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Summary

Unemployment in South Africa is so widespread that it delman explanation. This paper
examines a central question about South African unemployritéhy. do the unemployed not enter the
informal sector, as is common in other developing cowtri€he data do not support the idea that
unemployment is largely voluntary. The policy implicationdat government should diminish labor
market segmentation and the obstacles to entering the pixedinformal sector — may be relevant also
to other developing countries with high unemployment.
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UNEMPLOYMENT IN SOUTH AFRICA: THE NATURE OF THE BEA ST
1. INTRODUCTION

Unemployment in South Africa is remarkably high, and risihg2002 it was officially
measured at 41% on the broad definition and 30% on the ndefonition (StatsSA, 2002). This is
different to the pattern that exists in most developmgntries, where paucity of formal sector jobs
manifests itself in large informal sectors rathenthmhigh levels of open unemployment. Table 1
shows that South Africa is an international outliethiis respect: it has a small informal sector and
widespread open unemployment so that its ratio of non-amgnialiinformal sector employment to
urban unemployment is tiny compared to that in most develapingtries.

Unemployment is potentially a matter of serious concéonits effects on economic
welfare, production, erosion of human capital, socialusion, crime, and social instability. Some view
the level of unemployment and its rise as the most serioegst ttacing South African society and its
governance. However, the potential costs of unemploymenhdepethe nature of the beast. The
underlying question we address is this. |s unemploymentuth3drica largely voluntary or
involuntary? The answer has important ethical and patipfications. If unemployment is voluntary, it
is arguable that its cure can be downgraded as a policy conegerest groups and ideologues have
taken predictable stances but the issue has not beessetir@orously in South Africa.

In Section 2 we explain the hypotheses to be investigal@cing them within the general
and the South African literature. We go on to pose tlestopn: why is informal sector employment so
low and unemployment so high in South Africa? Section 3 examihether the unemployed would
have higher income, and be happier, in self-employmemdirigj that they would, in Section 4 we
consider possible barriers that might prevent them fronmiegtthe informal sector. Section 5
concludes, both for South Africa and more generally.

Whereas in the past, the absence of reliable natiomgihgsentative household-level data
has prevented empirical analysis of such issues in @drita, the recent availability of rich household
survey data collected by the South African Labour Rekdanit (SALDRU) and the Central Statistical

Service (known as Statistics South Africa) allows us técegpghese issues. We use survey data



collected in 1993, 1994 and 1997, described in Kingdon and Knight (286dajata from Labour Force
Surveys up to 2002.

[Table 1 about here]

2. HYPOTHESES

Although the theoretical distinction between voluntargt eEnvoluntary unemployment is
entrenched in the literature, the notion that one can jutig@eher unemployment is voluntary or
involuntary has been questioned (Layard et. al., 1991qtwitthstanding the theoretical difficulties,
Clark and Oswald (1994) and Theodossiou (1998) approach thisajuie the psychologists’ tradition
by examining the utility levels of the jobless. They finatthnemployed persons in various developed
countries have much lower levels of happiness or wellltbeny those in work, and accordingly reject
the hypothesis that unemployment is voluntary. A numbecaf@mists refute the notion advanced by
Benjamin and Kochin (1979) that a good proportion of interwanyoioyment in Britain was voluntary
and based on generous unemployment benefits (see papers hydotiss, Metcalf, Nickell and
Floros; and Ormerod and Worswick, in thmurnal of Political Economy1982). Crafts (1987) argues
that much of interwar unemployment in Britain was involuntang-term unemployment which was
not associated with high replacement ratios, withdpwiall-off or with voluntary search: the lack of
search was, for the most part, a result of discouragenaeahoice made under duress.

A typical view of unemployment in developing countrieshattmuch open unemployment
is due to search and is voluntary (Harris and Tqde®@0; Harris and Sabot, 1982). Probabilistic
models of rural-urban migration produce an equilibrium levelrbfin unemployment. The equilibrium
condition is that, with the urban formal sector wage abovedh®etitive level, the ‘expected wage’
(the formal sector wage multiplied by the probability bfaoning formal sector employment) equals the
rural supply price. It might appear that the existenceftdeaentry urban self-employment sector rules
out the possibility of there being equilibrium unemploymdibdwever, positive unemployment can
arise because self-employment income is too low, or becaupeottebility of securing wage
employment is higher if search is conducted from open unemployh@mfrom self-employment, or

because self-employment is regarded with disdain. Ifdbsmctor job-search from unemployment is



more efficient than from informal employment, those ablafford unemployment may choose to
remain openly unemployed. However, the poor cannot affadd &o. If most unemployment in the
economy is of this search variety, the inter-householdioakhip between unemployment and income
is likely to be positive insofar as the informal se@bsorbs the poor. It is an important question with
serious policy implications: does the typical view of unleyiment in developing countries apply to
South Africa, and to others with high unemployment?

The nature of unemployment in South Africa has attraatédrature. In the early 1980s
there was a heated debate over whether unemployment inneaalveas voluntary or involuntary. On
one view, much of it was voluntary: at least parthef labor market cleared and rural-dwellers chose to
be unemployed because of the income available from househimdltage (Kantor, 1980; Gerson,
1981). This view was challenged by others (Knight, 1982; Simk®$2) who pointed to the lack of
productive activities available at the margin to rural-devel The issue was by no means settled and
the debate has continued in recent times. For exanmmpleQareport on the South African labor market
(ILO, 1996, p111) raises the notion that people with accassrt@arned income may be voluntarily
unemployed. The issue has also arisen in the debate hb@ppropriate definition of unemployment -
whether to use the narrow measure (excluding the unemployed avtiedwvork but did not search
actively in the reference period) or the broad measnckifing this group). In 1998 it made a
difference between an unemployment rate of 26 per cent and 88egef cent. The same ILO report
(ILO, 1996, p104) suggests that including the non-searching unempt@ayedxaggerate the level of
unemployment, implying that the broad measure includes pedwam out of the labor force.
Similarly, the South African Statistical agency’s mcdecision (StatsSA, 1998, pl) to drop the non-
searching unemployed from the official definition of unemploymentfiord the denominator in
calculating the unemployment rate implicitly assumes that geahle have voluntarily withdrawn from
the labor force.

