Home Based Entrepreneurs

Findings of a research project
into housing entrepreneurs,
jointly funded by the FinMark
Trust, the Social Housing
Foundation, Nedbank and the
National Department of Housing.

“We should move faster to address the challenges
of poverty, underdevelopment and marginalisation confronting those caught within the Second
Economy, to ensure that the poor in our country
share in our growing prosperity. ASGISA has once
more confirmed the need for us to expand our small,
medium and micro enterprise (SMME) sector, paying
particular attention in this regard to Broad-Based
Black Economic Empowerment, and the development
of women and youth.” President Thabo Mbeki, State
of the Nation address, 3 February 2006.
Since the formation of the Government of National Unity
in 1994, there have been significant strides towards the
transformation of the lives of ordinary South Africans.
Set within a macroeconomic policy which is focused on
stimulating economic growth, there has been significant
delivery in the provision of housing, engineering services
such as water and electricity, and social services such as
education, health and social safety nets for the most
vulnerable in our country.

Government has set a target to reduce unemployment to
below 15% and halve the poverty rate by 2010. If this target is to be met, creative ways of supporting employment
creation must be found. A critical element in the equation,
therefore, is the promotion of small and medium sized
enterprises (SMMEs).

The Labour Force Survey for 2002 indicates that 53% of
households in South Africa own their own house. For these
households, their house offers opportunities for wealth
creation:
•The house can create capital for the homeowner when
he or she leverages a mortgage loan against the collateral
value of the house, or sells it and realises the equity.
•The house can generate an income for the
homeowner, as extra space can be rented as
accommodation, or can be used as a base from which to
operate a business.
It appears, however, that not many South Africans consider their house as an asset that can build wealth. Households are extremely reticent to mortgage their homes, and
entrepreneurial activity is limited in low income areas.

Yet, despite these efforts by Government, poverty has increased. The South Africa Human Development Report of
2003 indicates that 48,5% of the South African population
(21,9 million people) earn below the national poverty line
of R354 per month per adult. Unemployment also continues to be a significant problem with just over a quarter
of the population being jobless. While important strides
have been made in overcoming the past inequalities in the
labour market, employment opportunities remain low.

in Gauteng. Twenty in-depth interviews were held with
successful entrepreneurs. The team also undertook an
extensive literature review, and held numerous interviews, testing sessions and workshops with key industry
practitioners (financiers, small business development
specialists, and government officials) as they developed
proposals for supporting and growing the activities of
home based entrepreneurs.
A separate component of the study looked into the activities of small scale landlords in townships and inner cities
in Gauteng. This research is documented in a separate
pamphlet.

To understand why this is so, and how the economic asset potential of housing can be promoted as a strategy
to alleviate poverty, a study into housing entrepreneurs
was carried out in Gauteng in 2005 and 2006, by Shisaka
Development Management Services. The research team
conducted 350 interviews with home based entrepreneurs
in three townships (Katlehong, Orlando East and Mamelodi), and two inner cities (Hillbrow and Berea in Johannesburg, and Sunnyside and Pretoria Central in Tshwane)

Home-based enterprises (HBEs) are income generating activities undertaken by residents from their
homes. In low income areas in South Africa they are
predominantly informal in nature and survivalist in
scale, but often are the only source of income for the
household. There are generally three types of HBEs:
(1) Service oriented (e.g. hair salons, mechanics, traditional healers, taxi owners, shebeen operators); (2)
Retail oriented (e.g. spaza shops, frozen food retailers); or (3) Production oriented (e.g. fence and gate
manufacturers, clothes makers, preparing food).

The study found that housing provides a critical platform from which entrepreneurs build their businesses.
As small scale ventures, home based enterprises offer
residents an opportunity to generate an income while
also building the value of their housing asset.

