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Introduction
A critical analysis of labour market transitions is crucial in understanding the complex nature 
of unemployment. The phenomenon of shrinking employment has become a chronic socio-
economic issue in South Africa and around the globe. Leading up to 2008, South Africa’s 
economy grew tremendously, experiencing high levels of economic growth following the 
beginning of democracy until the global recession in 2008 (World Bank 2018). Despite the 
positive economic performance, the country was still not able to generate sufficient 
employment opportunities for its continually growing labour force, making unemployment 
one of South Africa’s chronic issues together with poverty and income inequality (Meyer 
2014:65–77). The transition into the labour market has been prolonged mainly because of 
chronic levels of unemployment, and this indicates that people are not being absorbed into 
the labour market, and the longer they are without employment, the slimmer their chances of 
finding one. Globally, young people are the most vulnerable, with unemployment rates that 
double the national averages (World Bank 2018), and South Africa is not excluded. The acute 
proportions of prolonged unemployment levels necessitate a re-evaluation of contemporary 
labour policies to harness the labour absorptive capacity of the country.

According to Charles, Hurst and Schwartz (2019), it is assumed that rapid economic growth 
sustained by a dynamically industrial sector would eventually attract a large number of flows of 
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new labour force in the labour market. Industrial sector 
employment has been regarded as the most important 
driving sector of employment; however, it tends to produce 
insufficient results, even in cases where an economy is 
growing at a rapid pace (Charles et al. 2019). According to 
Posel and Casale (2003), labour absorption is primarily 
discussed as a supply-side variable, which provides a 
different indication to the unemployment rate regarding the 
lack of employment opportunities in the labour market. A 
higher labour absorption means more work-seekers are 
getting employed, whilst a lower absorption rate shows more 
people are struggling to find employment (Stats SA 2020). 
The mechanisation of the labour market has implied that a 
large pool of unskilled labour in these countries with high 
unemployment rates is often left on the brink, with no hope 
of sustainable employment, leaving people trapped in the 
vicious cycle of poverty. The consequence is that if people 
face prolonged periods before transitioning into the labour 
market, an erosion of human capital results beyond the 
economic and psychological effects. According to Oosthuizen 
and Bhorat (2005), South Africa is not without any exceptions 
as, despite the substantial transformation its economy has 
undertaken since 1994 to correct the disproportions of the 
past through the execution of several labour regulation 
policies, the labour market remains under significant 
pressure. Notwithstanding improved economic growth rates 
throughout the 1990s and early 2000s, these have not been 
complemented by increased use of the country’s labour 
resources (Bhorat et al. 2014). The joblessness growth has 
presented worrying concerns with continually declining 
employment rates. The question remains: What has been 
fuelling these poor absorption rates? Against this background, 
the study in question aims to critically understand factors 
affecting labour absorption rates in South Africa. 

Literature review
Overview of labour market dynamics in 
South Africa
As it is known, the distinctive nature of the South African 
labour market is the dominance of high levels of 
unemployment as compared with other developing 
economies. This can ultimately be attributed to a number of 
factors such as real wage rate and gender disparity (Bhorat & 
Khan 2018). In the past two decades, the country’s labour 
market has undertaken considerable transformations. The 
most apparent change being relative joblessness growth, 
with the official unemployment rate currently one of the 
highest in the world at 29.1% (Stats SA 2019).

Figure 1 denotes the trend of labour absorption in the South 
African labour market. It can be seen that the employment 
rate has been sluggish since post-2008. Undoubtedly, this can 
be attributed to global economic collapse that took place in 
late 2008. This ultimately led to job losses across the globe 
(Verick & Islam 2010). It is clear that the economy has not 
been able to fully recover since the global economic crisis. 
Despite the continually rising unemployment and low 
absorption rates, the working-age population has been 

shown to increase over time. The absorption rate remained 
constant at 42.2%, whilst the unemployment rate and labour 
force participation rate increased by 0.1%, respectively. The 
unemployment rate lies at 29.1% in the fourth quarter of 
2019, whereas the labour force participation rate is at 59.9% 
(Stats SA 2019). The economy has seen the largest employment 
expansion in the formal sector, with 43 000 work-seekers 
absorbed in the labour market, followed by the agricultural 
sector and private households at 38 000 and 35 000, 
respectively, in quarter three of 2019. In contrast, the informal 
sector employment has declined by 53 000 in quarter three of 
2019 compared with that of quarter two. The number of 
discouraged work-seekers has substantially increased by 
44 000, whilst those who are economically active have 
lowered down with 35 000 between the second quarter and 
third quarter of 2019 (Stats SA 2019). 

