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ABSTRACT

Although the informal economy consists of relatively small-scale economic activities, it has
become a major contributor to the economic growth of various countries. Given the magnitude
of the informal economy, informal traders need support provided by the government, private
businesses and community. Promoting and supporting informal traders by providing financing,
training programmes, business information, and consulting services can help stimulate the
economy, which, in turn, can lead to the development of bigger businesses. Despite the
importance of the informal economy, informal traders lack the knowledge required to establish
a successful informal business and are unaware of support programmes available (if any) to
assist them. In addition to the problems faced by informal traders, there is insufficient research
on the growth of informal businesses and the drivers thereof. Furthermore, there is a lack of
reliable statistics on the informal economy, hindering the provision of adequate assistance.
Therefore, the primary objective of the study was to investigate the factors that influence the

perceived financial performance of informal traders in the Nelson Mandela Bay.

The informal economy is defined as the unregulated market, found in developed and
developing countries, which experience limited access to formal financial and legal systems.
Informal traders are those individuals, with little to no skills or education, who operate in the
informal economy and mostly trade goods and services on the street sidewalk. It has been found
that informal traders experience certain challenges. These include access to profitable markets,
working capital and investment finance, infrastructure, and a physical premise to operate from.
Furthermore, it was found that the financial performance of small businesses is dependent on
the personal and demographic characteristics of the owner, as well as various internal and
external factors. For the purpose of this study, the entrepreneurial ecosystem was used to
identify the elements required to create a conducive environment in which informal businesses
could flourish. Human capital, finance, infrastructure, support services, policy, entrepreneurial
culture, and markets are regarded as the most important pillars of an entrepreneurial ecosystem.
These elements were used in this study to develop a hypothesised model of the factors that

influence the perceived financial performance of informal traders.

A quantitative research approach was adopted to investigate the factors influencing the
perceived financial performance of informal traders. A convenience sample was drawn from

informal traders based in the Nelson Mandela Bay. The study made use of the survey



methodology and a structured questionnaire to collect primary data from 100 respondents. To
summarise the demographic information of the informal traders and their businesses,
descriptive statistics were used. This included the mean, standard deviation, and frequency
tables. Exploratory Factor Analysis (EFA) was used to test the construct validity of the items
measuring the variables in this study. The factor loadings for the items were calculated, and
factor loadings greater than 0.5 were deemed as sufficient evidence of validity. All the
Cronbach’s alpha coefficients returned were greater than 0.5, providing sufficient evidence of
reliability. Thereafter, the data collected was subjected to other statistical analyses including
the Pearson’s product moment correlation, as well as multiple regression analysis. Access to
education and training; access to infrastructure; and socio-cultural aspects supporting
informal trading had a significant positive influence on perceived financial performance.
Furthermore, access to finance; access to support services; policies supporting informal
trading; and access to markets had no significant influence on perceived financial

performance.

Given the empirical evidence, several recommendations were provided to informal traders, the
government, and professional support service providers to improve the perceived financial
performance of informal traders. These recommendations focused on access to education and
training; access to finance; access to infrastructure; access to support services; policies
supporting informal trading; socio-cultural aspects supporting informal trading; and access to

markets.

Keywords: Informal economy, informal traders, perceived financial performance, Nelson
Mandela Bay, entrepreneurial ecosystem.



CHAPTER ONE

INTRODUCTION AND BACKGROUND TO THE STUDY

1.1 INTRODUCTION AND BACKGROUND

The informal economy has become a major contributor to the economic growth of various
countries. The informal economy consists of relatively small-scale economic activities that are
conducted by individuals who are not registered taxpayers and do not register their businesses
or make social security contributions (Modupi, 2017:25). Schraader, Whittaker and McKay
(2010:330) reiterate that the informal economy consists of millions of microenterprises that are
unregulated, unlicensed, and untaxed. Williams, Shahid and Martinez (2016:312) acknowledge
that the informal economy is a substantial segment of the world’s economy. The informal
economy contributed 38% to sub-Saharan Africa’s Gross Domestic Product (GDP), in general,
(International Monetary Fund, 2017:51) and about 28% towards South Africa’s GDP, in
particular (Henning & Akoob, 2017:2).

