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CrossMark

Orientation: Within an emerging market context, the informal sector’s role was deemed
critical towards achieving ideals of a developmental state. Given this perceived importance,
there was a need to continually study informal sector entrepreneurial activity and its
ramifications on firm performance.

Research Purpose: This study aimed to understand the link between informal sector
entrepreneurial activities and firm performance using a sample of firms operating in Durban,
South Africa.

Motivation of the study: Exploring those entrepreneurial activities that either enhanced or
impeded the informal sector was deemed critical in the effectual and efficient operation of the
sector. In driving the firm performance agenda ascertaining the role of factors such as (1)
entrepreneurial culture, (2) entrepreneurial education and skills, (3) government and
incubation support and finally, (4) access to finance can enhance the informal sector through
the provision of evidence-based interventions.

Research approach/design/method: A quantitative survey research approach was used to
collect data from 152 informal sector businesses operating in the city of Durban in South
Africa. A convenience sampling technique was used to access the respondents. Data were
analysed using the Statistical Package for Social Sciences (SPSS) programme version 23 using
correlation and regression tests.

Main findings: The findings revealed the adoption of an entrepreneurship culture, including
access to entrepreneurship education and skills to predict a firm'’s financial and non-financial
performance significantly. Furthermore, it was found that government and incubation support
predicted a firm’s financial performance. However, it was also established that government
and incubation support had no unique contribution to non-financial performance.

Practical/managerial implications: Suggestions were made based on the findings that
entrepreneurial activities have a bearing on informal sector business performance. These
findings became a helpful intervention towards enhancing the performance of informal
businesses.

Contribution/value-add: This study contributed to understanding entrepreneurial activities
that either enhanced or impeded informal businesses’ performance.

Keywords: access to finance; entrepreneurship; entrepreneurship culture; entrepreneurial

education; firm performance; government support; informal economy.

Introduction

The informal sector is one of the primary drivers of a country’s economy (Fu, Mohnen & Zanello
2018; Mintah & Darkwah 2018). The informal sector has potential ramifications to lower the high
unemployment rate, reduce poverty and close the income inequality characterising especially in
developing countries (Alrawadieh & Alrawadieh 2018; Basbay, Elgin & Torul 2018). The majority
of informal sector participants are usually necessity entrepreneurs (Serviere 2010), who are driven
to start their businesses as a result of unemployment and the contraction of the formal sector
(Alrawadieh & Alrawadieh 2018; Bozhikin, Macke & da Costa 2019; Rogerson 2018).

Despite the informal sector’s noted importance and popularity, especially in South Africa (Global
Entrepreneurship Monitor 2019; Mintah & Darkwah 2018), calls exist within the theoretical and
practitioner press. Firstly, there is notable concern in understanding better those factors that
influence informal sector businesses. The challenge that often exists is how under-researched the
informal sector is and the fragmented nature of this sector, especially in developing economies
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like South Africa (Ngwenya et al. 2020). Secondly, a challenge
often faced within the informal sector concerns
entrepreneurial activities and management practices. The
extent of their influence on informal sector entrepreneurial
performance becomes an avenue that also warrants further
attention. Finally, economic growth interventions need to
consider both formal and informal sector contributions
(Burger & Fourie 2019). In South Africa, much of the empirical
effort is given towards the formal sector; calls exist, especially
in the current economic climate, to pay attention to the
informal sector (Ngwenya et al. 2020).

Given the above discussion, we argue that if entrepreneurship
is to flourish in South Africa, entrepreneurial activities in
the informal sector should not only be encouraged but
equally researched. This provides a platform through which
evidence-based practice can emerge that has ramifications
for practice and also policy. All these efforts potentially
have ramifications not only for informal sector development
but also for local economic development. This study
investigated factors that influence performance within
the informal economy. The identified factors include
(1) entrepreneurial culture, (2) entrepreneurial education and
skills, (3) government and incubation support and finally,
(4) access to finance.

Context

Like any other developing nation, South Africa is believed
to have its share of socio-economic problems (Adeyemi et
al. 2018). The South African economy has a high
unemployment rate, high-income inequality, high crime
rates, extreme poverty conditions and low living standards
(Adeyemi et al. 2018). The unfavourable socio-economic
conditions within South Africa have led many individuals
to engage in informal sector activities (Bhatti et al. 2012).
Alrawadieh and Alrawadieh (2018) highlighted that people
in countries with an economically challenged and socially
marginalised environment are forced to make venture
creation decisions in their self-employment form. In South
Africa, informal sector activities are deemed to be twice as
large in number as activities in the formal economy
(Herrington et al. 2010). Although in most developed
countries, informal businesses are marginal in their
contribution towards employment creation and a country’s
gross domestic product (Webb et al. 2013), in South African,
they are critical to the livelihood and survival of millions of
people (Herrington et al. 2010).

