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INUSTRIALIZATION. AND UNENPLOYMENT IN DEVELOPING NATIONS
... . Michael P, Todaro
Assistant Director for Social Scicnces
; The Rockefeller Foundation
“In his much nnblieized speech, Robert McNamara, President of

the Vorld Bank;‘iecently called attention to the alarminé groﬁtﬁ of
urban unemployment in developing nations. He noted that "the cities
are fiiiing up and urban unemployment steadily géowé“ and that the
magnitude of the problem is such that "the 'marginal' men, the wretched
strurplers for survival on the fringes ef farm and city, moy already
number more than half a billion." (Meﬂenard, 1970) Until‘recently,
however, economists and development planners have tended to repard
| unemployment in the poor countries merely as symptomatic of under-
v development. Rising urban unemployment, even when it was alluded to,
vwas dismissed as a transitory phenomenon, a natural in@ermediate stage
in the process of transforming and modernizing a subsistence economy.
An indication of this lack of attention to the unemployment preblem
can be gleaned from the fact that a widely used textbook appropriately

titled Leadinsz Issues in Develonment Feonomies hardly even touches upon

the urban unemployment problem. (Meier, 1970) Moreover\, when it has
been discussed in the literature, unemployment has typically been
associated with over-populated, labor-surplus nations, although as we
shall sec below, the problem is prevalent throughout_qlmqst,all
developing countries, | ’ ,/ ‘

As vwe.move into the 1970's, it is becoming increasingly
apparent that .many countries will ‘exnerience rates of urban unemployment

RE o I

on a scale cormparable to levels in the worst years of the great depression

et



in Western natiois " But this’ 18 Vhere the' analopy ends’, for, unlike -

P

the experience of the thirties tr Bitional eeonomic indicators of

development such as the level of naxional and' per capita ineome will
show utggq%}y_;;ggpgjgyeqﬂsmcogeom;tant}with iqe;epsfpg unemploy@ent
and a wldegingbggvfhetggp\between the few rich and‘the very many poor.
There are”ggge;qps‘ing;ipqg}gpglres vei; as economic factors contribu-
ting to th;gﬂyne;peefee and somewhat paradoxical phenomenon of growing
utbanvpgegp;gyment qecompepyiﬁg industrial urban growth., It is the
1ntention,gf‘this paper to explore and analyze these factors and to

suggest ways in which this undesirable relationship might be emeliorated.

The Upempldeent Crisig

Before delving into the analytics of urban unemployment and
underemployment, let us put the global unemployment problem in a proper
perspective by briefly outlining its quantitative nature in contemporary
third world nations. 'Although much has been written about the diffi-
culties of defining and statistically estimating unemployment in
economies’ vhere traditional definitions such as involuntary unemploymenfi
have limited applicnbility, several recent studies have revealed that, .
vhatever the definition, urban unemployment and underemployment are
chronic and growinp pfdblems in almost all less developed countries.

" Pable 1 shows that unemployment rates in African urben arcas
as revealed by both census and survey data consisteéntly range between
15 and 30 percent of the urban labor force. In Central and South
America the rates are soméwhat lower but in many caSes well over 10

_ percent. = Moreover, &s Thorbecke has pointed out in his ‘study of



TABLE 1

: - R
Urban Unemployment Rates in Third World Nations

Country (Urban Centers)
AFRICA

Algeria (1966)
Cameroons (1966)l
Douala
Yaundi
Ivory Coest (1963)%
Abidjan
Ghana (1960)
large towns
Morocco (1960)
Nigeria (1963)2
Lagos
Ife

CENTRAL AND SOUTH AMERICA

Argentina (1968)
Creater Buenos Aires
Cordoba
Tucuman

Bolivia (1966)

Lea. Paz
Suere
Cochabamba

Chile (1969)

Greater Santiapo
Concepcion-Talcahuano
Lote~Coronel

Colombia (1967)
Bogota
Barranquilla
Cali
Medellin

Costa Rica (19G6/67)
San Jose

El Salvador (1961)
San Salvador

Equador (1962)
Quito

Guatemala (196h)
Guatemala City

ASIA

Ceylon (1968)
Taiwan (1968)
Honp, Kong (1960)
India (1965)
Indonesia (1961)

Uhcmpidymeﬁt{

T Unemployment
Rates Country (Urbon Centers) '-—§EEE§E—“-
26.6 Nigeria (cont.)
: .Onitsha 26.3
13.0 Kaduna .30.8
17.0 Aveckuta 3.6
Congo (1958)3 : "
20.0 . Leopoldville (Kinshasa) . 15.0
Tanzahiq,(l9§5)’ ' ' 12.6
11.6 Kenya (1969)° a
20.5 Eight urban areas 17.h
15.5
19.7
Guyana (1965)
5.h Georgetown . 20.5
7.4 Honduras (1961)
11.0 Tegucigalpa 7.8
Jamaica (1960)
10.5 Kingston 19.0
18.1 Mexico (1963) .
17.8 Monterrey 7.9
. Netherlands Antilles (1966)

T.1 Curacao 19.1
11.0 Aruba 16.5
15.2 Bonaire 9.5

Niceragua (1963)
16.0 Managua 5.5
18.k4 _ Panama (1966)
14.9 . Panama City 8.4
1k.5 Peru (1967)
Lima~Callao 4.2
5.6 Surinam (1964) 10.0
Trinidad and Tobago (1967)

6.6 Port-of-Spain 18.0
Uruguay (1963)

5.7 Montevideo 13.1
Venezuela (1969) 7.9

5.4
14.8 Malaysia (Vest) (1967) 11.6

3.5 ‘Philippines (1967) 13.1
4,315 Singapore (1966) 91
. 6.0 South Korea (1966) - 12.6

8.5 Thailand (1966) 2.8
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TABLE 1 (Continued)

Urban Unemployment Rates in Third WOrld Nétions

SBource (except where noted otherwise): D. Turnham, The Employment
Problem in Leas Develoved Countries: A Review of Evidence, OECD
Development Centre, June,‘1970, pp. 193-195.

i(i) Remi Clignet, "Preliminary Notes of a Study of Unemployment in
Modern African Urban Centers," Mannower and Unemployment Research in
"Africa, Vol. 2, No. 1 (April 1969) .

