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Abstract:

A narrow unemployment rate of 21.2% and a broad unemployment rate of 36% in 1997 in
South Africa indicate a substantil number of working age people who did not work in the
last seven days but would accept a job even though they were not actively searching for
work. Under the narrow or srict unemployment definition these people would not be counted
as pat of the labour force. This definition assumes tha individuds voluntarily choose to give
up searching. In this paper, we consder non-searching unemployment as a degree of labour
force participation or atachment that is lower than searching unemployment but higher than
being out of the labour force, and try to identify determinants that render a person more likely
to be in one of these labour market dates Individud, household, and community leve
characteridics are taken into account. We dso estimate multinomia logit modds for jobless
African men and women. Usng 1997 household survey data, descriptive and econometric
andydss finds nonsearching individuds to be particulaly diginct from those out of the
labour force and regiond characterigtics to play a mgor role in the experience of joblessness.
In particular, high magigerid didrict unemployment rates gopear to discourage active search
and coincide with a high proportion of non-searching unemployed in former homeand aress.
A find section of the paper discusses the implications of these findings for policy proposds
surrounding the unemployment and socid security debate in South Africa
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. INTRODUCTION

The picture of mass unemployment evident from the 1993 Sddru household survey has
perpetuated in subsequent October Household Surveys (OHS) with both narrow and broad
unemployment rates climbing every year except for 1995 and 1999 (see Figure 1 beow).
Strict, or narrow unemployment rates in 1999 are quoted in the range of 23.3%, and 36.2%
according to the broad definition, which are only margindly dtered from those for 1997
(Stats SA, OHS 1999). The broad definition of the unemployed includes those who are not
actively searching but clam they 4ill want work; it includes persons who, under the narrow
definition, are not counted as participating in the [abour market.

Figure 1: Narrow and Broad Unemployment Rates
(%) 1993-1999
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Source: Saldru 1993; OHS 1994-1996; own calculations for 1997-99
using OHS data.

In the current debate, labour market inflexibilities are frequently given part of the blame for
the above picture. The paticular rigidities which have received mog atention are those
which redrict the demand sde of the market. Excluding the effect of low economic growth
rates, the demand for labour is sad to be redtricted by a host of labour laws which now
structure the relationship between workers and employers.

In addressng the unemployment problem, supply-side congtraints are a least as important for
policy makers to condder. Both low labour force participation (LFP) rates for men and
women, and the large gap between drict and broad unemployment suggest tha there are
obstacles to active participation for many potential workers. These obstacles are probably
highest for potentid workers who are young, and/or long-term unemployed, as these groups
conditute a magjor share of the broadly unemployed. The question which then arises is what
gops individuds from searching? In the standard definitions of unemployment and the not
economicaly active (NEA) population it is assumed that individuds voluntarily choose to
give up searching. These definitions do not admit the posshility of individuds facing bariers
to active LFP.

One type of barrier influencing search behaviour is the presence of job search cods - the costs
involved in the active search for job information. Various authors note tha high locd
unemployment rates and low probabilities of finding a job may aso discourage many
working age individuds from active search (see, for example Wittenberg, 1999a), and
consequently those who are only broadly unemployed should also be regarded as part of the
potential labour force. Search costs and discouragement may even extend to a section of the
NEA, thus blurring the line between those in and out of the labour force.



For precisdly these reasons, this paper takes the view that severa degrees of labour force
atachment are more rdevant for studying the supply Sde of the labour market than a
redricted focus on the searching unemployed. We try to explan what motivates individuas
to 'choose a particular degree of labour force attachment and what bars them from being in
certain states, given individud, household and community level characteristics® In order to
do this, we explore differences between individuas reporting different degrees of Iabour
force atachment.

In the next section, we begin by describing how the jobless are divided up into different
categories in South Africa, and how these classfications can be understood in a broader
labour market picture. To understand the motivations for searching from a podtion of
unemployment, we briefly consder the role of search theory. When search costs and the
potential for search success are taken into account, it is aso possble to identify the non
searchers as a group digtinct from searchers and from non-participants;, a distinction relevant
for policy-makers.

We then congder the implications of thinking about the states of joblessness in terms of
degrees of labour force attachment. Under this dternative conceptual framework, individuas
may be described according to how intensvely they search, and thus how much labour
market information they have access to, as well as according to their desire for work. This
would mean that the experience of unemployment would be characterised in a more fluid
manner than the dichotomy of searchers and non-participants set up by the search criterion.

In the find part of Section Il, previous work conducted on search behaviour in South Africa
is reviewed, and points the way to the empirica part of our study.

Section 11l explores the determinants of States of joblessness from the OHS 1997 and not
aurprigngly ascertains the predominant influence of gender, age, location and household
dructure. A profile of the unemployed usng this daa is followed by a discusson of the
explanatory variables used in the econometric esimation. We run multinomia logit modds
for African men and women to identify the effects of a set of individud, household and
regiond characteristics on the decison to be in any one of the three reported States of
joblessness: searching, nontsearching and NEA.

The find Section 1V presents some tentative policy conclusons, focussng on what can be
done on the supply sde of the labour market to reduce the barriers to active LFP and
encourage more search activity and thus a stronger form of attachment to the labour market.
We dso briefly consder one passve and one active labour policy proposd for deding with
those individuals who are not able to be retrained for gainful employment.

1 We use 'choose' in a qualified sense, acknowledging that individuals face constraints on their objective
functions. Given that individuals experience barriers to active participation in the labour market, we try to
explain what makes them choose a particular labour market state in order to maximise utility.



. LABOUR MARKET STATESAND TRANSITIONS - A CONCEPTUAL
FRAMEWORK

I1.1 Classifying labour market statusin South Africa

An extensve discusson has been spun around the decison by Statistics South Africa (Stats
SA) in 1998 to adopt the narow unemployment definition as the officd nationd
unemployment datistic (Stats SA, 1998b). This decidon is not uncontroversal, snce a grict
aoplication of this definition would effectively disregard the non-searching unemployed from
the labour market; they would be considered nonparticipants. Such a definition would ignore
the posshility that a person's choice of search activities is related to locd labour absorption
capacities and other labour market characteristics:?

Despite this decison, Stats SA continues to collect and report the narrow and broad
unemployment rate (see OHS releases 1998 and 1999). The experience of joblessness in
South Africa is therefore currently categorised into (1) searching (narrow) unemployment, (2)
searching and nontsearching (broad) unemployment and (3) not economicaly active (NEA).
(1) and (2) are based on whether the person took some action to find work in the reference
period, which is taken as 4 weeks prior to the interview (Stats SA, 1998a Figure 1 in
Release).® Sas SA's definitionad change has therefore not affected data collection; the
decison rather implies that the presentation of labour market datistics now centres on the
officdd, narow definition. Having an 'officd’ definition to some extent dso suggeds that
labour market policy is more accuratdy formulated using this definition.

1.2 Stocksand flows of labour supply

A useful conceptuad framework for thinking about different dates of labour market
paticipaion is in terms of flows between four mutudly exdudve labour market states, as
presented in Figure 2.* Movements between employment and searching unemployment are
indicated by job separation and job acceptance, while individuas may leave employment and
directly exit the labour force when they retire or quit. The flows (and their consequent dtates)
which are of interest in this paper are those labdled 'motivated’, 'discouraged’, 'drop-outs,
‘entrants  and 'disheartened’, which together describe the different  experiences of
unemployment.

'Entrants would include predominantly high-school and tertiary-education leavers entering
the job market in a date of passve or active unemployment, dthough houseworkers re-

2 The International Labour Organisation (ILO) recognises that the decision to stop searching may be affected by
labour market conditions and suggests that the criterion of seeking work in the strict unemployment definition
may be relaxed in circumstances "where the labour market is largely unorganised or of limited scope, where
labour absorption is, at the time, inadequate or where the labour force is largely self-employed” (ILO, 1982,
g)aragraph 10(2)).

The (ILO) makes provision for this differentiation by stating that " countries adopting the standard definition of
unemployment may identify persons not classified as unemployed who were available for work but not seeking
work during the reference period and classify them separately(ie as a sub-category) under the population not
currently active." (ILO, 1982, paragraph 12(2)). This however, still puts non-searchers in the non-participation
category.

