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Abstract - This paper assesses whether employment generation (total, male, female and youth) is part of the benefits that 
Sub Saharan African (SSA) economies get from private investment. We estimated a derived neoclassical model that allows 
for the inclusion of private investment, real labour cost, human capital and public investment. The results, based on 
Arellano-Bond dynamic panel estimation, indicate that while private investment has a substitutive effect on employment 
(total, male and female), public investment compliments employment. Also, real wage rate and human capital have 
significantly negative relationships with labour demand. Meanwhile the result on the youth employment effect of private 
investment is inconclusive. Thus, it is suggested that employment incentives policies should be offered to private investors 
while measures to sustain public investment are undertaken. 
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I. INTRODUCTION 
 
The development of every nation is the ultimate goal 
of all economic, social and political policies. Job 
creation contributes to development by boosting 
living standards, raising productivity, and fostering 
social cohesion (World Bank, 2013). Unfortunately, 
however, some 200 million people (predominantly 
young people) are unemployed (International 
Financial Corporation-IFC, 2013). ILO (2014) report 
indicates that global unemployment increased in 2013 
by five million people. The estimates are even 
gloomier because apart from the fact that about 600 
million new jobs would have to be created by 2020 
(mainly in Africa and Asia), these jobs need to be 
good (IFC, 2013). 
Some claim that the global credit crunch is 
responsible for worsening an already deteriorating 
global employment condition. The effect of the 
crunch on employment has been a dipping global 
employment level, further aggravating an age-long 
problem. Nickell (2010) asserted that the worldwide 
credit crunch and collapse of aggregate demand 
should be blamed for the recent rise in 
unemployment. Earlier, Kessing (2003) argued that 
the effect of the economic crises on public sector 
employment has been a reduction in real wage and 
not the level of employment. But recently, The 
International Labour Organisation – ILO (2013) 
report indicated that global employment trends do not 
only show a rise in unemployment but with 
significant regional differences. The report further 
stated that five years after the outbreak of the global 
financial crisis, labour markets remain deeply 
depressed and unemployment has started to rise again 
as the economic outlook worsens. Through spillovers, 
the African economy was not insulated from the 
negative effect of the crunch including that of the 
growing global unemployment challenge (ILO, 

2013). The employment condition in Africa needs 
special attention not only in periods of economic 
down turn but also in eras of rising economic growth. 
Emery (2003) warned of a decreasing employment 
content of growth and increasing inequality over the 
preceding few decades. Thus, employment generation 
still remains a global challenge especially for Africa 
which need not just create more jobs but good ones. 
 
The worsening global unemployment condition has 
resuscitated a new search for fighting unemployment 
and its related problems. In the search for solutions, 
Guy Ryder - ILO director, advised (in ILO Report 
2013) that “The global nature of the crisis means 
countries cannot resolve its impact individually and 
with domestic measures only.”  He explained that the 
cloud of uncertainty surrounding investment and job 
creation means that countries need to take concerted 
actions to help resolve this growing global challenge. 
Traditionally, investment is one of the ways of 
curbing unemployment basically because manpower 
compliment or serve as a substitute for physical 
capital. Cherian (1996) argued that investment may 
be considered the most important component of GDP 
because (1) Plant and Equipment have a long-term 
effect on the economy’s productive capacity (2) 
Changes in investment spending directly affect levels 
of employment and worker’s incomes in durable 
goods industries and (3) supply and demand are 
sensitive to changes in investment, which is the most 
volatile component of GNP.  In an analysis of the 
relationship between governance, transparency and 
private investment in Africa, Emery (2003) observed 
that private investment in a country had positive 
effects not only on growth but also on the incidence 
of poverty. Impliedly, private investment, including 
domestic and foreign direct private investment, when 
operated in a conducive environment, can be a key 
driver of economic development, job creation and 
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inclusive growth. Consequently, the role of the 
private sector in solving this global unemployment 
challenge cannot be underestimated, especially in 
developing economies where about 90% of jobs are 
provided by the private sector (IFC, 2013).   
 
