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Abstract 

 

In this paper, I investigate the factors influencing the household’s decision 

to run a business and the factors affecting the ability of the business to 

expand its size. First, I characterize an occupational-choice model with an 

imperfect financial market. Then, I test the predictions from the model 

using a household-level data from Thailand. The findings are consistent 

with the model’s prediction. Namely, the households with higher wealth 

and a better-educated household head are more likely to run a business. 

Moreover, wealthier households are less likely to be constrained. Finally, 

being a member/customer of village institutions/organizations helps 

alleviating the problem of imperfect financial markets. 
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Chapter 1 

Introduction 

 

 

In the economy with a perfect financial market, the resources will be allocated to the producers 

with the highest marginal productivity. On the other hand, if the financial market is imperfect, 

some producers with high productivity might not be able to start a business or to expand their 

business to the optimal scale since they could not obtain the required funds to do so. 

This paper aims to investigate the evidence of financial frictions in Thai villages. Using 

the household-level data from two provinces in Southern Thailand, I show that the wealthier 

households are more likely to start a business. In addition, the wealthier households are less likely 

to be constrained from operating their business at the optimal scale. 

The structure of the paper is as follows: I review the related literature in chapter 2. 

Chapter 3 discusses the research framework used in this paper and presents the stylized facts in 

the data. The empirical findings are reported in chapter 4. Chapter 5 concludes.  
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Chapter 2 

Literature Review 

 

 

Evans and Jovanovic (1989) develop an occupational-choice model with an imperfect financial 

market. In their model, individuals are different in “entrepreneurial ability” and wealth. 

Individuals self-select themselves into being entrepreneurs or wage workers. Moreover, the 

amount of capital available to entrepreneurs depends on their wealth level due to the imperfect 

financial market. As a result, individuals with higher ability and/or wealth are more likely to 

become entrepreneurs. 

 Lloyd-Ellis and Bernhardt (2000) develop a dynamic occupational-choice model with 

borrowing constraint. They show that the equilibrium path depend on the distribution of the 

entrepreneurial ability. If the ability is relatively abundant, the equilibrium path will follow the 

traditional development process. On the other hand, if the ability is relatively scarce, the long-run 

“distributional cycle” will emerge in the equilibrium. 

Buera (2009) shows that, unlike in static models, the relationship between wealth and the 

probability of starting a business is non-linear in dynamic models. That is, an individual’s wealth 

increases the probability of becoming an entrepreneur at low wealth levels, but lowers the 

probability at high wealth levels. 

 Using the household-level data from the U.S., Hurst and Lusardi (2004) find that the 

positive relationship between household wealth and the propensity to start a business only exists 

for the richest 5% of households in the data. For the other 95%, there is no relationship between 

initial household wealth and the propensity to start a business. 
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Paulson and Townsend (2004) study the effects of financial constraints on 

entrepreneurial activities of households in rural Thai villages. They find evidence of imperfect 

credit market. The wealthier households are more likely to become entrepreneurs, make larger 

initial investment, and are less likely to be constrained. 

Paulson and Townsend (2005) study the effects of the 1997 Asian crisis on 

entrepreneurial activities in Thailand. They find that, during the crisis, household wealth does not 

increase the probability of starting a business. However, they argue that their finding is not 

evidence of better financial intermediation but rather the result of lower wage rate during the 

crisis. 
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Chapter 3 

Research Methodology 

 

 

3.1 The Model 

The model considered in this paper is based on the occupational-choice models developed by 

Evans and Jovanovic (1989) and Lloyd-Ellis and Bernhardt (2000). Consider an economy with a 

continuum of agents, indexed by  . In each period, each agent decides whether to run a business 

(or become an entrepreneur) or to work for a business as a wage worker. Agents differ in their 

wealth level, denoted by   , and their “entrepreneurial ability”, denoted by   . 

