
 

 

 

 

 

 

 

 

 
IS THERE DISCRIMINATION AGAINST WOMEN ENTREPRENUERS IN 

FORMAL CREDIT MARKETS IN NIGERIA? 

 
 

 

REVISED RESEARCH PROPOSAL 

Presented to  

Partnership for Economic Policy (PEP) 

 

 

By  

Nwosu, Emmanuel O. 

& 

Orji, Anthony 

Nnetu, Vivian 

Nwangwu, Chioma 

 

Nigeria 

 

8th January, 2013 

 

 

 



 

  

 

 

 

 

SECTION A – For all projects 
 

1. Abstract (100 to 250 words) 

The abstract should state the main research question, the context and its relevance in terms 

of policy issues/needs in relation to PAGE thematic foci, complete with a brief description of 

the data that will be used. 

 

The purpose of this research project is to ascertain if women entrepreneurs at the 

Small and Medium Enterprise level in Nigeria are marginalised in the formal credit 

market compared to their male counterparts. Access to Finance is often cited as 

one of the major factors impeding the growth of women-owned businesses in 

developing countries. Hence, among the critical questions that are yet to be 

resolved by researchers include the issue of whether there is discrimination against 

women entrepreneurs in the formal credit market especially in the developing 

world and the magnitude of such discrimination. In the case of Nigeria, while 

there is substantial argument that women are not favoured in the financial market 

very little is known empirically about the extent of gender discrimination in the 

formal credit market. The expected outputs of this study will be useful in many 

ways. Among others, the findings will feed into policies that would be effective in 

women empowerment in Nigeria by making finance accessible to them with little 

difficulty and at minimal cost. This study will use the recent World Bank Investment 

Climate Survey data in Nigeria for the investigation.  

 
 

 

2. Main research questions and contributions 

 Explain the focus (or key questions) of your research and its policy relevance. 

2.1. Explain why you think this is an interesting research question and what the potential 

value added of your work might be (knowledge gaps). You might want to explain 

whether or not this question has been addressed before in this context (including key 

references), and if so, what do you wish to achieve (in addition) by examining the 

question again? 

 

Background, Motivations, Research Questions, and Policy Relevance 

The role of women entrepreneurs in national development has become widely recognised in many 

parts of the world not only in developing countries but also in the developed world. The rate at 

which women now contribute to economic development through their participation in small and 

Before you begin,  

 Please consult the following webpages regarding PEP’s expectations in terms of: 

 Specific policy issues to be addressed by projects supported under the PAGE programme 

 Initiatives to be undertaken by PEP supported research teams in terms of policy outreach  

 Note that if your proposed project entails the use of randomized controlled trial techniques, 

you must not forget to provide the additional information in section B  
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medium-scale enterprises is quite unprecedented despite several barriers to the full optimization of 

their economic potential. For example, a recent report published by the Global Partnership for 

Financial Inclusion (GPFI, 2011: 12), highlights that in developed countries, women are starting 

businesses at a faster rate than men, and are making significant contributions to job creation and 

economic growth. According to the Report, women-owned firms are growing at more than twice 

the rate of all other firms (23 percent and 9 percent respectively) in the United States for nearly 

three decades.  Also in Canada, the Report shows that women own about 47 percent of small 

enterprises and accounted for about 70 percent of new business start-ups in 2004.  

In developing economies women are currently participating actively in economic activities through 

ownership of business ventures, and through this means have contributed immensely to economic 

growth and poverty reduction. For example, GPFI (2011) Report shows in terms of numbers that a 

survey of 1228 in Middle East and North Africa (MENA) region found that women are running 

well-established businesses that are generating revenue well over $100,000 per annum comparable 

to women-owned firms in the United States generating similar amounts. As shown in table1.1 of 

the Report, the Indonesian 2007 data showed that women-owned businesses grew at 8 per cent, 

while men-owned businesses shrank 0.3 per cent. In 2008, women-owned businesses grew by 2.3 

per cent in Thailand, while the male counterparts grew only by 0.3 per cent; in Malaysia, 2008 data 

show that women-owned enterprises grew by about 10 percent compared to about 7 percent growth 

of male-owned enterprises (GPFI, 2011:13).    

In the last two decades, Nigerian economy has seen increasing participation of female entrepreneurs 

operating at the small and medium enterprise (SME) level. For example, a survey carried out by 

Small and medium Enterprises Development Agency of Nigeria (SMEDAN) in 2010, shows that 

the total number of enterprises in Nigeria stood at 17,284,671 (micro-17,261,753, small- 21,264 

and medium-1,654). The total number of persons employed by the Micro, Small and Medium 

Enterprises (MSME) sector as at December, 2010 stood at 32,414,884. Of this number, the female 

entrepreneurs accounted for 42.1 percent in the ownership structure of microenterprises, and 13.57 

percent of the ownership structure in small and medium enterprises. The SMEDAN survey showed 

that MSMEs contribution to the Nation’s gross domestic product in nominal terms stood at 46.54 

percent as at the period under review. The Survey highlighted that access to finance is one of the 

priority areas of assistance to MSMEs in Nigeria.  

Access to Finance is often cited as one of the major factors impeding the growth of women-owned 



businesses in developing countries. Hence, one of the critical questions that are yet to be resolved 

by researchers is the issue of whether there is discrimination against women entrepreneurs in the 

formal credit market especially in the developing world and to what extent women are 

discriminated. Credit is an important instrument for improving the welfare of the poor and for the 

expansion of business frontiers (Okurut et al., 2004). Therefore, the importance of easy access to 

credit by women entrepreneurs even at the Small and Medium-sized Entrepreneurial (SME) in 

boosting their business fortunes and in poverty reduction has been highlighted.  According to 

Sanusi (2012) “financial empowerment enhances the bargaining power of women at the family 

level and this allows larger latitude for investment in child-nutrition, health and education, thereby 

regenerating the future workforce. Beyond the family, financial freedom is a precursor to gender 

equality and consequently, the assurance of social security. Women constitute not only a 

formidable demographic force, but are also responsible for the youth that make up the next 

generation.” 