* The flows approach to thinking about unemployment is prevalent in search theory (Devine and Kiefer,
1991:6). Our discussion of thisframework is based on Wittenberg (1999b).



entering the labour force would dso qudify as 'entrants.® 'Drop-outs are those who choose to
remove themsdves from the labour force entirdy. The 'motivated are individuas who move
from nonsearching to searching unemployment. Their Satus becomes active within  the
labour force. 'Disheartened workers are theoreticaly digtinguished from ‘discouraged
workers in that the latter choose to stop searching after a period of unsuccessful search,
whereas the former have never moved out of passve unemployment because of the
perception that search activities will fal. They have never been encouraged to search. A high
levd of locd unemployment is likdy to generate both types of behaviours. Wittenberg
(19990: 4) notes that discouragement is less likely the result of persona experience than of
community experience - “"entire groups of young people might convince each other that there
are no jobs to be had'. These young people would be the 'disheartened' in Figure 2, while
those ceasing search activities on the bass of persond falure coupled with a lack of search
opportunities particularly in remote rural areas, would remain the 'discouraged".®

Forma Employment/ Searching
Self Employment/ / unemployed
Casual Employment/ Job acceptance )

Informal Employment ) f
‘motivated'

‘disheartened’ C
'drop-outs J f ‘entrants’

Non-Participants/Not economically active individuals
(students, houseworkers, pensioners, disabled and
others)

J ‘disc&yraged'

Non-searching
Unemployed

Retire/quit

Figure 2: Labour market flows

From Figure 2, it is possble to see how the basc definitionad dissection of the unemployed
fits into a broader picture of a labour market. To undersand what factors determine which
date a jobless individud will be in, and whether the individud will move between dates, it is
necessary to turn to the theory of search in the labour market.

1.3 Insightsfrom thetheory of search

In the theoreticd model of competitive labour markets, where workers and employers do not
have perfect information about potential job and wage offers, there is an economic incentive
for individuds to collect labour market information on avalable opportunities, even though
this collection (search) is codly. Search becomes a form of investment, which continues for

® The solid arrow from non-participants to non-searchers shows the movement of entrants from the NEA pool to
the non-searching unemployment pool; while the broken arrow shows the movement directly into active
searching employment. This is one indication that the movement from one state to another may not be an
ordered movement.

% 1t is important to note that demand-side factors play an important role in the extent of supply-side search,
through the effect on the probability of being offered a job. However, we do not focus on demand-side rigidities
acting as barriers to search-success in this paper.



a long as the magind bendfits of the invesment outweigh the margind cods (see for
example Devine and Kiefer, 1991: ch 2; Lippman and McCall, 1976; Mortensen, 1986).

Job search theory describes the activities of the frictiondly unemployed and their decisions to
be in any particular labour market sate - working, searching or NEA - in a less than perfectly
informed  world.” Unemployed individuds are assumed to be rationd utility maximisers,
meking income-leisure choices based on a number of factors the actua offered wage rate,
which dso represents the opportunity cost of leisure, the probability of locating other job
offers, the benefits of further search - more leisure, continued unemployment benefits, the
possihbility of a better wage offer - and the costs of search activities, which are assumed to
increase the longer the duration of search. The decison rule used by the worker usualy takes
the form of comparison of a wage offer to some reservation wage, which depends on both the
characteristics and the preferences of the individud. If the wage offer exceeds the reservetion
wage, the worker accepts the job; otherwise search is continued (see for example Devine and
Kiefer, 1991: ch 2; Lippman and McCal, 1976; Mortensen, 1986)%. Search unemployment
has thus been characterised as "unemployment resulting from the rationd reection of
available wage offers by unemployed workers in favour of further search for more lucrative
offers’ (Albrecht and Axdll, 1984: 824).

In terms of Figure 2, this theoreticd form of search unemployment would consider only those
searching for jobs to be legitimately unemployed. The non-searchers would be incorporated
with the nonlabour force participants category and the search criterion would be used to
diginguish between voluntary unemployment and voluntary exit from the labour force
(Lippman and McCadl, 1976). This is wha would be achieved if StatsSA maintained its new
officid definition of unemployment as the only measure of joblessness.

There are two problems with using the search criterion in this way. Frdly, it does not alow
for the identification of the involuntarily unemployed, and secondly, those individuds who
ceae dl search activity in the face of no job offers are classfied as NEA of ther own
volition. The 1980s theoreticd debates around the involuntariness of unemployment dedlt
with the firgd problem, by acknowledging that not dl forms of unemployment are voluntary
(see for example Standing (1983, 1981)). Extensions to search theory have developed to dedl
with the second problem: that of discouraged workers who have given up search but who
would work if they were offered positions.

I1.4 Search costs, potential for search success and labour market status

An individud's search drategy is the result of a margind benefit/cost andlyss, as described in
the previous section. To the extent that the relevant costs and benefits depend on the
environment in which search takes place, the decison to search will be endogenous. This
means that capabilities possessed by an unemployed individud, as wdl as labour market
conditions facing an individud, will influence the decison to search or to stop searching. In
an environment of mass unemployment, it may be a raiona drategy to not search, if the
chances of locating a job offer are low, and if the reative costs involved in undertaking
search are high. For this reason, a discouraged or disheartened non-searching worker may not

7 Job search theory also describes search activities of employers on the demand side of the labour market;
however, thisis not the focus of our paper.

8 Sapsford and Tzannatos (1993) describe an alternative decision rule: the worker decides before searching what
the optimal number of wage offers to sample will be (afixed sample size model). However, sequential search
models seem to be more prevalent in the literature.



be digplaying a preference for being NEA. This individuad may be willing to work, but
amply does not consder search aworthwhile investment strategy.

The net benefits of search are likely to be low when individuds are not able to access the
correct type or qudity of labour market information to ensure successful search. Information
bariers in the labour market are generated through the individud characterigtics of an
unemployed person, as well as their household and community or regiond characteridtics. As
an example in South Africa, the costs of search facing a second-language English spesker
living in rurd KwaZulu-Nata in a household with no access to a telephone or regular
newspapers, and with no other employed relatives are presumably very high. Add to this the
reduced probability of this individua finding a job without matric or tertiary qualification and
with no prior work experience; then the choice of non-search or the onset of discouragement
may indeed be rationd.

Seach costs st up by baries of language, lack of communication and transport
infrastructure and remoteness, as wel as limited chances of finding a job aisng from age,
lack of education and relevant skills and the absence of an insder contact in the labour force
al act to segment the labour market. These types of rigidities are clearly difficult to quantify.
However, they are crucid for describing how individuas come to be categorised as searching
unemployed, non-searching unemployed or out of the labour force; changes in these rigidities
faced by individuads would dso go some way towards explaining labour supply flows. In the
second part of this paper, we use some of these search costs and indicators of potentia search
successto explain individuas sdlf-reported labour market status.

The search costs gpproach to understanding unemployment has enabled labour economists to
consder the non-searching unemployed as legitimately part of the labour market, and thus
rlevant for andyss. It is in the empiricd digtinction between the narrow (actively searching)
unemployed and the broad (passvely non-searching) unemployed that this extenson to job
search theory has been operationalised.

1.5 An alternative per spective: degrees of labour force attachment

Since the non-searchers are dso important for understanding the complexities of the labour
market, we could condder Figure 2 from another angle. Instead of movements between the
three states of joblessness - searching, non-searching and non-participants - it is possble to
think about these dates and the intermediate phases as a continuum of labour force
atachments.”

We define labour force attachment as the degree of active participation by the jobless in the
labour market® This participation is observable both in search adtivities and in the
expressed willingness to work (even by individuds who are not searching). The type and
qudity of labour market information that is avalable to the jobless individud aso demarcae
degrees of labour force atachment. Especidly in an environment of mass unemployment,
better information about potentid job and wage offers indicates a stronger attachment to the
labour market because it increases the ability of the jobless individua to locate a suitable job
meatch.

9 A dynamic analysis would be required to ook at movements between states.
10 This definition is based on that of Jones and Riddell (1999).



Different degrees of labour force atachment are illustrated in Figure 3. Searchers have the
srongest atachment while nonsearchers are more margindly attached. Within these groups,
there may be different degrees of search intensty which will give rise to different degrees of
labour market information - for example, there could be more and less active search nethods
(sending out job gpplications versus wating a an employment bureau), and more and less
active types of nonsearch (for example, relying on family and friends for job information
versus not using any labour market contacts).

In an environment of mass unemployment, non-searchers with contacts within the labour
force may even have a closer atachment to the labour market than some actively searching
individuals, because of the information channd, which is presumably opened up by the
labour market contact.

It is possble to think of this continuum extending to include a portion of the NEA: among the
group of non-participants, individuds of working age who are dudying or traning have a
gronger link to the labour market through their educationa inditutions, than others who are
not pursuing further qudifications. As a second example, housawives may be more willing to
work if there are no other employed individudsin the household.

Figure 3: Degrees of Labour Force Attachment
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The implication of adopting a degrees of labour force attachment gpproach to the experience
of unemployment is that al forms of labour market attachment become relevant for labour
market andyss. Furthermore, the lines between the different groups of unemployed become
less clear-cut; a heavy-handed agpplication of the search criterion to dividing up the jobless
mises the fluidity characterisng this segment of the labour maket. These less absolute
boundaries do however make it more difficult to identify didinguishing feetures of pools of
unemployed people.

In a paper invedtigating the appropriate definitions of unemployment and non-participation,
Jones and Riddel (1999) date that "diversty in the degree of labour force attachment
presents a chdlenge for measurement” (Jones and Ridddl, 1999: 149). Jones and Riddell
suggest that one way in which it may be possble to think about degrees of labour force
attachment may be to consider different search intensties with reference to search methods.



