracting specially qualified foreigners at
existing salary levels." This is consistent with Schollhammer's
finding that '"the higher the percentage of third country nationak
in a firm's pool of international executives, the lower is the
intergroup discrimination (i.e. between TQNs and PCNs ) with

respect to their compensation.™

Thus differentials between P(Ns and TCNs might narrow as part
of a conscious multinationalisation policy or as the result of
the pressures arising from the use of an increasing proportion
of TCNs. The same forces would also tend to narrow the different-
ials between HCNs and the others. In a truly geocentric company
every manager would presumably be regarded as a member of an
international cadre potentially relocatable in the cause of
greater efficiency. An expatriation premium might still be
necessary but the need for it would be reduced if foreign service
were seen as part of the normal career pattern of the upwarcly
mobile international executive and would disappear altogether
if true multinationality became reality; the difference in ti€
cost of living in different places would still need to be -€&-

flected in salary differences, however. Even in the absence

'international cadre' philosophy the use of a large number
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1QNs would probably tend to pull HCN salaries upwards as companies
tried tO reduce dissonance between their non-PCN managers (see
7eira, Zeira and Harari). Indeed employment of a large number of

1cNs would tend to push a company inexorably towards geocentricism.

A reciocentric company could be analysed in a similar way, but

with its managerial labour market regionally rather than global
defined. Salary differentials between managers of all nationalities

within that region could be expected to narrow.

At the other extreme, a polycentric company would minimise the

impact of the international market in managerial skills on host
economics by staffing its subsidiaries almost entirely with HCN
managers. Such MNCs might still have to pay more than local
companies to compensate for the risk of working for a foreign
employer but multinationality would have nothing to do with this.
There would be no necessary tendency for HCN/expatriate different-

ials to narrow.

An ethnocentric company which filled senior subsidiary positions

with PCN managers would also have to pay such a 'foreign-ness

premium' and would probably find additional upward pressure on

HON salaries arising from the demonstration effect of the lavish
lifestyle of its expatriates (see Zeira, 1976}~ In this case,

also one might expect to find a high incidence of the inappropriate
pay packages described by Foote, reflecting HQ traditions rather

than local norms (e.g. on the mix of pay and fringe benefits).

Thus if, as much of the literature suggests, there is a trend
towards geocentricism this might be expected to be reflected in
a trend towards a narrowing of differentials between expatriate
and HON managers. We will be looking for evidence of such trends
but we will also have to analyse the current situation in a
Number of economies which are penetrated in varying ways and to

dlffer:Lng extents by international capital. What can we expect
to find?

To begin with, we are unlikely to find many TCNs in MNC sub-

-ldiaries in these countries. The main preoccupation will probably



still be with the replacement of PCN by HCN managers, and eygy
the most geocentric companies will not have integrated local
managers into their multinational cadre to the extent that thy

have integrated, say, their Brazilian managers (cf Watson).

MNCs will tend, as is usually the case (see ILO, Negandhi ang
Prasad, Richman and Copen etc) to pay more to their local Manage
than do local firms, partly because of the 'foreign-ness prmumf

and partly because of the expatriate demonstration effect.

The impact of the international market in managerial skills, ey
though these countries may be imperfectly integrated into it, ny
be felt indirectly via the methodology used to determine local
managerial salaries. This 1s usually a comparison with what
other companies pay. The largest companies may carry out or
commission a formal survey and set their salaries in relation to
the median for each grade - smaller companies may follow a less
formal procedure; but most will have an explicit or implicit

policy about the relationship of their salaries to the 'going rat

Thus even a few relatively geocentric MNCs could influence the
whole structure of managerial salaries through their influence
on the going rate. Certainly we are unlikely to find the larger
private-sector companies taking a lead from the public sector

rather than from each other.

Our hypotheses emphasise the upward pull on local salaries
resulting from the integration of the international and local
markets in managerial skills. However in some countries an
exceptionally fast rate of expansion in demand for local managers
combined with a slower rate of increase in supply may result in
scarcity rents for local managers (particularly good ones) which
bring them remuneration at hicher than international rates.
Brazil is often quoted as an example of this phenomenon. Nigerid

of the countries in our sample, may be & similar case.

Finally, the difficulties of empirical research in this area
need to be emphasised. Our hypotheses are not easily translatab-
into neat quantitative predictions that can be mechanically
tested. We suggest that multinationals may be the leaders in

the process of salary determination. This does not necessar:i



imply that at any given moment salaries in multinationals' sub-
sidiaries will always be higher than salaries in the rest of the
private sector or even in the public sector. Our aim, also, is

to isolate the impact of multinationality (and foreign-ness) on
remuneration. This would be difficult enough in a cross-section
regression analysis. It becomes even more so when we are looking
at a process and implicitly comparing it with the process under

a hypothetical alternative structure (i.e. without multinational
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Footnotes.

See bibliography for a selection from this literature.

The Quebec paper (1977) seems to misinterpret the intentiop
of our hypothesis in both these ways. We will try to relate
particularly to this paper as it is a very usful direct
comment on our research proposal.

PCNs in our terminology
Some of the conclusions of the Quebec paper may be dubious
for this reason. For instance, none of the surveys quoted

there is more recent than 1972.

Ghana, Nigeria, Kenya, Tanzania, Morocco, Egypt and the
Sudan.
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CHAPTER 4: THE INTERNALISATION OF MNC MANAGERIAL PERSONNEL:
- A UK CASE STUDY.

Introduction.

The purpose of this paper is to summarize briefly the main
findings of the first section of a questionnaire which was
primarily concerned with establishing the central features of
British multinational corporations (MNCs) policies regarding the
nationality composition of managers in the UK, in their sub-
sidiaries worldwide and, more specifically, in Africa. For

the sake of expositional convenience, each of the following
sections of this paper analyses the responses of the 25 MNCs
which made up our sample to each of the main questions in the
order that they were posed. Although we are not able to divulge
the names of these MNCs (in Table 1) we have listed them
according to their main areas of economic activity. It is not
our intention to present a detailed analysis of these responses
but rather to identify, in summary form, the main characteristics

of their policies and practices on nationality composition.

The main aim of this section of the questionnaire was to test a
number of underlying hypotheses which would then allow us to draw
a number of factual conclusions concerning the multinationality
of managerial personnel and also to explain the reasons for the
pattern of nationality composition which was found. More specifi-
cally, we wanted to ascertain whether the emergent trends in the
deployment of managers of different nationalities employed by US
transnationals which have been analysed in a rapidly growing
literature on this subject are also occurring within leading UK
companies with extensive operations overseas. However, it must

be stressed from the outset that our primary objective was to
Obtain a mainly qualitative assessment ot the main features and

trends concerning nationality composition and deployment of

Managers which will complement the more detailed quantitative
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research undertaken on this subject by each of the PSSP

teams in their own country. Given the structure of the
questionnaire and, more important, the general lack of knowledge
about the detailed operation of personnel departments in their
subsidiaries claimed by our respondents in the UK, it was not
possible to obtain sufficient data to test our hypotheses in

a rigorous, methodologically-sound, quantitative manner.
Nevertheless, the verbal statements obtained do allow us to

draw clear conclusions about the question of nationality mix.

Multinationalization of MNC management.

The advantages of multinationalisation of a company's manage-
ment, as seen from headquarters, have already been described

in Chapter 3. The process would appear to be a logical develop-
ment of an already well advanced historical process of the
internationalization of capital accumulation and production.
Contemporary forms of capital are increasingly concentrated in

a relatively small number of corporations whose operations
transcend national boundaries and which are frequently integrated
into a global pattern of production. Given that the objective
position of the managerial stratum within a labour process

which has emerged as a consequence of contemporary capitalist
relations of production is to control labour, this has

resulted in political and ideological structures and relations
which function to maintain the continued subordination of labour
to capital. So long as these political and ideological components
of the relations of production within production contain features
which are specific to individual societies and which, therefore,
are only likely to be adequately performed by managers who are
actually members of these societies, this is likely to inhibit
the ability of foreign managers to satisfactorily undertake their
assigned roles within the labour process. But as industrial pro-
duction becomes increasingly international and continues to be
dominated by North American and European corporations, there is

-ikely to occur an internationalization of the political and
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Company Code For British MNC Sample.

Activity

Rubber Products

Production of Sugar and other agricultury
products.

Electronics
Pharmaceuticals

Conglomerate (Mining, Vehicle Distributig
consumer good assembly, Agricultural pro

Razor blades/appliances
Petroleum Products

Conglomerate holding corporation but main)
involved in agricultural activities

Food/drinks

Petroleum Products
Soaps, Foodstuffs
Electronics

Banking

Electronics

Industrial gases
Locks/safes etc.
Construction
Mining/Metal extraction
Pharmaceutical
Alcoholic beverages
Fertilizers

Metal fabrication
Insurance

Metal fabrication
Electronics/Electrical Products
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jdeological forms of control which will facilitiate the multi-
natimalization of managerial personnel if this is considered to be

a desirable objective.

To what extent then, do British MNCs consider the multinationa-
lization of their worldwide managerial personnel to be a desirable
objective and what are the objective constraints which are currently
frustrating the realization of this policy? There are three
principal interrelated characteristics of the nationality composition
of MNCs which together indicate the extent to which mul tinationa-
lization has taken place:

1. the proportion of foreign managers currently assigned

to work in the head office - i.e. multinationalization

at the level of strategic control and planning of the
$

MNCs worldwide operations.
2. the number of third country nationals (T(Ns) vis
a vis parent and host country managers employed

in subsidiary companies in developed and LDC

locations.

3. the length of employment and actual positions

held by foreign and TCN managers in each location.

With the exception of two or three companies, all the respornd entsstated

that their company has no explicit policy on the nationality

composition of managers. Many or them have a "general philosophy!"

°r "general guidelines" but it was clear that these do not consti-

tute a coherently formulated, long term policy. An inspection of
Tan
€ 2 clearly shows that only a few of our sample companies can

vonsidered to be moving, even tentatively, towards managerial

“tlnationalization. Before turning to the specific company

-s . C -
Ponses on the employment of TCN and foreign managers, it is
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necessary to briefly consider a number of key underlying factorg

which appear to play a key role in determining overall nationalj,

composition.

l.

2.

As a general point, it is all too easy to adopt a
highly stereotyped theoretical framework, based on

a number of unfounded assumptions, concerning the
nature and functioning otf MNCs. All the companies
in the sample are classifiable as being MNCs and yet,
within this broad category, there exists a highly
diverse collection of corporate entities clearly
differentiable according to size, organizational
structure, nature of production and technology

employed etc. It is important, therefore, to resist

the temptation to ignore or underplay the crucial
differences which exist between the MNCs.

Senior management's conception of the nature of the
company itself should not be ignored. The majority of
respondents expressed the view that their company, rathe
than being an MNC would be more accurately described as

being an "international'' company.

"We are an international as opposed to multinational
company. We are not ready for MNC status both in
terms of personnel and finance'" (A)

"We are an international company" (B)

"We are still experiencing the growing pains of
becoming a truly multinational company and for this
reason we can be criticised for being too UK- oriented" (C)
"We are really a British company with wide inter-
national operations. It's still very much a question
of the UK looking outwards" (D)

This somewhat narrower conception of the transnationall-
of a company's international operations has, as we

shall see, important implications for the actual natio™

ality composition or these companied management.
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The degree of centralization varies between companies.

It is frequently asserted that the MNC's head office
generally exercise effective decision making control
over the most important aspects of the operations of
their subsidiaries worldwide. While this tends to be
the case for MNCs which have established a global pattern
of operations where each subsidiary specializes in

the production of a particular component or stage in

the completion of the final product, it is apparent from
our questionnaire survey that a significant group

of UK companies have decentrairized organizational
structures. The reasons for this are varied but a

number stand out as being of particular importance.

Subsidiaries involved in the exploitation of non-
renewable resources or engaged in import-
substitution production which does not require the
continual provision of specialized inputs from
other companies in the group are largely self-
sufficient with the result that they are frequently
allowed considerable autonomy as long as their
profit performance remains satisfactory.

"The company and its subsidiaries is a very loose-
knit organization. So long as subsidiaries continue
to perform well and ensure a good dividend for share-
holders, they are left on their own to get on with
the job the way they think fit". (E)

"Our task is to start projects up and then hand them
over. Our subsidiaries have a high degree of autonomy.
They are proiect teams performing highly specialized
tasks., " (F)

"Since 1976 we have scrapped our worldwide product
divisions and have replaced them with new regional
Oorganizations responsible for the manufacture of all
our products. This has resulted in a lot more de-
centralization." (g)

"Decentralisation of our operations tends to inhibit

the deployment of managerial personnel on a global
level." (H
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"Our operations are very much decentralized on a
regional basis."

The surprisingly small size of the head otfices ofmany
of the companies is in some ways indicative of an abg,.
of highly centralized control of subsidiary operatiopg
For example, Lonhro has over 60,000 employees in Africy
but a total of only 20-25 managers at its head office
in London. Delta Metals has an office staffed by four
managers, overseeing the operations of 8,000 employees
worldwide. For Plessey these figures are 22 and 15,0y
respectively.

An increasing number of MNCs are becoming involved in

joint ventures with local governments or companies.
Often their main function is the provision of the
necessary technology required plus the managerial

and technical expertise needed to start up operations
and train local replacements. Again, operations of
this kind result in a more decentralized organizational
structure with obvious consequences for the pattesrn of
nationality composition.

Finally, it was remarked by some respondents that
there is an emerging trend towards the growing concen-
tration of research and development within the UK
associated with a relocation of production and marketing
functions to subsidiary locations. This emergence of
a spatial division of labour based on specific special-
ized tasks could also lead to greater decentralization
and reduce the need to develop a more mobile, multi-

national management cadre.
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wmalvsis of companv responses on mul tinationalization.

(1) Are you aiming to develop a highly mobile, multinational
nanagement cadre? If so what kind of positions are you attempt-

ing to multinationalize?

Companies J and M were the only companies in our sample who

gave an unambiguous affirmative response to this question.

"We have about 100 people who can be considered to be

internationally mobile. At present only 25% of these

are non-British but this proportion is increasing all

the time." (M)

"We try to be as multinational as conceivable at the

moment. In theory, we are trying to multinationalize

all senior managerial positions..... We want to be

able to tap managerial skills worldwide." (J)
Interestingly, Company N started an "inte rnatoralist' programme in the
early 1970s which involved about 20 managers who were expected to
be on indefinite assignments overseas. However, this programme
was abandoned after three years mainly because of the serious

t

problems which arose as a result of these managers'adverse reactions
to the high degree of mobility which was demanded from them.
Other companies airso stated that from their experience of sorting
out the problems of expatriate managers both in the UK and overseas
they felt that it was unlikely that managers and their families
would be able to cope with the stresses and strains entailed in

moving from country to country.

(2) What is your company's attitude towards the employment of
TCNs?

While in theory most of the companies interviewed were not actively
O»posed to the employment of TCNs, in practice the actual numbers

®"Ployed are very small indeed. (see table 2). Only MNCs

G, XK, L and M had more than 10 TCNs and although it was rarely
POSsible to obtain information on the total number of managers
- Ployed worldwide, it is clear that in relative terms TCNs are

‘nSignificant in number for these companies as well.
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To a large extent, the reluctance of companies towards the employ~
ment of TCNS relates to their UK-centric conception of their wop
wide operations and/or the decentralized nature of their organig,

tional structure:

"The Company's attitude towards TCN managers is that they
are only likely to arise where the required expertise for
a particular operation is not available in the UK .....
There is no policy concerning the movement of personnel
between our subsidiaries with the exception of exploration
operations."”  (G)

"The Company is concerned first and foremost with who is
available to do the job - nationality is only a secondary
consideration. However, it has not been considered
necessary to draw on the expertise of foreign managers
if UK managers are readily available to do a job over-
seas which, in general, they have been." (0)

"We have no objections to employing TCNs but will only
do so if no UK manager is capable of doing the job." (4)

"Vacancies are advertised within the Group and managers
recruited on the basis of competence regardless of
nationality. However, we have a large pool of good
managers within the UK if a local cannot be found." (P)

"Traditionally, we have nearly always sent UK people
overseas but other nationalities have been creeping in
recently." . (C)

Other companies stated that to employ TCNswould contradict their
polycentric management development policies which is to try to

ensure that subsidiaries are staffed by as many local managers as

possible.