The Nigerian credit market can be broadly categorized into the formal and informal sectors, based 

on how structured the lending process is. The better-organized and formal sector of the credit 

market is driven largely by the deposit money banks (DMBs). Although the capital market and 

other financial markets like Micro finance banks are also part of the formal credit market, the 

DMBs dominate the market. Most of the credit granted by deposit money banks is of short term 

nature (CBN, 2010). The informal credit market in Nigeria includes money lenders, Self-Help 

Groups (SHGs), Rotating Savings and Credit Associations (ROSCAs), relatives and friends.  

In order to enhance the flow of financial services to micro, small and medium enterprises in the 

country, the Federal Government of Nigeria launched the new Microfinance Policy, Regulatory and 

Supervisory Framework in 2005. This policy document was subsequently reviewed in 2011 (CBN, 

2012). Prior to the revision, Microfinance banks (MFBs) in Nigeria had been plagued with many 

issues, and the CBN decided to evaluate the sector and took actions to address some of the 

contending issues. This included withdrawal of the licenses of some of the MFBs it believed were 

not fit for purpose. The CBN also disposed of the one-size-fits-all license and created three 

licenses- Local, State and National. Each one required different starting capital and on-going 

minimum capital. Many MFBs recapitalized to meet the new requirement. CBN’s action to sanitise 

the sector was complemented by Nigerian Deposit Insurance Corporation (NDIC) action on 

repayment program for depositors of MFBs that have had their licenses withdrawn. Despite the 



recent policy review, a few problems still plague the sector. The key ones include location of 

MFBs, financing and the rates of interest charged. Some studies like Abiola (2011) and Orodje 

(2012) suggest that the levels of interest rates charged by the MFBs in Nigeria are too high ranging 

from 20% to over 50%. This makes it very difficult for many micro and medium scale business 

owners to seek for and access loans from the MFBs. Thus, access to the credit market in Nigeria 

has really been an issue of serious debate and concern. Several other constraints identified to exist 

in the market include: poor credit penetration, issue of collateral, complex application procedure, 

asymmetric information, among others (NBS, 2011).  

Globally, there appears to be no consensus in empirical literature on whether there is a gap against 

women in credit markets. While some studies find that there is gender bias against women-owned 

firms in access to credit (Becker, 1971; Baydas, et al., 1992; Coleman and Robb, 2009; Malapit, 

2010; Hansen and Rand, 2012; among others), other studies (Riding and Swift, 1990; Bardasi et al, 

2011; among others) have shown that women entrepreneurs are not more credit-constrained 

compared to the male counterparts. Yet, other studies such as Kondo (2003) argue that women are 

more favoured in the credit market than men.  On the other hand, related studies exist on credit 

markets and SMEs in Nigeria with a view to finding answers to some of the thorny issues affecting 

them. The recent of these studies, among others, include Nwaru and Onuoha (2010), Garba (2011), 

and Ajagbe (2012). However, not only that none of these studies investigated if there is gender 

discrimination in formal credit market in Nigeria, the data set they used in the analyses were not 

reliable because of two reasons: small sample problem and localization of data collection to just 

one area. Again the methodology adopted by most of these studies was purely descriptive. This 

proposed study will contribute to the ongoing empirical debate by attempting to ascertain if there is 

discrimination against women entrepreneurs in formal credit markets in Nigeria with more recent 

and richer national survey dataset and by applying superior methodology. Specifically, we shall 

attempt to answer the following research questions: 

1. Are women entrepreneurs at the SME level more credit constrained than men in formal credit 

markets in Nigeria? 

2. Are women entrepreneurs who apply for loans in the formal credit market in Nigeria more 

quantity or size rationed than their male counterparts? 

3. Are women entrepreneurs more credit constrained in the formal credit markets than in informal 

credit markets in Nigeria? 



4. Do women entrepreneurs at the SME level who have access to credit perform better in terms of 

capacity utilisation, employment of youths, output\sales and investment spending than credit-

constrained women counterparts? 

5. What enterprise characteristics account for the gender gap in credit access in the formal credit 

market in Nigeria? 

Review of Literature 

Globally, there seems to be a consensus among economists that studies on gender discrimination 

with respect to access to formal credit, is an important one. No wonder a large body of theoretical 

and empirical literature on gender economics has been devoted to the study of credit access 

discrimination and on differences observed in the financial structure of female firms with respect to 

male firms at the SME level. We divided the review into theoretical and empirical literature.  

Theoretical Literature  

Most of the leading arguments in the theoretical literature center on information asymmetry, 

transaction costs and credit rationing; and also look at some empirical findings of similar studies in 

this area. There is a large body of literature arguing that imperfections in the credit markets arise 

from information asymmetries, transaction costs and agency issues and that such imperfection may 

lead to credit rationing (Hashi and Toci, 2010; Stiglitz and Weiss, 1981; Binswanger and 

Rosenzweig 1986; Gorman et al. 2005; among others). According to Hashi and Toci (2010), “credit 

rationing is a state in which information asymmetries between lenders and borrowers may result in 

the equilibrium interest rate not clearing the market. Instead, the demand for loans will exceed 

supply and banks will deny credit to some borrowers who are observationally indistinguishable 

from those who receive loans despite their willingness to pay the prevailing interest rate”.  

Stiglitz and Weiss (1981) provide the theoretical model of equilibrium with credit rationing. The 

model is based on imperfect credit markets characterized by information asymmetry, which makes 

it very costly for banks or other formal credit markets to obtain reliable and accurate information on 

the borrowers and to monitor the actions of the borrowers. In this model, credit rationing occurs as 

a result of adverse selection problems. Consequently, interest rates fail to play the market clearing 

role of demand and supply, rather the banks adopt the option of utilizing the non-price mechanisms 

of credit rationing to maximize their expected profits.  Stiglitz and Weiss see credit rationing as a 

situation in which at prevailing rate of interest in a credit transaction, the borrower would like to 

borrow more money but is not permitted. In this situation, borrowers lack access to credit or 



adequate credit at prevailing rate of interest even if they are willing to pay higher interest rates. 

