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Abstract

This study examined the relationship between wage equity, measured by the Wage Equity Index (WEI), and inflation
(INFL) across five East African countries, Kenya, Tanzania, Uganda, Rwanda, and South Sudan, over the period 2013
to 2024. The study was anchored in two theories: wage indexation theory and institutional economics theory. Using a
panel dataset of 60 observations, the study employed descriptive statistics, correlation analysis, and two-way fixed-
effects (TWFE) regression to assess both country-specific and time-specific effects on wage equity. The findings reveal
that inflation exhibits a negative, though statistically insignificant, relationship with wage equity, suggesting that short-
term price fluctuations have a limited impact on wage fairness. In contrast, temporal trends demonstrate a consistent
and significant improvement in WEI, highlighting the role of long-term structural, institutional, and policy-driven fac-
tors in promoting equitable wage distribution. These results underscore the importance of labour market reforms, re-
gional integration, and socioeconomic development initiatives in sustaining wage equity across East Africa. The study
recommends that policymakers continue to strengthen institutional mechanisms, harmonize employment standards, and
expand social protection programmes to ensure that the observed improvements in wage equity are maintained. This
research contributes to the understanding of wage dynamics in developing economies and provides evidence-based
insights for regional labour policy formulation.
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1. Introduction

Wage equity is the principle that individuals receive fair and just compensation for their work, based on objective factors
such as skill, effort, responsibility, and working conditions, without discrimination based on gender, race, or other non-
merit characteristics. It emphasises equal pay for work of equal value and aims to eliminate unjustified wage disparities
across different groups and sectors (International Labour Organization, 2020). Global wage equity remains uneven,
shaped by regional policies, inflation, and labour market structures. The International Labour Organisation (ILO) re-
ports wage inequality declined in two-thirds of countries since 2000, with a 11.1% annual reduction rate (ITUC, 2024).
Yet, 22% of workers in low-income nations still earn less than half the median hourly wage. Real wage growth reached
1.8% in 2023 and was projected to increase to 2.7% in 2024, the highest in 15 years. In high-income countries, produc-
tivity rose 29% from 1999 to 2024, while real wages increased only 15%, revealing a compensation gap. Gender wage

disparities persist, especially in informal sectors of lower-middle-income economies. Europe benefits from centralized
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bargaining, while North America and parts of Asia face stagnant wage growth. Emerging economies show promise but
struggle with informal labour and weak protections. India reduced low-paid workers to 9.5% by 2018, compared to
25.9% in Sri Lanka (ILO, 2024). The ILO advocates for stronger wage policies and equity legislation to promote inclu-

sive progress.

Wage equity has struggled to keep pace with inflation across North America, Canada, Europe, and Asia. In Canada,
wage increases averaged 1.9% in 2021, falling short of the 3.4% inflation rate, with Ontario showing a 2.2% gap (Ca-
nadian Union of Public Employees, 2022). U.S. workers saw real wage growth of only 1.2% annually from 2017 to
2022, while inflation averaged 2.4% (Economic Policy Institute, 2022; Blau & Kahn, 2017). Europe’s Nordic countries-
maintained wage growth near inflation, while Southern Europe lagged. Sweden’s wages rose 2.5% annually, while
inflation was 2.3%; Greece saw only 1.1% wage growth, versus 2.6% inflation. Epper and Mitrouchev (2025) empha-
sized inequality aversion in wage policy design. In Asia, Japan and South Korea achieved near parity, while India’s
1.5% wage growth fell behind 4.2% inflation. Singapore’s Progressive Wage Model showed promise, and Gumiel and
Hahn (2018) highlighted labour cost adjustments as key to managing inflationary pressures.

Wage equity in Sub-Saharan Africa faces persistent challenges due to entrenched gender gaps, informal labour markets,
and weak enforcement of policies. The gender pay gap in rural Nigeria reached 77%, while in urban areas it ranged
from 40% to 46% (Van den Broeck, Kilic, & Pieters, 2023). Formal wage employment accounts for only 27% of the
workforce, with over 66% in informal sectors lacking protections (Chelini, Adair, & Baumann, 2025). Real wages grew
by just 0.4% annually from 2010 to 2020, with declines in Ethiopia and Malawi due to inflation and weak institutions
(Chelini et al., 2025). South Africa’s 2019 minimum wage reform led to a 5.4% increase for low-wage earners, though
enforcement was limited (ILO, 2025). Kenya and Uganda experienced stagnant wage growth, as inflation eroded earn-
ings (ILO, 2025). Structural shifts from agriculture to services often result in informal, low-paid jobs (Chelini et al.,
2025). Gender disparities are worsened by occupational segregation and limited access to education (Van den Broeck
et al., 2023). The ILO advocates inclusive wage-setting and gender-sensitive policies to address inequality (ILO, 2025).