Even though the Sub-Saharan African (SSA) region’s 
unemployment rate, as at 2011, (about 8.8%) was 
better than that of North Africa (about 10.9%), 
Middle East (about 10.5%), Central and South-
Eastern Europe (about 9%), the performance of the 
region was about 2.4 percentage points worse than 
the global average. Also, most of the jobs in the SSA 
region seem not to be good, as the region was the 
second worse region in the world in terms of share of 
working poor. About 65% of total employment in 
2011 was found to belong to this category. This 
situation is particularly worrying because it is more 
than double the global average (about 29%) 
(International Labour Organisation-ILO, 2012).  
Analyses of the changes in employment in the SSA 
region, over the study period, show some interesting 
results. Generally, the second decade of the study 
period (2000-2009) shows an increase in employment 
to population ratio from 63.77% (1990 – 1999) to 
64.46%. Interestingly, while more females are joining 
the working populations (55.31% to 57.18%), the 
opposite can be said of their male counterparts (fell 
from 72.60% to 71.95%), when the two decades are 
compared. Apart from the fact that the total 
percentage of youth working fell (from 47.48% to 
46.89%), the changes in female youth employment 
(increased from 42.93% to 43.10%) and that of male 
youth employment (decreased from 52.07% to 
50.68%) is reminiscent of movements in total female 
employment and total male employment, when the 
first and second decades of the study periods are 
compared.    
 
Coincidentally, investment has seen some 
considerable improvement. Total investment, in the 
second decade of the study period (2000 – 2009), 
showed a marginal increase from 19.72% (1990 – 
1999) to 20.13% of GDP. There is also evidence of a 
gradual shift from government led investment to 
private sector controlled investment in the SSA. 
Public sector investment fell from 7.72% (1990 – 
1999) to 7.13% (2000 – 2009) while private 
investment increased from 12.40% of GDP to 13.14% 
of GDP. At regional levels, Southern Africa (SA) 
recorded a fall in all investment. The result from 
Central Africa (CA) was akin to that of SA except for 
public investment which witnessed a rise. It is 
observed that the behaviour of total investment is 
largely as a result of investment trends in West Africa 
(WA) and Central Africa (CA). All throughout the 
study period, private investment accounted for the 
greater proportion of total investment. Also, between 
2001 and 2010 net flows of foreign direct investment 
in Sub-Saharan Africa totalled about US$33 billion—

almost five times the US$7 billion total between 1990 
and 1999 (World Bank, 2011).  
In spite of these developments, Dinh et al., (2012) 
maintain that investment on the continent is low—
less than 15 percent of gross domestic product 
compared with 25 percent in Asia,—and more than 
80 percent of workers are stranded in low 
productivity jobs. They explain that in spite of this, 
the continent’s largest geographical bloc’s, Sub-
Saharan Africa (SSA), economic performance is at a 
turning point after almost 45 years of stagnation. 
Between 2001 and 2010 the region’s gross domestic 
product grew at an average of 5.2 percent a year and 
per capita income grew at 2 percent a year, up from –
0.4 percent in the previous 10 years (World Bank, 
2011). International Monetary Fund (2013) adds that 
even with the exclusion of Nigeria and South Africa, 
most countries in Sub-Saharan Africa recorded 
increases in GDP. Unfortunately, however, even in 
periods of economic growth, employment generation 
is not a natural consequence unless conscious effort is 
made to make that growth beneficial to job creation 
(Inter-Agency Working Group – IAWG, 2012 and 
Heinsz, 2000). But then these figures reinforce the 
need for Sub – Saharan Africa to put in measures to 
get the best out of private investment. 
 
Empirically, little is known on the employment 
benefits of private investment. Discussions on the 
continent on private investment have largely been 
concentrated on how to attract private investment 
(Oshikoya, 1994; Mlambo & Oshikoya, 2001). In 
1999, Devarajan, Easterly & Pack opened the 
argument box on whether it is the size of private 
investment on the continent that should be of grave 
concern or the productivity of private investment. 
They concluded that investment on the continent was 
not low because what even existed, at the time of 
their study, was largely not productive. Also, quite 
recently, AfDB, OECD,UNECA and UNDP (2012) 
reported that even though FDI remains the largest 
external financial flow to Africa, the increase in 
investment in recent decades did not produce more 
inclusive growth or sufficient jobs as most of the 
finance went onto the hunt for resources. These 
studies seem to cast doubt on the actual benefits of 
private investment to the African continent. But to 
Kaplinsky and Morris (2009), SSA should use their 
resource endowment to get the maximum benefit 
from their investment relations with large state-
owned Chinese firms and other large firms who seek 
to benefit from their resource endowment. These 
benefits, this study believes, may include 
employment generation. 
 