The home
is an important
asset for entrepreneurs. Most
of the entrepreneurs identified in the
survey (70%) operate from the home. This
is higher in township areas (83- 89%) than in
inner city areas (39 -63%). The house has an
important impact on reducing the costs of entrepreneurial activity and is therefore a useful incubator in the initial phases of the business.
Few entrepreneurs (6-7%) however, use
their home as collateral for a
business loan.
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Home based enterprises
are significant contributors to local
economies. An estimated 355 000 HBEs are active in
tovwnships and inner cities across South Africa, comprising about 13% of the total population of these
areas, and generating approximately R476 million
per month. By definition, they operate in residential areas, enhancing access to services and
products by low income households throughout South Africa and contributing to the
development of sustainable human settlements. While most of these businesses
can be classified as micro or small,
for many of the entrepreneurs who
own them, they represent their
sole income.
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Many HBEs are entrepreneurial. Over one third
(33%) of HBEs in inner cities and just under half
(42%) in townships show entrepreneurial
characteristics, having been the first to undertake the business in their area. Only one third
(32-33%) of HBEs surveyed in both inner cities
and townships said they would take permanent
employment if it was offered to them.
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There
is potential for growth:
The majority of HBEs in the townships
(90%) and inner cities (95%) want to expand.
Many (about 55%) feel that their businesses are growing. Given the low prevalence levels (only 13-22% of the
population in the neighbourhoods surveyed were found to
operate as entrepreneurs – lower than most other countries), but significant income generated, this suggests
that HBEs represent an untapped opportunity for
unemployed South Africans.

There are:
RETAIL HBES: SPAZA SHOPS, FROZEN FOOD RETAILERS
SERVICE HBES: HAIR SALONS, MECHANICS, TRADITIONAL HEALERS, BED AND BREAKFAST
OPERATORS, TAXI OWNERS, SHEBEENS, RESTAURANTS
PRODUCTION HBES: FENCE AND GATE MANUFACTURE, CLOTHING, FOOD PREPARATION

Which entrepreneurs earn the
most money?

reduced environment in which the business can grow in its early phases, with
lower costs and liabilities. In this regard,
HBEs can be important precursors to successful SMMEs providing the basis for long
term sustainability. Locating the business
in the house can also contribute to neighbourhood gentrification and an increase in
the financial asset value of the property.

Comparing those who felt their
business had made money with
those who felt theirs had lost
money, the study found:
Young, male, well educated,
inner city entrepreneurs are
more likely to have made
money.
HBEs who took a loan (formal
or informal) are more likely to
have made money than those
who did not.

HBEs in the production and services
sectors in both the inner city and
townships generally earn more than
HBEs in the retail sectors. Almost
half (43%) of respondents in the retail
sector in the inner city, and 68% in the
township areas earn below R1000 per
month.

HBEs that provide credit to
their customers are more
likely to have made money
than those who do not.
The costs of formal registration
often undermine the profitability of newly established HBEs.

