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Abstract

This paper analyzes the effects of minimum wage on employment in textile industries in Tanzania where three firms were used as a case study. The study found that minimum wage, to some extent affects the level of employment in large firms contrary to small and medium firms. Furthermore, the study indicated that the most affected group of workers are casual labourers who face disemployments after the rise of minimum wage as the neoclassical models predicts that employment will fall if the minimum wages highly rises. But this theory only applies to large firms contrary to small and medium firms. 
The mixed results from the study illustrate that the minimum wage was not the only factor that affects the level of employment but other factors may influence employment effects as well, like market fluctuations with low and high seasonality need also be taken into consideration. 
Relevance to Development Studies
Tanzania is a poor country and the lack of decent work, unemployment and poverty are the major challenges of the country’s development. This paper aims at analysing the employment effect caused by the new minimum wage in textile manufacturing industries. The sector employs a large number of low paid workers in urban areas and thereby contributing to reduction unemployment and household poverty.  The paper is concerning with minimum wage policy as an important tool for economic and social policy, is providing a range of policy goal including eliminating exploitative working conditions, combating unfair competition and wages, ensuring decent wage and poverty reduction.
Keywords
Minimum wage, employment, unemployment, productivity, production, gender, textile industry

Chapter 1 
General Introduction

1.1 Background

Minimum wage legislation has a long history that dates as far back in the 19th century when it was first established in New Zealand and Australia as a policy tool for settlement and prevention of labour disputes. Since then, minimum wage has been regarded as social-economic policy with a general objective of social protections (Cunningham 2007). ILO estimates that 90 percent of the world’s nations implement some form of minimum wage regulation at the national level (ILO 2006). 
According to Cunningham (2007: xi-xii), in Latin America and Caribbean minimum wage has been implemented for 30 years based on two principal objectives. The first principle is fair wage setting with the aim of fair wage on each occupation which may differ from the market level but collective bargaining would correct the imbalance or government would intervene to make sure that each worker gets fair wage. The second principle is poverty reduction based on the idea that market wages sometimes do not meet the socially acceptable wage to society and thereby, setting minimum wage would help to improve the living standard of low paid workers without looking at occupation. Based on the two principal objectives it is clearly shown that the main purpose of minimum wage legislation is to provide social protection to the lowest paid workers, which are based on the ILO Minimum Wage Conventions.

The minimum wage is an attractive policy tool for poverty reduction and social justice. It does not require significant direct government expenditures, is a simple and visible way for the government to show its commitment to social justice and support those at the bottom of income distribution, is easily targeted to the poorest workers (Cunningham 2007:xi). 

In Tanzania the history of minimum wage boards started in 1939 under British Government when the colonial administration introduced a legislation known as the Regulation of Wages and Terms of Employment Ordinance Cap 300. The aim of this law was to establish a minimum wage paid to any category of employees for piece work and time work (Ndonde 2007:3). 
Tanzania became independent in 1961, in 1967 the government pursued socialist policies through the Arusha Declaration with the main objective to emphasise public ownership; control of major means of production as well as distribution in the economy. The focus was to develop an egalitarian society by reducing inequality and building a self-reliant economy. The government set up income policies which include wages and salaries. The main aims of those policies were:

· Growth and equity among individuals and region to region

· Better working condition by improving standard of living

· Prevention of exploitation and reduce income inequality (Mtatifikolo 1988).
Over several decades the Tanzanian government through the Minister responsible for labour matters has been setting two national minimum wage rates for urban and rural areas across all sectors. The aim was to ensure a certain level of income to the two categories so as to sustain a decent living standard for low paid workers. Furthermore, from 1967 minimum wage proposal had to be submitted to Industrial Court for approval as per the Industrial Court Act No. 41 of 1967. For more than four decades the government had been announcing wage increases during May Day celebrations until 2006 when a new labour law came into effect. The new law, the Labour Institutional Act of 2004, provides room for sectoral minimum wage boards under the Minister of Labour. The function of sectoral minimum wage board is to review sectoral working conditions of employment and make recommendations for minimum wage to the Minister responsible for labour affairs. The sectoral boards are tripartite boards, each board meets for collective wage bargaining to improve wages for workers in that sector (MLEYD 2008). I shall explain this further in chapter three.
1.2 The problem statement
Following the announcement of a new minimum wage and enforcement in 2007 by the government of Tanzanian mainland many complaints were received from employers and their association, Trade unions and other stakeholders regarding the way new rates were set. Among the issues that have emerged was low participation in wage setting as well as inability of employers to pay the new wage rates with the anticipated impact on business operation, competitiveness and employment especially for the labour intensive industries (MLEYD 2008). Other incidences that emerged after the new wages were industrial disputes and strikes against wage exemption as well as threats by employers to retrench workers and closure of some industries. 
It is important to investigate the impact of minimum wage legislation on employment and businesses with the assumption that minimum wage does not necessarily cause employment effects. With this assumption the research attempts to find out what are the effects of new wage rates on employment, productivity and quality of employment in the textile firms. The study focuses on textile firms within the trade, industry and commerce sector  because the sector employs about 58.6% of low paid workers who are mostly paid minimum wage (MLEYD 2008: 38). I chose to look at this sector for several reasons: First, it contains many low wage workers so the minimum wage has real potential to have a noticeable impact on outcomes. Second, it is a labour intensive sector and this is likely to increase the scope for identifying employment effects and third, I am familiar with the sector because of my job in labour administration affairs.
1.3 Relevance and Justification
In many cases minimum wage policy is used as a reactive policy to protect vulnerable workers at the bottom end of labour market and also as a tool for reducing wage disparities. Whilst most of the analysts of minimum wage focus on its unintended negative effects on employment, the main purpose of minimum wage is not to reduce employment but to distribute income earnings to low paid workers. Minimum wage law has two effects on labour markets either positive or negative, if it is effectively enforced. At the best an effective minimum wage policy help to distribute income in favour of the low paid workers at the bottom end of wage distribution and at worst minimum wage will reduce the share of income going to the low paid workers by removing them from employment. Thus, enacting minimum wage policy is risky but a potential investment in redistribution. “It is the balancing of risk against gain that makes a minimum wage so controversial to study” (Freeman 1996:639)
Meanwhile, there are divergent views on how minimum wage affects labour markets in developing countries. Different studies show that minimum wage has a negative effect on labour market, it does more harm than good to low wage earners because they lose their jobs instead of raising wage levels and improving the living standard of the poor. On the other side, others stress that minimum wage helps to improve the living standards of low wage earners and it has no negative impact on employment. 
The increasing inequality around the world has led policy makers to consider minimum wage policies as a tool for income distributions. The policy provides a basic floor at the bottom end of the wage distribution while helping to reduce wage inequality and gender wage gaps between male and female to enhance equality (Fortin and Lemieux 1997, ILO 2008: 47-52). For instance, in Tanzania inequality has increased and the poorest accounts for just 7 percent of total consumption expenditure, while the richest accounts for 42 percent of total consumption expenditure. Among paid employees, legislators and administrators tend to receive the highest pay, followed by professionals and the lowest mean monthly income is among agricultural employees (TBS 2007). 
According to the ILO (2007) decent work agenda in Africa 2007-2015, Africa has the largest number of working poor. It is estimated that around 55 per cent of all people employed in Sub-Saharan Africa do not earn enough to lift themselves and their families out of poverty level of $1 a day and about 80 per cent survive under $2 a day. In Tanzania the absolute number of people living in poverty has increased slightly because of population growth based on official population projections. There are now 12.9 million Tanzanians living below the basic needs poverty line compared with approximately 11.4 million in 2000/01 whereas in Dar es Salaam had the lowest level of poverty (TBS 2007).   

Moreover, according to Trade Union Congress of Tanzania (TUCTA), Tanzania now offers a conducive labour market environment after the privatisation and the liberalisation of the economy, which have led to the relaxation of the enforcement of the labour laws to create a better climate for foreign investors. The process has changed the welfare of ordinary workers, who have been subjected to indecent working conditions such as long hours, compulsory night shifts, job insecurity, poor remuneration, forced overtime work and in some cases, denial of access to trade unions (LO/FTF 2003). 
The labour market situation with the problems of unemployment, wage inequality, increased poverty levels and indecent work environment led policy makers to consider the minimum wage policies as one among the policy tools of income distribution and poverty reduction. But if an increase of the minimum wage reduces the level of employment for the lower income earner, then the overall effect on the income distribution is not realized by imposition of minimum wage policy.  It seems that the issue of minimum wage adjustment is very complex and highly debatable on its effects on employment that makes a minimum wage remains controversial giving many research questions. 
1.4 Research objectives and questions
The main objective of this study is to investigate the effects of changes in minimum wage on employment. Due to a growing public debate on effect of minimum wage legislation on employment, this paper looks at the direct relationship between the increase of minimum wage and employment level before and after the new minimum wage came into effect including productivity, gender wage gaps and the quality of employment. Given those explanations the main questions driving this paper are the following:
1.4.1 Main research questions

What is the effect of new minimum wage on employment in the textile industry in Tanzania?
Sub questions

1. Why are employers, trade unions and employees against/pro minimum wage in textile industry?

2. Does minimum wage change the total number of employment in the textile industry?

3. Does minimum wage reduce gender wage gap?


4. Does minimum wage raise productivity in the textile industry?

5. Does minimum wage change quality of employment in the textile industry?
1.5 Research methodology
The research paper involves qualitative and quantitative data while most of the information is based on descriptive statistics. It transcribes and evaluates findings arising from primary and secondary sources from different literature which link minimum wage and employment.
1.5.1 Source and type of data

