
1 
 

An institutional view on access to finance by Tanzanian women owned 

enterprises 
 

Vanessa K. Naegels*, Neema Mori** & Bert D’Espallier*** 

 

 

Note that this is the open-access version of the paper. The final version of the paper is 
forthcoming in: 

Venture Capital: An International Journal of Entrepreneurial Finance 

 

Abstract 

We investigate the limited use of bank and microfinance loans by Tanzanian female entrepreneurs. 

Using survey data, we observe that female entrepreneurs mainly use informal sources to finance their 

businesses. We analyse how ‘perceptions’ of gendered cognitive and normative institutions determine 

whether a female entrepreneur applies for a formal loan. Following results stand out: first, we find that 

high collateral requirements, interest rates and personal guarantee requirements make formal loans 

unattractive. Second, female entrepreneurs only apply when they expect to be successful. Since they 

‘perceive’ access to finance to be more problematic for women, female entrepreneurs are discouraged 

from applying. Third, female entrepreneurs ‘perceive’ they have insufficient access to financial 

knowledge which again will prevents them from applying. This study contributes to theory by exploring 

the effect of entrepreneurs’ perceptions of the institutional business environment on financing 

behaviour. Furthermore, we show that the low use of formal loans by female entrepreneurs is primarily 

demand-driven, which calls into question the effectivity of policy recommendations aiming to increase 

supply of formal loans.       
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Introduction 

Entrepreneurs are influenced by and interact with their environment. Consequently, 

entrepreneurship research increasingly adopts an institutional viewpoint. Institutional theory 

states that individuals are influenced by regulatory, normative and cognitive institutions which 

determine appropriate behavior and grant entrepreneurs legitimacy (Scott, 2001). Previous 

research shows significant institutional voids in emerging economies and economies in 

transition creating important barriers to entrepreneurship. In short the business environment in 

economies in transition or emerging economies is “hostile in social, economic and political 

terms” (Smallbone & Welter, 2001 p 260-261). Specifically, legal and financing institutions are 

inefficient and the political framework is unstable (Scheela et al, 2015; Peng, 2002). Businesses 

are subject to long administrative procedures, corruption and extremely high taxes (Amine & 

Staub, 2009). This leads to a larger informal economy, smaller businesses and more reliance 

on informal institutions like networks and trust (Smallbone & Welter, 2001).  

Female entrepreneurs are more disadvantaged by institutional voids than male entrepreneurs 

because it is harder for them to deal with the consequences of ineffective formal institutions 

(Amine & Staub, 2009). Furthermore, gendered informal institutions both cultivate a negative 

societal view on female entrepreneurship and lead to a traditional role reserved for women in 

the economy (Welter & Smallbone, 2008; Pathak, Golz & Buche, 2013).  

One of the most important consequences of inefficient institutions is the lack of small business 

finance. Insufficient access to finance is the largest constraint to business growth for female 

entrepreneurs in Tanzania (ILO, 2014). Consequently, the research questions we aim to answer 

are the following: a. what are the most important problems Tanzanian female entrepreneurs 

experience when accessing bank and microfinance loans? and b. how are these problems 

embedded in the institutional framework?  

Previous research finds that institutional voids lead to underdeveloped capital markets, more 

asymmetric information between lenders and borrowers and higher credit risk (Peng & Heath, 

1996; Hainz, 2003; Khanna & Palepu, 1997). This leads to unattractive borrowing terms for 
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formal loans (Menkhoff et al, 2006). However these studies mostly rely on quantitative 

international databases to investigate the influence of institutions on national entrepreneurship 

rates. Consequently, these studies mostly create basic insights on a national level, not on the 

level of individual businesses or entrepreneurs. Another strand of literature investigates 

financing problems individual entrepreneurs face and links it to entrepreneurial and business 

characteristics. This strand of literature does not take into account the environmental and 

institutional influence. 

We argue that entrepreneurs’ perceptions of institutions and not the institutions themselves may 

drive financing behavior. We aim to contribute to literature on institutional theory and small 

business financing in emerging economies by exploring how entrepreneurs’ perceptions of 

gendered normative and cognitive institutions influence demand for formal loans. With its high 

economic growth but less developed institutional framework, Tanzania is an interesting context 

to study this relationship. First we map the financing mix of Tanzanian female entrepreneurs. 

From this we deduce the main problems they face namely access to bank and microfinance 

loans. We find that this is primarily caused by a lack of loan applications. We then explore how 

female entrepreneurs’ perceptions of borrowing terms, gender inequality in access to finance 

and, access to financing knowledge influence whether or not entrepreneurs apply for formal 

loans. We also investigate which entrepreneurs report most problems with respect to borrowing 

terms when accessing formal loans.  

Our paper is structured in the following way. The literature review presents the current state of 

the literature as well as how our study contributes to it. This is followed by a methodology 

section and the results of our analyses. The implications of our research are reviewed in the 

discussion and conclusion section. 
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Literature review  

Institutional theory and entrepreneurship 
Corporate behavior and strategies are influenced by the institutions companies are subjected to 

(Peng, 2002). These consist of written and unwritten rules which define appropriate behavior 

(North, 1990). This institutional influence has three dimensions. The regulatory pillar consists 

of formal laws and rules that actors need to follow in order to avoid punishment. The normative 

influence concerns informal norms and values, often originating from culture. The cognitive 

pillar consists of an individual’s personal understanding of his environment and self-imposed 

limitations about possible actions and strategies (Scott, 2001; Hoffman, 1999; Baugh, Chua & 

Neupert, 2006). Rates of entrepreneurial activity vary between countries, and entrepreneurs 

operate in interaction with their environment. As a result it is tedious to study entrepreneurship 

independent from its context (Pathak, Golz & Buche, 2013). Institutions influence 

“entrepreneurial attitudes and motives, the resources that can be mobilized, as well as the 

constraints on and opportunities on/for starting and running a business” (Welter & Smallbone, 

2011, p. 108). Consequently, institutional theory is being used more and more often as a 

framework to research company behavior (Welter & Smallbone, 2011).  

