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Abstract

Utilizing the 2007 and 2010 labor force surveyss thaper documents that very high
youth unemployment is a key feature of the Swadilior market and analyzes policy
options that could help address this challengest,Fihe paper characterizes the Swazi
labor market and its youth segment with descriptitatistics. Second, it identifies
determinants of the labor market position of ddfar types of the young population
through a multinomial logit model. Third, drawing a search model, the paper analyzes
impacts of active labor market policies at diffareegments of the population. While
active labor market policies such as training dr gearch assistance for people leaving
the public sector may speed up transition to theafe sector, they would exacerbate
inequalities. Besides improving the business enwrent, Swaziland needs to develop
employment and entrepreneurship policies to integta youth into the labor market.
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I. Introduction

Despite strengths such as favorable location amdatt, good infrastructure, diversified
production base and skilled labor force, since d880s Swaziland has been one of the least
growing countries in Africa. Specifically, at 2.38erage annual growth rate during 2001 —
11, Swaziland’'s economic growth was well below therage of the sub-Saharan Africa
(5.8% a year). The slow growth was accompaniedolyjbb creation. The 2007 and 2010
Swaziland labor force surveys revealed unemploymeget of almost 30% of the labor force
— one of the highest among Africa’s middle incoroerdries. At 63% of population poverty
was widespread, while 29% of population lacked fsecurity in 2016.

The aggregate numbers hide substantial differeacesss subgroups, as unemployment is
disproportionally high among the youth, adult womless educated workers and population
in rural areas. The country’s socio-economic cimgiés are exacerbated by the highest
prevalence of HIV and AIDS rates in the world (26.bf population aged 15-49), which is
also reflected in its very young population (40%population is younger than 15 years).

Swaziland was impacted by the global financialisnsith delay, through SACU revenues
that fell by 57% between 2008/09 and 2010/11. Whthfall of SACU revenues and minimal
accumulated buffers, the country went through aidiy crunch in 2011, which has led to
cuts in social and capital expenditures and goveminarrears to the private sector. These
measures could weaken growth prospects and makentippdoyment and poverty situation
even more challenging. Specifically, the UN (20%2)dy found that the labor market (e.g.,
job losses, wage cuts, cuts in hours, close ofnlegs) was among key channels through
which the 2011 fiscal challenges affected welfdreauseholds in Swaziland.

At more than 50% of the labor force, youth unemplent in Swaziland is disturbingly high

and ultimately not sustainable, as the early 20diegences in North Africa illustrated. The

issue of youth unemployment in Swaziland is paldidy concerning in urban areas, where it
is almost triple of the adult unemployment rate.cbmtrast, in rural areas the difference
between youth and adult unemployment is less pnoceadi and unemployment impacts the
entire population. Unlike in North Africa, in Sw&md majority of the unemployed youth is
less skilled than their employed counterparts.

The objective of this paper is to characterize $Wamd’s labor market and point out its main
challenges and policy options, with focus on itutho The paper first outlines the key
features of the Swaziland labor market in general &s youth segment with descriptive
statistics. Second, it identifies determinantshef kabor market position of different types of
workers (by age, gender, etc.) through a multinbiogit model. Third, drawing on a search
model, the paper analyzes impacts of targetingveadtbor market policies at different
segments of the population on labor market outcomes

The paper is organized as follows. After this Idtrotion, Section Il outlines main
characteristics of the labor markets in Swazild®elsults of a multivariate analysis based on
the multinomial logit model are also presentedhis Section, while the trade-offs involved
in applying active labor market policies to diffetsegments of population are in Section 4.

2 These findings are detailed in the Government of Swaziland (281, the 2011 Human Development
Report pointed to high income inequality (UNDP, 2011).
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II. Labor Markets in Swaziland — Key Stylized Facts

Utilizing the first two integrated labor force segps (2007 and 2010) and other sources, this
section illustrates the main features and challerajehe labor markets in Swaziland, with
focus on youth. Differences in employment, unempieyt and other labor market outcomes
across various population groups — especially th&hy— are highlighted, so as to suggest
areas for policymakers’ attention and actions. @halysis shows that in the late 2000s,
Swaziland labor markets have exhibited the follapfigatures:

(i) High unemployment, declining employment rates
In 2007 and 2010, the official unemployment ratacheed 28.2% and 28.5% of the labor
force (ages 15 years +), respectively (Figure ¥)laBe 2000s, the unemployment rate, which
has been steadily rising since the mid-1990s, wasod the highest rates among Sub-Saharan
Africa’s middle income countries.

Figure 1. Unemployment Rates, Overall and by Gender, 199610 2% of labor force)
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Source: Swaziland Integrated Labor Force Surveys (SLR28)7 and 2010.

Even though official unemployment rate has not geanbetween 2007 and 2010, the labor
market situation has deteriorattcEmployment rates decreased across all major age
categories, and in some age groups (e.g., 25 8% yand above 35 years) markedly (Figure
2). The seemingly stable unemployment performasdhus mostly due to declining labor
force participation. Indeed, if the 2010 labor fongarticipation was kept at the 2007 level
(51.8% of working age population), the unemploymeé would reach 35.5% of the labor
force. Moreover, under a relaxed definition of updsgment, with all discouraged workers
included in the labor force, the 2010 unemploynrate would rise to 40.6% (Table 1).