We provide a simple theoretical framework within whiotsét our empirical analysis.
Figure 1, derived from Layard et. al. (1991), explains why ymh@yment can be simultaneously
voluntary and involuntary. For simplicity, the total lalharce - the employed plus the unemployed - is

assumed to be constant and equal to LL’ on the horizoxigal All workers are willing to work in the



primary sector. The demarld, for primary sector employment is a function of the priyrsector
wage, set a¥\, by efficiency wages or union bargaining. Thus primacyseesmployment is shown by
L N,. This leavesN, L’ workers available for the secondary sector. The cldyeshows the demand

for labor in the secondary sector as a function of the wathat sector. The secondary sector labor

market is competitive, so that the wage adjusts to theamarket:N, L’ workers are employed at wage
W, . This leavesN; N, workers unemployed. These people are willing to workénprimary sector

at the going wag¥V, but cannot find work there, but they are unwilling to wiorkhe secondary sector
at the going wagé/\,. They are thus both involuntarily and voluntarily unemplayetthis segmented

labor market. All workers not employed in the formal geare involuntarily excluded from it. Among
this group, those who choose not to enter the informédrsdo so either for leisure or search reasons,
i.e. they are voluntarily unemployed. Barriers to emiay exclude unemployed workers from the
informal sector. However, provided the informal sectotains at least some free-entry activities, the
decision not to enter these activities — based on the deimmme that they offer — is nevertheless
voluntary. In a sense, economic behavior is always volpirgaonomic agents invariably have at least
some room for maneuver and choice. The real question is whiethavailable set of options is so
limited as to render unemployment involuntary for the purpbd$erming value judgments and making
policies.

[Figure 1 about here]

Workers can be found in three different states: wagdament C N, in Figure 1), self-
employment (N, L’), and unemploymentl; N,). How do workers choose among them? Consider

first the choice between wage employment and unemploymeéwnen @e possibility of redistribution
within the household, the distribution of household income accotdinged creates an incentive for a
member to remain needy and thus a disincentive to wdither household income, by raising within-
household transfers, further encourages the consumptioisurfele Thus there is both a disincentive
effect (dependent on the extent of redistribution) and an iaaifact (dependent on the amount of
income available for redistribution). If this ‘luxury unelayment’ hypothesis is correct,

unemployment may be regarded as voluntary. There iageossible reason why workers might



choose unemployment rather than wage-employment. It is thahéimeployed lack information. In an
imperfectly competitive labor market the unemployed fadistibution of wage offers with
probabilities attached. They are willing to remain upkayed until a sufficiently high wage offer
arrives: at the margin, the expected return from contigeadch no longer exceeds the cost of search
(Stigler, 1962). These forms of unemployment are voluntdnibgen. By contrast, if wage
employment is tightly rationed and the probability of secuvwage employment is extremely low,
workers may be involuntarily unemployed at the going wagéss pgossibility is suggested by the fact
that formal sector wage employment actually contract&birth Africa over the relevant period 1994-
1997 (StatsSA, 1998, p.5-6), and by the graphic example of 39,000 dppidatr 35 permanent jobs
as gardeners and cleaners which were advertised ahihersity of Cape Towh

Secondly, consider the choice between self-employment and wyamasit. In what
circumstances would a worker be unemployed rather thaaraployed? More specifically, why do
unemployed workers in South Africa choose to remain unemployetbamzrch, or to wait, rather than
join the free-entry informal self-employment sectorffisTinformal sector might be an end in itself or a
means to wage-employment, i.e. a base from which tolsearwait, for wage-employment. We shall
adduce evidence to show that income from wage-employmentygegatdeds income from self-
employment. This suggests that wage-employment is the q@efsate. However, income from self-
employment will be shown to exceed income while unemployed. térydo the unemployed not
choose to search from the self-employed state? One possilidemation is that job-search is more
efficient if undertaken while unemployed. In that case, yeyment might properly be regarded as
voluntary. However, for many unemployed workers access $e tinformal sector activities that offer
higher income may be prevented by barriers to entry. atncédise, unemployment may be the least bad

activity for such people.

3. WHY DO THE UNEMPLOYED NOT ENTER THE INFORMAL SEXOR?

Employment in the informal sector is jointly determinedHtwry supply and demand

functions for labor (corresponding to the cun&sS, and D, D, respectively in Figure 1). Itis



nevertheless helpful to distinguish them. One possiblemaaby the unemployed do not enter the
informal sector is that they prefer leisure and déard it (the supply side). The other is that the
unemployed are deterred from entering by barriers to eheyd@mand side). The former suggests that
unemployment is voluntary, and the latter that it is involyntdn this section, we explore the
relationship between labor market states (unemploymentamal employment), on the one hand, and
poverty and perceived quality of life, on the other, in ordetibose between the alternative
hypotheses.

Our hypothesis testing proceeds as follows. First, abksh that the informal sector is
relatively small. Second, we test for, and find, skEmmings segmentation between the informal and
the formal sectors. Third, we ask whether the unemployeeda@nomically worse off than the
informally employed, and find that they are indeed relétideprived. Fourth, we show from the
predicted self-employment income of the unemployed thatdbeld gain by entering self-employment.
Fifth, we use subjectively measured perceptions of happiése household level to show that
unemployment depresses happiness whereas self-employment doesiselidEmce suggests that the
informal sector is not in general a free entry seat@rgo on to consider the various possible barriers to
entry into informal employment.

[Table 2 about here]

While there is no commonly agreed definition of ‘informaltegcfor present purposes we
take informal workers to be those not in regular employntbat is, workers who are in casual wage
employment, domestic service, or agricultural/non-agriculselidlemploymerft Table 2 shows that
by this rough and ready definition, the informal sector absambsa very small proportion (19%) of the
(broadly defined or ‘broad’) workforce and that open unlegipent is more commdn The recent
Labor Force Surveys (LFS) provide a more reliable waypfuring the size of the informal sector in
South Africa because they ask more probing questions abliwgmployment and small business
activities than do the SALDRU or October Household Sur¢@y4S). Using data from Statistics
South Africa contained in Devey, Skinner and Valodia (2008)saipplementing them with the latest
available LFS, we find (Table 3) that the informal seetbsorbed between 14 and 17 per cent of the

broad labor force in the period 1997-99 (based on OHS) buugiag the more probing approach of



the LFS, the informal sector absorbed between 18 and Z&peof the broad labor force during 2000-
2002, with no upward trefid Thus, although the LFS gives somewhat higher estinatesjze of the
informal sector in South Africa is still very small bgveloping country standards. Nor does the
proportional size of the informal sector appear much laspen time use data are considered. For
example, using Statistics South Africa’s Time Use Sug@00, Wittenberg (2002) concludes that “it is
not clear that aggregate unemployment rates will be bralaytm a lot by correcting for these kind of
[informal] activities” and that while “some of the unemyad/not economically active probably do
engage in some forms of work, the extent of this is probatilpf such a magnitude [as] to solve the
unemployment puzzle”.