The informal sector and entrepreneurship

The informal sector represents a significant complement to
the formal economy (Hartwell & Malinowska 2019;
Pankomera & Greunen 2019). Fuentelsaz, Gonzélez and
Maicas (2019) and Pankomera and Greunen (2019)
concurred with the previous observation and pointed out
that the informal sector contributes more in some nations
towards economic growth than the formal economy does.
Thus, the informal sector can be thought of as a supporting
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element of the formal sector, especially in a period of
difficulty (Ngwenya et al. 2020). Some even argue that
formalised businesses could emerge from activities within
the informal sector (Kedir, Williams & Altinay 2018;
Rankumise 2017). In support, Fuentelsaz et al. (2019)
highlighted that the informal sector presents a set of
motivating factors for economic agents in search of
opportunities. These economic agents, as outlined by
Serviere (2010), are forced to make venture creation
decisions in their self-employment form. In other words,
the informal sector provides an ideal platform for people to
become entrepreneurs. Entrepreneurs are classified into the
following three types: necessity, opportunity and serial
entrepreneurs (Gibbs, Mahone & Crump 2014; Pace 2015;
Scarborough 2011).

In South Africa, the informal sector is an essential supporter
of the formal sector, especially within the period of sustained
economic challenge (Ngwenya et al. 2020). The informal
sector’s value is argued for as well because of the challenges
imposed by the coronavirus disease 2019 (COVID-19)
pandemic (Karrim 2020). There is an observation of more
people entering the South African informal sector (Francis
& Valodia 2020). Furthermore, in South Africa, because of
low start up costs, there is evidence showing the informal
sector’s popularity as a possible income generator for
society (Cobbinah & Chinyamurindi 2016). Some estimated
figures predict about 2.5 million workers and business
owners operating within the South African informal sector
(Fourie 2018) and this number is believed to be growing
(Burger & Fourie 2019; Ngwenya et al. 2020). More recent
statistics predict about 20% of South Africa’s total
employment within the informal sector (Statistics South
Africa 2019).

Firm performance

Firm performance is the firm’s operational ability to satisfy
the desires of its owner(s) (Zulkiffli 2014). The term
performance is often used interchangeably with the terms
growth and success (Urban & Kongo 2015). To establish
whether the firm is succeeding or failing, its performance
must be measured (Al-Matari, Al-Swidi & Fadzil 2014;
Velimirovi¢, Velimirovié¢ & Stankovi¢ 2011). Molefe (2010)
highlighted that performance measurement monitors and
reports how well a person or entity is doing. In concurrence,
Velimirovi¢ et al. (2011) outlined that performance
measurement enables firms to express their success and
failure objectively and subjectively. In measuring firm’s
performance, managers compare (financial or non-
financial) values with some planned value or benchmark
(Shava & Rungani 2016; Velimirovi¢ et al. 2011). In other
words, previous research measures performance
objectively and subjectively. The former places emphasis
on quantifiable performance indicators (Shava & Rungani
2016; Zehir, Can & Karaboga 2015), whereas the
latter places emphasis on non-financial measures (Vij &
Bedi 2016).
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Factors influencing informal sector’s
entrepreneurial activity and their effect on
firm’s performance

The study hinges on two main theories. Firstly, emphasising
human and physical resources is the human capital theory
(Becker 1964, 1993). The emphasis here is placed on those
aspects that influence performance like natural resources,
human resources and the presence of capital (Chinyamurindi
2017). Others (e.g. Bushe 2019) add aspects such as
management, machines, materials and money. Concerning
the people aspect and using the human capital theory, the
informal entrepreneur (and other people working for them)
has learning capacities that are of value in the performance of
the venture, that is, the production of goods and services
(Lucas 1990). Secondly, the resource-based view of the firm
(Barney 1991) is also a theoretical consideration underpinning
the study. The basic premise is that resources are a vital asset
towards firm performance (Rothaermel 2012) by exploiting
external opportunities and existing resources (Louw & Venter
2013). Concerning the empirical literature, the focus is given
to understanding how (1) entrepreneurial culture, (2)
entrepreneurial education and skills, (3) government and
incubation support and (4) access to finance as entrepreneurial
activities influence firm performance. The empirical literature
around this is discussed next.

