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Abstract: South Africa has countless entrepreneurs who engage in micro-enterprises that are ubiquitous in
townships and rural areas. Accordingly, the current global landscape has given room to the proliferation of
mushrooming informal businesses which are owned by competitive foreign nationals. A large majority of foreign nationals migrate to South Africa with capital, innovative ideas and skills to establish micro-enterprises;
therefore, their businesses become more competitive than local traders. The informal economy in South Africa
has given room for foreign entrepreneurs to establish and own factors of production including land. This paper
posits that social capital, kinship and relations of reciprocity amongst competitive foreign national seems to
be the common theme which sustains and more often than not proliferates informal businesses around poor
third world township and rural areas in the second economy of South Africa. Unlike local informal traders who
have been alienated from the mainstream production process through indoctrination of the "work for boss"
mentality and unavailability of capital and skills; foreign traders seem to be spontaneously taking the upper
hand. Thus, policy making efforts in the SMMEs sector have not offered a unique response in ensuring equitable
distribution of productive opportunities amongst participants of the second economy, particularly indigent
traders. South Africa’s spatial inequality, social fragmentation and regimes that pay continued reverence to
qualification accumulation over sustainable job creation are largely responsible for the current trajectory in
the informal economic landscape. It is against this background that this paper contributes, that the paucity of
social capital, entrepreneurial skills, financial literacy and economic resilience amidst destitute local traders
creates an inexorable cycle of income poverty and dependency. It concludes that a strong point of departure
would be investment in an entrepreneurial centred curriculum coupled with industry specific skills and resource
development for local informal traders.
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1. Introduction
Informal economic activities are a source of survival
at both urban and rural settings in South Africa; however, there remain stark inequalities between informal
businesses that are owned by foreign nationals as
compared to those of local traders (Butler, 2017).
Seemingly, the mushrooming ownership and control
of informal businesses by foreign national is indicative of the dearth of an entrepreneurship amidst
the destitute majority of South Africans. Perhaps
the legacy of the past injustices and alienation of
the mainstream production process could justify
the lack of business acumen (Charman, Petersen,
Piper, Liedeman & Legg, 2017). Nonetheless, another
lens is that the informal economy within which Small
Medium and Micro Enterprises (SMMEs) operate is
crippling in that it is characterized by a perfectly
competitive market structure which does not provide a conducive environment for micro-enterprises
to unfold. It is for these reasons that the informal
economy innovates its own environment that is

conducive to enable smooth business operations.
Thus, Social Capital, Kinship and relations of repcrocry remain the most important factors in sustaining
the informal sector and its participants (Charman et
al., 2017). Notably, an increasing factor which helps
most informal enterprises to succeed is social capital and relations of reciprocity amongst the traders
(Mpembamoto, Nchito, Siame & Wragg, 2017; Crush,
2017). Thus the paper asserts that the informal economy in South Africa has been overlooked in policy
making and planning in that there remain a huge
inequality gap between local and foreign nationals in
terms of business performance, market and financial
opportunities amongst other. Some market participants have economic resilience over the other which
allows them to recover from macro-economic shock,
stressors, and challenges inter alia. Nonetheless, this
article will include but be limited on the following
aspects ; discussion on the contemporary second
economy of South Africa, Informality and business
challenges , perfect competition and SMMES inter
alia. In a nut shell, poor informal traders should
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be supported and developed both financially and
non-financially in order to stimulate the local informal economy (Mpembamoto et al., 2017).

2. Contemporary Second Economy
in South Africa
Many entrepreneurs at townships and rural areas
engage in second economy for survival or as a
livelihood to get access to wage while other entrepreneur’s motives are to escape taxation (Butler, 2017).
There is less competition in the current second economy as compared to the formal enterprises because
they are unregulated and are flexible in changing
of prices notwithstanding the problems which are
caused by such informality. Current second economy does not pay any tax but they operate without
being supervised legally by the government as compared to formal enterprises (Mpembamoto et al.,
2017). South Africa has countless entrepreneurs who
engage in micro enterprises that are not registered
and even employees are not protected by the law of
which it is problematic because also their jobs are
not protected (Cross, 2000). Second economy, other
entrepreneurs are working in the formal economy
also at the same time engage in the informal economy wereby they hire their relatives and become
petty traders. In the second economy the profit is
not sufficient as compared to the formal economy
because of low start up and low prices of goods and
services. There is unfair relationship between the
informal and formal economy of which the state
should address and ensure that they support the
second economy (Mpembamoto et al., 2017).
The second economy, continue to operate everywhere including rural and urban areas while many
operate illegally. The registration of businesses
from informal to formal the cost should be less
and also the state should consider low rates of
taxation. Many entrepreneurs do not register their
businesses because of tax and labor laws; therefore,
the government should be fair between large formal
enterprises and to informal enterprises that are
converted to formal enterprises (Van stell, Storey
& Thurik, 2007).