Another theory argues that banks may not be interested in granting credit to SMEs and rural 

underdeveloped businesses because it is particularly difficult to overcome information asymmetries 

and resulting screening, monitoring, and enforcement problems: clients are poor, have few assets to 

collateralise, they don’t keep records and those who keep; the quality of information is unreliable, 

and these give rise to high transaction costs (Binswanger and Rosenzweig 1986). However, 

according to Gorman et al. (2005) full information about the borrower’s project may not always be 

available. This leads to a situation of information asymmetry, which occurs when one party to the 

lending transaction has more and/or better information than the other. 

Empirical Literature 

Several studies have documented the existence of gender differences in the composition of financial 

sources used by men and women firms. Despite the preponderance of studies we have in this area, 

there is no clear cut conclusion on gender differences in accessing credits or in the use of funds.  On 

the one side, are studies such as Coleman and Robb (2009) and Bellucci et al. (2010). For example, 

Coleman and Robb (2009) argue that female firms make a more intensive use of the entrepreneur’s 

personal funds and a lower utilization of bank loans. Bellucci et al., (2010) find that female-owned 

firms have greater difficulties than male-owned firms in obtaining bank loans. While, on the other 

side, Riding and Swift (1990) analyze small-sized businesses in the U.S by taking into 

consideration credit application, denial rates and bank-loan interest rates. Their findings reveal that 

white men and women expect similar treatment in credit markets, while minorities face more 

difficulties. In his own view, Becker (1971) also documents that formal credit markets discriminate 

mainly in three ways: (1) by applying higher interest rates on loans requested by female 

entrepreneurs; (2) by imposing heavier contractual position to female firms than to male firms; (3) 

by asking female entrepreneurs higher credit worthiness than male counterparts to grant loans.  

Other studies have also tried to investigate gender and credit access by comparing male versus 

female- headed households. However, household-level analyses of credit constraints are incomplete 

and ignore credit constraints faced by women belonging to male – headed households. More recent 

works in this area like De Mel, et al, (2009) recognize the limitation of household – level analysis 

and instead rely more on specialized surveys that collect individual- level financial data. Still the 

evidence is mixed. For instance, De Mel et al (2009) conducted a field experiment in Sri Lanka to 

analyze gender differences in microenterprise returns. They find that returns to capital stocks are 



significantly higher for men than for women, suggesting that it is the microenterprises run by men, 

not women that are more credit constrained. Taking into account the possibility of conflictive intra-

household dynamics and rural market imperfection, Fletscher and Kenny (2011), on the other hand, 

analyze gender differences in credit constraints. They find that the credit rationing status of spouses 

vary by gender, providing strong empirical support for women-targeted credit programmes. These 

conflicting results suggest that type of borrowing and the local context are important, so we may 

not find the same gender gap across production and consumption loans or across formal and 

informal credit markets.   

The paper by Baydas, et al. (1992) provides one of the early arguments on the subject. They 

conducted a study in Ecuador to ascertain if women are discriminated in credit access.  Their 

multinomial logit estimates show that although a smaller total number of women than men 

entrepreneurs applied for loans, women entrepreneurs represent a higher proportion of applicants. 

Interestingly, the results further show that the small probabilities of both male and female 

entrepreneurs being quantity rationed implies that this form of credit rationing is not widely 

exercised in special microenterprise programs in Ecuador. 

Kondo (2003) reports that many money lenders operating in urban public markets in the Philipines 

prefer to lend to women because they are more willing to maintain social ties, share information, 

and care about their reputation than men. Thus, the cost of monitoring loans to women would be 

lower compared with loans to men, which implies a larger, not smaller credit access for women. On 

the other hand, Malapit (2010) argue that women may be more likely to be constrained in credit 

markets because of women’s higher demand for credit compared with men. They find that rather 

than wealth, lenders seem to rely more on reputation and credit history to screen prospective 

borrowers, although the consequences of repayment delays are much more severe for women. They 

argue that “if gender norms assigns the responsibility of managing day-to-day household 

consumption to women , then perhaps women are more likely than men to turn to the in formal 

credit market for consumption loans. In this case, men may be borrowing primarily for production 

whereas women may be borrowing for both production and consumption.” Their conclusion thus, 

provides empirical support for women-target credit interventions in urban poor contexts, especially 

those that enable women to build and capitalize on good credit histories.  

Hansen and Rand (2012) examine credit constraint differentials between male and female 

manufacturing entrepreneurs in eight Sub-Saharan African countries. Using firm level data and a 



generalized Blinder-Oaxaca decomposition technique, they investigate the extent to which the 

gender credit constraint gap is due to differences in observable characteristics between female and 

male operated firms, or to variations in the returns to these characteristics. They found that the 

observed credit gap was mostly due to differences in the unexplained component and closely 

associated with firm size. They further showed that for micro/ small enterprises, the gap (favouring 

female owned firms) is mainly due to the unexplained component while the gap (favouring male 

owned firms) is due to differences in characteristics for medium size enterprises. 

Also Messah and Wangai (2011) analysed factors that may influence demand for credit among the 

small-scale entrepreneurs. The study results show that education level of an entrepreneur, the 

number of dependants, and household income are significant factors that influence small-scale 

entrepreneurs to borrow credit from formal credit institutions. Demand for credit among women 

entrepreneurs in the MSE sector was found to be lower compared to their male counterparts. 

Similarly, Mat and Razak (2011) examine the effect of individual attributes and business 

environment factors on the entrepreneurial activity of women entrepreneurs in Malaysia. The paper 

concludes that environment factors (for example accessibility of credit) exert more influence on 

women entrepreneurial activity than individual attributes (for example, education, experience and 

attitude towards risk).  

