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ABSTRACT

South Africa is faced with a challenge when it comes to the creation of jobs and the
development of sustainable small businesses. The challenge is aggravated by the declining
overall socio-economic profile and economic activities, which result in increasing
unemployment rates. In an attempt to escape from these socio-economic conditions and/or to
reduce their severity, individuals opt to start informal businesses which can be in the form of
survivalist enterprises, that become a buffer, providing families with an alternative source of

income.

Survivalist entrepreneurs are forced into business for survival due to an inability to find a job
and increasing poverty levels, while operating in the informal sector of the economy. In
theory, the South African government does recognise the existence of survivalist
entrepreneurs, who are categorised as part of the micro-entrepreneurs amongst the small,
medium and micro-enterprises (SMMESs). However, in practice, there is no evidence of the

theoretical support being given.

The study was a qualitative and quantitative, exploratory multiple case study. The case study
was conducted as a first phase, with 100 participants. The second phase of the study entailed
a review of secondary documentation (policies and procedures) provided by finance
development institutions (FDIs). The third phase of the study entailed interviews with the
FDls.

The study unpacked obstacles experienced by the survivalist entrepreneurs and further
investigated the means of assisting them to become viable in their business activities. A
conceptual framework on the existence of the survivalist entrepreneur was formulated using
both theoretical and empirical results from the study. Changing global economic conditions
were the underlying causes which lead to factors that directly or indirectly lead to the
development of survivalist enterprises. These included a shrinking formal economy,
increasing poverty rates, which directly increased dependency on the government for support.
Government policies have also contributed in pushing people into survivalist
entrepreneurship. These factors are referred to as the immediate causes that pushed

individuals into survivalist entrepreneurship.

The study indicated the common motivational factors amongst survivalist entrepreneurs to be

avoidance of poverty and unemployment. The need for independence and recognition of an

\



opportunity were categorised as pull factors. Regulations and laws by the South African
government was a common obstacle that inhibited the growth of the survivalist businesses
into an opportunity-driven business. Lack of finance and inadequate training were also
mentioned as obstacles that inhibited the evolvement of the survivalist businesses which
participated in the study. However, lack of recognition and lack of support by the South

African government were found to be of greater concern to survivalist entrepreneurs.

The study also highlighted similarities and contrasts between literature and empirical findings
in relation to the survivalist entrepreneurs, thus suggesting the evolvement of characteristics

with the passing of time.

In conclusion, a support framework to assist the survivalist entrepreneurs to become viable in

their business activities by becoming opportunity-driven was created.

Vi
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A SUPPORT FRAMEWORK FOR THE SURVIVALIST ENTREPRENEURS IN THE
FREE STATE PROVINCE, SOUTH AFRICA

CHAPTER 1: INTRODUCTION

1.1 Introduction

“The stimulation of SMME'’s must be seen as part of an integrated strategy to take this
economy onto a higher road — one in which our economy is diversified, productivity is

enhanced, investment is stimulated and entrepreneurship flourishes” (RSA, 1995).

Throughout South Africa, job creation and development of sustainable small businesses of
any type remains the biggest challenge in all spheres. This challenge continues to be
aggravated by the declining overall socio-economic profile and economic activities in South
Africa that result in increasing unemployment rates. Concurrently, high unemployment rates
hinder progress of poverty reduction programmes (Minford & Mahambane, 2005). The
declining levels of economic activity further lead to increasing dependency on self-
employment as a survival mechanism. In this case, self-employment has become a buffer,
providing families with an alternative source of income, in the absence of social security

mechanisms in South Africa.

Over the past decade, the South African government managed to create different macro-
economic strategies such as Growth, Employment and Redistribution (GEAR) strategy and
Accelerated Shared Growth Initiative for South Africa (ASGISA), with the common aim of
creating sustainable jobs in an attempt to reduce poverty levels and dependency on
government for survival. Furthermore, a proposal to strengthen the post-apartheid small,
medium and micro-enterprises (SMMEs) was formulated as early as 1995, in the form of a
White Paper on the National Strategy for the Development and Promotion of SMMEs
(Herrington et al., 2010).

The above-mentioned White Paper highlights SMMEs as an important vehicle in addressing
the challenges of job creation, economic growth and equity. The White Paper also confirms
the presence of survivalist entrepreneurs amongst the SMMEs of South Africa and the urgent

need for them to be assisted so as to improve their socio-economic conditions. Following this



was the formulation of an institutional infrastructure under the supervision of the Department
of Trade and Industry (DTI). The aim of this was to address the objectives set out in the
White Paper in order to “create an enabling environment for SMME growth” throughout the

country.

Although not represented in the abbreviation “SMME”, survivalist enterprises are lumped
together with micro-enterprises due to the similarities of some — but not all — of the obstacles
they face. However, unlike the opportunity-driven micro-enterprises, survivalist
entrepreneurs depend on their income for the basic survival of their families. Their income
serves as a cushion from poverty-related issues. Furthermore, they are unable to compete for
resources due to their informality. This creates an unfair scenario for the survivalist
enterprises that have to compete with profit-orientated opportunity-driven micro-enterprises,

according to their categorisation in the White Paper.

For the purpose of this study, survivalist enterprises are defined as micro-enterprises that
depend solely on their daily income without external support “safety nets”. Over and above
that, they are unregulated by the institutions of society and operate in a legal and social

environment in which similar activities are regulated (Maes, 2003).

Survivalist entrepreneurs are forced into business for survival due to an inability to find a job
and increasing poverty levels. They are described by the National Small Business Act as
operating in the informal sector of the economy, mainly by unemployed persons, and
generating an income below the poverty line of R620.00 per capita per month. They appear
to be partly the consequences of the shrinking formal sector, which is shedding jobs

continuously and has very limited opportunities for growth.

More than 10 years post the White Paper on the National Strategy for the Development and
Promotion of SMMEs, there is no change regarding the status of the South African survivalist
entrepreneurs. Much emphasis has been placed on developing only the opportunity-driven
micro, small and medium enterprises, thereby disregarding the survivalist enterprises. The
survivalist enterprises are the most vulnerable segment to failure and require resources that
they cannot access in order to become viable businesses. Therefore, they require appropriate
support which will assist them to become opportunity-driven and profit-orientated enterprises
that will contribute to the gross domestic product (GDP) of the country while reducing

dependency on the government for support.



This study will focus particularly on the survivalist enterprises within the Free State province.
The Free State is one of the provinces that are adversely affected by the shrinking formal
economy. This has led to an increase in unemployment and poverty statistics, thus leading to
increasing dependency on the government for support by the unemployed as well as observed

increases in survivalist businesses within the Free State province.
1.2 Background to the study

Lack of growth in formal employment is the main reason placing the South African
government under pressure to implement job creation strategies in an attempt to reduce
poverty, as it is unable to reduce the rising levels of poverty. This has put a spotlight on the

importance of enabling the business environment to generate jobs.

The informal sector is becoming the norm, rather than the exception, in most of the
developing countries, including South Africa. According to Jutting and Laiglesia (2009),
more than half of all jobs in the non-agricultural sector can be considered informal, i.e.
worldwide. The statistics are as high as about 80% in some regions, including the Sub-
Saharan Africa and South East Asia. Furthermore, the informal sector is producing 30% of

GDP worldwide, according to the United Nations Development Programme (UNDP, 2011).

Most of the informal employment is conducted on an own-account basis. In Sub-Saharan
Africa, 70% of informal workers are self-employed — 62% in North Africa, 60% in Latin
America and 59% in Asia. This signals informal work as a “hidden enterprise culture”
(Williams & Nadin, 2010). South Africa is constrained by a vast number of mainly women
(60.6%) who run survivalist businesses, which operate informally. These statistics are
similar to the worldwide situation that indicates that women are more susceptible to informal

employment.

Despite South African legislation, the development finance institutions that were created with
the aim of supporting small business development and the fact that the survivalist enterprises
are dominant amongst the SMMEs in South Africa, they hardly benefit from any programmes

that are being run by the government, due to their informality.

History indicates the existence of survivalist enterprises by the late 1970s in South Africa and
1930s in developed countries. Initially, these type of enterprises were recognised as an

informal market outside the government’s formal structure and an epitome of



underdevelopment and backwardness, which would disappear with further economic
development. History also highlights the lack of different governmental support and lack of

growth even in developed countries for the survivalist entrepreneurs (Smith, 2006).

The post-apartheid government recognised the importance of SMMEs in job creation and in
the empowerment of the disenfranchised communities by embarking on a national small
business strategy in 1995. The strategy assumes that an enabling business environment will
allow for the development and growth of SMMEs, which includes informal enterprises. This

will be achieved through the following steps:

e Facilitation of the equalisation of income, wealth and economic opportunities, together
with the strengthening of the labour-absorptive process in the micro-enterprises and
survivalist segments. This would be achieved by redressing the discrimination of blacks
and women’s access t0 economic opportunities as well as facilitating growth in black and

small enterprises in rural areas.

e Creation of long-term jobs which demand policy interventions in order to upgrade human
resources and to strengthen the use of appropriate modern technologies. Stimulation of
economic growth through the removal of obstacles and constraints that prevent SMMEs

from contributing to overall growth.

e To strengthen the cohesion between SMMES so as to overcome their isolation through the
promotion of SMME networking, to build collective efficiency, to address development

obstacles, and to take up opportunities.

e Finally, to level the playing field between large enterprises and SMMEs and between

rural and urban businesses (Rogerson, 2004).

In order to achieve the above-mentioned points, development finance institutions facilitated
by the DTI were established in order to avail critical resources such as finance, technology,
training and infrastructure to the SMMEs in an attempt to sustain and grow the SMMEs of
South Africa.

Provincial finance development institutions were later formed within different provinces.
This initiative gave birth to the Free State Development Corporation (FDC), which is a

statutory organisation established in terms of the Free State Development Corporation



Amendment Act of 2006. It is mandated to establish and develop sustainable SMMEs in the

Free State by providing both financial and non-financial services (FDC, 2007).

The finance development institutions that were put into place have been unable to assist the
survivalist businesses of the Free State province. These finance development institutions
(FDIs) focused on the profit-orientated formal businesses, disregarding the existence and

assistance required by the survivalist businesses operating within the Free State province.
1.3 Problem statement

The difference between survivalist and micro, small and medium enterprises is that
survivalist enterprises are the result of the increasing poverty and unemployment rates in
South Africa. In many cases, the business ideas and activities of the survivalist entrepreneurs
are not viable and at times generate less than enough money, upon which the survivalist

entrepreneurs depend.