(2) P. Gutkind, "The Energy of Despair: Social Organization of the
‘Unemployed in Two African Cities: Lagos and Nairobi," Civilizations,
‘Vol. 17, Nos. 3 and 4 (1967), pp. 186-211 (No. 3), pp. 380-h02 (tlo. V).

(3) P. Rnymnchers Etude par Sondare de la Main-d'ocure a Leopoldville,
Ministére du Plan et de la Cooperation Economique, Republique Democrati
que du Congo, 1958,

(4) H. Rempecl and M, P. Todaro, "Rural-Urban Labour Migration in Kenya:
Some Preliminary Findings of a Large Scale Survey," Population Growth °
and Economic Development ed. 8. Ominde (fortheoming).

(5) Harry T. Oshima, Growth end Unemplovment in Postwar Asia, Chapter 7,
p. 222,




unemployment in Lexin America, when - the broader definition of an -
"unemployment equivalent" is utilized, i.e., the raiio of the number
of available but unused labor hours to the total labor hours &vailable
to members of the economically active population, rates of 25,pereent
and above are not uncommon. (Thorbecke, 1969) Using a similar
approach, Oshima finds unemployment equivalent rates in most Asian
countries to be above 10 percent with a 20 percent rate in Pekistan in
1964. (Oshima, 1969) - (See Table 2.) Since most of these surveys were
conducted in the early 1960's there is every reason to believe that |
corresponding figures for 1970 would be considerably higher, both in
absolute and rclative terms.

Translating these figures into human terms - in Latin
America in 1960, for example, the extent of labor underutilization
was equivalent to some 17 to 18 million workers being completely.
unemployed with almost half of these concentrated in urban areas.
While the figures for Asia and Africa are not as readily available,
there can be little doubt that in absolute terms urban unemployment

affects many tens of millions of people.

Industrial Growth'and the Employment lLar

With the benefit of hindsimht, we can now recognize qui&e
clearly the extent to which the postwar approach to the economic
develonment .of poor naiions was influenced by the renarkdble successesw
of the Marshall Plan in Western Europe. The repid economic recoyer&m
of ‘Vlestern Europe was facilitaxed,by-masniveitrnnsxerengmegggnai

utilized to replace the plant equipment, and inventories destroyed

durine the war. Conseauently. during the 1950's ond early 1960's it
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TABLE 2

. Full-Time Fouivalent Unemnloyment as Pcreent
of Totnl Lebor Force in Asia and Latin America -

Country. (or Country Groups) - Full-Time Equivulent Uncmployment

LATIN AMERICA (1960

Argentina
Brazil 22.0 ¥
Mexico

Chile
Colombia . .
Peru 30.4 %

Uruguay
Venezuela

Bolivia

Central Anerica

Dominican Republi.

-Ecuador 2,4 %
Haiti

Panama

Paraguay

ASIA

India (1965)

Ceylon (15G0)
Pakisten (1964/65)
Singapore (1966)
Melaya (1962)
Philippines (1957-65)
Thailand (1963)
South Korea (1967)
Toiwan (1963-66)

N

-
VIO ONWO O N
LTI I A W RN

-Sources: For Latin America - Erik Thorbecke, "Unemployment and Underemployment
in Latin America)":Paper prepared for the Interamerican Devclopment Bank, 1969,
Table 3.

For Asia’<"H. T. Oshima, Growth and Unemployment in Postwar Asia, p. 222,

Note: These data refer to the entire econom&Vand not exclusively to urban arcas.



almost became a dogma of the development literaturc that. successful:
economic development could be achieved most réadily‘through.theftwin‘
forces of capital accumulation and;indﬁstrial growth. The primary.
vehicle for accelerated industrialization was to be through policics
of import substitution. By concentrating their efforts on the .creation
of a modern industrial sector to serve the domestic market and to
facilitate the gbsorption of "redundant" or "surplus' rural workers
into the urban. economy, less developed countries, it was argued, could
proceed most rapidly toward the achievement of economic self-sufficiency.
But, on the whole, this s#rategy has had few, if any, successful results.l
The failure of the Marshall Plan approach to the development of poorer
societies arose because, unlike the war-torn countries of Western Europe,
these nations did not already possess the social, economic, and institu-
tional mechanisms as well as the necessary ﬁhuman" capital to effectively
utilize the capital transfers. An added but largely unforeseen conse-
quence of this premature industrialization process has been the extra-
ordinary prowth of urban centers resulting from an accelerated influx
of unskilled rural workers in the expectation of finding high-paying
employment opportunities,

