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Summary
Motivation: Although female clients are the main target of most 
Microfinance Institutions (MFIs), male–female workforce ratio in mi-
crofinance operations is not proportionate. There is a consensus that 
a greater female presence in the workforce at all hierarchical levels 
could enhance the financial performance of MFIs thanks to women’s 
tougher commitments and better managing capacity.
Purpose: There is scarce research investigating which hierarchical 
levels of female workforce contribute to MFIs’ financial performance. 
This study aims at filling this gap by jointly analysing the effect of fe-
male participation at all hierarchical levels of MFIs, which is relatively 
rare in the existing literature, especially in microfinance.
Methods and approach: We use data from 172 MFIs in Eastern Europe 
and Central Asian countries (EECA) for the period 1996–2014. The 
data were then analysed by ordinary least squares, fixed, and random 
effects models, along with several diagnostic tests.
Findings: We find that female board members and female clients con-
tribute positively to the financial performance of MFIs. The literature 
presents these outcomes as being due to women’s’ better organizational 
and monitoring techniques, and more responsible use of loans, respec-
tively. However, our analysis shows that female managers and loan offic-
ers may impair financial performance to some extent, possibly because 
they face cultural limitations and safety obstacles, resulting in their 
being less persuasive and effective than men, especially in the process 
of collecting arrears payments.
Policy implications: Our study suggests that MFIs in the EECA con-
text may improve their financial sustainability by reconsidering their 
organizational choices, such as operational recruitment, placing 
women at the top of the decision-making process. At the lower levels 
of the hierarchy, particularly loan officers, it would be advisable to 
support them in the interaction with male customers, so that they 
can adopt more effective techniques in the loan collection phases. 
MFIs can also scale up their loan activities to more women since their 
representation in the client base is relatively low in the EECA region.
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1  | INTRODUC TION

For the last four decades, the literature has suggested that Microfinance Institutions (MFIs) may significantly con-
tribute to alleviating poverty, increase women’s empowerment, and promote entrepreneurship among marginal-
ized people (outreach goals). It is widely known that MFIs’ main target is women, accounting for almost two-thirds 
of their clients globally (Abdullah & Quayes, 2016). One reason for MFIs’ attention towards women is that they 
are more easily excluded from the traditional financial sector. At the same time, many studies document how they 
fulfil their financial obligations better than males (Armendáriz & Morduch, 2005; D’Espallier et al., 2011; Beck 
et al., 2013). Nonetheless, despite MFIs’ outreach goals towards them, women are under-represented on MFIs’ 
staff, particularly at higher levels of the managerial hierarchy.

This study sheds light on whether more women as MFI stakeholders could correspond to better management in 
terms of MFIs’ financial sustainability objectives. Indeed, despite considerable effort by MFIs, attaining financial sustain-
ability remains a big challenge for the microfinance industry. This has been a vivid topic of discussion for at least the last 
two decades among both practitioners and policy-makers. In particular, the two key characteristics of microfinance (out-
reach and financial sustainability) have become a key concern for microfinance scholars, who have started investigating 
possible connections between the presence of women, both as MFI staff and as clients, and MFIs’ financial performance.

The literature on the determinants of banks’ performance is quite voluminous, but empirical investigation, 
especially among MFIs in transition countries, remains scarce. The minimal attention devoted to the role of fe-
male1 participation on the performance of MFIs is perplexing, if only because the main clientele of MFIs are fe-
males. One does not necessarily need to be in a position of power to affect firm performance. Women serving in 
other roles within the microfinance industry could also influence important organizational outcomes, without 
even realizing their contribution. Studies like Hartarska et al. (2014) provided empirical evidence that loans autho-
rized by female loan officers have lower default rates. Moreover, as Adusei et al. (2017) state, “homo-social repro-
duction theory postulates that women are under-represented in organizations because the group in charge 
reproduces their descriptive characteristics in those they choose to join them” and they also found that “as the 
percentage of female board members increases, there is a corresponding increase in the percentage of female 
managers.” Figure 1 shows the representation of the female workforce and the clients’ perspective towards the 
financial performance of MFIs. From the institutions’ perspective, the three hierarchies are board member, man-
ager, and loan officer. From the clients’ perspective, there is only one hierarchy, the client. While each hierarchical 
level can play an important role in the success of MFIs, not all are given equal attention in the existing literature, 
unfortunately. Most importantly, the different hierarchies are not jointly analysed in terms of effects on MFIs’ fi-
nancial outcomes. Therefore, we have given enough attention to both the institutional and client perspectives in 
analysing the effect of gender diversity on the financial performance of MFIs.