[Tables 3 and 4 about here]

The probability distributions of monthly earnings of inforraadl formal sector workers
show that the distribution of informal earnings lieshe keft of the distribution of formal earnings
(Figure 2). The ratio of their geometric mean individkaanings (291 and 1017 rands per month) is
1: 3.5. It might be argued that the lower earnings in mébmork may be because of inferior
characteristics of informal sector workers. We ditearnings functions for formal sector workers (both
OLS and selectivity-corrected onés)nd used these to predict earnings of informal sectdken®on
the hypothetical basis that they faced the formal seetorings equation. The results showed that a
large part of the formal-informal earnings differenama@ed after controlling for characteristics,
irrespective of whether we used the OLS or the selegtiaitrected earnings functions. The
unexplained part.g. the difference due to coefficients) was 50% of thaadifference in mean
earnings between the two sectors when we used OLS and BdPowe used selectivity-corrected
earnings equations. This suggests that part of the redsoformal sector earnings are higher than
those in the informal sector is that returns to charatics are higher in the former.

[Figure 2 about here]
Table 4 presents evidence on the relationship between lableetratatus and both poverty and
wider measures of deprivation. It shows that, on virtuallery indicator of well-being, unemployed
people are very substantially worse-off than the infdisneanployed. For example, per capita monthly

household income (expenditure) of the unemployed is only 31.2% (48.2B@ abrresponding figure



for the informally employed. The most appropriate ineaoncept is the share of household income
that is made available to the unemployed worker. Thisthigthigher than household per capita
income (if an adult receives more than a child) or lofifen unemployed member is in a weak
bargaining position within the household). Insofar as thenptayed take account of their own
individual income rather than household income per capignitable that unemployment insurance is
very limited in scope, that benefit entitlement lastsanly the first six months, and that only 1.3% of
the unemployed received any unemployment benefit at the time sfithey. Living conditions are

also far worse for the unemployed than for the inforynafhployed - in terms of living space, access to
drinking water, and the availability of sanitation, dlieitly, etc

Table 5 presents the average predicted earnings of unemplayd peinformal
employment. It presents these separately for peojéarmal self-employment and in informal wage
employment, i.e. among domestic servants and those inaatheal wage employment. The coefficients
of earnings functions fitted on informal sector workeedf{employed and casual waged workers
separately) were used to predict earnings of unemployedrnzerEhe selection term lambda was
significant at the 1% level in both the informal and casaahings equations, and it was well identified
through use of the household demographic variables mentiofieatimote 5. Table 5 shows that,
depending on the model used, their predicted earnings in suchyenepit are between 1.44 and 2.35
times their income in unemploymeng. their average per capita household income (of R 186 per
month, as seen in Table’4)

[Tables 5 and 6 about here]

It is arguable that when predicting earnings in informHdesaployment, we over-estimate
the return to labor by failing to isolate the return to i self-employment. In order to identify the
marginal return to labor (MRL), we fitted a Cobb-Dougbasduction function for the sample of the
self-employed. For those self-employed persons whotegbbaving no capital (the very smallest-
scale self-employed operations), their net income fromntermrise is taken as their MRL. The median
(mean) MRL per month for this group is R 160 (447). Fdresabloyed persons who use any capital,
the median (mean) MRL calculated from the production functiéhi88 (1273). Thus, the median

return to labor in informal self-employment - with oithdut capital- is significantly greater than a



person’s median income in unemployment (R 104 per month in Zglilee same is true of mean
values (Table 6). The unemployed are clearly worsenffverage, than they would be in the informal
sector. This is also true of the majority of unemployelividuals. We used selectivity-corrected
earnings functions fitted for self-employed persons #éaligt the individual self-employment earnings of
the unemployed sample. We then compared these with theiiduali unemployment income, i.e. their
household per capita income, and found that for 87.5% ofrtbployed individuals, predicted
monthly informal sector earnings exceeded monthly householthpéa income. Some part of the
difference may be necessary to compensate for the itysafieffort involved in informal sector
employment. Nevertheless, it would be remarkable if ttemployed chose to remain so deprived. It
appears that the restricted opportunities for enterininfbemal sector provide no real alternative to
unemployment for most of the unemployed. However, if it wessipte to identify those informal
sector activities that could indeed be entered freedymight then find that earnings were inadequate to
attract the unemployed.

The voluntary unemployment hypothesis can be further testedviiog the approach of
Clark and Oswald (1994), di Tel. al (1998), Theodossiou (1998), and Blanchflower and Oswald
(1999) described earlier. Their evidence — coming from thandSEurope - indicates that the
unemployed are substantially and significantly less happytteemployed and it is used to suggest
that unemployment must be involuntary because people woutthaose to be unhappy. Following
this literature, we extend the notion that comparing wetdkvels across individuals can shed light
on the nature of their unemployment. We pose the question: arplayed people happier than
informally employed people? If they are, then it migbtpossible to argue that their unemployment is
the result of choice, and hence voluntary, rather th@rtal limited opportunities for informal work.

We test the hypothesis for South Africa by examining the ainglathe household
unemployment rate and the household informal-employment rate douikehold’s perceived quality
of life and poverty, controlling for other factors. Thel9RU survey (SALDRU93) asked households
the question: ‘Taking everything into account, how satigfigtlis household with the way it lives these
days?’' The five possible responses were ‘very sadisfisatisfied’, ‘neither satisfied nor dissatisfied’,

‘dissatisfied’, or ‘very dissatisfied’. In order to inviggtte the impact of unemployment and informal
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sector employment on perceived quality of life, an orderefiit model was used, with ‘very
dissatisfied’ given the value of 0; ‘dissatisfied’ 1; ‘neitkatisfied nor dissatisfied' 2; ‘satisfied’ 3; and
‘very satisfied’ 4. Thus, the dependent variable cantieepreted as an index of happiness or of
satisfaction with life.