The type of data collected refers to the concept of minimum wage and employment. The research applies a number of techniques in order to get information from different sources.
A. Semi structured interview
This technique was employed to obtain primary data by interviewing employers, trade union leaders and workers in three textile firms located in Dar es Salaam. Semi structured individual interviews were conducted to enable the interviewees to talk freely without fearing the others might hear or think about the information provided and to avoid the influence from the others views. The respondents were interviewed outside during working hours. I managed to interview 20 employees, 3 firm managers (employers) one from each firm and two trade union officials at the firm level were interviewed while at the third firm there was no trade union branch. Semi structured interviews allowed me to get in depth information by asking in different ways with some mix of open and closed question in order to gather information on peoples experience and their views as indicated in Laws et al. (2003). The method helps also to interview a single person at a time without disrupting the production process.
B. Desk study
Desk studies employ secondary data from different sources based on minimum wage and employment. Information was collected from several websites which relate to the subject of this research, different books and reports, Government policy, journals as well as past research similar to this research topic. Some of the data collected from Bureau of Statistics, Ministries and academic institutions were used as secondary data.
C. Sampling method
The study was conducted in the three firms located in Dar es Salaam, the commercial city of Tanzania, where most of industries are located due to good infrastructure development compared to the other cities. In terms of the number of establishments textile manufacturing accounts for 63.3% of all manufacturing companies operating in the region (TBS 2007). The study focused on formal private sector covered by minimum wage law. The reason for selecting Dar es salaam and formal private sector was the cost implication with limited budget and time and due to the fact that formal sector is much easy for me to reach and gather information than informal sector.
Population sampling was based on random sampling stratified on sex. Three groups of population were interviewed: the firm manager, workers, and trade unions which account for the total number of 25 respondents as a study group. The selection criteria based on sampling frame work from full list of male and female workers names provided by employers I picked names randomly from the male list and female list in order to analyze the gender wage gap. For the trade union I selected one trade union leader from each firm and one employer from each firm who are responsible for providing information about the firm. The sample population of this study are minimum wage workers, employers and trade unions. The reason for using random sampling was that it gives each member of the population an equal chance to be selected (Burns 2000). Moreover, three companies were selected based on the criteria of the number of workers in order to identify and compare the effect of minimum wage across large firm, medium firm and small firm as sample representatives. The reason for choosing these firms was familiarity with the firm and they are located in my working area for labour administration matters. Table 1 below provides the summary of the population sample study.
Table 1
Population sample study

	Gender
	                  Firm A
	                 Firm B
	                   Firm C
	Total

	
	worker
	T.union
	Employer
	worker
	T.union
	Employer
	worker
	T.union
	Employer
	

	female
	3
	
	1
	2
	-
	
	1
	
	1
	8

	male
	7
	1
	
	3
	-
	1
	4
	1
	
	17

	total
	10
	1
	1
	5
	
	1
	5
	1
	1
	25


                          

Source: Field work data, 2009

1.6 Scope and limitations of study
The focus was narrowed down to three firms all of which involve in textile mills production starting from raw material to the finished product, while no substantial informal segments exist in production process. They produce ladies’ wear commonly referred to as Khanga and Kitenge . They are sold in the local market and few are exported to neighbouring countries. 
Time and Cost limitation is one among the factors could not allow me to interview 30 respondents as I expected due to delaying in one firm in giving me permission to conduct the interview. As a result I decided to change to another firm. However, the firm I changed to was smaller than the first one I went to so I ended up interviewing only 25 respondents. Interview was conducted in Kiswahili language.
Another limitation was the difficulty to get detailed information about the textile industry because no study had been done in this sector so the only available literature on the sector is a report from Ministry of Industry and Trade. The study was limited by the availability of periodic data on the effects of minimum wage on employment, closure and retrenchment through governmental records and employers’ records. In addition, it was difficult to assess the effect of wage increases on employment by comparing employment before and after the wage increase because probably the wage changes were not the only factors making the level of employment increase or decrease; maybe there are other factors that influence qualitative and quantitative levels of employment. However, for this study, due to limited time I could not go further to explore in more details the other factors. Also the issue of shift in global demand due to expiry of the quota system in textile and clothing from 2005 it was difficult to get information since most of the textile firms produced for local market rather than export market.
1.7 Structure of the paper
This paper is divided into five chapters. The next chapter covers theoretical frame work and literature reviews. Chapter three provides case study overview the most current status of the minimum wage in Tanzania. Chapter four presents the data analysis and discussion of the findings. The final part will provide the conclusions, summaries of the main findings, and presents some recommendations.

Chapter 2 
Analytical Framework
2.1 Theoretical framework and literature review
This chapter presents the theoretical framework applied on the study for the empirical analysis which is drawn from literature review to explore the effects of new minimum wage on employment. The theoretical framework gives an analytical base to analyse the positive and negative effects on employment. The focus of the paper is to see how new minimum wage affected employment level by comparing employment before and after textile firms implemented the new minimum wage. 
The term minimum wage is defined by the ILO as wage which provides a floor to the wage structure in order to protect workers at the bottom of the wage distribution. ILO Convention No.131 1970 on minimum wage fixing, and minimum wage fixing machinery No. 26 of 1928 set a determinant level of minimum wage by looking at the following criteria: 

· needs of workers and families  

· economic factors such as productivity 

· desirability to maintain a high level of employment and 

· Decent wage floor (ILO 2008).
On top of that the reasons given by ILO for establishing a minimum wage are:

· To provide protection for small number of low wage workers who are considered to be in a vulnerable position in the labour market.

· To insure payment of “fair” wages

· To provide a basic floor for the wage structure and reduce poverty by providing all or almost all workers with “safety net” protection against unduly low wages and

· As an instrument of macroeconomic policy to achieve broad national goals such as economic stability and growth and improve the distribution of the income (Samet 2000:7).
According to ILO paper (2008, 2009:2), a total of 119 out of 182 ILO member states have ratified one of these two Conventions. The paper explains the importance of minimum wage in liberalized economies by looking at the increasing number of vulnerable people and widening income inequality, particularly in part time, temporary or casual employment and other jobs with low pay. This illustrates that setting minimum wages is globally accepted as an important policy tool for economic and social development in order to improve living standards of lower social groups.
2.1.1 Minimum wage fixing procedure 

According to Eyraud (2005), there are four types and combinations of minimum wage fixing. He identified four categories including actors involved in minimum wage setting as follows:

1. National single rate or per region  
2. Sectoral or occupational multiple rate  
3. National single rate through collective bargaining 
4. Sectoral or occupational rate through collective bargaining 
The actors involved in minimum wage setting are employers, trade unions and the government. Minimum wage fixing could be set by government or on tripartite basis (employers, trade unions and government) or either through collective bargaining at national or regional or sectoral and occupational minimum wage rates. 
In Tanzania before the new minimum wage came into effect  in 2008 the national minimum wage rates was set by the government on national single base rate across all sectors for the whole country. Currently the new labour law provides rooms for sectoral minimum wage based on multiple rates set on tripartite bases. The reason for shifting from single base to multiple bases was that profits differ between the sectors and working conditions also vary by sector (MLEYD 2008).
2.1.2 Wage and unemployment

Minimum wage is closely linked with unemployment effects as noted by neoclassical theorist that unemployment is the consequence of real wages remaining too high to allow the labour market to clear. In addition government wage and trade unions are identified as significant factors hindering market clearing. Another view by Keynesian theory posits that unemployment is associated with wage rigidity and as a consequence of deficient product demands (Smith 2003: 337).
The concept of minimum wage refers to labour market regulations setting pay level standard involving legislated wage floors or setting the wage board to determine minimum standard per sector, industry or occupation (Mutari 2009: 333). Minimum wage has two effects on labour market: first workers whose services are less needed are discharged from the work and forced into unemployment or informal sector and the second effect that it may result in increasing labour productivity by increasing work effort fearing unemployment cost (Bowler et al. 2005). Indeed, when minimum wage rises the immediate expectation is a reduction in the number of workers out of labour market but there are two possibilities about the implication of unemployment caused by the rise of the wage:

1. If wages increase and employment remains the same it may lead to a rise of unemployment rate because there is no additional job creation for the new entrants in labour market.
2. If employment declines due to the rise of minimum wage it may cause higher unemployment rate if the new entrants remain in the labour market without employment or it may lower unemployment rate by discouraging people to drop out of labour market because of lack of employment prospects (Bowler et al. 2005).
2.1.3 Minimum wage and poverty

According to Freeman (1992), the advocate of minimum wage hold that minimum wage redistribute earnings in a fairly enhancing way, potentially in enhance productivity, growth and poverty reduction. The counter argument views that minimum wage interventions displaced workers from employment and lead to depressed wages where most of the poor are found in the informal sector and in the rural areas, with the effect of wasting resources and reducing growth rate.
Minimum wage comes from the intention to help poor in providing income support but the impact on household poverty depends on the level of minimum wage increases. (Saget 200:6-7).However, a reduction level of employment may increase poverty for workers who lose their job with the absence of unemployment benefits especially for a developing country, while others may gain by earning more depending on the level of minimum wage adjusted. So far the effect of minimum wage on poverty leads to an ambiguous prediction as whether minimum wage is a perfect policy for poverty reduction to low paid workers (Eyraud 2005).

2.1.4 Gender wage differential and working conditions

Most studies of gender differences in labour market reported that, the wage rate for women wage is lower than the wage rate for men. Women are more likely to occupy lower positions in the occupation status and thereby increases wage disparities between men and women workers (Bowles et al. 2005:365-370). One of the fundamental dimensions of inequality is the difference between men’s wages and women’s wages, the so-called “gender pay gap”. In a majority of countries, women’s wages represent between 70 % and 90% of men’s wages (ILO 2008). The principal reason for that is job segregation due to social-cultural factors that hinder women from accessing higher paid jobs like men. Jobs like secretaries, elementary school teachers and nurses are usually undertaken by women whereas carpenters, engineers, doctors and pilots are mostly taken up by men. These kinds of sex segregation produced wage gender gap between men and women (Ibid).
Causes for the gap
According to the Commission of the European Communities (2007:16), gender wage gaps are explained by a combination of factors, including:

·  Personal characteristics – age, education, job tenure, children, labour market experience

· Job characteristics – occupation, working time, contract type, job status, career prospects and working conditions

·  Firm characteristics – sector, firm size, recruitment behaviour, work organisation

· Gender segregation by occupation or sector

· Institutional characteristics- education and training systems wage bargaining, industrial relations, parental leave arrangements and provision of childcare, social norms and traditions – education, job choice, career patterns and evaluation of male and female dominated job roles. 
In Tanzania labour force survey (2006/07), indicated the relative earning gap between males and females. The largest gap appeared among professionals, where the male mean is more than double the female mean across all sectors. The gender gap is relatively small in parastatals, central and local government but is much narrower in Dar es Salaam than in the other urban areas. 