"Shou}d we recruit locals and send them around the world?
No, since this would be against our policy to train local
manpower for loca: purposes."”" (H)

"In Europe, the number of TCNs has been growing to some
extent in recent years, but in general the employment of
TCNs would contradict our local management development
programme." (C)

The acceptability of foreign managers, both objectively and subJé
tively also seriously restricts the mobility of managerial perwﬁ
This is particularly the case with African TCNs.

"One of tpe major barriers is that technology and size
Qf operations in Africa and other Third World countries
1s on a much smaller scale, because of market require-
ments for example and, therefore, the technical know-how
gnd the egperience of employees in these countries is
inappropriate in more developed countries." ¢n\
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wps far as I know, no British contractors in the Middie
gast employ TCN engineers.... The Arabs'don't understand
why British companies sbould employ foreign managers. We
steer clear of non-British managers because of the bureau-
cratic difficulties this would cause.” (Q)

nje tried to use a few TCNs in Africa but it just didn't
work out. UK expatriates are just about accepted but 1t
is highly unlikely that a Kenyan for example would be
accepted in Nigeria and vica versa. African governments
are just too nationalistic." (H)

nBefore the Aliens Complimce-¥t (in Ghana), we employed
junior managers from octher parts of Africa. Now it is no
longer possible to do this." (R)

"There is still only a very small cadre of African business-
men who have gained enough experience to be able to work

at head office or overseas." (K)
"The number of African TCNs is minimal. In fact we are
seeking to avoid it." (N)

Finallv, TCNs employed by Brtish Companies generally come.from
high wage/salary economies and are,therefure,often cunsiderably
more expensive to recruit than British managers.

"We do not employ TCNs because our salary structure 1is
not competitive with European companies."

(X)

"We have no TCNs - they are a lot more expensive."
(Haden Carriers) (R)

"Few, if any, TCNs are employed mainly because of the
complexities which arise with different salary scales."
(Metal Box)

(Y)

The salary determination problem is magnified with TCNs."

(F)

It is difficult to gauge the importance attached to each of the

above reasons cited by the companies interviewed. Although we

did not explicitly ask them to rank them in order of priority,
Is clear that they are all likely to be of some signifiance.

‘f¢ expense of TNCs was a recurring theme and this is no doubt

~«PO0rtant in explaining why American companies have been more
Jredisposed to employ what were, until recently at least, lower
foreign managers. There has been a growing trend on the part
-Oreign companies towards employing British managers, especially

»@ Middle East precisely because UK salaries are considerably
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less than those received by European and North American Manace

Having considered in some detail the responses of the UK Compg
which do not employ TCNs, we should now briefly turn our attey
to the minority of companies which do since it is possible tp,
they might constitute the pacesetters in an emerging trend t,
multinationalization of this kind. Company M's TNC policy hg
been developing rapidly during the last eight years.

In the case of Company L this move has been more recent:

"There has been a conscious effort based on a decision
made in 1975 to become more multinational as regards
management personnel.'
Companies G and K are more pragmatic and hence less committed
the objective of employing TCNs and L actually hope to be ab
to phase out TCNs at the subsidiary level within the next

twenty years or so. Company M has a high concentration of its
managerial expertise in the Indian sub-continent, some of the
most 'talented' of whom it is felt could be more optimally
deployed in Europe or other Third World locations where '"they
are relatively cheap TCNs'. 1In fact, corporate banking is like
to become one of the first sectors to employ large numbers of
TCNs, since "industrial relations'" problems which frequently
demand the employment of relatively more acceptable local manag
are largely absent compared with production-oriented companies.
Company L employ most of their TCNs in Europe and with their
sister corporation in North America where the bulk of their

business is concentrated.

The increasing use of TCNs is reflected in recent modifications
in the terminology used to describe managers working in overses
locations. 1In particular, the term '"expatriates'" is being
supplanted by '"assignees'. This change is significant for
another reason, namely that managers are generally employed &
TCNs for short assigmments, normally no longer than two to thr¥
years, and then return to their home countries oh a permanent
basis. In other words, there is no long term career structur
for TCNs as TCNs - on the contrary, they are usually short-té~
one-off assignments:
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tAn increasing number of Rank Xerox managers are now
working in our subsidiaries on short 2-3 year assign-
ments mainly for developmental purposes rather than as
career placements per se. Our general philosophy is
to develop senior managers by givina them a broader
experience worldwide (L)

"For us, therefs no such thing as a long-term assign-
ment."  /N)

"Most of our managers spend no more than 2-4 years on

an overseas assignment but there is a trend towards

the lengthening of this period." M)
In important respects, therefore, the current deployment of managers
overseas is more a form of advanced training and corporate sociali-
zation than an attempt to achieve an optimal allocation of managerial
skills worldwide. However, it is also the case that companies are
more aware of the difficulties involved in retaining the services
of managers who are becoming increasingly integrated in an inter-
national market for their skills. In this type of situation, sending
managers overseas is often "the only way ot keeping top people'.
(Company L) In the LDC context, the 'high flyer'! is often
frustrated by the limited opportunities available to him in what
are usually relatively smail subsidiaries. Unless satisfied,
there is a high risk that this type of manager may decide to work
for another companyorfor the public sector where he is able to
take on greater responsibilities. There are two solutions to this
Problem - either pay highly Company N and/or transfer the person
to more demanding and lucrative jobs overseas (e.g. Company M
Since experienced LDC managers, particularly in Africa, are in such
short Supply and for many companies .. would not be acceptable
OVerseas, it is likely that the first of these two solutions will

°¢ more frequently adopted.

e . . . .
&e xpatriates": f oreign managers in head-office

Whi1 . . .
e 1t ig likely that the incidence of foreign managers at head office
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and of TNCs in the subsidiary are quite highly correlateg,
it is nevertheless important to maintain a clear distinction
between these two features of the multinationalization procegs,
Table 2 shows quite clearly that there are extremely few fora?
managers employed in the head offices of most of the UK compap;
covered by our questionnaire. Furthermore, as in the case of
TNCs, there has, on the whole, been no marked trend in the inc.
idence of foreign managers employed during the last ten years,*
As is clear from the representative sample of responses presenty
below, there is a marked similarity in the reasons given for ty
paucity of foreign managers at head office and the ones already
mentioned with respect to TNCs in the subsidiaries:

"Those foreign managers who do come to head office are

here mainly for training/career development purposes and
therefore only stay for relatively short periods." (A)
"If anything there have been even fewer managers here at
head office in recent years." ( S)

"Foreign managers are very expensive and this tends to
result in a squeeze on the numbers employed when times
are particularly hard as they are now. On the whole,
the Company is very much British managed but outsiders
will be drawn in when necessary." (G)

"Overseas managers would not be expected to work at head
office in London and this is unlikely to change in the
future." ( T)

"In the UK, there is usually enough managerial expertise
available so the company sees little point in recruiting
foreigners. However, the number of non-British/Dutch
managers has been increasing, mainly in order to allow
senior managers from overseas to see the head office at

work. Thiy usually stay 2-3 years then return home"
....l" (

"I've just offered a Belgium manager a £50,000 a year salaf
to come and work in the UK but he still refused." (E)

Of the five companies who have more than ten foreign managers &t
head office, only in the case of L, M, and N,

does this represent more than 10% of the total managerial work

force and, interestingly, all three companies are either dire

e

A few companies were able to provide statistics on this isS
we do not intend at ‘this stage to piesent these here.
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or controlled to some extent by US parent companies. However
conpany  ©C stated that as from .1978 it is the company's
policy to increase the share of foreign managers holding senior
posifions in London to 50%. Although they are offering attractive
monetary rewards they are finding it very difficult to get foreign

nanagers to work in the UK.

The relative expense of foreign managers in the UK compared with
nome-based UK nationals is likely to be a more important consid-
eration than in deciding whether to employ a British expatriate
or TCN in a subsidiary. This is because the employment of either
a British expatriate or a TCNin a subsidiary requires

on high, fixed cost outlays such as housing,relocation
expenses, car, servants which have to be incurred regardless of
nationaLtity, thus reducing the cost differential between these
two types of manager. These expenses still have to be met when a
foreign manager works in the UK whereas the UK national only
receives his nominal UK salary and his normal fringe benefits.
This results in a very much larger cost differential (often as
much as 4-6) and therefore considerablLy reduces the incentive to

recruit a foreign manager.

Finally, Companies N, and to a lesser extent, C are good examples
Companies that strongly believe in the need to send foreign
Managers on short term assignments to head and regional offices
but at the same time would appear to be opposed to the continued

employment of TCNs except where this is not absolutely necessary.

i

£thno-Or polv centricity? expatriate-local Dnationality
COMPosition in s ubsidiaries.

You try to ensure that British managers continue to occupy the

-0 g . s s
P positions in all (or some of) your subsidiaries overseas?
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2
Table 2, column 5 shows the ethno or polycentricity of each
company in our sample. As a broad generalization, it can be
stated that the larger and longer established companies are more
favourably disposed to the complete localization of managerial
personnel in their subsidiaries. However, it was difficult to
establish the underlying attitudes of some of the companies on
this question simply because in many areas and especially in
Africa they are being forced to indigenize their managerial staff
and were, therefore,probably reluctant to express disapproval of
these policies in an interview with outside researchers. The
genuineness of the response can be partially tested by analysing
the actual managerial nationality composition in those countries
where there has not been any significant official pressure and
legal sanctions to reduce the number of expatriates employed. In
the main, these countries are confined to the advanced industrial
countries and it is true to say that virtually all the companie
claiming to be polycentric have in fact voluntarily with-
drawn their expatriate managers (if in fact they were ever there
in the first place) from these countries. A number of companies
including two of the largest, J and K, did state, however,
that they were opposed to the totai withdrawal of expatriates
from subsidiary companies: )

"The Company tries to ensure that some expatriates are

employed at subsidiary level in order that the subsidiary

can benefit from maintaining effective contact --ith a

large group of companies worldwide."

"We try to maintain one expatriate in order to maintain
continuity and good communications." (Q)

"We like to have an expatriate in every operation but it"
1s general company policy to develLop national management.

(J)

"Effective contact" with head office does not for the majorit)

polycentric companies appear to necessitate the actual perman:
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physical presence of an expatriate manager in the subsidiary.
This would be the case if the required technical and managerial
ckills were not available locally but so far as the overall
monitoring and control over the performance of the subsidiary
:- concerned, this can be achieved over the telephone and by
frequent visits by head office personnel to overseas subsidiaries.
Ethnocentric companies felt that the necessary degree of super-
vision could only be guaranteed by employing head office managers in a
subsidiary wherever possible although they were generally committed
to the indigenization of the majority or managerial positions.
"In general, tne company tries to maintain as many expatriates

in the overseas subsidiaries as we can, since in our opinion
this is a major factor in ensuring profitable operations."

(T)
As a general rule, there appears to be a common sequence of changes
in the nationality composition of managers employed by companies
in LDCs. Initially, each company tries to ensure that as many PNCs as
possible employed in the top positions. The risks are perceived
as being high and these are minimized to some extent by reliance
upon a managerial cadre with proven capabilities who are
familiar with the companies operations. However, an important
Part of these managers' overall function is to develop company and
general management expertise among a carefully selected group of
nationals and in so doing to lay the foundations for a polycentric
Managerial structure. How long this process takes depends crucially
°n the complexity of the compary's activities. For an MNC like Com-
Pany J which is engaged in a high technology industry and has
®volved a very sophisticated managerial philosophy and mode of
JPeration the technical training and general socialization of

“al managers can only be properly undertaken over a long time

Period,
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"It is company policy to develop national management.

We started twenty to twenty five years ago but it takes

up to twenty years or so to train local management in

the concepts of the c ompany." (J)
Consequently, while most companies are in favour of localizaU@m
they do not like to be hurried too much. This is shown quite

clearly in their responses on their attitudes towards government

indigenization policies. (see below).

6. Expatriate -national management composition 1968-1978,

We have managed to gather some statistical information on the
absolute and relative numbers of expatriate and loca.r managers
employed by each of our sample companies during the last ten years
However, precise figures were frequently unavailable, especially
as regards the numbers of HCNs employed. Moreover, many companies
argued that precise comparisons of this kind were not particularly
meaningful since there have occurred important changes in the type
and/or size of their subsidiaries operations over this ten year
period. In addition, the often divergent criteria used to define
a manager preclude the possibility of aggregating the £ data for
all the companies where sufficient information is available.
Consequently we have been forced to rely mainly on a qualitative
assessment of changes in nationality composi tion supplemented by

statistical evidence obtained from individual companies.

Almost without exception, all our sample companies stated that

there has been a marked decline in the incidence of expatriate

managers employed in their African subsidiaries. The absolute

numbers of expatriates employed in 1968 and 1978 in a number of
3

subsidiaries is given in Tablie 3 but, as has already been ment

it was not generally possible to obtain the corresponding in”:

mation for local managers. However, if it is assumed that
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_ubsidiaries were at least as large in 1978 as in 1968, we can

onclude that an absolute decline in the number of expatriates

;s sufficient evidence to show that there has been a relative
reduction.as well. It can be seen from Table 3 that there has been an
absolute increase in thenumber of expatriates employed in a number

of subsidiaries but this has mainly been due to the recent expansion
of operations which has required an additional short-term input

of mainly technical-oriented expatriates in order to put this

additional productive capacity into operation.

Given the significant increase in the number of local managers
employed by UK MNCs in Africa, can it still be argued that this is
merely "window dressing" in the sense that there has been little
effective change in the allocation or decision-making between
African and expatriate managers within each subsidiary? The
evidence available clearly indicates that, while this was certainly
the case in the 1960s, since the advent of increasingly stringent
indigenization registration coupled with the increased availability
of Africans with the requisite qualifications and experience, there
has been occurring a rapid replacement of expatriate personnel at
all levels of the management hierarchy. In some subsidiaries this
process has now been completed and even where expatriates are still
employed in senior positions it cannot be meaningfully argued that
they are capable of performing the entire managerial function of
ach enterprise. What we are witnessing then is the emergence

O- an African managerial stratum which is likely to have a

»-0round impact on the development of the class structure in these

Societjes,

Th : . .
€ indigenization process was largely confined to the state

’aTatuses during the period immediately before and after the
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attainment of formal political independence. Once this had e
achieved African governments began to put increasing pPressure
foreign companies to indigenize management positions. Their
response to these demands was generaily lukewarm and it was not
until they were forced to comply with the enactment of:ﬁﬁigmﬁmt
decrees that any substantial progress was made. Non-technicj]
managerial positions such as personnel, marketing and finance yg
the first to be indigenized but in recent years companies have
required to extend this process to all management categories, g
that African managers are now increasingly responsible for all

aspects of the control and supervision of the labour process.
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Table 3. Numbers of expatriate managers employed in 1968 i
and 1978. |

COMPANY . 1968 1978

L (Nigeria) 6 (1974) 6 1

X (all Africa) 40 (approx.) 19
Nigeria 7 3

R 16 5

G (Africa) 130 20

G (Nigeria) 55 1

A (Nigeria) 17 (1972) 17

T (Africa) 33% (1973) 19%

E (Africa) 600 (approx.) 600 (apprax

M (Africa) 120 (approx.)