They use data on search methods and information about trangtions between labour market
states in Canada to make two interesting and relevant points for our discusson. Firdly, they
find tha the margindly-attached unemployed, which include individuds waiting for replies
to job requests and individuas who are discouraged, are more dmilar to the searching
unemployed than the NEA. Trangtion rates into employment for searchers and non-searchers
are more closdy related than for nonsearchers and nonparticipants. Secondly, they find that
passve and active unemployment are nonetheless digtinct dates (Jones and Riddel, 1999:
153). Both of these findings would suggest that there is merit in counting the non-searching
unemployed as pat of the labour force, while maintaining the didinction between the more
and less attached.

The OHS questionnaire lists search methods that are in line with the ILO's categorisation of
the recent period in order to qudify as narrowly unemployed. Individuas must have:
- waited or registered a employment agency or trade union;

enquired at workplaces and other possible employers,

placed or answered advertisements,

sought assistance from relatives or friends,

looked for land, building, or equipment or gpplied for permit to dart ther own

business or farming;

sought or underwent training;

or waited a street Side (Stats SA, 1997: Question 3.33).

These options can be interpreted as representing various search effort levels or intengties.
Some of them represent particularly active efforts to find forma employment (gpproaching
employment agencies), while others might lead to more informa or casud employment
(waiting on the sde of the road). Although the question does not specificdly include a
'passve search option such as usng a socid network, this dternative might be seen as
relevant, given that South African employers ssem to gather information on prospective
employees in informa ways. In terms of job search theory, dl the search methods can dso be
diginguished on the bads of the type of labour market information that they yidd for the
unemployed person.

It would be interesting to try to replicate the results of Jones and Ridddl (1999) for South
Africa. However, in order to track the trandtions between these states as described in Figure
2, it is necessay to have dealed longitudind information on the same set of individuas,
which does not exist for the South African labour market.!* Furthermore, the existing data on
search methods is not reliable enough to undertake such a classfication of labour force
attachments. Part of this is due to the survey instrument. The question on search methods in
the OHS asks what the person has done in the past four weeks to find a job and lists 'Nothing
but ill want work' at the firg podtion, 'Sought assstance from rdatives or friends (sixth)
and 'Waited a dreet Sde last. Furthermore, the question does not explicitly invite more than
one answer to this quedtion, dthough three were dlowed (ranked from most to lesst
important search method). The assessment of a search activity in this case very much depends
on the actud questioning of the interviewer, whether al options are read out before answers

1 Asfar as we are aware, the only panel data which exists is the 1998 follow-up survey to Saldru 1993, which
was conducted in KwaZulu-Natal (the KwaZulu Natal Income Dynamics Study).
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are recorded and whether the interviewer prompts the respondent.}?> The particular common
search method of ‘looking & ads is dso not explicitly lised and other omitted passve
methods one can think of are 'waiting for recal’ and ‘waiting for replies from employers.

A further problem is that the vast mgority of searchers are recorded to be usng the same
method. In Figures 4a and 4b, it is clear that queuing a a workplace is the predominant mode
of search for both men and women, across rurd and urban aress, and that the mgority of
broadly unemployed individuas desire jobs but are not searching at all.

Search Method1 - by area
— 70
E 60 -
2 504
‘D
E % 40
B E 30 1
45 20 1
g 10 1
0 I
1 2 3 4 5 6 7 8 9
Method of search
B yrban unemployment O Rural unemployment
Search Methodl - by gender
o 70
i 60
c 50 1
2 8 401
T O J
5 E 0]
° 101
> 04 ] e i o
1 2 3 4 5 6 7 8 9
Method of search used
EMale OFemale

Figures 4aand 4b: Primary search method by area and gender
1=not searching but wants a job; 2=not searching because waiting for job to start;

3=waited/registered at employment agency/trade union; 4=queued at workplace;
5=placed/answered advertisements, 6=family help; 7=looked into self employment;
8=sought/underwent training; 9=waited at side of street.

Source: Own calculations from OHS 1997.

Despite these difficulties, the fact that some individuds in the South African labour market
do search, and that such a large proportion of the broadly unemployed are observed to be not
searching, demands attention. Two notable papers have devoted some attention to the issue of

121t is also possible that unemployed individuals already categorised themselves as non-searching unemployed
('Not working, not looking for work") in the earlier Question 3.1. where they are asked about their activity in the
last 7 days. Our unemployment definition re-categorises these people as unemployed if they later stated that they
are available for work within a week and also reported active job search methods. A possible variance of

answers to the search mode is also suggested by Jones and Riddell (1999) who similarly remark that the division
between searchers and non-searchersis sensitive to survey design and respondents' circumstances.
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how to describe and mode the choice of search or nontsearch activity in South Africa. Their
main findings are discussed in the next section.

1.6 Search behaviour in South Africa

Kingdon and Knight (2000) discuss the appropriate concept of unemployment for South
Africa by examining to wha extert searching and non-searching unemployment dates are
diginct from each other. In paticular, they examine the vdidity of a luxury unemployment
hypothess compared to the discouraged worker hypothesis for the non-searching
unemployed in South Africa Their evidence convincingly rgects a "taste for unemployment”
among the non-searching unemployed and instead suggests that lack of job search is an
outcome of congraints. Those condraints relate to lack of funding for job search among the
poor and the high cost of job search in remote locations (Kingdon and Knight, 2000: 11).
Furthermore, high loca unemployment rates appear to discourage job search efforts. The
concluson that Kingdon and Knight reach is that the appropriate concept of unemployment
in South Africais the broad unemployment rete, rather than the narrow rate.

Although they show tha the nonsearching unemployed ae ‘involuntarily' in ther
predicament, they do not emphasse the continued relevance of separate categories for
searchers and non-searchers. The fact that some individuas classfy themsdves as searching,
while other consider themselves to be nontsearching suggests that there may be some
diginctions between these groups which could be rdevant for policy andyss In short, it
might be necessary to sat up dternative policy interventions to ded with the searching and
the non-searching unemployed, if they are distinct enough sets of people. We try to ded with
thisissue in Section 111 of the paper.

In another empirical paper looking a the experience of unemployment, Wittenberg (1999a)
andyses job search behaviour without concentrating solely on the unemployment rate, broad
or narrow. The paper uses semi-parametric techniques to explore the determinants of which
individuas end up in which of four categories employed, unemployed on the drict
definition, unemployed on the expanded definition only (i.e. the non-searching unemployed),
and NEA. His paper contributes two points to the discusson around job search behaviour in
South Africa Firdly, he suggedts that it is useful to look at different degrees of labour force
atachment, rather than concentrate on the employment/searching unemployment distinction:
"...a concan with the rdationship between employment and unemployment only
obscures the fact that the decison to search becomes dependent on the prevailing
levels of unemployment. A broader consderation of labour market participation
therefore seems cdlled for" (Wittenberg, 1999a 47).
In meking this point, the influence of the search environment on the search decison is
recognised.

While it is essentid to redise that the search decison is determined within the context of
mass unemployment, it may be difficult to find a sngle interpretaiion which explains the
endogenety. There are potentidly severd parts to the problem. Non-searchers may have
given up active search because of repeated falure and true discouragement, or because there
is a lack of resources to finance search activities which are expensive, or smply because of a
cohort effect (i.e. an entire peer group may stop searching, which may make individuas more
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reluctant to choose an active labour market status).® Furthermore, while households may
restructure in order to support the unemployed (Klasen and Woolard, 1998: 5-6), there is dso
the posshility that the jobless living in households with shared income pools are rdluctant to
search for jobs precisdy because any income they earn will be shared. Thus, nonsearch is
reinforced by particular household structures which have developed to ded with the effects of
mass unemployment.

In trying to pick gpart these different strands, it is necessary to look a how an individud's
search behaviour is influenced by persond characteristics, features of the household in which
the jobless person lives, and the area in which the person resides. Wittenberg (1999a 2)
consders some of these characterigics and finds that after age 40 more of the working age
population moves out of the labour force, but that the patterns of searching and non-searching
unemployment do not seem to vay much with age. Furthermore, the search activities of dl
individuads within a household metter for determining search daus of members, and the
location of the unemployed in urban or rura aress influences the propengity to search.

A number of characteridtics thus impact on the moativation of the unemployed worker to
search or not search. The notion that some of these features are created by the environment of
labour surplus indicates that search activities are not an adequate marker for ddimiting the
legitimately unemployed from those out of the labour force in South Africa We have to
question why such large sections of the unemployed are not searching, because the nor:
searching have not chosen ther saus from a postion of luxury (the Kingdon and Knight
argument). We dso have to question to what extent the passvely unemployed are passive,
because the line between those NEA and those who are only broadly unemployed is more
fluid then officid measures would suggest (the Wittenberg argument).

The sense that we get from the empirical work conducted on South Africa so far is that in the
broad category of jobless individuds, there is a heterogeneity of search behaviour that cannot
be captured or understood by focussng on narrow unemployment only; nor for that meatter,
broad unemployment only. This heterogengty has implications both for how movements
between [abour force states are perceived, and for how labour market policy is formulated.