Without systemic reform, wage fairness will remain elusive across the region.
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Wage equity in the East African Community (EAC) has declined due to inflation rates ranging from 4.7% to 8.5% over
the past three years, with spikes during global crises like COVID-19 and the Ukraine conflict (East African Community
Data Portal, 2025). In countries without automatic wage indexation, such as South Sudan, Ethiopia, and Burundi, real
wages for lower-tier civil servants fell by over 20%, exacerbating income disparities (Bassier, 2021; Guerreiro et al.,
2024). Sudan’s inflation peaked at 350% in 2021 and remained high at 75% in 2023, severely eroding wage equity
(Statista Research Department, 2025). Ethiopia and Burundi recorded inflation rates of 34.6% and 23.8%, respectively,
while Kenya and Tanzania maintained moderate levels at 7.8% and 5.2%, respectively. Rwanda’s inflation dropped
from 13.9% in 2022 to 7.9% in 2023 due to fiscal reforms (World Bank, 2022). Wage erosion disproportionately af-
fected junior staff, who spend more on inflation-sensitive essentials. Higher-level officials often received allowances
that buffered inflation, widening internal wage gaps (Guerreiro et al., 2024). Ad hoc salary adjustments lagged behind
inflation, worsening equity. The World Bank (2022) warns that unresolved wage erosion risks labour unrest and declin-

ing public trust.

Over the past five years, Eastern African countries have experienced a marked decline in wage equity, largely driven
by rising inflation and weak wage adjustment mechanisms. In Ethiopia, inflation surged from 15.8% in 2020 to 34.6%
in 2023, while real public sector wages declined by over 18%, disproportionately affecting lower-tier employees (Sta-
tista Research Department, 2025; Deloitte Insights, 2024). Sudan faced hyperinflation peaking at 350% in 2021, with
wage erosion exceeding 40% among civil servants due to stagnant nominal pay (Statista, 2025). Burundi’s inflation
rose from 9.6% in 2020 to 23.8% in 2023, contributing to a 22% drop in real wages (Eastern Africa Association, 2025).
Kenya and Tanzania maintained moderate inflation rates of 7.8% and 5.2%, respectively, but still saw wage equity
decline by 10% - 15% due to delayed salary adjustments (Deloitte Insights, 2024). Rwanda’s inflation fell from 13.9%
in 2022 to 7.9% in 2023, yet wage compression persisted among junior staff (World Bank, 2022). These trends under-
score the urgent need for inflation-sensitive wage policies and automatic indexation to preserve equity across Eastern

Africa’s public sectors.
2. Statement of the Problem

East African governments face a fiscal dilemma: adjusting wages to preserve equity risks breaching budget ceilings,
while inaction risks labour unrest and institutional decay (Edwards et al., 2023). Public wage bills often exceed 7% of

GDP, yet lack transparent inflation-linked frameworks, especially in fragile economies like South Sudan (Tanwar,
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2023). Rwanda has implemented performance-based pay, while Kenya and Uganda rely on centralized commissions
with limited responsiveness (Nadoveza, 2025). Lower-tier public servants suffer most, as their wages fail to keep pace
with rising costs of essentials, while senior officials benefit from inflation-buffering perks (Ofori-Abebrese, et al.,
2017). This misalignment erodes morale and service quality. Between 2020 and 2023, inflation peaked at 43.1% in
South Sudan and 23.8% in Burundi, while Kenya and Tanzania maintained rates below 6% (Statista Research Depart-
ment, 2025). Uganda and Rwanda experienced episodic surges due to food and fuel volatility. Without reforms like

indexed pay bands and wage councils, wage equity will continue to deteriorate (Muriithi & Wamalwa, 2020).

