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Abstract
Small and medium-sized enterprises (SMEs) are the backbone of most economies and have a
key role in the path towards socially inclusive economic growth. They are crucial to the
development of strong, dynamic economies, and a significant source of job creation and social
mobility. For many women in developing countries, entrepreneurship represents a promising
career choice that enables them to play an active leadership role in economic activities. Womenowned SMEs are more likely to hire women for key roles and financially empowered women are
more likely to invest in their families and communities. Despite this, only one third of the world’s
formal enterprises are owned by women. Women-owned enterprises are more likely to be small,
informal and concentrated in certain low value-added industries. SMEs in developing countries
face important barriers that limit their ability to grow and create jobs, such as limited access to
finance, poor managerial skills and lack of access to markets. For women entrepreneurs, these
constraints are proportionately greater due to unique gender biases and cultural challenges.
Governments, nonprofits and other institutions invest billions of dollars towards programs aimed
at unlocking the potential of women-owned SMEs with the aim of achieving the sustainable
development goal of gender equality. But high-quality research on “what works” is very limited,
leaving decision makers without clear guidance on how best to support women-owned
enterprises. There is a pressing need to identify effective solutions to help steer investments to
the areas where they will have the greatest impact.
In this paper, we aim to share IPA’s experience partnering with financial institutions, governments
and nonprofits in the design and rigorous testing of solutions to some of the constraints
experienced by women-owned SMEs in developing countries. We provide an overview of the key
problems around access to finance, human capital and markets as experienced by women
entrepreneurs and present inter-related projects aimed at testing effective solutions to these
problems.
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Introduction
Women-owned small and medium enterprises (SMEs) comprise about a third of all SMEs and
have a key role to play in the economic and social development of their countries.1 However,
like all SMEs they face important constraints such as limited access to finance, poor managerial
skills and the lack of access to markets that constrain their ability to grow, create jobs and play a
vital role in their country’s development. These impediments are even more severe for women
entrepreneurs, due to material factors such as barriers to land and asset ownership, as well as
other more intangible ones such as lower educational attainment, challenges of spending time
on household responsibilities, relegation to less productive sectors, gender biases, among
countless others. Advancing the role of female entrepreneurs and addressing the barriers facing
them is an important and formidable challenge for policymakers and the private sector.
Yet, there is a significant knowledge gap when it comes to understanding the most effective
ways to support women-owned SMEs in developing countries. In the last few years there has
been a growing interest in building a body of evidence that could help inform the design of
policies in this space, but high-quality research on “what works” to promote women-owned
SMEs is still very limited. Thus, there is a pressing need to identify effective solutions that can
have the greatest impact on unlocking the potential of these SMEs to grow and create jobs. To
achieve this, a closer collaboration between the worlds of research and policy is necessary.
In the following paper, we present an overview of some of the most pressing problems affecting
women-owned SMEs in developing countries, and show how rigorous evidence can help
identify effective solutions to these problems. We present projects from the SME Program’s
research portfolio, and showcase examples where researchers and practitioners have
collaborated to innovate in policy design, test interventions rigorously and improve the way
women-owned SMEs perform in developing countries.
The Small and Medium Enterprise Program at IPA
The Small and Medium Enterprise Program at Innovations for Poverty Action identifies and
promotes effective solutions to the constraints affecting SME growth and entrepreneurship in
developing countries. It is a coordinated research effort that brings together a network of
influential researchers and practitioners to set a policy-relevant research agenda, conduct
cutting-edge research, and share findings and best-practices to impact the way SME policy is
designed and implemented. The SME Program aims to lead decision makers to seek,
generate, understand and apply evidence to support SME growth and entrepreneurship in
developing countries.
Throughout the past five years, the SME Program has developed a strong network of leading
researchers and practitioners, and has brought them together in regular working group
meetings, workshops and conferences. As a result of these collaborations, the Program has
been able to develop a research portfolio of over 100 projects on SME growth and
entrepreneurship across 40 countries, focused on three key areas: access to finance, human
capital and skills, and access to markets and information.