In a more detailed study of three regions – Eastern Europe and Central Asia (ECA), Latin America 

(LA), and Sub-Sahara Africa (SSA), Bardasi et al (2011) use the World Bank Enterprise Survey 

Data to analyze performance gaps between male- and female – owned companies. They find 

significant gender gaps between male-and female – owned companies in terms of firm size , but 

much smaller gaps in terms of firm efficiency and growth ( Except in LA). By contrast however, 

they find no evidence of gender discrimination in access to formal finance in any of the three 

regions. They conclude that even in cases where female entrepreneurs received smaller loans than 

their male counterparts, the returns from each dollar they received is no lower in terms of sales 

revenue. 

A few studies in Nigeria have also tried to investigate the role of credit access and entrepreneurship 

at the SME level but they found inconclusive results. None of the studies have been able to prove 

empirically that Women entrepreneurs are discriminated against in formal credit markets. For 

instance, Iheduru (2002) examine the ways in which microfinance programmes, both governmental 

and non-governmental, have driven financial sustainability and integrated community development 



among women in Nigeria. The study also examined the extent to which programmes have resulted 

in women's economic, social, and political empowerment. They find that women are generally 

considered to be at the lowest rung of the poverty ladder in Nigeria and that there is a general 

likelihood that the microfinance institutions are targeted at women. 

 Nwaru and Onuoha (2010) investigate the impact of credit use on the technical efficiency of 

smallholder food crop farmers in Imo State of Nigeria. Primary data from a simple random sample 

of 187 food crop farmers, consisting of 75 farmers producing with credit and 112 others producing 

without credit were used for the study. They conclude that none of the farmer groups achieved 

absolute technical efficiency, indicating that ample opportunities exist for them to increase their 

production efficiency. Moreover, the mean technical efficiency of the farmers producing without 

credit was significantly higher than that of the farmers producing with credit indicating that credit 

may not have been used properly. 

In another study, Garba (2011) examine the influence of women entrepreneurial attitude toward risk 

and lack of capital on their need for business expansion. A survey was conducted using 30 samples 

of women entrepreneurs within Kano metropolis. The result reveals that the need for business 

expansion is correlated with entrepreneurs’ risk attitude and lack of capital. The risk attitude is 

positively affects need for business expansion while lack of capital affects entrepreneurs’ need for 

business expansion negatively. 

Ajagbe (2012) investigate determinants of access of small-scale enterprises to credit in Nigeria. 

Three hundred and fifty respondents were selected using stratified sampling techniques. Descriptive 

statistics such as percentages, frequency distribution and logit regression were employed in 

analyzing the data. The results showed sex, age, marital status, family size, capital assets, interest 

rate, and level of education and other dwelling characteristics of small-scale enterprises influence 

access to use of credit from credit institutions. 
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POLICY RELEVANCE OF THE STUDY 

The expected results from this research will be very useful to financial inclusion policies in several 

ways. In general, understanding the factors that constrain credit access by women at the SME level 

in Nigeria will be very critical for policies that would aid women’s enterprise development, 

economic empowerment, and reduction in poverty and income disparity. Hence, understanding the 

barriers and constraints to credit access would inform policy adjustments and policy initiatives on 



how to include women in the formal credit market so as to empower them at the enterprise level.  

Again, having insight on innovative measures adopted by women to overcome credit barriers and 

constraints would trigger consciousness in replicating such measures. The essence would be to 

foster market inclusiveness that would help in reducing poverty and vulnerability through enterprise 

development and growth. 

Despite the entry of new banks and expansion of products by credit market players in Nigeria 

especially the emergence of microfinance banks, it is still not clear if women are actually 

marginalized or excluded from formal capital flows and institutional credits. Also, the magnitude of 

such exclusions is not known. The expected results of this study would feed into the policies that 

are being designed to enhance and promote the financial inclusion of women entrepreneurs at the 

SME level. The Bank of Industry in conjunction with Entrepreneurial Development Centres have 

been training entrepreneurs (both men and women) and disbursing micro-credit to them (through 

the SMEDAN) to start up small-scale enterprises. These Agencies have already indicated interest in 

the expected results from this study and they have also agreed to participate in the stakeholders’ 

workshop to evaluate the interim results and make their inputs.  

In Nigeria, a large percentage of the population is still excluded from financial services. In a recent 

study carried out by the Central Bank of Nigeria in 2010, the study revealed a marginal increase of 

those served by formal financial market from 35.0 percent in 2005 to 36.3 percent in 2010, five (5) 

years after the launching of the microfinance policy. When those that had financial services from 

the informal sector such as savings clubs/pools, Esusu, Ajo, and money lenders were included, the 

total access percentage for 2010 was 53.7 percent which means that 46.3 percent or 39.2 million 

adult population (with women being more in number) were financially excluded in Nigeria (CBN, 

2012). It is pertinent to restate here that the Central Bank of Nigeria (CBN) introduced a 

Microfinance Policy Framework (MPF) in December 2005 to enhance the access of micro- 

entrepreneurs and low income households to financial services required to expand and modernize 

their operations in order to contribute to rapid economic growth. The rationale was that no inclusive 

growth can be achieved without improving access of this segment of the economic strata to factors 

of production, especially financial services. The MPF was revised in 2007 and again in April 2011. 

The revisions were designed to enhance the provision of diversified microfinance services on a 

sustainable basis for the economically active poor and low income households. In order to ensure a 

successful implementation of this programme, empirical evidence is needed to ascertain who is 



benefitting from the current framework and to what extent women entrepreneurs are included in the 

innovative measures. We envisage that the results of this project will be invaluable as the CBN 

embarks on the next revision of the Micro Finance Policy. We have also initiated the processes and 

made appropriate consultations to ensure that the results from this study are effectively 

disseminated to feed into the CBN Policies and those of Microfinance Banks, aimed at ensuring 

inclusiveness of women in the formal credit markets and microfinance activities in Nigeria. 