3. Informality and Business Challenges
in South Africa
Informal start-up enterprises together with micro,
very small and small enterprises are seen to
contribute between 27-34% of Gross Domestic

Product (GDP) and 72% of all jobs in South Africa
(Department of Trade and Industry, 2008). Mostly,
Africans more often than not dominate employment in the tiniest firms, with 42.5% of individuals
engaged in micro-enterprises and informal startups (Sonobe et al., 2011). Furthermore, a large
number of informal-start-ups and micro-enterprises
are concentrated within private households which
are usually referred to as home based workers
accounting 31.45% and the wholesale & retail trade
26.9% (Guylani, Talukda & Jack, 2009; Sonobe et al.,
2011). Additionally, approximately 75% of newly
established small, medium and micro-enterprises
do not succeed within the first two to three years of
operation. Accordingly, South Africa has suffered a
long history of economic deprivation which resulted
in the entrepreneurial abilities of people mainly the
impoverished to be dormant. Therefore, the high
failure rate of such businesses in South Africa is to
a large extent instigated by multiple challenges that
impinge on their survival and growth prospects.
These challenges include the perfectly competitive
market structure which would result in the owners/
managers of such enterprises to contemplate shutting down and continuing operation if the total cost
of production exceeds the total revenue (Liedholm
et al., 2010). As a result, this could justify the number
of business failures predominantly amid Africans
who have been isolated from the mainstream production processes. Notwithstanding this high failure
rate, approximately 24% of these enterprises in
South Africa become established firms that could
be regarded as panacea to the soaring unemployment problem (Liedholm et al., 2010).
Gauteng Province being one of the most over populated domain in South Africa also acknowledges the
importance of promoting micro-enterprises as a tool
for income poverty reduction as stipulated in the
strategic framework for small businesses (Daniels,
2006). Additionally, there are several types of retail
establishment in Gauteng Province including but
not limited to informal tuck shops, carpenters,
traditional healers and shoe makers as well as a
variety of vendors. According to the Department of
Trade and Industry (DTI) (2005), informal businesses
in South Africa play a key role through sustaining
many livelihoods and offering a safety net for
the income poor. It is therefore evident that the
informal start-up enterprise in South Africa plays
a pivotal role with regard to reducing the problem
of achieving development. It is as well palpable that
the nascent of informal start-up enterprises absorb
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large proportion of unemployment labour force in
South Africa, and this can further be applicable to
other developing countries that are confronted with
the issues such as unemployment, food insecurity
inter alia. Although, the primary rationale and/or
push factor behind the establishment of informal
start-up enterprises apart from market opportunities is unemployment which is noticeable through
income poverty (Daniels, 2006; Guylani et al., 2009).

4. Perfect Competition and the
Informal Sector
Perfect competition is an economic theory that
occurs when none of the individual market participants (buyers or sellers) can influence the market
price. For a perfect competition to exist there must
be a large number of buyers and sellers of the product-the number must be so large that no individual
buyer or seller can affect the market price (Van stell
et al., 2007; Mohr & Fourie, 2008; Liedholm et al.,
2010). Accordingly, informal start-up enterprises
are omnipresent because of the ease of entry and
exit in the market. As in the case of South Africa, a
multiplicity of informal start-up enterprises exists
including but not limited to; Hawking, street vending, Shoe repair, general dealing, restaurants, car
wash, printing business and craft making inter alia.
Each firm, for example, only supplies a fraction
of the total market supply (Mohr & Fourie, 2008;
Liedholm et al., 2010). Most urban settings in South
Africa are fronted by a plethora of informal start-up
entities. Therefore, the first requirement for a perfectly competitive market structure should consist
of a glut of buyers and sellers. Thus, this is evident
in most urban central business district (CBD) (Piesse
et al., 2005).
There must be no collusion between sellers – each
seller must act independently (Daniels, 2006;
Mohr & Fourie, 2008; Guylani et al., 2009). Given
the unregistered nature of informal entities and a
large number of firms selling homogenous products, it is less unlikely for the sellers to collude
and fix prices because all the participants in the
market have perfect knowledge about the going
market price of the good or service at hand. As a
price taker, a perfectly competitive firm is unable to
charge a higher price above the market price and
has no incentive to lower its prices suggesting that
micro-enterprises are prone to make normal profits. Therefore, collusion amongst informal traders
in an attempt to increase the prices of their goods