Table 1.Unemployment Rates in 2010 (% of labor force) 1/

15-24 25-34 35+ Total
Regular definition 52.4 30.5 16.0 28.5
Relaxel( definition  64.C 40.7 28.¢€ 40.€

Source: Authors’ calculations based on the 2010 Labor Force Survey.
1/ Note: Relaxed definition counts discouraged workers #itabor force.

% The labor market characteristics listed in this sectimn not exhaustive, but instead focused on those that
underpin the empirical and policy analysis in Sections 3 and 4.

* The deterioration was in part because of the negative tmpfthe global financial crisis on selected sectors
(e.g., manufacturing) and the overall challenging econoittiateon. According to SACU (2011), at least 3,000
workers lost jobs in the textile sector alone in 2009.
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Figure 2. SwazilandLabor Market Outcomes in 2007 and 2010, by agegoaites

2a. Ages 15 — 24 (in percent) 2b. Ages 25 — 34 (in percent)
80 80
70 7 70 - @ 2007 02010
60 4 m2007 m@2010 60 -
50 50 -
40 40
30 - 30 -
20 - 20
10 10 -
0 - 0 - ]
LF Participation Employment Unemployment LF Participation Employment Unemployment
% of working Rate (Yo of  Rate (% of labor (% of working Rate (% of  Rate (% of labor
age population) working age force) age population)  working age force)
population) population)
2c.Ages 35 years + (in percent) 2d. All ages, 15 years + (in percent)
60 - 60
50 - ®2007 O2010 ||5q - W2007 O2010
40 40 +
30 30 -
20 - 20 -
10 10 4
0 1 1 O 1 T T
LF Perticipation Employment Unemployment LF Participation Employment Unemployment
(% of working Rate (% of  Rate (% of labor (% of working Rate (% of Rate (% of lzbor
zge population) working zge force) age population] working age force)
population) populzation)

Source: Authors’ calculations based on the 2007 and 2010 Swaziland Irtddrabor Force Surveys. 1/ The
youth is defined as population aged 15 — 24 years, whil pdpulation are people aged 25 years and above.

In 2011, Swaziland experienced a fiscal (liquidityisis, which the government mitigated in
part by accumulating arrears to the private se@specially small and medium enterprises.
The labor markets were thus a key channel in trdtismthe fiscal crisis to households.

Specifically, a cross-sectoral, nationally représeve survey carried out by the UN
Swaziland in November 2011 found that out of 13%rviewed households, 7.3 % had at
least one member who lost job during the past 12thso Moreover, 4.4% of households
experienced wage cuts, 4.9% reduced operatiortein lhusinesses, and 4.7% were told that
their member may lose job or experience wage cuhénfuture. These shocks impacted
disproportionally vulnerable households, such asshbolds with members living with HIV,
female-headed households (UN Swaziland, 2012).

(i) Long unemployment duration, including among the yibu
Another notable feature of the Swaziland laborkegis the long duration of unemployment

and/or underemployment periods, reflecting lowizdiion of available human resources. For
example, about 80% of respondents in 2007 Labocd~&urvey indicated that they have
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been available for work for over a year, and mdrant half of respondents have been
available for more than two years (Table 2).

Table 2. Average duration of unemployment or underemployinhgrage, 2007 1/

65 and
15to24 25t034 35to044 45to 64above Total
Less than 3 months 3.1% 1.8% 0.7% 0.3% 0.0% 5.9%
3 months - 1 year 7.3% 4.1% 1.2% 0.7% 0.2% 13.4%
1- 2years 13.9% 5.5% 2.5% 1.1% 0.1% 23.0%
over 2 years 17.8% 17.94/0 9.9% 11.0% 1.2% 57.7%
Total 42.0% 29.3% 14.3% 13.1% 1.4%  100.0%

Source: Authors’ calculations based on the 2007 Swaziland Labor Hategrated Survey. 1/ The question
underpinning this table was ‘For how long has the person hedalae for work?’.

Unemployment duration is slightly lower for the yioijages 15 - 24 years) than for the older
cohorts. While more than 70% of young people waremployed or underemployed for

more than a year, for ages 45 and above the stegenare than 90%. Nevertheless the still
very long unemployment and underemployment durdioryoung people is of concern, as

the negative impact on their skills at the eardixges is likely to impact their employment
opportunities for the rest of their lives. On thggeegate scale, it may also hamper
Swaziland’s human capital accumulation and inckigjkowth.

(iif) Unemployment impacts heavily several groups

Unemployment in Swaziland is especially widespraamng: (i) the youth, (ii) women, (iii)
population living in rural areas, and (iv) the leskicated workers. Sections below discussed
challenges faced by these groups in more detail.

(1) The youth, especially in urban areas

At 53.3% of the labor force aged 15 — 24 years,uthemployment was a key challenge for
the youth already in 2007. The situation deteredtafurther between 2007 and 2010: As
Figure 2a shows, while the official unemploymemhagned almost unchanged (52.4% of the
labor force), both employment rate and the laboceqgarticipations declined. If the 2010

labor force participation remained at 31% as in72aBe unemployment would amount to

58.8% of the labor force. These calculations raisacern about young people getting
discouraged from participating in the labor marKéte more detailed analysis carried out in
the context of the 2010 survey confirms this trahdll discouraged young people (ages 15 —
24) were included in the labor force, the youthrapyment would amount to 60.4%.