Further to this, Nigeria is currently pursuing an economic development blueprint tagged “Economic 

Transformation Agenda (ETA).” This is a medium-term economic framework geared towards 

engendering the necessary economic policy transformation initiatives and processes that will aid the 

realization of Nigeria’s Vision 2020, which is a long-term economic development plan. As it were, 

the issues of Women Economic Empowerment, Creation of Employment and Poverty Reduction 

are among the cardinal points of the ETA. Thus, the expected output from this study will provide 

evidence base for dimensions of the ETA aimed at improving women’s access to formal credit, 

thereby facilitating the realization of the goals of the Agenda. In presenting the economic 

transformation document, the government had unequivocally committed itself to providing an 

enabling environment where business and entrepreneurial activities are encouraged and supported. 

Thus, as a Facilitator and a Regulator, the government will observe, through the result of this 

research project, whether there is gender equity or discrimination in the formal credit markets in 

Nigeria. This will further enhance the quality of policy that will be formulated afterwards to 

improve the condition of women entrepreneurs at the SME level. We also expect that the result of 

this study will contribute to making the economic growth process more gender sensitive and 

inclusive in terms of promoting employment and income opportunities for women’s economic 

empowerment in Nigeria. We shall be able to communicate the results to the policy makers through 

the stakeholders’ workshops we will organize at different stages of this study. 

Apart from being very useful to the government and other policy makers, the result of this study 

will also be a veritable tool in the hands of other researchers and members of the Academia because 

it will serve as a vital reference material in their own research efforts. We shall communicate the 

research output to the members of the academic community through one of the dissemination 

workshops we shall organize in the University of Nigeria. 

Finally, the expected results of this research project can also act as a stimulus to other emerging and 

transition economies to replicate the study in their own countries to be able to deal with their own 



peculiar problems in the issue of discrimination against women with emphasis on access to credit at 

the SME level.  

 

 

 

 

3. Methodology 

Presentation of the specific techniques that will be used to answer the research questions 

and how exactly they will be used to do so. Explain whether you will use a particular 

technique normally used in other contexts or whether you intend to extend a particular 

method and how you will do so. Explain if these methods have already been used in the 

context you are interested in (including key references). 

 
METHODOLOGY  

Theoretical Framework 

According to Baydas, et.al (1992), “a complete analysis of possible discrimination in a credit 

market requires analyzing both internal self-selection and external credit rationing to determine if 

the distribution of borrowers and the amount borrowed differs among different subsets of loan 

applicants. The fact that one class of customers obtains more or less loans than another can be 

attributed to simple discrimination or to more complex issues of credit rationing.” According to 

them, internal self-selection occurs when a group of potential loan applicants self-select themselves 

and decide to not even apply for a loan due possibly to two reasons. One reason may be that the 

decision is based on true self-selection where potential applicants do not apply because they do not 

have a true demand for external finance although they may report a "need" for credit when asked. 

The second reason, according to them, may be that the decision is a result of induced self-selection 

where potential applicants do not apply for loans because they perceive they will be rejected. 

Baydas, et.al (1992) further highlight that self-selection based on the belief that loan applications 

will be rejected may reflect a correct assessment because these applicants do not possess the 

attributes (income, collateral, etc.) required by lenders. These attributes signify barriers to access to 

formal credit markets for some potential applicants. Alternatively, these potential applicants may 

have incorrectly concluded that their applications would have been rejected when in fact they would 

have been approved. While internal self-selection cannot be easily quantified, it probably explains 

the behavior of many women, small farmers, microentrepreneurs and poor people who
 
rely heavily 

on the informal sector for their financial services. 



On the other hand, Baydas, et.al point out that there are two types of external credit rationing -loan-

quantity and loan-size rationing -that
 
exist when suppliers decide to allocate loans selectively in 

credit markets. Loan-quantity rationing occurs when lenders grant loans to a group of applicants 

who are identified as creditworthy borrowers, while rejecting another group as noncreditworthy. 

Loan-size rationing occurs when some borrowers receive loans in amounts at least as large as 

demanded, while
 
others receive amounts less than demanded. To test for discrimination, therefore, 

it is first an issue of examining whether women face more barriers
 
than men to entering credit 

markets and, therefore, are largely concentrated in the non-applicants group. Second, if 

discrimination occurs it is important to determine if women who apply for loans are more quantity 

or size rationed than their male counterparts.  

Conceptual Issues 

Defining Credit Constraint 

In defining if a firm is credit constrained or not we shall adopt the approach used by Hansen and 

Rand (2012), Bigsten et al. (2003) and Byiers et al. (2010) in (i) first identifying firms with demand 

for external finance, and (ii) conditional on such credit demand establishing the characteristics of 

credit constrained firms. The survey instrument for Nigerian Enterprises survey has information 

explaining why firms did not apply for credit - one being that the firm has “no need for a loan – 

establishment has sufficient capital.” In order to define whether a firm is credit constrained or not, 

we use two definitions of credit constraint following Hansen and Rand (2012). First, both applicants 

and non-applicants for credit will be included and a firm will be categorized as credit constrained if 

(1) it applied and was denied credit (applicants) or (2) did not apply for credit due to reasons such 

as “application procedures too complex”, “collateral requirements unattainable”, or “possible loan 

size and maturity insufficient” (non-applicants). Second, we re-classify firms defined above from 

constrained to unconstrained if they (1) currently have a bank loan or a line of credit and (2) have 

access to overdraft  facilities, and/or (3) finance (part of) their last investment using a loan from a 

formal financial institution. 

Model Specifications 

Our empirical analysis will be done in two parts. We shall first estimate the probit model of being 

credit constrained and associate it with gender. Second, we employ propensity score matching 

approach to calculate the average treatment on the treated (ATT) using women entrepreneurs as the 

treatment group and loan size (as well as being credit constrained) as the outcome variable. Next, 



we shall decompose the logit model using the extended Blinder-Oaxaca decomposition techniques 

proposed by Fairlie (2003) in order to ascertain the extent to which enterprise characteristics 

contribute to gender credit gap. This will help us to disentangle the gender gap into explained and 

unexplained components. In order to address the issue of whether women entrepreneurs with access 

to credit perform better than nonrecipients we shall employ propensity score matching technique to 

estimate the average treatment effect using non-credit constrained women as the treatment group 

and credit constrained women as the control group, while the outcome variable are performance 

indicators such as capacity utilisation, number of employees, total output/sales, and annual 

investment spending. Hence, our empirical model for credit constraint is specified as: 

......1.1..............................μ.........industryβsexβsizeβeducβageβexperienceβ

foreignβsolerpropβexporterβsectorβzoneβprofitrateββcredit

121110987

654321




 

where credit=1 if the firm is credit constrained and 0, otherwise. 