S (Nigeria) 6 (1972) 2

S (Kenya) 4 (1972) 2

D (East Africa) 12 (approx.) 4
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FOOTNOTES
Zeira Y, "Overlooked Personnel Problems of Multinational
Corporations", Columbia Journal of World Business,

Summer 1975. pp.98

2, R.E. Cogan, "Management Development For Nationals Overseas"

Personnel March-April, 1973. pp.29-30
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CHAPTER 5: MNC MANAGERIAL REMUNERATION POLICIES: A UK
CASE STUDY.

The second part of the questionnaire attempted to identify
the nature of the salary policies of a representative sample
UK multinational corporations (MNCs) the majority of whom hay
subsidiary operation of one form or another in at least one
the PSSP countries. On the basis of the interviews
conducted this paper will briefly summarize the main finding
of ‘this research on the salary policies issue.

Not surprisingly, many of the most important aspects of these
salary policies are logical consequences of the desired and
actual managerial nationality composition of each of the UK
MNCs in our sample. Thus, the fact that there are relatively
few foreign managers at head offices in the UK and TCNs in
the subsidiaries has allowed the avoidance of the marked
tensions that we hypothesised miehi axzisr rvween mandgers ol
different nationalities receiving unequal incomes for perfomn
similar tasks in the same location. This is not to assert,
however, that the employment of foreign managers and TNCs

has not created any problems for those responsible for
determining their salaries. But since there are so few of the
most companies stated that they are dealt with on a more ad hx
individual basis as compared with the usually very comple
procedures used when deploying their own nationals overseas.

Typical company responses to this question were:

"We adopt a more pragmatic approach for foreign managers
here in London. It really depends on where they come
from. If they are from a low salary country like India
we pay them the equivalent UK salary plus normal expatriate
fringe benefits. In the case of managers from high salary
economies then they continue to receive that salary plus
the fringebenefits ....... We accept the anomalies despite
the tensions that arise because in the main these foreign
managers are on short-term assignments and are oneoff". (M
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nThe same technique is used as for British expatriates but it
is undertaken on an individual basis because there are so
few of them". (G)
nTensions are minimized because we operate a short-term
assignee system. More tension is likely in our head office
inp Paris but all managers are sufficiently generously
treated for this not to cause problems". "(N)
"our foreign managers are told not to discuss their salaries
with their UK colleagues. Yes, they do create problems ....
We refuse to pay their full foreign salary but do pay them
more than the UK equivalent position.'" (0)
All but two of the twenty-four companies intexviwed were opposed to
any attempts to internationalize managerial salary structures. They
could not see any reason for doing so (even in the case of internationa
assignees) since the cost of adopting such a policy was considered
to be prohibitively expensive. Even. company N, which has often been
singled out in the literature as being one of the leading companies
developing geocentric staffing and salary policies, stated that an
internationalization of their managerial salary structures would
be "disastrous". The two exceptions were companies J and M .
J's ¢ policy will be considered in some detail when we
discuss expatriate remuneration policies (since it does not
include nationals working in their own countries). In the case of
company M, internationalization of managerial structures within
the banking sector is still considered to be very much an emergent
trend which is developing as a consequence of the increasing
international marketability of a growing group of highly mobile
financial specialists. . I t was stated that it is likely
that the top 10% of UK managers will be receiving an international
fate for the job within the next ten years.
of the most frequently cited differences between US and
UK MNCs is that the former exercise much greater centralised
control over the determination of managerial salaries overseas

and that they tend more to base these salaries on what is paid in

the US rather than according to local market conditions. This

Suggests that US companies are less polycentric but most UK
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respondents felt that this is partly attributable to
their relative inexperience of working overseas and their geney
ignorance of and insensitivity to the managerial manpower

markets in each country.

Managerial job evaluation and salary surveys,

We asked each company to describe briefly the methodologies
they use to determine the salary they consider to be appropria
for managerial positions in the UK and in their subsidiaries
overseas for PCNs, TCNs and HCNs. All of the UK companies
interviewed undertake sophisticated job evaluation exercises,
which include all their employees and not just managers in
developed countries and also to an increasing extent in Third
World locations (see below). This allows them to rank position
within the company and provides the basis for comparisons of
their own salaries with those received by employees undertaking
similar tasks in other companies. Given that the job evaluatim
exercise and the salary surveys are the two basic components
of MNC salary methodologies in the UK and elsewhere, it is
important to consider each of them in a little more detail.

Job evaluation techniques.,

The objective of job evaluation is to measure the '"'size of the
""job according to a number of laid down criteria which ideally
should embrace all of the dimensions of each and every task
performed within an organization. Typically, job evaluation
methodologies divide a job into three parts = know how,
problem=~solving and accountability, and job points are then
assessed for each one. These are then added together to obtain
an overall quantitative assessment of the size of the job.

A number of the larger UK Companies interviewed (G, J, K, N
B) have systematically conducted job evaluation exercises

of their own for all their employees worldwide so that any
can be compared with another, regardless of location. Part of
the motivation for this stems from the increasing growth and
complexity of their operations overseas but also it reduces
the problems involved in transferring managers to other par:
of the world:
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nNow that we have a larger and more mobile group of
expatriates, we need to know the size of the job each of
them is moving into." (B)

mye have applied job evaluation universally in order to
ensure worldwide mobility and compatibility between

jobs " (J)

company N has thirteen job grades which have been applied consistently

around the world for all managerial personnel since the early

1960s.

The introduction of universal job evaluation represents an attempt
to standardize the way in which positions within each productive

enterprise are asesed Moreover, techniques which are based on a
clear and unambiguous normative assumption about the functions

performed by each agent of production are increasingly being
employed to serve as ideological rationalizations for the hierarchy
of rewards and power which predominate within the process of
production. Neo-classical economists argue that salary and wage
differentials are the outcome of forces of supply and demand for
each occupation and are not, therefore, directly related to the

size of the job as identified by job evaluation techniques, so

that there need not be a high positive correlation between the job
points and the salary received. In practice, however, this is
always the case, thus suggesting that salaries are determined not
only by market forces but also and, probably more importantlx on

the basis of the valuations of the internal relativities which
should exist within the enterprise. It is because these valuations
are held in common by the organizers of the labour process in

€Very company that market forces appear to be responsible for the
-€lermination of salary levels since the identification of

-hese "market forces" by each company, i.e. the salary survey is
-=ed Precisely on what other companies are paying equivalent
CCupations. Market forces clearly play some role in the deter-

~-ation process but this is likely to be limited to their influence

=l€reasina the differential between the main classes in the
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production process since it is unlikely that they will be able

reduce this differential to below the level based on the intey,
valuations of the owners and controllers of the means of Prodyc
Moreover, supply and demand are not random and neutral varidies by,
the outcomes of the reproduction of the social relations of pryg
uction within capitalist society: Supply is largely a functiop
of class-based education systems and demand is determined by the

needs and valuations of the owners and controllers of the means w
production.

At a more concrete level, the introduction of common group-wide
job evaluation methodologies is an essential prerequisite for ay
multinationalization of managerial personnel and salary structuw
which may occur in the future. The techriique provides a common
yardstick with which jobs can be compared and this classification
of managerial positions enhances the ability of companies to move
their personnel around the world. It represents, therefore, an

initial stage-in the multinationalisation process.

Salary urvevs

Undertaking salary surveys is the second stage in establishing
the range of salaries within which companies decide to determine
their own salary structure. Many of the larger companies conduct
the.r own surveys but these are also supplemented by those done b)
private consultancy firms, many of them specialising in this fie.-
The generality of the surveys can vary enormously and this has
important implications for the salary determination process.
general procedure is to identify the specific type of occupatior
which are considered to be the most appropriate in constituti

the sample. 1In Figure 1, for example, all occupations in in
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and service organizations in the UK have been computed using
3 widely employed system of job point evaluation, regardless
of the specific characteristics of the occupation, and then the

range of base salaries received by the positions at each job point
level has been plotted to give median, upper and lower quantitative
and upper and lower limits. What is striking is the large

range of salaries at each job point level and the marked linearity
of the salary-job-point 1]‘.nes.1

This large range is in part attributable to the complete aggregation
of jobs at each job point level which does not, therefore, take

into account differences in the relative scarity of occupations

and the differences between particular industries. However, it

also reflects the considerable differences between the policies

of UK companies, as regards the remuneration of what are objectively
identical or very similar positions. The larger MNCs in our sample
stated that they were upper quartife payers since they wanted to

be able to recruit the most able managers and to ensure that they
are sufficiently financially motivated to perform to the best of
their abilities whilst they are with the company. A company's
ability to pay these higher salaries (proxied for example, by its
profit margin) is clearly a key factor in determining the part in
the salary range which is chosen. Type and nationality of owner-

ship and the nature of a company's operations, in particular

bJ
differences in the organization of the labour process, are also
likely to influence the determination of remuneration. To

Separate these out would require multiple regression analysis but

theunavailability of the necessary data has precluded this.

ngatriate remuneration package.

‘f@ majority of the managers interviewed in London are primarily
- -0lved in recruiting British nationals to work in the Company's

--Seas subsidiaries. They have, therefore, a detailed knowledge

-he methodologies employed in determining the expatriate
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remuneration package which is in marked contrast to their rej,,
ignorance of the salaries and fringe benefits received by

nationals.

There are two main methodologies employed although as we shal)

they are similar in many respects.

The huild up or balance s heet a pproach

This is used by the majority of the companies in our sample.lt“
was stated that the overall objective 1is to ensure that a Brﬁhﬂ
manager overseas should not be worse off than if he was working
in the UK .(hence the balance sheet approachje. It is clear, howew
that all expatriates enjoy a considerably higher standard of livip
whilst working abroad:

"There is a minimum salary acceptable fcr a European in
less developed countries."

There are three basic stages involved in this approach.

Stage I. "The Actual Build Up". This is the method of converting
the manager's UK Basic Salary into an !indicated level! of salary
in the overseas area. The overall objective is to keep the indiv
dual 'whole'! relative to comparative costs and taxes, to provide
compensation for the disturbance associated with working oversea
and to provide an incentive to work in the less attractive areas
of the world. To do this the following information is required.
(1) comparative living costs, often obtained from the company's
own pricing exercises but with an increasing reliance On
outside consultants, most notably Employment Conditions Abroad
(see below) which now provides cost of living data to over 400
companiesy other sources are the US-based Conference Board,
official retail price indices, and surveys undertaken by the L2
State Department and the United Nations; O n the basis of thes
cost of living differentials between the UK and overseas 10
are calculated and the UK income base is then adjusted accort

(2) relative taxes and social security charges;
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(3)the social and political environment and the climate, language

nd distance from home in the country of services; this information
a

is then used to establish what is variously known as the 'induce-

. : ; 1 ' i lowance'?
nent element', 'foreign service premium! or ‘'expatriate al >

it was frequently stated that companies are finding it increasingly
difficult to recruit managers for their African subsidiaries and
that this has resulted in sizeable increases in the inducement

eiement of the expatriate remuneration package in recent years.

Table 1 shows in more detail the formula normalily used to
calculate the build up of basic home based salary to the required
overseas gross local salary of an expatriate manager. It can be
seen that companies generally shoulder all or nearly all the
housing costs of their expatriate staff, which for many locations

in Africa, in particular Nigeria, is a significant proportion

of the overall costs of the package. In addition, most of the
companies interviewed provide free medical treatment or insurance,
generous educational allowances for expatriates'dependents, and

relocation expenses, usually a car, and many other smaller items.

In spite of the high costs involved in employing expatriates in
~frica, this does not appear to have been a significant consider-
a-lon for all but two of the companies in our sample. The

e .
Xpense was recognized and commented upon, but this has not influenced

compani . . s
Panies in their decisions whether to employ more or less

®Xpatriate personnel:

1"

Ihe cost_of expatriates, although very high has never
Ceally figured in company thinking, mainly because the
ompany has remained adequately profitable.(K)

n

Zhi Cost of assignees is typically 2-3 times the cost of

o O0cal manager but this is not a significant consideration.

lneProduce a high value product with a fair profit
development of the system as a whole is more imp

(N)

margin.
ortant."
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"With a highly technical product like ours, expatriateg
are indispensable in the short term." .(C)

The final two stages in the buila up approach are as follows
Stage 2, A comparison is made between the net disposable income
indicated by the build up and the net disposable income Paid by
comparable employers of similar expatriates in the same Country
A number of companies do not bother with Stage 1. Instead'm@
under t ake their own salary survey of the expatriate market in g
location and then choose the salary and fringe benefits they
consider to be appropriate. Job evaluation is still at a rudi-
mentary stage in most of Africa, but where comparable studies

have been undertaken by companies the information is openly

exchanged between them and tables similar to the hypothetical o
in Figure 2 are then derived. Having established the range of
salaries paid to the relevant group of positions in other compani
the company must then decide its own policy in relation to this
"market", e.g. median, upper quartile payers, etc.

Stage’ 3 A local salary scale is finally established for expatriat
that takes into account all the factors mentioned in Stages 1 an
2 and also has to conform with the legal requirements of the

country of service.

The sec ond expatriate remuneration methodology most commonly

adopted is to take the prevailing host-country salary scales rat
than the UK (or home country) hase salary. To this is added

a fixed percentage of the host-country base salary which 1is inten®
to provide the necessary inducement and any cost of living
increases incurred by the expatriate manager. Hence, this meth®
of calculation does not result in an expatriate salary structur
which makes it, in terms of the actual salaries and fringe
benefits received, very different from the home base salary
build up approach. What then are the advantages of this secC
methodology? It was stated that this system tends to reduce



135.

tensions which might exist between parent and host country
nationals because ostensibly at least, it appears to be more
equitable in the sense that all nationalities receive "equal pay
for equal work". A number of companies claim to remunerate their
expatriates using this second approach but, in practice they
continue to apply the UK base salary methodology. Where there is
a large difference in the value of these two remuneration packages,
off-shore payments are resorted to although they are usually
illegal. Some companies only pay their expatriates a relatively
small increment to the national base salary (typically
around 20%) inside the country and the difference between the
fpublic! salary package and what is actually received is

deposited in an overseas bank account.
i

Some characteristics of the expatriate salary markets

First there has been a significant increase in the amount of
has
knowledge available to companies in recent years, which /fresulted
more

in the introduction of /sophisticated procedures for determining
expatriate remuneration packages. In the UK, the consultancy
firm Employment Conditions Abroad which was started in the early
1970s has greatly facilitated the interchange and pooling of

information. It is difficult to assess the effect this has had

On the expatriate market but from the statements made by a number
of companies, it would appear that the increased availability of

nformation has resulted in a reduction in the dispersion of

e ; . . .
XPatriate salaries in each location. -In other words, there

X1s ;
ts a marked "demonstration effect" between companies as each

t . .
hem attemptsto ensure that their expatriate packages remain compet:

-Vé with the others. This is turn has led to an escalation of

-r. . - . . .
late salaries as companlies seek to maintain the previous

"--entials. As is also the case with domestic managerial

Market .
Sy a small group of companies ‘"js recognized as being market
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leaders. These '"top payers" comprise several companies refery,
to as the "First Division" of the salaries league and they
have an important influence in the determination process whig
needs to be analysed in greater detail. In the main, the cop.
position of this group is confined to the banks, 0il companjeg
and in West Africa, UAC. However, an assessment of the signifi.
cance of this leadership effect would require considerably more

information than it has been possible to collect in the UK.

The expatriate salary structure would also appear to be more cu
than the structure in the UK. This is because "there is a minimm
salary acceptable for a European in less developed countries"
regardless of the actual position in the production process that
they occupy. Consequently, the increase in the expatriate
technician's standard of living in Africa is usually greater tha
that of say a production manager. This narrowing of differential
amongst expatriates could also induce a similar effect amongst
African managers, technicians etc in so far as the expatriate

salaries affect the remuneration of local nationals.