According to World Bank Report (2009:38) on World Development Indicators, many workers still continue to work in poor working conditions with long working hours, low remuneration, lack of social protection and low productivity. Vulnerable workers accounted for just over half of world employment in 2007 (50.5 percent). The highest region was in South Asia and Sub-Saharan Africa accounting for three-quarters of all jobs, and in East Asia and Pacific. Women are more likely than men to be vulnerable and the difference is more than 10% in Sub-Saharan Africa, South Asia, Middle East and North Africa. Poor labour market conditions in South Asia and Sub-Saharan Africa are reflected in the share of working poor in total employment, 60% of workers in Sub-Saharan Africa and 40% in South Asia are extremely poor ($1.25 a day).

2.1.5 Wages and labour productivity

Productivity is measured by the output resulting from an hour’s labour by intensity of work and efficiency of labour. Some of the factors that contribute to high productivity are: 
· Skills and motivation incentives
· Technology application
· Good Infrastructure and

· The economies of scale when the average cost of producing something falls as more of it is produced. 

Labour productivity is assessed with the likelihood of an economy to provide the opportunity for creating sustainable productive decent employment with fair and equitable remuneration as well as better working conditions. Higher productivity improves the economic and social environment, reducing poverty through investments in human and physical capital, social protection, and technological progress. Higher productivity comes from enterprises’ combining capital, labour, and technology (WDI 2009).The link between productivity and wages is to observe that the level of average wages is higher in countries in which labour productivity is higher (ILO 2008). 

2.2 Theoretical relevance of the paper        
2.2.1 Neo-classical models

Economists use the labour market as the base line to understand the role of minimum wage. The model focuses on the market itself as the mechanism to determine wages. The prediction of the neoclassical model forecasts that employment will fall if the minimum wage is set above market clearing wage. The higher the minimum wage the more the unemployment rate. Furthermore, the model explains that if the market clears, there may be no involuntary unemployment. This further implies that voluntary unemployment may be high if the market wage rate is so low (Mair and Miller 1991).
The analytical advantage of this model is that it provides a logic system for wage differentials and could be applied by looking at the impact of minimum wage on employment. The model stresses that minimum wage policy does more harm than good if the wage rise the cost of production also rise hence reduce profit rate. Reduction of profit rate will discourage further investment, aggregate demand will be diminished, output will decline and unemployment will rise (Bowler et al. 2005:449).
According to neoclassical model of the labour market, each employee is paid according to “Marginal product” contribution they made to the firm’s revenue. If workers’ earnings are more than the firm’s revenue and the government increases the level of minimum wage it is no longer profitable to employ the workers. In response to that the employers try to adjust their operations to accommodate the changes in wages and make adjustment by reducing the number of workers. The assumption is that in the labour market the employers may hire workers as many as they wish at the market wage rate (Card and Krueger 1995). 

2.2.2 The Efficiency Wage Theory and Motivation

This theory assuming that labour productivity depend on the real wage paid by the firm, which means wages above the average would increase incentives to work and increase labour productivity. However, downward pressure on wages might lower workers effort and increase absenteeism. Furthermore, the theory identified some benefits of higher wages such as reducing turnover and shirking of work, improving quality of job and work morale. The theory describes a positive link between wage and productivity (Riveros and Bouston 1991). 
The theory stresses that when the employer pays sufficiently high wages, worker effort will increase and raise productivity, which leads to profit maximization. On the contrary, if employer decides to reduce wages, it might affect productivity and profitability, thus, in a long run it would affect employment negatively (Stanford 2008:159). 

In other words, the increase in labour cost through an increase in wages can be compensated by higher productivity with no impact on employment. Moreover, the positive multiplier effect can stimulate higher demand for labour (Berg and Cazes 2007:5). Worker effort stimulated by wages increase can serve to motivate workforce to work harder, fearing cost of losing their jobs. In general a clear implication of the efficiency wage theory is the argument that higher wage increases productivity. There is a strong link between wage and productivity. The employer, he or she, must balance the cost of production through intensity of work to minimize production cost, which can lead to a positive impact on sales and employment (Bowler et al. 2005:299).

2.2.3 Decent Work Concept
ILO explains decent work as “opportunities for women and men to obtain decent and productive work in conditions of freedom, equity, security and human dignity” (2008:31).The concept of decent work emphasizes four elements: employment, social security, workers rights and social dialogue (Ghai 2002:1). 
Gender is a cross cutting issue of decent work agenda, in all countries gender inequality persists in a wide range of aspects in terms of access to employment opportunity, wages, working conditions (health and safety), social security coverage and participation in social dialogue, especially for women. To reduce the gaps, ILO emphasises the elimination of discrimination in respect of employment and occupations. Two fundamental conventions were setting, one the principle of equal remuneration for men and women workers for work of equal value (Convention No.100) and second equality of opportunity and treatment in respect of employment and occupations (convention No.111). 
The gender wage gap is one of the most severe forms of discrimination and minimum wage policy seems to be one of the effective policy tools for reducing gender pay inequality and wage discrimination in the labour market. Decent work agenda focuses on equity and minimum wage is set to promote equity (Rubery 2003).

2.3 Review of studies on effect of minimum wage on employment
The aim of minimum wage is to distribute income without destroying the jobs of low paid workers. However, there is no consensus about the effect of minimum wage on employment. A large number of studies on the effect of minimum wage on employment revealed different views and result on how minimum wage affect the level of employment in both developed and developing countries. For instance studies in developed countries conducted by Card and others on the effect of minimum wage on employment in fast food restaurants in USA reveals that the positive employment effect on wages and employment meaning that to some extent minimum wage increase both wages and employment (Card 1992). Other cross country studies from OECD by Gregg (2000) shows the relative negative effect on youth employment.

According to ILO Working Paper by Rubery (2003), in developing countries minimum wage policy are regarded as wage protection for working poor by looking on the following factors: Lack of a social welfare system; the increase of excess labour in labour market and as a result there is the need for some wage floor to the wage structure; high inflation rates used as a means to protect the vulnerable against rapid erosion of their real wages as well as a tool of social dialogue which involves the trade union in wage setting (2003: 54).
Different studies from Latin America on minimum wage shows different results on how minimum wage affected employment. The study conducted by Bell (1997) in Columbia and Mexico showed significant disemployments effects of minimum wages in Colombia manufacturing firms where estimated impact was about 2%-12% in 1981-1987 but either relative absence effect of minimum wage on employment in Mexico. The impact was greatest on low-skilled employment because the group are at or near minimum wage paid level is easily affected by changes of minimum wage. The key explanation about the different impact on minimum wage is that the minimum wage is an effective wage in Colombia than Mexico because Mexico is characterised by noncompliance and predominantly of informal sector.
Another Study by Lemos (2004) from Brazilian case study of household data from 1982- 2000 at individual and regional level shows that an increased minimum wage compresses the wage distribution and has a small negative impact on employment effect. The total effect is not more than 0.05% in the long run but in the short run about 10% increase in minimum wage led to a decrease of 0.02% jobs. From these studies and among the economists literature the dominant employment effect question in the minimum wage debate still couched within the framework that, the minimum wage may not have negative effects provided it is set close to the market clearing wage (Rubery 2003). However, labour market institution and regulations help to regulate market failure and create social norms and values for social justice (Agell 1999). 

Literature review provided in this chapter, provides two clear and divergent pictures on the normative impact of minimum wages on labour markets either negative or positive impact. From the above explanation all theories and concept introduced in this chapter are relevant and useful to analyse the effect of minimum wage on employment. As mentioned earlier the effect of minimum wage on employment is ambiguous as indicated above.
Chapter 3 
Case Study Overview

3.1 Introduction 
This chapter presents general over views of case study on minimum wage in Tanzania. The country struggles to achieve the goals and objective of the National Strategy for Growth and Reduction of Poverty linked to the National Development Vision 2025 and the Millennium Development Goals. The main target was employment promotion and efficiency development as well as utilization of human resources. In order to realise the goals and objective of development goals the government in collaboration with other stakeholders were taking a measure to attain decent gainful employment for all Tanzanian eligible for employment. 
In macroeconomic context the overall economic growth was 7.1% in 2007 compared to 6.7% in 2006, the improvement was caused by performance in agriculture, construction and industry, and service activities. Despite macroeconomic improvement there is still unemployment and poverty which are some of the major national development challenges ( MFEA2007).
3.2 National Employment Policy
The overall objective of National Employment Policy (2008) is to stimulate national productivity, to attain gainful and freely chosen productive employment in order to reduce unemployment and underemployment rates and enhance labour productivity. The vision is to have a society engaged in sustainable decent gainful employment, capable of generating a decent income for the improvement of the quality of life and social well being, reduce poverty, as well as addressing the emerging challenges of globalization. The mission is to enhance and develop human capital as well as its utilisation, to assure productive and sustainable employment in the rural and urban economies, by improving knowledge and skills, adequate income earning opportunities and labour market services (MLEYD 2008)
3.3 Labour market structure 

According to the Bureau of Statistics Labour Force Survey 2005/2006, Tanzanian Labour Market is characterised by formal and informal employment. Informal employment accounts for 40% of all households in Tanzania mainland, however, the rise of informal employment is possibly as a result of economic hardships faced by households. Economically active population is estimated to be 18.8 million and 800,000 labour forces are new entrants into labour market each year.
In Tanzania mainland out of the total population of 34.5 million in 2002, overall labour force participation rate in 2006 was 89.6%, with the male rate at 90.5% and female rate at 88.8%. Across all sexes the highest participation rates are observed in the age group 25-34 years. Total employed ratio is 71% with ratio for female at 77.6% compared to 80.8% for males. Unemployed stood at 11% and under-employed accounts for 13.1%. Female rates are higher than male rates. About the distribution of employed population by industry, the main sector was agriculture which constitutes 75% of the employed population and influences the growth of the private sector (both formal and informal). The agriculture sector also contributes 45.6% of Gross Domestic Product (GDP), followed by business; social services and manufacturing sectors (TBS 2005/2006).
3.4 Regulatory framework 
The relevant regulatory framework that governs the labour market is Employment and Labour Relation Act No.6 of 2004. This is the general labour law and employment Act which sets labour standard and terms and employment conditions. The Act sets working hours not exceeding 45 hours per week, six days in any week and nine hours in any day and not exceeding 50 overtime hours in any four week cycle; Remuneration (calculation of wage rates); Leave (annual leave 28 days, sick leave 126 days of 63 days with full wages and 63 days half wages and paid maternity leave of 84 days and 100 days for employees who give birth to more than one child at the same time) and sets procedure for termination and payment of terminal benefits like notice, severance pay and other benefits stipulated on employment contracts.

