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A survey of market vendorsin arural township
Could more schooling assist rural market vendor s?

Jagjit Sngh
The University of the South Pacific

Abstract. This paper beginsinvestigation of the effects of attainment of basic
schooling on income earnings of middlemen entrepreneurs in an informal
sector. Data for this study were collected through a random survey of market
vendorsin Labasa, arural township on the second largest island of Fiji. Non-
parametric tests used to look for an association between schooling and rate-
of-return as reflected in income earnings established that in a sample of
Labasa market vendors there was a statistically significant association
between the attainment of basic schooling and income ear nings of middlemen
entrepreneurs. Human capital theory is suggested as a source for possible
explanations of the observed phenomenon. In most studies of rate-of-return,
emphasi s has been placed on ther el ationship between schooling and ear nings
of wage earners. This study, however, takes the slightly different approach of
looking for a possible association between schooling and success in self-
employment. The positive result points to the need for more research to
investigate the bases for this association. Much more needs to be under stood
about socialisation, formal andinformal education, infor mation dissemination
and successful entrepreneurship. The findings of such follow-on research
could be of relevance to government policies on education, employment and
job creation through self-employment.

Terms. schooling; rate-of-return; human capital theory; informal
sector; middlemen entrepreneurs; purchase decision process; perceived risk;
rural self-employment; chi-square; Spearman’s rank correlation coefficient.
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I ntroduction

OF THEIR many problems, one serious one that Third World countries
share to some degree with the developed countries is the high rate of
unemployment. It has often been urged that one way of alleviating this
problem might beto generate self-employment in theinformal sector.

This preliminary study seeks to establish whether there is a
relationship between education and the earnings of middiemen
entrepreneurs. Thedata werecollected from Labasa, arural townshipin
Vanua Levu, the second largest of the Fiji Islands. Interest in the
descriptive possibilities of the human capital model provided the
backgroundfor theformulation of theresearch problem; themodel isalso
suggested as a possible framework for further investigation of such a
relationship.

Thesurvey

HUMAN capital theory argues that education is a productive asset that
leads to increased production and higher earnings. Some theoretical
considerationsassociatedwiththisarenoted morefully later inthispaper.
For thepresentitissufficient towonder whether thisincreased productivity
and earning power is also evinced amongst those with some schooling
who are self-employed in the activity of market vending.

In most empirical studieson human capital theory, emphasis has
been placed on educational |evel sand theearning power of wageworkers.
Verylittle, if any, research hasbeen done on human capital devel opment
and earnings of those who are self-employed. As a starting point, this
survey seeks to establish whether there is any observable relationship
betweenliteracy andtherel ativeearningsof middlemenentrepreneursin
thisrural market setting. (Sugar isamajor export of L abasathough the
hinterland also has large stands of indigenous tropical timber and
introduced pine that are exploited. To the south of Labasa the town of
Savusavu has a copra mill serviced from large copra estates spread
around the town and the neighbouring island of Taveuni.) Thevendors
surveyed were categorised asliterateor illiterate on the basis of number
of years of schooling completed, with no assessment of the‘ quality’ of
their literacy or education.
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Aseducationisacritical variableinthisstudy, abrief introduction
to the school systemin Fiji isin order. Most schools since the Colonial
dayshavebeen operated by local communitiesand tend to be uni-racial.
At the end of 1985, there were 668 primary schools, 139 secondary
schools, 42 vocational schoolsand 244 preschools. Freeand partly free
education (based on parental income) was introduced in 1957. All
studentsinclasses1—8 havereceived freeeducation since 1958 (Douglas
1989,94).

The middlemen market vendorsin the sample had a mean age of
forty-threeyears, whichwould meanthat in 1956-1957 thiscohort group
was attending primary schools, partly on the basis of self selection and
partly depending ontheparents’ ability to pay. Entry to primary schools
was age-based, the minimum being six years. Although most vendorsin
the sample were eligible by age to have entered grade one by 1956, a
significant number of theentrepreneurswhowereover forty-threeyears
of agedid not attend school in 1956 becausegovernment did not provide
freeprimary education at that timeand their familiescould not affordit.

