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Glossary of ferms
Weorking Age Population — all persons aged between 15 and 64

Ecenomically Aetive Population — all persons aged between 15 and 64 who are
working or unemployed

Employed — ail persons who engaged in any kind of economic activity for at Jeast one
hour in the previous week. This includes unpaid family workers and subsistence
farmers.

Strict (official} definition of unemployment — & person is regarded as strictly
unremployed if he/she did not work in the previous week, wanis to work, is available
0 begin work within a week and has taken active steps to look for employment or
self-employment inn the previous 4 weeks.

Expanded/broad definition of employment - a person is regarded as broadly
unemployed if he/she did not work in the previous week , wants to work and is
available to begin work within a week.
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Executive Summary

Purpose of this Paper

In 2062 the HSRC formed a working group to look at employment and unemployment
statistics in South Africa. The group is made up of 2 number of researchers and stakeholders
who share the comumon goal of wanting to understand the dynamics of labour force
participation, employment and unemployment in South Africa. During the past 18 months a
substantial body of work has been commssioned, discussed and digested by the group. This
docurnent summarizes the key findings and raises topics that need fusther investigation'.

The working group was formed to get a better understanding of employment and
unemployrent trends @ South Aftica. There is considerable confusion on the issue with
many different trends and figures being put oul for public consumption, but with litde
undersianding of what they communicate. The complexity stems from two main issues. First,
that SA appears to bave undergone substantial restructuring over the past 10 years. Second,
the national statistical agency has also undergone change, with & new orientation toward
poverty and houschold income measures {hat has absorbed considerable resources. New
measurcment nsiruments were introduced and improved over the 1990s. This results in much
wore inclusive measurement, but less reliability in wend anatysis while the tools were being
modified. Third, we find that there is some confision in the way that employment and
unemployment trends are reported, and wanted to make a contribution to developing &
meeningful sel of indicators.

The purpose of this document is to reduce as much as possible the confusion surrounding
employment and unempioyment statistics. There is much debate about the merits of the
statistics, and oflen incorrect popular assumptions about trends — this detracts from the
substantial debaies needed about underlying rends and appropriate policy solutions.

s  Bxplaining why there are variations between the different surveys and censuses, 10
ideniify the most appropriaie measures.

s Offer s consistent a time serics as possible, by locating areas where measures are
inconsistent

e Address common mistakes in reading the data, and de~mystify reporting variations
s  Distinguish between trends that are relisble and those thai are not.

e Repori on cmployment and unemployment trends, based on this previous
groundwork.

o Identify meaningful indicators for tracking employreent and unemployment

' ‘This paper is (he culmination of many discussions and workshops held with the Employment
Statistics Working Group, convened by the HSRC i 2002 and 2603, The working group bas included
pasticipants from National Treasury, Siatistics SA and the Swtistics Courwil, SA Reserve Bauk,
Deparument of Labour, the dii, and COSATU. The final preparation, and particularly adjustments to
the cioployment dsta, benefited subsiantially from the support of 3 smaller techuical group including
Meva Makgetla, Charles Meth, Peier Buwembo and Haroon Biorat.
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Data issues

Employment data comes from a range of sources that do not necessarily paint 2 consistent
picture of changes in employment and unemployment. We argue that the houschold surveys
— a3 opposed fo the population censoses or firm-level surveys — remain the best instrument for
mcasuring key employment wends. Over time, Stats SA have improved and refined the way
in which they classify the economic staus of respondents in the household surveys.
Wherever feasibie, we attempt to align the definitions over time to make the employment and
unemployment data as comparable as possible’,

Formal Employment Trends, according o the LFS & SEE .

No. of empioyed (00is}
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Labour Force Participation

The labour force (consisting of the employed and the upemployed) has been growing more
rapidly than the working age population in the post-gpartheid period. While the population
aged 15-64 increased by 3.7 million between 1995 and 2002, labour supply increased by 4.3
million people over the same period. We argue that this is 2 consequence of two effects that
we cannot diseniangle — & change in what is being measured (as a result of methodological
changes in the survey instrument) and a “real” underlying trend brought about by sociological
and economic changes, especially among women.

After rising rapidly in the 1990s, the labour force participation rate appears to have stabilised
over the last 3 years at about 56%. This is not i say, however, that labour force participation
would not rise again if employment prospects improved further or average levels of cducation
rise.

We explain our appreach fo improving consisiency in the data in Appendix A of the report.
Unforiunately, the household surveys do not enable sn undersianding of how e yinent is linked to

other economic varisbles, For example, the economic surveys of {inns ave the only way to capture
information on productivity.
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Much has been made of the fact that the Labour Force Survey includes in the definition of
work “marginal activities” such as one hour i the last week tending animals, growing crops,
repairing the farm or catching fish for sale or own consumption. n fact, very few people in
the LFS are in fact engaged (exclusively) in these “marginal” activities, with the exception of
sraall-scale farming. For exawmple, oply 9000 people are in the “catching fish or wild
animals” category in the September 2002 Labour Force Survey. It is also interesting to note
that the “one hour per week” minimum is not really an issue. In total, only 117 000 people
are working less than 10 hours & week in these “marginal” activities.

