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the behavioral relationships in the domestic labour market. Thus,
issues such as hatthe constraints of the market are, the relevance
of supply in age determination, the conditions under which
employers would prefer a certain wage level to another, need to be
clearly understood. In attempting to address these issues, the
pertinent question is whether government wage fixing exercises
can be justified when theory suggests that in efficient markets,
supply creates its own demand and establishes the market
equilibrium?

This paper seeks to establish the determinants of public
sector wages in Nigeria. To achieve this, the paper is organized in
five sections. While Section | presents the introduction, Section [i
reviews the underlying the oretical and empirical literature. In
Section lll, a historical review of the determination of wages in
Nigeria is undertaken. Section IV presents the empirical findings
and analyses, while section five summarises and concludes the
paper, and adumbrates some policy recommendations.
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provision for adjustment for differences in the level of education and
work experience between the private and public sector and the
reason for their existence. For instance, Mincer (1994) found that
educational attainment does respond to wages, and that this
response mitigates the trend towards higher wage premiums for
college educated workers.

Thus, studies by Abbot and Stanos (1986), Gunderson
(1979c¢), Robinson and Torres (1984) , Shapiro and Stekner (1980,
1986) as well as Ehrenberg and Schwarz (1986) in Canada and the
United States, using the ordinary least squares (OLS) regression
techniques to control wage determining attributes (such as
education, productivity and experience) in assessing the public
and private sector age differentials and adequacy found different
results from those obtained in developing countries. Becker (1964)
and Mincer (1958, 1974) adopting the human capital model of
earnings determination, found that observed ‘rage differences
amor _ individuals arise from a mix of school and post school
investments in education, training, work experience as well as other
socio-economic factors like marital status, geographical location
and nationality.

Typically, these studies estimate sector specific wage
equations which allow us to test statistically for the equality of
overall pay structures in the two sectors as well as to gauge the
sectoral differences in the various rates of return of a specific
background attribute such as a year of schooling or the acquisition
of a university degree. The fact that differences in estimated
re ards may not be readily ascribed to productivity-enhancing
background attributes, makes a priori evidence that one or another
group of workers enjoy a wage premium that may or meé not be
adequate forits skill level.









SECTION THREE
WAG. DL ,.ERMINATION | NIGERIA

3.0 Wage Administrationin Nigeria

Across the board wage bargain institutions in the public
sector date to the early 1900s but formal institutionalization in form
of wage commission/committees was in the 1930s. The internal
machinery for bi-lateral public sector wage negotiation was first set
in motion by the 1946 Harragin commission but established by the
Cowan Commission of Enquiry of 1948 which introduced two
'Whitley Council', one for clerical and office employees and the
other for industrial or manual workers. These councils though
ineffective lasted on the statue books till 1964 when they were
replaced by Wages Boards upon the recommendation of the
Morgan Commission (1963). The wages Board were later
displaced by the National Negotiating Councils I, Il, and IIl  hich
were introduceu by the 1973 Udoji Commission, inaugurated in
1976. The mandate of these councils was to negotiate salaries,
fringe benefits and general conditions of service for the public
service, but excluding partial and fully commercialized parastatals,
state owned companies and academic and non-academic
institutions (universities, research institutes, teaching hospitals,
andthe like).

Wage fixing exercises in Nigeria have for long remained the
prerogative of the federal government h h has carried out the
exercise through the use of wage commissions (Anyafo, 1996).
Thus, between 1841 and 1973, nine such commissions were set up
to routinely review public sector wages. These include: Bridges
Committee (1941), Tudor Davie Commission (1945), Harragin













4.3 The Wage Model for Nigeria

The Average Wage which is the average price for labour in the
public sector is used as the dependent variable. Using the lagged
dependent model we define the dynamic autoregressive model
using the Marc Nerlove Partial Adjustment Approach, an improved
variant of the Koyck distributed lag model, which portrays the time
path ofthe dependent variable inrelation to its past values.

