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		Abstract

		Small and informal firms account for a large share of employment in developing countries. The rapid expansion of microfinance services is based on the belief that these firms have productive investment opportunities and can enjoy high returns to capital if given the opportunity. However, measuring the return to capital is complicated by unobserved factors such as entrepreneurial ability and demand shocks, which are likely to be correlated with capital stock. We use a randomized experiment to overcome this problem, and to measure the return to capital for the average microenterprise in our sample, regardless of whether or not they apply for credit. We accomplish this by providing cash and equipment grants to small firms in Sri Lanka, and measuring the increase in profits arising from this exogenous (positive) shock to capital stock. After controlling for possible spillover effects, we find the average real return to capital to be 5.7 percent per month, substantially higher than the market interest rate. We then examine the heterogeneity of treatment effects to explore whether missing credit markets or missing insurance markets are the most likely cause of the high returns. Returns are found to vary with entrepreneurial ability and with measures of other sources of cash within the household, but not to vary with risk aversion or uncertainty. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: microenterprises, returns to capital, self-employment

	
	

	
    

    
	

	
	
		JEL Classification: O12, O17

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			de Mel,  Suresh and McKenzie,  David John and Woodruff,  Christopher, Returns to Capital in Microenterprises: Evidence from a Field Experiment (July 2007). IZA Discussion Paper No. 2934,  Available at SSRN: https://ssrn.com/abstract=1004493 or http://dx.doi.org/10.2139/ssrn.1004493 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Suresh De Mel

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Peradeniya  ( email )

			

			
			
				
				
				
					University of Peradeniya
Dept of Economics & Statistics
Peradeniya
Sri Lanka
+94 81 2392622 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						David John McKenzie (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				World Bank - Development Research Group (DECRG)  ( email )

			

			
			
				
				
				
					1818 H. Street, N.W.
MSN3-311
Washington, DC  20433
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: IZA Institute of Labor Economics]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				IZA Institute of Labor Economics  ( email )

			

			
			
				
				
				
					P.O. Box 7240
Bonn, D-53072
Germany

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Christopher Woodruff

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of California, San Diego (UCSD) - Graduate School of International Relations and Pacific Studies (IRPS)  ( email )

			

			
			
				
				
				
					9500 Gilman Drive
La Jolla, CA  92093-0519
United States
858-534-0590 (Phone)
858-534-3939 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      293

			

		
		
		
			Abstract Views

			    5,217

		

		
		 
		
			Rank

			   42,424

		

		
	


	
		
            
            	      155 Citations
		

	

	
		
			
				       19 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    IZA Institute of Labor Economics Discussion Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                IZA Institute of Labor Economics Discussion Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            7,205

                                    

                                    
                                        PAPERS

                                           16,413

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Klaus F. Zimmermann at Global Labor Organization (GLO), Marco Caliendo at University of Potsdam

                                    

                                
                            

                        

                    

                
	
                    Behavioral & Experimental Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Finance eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,708

                                    

                                    
                                        PAPERS

                                           16,905

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Corporate Finance: Valuation, Capital Budgeting & Investment Policy eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Valuation, Capital Budgeting & Investment Policy eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,661

                                    

                                    
                                        PAPERS

                                           11,530

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Banking & Insurance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Banking & Insurance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,781

                                    

                                    
                                        PAPERS

                                           31,804

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Entrepreneurship & Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Entrepreneurship & Economics eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,304

                                    

                                    
                                        PAPERS

                                           11,637

                                    

                                

                                
                            

                        

                    

                
	
                    Entrepreneurship & the Social Sciences eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Entrepreneurship & the Social Sciences eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,161

                                    

                                    
                                        PAPERS

                                            4,621

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Economic Lives of the Poor

                        
                            By
                                
                                
                                    
                                    Abhijit V. Banerjee
                                     and 
                                
                                    
                                    Esther Duflo
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Economic Lives of the Poor

                        
                            By
                                
                                
                                    
                                    Abhijit V. Banerjee
                                     and 
                                
                                    
                                    Esther Duflo
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Returns to Capital in Microenterprises: Evidence from a Field Experiment

                        
                            By
                                
                                
                                    
                                    Suresh De Mel, 
                                    
                                
                                    
                                    David J. Mckenzie, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Entitled to Work: Urban Property Rights and Labor Supply in Peru

                            
                                By
                                    
                                    
                                        
                                        Erica Field
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Savings Constraints and Microenterprise Development: Evidence from a Field Experiment in Kenya

                            
                                By
                                    
                                    
                                        
                                        Pascaline Dupas
                                         and 
                                    
                                        
                                        Jonathan Robinson
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Measuring Microenterprise Profits: Don't Ask How the Sausage is Made

                            
                                By
                                    
                                    
                                        
                                        Suresh De Mel, 
                                        
                                    
                                        
                                        David J. Mckenzie, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Return to Capital in Ghana

                            
                                By
                                    
                                    
                                        
                                        Christopher Udry
                                         and 
                                    
                                        
                                        Santosh Anagol
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Shape of Temptation: Implications for the Economic Lives of the Poor

                            
                                By
                                    
                                    
                                        
                                        Abhijit V. Banerjee
                                         and 
                                    
                                        
                                        Sendhil Mullainathan
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Shape of Temptation: Implications for the Economic Lives of the Poor

                            
                                By
                                    
                                    
                                        
                                        Abhijit V. Banerjee
                                         and 
                                    
                                        
                                        Sendhil Mullainathan
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Shape of Temptation: Implications for the Economic Lives of the Poor

                            
                                By
                                    
                                    
                                        
                                        Abhijit V. Banerjee
                                         and 
                                    
                                        
                                        Sendhil Mullainathan
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.128 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
