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Abstract 

A large proportion of women in Pakistan engage in home-based production 
rather than wage employment in the public space to generate an income. This 
article provides an overview of the literature on the role of access to finance and 
women’s decision-making power (at the household level) on the likelihood of 
business creation and growth by women. The literature shows that finance has 
little impact on business and household outcomes; this suggests that other 
constraints are at play when it comes to women setting up an enterprise or making 
business decisions. This overview shows how self-control – risk aversion and 
present biasedness – can inhibit business investment. Household members may 
also ‘capture’ a woman’s financial resources, including business loans or savings, 
and put them to unproductive use. Further, social and cultural norms may dictate 
whether setting up an enterprise is seen as an ‘appropriate’ activity for women. 
Against the backdrop of several government and private initiatives to promote 
enterprise, exploring these issues provides us with important insights into how 
female-run businesses can be encouraged and supported. 

Keywords: Entrepreneurship, microfinance, credit constraints, household 
decision-making, norms. 
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1 Introduction 

Pakistan has had a long-standing low labor participation rate: the 
national rate of active labor participation stands at a little under 46 
percent.1 Such low indicators are particularly troubling for a developing 
country trying to combat poverty and inequality. Labor participation is 
disproportionately low among women: at 22 percent, the female 
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participation rate is one third that of the male participation rate. The 
disparity between male and female participation is even greater in paid 
employment (13 percent for women versus 43 percent for men) and formal 
microenterprises (19 percent for women versus 41 percent for men). In the 
informal sector, the gender ratio is more equitable, albeit low, at 38 percent 
for women and 42 percent for men. According to data from the Global 
Entrepreneurship Monitor, there are 17 male entrepreneurs to every female 
entrepreneur at the startup stage (Figure 1). This gender ratio is lower than 
in other developing countries in South Asia and Africa. 

Figure 1: Total early-stage entrepreneurial activity, by gender 

 

Source: Global Entrepreneurship Monitor 2012/13, retrieved from 
http://www.gemconsortium.org/data/key-indicators 

Should we be concerned about this gender disparity? The answer 
is, undisputedly, yes. The literature shows that the welfare impact of a cash 
infusion in the household will be very different depending on the recipient 
of the inflow. Household welfare, as measured by child health, nutrition 
and education, tends to be higher when cash is allocated by a woman as 
opposed to a man (see Yoong, Rabinovich & Diepeveen, 2012, for a 
literature review). Of course, one can argue that economic empowerment 
has a value per se that ought not to be concentrated in only the male 
members of the household. That we should be concerned about gender 
disparity is not disputed. What is less clear is what might explain the 
gender gap in economic activity. 
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Part of this gap can be explained by the returns to education. Male 
and female educational attainment is vastly different, particularly beyond 
the primary level. However, a plausible reason for this gap (including that 
in educational attainment) may also be the difference in access and 
opportunity. Social and cultural norms affect the role of a woman in 
society, often delineating her as a caregiver – any paid employment she 
seeks outside the home must not then interfere with her responsibilities at 
home. This limits her to finding employment closer to home. One 
argument is that society and the institution of purdah frowns on – if not 
disallows outright – the woman from working outside the home at all. This 
may explain why more women engage in home-based production rather 
than wage employment in the public space to earn an income.  

Other than access to financial and technical resources, female-run 
enterprises in Pakistan are, therefore, limited by sociocultural concerns. 
Notwithstanding government grants and policies, the needs of micro-
entrepreneurs among the disadvantaged in Pakistan are met largely by the 
microfinance sector. While not catering to the ultra-poor, microfinance 
organizations provide small, short-term loans to those just above the 
poverty line, who are unbanked by the traditional financial sector. A 
detailed exploration of this issue, including a robust empirical 
investigation, will be directly useful to policymakers and practitioners.  

The role of enterprise in economic growth has long been recognized 
(see Knight, 1921; Schumpeter, 1942; Baumol, 1968) and its importance for 
women as an acceptable form of income generation makes it all the more 
pertinent to improving welfare and growth. The Government of Pakistan 
has already shown keen interest in encouraging entrepreneurship, a 
testament to which is the Prime Minister’s Youth Business Loan Program 
whereby young people (aged 21 to 45) are provided subsidized financing.2 
The program specifically requires that half the funds be disbursed to 
female borrowers. Against this backdrop, the findings of such a study will 
be of direct interest to the government as it decides how best to extend 
credit to these entrepreneurs.  