Read more about the program at http://www.poverty-action.org/sme
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1. The promise of women-owned SMEs
The last quarter century has seen a significant rise in women’s entry into the labor force across
the world, and in developing countries in particular. While the pace of this entry has differed
from country to country, increased literacy, lower fertility rates and economic growth have
altogether reinforced a virtuous cycle that, although not infallible, has nonetheless enabled
women to undertake a more active economic life.2 Entrepreneurship remains a promising
avenue for empowerment for several reasons. In countries where formal employment is scarce,
entrepreneurship presents an unparalleled opportunity for economic and social progress.
Across 62 economies around the world, more than two-thirds of the adult population believe that
entrepreneurs are well-regarded and enjoy high status within their societies.3
Some estimates suggest that increased labor force participation by women in the fifteen
developing countries with the highest growth potential could boost GDP per capita by 10% by
2020.4 Many studies point to increased investments in the household and increased welfare at
the household level resulting from women as breadwinners.5 Beyond the macroeconomic and
household impact of female labor force participation, investing in women-owned enterprises in
particular could nourish entrepreneurial and work cultures that are more amenable to ever more
economic empowerment for women thus kick starting a virtuous cycle. At present, women’s
productivity and earnings continue to lag their male counterparts whether in self-employment or
wage work.6 Women entrepreneurs are also more likely than their male colleagues to be in the
informal sector, running smaller firms mainly in services or in similarly lower value-added
sectors.7 Not surprisingly, female entrepreneurs are also more likely to be the sole proprietors of
their firms, most often manage them on their own,8 and have more women in senior
management roles at these firms.9
The challenges and opportunities noted above have come in tandem with national and
multilateral efforts to boost women’s economic and social standing, and to tackle the cultural
and legal structures that currently impede women’s full empowerment. For instance, number 5
of the Sustainable Development Goals (SDGs) calls on countries to “ensure women’s full and
effective participation and equal opportunities for leadership at all levels of decision making in
political, economic and public life.”10 Women’s economic achievement, therefore, remains high
in the policy agenda for governments and multilateral bodies. Policy- and decision-makers,
however, continue to grapple with these gender disparities and have struggled to deliver policies
and programs that could effectively help bridge this gap and bring economic opportunity to
millions of women. There is unfortunately a dearth of evidence that could inform the design of
effective programs and policies to address these constraints and realize the promise of gender
parity among entrepreneurs.
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2. Supporting women-owned enterprises
SMEs in developing countries face constraints that are disproportionately large when compared
to those faced by larger firms and even SMEs in developed countries. Limited access to finance,
low levels of human capital and managerial skills, and difficulty accessing new markets stand out
as the most challenging constraints. In addition, there are gender differences in time-use (needing
to devote time to house activities), access to productive inputs, and those stemming from market
and institutional failure that re-inforce each other to hamper the productivity of women-owned
enterprises.11In the sections below, we start by describing the constraints experienced by womenowned SME when it comes to access to finance, human capital and markets and then present
some of our lessons learnt on designing solutions.
2.1 Access to finance
Access to finance has been identified as one of the most binding constraints to firm growth
across sectors and countries, and SMEs are particularly likely to benefit from its removal.12 As
firms expand, external sources of financing become critical, and their accessibility and
affordability can determine a business’s growth possibilities. Access to credit not only facilitates
market entry, firm growth and risk reduction, but also promotes innovation and entrepreneurial
activity. It is estimated that the credit gap for women-owned SMEs across all regions is roughly
over $750 billion, which is 32 percent of the total credit gap for SMEs.13
There are many reasons why SMEs, and women entrepreneurs in particular, are
disproportionately disadvantaged in their access to credit. Financial institutions perceive lending
to female business owners to be riskier, higher cost and/or lower return due to their firm size.14
Women-owned SMEs hold roughly one percent of all land titles which makes it even more
challenging for them to adhere to the collateral requirements of bank.15 Further, SMEs of all
genders often have opaque credit histories which makes it hard for banks to assess the risk
associated with lending to them. Women’s challenges accessing finance are also non-financial
in nature: these include the social and cultural norms underlying gender roles, the limited
access to business education opportunities and to support networks.16
Results from studies in Ghana and India have found (See Box 1, 2 and 3) that women with
strong and healthy businesses can benefit from capital infusion. These impacts are best seen
when taking into account all firms in the household.