The increasing unemployment rates and poverty levels (socio-economic conditions) lead to
increased needs for individuals to become survivalist entrepreneurs. However, the monetary
assistance, support and policy frameworks that are provided by both government and non-
governmental institutions are targeted towards the profit-orientated SMMEs only, thus
disregarding the survivalist entrepreneurs who depend on the income generated through their
business, which falls short of the minimum income standard for survival. Survivalists
possibly can make an economic contribution when the government treats them in a specific
manner and lets them in within the stream of enterprise development to become viable

business entities.
1.4  Objectives of the study

The primary objective of the study is to develop a support framework focused on assisting the
survivalist enterprises within the Free State province to become viable in their business

activities. In achieving this goal, the following secondary objectives are set:

e To explore survivalist enterprises as an income-generating alternative for unemployed
people.
e To explore survivalist enterprises as a job-generating alternative for unemployed

people.



e To investigate the characteristics that are essential to maintaining viability of
survivalist enterprises.

e To investigate the need for assistance to the survivalist enterprises so as to become
viable in their business activities.

e To develop a support framework to assist the survivalist enterprises within the Free

State province to become viable in their business activities.

1.5  Delimitation of the study

Information and statistics relating to survivalist enterprises are difficult to access. That being
the case, the study will focus on the information that will be gathered from all the role players
and the available secondary literature sources. Additionally, the reviewed literature indicates
lack of recent research on survivalist businesses, especially focusing on South Africa. A
majority of organisations that are carrying out research in entrepreneurship studies either do
not have a stable pattern of reporting their statistics yearly so as to be able to study the trend

in the reported statistics, or do not cover issues relating to survivalist businesses at all.
1.6 Research design and methodology
1.6.1 Research design

The study will be a qualitative and quantitative, exploratory study. The case studies will be
conducted as a first phase of the study. The case study will indicate, if any, the type of
support the survivalist enterprises of the Free State province are receiving and the problems
that they are encountering in an attempt to survive, thus further identifying questions and

types of measurement before commencement of the second phase of the study.

Yin (2009) presented one of the applications of a case study as “to explore those situations in
which the interventions being evaluated has no clear set of outcomes”. This research will
partly explore the existing Government’s National Strategy for the Development and
Promotion of SMMEs in South Africa in order to prove that it has no clear set of outcomes

for survivalist enterprises in particular.

The case study will be conducted in all five districts of the Free State province, namely,
Motheo, Thabo Mofutsanyana, Lejweleputswa, Fezile Dabi and Xhariep districts. A

replication and not sampling logic will be used when conducting the case studies. Yin (2009)
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mentions that each case in a multiple case study must be “carefully selected so that it either

predicts similar results or predicts contrasting results but for anticipatable reasons”.

The researcher will focus on interviewing a total of 100 survivalist entrepreneurs in the trade
(sale) of goods and provision of services. These will include street vendors who sell fresh
produce (vegetables and fruit), hair salon owners, street vendors who sell food and drinks,
and spaza shop owners who usually operate in busy areas, such as taxi ranks, train stations

and central business district (CBD).

The case studies will also highlight the existence of the survivalist enterprises in the different
communities and will provide a comprehensive understanding of their daily operational

challenges and reasons leading to their existence.

The results of the case studies will then be compared in order to identify similar and different
characteristics within the different districts of the Free State province and carefully studied in
an attempt to get a brief overview of the situations around which the survivalist enterprises

operate.

The second phase of the study will entail a review of the secondary documentation (policies
and procedures) provided by the FDIs that are operating in the Free State province and a brief
investigation and examination of the existing framework created within the Government’s
National Strategy for the Development and Promotion of SMMEs in South Africa. The
material from the individual FDIs will be compared with the framework created within the
Government’s Strategy for the Development and Promotion of SMMEs in South Africa in
order to identify similarities and differences. This will provide guidance during the

development of questions to be asked in the interviews with the FDIs.

The third phase of the study will be to interview the FDIs that are prominent in the Free State
province in an attempt to investigate the type of support they are providing to survivalist
enterprises within the Free State province. The questions posed during the interview will be
based on the findings of the first and second phase of the study and will be asked in an

unbiased manner.

The three phases will be concluded by the compilation of the support framework for
survivalist entrepreneurs within the Free State province to become viable in their business

activities.



1.6.2 Research environment

The multiple case studies will be conducted in the actual settings, i.e. the field setting
(Cooper & Schindler, 2006). Because of the unavailability of a sample frame and the method
used to sample for participants in the study, the researcher will be forced to collect data while
in the actual field setting of the participant. Keeping in mind that some of the participants are
forced to move around in order to get business, it makes it imperative for the researcher to be

in the field setting in order to prevent duplication of information.
1.6.3 Data collection
1.6.3.1 Data collection instrument

Communication methods will be used to gather data throughout the different phases of the
study. Data collected during the case study will be collected using a structured open-ended

questionnaire.

Face-to-face in-depth interviews will be held with the FDIs. The questions will be structured
before the interview. The structured questions will be based on the findings from the first
and second phase of the study. In other words, they will address specific issues that will be
identified after the analysis of the multiple case studies and the review of the secondary
documentation. The interviews will be guided conversations rather than structured queries.
To put it differently, the researcher will follow his/her line of enquiry and ask questions in an
unbiased manner (Yin, 2009). Responses of the FDIs will be recorded on a tape recorder for

further analysis.

Therefore, multiple sources will be used for data collection (data triangulation), with the aim
of corroborating the same facts. Data triangulation will address the potential problems of
construct validity, as the multiple sources of data will provide multiple measures of the same

phenomenon (Yin, 2009).

The collected data will be developed into a formal database, thus allowing other researchers
to review it directly and not to be limited to the written reports. The case study database will

increase the reliability of the entire case study (Yin, 2009).



1.6.3.2 Use of secondary documentation

The revised literature review will be used first as a guide in creating the questionnaires and
also to guide the direction of the face-to-face interviews with the FDIs. Recent information
relating to survivalist enterprises in the province and the specific areas under study will also

be vital in making the study a success.
1.6.4 Sampling design

For the purpose of the study, studying a sample of the population is more suitable than
conducting a census, as the survivalist entrepreneurs operate informal businesses with low
barriers to entry, thus making their businesses easy to start up. In other words, there is no

sample frame.
1.6.4.1 Target population

The target population will be the survivalist entrepreneurs rendering services within the five
districts of the Free State province. The study will focus on different types of survivalist
entrepreneurs, ranging from street vendors who sell fresh produce (vegetables and fruit), hair
salons owners, street vendors who sell food and drinks, and spaza shop owners who usually
operate in busy areas, such as taxi ranks, train stations and central business district (CBD) of

the areas under study.
1.6.4.2 Sampling method

A non-probability method of sampling will be used, as there is no sampling frame.
Heterogeneity sampling method (sampling for diversity) will be utilised. According to
Trochim (2006), heterogeneity sampling is used when the researcher wants to include all
opinions or views without worrying about representing them proportionately. The aim is to
get a broad spectrum of ideas, not worrying about average or modal instance ideas. This type

of sampling will include a broad and diverse range of participants (Trochim, 2006).
1.7  Significance of the study

To some extent, survivalist entrepreneurship is a means of escaping from increasing poverty,

unemployment and reducing dependency on government for support. As such, any steps



towards a viable business for survivalist entrepreneurs will improve their socio-economic

conditions in the long run.

Support provided to the survivalist entrepreneurs will also assist in reducing the poverty
levels, which together with increasing unemployment rates are the main motivations for the
existence of survivalist entrepreneurs. By providing support to the survivalist entrepreneurs,
their businesses will evolve into registered opportunity-driven and profit-orientated

businesses that will be able to contribute to the GDP of South Africa.
1.8  Chapter summary

The chapter serves as guidance regarding why the particular topic was chosen and also how
the study will be carried out. That is to say, it is the initial proposal for the study. Deviations
from this initial chapter, which might occur during the study, will be documented as well as

the reasons for their existence.
1.9  Structure of the study

The study is divided into seven chapters. The following explains the outlay of the main

aspects that will be part of the different chapters:
Chapter 1: RESEARCH PROPOSAL

This chapter forms the foundation of the research. It narrates the topic to be discussed and

the methodology which will be employed in the study.

Chapter 2: LITERATURE REVIEW: THE ROLE OF HISTORY AND FACTORS THAT
CONTRIBUTED TOWARDS THE FORMATION OF SURVIVALIST ENTREPRENEURS
IN SOUTH AFRICA

Chapter 2 will focus on the role of history as well as the factors that contributed towards the
formation of survivalist entrepreneurs in South Africa. Its aim will be to highlight the
existence of survivalist businesses in different parts of the world. The impact of the Black
Economic Empowerment (BEE) policy, poverty and unemployment in the formation of

survivalist businesses in South Africa will also be discussed.
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Chapter 3: LITERATURE REVIEW: CHARACTERISTICS AND MOTIVATION
TOWARDS BECOMING A SURVIVALIST ENTREPRENEUR

Chapter 3 will narrate the characteristics of the survivalist enterprises and their entrepreneurs.
Motivation of the survivalist entrepreneurs into starting a business is also discussed. The
theories found in literature to explain the existence of informal businesses are also mentioned
in this chapter. The chapter will also cover the characteristics that are believed to be essential

in maintaining the viability of survivalist businesses.

Chapter 4: LITERATURE REVIEW: OBSTACLES FACED AND SUPPORT PROVIDED
TO SURVIVALIST ENTREPRENEURS

Obstacles faced by the survivalist entrepreneurs in the daily operations of their businesses are
mentioned. The support given versus the support needed will also be discussed in detail by
looking into the Finance Development Institutions (FDIs) that are currently operating in the
Free State province. The chapter will be concluded with a brief profile of the Free State

province.

Chapter 5: RESEARCH DESIGN AND METHODOLOGY

This chapter will explain the steps taken in order to achieve the results of the study.
Therefore, the chapter will serve as a guiding blueprint that is responsible for articulating all
the required methods of collecting data, analysing the collected data, and finally, answering

the existing research question in a scientific manner.