On employment in Africa, Asiedu (2004) looked at 
the determinants of employment in SSAs using data 
from foreign affiliates of US multinational enterprises 
in Africa;Sackey (2007) considered employment 
impact of private investment using a sample of SMEs 
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from some African economies; Asiedu and Gyimah - 
Brempong (2008) studied the effect of liberalization 
of investment policies on investment and employment 
of multinational corporations in Africa; and Aterido 
and Hallward-Driemeier (2010) used firm-level 
survey data from 104 developing economies which 
included 31 sub-saharan countries to find out whether 
investment climate fosters employment growth. 
 
This study differs from that of Asiedu (2004), Sackey 
(2007), Asiedu  and Gyimah-Brempong (2008) 
andAterido and Hallward-Driemeier (2010)because it 
uses national data to assess the relationship between 
private investment (Not only from USA, foreigners or 
SMEs) and employment in SSA using a neoclassical 
labour demand model. The neoclassical labour 
demand theory predicts a negative association 
between labour cost, real factor cost and labour 
demand and a positive relationship between output 
and labour demand (Symons, 1982; Andrews 
&Nickell, 1982; and Sparrow, Ortmann, 
Lyne&Darroch, 2008). In spite of this, other 
researchers argue that a positive association between 
wage cost and labour demand is possible, through the 
aggregate demand channel, especially in recession 
(Keynes, 1936 andMichaillat&Saez, 2013). Yet still, 
other researchers claim that adjustment process and 
cost are the main reasons why changes to wage rates 
may have delayed effects on employment levels (Oi, 
1962; Nickell, 1986; Hamermesh&Pfann, 
1996;Pierlugi& Roma, 2008). 
 
Thus, this study contributes to the discussion on the 
benefits of private investment to the African 
continent through the channel of employment 
generation using a derived neoclassical labour 
demand model. The study is concentrated in this 
particular area  because: 1) even though job creation 
contributes to development, it has become a global 
challenge, especially after the crunch (World bank, 
2013 and ILO, 2013); 2) job creation is a way of 
testing empirically for one of the pillars for assessing 
private investment impact (IAWG, 2012); 3) it is an 
appropriate channel to economic growth which has 
seen some improvements in Africa in recent times 
and seem to coincide with improvements in FDIs as 
well (World Bank, 2011; Dinh et al., 2012); 4) 
employment seems to be an appropriate channel for 
ameliorating poverty (Emery, 2003) -one of the deep 
seated problems of the African Continent- and as a 
possible means of  achieving Sustainable 
Development Goal – SDG 1(No poverty) and 
8(Decent work and Economic Growth) ; 5) the study 
contributes towards the discussion on the effect of 
wage cost on labour demand and;  6) insufficient 
labour demand is among the biggest causes of 
unemployment in Africa and indeed the biggest 
obstacles to youth employment on the continent 
(AfDB et al., 2012). It is postulated that vigorous 
private investment is an important vehicle for 

creating jobs not only for young people (AfDB et al, 
2012) but also for the entire working population in 
SSA.   