The study found three distinct categories
of HBEs and identified that each needs
a different policy response. Subsistence HBEs generally earn less than
R1000 per month, and operate informally. Many started their business
because they couldn’t find formal work
and needed to survive. The HBE is their
only source of income. Although almost all
would like to expand, just over a third say
they would leave the business for a formal
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job. Sustainable HBEs generally earn
between R1000 and R2499. Quite similar
to subsistence HBEs, more are formal and
more perceive their business to be growing.
Sixty-six percent say they made money in
the business.
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Growing HBEs have quite different characteristics from the other two categories,
with higher degrees of formality, greater
profitability (70% say they made money)
and an eye for opportunity.
Most of the successful entrepreneurs
interviewed used their home as an incubator for their business in its start-up phases.
As the business grew, it was moved out
of the house. Most used savings to start
their business. A couple used their home
as security against an overdraft facility;
only one mortgaged their home to access a
business loan.
For all HBE types, the house is an important contributor to the development of the
business. For subsistence and sustainable
HBE’s the savings associated with locating
the business in the house, both in terms of
rental as well as in time, make the business a viable option for the operator. For
growing HBEs, the house provides a risk
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Service: Bed and Breakfast
Sina worked for years as a
seamstress, but her job put a
terrible strain on her eyes. Living in Soweto, she noticed that
many of the tourists visiting
the popular sites needed accommodation.
She began to improve her home
bit by bit: With some money
from her daughter she converted her garage into a bedroom
and built extra bathrooms with
showers. That was in 2000.
Now she employs two part time
employees, and has plans to
expand. She wants to build additional bathrooms and wants
to build a conference facility.
Sina is still living in her house.
She says she enjoys offering
accommodation as her clients
become like extended family.
Her biggest concern relates
to the fluctuation in business.
Some months are busy and
others are slow. It is difficult to
keep the business going, paying
employees and maintaining
the standard of the guesthouse
with big gaps in income.
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Gladys also runs a bed and
breakfast in Soweto. She started this business after the World
Summit and has found that she
makes much more money than
she did by selling food at the
local school. She has converted
her house into the guest house
and lives with her family in the
backyard rooms on the property. She says that she likes to
meet new people and offer them
hospitality. Another benefit is
that she and her family eat the
leftovers from the guest meals.

Retail: Engineering supplies
Oupa started his working life as
an employee, selling engineering supplies. He decided to start
his own business to increase his
income. It was a difficult beginning but he was motivated. He
started by going from door to
door, business to business, trying to get a foot in the door.
Even though he didn’t own his
own home, Oupa started his
business in his living room.
As he grew more successful he
rented premises in the City for
the sales aspect of his busi-

S

S

F

ness. Much of his administration work, however, he still
does from home. He employs
one full time worker and often
draws in subcontractors – in
the last year he employed
eight people.
Once the business was up and
running Oupa managed to get
an overdraft facility of R8000
from his bank. He stresses
however that this facility was
only available to him after he
became successful. He also
secured a small loan of R2000
from a Business Support
Organization. Both these facilities were provided without
security.
Oupa wants to expand and
grow his business. His biggest
challenge remains financing,
as he perceives bank costs and
loans to be expensive .
Service: Cleaning company
Tshepo worked as the National
Cleaning Manager for Anglo
Property Services, when the
cleaning function was out-
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sourced and he was retrenched.
He had a dream of starting
his own business, so in 2000
he converted his garage into a
home office and opened up his
own cleaning services company.
Registered as a CC, he now
employs over 425 workers and
has an annual turnover of
R12 million per year.
Tshepo funded the start up of
his business with his retrenchment package. His bank offered
him a R25 000 overdraft facility which he secured with his
house. He was frustrated that
the bank did not offer him more
start up financing.
The business is still based on
Tshepo’s property, although
separated from the living
space. He says that this saved
him the costs of renting business premises and reduced his
risks in the early phases of his
business. Now that he can afford to move out however, he is
looking for a dedicated business
environment. He feels that his
clients will be happier to visit
him in a professional space.
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HBEs provide access to services and retail in residential
neighbourhoods, fostering integrated communities and
overcoming the historical character of townships as
dormitories.

The house plays an important role, particularly in the
incubation phase of a business or if a business is not growing. As a business grows and expands, many entrepreneurs will seek to move the business out of the house.

ENABLING
ENVIRONMENT
Tenure
Policy and legislation /
planning and business regulations
Micro economic (LED) policy
Macro economic policy
Backward and forward linkages

Social capital
Networks
Gender relations

INPUTS
Savings / credit (+ collateral)
Raw materials / products
Training & education
Suppliers / service

ENTREPRENEUR
and their
relationship with:
employees
family members
customers
household
community

HOUSE
Within the context of:
settlement
city
region
country
globe
Infrastructure
Services
transport

HOME
BASED
ENTERPRISE
retail
production
service

OUTPUTS
Products / services
Wastes
New skills
Income / surplus
Better housing stock

IMPACTS
On formal and informal economies
On environment
(social, ecological, institutional)