Chapter 6: EMPIRICAL RESEARCH RESULTS

Chapter 6 focuses on discussing the analysis of the results of the three phases of the study.
Comparisons and contrasts found in the different districts will also be discussed in detail. A
conceptual framework for the survivalist enterprises will be formulated based on the results

of this chapter.
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Chapter 7: RECOMMENDATIONS AND CONCLUSION

This chapter serves as the final chapter of the study. It will consist of the recommendations
made based on the results yielded by the empirical findings and the reviewed literature.
Recommendations will be made to address each objective, and a support framework will be
formulated in order to assist the survivalist enterprises of the Free State to be viable in their

business activities.
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CHAPTER 2: THE ROLE OF HISTORY AND FACTORS THAT
CONTRIBUTED TOWARDS THE FORMATION OF SURVIVALIST
ENTREPRENEURS IN SOUTH AFRICA

21 Introduction

The previous chapter gave an introduction to the study. This chapter puts the spotlight on the
existence of survivalist entrepreneurs in different parts of the world and in both developed
and developing countries. It also highlights the similarities and differences in characteristics
of these survivalist entrepreneurs found in the different parts of the world. It further
discusses possible roles played by the apartheid regime, the Black Economic Empowerment
(BEE) policy, poverty and unemployment in the formation of the survivalist enterprises in

South Africa, while comparing the South African scenario to the rest of the world.
2.2 Historical background of survivalist entrepreneurs

Survivalist entrepreneurs are entrepreneurs that depend on their business for survival. They
operate in the informal sector of the economy and depend on the little income they generate
for survival. In South Africa, they are grouped together with opportunity entrepreneurs as
part of the micro-entrepreneurs and are the least considered segment but the largest in

numbers amongst the small, medium and micro-entrepreneurs.

The existence of survivalist enterprises in the developed world is made evident in a study
conducted by Smith in 2006, in which the decline of subsistence entrepreneurship in a
Scottish fishing community was explored over a 60-year period (1934-2004). The study
shows that different terminology is used in different parts of the world to describe survivalist
enterprises. In Britain, the terms peasant and subsistence entrepreneurs are used, while the
Russians used the word “Muzhik”, which means little man. A study by Berner et al. (2008),
who reviewed existing survivalist enterprises studies in an attempt to empirically assess
graduation rates of the survivalist enterprises, refers to terminology such as “sub-subsistence

production” as well as “informal proletariat”.

Berner et al. (2008) defined survivalist entrepreneurs as entrepreneurs who start their

business due to lack of employment and not by choice, and they attempt to increase security
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and smoothen consumption rather than maximising profit. The authors further indicate that

these survivalist entrepreneurs find it difficult to accumulate capital.

According to Lener and Schoar (2010), survivalist entrepreneurship is a micro-business that
does not grow beyond providing employment for the owner and/or family. Therefore, they
provide limited employment opportunities. Serviere (2010) describes survivalist
entrepreneurs as entrepreneurs that are pushed into entrepreneurship by factors which include

unemployment, low income jobs, low educational levels and social marginalisation.

Despite the different connotations, the described characteristics of these entrepreneurs are
similar to those of the survivalist entrepreneurs found in South Africa. These entrepreneurs
are unable to find a paid job or get into an economic sector of their choice. The income they
generate is too little, with little capital invested. At times, they have no skills training in the
particular field. As a consequence, they are forced into this type of business by the poor
socio-economic conditions which they live in. Despite the country of origin, the attempt to
survive their poor living conditions, which have resulted in poverty, seem to be the core
motivation of these entrepreneurs to start their business (Serviere, 2010).

Smith (2006) highlights that the British peasant and subsistence entrepreneurs existed at the
lower spectrum of the entrepreneurial opportunity scale, which allowed them to “escape the
glare of research scrutiny” as the existing research focused on ‘“heroic elements of the
enterprise culture and the link with big business”. The politicians and policymakers are also
reported to have been least interested in the concept of peasant and subsistence
entrepreneurship. This is mainly because of the associated recognition and money that comes

with research into sustainable business.

The above statement is supported by Berner et al. (2008) when they indicate that the existing
policy meant to assist the survivalist enterprises fails to meet its objective as it utilises
characteristics of growth-oriented business as outcome indicators for their interventions. The
statement is also supported by Lener and Schoar (2010), who state that most research in
entrepreneurship has been conducted in developed markets, thus highlighting the need for a
policy shift into accommodating the survivalist entrepreneurs, who depend on their

businesses for their survival.
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Carter et al. (2004) states that subsistence entrepreneurship, particularly in a rural setting, is
about survival and utilisation of opportunities. “It is about tapping into multiple income

streams, engaging in pluriactivity”.

At the same time, reviewed literature gives a clear indication of survivalist enterprises as
buffers to poverty and dependency on government aid for many throughout the world. It
further highlights how the survivalist business could positively lead to economic growth if
given enough attention and support. This could be achieved first and foremost by changing
existing policy on survivalist businesses so as to accommodate their needs and at the same
time raise awareness of their urgent need for assistance in order to become viable businesses

that will contribute towards the GDP in the area of existence.

Throughout the world, segmentation of survivalist enterprises is similar to the one used in
South Africa, whereby the survivalist entrepreneurs are also located at the lowest spectrum of
the South African SMMEs and receive minimal assistance from various governments. The
lack of support from various governments creates a gap between the survivalist entrepreneurs
and the rest of the SMMEs. Concurrently, survivalist enterprises are increasing in number,
thus indicating a desperate need for various governments to put a spotlight on the existence
and ways of supporting entrepreneurs of these enterprises to become viable in their business

activities.

The South African GEM report of 2011 indicates the increasing numbers of survivalist
entrepreneurs in South Africa. The rates increased from 28.5% in 2006 to 34.8% in 2011.
Despite the available data on the growth of the survivalist segment, there is no clear

indication of the possible recognition of the existence of the survivalist businesses.

The statistics given in the above paragraph are provided more than 15 years after the South
African National Strategy for the Development of Small Business was compiled. The South
African National Strategy for the Development of Small Business emphasised that the
survivalist entrepreneurs, the majority of which are females, should receive support strategies
in an attempt to help them to become successful and sustainable so as to address underlying

socio-economic problems such as poverty and women empowerment.

Different connotations used in various literatures that have been reviewed describe survivalist
entrepreneurs as entrepreneurs by force rather than by choice. The circumstances in which

they live in, mainly poor socio-economic factors including poverty force them into this type
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of business. Despite being entrepreneurs in an attempt to survive, their numbers are on a vast
increase. Their growth in numbers is also stimulated by the shrinking formal employment,
thus indicating a possible dependency of the growth in numbers of survivalist entrepreneurs
to the availability of formal employment

Although recognised as being unsustainable businesses by varying literature, survivalist
enterprises continue to offer employment (to the owner, at the least) and a source of income
to many families, and therefore act as a buffer to poverty for many. Despite being
categorised as generally unsustainable businesses, literature further indicates that some of
them have been operating for many years and being run as family businesses.

Despite various governments’ ignorance and lack of assistance for this type of business,
survivalist enterprises, especially in Africa, are playing a crucial role in the economy of their
respective countries as well as in uplifting women and are recognised as a norm by many
families in various countries. With that said, it is vital for the governments to recognise their
existence and assist them to shift towards becoming viable businesses that are formally
registered and recognised as part of the formal economy.

However, the existing policies and frameworks that are aimed at assisting small businesses do
not take into consideration the unique needs and characteristics of the survivalist enterprises.
Consequently, these policies and frameworks continue to create a gap between survivalist
entrepreneur development and the rest of the SMMEs’ development, particularly in South
Africa. Put differently, the survivalist sector, which comprises the majority of SMMEs,
continues to grow without its entrepreneurs being successfully assisted to become viable in

their business activities.
2.3 The impact of the apartheid regime on formation of survivalist entrepreneurs

Morrison (2004) indicates that the history and resultant characteristics of a country can affect
the outlook on entrepreneurship. The historical political systems in South Africa have served
to promote an anti-entrepreneurial culture due to dependency on, or control of, the public by
the state, which decreased interest in the private enterprise amongst the then suppressed
groups that consisted mainly of black South African. The results of apartheid are
unfortunately still evident amongst black South Africans who continue to look up to the

government for assistance. Furthermore, apartheid also influenced the quality of education,
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which even in the post-apartheid era fails to address the entrepreneurship needs of South
Africa till today.

The anti-entrepreneurial culture and dependency on government for support by many South
Africans is the main reason for the low early stage total entrepreneurial activity (TEA) in
South Africa. According to the Global Entrepreneurship monitor report on African
Entrepreneurship (2012) and as depicted in table 2.1, South African TEA rate is at 7%, which
is a decline from 9% in 2011. In addition, it is below the average 28% for the Sub-Saharan
African region and ranks as the eighth out of the 10 countries compared. The GEM further
reports the pool of potential entrepreneurs to be at 36% of the adult population and 20% of
the young population, which are the lowest in the Sub-Saharan African region, with an
average of 76% for the young population. The established business ownership rate is
estimated at 2% out of an average of 13% in the Sub-Saharan African region. Although the
business discontinuation rate is 5% as compared to the 16% average in the region, thus
suggesting the viability of South African businesses, the overall performance of the country
in relation to TEA does not encourage employment creation through entrepreneurship and is

a clear indication of the anti-entrepreneurial culture within South Africa.

Table 2.1: Activity levels in the entrepreneurial pipeline in 10 Sub-Saharan African countries

ECONOMY Early stage Established business | Discontinuation
entrepreneurial ownership rate, % of businesses, %
activity (TEA), %

Angola 32 9 26

Botswana 28 6 16

Ethiopia 15 10 3

Ghana 37 38 16

Malawi 36 11 29

Namibia 18 3 12

Nigeria 35 16 8

South Africa 7 2 5

Uganda 36 31 26

Zambia 41 4 20

Sub-Saharan Africa 28 13 16

average (unweighted)

Source: African Entrepreneurship, Sub-Saharan African regional report (2012)
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According to Statistics South Africa (Stats SA) (2013), the number of South Africans who
depend on government for support in the form of grants is above 16 million, costing R113
billion for the 2013/2014 period. The current statistics are the result of a 544% increase from
the 2.5 million beneficiaries in 1998. These statistics are worrying as they reflect increasing

dependency on government in a country that is reported to have limitless opportunities.

The reported xenophobic attacks against foreign business owners in the townships throughout
South Africa also indicate a lack of entrepreneurial culture. These types of businesses that
are currently run by foreigners in these townships have been in existence even during the
times of apartheid. Nonetheless, a majority of the formerly oppressed South Africans have
failed to run their businesses successfully, thus opening a market for the foreigners to enter
into and to operate with success.

Furthermore, the apartheid era created a wage gap between white and black workers. The
Wage Act of 1925 specified the need to increase wages for white workers and to allow for a
better standard of living for the white population of South Africa. The private sector in South
Africa was subsidised by government so as to offer employment and acceptable wages to the
working white South African population as a means of protecting them against the “non-
white competition” (Qunta et al., 1995; Madi et al., 1997). This led to further financial
pressures for the black population, which had to find means of survival, in the form of

survivalist businesses.