Box 1. Returns to capital for women-owned enterprises vs. other household firms17
Many studies have found that women-owned microenterprises have low or negative returns to
capital, relative to their male counterparts. These results have contributed to the debate on
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whether giving women-owned microenterprises loans or grants to relax their capital
constraints can really make a difference to their business outcomes. Bernhardt et al. (2017)
propose and evaluate an alternative explanation to these differential returns to male and
female microenterprises. In their enterprise household model, they propose that when another
enterprise is available in the household, women entrepreneurs invest their capital in their
spouse’s firm, where returns to capital are often higher than their own.
To evaluate this model, the researchers looked at data collected as part of their study in India
that evaluated the impacts of offering repayment flexibility to microfinance clients (See Box 3
for more details). They aggregated profits from microenterprises in the same household
sample to obtain household-level returns from increased financial flexibility. They found that
female micro-entrepreneurs typically have access to multiple investment opportunities in the
household—close to half of their sample lived with another enterprise owner. Further, the
study finds that when there is more than one entrepreneur in the household, increased
repayment flexibility has zero effect on female enterprise profits on average. In contrast, when
women were the sole entrepreneur, women who received the grace period contract saw an
increase in weekly profits of 70-81% relative to the control group.
Female entrepreneurs tend to have lower risk tolerance in both firm and personal finances. It
has also been observed that they have similar repayment rates to men.”18 The lower risk
tolerance helps explain the lower capitalization found among female-owned SMEs: studies
show that women entrepreneurs tend to work with lower inventory levels and shy away from
working with creditors or debtors on their balance sheets.19 Contrary to conventional wisdom,
however, and despite this lower availability of capital, formal female-owned businesses tend to
operate with a number of employees comparable to their male counterparts.20 While in-country
situations may vary, these findings suggest that the lack of financing available to female
entrepreneurs is constraining their growth and potential, and that the current loan product
offering is inadequately serving their specific needs. Given that women are more risk-averse
and have a different approach to financial decision making relative to men, flexible loan
products (e.g. those that delay repayment) can especially benefit women, who are then more
likely to invest this money in their businesses.
Box 2. Flexible credit and Business growth in India21
Most loans issued by microfinance institutions (MFIs) have a weekly repayment schedule
beginning shortly after loan disbursement. These immediate repayment obligations may
reduce the long-term growth potential of businesses because borrowers have less money to
make investments that are capital-intensive in the short-term but can significantly grow their
businesses in the long-term. In partnership with Village Financial Services, an MFI operating
in Kolkata, India, researchers evaluated the impacts of offering female microfinance clients a
two-month grace period before their first payment.
Clients who received loans with the two-month grace period invested approximately 6 percent
more in their businesses, were more than twice as likely to start a new business, and had 41
18
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percent higher weekly profits after nearly three years. However, clients who received the
grace period were also more than three times as likely to default on their loans, possibly
because it encouraged entrepreneurs to make riskier business decisions. This suggests the
traditional MFI contract model may reduce risk of default but also inhibit the growth of
microenterprises.
Some programs aim at supplying female-owned firms with capital by providing direct grants.
Evidence from a study on capital injection for female-owned microenterprises suggests that the
form in which capital is delivered may have an impact on female-owned firms: in-kind grants
show a higher impact and are stickier especially among women.
Box 3. In-kind grants versus cash grants for women-owned small businesses22
Access to finance is frequently reported as one of the most binding constraint for MSMEs, but
it is unclear whether the form in which entrepreneurs receive capital matters for how it is used
and its effectiveness. Fafchamps et al. (2014) evaluated the impact of in-kind grants versus
cash grants by randomly allocating a sample of male and female-owned firms in Accra,
Ghana to three groups: a control group of 396 firms, a treatment group of 198 firms that would
receive 150 Ghanaian cedis (approximately 120 USD at the time of the study) in cash to use
as they liked, and a treatment group of 198 firms that would receive 150 cedis in equipment,
inventories, or materials for their business. For the firms who got the in-kind grant, they were
free to select what they were interested in and these were then purchased directly by the
study research associates with the firm owner, the majority of them chose inventory
The study finds large average returns for both male and female microenterprises. However,
for women microenterprises, only the in-kind grants grew business profits, and only for
businesses with higher profits at the start of the study, while cash grants had no effect. The
difference in effects between in-kind and cash results is partly indicative of self-control issues,
with inventories and equipment (in-kind grant options) serving as a commitment device
against impulse purchases. Based on further analysis, researchers suggest that women who
owned very small businesses found it impossible to grow their firms, and determined that they
would be better off using their grants in their households. Women-owned businesses that
were larger had more scope to grow, and so these female business owners kept the grants—
especially in-kind grants—invested in their firms.
