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Understanding microenterprise dynamics

• The experiments subject the microenterprise owners 
to a series of shocks (almost all positive shocks). 
What do we learn from the way they respond to 
these shocks?
– Capital constraints? What is MPK? Are firm owners 

optimising capital stock?

– Constraints to hiring labour? What is MPL? Are firm 
owners optimising the use of labour?

– Can owners be taught to make their businesses more 
productive? (Karlan and Valdivia 2011; Bloom et al 2012; 
Drexler, Fischer and Schoar, 2011, etc.)

– Does informality suppress growth? (e.g., de Soto 1989; 
Rauch 1991)



Capital, wages and training

• Previous project: Provided capital injections into 
microenterprises in Sri Lanka
– Large increases in profits

– But no change in employment



Capital…effects after 5 years

Science, 24 Feb 2012



Capital, wages and training

• Previous project: Provided capital injections into 
microenterprises in Sri Lanka
– Large increases in profits

– But no change in employment

• Data suggest that learning to manage non-family 
employees is a particularly difficult step to make
– Management skills? – How to hire, how to manage

– Types? – How will the owner determine if he/she is an 
effective manager?

– Need for a large lump of capital to make the new worker 
productive?

– Training required to make a new worker productive? 



Project motivation

• This project: examine the reasons why the non-
employer to employer transition is so challenging

• We offer selected firms 1 or 2 of the following:

– Matched savings program (50-100% match rates, ‘locked’ for 9 
months)

– Training (ILO “Improve Your Business”)

– Incentives to hire new worker (4000 LKR/month, ~50% of 
unskilled wage)



Project motivation

• Previous work on:
– Financial constraints

• De Mel et al (2008, 2009), Fafchamps et al (2011), grants (urban
small)

• Banerjee, Duflo, Glennester and Kinnon (2010); Karlan and Zinman
(2010), microfinance (clients)

• Bandiera et al (2010), grants (rural ultrapoor)

– Training
• Karlan and Valdivia (2011), MFI clients Peru

• Drexler et al (2010) female MFI clients DR

• Berge et al (2010), MFI clients Tanzania

• Bruhn and Zia (2011), MFI clients Bosnia-Herzegovina

• Bloom et al (2012), India, but not microenterprises

– Incentives to hire
• ?



Project motivation

• This project differs in two ways from most of the 
earlier work:
– Random sample of microenterprise owners

– Intervening on three different fronts – also enables us to 
examine the existence of interactions across the factor 
inputs.

– The three interventions are not policy interventions. We 
don’t propose them as policies. But we do think that they 
may help us understand how microenterprise owners 
think about growth.

• We can fully identify the production function [Y = A f(K,L)] of the 
microenterprises

• That may help us understand how to design better policies.



Sample

• Sample of 1535 Sri Lankan microenterprise owners
– Male

– 18 Urban areas (DS divisions)
• Colombo (5), Kalutara, Gampaha, Negombo

• Kandy, (5)  Matale, Kurunegala, Kegalle

• Galle , Matara

– Selected through door-to-door screening exercise of 
households in randomly selected GNs

– aged 20 to 45

– with 2 or fewer employees at baseline (87% non-
employers)



Timeline of project

Apr 2008Apr 2008

April 2009April 2009

Screening and baseline surveyScreening and baseline survey

Oct 2008Oct 2008 Baseline survey for ‘booster’ sample + follow-upBaseline survey for ‘booster’ sample + follow-up

October 2009October 2009

April 2010April 2010

October 2010October 2010

April 2011April 2011

October 2011October 2011
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Timeline of project

Apr 2008Apr 2008

April 2009April 2009

Screening and baseline surveyScreening and baseline survey

July 2009: Training program July 2009: Training program 

Oct 2008Oct 2008 Baseline survey for ‘booster’ sample + follow-upBaseline survey for ‘booster’ sample + follow-up
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Timeline of project

Apr 2008Apr 2008

April 2009April 2009

Screening and baseline surveyScreening and baseline survey

June - July 2009: Training program June - July 2009: Training program 

Oct 2008Oct 2008 Baseline survey for ‘booster’ sample + follow-upBaseline survey for ‘booster’ sample + follow-up

Nov 2008: Begin matched savings programNov 2008: Begin matched savings program

August 2009: Begin wage subsidies August 2009: Begin wage subsidies 

August 2009: Savings program account ‘unlocked’August 2009: Savings program account ‘unlocked’

October 2009October 2009

May 2010: Wage incentives end May 2010: Wage incentives end 
April 2010April 2010

October 2010October 2010

April 2011April 2011

October 2011October 2011



Sample: Random allocation to cells

Note: Stratified on retail vs non-retail and region (Colombo area, Kandy area, Galle area).



Take-up: Proportion of those offered

Number Offered % Participating

Savings 559 81.4%   (455)

Training 589 57.9%   (341) (1)

Employment 845 29.2%  (247)

(1) Based on the percentage completing the training course.  368 (62.5%) began the 

training course.



Who takes up: Employment

De Mel et al, May 2010 AER P&P. Based on initial take-up by 22% of the sample.



Expected treatment effects: “1st stage”

• Savings incentives � Capital stock

• Training � Management practices

• Wage subsidies � Labour



Effect of savings program on inventory levels



Measuring management practices

• Series of questions about actual business 
practices:
– In the last 3 months, have you visited one of your competitor’s businesses to 

see what prices they are charging?

– In the last 3 months, have you asked your existing customers whether there 
are any other products they would like you to sell or produce?

– In the last three months have you attempted to negotiate with a supplier for a 
lower price on raw materials or goods purchased?

– How frequently do you run out of stock of inventories or raw materials?

– Do you keep written business records?

– Do you have a written budget which tells you how much you have to pay each 
month for rent, electricity, equipment maintenance, transport, advertising, 
and other indirect costs of the business?

– Do you have a target set for sales over the next year?, etc.



Management practices
Sri Lankan firms, 0-2 employees



Management practice
Ghanaian firms, 1-20 employees



Effect of training on management practices



Effect of wage incentives on number of paid 

workers



Effect of savings incentives on inventories



Effect of programs on management 

practices



Effect of programs on employment



Effect of programs on inventory level



Effect of programs on sales



Effect of programs on profits



Multiple program interactions



Summary of results
• Savings incentives:

– Effects on inventory investment and sales

• Wage incentives:
– Effect on employment, weak effect on inventory 

investment; weak positive effect at the beginning on 
management practices which becomes weak negative 
effect after some delay.

• Training:
– Effects on management practices and employment, weak 

delayed effect on sales

• None of the programs seem to impact on profits

• Interactions: mostly negative

• All measured a mean effects (w/ truncated data in 
some cases). Effects on the distribution?



Rounds 7 and 8



Rounds 7 and 8



Distribution of effects

• Savings: effects on sales in the middle of the 

distribution

• Wages: No effects on sales anywhere in the 

distribution

• Training: Effects of savings at the top of the 

distribution



Conclusions and policy

• Some suggestion that the savings program has 

effects similar to the capital drops: Increases in sales 

and weak increases in profits. 

• Training shows some interesting effects after delay. 

We need more time to see if these effects are real. 

• On the other hand, wage incentives have a lasting 

effect on employment (not trivial given the number 

of microenterprises in low- and middle-income 

countries). But they don’t seem to become more 

profitable when doing so. 


