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INTRODUCTION

Informal business attracts the attention of policymakers, researchers, and academics,
since it generates employment and revenue (Etim & Daramola, 2020; Heneck, 2020;
Rogerson, 2019). These businesses have been practised for many years and are still
popular as a means of generating an income (Heneck, 2020). This chapter gives exam-
ples of countries, generally developing countries, that have a large proportion of their
population involved in informal enterprises and then focuses on South Africa and the
economic impact of these businesses on the economy.

Across the world, 75% of the working population is self-employed in the informal sector
(Sebele-Mpofu & Moyo, 2021) which, according to Makgamatha (2022), amounts to two
billion people worldwide working in informal businesses. In India, for example, informal
businesses have operated since the 17" century (Estupinan & Sharma, 2020) and today
account for 50% of the gross domestic product (Khan et al., 2022). Nigeria is another
example where informal enterprises provide income for the marginalised and disad-
vantaged (Etim & Daramola, 2020). In Zimbabwe, it is estimated that between 80% and
90% of the population engage in informal economic activity, with the sector account-
ing for approximately 40% of the country's gross domestic product (Ndlovu, 2018). In
Brazil's Bahia state, informal workers contributed 30% of the state's labour income in
2019 (dos Santos & de Cerquiera, 2020). These percentages suggest that the majority of
individuals in poor nations lack the resources to start large firms. An interesting fact is
that globally, more than 60% of informal workers are women (Thaba-Nkadimene, 2020).

Skinner and Watson (2021) highlight that in South Africa, one of the most common ways
unemployed individuals earn anincome is through informal business ventures. For exam-
ple, in Mafikeng, according to Gabriel (2022), people involved in informal businesses see
the income thus generated as a means of fighting against poverty. In addition, informal
businesses are seen as a strategy for absorbing surplus labour and providing income-
earning opportunities for the poor (Skinner & Watson, 2021). Statistics show that in South
Africa, informal enterprises generated about 2 million jobs in 2014 (Kgaphola, 2021).

" University of Limpopo

23



Chapter 3 - The Economic Impact of Informal Businesses in South Africa

Although informal enterprises are not registered and recognised, they contributed 25%
of the total gross domestic products of South Africa in 2018 (Gabriel, 2022), increasing
to 39% in 2019 (Mashabela, 2020). The study conducted by Selepe (2019) in Limpopo
Province reveals that about 70% of people are employed in the informal sector because
these businesses provide them with the means of survival. However, informal businesses
in South Africa, as in other countries, face challenges such as insufficient government
support, lack of basic infrastructure and access to formal financial assistance, and
corruption. In India and Brazil, for example, informal businesses fail to improve the
economy (Chakrabarti et al., 2021) because these businesses face challenges such as
corruption, violence, crime, and insecurity, which disrupt their operations and pose
risks to the safety of entrepreneurs and workers (de Souza Santos, 2022). In Nigeria,
too, according to Clara's (2020) study, respondents indicated that their applications for
loans are rejected because they do not have a stable income.

Addressing some of South Africa's key challenges, such as job creation, economic
improvement, and growth promotion in marginalised areas could be achieved through
developing informal businesses (Heneck, 2020; Rogerson, 2019). This chapter aims to
conceptually analyse and assess the economic impact of these enterprises in South
Africa. The chapter uses modernisation theory, employing a qualitative desktop-based
research to provide a history of informal business in South Africa. The chapter reveals
the importance of informal businesses, shows their driving forces, discussing their types
and characteristics, and examining their economic impact. Furthermore, it provides
findings, recommendations, and conclusions. Overall, the objective of this chapter is
to analyse and assess the economic impact of informal businesses in South Africa.
The chapter seeks to answer the question:

e How are informal businesses impacting the reduction of economic challenges in
South Africa?

LITERATURE REVIEW

This section unpacks the modernisation theory that underpins the chapter, the history
of informal businesses in South Africa, their importance, the driving forces of informal
businesses in South Africa, the types and characteristics of informal businesses, their
economic impact, and their challenges.

Theoretical Framework: Modernisation Theory

Rostow W. Walt introduced modernisation theory in 1960 (Mazi Mbah & Ojukwu, 2019).
He outlines five stages of economic growth through which every developing nation must
progress to join the global community of industrialised and developed nations in Europe
and North America (Charman et al., 2017). These five stages are the traditional society
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phase, preconditions for take-off, take-off, drive to maturity, and the age of high consump-
tion (Thaha & Galib, 2022). The first stage, the traditional society phase, is defined by a
stagnant agrarian-based economies (Selwyn, 2024). The second stage, the preconditions
for take-off, involves significant advancements in infrastructure, education, and technology
(Khan et al., 2022). The third stage, take-off, signals the beginning of sustained economic
growth, widespread industrialisation, and a shift from agriculture to manufacturing. In
the fourth stage, the drive to maturity, industrialisation continues along with economic
diversification, resulting in a more sophisticated economy (Dhar, 2021). Finally, the age
of high consumption is marked by widespread affluence, elevated living standards, and
a transition toward the production and consumption of luxury goods and services. At
this stage, the economy is largely post-industrial, with services and technology playing
a dominant role (Khan et al., 2022). In summary, modernisation theory argues that all
nations should transition from a traditional agrarian society to a modern industrialised
civilisation, following the path that wealthy countries have taken (Charman et al., 2017).

South Africa's economic development has driven notable advancements in infrastruc-
ture, education, and technology (Sutherland, 2020). Zylfijaj, Nikoloski and Tournois
(2020) aver that informal firms are increasingly adopting contemporary practices,
such as implementing basic accounting systems, formalising corporate structures,
and improving manufacturing processes. Such businesses may use software for data
storage or machinery to boost production efficiency. Improvements in transportation
and communication infrastructure provide these businesses with access to broader
markets (Sutherland, 2020) so that they can expand their product or service offerings
beyond local communities, potentially entering regional or even international markets.
Modernisation theory supports this progression, suggesting that as societies advance,
technology plays a central role in economic activities (Charman et al., 2017). In South
Africa, informal businesses increasingly leverage modern technology such as mobile
phones for communication, internet access for market research and advertising, and
electronic payment systems for transactions (Sutherland, 2020; Sharma et al., 2024).
Technology integration improves operational efficiency, reduces transaction costs, and
strengthens competitiveness. As informal businesses adapt to modern procedures
and technologies, their economic importance becomes more apparent. In response,
governments and organisations can support their formalisation by providing access to
financing, training, and infrastructure. These efforts allow informal businesses to grow
and expand, further contributing to South Africa's economic development.

This chapter argues that the poor performance of informal businesses in South Africa stems
from cultural differences and resistance to adopting modern practices (Olanrewaju, 2021).
As a result, informal businesses are likely to continue to struggle unless they transition
from traditional methods to more contemporary approaches. Rostow's modernisation
theory further supports this perspective, suggesting that informal businesses' cultural
values and characteristics act as significant barriers to growth (Rostow, 2019). This implies
that they will remain at a disadvantage unless they emulate the attitudes and principles

25