and services would be irrational because they exists
an immediate substitute of the product that can
be offered by any supplier in the same industry
(Daniels, 2006, 2008; Guylani et al., 2009).
All the goods sold in the market must be identical (i.e. the product must be homogenous). There
should be no reason for buyers to prefer the product of one seller to the product of another (Liedholm
et al., 2010).
Buyers and sellers must be completely free to
enter or leave the market – this condition is usually referred to as complete freedom of entry and
exit. There must be no barriers to entry in the form
of legal, financial, technological, physical, or other
restrictions which inhibit the free movement of
buyers and sellers (Liedholm et al., 2010; Sewdass
& Du Toit, 2014). As in the case of South Africa,
informality bolsters the establishment of informal
businesses. These embryonic business launches do
not need any licensing or equivalent formal registration to begin operation. The primary Rationale for
establishment of most informal start-up is poverty
reduction. Nonetheless, in a perfectly competitive
market, buyers and sellers are free to entry and exit
the market because there are no stringent restrictions (Guylani et al., 2009; Liedholm et al., 2010).
All the buyers and sellers must have perfect knowledge of market conditions (Mohr & Fourie, 2008).
For example, if one firm raises its prices above the
market price, it is assumed that all the buyers will
know that other firms are charging a lower price
and will therefore not buy anything from the firm
that is charging a higher price. However, this market
situation has a potential to contribute negatively to
the growth and sustainability of informal start-up
enterprises operating in conditions of perfect competition because they are trapped in a vicious cycle
of competition amongst similar firms in the industry. Accordingly, this evidently thwarting market
structure gives rise to informality as there is no
government intervention to fix the market price
nor do the suppliers meet the necessary thresholds to benefit from government regulations and
a variety of support from state enterprises and the
private sector.
There must be no government intervention influencing buyers or sellers (Liedholm et al., 2010;
Mpembamoto et al., 2017). Consequently, the lack
of government intervention bolsters informality
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within the informal start-up industry pigeonholed
by inter alia; no registration, no compliance of state
regulations and informal trifling trades.
Lastly, all the factors of production must be perfectly mobile. In other words, labour, capital and
the other factors of production must be able to
move freely from one market to the other. In a
perfectly competitive market all the participants
are therefore price takers-they have to accept the
price as given and can only decide what qualities to
supply or demand at that price (Guylani et al., 2009;
Mpembamoto et al., 2017). Below is an indication of
the requirements that should be met for a perfect
competition to exist.

5. The Shut-Down Rule and
Micro-Enterprises
The first rule is that a firm should produce only if
total revenue is equal to or greater than, total variable cost (which includes normal profits) (Mohr &
Fourie, 2008; Guylani et al., 2009; Mpembamoto et
al., 2017). This condition is often called the shutdown (or close down) rule, but it can also be called
the start-up rule because it does not just indicate
when a firm should stop producing a product it also
indicates when a firm should start (or restart) production. The shutdown rule can also be stated in
terms of unit cost – a firm should only produce if
average revenue (i.e. price) is equal to, or greater
than, average variable cost (Guylani et al., 2009;
Mpembamoto et al., 2017). In the long run all costs
are variable. Production should therefore only take
place in the long run if total revenue is sufficient
enough to cover all costs of production.
Once a firm is established, it cannot escape its fixed
costs. Fixed costs are incurred even if output is zero
(i.e. if the firm does not produce at all). If the firm
can earn total revenue greater than it total variable
cost (or an average greater than its average variable
costs), then the difference can help cover some of
the unavoidable fixed costs of the firm (Liedholm et
al., 2010). It would be advisable for a firm for a firm
to maintain production in the short run, even though
it is operating at an economic loss. If total revenue
is just sufficient to cover total variable costs (i.e. if
average revenue is equal to average variable costs) it
is immaterial whether or not the firm continues production – its loss will be the same in both cases (i.e.
equal to its fixed costs) (Mohr & Fourie, 2008; Guylani
et al., 2009; Sewdass & Du Toit, 2014; Mpembamoto

et al., 2017). If total revenue is not sufficient to cover
total variable cost (i.e. if average revenue is lower
than average variable cost), the firm will not produce,
because to do so will result in a loss greater than its
fixed costs. In other words, the firm’s losses will be
minimized by not producing at all.

