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Executive Summary

Government has identified targets of halving unemploytnent and poverty iy 2014,
The precise meanimy of these targets is not specified. But their identification offers
policy-makers and stakeholders something to focus their minds on, Before these were
specified, we simply spoke vaguely about reducing wnemployment and poverty. Given
the depth of South Afriea’s unemployment and poverty, halving their rates seems
meaningful cnough as a target. T does not appear that anyone is necessarily critiquing
the targets; insteacd, the question scems to be whethet and how they might aclually be
achieved. This is the main purpose of the employment scenados project.

This paper asks a prior question, namely: what does balving unesployment actually mean? By
how much would unemployment need to drop — from where o wheee? The
unemployment rate is a rafio of the number of unemployed reladve w the size of the
labour force. Would the unemployment rate be more affected by a change in the
number of unemployed (or employed) or by a change in the size of the labour force?

Moreaver, halving unemployment could improve the standard of life considerably.
But even then, South Africa’s uncmployment rate would stll be considered extremely
high by global standards. Thete are few regions in the world that have official
unemployment rates above 10%: mostdy they fall between 3% and 9% in developing
sconommies (T1.03, 2004). So 2014 should be seen as an inerim rather than a final target
- we would want to see unemployment halved, and then contdnue to fall to even
lower rates. What would be soclally and economically acceptable rates of
unemployment that would constitute our ultimate target? By when should we seck to
achieve them?

Government has not specified an ewplyment groweth farget. It is assumed that the
employment target is one that is consistent with that for reducing unemployment.

Reducing unemployment and expanding employment do not necessarily involve
preciscly the same policy complements, Reducing unemployment depends not only on
job creadon, but also considerably on the pace of labour force growth, Targeting
unemployment is tacky, since labour force growth is likely to be an ever-changing
phenomenon in South Africa, depending on the policy toward HIV, immigration,
cmigradon and signalling. Signalling is pethaps the higgest quandary: the mote
successfully the cconotny creates jobs, the stronger the signal for migration into South
Africs and o the cities, and for previously discouraged adelts to enter the labour force
w ook for wotk, So successful employment creation could actually make the
unemployment reduction objecuve mote elusive,

Lmployment 1argets and employment policy focus on how jobs might be creuted.
Labour market policy may feature insofar as we are wortied that the right skills
complement could hinder cconomic expunsion. But policy to stimulate labour demand
is primarily concerned with economic growth and how that growth absorbs labour.
Employment policy may also scck to make up for shoetfalls in macket-based job
creation by generating public-odented employment — for example, theough social
setvices or public works schemes.

It would make sense to sct targets for both employment growth and unemployment
reduction. The unemployment rate s a rago that is contnually shifting and whaose
measutement is not yer sufficiently reliable. Morcover, as noted, rising employment
can actually contibutc to a dsing rate of uncmployment.  Therefore, the
uncmployment rate is worth tracking, bur may not offer sufficient reflection of
unclerlying rates of economic activity amongst the working-age population,
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This paper therefore outlines broad bands for employment  creation  and
unemployment reduction that will form the backdrop to scenatio-building, At best, it
offers basic pasameters that enable us (o hokl up any one policy or phenomenon to
see how significantly it might contrbute to changing employment and unemployment
conditions,

The paper sugerests the following targets for reducing unemployment

= If unemployiment is halved between 2004 and 2014, the unemployment rate would
need (o Ml from ahout 26% to 13%.

= if the labour force grows by 2% pa or about 330,000 pa, the number of strietly
unemployed would need to fall from 4.0 million to 2.5 million people. The
assumpiion is that the working age populaton (WAP) (between 15 — 65) will grow
by 1.5% per anoum, and that 56% of the WA wounld participate in the labour
market, a8 in 2004, Although HIV/AIDS may have « dampening eftect on labour
market participation, other factors such as urbanisation or regional ia-rigration
would expand it -

« If the broad unemployment rate Is to be halved {rom 40.7% to 20.3% berween
2004 and 2014, and the labour force grows by 2.0% pa, then the number of
unemployed would need to fall from about 7.97 million to 4.7 million people.

The following employment tatgrets are suggested.

