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Introduction

The accurate measure of the unemployment rate is critical as it is widely used as a predictor of a country’s
economic performance (Statistics South Africa, 2008) and has implications for inequality, crime, and social
stability. A precise and relevant unemployment rate is thus necessary for economic policy action as well as
social, geographical and educational strategies (Barker, 2007; Pedersen & Schmidt, 2006; Ranchod, 2009).
This paper compares the implications for the unemployment rate in South Africa when measured in three
ways, where two of these classifications are based on actual behaviour and one is based on individual self
classification. This knowledge of respondents’ perceptions in relation to their official classification may be

useful for understanding their behavior in terms of job search and transitions between labour market states.

In 2009 the official unemployment rate in South Africa was 24.3% (Statistics South Africa, 2010). In
comparison, the global unemployment rate was 6.6% (Sang, 2010). Since the unemployment rate is a widely
used indicator of wellbeing, poverty, and as a measure of the strength of an economy in general (Barker,
2007; Byrne & Strobl, 2004; Kingdon & Knight, 20006), the significant rate of unemployment in this country
should be of major concern to policy makers — particularly through the effect that unemployment has on
crime, poverty, and rising inequality. This paper will show that problem of unemployment may be much
higher than the official data suggests — because the official rate is calculated using broad behavioural criteria
which may disguise the perceived level of joblessness under current labour market conditions in this country.
This paper does not however refute the importance of the official rate, because the official rate follows
internationally consistent criteria for measuring unemployment. Instead it seeks to better understand the

unemployment issue in South Africa.

A self-reported rate is useful for policy analysis, particularly since the manner in which an individual views
him/herself may have a significant impact on decisions made regarding job search behavior, and other
political economy considerations such as their assessment of the effectiveness of Government’s policies that
are intended to assist those who are unemployed. The paper will do this by testing the hypothesis that there is
a significant difference between the official broad unemployment rate and the self-reported rate of
unemployment amongst a sample of young people from Gauteng and Limpopo. It will also show there are
differences in the observable characteristics of individuals who classify themselves as employed versus those
who classify themselves as unemployed when compatred to the way they atre classified by the definitions

which are based on their behavior.

The paper proceeds as follows: Section 2 compares the three measures of employment (and unemployment)
used in this study. Section 3 discusses the contention surrounding the different definitions of employment,

including the debate about the broad versus narrow definitions. Section 4 considers the largely unexplored



alternative of a self-reported unemployment rate. Section 5 describes the data used in the paper, while
Sections 6 and 7 relate the method of investigation and regression analysis. Section 8 summarizes the results

of the paper.

Measurements of unemployment

While concept of unemployment may appear to be intuitive, statistically it is much more complex to define
and thus to measure. As Long (1942: 2) puts it, “It is not often fully understood that conceptual limits of
unemployment are not definite boundaries, but rather wide battlefields over which economic and social
philosophies are still fighting”. An official definition of unemployment is particularly difficult to agree on
because, firstly, it has multiple interpretations, and secondly, individuals seeking work are extremely
heterogeneous (Brandolini et al., 2000). Essentially, even defining “labour” in a way that will refer to the
same class of activities in all societies and nations consistently over time is a near-impossible feat (Moore,
1953). The challenge in defining unemployment is to balance this individual heterogeneity with the necessary
fixed standards to facilitate comparability of labour market indicators worldwide (Brandolini et al., 2000;

Moore, 1953).

The International Labour Organisation (ILO) defines unemployment in the labour force framework as “an
extreme situation of total lack of work” (Hussmanns, 2007: 17). Under this framework, employment is seen
as a less extreme situation of partial lack of work in which, during the reference period of one week, there has

been participation in any economic activity for at least one hour (Hussmanns, 2007).