According to Mensah and Benedict (2010), “the apartheid policy denied black South Africans
the extensive exposure to small businesses that elsewhere, resulted in household traditions in

entrepreneurial activities that span generations and breeds self-reliance”.

Boyd (2000) mentions that labour market handicaps may compel oppressed minorities to
search for alternatives to wage/salary employment despite their need for entrepreneurial
resources. Such resources include wealth, human capital, ethnic-group solidarity, and the
cultural values and institutions that promote enterprises. When a group has less of these
resources than do other groups ‘‘as a result of some current or past historical experience’’,

then it is a resource-disadvantaged group.
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A modified version of the simple disadvantage theory of entrepreneurship, the resource
constraint version, ‘suggests that the members of such groups tend to respond to joblessness
and to limited employment options by becoming petty entrepreneurs rather than by starting
small business. According to the foregoing, the resource constraint group becomes small,
unrecognised entrepreneurs that could be described as survivalist entrepreneurs, the majority

of which are blacks and females in South Africa.

The above statement is supported by literature from Morris et al. (1996), who mentioned that
survivalist entrepreneurship is mainly dominated by blacks whose economic activities were
severely constrained throughout the apartheid era (1948 to 1994). These blacks were limited
as to where they could live and work, land ownership, trading hours, employment, access to

capital, credit from suppliers, and availability of education and training.

When focusing on other parts of the world, blacks have arguably been the most severely
resource-disadvantaged group in American society. As a result, sociological literature has
attributed their low rate of small business ownership to resource disadvantage — a problem
caused by the absence of a tradition of enterprise — the poverty of black consumers, the social
class divisions of black communities, the lack of informal methods of capital accumulation,

and intense oppression by whites.

Accordingly, the resource-constraint version of the disadvantage theory holds that the
entrepreneurial responses of blacks to labour market disadvantage will be concentrated in the
informal economy — that peripheral sector of cash-based, unregulated, and irregular income-
producing activities (Light & Karageorgis, 1994). Indeed, the resource-constraint version of
the disadvantage theory implies that while blacks will be under-represented in small
businesses, the need to find sources of non-wage income will cause their over-representation
in the entrepreneurial pursuits of this peripheral sector. In other words, the disadvantage of
blacks in the labour market will be unrelated to black entrepreneurship in mainstream
businesses but positively associated with black entrepreneurship in marginal enterprises
(Boyd, 2000). A scenario very common in South Africa is one where the black population is
prominent in the lower spectrums of the SMMEs, namely micro-enterprises and survivalist

businesses.

In South Africa, informal shops known as spaza shops, which originate primarily in the black
homes, were formed during the apartheid era. This type of business operates in a section of
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an occupied home where people live and involves families in the retail activities. Tuck shops
are also a type of spaza that operates separately from residences. These are common around
the busy sections of towns, such as at taxi ranks and bus stations. Informal taverns known as
shebeens are also a type of informal business found in the black townships, commonly run
from a yard or house of the owner. The type of aforementioned informal business activities
form part of the South African black history, as they originated during the apartheid era;
nevertheless, they are still present as forms of survivalist enterprises of today.

Similarly, in urban North American cities, black women depended on informal boarding and
housekeeping, which created temporary affordable shelter for the tenants, during the great
depression — an entrepreneurial pursuit which was practiced and is still being practised in

South Africa as well.

Historical political systems such as apartheid and labour market handicaps have been
documented as factors that force disadvantaged groups into survivalist entrepreneurship,

mainly as a means of survival during low levels of economic activity.

As depicted by Ligthelm (2010) in figure 2.1, the U-shaped relationship between
entrepreneurship and development indicates that dependency is relatively high on self-
employment in relatively low levels of per capita income. This indicates that at low levels of
economic activity, households are responsible for fending for themselves in the absence of

formal employment and/or governments’ social security benefits.
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Figure 2.1: Relationship between TEA and per capita GDP

Source: Ligthelm (2010)

Apartheid led to economic disempowerment for the average black South African by creating
low levels of per capita earnings in this particular group of people. This created a web of
poorer people who were unable to start a better business, thus trapping them into survivalist

enterprises in order to earn a survivalist living and to reduce poverty.

One can deduce that the apartheid era created different types of business markets in South
Africa, namely distortions in the international business world, which led to big business
isolation from SMMEs, especially those categorised as micro-enterprises which were found
at the lower spectrum of the SMME spectrum. It also led to white business isolation from
black business, which had a negative impact on the overall economic development and
growth of the country, and development of survivalist enterprises as a cushioning effect from

poverty.
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Furthermore, the results from apartheid in South Africa impact heavily on the socio-
economic status of South Africans. The system has also created a society that depends

heavily on government for support.

2.4  The role of the black Economic Empowerment (BEE) policy on formation of

survivalist entrepreneurs

Post democracy, in 1994, the formal sector of South Africa shed jobs due to restructuring
processes. This led to the growth of the informal sector mainly because of necessity rather
than opportunity. This rapid growth in the informal sector of South Africa has been a major
challenge for the government, thus making job creation and small business development an
urgent priority. Table 2.2 indicates the percentage growth in entrepreneurial activity of the
survivalist businesses in South Africa between the periods of 2002 up to 2013. The table
indicates a 1.1% and 0.5% growth amongst the male and female survivalist entrepreneurs

respectively.

Table 2.2: Entrepreneurial activity in South Africa by gender amongst the survivalist entrepreneurs,
2002-2013

2002 2005 2009 2013 Ave SSA

MALE
Survivalist | 2.2% 1.9% 2.3% 3.3% 10.2%
FEMALE
survivalist | 2.6% 1.8% 1.6% 3.1% 12%
Source: GEM report (2013)

In an attempt to reverse the results of apartheid, a strategy termed Black Economic
Empowerment (BEE) was introduced. The main aim of BEE was to create opportunities for
the black majority in the economic mainstream.
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Figure 2.2: Summarising South Africa’s economic structure

Source: Andrews (2008)

Figure 2.2 indicates the position of survivalist entrepreneurs and their size in relation to the
rest of the economy. The large group of entities below the second economy barrier in the
figure is comprised of medium-sized enterprises and survivalist entities separated by
significant barriers from the dominant economic action and players in bigger business.
Business networks in this domain tend to be highly relational, limited by geography and the
size of business, and also different to those that one finds further up the economy. Below
these entities, one finds an even further isolated group — the unemployed and under-employed
(Andrews, 2008).

Both BEE and the broad-based version (B-BBEE) are policies aimed at correcting the South
African economic structure as depicted in the figure 2.2. This will be achieved through the
restructuring of the private sector in order to create opportunities for previously
disadvantaged individuals (PDls), the majority of which fall under the survivalist

entrepreneurs category (Andrews, 2008).

According to Meintjies (2004), BEE was something created and driven by the elite
government and white business, which led to the widening of the structural gap between the

elites and the outsiders. As a consequence, this led to increased empowerment at the top of
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the economy and increased disempowerment at the bottom of the economy, presented by the

widening income gap within the black population.

Putting a spotlight on the impact of BEE in South Africa’s neighbouring country, Namibia.
Although practised in the absence of a national BEE policy, BEE was viewed as an essential
poverty reduction strategy in the fight against black disempowerment. According to Teek
(2009), it has become controversial amongst the presently disadvantaged Namibians with
regard to its implementation. “Criticisms on the implementation of BEE are based on the
assumption that BEE has resulted in the self-enrichment of a small black elite as opposed to

empowering the poor Namibians.”

Naidoo (cited in Labour Resource and Research Institute & the National Union of Namibian
Workers, 2003) points out that a misguided definition and implementation of B-BBEE allows
vested interests to secure benefits for themselves, while in the process sidelining those who
really need empowerment. Although defined as part of micro-entrepreneurs, survivalist

entrepreneurs are currently not reaping the rewards from any kind of BEE.

It can be deduced that to some extent BEE has become a form of apartheid in the business
world, as it benefited only certain groups of the South African society, mainly the elite, while
oppressing those at the lower spectrum of business, especially the survivalist entrepreneurs.
BEE was once again a policy not planned with the intention of attending to the needs of the
survivalist enterprises within the South African border, as it aims to uplift the already
established businesses and has proven to isolate the survivalist entrepreneurs even after its

amendments.

Despite the recognition of the survivalist entrepreneurs on government documents,
particularly the White Paper on the National Strategy for the Development and Promotion Of
Small Business in South Africa, and the need for them to be assisted to become viable, the
system did not recognise them as running a business worth recognition and assistance. They
were simply termed as informal, unsustainable business, and no effort was taken to assist
them in becoming formal and/or sustainable business. BEE focused mainly on developing
the already formal business, and thus played a role in the further segregation of survivalist
businesses from the rest of the SMMEs of South Africa. Unfortunately, it also contributed to
the uneven distribution of wealth, thus creating an income gap within the society that was

supposed to benefit from it, namely black South Africans.
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2.5 The impact of poverty and unemployment towards the formation of survivalist

entrepreneurs

Poverty and unemployment are the indivisible results of marginalisation and exclusion
throughout the world. They are symptoms of an unequal distribution of resources both within

countries and internationally.

Based on the United Nations (2008) report, “poverty is a scrounge affecting billions of
people worldwide. Everyday fifty thousand people die needlessly as a result of extreme
poverty. The gap between the rich and the poor is getting wider. Eradication of poverty, the
aspiration of the Millennium Development Goals, is the overriding developmental objective

of the 21 century”.

Measuring poverty differs from country to country and will depend on the yardstick used by a
particular country to assess the living standards of its people. Concurrently, poverty has
become a political issue used by politicians to gather local votes, as it relates to resource
allocation and distribution. It can also be viewed as a consequence of policy and or the

governing law.

Poverty is a worldwide phenomenon affecting both developed and developing countries.
However, the World Bank reports that poverty is significantly higher in developing countries

when compared with developed countries, as depicted in table 2.3.

Table 2.3: Poverty levels in selected African and developed countries

Developing % poverty Developed countries % poverty
countries level level

South Africa 57 France 6
Cameroon 48 United Kingdom (UK) 14

Senegal 54 United States of America(USA) 12

Zambia 86 Australia 8

Source: World Bank Group (2008)

According to the World Bank Group (2008) report and as depicted in table 2.3, South Africa
is regarded as a developing country despite its two-tiered economy, which is indicative of
both globalisation as well as underdevelopment in one country. This is due to the poor social
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indicators, the uneven distribution of wealth, and the high levels of poverty and

unemployment.