It was necessary to establish first whether or not literate
entrepreneurs (albeit crudely so defined) actually do receiverelatively
higher earningsthantheirilliterate counterparts. For thelimited purposes
of thissurvey thefollowing hypotheseswere put forward:

HO: Thatthereisnosignificant directional relationship between
literacy and net earnings of middlemen entrepreneurs.

H1: That thereis a significant positive relationship between
literacy and net earnings of middlemen entrepreneurs.

Rejectionlevel: 0.05

Method

FIFTY market vendorswererandomly selected in Labasamarket. Most
respondentswerebetween 26 and 65 yearsof age. Thesamplewasdrawn
fromthetwo major ethnicgroupslivinginFiji, ethniclndiansand ethnic
Fijians.
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Datawerecollectedin September 1993. A questionnairewasused
to collect information on age, sex, ethnicity, education level attained,
residence, crops sold and the net weekly earnings. Questioning on
education focused only on the number of years of schooling completed
andthequestiononincomewasbrokendownto net earningsper day. The
questionnaireal so had questionson cropsbought and sol d, together with
their buying and selling prices. There were questions, too, on the most
profitablecropsandtheproblemsthemiddlemen market vendorsfelt they
faced.

At the end of each interview, the questionnaire was checked for
consistency and completeness. Therewere no refusal s so non-response
was not a problem.

Non-parametric tests were used in data analysis because their
requiring a minimum of assumptions reduces the chance of their being
improperly used. Further, the non-parametric statistics are useful for
count andrank datausedinthisresearch. Sincethehypothesesto betested
also do not involve a popul ation parameter, the use of non-parametric
tests like chi-sguare and Spearman’ s rank was quite appropriate here,
where the primary concern was simply to check the existence of an
associ ation between literacy andincomeof themiddlemen entrepreneurs
in the rural market place.

The basic distinction drawn here between literate and illiterate
middlemen entrepreneurswasassigned, somewhat simplistically, onthe
basis of the number of yearsof schooling completed. Respondentswith
no or lessthan five years of schooling were considered illiterate while
thosewith fiveor moreyearsof schoolingwereconsideredliterate. This
crudedistinction, whichtakesno account of qualitativedimensions,isa
little different from the official definition, which distinguishesthe two
groups on the basis of three years of schooling. | have operationalised
literacy onthebasisof fiveyearsbecauseinrural areasof Fiji, students
areoften not ableto read andwriteconfidently until they havereached at
least grade 5. Furthermore, this definition takes account of the fact that
what isbeing measuredisability toread and writein English rather than
oneof thelocal languages: for most of theserespondentsthefirstlanguage
isnot English but an Indian language (probably but not necessarily Fiji
Hindi) or aFijian dialect (probably not Bauan).

‘Net earnings’ in this research meansthe net profit from buying
and selling produce from Monday to Saturday inclusive, there being no
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Sunday trading in Fiji. In effect, it has been operationalised as the
difference, in Fijian dollars, between thetotal weekly amount of money
spent on buying and selling produce.

Results

TABLE 1, which presentsthefrequencies(number of cases) and percentages
of the respondents’ yearsin school, and the mean net weekly earnings,
demonstrates that those with fewer years of schooling did in fact earn
lower incomes: respondentswith fewer than fiveyearsof schooling had
ameanweekly earning of $103.90 whereasrespondentswithfiveor more
years of schooling had amean weekly income of $168.30.

Table1 Education and ear ningsof 50 L abasa mar ket vendor s, September

1993
Yearsin school Frequency Percentage Mean net weekly
(grade completed) ® (%) earnings (F9$)
04 26 52 103.90
s 5 24 48 168.30
Total 50 100 134.80

In order to see if this difference was significant, the data were
subjected to chi-square analysis. The cross-classification of years of
schoolingwasasfollows: acell with0—-4 yearsof schooling waslabelled
‘illiterate middlemen entrepreneurs’ whileacell with5 or moreyearsof
schoolingwaslabelled* literatemiddlemen entrepreneurs . Theearnings
section wasdividedinto two categories, under $150 and over $151. The

value of chi-square (¢? = 4.2, d.f. = 1, p = 0.05) revealed significant

differences. Theseresultssuggest that astrong associ ation existsbetween
years of schooling and weekly earnings of the petty middiemen
entrepreneursin Labasatownship.
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Thedataweresubjectedtoafurther analysistogaugethedirection
andthestrength of therel ati onshi p betweenyearsof schoolingandweekly
earnings. This analysis was performed using the Spearman’s rank
correlation coefficient. It wasfound that therewasasignificant positive
relationship at the 0.05 level between yearsof schooling and net weekly
earnings. Itistherefore concluded that thelonger theyears of schooling
the greater the net earnings.