Finally, we recommend a set of indicators in tracking employment and unemployment, based
on their reliability sad significance. The Labour Foree Survey is enrrendy the best sousce of
employment and unemployment data, but has the limitation that they canuot be directly
compared to output figures so that we can not derive gcomomic indicators such as
productivity. However, in the absence of comprehensive firm surveys, fhey are the best
indicators of employment, Indicators could include:

e Unemployment
» Compare number of strictly unemployed to broadly unemployed

o Nom-working as % of working age population. The concern in using this
mcasure is that it could easily be confused with the unemployment rate,
although it is a very differeni measure. It is mevertheless useful as it
offers a better indicator of nov-participation.

s Develop measures of vulnersbility to determine how excluded or
included unemployed are (eg. never worked or worked before? Level of
education by age, ctc)

s  Employment
s Total employment, minus subsisistence agriculture
e Private formal non agricultural employment
e Moa-formal economy, including informal sector and private houscholds
o  Separate reporting of subsistence agriculnure
o Farnings in formal and informal economy

o  Working (excl subsistence agriculture) as % of working age population
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Employment & Unemployment Trends
in South Africa, 1995-2002

1. Background

in 2002 the HSRC formed a working group to look at employment and unemployment
statistics in South Africa. The group is made up of 2 number of researchers and stakeholders
who share the common goal of wanting to understand the dynamics of labour force
participation, employment and unemployment in South Africa. During the past 18 months a
substantial body of work has been commissioned, diseussed and digested by the group. This
document summarizes the key findings and raises topics that need further investigation®.

The working group was formed to get a betier understanding of employment and
unemployment trends in South Aftica. There is considerable confusion on the issue with
mapy different trends and figures being put out for public consumption, but with litile
understanding of what they communicate. The complexity stems from two mais issues, First,
that SA. appears to have undergone substantial restructuring over the past 10 years. Sccond,
the national statistical agency has also undergone change, with a new orientation toward
poverty aud household income measures that has absorbed considerable resources. Mew
measurement mstrumenis were introduced and improved over the 1990s. This resulis in much
1ore inclusive measurement, but less reliability in trend analysis while the tools were being
modified. Third, we find that there is some confusion in the way that employment and
unemployment frends are reporied, and wanted to make a coniribution to developing a
meaningful set of indicators.

The purpose of this document is to reduce as much as possible the confusion surrounding
employment and unemployment statistics. There is much debaie about the merits of the
statistics, and often incorrect popular assumptions about trends — this detracts from the
substantial dobates needed about underlying trends and appropriate policy solutions.

e Explaining why there are variations between the different surveys and censuses, o
identify the most appropriate measures.

s Offer as consistent a time series ss possible, by locating arcas where measures aic
inconsistent

o  Address common mistakes in reading the data, and de-mystify reporting variations
«  Distinguish between trends that are reliable and those thet are not.

s Report on employment and wnemployment mrends, based on this previous
groundwork.

o Identify meaningful indicators for tracking employment and unemployment

3 This paper is the culmination of mamy discussions und workshops held with the Employinent
Statistics Working Group, convened by the HSRC in 2002 and 2003, The working group has included
participants from Mational Tresswry, Statistics SA and ihe Statistics Council, SA Reserve Bank,
Department of Labour, the dti, and COSATU. The final preparation, and particulatly adjusiments to
the employment data, benefited substantiaily from the support of a smaller technical group including
Neva Makgetla, Charles Meth, Peter Buwembo and Haroon Bhorat.
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measuring noa-formal econosmic activity, and respondents had litile experience in describing
their eircumstances.

Figure | shows thai there are indeed substantial differences in labour market status
depending on whether one makes use of the September 2001 Labour Force Survey or the
2001 Population Census conducted a month later. It is clear that the self-description in the
Census leads to far fower people being classified as employed (and for more a8 unemployed)
that the LFS. For cxample, the census and LFS finds unemployment rate of 41.6% and 258.3%
respeciively, almost wholly due 1o the variations anongst African respondents. It must be
emphasized that Stats SA make it very clear that the LFS is the official source of labour
market information.

Figure 1 Distribution of the worklng ags population by labour market status
and race, LFS September 2001 and Census 2001
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Household surveys

s a result of the unemployment debate of the mid-1970s, the Department of Statistics {which
tater became the Central Statistical Serviee and then Statistics SA) introduced the monthly
Current Population Survey. For various reasons, sot feast the flaws in the sample design of
the survey, this survey fell into dissepute and was abandoned in the late 1980s, After a gap of
several years, the anncal Oetober Household Survey (OHS) came into existence in 1993, The
OUS had a detailed labour market wodule that covered a wide range of issues relating fo
formal and informal employment and unemployment. However, in order o fulfill the
siringent reporiing requirements of the IMF, in February 2000 Stais SA introduced a twice-
yearly Labour Force Survey (LFS).

The household surveys have a sample size of 30 000 households. Every individual over the
age of 10 in the househeld is questioned about his/her employment status, The samples for
the household surveys are drawn 5o 25 10 DC representative of the provinces or the four
popuilation groups.
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Some of debate on employment figures refates o wide vatiations or seemingly sudder
increases or decreases in labour force participation of ceonomic activity. Sivee 1999 the
househiold surveys have tghiened up mett odologically in ierms of taking a far broader view
of what constitates “employment” and the questionnaires have probed far more decply for
information on ecomoric activity. As a vesuly the dramatic incrcases iz measured
employment between 1998 and 1999 and again berween 1999 and 2000 are at Jeast in part the
result of methodological changes. The cartier OHSs relied on seit-described labour market
status. For example, if a person described herself as a homemaker, she would be classified as
“qot economically active”. In the LFS, a long list of questions is asked to determine whether
an individual is engaged i any form of gainful economic activity in the 7 days prior to the
interview. To continue our example, if this some individual who regards herself as 2
homemaker had spent an hour tending 1o her vegetable pateh in the previous week she would
be classified in the LFS as “employed”.

a
3
1

This increase in measured employment aise has an effect on the labour foree participation rate
since some people whe would have described themselves as economically inactive in the
OHS would be classified as working {and thus econoimically active) in the LFS. It cannot be
sufficiently overemphasized that the OHS total cmployment figures should notbe compared
directly with the LFS figures.