In 1998, Statistics South Africa (Stats SA) adopted this formal definition used by the ILO in order to ensure
international comparability of its unemployment rate. In their Quarterly Labour Force Surveys (QLES), Stats

SA calculate the official number of unemployed persons as those who:

(a) Were not employed in the reference week
(b) Actively looked for work or tried to start a business in the four weeks preceding the survey interview,
and

(c) Would have been able to start work or a business in the reference week

Persons who satisfied criteria (a) but not either (b) or (c) were considered Not Economically Active (Statistics
South Africa, 2008). The broad/expanded definition of unemployment necessitates that only ctitetia (a) and
(c) be met, while the narrow/strict definition has the additional requirement (b) whete a person has actively

searched for work in the past four weeks (Statistics South Aftrica, 1998).



To consider each of these criteria individually:
(a) Not Employed

In order to fully appreciate the unemployment definition, it is important to understand what it means to be
employed. In this measure, the QLFS again follows the official definition proposed by the ILO (Statistics
South Africa, 2008): Persons employed in market activities ate those who, during the reference week, even if

only for one hour, did any of the following:

(1) Worked for a wage, salary, commission or payment in kind (including domestic work)
(2) Ran any kind of business, big or small, on their own or with one or more partners

(3) Helped without being paid in a business run by another household member

The defining property of this measure is that engagement in economic activity for as little as one hour during
the reference week is enough to be classified as employed (Statistics South Africa, 2008). The reasons cited by
the ILO for this one-hour criterion include making the definition of employment as broad as possible,
ensuring that aggregate labour inputs correspond to aggregate production, and compliance with the rules of
the 1LO labour force framework which gives precedence to any employment activity over any other activity.
These rules of the labour force framework exist to ensure that the classification of the population into the
three groups of Employed, Unemployed, and Not Economically Active is exhaustive, and that the three

groups remain mutually exclusive (Hussmanns, 2007; Statistics South Africa, 2008).
(b) Seeking Work

In order to be considered unemployed, an individual must have taken active steps in a specific period to find
work. Merely stating to want work is not sufficient to objectively classify the individual as unemployed. The
ILO does not specify the length of the job search period, but has left this open to individual countries for
interpretation (Hussmanns, 2007). Statistics South Africa uses the most commonly adopted period of 4 weeks

(Statistics South Aftica, 2008).
(c) Available to work

The purpose of the availability for work criterion is to exclude persons with the intention of starting work at a
later date (for example students) and persons who would not be able to take up work due to family

responsibilities, illness, or prior commitments (Hussmanns, 2007) .

In addition to the above three criteria, the QLES also restricts the working-age population to persons aged
15-64 years. Those classified as neither employed nor unemployed are considered Out Of the Labour Force

or Not Economically Active (NEA). This incorporates persons of the working-age who did not work in the



reference week, did not look for work or attempt to start a business in the four weeks preceding the survey,

or were not available to start work in the reference week.

The unemployment rate is then calculated as follows:

Number of Unemployed Persons
Labour Force

Unemployment Rate = x 100 (Equation 1)

Here the labour force is equal to the sum of the number of unemployed persons and the number of

employed persons (Barker, 2007; Yu, 2009).

Counting employment in the Quarterly Labour Force Survey (QLFS)

The QLES calculates unemployment based on the ILO definition (as discussed above) with the use of Section

2 and 3 of the questionnaire. The relevant questions are:

(2.4) In the last week

(a) Did you work for a wage, salary, commission or any payment in any kind (including paid domestic work), even if it
was for only one hour?

(b )Did you run or do any kind of business, big or small, for yourself or with one or more partners, even if it was for
only one hour?

(¢) Did you help without being paid in any kind of business run by your household, even if it was for only one hour?

If yes to any part of Q2.4 go to Section 4, otherwise go to 2.5

This question determines whether the individual is classified as employed. By the official definition of
employment, “yes” to any one of these questions satisfies the criteria for employment. No further questions
are asked regarding economic activity (Section 2) or unemployment and economic inactivity (Section 3). The
respondent is routed past these sections, and thus cannot be classified as either Unemployed or Not

Economically Active.