The analysis was carried out using household-level date te quality-of-life code is
available only at the household and not at the individual'leWidle unemployment variable is the
household unemployment rate. the percentage of labor force participants aged 16-64 within
household who are unemployed. For example, in a househbldhnée labor force participants where
one is unemployed, the household unemployment rate is 33%. Thheug®hold unemployment rate
takes values such as 0, 0.20, 0.25, 0.33, 0.40, 0.50, 0.67, 8050101.0 for most households. Other
variables in this regression are household variablestecluariables, or aggregated individual variables
averaged across all household membeig &verage age of all labor force participant membetisenf
household, percentage of household members with higher ey ehd).

[Table 7 about here]

Table 7 presents the ordered probit equation for the qualiifig ¢br happiness) index
fitted on SALDRU93 data. It shows that, in general, haggitiecreases with income and education, as
found in European and US studies, and is lower for eattteaface groups African, colored and Indian,
than for whites. Whereas the household unemploymensigatificantly lowers household happiness -
controlling for household per capita income and other faetibrs household informal employment rate
does not depress it.  To the extent that earned incomedigated by employment status, the
association of unemployment and happiness is likely to béegitban that seen in the first six columns
of Table 7. When household income dummies are excludedg(last three columns of Table 7), the
adverse marginal effect of unemployment on happiness incrieages11 percentage points to —16
percentage points. The negative relationship between houssetettbloyment rate and household
happiness might thus be due partly to interdependent utditiesg the household members and partly
to income sharing which reduces the consumption of the empiogatbers.

It is possible that causality runs in the opposite divadib that we have hypothesized, or

that the observed association is non-causal. For gestanhappy people may be less desirable to
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employers, so that low well-being may be the cause of unemphiyrather than its effect.

Alternatively, some unobserved characteristic of the uneyegl such as lethargy, may both make them
unhappy and serve as a barrier to leaving unemployment. &bseace of panel data, this objection
cannot be ruled out and its importance is a mattgrdgfment. However, longitudinal evidence for
Britain collected by psychologists that sheds doubt on tHesaative explanations (Warr, Jackson and
Banks, 1988).

A possible objection to the inference that unemployment iduntary is that formal-sector
job-search is an investment in future higher incomes andeeawp} be willing to endure temporary
poverty and deprivation in order to engage in full-time jofrsle If the unemployed are indeed
engaging in such an inter-temporal optimization stratdgyn being in unemployment and poverty may
still be consistent with voluntary search unemploymerawéver, data on hours spent in job-search by
the unemployed and data on duration of unemployment cast douiis antérpretation. Only 9% of
the narrowly unemployed searched full-time (35 or more hdarsyork in the reference week, and the
vast majority (68%) spent no more than 10 hours in jobehearhus, it would have been possible for
most of the searching unemployed persons to combine jobhseith informal sector work.

While the SALDRU93 survey did not ask a question on unemploynueation, the
October Household Surveys include a question for unemploysdmnseon the duration of their
uncompleted spell of unemployment. The answers are reciordatkegorised form rather than as a
continuous variable. The categories in OHS97 data aethes 1 month’, ‘between 1 and 6 months’,
‘6 months to 1 year’, ‘1 to 3 years’ and ‘greater thamars’. By assigning midpoints of the categories,
a duration of unemployment variable ‘number of months’ has becated. For those who were
unemployed for more than 3 years, an arbitrary value of 48hsiovas assignéd The survey also
asked individuals whether they had ever worked previously.e®agives the distribution of duration
of unemployment. It shows very long duration of unemployment (>3 )yfesir37% of the unemployed.
A further 29% were unemployed for between 1 and 3 years, tsalthat two-thirds of all jobless
workers were unemployed for more than a year. The meampteted duration of unemployment in
1997 was about 2 years and 2 months and the median was 2 yeadistribution of unemployment

duration and its long mean and median, together with titiereavidence of poverty and lack of well-
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being among the unemployed, casts doubt on the notion that a bpgirtfon of the unemployed are in
voluntary unemployment.
[Table 8 about here]

Finally, an ordered probit of duration of unemployment fmesented) was fitted as a
function of variables which would influence employalkitind the cost of search, using the OHS97 data.
Even standardizing for these variables, we found a negagiationship between per capita household
expenditure and unemployment duration. A Smith-Blundell &d'tcf to reject the exogeneity of the per
capita expenditure variaBleThis evidence suggests that poverty increases unemploymetibrura
perhaps by inhibiting search. This is consistent witligidon and Knight (2000) who show that poverty
deters job search activities in South Africa. It ®atonsistent with the observations of Wilson and
Ramphele (1989) who provide substantial anecdotal South Africdarma that poverty inhibits job-
search. These findings cast doubt on the hypothesiarthatployment while in poverty is a chosen
search strategy, and they support the hypothesis that umamit is involuntary.

We went on to test the further hypothesis that pers@ensraamployed because they have
unrealistically high wage aspirations, using informationhenreported reservation wages of the
unemployed and their predicted wages if they were in formgéweaployment. Although about half of
the jobless had reservation wages that were higher thamatipe they could reasonably expect in wage
employment, it is doubtful that many of these were volugtariemployed. People appear to report a
wage that they regard as fair, or to imagine themséivadargaining context, when asked a question
about their reservation wageThe reservation wage question contained in the SALDRUEgdoes

not provide a reliable criterion for judging willingness to whark

4. BARRIERS TO ENTRY?
While it is possible that formal-work aspirations, geeadffectiveness of search from the
unemployed than from the informally employed state, and sa¢oa®on-earned income are reasons why
some persons choose to remain unemployed, the evidence ofjneatér deprivation and unhappiness

associated with unemployment than with informal seetaployment tells against the idea that much
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unemployment in South Africa is voluntary. It suggeststti@informal sector is not generally a free-
entry sector, and that there may be barriers which prevany of the unemployed from entering much
of this sector. In this section we examine whether suafebaexist in South Africa.

Several authors note that many activities in the sed#tiformal sector of developing
countries are highly stratified, requiring skills, expade and contacts, with identifiable barriers to
entry. For example, petty trading often has highlydtred labor and product markets with
considerable costs of entry. Banerjee (1986) found thatiauerban India, with its large self-
employment sector, entry is not easy. Even when sldlcapital are not required, entry can be difficult
because of the presence of cohesive networks which exesoisel ®ver location and zone of
operation. Support for the idea that employment in tharimdl sector requires skills and capital also
comes from Latin America. In his work on Latin Amerigauntries in general and on Mexico in
particular, Maloney (1999, 2002) questions whether the informedrsiad_atin America largely
comprises involuntary, disadvantaged and under-paid worketdinais evidence for viewing it more as
an unregulated entrepreneurial sector, voluntarily edteven at the expense of lower income.
However, in arguing that informal sector workers tenddamlder and to enter from the formal sector
after they have accumulated knowledge, capital and centaerecognizes that lack of experience and
capital can be barriers to entry that deter participatidhe informal sector.