Section 2 provides an overview of the microfinance sector in 
Pakistan. Section 3 gives a detailed literature review on microenterprise 
growth and creation in general and on female-run businesses in particular. 
It also discusses studies that have attempted to measure household 
dynamics and social norms. Section 4 concludes, with brief suggestions for 
future research.  
                                                                 
2 Prime Minister’s Youth Program (http://youth.pmo.gov.pk).  
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2 Microfinance for Women in Pakistan: An Overview 

Typical credit products offered by commercial banks do not cater to 
micro-entrepreneurs. Muhammad Younis revolutionized the field of credit 
in the 1990s when he introduced financial products targeting the poorest 
men and women in Bangladesh – a segment that was typically unbanked, 
with limited or no access to traditional finance provided by commercial 
banks. Since then, this model of finance has been adopted worldwide, with 
regional and cultural variations. However, such loans are typically un-
collateralized, small, short-term and offered at higher interest rates. Default 
is minimized by various checks and balances, joint liability and/or 
guarantee systems. Clients tend to be from marginalized segments and are 
often women. Arguably, given women’s limited mobility, fraud and 
default are lower. In addition, access to financial resources has the potential 
to improve the welfare of the recipient as well as the household.  

Microcredit was first introduced by the Aga Khan Rural Support 
Program and the Orangi Pilot Project in the early 1980s. The microfinance 
sector in Pakistan is one of the more developed sectors in the region 
(Economist Intelligence Unit, 2012) in terms of market capacity and the 
commitment shown by its regulators, but it lags behind its neighbors in 
terms of adoption (Villasenor, 2016). Outreach is unevenly spread, with 
most microfinance institutions providing access to markets in Punjab and 
Sindh and very little presence in most of Balochistan. With an estimated 1.7 
million active borrowers and a loan portfolio of more than US$460 million,3 
the sector has institutional support from the State Bank of Pakistan4 and 
boasts a robust growth rate.  

However, the gender ratio is less favorable to women than in other 
countries (Figure 2). While 94 and 91 percent of borrowers in India and 
Bangladesh, respectively, are women, the corresponding ratio for Pakistan 
is only 59 percent (Safavian & Haq, 2013). Why does Pakistan have a lower 
proportion of women borrowers? Is it for lack of demand among women or 
are microfinance institutions unwilling to lend to them? Safavian and Haq 
(2013) estimate that 90 percent of women require permission from their 
husbands to apply for a loan, while two thirds of women in rural areas and 
about a third in urban areas report being able to use the loan for their own 
purposes. The remainder of borrowers report that the loan was used by 
male family members. 

                                                                 
3 Microfinance Information Exchange (www.mix.org).  
4 This includes the Microfinance Institutions Ordinance 2001, the Prudential Regulations for 
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Figure 2: Country ranking, by microfinance outreach to women 

 

Source: Microfinance Information Exchange (2010, cited in Safavian & Haq, 2013). 

Further, 60 percent of women report having to persuade their 
husbands to pay back the loan. On the supply side, there is no evidence to 
suggest that microfinance institutions discriminate against women 
borrowers. On the contrary, some NGO-based microfinance institutions 
focus explicitly on women clients, e.g., the Kashf Foundation and Aga 
Khan Rural Support Program – two of the largest and oldest microfinance 
providers in Pakistan. Others have gender-neutral policies that do not 
discourage women borrowers: women constitute 70 and 20 percent of the 
borrowers of the National Rural Support Program and Khushali Bank, 
respectively.5  

A few quasi-experimental academic studies6 have looked at the 
impact of access to finance on both men and women in Pakistan. Using 
propensity score matching, Asim (2009) finds that participation in 
microcredit programs does not significantly affect household or female 
empowerment outcomes in a sample of 275 borrowers and existing 
microenterprises. Setboonsarng and Parpiev (2008) use a similar technique 
to show how significant income generating activities, such as agricultural 
production, are associated with the provision of microloans. Ghalib, Malki 
and Imai (2011) show that microcredit has a statistically significant positive 
impact on the economic wellbeing of households in rural Punjab.  

                                                                 
5 Pakistan Microfinance Network, Microwatch, issue 22, 2011. 
6 This includes academic research by independent researchers, not official reports from microfinance 

providers or funding agencies. 
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Evidence on the impact of microfinance on women has been mixed. 
As yet, no study has used robust experimental techniques to measure the 
direct impact of microfinance on household and business outcomes for 
women borrowers, nor looked at the long-term impact of microfinance or 
the sustainability of any change in outcomes.  