British managers working overseas reeeive remuneration packages

which are usually considerably less than those of their Europedt
and North American counterparts. This has inevitably resulted
in demands for increased salaries by British managers but as yet
the non-British presence in English-speaking Africa is not larg
enough to necessitate any significant reduction in these
international salary differentials. For the time being at least
most British companies are continuing to adhere to the UK-bas€
salary=-build-up methodology, and where inter-company comparist®
are made, these are generally confined to other UK companies:
An important exception though is company G which is now intf®

a new salary structure the aim of which is to reduce signi-?
the size of the existing income differentials between expat

of different nationalities. More specifically, the compan:
objective is to ensure that no expatriate will receive 10
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. ncome than any other and that whilst abroad, they all have the
1

ngpendable' income. It stated that it is quite likely

sameé '
e a single rate expatriate salary structure

that in ten years tim
will have been introduced.

The yemmeration of host countrv nationals.

All the companies interviewed stated quite unequivocally that they
determine the salaries of their natiofal managers on the basis of
local manpower markets. While it is not entirely clear what this
actually means in practice, it is nevertheless important to stress
that there is no evidence to suggest that there is an explicit or
conscious policy by UK MNCs to equate local salaries to an inter-
national or even expatriate salary structure. If an international-
isation of managerial remuneration is occurring this must therefore

2
be the outcome of other, probably less identifiable factors.

The procedure followed by companies in determining their salary
structures in Africa is, in theory, identical to the one developed
in the UK. However, it is generally considerably less sophisti-
cated mainly as a result of the relatively small size of the
industrial sector in most African economies coupled with the
dominant market position of relatively few enterprises, the majority
of which are owned or controlled by MNCs. More complex job
evaluation techniques are being introduced but, on the whole, UK
MNCs still rely on more rough and ready criteria in order to rank
fanagerial positions. Moreover, there does not as yet appear to
be any standardization of these criteria between companies. Hence
“8Y are not of any great value in establishing the equivalence

o i f 1 . . )
f positions in different enterprises.

€ absence of any standardized job evaluation methodology in
African countries means that formal salary surveys are difficult,

MOt impossible, to undertake. Consequently, personnel managers
have tq rely on exchanging salary information with each other in

Orde .
L to find out the nav Af ronnhlyv eanivalent nositions. Thi
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normally takes the form of & 'ring round' although this igq
times supplemented with whatever can be gleaned from job advery
ments in newspapers, trade journals etc. Having obtained susyj.

intormation about the salaries paid by their competitors, eag

company has then to decide = which point in this range of saj;,.
it is to use as its reference point. Most of the companiesimm
viewed stated that they were above median - upper/quartilepayer

this being in accordance with their general philosophy of being
"amongst the best payers in the industry" or in the case of thg
companies in the first division of the salaries league, the coun

as a whole. From the limited information obtained so far, it

would appear that for UK companies at least, there is little
dispersion in the salaries received by HUNs undertaking equivalent
tasks which reduces the importance of those companies which
pursue upper quartile salary policies. It is difficult at this
stage to offer a precise explanation for this lack of salary
dispersion among HCNs. The 'tightness' of local managerial labo
markets is clearly an important factor in constraining the abililj
of companies to pay widely divergent salaries. This is likelyto
be exacerbated if there exists a group of companies which havei
greater ability and/or preference to pay to
higher salaries than the norm and who are also sufficiently impo*
ant, in terms of their size, to influence the salary determinati®
process in other companies. A quantitative assessment of the
significance of salary leadership would require the constructiof
of an econometric model which, by employing lagged time variabl--
could analyse the spread effects of changes in leading companile
salaries throughout the economy as a whole. It is unlikely

that sufficient data could be coll ected to undertake such an

exercise,

An important objective of our project is to analyse the natl
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celationship between public and private sector salaries. In the
past it has been widely argued that the private sector sets its
salaries on the basis of what is paid in the public sector. For
example, Knight states that, "firms probably pay whatever the

corresponding civil servant receives plus an addition to attract

staff of a high calibre". The post-Uc.chi experience would
certainly seem to provide ample support for this hypothesis in
the case of Nigeria in recent years; the large increases in the
private sector after 1975 were clearly intended to re-establish
the inter-sectoral wage and salary differentials which had been
dramatically reduced as a result of the implementation of the
Udoji Commission's recommendations in the public sector. However,
it is clear from our interviews that UK companies mainly- look to
other companies andnotto the public sector when determining the
salaries they consider to be appropriate. This suggests, therefore
that public sector salaries provide a lower limit for the private
sector but that during periods when public sector salaries remain
fairly stable, 'competition! between companies is the most salient
factor in explaining changes in private sector remuneration. In
countries like Nigeria and Kenya which have experienced rapid
increases in the size of the private sector since irdependence in
conjunction with stringent Africanisation policies (particularly
in Nigeria), there has occurred a growing differential between
Public and private sector salaries which in Kenya was openly
Iecognised in the report of the Ndegwa Commission. The inability
of African governments to match these increases is also apparent,
as witnessed by the official sanctioning of "straddling" in Kenya
the introduction of incomes policies to curb the acceleration
- the growth of salaries in the private sector (cs.f. Nigeria).
short, the Principle of Fair Comparison which for so long

-maji . . . . . . .
Ned a key rationalisation for increasing public sector salarie
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is no longer realisable for most African states, (includnm
even oil-rich Nigeria), given their precarious financial
positions. We can conclude, therefore, that on the basig
of the admittedly very fragmentary evidence we have

managed to obtain from UK companies in London, it aApPpPears thy

in those PSSP countries where the bulk of British foreign(nmn
is concentrated, namely Nigeria and Kenya, public sector salap-
are an increasingly less important reference point in the detq,.:
mination of managerial remuneration packages in the Private ge.
and that, in the absence of effective incomes policies, the pupy
sector will come under increasing pressure to increase salary

levels still further.

The relationship.between expatriate and national salary stnmmﬂ

In Chapter 1, . - we attempted to assess the significance of
the colonial heritage as a factor in the determination of public
sector salaries structures in the post-i ndependence period. In
spite of the insistence of the colonial authorities that local
expatriate manpower markets were separate and that local salaries
should be set in accordance with the prevailing conditions in
each colony, African civil servants secured salaries and fringe
benefits which were not marked.iy different from those received
by their British predecessors. Now that the Africanis ation of

the private sector is at an advanced stage in many of the -
countries covered by our project, it is necessary to establis

whether the process which occurred in the public sector is Dbews
replicated. To this end, we asked companies the following
question:

{ i se
Has there been much pressure by African managers to increa
their salaries to the levels received by expatriates? Has
. o=
in fact the presence of expatriates led to some upward moV

ment in local salaries?
A representative sample of their replies is given below:

"The Company's salaries policy does not lend itself to
escalating internal demands'. (K)
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nyes, but African managers generally recognise that
oxratriates must be paid more than them. Expatriates
are urged to keep a low profile and not to indulge in
conspicuous consumption." (J)

nyes, there is some tension - focused mainly on fringe
pbenefits". (D)

"Local managers are unlikely to find out what expatriates
are being paid. Anvway, we are unlikely to hear about it
in the UK." (F)

nExpatriate and local manpower markets are totally separate
but there is some awareness by more experienced local
managers which leads to some tension." M)

"We are not aware of it. Local managers generally under-
stand and accept the reasons why expatriate managers receive
higher salaries. There have been no major rumblings." (0)
"African managers understand the reasons for differences

in nominal salaries but there is real pressure in the area
of fringe benefits." (A)

"Local nationals do not appear to feel part of the cosmo-
politan expatriate community." (U)

"There is tension without any doubt, especially in the area
of perks." (B)

About half of the companies recognised that tension exists while
this was denied by the others. Where it was admitted, it is

clear that the main bone of contention is not so much the existence
of unequal nominal salaries but rather fringe benefits and in
particular the provision of free housing. Having examined the
evidence available to us, it is apparent that there has been a
growing convergence of expatriate and local nominal salaries during
"he last ten years and this assertion is indirectly supported by

-Ne importance now attached by national managers to the issue of
9aining parity with expatriates in the provision of fringe benefits.
nS has already been discussed, the value of these frequently

“Xceed a manager's salary and, if granted they can provide the means
‘"atantially increasing an individual's standard of living.

In

*Pite of the insistence of the companies interviewed that

’etriate fringe benefits are not considered as being appropriate
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for local managers, a number of companies have yielded On thy;
issue and it will, therefore, become increasingly difficult&_
other companies to hold out in the future.

Although it can be shown that the nominal salaries of expatyj,
and local managers have converged to some extent during the
process of Africanisation, it is difficult in explaining this,
to specify the relative importance of a number of key factoys,
Within a neo-classical theoretical framework we would need
first of all to be able to quantify the impact of supply and ¢
factors in explaining the changes in salary levels both in egy
African country and in the UK. In a multiple regression analyy,
these could be proxied by say the level of unemployment in
each particular occupation. Other factors such as the impact
of incomes policies, increases in the cost of living, the
organising power of managers3 and the private sector's "ability
to pay'" (proxied by profits since this is the main source of
income for managers) would also have to be included. 'Given
that the companies interviewed emphaticelly deny that they
consciously attempt to increase HCN salaries up to expatriate
levels, the actual presence of this factor can only be indirmﬂﬂ
inferred by including all other explanatory variables in the
regression analysis and then assessing the significance of the
unexplained residual which remains. It is only at this stage
that it would be possible to draw even tentative conclusions
concerning the importance of any MNC policy on HCN salaries

vis a vis their outgoing expatriate counterparts.,

At the beginning of the Africanisation programme in the private
sector, national markets did not yet exist for African managers.
How then were their salaries to be determined? It seems likely
that many companies had little alternative but to set local
managerial salaries by using the expatriate salary structure as
there main point of reference. No doubt the public sector was
also an important yardstick but for many of the positions bein¢
Africanised there were not easily identifiable similar occupati
within the public sector. During the colonial period, the rel
ship between expatriate and African civil servants was instit®

alised as a fixed four fifths or in some areas, two thirds It-
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put no such policy seems to have been adopted by MNCs during
their process of Africanisation. However, if enough data could
pe collected, it is possible that regression analysis, using
lagged time variables, would reveal a significant relationship

petween expatriate and African salaries through time.

only one of our respondents openly doubted the existence of
separate, autonomous local managerial manpower markets:
"There is really no local pay structure for top Africans
..0ss MMployers are forced to look at what high salary
expatriates are earning when establishing local salaries...
The pay structure of the indigenous professional classes

is artificial since they are being paid in relation to an
alien expatriate pay structure." (H)

This statement is indirectly supported by the fact that head
offices in London exercise increasing control over the
determination of salaries for higher positions in the managerial

hierarchy.

Finally, company C also agreed that in practice, it is very
difficult to separate expatriate and national managerial manpower
markets and that in their experience the presence of expatriates

has had an unambiguous inflationary effect on local salary levels.
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Marxist theorists argue that there are large gaps in the

salary structure characteristic of modern capitalist production
which correspond to the boundaries of the three main classes
involved in the production process = the workers, technicians and
other white collar workers and managers. From Figure 1, it

would appear that this is not the case in the UK at the moment,

or the companies are concealing the truth!

For example, UAC managers in West Africa have established
a quasi-trade union which, according to Unilever has materially
influenced the salary determination process.
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CHAPTER 6: THE INTERNALISATION OF MNC MANAGERIAL PERSONNEL:
A US CASE-STUDY.

This chapter analyses the results of structured interviews
with human resource managers from 23 US MNCs about their polijg,
on managerial nationality mix. As with our chapter on Britigh
MNCs, we take the responses to the interview questions in the
order that they were posed. In so doing we hope to appraise
as accurately and systematically as possible the key features
and determinants of the managerial nationality mix of the
companies interviewed, and then to compare our results .with thy
of the various studies reviewed in chapter 3.

The interviews were carried out in New York in July 1979.

Gaining access to the relevant managers was both difficult and
time consuming. Over 707 of the companies contacted refused to
be interviewed. While the cooperation received from those
companies who did agree to be interviewed was .generally quite
good, it was usually not feasible to gather much of the quantita:
data we had originally hoped to obtain. This was partly due to
a straightforward time constraint: many of our respondents only
granted a three-quarter to one hour interview. Furthermore,
they were often reluctant to 'talk figures' or stated that the
data we required was either unobtainable or did not exist in
the form we required. 1In spite of all these problems, it was
nevertheless possible for us to gain what we believe to be an
accurate picture of major trends although our conclusions are
tentative and must be strictly qualified, given the insufficient
of quantitative data and the resulting reliance that had to be
placed on a critical appraisal of verbal statements.

A Multinational Managerial Cadre.

Are you aiming to develop a highly mobile multinational
managerial cadre? If so what kind of positions are you attempl-:

to multinationalise?

While none of the companies stated that they had mul tinational-?
any jobs as a matter of policy there was a considerable rangé
responses to the existence and/or desirability of a multiné-
al managerial cadre. Only three Companies (0, and V, X)
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gave unequivocally positive reponses:-

nYes, we have a small cadre of expatriate employees who
are being trained for top level positions and are exvected

to be highly mobile. About 50% of this group are TCNs..
We are trying to avoid one-off overseas assignments"

Corporation O
This relatively high commitment to multinationalisation is the
consequence of a number of related policy changes during the
late 1960s and early 1970s. Although regional headquarters
started to exercise greater control over managerial hiring
practices, manpower planning on a worldwide scale did not
exist in any meaningful sense. This began to change as the
head office in New York started to take a much greater interest
in collecting information on all senior managers at country
and regional levels. This necessitated the introduction of
a universal job evaluation system in order to provide the
necessary yardstick for comparisons between managerial perfor-

mance in different countries.

Corporation U, a large banking corporation stated:

"So of our .50 key officers worldwide are true
internationalists whereas in the past our expatriates
had been one-off and then returned to their own home
country.

"Because of the worldwide market for top managerial executive
a certain number of mobile cadre have been developed
for top positions"

Corporation X

Although the Vice President of Corporation L, interestingly another



Table 1: Company Code.
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Food

Fecad

Petroleum
Advertising
Chemicals, Metals
Consumer Durable Goods
Metal Goods
Transport
Advertising

Textiles

Metal Products
Banking

Retail and Wholesale
Petroleum
Pharmaceuticals
Foods, Chemicals
Electronics

Banking

Food

Electronics, Broadcasting

Banking
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bank, stated that they were not attempting to create a
multinational managerial cadre as such, it would appear that

the corporation is moving in that direction:

"We experienced extremely rapid growth in our inter-
national operations up until 1975, Since the avail-
ability of local managers was not considered to be all
that great, U.S. expatriates and TCNs were sent abroad.
The dgnamism of the situation led to high mobility as
these people were moved around as gaps emerged. However
high mobility disturbs continuity so assignments are now
for a minimum of three years and both expatriates and TCMs

are expected to do more than one assignment".
It is clear that even with the above three companies the prim-
ary purpose of a multinational managerial cadre is to develop
a pool of expertise which can be deployed to locations where
specific managerial s8kills are considered deficient. This
cadre is, therefore, still performing much the same functions
as more convential groups of expatriates with the exception
that it is now more multinational in composition and the
assignments are generally of considerably shorter duration
than previously when international assignees tended to pursue

their careers in just one or perhaps two overseas locations.

This is best exemplified by the response of Corporation U :

"When openings exist within one country which cannot be
filled from our resources there, we will assign the best
available candidate from another country. This in itself
tends to develop a multinational managerial cadre although w
do not attempt to multinationalize any specific posts".