Previous research shows that formal institutions influence the relative costs and benefits of 

starting and running a business (as compared to those of traditional employment) (Pathak, Golz 

& Buche, 2013). More specifically, a stable regulatory environment facilitating access to 

resources and with adequate rule enforcement stimulates entrepreneurship. Lengthy 

procedures, inadequate property laws, high levels of taxation and high unemployment benefits 

however increase the opportunity cost which makes entrepreneurship less attractive (Yousafzai, 

Saeed & Muffatto, 2015; Estrin & Mickiewicz, 2011). Informal institutions influence the 

feasibility and desirability of being an entrepreneur (Pathak, Golz & Buche, 2013). Normative 

institutions in particular, influence the social acceptability and image of entrepreneurs in 

society (Yousafzai, Saeed & Muffatto, 2015). Finally, cognitive institutions influence the 

perception of individuals of their ability to run a business (Yousafzai, Saeed & Muffatto, 2015). 
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It has been proven that individuals with higher levels of self-efficacy are more likely to start a 

business (Pathak, Golz & Buche, 2013). Cognitive institutions also influence the dispersion of 

skills needed to start a business (Busenitz, Gómez & Spencer, 2000). In our study, we focus on 

perceptions of normative and cognitive institutions and investigate how these perceptions 

influence individual financing behavior.  

Institutions in emerging economies 
In emerging economies, entrepreneurship plays an important role. Subsistence entrepreneurs 

are pushed into entrepreneurship where they can earn a basic income. Innovative entrepreneurs 

are pulled into entrepreneurship by new business opportunities that arise from a developing 

market (Smallbone & Welter, 2001; Baughn, Chua & Neupert, 2006). Institutional theory is a 

particularly appropriate framework when researching entrepreneurship in emerging economies 

because its businesses are more strongly influenced by institutions (Hoskisson et al, 2000; 

Welter & Smallbone, 2008). Furthermore, the business environment in economies in transition 

or emerging economies appears to be “hostile in social, economic and political terms” 

(Smallbone & Welter, 2001 p260-261). Previous research shows that the political framework 

can be unstable (Peng, 2002) and that legal and financial institutions are often inefficient in 

emerging countries (Scheela et al, 2015). Formalization procedures are extremely long and 

complex resulting in a large informal economy and a high incidence of corruption (Amine & 

Staub, 2009). Even more businesses are driven into informality by excessive taxation and 

unpredictable government officials (Smallbone & Welter, 2001). Additionally, rule 

enforcement mechanisms are weak or absent (Welter & Smallbone, 2011).  

These institutional deficiencies cause uncertainty and high costs constraining business startups 

and growth (Peng & Heath, 1996; Acs & Autio, 2010). Consequently, in many emerging 

economies informal institutions substitute formal institutions. Personal trust and networks 

reduce risks and transaction costs in unstable environments and ensure contracts are enforced 

(Smallbone & Welter, 2001). Networks also help to interpret regulations and avoid harassment 

and corruption (Peng & Heath, 1996; Peng, 2001).  
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Another important consequence of institutional voids is the lack of capital for small businesses 

(Hitt et al, 2004). A lack of investor protection leads to underdeveloped capital markets (La 

Porta et al, 1997; 2000; Peng & Heath, 1996). Furthermore, inefficient judicial systems cause 

financiers to be more reluctant to lend out money because they cannot count on the judiciary 

power to intervene (Khanna & Palepu, 1997). Also, a high degree of information asymmetry 

between credit providers and entrepreneurs leads to high collateral requirements (Hainz, 2003). 

On top of that, weak property rights and the lack of enforcement mechanisms means 

entrepreneurs often cannot use their assets as collateral (Estrin & Mickiewicz, 2011). Loan 

terms are made even less attractive by a lack of competition between banks which leads to rent 

extraction (Menkhoff et al., 2006). Finally, complex formalization procedures and high tax 

rates cause small businesses to remain informal further limiting financing opportunities 

(Smallbone & Welter, 2001; Aga & Reilly, 2011).  

Entrepreneurs in emerging economies use informal institutions to alleviate the financing gap 

resulting from inefficient formal institutions. According to Peng and Heath (1996), growth 

through networks is the dominant strategy in emerging countries because organizations cannot 

obtain the necessary resources to grow either internally or through mergers and acquisitions. 

Instead entrepreneurs rely on their personal networks as a method of financial bootstrapping. 

Small business owners who cannot access formal loans borrow from family, friends or other 

informal sources. Not all entrepreneurs have access to networks or mechanisms of personal 

trust. Especially smaller or informal business most likely have to follow different strategies 

like for example bribery (Welter & Smallbone, 2011). Another coping strategy employed is 

serial entrepreneurship. Since a lack of formal finance prevents businesses from growing, 

entrepreneurs run multiple small businesses to ensure sufficient income. Revenue from the 

different businesses is later used to start a more substantial enterprise (Smallbone & Welter, 

2001). 
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Institutions and female entrepreneurship 
Female entrepreneurs encounter different institutional forces than male entrepreneurs. This 

results in different rates of male- and female entrepreneurship. Just like male entrepreneurs, 

some women go into entrepreneurship to take advantage of new opportunities. However, in 

emerging economies, traditional pull factors leading to innovative entrepreneurship 

disadvantage women. Whether an individual starts a business depends on his or her degree of 

self-efficacy (confidence in your abilities to succeed as an entrepreneur) and fear of failure. 

However in emerging economies, where there is low female participation to the economy (or 

low opportunity to participate) and/or low female educational attainment, even women who are 

confident in their abilities to successfully run a business might be discouraged to do so (Pathak, 

Golz & Buche, 2013; Baughn & Neupert, 2006). Furthermore, in emerging economies the 

profession of entrepreneur is associated with men and masculine characteristics (Baughn & 

Neupert, 2006). Similarly, Amine and Staub (2009) find that although entrepreneurship is 

regarded favorably in Sub-Saharan Africa, female entrepreneurship is frowned upon. This 

could potentially dissuade otherwise motivated women from starting a business (Welter & 

Smallbone, 2008). 

Given the hazardous environment they face it is rather surprising that so many women in 

emerging economies still start businesses. However female access to the labor market is 

constrained. Consequently, the need to earn an income pushing women into self-employment 

is stronger than the lack of factors pulling women into entrepreneurship (Yousafzai, Saeed & 

Muffatto, 2015). Additionally, the traditional role of women is taking care of the family. The 

flexibility of self-employment allows them to combine housework with earning an income. 