3 Literature Review 

The development potential of microfinance has recently been 
challenged by empirical studies that show limited improvements in 
household and business outcomes. This section provides an overview of 
the literature on the role and impact of access to finance, technical 
knowledge and the household and society in facilitating or constraining 
microenterprise by women in developing countries.  

3.1 Access to Finance 

The literature provides some direction for thinking about the likely 
impact of borrowed funds on women who do not run an existing business. 
However, most studies focus on the growth of existing businesses rather 
than the creation of new ones. Measuring the impact of a group lending 
program in Hyderabad, India, Duflo et al. (2013) find that, 15–18 months 
later, the profits of pre-existing businesses had increased. Although access 
to finance had helped a small number of women start their own enterprise, 
it was not significantly effective in helping them escape poverty. Similar 
results are found for Mexico (Angelucci, Karlan & Zinman, 2015), rural 
Mongolia (Attanasio et al., 2015), Morocco (Crepon et al., 2015), Ethiopia 
(Tarozzi, Desai & Johnson, 2015) and Bosnia and Herzegovina (Augsburg 
et al., 2015).  

Banerjee et al. (2015) outline a series of randomized trials conducted 
across a total sample of more than 10,000 individuals in six countries 
(Ethiopia, Ghana, Honduras, India, Pakistan and Peru). The program in 
question offered financial grants as well as training and support in the form 
of frequent coaching visits by field officers. The results indicate no impact 
on household or business expenditure or on women’s empowerment within 
the household 24–36 months later, but they do show an increase in total 
household assets and consumption and more time spent on productive 
activities. Fafchamps et al. (2014), on the other hand, find that cash grants 
have an insignificant impact on both male- and female-run enterprises, 
casting doubt on the role of finance alone in enhancing business growth. 
Their results imply that the mechanism through which assistance is 
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provided to women matters: cash assistance alone may not be enough to 
benefit an enterprise and/or sustain profit improvements.  

These mixed results might be explained by the nature of 
microfinance loans – small loans at high interest rates may be inherently ill-
suited or insufficient to promote long-term microenterprise growth or 
creation. Bandiera et al. (2013) find that, for the ultra-poor in rural 
Bangladesh, sizeable asset loans (worth approximately US$140) helped 
increase earnings by almost 40 percent, even after the assistance was 
withdrawn. They also find a substantial shift among women from 
agricultural labor to running a business. Beaman et al. (2014) believe that 
the success of large borrowers may have to do with self-selection. Using a 
randomized controlled trial to evaluate the impact of agricultural loans, 
they find that farmers who experience the highest returns are more likely 
to borrow in the first place.  

Other studies find that business outcomes improve when 
borrowers are given a grace period before repayment commences (Field et 
al., 2013). In addition, a highly elastic demand may crowd out viable 
borrowers (Karlan & Zinman, 2013), while equity-like loans – as opposed 
to joint-liability loans – are more efficient in encouraging enterprise among 
women micro-entrepreneurs (Fischer, 2011).  

3.2 Training and Technical Knowledge 

The results cited above reflect that loans in themselves may not be 
enough to prompt the efficient and productive use of funds and need to be 
complemented with skills or training (Blattman et al., 2015). Valdivia (2015) 
shows that business outcomes improve for recipients of technical training 
in Peru. McKenzie and Woodruff (2014) conclude that, while training may 
help start an enterprise, it does not necessarily ensure business growth. 
Their evidence implies that training hastens the entry of businesses that 
were going to enter the market regardless; it does not boost the entry of 
businesses that would not have otherwise been set up.  

3.3 Microenterprise Preferences: The Role of the Individual, Household 
and Society 

A detailed analysis of the characteristics of borrowers who succeed 
in improving business outcomes under the traditional microfinance 
structure provides further insights into why enterprises may be 
constrained. For example, a low level of initial assets has been shown to 
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inhibit self-control (Bernheim, Ray & Yeltekin, 2013) and may limit the 
productive use of resources. We can also expect investment in a business 
with delayed or riskier returns to be lower among risk-averse or present-
biased entrepreneurs. The lower (if not insignificant) growth of female-run 
enterprises could also be a result of the household dynamics under which 
women have to operate. For instance, de Mel, McKenzie and Woodruff 
(2009, 2012) find that the gap between male-run and female-run business 
outcomes in Sri Lanka is lower for women from more ‘cooperative’ 
households where they are more involved in household decision making.  