Between 2020 and 2025, wage equity in Kenya, Tanzania, Uganda, Rwanda, and South Sudan declined significantly as
inflation outpaced wage adjustments. In Kenya, inflation rose from 5.4% in 2020 to 7.7% in 2023, while real wages
declined by 12.5%, especially among lower-tier public employees (Guerreiro et al., 2024). Tanzania maintained rela-
tively stable inflation at 3.8% in 2023, yet wage growth lagged, resulting in a 9% decline in equity (Chelini et al., 2025).
Uganda’s inflation increased from 3.7% in 2022 to 5.4% in 2023, with real wage erosion estimated at 14% (Van den
Broeck, et al., 2023). Rwanda experienced an inflation spike of 13.9% in 2022, resulting in a 17% drop in wage equity
among junior civil servants (World Bank, 2022). South Sudan faced the steepest decline, with inflation peaking at
43.1% in 2021 and wage equity falling by over 35% due to fragmented pay structures and delayed adjustments (Guer-
reiro et al., 2024). These figures underscore the urgent need for inflation-sensitive wage policies and automatic index-

ation mechanisms across East Africa.

Dvorkin and Marks (2024) used administrative microdata to analyse nominal wage adjustments during high inflation
in the U.S., finding increased wage flexibility post-pandemic but limited equity across sectors. Edwards et al. (2023)
employed cross-disciplinary dialogue to assess inflation’s impact on wage equality, emphasising the need for inclusive
wage policies but lacking empirical regional focus. Baltensperger (2023) provided a macroeconomic review of the
inflation resurgence, critiquing central bank responses but not addressing wage distribution. These studies reveal meth-
odological gaps in micro-level public-sector analysis, contextual gaps in Eastern Africa, and limited measurement of

wage equity. The current study addresses these omissions through localised empirical inquiry.

Abdalla et al. (2023) analysed public-private wage differentials using cross-country data and regression models, reveal-

ing wage premiums but lacking a wage equity index and regional specificity to Eastern Africa. Ofori-Abebrese et al.
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(2017) employed the ARDL methodology to examine inflation and public-sector wages in Ghana, focusing on macro-
economic volatility without panel data or equity-focused indicators. Thielens (2024) critiqued ECB inflation narratives,
arguing that profit-driven inflation is often misattributed to wages, yet did not empirically assess wage fairness or use
CPI as a variable. None of these studies targeted government employees or applied a wage equity index, leaving meth-
odological, conceptual, and contextual gaps. The current study addresses all these gaps by using panel data, CPI, and a
wage equity index to explore inflation’s impact on wage fairness among Eastern African government workers, and an
assessment of the temporal trends in wage equity across East African countries while controlling for country-specific

and time-specific factors.

3. Literature Review

3.1. Theoretical Review

Wage Indexation Theory

Wage Indexation Theory emerged prominently in the 1970s, with foundational contributions from economists like
Stanley Fischer and Gray (1976), who explored how automatic wage adjustments tied to inflation could stabilise real
incomes. The theory posits that wages should be periodically adjusted in line with a price index, typically the Consumer
Price Index (CPI), to preserve workers’ purchasing power amid inflationary pressures. This mechanism is often embed-
ded in collective bargaining agreements or statutory frameworks, especially in economies prone to high inflation vola-
tility. Recent scholarship reaffirms that wage indexation serves as a buffer against real wage erosion, particularly in
formal sectors where nominal rigidity is prevalent (Heinemann, 2021). Wage indexation theory offers a practical solu-
tion to mitigate the adverse effects of inflation on fixed-income earners, especially in public and formal employment
settings. In East African economies, where inflation volatility undermines wage stability, indexation mechanisms can
enhance distributive equity and macroeconomic resilience. Empirical studies show that partial indexation reduces in-

flation bias and supports wage predictability, which is crucial for fiscal planning and labour market stability (BIS, 2020).

The theory is supported by both monetarist and institutionalist schools, albeit with differing emphases on its scope and
design. Carrillo et al (2017) argue that endogenous wage indexation helps workers adjust earnings in response to ag-
gregate shocks, enhancing welfare and reducing nominal rigidities. Their DSGE model shows that indexation varies

with the nature of economic fluctuations, reinforcing its relevance in dynamic labour markets. Despite its appeal, wage
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indexation theory faces several criticisms. One major concern is that full indexation may fuel inflationary spirals by
embedding inflation expectations into wage contracts, thereby reducing the effectiveness of monetary policy. Critics
argue that indexation can lead to wage-price feedback loops, especially in economies with weak monetary discipline

(Heinemann, 2021).