Another regulatory framework for EPZ is Export Processing Zone Act (EPZA) (2002) under the Export Processing Authority. The Act provides special incentives for investors including:

Fiscal incentives:

· Exemption from taxes and levies for ten (10) years.

Non-fiscal incentives:
· Exemption from pre-shipment or destination inspection, lower port charges, accessing credit for export, unconditional transferability of profits as well as offered 20% sale of goods in domestic market (TIF 2006).
Despite those incentives EPZ firms are required to comply with all Town and country planning Acts; labour, occupational safety, health and environmental laws; Immigration laws; and other national legislations (Mlingi and Kessey 2006).

3.5 Manufacturing sectors 

Despite policy change from socialism to free market economy Tanzania persistently has a small and underdeveloped manufacturing sector. At the industry level the contributions of the manufacturing sector to the GDP has stagnated at 8% over the last ten years. Respectively industrial sector as an important employer employed 18% of total wage employment and it is the largest single source of urban formal employment. Industries are characterized by relative poor quality of labour force, inadequate technical and managerial skills and general lack of entrepreneurial skills to expose an advanced industrial culture. The human resources constraints have been confined to problems related to availability of qualified staff and cost of skilled labour in the manufacturing sector. (MLEYD 2007: 30).
Textile Industry

Tanzania like many developing countries still depends on the agricultural sector earning more than 50% of foreign exchange and employs more than 80% of the country’s active labour force. In the late seventies the textile industry was the largest manufacturing sector in terms of employment and the second largest gross value production by employing about 25% of the labour force and contributing to about 25% of GDP in the manufacturing sector.
Textile industry has the potential of pushing the industrial sector at national development further ahead because of its labour intensive nature. Currently 20 large scale textile industries are in operation most of which were established in 1970s as Government entities but now they are all privately owned. As indicated by Business Survey (2007/08) the most prominent industrial activities in terms of number of establishment are manufacturing of textile which had 63.3% of all manufacturing establishments in Dar es Salaam region engaged 33.5% of workers in the region of whom 56.2% are males and 43.8% are females. Most of the industries are engage in weaving, spinning up to printing Khanga and Kitenge for local market and have the capacity of absorbing only 30% of the cotton produced in the country. The sectors are less diversified in terms of products, applied old technology with limited skilled labour (MIT 2008).
3.6 Minimum wage in Tanzania

Tanzania ratified and implemented the ILO Minimum wage Convention as a means of income distribution and poverty reduction for low paid workers. The country falls under developing countries where in urban areas many people work in the informal economy in which minimum wage failed to reach. The policy shifts from single minimum wage to sectoral minimum wages for the reason that profit and working conditions differ and varies across the sectors. The objective of setting minimum wage policy was to provide social protection for vulnerable workers, improve distribution for low wage earners, increase wage income as well as fair wage between the local and foreign companies (MLEYD 2008).

3.7 Minimum wage order
The sectoral minimum wage of 2007 covers eight sectors such as:

· Health service

· Agriculture services

· Commercial, Industrial and Trading services

· Transport and communication services

· Mining

· Marine and Fishing

· Domestic services including Hotels and

· Private security

Under each of these sectors there are sub categories of multiple wage rates based on employer business activity. The case study of this paper deals with the Commercial, Industrial and Trading services where we can find the manufacturing sector including textile industry. Minimum wage in commercial, industrial and trade services was split into two groups, one group pays Tsh. 150,000 per month for potential commercial, industrial and trade services and the second group pays Tshs. 80,000 per month for Small and Medium enterprises. The difference was based on the size of the firms and the number of workers employed in the firms (MLEYD 2007).

3.8 Compliance 

The setting of minimum wage provides in principle wage floor of earnings for workers. However, despite the setting of minimum wage some workers still earn below the minimum wage because the employer fails to comply with legislation. The extent of non compliance contradicts the objective of equality and fairness of setting minimum wage. Most Governments appeared not to enforce compliance with minimum wage (Saget 2001:12) In Tanzania according to minimum wage report (2008), the general compliance of new minimum wage rates was 56.7% the rest of noncompliance with the order indicates that the new rate is high in operational cost, inadequate capital investment and multiple wages leads to confusions because the government failed to make a clear wage boundary between sectors (MLEYD 2008).

3.9 Overall impact of minimum wage
According to minimum wage report (2008) by Ministry of Labour, the overall impact of minimum wage rates for the eight sectors between the group of employers who complied and non comply with the order was contrary to the views that the increase in minimum wage would increase unemployment; virtually the new order have not reduced employment. Overall employment in the firms with fully and partially complied with minimum wage in eight sectors increased by 0.38 and 3.11% respectively. This indicates that it has relative small negative impact on the growth rate of employment than lowering employment per se. On the other hand employment decreases by 8.4% in non complied firms. This mixed result illustrates that employment increase was not the only factor that linked with minimum wage increased but the growth was link with the economy through investment expansion (MLEYD 2008). However, the impact of minimum wage varies across the firms as indicated in table 2 below. The table presents the data from trade, industry and commerce sector under which the textile firms’ fall.
Table 2
 Employment by level of compliance 

	
	Full compliance
	Partial compliance
	Not implemented

	
	2007
	2008
	%change
	2007
	2008
	%change
	2007
	2008
	%change

	Trade, Industry and Commerce
	23,515
	22,809
	-1.3
	1,304
	1,323
	1.8
	1,587
	1,401
	-3.3


Source: Ministry of Labour Minimum Wage Report (2008)
Table 2 shows small changes in employment in partial compliance while full compliance and none compliance firm’s employment decreases slightly. This implies that the wage increases are not directly linked with the employment effect. Other factors might have influenced employment effect as well because the table indicates that full and non compliance firms’ employment decreases as against the partial compliance firms which show employment increases. This means the effect of minimum wage varies across the firms depends on seasonality of market than the new minimum wage rates (MLEYD 2008). 
Chapter 4 
Findings and Data analysis

4.1 Introduction
This chapter presents data analysis and discussion of the findings on the impact of minimum wage on employment. The data were collected from the three textile firms based on individuals and firms data. The data will be presented in description, tables and figures through comparative approach across firms. The chapter is organised in themes, based on research objective and question on the effect on employment, gender wage gaps, the quality of employment, productivity and perceptions of minimum wages.

Firm A was a government entity up to 1997 when it entered into a joint venture between the governments of Tanzania and China. The two were integrated in 1997, where URT having a share of 49% while China holds a share of 51%. Firm A is a fully integrated textile mill and produces Khanga and Kitenge, the production process is based on spinning, weaving and processing and their product is sold in the local market. Total numbers of workers before the new wage was 1550 with 1150 males and 400 females. The female’s ratio before new minimum wage is 26% and the male ratio is 74%. After the new minimum wage the total number of workers was 1182 with 835 males and 347 females. The male ratio was 71% and the female ratio was 29% after the new minimum wage. 
Firm A is under category of potential commercial industrial and trade services which are supposed to pay Tsh. 150,000 per month but the firm was exempted to pay Tsh. 80,000 per month. Before the policy change the firm used to pay Tsh. 60,000 per month as a minimum wage; 45 hours per week as normal working hours plus overtime.
 The firm has an active trade union branch namely TUICO and the employer is a member of Employers Association called ATE. 

Firm B was created in 2004 as a foreign company from India under the export processing zone (EPZ) and production based on export oriented market. The firm produces Khanga and Kitenge starting from raw material to printing of finished product. The firm employed 100 workers before and after the new minimum wage, it had 90 men and 10 women. 90% of the workers are Tanzanians and the rest are Indians who constitute the management team. Moreover, types of employment before and after new minimum wage were 20 permanent workers, 13 contract workers and 67 casual workers, where permanent workers constitute only 20% of total employment and the rest were casual and contract workers. The firm paid above the minimum wage of Tsh. 100,000 per month but before the minimum wage the firm paid Tsh. 60,000 per month.
 Furthermore, there was no trade union representative and the employer is also not a member of the Employers Association (ATE). The factory runs two shifts of 12 hours each which accounts for 84 working hours without weekly rest. 

Firm C was created in 1998 as a private company employed 600 workers, 583 men and 17 women producing Khanga , Kitenge and bed sheets for local markets. The firm operates under the category that pays Tshs. 80,000 per month but before new minimum wage paid Tsh 60,000 per month. The level of unionization is high for permanent workers (TUICO) and the employer is a member of the Employers Association (ATE). Working hours was 12 hours per day for six days in a week. Table 3 gives a summary of the total number of workers and wages before new minimum wage and after the new minimum wage come to apply in three textile firms.
Table 3
Percentage of workers and wages before and after new minimum wage

	
	Firm A
	                 Firm B
	                    Firm C

	Year
	2007
(Before)
	2008/09
(After)
	2007
(Before)
	2008/09
(After)
	2007
(Before)
	2008/09
(After)

	No.of workers
	1550
	1182
	100
	100
	600
	600

	Percentage of workers
	   57%
	43%
	50%
	50%
	50%
	50%

	Wages Tsh.
	60,000
	150,000/80,000
	60,000
	100,000
	60,000
	80,000

	Percentage of wage
	29%/43%
	71%/57%
	37.5%
	62.5%
	43%
	57%


Source: Employer records and data collected from interviews, 2009.

Table 3 above shows the number of workers and wages before and after the new minimum wage came to effect. It indicated that in firm A the number of workers decreases for 14% with the rise of 14% of minimum wage, while in firm B and firm C the number of employment remains the same when wage increased by 25% in firm B and 14% in firm C.

4.2  Firms features and general respondents
A total of 25 participants were interviewed of which 3 were employers one from each of the three firms; 20 employees were interviewed and 2 trade union representative at the firm level were interviewed from firms A and C while in firm B there was no trade union representative. Firms A and B are characterised by high level of unionisation of permanent workers but not casual workers. Majority of workers are unskilled labours with low level of education. For instance from the sample population study 16 workers out of 25 respondents are unskilled labour who completed primary school; 5 of them completed secondary school, 2 degree holders and 2 diploma holders. Moreover, all three textile firms complied with the minimum wage order. However, firm A got wage exemption from the government. The level of social security across the firms is high for permanent workers but not casual workers.

