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What is the marginal return of investment in entrepreneurial firms? Conventional wisdom 

amongst academics and policymakers alike seems to coincide in that the potential returns are 

high, but financing frictions prevent capital from flowing towards profitable projects. This is 

the rationale behind a myriad of policies aimed at lowering the cost of financing or increasing 

the availability of funds to entrepreneurial firms around the world. Aside from field 

experiment evidence from micro-entrepreneurs in developing countries, however, we still 

know surprisingly little about what entrepreneurial marginal returns are.
1
  

In this research project we attempt to take a further step in filling this gap by 

answering the question in the title: how sensitive is entrepreneurial investment to the 

expected return to equity? In a well functioning capital market, funds flow from investors to 

entrepreneurs until investors’ expected return and the projects’ marginal return on investment 

are equalized. If one could exogenously manipulate the expected return by investors, this 

would trace out the slope of the investment return curve for the firm.  

Take for example a firm that has exhausted most of its investment opportunities, such 

that the marginal return of investing an additional dollar in it would be very low. Put 

differently, the marginal return of investment for this firm drops rapidly with invested capital. 

This implies that a change in the expected return by investors will bring about very small 

changes in investment by this firm in equilibrium. Consider the opposite case: a firm that can 

expand its investment substantially without suffering a severe decline in the marginal return 

on investment. The same change in the expected return by investors above will bring about a 

large change in the equilibrium investment by this firm. In other words, the elasticity of a 

firm’s investment to an exogenous change in the expected return by investors is informative 

about how profitable the marginal investment of the firm is. 

Our research proposal consists on estimating this elasticity by exploiting a natural 

experiment induced by two tax relief programs in the U.K. that changed the expected return 

by equity investors in small entrepreneurial firms. The Enterprise Investment Scheme (EIS) 

and the Seed Enterprise Investment Scheme (SEIS) are tax relief programs for UK 

shareholders. The programs’ main objective is to help smaller, higher-risk, trading companies 

raise finance by offering a range of tax reliefs to investors who purchase new full-risk 

ordinary shares in those companies. Since 1994, over 21,000 companies have benefited from 

the schemes and over £10.7 billion funds have been raised in closed private equity 

placements, and more recently, through the growing equity crowdfunding platforms in the 

UK (e.g., SEEDRs and Crowdcube). 

Investors in EIS- and SEIS-qualifying companies, benefit from income tax relief of 30 

and 50 per cent, respectively. For example, an investment of £10,000 in a company that is 

eligible for EIS (SEIS) would allow the investor to deduct £3,000 (£5,000) off the income tax 

bill in the year of the investment. In addition investors pay no capital gains tax, no inheritance 
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tax, and can offset losses from their investment.
23

 Currently, companies with gross assets 

below £15 million (£200 thousand) and less than 250 (50) employees qualify for the EIS 

(SEIS).
4
 However, between 2006 and 2012, companies with more than £7 in gross assets 

where temporarily excluded from the EIS, and while EIS has been around since 1994, it was 

only until 2012 that SEIS was launched.  

We use the change in qualifying asset threshold for EIS and the launch of the SEIS 

program as a source of variation in investors expected return on equity. This approach allows 

us to evaluate the causal effect of the change in expected return by investors on investment in 

high-risk firms while holding constant investment opportunities. This is the key contribution 

of our approach relative to research based on cross-sectional comparisons, e.g. between 

private equity and non-private equity backed companies (e.g., Cowling et al., 2008).  

Although our primary interest is to evaluate the impact on entrepreneurial investment, 

innovation, and output, the research design also allows evaluating the effect on capital 

structure. A subsidy to equity investment reduces the tax advantage of using debt, and thus 

provides useful variation to identify the effect of taxes on capital structure. The novelty of our 

setting is that we focus on private companies, in contrast to most of the related empirical 

research based on public firms (see for example the evidence in Panier, Pérez-González, and 

Villanueva for Belgium).  

The estimated elasticity parameter will also allow us to inform policy design. While 

several countries seek to sponsor entrepreneurship using supply-side, “start-up nation” 

oriented programs (e.g., publicly funded accelerators), the UK is one of the few countries to 

implement demand-side, “investor nation” oriented policies. Our research will provide the 

first direct evaluation of whether such tax incentives have been successful in sponsoring 

private equity investment in entrepreneurial ventures  

We have purchased FAME data that has information on accounting statements (e.g., 

balance sheet, income statement, etc.) for private and public companies in UK to construct our 

sample. Preliminary results suggest the incentives had only a very minor impact on equity 

issuance, investment and innovation for early-stage firms.  

