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Poor Economics Workshop, Chapter Nine: Reluctant Entrepreneurs 

Chapter nine in Poor Economics aims to explain the realities, hardships, and difficulties faced 

by micro businesses. The primary focus of the discussion is marginal return, average return, and the 

difficulties of obtaining capital for micro businesses. The contested idea in chapter nine is whether 

or not micro business industries are able to grow beyond their local market parameters and promote 

people out of poverty. Micro business owners in developing states see their businesses as a means 

of livings and run them out of necessity. The primary goal of their enterprise is to ensure that their 

children do not have to endure a life similar to theirs, and can be promised a better and prosperous 

future. Thus, chapter nine evaluates micro businesses’ overall value to developing states.  

The chapter starts with a prime example of exemplary entrepreneurship, with four woman 

selling sand in Bombay. It tells of their creativity, ingenuity and determination. This sort of business 

has attracted and fuelled the expansion of the microfinance movement, with the mission being “the 

poor are natural-born entrepreneurs, and [they] can eradicate poverty by giving them the right 

environment and a little bit of help getting started” (Banerjee and Duflo, 2011: 206). Muhammad 

Yunus regards the poor as “natural entrepreneurs”, relating this to the fact that they haven’t before 

been given a chance to voice their ideas, which then remain untried, unique, and sometimes 

innovative; the market has ignored what they have to offer. 

The first obstacle to a successful micro business is the risk of low profits. Poor entrepreneurs 

have limited accesses to stock, staff, and increased wages; yet they need these elements in order to 

evade little to no gain and actually stimulate growth. It is important to consider two principles of 

economics: marginal return and overall return. Marginal return is an investor’s revenue net of all 



operating costs with no interest which determines whether it is worth investing more or less in the 

business in order to maximise profits (Banerjee and Duflo, 2011: 214), versus overall return is the 

total revenue net of opening expenses which is the costs of materials, wages, etc. (215). These 

principles are essential to understanding why many poor businesses do not earn a lot of money or 

expand efficiently.  

In order to make a business viable there has to be high investment, which the poor cannot 

afford. On top of this, the lack of access to a varied and full stock for shops and the issue of 

competitive proximate businesses continue to burden entrepreneurs. An example in the text 

discussed three women who sold dosas (rice and lentil pancake) well within walking distance of each 

other. If only “they could have merged three of the businesses together, and sent the others on 

some other endeavour, they could have made more money” (Banerjee and Duflo, 2011: 218). This is 

the problem with poor business. The effort and time put into a small and low money making 

enterprise severely hurts the chances of reasonable 

living. 

Marginal returns can be high even though 

overall returns are low—this is a common pattern 

during the start of the business’ life, which means 

that it is easy to stimulate growth at first. However is 

the reason why many ‘poor business’’ are so small is 

due to them reaching the point where marginal 

returns are no longer high and investing further has 

diminishing returns, therefore causing stagnation of 

growth. This is shown in curve OP in Figure 1. Curve OZ on the other hand represents when marginal 

revenue and overall return is high, as well as how this model stays sustained over a long period of 

time. This is able to occur through the business expanding its scope to a larger market, however “for 

most poor people the world is like OP” (221). 



Not all microbusiness is like this however. Some are large and some businesspeople are 

actively engaged in expanding their business and striving for profit maximisation. They do this 

through the use of more productive capital (mechanisation, training staff, computer efficiency 

systems, etc.) and expanding further than the local market in order to reach a higher quantity of 

people but also a wealthier demographic.  

Xu Aihua, a Chinese woman, was given the chance to receive some education in fashion 

sponsored by her village, yet was unable to find employment. Xu was not deterred however, and 

began to teach girls how to sew, which she used to start a business where they worked for her. From 

there, she gained so much profit that she went from her home operation, to a rented government 

building, to exporting to big name export 

contractors like Macy’s and JC Penny (209). 

Being introduced to an export order is probably 

the biggest and sole reason Xu was able to 

quickly progress fiscally. By investing enough 

into her business, her economic model turned 

into something called the   “S-shape of 

Entrepreneurship” curve.  The massive gains in 

profit on the line OR, shown in Figure 2, 

illustrates the gap between a local enterprise (the sand women) and an expanding enterprise (Xu 

Ahia). Xu was able to experience growth in the shape of curve OR. This is experienced when marginal 

revenue and overall revenue are high and sustained; where the business is invested and grows 

exponentially, exceeding the barrier. However, getting to this point “might also need some 

management and other skills that [the poor] don’t have and cannot afford to buy” (222). 

This creates an investment dilemma for these so-called reluctant entrepreneurs: “invest 

little, make little money, and remain too poor to invest much more, having to turn to alternative 

employment or invest enough to cross the hump and then become rich and invest even more and 



become richer” (222). Some business people get stuck in this hump where they have already 

invested to a certain extent and need to obtain more substantial funds to either expand, or combine 

with other business to become more profitable and advanced to the next level on the S-curve. 

Reaching this point is a challenge and reflects the continual struggle of running a business. 

Many of the poor take up being an entrepreneur for the mere fact that they just need the money 

and this was their last option. For many, running their own business was not something made of 

dreams, as is shown with the experiences of Pak Awan and his wife who lived in Indonesia. They “did 

not enjoy running [their] business” (225).  In other instances, loan offers and entrepreneurial pushes 

are outright refuted by the poor who are content with where they are. Some parents in chapter nine 

showed it was apparent that they’ve accepted that their lives aren’t going to improve substantially 

while owning a small business, and it would be foolish to take such a huge risk in trying to do so; 

instead it seems that they wish to break the trend of their family being poor through the wished 

success of their children. Their hope was that their kids would “. . . get a salaried job, preferably in a 

government office” (226). Because the government offers steady paying jobs, obtaining one is a 

hope for many of the poor. To get there, many families run businesses to get anything to help their 

kids get an education or opportunity to advance up the economic ladder.  

The United Nations’ Universal Declaration of Human Rights states that “Everyone has the 

right to life, liberty and security of person” (Article III). Security of person is something that too many 

people struggle to achieve with each passing day, and one of the ways to overcome it is by finding a 

source of steady income. When unable to find an actual job in an established business, many of the 

poor create their own. The challenges and roadblocks that face the poor and entrepreneurship are 

numerous, but there are ways to help, like microloans. However, “. . . we are kidding ourselves if we 

think that [the poor] can pave the way for a mass exit from poverty” (234) solely based on 

entrepreneurship.  