In terms of gender distribution data shows that the numbers of women was a bit lower than men. As Bowler et al. (2005: 369) affirms that job segregation appeared within occupations and across industries, some firms hire mostly women others hire mostly men. Figure1 below indicates the number of women and men involved in the interviews. Total number of women was 8 out of the 25 respondents representing 32% of total respondent while men are 17 out of the 25 respondents representing 68% of the sample population study.
Figure 6
Total respondents in terms of sex  
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Source: Data from fieldwork, collected in July 2009

4.3 Analysis and discussion of major findings
4.3.1 Employment

Literature review presented earlier indicated that higher minimum wage may affect the level of employment negatively by removing workers out of jobs while others claimed that it has no effect and if any, it is only marginal effect (Freeman 1996). The study found mixed results in textile firms across large, medium and small firms. For the large firm A the study finds that 700 casual workers out of 1,550 workers were removed out of employment after the new minimum wage, the reason being the inability to pay the new rates. The firm was able to keep only 850 workers. The firm got wage exemption from the government and reemployed 332 dismissed workers to reach 1,182 workers. That means the number of removed workers from employment decreased from 700 workers to 368 workers after the firm was exempted from paying Tsh. 1500,000 per month to Tsh. 80,000 per month. As some respondents explained: 

“Minimum wage has negative impact on employment especially for the casual workers who are always the ones suffered for being discharged from the job because they do not have employment contract and any protection like permanent workers.”
For medium firm C and small firm B the study revealed that the number of employment remained the same before and after the new minimum wage. This can be observed in terms of the small number of workers and the amount of wage increase in firm B and C. Firm A was more affected by increase of labour cost in terms of wage rising and the large number of workers. Before firm A was exempted minimum wage increased more than double compared to firm B and C as indicated in table 3 above. The neoclassical theorist claims that if government increases the minimum wage above the firm revenue, the firm will respond by reducing the number of employees to adjust to the increases in wages cost. This prediction is what is happened in firm A but not in firm B and C. Figure2 below show the total number of workforce before and after the rise of minimum wages.

Figure 2
Total number of workforce before and after the new minimum wages
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Source: Firm records and data through interviews, 2009
Figure 2 shows what happens before and after a new minimum wage implemented across the firms. As explained in the text this figure shows the fall and the rise of employment in firm A while in firm B and C the employment remains the same. The figure shows the relationship between the rise of minimum wage and the level of employment. The data presented illustrates that higher minimum wage squeeze employment level and this happened before firm A was exempted. After firm exempted the level of employment rose again to reach 1,182 workers. This indicates that the high minimum wage reduces employment level as the neoclassical predict as happened in firm A.
Contrary to the above, the data from the study shows that in firm C the level of employment does not link with the rise of minimum wage. The increase or decrease of employment depends on seasonality of the production rather than the rise of wage. During the high seasons employment increased as more casual workers are employed and decreased during the low seasons by cutting down the number of casual workers. From that we can interpret that new minimum wage has negative impact on large firm but not in small and medium firms. It has more impact on casual workers but not permanent workers because casual workers do not have employment contracts and are not members of trade union. 
Moreover, it indicates that no new employment was created after the new minimum wage rather than a replacement of the workers especially in firm A. As shown by figure 2, since there is no new employment created after implementation of wage order according to literature in the long run it would increase the level of unemployment because no additional job was created for the new entrants in the labour market (Bowler et al. 2005). This confirms the general assessment report of minimum wage which shows relative growth rate of employment than employment falls caused by seasonality of economic activity (MLEYD 2008). 

But surprisingly, employers from the three firms A, B and C claimed that the major cost components in production was not the labour wage but raw material and utilities (Gas, Tax, oil and electricity) are the major costs. For instance firm A employer claims that wages account for 14% of the total cost of production while firm B and C claim to have similar low share of wages cost. Thus, the increase of wages was not a problem for them but the problem was the other costs which seem to be high. What they did is to substitute number of workers from employment (firm A), or by paying only minimum wage (firm A and C) which is low, or employing casual labourers by reducing non wage labour cost (firm B) to compensate other cost of productions. 
For instance the data provided by the World Bank on investment climate assessment report in Tanzania (2004), covered 276 firms in manufacturing sector including small, medium and large enterprises. Category based upon the firm size, sector operation, location and the number of employees. The report indicated that the highest obstacle of firm’s production was tax rates which account for 73% of production cost. Other obstacles are shown in table 4 below.  
    Table 4
Percentage of firms reporting obstacles in manufacturing sector

	Firm obstacles
	Manufacturing

	Tax rates 
	73


	Electricity 
	59

	Cost of finance 
	58

	Tax administration 
	56

	Corruption
	51

	Access to finance
	48

	Macroeconomic stability
	43

	Regulatory policy uncertainty
	31

	Customs/trade regulations
	31

	Business licensing
	27

	Skills and education of workers
	25

	Transportation
	23

	Telecommunications
	12


Source: World Bank (2004:45) Investment Climate Assessment Report in Tanzania.
The data shows that tax rates were more serious problem in firms operation than the other constraints but the wage was not in the list of obstacles. These indicates that wages was not a real problem for manufacturing sectors compared to the other costs. All these constraints in one way or the other might have impact on quality or quantity levels of employment in the sense that the employer may decide to cut down the level of employment to substitute wage cost from other costs of production.
4.3.2 Gender wage gap

Concerning gender aspects in terms of wages, much of the literature on gender shows that women are paid less than men as indicated by International Trade Union Confederation report that women earning less on average than men’s across world region. They reported that an average “global gender pay gaps” is 16.5% (ITUC 2008). Also according to the ILO wage report (2008) about 80% of the countries from which data was available the gender pay gap has been narrowed, though the wage gap is still wide it closing slowly. For instance, ILO Working Paper by Kapsos (2008) on gender wage gaps, he examines the role plays by gender in determining wage rate in Bangladesh. The paper indicates the persistence of a large gap in earning between women and men which link with the level of education. Women earn an average of 21% less per hour than men due to lower level of education. Moreover, gender gaps in Bangladesh are observed in every industry, across all levels of education in every establishment.
In Contrary, the study found no wage differential between men and women before and after the new minimum wage. Men and women were paid the same rate regardless the level of education or experience of Tsh. 60,000 per month before and Tshs. 80,000 per month after the new wage in firm A and C while in firm B paid Tsh. 100,000 per month for low paid workers. As both women and men interviewed said “we are all paid the same....” The new minimum wage has no impact on gender wage gaps because before men and women were paid the same.

Gender segregation still exist in terms of vertical segregation especially in firm B and C where mostly women appear in the low skilled job like secretary, kitchen services, office attendants while men are found in the production process. The reason behind was that in production process men are mostly needed because men has physical strength than women. Women are thought to have less strength to perform the duties like men in firms B and C, though in firm A men and women perform the same duties without gender segregation. But all these are an ideological concept that women have less physical strength in performing some duties because there is no empirical evidence in firm B and C which supports the notion. As some literature shows that modern gender wage gap in ideology which link with cultural, norms, values and belief (Inglehart and Norris 2003:149-161) and also Anker (1998:10) explain that “virtual exclusion of women from occupations requiring physical strength is not defensible.” He further explained that non labour market factors such as stereotyping, social cultural and historical factors contributing to the occupational segregation based on the sex (Ibid: 409).
Although job segregation in terms of gender had been observed but  not wage differentials between male and female has been found as some literature claimed increases in job segregation thereby increases in wage differential and disparity between male and female ( Bowler et al. 2005:369). The study link with the decent work agenda by the ILO that there should be no wage discrimination between men and women, however, further research is needed in details to verified that because the issue of gender discrimination consists of many issues not only wages.

In the three textile firms studied, it was revealed there is gender imbalance in employment between men and women because the number of women employees is lower than men. Men dominate employment and managerial positions in all the firms with no woman in managerial positions this happened before and after the new wages. I found in firms A and C only two women in administration office as personnel officers. The total number of female in the three firms was 374 and males 1508, table5 and figurer 3 below show total number of workers in terms of gender which indicates a large number of men than women in textile firms. 
As shown on business survey 2007/08 in Dar es Salaam, all workers in the region of which 72% were males and 28% were females engaged in industrial activities. The survey shows that there is a gender imbalance in employment in the manufacturing industry. As a general observation from the study, minimum wage is one of the policies which help to reduce wage gaps as indicated in some literature because even if the study shows women workers occupy lower positions there is still no wage differential between male and female in paying minimum wage.
Table 5
Gender profile in the three textile firms

	
	FIRM A
	FIRM B
	FIRM C
	Total

	female
	347
	 10
	17
	374

	male
	833
	 90
	583
	 1506

	Total
	1182
	100
	600
	 1880


                                  
Source: Firms records, 2009
In terms of percentage figure 3shows the total percentage of women and men working in the three textile firms.                    
 Figure 3
 Gender profile for three textile firms (%)

[image: image3.emf]Gender profile for three textile firms

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

Male Female

Gender

percentage of male and female


                                         
Source: Firm records, 2009
Figure 3 above shows that men form 80% and women only 20% of total number of 1880 workers involved in the three textile firms as indicated in Table 5. This shows that a very low percentage of women participated in textile firms compared to men, meaning that the job is male dominant.
4.3.3 Production and productivity
Higher wage levels should induce higher productivity levels. As indicated earlier in the literature review that wage increases lead to higher productivity, however, higher productivity could still reduce the level of labour demand, depending upon the elasticity of demand for goods and services based on quality and price (Rubery 2003). The study revealed that the productivity level in three textile firms differ as explained by management with link to minimum wage.
The study found that production goes down by 35% due to low labour productivity in firm A caused by wage exemption. The firm has undergone many problems after it got wage exemption from the government instead of paying Tsh. 150,000 per month it pays Tsh. 80,000 per month. Workers and trade unions were dissatisfied with the wage and therefore, went on strike to demand higher wages as announced earlier by the government. For that reason workers were demoralized and reluctant to work hard because they felt that they were being underpaid and as a result production went down by 35%. Before the new minimum wage the production was high about 85% to 100% but soon after the wage exemption the production went down to reach 65%. But this cannot be explained directly that the rise of minimum wage caused low productivity in firm A rather than the wage exemption which allowed the employer to pay less than the announced wages. 

In case of productivity before minimum wage, a weaver operated 8 machines per hour but after the new minimum wage the employer reduced the number of workers and added 8 machines to improve productivity. From 8 to 16 machines per hour increased the work load for one weaver to operate 16 machines instead of 8 machines. But surprisingly the productivity and production went down instead of going up by adding more machines. As one trade union leader claimed:

“Before the new minimum wage 1 machine produces 4 meters per hour but after the firm was exempted 1 machine per hour produces 2 meters of sheet because no one is willing to put more effort and work hard while they are paid less than the minimum wage required by the order”. 