For the South African government, eradication of poverty still remains a challenge which
continues to grow. The poverty line is one of the indicators used by the South African
government to measure the poverty level within the country, and it is defined as the minimum
income an individual needs for survival, expressed in monetary terms. Presently, South
Africa does not seem to have a standard definition of poverty that is appropriate for the South
African situation and utilises the inflation-adjusted poverty lines created by Stats SA, which
change on a yearly basis, thus making it difficult to study the poverty trend of the country.
However, the Stats SA report of 2011 reveal that 70.4% of South Africans are living below
the poverty line of R620.00 per capita per month (Stats SA, 2011). This suggests high

poverty rates in a country associated with a growing GDP.

In support of the above-presented statistics, the Afro barometer survey (2012) highlighted
that South Africa is amongst the African countries in which GDP growth does not lead to a
systematic reduction in living poverty rates. This suggests that the growth in GDP exists;
however, it fails to trickle down to the poor people of South Africa. Therefore, although the
eradication of poverty remains on the South African government’s policies and goals, not
enough is being done in practice, as the poverty statistics continue to increase year-on-year.
According to Sachs (2005), poverty eradication is a possible phenomenon that depends on
collective efforts, supplemented by effective government provision of services that are

essential in order to reach economic success.

In addition to the inflation-adjusted poverty lines, South Africa also uses the Gini-coefficient
to measure its level of poverty. The Gini-coefficient is the measurement of the income
distribution of a country’s residents. A Gini-coefficient of 0 indicates a perfectly equal
income distribution, while 1 stands for total inequality. Countries with a value between 0.2
and 0.35 are regarded as having a relatively equal income distribution (Gaomab, 2004).

South Africa’s absolute levels of poverty have declined; however, the income of the rich is
nearly 100 times that of the poor. With a Gini-coefficient of 0.58, South Africa is viewed as
one of the most unequal countries in the world, as depicted in table 2.4. The most recent
statistics from Stats SA (2012) indicate the South African Gini-coefficient to be 0.7, thus
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suggesting a growing inequality of income distribution in South Africa as compared to the
data of 2008 that is provided in table 2.4.

Table 2.4: Comparison of Gini-coefficient in developing and developed countries

Developing Gini-coefficient | Developed countries Gini-coefficient
countries

South Africa 0.58 France 0.33

Cameroon 0.45 United Kingdom (UK) 0.36

Senegal 0.41 United States of America(USA) 0.41

Zambia 0.49 Australia 0.25

Source: World Bank (2008)

GEM (2011) report has established a consistent association between GDP per capita and the
level and nature of entrepreneurial activity in an economy. In economies with a low GDP per
capita, the TEA rates are reported to be high, with a relatively high proportion of survivalist

entrepreneurs.

On the contrary, South Africa, which has a strong GDP per capita, presents an increasing rate
of TEA percentage amongst the survivalist entrepreneurs, as depicted in table 2.5. What is
more, the country’s employment statistics reveal a 6.1% growth in informal employment and
only 2% in formal employment year-on-year during the 2009 to 2010 period (Stats SA,
2011). Although not conclusive, these statistics indicate the growth in numbers of survivalist

entrepreneurs.

Table 2.5: TEA percentage amongst survivalist entrepreneurs

Country 2006 2011
South Africa 28.5% 34.8%
Brazil 48.6% 30.7%
Russia 29.6% 26.9%
India 27.4% n/a
China 38.7% 30.6%

Source: World Bank (2010)
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In developing countries, a high rate of unemployment is highlighted as the single most
significant impediment to poverty reduction (Minford & Mahambane, 2005). This is the
main reason why considerable emphasis is placed on the contribution that the SMME sector
can make towards relieving the high levels of unemployment. One of the major reasons for
unemployment in South Africa is the disproportional dependence of labour market entrants

on formal sector jobs, which are constantly dropping.

According to Kingdon and Knight (2006), South Africa has two definitions to
unemployment, namely, the narrow and the broad definition. The narrow definition include
unemployed people who want to work and who are searching for work, while the broad
definition refers to all unemployed people who report to be looking for work but are not

necessarily searching for it.

Table 2.6: Comparison of unemployment rates between developing and developed countries

Developing % Developed countries % unemployed
countries unemployed

South Africa 24* France 8.8

Cameroon 30 United Kingdom (UK) 5.3

Senegal 48 United States of America (USA) 7.6

Zambia 50 Australia 51

Source: World Bank Group (2010)

*Narrow definition of unemployment

Akingunola and Onayemi (2010) indicate that the dropping formal sector employment and
the increasing population in Nigeria has forced more Nigerians to turn to the informal sector
in an attempt to survive. The situation is not different even in developed countries. Boyd
(2000), who investigated the race, labour market disadvantages and survivalist
entrepreneurship amongst black women in urban North America during the great depression,
emphasises that competition in the labour market intensifies during periods of mass
unemployment especially due to economic decline. Consequently, this pushes those at the

bottom of the employment queue to self-employment as survivalist entrepreneurs in an
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attempt to survive, as observed during the times of the great depression in urban North

America.

Therefore, a consequence of the formal sector’s inability to accommodate new entrants is the
establishment of survivalist businesses, often set up to escape the plight of unemployment
rather than to exploit a promising business opportunity. This situation in the informal sector
leads to high business mortality rates and peculiar business developmental problems that
require very specific targeted policy approaches and measures to ensure higher levels of
business survival and formalisation (Ligthelm, 2008). Therefore, this highlights the need to
understand the needs of the survivalist businesses in order to draw up policies that are

appropriate for them so as to assist them to be viable registered businesses.

/Average earnings
High Segmentation by sex

Employer Predomonantly men

Informal Wage
workers: “'regular™

Own account operators

Men and women

Informal Wage workers: **Casual**
Industrial outworkers / homeworkers

ngh Low Unpaid family workers
Predominntly women

Figure 2.3: WIEGO Model of Informal Employment: Hierarchy of Earnings & Poverty Risk by
Employment Status & Sex

Source: Chen (2012)

A majority of the studies that have been carried out on the informal sector explain that those
caught up in poverty resort to the informal sector as a survival strategy. A survey of the key
factors shaping micro-enterprises in urban West Africa indicated poverty as the overriding
factor that shaped the micro-enterprise sector in the area of study. This is because the
response to poverty was the primary motivation for the micro-entrepreneurs in the study.

“Although most micro-entrepreneurs in the informal economy are poor, the level of poverty
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may not necessarily make an entrepreneur more or less successful in and of itself, but the
constraints related to poverty do affect beliefs and behaviours and therefore indirectly

shape the possibilities of his or her motivation and success” (Roy & Wheeler, 2006).

The informal sector provides an employment alternative for many, especially in countries
without social security “safety nets”. However, this does not necessarily solve the problem of
poverty, as the income generated is little, while the working conditions and other socio-

economic indicators are poor.

It is deduced that although South Africa has a strong GDP, it is unable to benefit the people at
the grassroots, thus creating an unequal distribution of income, as indicated by the current
Gini-coefficient of 0.7. On top of that, the high unemployment rates as well as relatively
high levels of poverty push the poor into survivalist entrepreneurs in order to buffer the

effects of poverty and unemployment.

Therefore, in line with the existing statistics, which suggest growth in numbers of people who
become survivalist entrepreneurs, the South African government should begin to recognise
the need to offer assistance to these businesses. The benefit is that such assistance will
contribute towards relieving dependency on government for survival and, in the long run,
contribute to the growth of the South African GDP.

The imperative first step to be taken in order to assist survivalist businesses to become viable
in their business activities is to study and understand the factors that affect these types of
businesses and their owners. These factors include the characteristics associated with the
type of business, the motivation that pushes the owner into becoming an entrepreneur, and the
challenges associated with such businesses. These are essential factors to study and
understand as they will provide imperative background that is essential in order to understand
the factors that will influence the viability of these businesses going forward. The chapter

that follows will discuss these factors in detail.
2.6 Chapter summary

In South Africa, history has contributed to the formation of survivalist entrepreneurs mainly
as a means of escaping from poverty by the formerly oppressed groups. Post apartheid,
policies aimed at reversing the results of apartheid on South African disadvantaged groups,
such as Black Economic Empowerment (BEE), have not been able to assist South African
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survivalist businesses, the majority of which are owned by blacks and females who have not
been able to get a formal job. Instead, BEE has managed to segregate the survivalist business
further away from the rest of the SMMESs in South Africa.

With the rising unemployment rates, the unequal distribution of income (high Gini-
coefficient of 0.7) and a consequent increase in the poverty rates of South Africa, there has
been an increase in the number of survivalist enterprises, primarily in an attempt to escape
and/or cushion themselves from poverty. To some extent, these survivalist enterprises —
some of which have been in operation for many years — also offer employment opportunities

to some in the community or family.

However, the rising numbers of South Africans who depend on government support in the
form of grants and the low TEA rates in South Africa as compared to other developing
countries within Africa that are even considered to be poorer that South Africa serve as an
indication of lack of entrepreneurial culture and increasing dependency on government for

support.

These statistics should motivate the South African government to look into changing the state
of entrepreneurial culture as well as dependency on government, perhaps through
restructuring of the educational system. Additionaly, this change can be brought out by
structuring policies that encourage improvement and growth of the SMMEs, especially
focusing on the lower segment of the SMME segment, i.e. the non-profit-orientated
survivalist businesses. The incentive for doing this would be for these businesses to move
into the profit-orientated upper segment of the SMME sector and, therefore, contribute

positively to the GDP of the country.

For that reason, it is becoming more important for the South African government to
understand and support the survivalist businesses, which are supported in theory, but not in

practice.
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CHAPTER 3: CHARACTERISTICS AND MOTIVATION TOWARDS
BECOMING A SURVIVALIST ENTREPRENEUR

3.1 Introduction

The preceding chapter considered the role of history and factors that contributed towards the
formation of survivalist entrepreneurs in South Africa. This chapter narrates the
characteristics of the survivalist entrepreneurs of South Africa in comparison to those found
in the rest of the world. It further unpacks the characteristics of the survivalist enterprises
and how they are operating. It then covers the possible reasons for starting up a business, by
studying the different motivational factors. It goes on further to expose the different theories
used to explain the existence of the informal sector and concludes by reviewing the different

characteristics that could turn a survivalist enterprise into a successful enterprise.
3.2  Characteristics of the survivalist entrepreneurs and their enterprises

The commonly known characteristics of survivalist entrepreneurs throughout the world
include poor socio-economic backgrounds — with poverty and unemployment as factors that
push them into business — inability of the owner to grow the business, lack or insufficient
support from respective governments, and poor trading conditions in and around the trading
environment. However, due to the global economic changes which affect individual
countries differently, some of the characteristics that were commonly associated with
survivalist entrepreneurs have evolved. As a result, there is a need to understand these
characteristics from a South African perspective so as to be able to move towards an
evidence-based policy formulation process that will assist the survivalist businesses to

become viable in their business activities.

