
 

 

 
 
 
 

 

 Foreign-Owned Shops: A Vital Cog in Township Economies  
 

      
     
1. Introduction  

 
In September the Gauteng provincial legislature 
published for public comment the Gauteng 
Township Economic Development Draft Bill, which 
has as its main objective the promotion and 
development of the township economy. This is 
arguably an important initiative since a thriving 
township economy is essential for the fight against 
poverty and the realisation of socio-economic 
rights. However, the draft Bill also seeks to ban 
foreign nationals who do not have permanent 
residence status from owning and operating 
certain township business. The reasons for the 
ban seem to rely on the rhetoric, often used by 
political parties, that foreign nationals are 
preventing locals from accessing economic 
opportunities. But, as research has shown, the 
opposite is true: foreign nationals contribute 
significantly to a thriving township economy. 
 
This paper is not an analysis of the Gauteng draft 
bill, but rather an examination of the positive 
contributions made by foreign nationals. The 
paper draws largely on the research conducted by 
Dr Vanya Gastrow and others, as well as a recent 
webinar2. 
 
 
2. The Dynamics of Township & Informal 

Economies  
 

Township economies are much dependent on 
informal enterprises, even though informal  
 

 
 
 
 
enterprises are often seen as survivalist – driven 
by a necessity to start a business as a substitute for  
non-existent employment opportunities. Although 
South Africa’s informal sector is much smaller  
than in other similar-sized economies, it is very 
diverse and includes industries that are usually  
associated with the ‘formal sector’ such as retail 
and trade, service, construction, transport, etc. In 
2018 the informal sector, which includes those 
services that foreign nationals provide in the 
townships, provided livelihoods, employment and 
income to 2.9 million workers and owner-
operators.3 According to a 2016 Sustainable 
Livelihoods Foundation report, the informal retail 
trade, which includes street traders, shebeens and 
spaza shops, is the dominant kind of enterprise 
because of its low barriers of entry, low start-up 
costs and strong demand for convenience.4 
Although the informal business sector is often 
treated as a distant relative of the formal sector, it 
makes a significant contribution to the formal 
sector’s profits and to the tax base. Participants in 
the informal township economic sectors, 
irrespective of their nationalities, source their 
supplies from formal sector business such as 
wholesalers, factories, and supermarkets, where 
they are charged VAT and where they contribute 
significantly to profits and thus to the company tax 
paid by the formal sector. 
 
Township economies are often mentioned by the 
government as an essential part of the country’s  
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“Somali traders will still sell if I’m 10 cents short, but not Xhosas. This is why I like Somali shops. When they came 

they didn’t take anyone’s shop. They never actively closed down anyone’s shop.”     

   Philippi East Resident 



2 
Foreign-Owned Shops: A Vital Cog in Township Economies 

economic development. However, the words are 
not often matched by the necessary legislative and 
policy initiatives to support the development of 
township economies, leaving many township 
enterprises to struggle for access to finance and 
infrastructure. This may change, however, with 
the government’s renewed focus on reviving 
township economies. The Department of Small 
Business Development will start prioritising the 
Township and Rural Entrepreneurship Programme 
(TREP), which is part of a five-year programme 
that will focus on supporting businesses such as 
motor mechanics, panel beaters, auto fitness 
centres, auto spare shops, bakeries, butcheries, 
etc.  
 
While this is welcome, the fact remains that 
informal enterprises in the townships are for the 
most part left to struggle on their own, which 
creates a perception that the government is not 
invested in supporting township economies. This 
context – a lack of policy and legislative 
frameworks – compounded and fuelled by 
xenophobia, may be a contributing reason as to 
why the business success of foreign-owned spaza 
shops is often scapegoated.  
 
 
3. Scapegoating Foreign-Owned Spaza Shops  

 
The proposal to prohibit foreign nationals from 
owning informal enterprises in townships is not 
new, but rather a knee-jerk reaction that often 
masks the inability of the government to 
formulate strategies to stimulate township 
economies, and to deal with the xenophobic 
violence that often flares up.  
 
Incidents of violent protests (between 2006 and 
2012), often fuelled by xenophobia, in 
Masiphumelele, Strand, Khayelitsha, Gugulethu, 
Philippi, Port Elizabeth and Bisho were all handled 
in the same manner by local and provincial 
authorities. In these protests and riots, foreign-
owned spaza shops were targeted by locals and 
the response, aimed at addressing the hostilities, 
was to place a limit on how many shops foreign 
nationals might own.5 This was followed up by a 
consistent call by politicians over the last decade 
or so that legislative measures should be taken to 
limit the number of foreign-owned spaza shops. 
These calls culminated in several legislative and 
policy measures: 
 

 In 2013 the Department of Trade and 
Industry published the draft Licensing of 
Business Bill. The main aim of the Bill was 

to ensure that all formal and informal 
business have a government-issued 
licence to trade. Local authorities would 
have a discretion over who they issue 
licenses to, and the power to revoke them. 
Many argued that the proposed Bill was 
aimed at foreign-owned business and the 
Bill did not see the light of day. 

