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ABSTRACT 

Using data from the Kenya Ministry of Finance and Planning's 
Central Bureau of Statistics, the structure of employment and wages in 
4-2 industries in the Kenya manufacturing sector is considered. This 
includes a description of the structure and an empirical test of several 
hypotheses which seek to explain the determinants of the existing structure. 
In addition, the interaction between changes in the wage structure and 
changes in employment are considered. 

The available evidence indicates considerable dispersion among 
industries in wages paid, especially for skilled employees. These differences 
in wages paid are explained rather successfully by the hypotheses tested, 
namely relative differences among industries in their respective abilities 
to pay wages above the supply price of labour, the extent and nature of 
skilled labour required and such institutional factors as industry 
differences in the proportion of the labour force employed in Nairobi 
and in Government enterprises. These measures were more effective in 
explaining the structure of wages for skilled employees than for the 
unskil d. 
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THE DETERMINANTS OF AND CHANGES IN THE STRUCTURE 
OF WAGES AND EMPLOYMENT IN THE MANUFACTURING • t 

SECTOR OF THE KENYA ECONOMY, 1967-1972 

INTRODUCTION 

In several crucial area economic literature relevant to 
development issues presupposes the existence of a general wage level in 
each of the various sectors under consideration, For example, our 
understanding of the choice of technology starts with the assumed 
existence of a continuous labour-capital production isoquant, and then 
the actual choice of technique in a firm, industry or country is postulated 
as a function of the relatir - rice of capital and labour. An alternative 
example is the literature on rural-urban migration. To the extent that 
economic variables are postulated as determinants of migration, the analysis 
is based on a differential between a rural earnings level and an urban wage. 
In growth models for developing countries this reliance on a general wage 
level is quite explicit. Dual economy models, such as the Lewis and the 
Fei-Ranis models, are based on a stable level of rural earnings and an 
urban wage sufficiently above rural earnings to induce an adequate industrial 
labour supply. (29, pp. 93-5) 

If one postulates relatively simple determinants of this 
general wage level - minimum wage legislation, powerful unions, and 
government as wage leader - then one can use the above theory to arrive 
at obvious policy solutions to current employment and development problems. 
Evidence of this type of diagnosis is evident in a recent Kenya National 
Assembly Committee report on unemployment. 

The relatively high levels of wage and other 
incomes in the urban areas has come about partly 
as a result of increase in labour productivity, 
but also as a result of the trade union activities. 
Apart from attracting people from the rural to 
urban areas, the rapid increase in wages has in-
duced employers to seek more labour-saving and 
capital-intensive operating techniques. This 
factor has reduced the ability of the economy 
to offer adequate number of jobs- (18) 

In reality, there exists a wide range of wages paid in Kenya. 
According to the 1968 Annual Enumeration of Employees, the average wage for 
Europeans was shs,. 2,821 a month which is more than seven times the average 
monthly wage of shs, 380 for African employees, The occupational range 
varied from shs. 166 a month for unskilled workers to shs. 2,304 for 
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executives and managers. The lowest three occupational categories, 
accounting for 74 per cent of the enumerated employees, received less than 
the average wage of shs. 402 a month, This wide range of wages paid is 
indicative of the structure of earnings in Kenya, This wage structure is 
an important determinant of the distribution of income and of the allocation 
of labour among occupations, industries and regions. Indirectly, the 
structure has feedback effects on the productivity of labour and it effects 
the employment creation capabilities of the economy. 

The intent of this research effort is to consider explictly 
the structure of employment and wages in the manufacturing sector of 
the Kenya economy, This will include a descrint'ion of the structure 
and an empirical test of several hypotheses which seek to explain the 
determinants of the existing structure. In addition, the interaction 
between changes in the wage structure and changes in employment will be 

•t 

considered. A study of the structure of total earnings and employment 
would have been preferred but, because of data constraints, our attention 
had to be limited to 42 industries in the manufacturing sector. Since 
analysis of wage changes must be confined to those markets where labour 
is explicitly bought and sold for a price^ the research focus is on modern 
sector activity."'' This does not mean the bulk of Kenya's economic 
activity, located in rural areas and in the informal sector in the towns, 
is irrelevant; earnings in these parts of the economy determine the supply 
price of labour available to the modern sector. 