Entrepreneurship culture and firm performance

Radipere (2014) outlined that a firm’s culture determines a
group’s identity in the same way as personality determines
the identity of an individual. Cornwall (2011) specified that a
firm’s culture reflects an entrepreneur’s values that his
employees bring to a firm. Culture helps people understand
how one should treat customers and other employees, act on
the job, fit in and succeed. If managed properly, a firm’s
culture improves its performance (Corritore, Goldberg &
Srivastava 2017). Considering that globally, the business
environment is highly dynamic, unpredictable and
competitive, businesses must possess entrepreneurial
behaviours, develop supportive firm structures to survive,
gain a competitive advantage and achieve superior
performance (Otache & Mahmood 2015).

According to Cornwall (2011), as an entrepreneurial culture
is rooted in a firm’s commitment to people and doing
business, it helps the firm meet its customers’ expectations,
define the firm’s authenticity and highlight the firm’s effort
towards attaining goals. However, a culture that discourages
risk-taking and innovation can hinder strides essential for
firm’s efficiency and effectiveness. Previous studies (e.g.
Alrawadieh & Alrawadieh 2018; Heyman et al. 2019) found
that entrepreneurial activities such as risk-taking and
innovativeness, being proactive, autonomy and competitive
aggressiveness have a positive relationship with profitability,
market share, growth and overall business performance.
Also, in a study conducted by Jiang et al. (2018), it was found
that a firm’s entrepreneurial culture/intrapreneurship is a
valuable capability that leads to superior firm performance.
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Furthermore, in the studies of Asieba and Nmadu (2018) and
Palmer et al. (2019), entrepreneurship culture was found to
lead to higher sales growth, market share growth and
product and market development. Firms that can develop a
working environment that supports innovation are most
likely to achieve a higher number of product and process
innovations, thereby increasing competitiveness. Thus, it can
be concluded that there is a strong and positive relationship
between entrepreneurial orientation and firm’s performance
(financial and non-financial performance) (Cowden, Tang &
Bendickson 2016).

Entrepreneurial education and skills

An analysis of the selected informal sector revealed that many
informal sector traders have little entrepreneurial education or
skills training (Hutchinson 2014; Lekhanya 2015; Mutanda, De
Beer & Myres 2015). Literature shows that two thirds of
informal sector participants do not keep business records
(Lekhanya 2015). This could be because of a lack of management
and financial skills (Mutanda et al. 2015). Despite such skills
deficiencies amongst informal sector entrepreneurs, Asieba
and Nmadu (2018) observed that a significant number of those
who lacked entrepreneurial and business skills/education
were willing to undergo skills training.

According to Minai et al. (2018), entrepreneurial education is
obtained through entrepreneurial learning — the process by
which people acquire, assimilate and organise newly formed
knowledge with pre-existing structures and how learning
affects entrepreneurial action. Others (e.g. Leiva Alegre &
Monge 2014; Paltasing 2012) concurred that entrepreneurial
education/learning is a lifelong learning process. All the
accumulated knowledge that a person has gained throughout
his or her life can contribute to setting up a new firm (Adjei et
al. 2019). Efforts of entrepreneurial education can include
learning from entrepreneurs’ positive and negative
experiences (Pagano, Petrucci & Bocconcelli 2018). These
experiences form a basis and platform for social learning into
the world of entrepreneur careers (Adebayo, Awodun &
Ajonbadi 2016; Nkosi et al. 2015).

Government and incubator support and firm
performance

The government creates a favourable climate for
entrepreneurs by providing financial and non-financial
support to potential, emerging and established entrepreneurs
(Dvoulety et al. 2018). This support can determine the
entrepreneurial ecosystem (Moro et al. 2020). The government
can play an essential role in developing entrepreneurs and
encouraging entrepreneurship education. These efforts
include (1) creation of business incubators, (2) creation of
platforms for networking, (3) offering mentoring and
coaching to businesses and (4) financial and non-financial
support (Lukes, Longo & Zouhar 2019; Mbatha 2015; Wei &
Lui 2015, Wu, Song & Yang 2020). Previous studies
institute that the government is biased towards supporting
emerging micro-enterprises; hence, many informal traders
fail (Hutchinson 2014; Webb et al. 2013). According to
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Dvoulety et al. (2018), to efficiently address, there is a need
for government support in addressing challenges faced by
small businesses and the informal sector. This becomes a
functional feeder to an entire entrepreneurial ecosystem and
a balance between those formally registered and those not
registered.