Other indicators also point to youth unemploymentaakey issue for the policymakers. In
2007, the young people accounted for 42.3% of rmdinoployed, while people aged 25 — 34
years constitute another 34%. The challenge wagplarly pronounced in the urban areas,
where the youth unemployment rate (ages 15 — 24)tnle the adult rate. Moreover, in
urban areas the unemployed youth accounts for%4o8 all unemployed, while almost one
out of five young people is unemployed (Table 2).

® According to the labor force survey, this deterioratethfa®07 to 2010, as 58.2% of respondents indicated
that they were available for work for over two years,l&v/Bi7.3% provided the same answer in 2007.

® At 28.2% in 2007, unemployment rate was high also for the®Byears old; it increased further in 2010. The
2010 rate would again be markedly higher if all discouragedg/aunkers were counted as unemployed.
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Table 3.Rural and Urban Labor Markets in 2007, by yound adult worker categories

Youth
Unemployment Youth Adult Youth unemployment Adult
rate youth /un. unemployment unemployment in total to youth unemployment
rate adult rate rate unemployment  population to adult pop.
(ratio) (% of LF) (% of LF) (%) (%) (%)

Rural 2.3 57.8 25.1 41.2 15.5 14.3
Urban 3.0 45.8 154 | 44.8 190 | 12.0
Total 25 53.3 21.0 42.3 16.5 13.5

Source: Authors’ calculations based on the 2007 Swaziland Intetjtzeieor Force Survey 1/ Youth is defined
as population 15 — 24 years old, while the adults are 25 yiehos above.

As far as the absolute numbers of people impacyednemployment, both 2007 and 2010
labor force surveys illustrated that the largeshber of unemployed were in the 20 — 24
years age category, amounting to more than 30%llofiremployed in both years. OF
concern is also the declining employment rate litg &ge group, from 22.9% of population
aged 20 — 24 years in 2007 to 21.8% in 2010.

With these rates and trends, the youth unemploynsembt sustainable and ceases to be an
economic issue only. As the 2011 experiences frartiNAfrica showed, if unaddressed, the
low and declining youth employment could lead toiglband political unrests.

(2) Adult women

While the difference in unemployment rates betwaemen and men is not as high as
between the youth and the adults, women are mégetaél by unemployment than men. For
example, while unemployment among men decreased 2&7% in 2001 to 25.7% in 2010,
it rose from 29.7% to 31.3% during the same pei@odvomen.

Dividing the gender unemployment data further bg ggoups reveals that the gap between
male and female unemployment rates is the mosopirared among the 40 -- 44 group, with
the unemployment rate among women being almostlddhk rate for men. More broadly,
the unemployment gap is significant mostly for #&lalges 25 — 44, where unemployment for
men is ‘only’ 21.2 % of the labor force while theamployment rate for women is 28.2%. At
the same time, unemployment rate for women oveyetss is lower than for their male
counterparts, even though women'’s labor force gpetion in this age increases relative to
that of men. As in many other Sub-Saharan Africanntries, labor force participation for
women is notably lower than for men across all @jegories except ages 15 — 19 (Figure 3).

Besides lower participation and unemployment rae®ng women, the labor market in
Swaziland is characterized by a substantial gendeye gap, with the overall (unadjusted)
average wage of women in the formal sector 30%vbé&hat of men. Women receive higher
average wage than men in only four sectors (agul utilities, transport&communication,

and financial intermediaries), which account fosslethan 10% of total employment.
Otherwise, women are disproportionally employedoiw paying sectors such as retail and
wholesale trade as well as community and sociaiaes (over 40% of total employment).

In sum, as other developing countries Swaziland engmerienced overall feminization of
unemployment, where women are more likely to banpleyed or outside of the labor force
than men. This especially applies to the 25 - 4dry@age group. However, no significant
differences in the main labor market outcomes (&for force participation, unemployment
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or employment) by gender emerged for the youthgd&e- 24), indicating that for the young
people the unemployment challenge cuts acrossdesttiers.

Figure 3. Labor force participation and unemployment by genge07
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Source: Authors’ calculations based on the 2007 and 2010 Swaziland Integedied Force Surveys. 1/ The
youth is defined as population aged 15 — 24 years.

(3) The less educated

Unemployment has been also disproportionally comated among the less educated
segments of the population, namely people with arymor no education. While in 2007
unemployment rate for people with tertiary eduacatwas only 7.9%, it reached 34% for
those with primary education or less. Moreover,2B& unemployment rate for high school
graduates points to a relatively high return ttidey education.

The importance of education seems to have increagedtime. For example, in 2007 the
unemployment for those with less than primary etianahas been even more concentrated
among the young people (25.4% of the unemployedl dde — 24 years) than for the
population aged 25 years or more (52% of the uneyepl aged 25 years or more) (Figure
4a). In 2010 a larger share of the 25 — 34 yeatgadmost 50%) who were employed had at
least completed secondary education relative t@5he59 age group (Figure 4b).