In the context of this study, wage indexation offers both analytical and policy relevance. It provides a framework for
assessing how formal wage structures respond to inflation dynamics and whether institutional safeguards can preserve
real incomes. For economies with limited monetary credibility and high exposure to imported inflation, indexation can
serve as a stabilising tool. It also supports your broader goals of fiscal transparency and governance reform by promoting
predictable wage policies and reducing discretionary wage adjustments. Recent studies suggest that partial indexation,
adjusting wages based on a weighted inflation index, can balance stability with flexibility (Adolph & Wolfstetter, 2020).
Wage Indexation Theory remains a valuable lens for analysing wage dynamics in inflation-prone economies. While it
requires careful design to avoid inflationary inertia, its potential to safeguard real wages and enhance fiscal discipline
makes it particularly relevant to this study. Wage Indexation Theory is central because the article examines how infla-
tion dynamics affect real wages and the mechanisms governments use to adjust salaries in response to price changes

(Simson, 2022).

Institutional Economics Theory

Institutional Economics Theory emerged as a response to the limitations of classical and neoclassical economics, em-
phasizing the role of institutions - formal rules, informal norms, and organizational structures - in shaping economic
behavior. Thorstein Veblen laid the foundational work in the early 20th century, but the theory gained renewed traction
through the New Institutional Economics (NIE) movement led by Ronald Coase (1960), Douglass North (1990), and
Oliver Williamson (1985). These scholars argued that transaction costs, property rights, and governance structures are
central to understanding economic outcomes, especially in developing contexts where institutional quality varies sig-
nificantly (North, 1990). The core message of Institutional Economics is that economic performance is not solely
determined by market forces or individual rationality, but by the institutional environment in which decisions are made.
Institutions reduce uncertainty, shape incentives, and influence the distribution of resources. In East African countries,

where wage equity is affected by governance, labour laws, and public sector transparency, this theory provides a lens
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to analyze how institutional evolution impacts wage structures over time. It is particularly relevant for longitudinal

studies that seek to understand temporal variations in wage equity indices across different national contexts.

Supporters of Institutional Economics include development economists like Ha-Joon Chang (2010), who argue that
institutional reform is essential for sustainable growth. International bodies such as the World Bank and IMF have also
adopted institutional frameworks in their policy prescriptions, especially since the late 1990s, when governance-related
conditionalities became common (Chang, 2010). Kaufman (2013) revisits the foundational work of Sidney and Beatrice
Webb, highlighting how institutional arrangements shape wage outcomes. He contends that wage equity cannot be
divorced from institutional context, especially in developing economies were formal structures mediate labour relations.
This perspective aligns with policy-oriented frameworks in East Africa. However, critics such as Phillips et al. (2017)

contend that NIE often focuses too narrowly on outcomes, neglecting the complex processes of institutionalization.

Despite criticism against the theory, Institutional Economics Theory offers a robust theoretical foundation. It allows
you to interpret wage disparities not just as economic phenomena, but as reflections of institutional capacity, policy
shifts, and governance quality. This perspective enriches the study by linking wage equity to broader themes of institu-
tional development, making it especially valuable for policy-oriented research and stewardship training modules that
aim to connect economic justice with leadership and renewal (Williamson, 1985; Chang, 2010). Institutional Economics
Theory is equally pertinent, as the study explores how structural factors such as fiscal policy frameworks, governance

capacity, and institutional arrangements shape wage equity outcomes across East African nations (World Bank, 2021)

3.2. Empirical Review

Guerreiro, et al. (2024) investigate how inflation affects worker welfare through wage erosion and conflict costs. Their
model shows that inflation not only reduces real wages but also forces workers to engage in costly negotiations to
maintain purchasing power. The authors find that workers are willing to sacrifice up to 1.75% of wages to avoid conflict,
revealing hidden welfare losses. While insightful, the study is U.S.-focused and lacks regional labour market heteroge-
neity, limiting its applicability to East Africa. Afrouzi, et al. (2023) examine nominal wage rigidity and inflation pass-
through in developing economies. Their findings suggest that wage adjustments lag behind inflation, especially in in-

formal labour markets, exacerbating real wage erosion. The study uses firm-level data from across Latin America and
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Southeast Asia to highlight structural constraints. However, it does not include African economies, leaving a gap in

understanding wage dynamics under inflation volatility in East Africa.