Unfortunately, optimistic predictions repgarding the ability
of the modern industrial sector tb absorb those migrants have not been
fulfilled. In fect, it now is becoming increasingly clear that the .-
capacity of the industrial complex to accommodate this,podl of migrant
lsbor has been very limited in the great majority of: developing nations. ..
And yet, in spite of the ris{ng levels of visible unempioymentgandwundervEJ

employment, the flow of rural laborers into urban centers continues to



accelerate.;As a‘ result,’ contemporary developing countries are presently
facing afbléthbra’or‘sbcial.‘psychological, and“politiéal as vell as
economic ptbblems_nrlsing'out‘of*the unfettered prowth of their cities
vhere widehpréhd and chronic unemployment is reaching crisis proportions.2
* ‘Humerous factors have contributed to the disappointing growth
of employment opportunities in the modern, urban, industrial sector. A
combination of rapidly rising wage rates and artificial incentives to
promote capital-intensive industries has, for example, contributed to
the observed close association between output and labor productivity
grovth and, consequently, to the failures of labor absorption. In Latin
America, a moderate rate of growth of industrial output amounting to
almost 6 percent per annum over the period 1955-1965 and a hish rate
of productivity growth of 3.6 mer annum resulted in a rate of industrial
emnloyment prowth of only 2.3 percent over the same veriod. In E;st
and Southeast Asia the correspondine figures for the same veriod were'
8.5 nercent for output and 4.8 percent for employment. (See Table 3.)
It should be pointed out, however, that if one were to eliminate the
figures for South Korea, Taiwan, and Sinpapore from the Asian data,
the results for the remaininpg countries would reflect an experience
very similar to that of the lLatin American nations. In African coun-
tries, the failure of the non-agricultural sector to generate increased
Job opportunities has been particularly acute. Mony countries have
experienced stasnating and, in some cases, even declining employment
in the face qr output .increases. Table 4 pives some indication of

this phenomenon in ten African nations.



TABLE 3

Rates of Growth of Output end Employment in Industry: 1655-65

20-22
a3

23 -
25-26

L

27
..31-32

33
3k
35-38

Industry Gfoup

Food, drink, tobacco

Textiles

Clothing, footwear

Wood products,
furniture

Paper and products

Chenmicals, petroleum
products

Hon-metallic minerals

Basic metels

Metal products

Light manufactures (20-26,
Heavy manufactures (27,
31-38)

All manufacturing

Industry as a whole
(incluéing mining, gas
and electricity)

All less developed

East and South

countries Latin America East Asia
Output Employment Outpu;t Employment Output Employment

5.1 3.3 k4.5 .1 6.1 2.9
4.0 2.1 2.4 -1.0 k.Y 2.3
LN 2 6.h LN ) 2.h L X J 10.2

L ) oo e LX) e 7.h
9.7 5.0 T.7 2.6 1.0 Tk
8.0 502 7'3 3.1‘ 8.6 6.2
7.6 4.6 5.6 2.6 10.1 6.1
10.0 T.3 8.0 5.1 11.2 9.3
1009 6.8 9.6 o e 12.8 8."
Sol" 308 ,-l.O 2.0 6.7 ,‘.2
9.3 6.1 7.9 3.6 ) 10;9 7.7
T.1 L.h 5.8 2.5 8.1 5.0
T.4 k.0 5.9 2.3 - 8.5 4.8

Source: The Growth of World Industry, United Nations, Departmert of Economic: and Social Affairs, 1967.
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" TABLE &
Non-agricultural Emglozmenv‘;ggjceé in Selecfed African Countries
‘ ' ' 1956=100) ;

Year icameroons. Ghana Kenxa Malawi Niperia
1955 102 g2 w07 . 88 n.a.
1956 10 91 105 95 95
1957 100 95 105 98 100
1958 100 100 100 100 100
1959 95 106 100 99 99
1960 91 111 102 96 106
1961 9k 122 98 93 89
1962 T2 128 97 87 113
1963 91 132 91 87 9h
196 92 n.a. 11 ~ n.a. n.a.
Rate of Growth (percent) -1.0 6.3 - 0.5 -0.7 0.1
Year Southern Sierra

Rhodesia Leone Tanzania Uganda Zambia
1955 86 87 97 oh 92
1956 92 87 104 93 100
1957 98 92 101 99 100
1958 100 - 100 100 100 100
1959 100 98 96 99 95
1960 ) 101 101 98 99 93
1961 98 108 10k 98 90
1962 95 112 101 93 88
1963 91 119 01 89 86
1964 90 125 95 89 91
Rate of Growth (percent) 0.2 3.0 ~0.4 -0.1 -0.9

Source: Charles R. Frank, Jr., "Urban Unemployment and Economic Growth in Africe,"
Economic Growth Center Paper No. 120, New Haven, Connecticut, 1968, p. 25k,



It is interesting to note that the similarity of expcrience
of many less developed countries with repard to emplbymenﬁ generation
has been in'mgrked contrast to the historical pattern of economic
gfowth in Western nations. The latter's experience has often been
used as a model for the development of contemporary third world nations.
The reasons for this difference arise laigely from the nature of
modern technology and the pattern of world trading relationships.
Today there seems to be incréasing evidence of an inherent structural
imbalance between the manpower requirements of a hipghly mechanized,
internationally mobile industrial technolopy and the manpower endow-
ments of individual less developed nations. In nineteenth century
Englahd and Germany for example, a large provortion of the unskilled
laborers released from rural areas could find full-time productivg
employment in labor-intensive industries to serve growing domestiec
and wvorld markets. Today, a combination of limited domestic market
size and keenly competitive but often well-vrotected world markets in
vhich many less develovned countries must compete not only against the
Western industrial powers with their sophisticated methods of modern
production, but also with a large number of eaually aspiring poor
nations, seems to mrovide insufficient scope to the anticipated employ-
ment-creating povers of many of these same labor-intensive industries.
Moreover, with almost 2ll of the technology of production being
developed in advanced industrial societies, there is a limited avail-
abllity of technologies dpprOpriate to the resource endowment and
factor prices prevailing in the developing coqntries,_ As a result,

there is a natural tendency within these nations to adopt the most
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‘modern, as.‘eni:té‘;k:,i.ﬂtsns;v«;mt%.*ct%% techniques originating in the
ddvanced countries.d . . |