There is a paucity of evidence on whether the informal sectofree-entry sector and on
why it is relatively small in South Africa. In a sesvof 500 informal sector operators in the
Johannesburg area in 1999, it was found that 50% had previoeslydng term unemployed and only
36% had previous work experience (Chandra et al., 2002, fhi§ suggests that it is possible for at
least some of the unemployed to enter the informal sedtioe respondents listed crime, lack of access
to credit, lack of access to infrastructure and sesyiand need for training as the top four constraints on
their businesses (Chandra et al., 2002, g22B)owever, these are merely pointers: the centratignes
is why unemployed persons do not enter the informal sector.

Historically the apartheid system repressed the infbattivities of black South Africans
through such restrictive legislation as the Group Aredshi&rsh licensing, strict zoning regulations,

and effective detection and prosecution of offenders (Roget882). Bouts of slum clearance and
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other periodic attacks on the illegal spaces within whiébrimal enterprise thrived, served to rid South
African cities of black-dominated informal sector nichiest were construed as hazardous to public
health and stereotyped as unsightly and unsanitary (Roge®8@). While these restrictions have been
progressively lifted since the mid-1980s, there were lingdidrgsing controls and restrictive bye-laws
in many urban centers at the time of the surVeyldloreover, repression and disempowerment of
Africans under apartheid would have inhibited the developwafeentrepreneurial and social skills and
of social networks. These factors are important émfidence in entering the self-employed sector and
for success in it.

The 1999 survey suggests that government support continued talbguage, particularly
in relation to crime prevention, investment in infrastuoet and the provision of credit and training
facilities (Chandra et al., 2002, Table A2.6, pp. 18, 20, 4436% of the informal businesses had been
victims of crime in the previous year, but the number gfordents expressing concern was double that
figure'. 81% of all informal sector operators (and 90% of #iemployed non-employers within that
group) had never received any business assistance or trairfiedack of training reflected the high
cost: the few owners who had been trained had paid oage/three times the average monthly earning
of the sample for their training. 60% of the operatitisnot have access to the ‘small business support
centers’ that had been established by central anddos@inment. Xaba et al. (2002, p. 25) argue that
the South African government’s avowed support for small, mediognmicro-enterprises (SMMES) is
concentrated on the formal sector and neglects the infeeutor.

Labor market institutions such as Industrial Councils (nalled Bargaining Councils) and
Wage Boards set sectoral minimum wages and stipulatengockinditions in many industries in South
Africa. These minimum wages and stipulations are apfied firms in the industry and region,
irrespective of sizeyia the ‘extension’ provision. There are serious penditieflouting the
agreements of these institutions. Such provisions impbseden of high labor costs on small firms
and it is likely that they would seriously inhibit thetiy and growth of such firms (Black and Rankin,
1998, p461). This is one explanation for the large average dizmsfin South Africa. These
institutional features may inhibit small firms but they skaubt inhibit individual entrepreneurship, i.e.,

owner-operators.
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Chandra et al. (2002, pp. 26,30) find that the informabsexgterators had required
substantial start-up capital (averaging over 2.5 times thageenonthly earnings in the sample). New
small businesses have to rely on their own financial ressuthere was very little access to either
formal oreven informal credit; the overwhelming majority relied orirtbevn savings or on funds from
relatives or friends for start-up capital. The mogidontant reasons given for not accessing formal credit
markets were that the procedures were too complicdtedosts were too high, and that respondents
lacked the required collateral.

Some of these problems are common to many developing couatrieglo not help to
explain why unemployment is so high in South Africa relativinformal sector employment. The
factors which may set South Africa apart are the legheypartheid the prevalence of crime and
associated insecurity, the relative inadequacy of governsa@port for the informal sector, and the lack

of informal credit.

5. CONCLUSION

Unemployment in South Africa is so widespread that it delman explanation. This
paper has examined a central question about South Africarployenent, increasingly recognized to
be a quandary deserving attention (Cichello, et. al., 2008) do the unemployed not enter the
informal sector? The findings provide little supporttfte idea that unemployed people choose in any
meaningful sense to be unemployed. We find that thestasigp earnings segmentation between the
formal sector and the relatively small informal secaémd that the unemployed are substantially worse
off even than the informally employed, in terms of botlome and expenditure. This contradicts the
luxury unemployment interpretation of joblessness, whereby higherehold income reduces the
incentive to become employed in the informal sectoriac@ases the incentive to consume more
leisure. It might be contended that, given the disutilitwark, some people prefer to substitute leisure
for higher monetary income, so that their apparent deprivaiinnot be used to argue that they are
constrained to be unemployed. However, if their unemployméathis interpreted as voluntary, such
people should be happier (or less unhappy) than if they emapéoyed. Our findings show that

households with a high proportion of unemployed persons aresubsgantially and significantly less
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satisfied with their quality of life than householdshnét high proportion of informally employed. They
suggest that unemployment arises through impediments toietatinformal work, and they are at odds
with the notion that unemployment is anything other than ttterbaf two awful choices. Although this
important issue deserves more research, we find vaplausible reasons why the informal sector has

been inhospitable to newcomers in South Africa.

In attempting to understand a crucial issue for South &fiie encountered imperfect data.
The quality of life questions are thus far only avaedl the household level; this information is more
relevant at the individual level. Data on the distributionarfsumption, and the sources of income,
among members of the household would help to clarify the agpéieailable to the unemployed. A
regular national panel household survey would help to overconpedhkems of unobserved
heterogeneity that have qualified our analysis, and wanadide the longitudinal information on
workers needed to understand more about the nature of unemplamdesftinformal sector
employment, for instance by measuring the income changds8mggtom transitions between
employment states. A more precise reservation wage guéstieeded that collects information on
expected hours of work per period, maximum acceptablendistao work, past wages, and past wage
offers rejected, and which makes a dedicated attemfitainadata on the minimum wage that would be
acceptable for work rather than the expected, faiaggaining wage. Finally, and most importantly,
our arguments have pinpointed the need to understand #mipbbarriers to entry into the informal
sector in South Africa: surveys of unemployed peopleghecifically address this issue are required.