(iv) The youth is disproportionally employed in low vaékadded sectors

The Swazi people are largely involved in low valagded and low paid activities in
subsistence agriculture and low-productivity segsicRelative to the total population, the
youth is even more engaged in low value added awdpkid activities such as agriculture
and especially community services. The youth isstlmmderrepresented in high-paying
sectors such as the public service, the finaneietios and business activities (Table 4).



Figure 4. Distribution of Unemployment and Employment, by Eation and Age
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Source: 2007 and 2010 Swaziland Labor Force Surveys. 1/ Employmestbwteducation for the 15 — 24
years age group are not reported, as most these youpig peald not even complete tertiary education.

Table 4.Sectoral distribution of employment by age gro@€)7 (% of total)

15 + Youth (15 —24)  Adults (25 +)
Agriculture, forestry, fishing 9.0 ‘ 10.7 ‘ 8.8
Mining, manufacturing, electricity 23.0 22.0 23.2
Construction 5.5 6.5 5.3
Trade, hotels 17.4 17.2 17.5
Transport and communication 6.2 6.1 6.3
Financial intermediation 6.1 2.8 6.6
Real estate, renting, and business activities 7.9 5.2 4 8.
Public sector services (education, health) 13.1 4.7 14.6
Other community services 11.7 ‘ 24.8 ‘ 9.5

Source: Authors’ calculations based on the 2007 Swaziland Integtaiedr Force Survey.

The public sector, consisting of the public senacel public enterprises, accounted for over
40% of overall employment and 49% of male employmer2007. Moreover, activities of
the many of the small and medium-sized enterpdsgended on the government contracts.
Further, with the public sector offering the beftard and most secure jobs, the public sector
employs the majority of (60%) workers with tertiagucation (Table 5). Some university
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graduates 'que’ for jobs in this sector, recoggipinblic employment as entry into better paid
private industries, such as banking. Hence a vibpamate sector that would generate high
paying and productive employment opportunities.(éognking, ICT sub-sectors) is key to
inclusive growth and lasting reduction in unempleym) including for the youth.

Table 5. Sectoral distribution of employment by educationdfthe education category)

Formal Informal Domestic
Public private private  workers Total

Primary or less 8.7 60.5 27.0 3.7 100.0
Secondary (incl. High) 21.4 63.0 14.4 1.2 100.0
Tertiary | 582 37.7 4.1 0.0 100.0

Source: Authors’ calculations based on the 2007 Swaziland labor fancey.
(v) Multivariate analysis of employment states of theugh

This section presents the results of multinomiagjitioregression that assessed the
determinants of labor market status for Swazi yadhd (i) 15-24 years; (ii) 20-24 years;
and (iii) 20-29 years in 2007. The 20-24 years gigeip was analyzed separately because in
absolute terms, the highest number of the unemglages in this group, while including the
age group 20-29 allowed examining tertiary educati@mong five labor force states,
unemployment was the reference state. The indepéndeables were: age in years, gender,
area (urban, rural), length of the stay in the aeslcational level and the interaction term
between gender and education. The results werehteeigo account for the survey sampling.

The descriptive statistics for the variables ineldigh the regression are in Table 1, Annex I.
They show that the most frequently reported labord status for the youth aged 15-24 years
is ‘unemployment’ (53.31%), followed by ‘wage emyheent in the formal private sector’
(33.7%) and ‘self-employed’ (5.4%). In contraste tleast frequently reported categories
were: ‘wage employment in the informal private s€c{3.8%), ‘wage employment in the
public sector’ (2.3 %), and ‘Inactive’ (1.1%). Womaccount for a larger share of this age
group than men (52.4% vs. 47.7%). Youth are mdedylito come from rural areas compared
to urban areas (62.9 % vs. 37.1%). Among educdévels, the most frequently reported
levels are primary education (56.33 %), junior heghool education (22 %) and high school
education (18.0%). Results for the 20-24 and 2Q€289s age categories are very similar.

The multinomial logit regression results are shawiTable 2, Annex |. Columns (1) to (5)
indicate the labor market statu®,. whether the interviewee is employed in the pubdctor,
the formal private sector, the informal privatetsgdis inactive, or is self-employed. Beyond
age, gender, education, the area of residence (etgl, urban) and the length of the stay in
the area, the regression model also tested intezaetfects between gender and education.
The main results are as follows.

First, for the group of the young people aged 23 years, the likelihood of being employed
in the public or the private sector (formal) rathlean unemployed significantly rises with
age. For the group of young people aged 20 — 2ds\(@dnich contains the largest number of
unemployed), age has a positive relationship ontiz the likelihood of being in the formal

private sector rather than being unemployed. Secommpared with men, young women in
both age groups are notably more likely to be imacthan unemployed. Being a young
woman in the 20-24 years age category also sigmifig decreases the likelihood of being
self-employed or employed in the public sector eatihan unemployed. Third, for both age
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categories, living in urban areas increases libelihof being employed in the formal private
sector rather than unemployed (Tables 2a and 2meXn). Fourth, for all three age
categories considered, the regression resultsatalibat the longer the young people stay in
the area, the less likely they are to be emplogedte private sector (formal and informal) or
self-employed. Results from the interactive variables specifimatin tables 2a and 2b
indicate that being a young woman decreases thadtrgd primary and secondary education
on the likelihood of being inactive rather than mpéoyed.