 In this model, the entrepreneurial ability reflects the ability of an entrepreneur to create 

outputs from a given amount of inputs. In other words, it is equivalent to the total factor 

productivity (TFP) in usual sense. The sources of the difference in ability could be education, 

experience, tacit knowledge, or skills. The production function is assumed to be Cobb-Douglas, 

i.e., 

        
   

    (1) 

where    denotes the outputs produced by entrepreneur  , 

    denotes the level of capital used by entrepreneur  , 

    denotes the level of labor used by entrepreneur  , 

   denotes the share of capital income in the production function. 

 The financial market in this economy is imperfect. Due to the financial frictions, the 

maximum level of capital that entrepreneur   can use is a constant multiple of the wealth level of 

entrepreneur  , i.e.,  
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       . (2) 

The model does not specify the reason for the borrowing limits. However, several candidates 

have been discussed in the literature (i.e., moral hazard problem, adverse selection, and limited 

commitment). 

 Each agent is endowed with    units of labor in each period. If an agent with ability    

and wealth    chooses to become a wage worker, his total income in that period equals to 

                   (3) 

where   and   denote the equilibrium wage rate and the equilibrium interest rate, respectively. 

On the other hand, if an agent with ability    and wealth    chooses to become an entrepreneur, 

he solves the following problem: 

         
     

   
                 (4) 

subject to the borrowing constraint (2). Let           denote the solution of the entrepreneur’s 

problem. Then, an agent with ability    and wealth    chooses to become a wage worker if 

                    and chooses to become an entrepreneur otherwise. The model 

suggests that the level of ability and wealth of household increase the propensity of becoming an 

entrepreneur. 

 

3.2 The Data 

The data used in this paper are parts of the Townsend Thai project. The data are from the survey 

conducted in 2003 covering 241 households from 16 villages in 2 provinces in the South of 

Thailand (Satul and Yala). The survey covers the details about the households’ characteristics, 

production activities, and expenditures.  
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3.3 Stylized Facts 

3.3.1 Financial Environment 

Two main formal lenders in Thai villages are the Bank for Agriculture and Agricultural 

Cooperative (BAAC) and commercial banks. As discussed in Paulson and Townsend (2004), the 

BAAC is much more active in the rural areas while the commercial banks tend to be 

concentrated in the Central areas. 

Another lender, which has become more important in the past few years, is the village 

fund. The “one million baht village fund” program is a part of the past government’s emergency 

program. The program was announced on February 26, 2001 with the goal to create 74,881 

funds in total (for 71,504 villages and 3,237 communities). To each fund, the program provided 1 

million baht, which would be lent to village members at zero or low interest rates with the pay-

back period of 8 years. The program’s objective is that, with these funds, individuals and small 

enterprises could start their own businesses which, in turn, create jobs and bring income to the 

community. 

 

3.3.2 Business Characteristics 

Table 1 shows the composition of businesses in the data. Fish and/or shrimp farmers and 

traders are two common businesses, which together account for more than 60% of the 

businesses in the whole sample. The composition is similar to those in the Northeast and the 

Central provinces reported in Paulson and Townsend (2004). In the sample, there are 37 

households with single business, and there are two households operating two businesses. 

  



7 
 

Business type Number Percentage (%) 

Fish and/or shrimp farmers 14  34.15  

Traders 13  31.71  

Rubber transformation 4  9.76  

Shops 4  9.76  

Hair salon/barber 1  2.44  

Others 5  12.20  

Total 41  100.00  

 

Table 1 – Business Composition 

 

Table 2 reports the business characteristics. Businesses started within the last five years 

account for nearly half of all businesses. Nearly 72% of businesses have only one or two 

workers. Businesses that started within the last five years have fewer workers. Workers at 

businesses started more than five years are less likely to be family members and more likely to be 

paid for works. 

