
THE PROBLEM OF WAGE DETERMINATION --IN ETHIOPIA: A CASE STUDY OF THE 

STATE-OWNED TEXTILE INDUSTRIES 

A Thesis 

Presented to the 

School of Graduate Studies 

Addis Ababa University 

In Partial Fulfillment 

of the Requirements for the Degree 

Master of Science in 

Economic Development and Planning 

by bctay Amha 

June, 1986 

1 

_ _ _ _ _---.il 



ADDIS ABABA UNIVERSITY 

School of Graduate Studies 

THE PROBLEM or WAGE DETERMINATION 

IN ETHIOPIA: A CASE STUDY OF 

THE STATE-OWNED TEXTILE 

INDUSTRIES 

by 

Wolday Amha 

College of Social Sciences 

Approval by Board of Examiners: 

Adv1sor 

Exam1ner 



TABLE OF CONTENTS 

CHAPTER I PAGE 

Introduction 

1.1 Statement of the Problem.... . .. ....... ............. 1 

1. 2 Objectives ... • •.. . •...........•• . • • .,. . . ........... 4 

1.3 Nethod of Study 5 

1. 4 Data Source and Sampling Method . ....... .. ..... ..... 6 

1. 5 Scope and Limi tations of the Study. . .. ... . . . .. . . . .. . 9 

1.6 Review of Literature ...........• . . •. .. . . • .. ........ 10 

CHAPTER II 

The Evolution of Labour and Wane Policy in Ethiopia .. .. . 19 

2.1 Legal Provi.oions and Government Directivc~ Related 

to Labour and Wages i.n Ethiopia. . . . . .. .. ........... 20 

2.2 Institutional Bodi"s Concerned wi th Labour and 

Wages. . ... . . .. . . . .......... . .. . .... ..... .. ......... 30 

2.3 Wage Determination Guidelines in the State-mmed 

Textile Industries............... . . . . .... ....... .. 36 

CHAPTER III 

Inter-industry and Intra-industry Wage Differential in the 

State-owned Textile Industries ........•• • .. . . . ............ 

3.1 The Role of S tate-mmed Textile Indus tries in the 

Overall Economy.. ... .. .......... ..... ... ............ 49 

3.2 Inter-industry Wage Differential 1n the Sub-sector.. 54 

3.3 Inter-personal Wage Differential in the State-owned 

Textile. . . . . . . . . . . . . . • . . . . . . . . . . . . . . . . . • . . • . . . . . . . . • 60 

\ 
I 



Table of Contents (Cont'd.) 

CHAPTER IV PAGE 

Determinants of Inter"personal Ware Differential in the 

State" owned Textile Indus tries.. . ...... . . ... .. . .......... 69 

4.1 Epirical Findlr.gs •....... .. . . . . • , ..•• ,.... . . ........ 71 

4 . 2 Some Additional Findin~s.. .. ....• . ..•••••• . .. . ...... 82 

CHAPTER V 

Summar y and Conclusions.... .. . .. . •. .. ••.•••. .•.. . .. . .. . .. 89 

Appendix • •• " •.•.•. e ••••• •• •••••• •• • •• " ...... ~ •••• • • ••••• ••• 95 

Bibliography.... ... ... ... .. ... . . . .. ... . ........ .. .. .. .. . 103 



LIST OF TABLES 

TABLE PAGE 

1. Directive" for ~aee Guidelines . ... ..... .. ... ............. 28 

2. Permitted Hage Increase i.n the St a t e-owned Textile 

Industries in 1976 E.C. (in percentage). . . . . .......... . .. 40 

3. Percentage Wage lncrease for Specifi c Hage (in (, 

industries) 1~76 E.C... . ............. .. .............. .. .. 42 

4. Actual Wage Incre.~se for Specific Ivages i n (197fi E.C. 

(in Birr)..... ...... . .... . . ...... ........ . .• .• . . . ..... . . .. . 43 

5 . Estimated Empl oyment , Gross Value of Production , Wages 

and Salaries, and Net< Capita l Expenditure of the 

Textile Sub-sector as Percentage of the Entir e 

Manufacturing ••.... .... ......... ... ...... . .. ... .. , . . . . . . 50 

6 . Distribution of Permanent Employees 1n Selected 

Textile Industries by Income Group s in Percentage 

(Public and Private) 1979- 1980.. ... •...•. • ...... ........ 51 

7. Year of Establishment , initial Capital , and Number of 

Employees During the Establishments of the State- ot<ned 

Textile Industries....................... ... ........ .. . 52 

8 . Average Yearly Wages in t he Textile Industries 1965 E.C. , 

1971 E.C. and 1976 E. C. (in Birr).. . . ... . . .. ........... 55 

9. Percentage of Emp loyees in the State"ot<ned Textile 

Industr.y by Wage Group (1975 E.C.) . .. . .. . .. . . ...... .... 60 

10. Standard Deviation (o)and Coefficient of variation 

(C. V. ) in the Six St ate-Olilled Textile Industries. . ... . .... 62 

11 . Concentration Ratios (G) of the Six St",te-'owned 

Textile Industries....... . . . ... . .. ... . .... .. ........... .. 65 

12. Age Distribution of Employees in the State' 'owned 

Textile Industries (1976 E.C.) .. ... •• ... ..•• .... .. ... ... 66 

13. Distribution of Experience of Emp l oyees in the State-

o.~ed Text ile Industries (1976 E.C.).... .... ... ........ 66 



List of Tables (Cont ' d.) 

TABLE PAGE 

14. Educational Dis tribution of Employees i.n the State-

owned Textile Industries (1976 E.C . ). ... . .. . .. ..... ... 67 

15 . Regression Result s with Education and Exper i ence 

as Cont inuo us Variables . .. ......... . . e • •• • • • • 't o •••••• 76 

16. Comparative Performance of Experience (T) and 

Schoo l ing (8) Variables 1n Different Countries ... .... . 73 

17. Regression Ana l ysis Results with Education and 

Experience as Dunnny Variables...... ... . . ... .... ..... .. 77 

18 . Differences in Values of Coefficients for Successive 

19 . 

20. 

Educational Categories ...... . . . .. . . o.~ • • • • • •• • 0 • •• •••• 

Beta Coeff icients Results ........ .•.. . •• • . •........... 

Results of the Sub-samp l e Regression . Professional 

and Technical Workers . (n~60) .. .• .. . . . •.• . . .... ... . .... 

21. Results of the Sub-samp l e Regression Produc tion and 

78 

81 

83 

Related Workers . (n=202). . ... . .... . . .. .. .. . . .. ........ 84 

22. Results of the Sub-samp l e Regression. Ad~inistratia~ive, 

Managerial , Clerical, Sal es , Service and Related 

Workers. (n=4 3) .... .. . .. .. ... .... . .... ... . ... .. . . ..... 85 

, 



ACKNOWLEDGEMENTS 

I wish to express my appreciation to all those who have 

encouraged me to complete this dissertation. 

Dr. Teshome Mulat, who directed this dissertation, was 

most helpful at different stages of this project. His 

guidance and patience in reviewing various drafts of this 

research are greatly appreciated. 

Thanks are also due to Ato Shiferaw Gurmu, Dr . I . Otsby, 

Dr. Eshetu Chole, Ato Denki (C.S.a.l, Professor Ayenew Ej i gou, 

Ato Tekie Alemu and the staff members of the Economics Department 

for their generous advice at every phase of this research 

Special acknowledgement is made to the staff members 

of the National Textile Corporation who assisted in the 

collection of the necessary data. I should also like to 

express -my thanks to \\lIt Lishan Girmay for typing the often 

illegible first draft. 



ABSTFACT 

The objective of thi s study has been to identify inter' 

industry and inter"personal wage differential and to explain 

the determinants of mean wag~s and individual wa res in the 

state-owned textile industries. The necessary information 

wa s obtained through sample survey and secondary sources , 

The coefficient of variation . simnle range, percentages, 

standard deviation, coefficient of val'iation, Lorenz curve, 

Gini efficient, multiple linear and semi- loparithmic re -

gression, and princ ipal component met~ods were used to analyse 

the data. 

The results indicate that 1) the institutional variables 

such as the government lerislations and directives influence 

the vJage det'errnination process in the state-o;med textile 

industries . 2) there exists high inter 'industry and inter-

personal wage differential. 3) production, profit and fixed 

assets jointly affect the mean wage differential between the 

indus tries. 4) Education and experience within an industry 

are increasing func"tion of wages. Moreover, the variables 

sex , marital status, occupation, experience outside the industry, 

and change of jobs influence the level of wages in the state"' 

owned textile industries. 

The paper suggests for the restructurin:. of the existing 

wage system particularly the introduction of wage policy on 

the needs of the economy not only for the textil e sector but 

also for the whole economy . 

I 
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CHAPTER I 

INTRODUCTION 

1.1 Statement of the Problem 

In any economy, incentives are used as an instrument 

of economlC policy, because they are im?ortant in achieving 

certain objectives. In developing countries there is a 

primary need for a rapid grmvth in labour productivity as 

well as improvements in the quality of work. Th e solution 

to these problems presupposes a skillful utilization of 

different methods of which an appropriate wage policy is one. 

In the developing countries, the employees within the 

government sector account for a large proportion of total 

employment In the modern s ector. Several writers have noted 

that, in many of these countries, the wage system of the 

government constitutes a major influence on the wages and 

salaries of the modern sector. But while the importance of 

pay policies have been recognized , there had been litt l e 

systematic study of the actual course of these policies . 

Consequently , the analysis of wage s tructures are usually 

very complex. Such a complexity arises because, apart from 

inVOlving many problems of a technical or strictly economic 

character, the question also involves the problem of reconci-­

ling different social, economic and political objectives. 

These objectives are often in conflict with each other . 

Providing due emphasis to the problem of wage determi ­

nation and the problem of formula-ting sound and effective 

wage policy is important i n Ethiopia in ord e r to realize an 

1 
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"equitable" income distribution; to reduce frustration on 

job; to r(~tain the right personnel ill the rip;ht pos i tion j 

and to increase labour productivity: is, to realize the 

direct dependence between the size of wages and the actual 

results of labour . Solving the above problem is indispensable 

for a government concerned in improvin g the standards of 

living of the whole society. 

Undesirable wage differential between industries and 

within an industry results in a disincentive to workers. 

Workers in some industries and occupations leliev e that 

their wages are low in relation to the wages paid to other 

Such disincentives could hamper economic dcvelop-

ment in various ways. 

The draft of the Ethiopian Ten-Years Perspective Plan 

has indicated the need for drafting and implementing wage 

and incentive policy aimed at increasing labour productivity 

by providing incentives to increase efficiency in production. 

The draft plan has also stated that since wa~es and other 

benefits were not interwoven with labour productivity , they 

have significantly affected the development of the eoo nomy. 

This has also resulted In a distortion between the job content 

and the skill need for certain job. For the above reasons, 

the plan stressed the need for drafting a national wap,e and 

incentive policy that is based on productivity of labour. l 

1 
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Moreover, the Chairman of the Provisional Military 

Administrative Council ( P .M. A . C .) , addressing the May Day 

celebrations (1986) stated the problem of wage systems in 

Ethiopia as follows: 

Another objective of the revolution was to 
formulate a policy through which salary 
increments could be equated with productivity 
and profitability ... . In short, the aim of 
the revolution is to do away with the old 
wage system and improve the standard of 
living of the workers in conformity with 
the growth in productivity and profitability. 
The study will be completed and conditions 
for its implementation be paved in very near 
future. 2 

The Wage Board was established to introduce uniform 

wage grades ~n the government sector. The Board ~s now in 

the process of regradlng and reclassifying al l jobs ",Ii thin 

the public sector and state enterprises. 

The time and resource availab18 do not permit for a 

detailed study of the problem of wage determination in the 

whole Ethiopian economy . A case study of the textile sector, 

particularly the state-owned textile sector, will therefore 

be examined in order to provide an insight to a comprehens ive 

and systematic analysis of wages to the manufacturing sector. 

This type of case study can also suggest some of the issues 

to be investigated in other similar studies , and facilitates 

the formulation of hypotheses relevant to further investigat i ons . 

The state-owned textile industries were owned by foreign 

nationals, Ethiopians and the government before the revolution . 
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These industries, which were fully nationalized after the 

revolution, are now under the Ministry of Industry . In all 

these industries there had been different types of wage 

structures before nationalization. Nowadays,the inherited 

wage structures are reflected in each industry . One of the 

difficulties in the state-owned textile industriss is how 

to establish an appropriate pay system. 

Moreover , the Ethiopian government has made a clear 

declaration of cowmitting itself to a socialist development 

strategy . Part of this strategy is achieved by minimizing 

the income disparity in the society. The problem is how the 

benefits have been distributed among the different income 

groups particularly in the state-owned textile industries 

after the revolution . 

1. 2 Obj ecti ve ~ 

The central objectives of thi s paper are as follows: 

1. To analyse the existing wage structure in the state­

owned textile industries:- the existing procedures for wage 

fixing will be studied . Wage policies in pre-and post -re­

volution will be analysed. Information is generated from, 

The Negarit Gazeta, various directives of the government, 

the institutions directly or indirectly involved with wage 

and l abour, the collective agreements of enterprises and 

other directives of the enterprises . In s ummary, this part 

of the paper investigates the institutional variables affect­

ing wages in the state-owned textile manufacturing industry. 

1 
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2. To examine the pattern of wage distribution:- the 

maln emphasis here is to see whether wage differential exists 

between the textile industries and within a textile industry 

(ie, inter and intra-industry wage differential within the 

s t a t e - owned textile industries) . 

3 . To assess the determinants of wage in the publicly-

owned textile industries other than the institutional varia-

bles:- what factors affect the level of wages in these 

industries? How do factors such as profit, capital stock, 

production, employment and initial capita l affect the level 

o f wages? To what extent do the human capital and personal 

variables such as education, experience, occupation, family 

background, sex and the like influence the level of wages 

in thi s sector? The above mentioned questions are the main 

theme of the third objective . 

After discussing the factors that determine the l e vel 

of wages and inter-personal as well as inter-indus try wage 

differentials, an attempt will be made to outline the 

possible solutions to the problem of wage and incentive 

systems in the Ethiopian Textile.Industry. 