The following statements are representative responses made by

Companies who have not developed a multinational managerial cadre

"We are a decentralized corporation made up of many divis-
ions, each responsible for their own operations. This
hinders mobility because with diverse products and
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technologies, different talents are required... Con-
sequently international transfers take place within
divisions... We don't have mobile career expatriates .
generally they go for one-off, three year assignments",

Corporation T

"The corporation is decentralized by philosophy and
therefore each area division is largely responsible for
meeting its own personnel requirements. This is possib
in this industry since the technology used is not parti-
cularly sophisticated which generally means that suit-
able local people can be found, thus reducing the need
for expatriates....Also marketing which is a crucial
aspect of our operations is fairly unique in each country
and can only be properly handled by local nationals who
know and understand the culture and society in general,

Corporation A

"We are not attempting to develop such a cadre since aur
overseas operations are not that extensive...this concept
of an elite international managerial cadre is not cormmon
although it has some place in highly technical industries
but certainly not in companies like ours'.

Corporation K

"No we don't have such a group but companies employing
high technology are developing them, for example, IBM
and Xerox as are phamaceutical and cosmetic companies
where it is done to limit corporate secrets'".

Corporation P
"No such group can be identified ...young American
graduates are told quite clearly not to expect foreign
career opportunities as an integral part of their career
development...This has been policy since at least the mid

1960s",
Corporation N

In spite of this absence of explicit policy commitment to
developing a mobile, multinational managerial cadre there Are
some indications of chamges in this direction. Ag already
mentioned, the most advanced stage of a geocentric strategy
would necessarily entail the multinationalization of senior

managerial positions within an increasingly unified corpora-¢
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organization structure worldwide. As can be seen from Table

; very few foreigners are to be found in senior managerial
positions among our survey companies nor has there been any
marked upward trend in recent years. The exceptions are

the three banks (L,R,U) and the pharmaceutical MNC (O) who were
also most explicit in their approval of the multinational cadre
concept. Although banks did not become heavily involved in
international operations until the late 1960s and early 1970s

the growth in their overseas financial transactions since then
has been extremely rapid. Their relatively higher multinat-
ionality is in part due to their inexperience in overseas loeations
compared with the European banking sector which has prompted

them to hire more foreign personnel for senior, strategic manggerial
positis in head offices. In general, however, since the domestic
and international gerations of the great majority of MNCs inter-
viewed remain highly segmented, there remains little possibil-
ity for foreign managers to reach the apex of the corporate
hierarchy. Perhaps more attention should be devoted to anal-
ysing the trends in the composition of managers within the inter-
national divisionsince it is here that changes towards increased
multinationalisation. are first likely to occur. In the

absence of . detailed data on this issue the impression
gained was that more foreign managers are being sent to head
office mainly, it is true, for short term training assignments

to learn specific managerial and technical skills and,at a

mMore general level, to gain a greater familiarity with the way

the company operates.
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TABLE 2: Foreign bpersonnel emploved in_senior m.anagerial positions
at h2ad office T

COMPANY

CODE SENIOR FOREIGN MANAGERS TOTAL TREND
A 12 100 None

B 30% Increase

10%)

5 (approx) 200 Increase

D 50 1250 Increase g
E 15 5500-6000 Increase §
(US Total)

F "Very few" NA None
G 1 25 None
H 0 NA None
I "Very few" NA None
J 2 15 None
K 0 NA None
L 60 400 None
M 0 NA None
N 0 NA None

O 20 120 Increase
P 0 NA None
Q 0 NA None

R 10-15 1000 Increase
S 5 60 None
T 0 25 None

U 50 200 Increase
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The most important trend at the moment is the growing multination-
alisation of the expatriate (international assignee) managerial
cadre of MNCs. This is clearly apparent in the responses ‘o our
questions concerning attitudes towards the employment of third
country national mahagers, All except one or two respondents stated
that their company adopts a positive stance towards the employment

of TCN managers. The following extracts are a representative

sample of their replies to this question:

"We have an active TCN program and consider its growth favourably
In general terms, our policy is one of employing all nationalities
provided the need and availability coincide. Cnce an employee,
individual performance primarily dictates managerial position
staffing...The trend of increasing TCN and national managers
is due to the timing of the development of our international
operations, As the operations have developed so have the
development of nationals and TCNs within our organization.

Corporation C

"There has been a significant increase in the numbers of TCN&
employed during the last ten years. The reasons for this are
varied and closely interrelated. In part it stems from
corporate reorganisation. Previously there was a central
international personnel department here in New York but this
for some years now, has been largely disbanded and its function
taken over by each of the four worldwide area companies which
are very autonomous,...

Corporation E

"Positive where appropriate...that is when a local person is
unavailable and the TCN would be the best person for the job.
This policy has been consistently pursued since we started
our nternational operations on a significant scale some thirty
years ago'",

Corporation H

"We are getting more and more into TCNs since we now realize
that European business schools are putting out good young man-
agers and also TCNs are often cheaper than U.S. expatriates,
The marked trend is to bring back Americans and replace them
with TCNs and in the longer term nationals."

Corporation P
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"We employ TCNs in accordance with .our policy to create a
truly international management group at the most senior
levels where the prime consideration is the right man for tpe
_'jOb."

Corporation O

"We are employing more TCNs now than before...We look for people
regardless of nationality with the specialized skills needed
in the aerospace industry.

We e indifferent - the best person gets the job....We have tg
get the best people wherever they come from, This has been
policy for at least fifteen years."

Corporation U
", ..very favourably at senior levels since merit is the key
determinant regardless of nationality. However since we are
trying to develop an international cadre we would like to get
away from the TCN designation".
The quantitative data codlected on the_ employment of TCNs from the
vl
companies interviewed (see Tables II/) clearly reveals the increasing
use of TCNs as compared with U.S. expatriates, to the extent that
they now constitute between 30-60% of international assignees in
the majority of companies, Where fewer than 20% are employed, these
are generally confined to companies which have only recently

begun overseas operations or where their subsidiaries are confined

to just a few countries,

To what extent can the increasing employmant of TCNs be equatedwith
a conscious policy to multinationaliSes international assignmenﬁ?
Is this phenomenon the result of a growing realisation of the need

to utilise optimally scarce managerial skills scattered throughout

the coporations worldwide activities?Or is it an essentially pra&-

matic strategy adopted byMNCs to replace politically sensitive and
costly American expatriates without any corresponding changes in

4 97
their overall philosophy regarding localisation and nationality ¥
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It is undeniably true that U.S. corporations are becoming incr-
easingly aware of a growing pool of managerial talent{ especidlly
in Europe and, to a lesser extent, South America, which can

pe tapped by them, In addition, there is occurring a conver-
gence or trans-nationalis ation of managerial techniques employed
py large corporate entities and this is reflected in the proli-
feration of new business schools closely modélled on their
smerican predecessors. The growing similarity of management
graduates has forced many U.S. MNCs to question their excessive
reliance on U.S. expatriates. Given that this reassessment

has been motivated by a growing sense of the 'costs' incurred
resulting from the failure to deploy foreign managers as TCNs,
it can be viewed as being a genuine move towards the develop-
ment of a multinational managerial cadre. However, as we have
already pointed out TCNs are generally perecived as being ade-
quate substitutes or replacements for American managers in
subsidiaries where there is a deficiency of local managers

with the required skills. Hence at this stage, the advent of the
TICN does not appear to signify any marked change in the role of

the international assignee within the overall corporate per-
Sonnel strategy worldwide. In fact, a number of companies
explicitly stated that they viewed TCNs as a transitory

group which, while largely replacing U.S. expatriates mana-
gers, would themselves be eventually phased out with the increa-

$ing localisation of managerial positions in the subsidiaries.
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The present nationality composition and geographical location of
TCNs employed by our American TNCs is indicative of the as yet

rather limited conception of their future role.In most companieg

where sizeable numbers of TCNs are employed at least 75% are
Europeans, and within this group there is a disproportionate nuppe,
of British managers, often as high as 75% of the European cont ingepy
The presence of so many European managers is not surprising in vyig
of their similarity to U.S. counterparts and the longstanding in.
volvement of American corporate capital in Europe, However these
factors cannot account for the marked preference for British
managers as TCNs, This clearly relates to the relative cheapness
of British managers whose salaries are usually well below (often les
than a half) those paid to American and European managers of equi-
valent rank, We will consider the importance of this cost factor

when we discuss the motivation for localization in the next section,

European TCNs are employed predominantly within Europe itself, With
a few companies these intra-Europe moves are now taking place on a

large scale especially where the compary has a well developed regona!

office:

'Within each area, particularly in Europe, there is considerable
movement of managers, In Europe this has resulted in the dev-
elopment of a new compensation package "

Corporation E
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However, a significant number of TCNs are also used as expatriate
managers in Third World locations in particular British and French
managers in their ex-colonies.

"There are some TCNs in Europe and managers employed at our two

large European plants are a source of high level manpower for
our operations in developing countries'",

Corporation G
The most common TCN is the British manager who is often working in
ex-British colonies where he is more psychologically and culturally
at ease than Americans,
"We believe in a policy of the best man for the job, this has
been the case since at least the 1950s when, for example, we

had a lot of British and French managers in Africa, However,
this has changed as locals have become educated,.."

Corporation N
'""Many of our Africanand Middle East operations are headed up by
foreign managers many of whom are British and French working
in thier own ex-colonies".
Corporation F
Although transfers of this kind are in a technical sense intercon-
tinental, they cannot be considered geocentric in motivation,
Intercontinental moves by non-European TCNs are still more the
exception than the rule. However within regional groupings moves
between countries arebecoming increasingly common especially where
subsidiary operations and language and cultures are the same or similar.
This is particularly the case in South America where there now
exists a relatively well developed managerial workforce experienced
in the philosophies and practices of American corporations., The
widespread use of Argentinian managers in other Latin American

Countries was frequently mentioned. One respondent referred to

them as the "Argentinian Mafia',
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"We are more sanguine about TCNs compared to expatriates,,,,
Within Latin America there has been quite a lot of movement g
very senior managerial levels but this has not occurred in
Europe which is our other major area of operation"

Corporation A

Statements of this kind suggest that with some corporations regio.
centric managerial movement is motivated primarily by the availap.
ility of the requisite skills so that it is likely that subsidiarig
will be increasingly characterized by pelycentric nationality com-

positions,

Expatriates and the trend towards' locatisation

Respondents were asked:

Do you attempt to ensure that American managers continue to occupy
the top positions in all (ot some of ) yowr overseas subsidiaries?

Over 8C% of the Corporations interviewed stated that this was not
the ase, We present below a representative sample of their responst

", ..Wherever suitable local nationals are available they will
be hiredright up to the most senior levels,..We are trying
to limit expatriates...Where necessary many of their functions
are undertaken by making short trips overseas in addition to
group meetins of the International Division here in New York....
We don't want U.S. nationals overseas,"

Corporation A

"In most instances Americans are used to fill all top positions
in overseas subsidiaries - initially, Part of their function
is to develop company expertise among nationals, TCNs and
nationals currently hold some of the top positions in our over-

seas subsidiaries',
Corporation C.

"We prefer to use local nationals, This preference ariseS_out
of the nature of our business, namely effective communication
with the public...The world is divided up into areas, each er-
joying a high degree of autonomy just so long as they continué
to deliver satisfactory profits.,.In general, talented and
creative local nationals have been found'.

Corporation D
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"No, not in principle but for many developing countries we have
no option but to use U.,S., international assignees or TCNs - for
the time being at least....Our host country national policy is
at least ten years old."”

Corporation E

"There is no position exclusively for U.S. managers...our policy
is to encourage local managers and pull out expatriates from
developing countries, This has been the case in South America
but it will be some tine before this can happen in the Mid East
and Africa...In South America there were many managers from
overseas ten years ago. There has however, been a rapid change
since then - partly as a result of changes in the company's
general philosophy but also because of the realities of the
political situation, Moreover where foreign corporations are
obliged to be minority equity partners as in Mexico there is
a strong feeling by locals that they want to manage their own
capital themselves'",

Corporation F,

"No, there is no plan that stipulates that we must use U,S, ex-
patriates to £ill these positions, However, given the sophisti-
cated nature of our technology, it takes some time to train
locals so we often have to rely on our own technicians and en-
gineers to start up operations in new plants overseas...'”.

Corporation I

"We have no written guidelines but wherever possible we use
local nationals,.,.Textile technology is not highly specialized
and complicated and it is, therefore, relatively easy for nationals
to pick it up...In addition it is increasingly difficult to
employ expatriate managers in most overseas locations...Mexico
is a good example but fortunately there is plentiful local mana-
gerial manpower'",
Corporation J.

"Our objective is to fill openings in subsidiaries with local
people...It is partly a nguestion of corporate citizenship since

you can maintain better public relations if you use local nationals.
We make no specific attempts to ensure that there are at least one
or two U.,S., expatriates..."

Corporation K

"Up until 1972 U.S. expatriates dominated managerial positions
abroad. Since then however we have adopted a conscious policy
to employ as many local managers as possible - for both economic
and political reasons'",
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'We are committed to total localisation of our affiliates

and we are now training local managers., At the moment most
of our U.S, expatriates are located at regional headquarter&'ﬂ
'We tend to use expatriates and TCNs for two reasons: (1) cer.
tain expertise is not available and (2) as "fireman'", eithe;
temporarily or permanently... Three broad phases can be iden.
tified: (1) historically local management expertise wasn't
there andUS expatriates were dominant (2) the increasing
use of TCNs from developed countries (3) using local nationa]
managers, Even though there are local nationals in all
probability most of them have been educated overseas...Althoug
we are beginning to enter this final phase, its full realisatigp
is a long way off, Ideally. we would like to fully localise
up to plant level but forgroup directors and above we will keep
U.S. expatriates or TCNs,...In many cases an accounting officer
from the U.S. is posted to overseas affiliate because with diff.
erent accounting systems in use we need someone with U.S., acco-
nting experience"

Corporation P

'We are hiring more local people and we have no objections to
non-U.S. citizens occupying top positions., However, we would sti
want one or two U.S. expatriates in each subsidiary ....0ti
increasingly difficult to recruit U.S. managers to work over
seas and so we are forced to deal more and more with
expatriates',

Corporation Q

'No but there is not the educated commodity in many underdeveloped
countries and frequently they don't want to work for foreign
companies"

Corporation R

'We employ local managers in senior positions in our affiliates
around the world but we would still like to see a mix with U.S
managers ..It is difficult to find qualified people because they
usually come from the middle class which in many less developed
countries is very small',

No, we try to lkeep the number of expatriates to a minimum....
If local managers are qualified then there is no objection to
them heading up overseas affiliates",

Corporation T

'The managing directors and chief financial officer of our five
largest overseas operations generally have been and continue 10
be U.S. citizens but there are exceptions, In developing
countries these positions are almost all filled by U.S. natiorss
and TCNs, In other countries they are frequently filled bY
nationals of the country",

Corporation



"Not necessarily, the majority are U,S, citizens but the trend is
towards non-U.S. managers which is a-derivative from our recent
reorganisations..... We now focus on world corporate banking
dealing with large corporate clients and goverments whereas prev-
iously our activities had been oriented towards retailing banking.
This has led to corresponding changes in our personnel policies,
«...Our policv is not to put a local in the top position in an
affiliate just because they are a local although we do try to
have locals in key positions",

Corporation V

" ..most of our managers overseas are U,S. citizens",

Corporation W
On the basis of these statements made by our respondents, what con-
clusions, if any, can be drawn regarding the localization issue and
expatriate policies? First it is necessary to sound the now
standard note of caution about the dangers of placing undue emphasis
upon qualititative information of this kind, Analysis of the multi-
nationality issue has been plagued by undue reliance on usually isolated
statements made by individual managers. It is for this reason that
often highly divergent conclusions have been reached on the policies of
corporations towards the localization of personnel in subsidiaries
and why we have therefore in an effort to avoid this felt the need
to present the verbatim statements of respondents on this issue,
In conjunction with the limited quantitative data ‘collected, these
statements do at least provide some indication of dominant trends

and the factors responsible for these,

Managers are first and foremost agents of production, collectively

Tesponsible for performing the functions of capital and, as such,
it can be argued that their aetual nationality is of secondary
importance. But this is not to imply that the nationality com-
Position of managers within worldwide corporate entities which
Still continue to maintain close, hierarchical connections with
their respective home countries can be dismissed as being of

Peripheral importance. In fact, it is clear that nationality
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composition and more specifically localization have become,th
issues for U,S. corporations since the 1960s. In part, thig;
reflected in a more systematic and, in the majority of cases, ,
more stringent attitude towards the use of international assigp.
both U.S. expatriates and TCNs. Until recently, the size apg
remuneration of this elite workforce was largely determined o
ad hoc basis with virtually no overall, centralized control, This
casualness is now rapidly disappearing with the development of

the human resource function within international divisions/cmmm

Reasons for changes in trend.