It is likely that most currently unemployed workers in $oifrica are involuntarily
unemployed in the sense that they would accept formalrgeb®at the going wages. Although each
unemployed worker voluntarily chooses not to enter free-awtiyities, this may well be because
incomes in the free-entry part of the informal secterextremely low. However, there is no real
choice. For as long as barriers to entry continuestticeopportunities in much of the informal sector,
this sector will be unable to absorb significantly mofréhe currently jobless. Unemployed workers
face a high probability of remaining unemployed, whatever gegirch activity. The need for policies

that would reduce unemployment in South Africa is compglliOur diagnosis yields two main policy
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implications. Government should try to diminish labor keasegmentation and to overcome the
obstacles to entering the productive informal sector.

Although South African unemployment is extremely high, a rermolb developing countries
have comparable rates. For instance, in various ye#te t990s, countries with high national
unemployment rates in Africa included Algeria (30%), Botsw@2&0), urban Ethiopia (39%), urban
Mauritania (32%), Morocco (22%), Zambia (25%) and Zimbal2286 in 1992 and estimated at 50%
in 1999); in Latin America, Argentina (19%) and Colombia (2186Y in Southern Europe, Armenia
(36%) and Macedonia (3993) It is possible that our diagnosis applies also to sufrtieese countries.
There is a case for research to compare the SouttaAfiédor market with those of similar economies

which have either suffered or avoided high unemployment.

! Monday Paper16, 3, March 3-10, 1997, University of Cape Town, “ApplicatiGtream in for Workers' Posts”.

2 Since domestic service is low-paid and was until vergmly unprotected (often exploitative) employment, we
consider domestic servants as informal workers evireyf report themselves as ‘regular’ employees, as sbme
them do. Self-employed professionals are excluded frometfirgition of the informal sector and are assumed to

be regular, formal sector workers.

3 Bhorat (1999) rightly argues that the size of the infdiseator in the early October Household surveys was
underestimated because they counted as formally employthdsel persons who work for someone else, even
though some of these work for informally self-employed gress From 1997 onwards, the OHSs rectified this
omission. While this correction raised the estimatee sf the informal sector substantially, it is stidit a large
share. For example, the informal sector estimatad fDHS94 accounts for 14.7% of total employment, but from
OHS97 and OHS98 for 24.4% and 21.9% respectively (alsoadge 3). It is sometimes argued that the size of
the informal sector in South Africa is underestimated the unemployment rate overestimated because some
people engaged in casual, small-scale self-employmentlt@galiactivities may not report these and they are
counted as unemployed instead (Schlemmer and Levitz, 1988¢ver, Bhorat (1999) believes that the October
Household surveys ask a detailed set of questions, makihgiaderestimation of self-employment and over-
estimation of unemployment unlikely. Moreover, it is oletar that illegal activity such as theft (informatian

which is indeed likely to be suppressed) should be counteshployment. Such activity is to some extent
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endogenous,e., the effect of unemployment and of consequent destitlgioincome transfer rather than a

productive activity.

* While a comparison of OHS and LFS data shows that in dehershare of informal employment in total
employment has increased somewhat over the 1990s, Dewty(2002) warn that the extent of the increase is

uncertain and that the data they present “should thereéoireated with caution”.

® The selection term lambda was significant at the 58 ia the formal sector earnings equation. Here, #sase

in estimations of selectivity-corrected earnings fuorddifor other groups later in the paper, the selectieriy

was well identified because of the availability of good tidging exclusion restrictions. The following household
demographic variables were used in the first stage probitried; head of household; household non-earned
income; number of children; number of elderly persa@esia>=65; number of household members (other than the

individual) who are employed; and total household size.

® Selectivity-corrected earnings functions gave higherage predicted earnings from informal employment than
did OLS earnings functions, irrespective of whether thexgeity term lambda was included in the prediction or
not. Both approaches have been used in the literdtaedambda-inclusive approach is typically justified in
studies that use it on the grounds that the dot produdittbbaegression variable means and their respective
coefficients gives the mean of the observed wage. Stunées also include lambda owing to the erroneous belief
that lambda is a measure of unobserved characteridtieslambda-exclusive approach is used in many studies on
the grounds that the role of the inclusion of lambdaniglsi to correct the bias in the remaining coefficiéntan
OLS regression and that constructed lambda itselftia mariable but rather a part of the error term.ilgvihe

choice of model in Table 3 does not alter our infeeengamely that predicted earnings in informal employment
greatly exceed unemployed income - we would tend to féelaimbda-exclusive model since lambda is not a
measure of unobserved characteristics: it is simpipaotonically decreasing function of the probabilitypefng

in informal employment. For individuals who have a high phility of being in informal employment, lambda is
given a value close to zero, irrespective of their sapked characteristics; for individuals who have a low
probability, lambda is assigned a high value. Thus, vamiéemight infer something about a person’s unobserved
traits from the value of lambda at low values of thgeobed variables, one cannot infer anything about
unobserved traits at high values of observed variablesa Feview of the two approaches see Schaffner (1998)
and Vella (1988).

" When using individual-level data in the initial runs, fieeisehold’s quality-of-life code was assigned to each
member in the household. The results were very sitailtnose reported in Table 7, and are available fram
authors.

8 The mid-point values attached to the 5 duration categtess than 1 month’, ‘between 1 and 6 months’, ‘6
months to 1 year’, ‘1 to 3 years’ and ‘greater thae&y were 0.5, 3.5, 9.0, 24, and 48 months respectiViely.
unfortunate that the last category is truncated aaBsysince a high proportion of all unemployed peopléarfall

this category and many of them may suffer unemployrfegmhuch longer periods than 3 years. There is a loss of

information and of variability in the duration varialilecause of this truncation. However, this is better then
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duration information available in the OHS94 dataset wharértincation occurs at 1 year and where more than

two-thirds of the unemployed were unemployed for more thgemar!

*When log of per capita household expenditure is instrumdnytédusehold assets, the coefficient on the
instrument is close to zero. In other words, themeoi positive relationship between prosperity and yoheyment

duration. These results are available from the authors.

19 For instance, Nattrass (2002) found that in the KhayelMitehell’s Plain survey of 2000, which contained
several detailed reservation wage questions, the reservatge responses by the unemployed were inconsistent;
this highlights the difficulty of designing and implementagpropriate questions.

" The analysis, with its negative results, is preseimtédngdon and Knight (2001b).