As characterised by Kingdon and Knight (2004), continually 
increasing unemployment rates can be attributed to 
increasing labour force participation rates, slow economic 
growth and inflexibility in the labour market. The 
South African labour market suffers from the dominance of 
unequal access to job opportunities and labour discrimination. 
The unemployment burden was particularly prevalent 
amongst the mixed-race and black people, whilst the minority 
of white people enjoyed employment absorption. For 
instance, one place where racial inequality was prominent, 
was jobs in government administration (Leibbrandt et al. 
2010). Black people did not only suffer relatively high 
unemployment rates but also low wages; this was observed 
by low paying jobs relatively reserved for black people, 
whilst white people had higher paying jobs (Leibbrandt et al. 
2010). South Africa is no exception to a spatially segregated 
workforce, largely because of apartheid policies. Therefore, 
this explains low absorption rates of particularly black people 
in the labour market.

Not all jobs are equally created and many are not considered 
in the category of the formal sector. Informal jobs are regarded 
as those within the labour market but not formally registered, 
for instance domestic workers (Hundley 2001). Generally, 
workers operating within the informal sector are without 
labour rights and protection as preserved by the South 
African Labour Regulations. Therefore, this group of workers 
is prone to exploitation of increased working hours and low-
wage rates. The informal sector is generally accepted as the 

FIGURE 1: Labour absorption rate of 2008–2019.
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last resort for the large pool of unemployed labour (Bhorat, 
Dieden & Hodge 1998). Considering the magnitude of the 
unemployment rate in South Africa, one would assume the 
informal sector to have a fairly large pool of labour absorption 
(Potts 2008). 

The labour market remains under critical observation; the 
persistent joblessness growth has continued to present 
worrying concerns to the labour market. In fact, the South 
African labour force is expanding rapidly, particularly the 
number of new graduates transitioning into the labour 
market. As a consequence, the transition into the labour 
market is prolonged because of long-lasting levels of 
unemployment. There remains a gap in understanding the 
predominant factors affecting labour absorption rates in 
South Africa. With this study being under-researched, it now 
remains a complex picture as to how these factors contribute 
to the lack of understanding about what predominately 
affects labour absorption. Now the question remains, beyond 
human capital, what factors hold relevance to labour 
absorption?

Contextual background
At the core of the subsequent labour market debates, labour 
market rigidities are considered to be one of the binding 
constraints to labour absorption. Labour market rigidity or 
poor labour market efficiency is detrimental to the labour 
absorption of the country. According to Schwab (2018), 
South Africa ranks 93rd out of 137 on measures associated 
with labour market efficiency. Labour market efficiency 
assumes that there are no distortions within the labour 
market such as the hurdles associated with transitioning in 
the labour market. Analysing the structure of South African 
labour market, it is imperative to consider the socio-
historical patterns that shape it, taking into account the 
racialised wage disparities, the rural and urban separation 
embedded by the apartheid government, the distances from 
the residence places to workplaces, as well as apartheid 
regulations that restricted the expansion of the informal 
sector. South African labour legislation is to be held 
responsible for prolonged levels of unemployment and low 
absorption rates. The lack of labour law transformation has 
seen inequality increase in the workplaces and it is 
undoubtedly visible that labour laws exacerbate high levels 
of unemployment. Economic growth has been too sluggish 
to absorb a large number of work-seekers into the labour 
market, since 1970, whilst at the same time strict labour laws 
have had a considerable impact on South African labour 
market (Bernstein 2020). The laws have resulted in increased 
costs of hiring and this ultimately has affected the vulnerable 
groups of youth and unskilled labour.

Labour market rigidities, particularly in developing 
economies with an abundance of unskilled labour, have a 
tendency to create social tensions and contribute towards 
high levels of unemployment. As indicated by Banerjee et al. 
(2008), job search continues to be ineffective for the majority 
of black work-seekers as compared with their white 

counterparts, which is largely because of spatial separation 
of where the work-seekers reside and the places of future 
employment. This significantly contributes to high transport 
costs, which become a constraining factor for job searching. 
One possible explanation of this phenomenon is that high 
job search slows down the transition in the labour market 
(Banerjee et al. 2008). As economic stance improves, youth is 
the first cohort to be disregarded for employment 
opportunities. The labour market rigidity and ineffective 
labour laws are notable factors contributing to low 
absorption rates (Bazen & Skourias 1997). However, as 
noted by Kingdon and Knight (2007), the barriers to entry in 
the informal sector such as high start-up capital and costs 
have focused on the potential growth of employment, 
consequently affecting the labour absorption of informal 
sector. Unlike in other developed countries, labour in 
informal sectors experiences difficulties in transitioning to 
the formal sector. 