Respondents were requested to attempt to identify the specific
pact of the following factors; government indigenization policie
the availability of managers with the requisite qualifications an
experience and the relative costs of expatriates vis a vis local
managers. It is apparent from their responses that, while they
accept that all of these factors are important, it is extremely
difficult to establish their order of importance, the interrel-
ationships between them (if any) and the overall pattern of causil
It is clear though that MNCs are having to adapt to increasingly
severe political and economic constraints on the use of expatriate
personnel in their overseas operations. At a political level,

can no longer pay lip service to the goal of localization in the

face of diminishing expatriate quotas and other work permit restr-

tions. Not surprisingly, many MNCs explain their conversion
to localization as being only one aspect of a fundamental
policy reorientation towards the deployment of high level
manpower worldwide which has been motivated as much, if not
more by its growing maturity as a TNC rather than defensiV
reactions to externally imposed constraints. Rather than

attempt artificially to separate out and attribute levels
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meaningful to consider the historical experience of TNCs in differ-
ent areas of the world over time in order to ascertain whether any
longer term patterns and trends can be discerned. On the basis

of this analysis it is then possible to consider how TNCs are
responding to specific situations and sets of problems around the
world in more recent times, Clearly long and short term factors
are closely interrelated but by making a theoretical distinction
between the two, this allows the policies and actual operations of

MNCs to be viewed within the proper historical perspective,

On the basis of the qualitative and the more limited quantitative
evidence gathered from respondents, we conclude that the policy of

MNCs towards localiSation and the deployrent of international ass-
ignees is increasingly conditioned by the availability of local high
level managerial manpower possessing the requisite general skills

and corporate specific experience and socialization rather than by any
overriding .conceyn with maintaining adequate control over the activ-
ities of subsidiaries, Past experience in Europe and more recently

in South America indicates that local managerial availability has

nearly always been the key factor. It is true that U, S, expatriates
were extensively deployed as agents of control during the 1950s

and 1960s but they are now being phased out as a result of growing
reliance on other mechanisms of control which are equally, if not

more effective, both economically and politically.

It can be seen from Table that the total number of expatriates

and TCNs employed worldwide by many of the TNCs in our sample has
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actually increased rather than decreased. This is becausetheSE
c nrporations have rapidly expanded the scope of their worldwige
operations during the 1970s and therefore have required a grovip
number of skilled expatriates to start up new operations OVversey
However, in the case of those companies with established ne twork
of subsidiaries overseas (marked with~) the expatriate total hag
fallen although not as dramatically as the policy statements ot
respondents would suggest. The growing pre-eminence of the map.
gerial availability factor as opposed . to direct U.S. expatriatee
trol is also indicated by the increasing reliance on TCNs coupled
with a widely expressed commitment to and evidence of complete
localisation in well established subsidiaries. In discussing lo
ization, the typical response was to consider the history of the
corporations operations area by area, usually at the continental
level. It was widely accepted that while most subsidiaries in
Europe and Latin America could be totally localised, this was not
likely to be possible for some time in Africa, the Middle East
and Asia without incurring serious '"costs". So,while most Corpor-
ations are genuinely committed to at least a polycentric manpowe!
strategy, they will attempt to ensure that, if possible, key:.man&
gerial decision-making in many subsidiaries remains effectively
controlled by foreign nationals. For example, Table Iv shows the

nationalities of the Chief Executive in some of the subsidiaries?

one of the largest TNCs in our sample. Similarly CorporationE
which is one of the few TNCs, with extensive ogeration in Africa

still has 75% of its seniof

se sub=

in our sample,

manageria. positions occupied by Americans and TCNs in the

ries.

g

While the general trend is clearly towards localisation, the
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a number of factors which cause significant variations in the

nature of this process, The first of these is the nature of the
technology employed. Given the vital importance attached by cor-
porations in retaining their proprietary rights over the technology
embodied in the production process and the corresponding technological
dependence of many underdevelcped countries, how if at all will local-
i sation affect this? In the past it has been argued that one of

the major reasons for the presence of source country nationals in
subsidiaries, in particular in the engineering function, is to ensure
that local nationals are prevented from acquiring sufficient knowledge
of the technology employed to be able to set up in competition wi'th

the foreign corporation, This appears to be an unduly naive conception
of the factors inhibiting the effective transfer and development
of technology in the periphery. First the threat

of loss of monopoly control over technology exists in all countries
and physicaland jiridicalbarriers preventing duplication have to
enforced regardless of location, An American engineer working in
New York is as much of a threat as his Brazilian or Nigerian counter-
part employed in subsidiaries overseas, Secondly, the increasing
sophistication of technology based upon research and development
facilities concentrated in a limited number of locations usually
within the developed metropoles e - severely restricts the
ability of either a group of private individuals orofthe state 1tself
within most Third World countries from replicating the technology
employed. In many instances the capital- goodsindustry is virtually
non-existent or is not sufficiently developed to be able to independently
to produce the technology required,Consequently the present inter-

national division of labour is unlikely to be seriously threatened
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Table 5 * Nationality of chief executives in sample of subsidiarigi

of company E.

Regional Director Middle East American

Algeria - Swiss

Dubia - Lebanese

Egypt - Indian

Gabon - French

.Greece - Iranian

Canada - American

Iran - South African

Pakistan - American

Phillipines - British

Sweden - American

Hong Kong, Area Chairperson American

Singapore - American

India - "only one international
assignee",

Indonesia - American

Korea American
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by the exposure of local managers and engineexrs to MNC technology.
The relatively few Corporations where there is genuine concern that
their technology could be appropriated by local nationals this threat
can usually be forestalled. First not only are the majority of
plants turnkey projects assembled by f oreign technicians and eng-
ineers, but mAjor repairs and other technical faults are also frequ-
ently dealt with by flying in outside help. Alternatively, the
presence of only one expatriate engineer is usually sufficient to
protect the technology employed., In addition, his exclusive know-
ledge can be used to control the entire operations of the plant

as a whole. Secondly, even with the complete localisation of
managerial personnel, the division of labour within the production
process results in a fragmentation of the knowledge embodied in

the technology employed., By strictly demarcating the training of
employees and imposing controls of the flow of information within

the plant it is, therefore, possible to minimize the Jlikelihoaod

of any serious erosion ofMNC control over the utilisation of

technology.

Interestingly, the MNCs which appear to be most favourably predis-
posed to geocentric managerial strategies are with the exception

of international financial corparatiomsprimarly located in research
intensive industrial sectors, employing the most advanced technolo-
gies, wa refer in particular to MNCs producing electronics and, to.

a lesser extent, pharmaceutic al products. Clearly the concentratmn
of the most talented personnel in a small number of locations devoted
to research md development activities, regardless of their nation-
ality,is not perceived as constituting a serious threat to the tech-
Nological superiority of the MNC. On the contrary, it is considered

to be the most rational deployment of skilled manpower. It coeould
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even be argued that by attracting the most creative people frop all
countries around the world, this strategy actually frustrates the

reduction of technological dependence by Third World countries,

Another important factor is the degree of centralization within tpe
MNC. Our interviews indicate that the replacement of expatriates
by 1local managers has not usually been associated with any signif.
icant de centralizatior of decision making powers within the cor-
p orate hierarchy, In fact, the converse generally appears to
have been the rule,although again there are likely to be important
differences between MNCs depending on the nature of the product
produced and the organization of production worldwide, A1l MNCs
are able to utilize telecommunications technology that allows as

much detailed information on subsidiary performance t+n ha

transmitted to head office as is available to local managements

themselves, Furthermore modern aerospace technology coupled with
extensive airline services which connect all the major cities in

the world considerable reduce the importance of the distance factor
should it be necessary to send in outside help to dealk with specific
problems in subsidiaries as they arise, Whether localisation has
actually promped a xedevelopment of certain managerial functions

away from subsidiaries is more difficult to ascertain and would reqt
considerably more detailed research, But the impression obtained
was that where local managerial was available, it was not cons.dered
necessary to alter the nature of the relationship between head off.cé

and the subsidiary.
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One of the most important components of the expatriate remuneratiy,
factor.
package is the tax equalization / Since the late 1930's Americy
companies employing American citizens in overseas subsidiaries mg
unlike their European competitors, pay both local and U,S. income
tax for non-exempt employees,Tinis double taxation burden was fre.
quently mentione d. and,in particular, the recent changes in U,S,
tax law which have substantially increased the income tax burden yhe
employing U, S, expatriates, Furthermore the decline in the valye
of the dollar since the 1971 devaluation coupled with frequent fly.
uations in foreign exchange rates has further increased the expatriat
remuneration bill as corporations have attempted to maintain the
purchasing power of their expatriate employees worldwide and has maik
the basis of administration increasingly complex and time-consun-
ing. Corporation P, for example, stated that taking mll the above

mentioned factors into account, expatriate allowances had risen by

approximately 25% during the last two years,

Although expatriate costs are escalating, this is unlikely to
have much impact on Corporations when comparable local managerial

or technical expertise is unavailable, In these situations expat-
riates are considered to be indispensable and there is little hesi-
tation in anurruﬂs the necessary expenditure on them, But where

there is little to separate the American and foreign manager, the

cost factor is likely to become of considerable importance;

"Then years ago education and background factors were very
different for virtually all foreigners so the cost factor
for U.S. expatriates was minimized to a large extent... Now ¢
situation has changed considerably with the result that the COs-
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factor has become a serious consideration'

Corporation P,
while expatriate cost per se is unlikely to be very important
in the localisation process in Third World states, it may well
be in countries where managerial salaries are relatively low and
where there exists a relative. abundance of acceptable managerial
personnel, The emergence of a sizeable group of British managers
employed as TCNs is also likely to have been motivated by their
relatively low salaries, and greater willingness and adaptability

to work overseas, In other European countries, the salaries

are, in gross terms at least, comparable to or higher than those
paid to U.S. managers and, given that the income differential has
decreased significantly during the 1970s, this has reduced any
incentive U.S.MNCs might havehad for localising managerial per-
sonnel on the basis of cost considerations alone. In fact, it
is possible that U, S, expatriates may even be becoming relatively

cheaper in some European countries,
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CHAPTER 7: MNC MANAGERIAL REMUNERATION POLICIES: A U.S.
CASE STUDY.

Introduction.

In attempting to understand the salary determination proceg
within the public sector in Africa and elsewhere we have
focused our research upon the extent to which local high
level manpower markets are integrated into an internationa]
market for skills. A key aspect of this integration has
been to establish the particular impact of foreign multi-
national corporations within domestic labour markets. More
specifically, we have been concerned to test a number of
interrelated hypothesises which,collectively'would provide
some assessment and explanation of any upward pull on private
and public salaries in the seven African countries under
study which can be both directly and indirectly attributable

to the presence of international corporate capital.

The task of the U.K. team as originally formulated in our
research proposal was to identify emergent trends in the
development of an intermational market for managerial
skills and to consider the implications this is 1likely to
have for international and domestic managerial remuneration.
Given the paucityof secondary data on this subject, it
was necessary to undertake extensive interviews with MNC
compensation and human resource managers.

The following discussions will consider the main conclusions
concerning the nature of the relationship between the mana-

gerial multinationality of the U.S. MNCs interviewed
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and the salary determination process worldwide. We shall
proceed as follows. The first section will consider

the present international market forcorporate managerial
skills which is composed of the U.S. and TCN‘personnel de-
ployed worldwide by MNCs. We shall identify the different
remuneration methodologies for each of these two groups

of managers and then attempt to establish the extent to
which a unified international salary structure is emerging
among expatriates. The second section will review the mainly
qua ititative evidence gathered on how the MNCs interviewed
determine salaries for local managers employed in their
subsidiaries abroad and, in particular, whether there are
any aspects of these methodologies which might encourage

a growing convergence of international and domestic salary

structures in the future.

American expatriate and TCN remuneration.

In this section the data collected on U.S. and TCN salary
methodologies will be reviewed and any significant trends
identified. In particular, we are concerned to establish
the extent to which the increasing multinationality of MNC
international managerialcadres as evidenced, in aggregate
terms at least, by the growing proportion of TCNs, is
generating any of the salary tensions which we suggested
might foster the emergence of a unified salary structure
for international assignees. Not only is this process

of convergence interesting in its own right but, perhaps
more importantly, it can be seen as a crucial stage in the
development of an international salary structure which will

eémbrace not just international but, increasingly, senior
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managerial personnel within all subsideries and affiliates

worldwide.

The i nternational m.anagerial cadre

The phenonemon of the international managerial cadre has
already been discussed in chapter 6, where it was
concluded that while few MNCs explicitly espouse a policy
of multinationalisation of international assignees as an
objective in its own right, there is nonetheless a growing-
realisation of the need to pay increasing attention to the
rational deployment of managerial personnel overseas.
Whereas previously the expatriate would have been expected
to take a career overseas in no more than one or two sub-
sidiaries, the present day realities of enforced localis-
ation, escalating manpower costs and modern transport and tele-
communications technologies in conjunction with a growing
maturity and sophistication of ﬁNCs in their policies towards
overseas operations is encouraging the development of a
relatively small group of international managers to under-
take mainly short-term assignmnets overseas. While these
cadres are being largely created in response to the in-
creasing difficulties of assigning managerial personnel
overseas, the concept is also a consequence of the growing
awareness of MNCs that their undertakings and employees
should be treated as an integrated whole and, as suchyis

symptomatic of the emergence of an international market
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for managerial skills. The adoption of universal job ev-
aluation methodologies by many of the TNCs in our sample

can also be viewed as being indicative of the mere positive
response of corporate capital to global manpower development.

Job evaluation techniques allow the performance of key

managerial personnel around the world to be monitored and
facilitate international mobility. More fundamentally,

tkey can be seen as an indispensable precondition for the emer-
gence of an international salary structure since, by allowing
managers to compare their relative net worth on the basis of
allegedly objective internal valuations,they will encourage
demands for equal remuneration (in real terms) for equal or
equivalent work. As yet most of these job evaluation systems are
corporation - specific but it is clear that strong pressures
exist for the emergence of a single global job evaluation—ﬁégﬁgd/
the international managerial cadre becomes increasingly multi-

national in composition and the pool of local managerial talent

in subsidiaries continues to expand.

U.S. expatriate remuneration.

In determining the expatriate remuneration package for U.S.
personnel, 2llpbut one of the 23 U.S. MNCs interviewed employ
the balance sheet approach with U.5. domestic salaries as
the basis of the build up. The methodology underlying the
balance sheet approach has already been discussed in some
detail in chapter 35, so it is not necessary to

describe it again here.
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The now almost universal adoption of the balance sheet
methodology is of considerable significance since it re-
presents an attempt by MNCsto formalise the procedures
adopted by them in establishing expatriate remuneration
packages. and SO can’ be regarded as a_positive factor
in the emergence of a international market for skills.

Up until at least the early 1970s, the majority of MNCs had
dealt with each expatriate (or groups of expatriates) on an
ad hoc basis. As one manager put it

"it was largely a question of each assignee making his
own deal with the corporation". Corporation P.