The characteristics will be discussed individually, focusing on both the international and the
local perspectives drawn from the reviewed literature. These characteristics are as follows:
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e Low barriers to entry

Barriers to entry refer to circumstances and/or conditions that restrict new entrants into a
particular market, therefore, reducing competition within that particular market (GEM,
2011). For the survivalist businesses, barriers to entry are low. This makes it easy for the
survivalist business owners to start their businesses. Although this sounds like an advantage
to the survivalist business owners who cannot afford to run formal businesses at the time of
their business conception, the low barriers to entry also lead to disadvantages that can
eventually affect the success of the business at hand. In other words, in light of the increase
in the number of survivalist businesses and as highlighted in the previous chapter, the low
barriers to entry lead to increased competition, as it makes it easy for the new entrants to set
up a new business. Unfortunately, the new business will be established in a radius close to its
established competitor, thus leading to overcrowding and tight competition amongst the
survivalist businesses in the trading environment. Berner et al. (2008) support the above
notion by mentioning that survival entrepreneurs operate in an environment that is
characterised by overcrowded market “niches”, unreliable institutions, negligent or even

predatory government agents, and multiple but volatile sources of household income.

Von Broembsen (2005) further supports the notion by emphasising that the low barriers to
entry also create a situation in which little skill or capital is required, thus making it easy to
set up a business in oversaturated markets, which threaten the existence of existing
businesses. This cycle whereby the birth of an enterprise leads to the demise of another is
termed “involuntary growth” or churning. Also, in the absence of essential services and
support from governments and as observed within the South African overcrowded markets of
trade, the increased competition — due to low barriers to entry — always result in poor trading

conditions in and around the trading environment.

Another disadvantage brought about by the low barriers to entry is the survivalist
entrepreneurs’ market that is characterised by market saturation caused by price rather than
quality-driven purchases and a low skill component. To the survivalist entrepreneur, the
main aim is selling his items rather than the quality of the item being sold. There is also a
lack of competitive edge amongst the survivalist entrepreneurs, as they tend to sell similar
products in the same environment without worrying about uniqueness and/or the quality of

the product being sold. In South Africa, the survivalist entrepreneurs are found to trade in
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low value-added activities, with small profit margins and strong competition, resulting in

earnings which are below the poverty line (Von Broembsen, 2005).

A study conducted by Phillips et al. in Zambia in 2007 revealed that about 50% of the
entrepreneurs thought there was a market opportunity to develop a business just because they
saw others in that particular activity. In other words, they perceived market saturation as a
sign for a potential profit. This is partly the reason for the market saturation of survivalist
entrepreneurs in their area of trade and is a negative impact brought about by the low barriers

to entry into survivalist entrepreneurship.

In conclusion, studying and understanding the factors that are brought about by the low
barriers to entry into the survivalist business will contribute towards assisting the survivalist
entrepreneurs to become viable in their business activities. By avoiding the negative impact
of the low barriers to entry such as increased competition in the overcrowded market, the
business will be able to generate a better income, as well as improve the quality of the

products being sold.
e Survivalist versus opportunity for the survivalist entrepreneur

Survivalist entrepreneurs are also referred to as necessity entrepreneurs. The term
“necessity” is used to highlight the fact that they operate their business out of the need to
survive from the poverty and/or unemployment that pushes them into starting a business in

order to survive.

A study conducted by Lozano, in which she studied 50 dealers at flea markets in Northern
California, revealed that 80% were involuntary entrants, while 20% were voluntary entrants,
thus indicating a ratio of necessity-to-opportunity informal entrepreneurs (Williams, 2010).
Involuntary entrants are similar to the survivalist entrepreneurs who are pushed and/or forced
into their business in order to survive from poverty and/or unemployment. Being involuntary
also emphasises their possible lack of interest in becoming an entrepreneur of any type at the
beginning of their venture. Voluntary entrants are also referred to as opportunity
entrepreneurs, as they have a vision and/or idea that propels and/or pushes them into a
particular type of business, possibly with prior planning.

The widespread assumption about survivalist entrepreneurs has been that they are clustered in
low-income populations (Galemba, 2008; Zuin, 2004). According to Williams and Nadin

(2010), the aforementioned assertion appears to be reinforced by survey findings throughout
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the world. However, with the global economic changes and reduced formal employment, this
assumption might change, as even the high-income populations are feeling the effects of
unemployment, especially amongst the youth. Hence, the documented move towards

entrepreneurship serves for many as an alternative to unemployment.

In English localities, Williams (2010) identified a ratio of 3.3:1 opportunity-to-necessity
informal entrepreneurs, which is approximately the same as the 3.6:1 for all UK early stage
entrepreneurs. Still, the deprived areas had a ratio of 1.5:1, while the affluent areas had 4.9:1,
thus indicating that informal entrepreneurship is more necessity-driven in deprived areas, but
opportunity-driven in affluent areas. This could possibly indicate that the affluent areas are
more prone to being pulled into the business as they have a better chance of access to

resources as compared to the less affluent areas.

Literature indicates the existence of survivalist entrepreneurs throughout the world, even in
developed countries. Literature also indicates the assistance provided to the opportunity
entrepreneurs, who run profit-orientated businesses, thus suggesting ignorance towards the

survivalist businesses and their need for assistance.

Having said that, if appropriate assistance could be given to the survivalist entrepreneurs,
they would be able to mature into opportunity and profit-orientated businesses. Not all the
survivalists have the potential to evolve. However, factors such as motivation into starting a
business and educational background of the survivalist entrepreneurs should be understood in
order to be able to measure whether or not the survivalist business has the potential to
become an opportunity business which is profit-driven and thereby contributing to the GDP

of the country.
e Women as survivalist entrepreneurs

Karim (2001) and Marcucci (2001) indicate that most of the survivalist entrepreneurs are
women struggling to balance their productive and reproductive roles. “They are overworked
in the household, uneducated and unexposed to markets” (Berner et al., 2008). This is a
common fact throughout the world, whereby women turn to survivalist entrepreneurship in an

attempt to survive and to cushion themselves and their families from poverty.

The Going for Growth project report of 2004 in South Africa further indicates that the
majority of female survivalist entrepreneurs reside in rural areas, with limited access to

markets, credit information, training, business development services, technology, business
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networks and proper business premises, which are regarded as essential business resources.
A study conducted by Lalthapersad-Pillay in 2004, in which the socio-economic analysis of
African female street traders in the Johannesburg CBD were explored, indicated the
dominance of poor African women who worked for themselves in precarious environments.
This is attributed to the low chances of employment in the formal sector due to low levels of

education and skills (Bhorat, 2002), ease of access, as well as heavy dependency burdens.

Throughout the African history and even currently, men from poor households often left their
homes in search for jobs out of their family environments, thus leaving the wives to fend for

the families and further creating the scenarios as highlighted in the previous paragraph.

A study conducted in Bangladesh, the Philippines, Zimbabwe and Tunisia by Marcucci in
2001 indicates that women-owned enterprises are smaller and younger, use less modern
technology, and are concentrated in the low investment and less profitable sub-sectors. This
is attributed to the fact that these women run a business because they are responsible for food
security in their households and not as a result of entrepreneurial capabilities or personal
choice (Mayoux, 1995). Furthermore, these women do not receive the support they require in
order to access resources because many do not even have access to collaterals that are

required in order to access resources essential in running and maintaining their businesses.

The importance and presence of women in survivalist businesses is further emphasised by
literature, even in scenarios whereby there is a male figure. Morris et al. (2006) emphasise
that the entrepreneur will rely on the family unit and family labour, as the wife is reported to
be the driving force behind the business, providing skills, hard labour, stamina and a firm

desire to keep the business going so as to maintain and advance her family.

Therefore, providing the survivalist woman entrepreneur with assistance so as to become
viable in her business activities will also assist with reducing dependency on government for
support of her family, while improving the overall life of the families that are under the care
of the female owner. Keeping in mind that some women may not be able to handle the
pressures that come with running a profit-orientated business, it is imperative that the
motivation and inspirations of the owner, as well as her educational backgrounds, also be
taken into consideration in order to measure whether the owner qualifies to be offered

assistance so as to become viable in her business activities.
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e A buffer to unemployment

Job creation potential of survivalist enterprises is very limited, as they first meet the basic
needs of the owner-manager. That being so, they are reported to contribute mainly to the
poverty alleviation objective rather than the job creation objective (Von Broembsen, 2005).
However, being able to provide a job to even just the owner should be identified as a way of
reducing the unemployment numbers and poverty rates, thus reducing dependency on

government assistance by that particular individual and/or his family.

A prevalent type of survivalist operation in South Africa is one known as a spaza shop. It
originates primarily in black homes, whereby a section of an occupied home is used as a
shop. These spaza shops are run as family endeavours, involving family in the retail

activities — primarily selling food, beverages and various essential consumer goods.

If operating away from a residential home, the micro-retailers are referred to as street
vendors. These are commonly found around taxi ranks and public transit stations. These
survivalist retailers play a key role in poor communities by facilitating trade through breaking
bulk, stocking a product, providing the product in an accessible location, and adding more
value to the goods they sell by reducing the transaction costs for customers (Rolfe et al.,
2010). Therefore, they enable the consumer to buy as minimal as they want and at times at a

price that they can afford, as prices are not always fixed.

According to Ligthelm (2006), South Africa’s hawkers, who are regarded as survivalist
entrepreneurs, have 261 000 outlets and an estimated total employment of 415 000. Spaza
shops have 127 600 outlets and total employment of 320 000. This paragraph provides
statistics that indicate that survivalist enterprises and entrepreneurs can act as a buffer to the

unemployment scenario.

It is evident that survivalist entrepreneurs throughout the world share common characteristics.
At the same time, these characteristics can evolve with changes in the global economy.
Although not recognised by literature, survivalist entrepreneurship serves as a form of buffer
to unemployment because it enables at least the owner to be self-employed, thus creating an
income for him and his family. Therefore, as formal employment opportunities shrink, the
government should focus on ways of supporting the survivalist entrepreneurship segment as it

is absorbing more and more unemployed people.
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3.3  Motivation for starting own business

When analysing the literature on factors that motivate people to start a business and become
entrepreneurs, a variety of reasons are identified. The reason that stands out from the rest is
autonomy (independence and/or freedom). An exploratory research by Van Gelderen and
Jansen (2006), which investigated autonomy as a start-up motive, revealed that many small

business starters like autonomy for the sake of decisional freedoms.

