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Investigations into possible structural changes and
instabilities in macroeconomic time series have given
rise to an extensive body of literature. Most models of
time series are experiencing structural instability, and
estimation and inferences drawn without acknowledging
this fact leads to unreliable results. Hansen (2001) noted
that structural change is pervasive in economic time
series relationships, and it can be quite perilous to
ignore. Inferences can go astray, forecasts can be
inaccurate and consequently, policy recommendation can
be misleading.

An econometric model is completely specified by its
parameters, hence, when any of these parameter
changes, we say structural change has occurred.
Structural change or model instability may occur as a
result of events like oil price shocks, economic or
financial crises, depression, abrupt policy changes, and
war or to a variety of other reasons. Econometricians and
statisticians have been getting more and more concerned
with the detecting, estimation and possible solution to
model instability. The debate has been interesting and
the literature is quite abundant especially on OECD
countries. This study contributed to the debate using
empirical evidence from Japan and the Economic
Community of West African States (ECOWAS) .

Chapter 1 is the general introduction of the study. It
presents the background information of the study, the
objectives and the significance of the research.

In chapter two, we present a thorough survey of the
literature on structural change. To properly explore the
literature, we approached the survey in two directions:
first, we discussed the problem of structural change in
econometric models, and secondly, we present the effect

of structural change on the traditional unit root tests.
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In Chapter three, we presented some empirical
analysis on the effect of structural change on the
traditional unit roots tests. First, we examine the effect
of structural change on wunit root test using
macroeconomic time series data of ECOWAS countries.
Secondly, we also examined the effect of structural
change on unit root tests using Japan’s macroeconomic
time series data. Our empirical results indicate that unit
root tests that do not account sufficiently for the
presence of structural breaks are miss-specified and lead
to misleading inference. Since most ECOWAS GDP and
Japanese macroeconomic series considered appear to be
stationary with structural break (s) , the effects of
shocks will be transitory and thus eliminated as time
elapses.

Chapter four investigates how to model structural
change using the Kalman filter. We thoroughly discussed
the state space model and estimation of state space
model using the Kalman filter recursive procedure. We
also presented a simple derivation of the Kalman filter.
To complement theory, we examined how the Kalman
filter performs using macro-economic time series data.
Our empirical investigation involved both the univariate
and multivariate case study. For the univariate case, we
applied the Kalman filter estimation technique to
modeling Japan’s GDP time series. Specifically, we
applied a simple but powerful form of the state space
model; the local linear trend model, to the Japan’s GDP
time series. In addition, we demonstrated empirically
how the disturbances in the measurement and state
equation can be apply in detection of outliers and time of
structural breaks in the data. For the multivariate case,
we applied a state space formulation of the conventional
linear regression model of the import and export
function. Specifically, the time varying parameter model
(TVP) and the Kalman filter algorithm are used to
construct and solve the Japanese import-export model.
We also demonstrated how the observation equation
residuals and the state equations residuals in the
constructed model can be used to detect the time of
structural breaks and outliers in the models.

In Chapter 5 we examine the forecasting
performance of model that account for structural change
(TVP) . Specifically, we estimated different econometric

and time series models for Japan’s tourism data and

compared the forecasting performance of model that
accounts for structural change (TVP) with the other
models that are constructed. Our findings indicate that
the TVP yields better forecasts than the other models in
most of the forecasting horizon.

Chapter 6 presents the summary and conclusion of
the study. Recommendations are also made for further

research.
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This study empirically examines the effects of tariff
liberalization on some selected distributional outcomes
in the labor market in Sri Lanka. This study consists of
seven chapters and covers a period from 1990 to 2007.

In the second chapter, we review selected literature
relating to this study area. In addition to the channel
articulated by the Stolper-Samuelson theorem, there are

a number of other channels, through which trade may
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affect wage inequality. These channels include; trade
induced technological change, outsourcing, exporting,
quality improvements, and reduction in cooperation cost.
The majority of empirical work largely consists with the
predictions of these new channels. In addition to the
mean wage effect, there are compelling theoretical
arguments to suggest that trade openness associates
with greater wage volatility (the variance effect) . An
increase in substitutability between local labor inputs and
foreign goods causes labor demand curve to be more
elastic in an open economy, thereby resulting greater
volatility in employment and labor earnings. Never-
theless, empirical evidence on openness and wage
volatility relationship is mixed at best. Though trade
theory is inconclusive on the effects of tariff liberalization
on informal employment, a number of theoretical model
argue the relative share of informal employment may
increase following tariff liberalization. An increase in
product demand uncertainty, market competition, an
increase in average industry level productivity, and
relative profitability in engaging in export marketing are
some of the explanations for the increase. Empirical
evidence is mixed, though, majority of studies found a
positive relationship between trade openness and the
relative share of informal employment.