Stantcheva (2023) explores inflation perceptions and wage expectations using survey experiments across multiple coun-
tries. She finds that workers systematically underestimate inflation’s impact on real wages and overestimate employers’
responsiveness. This cognitive bias contributes to delayed wage renegotiations and persistent erosion. While methodo-
logically robust, the study does not integrate macroeconomic volatility indicators, which are crucial for modeling infla-
tion shocks in fragile economies like South Sudan. Adu and Osei-Assibey (2021) analyze inflation and wage dynamics
in Ghana, offering a regional perspective within sub-Saharan Africa. Their time-series model shows that inflation vol-
atility significantly undermines real wage growth, especially in the public sector. The authors recommend inflation-
indexed wage contracts to mitigate erosion. However, the study is limited to Ghana and does not examine cross-country
variation or institutional factors that affect wage responsiveness. Muriithi and Wambugu (2020) assess labour market
outcomes under inflationary pressure in Kenya using microdata from household surveys. They find that inflation dis-
proportionately affects low-income earners, with minimal wage adjustments in informal sectors. Their study highlights
the role of fiscal discipline and wage-setting institutions in buffering wage erosion. Yet, the absence of panel data across

multiple East African countries restricts generalizability and comparative policy insights.

Dridi and Nguyen (2020) provide compelling evidence of inflation convergence among East African Community (EAC)
member states, attributing this trend to shared exposure to global price shocks and increasingly harmonized monetary
frameworks. While their study underscores macroeconomic alignment, it does not extend its analysis to the microeco-
nomic implications—particularly how inflation convergence affects wage structures within government employment.
This leaves a critical gap in understanding whether converging inflation rates translate into equitable wage adjustments
across public sectors in EAC countries. The proposed study addresses this gap by examining how inflation dynamics
interact with wage equity mechanisms among government employees, offering a granular view of fiscal coordination
and its distributive outcomes. Ntuli and Kwenda (2019) emphasize that wage gaps persist even after controlling for
education and experience, pointing to deep-rooted structural biases in labour markets. However, their analysis is broad
in scope and does not specifically address wage dynamics in government employment or the influence of inflationary
pressures on wage fairness. Additionally, fragile states like South Sudan and Somalia remain underrepresented in em-

pirical wage studies, with only anecdotal evidence available. This research contributes by integrating inflation trends
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with wage equity assessments across both stable and fragile EAC states, offering a cross-national lens that captures

institutional disparities and policy responsiveness in public sector compensation.

4. Research Methodology

This study adopted a positivist research philosophy, emphasizing objective analysis of observable phenomena through
empirical data (Saunders et al., 2019). Positivism is ideal for macroeconomic studies relying on national datasets, as it
supports statistical generalization and hypothesis testing. It allows for rigorous modeling of inflation trends and wage
structures. The approach ensures neutrality and replicability. It aligns with the study’s goal of uncovering structural
patterns across East African states. The research design is a longitudinal research design, analyzing trends over time
across multiple countries. This design enables the study to assess inflation convergence and wage equity evolution from
2013 to 2024. It supports temporal and spatial comparisons using harmonized national indicators. The design is well-
suited for policy evaluation and regional integration analysis. It also accommodates variations in economic stability

across countries.

The target population comprises nations of East Africa that include Kenya, Rwanda, Uganda, Tanzania, and South
Sudan, etc. These countries represent diverse stages of fiscal reform and institutional development. Fragile states like
South Sudan offer insight into post-conflict wage dynamics. The sampling technique is purposive selection of national
datasets from credible sources such as central banks, ministries of finance, and national statistics bureaus. The sample
size includes 12 years of data per country, yielding 60 country-year observations. This sample allows for robust panel
data analysis. Selection criteria include data completeness, consistency, and relevance to inflation and wage variables.

Regional databases like EAC and AfDB supplemented national sources.

The study relied solely on secondary data, including inflation rates and the wage equity index. Key sources of data
include the World Bank, IMF, ILO, and the National Bureau of Statistics. Quantitative data analysis was done by the
employment of panel regression models to assess inflation’s impact on wage equity. Convergence analysis used unit
root tests and co-integration techniques (Dridi & Nguyen, 2020). The Wage Equity Index was used as an indicator for
wage equity. The Wage Equity Index (WEI) is a composite statistical measure that evaluates the fairness of wage dis-

tribution across different demographic groups (World Bank, 2020; IRIS, 2020). It aggregates indicators like pay gaps,
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representation in high-paying roles, and wage progression to provide a standardized score of equity. This index is sig-
nificant because it helps organizations and policymakers identify systemic disparities and track improvements over time
(World Economic Forum, 2020). Its relevance lies in translating abstract equity goals into actionable metrics for reform
and accountability. Consumer Price Index was employed to measure inflation dynamics. The Consumer Price Index
(CPJ) is a widely used statistical indicator that tracks changes in the average prices of a basket of goods and services
over time (IMF, 2020; Investopedia, 2020). It reflects the cost of living and purchasing power, making it a key measure
of inflation. CP1 is significant because rising prices directly affect real wages, household budgets, and economic stability

(Corporate Finance Institute, 2020).