These three questions replace eight detailed questions included in the LFS until 2008 regarding domestic

work, farming/agricultural work, construction activities, and hunting livestock for consumption or resale.

The move to the QLFS relies on only the above three questions to classify employment (Yu, 2009).



(2.5) In the last week, even though you did not do any work for pay, profit or did not help without pay in a household business
(a) Did you have a paid job that you wonld definitely return to?
(b) Did you have a business that you wonld definitely return to?

(¢) Did you have an unpaid job in any kind of business run by your housebold that you would definitely return to?

Ifyes to (a), (b) go to O2.7, otherwise go to Q2.6 (which asks additional questions regarding non-market production activities).

Despite answering negatively to the previous question, the respondent may still be classified as employed, if
he/she is temporarily absent from work with good reason. Q2.7 deals with the reason given for absence.
Persons who were temporarily absent from unpaid wotk (c) cannot be considered employed, and are routed
eventually to section 3 to determine whether they fall into the Unemployed or Not Economically Active

segment of the labour force.

(2.7) What was the main reason you were absent from your job/ business last week?
-Health reasons
-Vacation leave
-Caring for family or others (except maternity/ paternity leave)
-Maternity or paternity leave
-Other family/ community obligations
-Strike/ stay-away/ lockont
-Transport problems
-Bad weather
-Study or training leave
-Unrest (violence)
-Temporarily laid off/ Reduction in economic activity
-Seasonal work

-Start a new job/ business at a definite date in the futnure

For all reasons other than the final two, go to Section 4, otherwise go to Section 3

Persons who were absent from work for any reason apart from the last two are considered employed. Others

are routed to Section 3 to determine whether they are inactive or unemployed.

(3.1) In the last four weeks



(a) Were you looking for any kind of job?
(b) Were you trying to start any kind of business?

If yes to either (a) or (b) go to 3.2 (which asks about specific search action taken), if no to both go to J3.3.

This question determines whether the respondent engaged in search activity, which is a prerequisite for

classification as Unemployed as opposed to Not Economically Active.

(3.3) Was this becanse you had already arranged to take up a job or start a business at some later date?

If yes, go to Q3.6 (which asks about the duration of unemployment)

Persons who answered yes to this question did not have to be engaged in active search in order to be

classified as Unemployed, providing they were able to start work in the previous week.

(3.9) If a suitable job had been offered, wonld you have been able fo start work last week?

This question is the final determinant of Unemployment. An individual must have been able to start work

within the reference week to be classified as Unemployed.

Controversy surrounding the definition of unemployment

In 1998, Statistics South Africa (Stats SA) adopted the narrow definition of unemployment as the official
South African unemployment rate, revising their use of the broad rate since 1993 (Statistics South Africa,
1998). Motreover, with the progression of the October Household Survey (OHS) from 1993-1999, to the
Labour Force Survey (LES) from 2000-2008, and then to the Quarterly Labour force survey (QLFS) in 2000,

the unemployment algorithm no longer considered the broad unemployment rate at all (Yu, 2009).

This amendment meant that individuals who had not participated in active search activity within the four
weeks prior to the interview would be classified as Not Economically Active instead of as Unemployed. In
addition to following international standards, Stats SA asserted that the narrow definition is technically more
objective as it is preferable to include only those individuals who have engaged in definite actions towards

finding a job (Statistics South Africa, 1998).