In chapter three, we examine the process of tariff
liberalization and its impact on the manufacturing sector
and on the labor market. During this period, Sri Lanka
witnessed significant changes in trade policy. Not only
the median tariffs but also tariff dispersion has declined
during 1990-2000. Most importantly, labor-intensive
industries that were heavily protected prior to the early
1990s witnessed the greatest tariff reduction during the
subsequent period. The economy responded positively to
tariff liberalization. Importantly, manufacturing output,
employment, and exports have grown significantly.
During the study period, labor market has become aged,
skilled, and less unemployed while workers have
witnessed real wage gains.

The fourth chapter attempts to explore the trends in
wage inequality and to decompose the changes into
contributing factors. Accordingly, wage inequality
declined during the 1990s while this trend reversed in
subsequent years. There is evidence to suggest that the

between-group inequality has become influential,
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indicating differences in endowments matter. Our
decomposition results show that the wage structure
effect (change in relative returns to labour market
characteristics) plays a key role in determining the
direction of wage inequality. Similarly, an increase in
labor market endowments such as education and
experience has had an inequality rising effect during
2000-2007 period.

In chapter five, we examine the effects of tariff
liberalization on wage structure and volatility. Our
empirical evidence shows that there is a positive
relationship between tariff liberalization and industry-
wage premium. This relationship implies that, for an
identical worker, heavily protected industries pay
relatively higher wages than the less protected ones. Our
results are robust to different model specifications and to
the corrections made assuming endogenous trade policy.
Moreover, we examined the relationship between tariff
liberalization and industry level wage volatility. Evidence
shows that there is a negative relationship between
them. In other words, compared to workers in heavily
protected industries, workers in less protected
industries face greater volatility in their earnings. Given
the patterns of tariff liberalization, this implies that
workers in the labor-intensive industries witnessed
greater volatility in their employment and wages. Taken
together, unskilled workers were hurt twice, first, due to
the decline in industry wage premium in their affiliated
industries and second, due to the increase in volatility of
their earnings.

The sixth chapter deals with the effects of tariff
liberalization on informal employment and wages. We
found informal employments mostly consist of less
skilled jobs. Males, young, elders, married females, and
less educated workers are most likely to be engaged in
those employments. There is significant wage gap
between formal and informal wage employees while a
larger portion of this gap can be explained by the
differences in labor market endowments. During the
study period, the relative share of informal employment
has increased in many manufacturing industries and this
increase is significantly high in industries that have
witnessed the greatest tariff reduction. Evidence shows
that tariff liberalization increases the relative share of

informal employment. In other words, there is a negative
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relationship between the level of trade protection and the
share of informal employment. Given the pattern of tariff
reduction, our evidence implies that a worker in less
protected industries has relatively greater probability to
take up an informal employment. It implies that less
skilled workers’ employments have increasingly become
informal because it is the labor-intensive industries that
witnessed the greatest tariff reduction during the study
period.

In the last chapter, we summarize our major
findings and highlight policy areas, limitations, and future
research directions. We find that tariff liberalization has
negatively affected the welfare of unskilled workers in
the manufacturing sector through few channels. First, we
found that economy wide skill premium has increased. It
implies that, during the study period, wages of low
skilled workers have declined in relative terms. Second,
wages of low skilled workers were further eroded due to
the decline in industry wage premium of labor intensive
industries that witnessed a drastic tariff reduction under
the tariff liberalization process. Third, tariff liberalization
in labor intensive industries exposed low skilled workers
to greater employment and earning volatility. Finally,
during the study period, employment of low skilled
workers in the manufacturing sector increasingly became
informal.