In order to ascertain if women who are applied for credit are more quantity or size rationed, we 

specify the following models: 

......1.2..............................μ.........industryβsexβsizeβeducβageβexperienceβ

foreignβsolerpropβexporterβsectorβzoneβprofitrateββycreditwoth

121110987

654321




 

where creditworthy=1 if the applicant was found creditworthy and 0, otherwise 

......1.3..............................μ.........industryβsexβsizeβeducβageβexperienceβ

foreignβsolerpropβexporterβsectorβzoneβprofitrateββLoansize

121110987

654321




 

where loansize=1 if the individual gets at least as large as the amount applied and 0, otherwise. 

Credit Constraint Determinants (covariates) 

The justifications for the inclusion of the right hand-side variables in our model are shown in the 

following table: 

Variable Justification Citation 

Profit-rate=gross profit share 

of  total sales 

Proxy for capital returns Bisten et al. (2003) 

Location=geopolitical zones 

dummy 

Sector=urban or rural 

Controls for shocks to the 

conditions faced by firms in 

the different areas of the 

economies. 

 

Hansen and Rand (2012) 



Exporter=if firm is an exporter An indicator for having access 

to trade or export credit 

van Biesebroeck (2005), 

Hansen and Rand (2012) 

Soleprop=Sole proprietor  

Foreign=Partly foreign owned 

Experience=Owner’s 

experience 

Age=age of the firm 

Educ=education level of 

owner or majority shareholder 

industry=industry of the 

enterprise 

proxies for access to collateral 

and loan transaction costs or 

how enterprise type or 

industry determine credit 

access. 

Hansen and Rand (2012) 

Size=firm size Will be  used to analyze if 

there is a firm size bias in 

credit allocation even when 

controlling for different 

aspects of firm heterogeneity 

Hansen and Rand (2012) 

Sex=gender=1 if female 

owner or the majority 

shareholder is a female 

Used to capture the effect of 

gender on credit. 

Hansen and Rand (2012) 

 

Propensity Score Matching  

The propensity score is defined as the probability of treatment assignment conditional on observed 

baseline covariates (Rosenbaum and Rubin, 1983a). That is,  xX|1Dprp(x)   such that D=1 

implies treatment assignment. According to Austin (2011:5) “the propensity score is a balancing 

score: conditional on the propensity score, the distribution of measured baseline covariates is 

similar between treated and untreated subjects.” In practice, the propensity score is most often 

estimated using a logistic regression model, in which treatment status is regressed on observed 

baseline characteristics. The most common implementation of propensity score matching is one-to-

one or pair matching, in which pairs of treated and untreated subjects are formed, such that matched 

subjects have similar values of the propensity score. Once a matched sample has been formed, the 

treatment effect can be estimated by directly comparing outcomes between treated and untreated 



subjects in the matched sample (Austin, 2011). If the outcome is continuous, the effect of treatment 

can be estimated as the difference between the mean outcome for treated subjects and the mean 

outcome for untreated subjects in the matched sample (Rosenbaum & Rubin, 1983a). If the 

outcome is dichotomous, the effect of treatment can be estimated as the difference between the 

proportion of subjects experiencing the event in each of the two groups (treated vs. untreated) in the 

matched sample.  

Calculating the Various Effects of Interest from the Population of Interest 

We have two populations of interest in this study. The first population is the sample of both women 

and men who have access to credit from the formal credit market while the outcome variable (Y) 

being the amount of credit received. The women entrepreneurs in this population are taken to be the 

treatment group (D=1) while the males are the control group. This will enable us to test if women 

are more credit constrained than men in the formal credit market. The other population of interest is 

the sample of all women entrepreneurs in the data with the outcome variable (Y) being the amount 

of credit accessed. The treatment group in this sample are those women who access credit from the 

formal credit market (D=1) while the control group are those women who access credit through 

informal sector (D=0). This will enable us calculate test if women are more credit constrained in the 

formal credit market than in the informal credit market.  Again, within this population we define 

another treatment group to be women who have access to credit (D=1) while the control group are 

women entrepreneurs who are credit constrained (D=0). The outcome variables in this case are 

those performance indicators we highlighted earlier namely, capacity utilisation, number of 

employees, total output/sales, and annual investment spending. This will enable us ascertain if 

women entrepreneurs who have access credit perform better than those who are credit constrained. 

Following Chen and Zeiser (2008), in order to calculate the average treatment effect on some 

outcome Y experienced by units in the population of interest, let  

1iY  be the outcome of unit i if i were exposed to the treatment 

0iY be the outcome of unit i if i were not exposed to the treatment 

{0,1}Di  be an indicator of the treatment actually received by unit i 

)Y(YDYY 0i1ii0ii   be the actually observed outcome of unit i 

X be  the set of pre-treatment characteristics 

The average treatment effect is given by: 

)E(Y)E(Y)YE(YE(Υ( 0101  ………………………………………………………………1.4 



The average treatment effect on the treated (ATT) is given by: 

1)D|E(Y1)D|E(Y1)D|ΥE(Υ 0101  ………………………...1.5 

where the counterfactual 1)D|E(Y0  is the outcome participants would have experienced, on 

average, had they not participated. While the ATT for the untreated is given by: 