This also pushes women to become entrepreneurs (Baughn & Neupert, 2006). However, these 

elements suggest that the role of women as entrepreneurs will be mostly limited to subsistence 

businesses.  

Once women own a business they are disadvantaged by ineffective formal institutions in 

various ways. For example, corrupt government officials are more difficult to deal with for 
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women than for men (Amine & Staub, 2009). Nevertheless, Estrin & Mickiewicz (2011) find 

that male and female rates of entrepreneurship are equally sensitive to the strength of property 

rights and the incidence of corruption. Another formal institution which disadvantages women 

is inheritance laws. Women often cannot inherit assets and consequently cannot use them to 

satisfy collateral requirements (Amine & Staub, 2009). 

However, the largest burden on female entrepreneurs in emerging economies comes from 

gender-discriminatory informal institutions (Welter & Smallbone, 2008) which have two main 

effects. First women still hold a very traditional role in society. Female entrepreneurs have to 

combine running their businesses with household responsibilities. This means that they have 

less time to spend on their businesses compared to male entrepreneurs and cannot fully exploit 

business opportunities (Pathak, Golz & Buche, 2013). Because of time constraints it might also 

be difficult for female entrepreneurs to go through the time consuming process of formalizing 

their businesses so they potentially face more harassment from government officials (Amine & 

Staub, 2009). The traditional role of women also leads to lower levels of human capital among 

female entrepreneurs (Baughn, Chua & Neupert, 2006). Informal businesses and less educated 

entrepreneurs have less access to formal credit (Aga & Reilly, 2011; Verheul et al, 2001).  

A second aspect of gendered informal institutions is the negative view of society on female 

entrepreneurship. Subsequently, many female entrepreneurs lack the crucial networks and 

support of family and friends essential to access to business resources including capital (Amine 

& Staub, 2009). Furthermore the position of women in society increases the importance of 

family support during business startup because women (especially widows and young women) 

are not supposed to act independently (Welter & Smallbone, 2008). This is also reflected by 

the restriction in freedom of movement often imposed on women (Estrin & Mickiewicz, 2011). 

The lower value placed on female entrepreneurship also leads to female owned businesses 

being concentrated in high competition/low profit sectors (Baughn, Chua & Neupert, 2006). 

Finally a negative societal view on female entrepreneurship  leads to discrimination by capital 

providers (Youssafzai, Saeed & Muffatto, 2015). 
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Tanzania 
Tanzania is the largest country in East Africa and one of the fastest growing economies in 

Africa with a real GDP growth of around 7% in 2013 and 2014 compared to 5.3% in 

neighboring Kenya. Despite this, almost 36% of the population and 60% of women lived under 

the poverty line in 2012 (Mwasalwiba, Dahles & Wakkee, 2012). The MSME (Micro, small 

and Medium sized enterprises) sector contributes between 27% (MIT, 2012) and 40% (Woldie 

et al, 2012) to the national GDP. Women owned businesses (WOEs) represent 54.3% of this 

sector. Hence, female entrepreneurs can potentially contribute a lot to Tanzania’s economy 

demonstrating the importance of stimulating female entrepreneurship. Despite this, in 2012, 

only 25% of all firms were owned by women indicating that they mainly own small businesses 

(MIT, 2012).  

 After Tanzania’s unification in 1964, it became a socialist nation with mainly large publicly 

owned and subsidized companies. Private initiatives and entrepreneurship were discouraged. 

The economic policy was reformed only in 1995, consequently, the entrepreneurial framework 

in Tanzania is still developing. In recent years, the country established good relations with 

many Asian countries leading to foreign investments and international trade. This is 

advantageous for Tanzania but many small businesses cannot compete with the cheaper and 

often higher quality products of Chinese firms (Mwasalwiba, Dahles & Wakkee, 2012). This 

makes them less profitable and unattractive to lenders.  

Since the 1990's, improvements in legislation led to a decrease in bureaucracy and corruption. 

However it still takes 40 days to obtain a construction permit and 20 days for a business license 

and corruption is frequent (Mwasalwiba, Dahles & Wakkee, 2012; The World Bank & The 

International Finance Corporation IFC, 2013). The financial sector in Tanzania is severely 

underdeveloped. Less than 20% of companies has a loan or credit line and more than 80% 

exclusively uses internal sources for investment. This might be caused by unachievable 

borrowing terms set by banks. Often an enormous amount of collateral is needed, more than 

2.5 times the loan amount. (The World Bank & IFC, 2013).  As a result of the limited 
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institutional environment, networks are of paramount importance in Tanzania. However, 

networking is harder for women who are sometimes prohibited to go out (Stevenson & St-

Onge, 2005; Mwasalwiba, Dahles & Wakkee, 2012). Tanzanian culture disadvantages female 

entrepreneurs in several other ways. Traditionally women stay at home and take care of the 

household (Mwasalwiba, Dahles & Wakkee, 2012) leaving less time for business activities, 

therefore girls are less educated and do not receive business education. Furthermore women 

are discouraged from using property as collateral out of fear for failure (ILO,2014; Stevenson 

& St-Onge, 2005).  

To sum up our literature review, we conclude that the institutional framework composed of 

legal, normative and cognitive institutions has an important influence on business operations 

and strategies. In emerging economies, institutional voids lead to lower rates of 

entrepreneurship and business growth. One of the most important consequences of institutional 

voids is the problematic supply of business financing. Inefficient formal institutions lead to 

underdeveloped capital markets, discrimination by loan officers and unattractive borrowing 

terms. Female entrepreneurs are disproportionately disadvantaged by gendered formal and 

informal institutions. Previous research investigates the effects of institutions on 

entrepreneurship and access to finance on a national level. However, entrepreneurs are 

heterogeneous in their reactions to institutional forces.  Entrepreneurial behavior is influenced 

by the context in which the entrepreneur operates and by business and entrepreneurial 

characteristics (Welter & Smallbone, 2011). Consequently, it is important to look at the effect 

of institutions on the level of individual entrepreneurs.  