Another distinguished barrier to a larger labour absorption 
in the labour market is the levels of educational attainment 
and the quality of education; precisely, the mismatch between 
the skills of the education system and the demands of the 
labour market. South Africa has a sluggish labour absorption 
rate of 42.2% with a decrement of 0.2% (Stats SA 2019). It is 
widely known that formal education intensifies the chances 
of being absorbed in the labour market, relative to those 
without formal education (Moleke 2005). In contrast, radical 
improvement in education is not necessary for work in the 
manufacturing sector (Chandra & Khan 1993). From a 
theoretical perspective, the job search theory argues that 
searching for a job is regarded as a dynamic sequential 
procedure and work-seekers are required to discontinue the 
process under the circumstances of imperfect information 
and uncertainty (Van den Berg 1990). Therefore, according to 
this theory, labour market participants constantly encounter 
prolonged spells of unemployment essentially because of a 
lack of information on available job openings, location, 
required skills and qualifications (ed. Faggian 2014:59–73). 
From a migration perspective, the chances of finding a good 
matching job are determined by an individual migrating to a 
different destination (Elricka & Lewandoska 2008). 

The job search theory distinguishes the two factors of 
migration as speculative and contracted. Work-seekers 
undertake the decisions of migrating in the hope of being 
presented with a perfect fitting or suitable employment 
opportunity (Pickles & Rogerson 1984). Therefore, this theory 
assumes that migration must come first before the job search 
since regions dominated by large wage changeability absorb 
more labour, whereas regions with large non-pecuniary 
wages are subject to high rates of labour migration. Jackman 
and Savouri (1992) contended that because regional variances 
are dominant in the depression phase, the constructed 
human-capital model will assume that people migrate from 
poorer peripherals to richer regions during recession, but it 
has been proven that the flows of migration tend to increase 
during the prosperity phase.
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Labour is absorbed when it is needed to reinstate the stability 
to the economy. The human capital theory is a neoclassical 
concept; therefore, the decision for a work-seeker to migrate 
basically depends on the assessment of future benefits or 
wages associated with the job market (Sjaastad 1962). 
Employers respond to economic predicaments by cutting 
recruitments, and therefore the job-finding becomes difficult 
for individuals. Consequently, the role of information costs 
should also be taken into account because the information 
costs intensify when the distribution of jobs becomes 
sporadic. Furthermore, if work-seekers perceive economic 
crises, expected reservation wages decline because jobs with 
lower wages are vacant (Diamond 1982). Previous studies in 
the wage reservation research area have indicated that the 
individual’s skills capacity is an important aspect leading to 
a secure process of finding a job; in this regard, this ultimately 
assists the work-seekers to measure their skills against the job 
offer by means of wage rate comparison. As such, this will 
confirm whether the work-seeker finds the job suitable or 
unfitting (McCall 1970). 

Empirical review on the determinants of 
labour absorption 
According to the Institute for Race Relations (2017), the crisis 
of labour market absorption is mainly centred on black South 
Africans rather than whites. The findings of the study 
indicate that approximately four in ten black South African 
working population are employed, implying that the labour 
absorption of black South Africans is approximately 40%. 
The analysis of the study further showed that the South 
African labour absorption rate is assumed to be mainly 
dependent on an individual’s level of education. For instance, 
labour market absorption for people with tertiary education 
is approximately 75.6%. On the other hand, those with matric 
as their highest level of education are approximately 50.3% 
(Institute for Race Relations 2017). Another study conducted 
by Bhorat and Leibrandt (1999) on returns to education 
established that lower levels of education did not improve 
the chances of being absorbed in the labour market. 
Therefore, a higher level of education has a substantial 
influence on gaining employment and increasing returns. 
These findings coincided with those of Van der Berg and 
Burger (2003). In support of education being an important 
factor, Moleke (2005) reported that university education 
offers returns to employable future. It was also indicated that 
within a span of 6 months, approximately 88% were absorbed 
into the labour market, with 60% of those with tertiary 
education being absorbed immediately after completing 
their studies (Moleke 2005). 

This clearly shows that the level of education eases the 
hurdles of absorption in the labour market, given the 
staggering unemployment rates in South Africa. The 
characteristics of shrinking employment in South Africa have 
been attributed to the factors relating to labour policies 
formulated by the apartheid government in order to foster 
separate development (Altman 2003:158–183). For instance, 
the constraints of labour supply were mainly characterised 

by labour market restrictions and population control (Altman 
2003:158–183). This approach of separate development has 
restricted labour absorption by converting the economy into 
a capital-using market, significantly raising the number 
of  unemployed people, leading to the sluggish labour 
absorption. The general theory of employment, advocated by 
Keynes (1936), assumes that, in the economic framework, the 
number of employment levels corresponds to the level of 
demand in terms of wage-units, and therefore the job search 
will cease once the wage expectations are proportional to 
wage offers by the firm. This theory adds on to explain that 
the demand for labour hinges on the level of production. The 
classical theory assumes that real wages are proportional to 
inefficiency of labour and that labour negotiates their wages 
with the employers. Notably, the assumption that the wage 
rate is the only factor explaining the decisions of work-seekers 
can be disregarded, because the labour supply model entails 
that the choice is made on the basis of number of hours and 
participation (Bloemen 1997). The next section encompasses 
the methodological processes followed in the study.