The rapid adoption of the balance-sheet methodology since
then is an indication of the important changes in the policies

of the MNCs towards expatriates which have already been discusse,

MNCs try to ensure that expatriate managers remain tied to
the domestic salary structure and this, therefore ,frustrates
to some extent the emergence of aninternational salary
structure. Our respondents continually stressed the need
to relate U.S. expatriate remuneration to the hypothetical
U.S. equivalent salary (what is known as "keeping him whole")
since (i) this ensures equity between the U.S. expatriate
and his counterpart in the U.S. and (ii) serves to remind
the expatriate that he is first and foremost American
"who happens to be working overseas on a temporary basis".
Hence to pay him considerably more than his local salary

is seen as merely exacerbating the already difficult task
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of repatriation at the end of the assignment and 1is an
unnecessary cost. However among’%gg MNCs with more mobile,
multinational expatriate cadres, there is a greater will-
ingness to accept the possibility of abandoning the U.S.

salary structure should this becorie seriously uncompetitive

by international standards.

However most U.S. MNCs 1in the sample continue to adhere

to a strictly ethnocentric formula for U.S. expatriate
remuneration. This is reflected in their general lack of
concern to ensure equity between U.S. expatriates and their
local counterparts in overseas subsidaries (See below), and
also by the fact that, unlike British companies, they make
little attempt to survey the expatriate remuneration pack-

ages paid by MNCs of different nationalorigins.

A counter-tendency to these ethnocentric salary practices
is the increasing simplicity of the expatriate remuneration
package. It is argued that since increasing numbers of MNCs
now consider international assignments as an integral part
of the career of their senior managers, they do not believe
that special financial inducements to work overseas are
either desirable or, more importantly, necessary in an
increasingly transnational world. In the past the most
important component of the package has been the foreign
service premiums and hardship allowances which have been
regarded as indispensable in luring American managers

away from the comfort and security of the home country.
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Those currently offered by some of the MNCs in our sample g.
presented in Table 1 . From this it can be seen that
while a number of MNCs have partially phased out these ip-
ducements, they still remain as sizeable expenditures for
the majority of MNCs. This reflects the still low level
of acceptance of international assignments by the majority
of managers who often regard them as frustrating rather thap
advancing their careers within the corporation. This att-
itude is symptomatic of the lack of integration of domestic
and international operations in many MNCs, coupled with the
greater possibilities for managerial advancement either in
domestic operations or international head offices given the

present high concentration of decision making power within MG

To summarize, the growing popularity of the balance sheet
approach is an important indication of the increasing atten-
tion devoted by MNCs to international assignments and remun-
eration. This in turn has spawned a number of specialist cor
sultancies who now gather detailed data on cost of living
indexes for each major city in the world and generally offer
advice to TNCs on how to formulate their expatriate renum-
eration methodologies. While it is true that much of this
research is a pseudo-scientific rationalis ation for the still
very large increases in the standard of living enjoyed hy
expatriates when overseas it does nonetheless represent 2
more systematic approach to establishing aninternational

salary structure.
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Third Country National r.emuneration

Writing in 1972, Crystal stated that }
"Company practices regarding the compensation of TCNs
are so erfatic as to almost beggar description. Not
knowing quite what to do, many companies have evidently
decided to do a little of everything".3
The results of our survey indicate, however, that this situatig,
changed ‘quite considerably since then as the proportion
of TCNs within international management cadres has continued g
crease, Since theTCN phenomenon provides an important
testing ground for our hypotheses concerning the relationship
between the degree of multinationality and the emergence of
global salary structures, we shall consider in some detail
the pecific responses of the MNCs in our sample on this issue.
We should expect to find that those MNCs which have
the most multinational expatriate cadres are increasingly being

forced to abandon salary methodologies which differentiate be-

tween the U.S. and non-U.S. TCN expatriates.

We present below a representative sample of the statements made
by our respondents regarding TCN remuneration. From these it

can, be observed that salary distinctions between the TCN and

U.S. expatriate are indeed being progressively eliminated.
This process of convergence represents probably the most signi-
cant development in the emergence of an international market i
skills to date:
"TCNs from low salary economies are treated if they are
U.S. expatriates. TCNs from high salary economies are
becoming an increasing problem. In Europe we have

tried to solve this by introducing a new salary §cheme
based on host country salary schedules (Corporation



'TCNs are usually put on the local payroll with some kind
of percentage allowance and sometimes protected then
forgotten about. We do have a few TCNs who are on home
countiy salary schedules. Even this system is likely
to cause tensions but, if applied consistently and is widely
understood this should considerably reduce the problem...
The alternative was to divide the world up into four areas
and pay everyone the same within each area. However .
this would be very expensive and because our assignments
are generally short-term this would have aggravated the
repatriation of expatriates (Corporation G)

"We use the home base salary...but if by the time you've

made him up the TCN is still a long way behind the 1local

then we will find some way to increase his package
(Corporation I)

", ...home base although T(Ns with lower salaries are
generally given higher premiums. For all expatriates

we try to ensure that there is an equalization of that
part of their incomes to be spent abroad (Corporation N)

"[CNs receive a U.S. base salary and are then built up.
Most of them come from the UK and Australia so we haven't
really had to contend with the problem of TCNs from
countries with relatively high managerial salaries. ...
Since our TCNs are internationally mobile they tend
to lose a strong sense of being a certain nationality".

(Corporation O)

"All expatriatesare on a U.S. base...This is working out
fine since for most TCNs the U.S. base is higher than
their home salary. We have no Swiss or German TCN
managers so the problem of the high salary TCN has not
yet arisen...Even if it had, it must be remembered that
German and Scandinavian tax rates are relatively very
high so that their net salaries are often actually well
below their U.S. counterparts even though their nominal
base is much higher.

We don't want any second class citizens...if TCN home
salary is lower than in the overseas location then it
will be increased to that level....When the converse

holds, the TCN will continue to receive his home base

salary but his perks etc will be assessed on the basis
of the lower, foreign salary (Company R)

Table 2 shows the pattern of TCN remuneration for most of the
Corporations in our sample. While there is still a consid-
érable variety in the methodologies adopted, there is a

marked trend towards the adoption of the U.S. salary base
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for all international assignees. At present this is compli=
cated somewhat by the fact that corporations using this system
still differentiate between TCNs from low and high salary
economies. However the point to stress is that this movement
away from home and local country salary structures is an
important step in the development of a unified salary structure
among international assignees. Moreover, as international
managerial cadres become increasingly multinational and as

U.S. salaries continue to decline in the international salaries
league there will be even greater pressures on MNCs to adopt
even higher base salary schedules for its expatriate workforce.
The present aversion of many MNCs to employing TCNs from high
wage economies 1s an indication of the tensions which arise
between expatriates who receive markedly different remuneration

packages.

The expatriate manpower markets themselves are increasingly
international in character as MNCs compete for the "high fliers"
regardless of their mational origins. A British Institute of
Management s urvey of expatriate managers employed by British
Companies stated that "there is an international market for
skilled and experienced expatriate managers and a c ompany
cannot afford to appear to pay its expatriate staff less than
other international companies'."4 The competiveness of this mar-
ket coupled with the now widespread adoption of home country
balance sheet salary methodologies for international assignees
is likely to result in a strong salary leadership effect by

MNCs from the higher wage economies.
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Local Managerial remuneration in overseas subsidiaries.

A recent report by the ILO on wages and working conditions
in MNCs concluded that
"in general it seems that TNCs more frequently pay
above going rates in LDCs than they do in developed
countries. This is most evident in the white collar
occupational categories"/
Unfortunately, however, the report does not offer any explana-
tion for this interesting phenomenon. This failure can in
part be attributed to the acute lack of quantitative data on
private sector wages and salaries paid in LDCs and especially
in Africa. While a few.studies have undertaken econometric
computations which have shown that there is a definite "foreign
the
ness'" factor in/wage determination process for unskilled
labour, we are avare of only one study which has: focused
on managerial and professional salaries in the private sector.
We refer to the study by Vaitsos who found that local firms
in Peru only paid on average 39% of the levels of renumeration
paid by foreign owned enterprises to highest paid personnel.
However
"the conclusions reached on salary and wage differentials
change drastically if one accounts for the scale of
operations of a firm. Size (which is associated with
capital intensity) and not "foreigme ss''becomes theﬂmsﬁ_
relevant explanatory variable for differences in remmun€
ations. In fact, majority or wholly owned national
firms often pay higher wages than foreign-controlled

enterprises among firms of equivalent size in the Peruv-
manufacturing sector".5
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The U.K. team in our interviews with MNCs have attempted to
establish the main features of the local salary methodologies
employed by them. It was not our intention to collect
detailed data on local salaries paid to managers in Africa

and elsewhere in the Third World since this was to be under-
taken by each of the country's teams. Our main objective

was to assess on the basis of qualitative evidence the extent
to which local managers in subsidiaries in LDCs are becoming
integrated into an international market for managerial skills
by first seeking to analyze the impact of MNCs on local high
level manpower markets. Do MNCs pay more to local managers?
And if so, is this mainly a risk premium needed to attract
local nationals to work for foreign corporations rather than
remain within the relative security of the public or local
private sector? Or can it be regarded as a distinct multi-
nationality factor as we originally hypotherised? Or, can it
be seen as a direct financial inducement to guarantee the loyalty

of local personnel in the face of conflicting demands from the

Corporation and the state?

All of the U.S. TNCs interviewed stated emphatically that

local managerial salaries were set according to the prevailing
local market conditions. The actual salary determination
procedures adopted are similar to those employed by British
firms. Job evaluation techniques are becoming increasingly

widespread in LDCs although they are still rudimentary
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It would appear that U.S. MNCs do not consciously attempt t,
pay their local managers significantly more then "the going
rate" (although it was frequently stated that the corporatig
always ensureg that it pays above median or upper quartile
salaries.) 1In countries where there exists a relatively gsig.
able local corporate sector this preference on the part of
many MNCs to pay above the median can be seen as likely Lo exercy
a distinct upward pull on salaries. However salary differentila):i?Ei
equivalent occupations are unlikely to be very large given
the intense inter-company competition which generally exists
for scarce local managerial talent. Consequently the foreigm-
ness factor may play an important role in the salary determin-
ation process but may well be obscurred by the equalisaticn

of salaries paid by all firms as a result of strong competitive
pressures. This problem is compounded in Africa countries
where there is often no sizeable group of locally-owned private
sector enterprises employing large numbers of salaried personnel

with which salary comparisons can be made. In other words,

because MNCs are obliged to look primarily at what each other
is paying its managerial personnel, it is extremely difficult
to establish the precise importance of a separate foreignness

factor in the salary determination process.

Only 3 of the MNCs acknowledged that the pressure of relatively
very well paid expatriate personnel might result in upward
pressure on local salaries via some kind of demonstration
effect and/or the persistence of expatriate salary structures

once a position had become localized. In theory it may be

possible to detect whether expatriates are a source of
upward pressure by undertaking detailed econometric analys

but in practice, insufficiency of data usually
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srecludes this. Typical responses of MNCs: on this issue were
as follows:
"No substantial pressure has been exerted in this direction
our goal has been to increase African managers salaries

to levels compamble with African salaries outside the
company...This arrangement seems to be working out well"

Corporation C
"local companies would object if we paid local managers
American level salaries
There has been little pressure by local mationals - we

try to ensure that expatriates don't stand out and that
fringe benefits are tied to the local structure"

Corporation O
"We have had some pressure from local managers but not as
much as you might anticipate ...our policy is clearly
stated and we try to ensure strict confidentiality on
salary issues"
Corporation S
"locals objecting to US/TCN expatriate remuneration package
is a problem., £ is often perceived as a them and us situa-
tion by local managers but on the whole. I would say that
there has been no appreciable demonstration - effect"
Corporation L
¥hile the localisation of public-sector employment positions
did lead to strong demands that the newly installed local
personnel should receive the same salaries as their expatriate
predecessors, tensions between local a..1 expatriate managers
in the private sector are unlikely to be as serious when there
only one or two permanent expatriate managers per subsidiary as
increasingly the case. Furthermore, the demand for top local
managers is itself probably a more significant factor in

increasing salary levels especially where localisation is

Proceeding rapidly.
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an
Finally, in/ increasing number of LDCs the income differen-

tial between expatriates and local managers is frequently
not very large and in some countries such as Brazil and
Venezuel a local salaries can even be higher than those paigd

to expatriates!

MNCs are increasingly aware of the significant reduction in
inter-country salary differentials which has occured during
the last twenty years, in particular between U,S. salaries and
those now prevailing in Europe and South America. Howaver,
because the factors whicha/izsponsible for this process of
convergence have yet to be identified and analysed in any
systematic manner, it is virtually impossible to assess the
importance of the multinationality factor as this was orig-
inally formulated in our research proposal. More specific-
ally, we have suggested that geocentric personnel policies
are important in promoting the integration of local and inter-
national markets for managerial skills and that a concrete
indication of whether or not this is occurring would be the
gradual elimination of income differentials between expatriate
and local managers. While it is . true that this has happ-
ened in the majority of countries’ both developed and underdev-
loped, this cannot be attributed to any conscious effort on
the part of TNCs to encourage the emergence of a single, global
salary structure for senior managerial personnel regardless
of nationality considerations. Not only do MNCs claim that

host country salaries are set solely on the basis of condition
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prevailing in local manpower markets but over 80% of our
respondents stated quite categorically that they could see
no reason for. nor was there any likelihood of,an internat-

jonal salary scale in the forseeable future.

"an international salary scale for all our mana gers is
just not goable - it would just be tdo complicated”

Corporation R

"there is no question of us introducing such a scale
...there is too much dispersion between local salaries"...

Corporation O

"there is no possibility of any universal salary scale...
we will always maintain a clear division between inter-
national and local remuneration...."

Corporation F

However; a small minority of MNCs who are pursuing more forward
looking personnel policies did not totally discount the possi-

bility of the emergence of a global salary structure:

"As banking bBecomes increasingly transnationalized there
will be strong pressures to introduce an aggregate
international salary structure. This will probably
be a composite of high salary structures such as German,
Swiss and American although some bonus element will still
have to be built in for those who take a drop in salary.
Such a system is already in existence but is confined to
the really key performers in the Corporation - probably
no more than 10-15 people. But by the 1990s I envisage
that the majority of the senior officers would receive
such a salary..."

(Corporation U)

The increasing movement within Europe of managers employed by
Corporation E aggravated the problems associated with the home
country balance sheet methodology to such an extent that a

New system was introduced in 1977 whereby expatriates are
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now fitted into the host country salary structure. Some
additional allowances are given to compensate the expatriate
for change in environment etc., and to allow for moves frop

high to low salary economies.

Another recent development which is likely to encourage the
convergence of national salary structures is the increasing
control exercised by head offices over the remuneration of key
managers worldwide. Approximately 50% of our respondents
stated that they played an active role in vetting salary

structures

"Final approval of national salary structures and cost of
living increases, bonuses etc., im made in the U.S.

recommendations. This control is utilized to ensure
proper salary survey maintenance worldwide".

Corporation C
"we have complete control over local salaries...Records
of all top people are kept in New York..."

Corporation I
"top positions are reviewed annmally...we are interested
in what our Chilean and German General Managers are being

paid - not because we want to pay them the same in real
terms but for cost considerations only..."

Corporation O
"dl appointments with salaries above $50,000 have to be
referred to New York for approval..."
Corporation S
"we have a Personziel committee which looks at head officers
and all others earning more than g100,000..."
Corporation D.
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CHAPTER 8: MANAGERIAL NATIONALITY MIX AND REMUNERATION
POLICIES IN NIGERIA: A VIEW FROM LONDON.