Table 2 also shows the source of money that household spent on initial investment. Most 

of the initial funds came from borrowing. Around 60% of the initial funds that households 

invested come from commercial banks, while the other 14% come from the BAAC. The funding 

sources of the South business owners are clearly different from those of the Central and the 

Northeast business owners, in which case more than 60% of the initial investment came from 

savings and sales of households’ assets. Among the South business owners, moreover, there are 

also different patterns between groups. For businesses that were started within 5 years, the initial 

funds mostly come mainly from sales of household’s products. In addition, smaller portions of 

the initial funds come from savings, relatives, and gifts. For the businesses that have been 

operated for more than 5 years, most of the funds come from commercial banks and the BAAC. 
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Total 

Business started 

 0–5 years 6+ years 

Year established (%)    

     1–5 years ago 46.15 100.00 – 

     6–10 years ago 23.03 – 42.86 

     11+ years ago 30.77 – 57.14 

Number of workers (%)    

     1–2 workers 71.79 83.33 61.90 

     3–5 workers 25.64 16.67 33.33 

     6+ workers 2.56 – 4.76 

Percentage of workers    

     who are family members 88.24 100.00 81.48 

     who are paid for work 14.12 0.00 22.22 

Source of initial funding (%)    

     Commercial banks 59.18 0.00 64.44 

     Selling products 16.13 89.07 9.64 

     BAAC 14.12 0.88 15.30 

     Store credits 8.37 0.00 9.12 

     Savings 1.50 4.27 1.26 

     Relatives 0.22 2.73 0.00 

     Gifts 0.22 2.73 0.00 

     Others 0.25 0.31 0.24 

Number of observations 39 18 21 

 

Table 2 – Business Characteristics 

 

In the survey, business households were asked that “If you could increase the size of 

your business, do you think it would be more profitable?”. The households that answered “yes” 

to this question are classified as “constrained”. Table 3 summarizes the statistics for constrained 

businesses. Approximately 26% of business households are reported to be constrained. This 
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number is much lower than those of the Central and the Northeast regions, which are 63% and 

62% respectively. The businesses that were started within the last five years are also less likely to 

be constrained than the businesses that were started earlier. The main reason for being 

constrained is the lack of funds, especially for businesses that were started six years ago or earlier. 

 

 
Total 

Business started 

 0–5 years 6+ years 

More profitable if expand (%) 25.64 22.22 28.57 

Reason why doesn’t expand1 (%)    

     Lack of funds 17.95 11.11 23.81 

     Lack of land 5.13 5.56 4.76 

     Lack of labor 2.53 0.00 4.76 

     Others 5.13 11.11 0.00 

Number of observations 39 18 21 

 

Table 3 – Constrained Businesses 

 

3.3.3 Household Characteristics 

Table 4 summarizes the characteristics of households in the data. There is no difference in 

household size between business and non-business households. The heads of business 

households are younger and better-educated. Business households have higher income and 

wealth. Paulson and Townsend (2004) find similar results for households in the Central and the 

Northeast. Among households with business, households with business started within the last 

five years have younger and better-educated household heads, and have lower income. The 

                                                            
1  Household could provide more than one reasons. 
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wealth2 levels of households with business are higher and grow faster than those of non-business 

households. 

 

 No 
business 

Business 

 Total 0–5 years 6+ years 

Median household size 5 5 4.5 5 

Median age of head 51 47 44 50 

Male household head (%) 80 77 83 71 

Education of head (%)     

     Primary 68 67 56 76 

     Secondary 10 28 39 19 

     Vocational school 1 3 0 5 

     University 1 0 0 0 

Annual income     

     Mean 81,409 126,606 103,049 146,798 

     Median 64,750 86,850 67,365 109,430 

Current wealth (1000s of baht)     

     Mean 94 475 295 629 

     Median 45 192 136 421 

Wealth 6 years ago (1000s of baht)     

     Mean 59 450 193 671 

     Median 19 90 38 210 

Median growth of wealth (%) 34 46 73 19 

Number of observations 199 39 18 21 

 

Table 4 – Household Characteristics 

 

 

                                                            
2  Household wealth is measured as the value of fixed assets including land, agricultural assets, household assets, and 

business assets. This paper assumes the five-percent depreciation rate for all assets except land. 
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The composition of household wealth is shown in Table 5. Business households have 

higher wealth level than non-business households. For both business and non-business 

households, house and land holdings account for most of their wealth.  