In light of these values of chi-square and Spearman’s rank
correlation coefficient, the null hypothesis may be rejected and the
aternate (research) hypothesis—that there is a significant positive
relationship betweenliteracy (over fiveyearsof schooling) and net mean
weekly earningsof petty middlemen entrepreneurs—be accepted at the
0.05significancelevel.

Theor etical background

MUCH HA Salready been written about the human capital model sinceit
wasfirst proposed by Schultz (1961) and devel oped by Mincer (1962) and
Becker (1964). Human capital theory treats education as a productive
asset similar to physical capital. It is argued that education leads to
increased production, which inturnisreflected inincreased earnings of
educated workers. The overall benefit of educationisviewed hereasan
investment that can be sold in the competitive market.

Crucial toanunderstanding of human capital theory istheconcept
of rate-of -return. Rate-of -return analysi streatseducation asaproductive
investment that tends to improve the work performance and overall
productivity of an individual. In other words, education isviewed asa
product, ‘produced’ through a process of saving and investment. An
underlying assumption of the rate-of-return thesis is that education
increases the marginal productivity of educated workers relative to
uneducated ones.

Many empirical studieshavebeenundertakenontherate-of-return
thesis(Blaug 1976, 1967; Davis1980). Inthese studies, rate-of-returnto
education isevaluated as an investment that tendsto increase earnings.

Thereareanumber of shortcomingswiththerate-of-returnthesis
and human capital theory in general. The rate-of-return to education
cannot, for example, be the only factor to account for differences in
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earnings; variationsin earnings will also be affected by differencesin
individual abilities, socio-economic backgrounds, hoursof work and so
forth. Inlight of this, attempts have been made (Denison 1964; Becker
1964) to estimate the degree to which earningsarein fact accounted for
by schooling. These studies have ascertained that approximately two-
thirdsof thedifferential inearningsmay beexplained by education(Davis
1980). Based on this finding, the rate-of-return to education could be
adjusted by multiplying earnings by acoefficient of 0.66. Thisiscalled
the alpha coefficient, and its corollary (I — apha) would therefore
represent everything other than education.

Therate-of-return approach has al so been criticised for failing to
show how educationisconceptually linked to earnings. Questionsrai sed
inrelationtothisargument are: how doeseducationleadtolearning?how
doesitimprovejob performance?how doesit increase output?how does
it increase earnings? and so forth. There are to date no satisfactory
explanationsto these questions.

Human capital theory in general has been criticised on anumber
of other grounds including its tendency to ignore the non-economic
benefits of education, make unrealistic assumptions about competitive
markets, exaggerate the importance of formal education, and under-
emphasise differencesin curriculum content and methods of teaching.
Differences in earnings resulting from the different aspects of the
economy are also not considered in thetheory.

The fundamental question of whether or not education indeed
raisesincomesand, if so, how, hasalso not been satisfactorily resolved.
Human capital theory assertsthat educationrai sesincomesby producing
relatively more productive workers whose marginal productivity is
rewarded in competitive labour markets. This argument has been
challenged: first, becausethequalitiesthat arerewarded by high earnings
may be the very qualities that lead to the differences in educational
attainment; and second, because |abour markets may not in fact be as
competitive as human capital theory claims.

Despitethese shortcomings, human capital theory could provide
auseful framework for pursuing the issue of the effect of education on
earnings. Therehavebeen someexcellent empirical studiesundertakenon
thisand related issues that merit some comment here.