12|n a survey of black households in Soweto in 1999, PiGiaggi (2001) found that similar concerns were
expressed, the most frequently reported being (in orderg crinfair competition, lack of education and training,
lack of access to credit, and poor infrastructure.

13 A 1999 government document titled ‘Ideas Paper No. 1: SdiitteA Labour Market and Job Creation’ states
that many local governments still put obstacles in thg of the self-employed and informal sector, or fail to

provide the planning support and facilities needed for ttoettnrive.
4 The prevalence of violence and insecurity in therinfil sector is stressed also by Kaplinsky (1995) and
Manning and Mashigo (1993).

15 Source: ILO (2000, 2001 — from labor force surveys) excdpofiiti (Krishnan et. al., 1998); Mauritania
(Charmes, 2000); Zambia (SADC quoted in www.germanchanabes/sadc.htm) and Zimbabwe (CSO, 1994,
p99) and SADC quoted in www. germanchamber.co.za/filestsatc.
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Table 1
Unemployment and informal employment

Urban Employment rate Ratio of informal sector
unemployment rate in the employment to
informal sector(3) unemployment
South Africa 29.3 18.9 0.7
Other Sub-Saharan
Africa (1) 16.0 74.8 4.7
Benin 10.1 92.8
Burkina Faso -- 77.0
Chad - 74.2
Guinea 12.3 71.9
Kenya 16.2 71.6
Mali 9.9 78.6
Mauritania 31.6 75.3
Mozambique - 73.5
Zambia - 58.3
Latin America (1)(2) 8.1 56.9 7.0
Argentina 18.8 53.3
Bolivia 3.6 63.6
Brazil 4.6 57.6
Colombia 9.0 55.5
Ecuador 6.9 53.5
Mexico 6.3 59.4
Paraguay 5.6 65.5
Venezuela 10.3 46.9
Asia(1) 5.3 63.0 11.9
India - 73.7
Indonesia 7.2 77.9
Pakistan 6.1 64.6
Philippines 7.4 66.9
Thailand 0.4 51.4
Iran -- 43.5

Sources: Taken from Charmes (2000), Table 1. Charmes reporthighkthbor force figures are taken from ierld
Development Indicatord 997 and that the figures are personal compilations efittier and are “based on official
figures (published or unpublished) for National Accounts”.

Notes (1) Non-weighted arithmetical means. (2) Informal emplent estimates for 1995. (3) As a share of total non-
agricultural employment.

Charmes does not specify the definition of unemploymentfoséde included countries but it seems to be the standard
ILO-recommended definition for most countries. In aage; in most countries, the gap between the narrowly and
broadly defined unemployment rates is small. In Soutic@fhowever, Charmes seems to have used the ‘broad’
definition of unemployment. If the narrow definition isdsurban unemployment in South Africa in 1995 was 15.7%
rather than 29.3% (StatsSA, 1998) and, thus, the ratiorsagricultural informal employment to unemployment wioul
be 1.2 instead of 0.7. However, by 1998, the narrowly measnedployment in South Africa was 26% with
apparently little change in the size of the informal@edo that the ratio in 1998 is of the order of 0.7.

Since much of the agricultural labor force in develogiagntries is engaged in small-scale or subsistenceuligre;
the share of the informal sector in #agricultural labor force is expected to be even greater than thag¢ moti
agricultural labor force reported here. For example, for India sthare of the informal sector in the non-agricultural
labor force is 79% but its share in the total labocdds 92% (Kulshreshtha and Singh, 1998).
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Table 2
Percentage distribution of ‘broad’ labor force participants into unemployed,
informal workers, and formal workers, by gender, region and race
SALDRU 1993 data

Informally Formally Total
Unemployed employed employed (@+b+c)
@ (b) (©) % N

Rural

males 35 13 52 100 3038

females 48 25 27 100 2671

total 41 18 41 100 5754
Urban

males 21 15 64 100 4121

females 27 26 47 100 3441

total 24 20 56 100 7562
Rural+urban

males 27 14 59 100 7204

females 36 25 38 100 6112

total 31 19 50 100 13316
Race

African 39 21 40 100 9578

Coloured 21 15 64 100 1302

Indian 11 15 73 100 451

White 5 14 81 100 1985

total 31 19 50 100 13316
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Table 3
Share of informal employment in total labor force, by deihition of labor force

OHS 1997 OHS 1998 OHS 1999 LFS Feb 2000 LFS Sep 2000 LFS Feb 2001 LFS Sep 2001 LFES Feb 2002

'000 '000 '000 '000 '000 '000 '000 '000
Using Narrow Definition of LF
IS employment/total narrow LF 19.0 17.0 20.3 27.4 26.6 27.7 21.4 22.5
Using Broad Definition of LF
IS employment/total broad LF 15.2 14.2 16.9 241 23.0 23.7 17.8 18.8

Note: IS is short form for informal sector; LF tsost form for labor force.
Source: Computed from Statistical Release P0210 (StaP£®BR®), and from Statistics South Africa figures preseint&evey, Skinner, and Valodia (2002).
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Table 4
Labor market status and Socio-economic situation
SALDRU93 data

Informally Formally
Unemployed employed employed

Household unemployment rate 0.751 0.134 0.105
Per capita household incomg¢Rand/month)

- mean 185.68 594.50 989.90

- median 104.26 200.00 549.25
Per capita household expenditure(Rand/month)

- mean 221.02 458.55 772.15

- median 147.30 242.02 440.53
Other indicators:
Remittance income/total income 0.17 0.07 0.01
Other non-earned income/total income 0.26 0.10 0.04
Below international poverty line of $1 a day 0.45 0.30 0.08
Number of assets* 3.16 4.11 5.25
Years of education 7.06 6.66 8.51
African 0.90 0.78 0.58
Household size 7.01 5.38 4.70
Age 30.74 37.85 36.73
Perception of well-being:
Dissatisfied or very dissatisfied with life 0.73 0.57 0.46
Thinks that the most important help by gowvt. 0.65 0.51 0.44
would be help with jobs
Living conditions:
Lives in a house/part of house 0.50 0.56 0.66
Number of household members per room 1.95 1.61 1.27
Dwelling has corrugated iron roof 0.65 0.60 0.45
Piped water within or tap in yard 0.43 0.61 0.75
Has to fetch water daily 0.53 0.36 0.22
Distance to water (meters) 260.90 174.14 83.61
Dwelling has flush toilet 0.33 0.50 0.68
Dwelling has electricity connection 0.35 0.52 0.71
Community characteristics:
Urban 0.43 0.58 0.65
Homeland 0.59 0.41 0.24
Number of facilities in community 2.90 3.43 5.80
Distance to facilities from home 98.89 74.37 65.17]
Community has tarred roads 0.15 0.28 0.43
Roads impassable at certain times of year 0.51 0.43 0.27
N (% of labor force) 4154 (31%) 2542 (19%) 6620 (50%