Informal traders, also known as informal entrepreneurs, are those individuals who operate in
the informal economy (Bhattacharya, 2019:2). Williams et al. (2016:312) note that the number
of traders entering the informal economy, out of necessity or voluntarily, is continuously
increasing around the world. Examples of informal traders include street vendors, waste-
pickers, and individuals selling fruit and vegetables on the pavement (Bhattacharya, 2019:2).
Horn (2011:1) states that most South Africans have either encountered, worked for, or

purchased products or services from informal traders.

Bhattacharya (2019:2) defines informal employment as employees who work under short-term
labour arrangements, do not receive social benefits (pension and medical aid), and are not
protected by labour law. Informal employment plays a vital role in emerging (middle-income)
and developing (low-income) economies (Bhattacharya, 2019:2). Informal employment makes
up 71.9% (excluding agriculture) of Africa’s total employment; the highest proportion
compared to other developing and emerging economies (Bhattacharya, 2019:1). Furthermore,
there are over 2.5 million individuals employed in the South African informal economy,
accounting for 17% of the countries’ total workforce (Turok, Scheba & Visagie, 2017:33). Out
of these 2.5 million people, about 1.5 million are self-employed and the other 1 million are

employed by informal businesses (Turok et al., 2017:33). Even though this contribution is



small compared to other developing countries, the effect on employment creation and poverty
alleviation should be noted (Rogan & Skinner, 2017:3; Henning & Akoob, 2017:2).

Given the magnitude of the informal sector, promoting and supporting informal traders can
help stimulate the economy of any country, which, in turn, can lead to the development of
bigger businesses (Dugguh, 2013:61). According to Phillip (2010:10), many factors determine
the success of informal businesses and these factors should be addressed simultaneously. It is
argued that it is vital for informal traders to have access to certain support provided by the
government, non-government institutions, and the community, such as financing, training
programmes, business information, and consulting services (Saleem, 2012:25). Becker
(2004:23) states that informal businesses have growth potential if they operate in a more
supportive environment. Therefore, this study will focus on the factors influencing the

perceived financial performance of informal traders in the Nelson Mandela Bay.

1.2 PROBLEM STATEMENT

Despite the importance of the ever-growing informal sector, informal traders lack the
knowledge required to establish a successful informal business and are unaware of support
programmes available (if any) to assist them (Marais, 2008:8). The informal economy is thus
characterised by low levels of education, a lack of formal training, and a lack of business
management experience (Jere, Jere & Aspeling, 2014:14). Marais (2008:8) states that the
training and development programmes available for small to medium businesses are not
marketed or communicated adequately. This author also suggests that these programmes could

be of poor quality and inaccessible.

Another challenge faced by informal traders could be their access to capital. The capital
requirements and operating profits of informal traders in South Africa are large enough to
justify the use of formal sector debt (Schraader et al., 2010:343). However, these individuals
tend to be unaware of this fact and instead use personal savings for start-up capital (Jere et al.,
2014:14). Most informal traders find formal sector debt to be inaccessible, and therefore still
experience problems in terms of poor cash flow, accessing funding, and managing their
finances (Jere et al., 2014:18).

Despite the increase of informal trading in South Africa, there has been no increase in political

or legal support and the necessary infrastructure (Brown, Lyons & Dankoco, 2010:667). Turok



et al. (2017:37) support the previous statement by suggesting that South Africa’s governmental
policies have ignored informal businesses for over two decades. These authors further explain
that informal traders struggle to operate in the informal economy, due to municipal by-laws
discouraging entrepreneurial activities. Petersen, Charman and Kroll (2018:87) confirm that
there is a lack of infrastructure to support informal businesses, including access to water,
shelter, and electricity, which creates a challenging work environment for informal traders.
Furthermore, informal businesses, such as street vendors, are mostly regarded as hindrance to
society and are often harassed by the police (Tengeh & Lapah, 2013:114). Individuals
operating in the informal economy also struggle to access profitable markets (Turok et al.,
2017:35).

