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constrained rational decisions in their choices of what
goods they trade, by considering product selling
characteristics, supply and demand factors, and related
risks and profit margins [pp.474-475]. In her opinion,
selling different products is seen as an optimal decision

which maximize earnings and spreads risk [p.476].

THE ROLE OF RISK IN STREET TRADE

In the literature on street trade, two different
positions have been stated regarding the risk propensity
of sellers. On the one hand, Evers and Mehmet [1994, p.4]
perceive them as risk avoiders while PREALC [1988, p.71]
extol their proneness to take risks and their

'Schumpeterian spirit.'

Street traders' economic rationality in their
management of risk has been remarked by Evers and Mehmet
[1994] . They point out that small marketers face several
types of risks and uncertainties in carrying out their
activities, although such problem has been scarcely

attended in the literature on informal sector [p.1].

Inasmuch as formalization is not always a feasible
or convenient solution to their risk problem, traders
tend to develop a set of strategies that helps them to
cope with wuncertainty, such as: daily replenishment of
stocks, avoidance of long term credit, formalization of
relations with government agencies [Evers and Mehmet
1994, p.1l], working 1long hours, indulging in mixed
trading, seeking supplementary sources of income, trading
in small quantities, and assuming many costs of petty
trading themselves [p.4]. Another important risk-
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reduction measure 1is the building and cultivating of
social networks which provide them with both wvaluable
market information [Geertz 1992] and financial assistance

in emergency situations.

Mendoza [1992] has pointed out that the very fact
that street vendors operate informally increases their
risks, which compels them to cooperate with each other
and to look for longer-term economic relationships among
them and with both their suppliers and customers. In his
opinion, street vendors take risks but with a rational
strategy: in conditions of high uncertainty it is better
to establish long term personal relationships that do not
lead to short-run profits maximization, but that increase

the probability of remaining in business in the long run.

STREET TRADE IS NOT A 'PERFECT COMPETITION MARKET'

Although street traders operate in a very
competitive environment, this does not mean that their
market structure resembles closely to what economists
call 'perfect competition’' [Samuelson and Nordhaus 1989].
Even though street trading cannot avoid the influences of
supply and demand forces, in some regards it may be
properly characterized as a semi-oligopolistic sector,
and even some of their participants act as true

monopolists. On the one hand, traders sometimes practice-

price collusion in order to avoid 'price wars' [PREALC
1988, p.47] --a conduct typical in oligopolies. On the
other hands, the spatial dimension of competition

sometimes permits some sellers to become a sole supplier
of a certain good or service in a certain area, which

facilitates such traders adopting 'monopoly pricing.'
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Additionally, competing through product and service
diversification --a feature of 'monopolistic-competition'
markets-- 1s very common among street vendors.

According to Bromley [1971, p.125], the market-place
in general does not possess the characteristics of what
economists name 'perfect competition' --atomistic, open,
free and rational. Where 'atomistic' means that there
exist a great number of small independent buyers and
sellers with no monopolistic power. 'Open' indicates that
no barriers exist to enter the markets. 'Free' means that
prices are determined only by supply and demand forces.
'Rational' implies that all participants try to maximize
profits.

Furthermore, in his analysis of the 1location
behavior of Colombian street traders, Bromley [1978b,
p.42] states that although, at first glance, they might
be considered to operate under ‘'perfect competition,'
"most street traders operate in a very imperfect market,
which is not truly atomistic, open, free, or rational,
and in which there 1is considerable intervention by
government and big business" [p.42].

Nakanishi [1990, p.289], in his study of trading in
Metro Manila, proposes that the urban informal markets
are not (perfectly) competitive but segmented Dby
participants' origin. Such segmentation is based on
mutually convenient personal relationships that reduce
the risk associated with imperfect information.
Furthermore, he considers that the labor market has

monopsonistic features.
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DEGREE OF COMPETITION AMONG VENDORS

Although ‘'perfect competition' does not seem to
exist in street selling, this market structure
constitutes an ideal model to which actual street markets
more or less 'resemble.' Particularly, the existence of a
strong rivalry (which is commonly used as a synonymous
for ‘'competition'), has Dbeen widely reported in the
literature as a major feature of street markets [Bunster
1983, p.9%94]. On the other hand, high rivalry and ease of
entry tend to negatively affect participants' earnings
[Escobar 1988, p.113; Bromley 1978a, p.1167; Bromley
1982, p.61]. Interestingly, among Street: traders,
competition takes place in two main ways: location and
price competition [Isaac 1981, p.359].

Although vendors perceive newcomers as a source of
stronger competitive  pressures, they define their
competitors as those vendors close to them selling the
same product, and they are not as concerned about traders
who do not invade their immediate area of influence
[PREALC 1988].