We argue that an entrepreneur’s reaction to institutional forces depends on his or her perception 

of these forces. How a female entrepreneur perceives normative institutions will determine 

what she considers acceptable behavior. It will also influence whether she believes she will 

face discrimination when applying for business finance. Similarly, a female entrepreneur’s 

perception of cognitive institutions will affect her self-efficacy. It will also influence whether 

she believes she has enough knowledge to secure business financing. We will analyze the 
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financing mix of Tanzanian female entrepreneurs and identify the main problems they face. We 

then study the underlying causes of these problems by linking them to entrepreneurs’ 

perceptions of normative and cognitive institutions. We also identify the characteristics of 

female entrepreneurs and WOEs most sensitive to these problems which allows for specific 

policy recommendations. 

 

Data and methodology 

Sample and data collection 
We gathered data on entrepreneurial characteristics, business characteristics and financing 

sources through surveys on 212 Tanzanian female entrepreneurs. Tanzania is divided in zones 

and regions. We selected the Central, Northern, Lake and Eastern zones because they contain 

many SMEs (MIT, 2012). Through random sampling we picked the Tanga, Dodoma, Dar es 

Salaam and Mwanza regions. Respondents were obtained by systematic sampling on lists 

solicited from local municipalities and training institutions. WOEs are businesses where 

women have the majority ownership; directly, manage and/or run the enterprise; make key 

business decisions and are responsible for risks associated with the business (Richardson, 

Howarth & Finnegan, 2005).  

The questionnaire used was developed by Stevenson & St-Onge (2013) and modified and 

translated into Kiswahili to suit the Tanzanian environment. The new survey was piloted in 10 

enterprises and feedback was incorporated in the main questionnaire which was executed in 

August 2013 using a face to face interview technique (Saunders, Lewis, & Thornhill, 2003). 

The survey consists of mainly closed-end questions with multiple numerically coded answering 

options; some are nominal, some are ordinal. Only two questions in our survey require 

continuous responses: number of workers and age of the business. We also incorporated one 

open question which gauges ways in which respondents would solve perceived problems with 

respect to Tanzania’s institutions.  
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The variables defined in our study are separated into financing sources, business and 

entrepreneurial characteristics, problems respondents experience when accessing loans and 

respondents’ perceptions of the institutional environment. The financing sources are: savings 

and sale of assets (only during the startup phase), loans from family and friends, bank loans, 

MFI loans, informal finance providers (money lenders and informal savings) and loans by 

external organizations like the government and donors. The use of these were measured using 

dummies separately during business start-up and during 2012 (referred to as the growth stage).  

The second group of variables consists of business characteristics. The main sector of activity 

of a WOE is measured by three dummies; Trade, Services and Manufacturing. Business size is 

measured by the amount of full time employees, business age is measured in years. Location 

is measured by an ordinal variable, businesses are located either in an urban or peri-urban (0) 

or rural (1) area. There are three levels of formalization: registration with the Municipality, the 

SME section of the MIT and with BRELLA. Business formality is measured using a dummy 

equal to 1 if a WOE is registered with at least one organization. Finally, organizational  structure 

is measured by a dummy equal to 1 if the WOE is a sole proprietorship. 

The third group of variables measures entrepreneurial characteristics. The entrepreneurs’ age 

is measured using an ordinal variable equal to 1 if the respondent is less than 24 years old, 

equal to 2 if the respondent is between 25 and 39 years old, equal to 3 if the respondent is 

between 40 and 55 years old and equal to 4 for respondents older than 55. The respondent’s 

education level is captured by an ordinal variable equal to 1 in case of primary school or less, 

2 for secondary school, 3 for post-secondary but non-university education, 4 for vocational or 

technical training and 5 for university or college education. Female entrepreneurs’ marital 

status is also measured with an ordinal variable. It equals 1 for single women, 2 for married 

women, 3 for divorced or separated women and 4 for widowed women. Finally, the network of 

an entrepreneur is measured by a dummy variable equal to 1 if the respondent has taken part in 

a business support program with other female entrepreneurs. 
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The problems female entrepreneurs experience when accessing bank or MFI loans were self-

reported and measured using survey questions that could be answered by “yes, this is a 

problem” (coded 0) or “no, this is not a problem” (coded 1). The difficulties measured were: 

high collateral requirements, high interest rates, a loan amount which is too small, a loan term 

which is too short, the need for a personal guarantee, the need for a co-signor and finally loan 

officers who do not take female entrepreneurs seriously. The perception of female 

entrepreneurs of their country’s institutional framework was measured using statements with 

which respondents could agree, disagree, or have no opinion on. Topics ranged from regulation 

and harassment over business knowledge to support from family and gender equality. 

The average age of entrepreneurs in our sample is 30.2. Nearly 30% of our respondents have 

not completed secondary school. Nevertheless, they are eager to learn new skills as 50% 

participated in entrepreneurship- or small business management training. The majority of 

women (65.57%) in our sample are married. 78% of respondents want to improve their business 

next year and half of them have already invested in a new product. This suggests that 

entrepreneurs want to invest in their business and might need external finance to grow.  

The average business in our sample is only 9 years old. A large majority (70%) of WOEs in our 

sample are urban. The average number of employees is 4.36 but the median is only 2. Although 

almost all WOEs grow so that a worker is needed, only one in four companies succeeds in 

growing beyond the micro level (5 employees). 73% of WOEs are legally formalized, most of 

them at the lowest level. 83% of respondents are sole proprietorships. Most are active in the 

Services sector (44.81%) and the Trade sector (30.19%). Demand for finance is high, in 

combination with low access this will lead to problems. Table 1 summarizes the above 

mentioned descriptive statistics. 

<Insert Table 1 here> 

Methodology 
The variables in our dataset are analyzed using univariate and multivariate statistics. More 

specifically we first use descriptive statistics and agglomerative, hierarchical clustering to 
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determine the financing mix used by female entrepreneurs. We use the Jaccard distance 

measure to assess the similarity and dissimilarity of data points. Contrary to under the Simple 

Matching method, two observations are considered similar if they have a value of 1 for the 

same variables but not when both observations have a value of 0 (Gilbert, 1884; Everitt, 1986). 