= To halve the strct unemployment rate, about 4.9- million net new jobs would
have to be created, This is about 490,000 net new jobs pet annum.

= To halve broad unemployment, 6.79 million net new jobs would be needed, or
about 679,000 new jobs pa.

«  The quality of work may be anather target that needs consideration, The official
definiion of ‘employment’ is not very onerous, and so the official employment
measute groups high flying finance executives with someone ckeing out 2 marginal
patl-time existence in the informal sector, Often job quality is measured by the
extent on part-time, casual or full-time work. A surprisingly large proportion of
workers in SA are emploved full time. So, another simple measure may be the
propottion of workers in any wage band. For example, one might measure to
what extent job creaton comributes to reducing the proportion of wotkers
carning less than B 2,500 per month.

= Although universally accepted, the unemployment rate is perhaps not the best
indicator of how non-participation affects welfare. This is because it teflects hoth
rates of non- pardcipaton, plus behavioural charactedstics — such as whether an
adult is or isn't looking for wotk at that tme,  Two alternative measutes are
proposed. The first measure is the ratio of those that are “not working™ to the
working ape population. By this measure, about 35% of the working age
populaton is not working, Unlike the unemployment rate, this ratio has been
relatively stable in the 1990s and 2000s. 'L'he second measure is the ratio of the
population 10 these that azc not working. This is a kind of dependency ratio,
which shows that about 2.8 people depend on onie working person. This ratio has
fallen slighily, but has not really changed much since the mid-19%0s. For this
measure to be meaningful, we would need to look at houschold distribution, since
an average dependency ratio won't tell us much in 4 highly unequal socicty.
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1 Introduction

Government has identified targets of halving unemployment and poverty by 20014,
The precise meaning of these targets s not specified. But their identification offers
policy-makers and stakeholders something to focus thelr minds on, Before these were
specified, we simply spoke vaguely about reducing unemployment and poverty. Given
the depth of South Africa’s vnemployment and poverty, halving their mates scems
meaningful enough as a wrget. Te does not appear that anyone is necessarily critiquing
the mrg-cts; instead, the question seems to be whether and how they might actually be
achieved, This is the main purpose of the employment seenarios project

But there is a prior queston: what does halving wneniployweent actually prean? By how much
would unemployment need to drop — from where to wheee? The unemployment rate
is a ratio of the nuimber of unemployed reladve to the sive of the labour force. Would
the wnemployment rate be more affected by a change in the number of unemployed
{(or employed) or by a change in the size of the labour foree?

Moteover, halving unemployment could improve the standaed of life considerably.
But cven then, South Africa’s unemployment rate would still be considered extremely
high by global standards. There arc fow regions In the world that have official
unemployment mates above 10%: mostly they fall between 3% and 9% in developing
econamies ([1.0), 2004). S0 2014 should be scen as an interdm rather than a final taget
- we would want to see unemployment halved, and then continue (o fall to even
lowet tates, What would be socially and economically acceptable rates of
unemployment that would constitute our wltimate targer? By when should we scck to
achieve thems

Government has not speaficd an emplopment growth targes. It is assumed that the
employment target is one that is consistent with that for reducing unemployment.

Reducing unemployment and expanding employment do not necessarily involve
preciscly the same policy complements, Reducing unemployment depends not only on
job creadon, but alse considerably on the pace of labour force growth. "largeting
unemployment is (ricky, since labour force growth is Lkely to be an evetr-changing
phenomenon in South Africa, depending on the policy toward HIV, immigration,
emigration and signalling, Signalling is perhaps the biggest quand'try the more
successfully the economy creates jobs, the stronger the signal for migration into South
Affrica and to the cites, and for previously discouraged adults to eoter the labour force
to look for work, So successful employment creation could actually make the
unemployment teduction objective more elusive.