This framework aligns with Rwezimula and Akhtar (2020), who used secondary national-level data to assess inflation’s
impact on economic structures across East African countries, emphasizing the value of macro-level analysis for policy
design. Uwizera (2020) further supports this approach by demonstrating how econometric modeling of consumer price
inflation enables predictive insights and regional benchmarking within the East African Community. Chigeto and Haile
(2017) also validate the use of dynamic panel threshold models to explore inflation-growth relationships, highlighting
the importance of institutional dynamics in macroeconomic governance. Collectively, these studies affirm the integra-
tion of statistical evidence and contextual interpretation as essential for equitable wage planning and social justice dis-

course.

5. Empirical Model

The Two-Way Fixed Effects (TWFE) model was formalized through econometric advancements in panel data anal-
ysis, notably by Mundlak (1978) and further developed by Arellano (1987), building on earlier fixed effects frame-
works to control for both entity and time heterogeneity. The TWFE model is a robust panel data approach that ac-
counts for unobserved heterogeneity across both entities (countries) and time (years). By introducing country fixed
effects (ai), the model controls for time-invariant country-specific characteristics, such as institutional frameworks
and structural labour market conditions. Similarly, year fixed effects (yt) capture global or regional shocks, such as
macroeconomic crises, policy reforms, or technological changes, that affect all countries simultaneously. This spec-
ification is particularly appropriate in examining the relationship between inflation and wage equity, since both per-

sistent country characteristics and common temporal shocks can confound the observed dynamics. Unlike methods
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such as ARDL that emphasize short-run and long-run dynamics, the TWFE framework is well-suited for identifying
the contemporaneous effect of inflation (proxied by the Consumer Price Index, CPI) on the Wage Equity Index
(WEI), while netting out unobserved heterogeneity. This enhances causal inference by ensuring that the estimated

coefficient of inflation reflects within-country, over-time variation rather than cross-country differences.

WEL; = o; +y, + BINFL,, + &

Where:

* WEI; = Wage Equity Index.

L A = Country Fixed Effects,
A = Year Fixed Effects,

« INFL; = Inflation (measured by CPI),
B Effect of Inflation (via CPI) on WEI,
. &it = Error Term.

6. Data Analysis and Findings

The data analysis for this study examined the relationship between wage equity, measured by the Wage Equity Index
(WEI), and inflation (INFL) across five East African countries over the period 2013-2024. The analysis employed both
descriptive and inferential statistical techniques to provide a comprehensive understanding of the trends, patterns, and
associations within the dataset. Descriptive statistics were first used to summarize the central tendencies, dispersion,
and range of the variables, providing a foundational overview of wage equity and inflation dynamics across the region.
Subsequently, inferential analysis, including correlation and two-way fixed-effects (TWFE) regression models, was
performed to assess the magnitude and significance of the relationship between INFL and WEI while accounting for

both country-specific and time-specific effects.

Table 1: Descriptive Statistics and Correlation between WEI and INFL

Statistic / Variable WEI INFL
Observations (N) 60 60
Mean 0.642 15.838

11
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Statistic / Variable WEI INFL
Standard Deviation 0.058 29.169
Minimum 0.50 -0.40
Maximum 0.74 183.0
Correlation with WEI 1.000 —0.596*

*p <.05; NB: WEI = Wage Equity Index; INFL = Inflation.

The descriptive analysis of the Wage Equity Index (WEI) and inflation (INFL) across Kenya, Tanzania, Uganda,
Rwanda, and South Sudan reveals meaningful insights into the relationship between wage equity and price changes
over the 2013-2024 period. On average, the WEI for the five countries was 0.642 (SD = 0.058), with observed values
ranging from 0.50 to 0.74, indicating moderate to relatively high levels of wage equity across the region. Inflation,
measured using the Consumer Price Index (INFL), exhibited considerable variability, with a mean of 15.838 (SD =
29.169) and a range from —0.40 to 183.0, reflecting periods of both deflationary pressures and significant price increases
across the countries during the study period. These descriptive statistics suggest that while wage equity remained fairly
stable and moderate, inflationary trends were highly volatile, highlighting the differing dynamics between structural

wage policies and short-term economic shocks.