In addition to the problems faced by informal traders, there is insufficient research on the
factors that influence the success of the informal traders (Charman, Petersen, Piper, Liedeman
& Legg, 2017:37; Benjamin, Beegle, Recanatini & Santini, 2014:4). With the definition of an
informal business already suggesting a level of unrecorded information, a lack of reliable
statistics on the informal economy could be expected (Jere et al., 2014:4; Turok et al.,
2017:32). In general, information regarding the size, nature and dynamics of the informal
economy are insufficient (Benjamin et al., 2014:4). Horn (2011:3) found that statistics on
informal traders, particularly in Africa, both at a national-level and city-level, are inadequate.
Charman et al. (2017:37) further state that there is a significant lack of information on informal
traders, especially in South African townships. Rogan and Skinner (2017:29) further note that
there is a lack of literature regarding the barriers associated with informal trading and how
policies implemented by government address such problems. In addition, Charman et al.
(2017:37) found gaps in the methodologies used to research the informal economy. These
authors assert that most studies focus on the informal economy at a national level, rather than

focusing on the regional or local level.

Given the challenges faced by informal traders and the lack of adequate research on the
informal sector, the main research question of this study is: what factors influence the perceived

financial performance of informal traders in the Nelson Mandela Bay?



1.3

RESEARCH OBJECTIVES

Research objectives are clear statements that define the goals that the researchers would like to

achieve during a study (Saunders & Lewis, 2012:21). The sections that follow will present the

primary, secondary, and methodological objectives of this study.

1.3.1 PRIMARY OBJECTIVE

The primary objective of the study is to investigate the factors that influence the perceived

financial performance of informal traders in the Nelson Mandela Bay.

1.3.2 SECONDARY OBJECTIVES

The secondary objectives of this study are:

so!

SO?

So?

To provide an overview of the informal economy and the factors that influence
the perceived financial performance of informal traders;

To measure informal traders’ perceived financial performance and the factors
that influence it;

To identify the most significant factors that influence the perceived financial

performance of informal traders in Nelson Mandela Bay.

1.3.3 METHODOLOGICAL OBJECTIVES

In order to achieve the above-mentioned primary and secondary objectives, the following

methodological objectives have been identified:

MO?!

MO?

MO?3

MO*

MO?®

To undertake a theoretical investigation into the informal economy and the
factors that influence the perceived financial performance of informal traders;
To propose a hypothesised model of the factors that influence the perceived
financial performance of informal traders in the Nelson Mandela Bay;

To determine the appropriate research methodology to address the identified
research problem and research objectives;

To develop an appropriate measuring instrument (quantitative) that will be used
to empirically measure the independent and dependent variables;

To source primary data from a pre-determined sample of informal traders in the
Nelson Mandela Bay and to test the proposed hypotheses using appropriate

statistical methods; and



MO®  To provide conclusions and recommendations based on the findings of this
research to improve the perceived financial performance of informal traders in

the Nelson Mandela Bay.

1.4  PROPOSED HYPOTHESISED MODEL

The primary objective of the study was to investigate the factors that influence the perceived
financial performance of informal traders in the Nelson Mandela Bay. Based on the preceding
literature review seven factors influencing the perceived financial performance of informal
traders were identified, namely: (i) access to education and training; (ii) access to finance; (iii)
access to infrastructure; (iv) access to support services; (v) policies supporting informal
trading; (vi) socio-cultural aspects supporting informal trading; and (vii) access to markets.
These variables were utilised to develop the hypothesised model illustrated in Figure 1.1.