Regarding education, having completed primary (sedondary) education raises the
likelihood of being employed in the public sectorimactive rather than unemployed for both
age categories. Having completed primary and sesgretlucation lowers the likelihood of
working in the informal sector. Having a primary arsecondary education level raises the
likelihood of being in the public sector ratherthanemployed for both men and women. For
young women in both age categories (15 — 24 and 248), education lowers the likelihood
of being inactive rather than unemployed. For 2R4-year old women, it also raises the
likelihood of being self-employed rather than unéoypd (Tables 2a and 2b, Annex I).

For the 20-29 years age group, age has a sigrifiaad positive relationship with the
likelihood of being employed in the formal privagector, the public sector or self-employed,
rather than being unemployed. Tertiary educatiesesathe likelihood of being employed in
the public sector, while having achieved primaggandary and tertiary education raises the
likelihood of being inactive rather than unemploy&dr both men and women, education
significantly decreases the likelihood of being égpd in the private sector.

Compared with men, women in the 20 — 29 years agggory are more likely to be inactive
and less likely being employed in the formal prévegector, the public sector or self-
employed than unemployed. The regression resudisate that being a woman decreases the
positive impact of education on the likelihood ddify inactive rather than unemployed.
Conversely, being a woman increases the positiy@adamnof secondary and tertiary education
on the probability of being employed in the puldector and the positive impact of primary
and secondary education on the probability of beglfemployed (Table 2c, Annex I).

lll. Labor Market Institutions and Policies Towards the Youth

Labor market policies and other measures that imjgdor market outcomes for the youth
are discussed in this section.

(i) Institutions — Flexibility and Protection

Overall the lack of flexibility of labor market itigtions is not considered a main obstacle to
job creation, including for the youth (Table 6),part because the existing laws, including
labor regulations, are not well enforced. Swazileantked as No.132 out of 140 countries on
the Global Competitiveness Ranking 2011/12, refigcthe disconnect between the labor
productivity and the real wages and one of the dsglpublic sector wage bills (in terms of
GDP) in Africa. The high wage levels make it ditfit for the new entrants to the labor
market to find employment in the public sector. Thek of labor exchange offices that
would help match searching workers with suitableavecies exacerbates the challenges.

" This may reflect the fact that the youth with bettuaation strongly prefer public sector employment.
10



Table 6.Labor Market Flexibility 1/

Pay relative Flexibility of Labor - Hiringand  Redundancy
to wage employer Firing Cost Professional
Productivity determination relations Practices (weeks)  Management

Ranking (index), unless otherwise indicated

Swaziland 132 (3.0) 106 (4.4) 85 (4.1) 111 (3.3) 8.7 74 (4.2)
Global average 3.9 4.9 4.4 3.9 11.8 4.3
SSA median 3.3 4.9 4.1 3.9 9.1 4.0

SACU countries

Botswana 69 (3.9) 94 (4.7) 65 (4.3) 101 (3.5) 16.8 36 (4.9)
Lesotho 139 (2.7) 97 (4.7) 103 (4.0) 90 (3.6) 10.7 86 (3.9)
Namibia 99 (3.5) 88 (4.9) 99 (4.0) 120 (3.1) 5.3 52 (4.5)
South Africa 130 (3.0) 138 (3.0) 138 (3.3) 139 (2.5) 5.3 8 (5.

Fast growing small economies

Estonia 7(5.1) 6 (6.0) 34 (4.8) 28 (4.5) 4.3 25 (5.2)
Mauritius 74 (3.8) 107 (4.4) 43 (4.7) 82 (3.8) 6.3 60 (4.4)
Rwanda 46 (4.2) 38 (5.5) 30 (4.9) 43 (4.3) 8.7 37 (4.9)
Singapore 1(5.5) 7 (6.0) 2(6.1) 2 (5.8) 0.0 11 (5.9)

Source: Global Competitiveness Report 2011/2012 and World Bank Doinm&s2012. 1/Index takes values
on the scale 1 — 7, with higher values indicating greagaitfility. Note: Pay relative to productivity — indicates
extent to which pay reflects productivity; flexibility @fage determination — wages are set (1) by centralized
bargaining or (7) by individual companies; labor - emplagdations are (1) confrontational or (7) cooperative;
hiring and firing practices are (1) impeded by regulatimmér) flexibly determined by employers; professional
management -- senior management positions are deterbyr(@j merit or (7) connections.

While the labor regulations and the matching precgsould be improved, the key factor
behind the youth unemployment in Swaziland is teakvbusiness environment. In general,
Swaziland seems to miss entrepreneurial culturevibald encourage the youth to open and
run their own businesses. Instead the young pepgdéer to work in the public sector.
Entrance into high-tech industries that may appedahe youth is particularly challenging
since Swaziland lags other countries in the abildyinnovate and in its technological
readiness (World Economic Forum, 2011). Barriersaimpetition (e.g., the monopoly) in the
telecommunications sector explain partly the slaketoff of the ICT sector.