1t has to be bome in mind that the household surveys are sample swveys and thus the any
estimates obtained from these surveys will have a margin of error. The Labour Force Surveys
take a sample of 3 000 arcas (representative at the provincial level) and then interview 10
systemnatically sampied bouseholds in each area. The sampling ersors are quite small because
of the large number of clusters (areas) that are selected. Nevertheless, the sampling errors
cannot be ignored. For example, we can say with 3 95% level of confidence that the true
sumber of workers could be 2,2% (or about 250 000 people) less or more than the point
estimate in any given year. Similarly, we can say witha 95% level of confidence that the frue
number of uscmployed could be 4,1% (or about 250 000 people) less or more than the point
estimate in any given year. Once one goes beyond the aggregaie levet and ties o discern
trends in components of employment, the sampling crrors become much wore significant.

Firm surveys

Considerable confusion arises when smployment sources are directly compared, and found to
be in widely divergent. These swveys measure different things and ave usefal for different
purposes — but are not interchangeable as sources of information on employment. One of the
oSt connen efrors hias been to report on total employment using the firm-based surveys.
Prior to 1998, Stats SA conducted 17 monthly or quarterly busisess surveys. i an effort to
improve coverage and refiability and to reduce the respondent burden, m 1997 Siats SA
congolidated and streamlined its firm surveys by replacing the vasious business surveys with:
1. The Survey of Total Employment and Eamings {STEE} which was later renamed the
Survey of Employment and Earnings (SEE); and
2. The Survey of Average Monthly Earnings (AME).”
The Survey of Employment and Eamings (SEE) is a quarterty survey covering a sample of
}0 183 private and public enterprises in the formal non-agricultural business seetor {with a
VAT turmover excesding BR300 600 per apnumi)

4 Burvey of Occupations by Race and Gender was also planned dui never got beyond the piloting
stage.
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Frosa 2002, the coverage of sectors in the SEE improved considerably, so that the variation
beiween the surveys is not as great. Figure 4 shows a comparison of non-agricultural private
scctor employment in the March 2003 SEE versus the March 2603 Labour Force Survey. The
LFS figures are generally higher than those of the SER — which is to be expected given that
only cmployment in VAT-registered finmns 8 picked up in the SEE. Surprisingly, business
SEIVICes Come out mm@imcmsmwa higher in the SEE which suggests that the LFS and SEE
coding methods are not entirely comparable.

Figure 4: Sacioral employment, SEE and LFS (March 2003)
2800
2000
1500

000

No. employed {'000s)

6 That is to suy that the exient of the difference ia the size of business services is statistically
significant, the 95% confidence intervals for the LFS and OHS estimates do ot overlap.
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3. Labour Supply

Some believe that growing unemployment in SA is substantiaily ca sed by the rapidly
expanded labour force. Figure 5 shows that the labour force did grow faster than the working
age populetion as whole. The working age population grew by about 2.3% per annwn
between 1965 — 2002, while the strict Jabour force grew by an aversge 5.3%, and the broad
tabour force grew even faster — at 5.6% average per annum.  So, the absolute number of
people between fhe ages of 15 and 64 years (the “working age population) increa od by 3,7
million between 1995 and 2002, Over the same period, the size of the cconomically active
population ostensibly grew by 5,4 million. Labour force participation rates (the proportion of
the working age population that perticipates in the labour foree) secmingly increased from
46% 1o 55% between 1996 and 2000 — ihen stangely stabilized thereafter’. It js difficult 1o
say whether labour force participation rates might rise again — they were cortaindy very low. A
participation rate of 59% is not too far oif an hnternational norm {see United Nations 2004).

Figure 5: Labour Force and Employment
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Understanding the underlying seasons for growing labour force participaiion is important, ay
it can influence future success at bringing down unemployment rates. Unfortunately, there is
very little understanding of what drives participation — whether push or p factors. There
may be a number of explanations fur the recorded change in labour force participation.

Most of the recorded increass in labour force participation rates over the period has translated
into an increase in unemployment. Between 1993 and 2002, the number of people broadly
unemployed increased by 4.1 million, representing more than thrce-Guarters of the incresse in

7 The year-on-year figures can causc considerable problems in efforts to closely wack employment
trends. In partioular, the strict labour force is reperted to have increased by about 2 million between
1999 and 2000, and then dropped by about 460,000 between 2000 and 2001, Meither of these scenarios
is plausible, and vet these are the denominator used fn caloulating wnemployment rates. The break
besween 1999 and 2000 might be explained by the use of the OHS and LFS for respective yeass. We do
not understand the drop in the subsequent year.
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4,  Unemployment

There is some controversy in South Africa over whether it is more appropriate to use the sirict
or broad definition of unemployment’. The “strict” definition requires that an unemployed
person be actively engaged in job search, while the broad definition requives only that a
person desires to work and is available to begin work within 2 short space of time. Table |
presents anemployment trends between 1995 and 2003, While the sirief definition ig the one
used officiaily, the broad rate has important racial biases since the vast majority of
disvouraged workers are Aftican.  Bither way, it s immedisiely apparent that the
unemployment problem is one of epic proportions, regardless of how one chooses to define it

Table 1: Unemployment trends
1995 1996 1997 1998 1999 2000 2001 2002

STRICT DEFINITION
Y% unemployment 15.9% 19.7% 20.7% 24.4%23.6% 26.1% 29.8% 30.5%
Number of unemployed 1.8m 22m 24m  3.0m 32m  4im  4.6m 4.8m

BROAD DEFINITION
% uncmployment 29.4% 36.3% 37.8% 40.2%39.8% 355% 41.7% 42.5%

MNumber of unemployed  4.0m  S.dm  55m 63m 63m  &5m  77m 8.im
Source: OFIS 1995-99, LES Sept 2000, 2001, 2002.

We have not addressed possible concerns in the labour participation data, und yet they do
have an impertant impsct on unemployment vates and our sbility to understand underlying
trends. Below we offer two possible ways of fracing unemployment. Figure 7 shows
unciployment rates by race. We see rising strict and broad unemployment over the entire
period, for all mus groups. Because we have difficulty knowing the real versus measured
growth in the labour force, we wanted to offer an alternative way of tracking unemployment
that does not rely on labsur force participation as a mediating factor.