This means the productions remained the same no differences between 8 machines and 16 machines due to low productivity after the firm was exempted. That means instead of 16 machines producing 64 meters of sheets per hours they produced 32 meters of sheets per hour meaning a loss of half of the production per hour. This implies that the level of productivity  goes down after the firm was exempted and as a result production also went down as the efficiency theory explain, downward pressure on wages could lower workers’ effort (Riveros and Bouston 1991). But this has further implications on employment. If the productivity goes down it would affect the ability to generate more income so as to pay more, in the long run it would further affect the level of employment negatively rather than positively, as normally claimed by economists that increases in productivity increase incomes, and higher incomes, in turn, tend to increase the size of the markets for further employment creation and higher pay (Bowles et al. 2005). 

Another factor affects the level of production could be explained by a reduction in working hours after workers refused to work overtime. As one respondent (man) from firm A explained:
“Before minimum wage we worked 12 hours daily including overtime, but after the new minimum wage the employer was exempted from paying Tsh. 150,000 to pay only Tsh. 80,000 per month we have also decided to work for only 8 hours per day without overtime....”
From firm A two things came out from the study in terms of low production and productivity. One is the issue of low wages after the firm was exempted and the second was a reduction in working hours after workers refused to work overtime.

From firm B the study revealed two issues from the findings opposites to firm A. One is that the firm increased productivity and second is the expansion of its market after the new minimum wage came into effect. However, the level of employment remained the same. The employer claimed that the rise of minimum wages helped to increase productivity which caused the expansion of market outside the country. Before the rise of minimum wage the production was about 60% but after the ne minimum wage production rose to 80% for export and 20% for the local market. This shows that increase in wages motivated the workers to work hard by putting more efforts in production and consequently, the firm succeeded to increase the level of production and expand its market. 
In firm B, the employer claimed that before the new minimum wage they had only few markets, Zambia and Congo, but now they have expanded their market to Mozambique, Kenya, Uganda and USA. This finding in one hand confirms the economists’ claim that increases in productivity leads to increase in incomes and higher incomes tend to increase the size of the markets (Bowles et al. 2005). On the other hand contrary to the economists’ views that the expansion of market leads to more employment, the firm expanded its market but not employment. This implies that the firm has intensity work because everything remained the same in terms of labour force and working hours. 
In firm C, the study found that productivity and production depend on seasonality of market. It has nothing to do with increase of wages. The respondents revealed that there were no change in production and productivity before and after the new minimum wage but increased or decreased of production depending on seasonality of the market. During the high seasons production rose to reach 80% while in low seasons production falls to 50% of total production. That means during the high season workers put more effort in production to respond to market demand but not wages.
From these findings we cannot draw immediate conclusion about productivity and wages because the issue of productivity depends on many factors. Apart from wages it may be caused by technology application, skills and motivation of workers and good infrastructure. However, the study indicates that the productivity depends on the market demands as well as wage incentives and has a link with seasonality of economic activity rather than other factors. Figures 4 and 5 show the percentage level of production based on firms before (2007) and after the new minimum wage (2008/09).
Figure 4 
Firm Production before and after new minimum wage
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Figure 5
Seasonality of production
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Source: Firm data, 2009
Figure 4 and 5 show the rise and fall of production across the firms. Firm A production was higher before and lower after the new minimum when the firm was exempted as against firm B where production was low before the new minimum wage but went up after the new minimum wage. But contrary to firm C production went up during high season but came down during the low seasons having no link with wages. This illustrates that increase in wages is not the only factor which determines the firm’s production and productivity.
4.3.4 Perception of minimum wage

The function of any policy tool depends on its acceptability to the key actors in order to be implemented and respected. In advanced, but also in many developing countries there is high degree of compliance once the minimum wage level is announced. Surveys often suggest that employers do not see the minimum wage as one of their main problems (Rubery 2003). The field survey found that employers, employees and trade unions accept and support minimum wage policy as a good policy but they differ in terms of perception.
 

Employer perception

 With respect to minimum wages employers express positive preferences of minimum wages as a means of reducing unfair competition, provided the wage is not set too high. However, employers from three textile firms reject the way government fix the wages by the following reasons: 

· It is not important if the government failed to control inflation.

· It is nothing if it does not help the persons to earn a living if the level of the minimum wage estimation was very low compared to the cost of living.

· Government failed to enforce the order, other firms did not comply by paying less than the minimum wage, it leads to more competition between the firms and as a result others gain more while others lose.

Despite the negative perception about the minimum wage policy set by the government, employers do not see minimum wage as a key problem for them because it is only account a small share of total production cost but the only concerned is other cost of production. But surprisingly the employers complain about the government fixing very low minimum wages while they have a chance to improve the wage through collective bargaining.

Workers perception

Workers accept the minimum wage fixed by the government but they differ in terms of perception about it. Out of 20 respondents, 4 of them accounting 20% of the workers disagreed to the level of minimum wage fixed by the government for the following reasons:

· It does not have any meaning because the level of minimum wage was not sufficient to allow a person to live a decent life.(low wage estimation)

· The increase of minimum wage is inflationary (causes the rise of prices)
· Poor enforcement and implementation 

· Minimum wage caused many disputes and strikes when the government announced it while at the same time provided wage exemptions.
This group of workers prefer minimum wage policy but on a condition of a sufficient wage to allow a person to sustain a decent living as well as reducing the level of poverty. One of the respondents from firm A (woman) claimed that: “If the wage doesn’t meet the basic needs it has no meaning at all and it is nothing”. 
And one man from firm C claimed: “The wage is like monthly allowance but not a real wage to live a decent life”.
The reason why people often are worried about the price is that; sustained rise in the price level erodes the buying power of a salary or wage. For instance inflation rate (consumer price) before the new minimum wage in 2007 was 5.9% while in August 2009 it was 12.1% which means inflation rates increased by 6.2% two times in 2 years but wages remained the same without adjustment. The increases were highly attributed to the increase of food and non food prices.
 This can be linked with the rise of wages in 2007 as one of the factors which led to the rise of food prices. Figure 6 shows increase of inflation rates from 2003 to August 2009.
      
Figure 6

  Inflation rate
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Source: Tanzanian Bureau of Statistics, 2009
Figure 6 shows double increases of consumer price from 6% in 2007 to 12% in 2009. The inflation trends could effectively reduce real wages and workers’ living standards as many workers complained during the field survey.
 Table 6 below shows the real wage after corrected for inflation by calculated the average rate between the year 2008 and August 2009.
       



Table 6
Real wage after inflation rate

	Year 
	Inflation rate
	Firm A
	Firm B
	Firm C

	
	
	New wage Tsh
	Real wage Tsh
	New wage Tsh
	Real wage Tsh
	New wage Tsh
	Real wage Tsh

	2008
	7.00%
	80,000
	73,059
	100,000
	91,324
	80,000
	73,059

	August2009
	12.1%
	
	
	
	
	
	


Table7shows the real wage after corrected for inflation which indicates a relative increase of wage due to high inflation rate which means it has small impact on household poverty reduction. 
This confirms the ILO wage report which explained that, the years 2008 and 2009 are likely to be seen with slower economic growth and higher consumer prices than in the previous years. It is likely that in 2008/2009 a large share of the gains in nominal wages will be “eaten away” by price increases. In a number of countries, higher food prices have triggered a series of labour disputes. In Viet Nam, for example, high inflation rate caused by increasing food prices has caused labour disputes across the country. According to government statistics, about 300 strikes took place in the first quarter of 2008, up from 103 strikes recorded in the first quarter of 2007. The impact of food price inflation will be greater for poor workers and households in developing countries as these groups spend a much higher proportion of their incomes on the purchase of food. It is shown that in advanced economies (Denmark, the Netherlands and Switzerland), food expenditure is less than 20 per cent of total expenditure, but it is more than 60 percent in many developing countries (ILO 2008).
Another group of workers support the minimum wage policy by insisting that only the government should set minimum wage. Out of 20 workers interviewed 16 workers accounting for 80% support the idea of minimum wage to be set by the government for the following reasons:

· Always employer paid the wage after the government announces it. They argue that:  “it is impossible for an employer to discuss and bargain on issues relating to wages until the government announces it”.
· Always employers want to maximize profit by exploiting the workers by paying low wages.

· As a means of wage protection due to free trade policy, employers have more power over the workers, it is better for the government to protect the workers.

· The private sector and investors do not care about the workers benefits; their only concern is profit maximization

· To let private sector and investors freely decide without setting minimum wage can lead to more exploitation by underpaying workers the way they want.

· The setting of minimum wage by government reduces many industrial disputes and disagreements about setting wages between the workers and managements or can be used as a starting point for collective bargaining.

· As a means of wage protection from being exploited. Otherwise employers may take advantage to pay low wages even below the minimum wage and as a result increase exploitation.

This group accounting for 80% of total respondent workers claimed that minimum wage has to be set by the government as a means of protection against further exploitation especially foreign employers during this era of globalization with free trade policy. Despite an agreement on minimum wage policy they saw that the level of minimum wage was very low compared to the cost of living. 
Trade Union perception

Trade unions representatives were interviewed at the firm level. They all support the minimum wage as a good policy for the following reasons: 

· Employers always want to maximize profits by paying less/ low wages.

· Minimum wage set by the government helps to reduce wage setting disputes between employers and workers in collective bargaining.

· Investors have no interest in wage setting negotiations apart from the wages announced by the government.

· It is better for the government to set the wage because may take into account the economic situation of the country , the cost of living as well as price of goods.

· Investors or employers are after profit maximization, minimum wage policy act as a means of wage protection and helps the low paid workers from further exploitation by employers.