6. Way Forward on Contemporary
Second Economy and Business
Contestations
The government of South Africa should pay more
attention to enterprises in the second economy,
both rural and urban. Most rural areas are the
ones affected by extreme poverty therefore support agencies and structures should pay concerted
efforts on that (Lekhanya, 2010; Sewdass & Du Toit,
2014). There is an increasing migration of people
from rural areas to urban areas looking for employment opportunities, thus, the government should
not ignore the potential of enterprises in the second
economy. Other enterprise in the second economy
take years to grow and the government should
intervene to ensure that they help and strengthen
such enterprises. The foreign nationals’ businesses
are increasing and continue to increase in South
Africa collapsing few of the enterprises owned by
South Africans, the government need to offer more
assistance to them and elevate them to confirm
competitively in the economy (Lekhanya, 2010). It
is not easy to manage an enterprise in the second
economy because of nearby competitors that sell
the same product for a lesser price. The government
should allow micro-enterprises to register so that
they can monitor their profits, check the ownership
whether are South Africans or foreign nationals in
that way they will be able to monitor their progress.
If a certain enterprise does not perform well they
will be able to know and that will also enlighten
the government in terms of the number of enterprises owned by South Africans and ensure equal
distribution of resources. Most of entrepreneurs are
not aware of the programs that are there to assist
them. The government should be transparent in
the distribution of information towards all people
and business owners. The government should
not only focus on the distribution of information
but also supporting them with access to finance,
mentorships and essential infrastructural facilities
(Sewdass & Du Toit, 2014).
Strategic management and business creativity refers to the ability, capacity and intellectual
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preparedness of business owners to lead, manage,
organize and be proactive towards the multiple
constraints and challenges that encroach on
business success and longevity (Allen, Qian &
Qian, 2005; Lekhanya, 2010; Sewdass & Du Toit,
2014). Amidst a plethora of informal start-up
enterprises, street vendors and general dealers
inter alia business creativity and strategic management education creates an opportunity for
emergent informal entrepreneurs to surmount
the market and create lucrative opportunities that
will enable growth of success of the enterprises.
Continuingly, strategic management education for
informal start-up entrepreneurs does not refers to
technical and sophisticated business and econometric models that will be difficult for destitute
informal traders to fathom, it rather encompasses
rudimentary strategic management aspects such
as the strength weaknesses opportunities and
threats model (SWOT), feasibility study, basic
entrepreneurial skills, business plan writing , basic
consumer behaviour, financial management and
bookkeeping skills, human resources and people
management skills (Beck, Lu & Yang, 2015).
Continuingly, the pragmatic implementation of the
aforesaid strategic management aspect will give
aspirant entrepreneurs an edge over existing ones
that do not have any knowledge about managing
and growing and informal entity (Beck et al., 2015).
However, it is important as an aspirant entrepreneur should be able to coordinate and unite all
the factors of production including land, capital,
labor and entrepreneurship to enable enterprise success. On the other hand, South Africa’s
experience in entrepreneurship has been bad,
particularly amongst historically disadvantaged
back people mainly because of the historical legacies of apartheid, colonization, deprivation and
the "work for boss mentality" (Guylani et al., 2009).
Concisely, dealing with these issues requires inculcating the entrepreneurial and business mindset
amidst street traders and owners of informal
start-up entities (Beck et al., 2015). Thus, a new
development policy trajectory should be crafted
in the ministry of SMMEs that stipulates that it is
mandatory for all incipient informal traders who
have been isolated from the mainstream formal
economy to have access to cutting edge strategic
management, business and entrepreneurial skills
that is instrumental to their growth, longevity and
possible graduation into the mainstream formal
economy.

7. Conclusion and Recommendations
Turning a blind eye towards placing concerted
efforts on supporting local informal traders in the
second economy of both rural and urban areas will
lead to an endless cycle of poverty and inequality
amongst the traders. South African informal sector
should move towards creating a conductive environment which will allow for work the unregulated
informal economy to flourish. Policy making efforts
in the SMMEs sector should be geared towards striking a balance between foreign nationals and local
traders in as far as market opportunities are concerned. Foreign investment policy in the informal
sector of South Africa should create an enabling
environment for the development of informal
businesses which are owned by foreign nationals
in ways that support the businesses of local small
scale workers. Production opportunities and platforms should not be provided to the advantaged
few who are not indigenous people of South Africa
on a silver platter; it should be created through
in a way that allows for the development of and
support of poor traders. Thus, the bigger point
of departure would be moving towards being an
entrepreneurial oriented nation which becomes
producers of goods and services rather than consumers. Therefore, entrepreneurship with support
from various stakeholders and actors in the economy is an important point of departure for South
Africans informal economy.