In the light of our findings, we discuss some policy
options; nevertheless, followings require an in-depth
analysis before implementing. It is useful to engage in
(1) generating employment opportunities for unskilled
workers, especially in the formal sector, (i) promoting
human capital through education and training, (iii)
introducing some incentive schemes to encourage small-
and medium-scale firms to enter into formal sector, (iv)
improving the information dissemination in the labor
market and strengthening community-level banking and

insurance activities.
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Poverty reduction has become the most important
policy issue and how to achieve it remains a relatively
open question. This issue has attracted universal policy
attention regardless of the form or state of societies.
Various empirically and non-empirically-based measures
have been suggested to reduce poverty. They can be
classified into direct and indirect measures. The direct
approaches consist of providing food, shelter, and clothes
directly to the poor people. This approach is however not
sustainable and may not have long-term effects on the
poor people because they will still need assistance once
the provided food finishes. To reduce poverty, an
approach with long term effects is required and it
consists of providing education or the skills necessary for
the poor to get out of poverty by themselves without
directly receiving food for their daily intake. This
approach is classified in the indirect measures.
Consequently, it is of great necessity to empirically
investigate whether the provision of education and
training can help to reduce poverty. For the case of
African countries, some authors have attempted such
exercise. However, it is to be noted that most of the
previous studies have just looked at the determinants of
poverty by including education as a single explanatory
variable. The objective of this research is to examine the
effects of the different education levels on the reduction
of poverty in Senegal during the period 1994-2005. The
thesis consists of eight chapters.

Chapter 1 provides some background information on
the necessity to conduct this research and the main
objective. Besides, the introductory chapter also

provides an outline of the thesis.
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Chapter 2 presents an overview of the Senegalese
economy. The overview provides a panorama of the
economic and social situation of Senegal. The chapter
shows the recent evolution of the Senegalese economy
and society while paying attention to the recently
adopted education policies. From this chapter, we make
clear the fact that Senegal is losing its traditional position
of political and economic leader in West Africa as
attested by the recent macroeconomic indicators.
Besides, in order to see the expected benefits of the
adopted education policies, Senegal needs continuity in
the adoption of its policies.

The next chapters give further background
information on poverty. Specifically, chapter 3 surveys
the main definitions and measurements adopted and
extensively used in the literature. Besides, in the
chapter, we have briefly reviewed the determinants of
poverty and discussed the general idea behind the World
Bank’s poverty reduction strategies. We have finally paid
an attention to the anti-poverty policies adopted in
Senegal since the 2000s by outlying the main pillars,
strengths and weaknesses.

Chapter 4 summarizes the previous empirical
studies on the relationship between education and
poverty. The theoretical review, although based on the
approach of human capital, basic needs and human
development, has shown that education is a key element
for economic growth and earnings and therefore a
significant determinant of poverty reduction. From the
empirical review, all studies have shown that higher
education is significantly associated with higher income,
higher welfare and lower probability to be poor. Besides,
the studies have also shown that education helps
households and individual to move out of poverty over
time. However, it is to be noted that studies related to
Sub-Saharan Africa have shown that the role of education
is weakened in rural areas.

In chapter 5, we try to investigate the impact of the
different education levels on the probability of being poor
in Senegal. We use the different household surveys
conducted in 1994, 2001-2002 and 2005. The empirical
results show that educated household heads are less
likely to be poor. Besides, the results also show that the
higher the education level the higher is the probability to

be non-poor. It is however to be noted that the impact of
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education starts to be significantly associated with the
probability of being poor from junior high school. This
implies that the poverty reducing effects of education are
only effective from lower middle school. Our results are
robust to the stratification by gender, location and survey
year.

To take into account the temporal dimension of
poverty, we look at the relationship between the
different education levels and the poverty movements in
Senegal in chapter 6. We made use of the pooled cross-
section approach and the pseudo-panel technique. Our
results related to the pooled cross-sectional data show
that there is a temporal reduction of poverty while the
coefficients associated with the different levels of
education have increased. Thus, we can presume that
education plays an important role in the reduction of
poverty. The results with respect to the pseudo-panel
data show that cohorts with higher education are more
likely to move into the group of non-poor.

In chapter 7, the role education plays on the health
status of the household heads is examined. Looking at
the relationship between education and health is
important given the fact that poverty is multidimensional
and that health constitutes one of its dimensions. The
empirical results show that educated household heads
are more likely to be healthy and less likely to catch
malaria or have skin-related diseases. Besides, those
with higher education are less likely to be absent from
the work because of diseases. However, related to
malaria, the impact is highest for the household heads
with secondary education. This implies that secondary
education is efficient for people to have decent health and
avoid malaria in Senegal.

The last chapter of the dissertation concludes the
research, gives some policy implications and highlights
the limitations of the work. The direction for future
research is also suggested in chapter 8. We recommend
(1) an intensive promotion of education for poverty
reduction and (2) an upward revision of the level of
compulsory education up to junior high school. However,
such policies need to be accompanied by certain
measures such as the creation of opportunities, the
support to poor families and the creation of school

management committees.
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