1.3 Method of Studv 
~~~~~~~~~ 

The technique of analysis basically followed in the study 

is quantitative . However, with the indvai lability of re l evant 

stat istica l data, some qualitative analysis is unavoidab l e. 

The coeff~cient of variation is used to study the inter­

industry wage differential. The simple range, percentages, 
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standard deviation,coefficient of variation, Lorenz Curve 

and Gini Coefficient are utilized to show the inter-personal 

wage differentials. 

The multiple linear regression model and the principal 

component method are utilized to estimate the determinants 

of mean wages in the state-owned textil e industries. 

The determinants of individual wages in the industries 

are analysed using the least square I'('gression technique. 

Both linear and semi-logarithmic functions with dummy and 

continuous regressors are entertained and see which one would 

provide the best fit . Moreover, the Beta Coefficient is used 

to observe the relative importance (rank) of the variables. 

All the above methods will be discussed in detail at the 

appropriate sections. 

1.4 Data Source and Sampling Nethod 

Data Sources 

Conceptually one hopes to study wage determination, wage 

differential and wage distribution using good quality surveys 

corresponding to different points in time. Such surveys, 

involving comparable and sufficiently rich and detail , permit 

te s ting a variety of hypotheses . '~his type of data base, 

however, does not exis t In Ethiopia. Given the above con­

s traint, maXlffium effort lS made to get primary and secondary 

data as follows: 

1 
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1. The information source for labour and wage policies 

1n Ethiopia are the various proclamations, government dire ­

ctives, labour unions and collective agreements, government 

institutions which have direct or indirect relations with 

wage and the directives of the enterprises . 

2. The data for the determinants of wage are obta ined 

from questionnaire that was distributed to 300 employees in 

the p ublicly-owned textile industries. The available data 

in the National Textile Corporation are also used for this 

purpose. 

3 . The data source for the inter-industry and intra­

industry wage distribution are the publications of the C.S.O. 

(Results of the Survey of the Manufacturing Industries), the 

Ministry of Industry, the Ministry of Labour and Social Affairs, 

the National Texti l e Corporation and the textile industries . 

Sampling Method 

The decision to collect the required data on sample basis, 

i s based on the fact that sampl ing provides timely statistical 

information at reasonable costs . Resources needed for collect­

ing, processing and analysing data are minimal with sampling 

than with census or complete enumeration. The attempt here 

is to provide the details of sampling design utilized in th e 

research. 

The sampling teChnique used in this survey is a two stage 

sampl ing . The first stage involves the selection of establish­

ments while the second stage is selecting the employees from 

1 
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the sampled establishments. The reasons for using this two 

stage sampling are: 

a) It would reduce costs by restricting the selection 

in the sample than otherwise. 

b) It would also reduce the costs in preparing a frame 

for sampling employees (ie, it would not be necessary to 

make a list of all the employees in all establishments) . 

The first stage consists in selecting primary sampling 

units from the 18 state-owned textile industries. The usual 

practice is to divide the establishments into strata. 3 In 

this study the establishments are stratified into three strata 

depending on the size of employment . And two establishments 

from each stratum are selected by simple random sampling. 

Accordingly, 

1 st Stratum:- establishments employing less than 

1250 employees, 

i) Ethiopian Thread Factory, 

ii) Progress Cotton Factory; 

2nd Stratum :- establishments employing 1251-2500 workers, 

i) Meher Fiber Factory, 

ii) Adey Ababa Cotte n factory; and 

3rd Stratum: - establishments with more than 2500 -employees 

i) Bahir Dar Textile Factory 

ii) Akaki Textile Factory are selected. 

Stratifying the establishments into two,three, four, ... 

lS subjective aspect, i e, one should scrutinize the population 

under study and decide the number of strata which best fits 

the objectives. 

1 
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The second stage sampling is the selection of secondary 

sampling units, ie, employees. Fifty. employees from each 

es tablishment are se lected by simple random sampling. 

The sample size (300) of the employees can be determined 

by different mathematical and statistical methods . Some of 

the statistical methods determine the size based on relative 

costs (Cost of travel, generating a list of employees, trans­

port cost, enumeration cost, etc.) and the variance between 

establishments and bet\~een employees. In the non-availability 

of such information, one attempts other methods . The method 

used to determine the sample size for this study is the non­

centrality parameter method.
4 

(For the detail on this method 

see appendix i). 

1 . 5 Scope and Limitations of the Study 

A research in the area of wage policy and wage determi­

nation, in the whole industrial sector could have been very 

important to formulate an appropriat e pay system . But the 

availability of time , financial resources as well as accessibility 

of data have limited the r<2searcber from undertaking such a 

study. The option that is left open is thus, to consider a 

case study from the industrial sector. The industry to be 

studied in this research is the textile industry, particularly 

the state-owned ones. Textile industry here includes those 

industries producing text ile products and hard fiber. 

It needs to be emphasized that this paper does not 

attempt to describe the structure of income dis tribution and 

1 
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i t8 determinants in the Ethiopian economy as a vihole. The 

paper restricts itself to the discussion of wage determination 

in the state-owned t extile industries only. Here wage means 

simply the earned income received by a worker from an industry 

as a result of expending his labour;ie , income from employ­

ment. For mos t of the purpose of this research, the distinc ­

tion between wages and salaries is ignored. 

Some limitations are imposed byscanty nature of data. 

The dat a covering a long p e riod of time in the textile 

industries, particularly before the revolution, are limited. 

In addition, the available data a re not detailed and con­

sistent to allow researchers to undertake wage study, which 

is the pre requisite to r e structure wage systems and other 

policy considerations. 

1.S Review of Literature 

Wage and salary structure 1n developing countries has 

both economic and political interest. There is, in many 

developing countries, .. a wide gap 1n 1ncome among workers 

within an industry and between industries with equal qual i­

fication and experience . Classical economics conceived 

labour markets a s being highly competitive. By the late 

nineteenth century, Cairnes and Mills had described labour 

markets as a s e t of "non-competing groups" bounded by geo­

graphical, occupational, and institutional forces . Present 

writers have extended the taxonomy and analysis to systems 

c a lled internal l a bour marke ts that a r e confine d to the 

es ·tablishment, the firm or industry. 5 

1 
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The the( r y of labour markets vihich considers that the 

level of waees and employment are det e rmined jointly by 

supply and demand does not actually reflect conditions in 

the labour market of developing countries . \~age struct ure 

in the developing countries are so much a reflect i op. of 

the i r underlying socio-economic structure . There is an 

actual failure of the market to fix wage and a l locate l abour . 

If one turns to the patterns of wages and sa l aries for 

various cate;ories of workers , differentials in wage rates 

are very striking. The spread of wages and salari es is wide 

in the developing countries . Significant differences in wage 

levels based on major characteristics of the labour force are 

observable. Thus, many wage differentials originate from 

differences in the skill or occupation, sector, firm, industry, 

geographic locations , educational qualifications, institut i onal 

factors, demographi c characteristics,custo ms , 
b 

etc . 

The most important aspect of wage structure i s per haps , 

the wage setting mechanism . But as already noted , wage 

structures in most dev210ping countries is not determi ned 

simply by demand and supply. Of the r,umerous expl a na tions 

offered, the following arE' the most frequently encountered : 

1) Inst i tutional factors 

a) Ninimum v;age legis l ation s 

b) Public sector/Private firm leadership 

c) Trade Union strengths 

2) Accidental or historical elements and economic 

c i rcumstanci}s 

1 
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3) To some extent the market pressure and abilit y 

7 
to pay . 

Various wage determination theories have attempted to 

examine the problem of wage setting from different aspects . 

The empirical research on the determinants of inter-indus t ry 

and inter-personal wage differential has gradually increased 

i n the last two decades . But such a study is very limited 

~n Ethiopia . 

To the knowledge of the researcher , there is no study 

that examines the inter- industry and inter-personal wage 

differential in the state-owned textile industries. But 

very few studies are available that treat the problem in the over-

all m,mufacturing aector or tncthe relatively modern sE;c t or . 

Teshome ' s study on the review of income distribut ion 

questions in six Eastern African Countries (1975) shows the 

following~ 

1) Rural-urban earnings differential was high in 

Ethiopia , whereby the ratio of urban to rural earnings was 

equal to four. 

2 ) High a ve r age wage differential exis t ed between the 

nine categories of occupation in the study. The professional , 

t echn i cal and related workers earned 324 Birr , while miners , 

f i shermen , hunters and related workers received 20 Birr . 

3 ) The study also revealed the existence of inter­

sectoral average wage differential ~n Ethiopia . Construction 

workers earned the least mean wage of 57 Birr , while manufact ur­

ing workers got 75 Birr, a t the same time transport and communi ­

c a tions worke r s re c e i ved the h i g hest average of 189 Bi rr . 
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4) The mdle employees in Ethiopia earned twice as much 

as female workers. 

Al though the study clea rly ShOl"IS the wage differential 

existillg in occupation, sex and sector, it did not cover the 

determinants of the .lage variations . 

The same author, in his study on empl oyment and wages 

1n the manufacturing sector, showed the existence of consider-

able differentiuls in inter- industry .,ages using the coefficient 

of variation and standard deviation. The researcher also 

attempted to see the relationship between employment and wage. 

Th e results indicate an insignificant relationship between 

the two variables . Howeve r, as the author himself indicated, 

"A major shortcoming of tIle wage data from this source is 

that it does not reveal earning differentials within an 

industry." 9 

JASPA's study on the patterns of industrialization and 

impact on employment and incomes in African Countries :the 

case of Ethiopia (1983) depicts the existence of a ma rked 

inter-industry wuge differential 1n f
" 10 the manu actur1ng sector . 

The study does not examine the wage differential between 

individuals and the factors- Ivhich influence such different i als . 

C. S . O' s Staff Report No . 8 shows the distribut i on of 

wages among central government employees in Addis Ababa using 

the Lorenz Curve and percentages . The findings reveal the 

existence of high wage va riation among these employees. In 

addition, the study shows the improvements in the distribution 

of wages i n 1974 ns compar ed t o 1 969 . 11 

1 
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The research in the area of determinants of individual 

wages 1S also limited . A study made by Fassil G/Kiros, 

et aI, using the human capital variables (education and 

experience) and one additional variable showed the following 

result:- 12 

Log Y=2.36039 +G.Ol135Xl+O . 08025X2 -0 .1 3 765 D+~ 

(. 01787) (.00052) (.00096) (,00997) 

R2 = .94 5 

Where Xl and X
2 

are ae;e (experience ) and schooling 

respectively, Y is the annual cash income and D is a dummy 

variable used to distinguish the effect of pub lic versus 

privclte sector employment . All variables are significant 

at 1 percent level. The above results could be interpreted 

,J.S follows: 

a) Given the starting income of 229 . 50, each year of 

age (experience ) in 1971-72, increases income on the average 

by 2 . 65 percent. 

b) Each year of schooling raises 1ncome by 20.29 percent . 

c ) Employees 1n the private sector receive an average 

of 37 . 29 percent higher salarics than the individuals in the 

public sector . This study considers a very small sample s i ze 

(476 individuals) from the whole country a nd does not show 

the occupational, sectoral and sex wage differential in the 

system . 
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For corr;parati ve reasoning , it is important to assess the 

problem of inter- personal wage determination in other 

countries . The studies o f determinants of wage in various 

developing countries show the existence of inconsistency in 

the findings . For instance , in Tunisia using the least 

squure regression method, it was found that informa l education is 

b d · f . h f l' . 13 a etter pre lcto r a earnlngs t an orma eaucatlon . 

A res earch in K8nya indicates that employers, i n setting 

earnings o f skille d and semi-skilled workers , pay very l i tt l e 

attention to the amount of schooling und form of training . 

Th e most effective route to higher earnings is through frcq ue n t 

changes in jobs . Every change of job mi.ght be said to be 

worth an extra 100 s h i.lling in monthly earnings , Ivhereas each 

additionul year of work brings an increment of only 17 shillings 

per month . T'here is also fligh monthly coefficient for "tribe ", 

14 suggesting 48 s h illing premium for Kukuyu over non Kukuyu . 

In the 

wages . 

Sudan experience played a:1 important 1'01e in determin i ng 

15 

The study in Pakistan revealed that human capital 

( experience and education) arc highly sign ificant in de t ermin ing 

lncome . liere income is an incrC2sincr 
c· function of educat i on 

and experie nce . On the a verage , human capital variables 

explain 45 . 25 percent of the incomL distr i bution and the basic 

variables explain 61 . 65 percent. 16 

1 
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A similar study in Thailand has shown the importance 

of age, sex and education in explaining the variation of 

personal earnings in urban areas. 17 The basic earnings 

in Uganda's civil service is explai.ned larfely i n terms of 

education and age . Annual basic earnings are associated, 

on average , liith extra 124 s hillings for each additional 

year of education beyond primary school and with extra 87 

Ghillings for each additional five years experience in the 

. . . 18 
c~v~l serv~ce. 
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CllAPTE:< II 

TEE EVOLUTION OF LABOUR AND \'!AGE 

POLICY IN ETHIOPIA 

It is important to recognise that each country has its 

own institutional framework which affects the level and 

structure of its wage. Many of the institutional factors 

affecting the wage structure cannot be measured in figures. 

But the wage system in a given country reflects the influence 

of institutional , market, dewographic, !1istorical, customs 

etc: This part of the paper attempts to examine the labour 

and wage policy In Ethiopia in general, and the wage policy 

in the state-owned textile industry in particuJar . 

Every policy is characterised firstly, by its aims and 

secondly, by the means used to attain these aims. Similar 

methodology is used to the labour and wage po licy in Ethiopia. 

The aims of the labour and wage policies in Ethiopia 

cou l d be abstracted from the various proclamations, decrees, 

orders, guidelines and directives of the government. The 

means used to attain the aims of the policy are the formal 

machinery established in the system such as, t he ministry 

responsible for labour and wa~e. the labour union, C . P . A. , 

en~loyer's associations, Wage Board and other institutions 

which have direct or indirect relations ,vi th labour and wage. 

- 19 -
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2.1 Legal Provi~_~gns and Government Directives 

Related to Labour and \>!~ in Ethiop~..'!. 

With the rapid growth of industrialisation, the increas -

1ng awareness of the workers of the benefits arising from 

association with one another, the incidence of protests to 

management at alleged un fair treatment and with mounting 

complicated labour problems, the government became more and 

more interested in labour affairs. In 1944 The Factories 

Proclamation was issued. It established a factories board 

consisting of the Ministry of Commerce and Industry, The 

Director General of Medical Services and an eng ineer, whose 

duty was the supervision of all factories and machinery in 

the Empire. The proclamation also gave the Ministry of 

Commerce and Industry pOv-'er to make rules concern1ng health 