There are additional racqo;a,contrfputins to the slowness of
urban employment provth in developing countries. First of all, there
is the whole set of distortions and biases affecting relative factor
prices. In general, these distortions tend to reduce the price of
capitel below its equilibrium value while raising the price of labor
above its real opportunity cost. For example, overvalued exchanpge
rates and government tariff policies toward machinery and equipment
.often amount.to nepgative rates of effective protection for capital goods
imports. Additionally, liberal capitel depreciation allowances and
tax rcbates further lower the price of capital poods below their real
opportunity cost. On the other hend, the expanding political power
of trade unions in combination with ill-conceived givil service salary
review proposals vwhich, at least in African nations, set the dasis for
all other industrial wase nepotistions, heve pushed urban labor's
remuneration well sbove its opportunity cost. Vith wage levels con=-
tinuously rising often at rates considerably in excess of productivity .
improvements, employers begin to build up expectations of further
increases. Consequently they may adbpt more mechanized production
techniques even if it may still be statically more efficient to utilize
labor in greqtqn,prqportions. All of thne above factors contribute

intensive ppgduct;gpftgphniqus igrthe u;ban,indug@rig; sectqg,

v‘iUrbaniznﬁion and thn Rural-Uiban Population Drift

In spite or the relativelv slov nrowth ‘of ‘urban emplovment'



-13 -

opportunitices, the inrlux of rural workcrs into. urban. arccs in search

Fie

of limited but lucrative job openinps is procccdinv at an: accclcrntcd

pace. In Africa, urban populntions hamc typically bccn.prcwinn at 6
to 7 percent ver annum, more than twicc the annual raxe of overall '
population growth. 'In Latin America, the growth rate of the urban
population has been three times higher then the c?rrcépchdinﬁ rural ,
‘growth rate, i.e., U.6 percent as against 1.5 percent. :More;ver, in
Latin America thc movement of people from rural to urban arcas has
proceeded on such & massive scale in the post-war period thaf recent
ECLA estimates put the urban proportion of the total population in
1968 at Sh percent. (ECLA, 1968) Teble 5 mives some indication of
past urbanization trends with prelimicary projections for the next

decade.

In addition to the general prowth 6f urban centers, there
has been a tendency for the largest cities to grow faster than the
smaller oneé, due primarily to tﬁe preater proportion of migrent
vorkers who are attracted to the main urban centcrs. Althougﬁ the
statistics are lacking, more than half the population cf'thééefcftiés  :
probably renresents peonle born and raised in rural areas. -
The factors contributing to the accelerated pace of ruraI;

R

urban mirration are meny and include' the non-economic as well aa thc .,
economic. For the purposes of this paper, however, I would 1ikc to |
analyze and discuss what I believe to be the single most important
factor in the mipration decision-making process, namely, the urban-rural
income differential and its effect on the formation of income cxpcctn-.

tions on the part of potential migrants.
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TABLE 5

Estinntes  of growth of the:labor: force

in less developed countries: 1950-1980
T Fr T T B B R A I s T Sttt AT A
¢ vafueriRates of Growth ) o i’ -Ratestof Growth
: T ery050-2965 © | 0 1965-1980 < - . 1970-12980
" fotal | Anmisl | ‘Total - | ‘Aunual | Total | Annuel
Developed countries | AT:6°| L1 | 15.8 1.0 10.0, 1.0
Less developed , ¢ » S .
countries Sy e o dlT ©39.0 | 2.2 25.2 2.3
Reglons |7
Other East Asia’ 307 [ 1.8° 56,5 3.0 35.3 3.1
Middle South Asia(l) |  23.2 1.h 33.1 1.9 21.6 2.0
- South East Asia(2) - 32.3 1.9 43.0 2.4 28.0 2.5
South West Asia(3) 3.8 1.9 50.4 2.8 A.3:] 2.8
West Africe 38.9 2.2 . 4o.2 2.3 25.8 2.3
East Africa ~2l.l 1.3 30.8 1.8 19.8 1.8
Centrel Africa 16.0 | 1.0 19.4 1.2 12.9 1.2
North Africa 17.5 1.1 45.7 2.5 29.0 2.6
Tropical South
America . k8.3 2.7 55.6 3.0 34,7 3.0
Central America ‘52,0 | 2.8 62.7 3.3 39.1 3.4
Temperate South | FoL
Americe 25.7 1.5 25.0 1.5 16.0 1.5
Caribbean 31.1 1.8 40.6 2.3 25.8 2.3

REN

Source: D. Turnham, The Fmployment Problem in Less Developed Countries: A Review
of Evidence, OECD Development Centre, June, 1970, p. 34.

Note: Excludes Sino-Soviet countries.