Figure 8 shows the proportion of the working age population (15 ~ 64} that is not working’.
We see a different trend — for most race groups, the proportion in the working age population
that were not working did fluciuate, but was essentially stable. This is particularly surprising
for Africans. More than the unemploymens figure, the relation to the werking age popuistion
gives 2 scose of the extent to which the employed support the rest of the population. Tabie
xxx below pushes this further by caleulating two dependency ratios. The first shows the ratic
of non-economnically active population (non-EAP) to the economically active population
(BAP). We see that in 1996, there were 2.6 non-EAPs in the population for every person ihat
was active, using the strict definition. This measurc of dependency fell to 2.3 by 2002 The
second measure shows the ratic of non-EAPs to those who are werking. This measure of
dependency falis from 3.26 1o 3.07 over the same poriod using the sirict definition (ic. There
were 3.07 non-economically active people who relied on working people in 20023

% For a discugsion of our derivation of unemployroent, please see Appendix A.
? Normally, one measures the % of the working age population that is working. This way give us &
better sense of economic participation.

10 see Altman 2004 for further discussion.
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Figure 7: Unemployment, by race {strict definition)}
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Figure 8: Not working as a % of the working age population, by race
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Figurs 11 Unemploymant rates by age and educational attalnment
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Figure 12: Working, Unempioyed and inactive, by age
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5. Employment

There is sorme debate about the interpretation of the employment wends in South Africa from
the 1990s". Some of this debate arises from the way data is presented — so one aim of this
paper 15 fo suggest appropriate measures to irack underlying employment ends. Thers are
two central issues:

e It is important to track employment on a year-on-year basis (rather than &-
monthiy), with a minimum number of years being used to asceriain whether or not
thers s an ideniifiable trend, This is particnlurty mnportant during a period of
structural change, snd particularly in the comtext where daia is sourced from a
range of surveys that are all in the process of being developed. Essentially, we
want to understand the employiment generating wajeciory of the econemy, and this
requires a periedisation of trends.

e Different types of employment play different roles in the cconomy — the preceding
discussion on the meaning and definition of employmest bears this out. Generally,
formal! non-agricultusal private sector employment s a geod indicator of the
underlying ability of the economy to create meaningful employment. The public
sector grows as a function of budgetary decisions, and can be directly influenced
through policy decisions i a way that is not the case for the market. Commereial
agriculture is seasonal and can depend on commodity prices — while it can indicate
the fate of 1ural workers, does niot offer a marker of real cinployment trajectories.
if the formal secior grows, one might expect the non-formal scotor o grow
alongside it in some, as yet not well understood, fashion. Formal sector workers
eam money that they can subsequently spend on a varietly of scrvices near to home,
can re-invest in family businesses, and so on. However, should the informal secior
grow in a contexi of stagnunt formal sector, this might indicate survivalist
activities and not a dynarmic virtuous circle.

Figure 13 and Tsble 2 set out the employment trends from 1995 to 2602" based on the
houschold surveys. These show the importance of periodising employment trends.

Table 2: Summary of net employment ereation in SA Economy {1800s)

ﬁﬁ%v&f& Hinactive Cilnem

w. never ﬁnxwﬁ.‘ﬂ‘mii )

Sonrce: LFS 7 (March 2003), Statistics South Africa

25

between between Detween Detween

1995 - 2062 1997 - 2002 1998 - 1999 1999 - 2662

Jobs created o total per total per tatal per iotal pex

an ABDBY
Formal sector 173 25) 1024 217 -285 -7 458

Mon-formal sector 1109 53] 717 143 1038 260 71 _
Won-formal, excluding 548 93 416 83 760 196 -112

i agrie

‘Total 1282 183} 1801 3604 188 528
Total, excl subs agrie 821 1471 1 500 300) 119 346
Labour force growth 4395 614) 4253 851 23143 s3sl 2152

Source: calculnted from electronic duta set made available by StatsSA for OHS snd Sept LFS,

2 . : s . . .
"2 For a discussion of how we defined employment and allocated workers to different sector
Appendix A.

13

The houszhold dats is supplemseniad by the SARB data for p sector employment since the
OHSs could not be disaggregated into public and private sector employment.
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cmployment growth slowed between 1999 — 2002, rising by only 1% and creating
an average of only 115,000 net new jobs per annum.

o Formal crployment bottomed in 1997, and grew by an average snpual rate of
about 3% between 1997 — 2002, This transiates into just over 1 million net new
furmal sector jobs or about 207,800 jobs per annum. About 90% of thess jobe were
created in private non-agricultural employment — growing by an average 4% per
aonn, Over the broad period, about 156,000 to 200,600 jobs were lost in the
public seclor.

o Non-formal smployraent — namely in subsistence agrivulturs, domestic labour, and
informal sectors — is extremely difficult to assess. These sectors ave firstly affected
by measurement problems in 2080 — where subsistence agriculture and dowmestic
worker employment spikes in a way that does not scem plausible. The most Hkely
srend would see non-formal employment growing by about 1 million between 1996
~ 1999, snd stabilising thereaficr, Within this pictwre, domestic employment is
tairly stable, the informal sector grows until 2000 and declines thereafier, and
subsistence agriculture appears 1o have been overstated in 2000.

Formal Employment

Formal employment {rends are best distinguished as private nog-agricalural formal sector,
comsmercial agricultare and the public sector. Each of these broad sectors has very different
dynamics. Moreover, the sbility o measure them varies quite considerably.

Employment in commercial agriculiure is exveedingly difficult to measure. The clustered
nisture of comny { farming implies thet the standard exrors on these employment cstimates
would be quite lirge even if there was uot 8 problem of low response raies among farm
workess. 1t is exivemely difficuit for Stats SA enumerators {0 gain secess o the commercial
farms where many fann workers reside.