Despite slow growth, recent studies like Gohar and Batool (2015), Gupta and Mirchandani (2020), and Hasan 
et al.  (2019) have begun to investigate issues like how corporate governance and chief executive officer (CEO) 
duality (when the same person holds both the CEO and board chairperson positions in a corporation) can impact 
MFIs’ performance and sustainability. Other studies have put gender as the focal point and investigate the dynam-
ics of women’s participation and financial performance of MFIs. However, the findings are mixed and inconclusive 
(Abdullah & Quayes, 2016; Adusei et al., 2017; Ghosh & Guha, 2019; Vishwakarma, 2017). It is widely argued that 

 1The terms female and women are used interchangeably in this study.
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the participation of women as borrowers can enhance financial performance as they are more disciplined when 
it comes to repaying instalments, less likely to move, and face more social pressure than their male counterparts. 
Moreover, studies find that women (working in various organizational ladders in MFIs) are better skilled and have 
stronger managing capacity from the institutional perspective, thus helping to provide better firm performance.

Considering the paucity of research and inconclusive findings on the gender dynamics and microfinance 
performance in the context of transition countries, the main objective of this study is to investigate empirically 
whether female participation, in several respects, can enhance MFIs’ financial performance in this context. We 
posit that women’s participation at all hierarchical levels within MFIs should be viewed as a necessary condition 
for the sustainability of MFIs. Without active female participation as suppliers of microfinance, the goals of an 
inclusive and sustainable financial system could be undermined.

We focus on Eastern Europe and Central Asian (EECA) countries because this area, besides being under-
represented in the existing literature, offers interesting scope for research. There is a reduced incidence of loans 
to women in EECA countries, compared with other countries, such as those of the Middle East and South Asia. 
The empirical analysis conducted on a sample of 172 MFIs from 1996 to 2014 suggests that both the presence 
of women on boards of directors and female borrowers are beneficial from the perspective of MFI sustainability 
purposes. On the other hand, there seems to be a weakly significant inverse relationship between the presence of 
women at intermediate levels of staff, such as managers or loan officers, and MFIs’ financial performance.

The organization of the study is as follows. In Section 2, the current literature on women and microfinance per-
formance is assessed. In Section 3 we contextualize our analysis and illustrate the methodology in geographical 
terms. Section 4 presents data and summary statistics from the database, while Section 5 discusses the findings 
of the study. Section 6 concludes with some policy implications and directions for future research.

2  | LITER ATURE RE VIE W: FEMALE PARTICIPATION AND 
FINANCIAL PERFORMANCE

The behavioural economics literature shows that economic behaviour differs according to gender (Hartarska 
et al., 2014). In MFIs, the female staff includes women working as loan officers, being responsible for relationship 

F I G U R E  1 Representation of female workforce/clients in MFIs
Source: Authors.
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management with clients, women managers, and women CEOs. According to the literature, we expect the propor-
tion of females on MFI staff to influence performance. For instance, Mersland and Strøm (2009) found that female 
CEOs achieve better financial performance in the MFIs. Similarly, other studies like Gohar and Batool (2015) found 
that female CEOs tend to decrease costs and improve financial performance and help reduce the number of MFI 
branches. Carter et al. (2003) also found that boards with higher proportions of women and ethnic minorities in 
their boards outperform those that are more homogeneous.

