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equation of self-employment. The results obtained are used to infer policy

implications. Section 5 concludes.

2. Literature Review.

2.1 Causes of Youth Unemplovment

Several macroeconomic and microeconomic reasons are believed to be the cause of
youth unemployment. The main macroeconomic conditions are aggregate demand,
youth wages (particularly minimum wage) and the size of the youth labour force,
while microeconomic conditions include the level of education and skills, relevant
work experience, a mismatch between the educational system and the labour market
-and other individual as well as background characteristics. Amongst the reasons
listed above, the most important determinant of youth unemployment as well as adult
unemployment is the general characteristics of the economic system (O’Higgins,
1997). Thus if there is a fall in aggregate demand, there will be a subsequent fall in
the demand for both adult and youth labour as the number of layoffs increase and the
number of new hires is reduced (Rees, 1986). The youth unemployment rate
therefore reflects what is happening in the business cycle (Rees, 1986). What is very
interesting is that changes in aggregate demand effect youth disproportionately, or put
differently youth unemployment is more sensitive than adult unemployment to
fluctuations in aggregate demand. The main reasons for this are that on the demand
side, the opportunity cost for firms firing young workers is lower than for firing older
workers and younger workers are less likely to be protected by a trade union or any
other employment protection legislation. On the supply side, young workers are more
likely to voluntarily quit their jobs than adult workers as they will have fewer
commitments. Similarly younger workers will tend to “shop around” for jobs earlier
in their careers so as to find é suitable occupation thus making them less likely to keep

a job for long periods at a time (O’Higgins, 1997).

The minimum wage i$ another important determinant of the level of youth
unemployment because the youth find themselves in the lowest paying jobs because
of their lack of experience. An increase in the minimum wage will reduce youth

employment in favour of adult employment because of its impact on the relative costs
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are finding employment, and rather than taking up self-employment and using it as
either a base from which to search for formal employment or wait for formal

employment (Kingdon and Knight, 2001b), many of them remain unemployed.

Table 5 looks at the changes in participation in self-employment for youths across the
different races to determine whether the groups that are most in need of taking up
self-employment are doing so. Indeed the African youth are taking up self-
employment and although the rate of self-employment has decreased the number of
African youth running their own businesses has increased. On the other hand the
involvement of Coloured youth in self-employment is not looking promising for not
only has the rate of self-employment decreased, but the numbers have also decreased.
~ Simularly Indian youth have experienced declining participation in self-employment
but not to the same extent as Coloured youth. White youth are increasingly getting
involved in starting their own ventures, with an increase in both the rate and numbers
of those running their own business. African and Coloured youth continue to have the
lowest rates of self-employment and policy makers need to make sure that these two
groups that are most in need of getting involved in self-employment are continuously
targeted to improve their labour market prospects.

Table 5: Changes in Participation in Self-Employment for Youth between 2000
and 2004."

Sept 2000 Sept 2004
African 465,734 525,133
6.13% 5.94%
Coloured 32,571 27,206
3.09% 2.56%
Indian/Asian 18,727 17,803
7.02% 6.21%
White 83,852 102,999
10.01% 11.29%
Total 600,884 673,141
6.16% 6.07 %

" The total figures in table 5 do not match those in table 24due to missing observations on race.
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at perceiving entrepreneurial opportunities and are therefore more likely to engage in

entrepreneurial activities.

Social Capital: Other Self-Employed People in the Family

Having a role model within the family who owns/runs a business is indeed an
important predictor of béing self-employed for youth (Cooper, 1985). This can be
seen as a proxy for a “network” providing the youth with entrepreneurial resources
and information that would have otherwise been difficult to obtain. Having another
self-employed person in the household is likely to increase the probability of being

self-employed.

Financial Capital: Household Cash Income

" A dummy variable highest household cash income quintile (=1 if the individual
comes from a household that is in the highest cash income quintile) is introduced to
determine whether those that come from wealthier households are more likely to be

self-employed, in other words this variable is used as a proxy for financial support.

Family Background: Marital Status and Young Children

Marital status can serve as a proxy for risk and/or availability of financial capital. It is
more likely that being married increases the probability of being self-employed with
several studies showing a significant and positive relationship between marriage and
self-employment (Blanchflower & Oswald, 1998).

If the respondent has a young child (aged 6 years or younger) it is thought that the
individual will have greater child-care responsibilities and will have less flexible
hours, and as a result, self-employment may seem to be the more attractive option

(Mlatsheni & Rospabe, 2002).

Family Background: Household Size

This variable 1s included to try and see what type of households self-employed youth
come from, whether coming from smaller or larger households increases or decreases
the probability of being self-employed. This variable is characterized by: small,

medium and large households.”! Looking at a sample of young people under the age

' A small household contains 1 — 4 people, medium household 5 — 9 people and a large household
contains 10 — 19 people.
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economic policy, encouraging self-employment amongst the youth will help address

4

the double digit unemployment rates faced by the youth of South Africa.
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APPENDIX B:

Determinants of Self-Employment for Youth®™, Mesebetsi LFS 1999-2000 data

dF/dx robust z P>z |
std.error

Gender 0.035220%* 0.0137913 2.55 0.011
Young People -0.0309089%* 0.0130405 -2.29 0.022
African® -0.0849367%* 0.0486737 -2.29 0.022
Coloured -0.0612337%%* 0.0103267 -3.39 0.001
Indian -0.03806621% 0.0157974 -1.65 0.099
No Education ° 0.102983%* 0.0642909 222 0.026
Primary Education 0.0289098 0.0215338 1.56 0.120
Complete Secondary 0.0054258 0.0155105 0.36 0.720
Higher Education 0.0368631 0.0358147 1.22 0.223
Tertiary Education 0.3087284%%* 0.1060974 448 0.000
Skalls Training 0.0244212 00210644 1.28 0.200
Other Self-Employed 0.59048%** 0.0707692 10.25 0.000
Highest Income Quintile 0.0421327* 0.0270453 1.84 0.066
Married 0.0222767 0.0168674 1.41 0.157
Young Child 0.0134198 0.0136147 1.00 0319
Medium HH Size® -0.0457992%** 0.0128372 -3.30 0.001
Large HH Size -0.0642131+** 0.011673 2.94 0.003
Urban -0.0013731 0.0133196 -0.10 0918
N 2044
Wald Chu2/Degreesof Freedom 244.58/18
Prob > Chi2 0.0000
Pseudo R” 0.2932
Log likelihood -452.99593

Note: * Base/Reference Category: White; ° Base Category: Incomplete Secondary; © Base Category: Small
Household Size; *, **, and *** represent statistical significance at the 10%, 5% and 1% levels respectively.

Source: Mesebetsi LFS (1999-2000)

> Youth refers to the youth that set up their own businesses and did not inherit them.
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