1.7 Analysing labour force attachment and labour market status with cross sectional
data

Although we do not have accurate data on search methods, we do have extensve cross-
sectiond information on individuds in each of the three measured dates of joblessness.
active and passve unemployment and the NEA. Conddering a survey in one paticular year
can gill shed some light on the determinants of the decison to be in any one of the three non
working states; to be at one discrete point on the line n Figure 3. The advantage of such an
goproach is that farly detaled individud, household and community level characterigics can
be used to describe how searchers, non-searchers and the NEA are different from each other,
and to modd the likelihood of an individud being in any one of the daes of interest. In the
absence of reliable data on passve search activities or an indication of a person's dedre to

13 Discouragement affects the "suppliers" of labour; however, failed search may be the result of rigidities on the
demand side of the labour market. For example, the presence of a minimum wage set above the marginal
product of unskilled workers would deter firms from hiring these types of people; thus the unskilled
unemployed may become discouraged from search because of a low probability of being successful in their
endeavours.
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work, the limitation is obvioudy that the proposed continuum of labour force atachments
remains farly crude.

1. SEARCHERS, NON-SEARCHERS AND NON-LABOUR FORCE
PARTICIPANTS: EVIDENCE FROM OHS 1997

The empirica section of the paper uses household survey data from Statistics South Africas
October Household Survey (OHS) in 1997. The OHS is an annual survey gathering responses
to a range of individua and household questions from about 30 000 households across South
Africal® The data on labour market status and activities is thus fairly detailed, and using
census-based weights, the sample can be used to describe the incidence of unemployment.

[11.1 A profile of unemployment

Unemployment is a diverse experience in South Africa it has a gendered, racid, spatid and
age-related bias. Much of the labour market analyss in South Africa seeks to untangle the
dructure of unemployment and employment across demographic drata defined by gender,
age, race and location in South Africa Such a differentiated gpproach has proven useful in
explaining the incidence of unemployment.*®

In Tables 1 to 4 (Appendix 1), narrow and broad unemployment rates have been cdculaed
for the entire country, for men and women separatdy, and for Africans separately.’®
Additiondly, non-searchers have been expressed as a proportion of the total unemployed, and
as a proportion of the total 1abour force. Finally, narrow and broad L FP rates were added.’

All of the usud caegories for disaggregating the unemployed have been used. The area
vaiddle is digntly different from the common urban/rurd and homedand/non-homdand
diginction. The rurd/urban areas have been reclassfied into ether former urban South
Africa, former rurd South Africa (which would conditute manly white faming land),
former urban homdand and “Sdf Governing Territory” (SGT) and former rurd homeland
and SGT. This area vaiable therefore ceptures didinctions in unemployment rates between

1% The sample of households has varied each year: the 1996 OHS only covered 16000 households and the 1998
OHS covered 20000 households. In 1999, there were again 30000 househol ds.

15 See, for example Klasen and Woolard (1999), Fallon and Lucas (1998), Chandra and Schaefer (1998) and
Simkins (1996).

16 | defini ng labour force participation and unemployment in the OHS we have generally followed the steps set
out by Klasen and Woolard (1999). Most importantly, the working age range is restricted to 16 to 64 instead of
the 15 years and older used in the Stats SA calculations. Other important deviations relate to re-classification on
the basis of responses at the end of the questionnaire section that might differ from an earlier categorisation.
Amongst these are e.g. persons who, at the end of the section, describe themselves as students, housewives,
disabled or retired, ‘prefers not to work’; they are re-classified as being outside the labour force. Persons who
reported to be casually employed but worked fewer than five hours in the past week and would like to work
more are counted as unemployed. Listing all amendments would be too exhaustive here, and did not affect a
large number of people. While we did not employ all changes suggested by Klasen and Woolard the
unemployment and labour force participation rates generated with our definition do not alter the picture and are
believed to be consistent with their calculations. We aso note the insufficient coverage of mineworkers and
hostelsin the OHS 1997. The OHS 1999 has sought to include this group.

17 Narrow labour force participation is the total working age population in employment or strict unemployment;
broad LFP is narrow L FP plus the non-searchers.
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former labour reserves and other areas of the country reserved for whites, as wel as
rural/urban differences within each of these regions'®

The profile of searchers, non-searchers and nontlabour force participants which emerges from
the tables is quite dramatic. The gap between the broad and narrow unemployment rates is
subgtantid at 14.8%. This ggp widens when the analysis is done for former rurd homeands
(24.6%) and in the four poorest provinces. North West (19.5%), Northern Province (19.6%),
KwaZulu-Natal (19.7%) and the Eastern Cape (22.6%). These provinces are possbly aso
capturing the former homeland effect, as they are the areas with the greatest concentration of
formerly independent homelands and SGT's.

Low LFP raes found especidly in the former homdands and SGT's, are corrdated with
extremedy high rurd unemployment rates on the broad definition. So, just over 4 out of every
10 people in the working age population in rurd former homelands and SGT's condder
themsalves to be in the labour market; of these, dmost 6 out of 10 are broadly unemployed
with amogst 4 of these unemployed not searching. The Stuation does not improve markedly
in urban areas - LFP rates are higher, at about 65% in urban old RSA, but non-searchers are
dill 41.7% of the unemployed in these areas. On average across the country, more than one in
two unemployed individuals are not searching actively.

Klasen and Woolard (1998), Wittenberg (19998) and Kingdon and Knight (2000) argue that
the decison to participate in the labour force is influenced by conditions in the labour market,
jut as the decison to dop searching is. Indeed, low LFP rates and high passve
unemployment rates would suggest that there is widespread discouragement among the
working age population in rurd areas egpecidly, causng individuds to drop out of the labour
force, or reman only margindly attached. The lack of active participation is of concern in
itself; however the fact tha the picture of the spatid digribution of non-searching
unemployment has remained largdy undtered dnce 1993/94 suggedts that despite the
remova of legd impediments to individua mobility, rurd aess remain as pools of unutilised
labour, in rural labour markets which appear non-existent.™®

As a further indication of the spatid spread of unemployment across the country, broad
unemployment rates for each magisteria didrict have been cdculated usng the 1996
Census®® The dramatic concentration of high unemployment in rurd former homelands and
SGT's can be seen most clearly on the map in Appendix 2.2

Racidly, unemployment is more likdy to be a predicament for Africans in the working age
population. The narrow/broad unemployment rate gap is agan large, a 17.6%, suggesting
that Africans have the largest pool of passvely unemployed people. This is confirmed by
noting that non-searchers are about one quarter of the entire African labour force. Africans

18 \We collapse these distinctions later in our table of explanatory variables, since the proportion of urban former
homelands out of the total former homeland areais small.

19 See Klasen and Woolard (1998); Wittenberg (1999a) and Kingdon and Knight (2000) for work on earlier

OHS'swhich gives asimilar spatial scenario to the 1997 OHS.

20 The 1997 OHS covers amost every magisterial district (329 out of 354). Omissions include 1 magisteria

district inthe Western Cape, 12 in Eastern Cape, 8 in Free State, 3 in KwaZulu-Natal and 1 in M pumalanga.

2L itis questionable as to whether disaggregration of the national labour market at the magisterial district level is
far enough - some districts may cover more than one homogenous labour market, in which case an alternative
measure of local unemployment rates is necessary. However, unemployment rates calculated by enumerator area
may tend towards the other extreme of being too narrow to define alocal labour market.
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dso have the lowest LFP rates. In the Eastern Cape, less that 40% of working age Africans
arein the [abour force.

Unemployment rates for women are higher than for men, despite a lower LFP rate, posshbly
due to domedtic and/or agricultura responghilities. About 45% of dl particpating women
are broadly unemployed (compared to 30% of al men), and of these, over hadf ae not
searching for work, but would take ajob if offered.

Both broad and narrow unemployment rates decline over age cohorts, being the largest in the
16-25 year age group. Although we cannot interpret this as an ageing effect from a single
cross section, the pattern is borne out in Wittenberg's (1999b) invedtigation of three
consecutive cross sectiond  surveys. The suggestion there is that as the working age
population grows older, more individuds leave the labour force through retirement or
become so discouraged from search falure that they drop out completely. Unemployment
raes decline with age, possbly because the demotivated unemployed (particularly women)
classfy themsdlves as out of the labour force, and aso because more individuds are being
absorbed into employment once leaving the youth category.

For the youth, presumably doraight out of school in the age group 16-25 years, the
unemployment rates on both the drict and narrow definitions are frighteningly high. For
young women, unemployment rates between the 16-20 and 21-25 year range fal more dowly
than for men. So, either women are hired more dowly than men, or men choose to opt out of
the Bbour force before women do. Non-searchers as a percentage of the total unemployed fall
over ages 16 to 30 for women and over ages 16 to 25 for men, and then start to rise for al the
remaning age groups. For those individuds who ae passvely unemployed even in the
youngest age groups, it is plausble that they have never searched. They would not be
categorised as discouraged work seekers on the basis of Figure 2, but rather as disheartened.