From those reasons above there is an indication that trade unions have weak bargaining power than employers in terms of wage bargaining and as a result most of the employers rely on paying only minimum wages. If a trade union engages effectively in collective bargaining it helps to increase wages above the minimum wage set by the government. Trade unions prefer that, the wage should be set by the government to protect workers from being underpaid rather than engaged on effective bargaining with employers. This can be seen from the literature of the effect of globalization and its impact on labour market with the liberal policy emphasising free market policy which gives the employer more power over the workers as well reducing power of trade unions to bargain effectively (Stiglitz 2002). Moreover, all workers complained about the low wages set by the government as one respondent (woman) from firm A claimed: 

“I am crying for the government because it is the one who promised to improve our lives as citizens but now it is the other way round. We suffer a lot for remaining poor. Foreigners come to get money and profit by exploiting us but the government cannot do anything than to protect them.”
 To sum up, we can see from the above reasons that employers, employees and trade unions prefer minimum wage as social protection from further exploitation and prevention of industrial disputes in terms of wages setting. However, they indicated that the level of minimum wage was too low to sustain decent living. The study indicated that employers increased wage once the government announced it, even if it takes many years to adjust the wage, this means low bargaining power of trade unions. For instance, the last minimum wage was set in 2002 and the new wage was set in 2007, almost five years have passed away without wage adjustment while the cost of living increases every year.
 4.3.5 Employment quality


Concerning the quality of employment different points will be analyzed here:
Working conditions in terms of hours and wages
According to the Tanzanian labour law Employment and Labour Relation Act (2004) the normal working hours is 45 hours per week, overtime not exceeding 50 hours in any four weeks cycle. It was learnt from the interviews that two industries B and C indicated workers work long hours per week than firm A. Workers in firm A worked 45 hours per week as required by the labour laws and this can be explained by two things. One is the firm’s history, It was previous a government entity and second the level of trade union which seems to be stronger than other firms. Firm B and C, before and after the new wages workers work for 12 hours per day. The difference between firm B and C is that in firm B workers do not have weekly rest or any public holidays; they work throughout the week. As one respondent from firm B explains:
“The work is tough we work 12 hours daily even before and after the new wages we do not have weekly rest or public holidays but there is no further payment. The employment becomes new every day because workers are always hired and fired and other too quit the job.....”
This confirms other studies which indicated that in EPZ firm workers work longer than the non EPZ firms. For instance, the case of China indicated that the average working hours in EPZ vary from 54 to 77 hours per week (Kusago and Tzannatos 1998).

Poor working conditions in all firms have been observed but more serious condition is seen in EPZ firm B shows intensity of work compare to the other firms. As reported by OSHA that the factory has no occupational safety and health (OSH) programme in place and no risk assessment has been done so far. The factory has safety and health hazards which include high noise level, high temperature, high cotton dust level, chemicals, low light, poor working posture, unguarded moving parts and slippery floor. Other hazards include falling objects, poor housekeeping and risk of fire. During the walk through it, it was also observed that some workers were using pieces of clothes to protect themselves from cotton dust (Mlingi and Kessey 2006).The picture below shows production process in firm B. Workers were uncovered by protective gears as safety and health measures to protect them from risk and hazards during the production process.
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 Source: Picture from field work, 2009.

In terms of firm’s wages, According to the wage order the formula for calculating hourly wage takes two steps: 
First step:        Total wage / 26 working days = Daily wage.

Second step:    Daily wage / hours of work = Hourly wage
The table 7 below shows how firms paid wages in terms of hourly wage.
  Table7 
Hourly wage per firm

	
	Firm A
	Firm B
	Firm C

	Minimum wage
	80,000
	100,000
	80,000

	Working hours
	8 
	12
	12

	Hourly wage
	385
	278
	256


Table 7 above shows the difference hourly wages per firm. Firm A workers earn Tsh.385 hourly wage higher than firm B and C due to low working hours even though firm B pays higher wages. In firm B hourly wage is lower than firm A because of long working hours which erodes the value of paying higher wages. Firm C earns Tsh.256 hourly wage less than firm B due to wage differences and working hours. Firm B pays higher with long working hours without weekly rest while firm C pays lower wages with long working hours but less than firm B due to weekly rest. This implies that long working hours reduces the value of wages paid to workers.
Type of employment

Three types of employment were found in all the three textile firms before and after the new minimum wage. These are; permanent, contract and casual employees. However, all the firms indicated that no new employment was created after the new wage apart from replacing workers for several reasons like for age retirement, dismissal or termination from employment. The respondents revealed that workers were replaced on casual employment rather than permanent or contract employment especially unskilled labours. Skilled
 labours were employed permanently. This shows that the skilled labour has a secure job than the unskilled labour and the only change was indicated is an increase of casual employment rather than other type of employment.

Industrial relation


In terms of industrial relations, firm A’s industrial relation was not good when the firm was exempted to pay less than required wage. Relation between the workers and management become worse and many industrial disputes emerged during the application of new wages. Workers dissatisfied with exempted wage felt they were being underpaid therefore, went on strike to demand higher wage as the order requested but not exempted wage. 
Furthermore, workers, through their trade union took the issue to court. The court ruled against the wage exemption in favour of the workers but management is still unwilling to pay and decided to appeal against the ruling while continuing to negotiate with the trade union. For firm B industrial relation was not good for the reasons of none represented, poor working conditions, long working hours with low pay, workers demand better working conditions but they feared to be fired. Firm C industrial relation was good before and after new minimum wage but they blamed the government for setting low wages because they believed that once the government set the wage and enforces it the  employers are willing to pay.

Social security

Social security was provided for permanent workers before and after the new wage but not for the casual workers in all the three firms. Out of 20 respondents 6 are casual workers who revealed that they do not have any kind of social security, while 14 permanent workers out of 20 respondents are member of social security schemes (NSSF). In firm A also there is a dispensary for medical assistance, however some respondents explained that before the new minimum wage medical facilities were available but after the new minimum wage medical facilities were reduced to substitute for wage cost. In firms B and C employers provide medical assistance by paying half of the medical cost.
Labour representation

In term of labour representation, workers from firm A and C have trade union representative at the firm level called TUICO while firm B has no trade union representatives but only factory workers representative established by the employer. The factory workers representative seems to have less power to represent workers interest as a truly trade union representative as a result firms has poor working conditions than the other firms. The factory representative claimed that: 

“We do not have power to bargain we are here to implement the order from the management because we are not truly trade union recognised by the law which gives trade unions authority and power to represent workers interest and bargain effectively.”
In firms A trade union seems to have more power than the firm C; they are able to call for strike to demand higher wages and appeal to the court to question the wage exemption provided by the government and even persuade the workers to refuse overtime work. In firm C workers’ representatives seem to have weaker bargaining power to protect workers’ interests so management only paid minimum wage set by the government with no additional wages. Even if most of the respondents complained about the low wages set by the government with long working hours. This situation can also be explained by labour market conditions like unemployment rates as indicated earlier as one of the factors that give the employer more power over the workers who fear the cost of losing their jobs (Bowler et al. 2005).
Other effects of minimum wage in firm A was the removal of some benefits like bonus at the end of the year and allowances for soap and transport. Thus, in terms of employment quality study found that the nature of employment turns up to be casual employment rather than contract or permanent employment which creates insecurity of employment (easily hired and fired). The employer prefers to employ the casual workers to reduce non wage cost like employment benefits, social security and other benefits provided by the labour laws. It is easy to cut down the number of casual workers without incurring any cost of paying terminal benefits or any compensation costs and this happened because casual labourers do not have employment contract which protect them from unfair dismissed from jobs.
Chapter 5 
Conclusion

This conclusion part presents observations from the findings; conclusion on the issues emerged based on research questions, theoretical implication and finally recommendation. The purpose of this study is to look at what are the effects of new minimum wage on employment in textile industry in Tanzania.
5.1 Observation
Literature review from several studies showed that the minimum wage elsewhere had little, if any, employment effects, either positive or negative, means there might be trade off between wages and employment. This study observed that the new minimum wage had little impact on employment in the large firm but not in the small and medium firms. Also the study indicates that in large firm A production goes down after the firm was exempted to pay less than required wage while in firm B production went up after wage increase. On the contrary in firm C production and employment do not link with wages but only linked with seasonality of market.
Moreover, the study noted that there are three groups of workers; permanent, contract and casual workers and all of them were paid the same rates on monthly basis except for casual workers who were paid on daily rates once they worked. Minimum wages were paid without considering gender, level of experience, education or skills. One can work for the whole but still remain among the low paid workers. The interviews revealed that the most affected group of workers after enforcement of the new minimum wage are casual labourers because they do not have employment contracts as a result they are easily dismissed, unlike  permanent or contract workers who have employment contracts which keep them in employment or protect them against unfair dismissal. 
It has also been noted that minimum wage provides social protection for low paid workers to prevent the payment of excessively low wage than minimum wage because collective bargaining is weakly developed. However, the level of minimum wage indicated is low considering the high cost of living caused by higher inflation rates. Furthermore, firms’ records and interviews revealed that no new employment were created after new minimum wage enforcement which implies that in the long run it may affect the level of employment if there is increasing labour supply with no employment opportunity for new entrants into the labour market. As indicated in the labour force survey the rate of unemployment was high.
 The study noted that all firms complied with the new minimum wage although one firm got wage exemption for reasons of inability to pay the new rates announced by the government. Also employers did not have the tendency of increasing the wages apart from what government announced. Meanwhile, the issues of foreign investors and Tanzanian firms are more likely to have the same labour conditions; however, the worst condition was in the foreign company as we saw in EPZ firm B most of the labour standards were violated in terms of hours of work, weekly rest and trade union representation. The following are the main issues discussed in chapter 4 based on research questions.
5.2 Conclusion remarks based on research question
5.2.1 Minimum wage and poverty
The study indicated that the employers, workers and trade unions support minimum wage, however, wage estimation in real terms has been seen to be very low compared to the cost of living for a person to earn a decent living and poverty reduction at the household level. This shows that the new wage increase has relative small impact on poverty reduction as indicated in table 7 that the real wage increases is quite a small and limited rate due to higher inflation rates. As posit by economist Vedder and Gallaway (2001:3) who examined the success of minimum wage law in reducing poverty in United State and showed that minimum wage is inefficient and ineffective antipoverty policy but this has to be link with the high inflation rate which erode the value of nominal wage.
 5.2.2 Employment

The study revealed an employment decrease, about 14% of total workers in large firm A after the new minimum wage and the mostly  affected group was casual labourers. Meanwhile, in small firm B and medium firm C the number of employment before and after the new minimum wage remained the same. That means new minimum wage creates employment insecurity for casual labourers who work without formal contracts. The study showed that new wage did not create employment opportunities but only replaced workers under casual employment which are informal jobs because casual employment is not sufficiently covered by labour rights. As Tokman (2007) posit from ILO definition of informal economy to include all workers in the formal jobs but not sufficiently covered by formal arrangements.
5.2.3 Gender wage gaps