and safety, hours of work a nd appointment of inspectors for 

implementing the provisions of the proclamation . l 

The Revis ed Constitution of Ethiopia issued in 1955 

contains, in Article 47, an important labour provision. It 

states that, "Every Ethiopian subject has the right to 

engage 1n any occupation and, to that end, to form or join 

associations, in accordance with the law" . 2 Although other 

articles of the Revised Constitution do not specifically 

mention labour, they do incorporate individual civil rights 

and il.ibe I'"ti es J.n a very generous v-i2.y. 
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The Civil Code of 1960, in addition to the general re-

gulations on civil contracts, contains a number of articles 

on labour conditions such as wages, holidays, safety pre­

cautions to be taken by the employer, work of employees, 

formation and termination of employment contracts, etc . 

Particularly chapter XVI of the Civil Code lays down pro­

visions on the conclusions of individual contracts of 

employment and collective agreements, the general contents 

and character of employment relations!lip, the grounds for 

and termination of contracts, holidays, absence and sickness 

pay. Other clauses deal with the employers ' obligations in 

connection with employment accidents or occupational diseases . 

Another Chapter' (II I ) conta ins provision on associations whicl] 

were to take on some importance when employers' organizations 

and trade unions came to be established. 3 

Order No.23 of 1961, provides for the creation and 

functions of the Imperial Ethiopian Central Personnel Agency. 

The objective of the establishment of this agency is to 

formulat e grading and salary structure of the public service 

based on classification system and make studies to secure 

efficiency of administration with minimum necessary expense.
4 

The Public Employment Administration Order Ho.26 of 

1962, assigned the main objectives of the public employment 

administration so as to mobilize the country's manpower re­

sources for general economic development; to improve the 

workers' level of performance, and to provide each one with 

\ 
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a job corresponding to his wishes and abilities . The 

principles of free occupat ion by the \·JOrker and voluntary 

engagement by employer ere fully maintained. The admin­

istration elso issues work permits to foreign nationals, 

under regulations which require t~at Ethiopians 1'.e trained 

to replace such foreign staff in due course.
S 

Tripartite 

employment advisory commi ttef,s were provided for in the 1962 

legislation to advise the public employment administration. 

The Labour Relations Decree of 1962 legalised trade 

unions and employers' associations. "Plant Unions" may be 

formed in enterprises of oVl2r 50 employ"es, while employees 

in small enterprises may join "General lJnions". The organiza­

tions of workers and employers are required by the legislation 

to register with the appropriate Ministry and to negotiate 

freely and voluntarily on labour conditions, but are forbidden 

to pursue political aims or activities. They are required to 

settle disputes peacefully and are encouraged by the law to 

include the requirement for voluntary conciliation in 

collective agreements . 6 

The Public Employment Ad~irlist~ation (No.1) Regulation 

No.267 of 1962 contains -the establishment of employment offices 

and the employment advisory committees ill Addis Ababa and 

Dire Dil\4a . 7 

1 



The Labour Relations Proclamation No. 210 of 19 63 deal s 

with the worker and employer organizations and their re-

gistration, collective bargaining, labour relations board 

and compulsory arbitration prohibiting unfair l abour practices . 

The proclamation empowered the minister for National Community 

and Soc i a l Affairs t o , interali~ promote joint negotiations, 

es tablish further inquiry and arbitral boards , extend the 

scope of agreements or awards, petition for dissolut ion of 

associations, fixed labour conditions, including wages, and 

regulate provident funds their law being applicable to the 

private sector , but also excluding domestic servants and 

those employed on farms with less t h an ten permanent workers.
8 

The Minimum Labour Conditions Regulation No.302 of 1964 

prescribed the gene r al minima in relation to leave, pub l ic 

holidays, hours of work, overtime rates and severance pay, 

a nd superseding and slightly modifying the Civil Code in 

s uch r espects and in relation to those employed in industrial, 

commercial or other profit - seeking ent€rprises and \·lho are 

within the scope of proclamation No.210 of 1963.
9 

The Labour Inspection Se rvice Order No.37 of 1964 state 

the establishment of labour inspectorat~ as an independent 

administration under the National Community and Soc ial Affairs 

with its own budget. The order also prescribed the staff 

and the responsibilities of the inspectorate which is only 

1 · bl . 10 app lca e to the prlvate sector. 



- 24 

The Labour Standard Proclamation No.232 of 1966 empovlered 

the above mentioned Minister to, int(~r' alia, pIlescr ibe welfare 

and safety measures, occupational diEeases , dangerous trades, 

materials and machinery, and to prescribe records and collect 

statistics of labour conditions. The proclamation stated 

the establishment of Labour Standards Advisory Board and pre-

scribed the powers, duties and restrictions of the Labour 

Inspectorate; required employers tc provide safety, health 

and welfare protection, to report accidents and occupational 

diseases, and t o ensure against such, when so ordered; assured 

equal pay for "'omen. This was to be applicable to the private 

sector in relation to industrial enterprises, agricultural 

enterprises conjoined with industrial processes, and construct-

ion work " . 

The Public Employment Administration (No.2) Refulation 

No.320 of 1966 contains the establishment of provincial 

"employment office at Asmara and local o ffices at Massawa, 

Assab, Keren and I- qordat, as well as a provincial employment 

d - . 12 a vlsory ccmmlttee at Asmara. 

The Eritrean Labour Relations Board Establi s hment Re-

gulations, Legal Notice No. 414 of 1971 contains the establis h -

ment of the board which exercises the jurisdiction on labour 

disputes and complaints of unfair labour practices in the 

. 13 
provlnce . 
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The Public Service Position and Salary Scale Regulations, 

Legal Notice No. 419 of 1972 presents the pay scales and 

detai l s of incremental scales for the public service . The 

servi ce is classified into six diff~rent types : adminis t rati. ve 

service, professional and scientific service, sub-professional 

serv ice, c l erical 2nd fiscal service , trades and craft s serv ice, 

. 14 
and custod i.al and manual serV1ce . 

The above labour policy can be summarized in the follow·-

ing phas c2s: 

In the first phase, government t ook no initiat i ve in 

the labour field and intervened only when law and order was 

disturbed . This was a period which was for the advantage 

of the employers. Labour was treated just as a commodity. 

In t h e second phase. labour began to make demands, and 

·where employers refused this., strikes took place. In the 

t h ird phase, t h e government has taken the initiative thr ough 

i t s l egis l ation to mold the pattern of industrial relation s 

15 1n the country. 

Th e Labour Proclamation No.64 / l075 is the most import a n t 

labour prOClal'lOltion after the re volution. This proclamation 

stat es that e v ery Ethiopian citizen is provided ancequal 

opportunity to be employed in , and work where, he can contribute 

to the development of his country according to his skill and 

c apacity and be fairly remunerated for his work without 

dis c rimination on the basis of race, tribe, and religion, 1n 

line with sociQlist principle. 16 . 

\ 



The Labour Proclamation No . 54 of 1975 a l so indicates 

that there s hould be ~qual pay for equal work . Moreover, 

the wages shall be determined by the contracting parties, 

but shall not be less than the minimum wages in accordance 

with the law or collective agreement. 

The abo ve la\ol exc l udes the employe8s In state administra-

tion ( civil service, i e , ministries, education, heal th, and 

vetEr~ workers) \oIho come under the Central Personnel 

Agency ( CPA ), the armed forces and police, and dom'2stic 

servants . It also discusses the employment exchange, contract 

of emp l oyment, employmen·t of Ethiopians abroad and foreigners 

In Ethiopia, contract of apprenticeship, minimum labour con-

ditions, establishment of unions, administration of unions, 

trade dispute settlement , lock-out and strike and miscellaneous 

provisions. 

The Trade Unions Organization Proclamation No.222/1982 

prescribes the objectives and functi .ons of labour unions 

and All Ethiopian Trade Union. The proclamation states that 

k h th . h . d f d ' 17 wor ers ave .e r l g.t to organlze an .orm tra e unlons. 

The objectives of the trade unions is to make every effort 

to protect the rights and interests of ·the workers as "lell 

as the laws is s ued from time to time and fulfil l, stage by 

stage , their social needs . The functions of these unions 

is given as: 
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1) to make the necessary eff ort to satisfy social needs of 

the workers. such as increasing higher standard of occupational 

safety and health, recreational facilities, kindergartens, 

as well as negotiating and signing collective agreements. 

2) to implement decisions, directives and orders transmitted 

to it through higher authorities. 

In addi·tion to the above laws, the government has issued 

varlOUS directives to determine the size and the increment 

of wages in the state-owned sector excluding civil admini.stra­

tion, armed forces and police, and domesti.c servants. The 

main objectives of these wage directives are : 

a) to safeguard the position of the lowest paid, and to 

reduce income inequality; and 

b) to control the growth of the total wage bill. 

The 1976 Directives of Wafe Guidelines for collective 

agreements established for the public sector a minimum wage 

of Birr 50 per month, with the provision th2.t viOrkers whose 

wages were below the minimum wage should have thEOir wages 

increased to that amount . 

The Council of Ministers since 1975-76 has periodically 

issued guidelines of annual increments to those establish­

ments covered by the 1975 labour proclamation . The summary 

of the directives is presented in the following table. 

\ 



Table 1 

Directiv~ I 

No Directive 

Directive II 

No Direc ti ve 

Direc tive III 
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Directives for HaLe Guidelines 

Penni tted Sal ary !.faximum 
increase Birr l.ler 

Year (pe r cent) J10nth 

1975/76 15 450 

1976/77 7 450 

1977 /78 8 450 

19 78/79 

1979/80 7(5+1+1) 450 

1980 / 81 

1981/82 7(5+1+1) 6,50 

So urce : I.L .:O., Soc i alism from the Grass )~oots' 

Accumulation, Emp loyment and Equality in Ethiopia, 

Vol. II, Horking Paper II, (Derk P.obinaon), JASPA, 

A.A. , Sep t emb e r , 1932, P .29. 

The first directive provided an lncrease 1n waRes for 

a three year period. If the undertaking to/as not profitable 

in the first year of the three year period , the permitted 

wage increase Ivas reduced to 8 rercent in the first year. 

If it became profitable in the second and third years the 

permitted increase of 7 percent and 8 percent, respectively, 

in the two followir.g years was allowed . The possible 

combinations of permitted increase over t~e three year 

period assuming the collective a~reement was s ifned in 

1975/76 was therefore as follows 18 

1 



1975176 

1976177 

1977/78 

15 

7 

8 

" 29 --

8 

7 

8 

8 

o 
o 

It is not known as to what percentage of the agreements 

or employees came under these three combinations. 

The second directive (II) 1979/&0 permitted 7 percent 

increase in wages which consisted of three elements: 5 

percent increment, if there had been an increase in output 

in the undertaking, output measured in physical terms; 1 

percent increment for an 1ncrease ln productivity; and 1 

percent increment for an lncrease ln profitability . The 

permitted wage increments, in both directives I and II is 

for emp l oyees earning less than 450 birr per month . There 

was no directive and no wage increment in 1980/81. 

The third directive (III) permitted a 7 percent increment 

(5 +1 +1). The composition of this percentage was similar to 

directive II. The third directive raised the maximum salary 

o f receiving the wage increment from 450 birr to 650 birr. 

The directive also stated that unless a new directive was 

issued, the same one-year provisions would apply to the 

succeeding years . 

For the civil service, which is not included in the 1975 

l abour Proclamation Order, there has been no eeneral salary 

adjustment since 1975/76. Incremental steps were allowed to 

employees vlhose salaries were not more than birr 285 a month, 

and this limit was extended to birr 600 in 1981/82 . Salaries 

above birr 285 in 1975/76 or birr 600 in 1981/82 have been 

fro ze n a t the i r 1 9 75/7 6 l e vel . 

1 
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The Council of Ministers issued the starting sa lary of 

new graduates who are going to be employed in the government 

sector from universities, College , and institutions In 

Ethiopia and abroad, in February 1984 , as follow s . 

L.L . B. and n.sc. in Engineering 

M.D. (internship complete) 

D.V . M. 

B.A. or B.Sc. in other disciplines 

L.L . M. or ~1.Sc. in Engineering 

N.Sc. 1n GeolofY 

M.Sc. or M.A . in other disciplines 

Ph. D. in Law and Fh.D. in Engineering 

!l.D. (Specialist) 

Ph.D, in other disciplines 

Engineering diploma (3 years and above) 

Law and other diplomas 

Junior College graduates 

Technical School graduates 

Secolldary schoo l gr aduat"s 

Birr 600 :-

" 

" 
" 

;; 

" 
" 
" 
" 
" ., 
" 
" 
" 

835:-

835 :-

500 :-

710 :-

636 :-

600 :-

835: -

980:,-

710:-

420 :-

347 : -. 

347 :-

2!l5 : -

182 :-

TIle government has also established institutions which 

would follow up the fulfillment of the above proclamations 

and directives. In what follows we shall try to assess these 

institutions one by one . 

2 . 2 Institutional Bodies Concerned with 

Labour and .Jage 

The industrial and commercial development of Ethiopia 

has resulted in an appreciable increase in salaried and wage 

empl oyment, and has thus created labour problems that are 

1 
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similar to those in other developing and advanced countries. 

The Ethiopian government has taken both legislative and 

admini strative measures in order to solve these problems . 

Before 1962 some services, for the protection of workers' 

and employers' interests, and for regulations of labour 

conditions, had been provided on a small sca l e by the Ministry 

of Commerce and Industry in Addis Ababa, 

After 1962, the responsibility for employment and l abour 

matters has been vested to the Ministry of National Commun.ity 

and Social Affairs. A specific department of labour was 

formed to administer the new labour legislation promulgated 

In that year (1962). The objective of this department was 

to serve as an important medium of understandinf between t he 

government and the worki np; population. I"ts primary function 

was to implement government policies on all ques tions related 

to labour, including such intricate matters as regulation of 

wages and working conditions, settlement of industrial dis­

putes, emp l oyment policy and manpcwer plannin" . Moreover , 

the Eritrean Labour Department, establi shed after World War 

II, waG brought within the ambit of Ethiopias ' Labour Administra­

tion with the integration of Eritrea into the Ethiopian Empire 

at the end of 1 962. 

During 1962-64, the Labour Department had three depart · 

ments; namely, Public Employment Administration, The Labour 

Relations Service, and Labour Inspection Service. In 1966, 
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the department was reorganized In two divisions, each headed 

by an assistant minister. The department, after 1967, had 

seven sections; namely. 

1) Manpower, R9search and Stati~ticG Saction, 

2) Employment Service Section, 

3) Foreigners' Employment Section, 

4) Vocational Training Section, 

5) Legal and International Liaison, 

6) Labour Re12tions Section , and 

7) Labour Inspection Service Section. 

In 1967, there were three tripartite advisory bodies 

available Eor considering labour and employment matters. 

These ,.ere the, C,~ntral Employment Advisory Committee, the 

Manpower Information Advisory Commjttee , and the Labour 

Standard5 Advisory Board. 

The Labour Relations Board, which was established in 

1963, dealtv)'Lth disputes that the Labour Relations Sectiondoes .... 

not resolve. The Labour .Re lations 13oa"'d vIas an independent 

statutory authority having the power in both conciliation 

and arbitration. Decisions and "lh'ar'ds issued by the board 

were legally binding. The labour legislation requires the 

employers' association and labour unjons shall be invited to 

nominate candidates for appointment to the board. 

The Labour Standard Advisory 30ard was intended to 

provide advice and recommendations on beneral or specific 

issues relating to labour conditions. 
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The Manpo,ler Information Advisory COllUni ttee was aimed 

at securing cooperation b~tween the chief authorities of the 

government, and the private sector, for the collection of 

data on manpo,ler and employment of foreign nationals. 