(1) Includes Ceylon, India, Iran, end Pakisten,
(2) Includes Burma, Combodia, Indonesia, Malaysia, the Philippines, and Thailand.
(3) Middle East countries.
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A Theory 'of RiFal-Urbai ‘Labor Mipration®

‘Podltive: irban-rursl income differentials have long been::
recogniied"ﬁéa'ﬁilﬁéfy'fb}ce“étimulaﬁing'the'oﬁthmigratidnwof.idbor$
from rural afé;s. (Jorpenson (1961); Lewis (1954); Ranis-Fei (1964))
The growing divergence between urban and rural incomes results both.
from the "push" ‘factor of stagnating agricultural earnings (partly -as
a direct outgrowth of the postwar bias toward industrialization at the:
expense of agricultural improvement and export promotion) and the "pull'
factor of repidly ?iaing urben wage rates for unskilled workers. In
most African countries, urban-rural income differentials are not only
sizeoble but continue to mrow at a rapid rate in spite of rising urban
unemployment snd, in some ceses, growing labor shortages in rural areas.
In Hiperia, Arthur Lewis notes that "urban wapes are mucl: more than |
twice o farmer's income." (Lewis, 1967, p. h2.) Between 1950 and 1963
prices received by farmers through marketing boards in Southern Nigeria
declined by 25 percent while minimum ware gscales of the Federal Govern-
ment increased by 200 percent. In Kenya averape earnings of African -
employees in the non-agricultural sector rose from L97 in 1960 to K100
in 1966, a arowth rate of il percent per annum. In the small farm
gsector of Kenya over the same period, estimated family income prew at
a rate of only 5 percent per annum, rising from RST in 1960 to BTT in
1966.7- Thus urben wages rose more than twice as fast as agricultural
incomes sb_thut‘in 196G averares wapes in the urban gector .vere 250 per- - .
cent higher than average farm family inceme. (Ghaii, 1968 s Pai200)
Finally, in Upanide between the period 1957 dnd%l96“;nagricdltur¢r§incomes

remairied- essentially’ the' same, ‘due-largely to & U3-percent fall:in ‘eqtreeu;;:
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pricés, vhile statutory minimum urban iggg_;gs;_-;;qgg}y.‘v_ﬁsggge\v{\-._SOQ:«quceqt
from b3l t0:-h90 :per’ annum -(Knight, -1967). It should be noted in the
latter context thaty at-least.in African nations, the minimum vage is
the effgctive'raxeﬁwhich'determines,the level at which more than 50
percent oiturbunlunakilled‘vorkersware;paid.“ It is also the key rate
in the overallwage -structure since vhen minimum wagesﬁghaﬁge, the
entire :wape -structure tends to move»with‘it.5
.« Tpaditional models of economic theory with their emphasis on
competitive wege determination would lead -one to anticipate a narrovin
of the wage differential as lahor moves from rural to' urban aress. Bu.
in many-developing countries institutional factors such as statutory
minimum wames, trade union power, and povernment salary scales act as
an effective barrier to lower urban wages. And yet, in the face pf
risine overt. urban unemployment and posiyive marginal products in
egriculture, the influx of rural migrants shows no sign of deceleration,
Arguments about the irrationality of rural peasents who

mipgrate to the citics when they are fully aware of their limited chances
of obtainine a job are as ill-founded and culture-bound as earlier asser-
tions that .peasant subsistence farmers were ﬁnresponsive to price in-
centives. The key, in.our opinion, to an understanding of this scemingly
paradoxical phenomenon lies.in viewing the migration process from an
expected‘onjpcrhanent_ihcome approach. . The missing variable in earlier
analyses of the:. dynamics of labor: markets in.developing countries is
the probebility factor. as:it influences the migration decision..

rbﬂmv~fiIhrorder;tonundersxnndgthe;mig:ation;prchqs,uve must recognize .

the:.fact that the existence: of .a 1arge,;~p§éhpf, unemployed and: underemployed,
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urban workers mustvcertainly«artect'a;prospeéti!gﬁmigr§n§§§¢"pgopgh§11§y£
of finding a job-in-the.modern sector. -As q;reSu%t;wvhgnnenéixziés,

the determinants~of~urbnn~1abor*supplies;‘oneamustyloqknnotgatgpgeg&
vailing real income differentials as such but rather at thé,:yrélf .
urban "expected" income differential - i.e., the income differentiel..
adjusted for. the probability §rit1nding an urban- Job, It.is 9u:,c$n7'
tention that in the long run this probability factorﬁcan act . as 8-
potential equilibrating force on urban unemployment .rates, fIn the shorg
run, however, it plays &s crucial a role as the income differential .
variable in regulating the flow of rural-urban migration.. It also pro-
vides the rationale for the possibility of an "unemployment equilibrium'
in the urban economy. The magnitude of this unemployment equilibrium
will depend largely upon three factors: (1) the urban-rural real ine-
come differential; (2) the prébability of finding an urban job; and,(3)
the overall size of the rural labor force.

Since it is the probability varicble which pleys a central
role in our theory, it mipght be useful at this point to briefly
explain some additional reasons for.incorporating this element into, |
any realistic model of rﬁral—urban~migratiqn. An- implicit assumption
of the more commonly used labor. transfer models is that .any.migrant .
vho enters the modern scctor is "absorbed" intpxtpp.éuintully employed .
at the prevailing urban real wage. Howe?ér, thp:impgngant,qﬁeqt;pn to
ask in this context is. 'how long"fdpeg{theftypiqg;;pnsgiiggﬁzmigrqgtf .
have to wait before actually. securing a job.. Even if: the prevailing...
urban wage:isvsignificantlyfpigherkthahyexpgppgdigpgg;Eincqmg,jﬁhp'fnCt

