The Harris-Todaro Hypothesis M. Ali Khan

The Harris-Todaro hypothesis replaces the equality of wages by the equality of
‘expected’ wages as the basic equilibrium condition in a segmented, but homogeneous,
labour market, and in so doing, generates an equilibrium level of urban unemployment
when a mechanism for the determination of urban wages is specified. This entry reviews
work in which the Harris-Todaro hypothesis is embedded in canonical models of trade
theory in order to investigate a variety of issues in development economics. These in-
clude the desirability (or the lack thereof) of foreign investment, the complications of an
informal sector and the presence of clearly-identifiable ethnic groups.

The replacement of the equality of wages by the equality of ‘expected’ wages as the
basic equilibrium condition in a segmented, but homogeneous, labour market has proved
to be an idea of seminal importance in development economics. Attributed originally to
Todaro (1968, 1969) and Harris-Todaro (1970), and commonly referred to as the Harris-
Todaro hypothesis, the idea was very much in the air around the late 1960s as can be
seen from the contemporaneous writings of Akerlof-Stiglitz (1969), Blaug et al. (1969)
and Harberger (1971), among others.

The motivation for the Harris-Todaro hypothesis lies in an attempt to explain the
persistence of rural to urban migration in the presence of widespread urban unemploy-
ment, a pervasive phenomenon in many, so-called less developed, countries (but also see
Suits (1985) and Partridge-Rickman (1987)). It is natural to ask why such unemploy-
ment does not act as a deterrent to further migration. According to the Harris-Todaro
hypothesis, the answer lies in the migrant leaving a secure rural wage w, for a higher
expected urban wage w! even though the latter carries with it a non-zero probability
of urban unemployment. The expected wage is computed by using the rate of urban
employment as an index for the probability of finding a job. Thus
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where w,, is the urban wage, L,, is the number of urban employed, U the number of urban
unemployed and A = (U/L,) the rate of urban unemployment. Thus, the Harris-Todaro
hypothesis is precisely formulated by the equilibrium condition

e _
w,, =

w, = wi, <= w, = w,.(1+ ). (2)

Since the Harris-Todaro hypothesis introduces a further unknown, namely the rate of
unemployment, a model in which the hypothesis is embedded must be buttressed by a
theory of urban wage determination. The simplest setting is the one originally adopted by
Harris-Todaro and subsequently by Bhagwati-Srinivasan (1971, 1973, 1974). This setting
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