From Tables 14, the story emerging is that some sections of the population are more likely to
be unemployed than employed; some sections are more likdy to be nonsearching than
searching; and many of these sections are d<0 less likely to be in the labour force in the first
instance. Non-searchers are more probably femde, African, young, and living in rurd aees
than searchers, nontlabour force participants are even more likely to have these persond
characteristics. While categorisation within any one of these groups increases the chances of
an individud beng a pasdve labour force paticipant, a combination of these fedatures is
likely to increase the effect. For example, about 67% of femade unemployment in rurd ex-
homelands is nonsearching (Table 2); 60% of mae unemployment in the Eastern Cepe is
non-searching (Table 3); and hdf of dl unemployed African men are non-searching (Table
4); while dmog one in five African men in the totd labour force is passvely unemployed
(Table 1).

Persons with these characterigtics are aso likdy to have the worst access to information in
the labour market and the weakest contacts - informd information networks of employed
relatives and friends. Thus they may be dedtined to remain marginaly attached to the labour
force, without better labour market information, many of them are unlikely to be absorbed
into the working populétion, even if job cregtion improves The additiona fact that the
picture has not changed subgtantidly between 1993 and 1997 should be a warning that if
policy is not based on a recognition of this diverdty, but indead on only the drict definition
of unemployment, those who are most disadvantaged will continue to be marginalised.
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I11.2 Sample Data Description and Econometric M ethod

For the purpose of econometric analyss a person's labour market status is considered as the
outcome of a sdection process between four digtinct dtates: employed, unemployed and
searching (narowly unemployed), not searching but ill wanting work gonly the broadly
unemployed), and not searching and not wanting work (out-of-the labour force).?

The sample is redtricted to the working age population (16 to 64 years). Table 5 (Appendix 1)
presents the averages of plausble explanatory varigbles used in a multivariate andyss. These
vaiables will possbly have an effect on the probability of being in one of four states. They
are firg used to describe differences between individuds in each of the four labour market
states.

Included as explanatory varidbles are specific characterigtics that are typicadly found in the
South African literature.  Among the individud characteristics age, population group,
education level, whether the person ever worked before and household headship are
considered. Household characteristics are comprised of the average household size, per capita
household income from work, from other sources such as pendons, and from migrant
workers remittances, per capita household expenditure and the average number of children
under 16 years of age living in the household. In addition some variables ae used to reflect
informa connections to the labour market, such as the average number of employed
household members, the average number of migrant workers per household, and telephone
access. Findly, three regiond indicators are considered: the broad unemployment rate in the
magiderid digrict where the individud is resding, whether the didrict is classfied as urban
or rurad and whether it belongs to a former homeand or SGT. Table 5 thus depicts the
average man or woman who is employed, searching unemployed, nonsearching unemployed
or out of the labour force. For those variables that take on a vaue of either O or 1 the Figures
in Table 5 tel us the proportions of, eg. Africans in each labour market category or of
men/women with a certain education leve.

An exploratory analyss of the sample data offers severa noteworthy points. The average age
of the employed is late thirties (between 36 and 38 years). Given the population structure of
South Africa, this appears quite high?® The mean age of the rest of the working age
population in the other three states of joblessness in the sample ranges from 28-32 years. Age
is often interpreted as a proxy for experience. If this is the case, then the older average age of
the employed suggests that these individuds have some labour market advantage over
younger job seekers.

Africans in the sample consgtently make up larger proportions of the jobless compared to
ther stake in the employed category. The high incidence of unemployment amongst Africans
has dready been observed in the disaggregated unemployment datistics presented in the
previous section.

22 Although the alternatives can be interpreted to reflect various degrees of |abour force attachment they are not
considered as being ordered. Additionally, thislist is not exhaustive. There are obviously individuals who search
whilein employment; they do not concern us here.

2 The age structure of the population was considered using Census 1996. The majority of the population was
observed to be in the age groups below 30 years. Of the working age population the 16-30 year old group is
larger than the 30-50 year old group.
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Another pattern emerges with regard to education levels over the two unemployment dates:
more than gixty percent of searching unemployed attained secondary levd schooling and
beyond. Education levels indeed drop off for the non-searching unemployed with 50% of
men in this category and 48% of women having less than secondary education. This confirms
the findings of Wittenberg (1999a 31) tha better educated individuds have a higher
propendty to search, possbly reflecting the higher probability of finding a job with some
education.

Large pockets of the unemployed have never worked before; however, more of the non
searchers have never worked before tan the searchers. This suggests that previous work may
be one factor encouraging active search; previous experience with employment may establish
links in the labour market, which can be exploited as search channds. Individuds who have
never been employed therefore have a lower degree of labour force attachment; they may be
even further disadvantaged in available |abour market opportunities.

Those without jobs are more likely to be in larger households, and in poorer households,
concentrated in rurd former homeland aress. Searchers live with other searchers, while non
searchers live with other non-searchers, suggesting that search drategy is often conditioned
by household dructure. The tendency of the unemployed to ‘cluster’ in households has dso
been obsarved in Wittenberg (1999a:38) who points out that this 'clustering’ might even
extend to wider neighbourhoods. Table 5 further indicates that those with jobs are more likely
to livein smdler households and employed men are more likely to be heads of households.

Household dructure may however be subject to an dternative explanation; indeed, the
compostion of a household may be an outcome of search behaviour, rather than a
determinant of such behaviour. Klasen and Woolard (1999) find strong evidence that coping
drategies of the unemployed often result in restructuring of households as the unemployed
reman in or move back to households where they can share in some form of income. While
the employed live in households with fewer dependants it is possble that tracking these
households over time would show that the unemployed migrate to these sources of income; in
which case the employed might end up having alarger number of dependants.

What is possible to see from a cross-sectiond sngpshot is that high rurd unemployment may
in pat be due to these household formation processes. Since the date old age pension
condtitutes the most important source of nonrwage income in South Africa and the ederly
mainly live in rurd areas where basc living expenses are dso chegper, it is not surprisng to
see large sections of the nonrsearching unemployed located in these rurd aress. As Klasen
and Woolard suggest:
“The one [unemployed individual] with blesker job prospects, better access to
resources in rura arees (pendons, land, etc), little connections in urban areas and
deterred by the high cost of urban living, and possbly less mativation remains in
rurad areas or goes to rurd aress to attach themselves to a household of parents and
relatives. He then does not engage in search activities and thus ends up among the
broad unemployed” (Klasen and Woolard 1998:24)

This effect is more prominent when conddering the leve of remittances to individuds living
in migrant worker households. Remittances are higher for those who do not search than for
individuals who do search, regardless of gender and household size. It dso makes sense that
higher levels of passve unemployment are observed in remote rurd areas Snce migrants are
predominantly from these aress.

18



On the other hand, it must be borne in mind that the level of remittances is generdly low and
volatile. A more likdy story as to why the unemployed are not searching in these households
is because non-searchers rey on migrant members of the household - those who have a job or
seek a job somewhere else - to supply them with information on job opportunities. This may
be the least costly 'method’ of search in an environment of mass unemployment. In that sense,
unemployed individuas who have access to migrant workers and ther information might
have a dronger degree of labour force attachment than dmilar individuds without migrant
workersin their households.

We would have liked to use severd measures of remoteness, to proxy for the notion of search
cods. To a large extent, the area variable probably does this. Rurd former homeands are
presumably the mogst distant from centres of information about jobs, and are aso lacking in
communicatiion and other community facilities. We included one example of a modern labour
market link: the telephone, which is then dso a proxy for dectricity; a cetan levd of
income, and a generaly wedthier household. Over 40% of the employed in the OHS sample
have access to ather a landline or a mobile phone less than 20% of the searching
unemployed have this facility; not quite 13% of the non-searching unemployed have access,
while 20% of the non economicaly active have access. These figures illustrate that over 80%
of the unemployed have no convenient way of contacting or being contacted by prospective
employers.

In the characterisation of searching and nontsearching unemployed and non-labour force
participants usng 1997 data, the above discusson confirms a number of observations and
suggestions that have been made in work on earlier data sets, particularly the detailed 1993
Project on Living Standards Measurements (Saldru). Firstly, non-searchers tend to have
fewer qudities presumably desired by employers with less labour market experience and
lower levels of education; their employment prospects are worse than those of the searching
unemployed. Secondly, massvely high unemployment in the former homeand aess has
perssted through to 1997 and can be interpreted as a dgn of little policy impact in rurd
labour markets, which ill gppear virtudly non-exigent. Thirdly, there is strong evidence of
discouragement across large sections of the labour force, for which there are few links back
into the active labour force.

[11.3 Estimation Results

To examine the ddidica sgnificance and magnitude of proposed variables in determining
the labour market status of a jobless person, we estimate a multinomid logit modd. As
evident from Table 5 and the above discusson, the vaues of a number of explanaory
variables are not independent of the employment status and the wage associated with it. For
this reason, the employed are excluded from the edimation. Also for the remaning three
dates of joblessness, a number of plausble sounding explanatory varigbles can be seen as
outcomes of the labour market status, rather than as its exogenous determinants. Under this
congderation, the labour market status of other household members (in particular the number
of employed persons in the household), and whether the person is head of the household or
not are left out.