Given the high unemployment and the youth unemptoymthe absence of formal social

protection — especially against life—cycle riskelsas the loss of employment — could be
addressed through active labor market policies,(&ajning, job search support). Besides the
skill mismatch, the shortages of skills are alsmhbstacle, with many job seekers, including
the educated ones, lacking skills demanded by grapo

(ii) Initiatives for Youth Employment and Entreprezurship

If unaddressed, the uncertain employment prospettthe youth would have negative
implications for the country’s human capital andliusive growth. Recognizing the youth
unemployment — and youth development more broadlg a challenge, the government has
undertaken some steps to tackle it, including byetigpment of the National Youth Policy
and establishing the Youth Enterprise Fund in 2088ng non-state initiatives, since 2006
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TechnoServe — an international NGO specializingaaial entrepreneurship — has been also
providing support to SMEs in Swaziland. These dtities are now briefly discussed.

The Youth Enterprise Fund (YERIMs at alleviating unemployment among peoplegefsa
18 — 35° Since acquiring productive assets for generatimgrne is a key impediment to
youth entrepreneurship, the YEF provides start ugirtess capital — without collateral — for
individual young entrepreneurs as well as assaciatand companies led by young people; it
also finances growth of existing enterprises. Tduk lof business skills among the youth is
another major hindrance to productive entreprem@ordhe Fund thus facilitates training for
young entrepreneurs as well as their linkages laitlpe corporations so as to create demand
for SME services and stimulate positive technolagg management spillovers.

In the first phase of the YEF during 2010, the fuhstributed Emalangeni (E) 5.8 million
(580,000 euros) to about 400 applicants. In 2014 Fund distributed only about E 2 million,
even though the demand amounted to E 25 miflig¢hile collateral is not required and the
interest rates (10%) are set below commercial rétesamounts of loans extended are small.
Despite of the development character of the loaempayment rates have been loan,
suggesting weaknesses in assessment of the bupnogssals submitted to the Fund, weak
incentive structure, and the lack of proper moimigpr Moreover, so far the Fund has
remained fully dependent on the Government finamcamd has not created a viable
recapitalization strategy. The Youth Fund initiatiwould thus need to be redesigned and
markedly scaled up to become an effective polioy ito reducing youth unemploymefft.

Similarly to the Youth Enterprise Fund, thechnoServéias centered its activities around
training, mentoring, networking and providing sempital to entrepreneurs, including the
youth. Regarding sectors, in Swaziland TechnoS&eases especially on agriculture and
tourism. In an effort to make up for the lack ofi@&l entrepreneurship classes in school
curricula and to equip young people with elemertbusiness skills early on, it has also
developed an innovative School-Age Youth Entrepuestap after-school program.

Access to credit remains a key obstacle for endrggurs in Swaziland and constitutes a
severe barrier for the youth who lack collateradl @ame considered ‘higher risk’ because of
their limited experience. To help entrepreneursrawme these obstacles, TechnoServe
launched a $25 million loan guarantee facility, evhivas taken up by the Standard Bank and
the Nedbank Swaziland. The initiative seems to hphayed a catalytic role, as similar
scheme — on a larger scale — is now being rollégointly by the Nedbank, SEDCO and the
Central Bank SME credit guarantee scheme. Undeartfamgement, the Nedbank will extend
credit covered by the Central Bank Guarantee Sclemdéhe SEDCO will provide training.

Despite some challenges, the above initiatives igeowseful lessons on removing
impediments to entrepreneurship and employmentaz8and. Overall though, Swaziland

8 Sections on the Youth Enterprise Fund are based upon auttsmsssions with the Youth Fund staff.

® The loans for individuals are up to E 20,000; for companjeso E 50,000 and for associations up to E
100,000. Entrepreneurs have up to 3 months to start thaimdsas upon receiving the funds; they are asked to
repay loans within 24 months. Repayment loans have been low.

9 Other government-initiated or run employment creatidtiatives — in this case focused on rural Swaziland —
include the Rural Youth Programme under the Ministry ofi@gture and the Youth and Tourism Programme
under the Swaziland Tourism Authority. Some good practices in ymaged community tourism have emerged
which could provide examples in others. Overall thoughptbgrams are small and their funding has been also
reduced due to the liquidity challenges that Government fiac2@l0 and 2011.
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is yet to develop a comprehensive set of employnaet entrepreneurship policies and
initiatives (either public or private sector driyda integrate the youth into the labor market.

IV. Impact of Labor Market Policies

In this section, the likely medium term outcomesmfoducing active labor market policies
(ALMPSs) targeted at youth and raising minimum wages examined in a dynamic search
model is utilized. Specifically, the model outlinbdlow is a dynamic version of Van Ours
(2007), which incorporates participation of the mupdoyed workers in job search and/or
training programs in the framework of Mortensen &mbaridies (1999). The focus is on the
effect of labor market reforms on incentives foe tlnemployed to participate in training
programs or search for jobs and for firms to crgals.