Notes Apart from ‘years of education’, age and community abtaristics, all above variables are coded at the
household level in the dataset. For the purposes ofahis, however, we have assigned the value of theeholds
variable to each individual member of the householtienTwe take the sub-sample of persons in each labor market
‘state’ and average the variables across individuatedh state. Similarly, the community variables arggred to
each individual living in that community before averagacross unemployed individuals in a given state. Thg ver
high household unemployment rate in the first columncetés that unemployed people are likely to live in hoddsho
where other members are unemployed as wéllumber of assets owned by the family from among theviatig list:
motor vehicle, bicycles, radio, electric stove, gase, fridge, primus cooker, TV, geyser, electric ketttel telephone.
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Table 5
Average of predicted earnings of unemployed persons, SBIRU93 data

Wage equation In informal In casual
self-employment wage employment
OLS 267 286
Selectivity-corrected A _exclusive prediction) 363 389
Selectivity-corrected A _inclusive prediction) 437 430

Note See endnotes 5 and 6 for a description of the idEttdn strategy in the selectivity corrected earnirgggtons
and for a discussion of the justifications for incluséxeiusion of the selectivity term when predicting earniiogs
unemployed persons.

Table 6
Marginal product of labor in self-employment, SALDRU93 data
Marginal product of labor Monthly per capita
in self-employment income in
unemployment
With capital Without capital
Median 188 160 104
Mean 1273 447 186

Notes For self-employed persons whose businesses used any, dagitd (value of) output was regressed on log of
(value of) input and on logs of capital and labor ho@ther variables were years of education and regionr{uabd
homeland). The adjusted R-square was 0.695. The mean ifjnedieginal product of labor was calculated by
multiplying the coefficient on log of labor by the mgamedian) of ratio of output to labor. This yielded a M#L R
187.91 per month on the basis of 40 hours work per week and ék3 per month.
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Table 7
Impact of unemployment and informal employment on perceied quality of life
SALDRU - Household level averaged data

Variable Coefficient Robust Marginal Coefficient Robust Marginal Coefficient Robust Marginal
t-value effect** t-value effect** t-value effect**

Household unemployment rate -0.326 -6.40 -0.117 -0.307 -5.38 -0.110 -0.437 -7.97 -0.157
HH informal employment rate 0.038 0.73 0.014 -0.043 -0.86 -0.015
Age -0.030 -2.79 -0.011 -0.030 -2.75 -0.011 -0.027 -2.51 -0.010
Age square 0.000 2.71 0.000 0.000 2.67 0.000 0.000 2.43 0.000
Education : primary* -0.017 -0.28 -0.006 -0.017 -0.28 -0.006 -0.004 -0.06 -0.002

junior* 0.018 0.29 0.007 0.020 0.32 0.007 0.053 0.84 D.019

secondary* 0.091 1.46 0.033 0.094 151 0.034 0.153 2.39 0.055

higher* 0.580 5.88 0.208 0.585 5.90 0.210 0.655 6.46 0.235
Training* -0.392 -4.55 -0.141 -0.390 -4.54 -0.140 -0.381 -4.48 -0{137
Migrate* 0.206 1.70 0.074 0.207 1.70 0.074 0.223 1.79 01080
HH pc income Quartile2 0.016 0.36 0.006 0.021 0.47 0.008

Quartile3 0.242 3.73 0.087 0.252 3.87 0.090
Quartile4 0.285 3.53 0.102 0.298 3.53 0.107

Lives in owned home* 0.120 2.73 0.043 0.120 2.73 0.043 0.115 2.61 0.041
Number of children<16 in HH 0.003 0.34 0.001 0.004 0.41 0.002 -0.014 -1.43 40.005
Number of elderly>64 in HH 0.030 0.98 0.011 0.029 0.96 0.011 0.030 1.00 0.011
Urban* -0.201 -2.23 -0.072 -0.205 -2.30 -0.074 -0.179 -2.07 -0.065
Male* -0.026 -0.56 -0.009 -0.020 -0.44 -0.007 -0.013 -0.28 -0{005
African* -0.935 -8.74 -0.335 -0.935 -8.74 -0.335 -0.967 -8.47 -0{347
Coloured* -0.432 -3.65 -0.155 -0.429 -3.63 -0.154 -0.444 -3.69 -0.159
Indian* -0.253 -2.33 -0.091 -0.254 -2.34 -0.091 -0.248 -2.30 -0{089
Racial minority in community* 0.178 1.78 0.064 0.173 1.76 0.062 0.182 1.85 D.065
Homeland* 0.003 0.02 0.001 -0.002 -0.02 -0.001 0.009 0.08 0.003
Cluster controls yes yes yes
Province dummies yes yes yes
N 7212 7212 7212
LogL -9717.66 -9716.27 -9741.80
Restricted LogL -10657.14 -10657.14 -10657.14
Pseudo R-square 0.0882 0.0883 0.0859

Notes * signifies a 0/1 variable. ** signifies marginal effef variable on the probability that the householséiBsfied or very satisfied with its quality of lif€luster controls
include cluster crime rate, cluster food-price index, addmmy for whether cluster has roads that become iplasst certain times of the year. Omitted categaie no
education, no pre-employment vocational training, nornramig lowest household per capita income quartile, wamed home, rural, female, white race, non-minonitgt a.on-

homeland.
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Table 8

Percentage distribution of duration of unemployment, ®S97 data

Uncompleted duration Frequency Percent Cumulative peent
0 -1 months 1012 6.3 6.3
1-6 months 1694 10.6 16.9
6 -12 months 2794 17.5 34.4
12-36 months 4574 28.7 63.1
>36 months 5891 36.9 100.0
All 15965 100.0 100.0

30




A D, W,
W
D2
S D,
S | W,
D2
L N, N, L’
Figure 1

The formal and informal sector of the labor market

———-e—— Informal workers ——+—— formal workers
.002
.0015 —
.001
.0005 —
0 —
I
6000
earnings
Rands/month
Figure 2

Epanechnikov kernel density of monthly earnings
(The area under each curve is equal to 1.0)
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