For instance, Merrick (1976) found that an important source of
employment for theunskilled and uneducated wastheinformal sector of
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Belo Horizonte in Brazil. A characteristic feature of this sector was a
relatively largenumber of self- employeds. Liuand Wong (1981) analysed
wagevariationsamong Chinese manufacturing employeesin Singapore
in terms of their human capital investment. They found human capital
theory a useful framework for analysing the interrel ationship between
income growth and income inequality. Trzcinski and Randolph (1991)
examinedthedeterminantsof relativeearningsin M alaysiaover theten-
year period|967- 976 inthecontext of human capital development. Their
findingwasthat menin Malaysiacould affect their rel ativeearningsand
relativemobility throughindividual initiatives. It wasfoundtoothat once
anindividual had enteredthelabour force, further investmentsinhuman
capital didlittletoprotect orimproverelativeearnings. Gastonand Tenjo
(1992) studied educational attainment and earnings of part-time wage
earners in Colombia and found that individuals who chose schooling
(self-selection) had a higher rate-of -return to schooling than those with
less schooling. They reported that the average rate-of-return is highest
among individualswith primary education.

Pacificmarketshaveal soreceived alot of research attention (see,
for instance, Chandra 1980; Brookfield 1969; Belshaw 1965; Epstein
1961) but these studies have been idiographic in nature with afocuson
the nature and origins of the goods and servicesin the Pacific towns.

In most empirical studieson human capital theory, emphasis has
been placed on education and earnings of wageworkers. Very little, if
any, research hasbeen doneon human capital devel opment and earnings
of the self-employeds. The present study isfar moreunusual infocusing
on the self-employed petty middlemen entrepreneurs who operate as
market vendors, and more specifically, ontheeffectsof literacy ontheir
relativeearnings.

Asnoted, middlemen entrepreneurswerecategorisedintoliterate
and illiterate ones and it was hypothesised that literate entrepreneurs
wouldreceiverelatively higher earningsthantheir illiterate counterparts.
It was surmised that thismay bearesult of literate entrepreneurshaving
accessto alot more information about the market forces, especially on
suchmattersasconsumer preferencesand sensitivity tothepre-purchase
decision making process. Thus, with agreater relative awareness of the
subtle market forces, the literate middleman entrepreneur isin abetter
positiontoreduceuncertainty of thesal eand purchaseof goods(especialy
perishable market produce). The ability to read and write enhances
communication andinterpersonal skills, whichinturnhelpsinsecuring
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Information
(power)

creditfromfinancial institutionsfor ‘ quantity buying’ at acheaper price.
In short, all these different acts would help in reducing uncertainty and
assistaliterateentrepreneur inmaking aprofitableuseof the‘ purchased
uncertainty’.
Conceptually the relationship between literacy and earnings is
illustrated infigure 1.

Figure 1 Therelationship between literacy and earnings

Improved
communication &
interpersonal skills

Increased cognitive
awarenessof
market forces

Improved
opportunitiesto
acquirecredit

Lower levels
of uncertainty
aversion

The hypotheses tested in this study assume a new significance
when viewed agai nst the background of such theoretical and conceptual
considerations.

Quantity
buying

profits/earnings
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Discussion

THIS STUDY indicates that education operationalised in years of
schooling hasan effect onthemean weekly earningsof petty middlemen
entrepreneurs. Amongst theentrepreneurssingled outinthisstudy, it
was found that illiterate L abasa market vendors with less than five
years of schooling didinfact earn significantly lessthan those who
had over five years. While differences between the earnings of the
literateandtheilliterate market vendorsweresignificant, the earnings
of both groupscomparefavourably withemployeesinother industries
in Fiji. The mean daily wage of wage earners by industry groups for
1993 aregivenin Table 2.

Table 2 Mean daily wages by industry groups, 1993 (F$)

Agriculture $11.92 Commerce $12.08
Mining $13.04 Transport $14.56
Manufacturing $11.36 Service $13.04
Electricity $15.60 All Industries $12.64
Construction $13.92

Sour ce: Current Economic Statistics, October 1993, Fiji Government Bureau
of Statistics, Suva

By way of comparison, the mean daily net earnings of the market
vendorscal cul atesout at $22.47. | n other words, themarket vendor earns
appreciably more than the average employeein all industries ($12.64)
and almost twice as much as the workers in the manufacturing sector.
This finding is similar to that of Hart (1993), who studied economic
activitiesof thelowincomeearnersin Accrain West Africa. Hereported
that the incomes of the unskilled, illiterate migrantsin Accra compare
favourably with those of employeesin the formal sector. In asimilar
study, Isaac(1981) found that petty trading was a viable and thriving
economic activity in SierralL eone.