In the model, workers can be either employed ingheate sector or unemployed (that is
working in the informal sector). Unemployed workeeseive income from the informal

sectorb, and search for jobs or put effort in training witttensity x >0 while incurring
2

cost k(x) =)2(—, wherey >0. Employed workers receive wage Firms post vacancies to
4

fill jobs at costc. Each filled job results in outpyt with y >w. The key component of the
model is a matching functioA = A(xu)'”v’, where A>0 denotes the efficiency of the
matching and7 (0)) is the elasticity of matches with respect to vags The workers’

search/training effort results in job offers, whigttive at rateu(d)x = A8”, where 8 = v
XU

denotes the ratio of vacancy rateto effective unemployment ratey, i.e. it describes the
tightness of the labour market from firms’ perspactConversely, firms fill their vacancies
HO) _

[
matches dissolving at rade the employment rates, and unemployment rate,, change
according to:

at rate A", With normalizing the labour force to 1, thatlis e+u, and all job

e=-u 1)
u=0@-u)-Ad"xu (2)
The steady state equilibrium unemployment thus ipeso

G=—9% _ (3)
o+ A8"X

A scenario where all unemployed workers participatethe job search assistance or
retraining programme is considered to illustrate tmpact of participation in ALMPs on
workers’ search/training effort. Participation inch programmes lowers workers’ income

from the informal sector by a fraction z and redutiee rate of search or training cost by a
fraction o0 (0) . Workers enter formal employment only when theugalof formal

employmentV;, exceeds the value of unemployment/informal emplemt,V, :

1-0)x*
2

N = ma)&(b(l_ 2) - + AGTX(Ve —V )J +vu (4)
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PVe =W+ 0V, —Vg) +VE (5)

wherep is the discount rate/, andV, denote change in the present discounted valueing be

unemployed and employed in the formal sector, r@spdy. The equilibrium search/training
intensityx can be derived from (4) as:

x=—2 A"V, -V,) (6)

Denoting J as value of filled job and),, as value of vacancy, the Bellman equations are:
e =y-(@+ T)W+5(‘]v _‘JE)+‘jE (7)
P, =-Cc+ Am_l(‘]E =)+ ‘jv (8)

where y is the output from the filled vacanayr is the social employers’ contribution tax
paid, andi_and J, denote change in the value of filled job and vagaover time,

respectively. To complete the characterizationr@raployment, a solution for the tightness
of the labour marke#], needs to be obtained through deriving wages. fdegn wage
determination, the model assumes that private seeges move with productivity changes:

w=gy, whereg[J (01). From this assumptionj. =0. Moreover, with free entry into the
job creation, value of posting a vacancylis= 0. Hence (7) and (8) become:

y—-(@+nw _cé”’

e A ©)

From (9), vacancy-to-(effective) unemployment, timjob-finding rate, rises with higher
private sector profits (and lower wage and tax)rateproved efficiency of matching\f, and
lower discount and destruction rates, § ), respectively. From (1), (2) and (6), these fexto

impact positively the equilibrium level on intensibf job search or participating in the
training program and hence on job creation durragdition as well as on the steady state
level of formal private sector employment (Table §he impact of rising minimum wages is
ambiguous since the positive impact on workersémives to search for jobs or undertake
training are hampered by disincentives of the pe\&ector to create jobs.

Table 6. Comparative statics of the model

First round effect of an | Intensity of training (search) effort | Employment in the formal

increase in of workers in the informal sector | private sector
Matching efficiencyA + +
Increase in binding + ?

minimum wageWw,,,

Income in the informal - -
sectorb
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Payroll tax7 none -

Discount ratep - -

Separation rat® - -

V. Conclusions

Utilizing the 2007 and 2010 recent labor force sys; this paper systematically
characterized the main features of the Swazilabdrlanarkets, with focus on the youth
segment (ages 15 — 24 years). It also analyzedrapfor labor market policies with a view
to bring down the stubbornly high unemploymenteesly among the youth.

First, features of the labor market and its yowtgnsent were documented with descriptive
statistics, showing that the youth and women hase favorable labor market outcomes than
other segments of the population. Second, the pajestified determinants of the labor
market position of different types of workers a@&d— 29 years through a multinomial logit
model, showing that age, gender (being a maleedndation have negative relation with the
likelihood of being unemployed. Third, drawing casch model, the paper analyzed impacts
of labor market policies. While active labor marketicies such as training or job search
would speed up transition to the private sectay thvould exacerbate existing inequalities if
they are geared only at the public sector employeféective employment policies to
integrate the vulnerable groups, especially thettyomto the labor market still need to be
developed and implementing.
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Annex 1

Table 1.Descriptive statistics

Frequency (% of tote

Youth population Youth population Youth population

aged 15-24 years aged 15-24 years | aged 20-29 years
Employment state
Unemployed 53.81 53.14 40.83
Public sector 2.28 2.96 7.18
employment
Formal private sector 33.65 34.44 40.03
employment
Informal private sctor 377 251 234
employment
Inactive 1.05 1.14 0.85
Self-employed 5.43 5.82 8.77
Sex
Femalt 52.3¢ 53.9¢ 54.6¢
Male 47.64 46.04 45.36
Area
Urban 37.10 43.09 46.24
Rural 62.90 56.91 53.76
Education
Primary schoc 56.3:¢ 42.9¢ 41.51
Junior high school 22 21.47 20.62
High school 17.99 28.35 28.93
Post-secondary 3.68 7.24 8.93

Source: Authors’ calculations based on the 2007 Labor Force Survey.