 The DTI also published a draft National 
Informal Business Upliftment Strategy 
(Nibus) which sought to address the 
“foreign trader challenge.”  

 In 2017 the Refugee Amendment Act was 
passed, which proscribes asylum seekers 
from opening a business in the country. 
 

These knee-jerk and unimaginative legislative 
measures constitute a missed opportunity to drill 
down to the real reasons why local spaza shops 
often fail. For example, because of the informality 
of their businesses, township entrepreneurs do 
not have access to financial institutions for start-
up capital; and in some cases, local spaza shop 
owners did not have the business acumen to 
respond to competition. There are four general 
arguments that politicians, local township 
entrepreneurs, and local officials often make to 
justify their prejudice against foreign-owned 
spaza shops:6 
 

(1) foreign-owned shops squeeze out 
locals and cause economic harm (stealing 
South African jobs); 
(2) foreign nationals owning shops often 
engage in illegal activities; 
(3) foreign-owned spaza shops are 
responsible for spikes in business-related 
robberies; and 
(4) the presence of foreign-owned spaza 
shops provokes locals into acts of violence 
and looting. 
 

These generalized arguments have been repeated 
so often that they are accepted as true, without 
much fact-checking.  
 
 
4. Busting the Myths   

 
A closer look the four justification arguments7 just 
mentioned reveals that there is little truth in them: 
 
4.1. Causing economic harm 

 
Two international studies by renowned 
institutions, the World Bank8 and the Organisation 
for Economic Co-operation and Development 
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(OECD),9 found that immigrants have a positive 
impact on job creation and that, contrary to the 
perception that immigrants steal South African 
jobs, every immigrant worker creates two jobs. 
 
Those who use the ‘foreign-owned spaza shops 
cause economic harm’ argument often cite, 
anecdotally, that foreign shop owners do not 
contribute to the economy because they send 
remittances to their home countries; they do not 
pay taxes, and they have saturated the spaza shop 
market and thus restricted South Africans from 
entering. However, these arguments are selective, 
sometimes untrue, and do not tell the true story of 
the contributions that foreign-owned spaza shops 
make. It is true that foreign nationals send 
remittances to their home countries, but these are 
not be the entire profits they make. While it may 
also be true that they do not pay taxes (like many 
informal township enterprises) it may be because 
many fall below the income tax threshold, which 
means that they are not required to pay personal 
tax. 
 
The economic harm arguments also do not 
consider the positive contributions that are made 
by foreign-owned spaza shops. For example, a 
study by the Sustainable Livelihoods Foundation10 
has found that foreign spaza shops are often 
owned through shareholding agreements which 
allow for a bigger start-up investment than the 
average investment by locals. This means they 
have greater buying power, can buy in bulk, and 
can offer more competitive prices. Foreign-owned 
spaza shops also often extend credit; offer goods 
in flexible quantities (customers can purchase one 
egg or tea bag); offer a wider product range; and 
are less likely to run out of stock.  
 
While the expansion of foreign ownership into the 
spaza market has sometimes led to local spaza 
shops throwing in the towel, it has presented 
township entrepreneurs with an opportunity to 
become landlords. Local spaza shop owners have 
opted to rent out their premises to foreign 
nationals, which can mean a bigger profit as a 
landlord, as opposed to a spaza shop owner. The 
rate of shop rental varies from R800 to R3 500 per 
month, with R1 500 (inclusive of water and 
electricity) considered to be standard rate.11 In a 
Daily Maverick article12, Dr Gastrow notes:  
 

“Some landlords used partnerships with 
foreign retailers to go beyond survivalism and 
expand their business footprint. Renting out 
premises to foreign nationals freed up 
landlords’ hands to open further businesses 

which they either operated themselves or 
rented once more to foreigners. In the 
process, they earned passive incomes, while 
foreign nationals carried out most of the 
business legwork.” 
 

4.2. Engaging in illegal activities 
 

Senior politicians, across political parties, have 
often asserted that foreign spaza shop owners 
engage in illegal activities to boost their profits. 
They claim that these owners trade in illicit and 
counterfeit goods; engage in unfair and 
monopolistic practices; do not comply with by-
laws; and trade without proper permits or 
licenses. For example, while electioneering in 
2018, Transport Minister Fikile Mbalula said that 
South Africa is turning into a ‘banana republic’ for 
foreign nationals because they “come into the 
country as political refugees only to start trading 
illegally.”13 In his 2018 State of the Province 
Address, Gauteng Premier David Makhura claimed 
that the proliferation of “unlawfully operating 
foreigner-owned businesses” was hampering the 
growth of local township entrepreneurial 
enterprises.14 Politicians from other political 
parties have made claims that foreign-owned 
spaza shops are operated unlawfully. Herman 
Mashaba, speaking at the 2018 Sowetan Township 
Business Investment Summit and Expo, stated 
that “you cannot have a situation where people 
come into your community and open unregistered 
businesses and are not paying taxes and are not 
employing locals in the area.”15 
 
It is a fact that not all foreign spaza shop owners 
comply with all the necessary laws; however, the 
allegations made against them are far too broad 
and generalised. For example, while the sale of 
counterfeit goods is a massive problem in South 
Africa, it is usually an activity associated with 
street vendors and small business dealing in 
electronics and clothing, not spaza shops. In a 
2018 study, Dr Gastrow found that Somali 
shopkeepers in Port Elizabeth were more likely to 
be registered for income tax than their South 
African counterparts. Many studies have also 
noted that South African spaza shop owners 
would engage in anti-competitive behaviour by 
threatening their competitors with acts of 
violence and demanding their closure. 
 
