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Local Infrastructure Investment and the Private 
Sector: Evidence from a Randomized Trial



• Urban development is a key driver of the development of the modern state (Romer, 2009)

• The nature of urbanization drives the composition of firms (Glaeser, Luca & Moszkowski, 
2020): Public infrastructure investment is a key policy lever to influence the dynamics of 
firm productivity

• We are the first to be able to connect randomized variation in local infrastructure 
investment with data on the growth of private-sector firms

• We follow an experimental $67m infrastructure investment in 2008-2010 in urban Mexican 
neighborhoods: “Programa Hábitat”

• We study the effects of the shift in urban environment induced by this program on business 
activity, using business censuses conducted in 2008, 2013 and 2018
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• Residential infrastructure investment has substantial effects on private sector dynamics 
and equilibrium firm characteristics

I. Wages jump in 2013, necessary to compensate for rent increases, but number of 
workers also increases

II. Impacts on business investment and profitability grow over time. By 2018 value 
added/revenues up by 7%̃ in treatment areas

III. Firm benefits are concentrated in the service sector

IV. Overall treatment effects mask substantial heterogeneity: more firm death and 
creation of more productive new firms in treatment; productive firms grow faster

V. Effect is not a temporary re-allocation even with highly localized investments
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• We show that governments have a tool to kick-start the process of private sector 
productivity enhancement through infrastructure

• Despite only residential infrastructure investments, private sector firms
• Hire more (so pay more payroll taxes)
• Make higher profits (so pay more VAT)
• Are more likely to formalize

• Implication: infrastructure investment is a tool through which the public sector can drive 
sustainable increases in private-sector efficiency

• Results suggest that infrastructure evaluations that focus on impacts on residential 
property values may under-estimate long-term benefits
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