THE STRUCTURE OF WAGES IN MANUFACTURING 

In general, the dispersion of wages among industries tends 
to increase in the early stages of development and then to decrease once 
industrialisation becomes more advanced. In addition, in some cases 
shifts occur in the ranking of industries by their earnings in early 
stages of industrialisation. In their study of twenty manufacturing 
industries at the two-digit level across seventeen countries, Papola 
and Bharadwaj found a substantial increase in the relative dispersion 
of earnings in Kenya between 1955 and 1965. Also, they observed the cxpected 
shifts in the ranking of the industries over the ten year period, 

1. For Kenya the modern sector is basically the enumerated 
part of the economy encompassing those establishments with five or 
more employees. The informal sector would include small-scale non-
agricultural activities frequently carried out in the open or in 
temporary s+ructures. 
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(28, pp. 76-83) According to their analysis the cause of the rise 
in dispersion was the considerably above average increase in wages paid 
by what were initially the low wage industries causing some of them to 
become high wage Industries by the end of the period. (28, p. 81) 

In Table 1 the relative levels of earnings for 1967 through 
1972 are presented for the industries in the manufacturing sector. 
Throughout this period money wages increased with the one exception of 
a substantial decline in the average wage of unskilled employees in 1971 

2 . . . 
and only a partial recovery m 1972. The measure of relative dispersion, 
the coefficient of variation, does not show such a consistent pattern. 
For all employees there is the expected increase from 41.1 per cent 1967 
to a peak of 52.5 per cent in 1969, after which it declines to a somewhat 
lower level in 1970 and 1971 with an increase evident in 1972. For 
unskilled workers the coefficient of variation is much lower, indicating 
much smaller differences in inter-industry average wages, but the change 
during this period follows a similar pattern. There is an increase from 
31.4 per cent in 1967 to a peak of 42.9 per cent in 1970, then a substantial 3 decline in 1971 and, again, a partial recovery in 1972. 

Papola and Bharadwaj found the Kenya inter-industry coefficient 
of variation for average wages to be 19.2 per cent in 1955, 26.9 per cent in 
1960 and to have risen to 44.9 per cent in 1965. (28, p. 76) In comparing 
our results, at the three-digit level, with theirs, we find their coefficient 
of variation for 1965 is only slightly larger than ours for 1967, while ours 
continues to rise until 1969. While their rank correlation coefficient of 
industries by earnings for 1955 and 1965 was only 0.3, giving rise to 
instability in the structure, we find a very high degree of stability between 
1968 and 1972 with a rank correlation coefficient of industries by earnings 
of 0.9. 

However, it should be remembered that 'a country's structure 
may appear to be widening when studied at one level of aggregation, but 
may be found to be narrowing or unchanged when either broader or more 
detailed groupings are examined'. (24, p. 27) When the average wages 
for 29 reasonably comparable three-digit industry classifications from 
the 'Annual Survey of Large-Scale Firms' are compared, we find the 

2. During this five-year period the Middle Income Index of 
Consumer Prices for Nairobi increased by 12.1 per cent while the 
Lower Income Index of Consumer Prices for Nairobi increased by 
11.2 per cent. (17, pp. 258-9) 

3. For skilled employees, defined as all workers not classified 
as unskilled, the coefficient of variation follows the same pattern as 
that for all workers rising from a low of 40.6 per cent in 1967 to a peak 
of 47.5 per cent in 1969. Across all industries in manufacturing, on 
average, 38 per cent of the workers were unskilled 
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Table 1. The Relative Dispersion and Coefficients of Variation of the Average 
Earnings per Month in Manufacturing, 