Methodology 
Data and variable description
The objective of this study is to analyse factors affecting 
labour absorption in South Africa. In achieving the 
objectives, the study uses secondary data from 2008Q2 to 
2019Q1 that is based on 44 quarterly observations. 
Therefore, a quantitative research design and functionalist 
approach are considered to be a suitable design choice. 
Econometric Views (E-views) version 10 was used as the 
statistical tool to run the models. Furthermore, it should be 
known that the variables were not transformed into 
logarithmic form because they were stable and stationary. 
Variables of the study were obtained from Statistics South 
Africa and the South African Reserve Bank and adjusted 
into quarterly basis. Table 1 specifies the variables used and 
their proxies.

Labour absorption (Y)
The controversy surrounding the issue of employment in 
South Africa has raged unabated for many years. The critical 
question of this study is to determine factors contributing to 
relatively low absorption rates in South Africa. 

Youth 15_34 (X)
This age group represents the youth group who were chosen 
mainly because of findings that they are more likely to be 

TABLE 1: Variable specification.
Proxy Description

LabourAbs Labour Absorption (Y)
Age15_34 Youth 15_34 (X)
Age35_54 Experienced-cohorts (X)
Workseekers-Fem Female work-seekers (X)
Workseekers_Male Male work-seekers (X)
BusConf Business confidence (X)
GFCF Gross fixed capital formation (X)
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vulnerable to poor labour market outcomes (see Branson 
et al. 2019; Mlatsheni & Ranchhod 2017). 

Experienced cohorts 35_54 (X)
This group is representing the cohort with work experience; 
the group was chosen over those 55–64 age category mainly 
because the latter may not be actively aggressive in their 
pursuit of employment relative to the former. Also, those 
older than 54 years are looking to retire, hence most may not 
be looking to be absorbed into the labour market. 

Female work-seekers (X) and male work-seekers (X)
These two groups were specifically chosen to determine 
which gender has more chances of finding employment 
owing to employment labour policies. 

Business confidence index (X)
This variable represents the business developments in the 
country, which are regarded as one of the factors that may 
influence employment decisions of employers. 

Gross fixed capital formation (X)
This variable indicates the domestic investment in South 
Africa. In particular, it was chosen to understand the impact 
of domestic investment in employment levels.

Model specification 
The study used autoregressive distributed lag (ARDL) to 
capture the influence of selected variables on labour 
absorption rates in South Africa. According to Arodoye and 
Iyoba (2014), the ARDL strength lies in its ability to produce 
consistent results over other models, hence the reason for 
making use of the model in this study. Moreover, Pesaran 
and Shin (1997) stated that the ARDL model allows the use 
of data despite the order of integration, for example, a 
mixture I (0) and I (1). The estimated equation will be 
expressed as:
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where ΔLABSORP basically denotes labour absorption rate 
at time (t). Both ΔLAGE15_34 and ΔLAGE35_54 at time (t) 
indicate the youth age group and experienced cohorts, 
respectively, whilst ΔLWORKSEEKERS_Male and 
ΔLWORKSEEKERS_Fem at time (t) signify the total number 
of new male and female entrants in the labour market 
correspondingly. ΔLBUSCONF at time (t) indicates the 
output growth of the economy, whilst ΔLGFCF signifies 
investment in equipment and machinery at time (t). β1 to β7 
shows the short-run dynamics, whilst the long-run 
relationship and the error term are both represented by ϕ1 to 
ϕ7 and εt, respectively. 

First of all, to confirm stationarity and stability of the model 
amongst the selected variables, the study will conduct certain 
diagnostic tests and augmented Dickey–Fuller (ADF) unit 
root analysis. The ADF test is undertaken to determine the 
order of integration and unit root analysis. The hypothesis of 
the test is as follows:

H0: Series has unit root

H1: Series has no unit root

Moreover, to determine the long-run equilibrium between 
the independent variables and dependent variables, an 
ARDL model is conducted. The following hypothesis testing 
for cointegration is suggested:

H0: No cointegration 

H1: Cointegration 

According to Pesaran, Shin and Smith (2001), in testing for 
the two hypotheses, a bounds test is conducted through the 
Wald f-test. The null hypothesis of no long-run equilibrium is 
rejected if the F-statistic value is greater than both lower 
bound and upper bound critical values. This will indicate the 
presence of a long-run equilibrium between the explained 
variable and explanatory variables of the conducted study. If 
the estimated critical values of both upper bound and lower 
bound are less than the F-statistic value, it is an indication of 
no long-run relationship between the explanatory variables 
and explained variable. As a consequence, H0 cannot be 
rejected (Mothibi & Mncayi 2019). If there exists a 
cointegration between the selected variables, then it suggests 
the estimation of the error correction model (ECM). In order 
to calculate the speed of adjustment concerning the long-run 
relationship, the error correction term is used. Moreover, in 
trying to determine the appropriate optimal number of lags, 
the study utilised the Schwarz Bayesian information criterion 
as proposed by Brooks (2014). This criterion provides 
consistent and accurate results despite the sample used in 
the  study analysis. In determining the diagnostics stability 
test of the model, the study conducted the normality, 
heteroscedasticity, serial correlation and Cumulative Sum of 
Recursive Residuals (CUSUM) test. The results are presented 
and discussed in the ‘Results’ section.
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Results 
Correlation analysis
The Pearson correlation was conducted to determine the 
equilibrium and strength between the selected variables 
(Table 2). In reference to Gogtay and Thatte (2017), correlation 
analysis is used to determine the association between two or 
more quantitative variables. The correlation coefficient value 
of the correlation is considered to range between −1 and +1. 
A correlation coefficient closer to +1 indicates that there is a 
perfect association between two variables, in a linearly 
positive manner, whilst a correlation coefficient of −1 specifies 
that the two variables are perfectly linearly related in a 
negative way. A correlation coefficient of 0 denotes that no 
linear association exists between two variables being 
considered. Table 2 presents the correlation analysis between 
labour absorption and selected variables. According to the 
results presented in Table 2, there appears to be a weak 
positive relationship between age15_34, age35_54 and labour 
absorption; age15_34 has proven to be statically significant at 
0.05% significance level, whilst age35_54 is not statistically 
significant. The correlation between labour absorption and 
variables male work-seekers, female work-seekers and 
business confidence has shown to be perfectly negative. 
Surprisingly, male work-seekers and female work-seekers 
are both statistically insignificant at the 0.05 significance 
level, whilst business confidence is statistically significant.

Unit root testing
The unit root analysis was one of the tests conducted before 
determining the ARDL model (Table 3). To analyse the 
degree of stationarity, the study has followed a unit root 
test through the standard ADF test. The significance of this 
test was undertaken to ensure stationarity and check the 
order of integration of the variables. The test was conducted 
on three different specifications; intercept, intercept with 
no trend and none. The results from this study have shown 
that no series is integrated of order 2 and above; otherwise, 
it would not have allowed for ARDL conduction. In 
addition, it is significant to ensure that the variables are not 
spurious or do not give false results.

As indicated by Dickey–Fuller, the ADF test examines the 
existence of unit root and order of integration in a time series 
data. Therefore, the hypothesis testing is as follows: 

Null hypothesis: Series has a unit root 

Alternative hypothesis: Series has no unit root 

The results have also proven that all seven variables are not 
stationary in their levels. Moreover, the results have shown 
that the variables are stationary when first differenced. 
Therefore, the series are integrated of the same order. This 
implies that the series has I(1) integration order. Furthermore, 
since no variable of the study was found to be integrated of 
second order I(2), the outcome of unit root analysis has 
allowed for ARDL test. The null hypothesis of unit root is, 
therefore, non-rejected by the ADF test.

TABLE 2: Estimated correlation matrix results.
Correlation 
probability

Labour absorption AGE15_34 AGE35_54 WORKSEEKERS_ 
MALE

WORKSEEKERS_ 
FEM

BUSCONF GFCF

ABSORP 1.000000
-----

- - - - - -

AGE15_34 0.450866
0.0021*

1.00000
------

- - - - -

AGE35_54 0.009577
0.9508

0.86106
0.0000*

1.00000
-------- 

- - - -

WORKSEEKERS_MALE -0.121840
0.4308

0.78711
0.0000*

0.98669
0.0000*

1.000000 
---------

- - -

WORKSEEKERS_FEM -0.115259
0.4563

0.79073
0.0000*

0.98861
0.0000*

0.999824
0.0000*

1.000000
 --------- 

- -

BUSCONF 0.328674
0.0294*

-0.29167
0.0548

-0.17478
0.2565

0.081933
0.5970

-0.09178
0.5535

1.000000
--------

-

GFCF 0.398955
0.0073*

0.75210
0.0000*

0.67400
0.0000*

0.662350
0.0000*

0.657628
0.0000*

0.039654
0.7983

1.000000
------

BUSCONF, business confidence; GFCF, gross fixed capital formation.
*, P-value significant at 5% significance level.