 

Composition of wealth: Mean No 
business 

Business 

(1000s of baht) Total 0–5 years 6+ years 

House 198 312 306 317 

Household assets 61 213 110 301 

Land 29 177 138 210 

Agricultural assets 4 8 11 6 

Business assets 0 47 35 58 

Fish/shrimp ponds 0 30 1 54 

 

Table 5 – Composition of Household Wealth 

 

Business households also more actively participate in the financial market. While about 

one-third of the non-business households borrow from the BAAC or agricultural cooperative, 

half of the business households do so. The numbers are roughly the same for the debts to 1 

million baht village funds. The business households also save more at commercial banks and the 

BAAC than the non-business households. 

Both the households with recently-started business and the households with business 

started more than 6 years ago seem to have similar pattern in borrowings and savings. The only 

significant difference is that the household with recently-started businesses are twice more likely 

to have debt to the one million baht village funds, which were started 2 years before the time of 

survey. 
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 No 
business 

Business 

 Total 0–5 years 6+ years 

Households who have borrowed from     

     Commercial banks 0.00 12.82 16.67 9.52 

     Government Savings Bank 1.99 2.56 0.00 4.76 

     BAAC 30.85 53.85 55.56 52.38 

     Agricultural co-operatives 3.48 2.56 0.00 4.76 

     Production credit groups 2.49 7.69 5.56 9.52 

     Village funds 38.31 51.28 72.22 33.33 

     Neighbors or relatives 7.46 12.82 11.11 14.29 

     

Households who have savings at     

     Commercial bank 7.96 23.08 22.22 23.81 

     BAAC 33.83 51.28 50.00 52.38 

     Production credit groups 12.44 20.51 22.22 19.05 

     Other institutions 30.85 33.33 55.56 14.29 

 

Table 6 – Participation in Financial Markets  

 

Table 7 considers the households’ participations in the institutions or organizations. The 

institutions and organizations can be classified into four categories. The first category is the 

formal financial institutions, which include commercial banks, finance companies, insurance 

companies, as well as national employee credit unions. The second category is village institutions 

or organizations. Included in this group are production credit groups (PCGs), rice and buffalo 

banks, village poverty reduction funds, village elderly funds, and one million baht village funds.  

The third category is agricultural organization, which is made up of the BAAC, 

agricultural cooperatives, and local agricultural groups. The fourth category is the Rotating 

Savings and Credit Associations (ROSCAs). 
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 No 
business 

Business 

 Total 0–5 years 6+ years 

Current memberships     

     Commercial banks 5.97 20.51 22.22 19.05 

     Government Savings Bank 4.48 12.82 11.11 14.29 

     BAAC 35.82 51.28 50.00 52.38 

     BAAC groups 24.88 51.28 50.00 52.38 

     Agricultural co-operatives 8.96 25.64 11.11 38.10 

     Production credit groups 10.95 23.08 16.67 28.57 

     ROSCAs 11.44 28.21 27.78 28.57 

     Village funds 51.74 74.36 83.33 66.67 

     

Memberships 6 years ago     

     Commercial banks 4.98 12.82 11.11 14.29 

     Government Savings Bank 1.49 0.00 0.00 0.00 

     BAAC 23.38 35.90 27.78 42.86 

     BAAC groups 15.92 33.33 33.33 33.33 

     Agricultural co-operatives 5.47 23.08 11.11 33.33 

     Production credit groups 1.99 12.82 5.56 19.05 

     ROSCAs 1.49 12.82 5.56 9.52 

     Village funds 0.00 0.00 0.00 0.00 

 

Table 7 – Memberships at Institutions and Organizations 

 

The business households clearly participate in the institutions or organizations more than 

the non-business households both now and six years ago. The households with business started 

within 5 years also more actively participates in the institutions or organizations 6 years ago than 

the non-business household even though, at that time, they had not started their business yet. 

