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Introduction

Most household businesses in developing countries are self-
employment enterprises without paid employees. These businesses
face several constraints, such as access to capital, skilled labor,

Chayanee Chawanote
Charles H. Dyson School of Applied Economics and Management, Cornell University

Framework & Methods

< A framework here builds on familiar theories of occupational choice.
<> Normalize household labor endowment to 1 which can be allocated
to work on farm (LF), non-farm employee (L%), or run non-farm

Rural Household Non-farm Businesses:
Startup, Expansion, Contraction, or Exit?

Results & Discussion

Transition matrices in Table 1 shows how NF business status,
based on firm size, changes over 2006 and 2010.
< Most households have never started their own NF business.

Table2 Multinomial logit of change in NF business status 2006/10

Never have NF business

Coef.

Std. err.

Coef.

Enter

Std. err.

Coef.
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Std. err.
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Coef.

Std. err.

- . - - gy - NF o Hhar - F _ | Assetindex05  -0.1121*** 00151 0.0102 00101 00034 00098 0.0985*** 0.0124
entrepreneurial ability, and government registry requirements, that limit ?US'”GSS_ (L™). Capital is U;ﬁg eghedr_ln farm production (K") or non < Almost 40 percent of rural households operated NF buSINESSES  accet ndex05h)  0.01655%* 0.0061 -0.0072 00072  00047%* 00019 -0.0140%** 00049
i ] _Par rofit from non-farm business: e . . Pseudo R2 0.2157
grow’fh and employment.creatlon (Mondragon-Velez and Pena-Parga, ' non _— — & The maijority of rural NF businesses are self-employed without seudo
2008; de Mel et al., 2008; Schoar, 2009). Tan (i Ly Ky )= max, p, (F Ly K7 ) =wl,—w, Ly =rK, I But more NF employers converted to merely self- N [th05
Among push and pull factors for rural households to start and LEY KN employees. BUl more N employers conve y o weat

- - - employed or reduced the firm size than maintained their status.  (miionbaht) —-0.0458¥*% 10.0145 0.0040  0.0080  0.0164 = 00126 0.0254™*  0.0125
expand a business, one might expect wealth to be the most important ct 0<K™ <A +¢ —KF | it | | " Netwealth05%2 0.0012 00031 -0.0000 0.0014 -0.0005 00014 -0.0008  0.0017
factor. Specifically, in the entrepreneurship literature, levels of | | woT e e Itis tough to maintain a rural NF business with employees. Agriland (100 rai) 0.0005** 00002 -0.0001 00002 00001 00001 -0.0005*  0.0002
household wealth often determine the probability of becoming an < Wage working outside household > wage working for household Pseudo R2 0.1952

entrepreneur instead of a wage worker (Evans and Jovanovic, 1989;
Banerjee and Newman, 1993; Hurst and Lusardi, 2004; Buera, 2009.)

business. MP of household worker > MP of non-family worker
<> A business owner decides how many non-family labors, [, to be

Table1 Transition matrix of NF business status 2006/2010

2010

Average marginal effects are reported. S.E. are clustered at sub-district level. Number of observations is 2,131.
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<> Push factors seem to be main factors to encourage participating
in rural NF businesses; hence limitation of enterprise growth.

oK (K" )w p.(A-a)f(K) (d-a)

<> No wealth effect in the middle range of wealth level:

- HH may better work for wage employment rather than
running NF business.

< Wealth affects at the lower and high (above 90™) wealth
level

- Less entry barriers for low-return NF business (subsistence)

- Lumpy investment for high-return/growing NF business

< Empirical framework:
< Probit estimations on having NF business in 2010.
< Multinomial logit of 4 choices: never having NF business in both
2006&2010, enter in 2010, exit in 2010, and still operating
<> Ordered probit with sample selection (Miranda & Rabe-Hesketh(2006):

Development.”, JPE 101(2): 274-298. | | | 1st stage: having NF business 1 if X'+ >0
Buera, F. (2009). “A Dynamic Model of Entrepreneurship with Borrowing Y, = : .
0 if X+ =<0

Constraints: Theory and Evidence”, Annals of Finance 5(3): 443-464.
Hurst, E. and A. Lusardi (2004). “Liquidity Constraints, Household Wealth, and

Conclusions & Further studies
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