TABLE 3: Augmented Dickey–Fuller unit root tests results.
Variables Levels 1st Difference Order of integration

Intercept Intercept and trend None Intercept Intercept and trend

ABSORP 0.0617 0.2399 0.2689 0.0023* - I (1)
AGE15_34 0.8942 0.1512 0.8324 0.0000* - I (1)
AGE35_54 0.9974 0.3848 1.0000 0.0000* - I (1)
WORKSEEKERS_FEM 1.0000 0.6897 0.9955 0.02687* 0.0106* I (1)
WORKSEEKERS_MALE 0.4078 0.9926 0.3789 0.5464 0.0124* I (1)
GFCF 0.6026 0.7633 0.7235 0.0000* - I (1)
BUSCONF 0.9974 0.3848 1.0000 0.0000* - I (1)

ADF, augmented Dickey–Fuller; BUSCONF, business confidence; GFCF, gross fixed capital formation.
*, P-value significant at 5% significance level.
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Model selection
In this study, the ARDL approach will be used to test co-
integration long-run and short-run relationships as proposed 
by Pesaran and Shin (1997). This study used the Akaike 
information criterion (AIC) as a guide to choose the maximum 
lag-order of 1. The ARDL model was, therefore, specified 
using the appropriate lag-length selection criterion. As such, 
the model chosen is (1,0,0,1,1,0,1). The autoregressive 
distributed lag model will then be considered as ARDL (1,0). 
Table 4 broadly provides the optimal ARDL model.

Autoregressive distributed lag bounds tests and 
estimated long-run equation
To test whether there exists a long-run relationship 
between the variables, the bound test for cointegration is 
executed as recommended by Pesaran et al. (2001).

The study utilised the bounds test of co-integration to test 
the  long-run relationship of employment factors on labour 
absorption rate. The study was formulated under the 
hypothesis that: 

H0: There is no existence of co-integration between the variables

H1: There is existence of co-integration between the variables 

In reference to Pesaran et al. (2001), it is imperative to compare 
the F-statistic with the critical values of the 1%, 5% and 10% 
significance level. The chosen level of significance was at 5%, 
therefore, as can be seen in Table 5, the estimated F-statistic 
value for the selected optimal ARDL model is 11.44399 which 
is greater than the corresponding critical value bounds. 
Therefore, the null hypothesis of cointegration (i.e. no long-
run relationship) is rejected, hence confirming that there is a 
long-run relationship between the labour absorption rate and 
the selected variables. Thus, it can be deduced that changes in 
the selected independent variables have an impact on labour 
absorption in South Africa. Equation 2 summarises the nature 
of the long-run relationship between the selected explanatory 
variables and labour absorption.

ABSORP = −�6.351744 + 0.007828LBUSCONF + 
0.000023LGFCF + 0.001700LAGE15_34 + 
0.001576LAGE35_54 + 
0.015000LWORKSEEKERS_fem – 
0.015268LWORKSEEKERS_male� [Eqn 2]

As stipulated by the long-run relationship results, business 
confidence positively affects labour absorption rate in South 
Africa. This denotes that a one-unit increase in business 
confidence will bring a change of 0.007828% or 7.828% in 
labour absorption rates, however, the variable has a 
probability value that is greater than both 0.05 and 0.1 
significance level, which implies that the variable does not 
have a significant impact on labour absorption rate. Gross 
fixed capital formation (GFCF) appears to positively impact 
the rate of labour absorption; this is observed by one 
additional unit in GFCF that will lead to a 0.000023% or 
2.3% increase in the labour absorption rate. This indicates 
that investments in gross capital formation are likely to 
enable workers to be absorbed by the labour market, that is, 
become employed.

According to Dordoni and Argentero (2015), the age 
stereotypes in the hiring processes appear to be a barrier to 
employment. In this case, this study categorised age 
difference into two categories of age15_34 and age35_54, 
particularly focusing on the youth and experienced cohorts. 
Labour force age15_34 shows to be a preferred group relative 
to that of labour force age35_54. In the long run, labour force 
age15_34 appears to have a positive impact on the labour 
absorption rate, which means that a one-unit increase in 
labour force age15_34 leads to a rise in the rate of labour 
absorption by 0.001700% or 1.7%. On the other hand, labour 
force 35_54 seems to also positively affect labour absorption 
rate. A one-unit increase in labour force age35_54 will lead to 
a 0.001576% or 1.576% increase in labour absorption rate. 