However, people also need freedom as a necessary condition for the fulfilment of other
motives. The motivation can be negative, such as an experience of a difficult boss and/or
unpleasant rules at work. Others emphasise the fact that self-employment offers the
opportunity to work with “one’s goals, values, and attitudes”. Reasons such as being in
charge, directing, and leading instead of being lead were also mentioned. According to Van

Gelderen and Jansen (2006), these are the main underlying sources of the autonomy motive.

An empirical research carried out by Shane, Kolvereid, and Westhead, cited in Badulescu
(2010) on the basis of a questionnaire to investigate factors that determine why people
become entrepreneurs identified four factors: labelled recognition, independence, learning,
and roles. Birley and Westhead, cited in Badulescu (2010) instead identify seven factors:
need for approval, need for independence, need for personal development, welfare
considerations, perceived instrumentality of wealth, tax reduction, and following role models.
On the basis of these findings, Carter, Gartner, Shaver and Gatewood have developed six
categories of entrepreneurship reasons: innovation, independence, recognition, roles, and

financial success, adding self-realisation as a sixth factor (Badulescu, 2010).

The Global Entrepreneurship Monitor (2011) proposes two categories of entrepreneurs
according to their motivations: the “opportunity entrepreneurs”, who start a business based on
finding a good opportunity on the market, and the “necessity entrepreneurs”, who start a
business rather because they have no better choice or to avoid unemployment. Most of the
reviewed literature on motivation for starting a business defines more the opportunity
entrepreneur than the necessity entrepreneur. This also serves as evidence that a majority of
studies on entrepreneurship are focused on the profit-making opportunity entrepreneurs,
while disregarding the dominant necessity entrepreneur, who depend on their business for

daily survival.
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The GEM (2011) taxonomy focuses on the “pull-push” factors approach. The “opportunity
entrepreneurs” are driven by classical pull motivations, such as the perception and

exploitation of a market opportunity, of a better solution than the existing ones.

According to the taxonomy suggested by Carter et al. (2003), other pull motivations relate to
motivations such as:

e Independence and willingness to be free of any control or to become one’s own boss.
e Recognition and gain of acceptance and appreciation by other people.
e Self-realisation — achievement of the entrepreneurial goals.

e Financial incentives — the desire to gain more and achieve financial success.

On the other hand, people’s willingness to pursue entrepreneurial opportunities depends on
factors such as their opportunity cost, their stocks of financial capital, their social ties to
investors, and their career experience (Badulescu, 2010).

Intrepreneurial
motivation

-vision
-desire for independence
-drive

-goal setting

-anlf affirianryv

Entrepreneurial opportunity Opportunity | Idea development | Execution
recognition

A
A

A 4

Environmental conditions

Cognitive factors
-vision
-knowledge
-skills

-abilities

Figure 3.1: A model of the factors motivating the entrepreneurial process

Source: Badulescu (2010).
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Figure 3.1 applies to the opportunity entrepreneur who pursues business because of the pull
factors as already mentioned. The opportunity entrepreneur has to have both entrepreneurial
motivation and cognitive factors in order to pursue the recognised opportunity. The
entrepreneurial motivation includes the owner’s vision for his business and desires and
interests, which shape his goals for his business. The cognitive factors will influence the
entrepreneurial motivation according to the level of knowledge, skills and abilities of the
owner. The third factor that influences the recognised opportunity is the environmental
conditions in which the recognised opportunity will be pursued. The three factors will then
influence the idea development phase of the owner, and finally, the execution of the idea will

take place.

A study conducted by Dubini, who examined the motivation to start a business in different
environmental settings in Italy, revealed that the dominant motivation factors were to have a
sense of individual achievement, contributions to the welfare of a group, recognition from
others, material incentives, work flexibility and identification with role models (Mitchell,
2003). These factors can be categorised as the underlying factors to autonomy. A sense of
individual achievement will mainly be achieved when one is not dependent on others for

employment.

For survivalist entrepreneurs, motivational factors will be different as they are pushed into
their business activities. The survivalist entrepreneurs are driven by push factors, and their

main motivations are as follows:

e Lack of other or better alternatives to unemployment.

e Lack of other income options in the case of unemployed persons facing the end of
their unemployment benefits.

e Advice from other unemployed people to try self-employment as an alternative option
to wage-employment and unemployment (Badulescu, 2010).

e In addition to the above, the need to survive and poverty reduction should also be

added as direct push factors, as poverty rates are increasing worldwide.
Bowen et al. (2009), who focused on how business challenges of small and micro-enterprises
were managed in Nairobi, Kenya, revealed that there are different motivating factors for

starting a business, as summarised in table 3.1.
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Table 3.1: Motivation for starting a business versus the business performance

Business doing poorly Business doing well
Number of % of Number of % of
respondents respondents respondents respondents
To make money 93 51.7 70 42.9
To have independence 7 30.4 16 69.6
Identified a gap in service | 9 75 3 25
offerings
Inspired/challenged by 6 66.7 3 33.3
friends or families
Retrenched/lost job 2 13.3 13 86.7
To keep me busy 5 10.2 44 89.8

Source: Bowen et al. (2009)

Unlike “opportunity entrepreneurs”, whose businesses enjoy better development, survivalist
entrepreneurs may suffer a high risk of failure, or if they survive, they may produce only
marginal businesses, invest insignificant amounts of capital, fail to create further jobs, and
earn minimal (Badulescu, 2010). In addition to this, their failure can be stimulated by lack of
support by governments, as the available support is channelled toward the opportunity

entrepreneurs.

Survival is reported by Serviere (2010) to be a factor that pushes an individual who is
unemployed, having a low income job, and/or originates from an economically challenged
environment into entrepreneurship, as it becomes the only survival option. According to the
2004 Global Entrepreneurship Monitor (GEM) report, necessity to survive was the

motivational factor to start a business in 35% of individuals who became entrepreneurs.

Rosa et al. (2006) indicate that necessity is a primary motive for business start-ups in poor
countries. In a study conducted in Uganda in 2005, the interviewees had aspirations of
bettering their lives as reasons for starting their own businesses. Results from the Ugandan
study were similar to those found in Sri Lanka, mainly because in both countries, the social
status attached to business is low compared to paid permanent employment, especially in the
form of government jobs, as government jobs serve as role models for the majority of rural
people. Running a business is viewed as an option for school dropouts or for people who

could not further their formal education; thus, they turn to business for survival.
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South African history also depicts a survivalist business as that being run by an uneducated
individual (school dropout). However, it is evident that with the increasing unemployment

rates, there are increasing numbers of survivalist entrepreneurs.

Results of a study by Roy and Wheeler (2006) conducted in West Africa reveal that all of the
survivalist entrepreneurs did not think thoroughly about the business activity they wanted to
pursue. There was no market research or competitive analysis of the different markets in
which they wanted to focus. Their selection was simply guided by their intuition, based on
the personal interest in that particular activity, ease of work, past training, past financial
capacity, and focused on making as much money as possible in the short-term.

Indeed, not one of the interviewees from the above-mentioned survey had conducted any
formal investigation of options before starting their enterprise — not even to evaluate its
feasibility. It was found that their selection was usually guided by intuition, based on a
combination of personal interest in the activity, ease of work, past training and experience
(both formal and informal), current financial capacity, and a somewhat rudimentary
opportunity-cost evaluation which sought to answer the question: ‘How can I make the most

money in the short-term, given my resources and capabilities?’ (Roy & Wheeler, 2006).

In South Africa, the main motive to start up a business amongst the survivalist entrepreneurs
is necessity, with unemployment and poverty as the underlying causes of the necessity
motive. Unemployment is reported to be very high and continues to rise in South Africa.
Maas and Herrington (2007) estimated that two-thirds of the South African population

between 18-35 years are unemployed.

In support of the above statement, the results of the South African survey conducted in 2005
indicated that 52% of spaza shop owners were unemployed when they started their own
business. Similar results were found in the 2007 survey, which indicated that 58% of the

participants were unemployed when they set up their retail ventures.

Similar results were revealed in another South African study based in Pietermaritzburg by
Mayrhofer and Hendriks (2003). In the study, unemployment was stated by 98% of the

participants as the primary motivation for starting a survivalist enterprise.

In both the opportunity entrepreneurs, who have a choice as to start a business, and the
survivalist entrepreneurs, who are pushed into a business in an attempt to survive, autonomy

seems to be the main reason of starting up a business. Although reviewed literature only
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supports the preceding statement in the case of the opportunity entrepreneur, necessity which
is identified as a push factor into business for the survivalist entrepreneur, can also be

classified as an underlying source of the autonomy motive.

The striking differences between an opportunity entrepreneur and a survivalist entrepreneur
are created mainly by the different socio-economic status of these two categories, which
either pull or push them into business. Although both are categorised as micro-enterprises,

the survivalist entrepreneurs are mainly associated with poverty and unemployment.

Both poverty and unemployment can serve as the reasons for a survivalist entrepreneur to
start up a business, in an attempt to be freed from poverty and to generate income to survive,
thus indicating a need to be freed from their poor socio-economic conditions. As a result,
both poverty and unemployment are identified as the underlying sources of the autonomy

motive for survivalist entrepreneurs.

In summary, both the opportunity and survivalist entrepreneurs are motivated by autonomy
(freedom), with different underlying reasons, which are poverty and unemployment in the
case of the survivalist entrepreneurs. The next section will explain the different theories that
have been used during different periods to define survivalist entrepreneurship, as it evolved.

3.4  Theorising informal entrepreneurship

Literature indicates various competing theories which have been adopted to explain informal
entrepreneurship under which survivalist entrepreneurs are categorised. These competing
theories define informal entrepreneurship as a leftover from a previous era that is
disappearing (modernisation perspective), a survival practice (structuralism perspective) that
is increasingly relied on by those in the formal economy, a choice/alternative to the formal
economy (neo-liberal perspective) that is voluntarily pursued for social, redistributive,
political or identity reasons and/or complement to participation in the formal economy that is
pursued alongside a formal job (post-structuralism perspective) and reinforces, rather than
reduces the disparities produced by the formal economy. These theories will be discussed
briefly in an attempt to understand the theory that best explains the South African survivalist
entrepreneur of today.
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3.4.1 Modernisation perspective (dualist approach)

The widespread belief during the 20th century was that the formal economy was extensive
and growing, while the informal economy was a small remnant. Informal entrepreneurs were
perceived as “leftovers” from an earlier mode of production and not part of the modern
economy, thus signalling “underdevelopment, backwardness and traditionalism”, while

formal entrepreneurship signed “advancement, development and progress” (Packard, 2007).