Employment targets and cmployment policy focus on how jobs might be created.
Labour market policy may feature insofar as we are worrded that the rdght skills
(_umplemem_ could hinder cconomic expansion. Buat poliey to stimulate labour demand
15 primarily coneetnied with economic growth and how that growth absotbs labour.
Employment policy may also seek 1o make vp for shortfalls in market-based job
cteation by generating public-oricnted employment — for example, through social
services or pLib].ic works schemes,

Tt would make scasc to sct targets for both employment growth and wnemploymen:
ceduction. The unemployment ratc Is a ratio that s continually shifting and whose
measurement is not yet sufficiently reliable, Morcover, as noted, rising employment
can actually contobute w & tising rate of unemployment.  Therefore, the
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uncmployment mte is worth trcking, bur may not offer sufficient reflection of
underlying rates of cconomic activity amongst the working-age population.

This discussion note owlings hroad bands for employment ereation  and
unemployment reduction chat will form the backdrop 1o scenario-huilding. At best, we
can offer busic patametaes thal enable us to hold up any one policy ur phencmenan to

see how significantly it might contribute to changing employment and unemployment
condidons.

2 Halving uncmployment

Identifying the argeted unemployment rate i3 the easiest part of defining what
‘halving unemployment’ means. We need only ask which year we are starting from. If
we pick the petiod between 2004 and 2014, the unemployment rate would fall from
about 26% to 13%.

To know what this means, we need to do some guess work in respect of labour force
and employment growth, Tracking the labour market und trends in the working age
populaton is particuladly ticky as it seems to change constantly and thete are a
number of ‘wild cards”.

We want to know how fast the labour force might grow. This is related to the growth
in the working age population, and the extent to which they participate in the labour
market (e, the labour foree participation rate).

= ‘The rate of immigration and emigration,
= The rate of urban migration.

Currently, it appears that the Iabour force Js growing by about 1.5% per annum.
Is there any teason to think that it might fall?

The HIV/A1D$ pandemic may slow the rate of labour macket growth, Labeur force
growth may be paricularly affected by very high HIV prevalence amongs: young
women. Alternatively, it may stabilise with successful policies towards HIV and
cffeetive ARV roll-out. Previously it had been thought that the labour force might
actually shrink as a resull of HIV/AIDS, Flowever, the Mandela-FISRC household
surveys and StasSA census results have shown that this does not seem likely. At
worst, it may cavse labour force growth 1o slow down (Shisana & Simbayi, 2002).

There are also reasons why labouor foree growth might not slow down.

In particular, more adults might decide to move to the urban arcas and look for worl:
the more suceessful is cmployment policy, the more likely that discouraged adults will
get the message to start looking. Currently, South Alrica’s labour force participation
rate, at aboul 56% is considered low by global stndards, Tn countries with similar per
capita income levels to South Africas, about 50% to 68% of the working age
population purticipates in the labour force (ILO, 2004). Countries with lower labour
force participation rates often constrain womens® parlicipation. In addition, SA s a
magnet for regional migrants whe are likely to continue swelling the labour market in
tuzure.

Say the working age population, those between the ages of 15— 65, grows at 1.5% per
annum. I the labour force grew by an average of 2% per annum, the labour force
participation rate of 56% would he maintained, ‘This scems a reasonuble assumption
since it is wlready low, and unbkely (o fall fucther, This translates into an average

2
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330,000 new adults added to the workforce each year, or about 3.3-million people
added to the labowr force barween 2004 and 2014,

There were four million people officlally unemployed in 2004, I the abour force
grows by 2% annually, the unemployment rate would be halved if the number of
unemployed fell by 1.5 milion, In 2014, there would then be abow Z5-million
unemployed.

The official (or strict) definition of unemployment includes those who are actively
looking for work. Should the targets also focus more explicitly on reducing
broad unemployment? This would include *discouraged wotkers® who would like to,
but have given up loaking, for woik.

Using the broad definition of unemployment would make the tirgets more ambitious.
Tn 2004, the broad uncmployment tite was 40.7%. This translates into
7.9-million peaple. To balve broad enemployment from 40.7% to 20.3%, the number
of unemployed would need to fall from 7.9-million to about 4.7-million people.

There are a nutnbet of reasans (o include a consideration of discouragement:

The broad uncmployment ate was relatvely stable berween 2001 and 2005, The
central  shifts  have  been  between  the state of  C‘actively looking”  versus
‘discouragement’, as scen In Uigure 1. So, for example, in 2003, the strdet
unemployment rate fell, but the rate of discouragement tose. These distinetions are
important in a context of very high sttuctural unemployment - where
discouragement may scem to be a ‘tatdonal” decision, given the cost of searching for
work.