 
1. II. METHODOLOGY 
2.  
3. In order to estimate the relationship between private 

investment and labour demand in SSA, the study 
relied on a neoclassical panel dynamic model derived 
by Agyei (2015). The model explains that 
employment demand in SSA follows a dynamic 
process and is influenced by real wage cost (RWR), 
the level of human development (HDI), public 
(GPINV) and private  (PRINV)investment, political 
stability (POL), trade openness (TOPEN), 
productivity of the agricultural sector (API) and the 
credit crunch (CC). The study included data from 48 
countries in Sub-Saharan Africa excluding South 
Sudan. The exclusion of South Sudan was basically 
based on lack of data. All these countries are studied 
over a 20 year period, from 1990 to 2009. The basic 
model is expressed as follows: 
 
lnEMPTOTit = β1lnEMPTOTit-1 +β2lnRWRit + 
β3lnHDIit + β4lnGPINVit + β5lnPRINVit +β6lnPOLit + 
β7lnTOPENit + β8 lnAPIit + β9 CCit+ iti   (1) 
 
Five more versions of this model were estimated in 
order to assess the effect of private investment on 
male, female, total you, male youth, female youth 
employment levels. 
All the data were taken from the online edition of the 
African Development Index (ADI) of the World Bank 
except that of Trade openness and Polconiii. The 
variable for trade openness was taken from UNCTAD 
but that of Political Discretion (Pol) is an index built 
by Henisz (2010). All the variables, except political 
discretion (Pol), human capital and Agricultural 
Productivity Index (API), are presented in their 
natural log form in order to control for 
heteroskedasticity. 
2.1 Dynamic Panel Methodology 
The nature of the test to be carried out requires that a 
dynamic panel methodology is applied. In addition to 
other benefits associated with panel data 
methodology, dynamic panel allows for measuring 
the speed of adjustment (through the lagged 
dependent variable) using the partial adjustment 
based approach.  The dynamic panel approach 
accounts for individual effects which mostly is the 
cross sectional (see Baltagi, 2005), even though the 
time specific effects can also be included. The 
dynamic error components regression is characterized 
by the presence of a lagged dependent variable 
among the regressors i.e. 

itiititit XYY   1                                  (2) 

Where itY is the dependent variable in country i for 

time t, 1itY is the dependent variable in the previous 
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period, itX  is a vector of explanatory 
variables, iis equal to 1……48,  and t  is equal to 
1..…20. 
In order to determine the appropriateness of the 
dynamic models, the Sargan (1958) test and 
autocorrelation test were conducted. 
 
III. RESULTS AND DISCUSSION 
 
3.1 Descriptive Statistics 
Table 1 gives the descriptive statistics of the variables 
used in the study. Total employment level among the 
working population in Africa is about 64.13%. 
Expectedly, more men (72.26%) are engaged in 
employment than women (56.29%) because of the 
traditional role of men in most African cultures. The 
dispersion among female employment is quite 
worrying. The records showed that some countries 
recorded as low as 12.7% while others as high as 
88.2%. Mauritania recorded the minimum total 
female, female youth and total employment levels 
while Rwanda achieved the maximum total female, 
female youth, and total employment levels. 
Meanwhile, the maximum levels of total investment, 
public investment and private investment were 
recorded by Equatorial Guinea (see Agyei, 2015) 
During the study period, employers spent about 35% 
of their total expenses on their workforce for 
engaging their services, with the lowest and highest 
rates being 10.2% and 60.6% respectively.  
Meanwhile real interest rate averaged at 10.8%. 
Private investment (12.6%), over the two decades of 
study, was greater than the level of governments’ 
(7.5% of GDP) involvement in investment activities. 
Privatization of state-owned enterprises and the 
proliferation of non-governmental organisation could 
be contributing factors. This notwithstanding, the 
productivity of the agricultural sector appeared to be 
relatively representative. 

 
Table 1: Descriptive Statistics 

3.2 Discussion of Regression Results 
This study assessed the impact of private investment 
on employment in SSA. The results, from the 
Arellano-Bond dynamic model, as shown in Tables 2 
and 3 indicate that private investment together with 
public investment, real wage cost, previous levels of 
labour demand, human capital, trade openness and 
productivity of the agricultural sector are among the 
key factors that influence labour demand in SSA.   
 
Previous year’s private investment does not enhance 
employment in SSA. The results indicate a 
significantly negative (at 1%) relationship between 
the lag of private investment and labour demand. 
Thus, as investment in physical assets gradually 
becomes fully operational, they tend to destroy labour 
demand. This partially supports Schumpeter’s (1943) 
creative destruction view of innovation and suggests 
that technology is gradually taking over jobs (Autor 
et al., 2003; Manning, 2013). Even though, the result 
does not suggest that technology totally replaces 
labour, it indicates that private sector investment 
activities lead to more job displacements than 
placements. In fact, those who eventually continue to 
keep their employment or gain employment are those 
with the requisite skills to work with technologies 
associated with private investments.  
 