Commercial agriculture accounfed for about 10% of formal employment and 8% of total
employment in 2002. After very large meusured declines in commercial agricultueal
employmend in the carly and mid-1990s, employment appears relatively stable, creating about
335,000 jobs or an average of about 76,000 jobs per year between 1997 and 2002.

Public sector smployment has been contracting slowly over the last decade, with & net loss of
about 130,000 to 190,000 jobs since 1995. The public secior accounts for about 20% to 24%
of total formal employment (or about 5% of yotal eruployment}.

The private non-sgriculiural sector is the most important contributor to formal employment.
§a 2002, it accounted for 70% of formal employment and 53% of total employment, it is a
good masker for underlying trends, as it is less affected by seasonal factors than agriculture,
and is not direotly determined by government budgets as with the public servies. Policy can
guide the market, but it can’t foree it to grow.

It is a good marker of the capability of the cconomy to create reasonzbly waged employment.
Even where wages arc low, equivalent workers — in similar sectors, with similar education,
carn substantiaily less in the informal than in the formal sector. Although not well understood,
it is ressonuble to assume that some portion of non-formal labour arises as a result of the
expansion of workers in the forraal sector — who in twrn by reore goods and services, employ
more domestic help, and effect wmore futra-household transfers to micro-enterprise lending, If
the informal sector grows alongside formal secior expansion, this iz some indication of a
virtuous circle. However, if the informal sector grows, but the formal sector is nof, there is an
indication of a vicious circle, of desperation and survival.
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1t is aleo fortunately the most reliable data. The standard error of the aggregate cmployment
estimate is of the order of 1% {(Stats 8A, 2003 and own calculations), so we can make
reference to the overall wend with a 95% degree of cortainty.

Adjustments to Formal Secter

The calculation of ali employment trends in this paper are sourced from electronic daia
sourced from Stais 54. The approach to setting up the data ix explained in Appendix A. In the
Jfirst instance, we ensuved that the definitions of employment were us consistent as possible.
These are the wends represenied wish solid lines in Figure 14. We then made a number of
adfustmenis fo the non-formai sector figures, where there were firther inconsisiencies. These
adjustments are explained in the nexi section. In some cases, these adjusiments resulted in the
shifting of recorded employment from the formal to the non-formal sector. The adjustments
made i the private agricultural formal secior are seen in Figure 14, The main effect is to
reduce formal private non-agriculiiral employment in 1995 and 1996.

Note alse that all workers in ‘private households’ have been included in the nun-formal
sector

Figure 14: Formal Employment by Broad Sector

&

No. of omployed {000s)

1985 1896 o7 1888 1958 208 2001 2002

e Private non-agrc employment _
ermifieee Pusbiic secior {from SARS - includes pasasiatals)

waififene Compnarciat agric _
- - 4 - -Privale formal non-agricultural employrment (adf. 85 & @m;

Source: caloulated from electronic data made available by StatsBA from OHSE (1995 - 199%) and LFS
(Sept 2000 — 2002). Public sector {igures include the parastainls and ave sousced from the BA Reserve
Bank.
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Hon-Formal Employment

Tracking eraployment ouiside of the formal econonty has been the biggest challenge. This is
partly due fo on-going changes made to the surveys ag Statistics SA builds its capability in
measuring the non-formal economy. However we have also fonad some discrepancies in the
data, and heve antompted 1o fmprove fhe alignment and consisteney in definitions of
exnployment snd seoior allocations. Figure 16 presents the effect of these adjustments — which
are explained in the box below.

We caiegorise smployment ouiside of the formal sector a8 “pon-formal” cmployment. This
includes: *the informal secter’, employmest in private houscholds, subsisience agriculture,
and other forms of unpaid work. it is usefud to separate these forms of employmment as they
have different underlying dynamics, and the 2abitity to measure them slso varies considerably.
Mon-forinal cmployment accouts For sbout V4 of total enxployment.

pon-format Employment by Sub-ssctor « originai vs adjustmaents

e driforvRE $ECIOT

e Private houseliolds

g

g

e SubsistonCS faITETE

g

- = & - -informal ssctor
{adjusiad In 1988 &
1568}

-+ e - -Linpaid Tamily WOrKE™S|
(estinated for Crigs)

No. of employed {000s)

:

Non-Format

g

oy = Non-Fomal -
adjusted

g

g T ot non-formal
sagior - adjusied, exct
subs zgric

e
1986 1986

fup7 18988 1998 2000 2001 2002

Souree: culculated frop electronic date mads available by StatsSA fon O (1995 - 1999) and LFS
(Sape 2000 — 20602).

Employment in the informal sector

The informal sector includes 2 wide variety of activities cuch as street vending, gardening,
bricklaying, painting, sewing, driving, caring, operating 2 shop oOr spaza, hairdressing,
welding, managing, and practising wraditional medicine (Skinner, Devey & Valodia, 2003). It
aceounts for about 13% of total employment and about 45% of non-formal employment.
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More than half of iuformal seclor employment g found in wholcsale and retall trade.
Manufacturing and constuction each account for about 12% of informal ssclor employment.
Stats 8A have improved their coverage of the informal scctor over dme. For example,
Simkins (2003) shows that the first full Labour Force Survey (LFS September 2000) uncovers
more women, more poorly educated and more peopls working shorter hours in the informal
secior than the iast October Household Survey (OHS 9% Consequently, it is tkely that some
of the change in the size of the informal sector is the result of betisy COVEREge, vather than
actual growth in the sector. We do not know {and are GOt sure it is possible to know) the
exient to which thie may bave influsnced the numbers, so we have focused on evident
discrepancies in the data itself.