Figure 1: Broad vs Narrow Unemployment Rates in South Africa (2000-2005)
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This decision did not come about without challenge and dispute, both in South Africa and internationally.
The contention between the broad and the narrow rate is a longstanding issue that has been the subject of
much debate. The criterion of job search is a rational restriction as it requires active demonstration of labour-
force attachment. However, this comes at the cost of a large number of non-searchers being disregarded by
the unemployment measure. Many economists argue that being willing and able to work should be sufficient
for classification as unemployed. The argument is intensified in developing countries with mass
unemployment, such as South Africa. In such cases, job search cost (transport, childcare, expenses, etc.) is
increased while the likelihood of finding work is decreased, leading to a very small expected return from
search. Many potential workers are likely to be discouraged and thus remove themselves from the searching
segment despite desperately wanting work (Barker, 2007; Byrne & Strobl, 2004; Dinkelman & Pirouz, 2002;
Kingdon & Knight, 2006). Dinkelman & Pirouz (2002) and Kingdon & Knight (2006) argue that in such a
case, the high cost of search combined with the low probability of finding work makes #of searching a rational
strategy. They argue that these disincentives to search do not necessarily imply that the non-searching
segment desire work any less than the searching. Clearly, by this reasoning, the reported unemployment rate
may understate the true rate of unemployment (Barker, 2007; Dinkelman & Pirouz, 2002; Kingdon & Knight,
2000).

! Data taken from Bhorat, H. “Unemployment in South Africa: Descriptors and Determinants”



























used in this paper — self-reported Not Economically Active’. As mentioned eatlier, the purpose of this
section is not to identify conclusive differences in the characteristics of these different employed and
unemployed groups, but rather to test the hypothesis that there are differences between the results (in terms
of the variables that are significantly correlated with an outcome) in these different estimations using

otherwise identical specifications.

The conclusion that we draw from the evidence presented in Table 8 is that such differences could have a
bearing on the results of analysis into the determinants of employment, and that there may be a group of
workers who are marginally-attached to employment and that exhibit characteristics that place them
somewhere between the self-reported employed and the searching unemployed. While, as noted, the self-
reported measure is likely to be highly endogenous, both the QLFS and NIDS skip over the search-related
questions for those defined as employed. It is therefore not possible to learn anything about the search-

behavior of the marginally-attached employed in these two nationally representative surveys.

In Table 9 we examine the differences between those who both define themselves as employed and who are
classified as employed by the QLFS and then the NIDS definitions, and in each case those who defined

themselves as unemployed but are classified as employed by the latter two definitions.

The table shows the results for two groups of separate Logit regressions (reported as odds ratios) that
distinguish between those respondents who are self-reported employed and employed by the QLES (where
the dependent is set to one if both criteria — self-reported employed and QLFS employed are met) and NIDS
(self-reported and NIDS employed) definitions, and those who are self-reported unemployed and employed
by the QLFS and NIDS definitions — where the dependent variable is set to zero if self-reported unemployed
and, for the separate regressions, QLFS and NIDS employed. The first regression in each group excludes the
proportion of earners (wage and self-employed) in household because of the potential endogeneity of this
variable, but does not significantly alter the significance of the coefficients associated with the other
characteristics — except for the Limpopo dummy which is significant at 10% when the self-reported
unemployed-NIDS employed are used as the base group in the Logit regression. In particular, the regressions
show that females are less likely to be both self-reported and QLFS or NIDS employed, and that those
respondents that have a Grade 12/Std 10 (as opposed to ‘Less than Grade 12°) are more likely to be both
self-reported and QLFS or NIDS employed.

Finally, in Table 10 we show the results of separate Logit regressions (reported as odds ratios) that distinguish
between those respondents who are self-reported employed and employed by the QLFS and NIDS
definitions and those who are not self-reported employed but employed by the QLFS and NIDS definitions.
In each regression the base group includes those respondents who answered “No” to all the employment

(QLFS 1 to 3 and NIDS 1 to 5) questions but “Yes” to the question “In the last four weeks, would you have



liked to work for pay, profit, or family gain?” These figures provide further support for our contention that
the marginally-attached employed should be viewed as a separate group. Both the QLFS and NIDS-only
employed (i.e. they are defined as employed by these definitions but self-report unemployment) contacted
more firms in the last month than the searching-unemployed. It is also interesting that those respondents
with a “Certificate with less than Grade 12/Std 10” were more likely to be QLEFS and NIDS-only employed
as opposed to searching unemployed, and that those respondents whose parents regularly spoke English at
home were more likely to be employed than searching-unemployed by all four of the definitions. These
results may be the consequence of the relationship between self-classification and expectations. They could
also be a feature of the labour market for these young people in greater Johannesburg and the Limpopo
province — where a certificate or a better command of English may provide a useful signal (and/or the

necessary skills) to employers of ‘marginally-attached to employment’ type workers.