The majority of HBEs
operate informally. They
seem to be well accepted
by residents, although
they generally do not
comply with zoning regulations.
HBEs suffer from a lack
of backward and forward
linkages. While some manage to access wholesale
products and equipment,
very few extend to a market beyond their immediate neighbourhood. This
limits their growth potential considerably.
HBEs in inner
cities and townships are
different. HBEs in inner
cities are predominately
male, while township

U N D E R S T A N D I N G

H O M E

B A S E D

HBEs are more likely to be
female. On average, inner
city HBEs are almost ten
years younger than those
in township areas. HBEs
in inner cities are also better qualified than those in
townships, and more have
training. Township HBEs
appear to be less profitable
and are more likely to be
survivalist. It was found
that the physical, social,
economic and legislative context of townships
undermines the growth
potential of HBEs located
there. Still, they provide
a valuable and unique service to residents in township areas, while providing their operators often
with their sole source of
income.

E N T E R P R I S E S

Housing in South Africa is clearly
an economically productive asset,
offering considerable opportunities for income generation
(R5,7 billion annually) and
poverty alleviation. The limited
number of households currently
using their houses in this way represents an untapped opportunity.
There is value in supporting existing HBE’s, so that they can operate more effectively and expand,
as well as promoting the use of the
house to assist the emergence of
new Entrepreneurs.
In order for this to occur, HBEs
need to be actively supported and
appropriately regulated in a way
that is relevant to their specific
nature and the contribution they
make to the local community. In
the short term, the most critical
intervention is the recognition
and validation of HBEs as real and
viable participants in the economy
and community. Their role as
incubators for growing SMMEs,
or as survivalist ventures for the
unemployed should be promoted
and encouraged.
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RECOMMENDATIONS
Policy
”Breaking New Ground”, the
government’s policy for the development of sustainable human
settlements, implicitly supports
the use of the house as an economically productive asset. This
support must be made explicit and
must also carry on beyond housing, within the departments of
trade and industry, provincial and
local government, social development and finance, at the national,
provincial and local spheres.
A regulatory impact assessment
should be undertaken to consider
the kind of enabling environment
that would be specifically relevant
to HBEs. This review should include business regulations (registration, reporting, tax), land use
and building regulations (including by-laws and zoning), and
health and safety regulations.
Municipal government should
explicitly include HBEs in their
local economic development
strategies and should promote this
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form of economic development as
a poverty alleviation and sustainable livelihoods strategy. Their
attention should extend to the
design of new settlements so that
they facilitate the growth of new
HBEs.
Financial products
Financial institutions need to understand the specific nature of their
HBE clients, and tailor their credit
and other products to suit the specific needs of HBE operators. Mortgage
loans for business purposes are not
likely to be appropriate for HBEs.
Access bond facilities or micro loans
may be more appropriate.
Support
There is a critical need to establish and strengthen backward and
forward linkages in respect of HBEs.
Government, the private sector
and NGO’s should actively identify
opportunities for HBE growth and
provide the necessary support and
advice at the local level.
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Photo’s: Thanks toDenis Creighton, Reathe Rain-Taljaard, Mark Napier and Keicia Rust. Design: Andrea Rolfes 2006

Home based enterprises
operate at the nexus of
housing and local economic
development strategies.
Whether as incubators for
growing SMMEs, or as survivalist
ventures for the unemployed, HBEs
are making an important contribution to our economy. HBE operators
are clearly developing sustainable
livelihoods by using their house as an
economically productive asset. This
grassroots poverty alleviation effort
should be adopted and supported
by national policy.

The research has identified a range of policy interventions which could stimulate the growth of home based
enterprises in South Africa,
contributing to the development
of sustainable human settlements
and thriving local economies. Areas
for further research have been identified and discussions are underway
with various organizations to carry
the work forward. For access to the
full reports from each of the phases,
go to http://www.finmark.org.
za, or contact kecia@iafrica.
com for more information.