Adjustments to Mon-formal Employment

< o

Do the non-formal employment srends veflect real dynarics! To what extent might de mb.cxs.;
found in the 1990s be linked to changes in the measurenent nsirumeni There hus been some |
debare in this regard, and it is likely that it will never be fully resolved. However, we did |
wmake an attempt io resolve discrepancies in definitions and coding to enuble a wo\:ml
alignment of data, as Jollows:

i

|

Since 1997, the OHS/LEFS questionnaires have asked individuals to classify the Sfirsns in which r

shey work as being in the informul or formal secior. We modify this u,..mwnmm%:i.cx slightly.

According to our defiaition, & person is regarded as working in the informal sector if all af
the jollowing criteria are meit:

i

o No UIF payments are being wmade on behalf of the worker {or the individual doesn’t |
know if payments are being made); w

o No medical aid payments are being wmade by the employer (or the individual doesn’t |
know if payments are being made); m

o The employer is not central, provincial or focal government or a parastaial;

o The business is not registered with the Registrar of Companies (or the individual
doesn 't know),; and

i

|

o The person regards histher employment as being in the informal sector (oF the F
individual doesn't know}.

Employed people working in the informal sector are mieasured from 1997 Jorward, but are |
ot included in 1995 and 1996. Essentially, the 1993 and 1996 October Household Surveys

allow for an :w@&:&%@.ﬁ& split among the self-employed, bui not for the employed.
Therefore, we believe that the informal secior is wndercounted in 1995 and 1996, We find that
in subsequent years, the average ratio of self-employed to employed in the informal sector is

approximately 1:1. We therefore adjusted the size of the informal sector accordingly in 1995 W
|

and 1996 (ie we doubled the number). These “additional” informal secior workers are then
subtracted from the formal sector employment total.

We believe that unpaid fomily workers were not included as working or as economically
active in the October Fousehold Surveys. Based on informetion from the Lubour Force
Surveys for unpaid workers in non-ggricultural aclivity, we estinste the size of this secior ana
add it to the OHSs 1o enable consistency. Note that these numbers are not large — generally
Just over 166,000,

households and placing them in a separale Caiegory. We have grouped domestic workers and
workers in formal & Informal privaie household jobs in one calegory called “private
| households” — this is described in the nexi section.

RAUR LR LA Al

M
We also adjust the informal sector figures by removing all individuals whe work for private ’
|

ed
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Despite some variation, it is safe to say that there are approximatsly one million workers in
private households. This accounts for more than 9% of fotal empioyment and about 40% of
non-format employment. 11 is a particularly importait source of employmeni for about % of
African women workers. The wages in this sector are very low. The median reported wage in
the September 2002 LFS wes R2.50 per hour while only 5% of workers in this sector earned
RY¥ or more per hour. Interestingly, most private household employees work full-time: fully
three-guirters of these workers are employed for at least 35 hours per week.

“Marginal” activities

The definition of ‘employed’ used by Statistics SA is sometimes critiqued for including
extremely marginal and unpaid activitics. Some questions simply require that the respondent
worked for one hour in the last week tending animals, growing crops, repairing the farm or
catching fish for salc or own consumpiion.

Two points weed fo be noted. Firstly, this definition of employment is iu keeping with
international practice (Aliber, 2003). Secondly, and more importantly, very fow people in the
LFS are in fact engaged (exclusively) in non-wage activities, with the exception of staall-
scule fanning. In total, only 117 000 people are working less than [0 hours a week in these
“wargined " acfivities.

Table 5: Number of people engaged in “margingl” activities (2062)

Wumber of peopls wito are Numbser of people
only eugaged in this activity | working less than 10
{or combination of these houwrs per week in this
aciivities) activity

Guestion 2.1 from LIE6

2.0 d)  Help vnpaid in & houschold 136G 060 16 000
business of any kind?

2.1¢) Doy work oo his/ker ows or the 347 060 03 GO0
household’s plot,  fann, food garden, cattle

putt or keaal, or help fn growing faom produse
of iv kouking after suimals for the household?

2.1 0 Do any consiuction of mgjor 19 000 9000
sepaic work on histher own home, plot,
ceitle post or business or those of the
household?

:

2.1 ¢} Cateh ony fsh, prawns, shells, wild 10 000
animaly or other food for sale or household
foud?

Source: Source: calculated from electronic daia made available by StasSA from LFS (Sept 2002).
Motes: This inchudes only people whe were “employed’, but not in waged employment — ie.
They camed in-kind. The left hand colutru: shows the questions in the Labour Force Burvey.
The middie coluun shows the number of people that responded affinmatively. The right hand
column gives us s subset of the middle column, showing us what rumeber worked less than 10
hours. Motz that 2.1.¢ is simply ‘subsisience agriculture’.
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8. Earnings and Employment by Skill fevel

Much has been made of the falf in demand for low and sewii slalled workers, und the
proportionate rise in demand for higher skill workers. Figure 17 presents trends i demand by
broad skill category in the formal economy — high skill (professicnals), semi skifled
(sechnicians), low skill (elementary occupations), and managers'®. We are not corain what
the wends might have been in 1995 and 1996 due io the large ond varying number of people
who were allocated to an “unspecified’ category. Given the loss in jobs in primary industries
over the early 1990s, it would not be surprising that low-and semi-skill workers were the main
tosers. The picture seems to change from 1997, The main growth in jobs is found in semi-skil
work, and then for skilled and elementary workers. The growth in demand for professionals
and managers is swprisingly flat.'”

it is common cause that low skill jobs are not expanding, parntly due o the change in industrial
struciure, and partly due to the refative rise in fow and semi skill wages. The first point is
addressed in a separate paper (see Altman 2004), but it is possible that some of the expansion
in Jow-skill work is caused by the expansion of service industries. On the second point, we
do ook at refative wages below.