A further s"tep in modernizing employment in government 

services, was the establishment of the Central Personnel 

Agency (C.P.A.) in 1961. The Agency has several duties, 

among which are recruitment, examination, and hiring of all 

white-collar government employees upto the rank of assistant 

minister, whos e salaries must come from the budget of each 

ministry and the establishment of uniform civil service 

through the formulation of payment scales and iob classifica-

tion applicable to all ministries and agencies . The agency 

has been performing the first of these duties for several 

years. 

After the 1975 Labour Proclamat i on was promulgatect, the 

Ministry of Community Development and Social Affairs was 

substituted by the Ministry of Labour and Social Affairs 

with increased responsibilities. The functions assigned to 

the Minister of this Hinistry are given in Proclamation No. 

127 of 1977, which include, inter .alia, the following. 

- Undertaking studies of manpower employed in the 

country and preparinB occupational classification 

in cooperation with the concerned institutions. 



Studying and taking all necessary and appropriate 

steps in all areas regarding employment, working 

conditions, foreigners' work permits, participation 

of ,,,orkers in management, social wale fare programmes 

and social security schemes . 19 

The Minis try has tj,10 important departments . The Depart-

ment of Labour i s one of them, and has three sections and 

several branches in the administrative regions. 

The Hanpower Divi sion of the Office of the National 

Committee for Central Planning is aimed at preparing the 

general policy, issuinG guidelines and establishing national 

strategy to coordinate human resources . The ministries and 

government institutions are attempting to plan their manpower 

development based on the guidelines of the division. 

In addition to the above mentioned institutions, the 

Ethiopi an government has established the Wage Board after 

the revolution to systematize and institute uniform wage 

grades. The objective of the Board is to exercise and ensure 

that a ll jobs with the same classification and job content 

have the same remuneration . Merits and pi~c e rates systems 

are to be introduced. The Board is in the process of re-

garding and reclassifying all jobs within the public sector 

and state enterprises. 

Modern labour organization is a comparatively recent 

phenomenon in Ethiopia. Earlier examples are on th e Franco -' 

Ethiopian Raihlay and Fritrea, \·)[,ere the British e ncouraged 

trade unionism during their administration in the province 

\ 
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after the Italo-Ethiopian I'lar. r ollOldng this, unions started 

to appear in other industries. The labour organizations were 

given legal basis by the Labour Relations Decree of September 

196 2. By 196~, there >Jere some fifty Trade Unions in Ethiopia. 

The Confederation of Ethiopian LO.bour Unions (Co . E. L. t: • l 

to which most of the unions were affiliated, although tentatively 

formed earlier, was established off i cially at the beginning 

of 1963. In 1968, it represented forty· ·six unions in Eritrea, 

and sixty-three in the rest of Ethiopia . The Confederation 

was an active coordinating body amon~: the otherwise isolated 

labour unions. It was responsible fcr the protection and 

development of the economic, social and moral interes t s of 

the member unions and for representinG them at the industrial, 

. . . 20 
nat10nal and lnternat10nal level. 

The Labour Proclamation promulgated 1n December 1 975 

provided nine industria l (sectorallunions and for an Al l -

Ethiopian Trade Unions to replace trle former Confederation 

of the Ethiopian Labour Unions. The All " Ethiopian Trade Union 

was es tabl ished a t the beginning of 1977. The main functions 

of the AETU are : to give central leadr, r sh ip to workers and 

t~ trade unions, to participate in the preparat ion of the 

?olitical,economic, social and cultural plan of the economy, 

to participate in the study and preparation of labour laws, 

regulations and directives, to establish and expand centres 

for training workers, and to represent workers and trade 

unions o f Ethio p i a. 
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There was also the Federation of Employers of Ethiopia 

that was formed in 1964, for the purpo s e of representing 

employers on labour questions. It was represented on the 

Labour Relations Board, the Labour Advisory Committee, the 

Manpovler Advisory Committee, the Labour Standard Advisory 

Board and the National Advisory Council for Vocat ional and 

Technical Education. Its objectives include encouragement 

of "the principles of development and preservation of good 

relations between employers a nd employees and the maintenance 

of conditions of employment tolhich are fair and appropriate ,; . 

The Federation had forty members in 1966. 21 

2.3 Wage Determination Guidelines in the State-owned 

Textile Industries 

The wage determination process and wage increment guide­

lines are similar for the Hhole industrial sector . 64/68 

Labour Proclamation is the most important proc l amC!.tion in 

determining starting wages and other benefits. Despite this 

proclamation and the guide lines, there is a wide differential 

between industries and within an industry. This could be 

attributed to many factors such as, the structure of payment 

inherited from the owners of the textile industry before 

nationalization, the non-existence of wage scale in most of 

the industries, or the existence of inappropriate wage scale 

which is not based on any scientific wage study, etc. 
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The cri1:eria of recruiTing n<=\.1 employees, their starTing 

salaries, promot ion of employees from one grade to another 

grade, training, employing foreigners and criteria of se lect -

ing labour heroes in the textile industry are based on the 

administrative guidelines of the Ministry of IndusTry, 64/68 

Labour Proclamation, and their respective collective agreeme nt. 

According to the administrative guide line s of the Ministry 

22 
of Industry, the wage of any worker is determined according 

to the scale of the industry. If there is not a wage scale 

In the industry, \vage is determined after considering the 

minimum and maXlmum wage payment of such a job in the industry. 

The manager of the textile corporation has the right to employ 

new employees and decide their salary upto a wage ceilin~ of 

600 Birr per month. For employees earning more than 600 Birr, 

their employment and wage must be decided by the Hinistry of 

Industry. The guideline also specifies the level of wages 

for new employees graduating from universities and institutions 

under Higher Education Commission. 

The administrative guidelines of the Hinistry of Industry 

also indicate the system of wage increase and promotion as 

follows. The promotion of employees must be based on the 

wage scale of the industry. If there is no wage scal e in the 

industry, wage increase for a certain promotion shal l be based 

on a percentage of the workers' salary. The guideline here, 

underlines the careful examination of this type of wage increase. 
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so that it will not distort the wage s tructure in th e industry. 

If the employee receiving the promotion and the salary incre­

ment had a salary less than 450 Birr before the increment, 

the corporation manager can approve the wage increment. If 

the wage increment is more than 25 percent of his total wage, 

the ~anager should report to the Ministry . If the employee 

getting the promotion and wage increment earns I~age bett~een 

450 and 700 Birr per month, the corporation manager can 

approve wage increases upto 25 percent of his salary. But 

the wage increases should not exceed 150 Birr . If the 

employee receiving the promotion earns more than 700 Birr, 

all the necessary documents should be provided to the Ministry 

of Industry ~or approval. The above promotion must firstly 

be approved by the promotion committee of the industry and the 

corporation. 

The collective agreements also directly affect the t-lage s 

and other bene fits of the employees in the industries. The 

agreements cover the growth of t he undertakings , the type of 

trade union , the l eng th of the agreements, the type of compensa-· 

tion for industr~al injury, whether uniforms are issued or 

not, hours of work, probationary pe rio ds, disciplinary pro­

cedures, s ick leave, maternity leave, wage increases and 

other benefits. The emphasis here is on the wage increases 

and other benefits of workers specified in the various 

co l lective agreements. 
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Th e increments in I-lages of the workers In the textile 

industry apply only to individuals who fall within the speci­

fied salary bands of the collective agreeme nts and not to 

occupational wage rates as such. All the collective agreements 

must be approved by the Ministry of Industry and Ministry of 

Labour. The permitted wage increases, according to the directive 

of the government since 1981 has been 7 percent (5+1+1); 

whether the industry gets the permitted \vage increase or less 

depends on -the production, profit and labour prod uctivity of 

the industry. The performance of the industry is assessed 

by the management and the labour union. The Labour union 

has to submit the wage increases approved by both groups to 

the Ministry of Labour. The Ministry of Labour then evaluates 

the proposed wage increase in contrast to the direc tive s and 

objeotives of the government, and if permitted, the wage in ­

crease would be clearly stated -Ln the coll.;ctive agreement. 

Table two i.ndi.cates the wage increase in 1977 E.C . in the 

state-owned textile industries. 

1 
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Permitted Wage Incrsase in the State- owned 

Industries i n 1975 EC (in Perc~ntage ) 

Break-do~ln I, alle Increase 

Total Increase Increase Increase 
Name of Industry Uage Hi in in 

Increase Produc ti vi t y Profit Production 

Asmara Textile Factory 5% 5% 

Adey Ababa Cotton Factory 5% 5% 

Akaki Textile Factory 7% 1"' to 1% 5% 

Asmara Sack Factory 7% 1% 17 5 ~~ 

Asmara Sweater F:lc tory 7% 1% 1% 5% 

Bahii" Dar Textil0. Factory 6% 1% 5A 

Meher Fiber Factory n 17, 1% 57. 

Debre Berhan Wool Factory n, 1% 1'7 5% 

Dire Dawa Textile Fac tory n 1% 1% 5% 

Ethiopian Fibri cs 7% 1% 1% 5% 

Ethiopian Thread Factory n. 1 :~ 1% 5% 

Augusta Garment Factory ]'7 
" 1% 1% 5% 

Ethiopian Textile Industry 6% 170 5% 

Pro r;rcss Cotton Factory 5% 5% 

Ethiopian Fiber Factory 77, 1% 170 5% 

Source: National Textiles Corpor a tion. 

The abov~ table dep i cts that production lIas increased in 

a l l industries . Four e nterprises did not get the 1% increment 

as a result of decreased l abour productiv i ty . Profit decreased 

in four industries and the industries failed to obtain the 1 % 

lncrease . In three indu stries , both pr of i tability and labour 
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productivity decreased and these industries got the 5% wage 

increase due to increased production . Two industries got 6% 

wage increm.=nt and the rest received 7% ,Jage increment . The 

5 percent wage incrLase in all the textile industries might 

not necessarily indicate a real increase in production . The 

reason for tilis lS that, there could be external problems to 

the industry, such as shortage in raw materials, fuel power, 

etc . Such problems are taken into account when the Ministry 

of Industry ass~sses the increase in production. 

After a certain percentage , say 7% wage increase is 

permitted by the government, the qUCestion is , how do thc 

industricos allocate the permitted wage increase to the workers? 

The labour unlon and the managem~nt would first cal~ulate the 

7% (permitted)of the total wage of the Horkers within the 

specified salary bands cnd then distribute this amount in 

such a way that the workers within the lower wage brackets 

receive the highest percentage of wage increment and those 

in the higher wage bracket get lower percentage of wage 

increment. Th~ table below illustrates the percentage wage 

increase for specific wages in six industries . 
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Table 3 

Percentage Wage Increas e for Spec ific Wage~ 

(in 6 industries ) 1 976 

Bahir 
"age Dar (6%) 

50 15. 0 

75 15.0 

125 9 . 0 

175 8.0 

225 C. 2 

275 5.0 

325 1,.5 

375 3.0 

425 2.4 

47S 2.0 

525 1.8 

575 1. 5 

625 l. .5 

650 1.5 

Adey 
Ababo(5%) 

12. ~80 

8.320 

4.784 

3.1,17 

2. 196 

'2. .796 

1. 36 

1.179 

0.979 

0.8 76 

0. 693 

0.6 33 

0.5f32 

0. 560 

Ethiopian 
Thread (6'10 ) 

8 .85 

8.85 

6.25 

4.25 

3.30 

2 .65 

1.65 

1.40 

1.25 

1.15 

1.12 

1.('0 

1.00 

1.00 

Pr.o gress 
Cott rm(7%) 

10.09 

6.93 

~ J. 98 

2. 67 

2. 25 

1.87 

1..' 7 

1.39 

1. 20 

1. 06 

0 . 95 

(. .90 

0.85 

0.85 

Meher 
(17,) 

11.96 

11.96 

S .84 

6.06 

4.68 

3.85 

3.38 

2. 9 7 

2.80 

2.66 

2 .60 

2 . 51 

2.38 

2.38 

Akaki 
77. 

11.0 

11. () 

8.4 

6.8 

5.4 

4 .9 

4,1, 

3. 9 

3.3 

2.8 

'2:2 

1.6 

1.4 

1 .1, 

Source: The Collec tive Agreen.~nts of the 3ix Industries in 1976 Ee. 

Eventhough the percentage wage ~ncrease ~n t a ble 3 

indicate s a h i gher rate for lower wages and a lower rate for 

higher wages, the rate HI increment for s i milar Hages vary 

from ind us try to industry . \vol"kers Hho earned 50 Bi rr per 

month ~n 1 976 at Bahir Dar Textile Factory rece i ved a 15 

percent wage increase , while workers earn~ng the same amount 

In Adey Ababa Cotton Factory, Ethiopian Thread Factory , 

Progress Cotton Factory , Heher Fiber Factory, and Akaki 
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Textile Factory received a \Vage increase of 12.4 8% , 8 .85%, 

10 . 09%, 11.9 6% a nd 11 % respectively. Similarly, workers 

earning 650 in Bahir Dar, Adey Ababa , Ethiopia n Thread, 

Progress, Me her, and Akaki Textile Factory obtained a wage 

increment of 1 . 5% , 0.56%, 1%, 0.85%, 2 . 38% and 1.4 % respectively. 

The tab l e, generally indicat es that the p ercentage wage incre ases 

for the same salary var i es very significantly from industry 

to industry. 

Though table 3 indica t es a higher perce ntage of wage 

increase for lower wages a nd vice versa in each industry, 

the actual wage increa se does not necessarily show such a trend. 

Table 4:Actual Wage Increase for Specific Wages in 1 976EC(in Birr) 

Hage Bahi r Dar 

50 7.50 

75 11. 25 

125 11. 25 

175 14.00 

225 13.95 

275 13 . 75 

325 14.625 

375 11. 25 

425 11. 20 

475 9 . 50 

525 9 . 45 

575 8.625 

625 9.375 

650 9.75 

Adey Ababa 

6.24 

6. 24 

5.98 

5 . 98 

4. 94 

4.94 

4. 42 

4. 42 

4 .16 

4.16 

3 . 64 

3.64 

3. 64 

3. 64 

Ethiopian 
Thread 

4 . 425 

6.6375 

7. 8125 

7. 4375 

7.425 

7. 2875 

5 . 3625 

5.25 

5 . 3125 

5 . 6425 

5.88 

5. 75 

6 . 25 

6.50 

Progr ess 

5.45 

5.1975 

4. 975 

5 . 3025 

5 . 0625 

5 .1 42 5 

5.1025 

5.2125 

5. 1 

5. 035 

4 . 9875 

5.1 75 

5 . 3125 

5 . 525 

Me her 

5 . 98 

8. 97 

11. 05 

11. 605 

10. 53 

10 . 5875 

10.985 

4 . 1375 

11. 9 

12.635 

13.65 

14.4325 

14.875 

14 . 47 

Akaki 

5.5 

8. 25 

10.50 

11. 90 

12.15 

13 . l,75 

14. 3 

14.625 

14.025 

13. 3 

11 . 55 

9. 2 

8 . 75 

9. 1 

Source : Computed by the Author from the Collective Agreements of 1976 E.C. 

1 
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The above table i s derived from table 3 in orde r to 

illustrat e the actual wage increase for individuals in the 

six industries earnlng the same wage . Fi rstly , t h e workers 

r e c e iving higher rates d i d not get higher wages ln a bsolute 

terms . For instance, in Bahir Dar Textile Factory workers 

earnlng 50 Birr obtained 7 . 50 Birr wage increment, while 

workers earning 325 Birr and 650 Birr received 14. 63 Birr 

a nd 9 .7 5 Birr respective ly . Such type of wage increase mig!lt 

not reduce t he wage differential amon g workers in an industry . 

Secondly , the absolute wage increase for workers earn­

lng the same amount of wages varie s very signifi cantly from 

industry to i ndus t ry . This is shown by the fact that workers 

earning 325 Birr, in 1 976 E . C , in Bahir Dar Text ile Factory, 

Ethiopian Thread Factory, Prorress Cotton Factory , Meher 

Fiber Factory and Akaki Text ile Factory received a wage in­

crease of Birr 14 . 63, 4 . 43, 5 . 36 , 5.10 , 11.14, and 14 . 63 

respectively . 

With such a treatment l et US pass to see the differences 

ln benefit obtained by workers ln the different industries, 

based on their collective agreements . 

Most of the items described in the collective agr ee ­

ment s , s uch as status and scope of the agr eement, obligation 

o f the emp l oyee and the emp l oyer , probation , hours of work , 

annual leave, maternity l eave , medical e xpenses, group 

insurance , safety dev i ces, and uniforms are more or less 

\ 
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the same In all the industries, which are mainly based on 

the 64/68 Labour Proclamation . But thGre are differences 

in the collective agreements particularly on bonus, educa-

tional expenses , marriage leave, medical expenses for non 

occupational diseases, funeral expenses and the like . 

Factories like Akaki Textile Factory, Meher Fiber 

Factory and Progress Cotton Factory provide monthly bonus 

to the workers. Akaki Textile Factory and Progress Cotton 

Factory provide a monthly salary and 9 days salary respectively 

as bonus, whil e Heher Fiber Factory gives bonus on the follow -

lng conditions: 

If profit lS 50,000-200,000 9 days salary 

" " " 200,001-300,000 15 days salary 