Examining an intervention involving business loans and intensive 
training for micro-borrowers in Pakistan, Giné and Mansuri (2011) find no 
improvement in business knowledge among female entrepreneurs. They 
argue that it is not necessarily the ablest women who self-select into 
enterprise. Rather, given the social and cultural constraints to their 
mobility, female entrepreneurs may see enterprise purely as a source of 
‘appropriately’ earned income that does not require them to leave home. 
As a result, they may not be motivated enough to improve business 
outcomes. Similarly, if women fear the ‘capture’ of their earnings by a 
spouse or other household members, this may remove their motivation to 
increase their income beyond subsistence level.  

Empowerment is broadly defined as the process by which 
individuals become able to make strategic life-choices (Kabeer, 1999). Ngo 
and Wahhaj (2012) show that the empowerment-enhancing potential of a 
loan to a woman can depend on whether her spouse has an incentive to 
capture her resources for personal or household use. Capture is less likely 
if the woman carries out an autonomous activity and her spouse does not 
have an alternative activity that provides comparable returns. Similarly, 
the relative economic contribution of men and women is positively 
correlated with their degree of influence over household decisions 
(Grasmuck & Espinal, 2000). Insofar as this may have to do with the greater 
fungibility of cash, coupled with internal or external pressure to use those 
funds in a way that provides immediate benefit to household members 
(Fafchamps, Kebede & Quisumbing, 2009; Jakiela & Ozier, 2012), the 
impact of a loan on business is likely to be small and transitory.  

It is only recently that experimental techniques have been used to 
obtain objective measures of empowerment levels. Indeed, studies based 
on field experiments highlight the motivation for disempowered 
household members to ‘hide’ loans or funds available to them to prevent 
capture. In a study on the Philippines, Ashraf (2009) gave married couples 
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the option to deposit an experimental endowment in either a joint account 
with their spouse or in a private account, but at a cost. She found that both 
men and women are more likely to deposit money in private accounts if 
their spouse controls the household finances; this is true even if they have 
to give up a portion of the endowment to do so. In a subsequent study, 
Ashraf, Karlan and Yin (2010) find that women who are able to open 
private savings accounts experience an increase in decision-making power 
in the household.  

Mani (2011) and Fiala (2015) show that spouses in India and 
Uganda, respectively, are willing to sacrifice the efficient investment option 
in an experiment to determine which option provides greater control over 
returns. Further, as Ashraf (2009) also shows, this is less likely to happen 
when men have positive ‘interaction’ with their wives outside the 
experiment. In a similar experiment for Senegal, Boltz, Marazyan and 
Villar (2015) find that individuals who choose to ‘hide’ their income do so 
in trying to escape pressure to share from household members.7 Other 
studies have looked at the concept of capture in the context of patriarchal 
and nuclear families (see Kazianga & Wahhaj, 2015), bargaining power (see 
Murillo, 2015), asymmetric information on household finances (see Hoel, 
2015) and information asymmetries imposed by geographical distance in 
migrant families (see Ambler, 2015). 

If the resources owned by the less empowered are likely to be 
captured, then providing loans may not be enough to create new enterprise 
or increase the welfare of the recipient. Given the social and cultural 
context, women are likely to be the more disadvantaged members of the 
household (Carlsson et al., 2012) and may not be able to exercise control 
over funds. In his seminal paper, Chiappori (1988) rejects the notion of a 
Pareto-efficient household utility model: households cannot be 
characterized by a single utility function (see also Chiappori, 1997). 
Theoretically, a married woman’s relative weight in household decisions is 
larger if (i) she comes from a wealthy family before marriage, (ii) the 
customary divorce laws are favorable to women (Dercon & Krishnan, 
2000), (iii) the distribution of income or household-sharing rule is skewed 
toward women (Browning, Chiappori & Lechene, 2006; Browning, 

                                                                 
7 Almas et al. (2015), Castilla and Walker (2013), Castilla (2014) and Schaner (2015) conduct similar 

field experiments and find that spouses who lack information on each other’s financial resources and 

come from noncooperative households where they do not have a say in decision making are more 

likely to hide their earnings or investments. In a study on Ethiopia, Kebede et al. (2011) find that 

individuals are likely to share less of their endowment with a spouse if the size of the endowment 

remains hidden from the latter.  
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Chiappori & Lewbel, 2006) or (iv) there is symmetric information among 
household members (Chen, 2013).  

The ‘unitary’ model of household utility has been rejected by 
several empirical studies in different contexts.8 Studies have also shown 
that the welfare impact of financial and information interventions differs 
by the gender of the decision maker (Duflo, 2003; Duflo & Udry, 2004; 
Bobonis, 2009). In addition, there may be psychological costs of hiding 
resources. Ashraf, Field and Lee (2014), for instance, find that women who 
hide contraceptive decisions from their spouse suffer from a lower 
subjective wellbeing.  