2.2 Access to skilled managerial capital
It is increasingly recognized that the way firms are managed matters to their productivity and
growth. There is a strong positive relationship across firms between the quality of managerial
practices and their productivity and profitability.23 The quality of management affects both the
quantity and quality of the inputs in production and also their productivity. For instance, good
managers motivate their workers to be productive and also make sure that machinery and other
tools of production are maintained properly to ensure their longevity. They project accurately the
needs of the firms to organize the appropriate workers and other inputs needed for production.24
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The existing body of evidence on the impact of gender on firm productivity has, so far, failed to
establish a causal link between the two and whether these links are innate or learned. On the
contrary, the evidence suggests that when given the same inputs, women-owned firms do not
perform worse than male-owned ones.25 However, lower education levels and lower managerial
capacity among female entrepreneurs can hold their productivity down.26 Two thirds of adults
lacking basic literacy skills are women, with half of adult women in South and West Asia and
sub-Saharan Africa who cannot read or write.27 These lags among adult women suggest that
female entrepreneurs in many regions of development may be under increased pressure to
manage competing demands from the household and their firms, holding the potential of both.
In response, countless SME support programs have aimed at improving the quality of
management in women-owned SMEs. These include business training programs that impart
curriculum on various aspects of running a business like financial planning, accounting, and
marketing. However, there is limited evidence on the effectiveness of business training
programs for women-owned enterprises. Business training programs for women enable the
creation of more robust businesses but they have a limited impact on the profits of existing
businesses.
Box 4. Impact of business training on female enterprises in Sri Lanka 28
In Sri Lanka, researchers tested whether business training, by itself or combined with a grant,
can raise the income of women entrepreneurs. In partnership with the International Labor
Organization (ILO), they evaluated the impact of the most common training course in
developing countries, the Start-and-Improve Your Business (SIYB) program, in two distinct
groups: women operating subsistence enterprises and women who were out of the labor force
but interested in starting a business.
Among current entrepreneurs, the training improved business practices but did not have an
impact on performance. The addition of the grant led to short-run increases in revenues and
profits, although most of these improvements dissipated two years after the intervention.
These results highlight the challenge in getting subsistence-level female-owned
microenterprises to grow, and suggest that the binding constraints may lie outside the realm
of capital and skills. Among aspiring entrepreneurs, the training and grant combination helped
speed-up market entry but had no lasting effect on firm survival. Among those that opened a
new business, the training program led to an increase of 43 percent in profits and a 40
percent increase in sales. Taken together, these results suggest that providing grants and
training to women outside the labor force may lead to new businesses, but facilitating growth
among existing businesses continues to be a more enduring challenge.
The impact of business training also depends on how much it has been customized to the skills
of the trainees. As discussed below, training programs involving simple “rules of thumb” and
customized to women’s skill levels matter for the impact of business training.
Box 5. Financial training with “Rules of thumb”29
25

(World Bank 2012, 204)
(World Bank 2012, 203)
27
(UNESCO 2015, 3)
28
(de Mel, McKenzie and Woodruff 2014)
29
(Drexler, Fischer and Schoar 2014)
26

7

While there is a strong association between higher financial literacy and better firm
performance, there is little evidence on the best ways to teach financial practices to business
owners. Researchers partnered with ADOPEM, a microfinance institution, to evaluate two
methods of financial literacy training: one based on traditional accounting principles, and
another one focused on simple “rules of thumb” for financial decision making. Ninety
percentage of the study sample were women-owned micro-enterprises.
Among rules-of-thumb trainees, the likelihood that clients separated business and personal
cash and accounts, kept accounting records, and calculated revenues formally increased by 6
to 12 percent relative to the comparison group. Rules-of-thumb trainees also reported higher
sales during “bad weeks,” suggesting that the simplified training content equipped them to
better cope with slower periods. The standard accounting program had no effect on firm
performance of business practices. The rules-of-thumb training produced more pronounced
improvements for clients with the lowest human capital, limited ex-ante interest in accounting
or financial training, and with baseline business practices in the lowest quartile
Lastly, it has also been documented that contrary to concerns, training women entrepreneurs
need not have negative spillover effects on their peers at the market level.