that the pro'babi,l-‘ityzoﬁz,o'btainingurnrban::.emnlwmenﬁ-u;qwx'}Hifhj:!! th&:ﬂ?&ﬁ::
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year'or tws{518 veryrlow; mist ‘ceértainly influence the prospective
migrant's’éhoicé ds "t6 whether ‘or riot he:should leave the farmi In .-
effect, he“filist“baldnce the ‘probabilities and risks of being. unem-
ployed or sporadically employéd in the ‘city for a certain period of:
time agaiﬁéﬁ”the”fd#ﬁfabléiurﬁdn:wagé differential. A 100 percent
urban real-vage bfeﬁium;ﬂfér“exahple,vmight be of little consequence
to the prospective migrant if ‘his chances of actually securing a

job aré, say, one in £ifty. On'the other hand, it mey be rational

to migrate toirban aréas even if there is only a 50 percent or even

a 33 percent probability of Success because the average urban wage

may be two orthree times the level of averapge ferm income., Naturally,
the decision to migraté will be effected also by factors such as the
significance of extended family relationships, the derree of clan
contacts, the level of education and numerous non-economic facto?s.
But, for purnoses of simplicity, let us limit our analysis to the
income diffcrentisl and probability variables.

Consider the following simplified model.7 Let us define
the probability'(m) of obtaining a job in the urban sector in any one
time period as being directly related to the rate of new employment
creation ‘and inversely related to the ratio of unemployed jJob seekers
to the himbedr of job opportunities, that is:

@AY R = yN/ (8 N)
vhere y ‘{5 thé’ rate of urban job creation, N is the level of urban
employméiit'{ ‘dnd § is:‘the total urbdn leboxr'force.
$unt off w48 the Urbean 'Vape rate ‘and r-represents dverage rural

income’; ‘then the "éxpected" irban<rural income differential, 4, is
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(2) d=wn =1r
or, substituting (1) into (2

(3) d=wiyN -r
SN

The basic assumption 6f our model is that the supply of: labor
to the urban sector is a function of the urban-rural exne;ted incoﬁe
differential, i.e. -

(W) s = fg(a)

If the rate of urban job creation is a function of the urban
vage w and a policy paresmeter “"a", e.g., government direct expenditure
resulting from a planned shift toward more rapid industrialization or,
as in the case of Kenya, the 1964 and 1970 "Tripartite Agreements"

- by which emnloyment increases were‘lggislnted by pmovernment - vwhich
opera%es on labor demand, ve have

(5) v = fg(wsa)
vhere it is assumed that 3y/3a > 0, If the growth in urban labor demand
is increased as a result of the povernmental policy shift, the increase
in the urban labor supply is

(6) 25 =25 3d 3y
ga 94 9y da

Differentiatine (3) and substitutine into (6). we obtain

(1) 98 =28 N .3y
9a 9d ~ S-N 9da

%ewmmmnMMrﬁmmmmwdm“1mwu;u9@;wmmu

in labor supply exceeds the increase in the number of new Jobéaéfeated,

 i.e., ir

(8) 38 5 3(yN) = N3y
da da oa
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Combining (7) and (8), we get

(9) 28, N .2y, Noy
ad S N Ja da

+-(10) - 38/8 w_;’ (s-N)
ad/ d E

e Fen e

or, finally, substitutinn for d

(11) 23s/s , w.r=r . (S-N)
.9d/d w ]

Expression (11) reveals that the absolute level of unemployment w;ll incréase

if, 38/8, the elasticity of urban lebor supply with respect to the expected
ad/a

urban-rural. income differential (what I have called elsevhere the "mi-
gration response function”) exceeds the urban-rursl differentisl as a
proportion of the urban wagé times the unemployment rate, 5=N . Alter-
natively, equation (11) shows that the higher the unemploym:nt rate, the
higher the elasticity must be to increase the level of unemployment for
any ‘expected income differential. But note that in most developing
nations the inequality (11) will be satisfied by a very low elasticity
of supply when realistic fipgures arc used. For example, if the urban
wage is 50, the rural wage 15, the probebility of getting a Job .40, and
the unemp;gymcpt‘;ate 30 percent, then the level of unemployment will
increase if the elaosticity of urban labor supply is greater than .03,

i.e., substituting into (1l1) we get

35/8 5 .0 x 50 - 1§,x .30 = 0.03
d/d -~ 50

Certainly, it would be an extremely interesting and valuable exercise

to estimate this elasticity in a cross-section of urban centers.
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- 2] -

Since.the elhéiiéity”of résponse will itself be directly
related to the probability of finding'a Job and the size of the' urbas
rural real income differential, the sbove model illustriates the pares
dox of e completely urban solution to the urban unempioymént pfobleh'
Policies which operate solely on urban labor demand arekunlikg;y po
be of much assistence in reducing urban unqmploymeqt.since in hcgdrdnnce
with our expected income hypothesis, the growyh of wban employment
also increases the rate of rural-urban mipgration. If the increase in
the growth of the urban labor force caused by migratiop exceeds the
increase in the pgrowth of employﬁ;nt, the level of unémpl&yment in
absolute numbers will increase and the unemployment rate itself might
also incrcase. This result will be accentuated if, for any increase
in job creation, the urban wape is permitted to expand at a greaﬁpr
rate than rural income. A reduction or at least a slov growth in urban
wvapes, therefore, has a dual beneficial effect in that it tends to
reduce the rate of rural-urban migration and increase the demand for
labor.

A second implication of the gbove model is that traditional
methods of estimating the 'shadow" price of rural lehor to the urban
sector will tend to have a downward bias if the migration response para-
meter is not taken ipﬁq account. Typiecally, this_shadgw price has
been exprggsed in terms of the marpinal product of the rural worker who
migrates to the eity to secure the additional urban_Job. . Howgvég,,if -
for every additional urpan Job that is;grgatgd mp;g‘thgn ong(rquI yq:gg -
is induced to migrate, then the opportunitv cost vlll reflect the

¥y

combined loss of aericultural production of all those induced to migrnte, 7
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not Just the.one vho is fortunate enoush to secure the urban position.
It also follows; that. to. the extent that there are sizeable pools of
urben wnemployed,, traditional estimates of the shadow price of urban

labor will reflect an upward bias.