Finally, loan recipients may be subject to certain social or familial 
standards or norms of behavior. These standards may be accepted norms 
of behavior enforced by peer pressure or fear of condemnation or through 
internalized shame or guilt over a broken social rule. When these standards 
are (implicitly) enforced, they can limit the discretion a female borrower 
has over use of the loan. Recognizing the role of social pressures, Krupka 
and Weber (2013) have designed a novel game intended to elicit an 
individual’s perception of social norms. Their results imply that 
individuals care about more than monetary incentives when undertaking 
entrepreneurial activities.  

4 Conclusion and Suggestions for Future Research 

One cannot look at the constraints to setting up an enterprise 
without looking at the environment in which entrepreneurs operate. In 
the case of women, there may be other constraints aside from a difficult 
business environment. Cultural and social norms play an important role 
in determining the decision to set up and/or operate a business, 
sometimes superseding the (female) entrepreneur’s own decision. Access 
to finance is a partial answer to encouraging enterprise, but any 
investigation of the constraints women might face in setting up or 
sustaining an enterprise is incomplete without considering self-discipline 
and family as well as social pressures.  

Empirical experiments have fast become the gold standard in 
academic research. Quantitative research is far from perfect, often 
providing an incomplete picture of the impact. Such studies may be able to 
measure the quantitative change in outcomes, but without uncovering the 
process through which this change occurs. However, empirical research 
                                                                 
8 See, for instance, Iversen et al. (2011); Munro, Bateman and McNally (2008); Robinson (2012). 
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has the advantage of being able to measure the causal impact of alleviating 
a constraint objectively and quantitatively, e.g., providing loans to set up a 
business. With a well-designed intervention, researchers may be able to 
measure the expected average or representative impact of the intervention.  

Measuring an individual’s preference for hiding his or her earnings 
and family or social pressure to share these is problematic if one relies on 
self-reported data through survey questions. Individuals may react very 
differently when responding to a survey question about a hypothetical 
situation and when reacting in a real-life situation. Recently, there has been 
a move toward lab experiments to uncover behavioral tendencies. While 
these originated in labs in the developing world, they have shifted to 
simple pen-and-paper exercises where individual decisions are tied to 
monetary incentives. These lab-in-the-field experiments are meant to 
mimic real life, using hypothetical situations in which decisions can have 
real-life monetary consequences.  

Lab-in-the-field games have the added advantage of creating a 
within-subject panel dataset with multiple decisions by the same 
individual; this allows one to control for individual-level unobservables. 
Further, these games can be used to “force choices in starkly different 
options” in a contrived yet familiar context, allowing multiple tests of 
theoretical predictions (Hoel, 2015). While this is an improvement on 
survey questions, we may still find that individuals behave differently in 
real life. In gender dynamics, interactions outside the lab may also 
influence behavior within the experiment. However, the literature provides 
some guidance on how to capture these dynamics using cleverly designed 
experiments.  

In a currently ongoing study, we use a randomized controlled trial 
involving microenterprise loans for women in Punjab (Pakistan) to 
measure the impact of access to finance on business creation in this 
sample9. In addition, we use incentivized survey questions and lab-in-the-
field experiments to identify social and household norms regarding the 
‘acceptable’ level of autonomy available to female borrowers in deciding 
how to use their funds. At the time of loan disbursement, these women 
were not different in terms of measurable variables such as income, 
education, marital status, household assets and expenditure. A year later, 
there is evidence to suggest that household and social dynamics may have 
influenced which women used the loan to set up an enterprise. For 

                                                                 
9 This study is a joint work between Azam Chaudhary, Mahreen Mahmud and Farah Said.  
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instance, compared to the  views held by housewives, self-employed 
women view society to be more favorable towards female entreprenuers. 
This may reflect the pressures women consider when deciding whether to 
set up their own business.  

To my knowledge, such experiments have not been conducted 
using a sample of microenterprise loan applicants. This fills a gap in the 
literature by directly testing for the role of constraints – credit, social norms 
and household dynamics – in determining enterprise, household and 
individual-level outcomes. This study also addresses a specific gap in the 
literature on Pakistan by using a randomized controlled trial to study the 
impact of a microfinance product on the borrower’s household and 
individual outcomes. The results from this and similar studies could help 
design pro-poor policies in Pakistan and other developing countries. They 
will also be directly relevant to microfinance organizations operating in 
Pakistan, often with a focus on women’s empowerment through access to 
finance, and to policymakers who have recently shown considerable 
interest in promoting enterprise among women and youth. 
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