According to Mendoza [1992] there exist a mix of
rivalry and cooperation among street vendors. Rivalry is
fueled Dby individual <creativity and guarantees good
customer service, while cooperation permits coping with
both economic and social risks. Economic cooperation
among vendors takes two main forms: A) street vendors
operating the same line of products share inventories in
such a way that when someone needs to sell a product that
he does not have in inventory, any other member "lends"

the soliciting seller some products from his inventories;
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related to the trading of more durable goods, to higher
investment in inventory, and with no shifts in product

line.115

On the other hand, businesses which generate
superior net incomes also use a Jreater number of
workers, generally relatives. In the majority of the
cases such workers are non-paid relatives although in
some few cases they are paid workers. It is possible that
the use of workers provide more flexibility to the owner
to perform another job whereas their stall remains open
generating income. Additionally vendors who have another
job tend to be younger, and also tend to have greater
earnings, which indicates that younger vendors have a
double advantage over older traders: on the one hand they
have greater earnings from street vending, -on the other
hand it 1s easier for them to find another job hence
additionally increasing their total net income.

High-earnings vendors are not generally descendants
of street vendors and they more often entered the
business via help from other people. They more likely
started working in street selling as employees in an

already established.

High-earning vendors do not value freedom and

flexibility as high as low-income traders. They feel

" The Pearson correlation coefficients of monthly
earnings with these variables are: with a dummy with a
value of 1 for durable goods (0.24; significance level of
0.068); with the value of stock (0.55; significance level
of 0.000); with a dummy variable with a value of 1 if the
trader shift to other products (-0.33; significance level
of 0.017).
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proud of being street vendors but do not want their
children to adopt such job. Some of them had the
opportunity and the economic resources to buy a stall in
public market buildings but they did not want to make
such an acquisition. 1In fact, they have a strong
preference for selling on the street.

As stated above, the distribution of street traders
in Mexico is biased towards the 1lowest 1levels of
income.11® According to information from INEGI [1989] less
than 50% of street traders in Mexico City earn an income
lower than the minimum wage, and almost 40% of them earn
between 1 and 2 times such amount. In contrast, data from
the studied sample evidence that the selected vendors
constitute a relatively well-rewarded group, since only
12% of them earn less than the minimum wage, while 42% of
them have earnings greater than 3 times the minimum wage.
On average, gross profits of respondents were 2.9 times
the minimum wage.

However, it must be remembered that the regulation
of nominal minimum wage by the Mexican Government and the
high inflation registered during the 80's, caused a
significant drop in the real minimum wage, at the time
when a significant proportion of workers earned actually
a higher income than the minimum wage. According to the
1990 Population Census [INEGI 1992], only 21% of the
total active population in Mexico City earned nominally
less or equal than the minimum wage, whereas 79% earned a
greater amount. More recent data from the National Survey
of Micro-business [INEGI 1994] indicate that in 1992 27%

8 See Table III.9 in the Appendix.
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of those self-employed (trabajadores por su cuenta) and
24% of wage workers (asalariados) in informal micro-
enterprises earned less or equal than the minimum wage.117
Given such figures, the minimum wage can hardly be
considered as an indicator of the average income of
unskilled labor in Mexico.

In an attempt to explain monthly earnings a multiple
regression analysis was runl!l® using four independent

variables:

1) A dummy variable of the individuals' opportunities in
the labor market which is measured as a dummy with value
of 1 if the individual considers him or herself as
capable of getting another job, and 0 if not.

2) A dummy variable of gender which adopted a value of 1
for males and 0 for females.

3) A dummy variable of location with a value of 1 if the
vendor operates at the illegal-high demand zone, and 0 if
he/she operates at the legal-low demand zone.

4) A variable of capital invested, that is, the value of
the total inventory own by the trader.

The regression is statistically significant with an
R2 of 0.496 (significant at 0.0000), and the t statistic
values for the four independent variables were 2.72,
1.88, 2.64 and 2.36, respectively. These results tend to
support the following hypotheses:

117 In the case of business owners (patrones) those
earning one minimum wage or less represented only 4% of
such group.

8 See Table III.30 in the Appendix.
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A) Individuals who have job alternatives --an indicator
of either or both better human capital endowments and
lower age-- tend to earn more.

B) Males tend to earn more than females. Besides the
already reported personal and economic advantages of
males over females which facilitates males' adoption of
high-profits businesses, the latter also tend to have
more important economic responsibilities at their
household and, therefore, are pressured to generate a
higher level of income. In contrast, it is possible that
females adopt a more conservative business approach as
far as their income is complementary within the household
budget .119

C) Operating in the illegal-high demand zone increases
profits, although it implies a higher risk and additional
inconveniences.

D) The higher the capital invested in merchandise, the
higher the earnings. However, low capital vendors tend to
earn more per monetary unit invested which implies a

higher earnings to capital ratio.