All Employees Unskilled Employees 

Industry 
(I.S.I.C.) 1967 1968 1969 1970 1971 1972 1967 1968 1969 1970 1971 1972 

201. Meat processing 94 91 96 110 101 101 157 124 144 144 146 147 
202. Dairy products 117 105 122 144 119 108 102 108 143 174 146 142 
203. Canning 80 81 58 65 80 88 92 64 55 38 79 93 
205. Milling 99 94 84 91 90 89 111 118 123 123 132 116 
206. Baking 123 83 72 83 75 76 105 117 112 134 116 91 
207. Sugar 51 44 55 57 55 58 66 50 54 48 46 40 
208, Chocolate 72 65 73 67 98 53 84 74 69 58 80 63 
209. Misc. foods 45 63 70 83 73 65 50 92 81 77 78 92 
213. Brewing 148 150 149 142 150 135 149 212 154 148 160 288 
214. Soft drinks 157 180 179 180 165 172 116 148 167 133 130 109 
220. Tobacco 159 136 164 160 159 150 141 136 2" 137 142 126 
231. Cotton ginning 59 45 54 42 54 66 61 40 34 26 36 52 
232. Knitting mills 58 53 48 49 52 54 97 92 71 75 60 69 
233. Cordage 57 54 58 60 50 48 88 89 94 83 96 87 
234. Textiles 43 55 50 50 50 53 65 82 79 75 81 69 
241. Footwear 94 61 45 95 92 50 96 78 71 99 84 82 
243. Clothing 49 58 60 59 66 56 86 81 81 74 81 79 
244. Made-up textiles 99 82 77 82 48 50 89 79 77 75 78 80 
251. Sawmills 33 33 36 33 33 39 38 42 47 37 39 44 
259 „ Wood products 93 63 56 45 30 29 106 80 60 43 64 63 
260. Furniture 73 71 71 68 65 58 81 83 75 77 76 69 
272. Pulp and paper 86 103 93 95 100 132 123 126 122 127 134 140 
280. Printing 144 133 126 131 132 122 118 109 112 105 149 115 
291. Leather 72 76 62 73 73 58 64 76 77 82 96 74 
300. Rubber 125 104 109 97 121 144 99 97 115 94 135 120 
311. Petroleum 203 241 245 284 271 257 94 118 134 136 136 102 
313. Paints 148 163 157 160 167 162 127 100 110 105 115 113 
315. Soap 56 144 137 145 134 107 67 124 129 99 115 127 
316. Pyrethrum 138 107 135 - - 132 161 86 90 - - 131 
319. Misc. . .lemical 141 122 134 135 142 144 100 88 94 98 100 99 
331. Glass 80 80 79 92 70 80 95 109 83 112 94 94 
334, Cement 174 166 177 177 168 165 207 182 178 183 130 124 
339. Non-metalic 48 51 39 66 61 66 71 71 49 90 85 69 
350. Metal products 95 96 91 90 95 96 111 117 110 96 110 102 
360. Machinery 120 96 92 101 106 106 100 92 86 94 93 85 
370. Electrical goods 160 135 117 125 117 130 102 95 88 87 97 117 
381. Ships 103 100 93 120 107 101 86 121 105 255 99 103 
382. Railway 108 91 96 86 77 57 103 97 85 77 84 62 
383. Motor body 88 94 92 90 101 108 94 115 112 86 110 97 
384. Motor jepairs 99 89 88 103 99 97 102 100 94 114 106 102 
386. Aircraft - 242 276 73 175 248 - 92 118 95 88 148 
390. Misc. anufactur-. 

ing 112 100 85 92 75 80 101 90 83 90 72 80 

Mean 100 100 100 100 100 100 100 100 100 100 100 100 
Average income (shs.) 568 624 654 669 683 719 256 266 287 315 289 310 
Coefficient of_ 
variation ((S/x)X100) 41.1 47.7 52.5 47.7 47.9 51.5 31.4 32.5 38.9 42.9 30,8 40.6 

Source: Unpublished data from the Annual Enumeration of Employees 
provided by the Central Bureau of Statistics, Ministry of 
Finance and Planning. 
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coefficient of variation to be 34.6 per cent in 1957, 43.8 per cent 

4 . . . in 1963 and 41,0 per cent in 1969. The rank correlation coefficient 
of average industry earnings between 1957 and 1969 was 0.6. 

On this evidence, at both the two and three-digit levels of 
comparison, the inter-industry wage structure in Kenya diverged quite 
sharply during the 1950's and for most of the 1960's to reach, by 
international standards, a relatively high level of dispersion. Only 
in the most recent years for which we have informationImvo both the 
overall structure and ranks of average industry earnings become stabilised. 
In contrast, the structure of unskilled earnings still indicates 
considerable instability with a large decline in both average earnings 
and the coefficient of variation in 1971. A comparison of those industries 
which increased employment of unskilled workers by more than 10 per cent 
from 1970 to 1971 indicates two factors contributed to this decline in 
the level and variation of earnings. First, some of the low-wage industries 
increased the average wage paid their unskilled employees. In addition, 
some of the high-wage industries reduced substantially the average wage 
for unskilled employees. The latter reflects the impact of the Tripartite 
Agreement where these firms employed additional unskilled labour at a 
wage level below that paid to their regular unskilled employees.^ After 
the Tripartite Agreement was ended, these high-wage industries again 
report higher wages for their unskilled employees producing the higher 
mean and the larger coefficient of variation in 1972. Of the eight 
industries paying above average wages in 1970 and reflecting this income 
pattern from 1970 to 1972, five increased employment of unskilled labour 
in 1971 and then reduced the number employed in 1972. The other three show 
a continued increase in the number of unskilled employed during this three-
year period. 

i 

4. The relevant data from the Annual Survey of Large-Scale 
Firms are reported in successive issues of Kenya, Statistical Abstract 
for 1964, 1969 and 1972. 

5. The Tripartite Agreement, signed in June 1970, called for 
a 10 per cent increase in employment between July 1, 1970 and July 1, 1971, 
in both the private and public sector, in exchange for a wage freeze and 
a moritorium on strikes and lockouts. Because the agreement allowed filling 
of normal vacancies during the period to be counted as part of the 10 per 
cent, the number of new jobs created was less than 10 per cent of 
existing total employment but larger than 10 per cent of the existing 
unskilled jobs in a number of industries. (11, pp. 529-543) 