The number of females entering the labour market appears 
to have a positive impact on the labour absorption rate, 
which implies that a one-unit increase in the number of 
females entering the labour market will result in 0.01500% or 
1.5% rise in labour absorption rate. In other words, female 
work-seekers increases the employment rate, which is 
indicative of increased employment opportunities for 
females in particular; this is an increased likelihood of 
females to be absorbed into the labour market, which is 
greater than that of males. In contrast, the number of males 
entering the labour market seems to have a negative impact 
on labour absorption, which means that a one-unit increase 
in the number of males entering the labour market will result 
in −0.015268% or 1.527% decline in labour absorption. These 
findings could be ascribed to employment policies that 
aim  to redress and balance the longstanding gender 
discrimination in the workplace (Kring 2017). The World 
Bank also reports that women-friendly policies have shown 
to contribute positively to company profitability, which is 
mostly likely to induce many companies to employ more 
females relative to males (World Bank 2014). In addition, 
firms that employ females are reported to be much more 
effective than those with all-male employees (Burunciuc 
2018). South Africa’s past is characterised by a legacy of 
apartheid and oppression, which saw millions of racial 
groups and females being systematically discriminated 
against (South African Human Rights Commission 2012:5). 
In addressing gender inequality in employment, policies are 

TABLE 5: Estimated Autoregressive Distributed Lag model bound test results.
Estimated 
F-statistic

Critical value 
bounds (Sig.) (%)

Lower bound 
(%)

Upper bound 
(%)

Decision

11.44399 10 2.1 3.23 Reject
5 2.45 3.61 Reject

2.5 2.75 3.99 Reject
1 3.15 4.43 Reject

TABLE 4: Optimal Autoregressive Distributed Lag model selected.
ARDL model Maximum number of lags Selected model

Employment vs. factors 
affecting labour absorption

1 ARDL (1,0,0,1,1,0,1)

ARDL, autoregressive distributed lag model.
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most likely to push firms to give advantage to females over 
males because they are historically disadvantaged, which 
could explain why females are most likely to increase the 
labour absorption rate in South Africa. 

Short-run analysis and the error correction 
model (ECM)
After the approval of the long-run equilibrium coefficients of 
labour absorption equation, the short-run model will be 
estimated (Table 6). The primary objective of this study is to 
analyse factors affecting labour absorption in South Africa. 
The bounds test has revealed that there is a long-run 
equilibrium between labour absorption rate and selected 
employment variables; therefore, it is also important to 
analyse the short-run relationship. The approach to analyse 
the short-run relationship will be based on the ECM. 
According to Brooks (2014), the ECM is utilised to test how 
long it takes for the variables to return to equilibrium. 
Therefore, the EC term or CointEq (−1) defines the speed of 
adjustment of the variables to equilibrium.

As shown in Table 6, the error correction term is estimated at 
−1.175004 and is highly significant with a probability value 
of 0.0000. This suggests that the speed of adjustment towards 
a  long-run relationship is 1.175004% quarterly or the 
system  adjusts the disturbances or any movements into 
disequilibrium within one quarter. Furthermore, given large 
t-stats of −8.503007, it can be concluded that the coefficient is 
highly significant. It is also evident that the EC term conforms 
to the requirements because it is negative and significant at 
the 0.05 and 0.1 significance level. This further implies that all 
the variables are cointegrated. 

According to Belloumi (2014), the EC term as represented by 
CointEq (−1) confirms the existence of a long-run relationship. 
As evidenced in Table 6, it can be seen that, in the short run, 
the number of males entering the labour market has a 
negative impact on labour absorption although the variable 
is significant at the 0.05 significance level. Therefore, in the 
short run, a one-unit increase in the number of males entering 
the labour market will lead to a decrease in labour absorption 
rate by −0.017940% or 1.794%. This explains that despite the 
number of males entering the labour market, male work-
seekers make no significant contribution to labour absorption 
rate in South Africa. Again, this could be attributed to shifts 
in employment policies, which are in favour of female work-
seekers. On the other hand, female work-seekers are still 
significant to the labour absorption rate because a one-unit 

increase in the number of females entering the labour market 
will pose changes in the labour absorption rate by 0.017625% 
or 1.7625%. 

Business confidence has proven to be the most important 
contributor to labour absorption rate in South Africa. The 
results have shown that, in the short run, a one-unit increase 
in business confidence will ultimately lead to a 0.021572 or 
2.1572 increase in the labour absorption rate. These findings 
imply that employers are most likely to increase their hiring 
during economic upswings in the business cycle, whilst a 
weak economic environment characterised by demand slack 
and uncertainty will likely induce a negative effect on the 
decision to increase employment (Kazan 2012; Pratomo 2015). 
This, therefore, means those looking for work during periods 
of low business confidence are most likely to take longer 
before finding employment. Moreover, GFCF appears to be 
the most important recommendation for improvements in 
labour absorption, because it contributes significantly to both 
the long-run and short-run equilibrium. In the short run, a 
one-unit increase in gross fixed capital will lead to a change in 
the labour absorption rate by 0.000012% or 1.2%. This is 
because increased investments will result in increased demand 
for workers, which means those looking for work will stand a 
better chance of finding one. These findings mirror those of 
Lieuw-Kie-Song et al. (2019) and show how important 
investment spending is towards the creation of employment. 