Access to finance and firm performance

Several scholars concur that access to finance and firm
performance are positively correlated (Fuentelsaz et al.
2019; Rogerson 2018; Sibanda, Hove-Sibanda & Shava 2018).
When firms have access to funding, it is presumed that the
firms’ value-added would increase (Fowowe 2017; Hartwell
& Malinowska 2019); the firms would have a competitive
advantage and the capabilities to realise their objectives
(Adomako & Danso 2015; Esubalew & Raghurama 2020).
Rankumise (2017) posited that access to finance is critical for
a firm to succeed in its business transactions. In a study
conducted in Morocco by Fafchamps and Schndeln (2013), it
was found that firms that secure funding from banks
primarily invest in physical capital. This act of investing in
physical capital, in turn, can lead a firm to increase
employees’ productivity, reduce labour costs and increase
the firm’s profitability (Allen, Qian & Xie 2018; Heyman et
al. 2019).

Given the preceding discussions, the study tests the following
null and alternate hypotheses:

e Null hypothesis 1: A culture of entrepreneurship predicts
subjective firm performance.

e Alternative hypothesis 1: A culture of entrepreneurship
predicts objective firm performance.

e Null hypothesis 2: Entrepreneurial education and skills
support for firms predict subjective firm performance.

e Alternative hypothesis 2: Entrepreneurial education and
skills support for firms predict objective firm performance.

e Null hypothesis 3: Government and incubator support
for firms predicts subjective firm performance.

e Alternative hypothesis 3: Government and incubator
support for firms predicts objective firm performance.

e Null hypothesis 4: Access to finance for firms predicts
subjective firm performance.

e Alternative hypothesis 4: Access to finance for firms
predicts objective firm performance.

Culture of H1
entrepreneurship
H2
Entrepreneurial H3 Subjective firm
education and skills i performance
H5 P
Government and Objective firm
incubator support H6 performance
H7
Access to finance H8

FIGURE 1: Conceptual model of informal sector entrepreneurial activity.
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Figure 1 presents the research model for the study based on
the research hypotheses presented.

Method

A quantitative approach hinging on a survey research
technique was utilised (eds. Denzin & Lincoln 2018; Du
Plooy-Cilliers, Davis & Bezuidenhout 2020). Through this
approach and technique, the research team gathered collected
data for statistical analysis purposes. A quantitative research
method is a data-gathering technique that involves the
collection and statistical analyses of numerical data to explain
a concept. The study used a convenience sample consisting
of 152 informal entrepreneurs who operated in Durban,
South Africa. This sample usage allowed access to those
respondents who were most available, given challenges in
accessing a reliable sampling frame (Leedy & Ormrod 2019).
It should be mentioned, especially within the informal
economy space in South Africa, that there is no reliable
population tally of all informal businesses (Burger & Fourie
2019; Mintah & Darkwah 2018). This may be exacerbated by
registration challenges, as most of these ventures are not
registered (Ngwenya et al. 2020). The Durban central business
district was used as a data collection point. Given the
mentioned challenges of a reliable sampling frame, a total of
250 questionnaires were distributed randomly to informal
trade businesses. From this number, a total of 152 were filled
out correctly and deemed usable for this research. This
yielded a response of 60% given the initial distribution of 250
questionnaires.

A self-administered questionnaire was used as a data
collection tool. This allowed the researchers to potentially
reach a large sample with a pre-determined set of questions
(Saunders, Lewis & Thornhill 2019). The scales utilised in
the questionnaire were taken from previous studies, as
shown in Table 1. All items were measured on a 5-point
Likert scale.

The questionnaire gathered each participant’s biographic
data, opinions related to entrepreneurship and data
measuring their firm’s performance. Inferential statistics
were used to make inferences from the chosen sample to a
larger population (eds. Denzin & Lincoln 2018). Pearson’s
correlation and simple linear regression (SLR) were used to
test the study’s hypotheses.

Ethical considerations

Ethical clearance was obtained from the University of Fort
Hare Research Ethics Committee: CHI041TMKAO1.

