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Improving Businesses: Product Design and Additional Services
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Starting in early 2005 we surveyed about 2400 households randomly selected from 120 “small” slums in and around Hyderabad city. The proximate goal was to create a baseline for a randomized evaluation of Spandana’s micro-lending program, but it also provides a rich new dataset for studying tiny family-run enterprises. 

The average family in this data set is a family of 5, with monthly expenditure of Rs 5,000, which makes them poor, but not ultra poor: only 6% of these households live under a dollar a day per member, but 47% live under 2 dollars a day. 67% of the household live in a house they own, and 29% in a house they rent. The median house has two rooms though 2/3 of the houses are Kuccha. 98% of the 7-11 years old, and 84% of the 12-15 year olds are in school. 

The first fact that emerges from the survey is that it is very common for families to own a business: 31% have one business and 9% have more than one, compared an OECD average of 12%. Most businesses do not require many specialized skills: 17% own a Kirana store, 8% own a fruits and vegetable sellers, 6.6% own a telephone booth, 6.3% have a milk business and 4.31% are auto drivers. The one possible exception is tailoring—12% are tailors. 

Given the fact that there are so many people doing the same things, it is no surprise that many people in same slum are running the same business: many Kirana shops in a single slum, presumably with the predicted implication for their profit margins. 

Businesses are small. Only 2% of businesses have a partner; 10% have an employee; and no one has more than 3 employees. Even when we include household members, only 42% of businesses have more than one worker and 5% have more than three workers.

Only 20 out of 730 businesses have a separate room in which they operate. 20% use no productive assets whatsoever. The productive assets that are used are not particularly sophisticated: the most common assets include: Sewing machines (43), Tables (71), Chairs (83), a weighing balance (61), a pushcart, motorized or not (86). Interestingly almost none of these assets are rented. 

Not surprisingly, the businesses do not generate a lot of revenues: The average revenue is actually Rs 12,000 per month but the median is Rs. 3600.  Yet the owners work very long hours: in our data, the number of hours worked in the last week by a full-time business owner ranges between 40 hours per week and 119 hours per week. The mean is 72 hours, and the median is 77, which means more than ten hours a day, seven days a week. However many businesses are part-time businesses, one of the many activities the owner undertakes. Part-time owners work only 24 hours per week on average.

The average monthly profit, after deducting any rents they pay but not the unpaid time spent by household members, is Rs 1,859, and the median is Rs 1,035, a real but modest gain.  Fifteen percent of the businesses have lost money in the last month, after subtracting rents. 

However when we value the long hours spent by household members, even at the low rate of Rs 8 an hour (which would give someone close to the minimum wage for a eight hours day), both median and average profits turned mildly negative. 

Are these negative results because the scale is sub-optimally small: i.e. are the long hours largely being wasted because the amount of capital they are working with is inefficiently small?  Or is it because the household is starting a business to “buy a flexible low-intensity job” and does not really want a larger business because that would make the job too demanding? And if it is the latter, would the availability of much/cheaper bigger loans change that? 

Why should these businesses lack capital? One obvious explanation is that there are imperfections in the credit market, though it could be the risk of taking on a larger investment that is also holding them back. 

What do we know about access in this population? A large fraction of household have debt: 69% of the households have at least one outstanding loan and 46% of the households have more than one outstanding loan. The average loan, when it was taken out, was for Rs 20,000 (the median was Rs 10,000). The average interest rate is 3.85% per month (which is close to 80% a year). Loans are taken from moneylenders (49%), family members (13%), friends or neighbors (28%). Loans from commercial banks are rare and there are almost no MFI loans (this was before Spandana entered the slum). We asked the respondents how much more extra loan repayment they could handle: The median person said Rs 500 per month while the mean was Rs 1,000, both of which, conveniently, are in the range of what it would take to repay a Rs 7,500 loan from Spandana. Among those households who do not have a loan, 56% say they want one but could not get one.

However when we asked people why they took out the loans they have few (7%) said it was for starting a new business and 1.33% said it was for business expansion. Moreover households that have businesses are no more likely to be indebted. The main purposes for taking out a loan are health expenses (17%), temporary difficulty (10%), marriage (13%), home construction (10%), and consumption (10%). Of course this might just reflect the fact that the loans that they had access to were very expensive. Credit here is clearly acting partly as a substitute for insurance: essentially no one has health insurance in this population (though 26% have life insurance and 34% have savings accounts) and 40% of the household had to spend Rs500 or more on health in the last year. Moreover for those who had to spend money, the average expense was R7500 (median Rs 3,000) and 60% of the households who had a sick member had to borrow.

The fact that Spandana loans are much cheaper than the loans that they were getting, gives us some reason to believe that these loans might go into business expansion/creation. However a puzzle remains: Many of the Kirana shops have Rs. 1500 or less in capital. This is not a lot of money for these people, especially for the half of them who spend $2 a day or more. Just by cutting their spending on alcohol and cigarettes to the levels we see among those who spend $1 a day or less, they could save enough to double the amount of capital stock they have. Why aren’t they?



            CAB/CMF Conference on Microfinance


January 2008, Pune








�





A snapshot of small business in Hyderabad: Results from a large-scale survey





Abhijit V. Banerjee 


Esther Duflo 


Rachel Glennerster





�








	1
	This study was conducted as part of a CMF project.  The following CMF RA managed this project: Aparna Dasika.  For more information, see http://ifmr.ac.in/cmf/?page_id=440


	2
	