Box 6. Growing markets through business training for female entrepreneurs30
A frequently asked question about business training programs is whether there might be
spillover effects of attending a training program on the close associates of participants. These
spillover effects could be positive where the learnings are copied but they could also be
negative such that growth in the firms that attended business training comes at the cost of
those who did not attend the training. In Kenya, researchers used a two-stage randomization
process, randomizing at the market level and then within treatment markets to look at direct
and spillover effects for training. The study sample consisted of 3,537 firms across 157 rural
markets in Kenya. Women selected for the training program were trained using International
Labor Organization’s Get-ahead training program which is unique in that it highlights essential
entrepreneurial skills from a gender perspective using a participatory training method. Follow
up surveys looked at the direct and spillover effects of the programs one and three years after
training participation.
Women-owned enterprises that were assigned to the training experienced gains from
attending the program that were particularly strong three years after the training. They were 3
percentage points more likely to survive after three years, earn 18 percent higher sales and
make 15 percent higher profits. For business who received the training, these gains came
from no significant spillover effects and the researchers conclude that market growth seems
to stem from better customer service, business practices and introduction of new products.
2.3 Access to markets
Reaching new markets is the opportunity that women-owned SMEs need to grow their business:
being able to purchase quality inputs at good prices, selling their products to a reliable buyer, or
acquiring new technologies and knowledge to upgrade in the value chain are all significant ways
30
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in which they can benefit. However, many women-owned SMEs struggle to access domestic
and international markets because of limited access to networking opportunities. Women-owned
SMEs tend to have limited time to pursue business development opportunities due to competing
household duties.31 A survey of three Asian countries reported that a higher percentage of
women business owners – 34 percent compared to 26 percent of men owners never interacted
with business associations.32 In addition to the limited access to networking opportunities,
limited access to finance and management skills to know how to take advantage of market
opportunities may further constrain their ability to take advantage of market opportunities.
Many solutions have been implemented to advance SMEs access to markets but there is limited
evidence on how to specifically promote market access for women-owned SMEs. In Brazil, IPA
researchers studied the impact of government procurement on firm growth and employment and
found that it positively affects firm growth and employment beyond just the contract period.33 In
China, researchers looked at how networking impacted firm performance and found that firms
saw an increase in sales, profits, employment and productivity.34 These studies reveal the ways
in which approaches to increase market opportunities for firms can have an impact on their
growth and employment. But there are still many open questions on how legal, financial and
coordination constraints impede the development of markets for SMEs and what is the best way
to help women-owned SMEs overcome these challenges. This is an area of research that needs
to be particularly developed.

3. Conclusion
Women-owned small and medium enterprises have important contributions to make towards
economic and social development and represent a promising opportunity in advancing the
sustainable development goal of gender equality. The studies profiled in this paper show the
ways in which rigorous evidence is contributing to understanding how best to support womenowned SMEs given the binding constraints that they experience when it comes to access to
finance, human capital and markets. They reveal that women-owned enterprises need
customized solutions that consider the unique challenges that they experience.
This exercise also reveals that there are many open questions when it comes to promoting
women-owned SMEs. For instance, most of the studies profiled in this paper are focused on
very small microenterprises which shows the need for research studies that focus on how to
identify high-growth transformational women-owned SMEs that expect to be more than
subsistence enterprises.
The evidence gaps are an invitation for researchers and policy makers to work together to add
to this body of evidence. Achieving a delicate balance between the highest technical rigor and
the utmost policy relevance is key. It is of great importance to use the strongest research
methods that allow for the identification of causal impact, to isolate the effect of a specific
program from any other factors. If this is not present, decision-makers might be misguided and
advocate for an ineffective intervention (or even introduce harmful distortions in the market that
might end up having the opposite result that what they expected). But at the same time,
research needs to be done in close dialogue with practice if the goal is to achieve policy impact.
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This means working together with practitioners and policymakers to understand the most
pressing challenges, design meaningful and innovative solutions, and make sure that results
reach those who are in charge of making decisions. It is only through a close collaboration
between the worlds of research and practice that effective policymaking in SME development
will be possible.
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