In the two clusterings, (one for start-up and one for growth-stage financing) we opted for five 

clusters to achieve a balance between the Calinski-Harabasz stopping rule and what is most 

useful for interpretation (Calinski & Harabasz, 1974).  We checked the robustness of our results 

with a different distance measure (Simple Matching) and different clustering methods (Ward’s 

method and Weighted Average Linkage) (Everitt, 1986).  

Once we have insight in the financing mix, we deduce the main financing problems 

entrepreneurs encounter. We explore how these problems are influenced by entrepreneurs’ 

perceptions of normative and cognitive institutions by providing relevant descriptives on the 

survey questions. Next, we use logistic regressions to identify which female entrepreneurs and 

WOEs suffer most from the three main problems that arise when accessing debt. Three logistic 

regressions are run, in each regression the problem (dependent variable) is regressed against 

entrepreneurial and business characteristics (independent variables). All three regression have 

the following functional form: 

!" = 1|&'( = )!"( = *+,-./.,-0/0,⋯,-2/2,3

1 + *+,-./.,-0/0,⋯,-2/2,3 

 

Y is equal to problems with collateral requirements (regression 1), problems with interest rates 

(regression 2) and problems with personal guarantees (regression 3), respectively; P!Y(  

denotes the probability of success (Y = 1) given the explanatory variables. To allow for a more 

intuitive interpretation, in every regression success is defined as the female entrepreneur not 

experiencing a specific problem; X9 is the set of independent variables (sector, business age, 

organizational structure, location, formality, entrepreneurial age, education, marital status, 

network, the interaction between organizational structure & education, interaction between 
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business formality & education and interaction between business sector & marital status); and 

: is the Y intercept. 

For every regression we report the pseudo R², the c-statistic, the Hosmer and Lemeshow 

Goodness of Fit value and the percentage of correctly classified observations to check the 

quality of the model (Lavalley, 2008; Sainani, 2014). We test the robustness of our results using 

probit regressions. 

 

Results 

Our results section is composed of three parts. In the first part the financing mix of WOEs is 

analyzed and the most important financing problems are identified. In the second section we 

discuss four underlying causes of these problems and how they are related to entrepreneurs’ 

perceptions of cognitive and normative institutions. The third and final section deepens the 

analysis and identifies which female entrepreneurs and WOEs are most disadvantaged by these 

financing problems. 

Financing mix and financing problems 
Entrepreneurs’ own savings are by far the most used method (85.38%) when starting up a 

business followed by loans from family and friends (36.32%). On average, these numbers show 

that it is difficult for starting WOEs to use external and formal financing methods. 

Nevertheless, demand for external finance during the growth stage is high, 55.19% of WOEs 

applied for at least one external source in 2012. The financing instrument most used is bank 

loans (almost 25% of WOEs) but its use is still limited compared to the high percentages of 

own funds and loans from relatives used during the start-up phase. Moreover, almost 20% also 

use informal savings during the growth stage, marginally more frequently used than 

microfinance (17.92%). The other financing instruments are much less popular. Table 2 gives 

an overview of the financing mix used during startup and growth.  

<Insert Table 2 here> 
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We use a cluster analysis to distinguish between different financing profiles among female 

entrepreneurs, this allows for a more detailed analysis of the financing mix. During startup, the 

largest cluster, 65% of respondents, uses a mix of financing sources, although personal funds 

(own savings and the sale of an asset) are predominant. Almost 30% of respondents form 

another cluster using loans provided by family and friends supplemented by personal funds and 

informal instruments. A minority (less than 5%) are gathered in a formal financing cluster using 

bank loans and microfinance to start up a business supplemented by 20% of cluster members 

with loans by relatives. Table 3 summarizes these results. 

<Insert Table 3 here> 

 We check the robustness of our clusters with a different distance measure (Simple Matching) 

and a different clustering method (Ward’s linkage & Weighted Average Linkage). Results are 

comparable for Weighted Average Linkage, using Simple Matching or Ward’s Linkage changes 

the results slightly.  

We execute the same analysis for the year prior to the survey (labelled growth stage). The first 

cluster (50% of WOEs) don’t use any external finance, the majority of which does not apply 

for finance. The second cluster contains slightly more than a third of WOEs. They all use bank 

loans and/or microfinance to finance the growth of their business combined with loans provided 

by family and friends and informal finance. There is also a cluster encompassing only 6% of 

respondents who use only informal finance. We again check the robustness, the results are 

comparable when we use Ward’s linkage and robust when we use weighted average linkage. 

Table 4 contains the results of the cluster analysis.  

<Insert Table 4 here> 

From these numbers we identify following financing problems. Firstly, startups have 

difficulties getting loans from banks or MFIs. Instead they use personal funds (own savings, 

sale of an asset & loans from family and friends). This is in line with previous research showing 

that institutional voids create the need to bootstrap to access resources. Secondly access to 

formal loans is easier for growing WOEs but it is not sufficient, instead they are being 



17 
 

complemented with informal funds and personal savings. This is in line with previous research 

describing the importance of networks (i.e. savings groups) to access resources. More than 70% 

of respondents name access to finance as the most important constraint to starting and growing 

a business. Especially loans from banks and MFIs seems to be problematic. This illustrates 

what has been shown by previous research; namely that institutional voids in emerging 

economies make it harder for businesses to get loans. 

Underlying mechanisms 
We now turn to the mechanisms underlying these problems and how they are influenced by 

entrepreneurs’ perceptions of normative and cognitive institutions. Our data shows that success 

rates during the growth stage, for bank (85%) and for microfinance (93%) loan applications 

are very high. Instead, application rates are low; 28% for MFI loans and 18% for bank loans. 

In Table 5 we report the main barriers of access to formal loans as mentioned by female 

entrepreneurs. The three most pressing issues entrepreneurs experience when borrowing from 

banks or MFIs are all related to borrowing terms. 85% of respondents experience difficulties 

with high interest rates, 83% with collateral requirements and 71% of respondents mention the 

need for a personal guarantee. These unattractive borrowing terms help to explain the low 

application rates for bank and microfinance loans.  

<Insert Table 5 here> 

Table 6 reports female entrepreneurs’ perceptions of normative and cognitive institutions. 