" " " 300,001-400,000 20 days salary 

" " " 1;00 , 001 and above 30 days salary 

Bonus lS not paid in Bahir Dar Textile Factory, Ethiopian 

Thread Factory, and Adey Ababa Cotton Factory . 

Industries such dS Akaki Textile Factory and Bahir Dar 

Textile Factory cover part or all educational expenses . 

Bahir Dar pays all educational expenses upto grade 6 , while 

Akaki covers any educational level on the following basis : 

Emp l oyee ' s Wage 

Less than 100 Birr 

101-200 

201-450 

" 
" 

Percentage Covered 

80 

75 

50 

The above educational expenses should not, however , 

exceed 180 Birr. 
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Me d ical expense coverage for non-occupational diseases 

varies from industry to industry . Akak i Text ile Factory 

and Bahir Dar Textile Factory pay all medical expenses , 

whi l e Progress Cotton Factory covers only 60% of the expense 

for employees earning less than 12 5 Birr per month, and 

50% of the medical expenses which is stated in the 64/68 

Labour Proclamation. 

The r:lOney mad" available to the family of the worker 

f o r funeral expenses significantly varies in the industries. 

These expenses are Birr 500, 75, 125, 20 and 75 for worke rs 

in Akaki, Adey Ababa, Meher, Progress and Ethiopian Thread 

respectively . Moreover, although sick leaves and matern i ty 

benefits in the textile industries are based on the 64/68 

Labour Proclamation, there is a slight variat i or in t h ese 

benefits at Akaki Textile Factory . 
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CHAPTER III 

Inter- Industry and Intra- Industry Wage 

Differential in the State-Owned Textile Industries 

3 . 1 The Role of State-Owned Textile Industries 

~n the Overall Economy 

Ethiopia ~s basically a rural economy . In 1981/82, 

industrial production accounted for only 17 percent of the 

GDP and the manufac turing sector for only about 7 percent . 

Employment in the manufacturing sec"tor may be less than 1 

percerlt of the labour force. Out of the manufacturing in­

dustries, the publicly-owned industries accounted for 90 

percent of production and 87 percent of employment . l 

Most of the state-owned industries, which are now under 

the control of the Ninistry of Industry, were national i zed 

in 1975 . The industries are now organized under 13 corpora­

tions and 5 share companies . 

The textile industry is one of the leading manufacturing 

industries in Ethiopia . Its contribution in terms of emp loy-

ment, gross value of production, investment and wages and 

salaries wi thin the manufacturing sector is very significant . 

- 49 -

\ 
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Table 5 

Estimated Employmen-t, Gross Value of Production, 

Wages and Salaries, and New Capital Expenditure 

of the Texti18 Sub - Sector as Percentage of thc 

Entire Manufacturing . (1964/65 - 1982/83) 

. Emp laymen t Cross Value \,age s and New Capital 
Year of Production Salaries Expenditure 

1964/55 33 . 3 28.5 2b . 2 20 . 9 

1965/66 40.2 29 . 3 30. 8 J9. 2 

1966/67 41. 6 28.9 30 . 4 27.2 

1967/68 1,4 . 6 33 . 7 33 . 5 17.7 

1970/7 1 48.3 35.3 39 . 3 N.A. 

1971/72 4/ .. . 1 33.1 32 .4 33 .7 

19,2/73 43 . (0 31.1 30.7 18.4 

1973/74 41.1 30.9 32.2 (,5.2 

1974/7 5 39.8 31.9 37.7 30.3 

1975/76 44.0 2<: . 5 32.2 31.0 

1976/77 !~J . 9 26 . 2 35 .1 10 .1 

1977 /78 43 . 3 23.6 30 . 5 23.5 

1978/79 37.1 19.8 27 . 3 18.5 

1979 /80 33 . 2 19 . 7 32 . 7 16.4 

198C/81 37 .? 17 . 6 32.6 32 . 2 

1981/82 3e . 6 16.4 33 . 2 35.4 

1982/83 38 .5 15.4 32 . 4 11.0 

Sources':'C . S.O. , Statistical Abstract and Results of the Survey of 

t-1anufacturing Industry; AID i3ank; Horld Bank Tables. 

The above table depicts that the textile industry is an 

important sub-sector in the manufacturing industry in terms 

of employment, gross vcllue of production, wages and salaries , 
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and new capital expenditure . The distribution of the wages 

and salaries in the textile industry is shown in the follow-

lng table . 

Table 6 

Distribution of Permanent Employees In Selected 

Textile Industries by Income Groups in Percentage 

(Public and Private ). 1 979 - 1980. 

Income Group Public (%) Private 

Under 99 86.8 51.9 

100 - 299 10. 9 45 .1 

300 - 499 1. 4 0.4 

500 - 699 2.a 0.6 

700 - 999 0.4 0.4 

Over 1000 0 . 2 0.2 

Sour ce: c.s.a., Results of the Survey of 

Hanufac turing Industries. 

(%) 

About 87 percent o f the employees In the publicly-owned 

t ext ile industries earn less than 100 Birr . From the abo ve 

table, the presumption that private wages are lower than 

public ones is weakened . The private sector has a lower 

proportion of workers receiving less than 100 Birr per month 

than the public sector;and it has correspondingly a higher 

proportion earning between 100 and 500 Birr per month . . ' 

There are 19 state - owned textile industries under the 

National Texti l e Corporation . These industries constitute 

97 percent of value added , 98 percent of gross value of 

production , 98 percent of total e mployment and 40 . 1 percent 

of the number of establishments of the entire textile sub­

sector in 1981/82 . 
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The age of the state-owned industries vari es from 47 

years (Dire Dawa Textile Factory ) to one year (Kombo l cha 

Texti l e Factory ). The capital advanced at the year of 

establishment a l so varies from 50,000 Birr, in Ethiopian 

Textile Factory (1 964) upto 222 , 000,000 Birr, in Kombolcha 

Textile Factory (1985). Th e year of es tab li s hment, initial 

capital, number of employees at the starting point of the 

factory and the spatial distribution of t he 19 s tate-owned 

textile factories is shown in the followin?, table and map. 

Table 7 
Year of EstablishUlent , Initial Capital , and Number of 

Employees During the Es t ablishment of the State-owned 

Textile Indus.~t~r~i~e~s~. ________________________________________________ __ 

No. Name of Fac tory 

1. Dire Da"a Textile Factory 
2. Akaki Textile Fac tory 
3. Bahir Dar Textile Factory 
4. Asmara Textile Factory 
5. Ethiopian Text ile Factory 
6 . Adey Ababa Yarn Factory 
7. Edget Yarn Factory 
8 . Debre Berhar. Blanke t Factory 
9 . Akaki Garment Factory 

10. Eritrean Texti l e Factory 
11. Asmara Sweater Factory 
12. Addis Garment Factory (Augusta) 
13 . Addis Garr.1ent Factory (Nefas Si lk) 
11,. Ethiopian Fiber Products Fac tory 
15. Meher Fiber Products Factory 
16 . Asmara Fiber Products Factory 
17. Gule1e Garment Factory 
18. Nefas Silk Thread Factory 
19. Kombolcha Textile Factory 

Year of 
Establishrrent 

(G .C.) 

1939 
1954 
1962 
1954 
1964 
1961 
1954 
1963 
1968 
1964 
1954 
1953 
1981, 
191, 1 
1947 
1958 
1933 
19E7 
1985 

Source : National Textile Corporation. 

* N.A. Not available. 

Ini tia1 
Capital 
(Birr) 

500,00 
1,125 , 000 
1,650,000 
1,200,000 

50,000 
1 , 200,000 

'jOO,OOO 
2,800,000 

600,000 
900,000 

1,000 
201,000 
800,000 
499,000 

2,000,000 
1 ,250,000 
1,600,000 

800,000 
222,000,000 

No. of 
Employees 

400 
500 
552 
250 
500 
631 
600 

68 
120 
N. 1L* 

10 
69 

134 
200 
250 
246 
420 
120 

1080 
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The above table indicates the wide differences in the 

age of the industries, initial capital and number of employees 

during their establishment . Moreover , there is an uneven 

distribution of these industries in the country . Eleven 

industries are located in Shoa Administrative Region, five 

industries in Eritrea , and the rest three industries are located 

in three administrative regions, namely, Wollo, Gojam and 

Harerghe. 

3 . 2 Inter-Industry Wage Differential in the Sub - Sector 

Wage differential depends not only on the type of work 

performed and institutional variables , but also often on the 

type and size of industry . Lack of data prevents an examination 

of inter- industry skill differentials in the textile industry . 

Instead, we have to rely on the average wage paid in different 

industr i es . 

The principal measure of dispersion employed in studies 

for inter-industry wage differentials is the coefficient of 

var i at i on - the ratio of the standard deviation of wages 

divided by the mean level of wages . The following table will 

help us to examine the wage differential between industries 

before and after the revolution. 

\ 
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Table 8 

Average Yearly Wa&es in the Textile Industries 

1965, 1971 and 1976 L . C. (in Birr) 

Industry 

Ethiopian Textile In~ustry 

Ethi o-fi1 Spinning Plant 

Edget Yarn Factor y 

Adey Ababa Yarn Factory 

Negas Silk Thread Factory 

Asmara Textile Factory 

Debre Berhan Blanket Factory 

Akaki Textile Factory 

Addis Garment Factory (Augusta) 

Dire Dawa Textile Factory 

Baher Dar Textile Factory 

Akaki Garment Factory 

Ethiopia Textile Factory 

Asmara Sweater Factory 

Ethio-Japanese Nylon Text ile Factory 

Addis Garment Factory (Nafas Silk) 

Guh' l e Garment Factory 

Ethi opian Fiber Products Factory 

Heher Fiber Products Factory 

Asmara Fi ber Products Factory 

11ean yearly wages 

Coefficient of Variation 

1965 E. C. 

61/, 

626 

776 

783 

868 

932 

1070 

1092 

1116 

1214 

1215 

1348 

1647 

1812 

2112 

1148 . 33 

37 . 7% 

Source:Na t iona l Textile Corporation 

1971 E.C. 

710 

610 

1160 

1556 

1262 

1450 

1832 

1807 

1883 

2025 

2329 

1009 

880 

1450 

34 /.2 

1595 

46.9% 

1976 E.C 

1891.46 

1852.32 

2693.85 

1850.34 

1789 . 18 

1936.85 

2703.80 

1880.70 

2605 . 60 

3633.31 

1323.00 

1530. 57 

2127.52 

1850.34 

D31. 75 

1884.40 

2384.40 

1602 . 80 

2099 . 04 

277. 
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The mean ~iage in the state-o~med industries increased 

from 1148. 33 (1965) to 1595 (19 71) and to 2099 (197 6 ) per 

year. The coefficient of varia~ion indicates a substantial 

increase in the inter- industry wage differential within 

thc sub- sector . The coefficient of variation increased In 

1971 I.C . (4 6 . 9%) as compared to that of 1955 E. C. (37.7% ). 

The table also shows a substant ial decline in the coefficient 

of variation to 27% in 1976 E. C. The increase in the coeffi ­

cient of variation from 37.7% (1967) to 46.9% (1971) is very 

s t riking , ie, while t h e objective of the government had been 

to minimize the inter-industry wage differential, aft er the 

revolution, the data reveals the oppos ite direction . 

A c l ose scrutiry of the average wages of 1965 and 1971 

could give us hints for the cause of such a marked increase 

in the coefficient of variation . After the revolution one 

expects the mean wage to increase due to the rise in the 

minimum wage to 50 Birr and a 15 percent wage increase in 

earnings of workers getting 50 to 450 Birr in 1969 E. C. But 

the mean wagcs in Ethio- fil Spinning Plant, Ethiopian Textile 

Factory, Asmara Sweater factory and Ako.ki Garment Factory 

have declined . The reason for this decline was the fact that, 

the hiChly skilled workers in the indust r ies, particularly 

foreigners, earning high wagE'S left their jobs, and consequently 

resulted In a decrease in mean ~ages . On the other hand, 

there is a signiflcant rise i n mean wages, In the rest of the 

industries, due to the setting of the minimum wa[e, the permitted 
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wage increase, and shift to plece wage system in some industries . 

Such a decline and a rise in the mean wage increased the co-

efficient of variation in 1971 E. C. It is also evident from 

the above table that the coefficient of variation declined 

substantially to 27% in 1976 when things were normalized. 

The coefficient of variat~on of the textile industry 

l n 1971 (4&.9%) was very much higher than the coefficient 

of variation for the whole manufacturing sector which was 

2 
28% (based on C. S .O . data) and 36% (based on SSI data) . 

Table 8 indicates the existence of mean wage differential 

among the state- owned textile industries. The question is, 

what are the possible sources of inter-industry differential? 

Studies in both developed and developing count~ies have found 

3 
a fairly strong relationship between firm size and wages. 

The attempt here is to examine the relationship between mean 

wage and factory size in these industries . Factory size is 

measured in terms of employment, fixed assets , production, 

profit an d other variables . 

The method of analysis initially utilized to examine 

the relationship between mean wage and the size of industry 

( in terms of the number of employees, production, total fixed 

assets , and profit) is multiple resression with continuous 

regr essors. Since linear relationship is apsumed , a linear 

equation of the form: 
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4 
Y = a + l: b.X . +\.1 .... . ................... . ..... (3 . 1) 

i=l 1. 1. 

Where y = is the depende nt variable , which is the average 

yearly wage pe r worktr . 

x = Broduction 1 

X
2 

= Emp l oyment 

X3 = Fixe d assetr; 

X = Profit 4 

and, b l , b 2 , b 3 , and b 4 are coefficients 

was fitted in the Cross sectional data (for data base on the 

regression see appendix II). Consequently, the result 

obtained is: 

Y=1475 . 59+0 . 52776X
l

- 0 . 071098X
2

- 0 . 0313936X 3- 0 . 13 3689X4 .... (3 . 1a) 

( . 0 329) (.24G8) ( . 0186) ( . 1025) 

R2 =. 5480 F r a tio=3 . 941 

Th e correlation matrix ~nd other multi-collinearity 

test s suggest a s e rious multi-collinearity a mong the three 

independent vari~bles ( Xl ' X3 , a n d X4 ) . The reason for such 

multi - ccllineari ty 1.S that these variables are de scribing 

related dimensions of the same phenomenon . The principal 

component method is utilized as a solution to the inoidence 

of multi-ccllinearity . 

The method of principal component is a sp8cial c ase 

of the more general method o f factor analysis . Factor 

analysis i s the attempt , based on statistical observation, 

to determine the quantitativa relationship be tween variab les, 

where the relaTionships are due to separate conditioning 
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factors, or general causa l factors . By relationship is 

mEant a certain pattern of motion betl-leen two or more of 

the variables undEr explanation . Such a pattern of motion 

is expressed i n coefficients or percentages which indicate 

to what extent the varianCES of the variables in question 

are influenced by a certain causal factor . This factor is 

common to the variabh:s wh i ch fOrI!,. part of a specific motion . 4 

With the principal component method , we construct some 

artificial orth ogonal variables (form linear combination of 

X' s) . We thus transform the multicoll i near X' s in orthogonal 

variables . The Transformation provides a defensive solution 

to the multicollinearity problem because in this case ~e 

achieve a meaningful reduction in the parameters of the 

original_model . 5 The Priston Univers ity Package available 

at A. A. U. Computsr Center was used to process the data . 

Employment (X
2

) variable t,Jas wi theld from the principal 

component ana lys i s ~ld inserted d irect ly into the regress10n 

equation, the results obtained are as follows: 

Y=1483 . 17-0 . 071099X
2

+O . 020391P
I

- 0 . 120843P
2

+O.008908P
3 
.... (3 . 2) 

( . 2458 ) (. 0204) ( . 0966) ( . 0051) 

2 R = . 5480 F ratio= 3 . 941 

The employment variable in the above equat i on 1S 1n-

significant ie, the decrease or i ncrease of the size of 

employment does not have significant re l ation with the mean 

wage i n the state-owned textile industries . On the other 

hand, the other variables (production, size of fixed assets 
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and profit) jointly influence th2 mean weges. Ps measured 

by the percent ex~lained, the above regression analysis (lb) 

18 fairly successful. The va~iable3 expl i:ined about 54% 

of the variation in Plean wap,es. 

3 . 3 Inter-Personal IliagB Diffc:rBntia l in the 

State-Owned Textile Industry 

The preceding section presenTed a quantitative discussion 

on the distribution of mean wages among the state-owned 

textile industries. In thi s section an attempt is made to 

expl ore the personal wa!':e differences vIi thin the industries. 

Table 9 

Percentaee of Employees in the State-Owned Textile 

Industry by Wage Group(1975 I.C . ). 

-------_. .--------
No.of No.of 

hage Group E"'Plcyees 
., v.rare Group Employees ?: " 

50 - 99 15301 49. J 151) - 799 37 0 .1 

100 14" 6434 20.7 ~00 849 15 0.05 

150 - 199 3970 12 . 8 J50 - 3'J9 22 1. 1 

200 . 249 2893 9.3 900 ". 943 15 0 . 05 

250 .. 299 951 3.1 950 9'19 13 0.04 

300 - 349 535 1.7 1000 .. 1049 5 0.02 

350 . 399 327 1.1 lOY) 1OC),) 6 0.02 

400 - 499 90 0.3 120:) 123S' 10 0.03 

500 .. 549 66 0.2 1300 - 1399 5 0.02 

5S0 - 599 50 0 . 2 1400 - 1499 7 0 .02 

600 - 649 34 0.1 1500 .. 1599 1 

650 .. 699 3/, 0.1 1600 - 169'.' 1 

700 - 749 32 13 .1 170;) & above. 1 

Source : National Textile Cor!,oration 
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The wage distribution deta presented in table 9 shows 

that about 50 percent of the employees earn less th2n 100 

Birr per month . About 82 percent of the total employees 

1n these industries receive less than 200 Birr per month . 

On the other extreme , about 8 percent of the total employees 

r eceive more than 300 Birr per month . 

The wage differential ~ithin an industry could be 

crudely illustrated using the range . The minimum wage in 

the state- owned industries is defined as 50 Birr per month . 

Th i s minimum wage varies from 16 . ~ percent to 59 percent 

of the average wage in The textile industries . The worker 

earning the highest wage at Debre Berhan Wool Factory earns 

40 t i mes the minimum wag'; and 12 times the average \o7age. 