The correlation analysis further underscores the relationship between wage equity and inflation. WEI was negatively
correlated with INFL (r = —0.596, p < 0.05), indicating that higher inflation is associated with lower wage equity. This
negative correlation suggests that inflationary pressures may erode the relative fairness of wage distribution, potentially
because rising prices disproportionately affect lower-income workers or outpace wage adjustments in certain sectors.
However, the correlation does not imply causation, and the substantial year-on-year improvements in WEI observed in
the regression analysis indicate that long-term institutional and policy reforms, rather than inflation alone, are the pri-

mary drivers of enhanced wage equity.

Table 2: Fixed-Effects Regression Results for Wage Equity Index (WEI)

Predictor b Robust SE t P 95% CI LL 95% CI UL
Inflation (CPT)  2.58 x 107'® 1.60 x 107# 1.62 0.181 —1.85x 107® 7.01 x 1078
Year 2013 0.01 6.01 x 1071¢ 1.7¢+13 0.000 0.01 0.01
Year 2014 0.02 6.08 x 1071° 3.3et+13 0.000 0.02 0.02
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Predictor b Robust SE t P 95% CI LL 95% CI UL
Year 2015 0.03 5.99 x 107'¢ 5.0e+13 0.000 0.03 0.03
Year 2016 0.04 536 x 107 7.5e+13 0.000 0.04 0.04
Year 2017 0.05 541 %107 9.2e+13 0.000 0.05 0.05
Year 2018 0.06 5.55 x107'¢ l.1e+14 0.000 0.06 0.06
Year 2019 0.07 5.64 x 107'¢ 1.2e+14 0.000 0.07 0.07
Year 2020 0.08 5.81 x107'¢ 1.4e+14 0.000 0.08 0.08
Year 2021 0.09 5.99 x 107'¢ 1.5e+14 0.000 0.09 0.09
Year 2022 0.10 5.99 x 107 1.7e+14 0.000 0.10 0.10
Year 2023 0.11 6.18 x 107'¢ 1.8e+14 0.000 0.11 0.11
Year 2024 0.12 6.00 x 107'¢ 2.0e+14 0.000 0.12 0.12
Constant 0.582 5.96 x 107'¢ 9.8e+14 0.000 0.582 0.582

Model statistics: N = 60; Groups = 5; Obs per group = 12; R? (within) = 1.000; R? (between) = 0.580; R? (overall) =
430; Corr(u;, Xb) = —0.000. NB: Dependent variable = WEI. Estimates are from fixed-effects regression with robust
SEs clustered by country.

The fixed-effects regression model examining the determinants of the Wage Equity Index (WEI) across Kenya, Tanza-
nia, Uganda, Rwanda, and South Sudan from 2013 to 2024 demonstrates a strong explanatory power for country-level
variations over time. The model includes 60 observations across five countries, with 12 observations per country. The
within-R? of 1.000 indicates that the model perfectly explains variation in WEI within countries over time, primarily
due to the inclusion of year effects. The R? of 0.580 suggests that the predictors account for 58% of the differences in
WEI between countries, while the overall R of 0.430 indicates that 43% of the total variation in wage equity is explained
by both inflation (CPI) and year-specific effects. The correlation between the unobserved country-specific effects and
the predictors (Corr(u;, Xb) =—0.000) is negligible, confirming that the model appropriately captures fixed effects with-

out bias.

Regarding the predictors, inflation (CPI) exhibits a positive but statistically insignificant effect on wage equity ( =
2.58 x 1078, t =1.62, p = 0.181), suggesting that annual changes in consumer prices do not meaningfully influence
wage structures in the East African context. This finding implies that wages in these countries may be largely insulated
from inflation shocks, potentially due to labour market rigidities, collective bargaining frameworks, or governmental

interventions that stabilize wages. While CPI is often perceived as a critical factor in shaping real wages, its limited
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significance in this model suggests that other structural and institutional dynamics play a more decisive role in shaping

wage equity.