The main driver for the negative relationship between 
private investment and labour demand may be 
profitability. Decisions by private investors are driven 
more by profit than any other motive such as 
employment. In view of this employment and other 
social benefits that emanate from private investment 
decisions are mostly unintended. Also, most of the 
largest external financial flow (FDI) into the African 
continent goes in to hunt for resources (AfDB et al., 
2012). Meanwhile, the extractive industry does not 
only have weak linkages with the other sectors but 
also has weak labour absorption rate as against the 
manufacturing sectors (see Aryeetey&Baah – 
Boateng, 2007).  Again, as these natural resources 
deteriorate over time, initial stages of private 
investments may be accompanied by increased labour 
demand but later stages would be associated with a 
reduction in labour demand, when the resources start 
depleting. Moreover, in situations where these private 
investments are created at the instance of construction 
contracts by either public or private institutions, the 
life span of the projects would normally determine its 
effect on labour demand. In any case, the results 
indicate, unequivocally, that private investment is not 
a reliable source of labour demand for Africa. As a 
result, it is paramount for economic managers to 
attract private investment into longer term 
employment sustainable sectors (like manufacturing). 
Motivations through tax incentives for manufacturing 
and employment are also encouraged.  
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Table 2: Regression Results for Total Employment Levels 

 
On the other hand, the lag of public investment has a 
complementary effect on labour demand. The 
acquisition of these public investment vehicles like 
roads, bridges, dams, schools, expansion in electricity 
etc take time and sometimes displace petty traders 
and households. But after the constructions are 
complete, they tend to ease business and facilitate job 
creation or serve as employment agents themselves. 
These probably explain the significantly positive 
relationship between public investment and labour 

demand in SSA. So, in the long run, public 
investment increases labour demand possibly due to 
the fact that investments by the state are generally not 
for profit motive. Consequently, this result confirms 
the exceptional role governments play in employment 
generation on the African continent and probably 
offers an explanation why certain public entities 
operate unprofitably. It is, therefore, pertinent that 
public investments are undertaken more efficiently 
since it is a reliable conduit for employment 
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generation either directly or indirectly through 
facilitating the activities of the citizens. Thus, while 
public investment increases labour demand private 
investment reduces labour demand. The results then 
show that investment can have both complimentary 
and substitutive effect on labour depending on the 
nature of that investment (Rosen, 1969; Griliches, 
1969; Henneberger& Ziegler, 2006).   
 
The study depicts that changes in current levels of 
wage rates has an inverse relationship with 
employment levels.  At 1% significant level, current 
real wage rate has a negative relationship with labour 
demand.  When wage rates are increased in SSA, the 
general reaction of employers is that jobs are cut 
unlike when wage rates are reduced. In order to be 
competitive, SSA economies should work towards 
keeping wage rates at their barest minimum. This 
would facilitate employment generation. But this 
should be done cautiously since it also has 
implications for economic empowerment, economic 
growth and social welfare improvements. The result 
is in line with the predictions of the neoclassical 
labour demand theory that there is a negative 
relationship between real wage rate and labour 
demand.   
 
Also, economies that are politically stable do not only 
allow their citizens to enjoy their wealth peacefully 
but are also able to increase the confidence of 
industries of the safety of their investments.  As a 
result, political stability may operate indirectly 
through the consumption channel or investment 
channels to increase employment levels. On the 
contrary, trade openness does not favour employment 
in SSA mainly because the continent is a net 
importer. Even though the continent is endowed with 
a lot of primary resources, its weak manufacturing 
sector means that most of these resources are 
exported at their raw states at very low competitive 
prices than their eventual final products. Ironically, 
the continent serves as a major market for these final 
products, worsening our net export position. In effect, 
the SSA sub-region ends up creating markets and for 
that matter jobs for the countries that manufacture the 
final products. Thus, an increase in consumption of 
these goods and services increases the employment 
demand of the manufacturing country and not the 
consuming country.  
 