Diagnostic tests
To confirm whether the ARDL results are not spurious, the 
study made use of a diagnostic test (Table 7). The model 
has  confirmed to have passed the diagnostic tests of 
heteroscedasticity, serial correlation and Jacque-Bera normality 
test as evidenced by non-rejected null hypothesis as shown in 
Table 6. The results of the stability tests can also confirm that the 
relationships between labour absorption, age15_34, age35_54, 
Female work-seekers, male work-seekers, GFCF and business 
confidence were stable during the period of the sample.

The recursive estimation using CUSUM stability can conclude 
that the parameters remain stable over the course of the 
study, because both of the recursive lines are in the bound as 

TABLE 7: Model diagnostic test results.
Test statistics Null hypothesis 

(H0)
Probability 

value
Conclusions

Breusch–Pagan 
Godfrey

No 
heteroscedasticity

0.2598* Do not reject the null 
hypothesis because the 
probability value is greater than 
0.05%, the model does not 
suffer from heteroscedasticity

Lagrange 
multiplier test

No serial 
correlation

0.9016* Do not reject the null 
hypothesis, the probability 
value is greater than 0.05%, 
therefore, there is no serial 
correlation detected in the 
model

Jacque-Bera Residuals are 
normally 
distributed 

0.564944* Do not reject the null 
hypothesis because the 
probability value is greater than 
the 0.05% significance level, 
therefore this suggests that the 
residuals of the model are 
normally distributed

*, Fail to reject the null hypothesis at 5% significance level.

TABLE 6: Estimated error correction model (ECM) results.
Variable Coefficient SE t-statistic Probability

D(LWORKSEEKERS_male) -0.017940 0.004681 -3.832381 0.0006*
D(LWORKSEEKERS_fem) 0.017625 0.005863 3.005938 0.0051*
D(LGFCF) 0.000012 0.000004 3.140585 0.0036*
D(LAGE15_34) 0.000906 0.000509 1.780220 0.0845
D(LAGE35_54) 0.001852 0.000928 1.995802 0.0545
D(LBUSCONF) 0.021572 0.011062 1.949979 0.0600*
CointEq(-1) -1.175004 0.138187 -8.503007 0.0000*

SE, standard error.
*, P-value significant at 5% significance level.
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indicated by Figure 2. This test is done to detect the unknown 
structural breaks (Turner 2010). The study has not suffered 
from any structural breaks.

Conclusions
Labour absorption is imperative to labour policymakers for 
specific reasons. Firstly, it is a broader measure of labour 
market performance than unemployment, because it 
comprises the labour force participation behaviour. The 
second possible reason is that higher labour absorption rates 
are conducive to more opportunities and human development. 
The objective of this study was to analyse factors affecting 
labour absorption rate in South Africa. The analysis of the 
study suggests that there is a long-run relationship between 
the selected variables and labour absorption. South Africa’s 
continually growing unemployment rates appear to be acute 
if measured by labour absorption. The consequence is that 
low absorption rates could continue to hinder the economic 
growth if factors affecting labour absorption rate are not 
clearly defined. Low levels of labour absorption in South 
Africa reflect the weak economy and they also indicate the 
gap in the labour market. According to the findings of this 
study, it is suggested that persistent efforts to understand 
factors affecting labour absorption in South Africa would 
ultimately help the labour market to absorb a large pool of 
both the skilled and unskilled labour. The misconceptions of 
factors affecting labour absorption rate are detrimental to 
progress in employment levels. 

The findings, as shown, denotes that there is a need to re-
evaluate the labour policies in order to improve the labour 
market. Inequalities in the labour market have shown to be a 
deterrent to productivity levels; therefore, the trend of 
employment policies that combat gender disparity should be 
consistently nurtured to increase flexibility in the labour 
market, whilst tackling the persistent unemployment of 
the  youth. The strength of labour market institutions is 
important in tackling unemployment levels, and therefore 
the government should strengthen the labour market 
institutions to ensure that they are inclusive and conducive to 
labour absorptive capacity. In addition, the joint evidence of 
GFCF and business confidence has shown the importance of 
these factors in improving labour absorption, which suggests 
that, in the long run, a continued investment in GFCF would 
lead to an improved labour market. The results of this study 

acknowledge the research gap or limitations in understanding 
the predominant factors affecting labour absorption. It is 
imperative for further studies on labour absorption to be 
undertaken in order to have a clear picture as to how policy, 
particularly improved policy-making, may address the issue 
of persisting gender gaps in employment in South Africa. 
The findings of this study provide a good indication that 
South Africa’s gender employment policies could be working; 
however, it is acknowledged that females still dominate 
unemployment rates in South Africa, irrespective of racial 
group. This is proof enough that more improvements are 
needed in the current policy and economic landscape. Further 
research, which is inclusive of a wide range of variables, 
especially those relating to employment policies, is needed to 
have a better understanding of the dynamics surrounding 
labour absorption in South Africa. 
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