It is widely believed that low skill wages have been rising, both absolutely and relative to
high skill wages. Historical analysis by Fallon and da Sitva (...} and Lewis {...) showed this,
focussing their analysis o the period from the 1980s to carly 19%0s. {discussion w be
compieted.. ..}

Figure 18 offers data on average hourly camings in the formal sector by broad skill level.
These figures are deflated fo 2000 prices. We find that most groups experienced very lttle
change in real eamings between 1995 - 2002, There are some exceptions — in particular
female managers becume better paid over this perivd. From an employment promotion
perspective, Figure 18 shows that low and medinm skill wages are cither stagnant or falling
over the period,

1 as “the ability to
els refersnced o levels of

far level of educs

reguire a secondary school education {see Table 6), therefore all clerks are
Iavel 2, regardless of whether they have a grade 1 or a post-graduate dugres.

It does not necessarily denote high skill personnel - ouly 35% of maenagers have 2 lertiary qualification
{LFS Sept 2002).

Tabic 62 Mapping of accupations ente skill tevel

Gecapation Skl feved Edsseation fevel

Munagers -
Profotsiont

Techuicians

s }

ce workers

Hed agricubtoral workers

Craft nnd related

Plaot operators

Elementary occupations
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e The official :meES‘EmE waies using the strict deilnition rose from 15.9% to
30.5% beiween 1995 and 2002, The number of strictly unemployed (or those that
are searching for work) has grown faster than the nuwmber of discouraged (those
that want o work, but have given up looking).

s Rising unemployment is not simply & fusction of 2 too rapid rise in the labour
force. It has continued to rise, even though the labour force participation rate
siabitised from 2000, This means that thers is also a demand side problem.

«  Although the absolute number of young people grew between 1995 and 2003, the
proportions that sre unemployed remains the same. Approximately 73% of the
unemployed are still under the age of 35.

e The aggregate data shews iising wemployment amongst those with more
cducation. This masks the age dimension — that younger people are befter educated
and that they stand in & long queue to find work. We find that education docs
contribute to employability quite substantially. In esch age cohori, people with
higher educational atiainment are much less likely to be unemployed. However,
age (aud length in the lsbour mmrke) has a more pronounced effect om
employability — people with the same educational altaipment are much more likely
io be employed as they get older (or more experienced).

e This figure is substantiafly influenced by large measured growth in the labour
forve. Because we arc not sure to what extent labour force growth resulted from
measurement chaosges, we climinated this effect by looking af the proportion of
those not working in the working age population. We found that this figure was
quite stable — about 60% of the working age population was not working in both
1995 and 2002, This must not be confused with usemployment — only some
proportion of the working age population participates in the fabour market. We
also looked at dependency ratios (the proportion of population dependent on those
who work) and found that they have declined.

o On average, sbout 117,000 jobs were created annually over the period of 1995 —
2007, as compared 1o an annusl expansion in the labour market by about 450,000
o 600,600,

s Between 1997 and 2002, the formal sector was the more important contributor to
employment. The majority of new formal jobs were created (in order of
fmportence) in finance, insurance and IT related industries, retul snd wholesale,
and in community and social services. There were further jobs created in mining

and manufacturing.

o The formal end non-formal sectors have contributed about equally to job creation
since 1996, albeit at different poinis.

#  The periods of employment growth can be categorised as follows:

e Falling ewployment to 1996, particularly with the loss of jobs
agriculture and mining.

»  Fairly consistent increases in non-agricultural private seclor employment
from 1997, cresting asbout 1.1 million jobs to 2000, and siowing
thercafter.

o Mon-formal employment, especially the informal sector, growing in the
second hall of the 1990s, growing by about 1 million between 1995 —
1999, This sector has not been growing since 2000
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e«  Demand for lower and middle skilled workers had grown more mkua@ than for
other groups between 1997 and 2002, This represents a reversal on wends found in
the early 1990s, when many tow and mid-skill jobs were lost in mining, agriculture
and, to & lesser extent, in some manufacturing indusiries.

e The average real wages of low and middlc level skilled workers did not rise
between 1995 — 2002, This contrasts with the trend found in the 1980z and early
1950s.

We suggest thet sei indicators be determined i bracing uvnemployment and employment
trends, to more clearly inform policy-makers and stakeholders. The indicators should be
chosen on the basis of the following eriteria:

e  Reliability

o Indicative of anderlying trends

e Significant contributors to employment

e  Eliminate scasonal fluctuations

e We recomnend that the methodology for setting up data, as used in this paper.
We recommend the following indicators be traced, using Scptember Labour Ferce Survey
figures. This has the limitation that they cannot be directly compared to ouiput figures so that
we can not derive economic indicators such as productivity. However, in the absence of
comprehensive {im surveys, they are the best indicators of employmesnt. Indicators could
include:

o Unemployment

e Compare oumber of strictly unemployed to broadly unemployed

e MNon-working as % of working age population. The concern in using this
measure is that it could easily be confused with the une: Eownwnﬁ rate,
although it is a very different measure. ¥t is nevertheless useful as it

offers a betier fndicator of non-participation.

o Dovelop measures of wvulnerability to determine how excluded or
included unemployed are (cg. never worked or worked before? Level of
education by age, etc)

o  Employment

@ Total employment, minus subsizsistence
e  Private formal non agricultural employment

e Mon-formal economy, including informal sector and privase households
e Separate reporting of subsistence agriculture

s  Barpings in formal and informal economy

o Working (excl subsistence agricalture) as % of wosrking age population
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immediately apparent why someone who did not work last week (but says he/she has a job)
because of transport problems should be unemployed.
The definition of informal used here is slightly different to the self-classification used by
Stats SA. We hnpose a definifion of “informal” (based on firm characteristics) rather than
velying on the information supplicd directly by the respondent. This is not necessarily a
superior method to that used by Stats SA, bui it does have the advantage that it can be used
consistently across the surveys. (The first October Houschold Surveys did mot ask
respondents whether they regarded their employment as formal or informal. According to our
definition, a person is regarded as working in the informal sector if off of the following
criteria ave mek
¢ The person does not regard his/her employment as being in the Tormal sector;
& Mo UIF paymeis are being made on behalf of the worker (or the individual doesn’t
know if payments are being mads);
o Mo medical aid paymonis are being made by the eraployer (or the individual doesn’t
fnowsy;
o The cmployer is not central, provincisl or local government or a parastatal; and
o The business is not registered with the Registrar of Companies {(or the individual

doesn’t know).