One-third to one-hall of the ‘stricdy’ unemployed huve been out of work for more
than 3 years. Although some argue that many of these people may well be working in
smull piece jobs or in the informal sector, the employment statistics captured by the
Labour Force Survey (1.BS) cover any and il economic activity, including unpaid
labour, and so should be capturing this possibility as well.

According to the September 2005 LES, 56% of discouraged unemployed said there
were “no jobs available in the area”, Ten per cent said they lost hope of finding work,
A farther 15% did not have transport money to look for work.

Discoutagement patticularly affects youth and Africans, About threc-quartets of
unemploved people are below the age of 35 this is found throughout the 11-year
petiod berween 1995 and 2005 The difficulty of finding a job scems w be the
paratnount explanation: 77% of those aged 15 - 30 who ave still looking for work have
never bad a job. More than half of the stdetly unemployed (56%) have been looking
for 1 to 3 years or more. About one-third of those who did work before were sdll
Jooking for work after 3 years (Sepr 2005 LES). ‘This shows a high degrec of tenacity,
and in this context it is not surptising that even young people would drop out and
stop looking for work.
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Figure 1 - Comparing strict and broad unemployment
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3 Is the unemployment rate a meaningful measure
of cconomic participation and welfare?

The unemployment rale is an extremely important indicator of econotnic and social
health. Yet the measurement instraments in South Afdea are still being shaped, in a
context of labour matket flux. Of course, we should attempt to track the
uncmployment mte and seek (o find ways to lower it But it is not clear that the
unemployment tate is currently a meaningful measure of economic participation.

Lable 1 presems the growth in unemployment over the period 1995 to 2005, The
unemployment rate rose rapidly over the 1990s, from 15.7% in 1995 to 30.2% in 2002,

1t appears that the unemployment rate then fell in 2003 and 2004 and rose apain in
2005 to 26.5%.

There are many uncertaintics in the uncmployment figures: the rmapid growth in the
1990s may be overstated as the household surveys became better at identifying who
was unemployed, and the fall may also be overstated due to variations in the dara.
These are explained in Box 1 below

Table 1 =Unemployment trends (%)

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Strict. 157 196 207 244 236 257 205 302 274 256 265
definition
Broad 205 362 374 400 397 354 414 423 413 407 392
definition

Sonrcer OHS 1994 - 1999, September Iabonr Force Surveys (T.1°Y) 2000 - 2005
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BOX 1: Ts the unemployment cate falling?

After 2 long upward climb, the unemployinent rute fell dramadeally from 30.2% in
2002 to 27.4% in 2003 and 25.6% in 2004, It then rose again to 26.5% in 2005. To
what extent was this dramatic reversal real or, alternatively, simply an artifact of the
statistics?

Some factors that need 1o be considered include:

= The {strict) labour torce grew dramatically between 1996 and 1999, as measured
by the OHS, expanding by approximately 2.5-million people or an average of
additon of 833,000 per annum. Tt is possible that this growth was oversiated:
Statdstics SA improved its caprare of the unemployed over this pedeod, so some of
the expansion may sitnply be due to changes in the survey and its implementation,
The way questions were posed changed, where the surveys delved desper into
cconomic activity. It is possible that many people, such as housewives or
subsistence farmers, aw one point viewed themselves as not cconomically active,
but with more probing were later cateporised as unemployed or employed (see
Altman and Woolard, 2006).

«  Labour force growth was much slower between 2001 and 2005, as measured by
the L.FS, growing by about 0.94-milllen, or about 235,000 per annum. It is not
clear o what extent chis slowing was due to the introduction of 4 new instrument,
and/or to what extent the growth in the 1990s was due to improved counting,

»  The number of unemploved messuted in the official definition (“strictly
unernployed™) shrank by 443,000 between 2002 and 2005, but the number of
discouraged unemployed expanded by about 2-million between 2000 and 2005,
Berween 2001 and 2005, the number of strictly unemployed shrank by 4.9% and
the number of discouraged unemploved expanded by 9.4%.