Urban Unemployment and Rural Nemlect

Whiie siéﬁificaﬁtvfeﬁuéfions_in real wages may not be politi-
cally feasible in many devéloning countries, the same result can dbe
effbctivel& achieved if policieé"to stimulate a relatively higher rate
of growth of rural farm incomes are followed. In fact, we would argue
that one of thg major causes of, and contributing factors to, the urban
unemployment problem in less developed countries has been the reliance
on industrialization as the unique development strategy and the con-
comitant relative discrimination azainst agriculture. This bias apainst
rural development in general and agricultural expansion in particular
has erisen largely from a limited understanding of the role of apri-
culture in economic development. Throughout the literature on economic
development and as manifested in the development plans of many nations,
there hos been an oﬁVious tendency to consider agriculture as a passive
facpor from which both hﬁman and financial resources could be squeezed
out to serve the growth'df the industrial sector. By orderins their
priorities heavily in favor of industrial and urban prdJects,‘govern-
ments have fniled to reéogﬁize the iﬁhortaﬁée‘ot estabiinhing a pfOper
balnnce;betﬁeen ﬁrban and rural development. A contributing factor,
novdoubt,!h;é‘béén fhe'téndénc&-dd the pn:t‘ofddonof countries to place
their ¢ a éuﬁp3§£f§fioiities on capiiéi—infehsive‘pfoJects in the

industricl sector.
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Among & number of agricultural policies which have tended to
stimu;ate further out-migration, the following are ‘perhaps the most
significant. First, as Johnston and Cowrie have rccently pointed out,
government subsidization of large but premature tractor mechanization
schemes not only has often contributed to higher effective coéts of
production, but also has tended to ieduce per acre labor requirements
(Johnston “and Cowrie, 1969).‘ Tractor schemes typically require large
amounts of foreign exchange for new equipment and for an extensive
supply of spére perts, fuel, ete. The ovc;all effect of these schemes
is to enlarpe the stock of potential migrants into the cities. Second,
by failing to promote and support apgricultural export drives concomitant
vith the import-substituting industrializatiop programs, governments
have made it more difficult for farmers to remain solvent in their
rurael areas, and have thus tended to contribute to the widening of the
urban-rural income disparity. Finally, by overemphasizing direct
government production schemes which are heavily capital-intensive
including state farms, land settlement and irrigation projects, policy~
makers have failed to recogniie the tremendous potential absorptive
capacity of the egricultural sector for its own rapidly expnndinu rural
work force. 8

All of the above sgfves to illustrate the point}thnt, rather
then actively encourarinp agricultural development, many nations
through their biased industrializntion policiea huve unwittinzlv con-
tributed to the growing urban unemplovment prdblem. The trapic irony
of the whole situation is thax the very attainnent or those aspiration:

1
most sought after by economic planners 1n developinu countries - i.e..
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economic growth through industrial modernization - contributes directly
to one of ‘the most persistent and perplexing problems facinp these

nations ‘nov and-even more so in the future, namely, the problem of the

urban unemnloyed.

_Summary, Concluoions and Imnlicationn for the Future

The unfettered growth of the urban unemplovment problem in
less deteloped countries and the concomitant decay of the urban environ-
ment has béen 8. direct consequence of provernment efforts to promote
rapid induétrialization at the expehae of rural development., By
directing the vast majority of investment proJécts into the creation
of ugbnn industrial comﬁlexes with insignificant labor-absorbing
capacities, by pfoviding a disproportionate share of the nations'
socisl, health, and educativé services to urban areas, and by permitting
the urban-rural income differentiai to continually widen in the face
of prowing, open urban unemployment, governments in less developed
nations have fostered a chronie and ever-vorsening urbanization crisis.

The growing concentration of semi-educated, unemployed youth
in urban and ptri-urbnn slums and squatter settlements has led to an
nluyming increase in delinquency, crime, mental and physical illness,
and general rectlessness and frustration. Being unemployed and unpro-
ductive, theae individuals are unable to contribute financially to the
imnrovement of the urban economy. But the urban economy incurs con-
siderable costs both direct (investmcnta for housing, transportntion,
wnter, sewerape hoapitnls, clinics etc.) and indirect (law enforce-
ment) as a reuult of the urbcn population growth, Given extremely

limited povernment financial resourccs further investments in the
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urban infrastructure represent a coneidergble.oppo:tunity“cost in terms
of national development. Moreover, there is the added dilemma that any
attempts to expand urban sociai’services at a pace consistent with the
growth of the urban population can have not only éelf-defeating, but
also counterproductive results. For, given the general urban income
and amenity bies, efforts to.maintain the disproportionate social
attractiveness of urban versus rural arcas will sct as a Btimulant to
further rural-urban migration, exacerbating an already vicious circle
of urban growth and unemployment.