Among the households that started their business within the last 5 years, 11% of them were the 

customers of commercial banks 6 years ago, 33% for BAAC groups, 11% for agricultural 
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cooperatives, and 6% for PCGs and ROSCAs. These numbers are about double of those of the 

non-business household. 
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Chapter 4 

Empirical Results 

 

 

 

4.1 Propensity to Start a Business 

The occupational-choice model with financial frictions predicts that the probability of being an 

entrepreneur depends on entrepreneurial skill and wealth. First, I estimate the propensity to 

become an entrepreneur using a Probit model. The dependent variable is a dummy variable equal 

to one if the household is running a business and equal to zero otherwise. The independent 

variables are household characteristics, dummy variables for being a customer/member at an 

organization/institution, and interactions between wealth and memberships. Household 

characteristics include the gender and the age of the household head, the education level of the 

household head, which is used as a proxy for the entrepreneurial ability, and the wealth of the 

household. 

Table 8 reports the marginal effects from the Probit regressions. The result from 

specification (1) suggests that the education level of the household head and the wealth level of 

the household increase the probability that the household runs a business. This finding supports 

the predictions from the model that households with higher ability and wealth are more likely to 

be entrepreneurs. In specification (2), we include the dummy variables for household 

memberships as independent variables and, in specification (3) we add the interactions between 

household wealth and memberships. In both specifications, the coefficient of household wealth 

remains significant, while the coefficient of the education of the household head becomes 
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insignificant. Moreover, the result from specification (2) suggests that being a customer or a 

member of commercial banks, BAAC groups, or ROSCAs increase the probability of running a 

business. However, these relationships disappear once we include the interaction between 

household wealth and memberships. 

The results that the coefficients of household wealth are significant in all specifications 

might be evidence of financial constraints in our data. Or, these results could simply reflect the 

fact that the incomes of business households are higher than those of non-business households. 

Therefore, I follow Paulson and Townsend (2004) and consider the propensity of starting a new 

business. To do so, I first drop all households with business that has been operated for more 

than five years. This leaves us with the data of non-business households and households with 

recently-started business. Then, I consider the effect of household wealth six years ago and the 

effects of household memberships six years ago on the probability that the household currently 

run a business. By considering the effects of past wealth and past membership, we can eliminate 

the reverse-causality problem since none of the households in our data ran business at that time. 

The results of the Probit regression on past characteristics are reported in Table 9. The 

results confirm the problem of imperfect financial markets. Households with higher past wealth 

are more likely to start a business in the last six years. This finding is confirmed in all 

specifications. In addition, households with better-educated household heads are more likely to 

start a business. Though, the result disappears once I include the interactions between past 

memberships and past wealth. 

Being a current member or a current client of commercial banks, BAAC groups, or 

ROSCAs increases the probability of starting a business. On the other hands, being a client of 

village funds does not seem to increase the probability of starting a business. Once the past 

memberships are used instead, only the past membership of ROSCAs increases the probability 

of starting a business. Moreover, when the interactions between past memberships and past 
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wealth are included, the coefficient on past membership of BAAC groups becomes significant. 

This finding suggests that the effect might be greater for the households with low wealth. 

 

Pr(Business=1) 
(1) (2) (3) 

dF/dX   (S.E.) dF/dX   (S.E.) dF/dX   (S.E.) 

Male –0.051 (0.057) –0.080 (0.062) –0.064 (0.064) 

Age –0.001 (0.002) –0.002 (0.002) –0.002 (0.002) 

Years of education 0.017 (0.007) ** 0.009 (0.008) 0.009 (0.008) 

Wealth 0.251 (0.059) *** 0.206 (0.056) *** 0.225 (0.114) ** 

       

Current memberships       

Commercial banks   0.214 (0.120) * 0.077 (0.132) 

BAAC   –0.009 (0.045) 0.021 (0.070) 

BAAC groups   0.132 (0.062) ** 0.119 (0.092) 

Agricultural co-ops   0.130 (0.090) 0.174 (0.119) 

PCGs   0.073 (0.071) –0.012 (0.070) 

ROSCAs   0.201 (0.090) ** 0.115 (0.110) 

Village funds   0.030 (0.043) 0.049 (0.054) 

       

Current memberships*Wealth       

Commercial banks     0.258 (0.182) 

BAAC     –0.079 (0.130) 

BAAC groups     0.030 (0.127) 

Agricultural co-ops     –0.030 (0.086) 

PCGs     0.164 (0.111) 

ROSCAs     0.078 (0.151) 

Village funds     –0.035 (0.094) 

# of obs. 239 239 239 

Pseudo R2 0.205 0.339 0.359 

Note: Robust standard errors in parentheses. ***, **, and * denote significance at 1%, 5%, and 10% levels, 
respectively. 