Surprisingly, human capital measured as human 
development index consistently and significantly 
shows a negative relationship with employment 
demand. This could probably be as a result of the fact 
that, given the developmental stage of the continent, 
there do not exist enough job openings for highly 
skilled workers. Also, the negative relationship 
between human capital and employment seem to 
suggest that the SSA economy has not been 
expanding large enough to accommodate the kind of 

human capital that exists in the region. Consequently, 
any improvement in human capital which increases 
the productivity per worker means that less people 
will have to be engaged, thereby harming 
employment. This position is similar to the negative 
effect technological advancement has on 
employment. Also, even though the effect of the 
credit crunch on labour demand in SSA has been 
negative in all the models estimated, its effect is 
significant on female labour demand and youth 
labour demand. It suggests that female employment 
and youth employment were the hardest hit by the 
credit crunch and more attention should be given to 
them in employment recovery plans.      
 
Meanwhile, the results show a positive and 
significant relationship between agricultural 
productivity index and employment. This result 
reiterates the exceptional role of the agricultural 
sector to the SSA sub-region. Measures to enhance 
the agric sector through subsidies on fertilizers, 
insecticides and cost of use of tractors should be 
encouraged. Conscious efforts should be made to 
diffuse the notion that the agric sector is the preserve 
of the poor, illiterate and the old. Agric-based policies 
such as national service personnel getting involved in 
agric must be encouraged. 
 
The dynamic models show strongly that employment 
level in the previous year positively informs 
employment level in the current year, at 1% 
significant level. Implying that factors that influenced 
previous year’s employment translate to the current 
year confirming that labour demand follows a partial 
adjustment process (Oi, 1962; Nickell, 1986; 
Hamermesh&Pfann, 1996;Pierlugi& Roma, 2008). 
The results are consistent for all the labour demand 
models estimated. Also, the results of the Sargan 
(1958) and autocorrelation test conclude that the 
models are well specified.  
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Table 3: Regression Results for Youth Employment Levels 

 
CONCLUSION 
 
The basic objective of this Chapter was to assess 
whether employment generation is part of the benefits 
that Sub-Saharan African economies can get from 
private investment, which some consider not to be 
enough (Dinh et al., 2012) and others unproductive 
(Devarajan et al., 1999). Data was taken from the 
World Bank, UNCTAD and Henisz (2010) covering 
48 Sub-Saharan African countries over a period of 
20years (1990-2009). The researcher estimated a 
derived neoclassical labour demand model that allows 
for the inclusion of private investment, real labour 
cost, human capital and investment by the public 
sector. The model also controls for political stability, 
trade openness, agricultural productivity and credit 
crunch. Within the framework of dynamic panel 
methodology, the model was then estimated for total, 
male, female and youth labour demands with the 
Arellano and Bond (1991) GMM technique. 
 
The results indicate that while private investment has 
a substitutive effect on labour demand public 
investment has a complementary effect on labour 
demand. Also, increase in real wage rate reduces 
labour demand just as advances in human capital, 

trade openness and credit crunch.  Meanwhile, 
agricultural productivity has a significantly positive 
relationship with labour demand. The models are well 
specified and the results consistent with all the 
estimated models. Consequently, the SSA region 
should intensify measures to attract private 
investment to more productive areas especially 
manufacturing, motivate the private sector through 
tax incentives, improve on the judicious use of public 
investment through checking corruption and ensuring 
value for money investments, promote exports, and 
embark on policies that grow the economy. In 
addition, conscious effort should be made to assess 
the impact of investment on the economy. This 
impact assessment should include employment 
impact of investment assessment which should be 
handled by a body independent of that which granted 
the permit for investment, in order to ensure 
objectivity.   The study, thus, offers partial support 
for the neoclassical labour demand theory in SSA 
region. Specific country-level studies (especially for 
countries that performed well and badly, in terms of 
private investment size and employment levels) are 
encouraged for specific actions. Also, it would be 
instructive for the sub-region to know the effect of 
private investment on different types of labour 
(skilled and unskilled, fixed contract and indefinite 
contract, etc). 
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