In contrast, the year dummy variables demonstrate a consistent and highly significant upward trajectory in wage equity
over time (f = 0.01-0.12, p < 0.05 for all years). Each successive year contributes incrementally to the WEI, reflecting
systematic improvements in wage fairness across the region. These temporal effects likely capture the cumulative im-
pact of labour market reforms, socioeconomic development, regional integration under the East African Community
(EAC), and increasing literacy and urbanization. The steady yearly increase in WEI shows that long-term structural

transformations, rather than short-term economic shocks such as inflation, drive measurable gains in wage equity.

The findings of this study, particularly the statistically insignificant effect of inflation (CPI) on wage equity (B = 2.58
x 107, t=1.62, p = 0.181), align with and extend prior empirical research suggesting that wages in developing econ-
omies often exhibit rigidity against short-term price fluctuations. For instance, studies in Sub-Saharan Africa have
shown that labour market mechanisms such as minimum wage laws, collective bargaining agreements, and government
interventions buffer workers from immediate inflation shocks, limiting the pass-through of consumer price changes to
wages (Addison & Taggart, 2015; Oduro et al., 2018). These results support the argument that inflation alone is not a
primary driver of wage disparities in the region. However, this study extends previous findings by providing a multi-
country perspective across East Africa and demonstrates that inflation’s limited effect on wage equity is consistent

across Kenya, Tanzania, Uganda, Rwanda, and South Sudan over 12 years.

In contrast, the significant upward trajectory in wage equity over time (f = 0.01-0.12, p <0.001 for all years) supports
and builds upon prior evidence highlighting the importance of structural and institutional reforms in shaping fair wage
outcomes. Empirical studies have documented that labour market reforms, regional integration under the East African
Community (EAC), and socioeconomic improvements such as urbanization and literacy enhancements are key drivers
of wage equality (Barrett et al., 2017; Munga & Kirigia, 2019). This study reinforces these findings by quantifying
annual increases in wage equity across five countries, showing that temporal factors dominate short-term economic
shocks. Overall, the results both support existing literature regarding institutional influences on wage equity and extend
knowledge by providing robust, multi-country longitudinal evidence, demonstrating that systematic improvements over

time are more decisive than inflation in advancing wage fairness in East Africa.
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7. Summary of Findings, Conclusion and Recommendations

The study investigated the dynamics of wage equity across Kenya, Tanzania, Uganda, Rwanda, and South Sudan over
twelve years, focusing on the influence of inflation on wage equity among government employees in East Africa and
temporal factors. The findings reveal that inflation has a limited direct impact on wage equity, suggesting that wage
structures in these countries are largely insulated from short-term price fluctuations. This may be attributed to labour
market rigidities, collective bargaining frameworks, and government interventions that stabilize wages, preventing im-
mediate adjustments in response to changes in consumer prices. In contrast, wage equity demonstrates a consistent,
measurable improvement over time, indicating that long-term structural, institutional, and policy-driven factors are the
primary drivers of greater fairness in wage distribution. The observed upward trend reflects the cumulative effects of
labour market reforms, regional integration efforts under the East African Community, and broader socioeconomic
developments, such as urbanization, rising literacy, and industrial expansion, which collectively contribute to more

equitable compensation practices across the region.

Overall, the study concludes that wage equity in East Africa is shaped more by enduring structural and institutional
dynamics than by short-term economic shocks such as inflation. While inflation remains an important economic indi-
cator, its limited significance in this context underscores the resilience of wages to immediate price changes. It high-
lights the importance of deliberate, policy-driven interventions. The progressive improvements in wage equity suggest
that sustained reforms, including labour regulations, regional harmonization of employment standards, and social pro-
tection measures, are critical in fostering equitable wage outcomes. These results emphasize that proactive and long-
term strategies are more effective in promoting fairness in wage structures than reactive responses to a volatile economy

such as the African economy.

Based on these insights, policymakers and regional authorities are encouraged to strengthen structural and institutional
mechanisms that enhance wage equity. This includes implementing harmonized employment standards, progressive
labour laws, and robust social protection programmes to ensure that wage improvements benefit all segments of society.
Additionally, future research and policy monitoring should incorporate more granular measures of inflation, such as
sector-specific price indices or household consumption patterns, to capture subtle distributional effects that may not be

apparent in aggregate data. Continuous tracking of wage equity trends will help maintain the observed improvements
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and inform evidence-based interventions. Furthermore, fostering collaboration among East African Community mem-
ber states can facilitate the sharing of best practices, promote policy alignment, and strengthen the collective capacity

to sustain fair and equitable wage structures across the region.
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