To explore potential explanations behind the limited impact of this policy, we have 

applied—and been granted permission—to use the HMRC Datalab records of companies 

using these tax incentives in the UK. We are applying for grant in the area of 

Entrepreneurship. We are seeking funds to employ an RA to visit the HMRC Datalab, where 

the data can be accessed. We have also purchased information on ownership structure for the 

firms in the sample. We are now seeking funds to clean and organize the information, 

especially the ownership files. This information will allow us to trace ownership changes at a 

very detailed level, which due to well-known data limitations, is of novelty for the 

entrepreneurship literature. We plan to send our work to multiple entrepreneurship-related 

conferences. We are thus also seeking funds to finance associated travel. 
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 The tax reliefs available through SEIS were so generous that they added a potential 100.5 per cent of the 

investment in a situation where that investment was a complete failure. In other words, investors could 
literally not lose (provided they had paid enough tax to offset the SEIS investment against). 
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 There is an extra relief for SEIS investors called capital gains reinvestment relief. This relief is useful to 

investors who have recently paid capital gains tax on other investments. These investors can reclaim up to 50 
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“On the Benefits and Costs of Job Reallocation in Colombia”, Revista Desarrollo y 

Sociedad No.57, Centro de Estudios sobre Desarrollo Económico (CEDE). 

This article measures gross creation, destruction, and reallocation of jobs inside the 
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as a source of adjustment both in productivity dynamics and on workers welfare. Consistent 
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However, we also find evidence of significant welfare losses for displaced workers. Our most 

novel results are the negative effect of displacement, sector change and unemployment 

duration on post-job-change wages. The event of sector change seems to spur considerable 

sector specific skills losses which offset any potential positive effects of sector change, such 

as the purge of the displacement stigma. In brief, our results show that on balance, 

depreciation and stigma effects dominate productive search outcomes in the determination of 

post-unemployment wages. We conclude that at least a fraction of job reallocation is socially 
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Venture Capital and the Internalization of Innovation Spillovers  
Venture Capital (VC) investors distinguish themselves from other types of early stage 

financiers in their emphasis on building connections among companies in their investment 

portfolios. I show that these connections facilitate the internalization of innovation spillovers 

inside VC portfolios. This internalization is partially explained by reallocation of inventors 

and executives across portfolio companies, and is present even in instances where the timing 

of VC financing is arguably exogenously determined. I am currently revising the paper to 

take into account referee feedback. 
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This paper documents a striking new fact about U.S. corporate innovation: innovative activity 
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Information Sharing and Credit Outcomes: Evidence from a Natural Experiment (Joint 

with Daniel Osorio) 
We explore the effect of information sharing among lenders on credit outcomes in the 

unsecured consumer credit market. To advance in isolating the causal effect, we exploit a 

natural experiment in Colombia made possibly by the “fresh-start” provision of Law 

1266/2008, which erased from Private Credit Bureaus detailed information about past 

defaults that had been settled exogenously sufficiently long before the Law’s enactment. 

Using a Differences-in-Differences approach, we find a significant decrease in debt issuance 

for clean borrowers who had not defaulted prior to the Law’s enactment, relative to 

borrowers whose negative information was not removed by the provision. After the negative 

information removal, clean borrowers are also found to switch banks at a lower rate and to 

issue less debt with pre-existing lenders, most likely because outside banks can no longer 

distinguish them from past default borrowers whose records were cleaned by the provision, 

and because the information removal increases the informational hold-up of inside banks. 

Business Accelerators and New-Venture Performance: Evidence from Start-Up Chile 

Do business accelerators add value? If so, how? We investigate these questions by focusing 

on Start-Up Chile, an accelerator sponsored by the Chilean government. Using a regression 

discontinuity design, we show the mentoring services of accelerators can significantly 

increase new-venture performance by improving the managerial capital of participants. We 

speculate about the existence of two performance-enhancing mechanisms: the increase in the 

start-up’s social capital by enabling access to mentor networks, and the provision of an 

accountability structure in the form of board oversight. We find no support for the causal 

effect of basic services of cash and co-working space. 
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