Al workers smployed by private househiolds were grouped togsther — L.e. no distinetion was
made beiween domestic workers aud other employees in private households. Al people
coded as being domestic workers ($131) or gardeners (6113) were classified as working for
private houscholds.

A worker was coded as subsistence farmer if he/she works on his/ber own fanu, has done any
construction work on their farm or attached property or caughi fish or aninals for food or
sale.

Unpaid family workers are people who describe themselves as suck.

Motes on sectoral codin

The 1995 OHS used a different industrial coding fo subscquent surveys. A new variable thus
had to be crested to easure consistency in analysis.  This variable was then recoded with 2
senge from | to 11, using the OHE95 meiadata major industry code list. Codes were set o be
in line with industry codes used in the OHS99, thereby cnabling ease of comparsbility with
the other dalasets.

All people who described themselves as working for private households and/or as domestic
workers were incliuded in the calegory “employees in private househelds”.

The informal sector excludes people who answered yes 1o question 2.1.a, in the LFS, meaning

agriculture, rather than the informal scctor.
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10. Appendix B

1998

31 Meow I s going to ask questions about .. activities.

What did .. do most during the last 7 days?

1 = Working full-time {Ge to 3.3}

2 = Working part-tize {Ge to 3.3}

3 = With 8 job bui absent from work {e.g. sick-leave,
leave, strike, etc.)

4 =Coing to school/college/university, etc.

5 = Unemployed (but iooking for work)

6 = Not working, not looking for work

7 = Housekeeping (including cleaning, cooking, caring for
children/disabled/old people in the houschold, etc.}

8 =Ratired {(pensioner)

9 = Permaenently unsble to work {Ge to 3.34)

10 = Other (specity in cohumn)

1996
ASK FOR ALL PERSONS WHG DID NOT WORK DURING THE PAST 7DAYS

3.2 During the past 7 daya, did (the psrson) actuafly have a full time or past thne job even

though he/she was absent from work?

1=Yes (Goted.3}

2=No

B “Pe” 1 which of the following categories does (the person)

= Going tu schocl/coliege/university, etc.

3
4 = Unemploysd (but looking for work) a

5 = Mot wosking, not locking for work b (Goto34)
6 = Housswife/ homemaker H

7 == Retired {pensioner) 3

8 = Permanently unable to work  {Go te 3.33)

9 = Other {specily in colunm)  {Ge to 3.4)
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LFS I (Sep 2066) — LFS 5 (Feb 2002)

Ask for all persons who did not work during the past severn duys
3.2.% During fhe pust seven days, did ...... actually have a
full
time, part time or 2 casual/seasonal job even though
fefshe was absent from work?
1=Yss —-»Go i ¢ 3.3

3.2.bIn which of the following categories does ...... fali?

1 = Going to school/college/aniversity, ste.

2 = Not werkding (but looking for worl)

3 = ot working, not locking for work but availeble for work

4 = Ful} tinw homemaker/housewife

5 = Retived {pensioner)

6 = Permanently unable to work

7 = Noi working, not looking for work not available for werk
m n Qnrﬁu

specify

Go to @ 3.29

33 Why dig ...... sot work during the pasi seven days?
{1 = HAS FOUND A JOB, BUT IS ONLY STARTING AT A DEFINITE DATE
N THE FUTURE - Osie $ 3.8
072 = LACK OF SXILLS OR QUALIFICATIONS FOR AVAILABLE JORE

03 = SCHOLAR OR STUDENT, FREFERS NOT TO WORK
4 = HOUSEWIFE/HUMEMAKER, PREFERS NOT TO WORK

o<

$5 = RETINED AND PREFERS NOT TO SEEK FORMAL WORK
06 = JLLMESS, iNVALID, DISABLED OR UNABLE TO WORK
{HANDICAPPED}
07 = TOO YOUNG OR TOO OLD TO WORK.
08 = SEASONAL WORKER, E.G. FRUIT PICKER, WOOL-SHEARER
(9 = CANNOT FIND SUITABLE WORK {8ALARY, LOCATION OF WORK
OR CONDITIONS NOT SATISFACTORY)
10 = CONTRACT WORKER, E.G. MINE WORKER RESTING
ACCORDING TO CONTRACT
[1 = RECENTLY RETRENCHED
Ean_.mmx.meymOZ

LFS 6 (Sep 2002) and LFS 7 (Feb 2803)
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Why did ...... not work during the past seven days?
01 = HaS FOUND A JOB, BUT IS ONLY STARTING AT A DEFINITE
DAYE IN THE FUTURE -» Go to @ 3.3¢

02 = SCHOLAR OR STUDENT AND PREFERS NOT TC WORK
03 = HOUSEWIFEMHOMEMAKER AND PREFERS NOT TO WORK

04 = RETIRED AND PREFERS NOT TO SEEK FORMAL WORK

(05 = JLLNESS, INVALID, DISABLED OR UNABLE TO WORK
(HANDICAPPED)

(8 = TOC YOUNG OR TOO OLD TO WORK

{7 = SEASONAL WORKER, E.G. FRUIT PICKER, WOOL-SHEARER

08 = LACK OF SKILLS OR QUALIFICATICONS FOR AVAILABLE JOBS

08 = CANNOT FIND ANY WORK

10 = CANNGT FIND SUITABLE WORK (SALARY, LOCATION OF
WORK OR CONDITIONS NOT SATISFACTORY)

11 = CONTRACT WORKER, E.G. MINE WORKER RESTING
ACCORDING TO CONTRACT

12 = RETRENCHED

13 = OTHER REASON
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