References
Allen, F., Qian, J. & Qian, M. 2005. Law, finance and economic
growth in China. Journal of Financial Economics, 77:57-116.
Abor, J. & Quartey, P. 2010. Issues in SME development in Ghana
and South Africa. International research journal of finance and
economics, 39(6):215-228.
Akinyemi, F. & Adejumo, O. 2017. Entrepreneurial Motives and
Challenges of SMEs Owners in Emerging Economies: Nigeria
& South Africa. Small, 5(11):624-63.
Butler, A. 2017. Contemporary South Africa. Palgrave.
Beck, T., Lu, L. & Yang, R. 2015. Finance and growth for microenterprises: Evidence from rural China. World Development
Journal, 67:38-56.
Charman, A.J., Petersen, L.M., Piper, L.E., Liedeman, R. & Legg, T.
2017. Small area census approach to measure the township
informal economy in South Africa. Journal of Mixed Methods
Research, 11(1):36-58.
Crush, J. 2017. Informal migrant entrepreneurship and inclusive

732

growth in South Africa, Zimbabwe and Mozambique. Southern
African Migration Programme.

Contemporary Second Economy and Business Contestations in South Africa

Cross, J. 2000. Street vendors, and postmodernity: conflict and

Lekhanya, L.M. 2010. The use of marketing strategies by small,

compromise in the global economy. International Journal of

medium and micro enterprises in rural KwaZulu-Natal. Durban

Sociology and Social Policy, 20(1/2):29-51.

University of Technology, Durban.

Cant, M.C. 2017. Do Small, Medium and Micro Enterprises Have

Oluwajodu, F., Greyling, L., Blaauw, D. & Kleynhans, E.P. 2015.

the Capacity and will to Employ More People: Solution to

Graduate unemployment in South Africa: Perspectives

Unemployment or Just a Pipe Dream? International Review

from the banking sector. SA Journal of Human Resource

of Management and Marketing, 7(3).

Management, 13(1):1-9.

Department of Trade and Industry. 2005. Integrate small-enter-

Pauw, K., Bhorat, H. & Goga, S. 2006. Graduate unemployment

prise development strategy: Unlocking the potential of South

in the context of skills shortages, education and training:

African Entrepreneurs. Department of Trade and Industry,

Findings from a survey. Available at: http://papers.ssrn.com/

Pretoria.

sol3/papers.cfm?abstract_id=961353. Accessed on 1 March

Daniels, L. 2006. The role of small enterprises in the household
and national economy in Kenya: A significant contribution or

2018.
Peberdy, S. 2017. Competition or Co-operation? South African and

a last resort? World Development Journal, 27(1):55-65.

Migrant Entrepreneurs in Johannesburg (No. 75). Southern

Fatoki, O. 2014. The financial literacy of micro entrepreneurs in
South Africa. Journal of Social Sciences, 40(2):151-158.

African Migration Programme.
Piesse, J., Doyer, T., Thirtle, C. & Vink, N. 2005. The changing role

Gulyani, S., Talukdar, D. & Jack, D. 200. Poverty, living conditions

of grain cooperatives in the transition to competitive markets

and infrastructure access: A comparison of slums in Dakar.

in South Africa. Journal of Comparative Economics, 33:197-218.

Johannesburg and Nairobi, AICD paper 10, DEC research

Sonobe, T., Akoten, J.E. & Otsuka, K. 2011. Growth process of

series, World Bank, Washington, DC.

informal enterprises in Sub-Saharan Africa: A case of a

Mpembamoto, K., Nchito, W., Siame, G. & Wragg, E. 2017.

metalworking cluster in Nairobi. Journal of Small Business

Impact of sector-based upgrading on home-based enterprises: a case study of Chaisa Settlement. Environment and

Economics, 36(3):323-335.
Van Stel, A., Storey, D.J. & Thurik, A.R. 2007. The effect of business

Urbanization, 29(2):597-614.

regulations on nascent and young business entrepreneur-

Marchington, M., Wilkinson, A., Donnelly, R. & Kynighou, A. 2016.

ship. Small business economics, 28(2-3):171-186.

Human resource management at work. Kogan Page Publishers.

Zachary, J.M.N., Kariuki, S. & Mwangi, S. 2017. Tax compliance

Mohr, P. & Fourie, L. 2008. Perfect Competition: Economics for

cost and tax payment by small and medium enterprises

students. Pretoria: Hatfield.

in Embu County, Kenya. International Academic Journal of

Liedholm, C. & Mead, D.C. 2010. The dynamics of micro and
small enterprises in developing countries. World Development
Journal, 26(1):61-74.

733

Economics and Finance, 2(3):206-219.