S i nce it is difficult to deal with the distribution 

of wages in each factory , six factories were selected from 

the state- o\omed factories utilizing stratified simple random 

sampling (See Appendix i for the detail on sampling) . 

The inter-personal wage differentials in the six text i le 

industries are s h own in the following STandard deviation , 

coeff i cient of variation, Lorenz Curve and Gini Coefficient 

(See Appendix i i i for the definitions ~. 



.. 62 .. 

Table 10 

Standard Deviation (a), mea~ and Coefficient of 

Variation (C.v) of the Total Population in the Six 

St ate-owned Textile Industries (1 978 E. C.) 

Industry a c . v. l-!ean 

"'day Ababa Co tton Factory 103 .1:2 . 97 111.9 

Baber Dar Textile Factor}, 101.82 .4', 232.4 

Progres s Cotton Fac tory 111. <l l .97 115.4 

Ethiopian Thread Factory 132.42 l.OC 122.6 

Heher Fiber Factory 'l 7. 8t;· .. 89 913.7 

Akaki. Textile Factory Q9. 12 '(·2 15 9.9 

Us ing the wage data from the six sta te-owned industries 

have computed the stand2rd deviation and the Coefficient 

variation. Table 10 shows the e xistence of inter- personal 

wage different i a l 1n the state-owned textile industries. 

Moreover , the inter- personal wage differential varies from 

one industry t o another industry. For instance the coeffi­

c i e nt of variation in Bahar Dar Texti le fac t,?ry (44%) is 

smaller compared with the Ethiopian Thre",d fn.c tory (l08 %) 

a nd the rest of industries. The inter- personal wage 

differential could al so be i llustrated using the Lorenz 

curve and the Gini coefficient as f o llows : 
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Figure I. 
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Figure 2 is a graphic presentation of the wage distri­

bution in terms of the Lorenz Curve. The cummulated wage 

shares have been plotted on the vertical (y) axis against 

the corresponding cummulative frequency of employees on the 

horizontal (x) axis . 

By definition, we have perfect equality if every income 

receiving unit gets the same income . In this extreme case, 

the Lorenz Curve will be a straight line, coinciding with 

the diagonal . If there is any inequality, then the curve 

would lie below the diagonal, at least from a certain point. 

Curves lying to the extreme right of the egalitarian line, 

by definition of conve~ty, signify a greater wage inequality. 

It can be seen that the curves in figure 1 take their position 

to the right of the egalit a rian line . 

The Lorenz Curve of the Ethiopian Thread Factory lies 

to the extreme right of the egalitarian line . To the left 

of this curve is the Progress Yarn Factory, and the closest 

curve to the ega litarian line is the Bahir Dar Textile Factory . 

The economic interpretation of thes e curves 1S that, 

distribution of wages is more equitable at Bahir Dar Textile 

Factory as compared to the other industries under consideration. 

The use of the Lorenz Curve for comparison purposes is 

limited . In fact, Lorenz himself recognized the possible 

ambiguity 1n comparing tvJO curves o f varying distributions 

particularly if interesected . Therefore, it would be 

difficult to compare the remaining c urves of the state-owned 

t extile industr ies . 



- 65 -

The income concentration ratio play a decisive r o l e in 

overcoming the problem of int8rsecting ~urves,and i n making 

it possible to draw firm conclusions about the trend o f 

wage d i stributions . 

Table 11 

Concentration Ratios (Gl of the Six State-Owned 

Textile Industries 

Ind ustry 

Adey Ababa Cotton Factory 

Baher Dar Textile Factory 

Progress Cotton Facto ry 

Ethiopian Thread Factory 

Heher Fiber Factory 

Akaki Textile Factory 

G 

0 . 637 

0 . 18B 

0 .6 81 

0 . 676 

0 . 764 

0 . 245 

A remarkable difference in t he concentration r a tios ~s 

observed in table 11. The concentra tion rat io for Baher 

Dar Textile Fact ory is 0.188 , while for Meher Fiber Factory 

is 0.763 . The afore-mentioned Lorenz Curves and concentra-

tion r a tios indicate the exis t ence and t he degree o f inter­

personal wage d ifferentia ls in the state- owned textile 

industries . 

In the light of the existing wage disparities within 

industries, it may be asked whether any s imple relation 

exists between the wage distribution, and the educational, 

experience and age dis tribution in these i ndustries. This 

could provide a starting point f or the explanation of the 

determinants for the inter- personal wage differential ~n 

these i ndustries . 

--
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Table 12 

Abe Distribution of Employees in the S ta te-O,med 

Textile Industries (1976 E.C.) 

"!;e GrouE Hale Female Totel Percent 

50 - 5~ 707 158 865 2.9 

45 - 49 1456 509 1965 6.5 

40 - 44 1763 850 2613 8.6 

35 - 39 2520 1814 4334 14.3 

30 - 34 2835 2940 5793 19.1 

25 - 29 2929 3450 6379 21.0 

20 - 24 2930 3070 6600 21.0 

15 - 19 735 1054 1789 5.9 

Source: National Textile Corporation. 

The age distribution in table 12 clearly shows that 67.8 percent 

of the employees are below 35 years of age. And 2.9 percent of the 

employees are beyond the age of 50. 

Table 13 

Distribution of Experience of Employees in the 

State-Owned Textile Industries (1976 E.C.) 

Experience No. of Employees Percent 

More than 40 2 

35 - 39 30 0.1 

30 - 34 404 1.3 

25 - 29 525 1.7 

20 - 24 2639 8.5 

15 - 19 1,448 14 . 4 

10 - 14 5895 19.1 

5 - 9 8005 25.9 

0 - 4 8946 29.0 

Source:National Textile Corporation 

1 

I 
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Table 13 gives the experience of workers in the state-

owned textile industries. The distribution shows that 3.1 

percent of the workers have served in the industries for 

more than 25 years . Employees with less than 10 years 

service accounted for 55 percent of the workers. 

Table l'f 

Educat i onal Distribution of Employees in the 

State-Owned Textile Industries (1976 E.C.) 

Level of Education 

Reading and Writing 
Elementary Ed ucation (1-6) 
Junior Secondary (7-8) 
Secondary (9-12) 
Secondary Complete 
Technical School Graduates 
Commercial School Graduates 
Po ly-Technic Graduates 
University Incomplete 
University Complete 
l1asters Degr ee 
Ph .D. 

No . of 
Employees 

14 ,817 
9 , 732 
3,090 
2,151 

471 
360 

53 
102 

17 
63 
14 

1 

Source :National Text ile Cor poration 

Percen t 

48.0 
31.5 
10.0 

7.0 
1.5 
1.2 
0 . 2 
0.3 
0 .1 
0.2 
0.04 

. The. frequency distri bution by educational level in table 

lit shows that very feVI employees have passed the junior secondary 

level of education . About 80 percent of the employees in these 

industri e s h a ve primary level of education . 

Having establishe d the existence of earnings g ap, it 

would be necessary to ask Vlhat caused it. How much of this 

gap can be ascribed to the differences in e xperi ence and 

education How much of the wage variation is explained by 

variables other than educacion and experience . The emperical 

analysis undertaken in the next chapter addresses these question . 
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CHAPTER IV 

DETERMINANTS OF INTER-PT:RSONAL 'liAGE 

DIFFERENTIAL :N THE STATE-OW~!ED TEXTIl.f I nDUSTRIES 

Th~ preceding section showed the existence of inter-

industry and inter··personal wage ditferential and th e factors 

influencing the mean wase variations in th e state-owned 

textile industries . In IVhat follows , an a ttempt is made to 

investigage the factors that influence inter-personal wage 

differential using econome tric technique . 

A number of variables, such as education experience 

within an industry, occupation, sector, location, martial 

status, experience out of the industry, sex, change of jobs , 

union power, etc., influence of the distribution of wages 

in the textile industry (the djstplbution of these variables 

in the sample survey in shown in ."!ppendix V). The use of 

multiple regression analysis will allow to separate the 

effect of a number of independent vad abIes on the particular 

dependent variable. 

The model used in this section is the Classical Least 

Squares Equation with both dummy and continuous regressors. 

The semi - logarithmic and linear equations are utilized as 

follows:-
22 

Y = a + E b.X . + 11 ..... " ..... . ......... .. .. 
i=l l l 

(4 .1 ) 

2 2 

R.nY = a + Eb . X" + ~ ••.. ••.••••••• • •• . .• ..••. 
l l 

( 4 . 2 ) 

l.Jhere Y = wage ( after tax) 

Xl' X2 ···, X22 are variables which are dummies and 

continuous to explain Y.b l ,b 2 , ... ,b 22 are coefficients. 

~ is the random observed disturbance tern 

The variables: 

Y is the der:,-,ndent ''''triable . 
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The independent variables are the following: 

Sex 

Hartial Status 

Ae.e 

Education 

E1eGlentary (1-6) 

Junior Sec. (7-8) 

Secondary (9-12) 

x = Sex . 1 if female 
1 

X - M. S. 1 if single 
2 

X3'= Age 

\- Edu. 

X -5 
Edu . 1, if primary 

X6- Edu.2, 1 if Secon . 

X = 
7 

.E.du J, 1 if Secon . 

Di ploma & Cert . (13-14)Xe- Edu4 , 1 if Cer. D~p • 

Above Di ? loma (>14) X -9 
Edu 5, 1 if above Di ? 

Experience Wi thin Ind . X
1D 

Exp. 

1-3 years eAl'erience X = 
11 

Exp 1, 1 if 1-3 years 

4-& " " X -Exp 2, 1 if 4- 8 years 
12 

9-14 " " X
13

-E.xp 3, 1 if 9-14 years 

15-22 " " X14- Exp4, 1 if 15- 22 years 

22-28" " X
l S

= Exp 5, 1 if 22-2 8 years 

Professional & Tech, 
Worke r s X

16
= Occ . 1, 1 if Prof. 

Production Ii< re-
lated Workers X

l7
-Occ . 2, 1 if Prod. 

Admini strat ive & 
Manag. Harkers X18-Occ . 3, 1 if Adm . 

Cl e ri ca l & re l a t ed 
Workers X

19
= Occ.4 , 1 if Clerical 

Service Workers :~20-0cc . 5, 1 if Service 

Experi ence Outside 
Industry X

21
-Exp . 6 

Changes of job. X22- C. J . 

o Otherwise 

o " 

0 " 
0 " 
0 " 

" 
0 " 

0 " 
0 " 
0 " 
0 " 
0 " 

0 " 

0 " 

0 " 

0 " 
0 " 

The sub categories whic h have been e x c l uded are :for sex, 

male ;for martial status, the married;for educat i on , the 

illiterate; f-or experience, above 28 yeal's of experi ence and for 

occupation , the sales workers . 
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L; .l Empirical Findings · "t the sample s urvey 

The Model VJhich consists of both continuous and dummy 

regressors is est imated by Ordinary Least Square (OLS) for 

the whole sample and for the disaggre[;ated samples. The above 

m~ntioned equations are tested to find the best statistical 

explanatiolJ of the variation in earn~ngs . In this section, 

the estimation of the equations is performed using the P . Stat . 

8 Package and StepVJ i se Regression 2 , available at A. A. U. Computer 

Centre . 

Table 15 

Results with Education and Experience 

as Continuous Variables 

Linear Hodel Semi-Logarithmic 

Variables Coefficient StE;!1dard Error Coefficient 

Sex -44. 6330* 111.6071 -0.2102* 
M. S. - 41.9485** 18 . 31,12 -0.1656* 
Edu . 2, •• 2037;' 1. 8002 0.0917* 
Ex!, . t].3916* 1. 0123 0.0455· 
Occ. 1 1, 1. 3589 67.2055 -0.0010 
Oc c . 2 - 6 .0686 66 .9370 -0.2674** 
Oce. 4 -39.3904 71. 249l N. P. 
Occ . 5 -15.047 6 73.0003 -0.171,1 
Exp. 6 14 . 5030* 3. 0668 0.0350* 
C.J. 12.2347*** 9. 0004 0.08511' 
Constant -58 .109 4.1208 
rr' 
R' 
F ratio 
N. 

O. 6G04 0 . 6826 
0.6673 0.6706 

51. 989 57 . 21, 
305 

* Significant at 1 percent level 
** Significant at 5 percent level 

*** Significant at 10 percent level 

305 

Standard 

0.0541 
0.0678 
0.0067 
0.0038 
0.1967 
0. 1954 

N. P. 
0.2237 
0 . 0114 
0.0336 

Error 

The above results (for the VJhole sample) indicate that 

many of the variables used are significant . In t he linear 

regression model, basic earnings are associated , on the 

average, with an extra 24 . 20 Birr for additional year of 

\ 
I 
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schooling and with 8.39 Birr for each additional year of 

experience in the state- owned textile industries . 

Since the dependent variable in the semi-logarithmic 

regresslon is in the natural logarithm (In), it is possible to 

inLerprete the variables as a percentage in the wage effec t 

associated with a particular variable . Civen the starting 

wage of 61 . 61 Birr , therefore, it could be said that each 

year of experience increases wage , on the average, by 4 . 6 

percent , while each year of schooling raises it by 9 . 5 percent . 

The variables of sex , martial status , experience out-

side the industry dnd change of jobs are also significant 

variables influencing the level of wages in these industries . 

In the linear re[,ression model, out of the eleven variabl~s 

used, five variables have coefficienWthat are significant 

a t the 5 percent level and one at 10 percent level, while 4 

are insignificant . In the semi - logarithmic model, out of the 

eleven variables , seven have coefficients significant at 1 

percent level, one at 10 percent l evel , with the rest being 

ins i gnificant . The Not Printed ( N. P) indi cates the variables 

tried but rejected by the programrr.e on the basis of a partial 

f - test , wi th 95 percent confidence interval . 

-2 
from the Multiple Correlation Coefficient ( R ) , we see 

that about 67 percent of the variation in wages in both 

equations is explained by most of the variables used . 
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In addition to the above analysis, we have tried t o show 

a comparati ve' picture o f the exrlanatory power of schooling 

a n d e xperience in the Ethiopian State- OHned Textile Industry 

loJi t h that of ad vanced and deve l oping countri es in what follo F 

Table Ib 
Comparative Pe rformanc e o f Experience (T) and 

Schoo ling (S) Variables 1n Different Countr i es 

? 
R~ 

Country 
coeffi?ocnt 
of (8) 0 

coeff i v.ent 
of (T) 0 

li . S .Ii. ( 1960) 0.107 0 . 081 0.285 

Britain (1972) 0 . 097 0 . 0 91 0.316 

Malysia (1 970) 0.140 0. 098 0.492 

Uganda (1.965) 0 . 135 0 .134 0 .540 

Ethiopia (1972) 0 . 203 0 . 027 o. ~/,S 
Ethiopia (1986 ) 0 . 092 0 . 046 0 . 486 

(Textile Industry) 

Source:Malysia:Anand, Inequality and Foverty in l1alysi a , 

Tab le 7 . 1. Britain:Psachara poulos and Layard, 

"Analysis of t he 1972 GenGr a 1 household Survey Data", 

P . 492 . United 8tates:11incer, Frogress in Human Capital 

Analysis: U;;anda:Knight, J:leterminants of Wages and 

Salaries in Uganda:Bullet in of O. V.I of E.and S. , Vo1.29, 

No . 3 (1967) P . 256 . Ethiopia:Fassil G/K, Educational Outcome 

Heasu reI!!ent in Developinf, Countri"s, P . 126 . 

Table 16 indicates that schooling and experience appear , 
to be impo r tant variables explaining wage variat i on in these 

countries . The Multiple Correlat i on Coefficients of Malysia , 

Ugan da and Ethiopia dep ict a stronger in f l uence of the 



independant variables (0ducation and experience) on wages, 

as compared to that of Britain and th~ United St ates . In 

the above comparison. there ar0 differences in sample Slze, 

sector and time of studies. RCfardless of these differences, 

however, table 16 indicates the significance of education 

and experience in wage determination in the above mentioned 

countries. 

Horeover, the above comparisons are m"de on the assumption 

that age and experience., more or less, 2xplain the variation 

in income: equally .. 14hen direct informA.tion on experience 

was 110t available, many U.S. studies hnve taken experience 

as aee less the number of y~ars in schooling, minus five. 

This implicitly assumes that the groupE of individuals with 

a given leve l of education complete their education at the 

same age and enter the la.hour mark<"t I<'i thout 'Nai ting period .. 

Some studies in fthiopia and othEr developing countries t oo 

considered age to estimate experience. 

Such an approximation gives different results if one 

estimates the regression model separately by substituting 

age for experience. The difference is shown using the data 

from the state-owned textilE industries in Ethiopia as follows. 

Y - -23B-19.0X1 - 27.4X2 + 3.3X
3 

+ 2f.4X
4 

+ 16.2X
16 

(1 4.7) (18.:» (1.0) (1.8) (52.4) 
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(52.2) (67.2) (56.7) (59.5) (3.0) (8.9) 

· ·2 6r. F ratio 'j ·g .92 R = . " = 

tnY = 3.3 . 1OX
I 

- .12X2 + .04X
3 

+ .1(')\4 + .0.3X
16 

COS) ( .07) ( .004) ( .007) ( .20) 

-.21K17 + .20](18 .12X
19 

- .2t,X
20 

,003X
21 

+ O'JV . , ... t~22 

( .20) (.26) ( • 22 ) (.23) ( . :11) ( .03) 

,;2 = 64 .- . E' rati.o = 51.26 

The above results indicate that a unit cha.nge in educiJ:tion 

is fc>llowF'~ higher wage incre ment ;"hen compa.red with th", 

r~ results in table 15 ( page 71) . Horeover, the above 

regression equations have got better fit than the results 

of the regression equations in tabla 15. 

Th" approximation of exp"rienc8 by a ge could be r e levant 

in th~ deve loping countries. In this pa rticu13r study on 

the state OWTl2d tex-ci18 indus ·tri",;;. 

i) the respond~nts did not either knm-J or t ell their 

e xact age. 

ii) the age of entry to the job generally differs from 

individua.l to individual, and 

iii) schooling while working LTl th~ industry (night 

school) is widespr2ad . 

Therefore; the conclusion that could b.~ drawn from the 

above different results, it would be di ffi cult to use age as 

a substitute of experience in Ethiopia. 

\ 
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The preceding discussion showed education and experlence 

dominatillg ~he explanatory power of the model . The variables, 

education and experience were taken as continuous va riables. 

Using such a continuous education and exper i ence variables 

is of only limited value because it measures the average 

effect of addit i onal schooling and experience over the ent ire 

spectrum of education and experience ie, the model assumes 

that every unit change in education results a change In wage . 

But in actual fact this might not be true . The wag~ lncrease 

in most of the cases could be a result o f COMpleting a certain 