 

Table 8 – Marginal Effects of Current Characteristics on Starting a Business  
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Pr(Start=1) 
(1) (2) (3) 

dF/dX   (S.E.) dF/dX   (S.E.) dF/dX   (S.E.) 

Male –0.007 (0.044) –0.016 (0.042) –0.024 (0.037) 

Age –0.001 (0.001) –0.001 (0.001) –0.001 (0.001) 

Years of education 0.011 (0.005) ** 0.009 (0.005) * 0.006 (0.004) 

Wealth 6 years ago 0.092 (0.036) ** 0.078 (0.036) ** 0.108 (0.046) ** 

       

Past memberships       

Commercial banks   0.109 (0.115) –0.045 (0.024) * 

BAAC   –0.017 (0.034) –0.042 (0.025) * 

BAAC groups   0.092 (0.077) 0.394 (0.177) ** 

Agricultural co-ops   0.015 (0.066) 0.219 (0.185) 

PCGs   0.194 (0.228) 0.113 (0.190) 

ROSCAs   0.382 (0.176) ** 0.580 (0.388) 

       

Past memberships*Wealth       

Commercial banks     1.371 (0.771) * 

BAAC     0.121 (0.092) 

BAAC groups     –0.236 (0.107) ** 

Agricultural co-ops     –0.271 (0.151) * 

PCGs     0.063 (0.158) 

ROSCAs     –0.160 (0.252) 

# of obs. 218 218 218 

Pseudo R2 0.116 0.231 0.357 

Note: Robust standard errors in parentheses. ***, **, and * denote significance at 1%, 5%, and 10% levels, 
respectively. 

 

Table 9 – Marginal Effects of Past Characteristics on Starting a Business 
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Figure 2 shows the nonparametric estimation of the relationship between a household’s past 

wealth and the probability of starting a business. The bandwidth used in the estimation is 0.8, 

which means that, for each observation, a weighted regression is performed using 80% of the 

data around that point. The results of regressions are then used to predict the probability of 

starting business at each observation point. The result suggests that the probability of starting 

business is increasing in the level of past wealth. 

 

 

Figure 1  – Propensity to Start a Business and Past Wealth 
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4.2 Propensity to Be Constrained 

Another implication from the model is that entrepreneurs with low wealth are more likely to be 

constrained than entrepreneurs with higher wealth. To test for this implication, I estimate a 

Probit model for the propensity of the business being constrained. The dependent variable is a 

dummy variable equal to one if the business is reported to be constrained and equal to zero 

otherwise. The independent variables are household characteristics, dummy variables for being a 

customer/member at an organization/institution, and interactions between wealth and 

memberships. The sample includes all households operating at least one business in 2003. 

Table 10 shows the results from the Probit estimation. The results provide evidence of 

the imperfect financial market. That is, a business run by a household with higher wealth is less 

likely to be constrained than a business run by a household with lower wealth. In addition, being 

a member of PCGs lowers the probability of the business being constrained. Being a member of 

other institutions, including village funds, does not affect the probability of the business being 

constrained. However, the results disappear once we use the past characteristics instead, as 

shown in Table 11. 
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Pr(Constrained=1) 
(1) (2) (3) 

dF/dX   (S.E.) dF/dX   (S.E.) dF/dX   (S.E.) 