| Although our anal&sis of the relationship betveen industriali-
zation and emnloyment generation undeflined the rather limited absorptive
.capacity of the industrial sector as revealed by reccent cross-sectional
data, thi;;was not meant to deny that more jobs could be created in
urban industry if effective measures were underteken to eliminate the
factor-pricec distortions so prevalent in contemporary developing
countries. Moreover, there appear to be exccllent nossibilities for
increased cmployment crea£ion if developinm nations could slowly frec
themseclves from their totel dependence on imported technolopies by
penerating their own, more appropriate capital goods industries.9 But,
as soon as we recall that almost Y0 percent of the populations of poor
countries live in rural aress with a sizeable proportion of these beine
rotentinl urban miprants, then ve muat.réconnizc the inescapable fact
that the only realistic answer to the present urban unemployment crisis
must be found in the shifting of developmental emphasis toward pro-

egrams of rural expansion.
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éﬂgeThéﬂexpadpion»aﬁdJimprovement‘of small-scale agriculture and
grelated ruralggctivitiea,{therefbre, still. re;resents the single most
1?importnnt .source..of: potential, labor absorption’ in less developed
- countriea,today. When wve, earlier spoke of the urban-rural expected
»‘incqme dlf{e;cnpie;;being,the.principal determinant of the migration
:ln't‘:o’ dtieg;,;;\{_@;«ﬁﬁtﬂﬁé@ the point that this differential represents
nbt‘onlxﬁthggﬁpull?‘pprinhen urban wages but also the "push" of
sta«ho@iﬁg;pr,decliqing,fugg;;incqmeg,h As the population grovs and
large-~-scale mechanized_farminm schemes are indiscriminately promoted,
more&andgmoreqpeasantswstgnd;tq‘1gee their land and be pushed out of
nnympagﬁicipatidngin‘thp;rnral economy . There.is thus an urgent need
to formulate -programs that will be;ef.direct.benefit to the small
former.

4+ Anyinteresting -and revealinm demonstration of the woten-
-tialities for:rapid incremses in income, output, and employment in
small-scale, agriculture-through. minor adjustments in farming practices
is currentlysheinmunderteken in Puebla, Mexico.: The "Puebla Project”
is attewpting5tqfdemgg§trgte.how maize yields can be increased sub-
utanpiélly byﬁuqigg&pheﬁeeme seed varieties but with more inter-.ive
upilicb@ionqoprrqurgfertilizers,mhose availability is made vossible
»tﬁrﬁﬁﬂhexheﬁﬁnpv1§ign~9fulowgcost;logns to peaaant.farmers.lo The
igt;ehpcpieq;qfqbgtteg and mgxgﬂegteepive fertilizers combined with a
ﬁoreai&tigﬁelqtimingxpndxgpaeinnquﬂplantsnhagﬁq;readyeleeitq a doubling
(and‘ﬁfiﬁlin&:orﬁyieidsmonyfarm“plotsfas .small as:.one hectare., Even
more imnortuntlv, the higher yields from the new approach to maize

fproduction hawe led to a ‘general rise in income levels and have been
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achieved without a significant shift to more mechanized nroduction
methods. Not only has 1dbor not been diaplaced, it has 1g“fact been
more intensely utilized than before the’ 1ntroduction of the new‘
techniques. HMoreover, the general increase in farm incomes iw the
Puebla valley is stimulating the growth of small-scale trade and
gervice industries and is thus indirectly contributing toward the
expansion of non-farm employment opportunities in the rural area.

If the Puebla Project doeé ultimately prove as augcessful
as initial evaluations indicate, then a major step forwerd will have
been teken in demonstrating that higher agriculturalyincomes and
pgreater rural employment are not incompﬁxible objectives. The
sign{ficance of this and similar experiments in small-scale apri-
culture should not be underestimated. 7The alternative of permitying
the urban unemployment rate to rise to a level at which it will act
as an effective inhibiting factor on further rural-urban migration
would be an act of political suicide. Thus, the only fessible and
realistic program for combatting urban unemployment must be one which
attempts to reduce the urban-rural income differential by cOnGEntrating'
on raising farm and non-ferm incomes in the rura; areas and‘hOIEinn
the line on the disproportionate srowth of urban vage rates. In the
final analysis, therefore, it is our beiief that the key to the urban
unemployment problem lies in the amelioration of the economic status
of the rufal peasant. Unless and until his economic welfare can be
substantially improvcd,vunemployment in the cities will in all probability

become inexorably more chronjc in the cominpg years.



. FOOTNOTES

ty \;';‘*‘.,_..».'f ey T e e N . o
1'I'he recenv svuay Ui ndustrislization and trade by Little, Scitovksy,
and Scott (1970) provides an excellent. empirical basis for the obserya-
tion that stratepies of import substitution have not only retarded
economic prowth but have also inhibited.the prowth of employment oppor-
tunities in countries such as India, Pakistan, Brazil, the Philippines,
Taivan, and lexico.,

2For brief but penetrating anelyses and descriptions of some of the
non-gconomic problems of urbanization, seec the articles by Meister,
‘Hagmiller, and Jacoby in the November-December, 1970 issue of CFRIS .

3For an extended development of this argument, see Todaro (1970).

)
'For a more detailed.and comprehensive presentation of this model, see
Todaro (1969) and Harris-Todaro (1970). -

See Elliot Beré;(1965) for 8 comprehensive deseription of the influence
of wane policies in African nations.

6see Rempel-Todaro (1969) and Rempel (1970) for an empirical model of
mipration incorporating these additional elements.

7This is a condenscd veréion of the oririnal Todero model es formulated
in Frank (1970). For.a more complete version, see Todaro (1969).

8ror an excellent .discussion and cnalysis of the relationship between
agricultural development and employment generation in Africa, see Eicher
et al. (1970). . : '

95ee Pack and Todaro (1969) for a further development of this argument.
10The most up-to-date report on this experiment is provided by the

Internationel Maize and Vheat Improvement Center, The Puebla Project,
1967-1969 (Mexico. 1970).
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