Table 8: Results for three separate Logit regressions (reported as odds ratios) that determine employment when

employment is based on the self-reported, QLFS, and NIDS definitions

Odds ratios (for dependent variable vs
searching unemployed and discouraged)
Explanatory variables Self- QLFS NIDS
Reported  Definition  Definition

employed  employed employed

Female 0.46%** 0.47*** 0.50%**
-0.08 -0.07 -0.09
Receives child support for at least one child 0.95 0.64 0.48%*
-0.31 -0.18 -0.16
Female who receives child support for at least one child 1.33 1.42 1.67
-0.51 -0.45 -0.63
Age of the respondent in years 1.06 1.05 1.05
-0.05 -0.04 -0.05
Limpopo Province 0.76* 0.71%%% 0.84
-0.12 -0.09 -0.12
Proportion of earners (wage and self-employed) in household 2.99**xx 1.09 0.76
-0.74 -0.2 -0.16
Parents regularly speak English at home 0.95 1.28%* 1.42%
-0.17 -0.19 -0.27
Certificate with Grade 12/Std 10 1.54%* 1.34* 1.53%*
-0.31 -0.21 -0.31
Certificate with less than Grade 12/Std 10 0.94 2.18%%* 3.69%%*
-0.31 -0.59 -1.63
Degree 1.96 1.61 6.45%
-1.26 -0.77 -6.69
Diploma with Grade 12/Std 10/Mattic 1.7 1.16 1.62
-0.62 -0.34 -0.63
Grade 12/Std 10/Matric 1.64%** 1.27 1.11
-0.3 -0.18 -0.19
Passed higher grade or standard grade Mathematics in Grade 12 1.21 1.25 0.93
-0.31 -0.25 -0.22
How many firms did you contact in the last month while looking for a job ~ 0.96** 1.04k** 1.05%*
-0.02 -0.01 -0.02
Constant 0.09%* 0.49 1.04
-0.1 -0.43 -1.72
Observations 1133 1391 1408

Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1



Table 9: Results for two groups of separate Logit regressions (reported as odds ratios) that distinguish between those

respondents who are self-reported employed and employed by the QLFS and NIDS definitions, and those who are self-

reported unemployed and employed by the QLFS and NIDS definitions

Explanatory variables

Odds ratios
Both Self-reported and Both Self-reported and
QLEFS employed vs only NIDS employed vs only

QLFS-only employed

NIDS-only employed

Female

Receives child support for at least one child

Female who receives child support for at least one child

Age of the respondent in years

Limpopo Province

Proportion of earners (wage and self-employed) in household

Parents regularly speak English at home

Certificate with Grade 12/Std 10

Certificate with less than Grade 12/Std 10

Degree

Diploma with Grade 12/Std 10/Mattic

Grade 12/Std 10/Matric

Passed higher grade or standard grade Mathematics in Grade 12

How many firms did you contact in the last month while looking for a job

Constant

Observations

0.58%%*
-0.12
1.03
-0.38
1.34
-0.58
1.09
-0.06
0.92
-0.17

0.86
-0.17
1.4
-0.31
0.71
-0.25
1.85
-1.31
1.59
-0.67
1.51%*
-0.31
1.1
-0.31
0.95%%*
-0.02
0.12*
-0.15
705

0.63%*
-0.13
1.14
-0.43
1.25
-0.55
1.09
-0.06
0.94
-0.17
3.22%%%
-0.96
0.8
-0.16
1.25
-0.28
0.04
-0.23