Table 2. Multinomial logit regression of determinants oétlabor market state, 2007

Table 2a.Determinants of the labor market state for peagled 15 — 24 years, 2007

Panel A: youth population aged 15-24years

[=X

1 2 3 4 5

Public sector ~ Formal private Informal

employment sector private sector Inactive Self-employe
Age 0.33*+*(0.11) 0.06*(0.03) -0.19**(0.07) 0.010(17) 0.09 (0.07)
Gender (female) -0.8568 -0.85 (0.66) -.80 (.83) 608*(3.14) -0.20 (1.47)
Urban -0.49 (0.48) 0.36**(0.15) -1.12**(.40) -0.90.84) -0.12 (0.30)
Stay length -0.67 (0.48) -0.68***(0.15) -1.43%*(73 -1.11 (0.82) -1.27**%(0.31)
Primary 18.04***(2.58) -0.59 (0.43) -1.99**(.60)  6174***(3.46) -0.66 (1.10)
Secondary 18.13**%(2.91) -0.71 (0.44) -22.93**(B2 17.40***(4.01) 0.24 (1.08)
Female x primat 0.68 (. 0.64 (0.68 1.22 (.92 -18.09**%(3.30) 0.96 (1.54
Female x secondary 0.98 (0.96) 0.26 (0.7) 21.19 () -18.77**%(3.85) -0.01 (1.53)
Intercept -27.86 (.) -0.8 (0.79) 4.20%**(1.41) -2Q.(.) -6.4416
Obs 1141 1141 1141 1141 1141

Source: Authors’ calculations based on the 2007 Labor Force Sut/eRependent variable is employment
status (formal public, formal private and informal privatage employments, inactivity, self-employment,

unemployment). Unemployment is the base state.
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Table 2b. Determinants of the labor market state for peagled 20 — 24 years, 2007

Panel B: youth population aged 20-24years

1 2 3 4 5

Public sector Formal private Informal private

employmer secto secto Inactive Selfemploye!
Age 0.20 (0.17) 0.11**(0.06) -0.25 (0.17) 0.09 0.2 0.17 (0.11)
Gender (female) -1.60***(0.72) -1.03 (0.83) -0.5510) 18.93***(4.20) -21.56**%(1.37)
Urban -0.47 (0.49) 0.48***(0.18) -0.90 (0.57) -1588 -0.07 (0.32)
Stay length -0.75 (0.49) -0.74**(0.18)  -1.26™**®R) -1.218 -1.37***(0.34)
Primary 17.70*(3.81)  -0.53 (0.49 -1.98***(0.92)  17.33***(4.96) -1.12 (1.15
Secondary 17.74**(4.07) -0.67 (0.50) -23.34*%(@P 16.94***(5.16) -0.11 (1.10)
Female x primary 1.12 () 0.86 (0.86) 1.39 (1.29) 18.73***(4.85) 22.67**(1.47)
Female x secondary 1.35(0.97) 0.39 (0.86) 21)24 (. -18.31**%(4.89) 21.29***(1.44)
Intercept -24.46 (.) -2.07 (1.31) 5.19 (3.96) -X(2 -13.8533
Obs 877 877 877 877 877

Source: Authors’ calculations based on the 2007 Labor Force Sut/eRependent variable is employment
status (formal public, formal private and informal privatage employments, inactivity, self-employment,

unemployment). Unemployment is the base state.

Table 2c.Determinants of the labor market state for peagled 20 — 29 years, 2007

Panel C: youth population aged 20-29 years
1 2 3 4 5

Public sector  Formal private Informal private

employment sector sector Inactive Self-employed
Age 0.29*+*(0.04) 0.15*+*(0.02) 0.06 (0.06) -0.0D(08) 0.24*+*(0.04)
Gender (female) -20.01**+*(0.55)  -1.18**(0.56) -1.18.95) 18.33***%(2.21) -21.46***(0.67)
Urban -0.38%(0.22) 0.51*+%(0.13) -0.30 (0.34) -15%(0.68) -0.15 (0.20)
Stay length -0.80***(0.23)  -0.81**%(0.13) -1.21**Q.35) -1.72***(0.63) -1.10(0.22)
Primary 0.02 (1.08) -0.66*(0.36) -1.61**(0.66)  UB***(2.12) -0.99 (0.56)
Secondary 0.92 (1.06) -0.81**%(0.36)  -3.37***(0.91) 17.56***(2.07) -0.77 (0.55)
Tertiary 2.11%(1.10) -1.08***(0.49) -42.51**(0.63) 18.47***(2.51) -0.27 (0.67)
Female x primary 18.95 (.) 0.70 (0.59) 1.35 (1.05) -18.23***(2.43)  21.70**(0.73)
Female x secondary  19.45**(0.61) 0.69 (0.58) A224) -18.563**%(2.32)  21.37***(0.71)
Female x tertiary 20.28***(0.71) 1.52*%(0.72) -0.38.01) -61.13***(2.51) 20.62 (.)
Intercept -8.99**%(1.52)  -2.67***(0.62) -1.60 (1.75 -19.84 () -6.20***(1.06)
Obs 1881 1881 1881 1881 1881

Source: Authors’ calculations based on the 2007 Labor Force Surveyedémient variable is employment
status (Formal public, formal private and informalpate wage employments, inactivity, self-employment,
unemployment). Unemployment is the base state.
Note: * denotes significance at 10%; ** denotes significance at*3%gjenotes significance at 1%
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