This led to the assumption that with the right mix of economic policies and resources, low-
income traditional economies could be transformed into dynamic modern economies. In the
process, the traditional sector comprised petty trade, small-scale production, and a range of
casual jobs which would be absorbed into the modern capitalist — or formal — economy and,
thereby, disappear. Furthermore, Chen (2012) indicates that the above-mentioned
perspective was reflected in the prediction by W. Arthur Lewis in the 1954 essay for which
he received a Nobel Prize in Economics, that economic development in developing countries
would, in the long-term, generate enough modern jobs to absorb surplus labour from the
traditional economy. This would lead to a turning point where wages would begin to rise

above the subsistence level — what is referred to even today as the “Lewis Turning Point”.

This belief was based on the assumption that goods and services would eventually be
produced and delivered via the formal economy only, while the informal economy would
disappear. This theory conceptualises formal and informal work as separate spheres and
depicts formal as superordinate with positive attributes and informal work as a subordinate
with negative attributes and impacts (Williams, 2010). It further perceived the informal
sector as a remnant of traditional, pre-capitalist modes of production and subsistence
strategies common to isolated rural peoples. The informal ones were trapped outside the

modern economy because they lacked the proper education, skills, and value orientations.

‘The prescription by modernists suggests the idea that urban surpluses would eventually
disappear with the rise of industrialization. That capitalists manipulate the reserve army
confronting workers in the formal sector with the replacement by cheaper labour in the
informal labour market (manipulation). Informality was seen as a quasi-evolutionary
process, where the informal activities will conduct its actors to the formal sector’ (Yusuff,

2011).

44



Yusuff (2011) highlights the work of Rostow (1960), whereby he characterises this
underdevelopment of the Third World as a “social problem internal to and caused by the
backward socio-economic systems of individual countries”. He further suggested that these
countries had to acquire “modern” legal institutions and political systems and “modern”
capitalist economies. In this case, the word “modern” meant Western values. Therefore, he
believed that the problem with underdevelopment (and by extension informality) was not one
of capitalist exploitation and extraction (as argued successively by neo-Marxist, dependency,
and world-systems theorists) but that these countries had not yet been sufficiently

incorporated into the modern world or the international economy.

By the mid-1960s, however, the optimism about the prospects for economic growth in
developing countries began to give way to concerns about persistent widespread
unemployment. This led development economist Hans Singer arguing in 1970 that he saw no
sign of the “Lewis Turning Point” in developing countries. In sharp contrast with the
historical experience in developed countries, unemployment and underemployment of various
kinds were on the increase in developing countries, even those that were growing

economically (Chen, 2012).

Singer (1970) attributed this trend to an imbalance resulting from technological advances: an
imbalance between limited creation of jobs due to the extensive use of capital-intensive
technology and significant growth in the population — and labour force — due to technological
progress in health and disease control. He predicted a persistent “dangerous” dualism in
labour markets with high levels of casual and intermittent employment, as well as disguised
or open unemployment. He also warned of an employment crisis due to acute land shortage
in overcrowded farming communities and an acute job shortage in overcrowded urban

communities.

As early as 1972, the International Labour Organization (ILO) challenged the modernisation
perspective and depicted the informal sector as a different way of doing things, rather than a
strategy to manipulate the reserve army, as depicted by Rostow in 1960. The ILO supported
a series of large multi-disciplinary “employment missions” to various developing countries
conducted by Hans Singer and Richard Jolly as early as 1972 in Kenya. “The Kenya Mission
found that the traditional sector in Kenya, which they called the ‘informal sector,” included
profitable and efficient enterprises as well as marginal activities” (Chen, 2012). The term

“informal sector” had been coined the year before by a British anthropologist, Keith Hart, in
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his 1971 study of low-income activities among unskilled migrants from Northern Ghana to

the capital city, Accra, who could not find wage employment.

Both Keith Hart and the Kenya Mission were largely positive about the informal sector. Hart
concluded that ‘although they faced external constraints and capitalist domination, most
internal migrants in Accra were engaged in informal activities that had autonomous capacity
for generating incomes’. The Kenya Mission stressed the potential of the informal sector to

create employment and reduce poverty (Chen, 2012).

With the turn of the millennium, the informal economy became recognised in general
(Charmes, 2009; Jutting & Laiglesia, 2009) with focus on informal entrepreneurship. New
theorisations have been developed to explain the growing emergence of informal

entrepreneurship, which shows different characteristics with changes in the global economy.

The modernisation perspective as described above is proof that informal work has always
been considered as not been part of the global economy, even in the current developed
countries. Therefore, the negative trend towards informal businesses spread with time, while
the informal enterprises grew in numbers with time, thus leading to the current inevitable

situation that persists especially in developing countries.
3.4.2 Structuralism perspective

This theory was the first to recognise informal entrepreneurship as expanding and growing,
and as part of a new emergent mode of production. Informal entrepreneurship was seen as
“largely unregulated, low paid, precarious and insecure work conducted by marginalized
populations excluded from the formal economy” (Davis, 2006) and, therefore, a survivalist

practice for those who could not find formal employment.

The informal entrepreneurs were perceived as “unfortunate and unwilling pawns in an
exploitative global economic system, cast out into the formal economy because of their
inability to find formal work”. This highlighted informal entrepreneurship as a survival
practice conducted out of necessity and as a substitute for formal employment and pursued

due to absence of other opportunities (Williams, 2010; Valenzuela, 2001).

From the structuralism perspective’s point of view, formal and informal works are
intertwined rather than separate. Informal work is viewed as growing rather than contracting,

due to the emergence of the deregulation (neo-liberal) open-world economy, which
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encourages a race to the bottom in terms of labour standards. In the post-Fordist era, small
batch production and consumption are replacing mass production and consumption;
permanent full-time labour is becoming a small portion of the overall labour force, and

informal work is undertaken out of necessity to survive (Williams, 2010).

According to Yusuff (2011), the structuralism perspective made two main contributions to
the informal economy discourse. The first contribution being that the informal economy’s
function is to support a capitalist structure, which is supported by globalisation in order to
maintain market competitiveness as producers strive to reduce production costs, mainly
wages. The second contribution is that the informal economy is growing without
development as it retains a higher number of workers than the formal economy. This is
because the use of income is higher in the informal economy and the existence of cheaply
produced goods and services. As indicated in the first contribution, capitalists also employ
informal labour to reduce their operational costs.

Therefore, the structuralism perspective views both the informal and formal economies as
being intrinsically linked. Those who support these views see both informal enterprises and
informal wage workers as subordinated to the interests of capitalist development and
providing cheap goods and services. They argue that governments should address the
unequal relationship between “big business” and subordinated producers and workers by
regulating both commercial and employment relationships. Furthermore, this perspective
highlights how the formal economy manipulates and benefits from the informal economy, as
they depend on the informal economy, which provides cheap labour in an attempt to lower its

operational costs. This scenario takes place without recognition of the informal economy.
3.4.3 Neo-liberal perspective

Unlike other perspectives, the neo-liberal perspective does not portray informal
entrepreneurship as a survival practice conducted out of necessity by marginalised
populations, but has instead contended that the growth of informal entrepreneurship signals
how many are choosing to voluntarily exit the formal economy. Here, informal entrepreneurs
are depicted as heroes rejecting the bureaucratic shackles of an over-regulated state, and the
informal entrepreneurship is a direct response to the over-regulation of the market. They are
said to choose to work informally to avoid the costs, time, and effort of formal registration
(Biles, 2009; Perry & Maloney, 2007) and such informal entrepreneurship is a sign of the
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popular resistance to over-regulation. It is a rational economic tactic voluntarily pursued by

entrepreneurs stifled by state-imposed constraints (Packard, 2007).

Neo-liberalism is gaining acceptance as a political and economic philosophy worldwide
(Muncie, 2005). There is less involvement from the government in the market economy and
also diminishing social and economic safety net structures. There is also increasing
unemployment and part-time vacancies, thus leading to increasing numbers of individuals

struggling to sustain their lives and to remain socially viable.

While some argue that neo-liberal economic policies have led to increasing global
inequalities between the rich and the poor (Jomo & Baudot, 2007), and even contributed to
the economic recession, it still remains dominant. Neo-liberal policies are being imposed on
developing countries through the World Bank and International Monetary Fund (IMF), who
believe in free trade to open up markets to multinational corporations, often to the detriment
of local production (Hursh & Henderson, 2011). However, critics believe that they offer
neither practical solution on how to incorporate neo-liberalism into mainstream development
nor do they have evidence which proves that the informal economy can overcome the

problems of a weak government apparatus under market liberalisation (De Olarte, 2001).

Studies that challenge the neo-liberalism theory by different scholars highlight the
consequences of neo-liberalism as leading to social exclusion. In Argentina, neo-liberalism
led to the erosion of “safety net” programmes. Millions of people who depended on state
provisions had to learn to rely on their own initiatives in order to survive, while reduction in
state spending on social programmes meant less access by the people to decent public

education, health care, urban infrastructural development, and state-subsidised housing.

While neo-liberalism can generate new jobs and open new markets, many of the jobs are not
“good” jobs, and many of the new markets are inaccessible to small-scale or disadvantaged
producers. This is because, in response to global competition, formal firms tend to hire all
but a few core workers under informal arrangements or to outsource the production of goods
and services to other firms and countries (Yusuff, 2011). Further, informal firms and small
producers often lack the market knowledge and skills to compete with formal firms for export

markets and often face competition from imported goods in domestic markets.

48



In Africa, neo-liberalism came with privatisation and commercialisation of public enterprises,
which led to massive layoffs of workers and no economic growth and job creation.
Furthermore, the employment created under neo-liberalism is not necessarily permanent,
while the wages are not necessarily rewarding even if conforming to the labour regulations of
a country. In addition, the retrenched workers have turned to the informal sector for survival,
thus making the informal sector the primary medium for survival (Yusuff, 2011). Therefore,
neo-liberalism promised increasing prosperity that resulted in increasing poverty for many
(Harvey, 2005).

The South African situation is not different to the rest of the world. South Africa is described
to be the most unequal society in the world. The poorest 20% of South Africans are reported
to be receiving 1.6% of total income, while the richest 20% benefit from 70% of the total
income (Fine et al., 2008).

3.4.4 Post-structuralism perspective

This perspective signals informal entrepreneurship as conducted for closer social relations
such as kin, neighbours, friends and acquaintances. It is pursued for social and redistributive
reasons rather than purely financial gain. Also, it is viewed as a resistance practice that is a
response to the exploitation of workers in the neo-liberal global economic system and the
corruption and bribes that can be part and parcel of the formal economy. Additionally, it is
seen as an alternative space in