Studies have also noted that foreign spaza shops 
were often singled out and the laws applied 
differently to them than to shops owned by locals. 
In Cape Town, for example, township spaza shops 
do not need a license or permit to operate, yet 
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there were incidents where foreign spaza shop 
owners were fined for operating without a licence 
or permit16. 
 
4.3. Increasing business robberies  

 
 Spaza shops and tuck shops, which are often 
situated in crime hotspots, are regularly targeted 
by criminals. Studies done between 2013 and 
2018 noted that most of the township businesses 
robbed by criminals belonged to foreign nationals. 
These businesses are targeted because they are 
cash enterprises and because foreign nationals are 
often socially and politically isolated within a 
community.  As is noted in Dr Gastrow’s study, 
township youth stated that they could rob a 
foreign-owned spaza shop numerous times 
because the owners would not be able to single 
them out.  
 
It is thus disingenuous for politicians to claim that 
the mushrooming of foreign-owned spaza shops is 
responsible for the spike in township business 
robberies. Instead of finding and punishing those 
responsible for the crimes, the police have often 
responded by clamping down on the number of 
foreign-owned spaza shops. As mentioned earlier, 
the response by the authorities to the incident of 
violence directed at foreign-owned spaza shops in 
Masiphumelele, Strand, Khayelitsha, etc., was 
often to limit the foreign ownership as a means to 
curb the violence. Dr Gastrow also noted in her 
research17 that between 2011 and 2013 the police 
in Cape Town often fined foreign-owned shops 
(licences are not required to operate a spaza shop) 
in terms of the ‘Local Authorities Act 19 of 1974’, 
which does not exist. (It must be noted, however, 
that these discriminatory practices which were 
prevalent at the time of the research may no 
longer be so.)  
 
4.4. Provoking acts of violence  

 
Foreign-owned spaza shops, already singled out 
as soft robbery targets and often threatened with 
closure as an anti-competitive measure by local 
owners of spaza shops, have also suffered the 
indignity of being blamed for inviting violence 
against themselves. To curb the raft of xenophobic 
violence incidents that occurred sporadically from 
2008 to 2013, the SAPS argued that a limit should 
be placed on the number of spaza shops foreign 
nationals can own. In their input to the draft Nibus 
published by the DTI in 2013, the SAPS argued, “to 
reduce xenophobia associated with foreign 
national traders, there is a need for the strategy to 
influence the type of businesses that foreign 

nationals should run and the demarcated areas 
where these businesses should be active.” 
 
 
5. What Are the Policy Options? 
 
South Africa is often cited as the most 
economically unequal society in the world. South 
Africans have also shown that they harbour 
resentment towards foreign nationals. These two 
factors are a toxic combination that is not helped 
by the utterances of politicians. Many South 
African spaza shop owners may feel that foreign 
nationals impede their economic mobility and 
prosperity, which was promised with the advent 
of democracy.  
 
There is an agreement that the revival of township 
economies is essential to address unemployment, 
poverty and insecurity. However, judging by the 
reactions from policymakers and politicians over 
the last decade or so regarding the regulation of 
foreign-owned spaza shops, it appears that they 
understand little about the dynamics of township 
economies. According to Bob Currin,18 the missing 
link is a good understanding of the realities of 
townships (not all South African townships are 
equal) which only good data can provide. He 
suggests that better policy strategies will only 
produce benefits if there is an understanding of 
the demographic and socioeconomic profiles of 
the townships. Thus, data have to be compiled 
(and some is already available) on:  
 

 the size of the township population; 
 the levels of unemployment and 

poverty; 
 the gross geographic product (GGP) of 

the individual townships so that 
economic sectors are easily identified; 

 the financial inclusion in townships 
(living standards measures) which 
would give policymakers a better 
understanding of the quality of life of 
all people living within township 
boundaries; and 

 the structure count – houses, back-
yard dwellers, etc. 

 
Armed with this data, politicians, local authorities 
and policymakers should be able to craft a strategy 
that is not reliant on scapegoating migrant-owned 
enterprises. 
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6. Conclusion 
 
Adopting a legislative approach that is geared 
towards scapegoating and limiting foreign-owned 
spaza shops is not the answer. All it does is to 
incite those who need no invitation to act upon 
their perceptions that foreign nationals are 

hampering their economic empowerment. What is 
needed are policy and legislative strategies that 
are inclusive and that provide protection to all 
who reside in South Africa.  
  
Kenny Pasensie 
Project Co-ordinator
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