Applying the fiexible accelerator approach, which assumes
the existence of an equilibrium, optimal, desired or long-run
equilibrium wage needed to produce a certain level of output under
given fundamentals, and assuming that this desired ageisalinear
function of other explanatory variables such as Trade Disputes,
Consumer Price Index, Interest Rate, Productivity, Money Supply,
and Previous Work Experience, -2 can then specify the linear form
ofthe equation asfollows:

B,=a, +a,(P) + a,(I1) + a,( ) + a,(V) + 8(R) + 8,(0 1) +(E) cvvren-(1)

Where;

@. = AverageWageEarningsat Timet
P, = TradeDisputes attimet

II, = CPlattimet

B, = InterestRatesattimet

Y, = Productivity attimet

Q, = MoneySupplyattimet

0., = PreviousWork Experience attime t-1

E = ErrorTerm













converges to zero (Granger-Newbold:1974). Following Granger
and Newbold (1974), the ADF unit Root Test on the residual shows
that there is co integrating relationship amongst the variables as
such, they are correctiy associated in the long run. The residual
term for our test defined as © is of the form:

AD=a,+a,Q(1) +F A (D (1) et et e e (3)

And the Residual test yielded the results presented in Table 3 below.
Table 3

RESULTS OF RESIDUAL TEST

Standard

Variable Coefficient | Error t-statistic | Probability

CONS NT {0.001106 0.005992 |0.184498 ; 0.8540

d -1 -2.889241 | 0.403692 |-7.157051 | 0.0000

AD 1) 1.217138 | 0.352902 | 3.448944 | 0.0008

R* = 0.764562, AdjR’ = 0.753133, DW = 2.032655, Log Likelihood = 150.6015,
Akaike Inf. Crit. = -2.653239, F. Stat. = 66.89637, Prob(F-Stat) = 0.000000

Qur Error Correction Model is ofthe form:
220, = a, + 8%, + 8,0, + 886, +8 Y, +a,02Q + 8,020, 43,y crerereererreerarnnns (5)

Where © t, = rest-1 = Residual,



















APPENDIX |

TEST FOR COINTEGR TION

The cointegration test was carried out based on the rules specified
by Engle and Granger (1991) that the components of the vector x,
are said to be cointegrated of orderd, b, denoted X,~ClI(d,b), if:

()  allcomponents of X are I(d)
(i)  there exists a vector a(0) so that Z, = a'x’® I{d-b). Then, the
vector ais called the cointegrating vector.

Hannan (1970) has shown that if each component of X, is I{1)
so that the change in each component is a zero mean purely non-
deterministic stationary stochastic process, then it follows that
there will always exist a multivariate wold representation of the form
(I-B)x, = C(B)e, indicating both sides of the equation will have the
same special matrix. Also, C(B) will be specially defined given the
conditions that the relationship C(2), Z = e ", have all zeros on or
outside the unit circle, and that C(0) = I, NxN matrix.

From the above repres—ntations, the e, are zero mean white
noise vectors with

E(e,e)=0, t=¢
=G, t=s

Thus, only contemporaneous correlations can occur. The
moving average polynomial C(B) can be shown as:
C(B) = C(1) + (1-B)C*(B). Consequently, if ¢(B) is finite, then C*(B)
ill be finite by rearranging the terms. If C*(1) = 0, then, we can
similarly refine (1-b)®.







Indicating that the observed wage at time t is a weighted average of
the desired wage at the timme and the* 1ge existing in the previous
time period, 6 and (1-6) being the weights.

Substitutin_ equation (1) in equation (4) produces equation (5)
whichis ofthe form:

Yt =4 (o + aixt +£t + (1-6) yt-1
=0@o+o@IXt+ EL H(1-0) Y1 + O Eturainirricccr s (5)

Equation (5) is the short-run wage function; hence, the short-run
wage may not necessarily be equal to the long-run wage.
Estimating the short-run wage function produces the adjustment
coefficient § ( from the coefficient of yt-1), we then der” 2 the long-
run function by dividing éaeo and éa1 by & and omitting the lagged
Y term which produces equation (1) above.
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