Analysis and results
Descriptive demographic data

The study found the selected informal sector location to be
dominated by male business owners. A total of 152
respondents participated in the study. By gender, 59.2% of
the participants were male and 40.8% were female.
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TABLE 1: Scales used for the study.
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Scale Number Example item Initial Cronbach’s Sources
of items Alpha coefficient
Culture of entrepreneurship 19 ‘Being an entrepreneur would better my lifestyle when | retire’. 0.84 Chiloane-Tsoka (2016)
Government and incubator 10 ‘I have a good understanding of the services offered by the government 0.88 Nagalingappa and Neetha
support in assisting small businesses. Government/ municipality controls (taxes (2013)
and regulations) limit business operations in this area’.
Perceived access to finance 20 ‘If | were to start my own business, | know that lack of credit history will 0.91 Anzoategui and Rocha (2010)
make it difficult for me to borrow money from the banks and financial Kambi (2011)
institutions’. Fatoki (2010)
Entrepreneurial skills and 6 ‘Before | make a decision | like to have all the facts no matter how long it 0.86 Nwokolo (2015)
education takes’.
Firm performance 8 Mark with an X the number that best describes how your firm performs 0.85 Green and Medlin (2003).
(objective)t compared to those in the informal sector on: Income.
Firm Performance 8 Mark with an X the number that best describes how your firm performs 0.82 Green and Medlin (2003).
(subjective)t compared to the industry average on: Product quality.

Note: Measured on a 5-point Likert scale from Weaker 1 2 3 4 5 Stronger.

The majority of informal entrepreneurs (92.76%) were aged
between 20 and 50 years. Furthermore, the study established
that informal entrepreneurship offers a decent revenue
stream, enabling those involved to earn a decent lifestyle.
The results established that around 53.29% of the total
respondents earned a minimum of R1000 per week.
Concerning the age of informal businesses, the study found
that most informal firms (50.66%) have been in operation
for more than 2 years. Furthermore, the study established
that most informal traders (65.13%) had no employees and
only 3.22% hired more than three employees. In terms of the
informal businesses” description, the majority of businesses
were in the service-commercial sector (70%). This included
traders and market vendors. A further 20% were operating
in some form of artisan work — these included plumbers,
mechanics and electricians. The majority of respondents
cited being out of work or lack of employment opportunities
as the reason to be working in the formal sector (95%).
Finally, 10% of the sample classified themselves as other
outside these two identified categories. These informal
businesses were operating mainly within the Durban central
business district with no formal established place of
operation (35%) and utilising mostly municipality
demarcated areas for trade (65%). The informal sector’s
growth as a possible shock absorber to the formal sector’s
challenges (Ngwenya et al. 2020) ignited interest in this
sample group and the context of the study.

Pearson correlation and Cronbach’s Alpha
coefficients

To investigate the relationship between the factors of
entrepreneurship (culture of entrepreneurship, access to
finance, government and incubator support and
entrepreneurial education/skills) and firm’s performance
(objective and subjective), Pearson correlation and simple
linear regression (SLR) analyses were undertaken. Pearson
correlation results are displayed in Table 2.

The Pearson correlation test results in Table 2 reveal that
adopting an entrepreneurship culture has a significantly
weak to a moderately positive relationship with a firm’s
financial and non-financial performance, with » = 0.319 and
r = 0.309, respectively. However, access to finance is negatively
correlated with financial firm performance, r = —0.012, and

https://www.jefjournal.org.za . Open Access

non-financial performance, » = —0.041. Furthermore, all the
scales appear to have sufficient ratings of reliability as
recommended (Pallant 2011). Simple linear regression
analysis was undertaken to test data on the hypotheses
between the identified factors (entrepreneurial culture, access
to finance, entrepreneurial education and government/
incubator support) and firm performance (subjective and
objective). The results are shown in Table 3.

The results in Table 3 reveal that there is a positive relationship
between the culture of entrepreneurship and the financial
performance of the firm (£ = 0.353; p = 0.000). In other words,
a unit increase in the culture of entrepreneurship leads to a
corresponding increase in financial performance by 0.353
units. Given the indicated results, there is no sufficient
evidence to reject the null hypothesis stating that
entrepreneurial culture predicts financial performance at the
95% confidence interval. The same applies to test data
concerning Hypothesis 2, stating that a culture of
entrepreneurship predicts objective firm performance. The
results in Table 3 further indicate that there is a positive
relationship between a culture of entrepreneurship and
subjective performance of the firm ( = 0.256 and a p-value of
0.000). The stated results indicate that a unit increase in
entrepreneurial culture results in a corresponding 0.256 units
increase in the subjective performance of the firm. From the
stated results, there is no sufficient evidence to reject the null
hypothesis stating that a culture of entrepreneurship predicts
the non-financial performance of the firm at the 95%
confidence interval. Thus, Hypotheses 1 and 2 of this study
were supported.