level of educ~t ion or a certain years o f experience. It 

would be more useful to establish the amounts of additional 

wages which result from schoo ling and experience of different 

levels . In this sect ion, multiple reEressions with sets of 

dummy variables for the cata~ories of education , experience 

occupation , sex , mar~ial status and continuous variables 

such as number of change in jobs and experience outs ide the 

i ndustry are incorporated in the model to see the variation 

in wage . (The classes within each group are presented on 

page 1. 



Table 17 

Variab l es 

Sex 

H. s . 
Edu 1 

Edu 2 

Edu 3 

Edu 4 

Edu 5 

Exp 1 

Exp 2 

Exp 3 

Exp 4 

Exp 5 

Occ 1 

Occ 2 

Occ 3 

Occ 4 

Occ c 
J 

Exp 6 

Ch J 

Constant 

F- Ratio 

R 
2 

- 2 
R (adj.) 
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Regression Analys i s Resul~s with Educat i on and 

Experienc~ as Du~~ies 

Lin"ar ~,ode l Semi-loll Model 

Standard Standar d 
Coefficient Error Coefficient Error 

-39 . 28217* 14 . 00Jf,6 - 0 . 08694" 0 . 02385 

-20 . 73431 15 . 03598 - 0.03771 0 . 03072 

36 . 42426** 13 . 17403 0 . 09596* 0 . 03095 

55 . 49945'b~ 26.40Sil7 0.l1J49* 0 . 04497 

132. 18753* 22 . 38841 0 . 27049* 0 . 03898 

303 . 328.37* 27 . 74959 0 . 54640* 0 . 04726 

454 . 911,);," 33 . 79 3M, ~O . 59352* 0 . 06607 

- 1.8 .65698 22.59 ':'0 7 -0.149[;7 0.14067 

11. 63752 7~ . 70184 - 0 . 03096 0 . 13578 

29 . 27089 73.54525 0.04856 O. l3373 

94 . 37067;"', 79 . 27399 0 . 21303** 0 . 13501 

170.95001,;" 81. 27553 O. 31609*'~ 0 . 13842 

29 . 16704 64 . 73015 0 .02923 0 . 11024 

- 9 . 66495 GI; . 49422 -0 . 07924 0.10984 

213 . 90553* 73 . 41512 0 . 15130 0. 13355 

-2 /, . 971.!.,4 68 . 77232 0.02557 0 .11713 

- 24 .50734 70 . 29042 -0.07126 0 . 11971 

15 . 34196* 2. 94917 0 . 01795* 0 . 00502 

7. 3701 0 G. 72147 0 . 02992*" 0 . 01485 

59 . 72275 1. 98651 

83 . 326 31. 425 

. 7181 .6880 

.6994 . 6716 

* SignificC!nt 8t 1 percent level 
** " n 5 per cent n 

*'1:* n " 10 " " 
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The above ~able again indicates wage as an increasing 

function of the categories of education. In both models, 

higher level of education result in higher wages . The di -

fference between secondary and junior secondary level of 

education is higher than the difference between elementary 

and junior secondary level of education . Among the educa-

tional categories, Edu 5 (above diploma) has got the highest 

coefficient and primary education the lowest coefficient . 

The incremental effect the successive level of education 

could be shown as follows : -

Table 18 

Differences in Values of Coefficients for 

Successive Educational Categores 

Educat i ona l L0vel 

No schoo ling 

El ementary (1-6) 

Junior Seconder y (7 - 81 

Higher Secondar y (9- 12) 

Pos t Secondary (13-14) 

Pos t Di pl oma (abO ve 14) 

Li near HoJel 

base 

36 . 112/126 

19 . 0752 

76 . 68807 

171.61+079 

151 .0835 

Semi-lot: Mode l 

base 

0 . 095% 

0 . 11753 

0 . 157 

0 . 27591 

O.lLI71L 

Both mode l s reveal similar trend . After the elementary 

level of education the increments show an increas ing tendency 

upto the leve l of post secondary (13-1~) level . Eventhough 

there is an increase in wage as a result of after diploma 

level of education, wage increases at a decreasing rate . 
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The first three experience groups (1-3), (4-8) and (9-14) 

arc insignificant . The coefficient of workers with experience 

of more than 22 years is hiEher than the coefficient of 

those with experience between 15 and 22 years. 

Amongst all occupations, the admini stra~ive a~d managerial 

workers categcry is the only significant variable. The 

variation between occupations will be discussed when we f it 

sepa rate regression for the different cat egories. 

The coefficients f or both sex and martial s t atus in 

both models is with ~he expec t ed negative sign . This 1S 

consistent when compared with s i milar research done elsewhere-

the coefficient of sex is significant while mar ital status 

is not . The findings imply how the female workers in the 

textile industry are different iated in terms of wage compared 

with the male workers. 

Other important variabl es which influence wage in this 

study are exper1ence outside the industry and number of change 

cf j obs . One year experience outside the industry i ncreases 

wage by 1 5 . 34 birr and one time change of job raise wage by about 

3 . 0 percent . 

The variables employed 1n the model explain about 70 

percent of the variation ~n wage. Such R2 (ie . 699 i n the 

linear mode l and . 672 in semi-log model ) is very r easonable 

compared wit]l other studies . 3 The F test indicates significant 

overall relationships between wage and the independent 

variables in the study . 
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The co~fficients of exp 1 (1-3), production and related 

workers, clerical and related .,orkers, and service Horkers 

have negative signs implying lesser returns compared with 

the rest of the categories in their group . The coefficient s 

of these groups are insignificant . The observed negative 

signs may be because of the lesser number of observations 

in each of these qualifications. However, it could also be 

thaT most of these incubents may be young and recent entrants to 

the indus t ries and hence may have less wage,cateris paribu8 

compared to all other qualifications . 

When using a large number of variables especially as 

most of them are in the binary fo~m, there is a likelihood 

of multicollinearity affecting the result. Several checks 

were made to detect its presence . First, an inspection of 

the correlation matrix (se~ appendix iv) for the independent 

variables showed that there was no cause for alarm . Second, 

some of the independent variab l es were regressed on the other 

independent variables to test for l i near dependence . The R2 

was not more than . 50 . Third , t he Slze of the regression co ­

efficients was not changed much by the addition or deletion 

of variables from the regressions . We may conclude that multi ­

collinearity doesn ' t affect the above results. 

The size of the least squares coefficients in the classi­

cal linear model is not a reliable measure of relative importance 

of the independent variable in determing the variation in wage . 
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The size of these coefficients can easily be varied by chang-

ing the unit of measurement . I have chosen the Beta coe -

fficient to ~easure the relative importance of the independent 

. .. f' 4 varlables In In luenclng wage . The Beta coefficients are 

simply rebrcssion coeff icients multiplied by the ratio of 

the standard deviat i on of an independent variable to the 

standard deviation of the dependent variable . The Beta coe-

fficients for the models are shown in the following table . 

Table 19 

Beta Coefficient Results 

Linear Hodel Semi-lo~, Hodel 
Variabl"s B. coefficien.ts Rank B.caefficients Rank 

Sex . 1059 9 .131469 8 
Edu. 1 . 1192 8 .1 416745 7 
Edu. 2 . 0904 10 .1050962 9 
Edu. 3 . 2839 I . . 3437 1,74 ) ~ 

Edu . 4 . 5259 1 • 'j632162 1 
Edu. 5 . 4L59 2 . 3642427 2 
Exp . 4 . 2473 6 . 308J'<62 5 
Exp . 5 . 3009 3 . 329':'896 4 
Occ . 3 .1566 7 
Exp. 6 . 26G1 5 . 1&796 6 
Ch. J .1040776 10 

In all the two regresslon models, post higher secondary 

education (13-14) Edu . 4, and above diploma level of educa-

tion (above 14) Edu . 5 , head the ranking . Thereafter the 

ranking shows higher secondary education , above 22 years 
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of experience, between 15 and 22 y~ars of experience , experience 

outside the industry, elementary level of education , and 

change. of jobs . In the linear model administrat ive and 

manageloial occupation is ranked as the 7th important vari-

able to explain wage. Thus, again .Ie find that c;xperience 

and education are the two importan·t variables in affect ing 

the level of wages in the textile industry . 

4 . 2 Some Additional Findings 

Separate regressions were fitted to see the influence 

of the vari ables explained earlier on the three categories 

of occupation ie . 1) Professional and technical related 

works, 2) Production and related workers , and 3) Administrative , 

managerial, clerical, seles service and related workers . 

The results are presented in the following tables . 
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Result s of the. Sub-sample, Regr8ssion . Professional 

an~ Technical Workers . (n=60) 

Linear t-lode1 Serui-1o~arithmic 
Standard Standard 

Variables Coef ficieon ts Error Coefficients Error 

Sex 
M. S. 
Edu . J 
Edu . 3 
Edu . 4 
Edu. 5 
Exp. 1 
Exp . 2 
Exp. 3 
Exp. I, 

Ext' . 5 
Exp. 6 
CL.J. 
Constant 
F. ratio 
R2 
-2 R (adj.) 

Sex 
H.S. 
E.du . 
Exp. 
Exp . 0 
CL .J. 
Constant 
R2 

R2 (adj . ) 
F. ratio 

54 .21 963 
-33.51662 
"55.87454 

142.7411.6*" 
259 . 06201* 
480. f>569 3'~ 

-137 . 86903*** 
- 1,0.98720 

l'l.P . 
100 . 80072 
212.10985" 
li.76430* 
3.88745 

146 . 123'i2 
7.330 

. £5 17 

.~613 

Whet'. Education 

4.825 3 
-18.0443 

"-4 . 1433* 
13.068Y> 
13.9931* 

3 . 61,71,*** 
--323 . 541; 

. 6681 

. 6306 
17 . 7'64 

129 .51 927 . lUJ/,1 .1 3451 
56 .11,l78 " . 01,472 .06794 
69 . 30927 '- . 021,09 . 08268 
71.16579 • 23121,* . 08490 
69 . 71.302 .83909* . 08320 
80 . 07053 . 43916* .09552 
95 . 00093 -.00619 .09361 
73.12996 H.P. N.P . 
N.P . . 01139 .08724 

80 . 17212 . 20623*1, . 09411 
77 • 84,39 . 39263 .09237 
6.27812 . 02333" . 00749 

.02487 ,02083 
7..08433 
7 .369 

.6529 

.56i13 

,md Experience are Continuo us Variables 

114.6196 0.1368 . 3255 
50.7387 -0.061 8 . 1443 

5 . 2135 0 . llS7* .0155 
3 .5) 56 0 .G569 .1040 
5 . 6921 O. 0339''''i\.° .0166 
5 . 3882 0 . 0578**" .0446 

J .7(.16 
.6507 
.6104 

16.14 (\ 
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Results of the Sub-sample Regression . Production 

and Related 1·'or·kErs . m=20 2) 

Li near Hodel Semi-lo~ari throi c 

Standard Standar d 
Var iables Coefficients Error Coeffici ent s Error 

Sex -50 . <l S834* 10 . 8451,1, -0 . 11050* .0249 7 
M. S . ,'l, 1695 1 15 . 86632 . 00399 .03652 
Edu. 1 35 . 1,· 706* 12 . 01536 . 08691* .02766 
Edu. 3 (' 0 . 342 /, 7* 16 . 75612 . 20712" .03857 
Edu . 4 391. 83619" 21 . 34485 . 76016* . 06295 
Exp . 1 -149 . 29007*" 79 .79326 - . 43009* .18368 
Exp . 2 - 126 . 29172*** 77 . 97548 " . 30899** .1 7950 
Exp . 3 - 87 . 30193 76 . 56516 .,. . 16370 . 17625 
Exp . I, 

_. 
24 . 93546 76 . 57436 - . 00020 .17627 

Exp . 5 24 . S9653 78.4.1050 . 00020 .18055 
Exp . 6 0 . 5'6277 4 . 761,67 . 06550* .01097 
CL • . J . 27 . 4973]** 11: . 51,(1d9 . 03938 .03349 
Constant 190 . 82&86 2 .17074 
1'. r a tio 26 . 204 23 . 571 
R' 6-") '~ ~J 

• /.. .,;J .5982 
-2 R (adj . ) 0:;994 . 5727 

When Education ana Experience Gre Continu Jus Variab12s 

Sex -1)6 .0192* 12 . 6399 -0 . 2698* 0.0610 
H.S. -33 . 2655** 18 . J',68 -0 . 1955** 0 . 0895 
Edu . 17 . 3092" 1.'ll16 0 . 035 11' 0 .0083 
Exp . 6 . :)02.5* 0 . 9201 C. 045'l'A- 0 . 0044 
Exp. 6 - 2.3892 5 . 5442 0 . 001,2 0 . 0268 
Cl. J . 38 . 2739** 1E, . 8140 0. 15&5* 0 . 0810 
Const ant - 0 . 4473 3 . 9243 
R2 . 1,601 . 5224 
R:2 (ad] . ) . 4435 .5078 
F . r at i o 27 . 834 35.736 
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Table 22 

Results of the Sub-sample Re gression . Admi nistra tive 

Managerial, Clerical, Sales , Service and Relat~d 

Irlorkers . (n =43) 

Linear Hodel Semi-Lo~arithmic 

Standard Standard 
Variables Coefficient Error Coefficient Error 

Sex -12. 83173 40.28148 0 . 00313 0.05918 
M. S. -30.875<)5 53 . 35124 - 0.03374 0.07840 
Edu. 1 - 2 . 36369 11,6.711,65 -0.17731 0 .21559 
Edu. 3 113. 8681,8 141. 66335 0.05882 0.20817 
Edu. 4 272.66895*" 145 .10403 O. 29011,*-k* 0.21423 
Edu. 5 725.32861* 165.1O!·03 0.61169-" 0.24261 
Exp. 1 87.11526 148. 45926 O.li!S13 0.21815 
Exp. 2 192.19676*** 135.41704 0.3 33491'** 0.19899 
Exp. 0 193.72676':** 137.26434 '0. 34247*** 0.20170 
Exp. 4 337 . 96240* 147 .14140 0 . 51739** 0.21622 
Exp . 5 396 . 14033** 196 . 32079 ().61339** 0.2881,E 
Exp . 6 I d .39969* 7.51551 0 .02369"'* 0.01104 
CL. J. 28 .09554 25 . 85835 0.03168 0.3800 
Constant -11,3.81075 1. 31662 
F ratio 9 . 493 6.674· 
Il2 . 8097 . 7481 
- 2 R (adj.) .7336 .6473 

When Education and Experience a.t."e Continuous Variables 

Sex - 60 .1056-k ** 42 . 7214 -0. 126{. 0.1185 
M. S. - 78. 4264**" 56 . 4662 N.P. N.P. 
Edu. 32 . 0621* 5. 6059 0.1030* 0.0149 
Exp. 15.0078* 1, . 6059 0 .0457* 0.0117 
Exp. 6 10.211,3*** 7.6230 0.0446** 0 .0208 
Ch.J. 64 . 4802* 23 . 9913 0 .1412** 0.0670 
Constant - 209 . 46 3. 76215 
R2 . 6904 .7132 
- 2 R (adj.) .63tl8 .6745 
F. ratio 13 . 382 18.403 
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The above three tables :;_ndicate the variation o f waee, 

with respect to sex, marital status, ~ducation, experience 

within the industry, change of jobs an~ experience outside 

the indus try in the three forms of occupa-tionOil categol"ies . 

Four separate regressions were fitted for each catagory of 

occuaption . The regression results indicate a difference 

lon the coefficients and in the multiple correlation coefficients. 

Education does not equally explain the variation of wages 

in the three occupational groups . One unit change in school­

ing results i n an increase of Birr 44.14 in wages to the pro­

fessional and related workers, birr 32 . 06 to the administrative, 

managerial, cleri cal, sales, service and related workers and 

Birr 17 . 31 to the production and related workers. The semi ­

logarithmic regression model indicates that each additional 

year in education for (1) the professional and techn i cal 

workers (2) administrative, managerial , clericel, sa l es, 

service and related workers and (3 ) production and related 

workers increases wage by 11 . 97%, 10.30% and 8 . 51%,respectively. 

The coeffic i ents of experience wi thin -the industry show 

similar trend when they ar-e compared with the co€fficients 

of educat i on in the mentioned occupational categories . Each 

year of experience would increase wages in (1) the professional 

and technical workers (2) administrative, manager i al, clerical, 

sal es, service and related workers and (3) production and 

related workers by 18 . 06 Birr, 15 .01 Birr (4 . 6% ) and 6.80 

Birr- (4. 5%),respectively . 
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The above results reveal that the most paylng occupation 

is the professional and related workers catcogory "7hile the 

least paying is the production and related workers category. 

Sex is a signifi c ant variable in the production and re­

lated worker category and in the administrative, managerial, 

clerical , sal es, service and related workers category. 

Experience outside th e i ndustry is not a significant variable 

in the production and related '70rkers. A.nd th e variable in 

c hange of jobs is significant in all the three categories. 

The above econometric models with sets of dummy and 

continuous variabl es have relatively good f i ts . The variables 

employed explain about 61 percent of t/le variance of wages 

In the professional and t echnical ~70rkers category. Hhile 

50 percent and 67 percent of the variation of wages in pro ­

duction and related workers category and administrative, 

managerial, clerical, sales, serVlCC 2nd related workers 

respectively is explained by the variables in the regressions. 

Agai n the influence of experience and education on I"age 

In these three cC'_tegori.:.s of occupation is hie;h . The tl,O 

variables alone explain 54 percent of the variation in wages 

for the professional and r e l ated workers category, 45 perce nt 

for product ion and related workers category and 42 percent 

for the administrative, managerial, clerical, sales, service 

and related category. 
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FOOTIJOn:S 

CHAPTER IV 

1. ThUte,u, no IUl-tC. on -the. l~bUt 0& eMe.~ v!Ue6 oj fLauCf".i.-ti..on and 
e.)(peJuenee. The clO/~h-tfyLC.a;Uo !',LIt :tIu.o h:tudy ,u, bMe.d on -the 
e.duea.t.i.ono...'. and ,'JrLY hlj,ot(J;J 06 the C.OWWL&" and /;he cU.!.dM.i;u:ti.on 
06 vaJUa.b.i'.u -tn the Meto" . 

2.. The <ltepvU,o r. 1t0].'r.CM,i.OYl pw:.,'ia.ge a:t :the. AMi CCl1lpu.tUt C entlte heg-tM 
by Pfl.-<'n!.A.119 out the ,V-vU/vN;."i.e I1IMrt and /;;;tc..nda!{(l dr.v-i.a.:/:.,i.on/;; 
(J 6 ab? v(1}"vi.abR.u and .then ealeu..€oxe.<l ,the -6-i.mpee eOMc1.ation 
c.oe66·Lc.,i.enV, bW'le.e.n ill PWlh 06 vaJUob.f.u, A~nc.£.udA.ng the 
depcndei'/'t vaJuab.ce. I.t t hen e.1'.J.:0'r.h -tn-to t ile l!.(;.gr,;u,-6-ton equa,Uon, 
the -tndr.pe.ndelu vaJ,~bR.e6 and c.ompldu the I!.C.gJte6h-ton e.qu.at-i.on. 
Next, A..-t en-teJ/'~ the -tncic.;?endent vaJUabfe wdh the next 
C.OIl/l.w...ti..on c.oeJ6-i.c.-i.:!.i'l-t, and -<.n M do-tlig c.ompu.tu .the. Jtegl!.u-6-<.on 
eJiua.:t-<.on. It ii.'~pea.te6 .tfu.~ pab~Utf1 60ft eac.h -t!1depe.nde.n:t vaJUab.te 
un.f.A.R. .they Me exhau.Me.d and, a,t e.vUtIj .;tep, d aecepu Olt 
Ite.jew an -<.,;depo?ndw.: \JaJu .. :tb.i'.( on t he b,v.,,u, oil a. pM.t-<.al F 
te.M. v~h 'i s peJtc.vu con6.<.de.nce W'W. The 6-<.naL equ.a:t-<.on 
malj 0It malj not ,u1c.£.lLi.~e. aU. .the -tndepr.ndent vaJuab.f.C6. 

3. OUlt R2 06 0 . 699 and 0.672 malj be. c.ompMe.d fAlA..-t h .the. but R2 a.c.h-<.e.ved 
by c;the)L -<'llVUU'30..tOIt.~ Oc ecvLvU.1lG OU!1c..ti.OY'')'' : M. B.tau.g, 0.512; 
HaMen, We.wDOIr.d, and Sc.al-kOI1, 0.15; BOL,{0I, 0.15; We.i.-~-6, 
0.16; Reed and Md€.e.It, 0.18; s.tltoup and !laltgJtove, O. 2 ~; 
A6he.n6.tvL a.n~ ,'AOOI'lg, 0.29; Gw~c.he.6 and MaMon, 0.31; HaMe, 
Q,3': : 1,,;oltiJCLrl and o:titel'..6, 0.35; RogeJr.6 , O.,;·OJ lIanoc.h, 0.40; 
Hu.i'l-t , 0. 41,: H.LMc.h a.nd Se.g e.lt.Lho.~;t, o. ·n; iioUhe, 0 . .. ;6, CMltO,?.t 
and li1nelt, 0.55, ToUe.!.> and Ne.c-<.C.haJL; 0. 5,0; Laltnolj, 0.79, 