Male 0.073 (0.146) 0.114 (0.114) 0.031 (0.045) 

Age 0.000 (0.006) 0.001 (0.006) –0.001 (0.001) 

Years of education 0.006 (0.027) 0.008 (0.022) 0.000 (0.004) 

Wealth –0.277 (0.139)** –0.310 (0.125)** –0.098 (0.169) 

       

Current memberships       

Commercial banks   –0.012 (0.186) –0.004 (0.032) 

BAAC   0.097 (0.126) 0.327 (0.215) 

BAAC groups   0.080 (0.145) 0.011 (0.036) 

PCGs   –0.197 (0.100)** –0.297 (0.107)*** 

ROSCAs   –0.111 (0.122) –0.067 (0.075) 

Village funds   0.155 (0.135) –0.068 (0.137) 

       

Current memberships*Wealth       

Commercial banks     0.016 (0.072) 

BAAC     –0.199 (0.265) 

BAAC groups     0.026 (0.067) 

PCGs     0.283 (0.371) 

ROSCAs     0.089 (0.131) 

Village funds     0.038 (0.076) 

# of obs. 39 39 39 

Pseudo R2 0.105 0.213 0.400 

 

Table 10 – Marginal Effects of Current Characteristics on Business Being Constrained 
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Pr(Constrained=1) 
(1) (2) (3) 

dF/dX   (S.E.) dF/dX   (S.E.) dF/dX   (S.E.) 

Male 0.010 (0.183) –0.022 (0.173) 0.068 (0.075) 

Age –0.010 (0.007) –0.013 (0.007)* –0.010 (0.007) 

Years of education –0.031 (0.030) –0.026 (0.033) 0.025 (0.018) 

Wealth 6 years ago 0.094 (0.083) 0.130 (0.081) 0.087 (0.062) 

       

Past memberships       

Commercial banks   0.301 (0.295) –0.094 (0.087) 

BAAC   0.102 (0.186) 0.972 (0.072)*** 

BAAC groups   0.157 (0.200) –0.397 (0.178)** 

ROSCAs   0.209 (0.280) 0.721 (0.372)* 

       

Past memberships*Wealth       

Commercial banks     0.741 (0.652) 

BAAC     –1.385 (0.628)** 

BAAC groups     1.319 (0.561)** 

ROSCAs     –0.958 (0.451)** 

# of obs. 39 39 39 

Pseudo R2 0.059 0.129 0.286 

 

Table 11 – Marginal Effects of Past Characteristics on Business Being Constrained 
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Chapter 5 

Conclusion 

 

 

In this paper, I consider the micro-level data of the households in the Southern Thailand. I start 

by considering the characteristics of households and businesses. Many of them are similar to 

those of the Central and Northeast regions considered in Paulson and Townsend (2004). For 

example, almost all business households own only one business. 

Most of the businesses are small and the workers are family members. However, there 

are also some different patterns across region. The initial funds for businesses in the South come 

from different sources from those in the Central and the Northeast. The largest part of the initial 

funds for businesses in the Central and the Northeast comes from savings and sales of assets, 

while those in the South comes from borrowing. Moreover, the businesses in the South are two 

times less likely to be constrained. 

The business households participate in institutions and organizations more actively than 

the non-business households. I also find that the households that started a business within 5 

years participated in institutions and organizations more actively 6 years ago than the non-

business household. Even though, none of them owned any business at that time. 

Then, I consider the characteristics of business households. Like those in the Central and 

the Northeast, heads of the business households in the South are younger and better-educated 

than heads of the non-business household. The median income of the business household is also 

higher than the median income of the non-business household. 
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I also perform the nonparametric and reduced form estimations of the probability of 

starting a business within 5 years, and the probability of the business being constrained. I find 

that the likelihood of starting a business increases in the level of past wealth. On the other hand, 

the likelihood of the business being constrained does not depend on the level of past wealth. 

Similar to the case of households in the Central and the Northeast, the financial 

constraints play an important role in determining which households in the South will start 

businesses. Because of the financial constraints, the households have to accumulate wealth in 

order to start a business. Moreover, the households that plan to start a business participate in 

institutions and organizations more actively than the non-business households because these 

institutions or organizations could be the source of funds for their future investment.  
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