Other tests conducted show that access to finance was found
to have no unique contribution to both a firm’s financial
performance (f = -0.020; p = 0.879) and non-financial
performance (f = -0.049; p = 0.617). The regression analysis
outputconcerning access to finance and financial performance
and non-financial performance is shown in Table 3. Based on
the results, Hypothesis 3 stating that access to finance
predicts financial performance is not supported at the 95%
confidence interval. This conclusion also applies to
Hypothesis 4 stating that access to finance predicts the non-
financial performance of the firm. Thus, there is sufficient
evidence to reject the null hypothesis stating that access to
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TABLE 2: Pearson correlation analysis results and Cronbach’s Alpha coefficients.
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Scale and number of  Cronbach’s Alpha CE AF GIS EES OF SNF
items utilised Coefficient

CE [16 items] 0.73 - - - - - -
AF [15 items] 0.71 0.163 - - - - -
GIS [10 items] 0.75 -0.161%* 0.093 - = = =
EES [6 items] 0.83 0.405%* -0.119 -0.144 - - -
OF [8 items] 0.87 0.319%* -0.012 0.169* 0.345%%* - -
SNF [8 items] 0.78 0.309%* -0.041 -0.010 0.429%* 0.666%* -

AF, Access to finance; CE, culture of entrepreneurship; EES, entrepreneurial education/skills; GIS, government and incubator support; OF, Objective, financial measures; SNF, subjective, non-financial

measures.
*Correlation significant at the 0.05 level (2-tailed).
**Correlation significant at the 0.01 level (2-tailed).

TABLE 3: SLR analysis outcome.

Tested relationship Unstandardised Std error t Sig.
Coefficients
B Std error Constant Dependent Constant Independent
variable variable
H1: Entrepreneurial culture with financial performance 2.442 0.353 0.326 0.086 7.483 4.121 0.000
H2: Entrepreneurial culture with non-financial performance 2.869 0.256 0.245 0.064 11.716 3.984 0.000
H3: Access to finance with financial performance 3.842 -0.020 0.450 0.132 8.529 -0.152 0.879
H4: Access to finance with non-financial performance 4.003 -0.049 0.337 0.099 11.891 -0.501 0.617
HS5: Entrepreneurial education with financial performance 1.982 0.452 0.400 0.100 4.950 4.502 0.000
H6: Entrepreneurial education with non-financial performance 2.170 0.420 0.288 0.072 7.527 5.814 0.000
H7: Government/incubator support with financial performance 3.377 0.156 0.196 0.074 17.345 2.100 0.037
H8: Government/incubator support with non-financial performance 3.854 -0.007 0.148 0.056 26.084 -0.127 0.899

SLR, Simple linear regression.

finance predicts the non-financial performance of the firm at
the 95% confidence interval.

This study also reveals that as firm owners’ entrepreneurial
education/skills increase, so does the financial and non-
financial performance of their business. In the presentation of
results, entrepreneurial education is significantly and
positively related to financial performance of the firm
(p = 0.452; p = 0.000) (see Table 3). The results also indicate
that there is a significant positive relationship between
entrepreneurial education and non-financial performance
(8 = 0.420; p = 0.000). Therefore, the hypothesis stating that
entrepreneurial education and skills predict financial
performance and non-financial performance was supported
at a 95% confidence interval. Concerning government
support and incubation activities, the results in Table 3 show
that an increase in a firm'’s financial performance (5 = 0.156;
p = 0.037) has a significant effect on a firm’s non-financial
performance (f = —0.007; p = 0.899). The results in Table 3 also
show that government and incubation support predicted
financial performance and this is supported at a 95%
confidence level.