As discussed in the text and apparent in the map, dramaticdly high magideria didrict
unemployment rates are predominant in the former homdands In the given sample, 8045
working age individuds were living in megiderid didricts (MDs) with a broad
unemployment rate of over 70%; 94% of them resde in former homdands or sef governing
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territories. Similarly, 86% of MD's with a broad unemployment rate of over 50% are former
homeland or SGT areas. None of these areas has a broad unemployment rate thet is below the
national average of 37%. In fact, the only ex-homedand MD with an unemployment rate
below 40% in the population census is Namakgde in the Northern Province. Since the
highes broad MD unemploymert rates are concentrated in former homeland/SGT areas, only
the broad MD unemployment rateis used as a ‘regiond indicator’.

The likdihood of being in one of three labour market dtates is edtimated separatdy for
African women and men as it is podtulated that their labour market behaviour is subject to
different determinants.

Tables 6 and 7 below report the results of the multinomid logit estimation: Coefficients on
the explanatory variables and their significance®*

Table 6: Esimation Results: African Men — OHS1997

LABOUR MARKET STATE Sear ching Non-Sear ching Joint Test
(relative to out of the labour force) | Coeff. Std.Err. | Coeff. Std.Err | F-statistic  p-vaue
Individual Characteristics

Age B57** 016 545%* 015 .35 556
Agesguare -.007** .000 -.007** .000 .68 411
Years of Educ upto Std 1 .162** .036 114> 031 136 244
Y ears of Educ up to Std 5 -.039 031 -.074* 030 208 150
Y ears of Educ up to Std 9 -.107** 024 -.16* 024 292 .088
Matric 1.017**  .095 963 095 .02 892
Y ears of Higher Education -021 .098 - 373** 121 4.21* 040
Household Characteristics

Household size -.008 .019 415 017 246 117
No. of children < 16 in household -.064* 029 -.073** .028 .09 767
Per capitahhold incomefromwork | -.001** .000 -.001** .000 .35 552
Per capita other household income | -.003** .001 -.002** .001 67 413
Migrant worker - 147%* 049 -.057 038 3.69* 050
Telephone -.200 102 -.166 .108 .02 834
Regional Characteristics

Urban — Rural -275** 091 214* .089 21.05%* .000
Broad MD unemp rate -.687** 261 -.062 243 7.22%* .007
Cons -9.89** 305 -10.083** 291

N 2770 2084

* * and * indicate significance at the 1 and 5 percent level respectively. The joint test is a test of whether
coefficients are different across categories. Out of the labour force is the base category. The effect of education
has been estimated using linear splines.

Usng education splines in the estimation dlows for different coefficients on primary, senor
primary and secondary education, matric (senior certificate), and higher education.

From joint test results on whether coefficients are zero across al categories (not reported
here) it is clear that searching and non-searching individuds are didinct from people not in
the labour force. The dmilarity of most of the coefficients for the two dStaes, however,
uggedts that a didtinction between searching and non searching unemployed is difficult on
the basis of their individual and household characteristics, in particular for African men.?®

24 A Hausman test has been performed to examine whether independence of irrelevant alternatives does hold.
The given data does not reject this assumption underlying the multinomial logit model.

% We also tested whether all coefficients are equal across the two unemployment states; this was strongly
rejected.
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Table 7: Estimation Results: African Women — OHS1997

LABOUR MARKET STATE Sear ching Non-Sear ching Joint Test
(relative to out of the labour force) | Coeff. Std.Err. | Coeff. Std.Err. | F-statistic ~ p- value
Individual Char acteristics

Age .0543** 015 A54** 012 27.62%* .000
Age sguare -.008** .000 -.006** .000 22.57** .000
Y ears of Educ up to Std 1 .094** .028 .054** 021 1.89** 169
Y ears of Educ up to Std 5 051 .028 -013 022 4.85* 028
Y ears of Educ up to Std 9 -.094** 021 -.136** 018 299 084
Matric 1.025+* 077 .861** 074 15.97** .000
Y ears of Higher Education 053 079 -.397** 112 15.94** .000
Household Characteristics

Household size .080** 014 .052%* 013 205 152
No. of children < 16 in household -.069** 022 -.053** .020 37 543
Per capita hhold incomefromwork | -.000** .0001 -.001** .000 106 303
Per capita other household income | -.001* .001 -.001** .000 5.81* 016
Migrant worker -178** 043 -.063* 033 51 AT7
Telephone -.367%* .083 -.294** .086 12.34** .000
Regional Characteristics

Urban — Rural -.692** 079 -.267** .065 21.57** .000
Broad MD unemployment rate -1.075** 225 -.088 176 16.23** .000
Cons -9.998** 291 -8.26** 233

N 35A 4897

** and * indicate significance at the 1 and 5 percent level respectively. The joint test is a test of whether
coefficients are different across categories. Out of the labour force is the base category. The effect of education
has been estimated using linear splines.

The gmilaity of many of the coefficients indicates that those variables can not explain the
move from non searching to searching (or vice versd). For African men, it is the coefficients
on the regiond characteristics - whether the person resdes in an urban or rurd area and the
broad magigerid didrict unemployment rate - that differ markedly and seem to influence
search behaviour. This reinforces the earlier picture of a primarily spatid segmentation of the
jobless in South Africa The divison between searching and nonsearching appears to be
somewhat dronger for women. For African women in the sample, we find that age,
experience (proxied by age sguare), education (except secondary education), presence of a
migrant worker, as well as the regiond characteristics can hep explaining searching and non
searching unemployed datus.

The meagnitude and direction of the edimaed coefficients in the multinomid logit cannot
readily be interpreted. 2° Therefore, Tables 8 and 9 demonstrate how changes in the respective
vaiadles in the modd affect the probability of being in a paticular labour market dae
holding dl other characteridics condant. We cdculate changes in probabilities that are
attributable solely to the varigtion of a sngle characteristic. We do so by setting the variable
to a fixed vaue for dl observations (e.g. area = O, rurd), predict labour market outcomes and
then repeat the predictions for a second value (area = 1, urban) of the same variable. These
changes are then expressed as proportions of the basdine probability for each jobless labour
market date. The basdine predicted probability in fact is the actua proportion of African
men and women in each of the defined sates as summarised in Table 5 for the ertire working
age population in the OHS 1997 sample.

26 See Greene (1993), p. 666.
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Table 8: Predicting the effects of changesin explanatory variables- African men

LABOUR MARKET STATE Searching Non-Sear ching Out of Labour
AFRICAN MEN Force
Base Probability 235 208 557
One year of school upto Std 1 .066 045 -.045
One year of school up to Std 5 -.005 -.046 019
One year of school up to Std. 9 -031 -.082 043
Matric 459 .360 -.328
Oneyear of training/tertiary education .106 -.262 053
Household size (6 vs4 members) 013 067 -031
Children < 16 in household (4 vs 2) -.060 -077 056
Hhold income from work (*) -017 -.029 02
Other hhold income (*) -.038 -031 027
Migrant worker (1vs0) -.082 002 034
Telephone access (1 vs 0) -.090 -.060 .060
Area: urban vsrural 243 -235 -012
Broad MD unempl. rate (30% vs 60%) 132 -.046 -.038

(*) We have calculated the effect of a doubling of mean household incom

respectively.

e from work and mean other income

Table 9: Predicting the effects of changes in explanatory variables- African women

LABOUR MARKET STATE Searching Non-Sear ching Out of Labour
AFRICAN WOMEN Force
Base Probability 136 185 .680
One year of school upto Std 1 052 028 -.018
One year of school upto Std 5 046 -022 -.003
One year of school up to Std. 9 -.046 -078 032
Matric 783 .380 -176
Oneyear of training/tertiary education 175 -230 029
Household size (6 vs 4 members) 078 050 -.029
Children < 16 in hhold (4 vs 2) -0 -.050 032
Hhold income from work (*) -.048 -.067 028
Other hhold income (*) -.020 -.019 .009
Migrant worker (1vs0) -.145 021 031
Telephone Access (1 vs0) -.247 -.140 .087
Area: urban vsrural 433 085 -109
Broad MD unempl. Rate (30% vs 60%) .285 -.050 -043

(*) We have cal culated the effect of a doubling of mean household income from work and mean other income

respectively.

Both, men and women are clearly more likely to be searching unemployed when living in an
urban area with lower unemployment rates. Consdering the effect of education, the senior
catificate (matric) has the sngle largest postive effect on inducing people to participate in
the labour force and tertiary education is most likely to drive men and women into active
search. The postive effect of education and location on active labour force participation, i.e.
searching comes out stronger in magnitude for women than for men in the predictions.

We could conclude that as the probability of finding employment rises, i.e. with education
and lower regiona unemployment rates, people are encouraged to search.
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V. POLICY & CONCLUSIONS
V.1 Onthedemand sde

Clearly, a large part of the solution to the unemployment problem is to create more jobs. How
this demand for labour by the private sector is meant to be boosted is not the subject of this
paper. However, our analysis would suggest that any job creation strategy should be based on
the differentiated profile of the unemployed; policies encouraging the cregtion of jobs for the
youth, for women and for individuds in rurd aress are likely to have the greatest impact on
unemployment, if they succeed.