Figure 1.1: Hypothesised model: The factors influencing the perceived financial

performance of informal businesses in the Nelson Mandela Bay

ACCESS TO EDUCATION
AND TRAINING

Hl
ACCESS TO FINANCE
HZ
ACCESS TO
INFRASTRUCTURE H3
ACCESS TO SUPPORT H* > PERCEIVED FINANCIAL
SERVICES > PERFORMANCE
H5
POLICIES SUPPORTING
INFORMAL TRADING
HG

SOCIO-CULTURAL
ASPECTS SUPPORTING H?
INFORMAL TRADING

ACCESS TO MARKETS

Source: Authors’ own construct



The following hypotheses have been formulated to test the relationships proposed in the

hypothesised model:

H? Access to education and training influences the perceived financial
performance of informal traders in the Nelson Mandela Bay

H? Access to finance influences the perceived financial performance of informal
traders in the Nelson Mandela Bay

H3 Access to infrastructure influences the perceived financial performance of
informal traders in the Nelson Mandela Bay

H* Access to support services influences the perceived financial performance of
informal traders in the Nelson Mandela Bay

H® Policies supporting informal trading influences the perceived financial
performance of informal traders in the Nelson Mandela Bay

H® Socio-cultural aspects supporting informal trading influence the perceived
financial performance of informal traders in the Nelson Mandela Bay

H’ Access to markets influences the perceived financial performance of informal

traders in the Nelson Mandela Bay

1.5 RESEARCH DESIGN AND METHODOLOGY

This section will expand on how the hypothesised model, developed in the previous section,
was tested by describing the research design and methodology used in this study. This will
include an explanation of the research paradigm and research philosophy; the research
approach; the research strategy; methodological choices; the time horizon; and the techniques

and procedures adopted in this study.

1.5.1 RESEARCH PARADIGM AND METHODOLOGY

The researchers of the study made use of the research “onion” framework as a guideline on
how to approach the research methodology. The research “onion” framework can be regarded
as a metaphor describing all the processes of conducting a study (the layers of the onion) (Pali¢,
Vignali, Hallier, Stanton & Radder, 2015:53). The research “onion” framework consists of the
following layers (from the outside inwards): (i) the philosophies adopted by the researcher; (ii)
the approach used to conduct the research; (iii) the research strategies implemented; (iv) the
methodological choices made; (v) the time horizon of the study; and, in the centre of the onion,



(vi) the techniques and procedures utilised to collect and analyse data (Pali¢ et al., 2015:54).

The sections to follow will further elaborate on each layer of the research onion.

1.5.1.1 RESEARCH PHILOSOPHY AND RESEARCH PARADIGM

According to Saunders, Lewis and Thornhill (2019:133), research philosophy refers to the
beliefs and assumptions that relate to the development of knowledge and the nature of that
knowledge in relation to research. A research paradigm is used to scrutinize social phenomena
to improve the understanding of the phenomena and attempt to explain why they occur
(Saunders, Lewis & Thornhill, 2009:118).

The researchers of the present study followed a functionalist paradigm and adopted the
positivism philosophical stance. The researchers made use of structured questionnaires to
gather data pertaining to an observable reality. The observable reality investigated in this study
was the factors influencing the perceived financial performance of informal traders in the
Nelson Mandela Bay. The data gathered was then objectively analysed to determine how the
support affects the perceived financial performance of informal traders.

1.5.1.2 RESEARCH APPROACH

Saunders et al. (2009:126) identify the following three reasons why the research approach is
important: (i) it allows researchers to make informed decisions concerning the research design;
(i) it aids in identifying the appropriate research strategies to use; and (iii) it allows for
adaptations to the research design to avoid any constraints. There are two analytical approaches

to analysing data, namely the deductive and inductive approaches (Saunders et al., 2009:480).