Being an entrepreneur is an acceptable profession for women and only 12% of respondents 

mention lack of family support as a barrier when starting up a business. Nevertheless, when 

their business starts to grow, 30% of female entrepreneurs complain about a lack of family 

support. This is perhaps related to the fact that as the business grows, women spend less time 

on their traditional role, namely taking care of household responsibilities. Female entrepreneurs 

are also rather positive about their chances of accessing finance. 74.16% of respondents feel 

that women and men have the same opportunities to access finance. Furthermore, 82.25% feel 

that they have the same opportunities to own & register property. Nonetheless, only 38% of 
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women feel that access to credit is women friendly and 42% of respondents believe that loan 

officers don’t take women seriously.  

With respect to cognitive institutions, respondents feel that information and advice on how to 

start a business is readily available. Moreover 81.34% of respondents feel that women and men 

have equal access to entrepreneurship training. Furthermore, a majority of respondents state 

that their education adequately prepared them for their role as entrepreneur. However this is 

contradicted by the fact that 91% of respondents believe they need more skills to be successful 

entrepreneurs. 60.19% of female entrepreneurs mention a lack of knowledge on new markets, 

73.68% bring up a lack of IT skills, 66.03% mention a lack of knowledge on business 

development services and 72.25% state they are insufficiently informed about business 

regulations. Most importantly however, slightly more than half of female entrepreneurs state 

that information about financing sources is not widely available.  

<Insert Table 6 here> 

Based on these data, following main conclusions can be drawn. First, the low application rates 

coupled with high success rates suggest that entrepreneurs only apply for loans if they think 

they will succeed. Consequently the low use of formal loans is related to a lack of applications, 

not a lack of credit supply. Second, female entrepreneurs perceive borrowing terms to be 

extremely unattractive, which prevents them from applying for bank and microfinance loans. 

Third, although entrepreneurs’ perceptions of normative institutions are generally positive, 

respondents perceive some gender inequality when it comes to access to finance. Previous 

research shows that a negative societal image on female entrepreneurship discourages 

otherwise competent individuals from starting a business (Pathak, Golz & Buche, 2013). Along 

these lines, we conjecture that perceived gender-differences in access to finance is discouraging 

female entrepreneurs in our dataset from applying for bank and microfinance loans. Fourth, 

although entrepreneurs’ perceptions of cognitive institutions are generally positive, female 

entrepreneurs feel that they have insufficient access to information about financing sources. 
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Again, this perceived difference in access to financial information seems to prevent female 

entrepreneurs from applying for formal loans.  

The most disadvantaged female entrepreneurs and WOEs 
We now deepen the analysis and investigate which female entrepreneurs face the most 

problems with collateral, interest rates and personal guarantee requirements when borrowing 

from a financial institution (bank or MFI). This allows policy makers or banks and MFIs to 

focus their efforts on the most financially excluded entrepreneurs. Borrowing terms are used 

by creditors to reduce risk and asymmetric information. Credit risk is related to characteristics 

of the debtor (Menkhoff, Neuberger & Suwanaporn, 2006; Hanedar, Broccardo & Bazzana, 

2014). We first build a baseline model where we regress difficulties with collateral, interest 

rates and personal guarantees (dependent variables) against business and entrepreneurial 

characteristics (independent variables). We include the following characteristics: business 

sector, business age, organizational structure, location, formality, age of the entrepreneur, 

education, marital status and network. 

We also include an extended model with interaction effects because we expect the effects of 

business formalization and organizational structure to vary with the education level of an 

entrepreneur. Educated entrepreneurs are better at exploiting business opportunities, their firms 

are generally more successful. Firms led by more educated female entrepreneurs are therefore 

less risky (Barringer, Jones & Neubaum, 2005, Verheul et al, 2001) and are subject to less strict 

lending requirements (Abdulsaleh & Worthington, 2013). As such we expect, sole 

proprietorships led by highly educated entrepreneurs to experience less problems compared to 

sole proprietorships led by less educated entrepreneurs. Similarly, we expect informal WOEs 

led by more educated entrepreneurs to experience less problems compared to informal WOEs 

led by less educated entrepreneurs. In order to investigate these moderating effects we include 

the following interaction terms: organizational structure*education and 

formalization*education. We observe that the quality of our model increases when we add the 

interaction terms. 



20 
 

Table 7 presents the results of our regression analyses. Panel A displays results for issues with 

collateral requirements, panel B for issues with interest rates and panel C for issues with 

personal guarantee requirements. In every panel, columns 1 and 2 correspond to the baseline 

model and columns 3 and 4 to the extended model. In all regressions, an independent variable 

equal to 1 implies that a female entrepreneur does not experience any problems with that 

borrowing term.  

<Insert Table 7 here> 

As can be seen in table 7, both business- and entrepreneurial characteristics influence the 

likelihood that female entrepreneurs report issues with collateral, interest rates or personal 

guarantees. However the effects of business characteristics are slightly more robust than the 

effects of entrepreneurial characteristics. We see that WOEs in the trade sector are the most 

disadvantaged as they are more likely to experience issues will all three borrowing terms. 

Businesses in the manufacturing sector are more likely to suffer from personal guarantee 

requirements.  

Surprisingly formalized businesses are also much more likely to experience difficulties with 

high interest rates, personal guarantee requirements and collateral requirements. Furthermore, 

the extended model demonstrates that education positively moderates the impact of 

formalization on problems with interest rates and personal guarantee requirements. When 

calculating the margins, we find that the probability of an informal business experiencing 

problems with interest rates when the owner has at most completed primary school is 45% 

compared to 40% when the owner has attended university or college. For a formal business 

these probabilities are respectively equal to 92% and 87%. The probability of an informal 

business suffering from collateral requirements when the owner has at most completed primary 

school is 46% compared to 31% when the owner has a university or college degree. For a 

formal business these probabilities are respectively 88% and 78%. In panel B we see that 

married entrepreneurs are less likely to suffer from personal guarantee requirements and high 
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interest rates (only the extended model). The same applies to female entrepreneurs who are 

divorced or separated.  