V.2 Onthesupply sde

Section |l identified various rigidities on the supply sde of the labour market; barriers which
prevent the jobless from participating activey in the labour force Some of these bariers
include the cogts of searching, while others reflect the low probability of being successful in
searching. These bariers emanate from individua, household and regiona characteristics of
an unemployed person.

Two policy suggestions emerge from this story. Firdly, it may be possble to increase the
degree of labour force attachment of a subgtantial portion of the unemployed by decreasing
search cogts This may involve improving transport facilities between remote and urban aress,
ingaling communications infragtructure in rurd aess, and creating local centres of Iabour
market information. If information about job and wage offers is less cogly to acquire, then
potentidly more individuas will search actively.

The problem with this drategy is that even with lower search cods, if the probability of
finding a job is Hill very low, there may be no increase in the incentive to search. In this case,
the unemployment problem rebounds to the issue of how to boost the demand for labour.

A second policy intervention, which is dmogt too obvious to date in the South African
context, is the importance of improving the qudities of potentid workers through skills
upgrading and retraining.

The nationd initictive to upgrade skills in this country is focussed on the Skills Deveopment
Act of 1998. This Act seems to provide supply-sde support and retraining for those who
dready have jobs. The employment and skills development expenditures made by the
Depatment of Labour are funded both by government and by a Skills Development Levy on
firms these resources ae channdled predominantly into sector education and training
authorities (SETAS), which focus on skills upgrading projects for the adready employed. A
smaler percentage of resources is dlocated to training initiatives for the unemployed. Of the
R14 hillion expected from the skills levy in 2000/2001, only R280 million (20%) is
earmarked for the Nationd Skills Fund, which incorporates training projects for the jobless
(Dept of Finance, 2000: 228). Thus, the spending focus is not on making the unemployed
more employable, but rather on increesng the vadue added of exiging workers. This
disadvantage of being unemployed is probably adso worsened for those of non-searching
datus they potentidly have fewer links into any training programmes which do materidise.

The experience of two Eastern European countries - Poland and Hungary - which have dso
experienced mass unemployment (in the order of 13.6% and 11.2%) has indicated that the
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most successful active labour policy (ALP) involved retraining.?” When the unemployed were
able to upgrade skills a locd labour offices, they had the grestest probability of finding
employment (OLeary et d, 1998). This is possbly because the progran was the most
targeted of al the ALPs locd labour offices sdected participants and provided sKills
upgrading for loca job vacancies (Kluve et d, 1999; Puhani, 1998, O'Leary 1998).%
Furthermore, the success of these projects was probably guaranteed by a farly wel
edablished kills base. Thus, the pogtive impact of training the unemployed may not be as
drong in countries like South Africa where the <kills base is sordy lacking. Any training
programmes for the unemployed would have to concentrate efforts on those in possesson of
some education, while others with no education would need to be incorporated into some part
of the schooling system.

There is a remaning policy dilemma concerning what to do with individuds who are not
absorbed into employment when the demand for labour increases, or who are unable to
improve the st of <kills they bring to employers. These people may be termed the
unemployable and/or the untrainable.

V.3 Support for the unemployed

Two schemes have been mooted by policy-makers in the last two years. The fird is a passve
ladbour policy - a basc income grant - and is amed a dleviding povety amongst the
unemployed. Such a grant would need to be targeted a the most disadvantaged potentid
workers as described in the sections above; suitable mechanisms would need to be in place to
disburse the grants particularly in rura areas, where most of the nonsearching unemployed,
living in poorer households, are clustered. One possible sde effect of such a grant might be to
increase the number of people choosing a lower degree of labour force attachment - that of
NEA. It would be important to prevent a disncentive-to-work effect from emerging out of a
basic incomes grart (Le Roux, 1999; Ntenga, 1999).

The second scheme is embodied in the Nationd Public Works Programme, specificdly the
Community Based Public Works Programme (CBPWP). Under this ALP, a short period of
guaranteed employment is offered to groups of unemployed individuds (Depatment of
Public Works, 1998). While the Eastern European programmes of public works did not
facllitate the entry of the youth into the labour market or improve the chances of the
unemployed being drawn back into employment, it is unclear whether South African public
works programmes - edtablished in an environment of mass unemployment and severe lack of
humean capitd - will have asmilar sigmaeffect. (OLeary et d, 1998: 321).

A further point which may recommend the use of CBPWPs in addressng unemployment is
that participaion in a project interrupts "an otherwise continuous spdl of  unemployment™
(O'Leary, 1998 344). Where a large proportion of the unemployed in South Africa have been
in this sate for longer than a year, the importance of keegping these individuds in touch with
the labour market, and mantaning wha <ills they do have is crudd. Long term
unemployment has gigma effects for prospective employees, possbly for good reason. Sen
(1997) describes how skills and cognitive abilities depreciate over aperiod of unemployment:

27 These unemployment rates were increases from 6.3% in Poland and 1% in Hungary (O'Leary et al, 1998:
321).

28 Training courses build on existing skills, or provide new ones. Typical courses are computing, accounting,
foreign languages and crafts like tailoring and welding (Puhani, 1998: 1).
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"Just as people 'learn by doing, they dso 'unlearn’ by 'not doing' - by being out of
work and out of practice’ (Sen, 1997: 161).

Over long periods of unemployment, loss of skills and confidence may then ensure that an
individual becomes unemployable. Under these circumgtances, ALPs targeted a the youth
age group (16-25 years) may help in maintaining the socid skills they presumebly leave the
school sysem with, until they are able to find gainful employment. These programmes may
dso assg in building labour market links between employers and employees, and thus
incressing the degree of labour force atachment of the worker. It is essentid that the skills
base this country does have -adbeit inaufficent- is not further eroded in the persstence of
long term unemployment.

V.4 Conclusons

This paper suggests that an important part of labour market policy should focus on the
experience of unemployment on the supply-side of the labour market. Kingdon and Knight
(2000) argue that non-searchers are a relevant part of the labour market, and should not be
excluded from a definition of the unemployed. Using 1997 data, our econometric analyss
agan decisvely rgects the idea that nonsearching individuds ae like people out of the
labour force. Expanding on this we argue that a sngle broad unemployment rate does not
cgpture the full range of labour market atachments which individuds may currently
experience in South Africa

While it is difficult to digtinguish searching and non-searching unemployment on the basis of
individua and household characteristics in the econometric modd used, the descriptive
andyss found that non-searchers fal more heavily into certain groups - women, youth, and
working age individuds in former homdands. Thus, to address the condraints on the most
margindised who have the worst access to labour markets, policy may have to be
differentiated for the searching and the non-searching unemployed. Since these two goups of
unemployed were didinct in terms of the regiond characteridtics, this implies that regiond
vaiation in policy is necessary; or tha any nationd unemployment Strategy should take into
account location effects.

Further research in the area of labour force atachments might look a how to differentiate the
intengty of search activities or lack thereof. A look at the full set of OHSs 1994-1999 might
reved some changing conditions within the labour market and the status of individuas over
time. In a dynamic framework, the andyss can focus on the determinants of successful
search behaviour over time, in paticular whether this search is associated with migration
from alow employment area to a high employment area

A condderation of the labour market choices of the youth would aso be reevant for labour
policy. It may be possble to divide the youth non-participants up into two groups those
dudying and training, and those not doing anything. The training option might be consdered
another degree of labour force attachment, which would be stronger than the attachment of
the group doing nothing. The questions to ask would then be how to mativate the latter group
into active labour market participation and how to guarantee employment to thosein training.
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APPENDIX 1

Table 1: Narrow and Broad Unemployment Rates, Searching and Participation

Narrow Broad Non-Searchers Non-Searchers LFPrate LFPrate
OHS 1997 Unemployment Unempl. Rate as% of broad as% of total (narrow) (broad)
Rate (Searchersand  Unemployed Labour Force
Non-sear chers)
% % % %
Total 212 36.0 52.1 188 47.2 58.1
By Gender
Mae 175 291 486 142 574 66.8
Femde 264 444 549 244 379 50.2
By Location
Urban Old RSA 191 288 417 120 570 64.7
Rura Old RSA 17.0 35.2 62.2 219 46.2 59.1
Urban 242 40.7 53.7 219 482 61.7
TBVC& SGT
Rura 336 58.2 63.8 371 270 430
TBVC& SGT
By Race
African 271 4.7 539 241 426 56.1
Coloured 152 227 389 88 59.4 65.2
Indian 9.7 121 220 27 56.4 579
White 40 5.7 30.8 18 64.1 65.6
By Province
Western Cape 118 17.7 379 6.7 61.1 65.6
Eastern Cape 292 51.8 61.6 319 310 456
Northern Cape 185 25.6 340 8.7 524 574
Free State 192 324 50.4 16.3 510 60.1
KwaZulu-Natal 27 24 60.0 254 421 56.4
North West 214 409 60.6 24.8 44.4 59.1
Gauteng 215 308 385 118 62.2 706
Mpumalanga 226 342 4.1 151 46.1 54.3
North. Province 258 454 58.1 264 332 451
By Agegroup
16-20 4.7 63.3 53.2 337 103 155
21-25 36.9 540 50.2 272 403 55.3
26-30 271 429 50.5 216 59.8 76.3
31-35 20.2 345 520 179 65.1 79.2
36-45 14.7 269 532 143 65.9 76.9
46-55 10.7 218 570 124 56.1 64.0
56-64 71 164 61.0 10.0 300 332