The purpose of this short chapter is to synthesise and
comment upon the information and views obtained from interviews
conducted in April 1978 with seven London-based personnel
consultants who have all been involved in the recruitment of
and the setting of salaries and fringe benefits for managers
in the Middle East and. to a slightly lesser extent, Nigeria.
This concentration is perhaps not surprising and yet it is
nevertheless striking. Only oneconsultant had worked for
clients in another African country and that was Kenya. In
effect, therefore, this paper is really about Nigeria, inter-
spersed with a few comments on the Middle East manpower

situation.

Nationality mix of MNC managers.

On the basis of the replies given by the consultants, it would
appear that virtually all British MNCs are committed to a poly-
centric managerial nationality mix. In other words, their basic
intention is to indigenise completely the managements of their
subsidiaries not only in Nigeria but in all African countries
where they have operations. The most important factor behind
this strategy is the increasingly stringent restrictions on

the use of expatriates. The Africanisation of the private
sector did not become a really important issue until after the
mid-1960s, by which time most of the public sector was staffed
by Nigerians. The Expatriate Quota System was inaugurated

in 1967 in order to phase out the employment of foreigners

who, it has been established, occupied 80-85% of senior and

507% of middle management positions and who, not surprisingly,
were heavily concentrated in the largest MNCs. Furthermore,
the majority of the senior African managers were not in 'key'"”
decision-making positions and accusations of 'window-dressing'

Were prevalent.

The consultants stated that the pace of indigenisation had accel-
erated in the last five years and that African managers were becoming
increasingly determined to take over from departing expatriates.
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Nevertheless, the total number of expatriates was estimateg
to be approximately 20,000 in 1975 (compared with an estimateq
total of senior level personnel in the modern sector of
91,500). Since then it is likely that there has been a

marked reduction in the incidence of expatriates in large apg ‘

medium foreign and local enterprises, but, with the implementgt;.
of a multitude of new investment projects the absolute number
may well have increased. The UAC expatriate quota for all it
many Nigerian operations was. reported to be only between 50-4)
now whereas it had been '"hundreds' in the late sixties,
Likewise, Barclays quota is now only 30. UAC has had

an African chairman since 1975 and some of the bigger firms
have been totally indigenised. However, there was a unanimous

feeling that the present rate of Nigerianisation was excessive

since there was an acute shortage of sufficiently well qualified
(in particular, in terms of experience) Nigerian managers to take
over. Interestingly, one consultant with considerable experience
woking as a personnel manager for several large British companies
argued that the present stringent restrictions in Nigeria would
be relaxed as is currently happening in Kenya and to a lesser
extent Tanzania. He also thought that a new type of expatriate
manager was emerging who, as a '"technical adviser", would continue
to visit subsidiaries for one or two months only in order to make

sure that everything was running smoothly.

From these interviews, it would seem that for the short term at
least, it is highly unlikely that African subsidiaries and their

managerial personnel would be included in any geocentric staffing

and compensation strategy. Even in Europe and North America, the
incidence of any marked tendencies towards the emergence of a trul
multinational management cadre who would be remunerated on the

basis of what the job is worth regardless of nationality is, acco
ing to Frani<1097,3;'%9:)111 exceedingly rare'., Two of the consultants
did feel that a multinational cadre was developing but that it ¥

likely to remain confined to the very top positions only. On the

question of African managers as. T(Ns, this was thought to be a8
extremely unlikely development for some time to come mainly b€
the demand for managers of this calibre will be so large in
own countries. There are a small number of African TCNs, mai..
working in other African countries although a few are sent

relatively short stays to HQ as part of their overall train
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To summarize, the effects of government localis ation measures have
reen largely ignored by the literature on MNC managerial policies.
In the context of Europe and the Americas this is understandable
pecause government poicies do not on the whole present any serious
problems concerning the employment of managers of different nation-
alities. However, given the constraints in most of Tropical Africa
at the present time, it is unlikely that an MNC could succeed in
adopting a '"geocentric', truly multinational staffing policy which
would include African subsidiaries and African managers. Another
important complicating factor not dealt with by the literature is
the fact that MNCs are frequently not allowed to operate in Africa
in the. pure form assumed by many writers. More specifically,

MNCs are increasingly having to enter into joint ventures with
government controlled corporations and companies or alternatively
relinquishing their control over large portions of the total

equity (often more than 50%) as is the case for example with the
industries in schedules 2 and 3 of the revised 1972 Nigerian Enter-
prises Promotion Decree. Not only, therefore, are MNCs likely to

be constrained by general legislation and administrative decrees
concerning the employment of PCNs and TCNs but also more directly
via local control which is likely to be more parochial and hence
less global in its outlook towards overall policy formulation and
in particular the managerial nationality mix. It may well be that
MNCs just do not consider African MNCs as belonging to an integrated

worldwide organization.

When asked whether or not, in the absence of localisation measures;
British companies would still indigenise to the extent that they
are now being forced to, most of the consultants felt that they
would, partly because a polycentric managerial policy defused
nationalist feelings and once African managers had developed

their skills and self-confidence, this was likely to lead to better
industrial relations and a better performance overall (as Franko
points out, 'a local boss seems to symbolise a certain independence,
however vestigial'). Another important consideration is the

rapidly escalating costs incurred in posing a British expatriate
Overseas which has encouraged the substitution of local for

Ioreign managers.



198.

Compensation policies of British MNCs

Firstly, it is necessary to get some idea of the magnitude of .,
total costs of employing an expatriate manager. British Companj,,
employ the balance sheet approach which tries to ensure that the

British manager working overseas receives a salary that alloyg

him to maintain "at least'" the same standard of living he enjoys
in the UK, on top of which is added a pure inducement element
various relocation expenses. The calculations are complex since
establishing equivalent salaries involves cost of living indexes,
exchange rate considerations, tax laws etc., the details of whig

need not-bother us here. In the January 1978 edition o the West Afy

Bcdmical Review, the following table was presented as being rep-
resentative of the costs involved in employing a British Contract
Manager in Lagos who would earn £9000 per annum in the UK and who
has a wife and two children, one of whom would be educated in the

UK.

-—

Table 1: Costs of employing a British manager in Lagos, 1978.

£

Pre Departure: (Briefing, Medical, Tax advice, Language

Training) 600
Disturbance: (Rent/Sale of Home and Car, Storage of Possessions,

Possession, Clothing) 1,600
Relocation: (Transport of Family/Possessions, Air/

Surface, Insurance) 3,190
Installation: (Hotels, Settling-in Allowance, Induction) 2,465
Remuneration: (Net Overseas Pay, Tax/Social Security,

Pension) 23,840
Accommodation:  (Rental, Furnishing, Maintenance,

Insurance) 18.750
Education: (UK/Lagos, Travel Costs on Visits to Lagos) 2.730
Leave: (Travel Costs, as at Relocation,

Leave Relief) 2.510
Car: (Purchase, all running costs, driver) 4.400
Other: (Medicare, Clubs, Admin from UK) 1.060

—_ TOTAL - £61.148




Another example from one of the consultants was that a man

earning £7000 in the UK would have to be offered a nominal

salary of £15000 in Nigeria plus all the cost of living, re-
location, housing, car and other allowances, which are "typical-
ly around four times the overseas remuneration'. The recent
business journal literature has suggested that MNCs, in particular
US-based ones, are trying to simplify overseas remuneration
packages for foreign managers. However, the fact remains that

most of the large items of expenditure such as accommodation

still have to be paid and it is likely therefore that it will be
difficult to reduce overall costs substantially. The geocentric,
multinationalisation hypothesis implies that managers will be

paid on the basis on merit and what the job is worth which suggests
that for example the very large real-income differential which

now exists between most expatriate ?nc{ocal managers performing
largely similar tasks would gradually be eliminated. Consequently,
MNCs would probably end up paying very much larger salary bills
than would be the case 1f they pursued a polycentric staffing
policy and allowed salaries to be determined on the basis of local
supply and demand conditions. Most of the consultants, however,
felt that British MNCs were farly cost conscious and have there-
fore opted for the polycentric - local market stratega/ since this
is clearly consistent with profit-maximisation. Foote presents
data which show that increments to expatriate salaries can account
for as much as 20% of some US MNCs overseas profits, and yet it
should be noted that she found that many MNCs did not appear to be
particularly worried, if even aware, of this situation. However,
one consultant argued that the marked preference for Britain's
"cheap labour" as recruits for managerial appointments in the
Middle East suggests that MNCs employ British managers as TCNs
Precisely because they are relatively cheap compared to the sal-
aries which would have to be paid to European or American managers

with similar qualifications and experience.

The general feeling was that foreign and local companies both set
their managerial salaries on the basis of the prevailing local
Market conditions. The fact that most head offices do not play an
lmportant part in decisions about managerial salaries in their
African subsidiaries would also seem to suggest that salaries are

-a8rgely based on local market conditions. The consultants were
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roughly equally divided on the question of how systematic the
process of salary determination actually is. Some of them felt
that in their opinion the setting of salaries was very ad hoc
while the others argued that it wasinte companies'interests "ot
to rock the salaries boat" and for this reason there had becope
established an informal salary club in what appears to be an ey.
tremely close-knit and cohesive business community. Apparently,
companies readily exchange informationwith other companies who ap
wanting to find out what salary and fringe benefits they shoulg

provide for a particular type of manager they are recruiting.

Up until the mid-1960s the great majority of Nigerian skilled map-
power had been absorbed by the public sector. For example,
Stremlan states that "until recentlg there have been few
university graduates in the private sector'"., However, this situatig
began to change with the big increase in MNC penetration into the
Nigerian economy in the period 1963-1967 and also with the intro-
duction of expatriate quotas in 1967. '"Business found-that it want-
ed the graduates and the graduates found that they wanted business".l
The dominant position of the public sector as the
major employer of top-level manpower is indicated by a questionnair
survey conducted by the Nigerian Institute of Management of 167
economics and business administration graduates from the university
of Lagos between 1959-1969. It was found that only 33% held jobs
in the private company sector and of these four times as many were

employed by MNCs than Nigerian companies.

The relationship between the public and private sectors has been
transformed in many ways since the early 1970s. Whilst the public
sector still continues to be the major employer of skilled and
unskilled labour and as such plays a crucial role in the personal
income determination processes it is now quite clear that the
private sector is the pacesetter as far as salaries are concerned:
All the consultants agreed that public sector salaries were incré
ingly lagging behind those paid to managers in the booming prive-
sector and that this is inevitably resulting in a severe and ¢

tinuous drain of skilled manpower from the public sector. "he
. . ) . . _w1s, FOT
tent of this inter-sectoral salary differential is consider: °

example, Professor Nwanko in an article in the Daily Times



9, 1978) argued that "an engineer on GL 10 in govermment can be
handling business or contracts worth millions of naira but if

he picks up courage, he can with a mere letter head, set up a
consultancy and earn through commission etc nearly twice or thrice
his annual government salary in one government contract'". The

Udoji Commission attempted to equalize salaries of equivalent
positions in the public sector but ''refusing to be beaten at the
game, the private sector instituted bett~r and more attractive
remuneration and conditions of service'" In other words, as far

as the public sector is concerned, it does not appear that the

wages policy has been effective in attracting, retaining and
motivating employees Udoji did argue that state-owned commer-
cial and industrial companies 'tare part of the public services

only in that they are owned completely or partly by government.

They should not function or be staffed as if they are part of the
civil service nor should they be paid as if they were civil

servants ... For this category of the public sector we rely

on the market place as the proper machinery for setting compensation
Since then, however, the government has implemented a salaries
freeze. As is often the case with incomes policies, this has mainly
effected managers and other professionals in the public sector.
Whidst Udoji wanted to reduce the size of income differentials with-
in the public sector, the surplus of unskilled labour coupled with
the acute excess demand for skilled manpower is tending to force
them apart. According to several of the consultants the Nigerian
government's incomes policy has not had much impact on private
sector salaries which they feel are fairly sensitive and respond

to supply and demand pressures. The policy only effects the salaries
of managers who are already employed and this does not prevent com-
pPanies from increasing the salaries for new management appointments.
This inevitably led to some tension between 'mew'" and ''established"
Managers and has also encouraged managers to change their jobs.
Turnover, therefore, has been quite high, especially amongst tech-
nical personnel who are especially in demand. For example, one
Consultant said that the fnnual turnover of technicians had been

as high as 40% in one company he had recently undertaken some work

for

One of the consultants argued that nominal salaries had been sur-

priSiHGIy sluggish recently which could probably be attributed to
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the government's incomes policy. However, he did state that frin

benefits have probably increased in order to compensate for tpj

Within the private sector, most of the consultants stated that M
tend to pay their managers more than local companies although ty,
were generally vague about how large this differential is. Ope

thought '"no more than 20%" while another thought that the differ

ence is around 10-15% .

Obviously a lot of work needs to be done on the precise nature of
the markets for skilled manpower. Given the position of the public
sector and the fact that the private sector is also dominated by
a relatively few, very large foreign companies who are still the
major employers of local managers this market is unlikely to be
very perfect in the neo-classical sense. In other words, monopson-
istic tendencies are likely to be strong although of course the
increase in demand for managers etc has probably resulted in more
competition. This does not mean of course that the previously
mentioned informal cartel tendencies

have been eliminated. There is one further factor which needs
to be mentioned. A number of the consultants remarked that junior
and middle African managers who they claim have been particularly
hard hit by rapid inflation in recent years are beginning to
organise themselves in order to establish a better bargaining pos-
ition. It will be interesting to see what impact (if any) this will

have on the level of their rewards in the future.

Finally, the consultants' views were sought on the presence of
highly-paid expatriates on domestic salary levels via some kind of
demonstration effect. Most of them stated that this had not really
been a problem and that, on the whole, the differential had not
marrowed in recent years. This was due in part to the fact that an
often substantial portion of an expatriate's salary is in the for-
of an off shore payment and that increasingly both expatriates
local managers receive the same nominal salary but do not on tLe )
gvhole enjoy anything like the same kind of fringe benefits For 1%

/expatriate will usmllybe provided with a fully furnished house

. . . . . . Rech
his Nigerian countrpart will only receive a housing allowance¢

is substartially less in real terms. One consultant argued

British managerial salaries had been little affected either
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puch higher salaries paid in Europe and the US or the presence

of a sizeable number (he thought around 60,000) of foreign managers
working in the UK. Why then, he argued, should British expatriates

have much impact on the salaries of Nigerian managers? It should be
pointed out, however, that he ignored the relative sizes of the

pritish-foreign and British-Nigerian salary differentials.

It is often difficult to determine to what extent any reduction
which might be observed in the expatriate-HCN salary differential
is due to a demonstration effect per se or the net effect of local
manpower markets in the UK and Nigeria. It is unquestionably true
that the rapid indigenisation of certain occupations in Nigeria
has resulted in upward pressures on salary levels (accountants are
probably the best example of this) but this is more the result of
acute shortages of local personnel rather than any conscious de-
cision on the part of a foreign company to implement a certain

remuneration policy.

Intexstingly, two consultants did state that the Nigerian managers
who are now replacing expatriates at the very top of the managerial
hierarchy (i.e. general manager and divisional heads) are receiving
not only the same nominal salaries but also the generous fringe
benefits as well (eg. large house, car and chauffeur, one or two
domestic workers, health insurance, club subscription etc). Just
how important a trend this will be is difficult to say. It has been
suggested that a reduction in the expatriate-HON differential is
indicative of a geocentric staffing policy by MNCs although there
may well be other, less well-formulated and pragmatic reasons for
this reduction.



Conclusion

The foregoing discussion has inevitably been somewhat qualitatiy,
and impressionistic but nevertheless it does give us some ides of
the present trends in nationality mix and remuneration POlicieg
in Nigeria. Perhaps the most striking feature of the Nigeriap sit.
uation is the rapidly expanding and increasingly sophisticateg
'"modern'" sector and the need therefore to recruit and
train personnel who ar