Discussion of findings

This study sought to understand the link between informal
sector entrepreneurial activities and firm performance using
a sample of firms operating in Durban, South Africa. These
findings especially focused on the informal sector as an
important aspect of a country’s economy (Fu et al. 2018).
Uniquely, the findings focused on factors that are deemed
important in assisting how businesses in the informal
economy perform (Mintah & Darkwah 2018). By observation
from the respondents, it emerges that largest proportion
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responded their entry and operation within the informal
economy to be influenced by challenges of unemployment.
This supports previous research showing the role of
unemployment as facilitating entrance and operation within
the informal sector (Alrawadieh & Alrawadieh 2018; Basbay
et al. 2018).

The research and its findings contribute further to previous
South African research related to the informal sector
(Ngwenya et al. 2020). This study highlights factors that can
be deemed important towards informal sector entrepreneurial
performance. A group of related factors concern not only the
necessity of the creation of an entrepreneurial culture but
also the importance of entrepreneurial education and skills.
These become important pre-conditions for success. This
shift towards the informal sector (as proposed by this
research) becomes important especially within a South
African context facing a number of economic challenges
(Burger & Fourie 2019). The argument here can be that
despite informal traders not being registered (Pankomera &
Greunen 2019), nothing stops them from exercising some
form of structure to the way they are run. As found in this
study, it can be made sure that some form of structure and
organisation in the form of an entrepreneurial culture is in
place. This can be an important endeavour that the individual
entrepreneur not only prioritises but also makes sure that it
is continual. Linked to this can be the effort to attain
education, training and skills that assist informal traders in
the work they do. Ultimately, based on these identified
factors, those operating within the informal entrepreneurial
space have an opportunity to improve not only how they
operate but also the performance of their entities. This could
support the view arguing that from businesses in the informal
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sector as expressed by their activities, formalised business
entities can exist (Kedir et al. 2018; Rankumise 2017). The
informal sector context becomes an important learning
ground to all this.

Implications and recommendations

This study has provided evidence that the informal sector
contributes to the economy of a nation, particularly in
providing employment. This investigation, besides revealing
that the majority of participants are within the working age
(20-50 years), has also revealed that one can earn a decent
income from the informal sector. With these findings, this
study argues that the informal sector can be used as a starting
place for prospective entrepreneurs. Furthermore, although
literature characterises informal sector firms as stagnant,
poor performing and prone to failure (Hutchinson 2014,
Lekhanya 2015), the fact that this study has found the average
age of firms operating in the informal sector to be above
2 years gives hope and time for intervention measures that
could enhance firm performance.

Some research implications can be drawn from this study.
The study despite answering calls for more research
studies into the South African informal sector (Ngwenya
et al. 2020) also continues for such calls. Future research
could consider qualitative research methods to understand
ensuing complexity that accompanies informal sector’s
entrepreneurial development. An agenda for informal sector
research can also be proposed that can be understood by
comparison of experiences of entrepreneurs in such a sector.
This could take the form of accounting for geographical and
gender variation. Given the current economic climate and
the notable move by many from the formal to the informal
sector (Ngwenya et al. 2020), such research should be
prioritised.

The study’s results further indicate that firm’s owners
increasingly adopt an entrepreneurial culture and this act
correspondingly results in increased performance. This
entails that all societal facets have huge roles to play in
improving the entrepreneurial environment if entrepreneurial
firms are to flourish. Furthermore, the results of this study
have outlined that for entrepreneurial activities to flourish,
firm’s managers and owners should possess business
education/entrepreneurial skills. Firm owners/managers
are advised to pursue entrepreneurial/business education
for them to effectively manage their firms.

Limitations of this study and areas
for future research

The research sample of this study was limited to informal
sector entrepreneurs operating in Durban. The data
collected in the study were from a single location in the
city, thereby limiting the generalisation of this study’s
findings. Collecting data from multiple locations would
improve the generalisation reliability of the study. Instead of
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focusing on a broad topic like entrepreneurial activity or
firm’s performance and analysing multiple variables (an
entrepreneurial culture, government support, entrepreneurial
education and access to finance), future research could
analyse one or two variables. This would produce in-depth
information on the variable/variables under analysis.

Conclusion

The goal of this study was to investigate the relationship
between informal sector entrepreneurial activity and firm
performance in the Durban Metropolitan area. An analysis
was conducted and the findings from the analysis highlighted
who in the informal sector are entrepreneurs, how they
operate in the informal sector and the problems they face in
operating their firms. Furthermore, how major entrepreneurial
factors like an entrepreneurial culture, access to finance,
entrepreneurial education/skills and government and
incubator support impact firm performance was discussed in
light of the findings. From the study’s findings, conclusions
and recommendations were drawn.
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