Source: Own Calculations from OHS 1997
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Table 2: Narrow and Broad Unemployment Rates, Sear ching and Participation,

Africansonly
Narrow Broad Non-Searchers Non-Searchers LFPrate LFPrate
OHS 1997 Unemployment Unempl. Rate as% of broad as% of total (narrow) (broad)
Rate (Searchersand  Unemployed Labour Force
Non-sear cher s)
% % % %
By Gender
Mae 106 213 50.5 184 69.1 58.3
Female 103 237 56.7 30.6 575 440
By L ocation
Urban Old RSA 271 39.7 434 172 765 65.3
Rura Old RSA 194 39.8 63.5 252 718 573
Urban 244 40.8 533 218 754 619
TBVC&SGT
Rura 336 58.2 63.7 371 589 430
TBVC& SGT
By Province
Western Cape 223 32 387 124 69.8 62.1
Eastern Cape 353 59.6 63.0 374 50.7 36.9
Northern Cape 237 312 318 10.0 55.8 50.7
Free State 2 36.3 50.3 182 65.4 554
KwaZulu-Natal 285 514 62.3 319 65.6 9.7
North West 23 432 60.9 26.2 68.0 539
Gauteng 278 339 394 153 784 68.0
Mpumalanga 25.6 384 448 171 56.3 481
North. Province 27 47 584 273 492 336
By Age Group
16-20 61.1 789 58.1 458 171 117
21-25 49.6 67.1 51.7 347 67.7 50.2
26-30 346 525 52.2 274 9.1 74.6
31-35 24.6 413 53.7 222 9.7 79.1
36-45 188 337 54.4 183 920 77.8
46-55 144 29.1 59.0 172 76.3 65.1
56-64 9.2 217 63.3 138 36.9 325

Source: Own Calculations from OHS 1997
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Table 3: Narrow and Broad Unemployment Rates, Sear ching and Participation -

Women
Narrow Broad Non-Searchers Non-Searchers LFPrate LFPrate
OHS 1997 Unemployment Unempl. Rate as% of broad as% of total (narrow) (broad)
Rate (Searchersand  Unemployed Labour Force
Non-sear cher s)
% % % %
By Location
Urban Old RSA 238 36 44.3 159 417 56.7
Rura Old RSA 248 48.6 65.1 316 331 484
Urban 281 46.8 555 259 429 579
TBVC&SGT
Rural 381 64.9 66.8 434 212 374
TBVC& SGT
By Race
African 337 54 56.7 306 342 49.3
Coloured 18 27 405 109 9.7 55.8
Indian 116 151 26.2 40 39.6 412
White 53 79 A7 27 518 533
By Province
Western Cape 155 27 375 85 50.1 54.7
Eastern Cape 32 56.2 63.3 356 252 39.2
Northern Cape 25.6 3438 35.8 125 410 46.9
Free State 265 43.6 534 233 411 53.6
KwaZulu-Natal 264 495 634 314 A1 49.7
North West 29 531 63.8 339 324 490
Gauteng 269 388 422 164 538 64.3
Mpumalanga 336 484 46.0 223 345 444
North. Province 296 525 62.0 32.6 26.8 39.7
By Agegroup
16-20 45.6 65.7 56.3 370 95 151
21-25 41.6 60.9 54.2 330 340 50.7
26-30 343 521 52.1 271 499 68.5
31-35 269 445 543 242 530 69.9
36-45 191 346 554 191 535 66.1
46-55 127 217 62.1 172 413 499
56-64 6.8 192 69.4 133 17.0 196
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Table 4: Narrowand Broad Unemployment Rates, Sear ching and Participation-M en

Narrow Broad Non-Searchers Non-Searchers LFPrate LFPrate
OHS 1997 Unemployment  Unempl.Rate  as% of broad  as% of total (narrow) (broad)
Rate (Searchersand  Unemployed Labour Force
Non-sear chers)
% % % %
By Location
Urban Old RSA 157 233 386 9.0 66.3 728
Rura Old RSA 124 253 58.3 148 60.1 705
Urban 205 34.6 512 177 545 66.2
TBVC& SGT
Rural 30 517 60.1 311 345 50.1
TBVC& SGT
By Race
African 223 36.7 50.5 185 518 63.5
Coloured 13 192 371 71 701 754
Indian 86 10.3 185 19 741 755
White 32 4.2 256 11 76.9 A
By Province
Western Cape 91 139 333 53 726 76.7
Eastern Cape 26.8 47.6 59.7 284 384 536
Northern Cape 138 191 318 6.1 64.2 638.3
Free State 142 236 46.2 109 60.8 68.3
KwaZulu-Natal 199 40 55.7 200 515 64.5
North West 169 321 56.9 182 56.6 69.3
Gauteng 17.8 246 339 84 70.0 76.4
Mpumalanga 157 24 1.2 929 58.2 64.6
North. Province 27 383 52.7 20.2 415 520
By Agegroup
16-20 44 61 49.9 304 110 158
21-25 333 47.8 454 217 47.2 60.2
26-30 215 A7 484 16.8 705 84.7
31-35 152 259 48.6 126 780 89.2
36-45 115 20.7 50.2 104 79.3 835
46-55 94 17.7 514 91 723 795
56-64 7.3 15 55.6 83 46.8 510
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Table 5. Descriptive Statistics for explanatory variables- Average Characteristics

Working Age Population in OHS1997 Sample EMPLOYED SEARCHING UNEMPLOYED NON-SEARCHING UNEMPL. NON LABOUR MARKET PART.
VARIABLES Men Women Men Women Men Women Men Women
INDIVIDUAL CHARACTERISTICS
Age 37.70 37.04 31.18 31.12 31.85 32.02 27.81 33.46
African 0.64 0.64 0.85 0.86 0.92 0.93 0.83 0.79
Education
- None & Primary 0.12 0.11 0.08 0.09 0.14 0.15 0.10 0.16
- Sr Primary 0.24 0.22 0.29 0.26 0.36 0.33 0.26 0.25
- Secondary 0.32 0.32 0.38 0.38 0.33 0.36 0.51 0.46
- Matric (Senior Certificate) 0.20 0.21 0.21 0.24 0.16 0.15 0.10 0.10
- Diploma/Cert. 0.09 0.11 0.03 0.03 0.01 0.01 0.02 0.02
- Tertiary 0.04 0.04 0.01 0.01 0.00 0.00 0.01 0.01
Never worked before - - 0.64 0.73 0.76 0.81 0.69 0.72
Household Head 0.71 0.28 0.27 0.16 0.24 0.19 0.20 0.19
HOUSEHOLD CHARACTERISTICS
HH size 491 5.37 6.08 6.40 6.61 6.57 6.40 6.17
Per capita HH income from work 952.11 883.37 176.13 215.47 119.97 141.70 229.18 279.54
Per capita other HH income 11.97 15.61 31.00 22.42 36.15 24.86 38.03 35.01
Per capita remittances 14.09 28.61 41.21 54.93 60.48 78.69 78.39 84.22
Per capita HH expenditures 434.21 407.36 170.79 165.75 126.35 131.31 209.73 236.96
Number of dependants in HH 1.62 1.89 1.83 2.42 2.18 2.70 2.13 2.36
LABOUR MARKET LINKS
LM status of other HH members
- employed 1.77 1.95 0.67 0.74 0.57 0.59 0.74 0.74
- searching unemployed 0.20 0.20 1.96 1.86 0.10 0.13 0.25 0.21
- non-searching unemployed 0.20 0.18 0.17 0.11 211 181 0.31 0.26
- non-labour force participants 1.00 0.98 1.15 1.01 131 1.06 2.68 2.35
Migrant members of HH 0.08 0.14 0.23 0.24 0.34 0.38 0.38 0.38
Access to telephones
- landline 0.33 0.37 0.19 0.19 0.13 0.11 0.21 0.22
- cellular phone 0.12 0.11 0.04 0.04 0.03 0.02 0.05 0.06
REGIONALGEOGRAPHICAL INDICATORS
Area
- Urban old RSA 0.62 0.63 0.55 0.56 0.37 0.36 0.44 0.42
- Rural old RSA 0.20 0.16 0.12 0.13 0.16 0.18 0.14 0.16
- Old homeland or Self Gov.Territory 0.18 0.21 0.33 0.31 0.47 0.45 0.43 0.42
Magisterial District unemployment rate (broad) 0.34 0.35 0.43 0.42 0.49 0.48 0.46 0.45
Number of observations 15390 7009 3268 3401 3246 4697 12748 17874




APPENDIX 11

Broad Unemployment Rates By Magisterial District - 1996
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