iJe;tc.a.t6 and B-i.bby, O.gO, Md TfUM ad Caltno!! 0 . E9 (Se.e H. 
p .tWLg, Or rA.t, P. ) 3) 

,; . See. A.S . Go::'dbeJr.ge.lt, Ec.ol'lol7!e.:Uu:.c The.My (He.w VOILk : John WA...eelj 
and SOM lltc. . , 196,,) PP. 797-)Cj&. 

-' 



CHAPTER V 

SUMMARY AND CONCLUSIONS 

The s cope of this study has been a fairly narrow one, 

namely, to identify inter-industry and inter- personal Vlage 

differentials and to explain the determinants of mean wages 

and individual wages in the state- owned textile industries . 

On the basis of the available data and the sample surveJ, 

the following are some of the summary results . 

i ) No government wages and incomes policy has been 

announced after the revolution . However, some directives 

of the government which directly affected wages were 

introduced. 

a) The introduction of minimum wages (50 Birr) in 

the publicly owned institutions. 

b ) A un~form wage increase directives by the Council 

of Ministers to state owned enterprises excluding 

employees under the Central Personnel Agency . 

c) The Council of Ministers also issued the starting 

salary of new employees graduating from univers i ties 

and cOlleges in Ethiopia and abroad. 

d) The establishment of a Wage Board to institute 

a uniform wage graolng in the public.sector . 

These limited directives issued after the revolut i on, 

h owever, did not result in a radical institutional change 

for waGe determination process in the Ethiopian publicly-

owned textile industries . 
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ii ) The distribution of the authoris~d p~rcentage wage 

increases in the textile industries is inconsistent between 

industries. Inspite of the fact that low wage earners are 

al"arded higher percenta£e wage increase than employees earn­

ing higher wages, the actual wage increase is higher for 

employees in the middle wage bracket and sometimes it is 

highest for workers earning the highest wages. Moreover, 

the percentage wage increase for the same salary bracket s 

varies significantly from industry -to industry. 

iii) The introduction of the minimum 'Nage in the textile 

industry has got a negative repercussion on the wage grades 

immediately above it, particularly, in those t extile industries 

where there vJer'e relatively lower wa[;es . The implementation 

of minimum wage abolished the wage differential in the lower 

levels of the pay pyramid (or made it insignificant). This 

certainly has adverse effects on incentives in acquiring 

skill and assuming responsibility . Hinimum wage should 

serve as the floor to waGes , or taken as unity . Labour 

performed by more skilled workers should be ~)cighted by 

appropriat e wage coefficients based on the Ir.inimum wage. 

iv) The analysis of wage variation among the state­

owned textile industries tend to confirm that there are 

significant mean wage differentials between industries . The 

coefficients of variation 33 . 7% (1 96 5 E . C. ), 4 6 . 9% (1971 E.C.) 

and 27% (1976 I . C. ) indicate the instability of the wage 

differential among these industries in the past decade . 
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v) The mean wage in the stete-owned textile industries 

is influenced by the size of the industry measured in terms 

of production, size of fixed assets and profit. The findings 

of the study also reveal that about 55 percent of the mean 

wage variation is explained by the above mentioned three 

variables. Moreover, the study reveals that the size of 

employment does not have a significant influence on mean 

wages in these industries . 

iv) The inter-personal wage distribution is highly skewed. 

On the other hand in some industries one observes a relatively 

higher equity in wage dispersion . Such inter-personal wage 

variation is a result of the inherited wage structure before 

the revolution. The only changes after the revolution are 

explained in (i). 

vii) From our analysis of the determinants of wage dis­

tribution in the textile industvy , we ~ay conclude that the 

human capital variables (experience and education) explain 

large part of income differential as expected . The return 

of education and experience followed the same pattern in the 

three categories of occupation ie, 1) professional and tech­

nical workers, 2) production and related workers and 3) admin ­

istrative, managerial, clerical, sales, service and related 

workers . Variables such as sex, marital status, experience 

outside the industry and change of jobs also influence the 

level of wages in thes e industries . The Beta Coefficients 

which show the relative importance of vapiables ranks them 
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~n the following way 1 st ) higher secondary education 

2nd ) 22 to 28 years of experience 3rd ) 15 to 22 years of 

o 4th) 0 °d hOd " 5th ) exper~ence experlcnce outs~ e t e ~n us~ry sex 

6 th ) junior secondary education and 7th) change of jobs . 

One of the main objectives of the government at present 

~s social equality , ie, more equitable income distribut i on. 

Obviously, an overall equality among persons of differing 

skills and responsibilities is unattainable. Differences 

in wages that are associated with differences in effort are 

generally regarded as fair . The results of this study, however, 

indicate higher wage differential among workers and industries. 

To alleviate the above anomaly one needs 

a) to rationalize wage deterrhination vii th a v~ew 

of ensurin[ equivalence betwee n viOrk done and 

wages; 

b) the right proportion must b e established between 

the growth of wages and labour productivity; 

c) the reduction of inequity within industries 

and between industries by properly treating 

the complex problerr. of equity and incentives . 

What type of wage policy should be adopted in Ethiopia 

at presen"t cannot, of course , be inferred wholly from this 

study . But we could nevertheless state some of the basic 

policies and identify arc as for further research as follows:-

1) Introduction of v7age policy which establishes a 

wage structure based on the needs of the economy not only 

for the textile sector but also for the vlhole economy . Such 
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a policy should allow the establlshment of job classification 

which covers the whole public sector '.ind determine \-lages by 

job content rather than individual characteristics which In 

other words means that it is the post and not the em::>loyee 

which is to be graded. There should be proper assessment 

of the work load for each grade . This type of a unified job 

grading and salary ranges will lead to stronger and better 

inter-relationships between manpower planning needs and the 

provision of educational and training facilities . 

Difficult though this task will be, it is suggested 

that it is preferable to face it than to continue with the 

present situation where industries and ::;overnment institutions 

have very considerable degree of freedom regarding their 

level of pay, so that "there is undue divergence in "the 

effective pay for similar types of jobs ill different industries . 

2 ) The distortions that have emerged in pay scales can 

not simply be eliminated by increasing wages . The increase 

In general level of pay must correspond with the increase 

in the productivity of labour, efficiency and equity objectives . 

If wage is going to be increased at present, it should be 

done on the basis of the thorough assessment of the present 

rates of pay and work loads of the various jobs. 
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3) Integrating Hage policy into overa ll development 

policy :- proper coordination is needed betHeen wage policy 

and policies such as monetary policy, investment policy, 

fiscal policy , pricing policy, etc . 

4 ) Another suggestion is that more information on 

the structure of earnings in different sectors and survey 

of employee~ earning by occupat i on is necessary to see 

how employees in similar jobs in different sectors of the 

economy are in line with each other . Occupational earnings 

and job content s urvey s are important to compare the job 

content of diffe rent individuals. 
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Appendix i 

The non-centrality parameter method 

F=PV /u 
s (df = u ,v) \Jhere , PV = The proportion of Y variance 

s ----
PVE/ v 

F=PV 
s x v (df , u,v) 

PVE u 

for by that source (s) 

PVE= is the proportion of error (E) 

or residual variance 

u= The number of independent variables for the 

source (degree of freedom for the numerator) 

v= v is the number of degree of freedom for the 

error variance 

PV 2 
s The measure of effect size (Es) in the sample which is f 

PVE 

Since the same F sampling distribution is used here as in the analysis 

of var iance , the same effect si ze index 9 f , is emp loyed . Ho'tvever, since 

multiple regression and correlation analys is system proceeds more naturally 

with PV , (ie 
s 

directly with 

f2 = PV 
s 

PV
E 

f2 = R2 
I-R2 

squared correlation values), it is more convenient to work 

f2 rather than f . 

If the above formula is inverted one obtains 

The determination of power as a f unct ion of other parameters is 

different from others. ~~ereas for the other tests, the power tables 

were entered with effp.ct size index end sample size, Here, a function 

of these , L (the non centrality parameter). is used. This approach 

makes possible good coverage of the range of interest of the parameters 

using only three tables and does so at the cost of a very small amount 

f 
. 31 o computat1on . 

, 
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L is a s imple function of fl. and t'te error 

(denominator) df, v 

L = f
2
v 

Three tables prepared for this purpose yield power values fot the 

F tes ts on proportion of Y variance accounted the tables a r e "i th a, L 

and u. 

(i) Si gnifi cance criteria (a) = .01 , .05 and .10 re spectively. 

(E) The non centrality parameter (b) 

V 

L 

L=R2 x (N-u- l) 
- - 2 
l-R 

V=L 

7 
N-u--l L (1-R2) 

R2 

N=L (1 - R
2) +u+l 

R2 

To determine N, enter the t ab le for the (a) specified in the raw for 

the number of independent variable s, u , and the co lumn for the de sired 

power, and read out L . L ~s then entered together wi th the alternate 

hypothetical R2 and u , and N is computed. 

For this specific study the sam~le size is es timated using the non 

centrality parame ter as follows . 

a) What is needed f rom the resul t of the studyJ 

To determine «hethe::: the coefficients of the regression ~n the study or 

significant or not . 

, 
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b) Is there n similar type of researc, in the country or else 

where? If yes what is the R2. 

In Ethiopia the H2 is .945. Researches dse\,here indicate 112 

from .98 up to . 15 . The relationship betHeen R' and the sample size 

is inverse. i.e. when R2 increases the sample size needed decreases. 
2 

For this study the l.owest R = .15. 

c) The level of significance 95 percEnt 

d) The number of independent variables = 23 

Given the above information one can plug these values 1n the 

above method and estimate the sample size. 

a = .01 u = 23 R2 = .15 power .95 

From the table at raw u = 23, column pO>1er = .95 

L = 41.32 Substituting in the formula 

N = ~1 . 32 (1- .15) = 28 + 1 

.15 

N 234 + 23 + 1 

N = 258 === 
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PrQd uc tiQa, 9.1 ••• Coat , Tota l !.pl o ,.eDt • ••••• , ~ ••• t • • 

~Dd Pro fit. 1.11 t be Sta t e-owned Text l l. Indwat ri • • 

------------_._------_. 
'To4uctlou Gro •• fudU.l:rlal L.:'uor "Tor a,,,, 
('000) Value of • .11011 Coat Total Annual 

Iuduetry (Birr) Salee lnduatrlal \ ' 000) Elliployee. "fig_ 

\ 

Total H •• 
AII •• t. r ixed ProU . ..L . 
('000) A ••• te ( '(00) 

- ------------_ .. _------_ .. --._._----_._. --. -----------' --.----- '--' -- -" .. - ._-_._-----
>- Dtr. 0 ••• T •• til. 'actor1 7701115 931'2 59140 ld (IX) 4179 2..,. 81331 _.0 189? 

•• Ak •• l Textile r.~tor, 4un .. 13419 4036S 1 (334 5-411 270'" 52000 123«54 lol715 

l. SaboT Dar To_t i l. P&ctory 3~8~ 311e9 201M 112.55 309. J«JJ 24 ... 29 .3tj97 '5. 
•• A •• ~r. TeKtit. ~.ctor1 :iOO18 1!H0 3 135~J otMJ ~718 11'89 3!SQ!l1 40U -3'1U 

•• Ado! Ababa Yarn '.cto~1 25887 32459 23794 I1Q8e ~H9'" 28<11 31403 23138 -412' 

o. 4kakl G&raeot Factory 111'689 3:)48. 161(55 2620 1313 .0 .. 15384 1184 .ISla 

7. rth1out.~ T •• t11. '.cto~1 10301. 11993 U95 ~195 ••• USH 1"'=:42 1.897 .,. 
• Id,.t Yarn Factory 7183 9210 6109 108:5 1017 len 418Q ••• - 240 

•• !>wbrlllttetrbaD 81allit",t rae tory 872~ 1015., :5,922 -'61!!1 on 1931 11go3 2030 273 

10. I r \t~~. Textile F~ctQry 7401 7848 4S()4 l471 , .. un 480. 742 -7 

u. Addt" (;arlufrit r.cutry (Aulluata) 5015 8213 392'4 111. 3 •• 1681 6438 .'0 •• 2 

.2. M.fA* ~tlk T~re.d Factory 3714 5921 '00' 81" H, !8!X) 3ee" 315 103 

13. A •• ~~. Sae~l.r r_ctory 21 .... Z3!>' 1031 634 • •• 2128 3211 2 .. 209 
i4. GuI.1" ('i ........ "t 'ac t ory :1831 51H !S007 '.2 422 l332 6~1t8 1036 1015 

15. II:th1.opleu )'j t,el" Product. 11l.ctory 13~25 147.54. 88U ;013 1790 18U 1::1"12 1617 lO40 

16 ~b.r r1.IHlt Products ractQr, 10126 13600 8095 J,J1J2 1'89 2384 tZ216 1867 7" 
iT A •• aTa l'lber Product. factory 78"3 1 23~7 ~OGS i3H 8 1e leo3 12:600 ••• 1388 

'8 "at •• Sll\ Gac •• D\ Factory 2e:f5:G '!04 , .. 18~O 1808 97' 2<)" 
_.-------- - . _------_. --_.----------- -------_ . ---------- --. ---_. -~-~---------.--.. -
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Appendix iii 

Lorenz Curve ~ th is is a technique most COlilI~Or.ly used to ip..dicate 

the di fferences in the degree of inequality of different income distri ~ 

bution. It is a simple graphic device ",hier: depic t s the relation between 

cumulative income shares 3.nd cumulati·,e income receivers. 

Gini coefficient (G) or concentrat i on rado is defined as the ratio 

of the area betlleen the curve and the egalitarian line divided by the 

total area under the egalitar ian line. The val ue of the concentration 

ratio varies from zero to one . For perfect equality Gini coefficient 

is zero and for perfect inequality Gini coef.ficient is one. The Gini 

coefficient may be approximated either (i) f rom t he Lorenze Curve it s~ lf , 

(E) from th" mean differences or (iii) from Pareto's a. Hovever , the 

estimation of the Gini Coeff icient in this s tudy mainly depends on the 

Lorenz Curve. In those cases where a table has ~een produced in order 

to !:raph the Lorenz Curve , it i. simpler to use tce f cllm"in)! formula. 

G = 1 - E(L 1 + f. ) (v . " y . 1) 
1+ 1 ~ 1 1+ 

I-lhere G = Cini coeffici~nt 

L the share of reciepients in the .th 
= 1 eroup . 

1 

the share of income of . th y. ~ 1 ~roup . 
1 



- - - --- --- - -- - -

CORRELAT roN '1f.1 TR' t X APPl!lldix iv - lao 

~_'R_UBLE I .1. ) '. -.-~ _2 -'--- __ 2 -". -NU"'BE~ 

I 1.001) 
2 -o.zqz L.OOO 

3 - 0.002 ,).O,D 1.00· ' 
~ -0.1&5. J. 0 Be) -O.Z4Q 1 .. ';Q ; , -0.017 -1,).062 0.17.) - O'G~(l 1. /)(" 
& -0.01" IJ.C'j1 iJ.l.Jl Ad; .. 3qq -1).163 1. 00, 
7 o .~31 -0.070 Od!1 -D. ~'1 " -0.120 -0. La 7 1 • ,: ... 't' 
e o. '2 1 -IJ. 1 it 1. O.Ol)b -0. lt: 5 -0.0&5 -,).1.02 _,1. \;2 j l . ,J..) .... 
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13 O.l4)~ -0. 055 -O .. ltJ'> I.J .. '-, ~ , 0.013 .... O.tlo -I) .(; l~ ~-J . u~' -O.lll -'J .. l5 
l' 0.188 -).321 O. u<)1) -n.tdo f). 12 L u .,1 38 \J. HS v.lJIt O. t)J7 O. l·:;l 
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13 - O.l11 -j.l~1 1. J'l~ ------,. ---- 0.031 -). lca c.;)'i? l • ~,,), 
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t. -".C8b - .J .. uS) C.C'':)'! -~' ... J 7 (: -f\ .. 211' 1. ·)0 
t1 - o.OZo -'.).116 -O.lJIJ - '"' • l .~ 1 ~·\.~.] b) -- 'J .. v 4·) 1 • u,~ 
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VA.R tABt.F 21 
21 1. ,,0-' 



Sex 

Female. . . . • • • • • . 102 

Va l e. . . . • • • . . • •. 203 

f.1artial Status 

Sin!?le... . .. . .. 63 

Harried . . . . ... . 242 

Education 

101 -

APPENDIX V 

Illitrate ........ ... .. .. .. 50 

Elementary (1 - 6) . • . ..... ... 118 

Junior Secondary (7-8).... 29 

Secondary (9- 12) .......... El 

lJin10ma (3- 14) ••• , . .... ... 38 

Above diploma . . ... .. ...... 9 

Mean = 7 

S .D = 4 . 87 

Experience 1-3 years . .. .. ..... . 29 

Experience 4- 8 yea r s .. ... . .... . 65 

Experience q- 14 yea r s ...... .. .. 71 

Exper ience 15- 22 years ..... .. .. 90 

Exper ience above 22 years .... . . 33 

!1ean = 13 years 

S .D. = 7. 42 

9Ecupatjon 

Profes sional and t echn i ca l "orker s .. ..•. , ... .. . ..... 60 

;>roduction and rela t e d \,o rkers . .. .. . . . ••. . .• .. ..... . 200 

AdministrativE & Manaeer i al Horkers . . .. .. ... .. ... •.. g 

Clerical and r e lated "orkers . ....... .•. •. . .• ........ 20 

Sales porkers..... . ...... . . . • . . . . . . . • . .• . . ... ....•. 2 

Service Iwrkers. . ..... .. ...... . ...... .... .. .. .... . . . . 15 

, 



Chan!'e of Jobs 

Those «ho changed jobs • . ..... . .•........ •. .. . •. .. ..... . ..... 30 

Those who Gid not change jobs .. . .. .. . . .. ••••.• ..•.•. .......• 21.5 

Age 

16 - 20 7 

21 25 .......... . ...... .. .. 1J.'2 

26 30 . • . . • . • • . • • . . . • . . . . .. 61 

31 "" 35 . .. •.... .. •.•.•. ....• 72 

36 "" 4() •••• • •••••••• ••••• . •• 58 

U - 45 . . . .... . .. . ........... 30 

46 - 50 • . . .. .....•. . ••. . .. .. . 29 

51 + 

!lean 34.34 

S.D. = B.7f 

6 

50 - 100 .. .. ................. 92 

101 -- 200 ..... •••.••..... ... 83 

201 - 300 • . . . .. .. • . . . • .... . .. 5.') 

301 -- 400 . . .. ... . •..••....... 25 

401 - 500 ... . ... • ••• . ... .. .. 14 

501 -- 600 .. . .• •. . .•..•. . . .. . 16 

601 - 800 9 

801 - 1000. . .. .... ... . ... . ... 9 

1001 + •. . • . .••••••••••••••.. 2 

Mean - 226.57 

S.D. = 195.70 
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