0)D|E(Y0)D|E(Y0)D|ΥE(Υ 0101  ……………………………………..1.6 

Fairlie-type Decompositions  

In order to explain what causes gender gap in credit access, we shall employ the methods of 

decomposing inequality into contributing factors. The core idea is to explain the distribution of the 

outcome variable (Y) in equations (1.1), (1.2) and (1.3) by a set of factors that vary systematically 

with firm characteristics (the covariates). In order to accomplish these, we shall adopt the extended 

decomposition technique proposed by Farilie (2003) which is more appropriate for decomposing 

binary outcomes. The Oaxaca (1973) decomposition technique cannot be used directly for binary 

outcomes and also if the coefficients come from probit and logit models.  The method to perform 

such nonlinear decompositions was first described by Fairlie (1999) and the discussion was 

extended in Fairlie (2003). Following Fairlie (1999 and 2003), the decomposition for a nonlinear 

equation such as  )β̂F(XY  , can be specified as: 
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where jN  is the sample size for group j. To calculate the decomposition, define jY as the average 

probability of the being credit constrained for group j and F as the cumulative distribution function 

from the standard normal distribution. In the above decomposition W represents women 

entrepreneurs and M represents men entrepreneurs. Again, following Fairlie (2003), in equation 

(1.7) the first term in brackets represents the part of the gender credit gap that is due to group 

differences in distributions of X (covariates), and the second term represents the part due to 

differences in the group processes determining levels of Y. The second term also captures the 

portion of the gender credit gap due to group differences in unmeasurable or unobserved 

endowments. Fairlie (2003: 5-7) showed method of specifying the equivalent decomposition for a 

logit regression, the technique for calculating the standard errors as well as the technique to ensure 

that the sum of the contributions from individual variables will be equal to the total contribution 

from all of the variables evaluated with the full sample. 



 

 

 

4. Data requirements and sources 

This is a critical part of the proposal. The key issue is to explain the reason for the use of the 

particular data. You must establish that they are ideal for the question you wish to address. 

Please consult the “Guide for designing a research project proposals” for more detail. 

 
The Data 

The data for the proposed study will be sourced from the World Bank Investment Climate Survey in 

Nigeria in 2009. The data consisted of a series of structured, face to face interviews with key senior 

managers/owners of a sample of 3,157 establishments across 26 states (Adamawa, Akwa Ibom, 

Bayelsa, Benue, Borno, Delta, Ebonyi, Edo, Ekiti, Gombe, Imo, Jigawa, Katsina, Kebbi, Kogi, 

Kwara, Nasarawa, Niger, Ondo, Osun, Oyo, Plateau, Rivers, Taraba, Yobe, Zamfara) representing 

most sectors of activity and firm sizes. The data covers medium and small scale enterprises with 

about 422 firms owned by women enterpreneurs either as sole owner or as the majority shareholder. 

The survey instrument has information explaining why firms did not apply for credit - one being 

that the firm has “no need for a loan – establishment has sufficient capital.” The instrument also 

asked questions such as whether the establishment has an overdraft facility, the proportion of 

financing from different sources which include formal and informal sources, whether the 

establishment currently has a line of credit or loan from a financial institution, collateral 

requirements, whether the establishment applied for loans or lines of credit, and other firm 

characteristics that will enable us to address all the research questions raised successfully. 

 

 
 

 

5. Policy influence plan (or research communication strategy) 

 Identify potential users of your research findings, including policymakers and other key 

stakeholders. Provide a list of institutions and, whenever possible, specific individuals to 

be targeted for effective policy influence. Please also indicate whether you have 

already made contacts within the institution 

 How, in the elaboration and execution of your project (from design to dissemination), 

will you consult/communicate with these users to both gather their inputs and keep 

them informed of your project (expected contributions and uses), in order to increase 

chances of your findings to be taken-up into policymaking?  

You can refer to PEP’s research communications strategy and guidance to have a better 

idea of what is expected in terms of activities for policy outreach and dissemination.  

 

http://www.pep-net.org/fileadmin/medias/pdf/PEP_official_documents/Guidelines_for_designing_a_proposal.pdf
http://www.pep-net.org/publications/research-communications/


 

Institution Contact  Target 
Central Bank of Nigeria (CBN) Yes Microenterprises loan 

project and 

Development Finance 

Department. 

Small and Medium Enterprises Agency of 

Nigeria (SMEDAN) and Entrepreneurship 

Development Centers (in University of 

Nigeria, and Lagos Branch) 

Yes Managers of 

Microenterprise 

Development 

Department 

University of Nigeria Yes Academic Staff of the 

Department of 

Economics, and Fellows 

of the Center for 

Demographic and Allied 

Research and 

Facilitators at 

Entrepreneurship 

Development Center 

Microfinance Banks Yes Microfinance Banks in 

Nsukka metropolis-

UNN Microfinance, 

Kenechukwu and Ogige 

Microfinance Managers 

Bank of Industry Yes Micro credit unit  

We shall organize two workshops. The first will be designed to present preliminary results and 

methodology review in which stakeholders will be expected to make their inputs. The second 

workshop with be designed to discuss the final research output during which stakeholders shall 

make their inputs that will be incorporated in the final report and in the production of policy briefs. 

 
 

6. List of team members 

Indicating their age (or whether they are under 30), sex, as well as relevant/prior training 

and experience in the issues and research techniques involved (start with lead 

researcher). Note that PEP favors gender-balanced teams, composed of one senior (or 

experienced) researcher supervising a group of junior researchers, including at least 50% 

female researchers contributing substantively to the research project. PEP also seeks 

gender balance in team leaders and thus positively encourages female-led research 

teams. (Each listed member must post an up-to-date CV in their profile on the PEP website 

– refer to “How to submit a proposal”) 

 

Name Age Sex (M,F) Training and experience 

Nwosu, 

Emmmanuel O. 

38 M Economic Policy Management and 

Monetary Economics and 6 years of 

Research and Teaching Experience 

Orji, Anthony  M Development Economics and 3 years of 

Research Experience 

http://www.pep-net.org/funding/call-for-proposals/


Nnetu, Vivian  F Postgraduate student and Graduate 

Assistant. 

Nwangwu 

Chioma 

 F Postgraduate Student 

    

 

7. Expected capacity building 

Description of the research capacities that team members (and potentially their affiliated 

institutions) are expected to build through their participation in this project: This is an 

important aspect in the evaluation of proposals and should be presented in some detail. 