Remarkably, in panel A we observe that female entrepreneurs who are part of a network have 

a higher chance of reporting problems with collateral requirements. Furthermore, the extended 

model indicates that WOEs organized as sole proprietorships are also more inclined to suffer 

from collateral requirements (panel A, column 3). This relationship is once again positively 

moderated by education. The probability of a partnership, limited liability or cooperative 

experiencing problems if the entrepreneur has at most attended primary school is equal to 59%, 

compared to 51% if the owner has a university or college degree. The same comparison for a 

solely owned WOE yields probabilities of respectively 92% and 84%. The baseline model 

indicates that there is also a direct effect of education on issues with collateral requirements 

but this relationship is not robust. It disappears once the interaction terms are incorporated. 

The negative relationship between networks and collateral issues is remarkable given previous 

research. Networks are used in contexts with inefficient institutions, like Tanzania, in order to 

reduce risk and information asymmetry and improve access to resources (Peng & Heath, 1996). 

Yet for Tanzanian female entrepreneurs being part of a network aggravates problems associated 

with bank or MFI loans. This could be related to our measure of networks which captures 

relationships between the respondent and other female entrepreneurs, not between the 

respondent and loan officers. It is likely that these relationships are more important to access 

informal finance or information and less important to access formal finance. Nevertheless this 

does not explain why being part of a network negatively influences access to finance. 

The negative effect of formalization also seems strange at first because past research establishes 

that business formalization reduces risk and eases access to finance (MIT, 2012). This could 

signify that although informal businesses are required to provide more collateral they are more 

willing or capable to do so resulting in fewer problems. Finally, prior research shows that sole 

proprietorships are more risky because there is no separation between the business and the 

entrepreneur (Kira & He, 2012). Additionally single owners have no partners to supplement 
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their knowledge or experience (Carter, William & Reynolds, 1997). This explains the negative 

influence of sole proprietorships on issues with collateral requirements we find. 

The quality of our regressions is good. The adjusted R²’s are between 0.07 and 0.15. 

Furthermore our models have good discriminatory capability. All regressions have c-statistics 

north of 69% and on average more than 80% of observations are correctly classified. The 

sensitivity of our collateral regressions are very low but this is probably caused by the high 

proportion of respondents that experience problems. Because classification is not the goal of 

our analysis, this is not problematic and more importance should be given to the goodness of 

fit of our models (Hosmer & Lemeshow, 2000). All regressions exhibit adequate goodness of 

fit as demonstrated by the insignificant Hosmer and Lemeshow goodness of fit tests. To test 

the robustness of our results we replicate every regression (both baseline and extended models) 

using probit (see columns 2 & 4 in every panel). Our results are fairly robust. 

 

Conclusions and discussion 

Summary of main results 
We investigate the financing mix of Tanzanian WOEs, identify the most important problems 

that female entrepreneurs encounter in accessing finance, and link them to entrepreneurs’ 

perceptions of the institutional environment.  

We find that female entrepreneurs mainly rely on personal savings, loans from family and 

friends and other informal sources to finance their businesses. The use of bank loans and 

microfinance loans is very limited, especially during business startup. We find that this is 

related to a lack of applications and identify three mechanisms contributing to this. First, loan 

terms are unattractive. 85.38% of respondents complain about high interest rates, 83.96% 

complain about high collateral requirements and 70.75% criticize the need for a personal 

guarantee. Second, respondents feel discouraged from applying because they believe they will 

be rejected. 62% of respondents feel that access to credit is not women friendly and 42% 

believe that loan officers do not take them seriously. These perceived barriers fuel fear of 
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getting rejected which prevents female entrepreneurs from applying. Third, a lack of financing 

knowledge might also restrict the use of bank and microfinance loans. 91% of respondents 

believe they need more skills in order to be successful entrepreneurs and more than half of 

female entrepreneurs mention that they have insufficient knowledge about financing 

opportunities. Given that female entrepreneurs only apply for loans if they believe they will be 

accepted, a lower level of self-efficacy (confidence in your abilities to succeed) might prevent 

them from applying. A lower level of human capital also makes female entrepreneurs more 

risky to credit providers, further exacerbating the problem of unattractive borrowing terms. 

We deepen our analysis by investigating which female entrepreneurs and WOEs report most 

issues with borrowing terms. We find that WOEs in the trade sector as well as formalized 

WOEs are most likely to complain about collateral requirements, interest rates and personal 

guarantee requirements. Furthermore, unmarried owners as well as female entrepreneurs who 

are part of a network together with other female entrepreneurs suffer more from high collateral 

requirements. A higher education alleviates problems for formal businesses and sole 

proprietorships. Finally contrary to previous research, our data shows that entrepreneurs who 

are part of a network are more likely to experience problems with collateral requirements. Also 

contrary to previous research, we find that formalized businesses are more likely to experience 

issues with collateral requirements, interest rates and personal guarantee requirements. 

Contributions and policy recommendations  
While exploratory, we believe this study makes some important contributions to theory. 

Previous research studying entrepreneurship from an institutional viewpoint explains 

variations in national levels of (female) entrepreneurship through variations in the institutional 

climate. While these studies show an impact of institutions on business finance, they mostly 

create insights on a national level, not on the level of individual entrepreneurs. However 

entrepreneurs are heterogeneous in their reactions to their institutional and business 

environment. We take a next step by exploring how individual entrepreneurs’ perceptions of 

gendered normative and cognitive institutions prevent them from applying for formal loans.  
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Our results contrast with previous findings in two main ways. First we show that entrepreneurs’ 

perceptions of institutions are different from the way the institutional environment in emerging 

economies is typically described. More specifically, previous research describes a negative 

societal view on female entrepreneurship leading to discrimination by loan officers as well as 

difficulties for women to use assets as collateral. However our data shows that our respondents 

perceive “entrepreneur” to be an acceptable role for women and that both genders have equal 

opportunities to register and use assets as collateral. Nevertheless, respondents do feel that 

access to finance is hard for female entrepreneurs and consequently might still be discouraged 

from applying for a loan. Second, our findings also contrast with previous research because 

they suggest that perceptions of institutions primarily drive financing behavior and not the 

institutions themselves. Previous research stresses the effect of institutional voids on the supply 

of business finance where it leads to discrimination and a lack of credit providers. Our data 

shows that the influence of entrepreneurs’ perceptions on their demand for formal loans may 

actually be more important. Female entrepreneurs perceive that they have less chances of 

getting a loan and consequently fail to apply for one. This is independent of whether this 

perception matches reality or not.  