According to thetheory, it is possiblethat literacy contributesto
theincreased earningsof petty middlemen entrepreneursby givingthem
accesstoal ot moreinformationabout themarket, sothat they havelower
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levelsof ‘uncertainty’ aversiontoit. Perhapstheliterateentrepreneuris
more knowledgeabl e of pricing and availability of commoditiesfrom a
larger geographical area. Inshort, becauseof hisability toreadandwrite,
aliterate entrepreneur isbetter ableto extract profitsfrom ‘ new unique
and valuable combinations of resourcesin an uncertain and ambiguous
environment’ (Amit and Glosten 1985: 816). Given the paucity in print
of regular information of thistypeaboutlocal (L abasa) conditionsandthe
relative isolation of Labasa from the world’s mainstream marketing
activity, thispossibility may have only limited use as an explanationin
this case.

What is much more apparent is that since the relationship does
seem to exist, thereisgreat need for further investigation to clarify the
following typesof problems:

. A basic primary education of thetype predicated hereisunlikely
to have given specific preparation and training for operation asa
successful market vendor. The complex relationships between
individual abilities, curriculum content, extra-school experiences
andwhatever itisabout schooling that influencestheway inwhich
the mind functions are all open-ended questions that deserve
closest attention.

. Inthedevelopment of successful market vendors, itisquitelikely
that‘training’ andtipsfromexperiencedrel ativesandfriendswho
arealready ‘market wise' intheoperationsof thisarenaareof far
greater significance in the shaping of the next generation of
vendorsthan isanything that happenson the bumpy road to basic
literacy. Thisisalsoanareadeserving of much closer investigation.

. Thereisneed for somequalitativequestioning of therespondents.
It cannot simply be assumed that ‘ they have accessto alot more
informationabout themarket’ becausethey havelearnedtodecode
print. We need to know more about what use they make of their
literacy; what reading matter isavail abletothem and whether they
use it; whether there is a causal connection between the higher
earningsand theliteracy, or whether the earning ability islinked
withsomekind of educability factor sothat thisgroup of respondents
who by goodfortunewereabl eto attend school for someyearsare
also able to succeed in the market sphere; or other possible
explanatory factors.
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Obvioudly, thefindingsof thisstudy havepolicy implicationsthat
extend to policies about school curricula, school availability, informal
education, fostering of self-employment, and much beside. With scarcity
of paidemploymentinurbanareasof theThird World, it appearsthat one
way out of this dilemmawould be for governments to assist peoplein
getting involved in their own businesses, especially those that require
little capital outlay for successful operation.

Conclusion

IN THISresearch, | have analysed the variationsin the earnings of petty
middlemen entrepreneursin aninformal sector in the context of human
capital theory. Wherepreviousstudiesof therate-of -return to schooling
have focused on wage earners, this one has chosen to look at rate-of-
returnto schooling of petty middlemen entrepreneursand hasconclusively
shown that years of schooling has apositive effect on their earnings.

It was found that literate middlemen entrepreneurs were ableto
earn by market vending significantly morethan theilliterate ones. Itis
suggested that the differences observed here may possibly be due to
greater awarenessof pricing, consumer preferencesand themarket forces
at large, though this question requiresagreat deal moreresearch before
any firmanswerscanbegiven. Middlemen entrepreneurswho areableto
read and writewould, through newspapersand other reading materialsin
circulation, haverel atively moreinformationfor efficient performancein
thecompetitive market.

Thefinding of thisresearch could haveimportant implicationsfor
government policiesthat impingeon educationand employment. Further
research could explorevariationsin rate- of-return to schooling of wage
earnersinthedifferent sectorsof the economy. In addition, agreat deal
more needsto be known about therel ationship of schoolingtoadultlife,
and in particular about how the school curriculacould contribute more
tothepreparationfor effectiveself-employment outsidetheregular wage
market.
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