IV.11 VENDORS' PERCEPTIONS AND ASPIRATIONS

Data from the sample permit identification of how
street vendors perceive their own job and the role of the

government; their reasons for leaving street trade if a

"8 This argument may be supported by the observation that
a greater number of total members per income generating
member exist at males' households (3.29) than at females'
households (2.24).
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same-income wage job were to be available; and their

desires with regard the occupation of their children.

Concerning the vendors' perception of their work,
83% of the subjects felt 'proud' of their job, whereas
the remainder expressed' feeling 'somewhat proud' or
'definitely not proud.' This result is consistent with
findings reported in the literature that indicate that
street marketers tend to develop a sense of pride in
their job [Armstrong and McGee 1985; PREALC 1988].

Street sellers tend to perceive their job as a risky
activity, since 73% of them declared it to he a 'risky
occupation,' whereas the remainder considered 'somewhat
risky' or 'definitely mnot risky.' The non-neglegible
proportion of vendors not considering their job as
'risky' might evidence the fact already discussed. that
experience and social networks tend to reduce Dboth
uncertainty and the 'costs of illegality, hence

plausibly reducing the perceived risk of the enterprise.

The flexibility of the job is shown by the fact that
80% of the interviewees responded that this job
'permitted them to carry out other personal or family

activities.'

The vendors' desire for their children to enjoy
social and economic mobility accounts for their high rate
of response that 'they don't want their offspring to work
in street vending' (62%). The significant remainder
(38%), however, is explained by the strength of family
networks and tradition.
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The fact that 80% of the individuals declared
feeling 'glad' with their current earnings should not be
misunderstood. Such an answer is likely an indicator of
their income-maximization job-selection strategy, and not

a negation of their economic difficulties.

The reasons for 1leaving or remaining in street
vending in the face of a same-income wage job opportunity
permits the identification the advantages and
disadvantages of the occupation. On the one hand, 8 and 5
out of 20 willing-to-shift individuals declared that
their main reasons for such responses were 'the hardships
of the job! and 'the insecurity of the job, !
respectively. On the other hand, 14 out of 17 unwilling-
to-shift respondents expressed that the main reason to

remain in the job was 'autonomy.'

Finally, the high rate of adverse opinions regarding
the adequacy and fairness of government regulation of
street trade (90% and 88%, respectively) are an indicator
of the strong negative feelings that the Program for
Improvement of Popular Retailing has raised among street
traders.

Interestingly, 59% of respondents declared that the
government should let them operate freely, while 37%
expressed that it should provide adequate support. These
latter demands may be related to the fact that street
sellers consider that their activity is a fair job which
provides a valuable social service: 66% of the sellers
considered that their activity was not negative from a

societal perspective ('for the country'), while 10%
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accepted that damages are caused but that such occupation

'is necessary.'

IV.12 INSTITUTIONAL ASPECTS OF STREET TRADING

As stated above, some street vendors pay fees for
operating to their leaders or directly to city officials
(as bribes). Those vendors paying higher fees tend to be
young, migrants, not descendants of street vendors, low-
tenured, have other job opportunities, have higher
earnings, have another stall, are independent (do not
have a leader), have other occupation, and sell durable
goods.

A regression analysis run for all the vendors in the
sample indicated that together these variables explained
around 38% of the variance in fees.120 particularly,
enjoying the protection of a leader reduces the expected
fee; whereas older, high tenured, and low income traders
tend to pay lower charges; finally, natives descendants
of street vendors also pay less.

These results may indicate that a social and
economic rationality exists in the determination of the
cost of such informal rights. On the one hand, experience
and social networks reduce such costs; particularly, the
role of the leader as a cost-reducing factor constitutes

an important economic rationale for the existence of such

0 gee Table III.31, III.32, and III.33 in the Appendix.
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institutional agent. On the other hand, it is
economically rational that sellers with higher (lower)
earnings are willing to pay a higher (lower) 1level of
fees or bribes.121

Operating in the illegal zone permits sellers to
earn a higher net income but also implies both a greater
risk of their merchandise being confiscated by city
officials and a higher expected fee (bribe) payment.
Thus, it is plausible that location choice depends on the
expected profits and operation costs, including the

expected loss 1f their goods are confiscated.

Therefore, it 1is hypothesized that those wvendors
selling in the illegal high-demand zone should exhibit a
higher 1level of earnings (net of permission fees and
bribes), and should be better endowed with greater
experience and social networks that reduce their
operating risks. Likewise, those sellers operating in the
legal-low demand zone should exhibit a lower level of net
earnings, and their experience and social networks should

be less significant.

In order to test this hypothesis, a 1logistic
regression analysis was run, which confirms that those
traders with higher earnings (net of fees or bribes), and

those sellers with higher tenure (a proxy variable for

121 Regarding this point, it 1is plausible that city
officials implement a 'price-discrimination' policy, by
charging higher bribes to young/high-earnings/low-
experienced vendors, and vice versa.
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