-0.33
0.95%%*
-0.02
0.09*
-0.12
699

Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1

0.48%%*
-0.09
1.06
0.37
1.28
-0.51
1.06
-0.05
0.73%
0.12

-0.69
1.72%%*
-0.32
1.21
-0.31
0.96%*%*
-0.02
0.15*
-0.17
936

0.51%%*
-0.1
1.15
-0.41
1.2
-0.49
1.06
-0.05
0.76
-0.13
3.67***
-1.01
0.83
-0.16
1.42%
-0.3
0.73
-0.25
1.68
-1.11
1.55
-0.6
1.64%*
-0.31
1.27
-0.33
0.95%%*
-0.02
0.11*
-0.13
928



Table 10: Results of separate Logit regressions (reported as odds ratios) that distinguish between those respondents who
are self-reported employed and employed by the QLFS and NIDS definitions and those who are not self-reported
employed but employed by the QLFS and NIDS definitions vs those respondents who answered “No” to all of the

employment questions but “Yes” to the question “In the last four weeks, would you have liked to work for pay, profit, or

family gain?”

Odds ratios (for dependent variable vs Searching Unemployed)
Both Self-reported and QLFS-only Both Self-reported and ~ NIDS-only

Explanatory variables QLFES employed employed NIDS employed employed
Female 0.21%%% 0.38%%* 0.22%%% 0.50%%
-0.067 -0.114 -0.07 -0.141
Receives child support for at least one child 0.71 0.68 0.7 0.7
-0.437 -0.413 -0.429 -0.413
Female who receives child support for at
least one child 1.95 1.35 1.85 1.28
-1.326 -0.898 -1.259 -0.82
Age of the respondent in years 0.97 0.87% 0.96 0.92
-0.077 -0.066 -0.076 -0.065
Limpopo Province 0.66 0.69 0.66 0.93
-0.177 -0.172 -0.177 -0.212
Parents regularly speak English at home 2.36%* 3,07k 2.36%% 2.70%%*
-0.899 -1.095 -0.896 -0.949
Certificate with Grade 12/Std 10 1.80% 1.2 1.80% 1.18
-0.624 -0.401 -0.625 -0.37
Certificate with less than Grade 12/Std 10 329 5.08%%* 3.22 4.52%%
-2.666 -3.87 -2.604 -3.369
Degree 2.79 143 2.72 1.39
-3.285 -1.685 -3.196 -1.526
Diploma with Grade 12/Std 10/Matric 1.46 0.59 1.63 0.63
-0.879 -0.339 -0.958 -0.326
Grade 12/Std 10/Matric 1.26 0.79 1.33 0.8
-0.377 -0.227 -0.397 -0.213
Passed higher grade or standard grade
Mathematics in Grade 12 0.89 0.87 0.89 0.83
-0.368 -0.335 -0.368 -0.299
How many firms did you contact in the last
month while looking for a job 1.01 1.10%* 1.01 1.06*
-0.032 -0.042 -0.031 -0.035
Constant 9.44 122.15%+* 11.29 53.59**
-17.833 -217.623 -21.098 -88.607
Observations 412 517 418 742

Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1



Conclusion

This paper finds evidence of a significant difference between official and self-reported rates of employment.
While this study makes use of a highly specific cross-section of South Africans it is in no way intended to be
considered representative of the national population. The study does not negate the importance or relevance
of the existing definitions of employment, unemployment and the labour force. Nevertheless the distinction
between self-reported and behavior-defined employment criteria could be useful to researchers and policy-

makers in furthering their knowledge and awareness of the unemployment problem.

The disparity between classification by ‘attitude’ and classification by ‘action’ is relevant for policy decisions,
especially in a developing country democracy where individuals’ perceptions are likely to be a strong
determinant of their behaviour. This is particularly true regarding the effects of search behavior on the labour

market outcomes of workers.

The intention of this paper is to further the understanding of the severe unemployment problem facing South
Africa by considering individual perceptions of their position in the labour market, and using this knowledge
as a tool for understanding behavior. This will hopefully allow both researchers and policy-makers to better

tackle poverty alleviation and job creation.
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