The objective of this study was to develop hypotheses pertaining to the relationship between
the independent variables (access to education and training, access to finance, access to
infrastructures, access to support service, policies supporting informal trading, socio-cultural
aspects supporting informal trading, and access to markets) and the dependent variable (the
perceived financial performance of informal traders in the Nelson Mandela Bay). Therefore,
the researchers followed a deductive approach. The first step in the research involved collecting
information from secondary sources. This data was then used to create hypotheses, followed
by the gathering of data from respondents (informal traders in the Nelson Mandela Bay) by

means of structured questionnaires. The data gathered was then analysed and interpreted to



compare against the information gathered by previous studies to decide whether the hypotheses

developed should be accepted or rejected.

1.5.1.3 RESEARCH STRATEGY

A researcher develops a research strategy to maintain a clear objective throughout the data
collection and analysis processes (Rahi, 2017:2). Ismail (2017:142) defines a research strategy
as a scientific method used by researchers to gather and analyse data to solve a specific research
problem. The researchers of this study made use of a survey strategy by collecting primary data

from a sample of informal traders in the Nelson Mandela Bay.

1.5.1.4 METHODOLOGICAL CHOICES

Ismail (2017:145) assert that research methodology is the manner in which social scientists
conduct their research, gather their data, interpret the data, and finally present the data to
answer a research question. This can be done by means of mono-methods, which includes
either quantitative or qualitative methods, mixed-methods or multi-methods (a combination of
quantitative and/or qualitative methods) (Pali¢ et al., 2015:44).

For the purpose of this study, the researchers made use of the quantitative research method to
gather data from informal traders in the Nelson Mandela Bay. The researchers remained
objective to ensure that human bias was avoided as much as possible. The results and

interpretation of the data collected were then analysed using statistical methods.

1.5.1.5 TIME HORIZON
A researchers’ time horizon is entirely independent of the research strategy pursued or
methodology adopted (Saunders et al., 2009:155). Ismail (2017:147) notes that cross-sectional

studies usually employ survey strategies to gather data from a population.

Taking into consideration the above discussion, a survey strategy of a cross-sectional nature
was performed due to time and budgetary constraints. Multiple informal traders with various
characteristics (gender, age, race, etc.) running different businesses were interviewed. These
informal traders’ perceptions about the factors influencing perceived financial performance

(infrastructure, finance, etc.) was investigated at a particular time.



1.5.1.6 TECHNIQUES AND PROCEDURES

According to the research “onion” framework provided by Saunders et al. (2009:108), the final
layer to consider in terms of the research processes of a study is the techniques and procedures
used to collect and analyse data. The sections to follow will elaborate on the procedures and

techniques used in this study.

152 DATA COLLECTION, POPULATION AND SAMPLING

For the purpose of this study, secondary and primary data was collected. Secondary data is data
that was collected and interpreted by previous researchers on a semi-related topic (Walliman,
2011:70). Collis and Hussey (2014:196) explain that primary data is generated from an original

source.

Asiamah, Mensah and Oteng-Abayie (2017:1607) define a population as a group of elements
(depending on the topic of the study) that share one or more characteristic(s) of interest related
to the study being conducted. According to Struwig and Stead (2013:115), a sampling frame is
a complete list of all the possible cases within the population from which a sample can be
drawn. Alvi (2016:11) defines a sample as a smaller group of elements selected from the

population.

The population of this study is the 48 000 informal traders operating in the Nelson Mandela
Bay (Statistics South Africa, 2019:58). A sample frame was not available for this study due to
the nature of the informal economy. Due to limited financial resources, time constraints and
the size of the population, the researchers of this study made use of a sample to ensure that the

research study was completed efficiently.

According to Rahi (2017:3), convenience sampling is used by researchers who collect data
from individuals who meet the requirements of the study and are easily accessible. The
researchers of this study made use of convenience sampling to collect data from 100 informal
traders in the Nelson Mandela Bay who were easily accessible. This method of sampling was

used because there was no formal list of informal traders from which a sample could be drawn.



1.5.2.1 DESIGN OF THE MEASURING INSTRUMENT

For the purpose of this study, qu