Analysis revealed that there has been no wage differential between male and female in all the three firms. However, women appeared in the typical female stereotyped work like secretary, clerks, cleaner and kitchen rather than in production process except for firm A, in which women and men are involved in production. Furthermore, the study shows that there is gender imbalance in employment and managerial position between men and women. Women proportion in three textile firms is very low accounting for only 20% of the total labour force while men accounts for 80% of the total labour force in three textile firms which illustrates male dominant jobs. In terms of management male occupied almost all managerial positions from section manager up to top rank of management.
5.2.4 Productivity and production

The study indicated that in firm A productivity and production went down by 35% due to workers dissatisfaction after the firm was exempted to pay less than required minimum wage. This implies that in the long run it may further affect the level of employment because the firm is making a loss of half of the productions per hour due to low productivity. If the firm is making a loss in the long run the possibility to sustain and maintain the level of employment is very low. In firm B production and productivity went up after wage increase because workers feeling motivated put more effort in production and as a result the firm expanded its market as the economist explained (Bowler et al. 2005). In firm C, however, the level of production and productivity depend on the seasonality of the economic activity rather than wages per se, logically the asymmetric results shows that wage increases are not the only factors influencing production and productivity level; other factor like market demand may also contribute.
5.2.5 Quality of employment
The study indicates no changes in quality of employment; however, most of the employments tend to be casual employment. Employment condition was not good based on broad norms of ILO decent work especially for casual workers. In EPZ firm B it shows highly violation of the labour standard in terms of working conditions and working hours but this happened before the new minimum wage.
5.3 Conclusion and theoretical implication
The theoretical literature review on the impact of minimum wage on employment indicated what neoclassical theorist explained in firm A, that the higher the minimum wage the more unemployment will be. Contrary to firms B and C the theory did not applied. The neoclassical theorist advocated that the higher wages will negatively affect the level of employment as indicated in firm A but sometime it is not always the case as has been observed in small firm B and medium firm C where there is no employment effects at all. The mixed result across the three firms means we cannot conclude that the rise of minimum wage was the only factor that affects the level of employment because the effect varies between the firms depending on the size of the firm and the level of wage increase. Furthermore, the study revealed that no new employment was created after the new minimum wage.
Another theoretical implication is efficiency wage theory, assuming that labour productivity depends on the real wage paid by the firm and downward pressure on wages could have the effect of lowering workers motivation. The applicability of this theory appeared in two scenarios: one from firm A here the study shows a decrease in productivity as well as production after the firm was   exempted to paid less than the required wage, from Tshs.150, 000 to 80,000 per month. Workers felt demoralised, unsatisfied for not being paid higher wages as required by the order which led to low productivity. The second scenario was shown in firm B when the firm increased the wage, workers felt well motivated put more effort in production and as a result production went up which led to market expansion. For firm C we cannot conclude with any link to the theory because the increase of the wage does not reflect the level of production and productivity or employment though it depends on seasonality of economic activity. The mixed results between the firms in terms of productivity and production show that wages were not the only factor that affects the level of productivity even though to some extent they help to improve the productivity and productions as indicated in firm B. On the other hand, market demands may also be taken into account like in firm C indicated above. 
Moreover, low productivity in firm A means in the long run it would affect the level of employment opportunity to create sustainable decent employment and wages as well as better working environment because low productivity creates low income for further investments.

The study indicated that before the new minimum wage gender wage gap between male and female was limited due to strict enforcement of equality of payment. However, there is gender imbalance in employment and occupations. Thus, minimum wage policy was not an effective policy to address gender imbalance; we need other policy to regulate gender imbalance in employment and occupations. Because gender segregation may reduce labour market efficiency by waste of human resources as well as discourage education and training for future generation (Anker 1998).

One of the main purposes of setting minimum wage is to improve income support and household poverty reduction. However, the study revealed that the overall income improvement was small because estimation of minimum wage was very low compared to the high cost of living. The real wage increases was limited due to high inflation rates. This means if the government fails to control inflation rates then the policy is seen an ineffective policy for household poverty reduction and social protection because high inflation rate is more likely to reduce the large share of gain in nominal wage.
The paper reveals that no changes on employment status rather than increasing the casual employment for the reasons of reducing non wage labour cost by applying flexible work. The study clearly brings out how firms violated the broader themes of ILO decent work agenda in terms working conditions, study revealed out the all three firms have poor working conditions (health and safety), low remunerated, long working hours and non union representative particularly in EPZ firm B. In addition the study finds that, gender discrimination existed in terms unequal employment opportunity and occupational segregation for women which is against ILO decent work agenda which emphasise elimination of discrimination in respect of employment and occupations. On the other hand the study finds that minimum wage help to reduce wage discrimination in three textile firms.
Overall, this paper has presented in analytical approach on how minimum wage affects the level of employment in Tanzanian textile firms. It indicated that minimum wage affects a relative small number of casual workers in the large textile firms but not the small and medium firms. However, the mixed results from the finding revealed that increase of wages does not necessarily reduce the quality and quantity level of employment but other factors may influence or affect the level of employment as well. 
From the findings of the study the small negative effect on employment can be balanced by positive effect of raising the level of wages as an incentive to help increase labour productivity, and firm efficiency to generate more income and investment which will further boost the national demand for goods and consumptions.
5.4 Recommendations

The following recommendations were drawn from the findings of the study:

Government has to enforce the wage announced rather than providing wage exemption. If an employer applies for exemption and demonstrates that wage cost is high, the government through wage board with collaborations with trade union shall come into discussion and decided on what percentage the firm can be exempted. For instance, firm can be exempted for 25% of wage production costs depending on the firm size. The 25% is a fair limit between the workers and employer to protect both side employer business operations without affecting level of employment as well protecting workers not to fall under poverty line. This could help to reduce wages disputes.
Continuous monitoring through labour inspectors and trade union to enhance compliance of minimum wage in order to create level playing field between the workers and the employers in business operations as well as accommodating the informal sector.
Government through ministry of finance has to control and reduce inflation rate by using different policy like monetary policies in order to realize the positive effect of minimum wage on household poverty reduction.
Encourage collective bargaining between the workers and management to improve the wage structure above the minimum wage to enhance the level of productivity, since higher productivity improve the social and economic environment for further investment and employment opportunity.
In terms of gender imbalance and occupation segregation this can be changed by increasing the level of women’s education through government policy and laws, affirmative action as well as training on equal opportunity policy to personnel departments. Also trade unions, mass media, intellectuals, NGO and civil societies have an important role to play in educating the society about the impact of job segregation in future generation. This could help to reduce cultural ideological perception about gender differences in labour market, since these differences are based on ideology and learned behaviour through social values. Ministry of labour could sensitize the citizens and create awareness by using posters and media showing women working in a factory to indicate men and women have the same capability of doing all types of work.
Strengthening labour inspections by setting up regular factory inspections to ensure the labour standard are enforced with special care in EPZ firms. As indicated from the study there is violation of labour standard and casual employment before and after the new minimum wage which means there is irregular factory inspection.
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Appendices

Appendix 1
Minimum Wage Rates by Sector (2007)

	S/N
	Sector
	Sub sector/categories of employers
	Monthly rates (Tsh)

	1
	Health services
	Potential Hospitals and Pharmacies
	120,000

	
	
	Health centres, Dispensaries, small and medium pharmacies and Laboratories
	80,000

	2
	Agriculture services
	
	65,000

	3
	Commercial, Industrial and Trade services
	Potential Commercial, Industrial and Trade services
	150,000

	
	
	Small and Medium enterprises
	80,000

	4
	Transport and Communication
	Aviation services
	350,000

	
	
	Clearing and forwarding
	230,000

	
	
	Telecommunications
	300,000

	
	
	Inland Transport
	200,000

	5
	Mining
	
	350,000

	6
	Marine and Fishing
	Passenger and Cargo Vessels
	225,000

	
	
	Fishing Vessels
	196,000

	
	
	Vessels builders and others
	300,000

	7
	Domestic services and Hotels
	Domestic services workers employed by Diplomats and potential business
	90,000

	
	
	Domestic services workers employed by entitles officers for domestic services
	80,000

	
	
	Others
	65,000

	
	
	Potential and Tourist Hotels
	150,000

	
	
	Medium Hotels
	100,000

	
	
	Restaurants, guest houses and Bars
	80,000

	8
	Private Security
	International potential security
	105,000

	
	
	Others
	80,000


Source: Ministry of Labour 2007 (Wage Order)
Appendix 2
Interview with the Employer/ trade union/workers

A: Personal Particular

Age

Sex

Education back ground

Occupation/ duties

B: Presentation of the firm

History of the firm

Year of establishment

Main activity

Are you a member of trade union/ employer association?

C: Characteristic of the firm

Type of ownership

Number of people employed (gender)

Type of employment before and after new wages
What are your main markets for your products?

What are the major cost components of your business?

Do firm provide fringe benefits? (Before and after the new minimum wage)

Wages structure

Level of unionization

D: View and status with regard to the implementation of the minimum wage 

Have you implemented the new minimum wage? If not why?

Have you applied for exemption? If yes why?

Whom do you think should set minimum wage? Why?

Number of people employed before/ after the new wages

Number of people employed after the new minimum wages

What type of workers did you employ?

Wages before/ after the new minimum wage (gender)

Number of workers paid minimum wage?

Wages differential between wage categories (before and after)

Which category of workers were paid minimum wages? (before and after)

Opinion / view about minimum wage policy. Why?

E: Minimum wage effect
Changes after the rise of minimum wage in terms of policy / production / productivity / business operation
Does it increase the cost or absorb profit margin of the firm? If yes explain?

How do you compare the level of business between 2007 and 2008/09?

What are the reasons?

How much do you think your business change in terms of percentage?

Effect on quality of employment (before and after)

Work load / hours of work/ social security / living standard (before and after)
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� Labour productivity is defined as how much output worker produced in an hour(Bowles et al. 2005:383)





� See appendix No.1


� Tanzanian shillings- Tsh. 150,000= $ 115; Tsh.80,000 = $ 61; Tsh. 60,000 = $ 46


� Tsh. 100,000 = $ 76


� Non food price like drinks, tobacco, clothing, rent, charcoal, personal care items, education materials, kerosene, diesel as well as petrol


� Inflation rate is general increase in price  measured by the consumer Price Index(Bowler et al. 2005:478)


� Real wage refers to wage corrected to take account of the effects of inflation (Bowler et al.2005:488)


�  For firm B I used 30 days because workers do not have weekly rest.
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