= In contrast, between 1996 and 1999, the number of stricdy unemployed expanded
by 47% and the number of discouraged unemployed expanded by 26.2%.

«  Overall, the total number of enemployed did not change between 2001 and 2005.
However, the number of unemployed flucteated in intervening years, possibly
contributing to the jumps in the unemployment rate. For example, the number of
unemployed grew hy 1.2-million in 2001, then by 357,000 in 2002, and fell by
about 285,000 in 2003.

There is an alternative way of tracking unemployment that might give a more reltable
indication of cconomic participation. This measures the propottion of the working
age population (between the ages of 15 - 64) that are #at working, as scen in Figure 3,
Thete is a clear benefit to using this measure of non-participaton: the unemployment
rate has the problem that it can change simply because maore or fower people say they
are looking for work, This can reflect on discouragement or hope, but does not
necessarily communicate the impuct of unemployment on welfure, Therefore the
unemployment rate measures both inactivity, ples behavioural changes. The problem is
eliminated if we simply measarc the number of people who are wotking, or not
working, as a percentage uf those potentizlly working, Tr this case, we are not worried

5
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about the number of people in the labour force, anly about the number of people
whao are working ot not,

Figure 2 - Unemployment by race
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A different trend is found from that seen in Figure 2 - for most mce groups, the
proportion in the working age population that was not working did fluctuate, but was
gssentially stable ar abour 35%. "Lhis is pardculardy surprising for Africans. More than
the unemployment figure, this gives 4 sense of the extent to which the employed
suppurt the rest of the populadon,

A second alternative measute shows the ratio of the population that is not working to
those that are working. This measure of dependency fell {rom 3.1 in 1995 to 2.8 in
2005. This treans there were 2.8 people to every one working person in the
population in 2005, This analysis would need o be done for the distdibution of
carners across houscholds, since the average will be very misleading.

Three conclusions can be drawn from this, The first conclusion is that undl the labour
statistics stabilise, the unemployment rate may be misleading in lluminating welfare
impaets. The second conclusion is that while the unemployment rate may have been
tsing over this period, the mto of working to nen-working peaple remained about
the same. Therefore, over sustained growth over a 10-year perdod secems to have had
limited impact on cmployment and unemployment, relative to population geowth, The
third conclusion is that we may need additfonal measures to identity success in
ultimately reducing unemployment.

4 The employment creation target

Identifying an cmployment creation target may be a more realistic approach to goal
sctting, piven the difficultics in measuring the unemployment rate.

To identify the employment creation target, we do, howevet, use the unetmployment
targes as a base:

= If the Iabour market grows as it is cuttentdy doing, about 4.9-milllon net new jobs
would be needed between 2004 and 2014 (abour 490,000 jobs annually) to halve
the strict unemployment rate.

= Alternatively, if the objective was to halve the broad wnemployment rate from

40.7% o 20.3%, 6.79-million net new jobs would be needed, ot about 680,000
annually.

These employment targets could be modified each year, based on new labour market
data, and/or maintained as is,

How do these wrgets compate o South Aftica’s recent experience of employment
growth? What if employment continues o geow in approximately the same way?

The employment figures have been ditficult to pin down but, more or less, formal
employment grew by about 2% annually and the informal sector by about 2.5%pa
between 2000 and 2005, This tatter figure is a Lttde contentous since the informul
sector stagnated from 2000 o 2003 and then made a terrific leap in 2005, But let us
accept these rates for the purpose of this discussion, This would generate about
220,000 new jobs in the formal sectot and an average of about 74,000 new jobs in the
informal sector each year. This is 70% of the job creation needed o halve
unemployment, I the current path continues as it has since 2000, unemployment
could potenially fall 1o about 21%. There is a shortfall of 1.5-millen jubs,

The official definition of a joh is not very onerons. The 1.1°5 defines as ‘employed” all
persans between the ages of 15 and 65 who were empged in any kind of economic
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activity for at least onec hour In the previous week, This includes unpaid family
workers and subsisience (armers.