We make the following policy recommendations. Female entrepreneurs feel that access to 

finance is not gender neutral and some entrepreneurs state that they are not taken seriously by 

loan officers. Ensuring loan officers remain unbiased and take objective decisions might 

alleviate this situation. Nevertheless, the importance of the influence of perceptions implies 

that policy makers will not be able to promote the use of formal loans simply by enforcing 

gender equality or anti-discrimination laws. Instead they need to focus on changing 

entrepreneurs’ perceptions and educating them. The need for IT education as well as providing 

women with information on markets, business regulations and business development support 

services is especially large.  
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Limitations and suggestions for future research 
Our research is not without flaws. Our measure of the entrepreneur’s network is imperfect and 

consequently does not capture the entire impact of business networks on issues with collateral 

requirements, interest rates or personal guarantee requirements. Moreover it is possible that 

loan characteristics influence the borrowing terms entrepreneurs are subject to and 

consequently the problems they experience fulfilling them. Hence once could try controlling 

for loan size or loan term when looking at problems with borrowing terms. We suggest the 

following topics for future research. First, our investigation into the influence of perceptions 

of institutions on individual behavior is exploratory in nature. Future research could try to 

investigate the causality between both concepts. Second, currently, informal savings groups as 

well as digital lending schemes like Tigo Nivushe (Gordon, 2016) are being used to alleviate 

problems related to bank and microfinance loans. Although very useful they usually offer small 

loans, insufficient for growing businesses. Future research could look into alternatives for 

formal loans, better suited to the needs of female entrepreneurs. Finally business formality and 

networking with other female entrepreneurs are associated with more collateral and personal 

guarantee issues. Future research could be aimed at identifying underlying mechanisms. 
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List of tables 

Table 1: Descriptive statistics  
Panel A: Ordinal and continuous variables 
Variable Mean Median Stddev Min Max 
Business size 4.36 2 6.41 0 60 
Business age 9.12 7 6.84 1 33 
Age of the entrepreneur 1.92 2 0.62 1 4 
Education of the entrepreneur 2.62 2 1.52 1 5 
Marital status of the entrepreneur 1.90 2 0.69 1 4 
Panel B: Dummy variables  
Variable % of WOEs in “0” category % of WOEs in “1” category 
Trade sector (0 = not active in this sector) 69.81 30.19 
Services sector (0 = not active in this sector) 55.19 44.81 
Manufacturing sector (0 = not active in this 
sector) 

75 25 

Location (0 = Urban or peri-urban) 95.75 4.25 
Formalization (0 = not formalized) 27.83 72.17 
Organizational structure (0 = not organized as a 
sole proprietorship) 

17.45 82.55 

Network (0 = Not participated in support program 
with other female entrepreneurs) 

70.14 29.86 

 

Table 2: Financing mix during startup and growth stages (in % of WOEs) 

Financing sources Startup Growth 

Own savings 85.38% -* 

Family & Friends 36.32% 13.68% 

Bank loans 16.51% 23.58% 

Informal savings  15.57% 18.40 % 

Microfinance 14.15% 17.92% 

Sell an asset 4.72% -* 

Moneylender 3.77% 3.77% 

Government loan 1.42% 2.36% 

Donor 0.94% 1.89% 

* The financing sources “own savings” and “sell an asset” were not an option in the survey questions related to growth 
stage financing 

 

Table 3: Cluster analysis at startup 

Financing sources Cluster 1 Cluster 2 Cluster 3 Cluster 4 Cluster 5 
Personal funds 0.99 0.79 0 0 0 
Formal finance 0.33 0 1 0 0 
Family & Friends loans 0.09 1 0.2 0 0 
Informal finance 0.21 0.10 0 1 0 
External organizations finance 0.03 0 0 0 1 
Cluster size (in % of WOEs) 65.09 29.25 4.72 0.47 0.47 

Note: These figures represent each cluster’s mean value for each financing source 
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Table 4: Cluster analysis during growth stage 

Financing sources Cluster 1 Cluster 2 Cluster 3 Cluster 4 Cluster 5 
Formal finance 0 1 0 0 0.5 
Family & Friends loans 0 0.24 0 1 0.13 
Informal finance 0 0.33 1 0 0.63 
External organizations finance 0 0 0 0.1 1 
Cluster size (in % of WOEs) 50 35.38 6.13 4.72 3.77 

Note: These figures represent each cluster’s mean value for each financing source. 

 

Table 5: Problems when accessing bank or MFI loans 

Problem Percentage of WOEs 
Interest rates are too high 85.38 
Collateral requirements are too high 83.96 
Required to provide a personal guarantee 70.75 
The term of the loan is too short 67.92 
The amount of approved loan is too small 66.04 
Required to have a co-signor 59.91 
Women entrepreneurs are not taken seriously by loan officers 41.98 

  

Table 6: Female entrepreneurs’ perceptions of the institutional environment 

Statement % of female entrepreneurs who agree 
Getting support from my family is a barrier to starting up my business 11.79 
Getting support from my family is a barrier to growing my business 29.86 
Loan officers don’t take female entrepreneurs seriously 41.98 
Access to credit is women friendly 38.28 
Women and men have the same opportunities to access business finance 74.16 
Women and men have the same opportunities to own and register property 83.25 
Women and men have the same opportunities to participate in entrepreneurship 
education and training programmes 

81.34 

Entrepreneur is seen as an acceptable role for women by society  80.38 
Finding information on how to start  a business is a challenge 20.28 
My previous education & experience prepared me well for my role as entrepreneur 58.37 
Insufficient knowledge on new markets is a barrier to growing my business 60.19 
I need more skills to operate my business successfully and make it grow 91.39 
Making better use of IT would enable female entrepreneurs to compete more effectively 73.68 
Information about business development services is widely available to female 
entrepreneurs 

33.97 

Information about financing sources is widely available to female entrepreneurs 44.50 
Information about business regulations is widely available to female entrepreneurs 27.75 
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