What techniques, literature, theories, tools, etc. will the team and their institutions learn 

(acquire in practice) or deepen their knowledge of? How will these skills help team 

members in their career development? Also indicate which specific tasks each team 

member would carry out in executing the project. 

 
In the course of this research project, the researchers are expected to develop capacity in different 

areas of research. These are outlined as follows: 

1. The researchers will develop more practical experience in how to write a good proposal, the 

methods of microeconometric modeling of impact assessments by participating actively in 

the modeling process of this research. Some of them are already building capacity in this 

area over the past few weeks we started developing this proposal. 

2. If the proposal is selected, we expect that some of the team members will develop more 

capacity in the area of methodologies and analytical techniques if they are given the 

opportunity to participate in PEP Schools for intensive training workshops. 

3. The junior researchers will learn how to derive policy implications from research outcomes 

and thus be able to make policy recommendations that will be acceptable to the policy 

makers at the national policymaking institutions. 

4. The junior researchers will understand how to model and interpret propensity score 

matching results. Since most of them are still doing their PhD research, they may find such 

methodology useful in their research especially those working in the area of impact 

assessment. 

5. The junior researchers will learn how to use STATA software in cross-sectional survey data 

analysis. So far we have limited capacity in the use of econometric software among the 

junior researchers included in this project. 

6. Analysis of the determinants of credit gap in this research will enable the researchers to 

understand the methods of decomposing inequality into the contributing factors using linear 

and nonlinear models. They will understand how to interpret the results and the limitations 

of such methods. They are expected to apply such methods in other research areas involving 



determinants of inequality. 

7. The researchers will further gain more understanding of, and contribute empirically to issues 

on gender economics and the debate on gender bias. 

 

Name Task 

Nwosu, Emmanuel Methodology Development, Model Estimation and 

Results Interpretations, Report Writing and logistics 

Orji, Anthony Literature Sourcing and Review, Participation in 

methodology development, model estimations and 

Results interpretations 

Nnetu, Vivian Data Gathering, literature sourcing, participating in 

methodology development, and model estimations 

Nwangwu, Chioma Data Gathering, literature sourcing, participating in 

methodology development, and model estimations 

  
 

 

 

8. List of past, current or pending projects in related areas involving team members  
Name of funding institution, title of project, list of team members involved 

 

Name of funding 

institution 

Title of project Team members involved 

African Economic 

Research Consortium 

(AERC) Nairobi, Kenya 

 

Bank Consolidation and 

Bank Risk Taking 

Behaviour: A Panel Study 

of Commercial Banks in 

Nigeria 

 

Nwosu, Emmanuel O 

 

Partnership for Economic 

Policy (PEP) 

 

The Distributional Impact 

of Healthcare Financing 

in Nigeria: A Case Study 

of Enugu State. 

Nwosu, Emmanuel O 

 

African Economic 

Research Consortium 

(AERC) Nairobi, Kenya 

 

Contingent Valuation in 

Community Based Project 

Planning: The Case of 

Bamendjim Fishery 

Restocking Cameroun 

Nwosu, Emmanuel O 

 

 

9. Describe any ethical, social, gender or environmental issues or risks that should be 

noted in relation to your proposed research project. 

 

Insert your text here 

 



 

 

 

 
Section B - For projects using randomized controlled trials (RCTs) only 

 

1. The experiment/intervention 

 
1.1. What experiment/intervention will you do? 

 

1.2. How will this work 

1.2.1. Who are the beneficiaries? 

 

1.2.2. How will they benefit? 

 

1.2.3. How do you draw the control group to which you compare the treated 

group?  

 

1.2.4. Who will do it?  

 

1.2.5. What potential problems do you foresee and how will you overcome 

these?  

 

2. Data collection methods  

 

2.1. Will a baseline data be collected or will you use existing data for the 

baseline? 

 

2.2. What population will be studied? 

 

2.3. Sampling design, sample size and statistical power 

 

2.4. Key data to be collected (and how this will be done) 

 

2.5. Additional data to be collected 

 

3. Modeling and testing 

 

3.1. What model/idea will you test with these methods? 

 

3.2. What empirical methods will you use to do this testing? 

 

3.3. What empirical problems do you foresee? 

 



4. Collaborators/consortium arrangements 

 

4.1. Are there collaborators involved and what are their roles? 

 

4.2. How will you resolve disputes? 

 

4.3. Past, current or pending projects in related areas involving team members: list 

with name of funding institution, title of project, list of team members involved 
 

5. Human subjects concerns 

 

Explain how the project will comply with requirements of local ethics review 

boards (e.g., how will you ensure informed consent? how will you ensure that no 

one comes to any harm? how will you ensure confidentiality? etc…) 

6. Describe your expected timeline and budget 

APPENDIX 

1. Research Budget 

Table 1: Research Budget 

S/N Budget Item (CAD Dollars) Expected Expenditure 

1. 

 

2. 

 

 

3. 

 

4. 

 

5. 

 

6. 

 

7. 

Cash Grant  

 
Participation Of  Team Members  In Two PEP 

General Meetings  

 

Capacity Building And Study Visit For One 

Team Member   

Publication Of Working Paper  

 

Publication Of Journal Article  

 

Presentation In International Conference  

 

Organization Of A National Policy Conference  

 

 

GRAND TOTAL 

20,000 

 

10,000 

 

 

6,000 

 

2,000 

 

2,000 

 

5,000 

 

3,000 

 

 

$48,000 

 

 

 

 

2. Timetable and duration 

Table 2: Time Table and duration 



 Portions of Project Expected duration 

1. Collection of Survey data 1 month 

2. Literature review 3 months 

3. Preliminary analysis 3 month 

4. First draft 2 months 

5. Review of first draft 2 months 

6. Working Paper 2 months 

7. Final Draft 2 month 

8. Writing in Report Form 1 month 

9. Policy Briefs 2 months 

10. Total  18 months 

 