The quality of this employment will he an important question, particulatly since the
aim is 1o reduce nnemployment and poverty, Curtetitly about 45% of ail workers are in
precarious jobs: ubout 18% of werkers arce found in the informal sector and
subsistence agriculiure and another 9% are in domeste wotk, About 15% of all
workers are found in non-permanent formal sector work. The remaining 55% of ull
workers aze in peemanent formal sector work.

Wage remuneration is low relative to the cost of living, The T.ES shows that 65% of all
workers earned less than R2,500 per month in 2004, and 39% carned less than R1,000
per maonth. Low carncrs In the formal sector are not just clementary workers: about
two-thirds of eraft workers anel plant and machinery operators earned R2,500 per
tonth or less. There is no official poverty ling, but some say it can be ser at between
R2,000 and R4,000 per person per annum. A wage of R1,000 per month is therefore
definitely below the poverty line, If a worker supports four family members, R2,500
would put them over a poverty line. However, if that person worked for six months in
the year and was the main earner for a family of six, they would fall below the poverty
line (Altman 2004, 2006; Valodiz ct al, 2006)

Should the formulation of an employment target give some thought to job quality and
remuneration? Will there be a trade-off berween cmployment and wages in South
Africa’s effort to expand employment dramatically? If so, what sort of trade-off would
seem acceptable? Should incomes targets also be set that are met through a
combination of employment and social protection measures?

5 Summary

This paper therefore oudines broad bands for employment creation  and
unemployment redaction that will form the hackdrop to scenato-building. At best, it
offers basic parameters that enable us to hold up any ene policy or phenomenon to
see how significantly it might contribute to changing employment and unemployment
conditions.

The paper suggests the following targets for reducing unemployrnent.

«  Tf unemployment is halved berween 2004 and 2014, the unemployment rate would
need o fall from about 26% to 13%.

= If the labout force grows by 2% pa ot about 330,000 pa, the number of strictly
unemployed would need 10 fall from 4.0 million to 25 milion people.  The
assumption is that the working age population (WAP) (between 15 — 65) will grow
by 1.5% per annum, and that 56% of the WAP would participate in the labour
macket, as in 2004, Althouph HIV/AIDS may have a dampening effect on labour
market pardcipation, nther factors such as urbanisation ot regional in-migration
would expand it

+  If the broad unemployment rate is to he halved from 40.7% to 20.3% between
2004 and 2014, and the lubour force grows by 2.0% pa, then the numbet of
unemployed would need to fall from abow 7.97 million to 4.7 million people.

= Although universally accepted, the unemployment rate is perhaps not the best
measure of how non-participation affects welfare, This is becausc it reflects hath

8
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ratcs of non- participation, plus behavioural characteristics — such as whether an
aclult is or isn't looking for work at that dme.  There ate two alteenative mensures
that may offer a better reflection of economic non-participation.

& The fisst measure is che rato of those that ate “not working” 1o the
wotking age popalation, By this measure, about 35% of the working
age population is not working, Unlike the unemployment rate, this
ratin hus been relatively stable in the 19905 and 2000s,

@ The sccond measure s the rato of the populaton o those that are
not working, This is 4 kind of dependency ratio, which shows that
about 2.8 people depend on ene working person, This ratio has fallen
slightly, but has not really changed much since the mid-1990s. For
this measure to he meaningful, we would need to look at household
clistribution, since an average dependency tatio won’e tell us much in
a highly unequal socicty. .

The following employiment targets are suggested

+  To halve the strict unemployment rate, about 4.9- million net new jols would
have Lo be created. This 15 about 490,000 net new jobs per annum.

= To halve broad unemployment, 6.79 million net new jobs would be needed, or
about 679,000 new jobs pa.

= ‘lhe quality of wark may be another target that needs consideration. The official
definition of ‘employment’ is not very oncrous, and so the official employment
measure groups high flying finunce executives with someonc ckeing out a marginal
pact-time existence in the informal sector. Often job quality is measured by the
extent on part-ime, casual or full-dme work, A surprisingly larre propotton of
waorkers in SA arc cmployed full dme, So, another simple measute may be the
proportion of workers in any wape band. For example, one might measure to
whal extent job creation contributes (o reducing the propordon of workers
carning less than R 2,500 per month.
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