Overall, female workers are crucial for MFI sustainability (Augustine et al., 2016) and beneficial for the over-
all economy. The former Secretary-General of United Nations, Ban Ki-Moon, highlighted this in a speech at the 
Dialogues at the Economic and Social Council in 2010. He mentioned that the participation of women in the work-
force is an economic and social imperative. Unless women and girls are liberated from poverty, it is impossible 
to achieve peace, security, and sustainable development (Ban, 2010). Therefore, the sustainability of MFIs risks 
being undermined if women are not included in the board, especially as women are the main users of microfinance 
products and services.

2.1 | Female board member

Galbreath (2011) asserts that it is possible to identify two main effects of the presence of women on boards. First, 
there is a positive relationship between the number of women on a firm’s board and its economic performance by 
return on equity (ROE), return on assets (ROA), and book-to-market value of equity. The results show that female 
board members make less costly strategic decisions in terms of sustainability, and engage in building better rela-
tionships with stakeholders, thereby increasing accountability and ethical conduct. Moreover, women may have a 
better understanding of consumer behaviour, which is a major component within the stakeholder theory2 
(Natividad, 2005). They can also improve the monitoring aspect of the boards they are on, improving MFIs’ organi-
zational dynamics (Adams & Ferreira, 2009; Erhardt et al., 2003; Mori et al., 2015), and consequently their finan-
cial performance.

Another effect is related to the positive relationship between women on boards and the social responsiveness 
dimension of sustainability, as women are more likely to establish relationships with a broad stakeholder base 
and incorporate different interests into firms’ strategy. Mahadeo et al. (2012) found that a higher proportion of 
female directors improves corporate performance. In the microfinance setting, the issue of female leadership and 
firm performance has been studied by Strøm et al. (2014). This study of 329 MFIs in 73 countries from 1998 to 
2008 found that “female managed MFI have better performance.” In contrast, Adusei et al. (2017) observed that 
MFIs with more women on their boards of directors or in the management team tend to have lower performance. 
Gohar and Batool (2015), meanwhile, found that the presence of female directors in MFIs had a positive effect on 
outreach but not economic/financial performance.

2.2 | Female manager

Studies of how female management can affect firm performance in MFIs, provide overwhelming evidence of the 
benefits of female leadership, in comparison to the performance of traditional firms. In traditional firms, studies 
comparing the performance of men and women-owned firms show that those headed by women are generally 
smaller, in terms of gross revenue, number of employees, sales, assets, and profit levels (Ellis et al., 2010; Fischer 

 2Stakeholder theory states that when firm delivers value (financial and non-financial value) to all its stakeholders, it will gain. According to this 
theory, if the employees, who are also stakeholders, feel that they are being valued, tend to work harder and are more productive. This results in 
higher productivity across the organization (Freeman, 1984).
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et al., 1993; Kalleberg & Leicht, 1991; Rosa et al., 1996; Watson & Robinson, 2003). Other studies report that 
women have a narrower and more homogenous social network (Kelley et al., 2010; Loscocco et al., 2009) than 
men, which causes lower performance. Accordingly, Kessy (2009) finds that men-headed enterprises perform bet-
ter in business than those headed by women. In the area of MFIs, so far there is a lack of evidence indicating that 
male managers contribute to higher financial performance.

On the opposite side of the arguments, studies like Mersland and Strøm (2009) and Périlleux and Szafarz (2015) 
indicate that female managers, specifically CEOs, lead to higher performance on the part of MFIs. This is due to 
their greater ability to understand female information networks and hence can come up with products and ser-
vices that better suit female users. Female managers also had a better understanding than male managers of the 
problems that female customers face. This result is supported by Hartarska et al. (2014), who found that female 
participation in leadership roles can be seen as a significant driver of firms’ performance as a result of running 
more efficient MFIs. However, this difference is only evident when the MFIs serve a single market, either rural 
or urban. Strøm et al.  (2014) subsequently confirmed the positive impact of female managers on the financial 
performance of MFIs.

2.3 | Female loan officer

In explaining the influence of female loan officers on female clients in MFIs, studies like Augustine et al. (2016) 
suggested the similarity-attraction hypothesis, which states that most people are attracted to or are more com-
fortable with people who are similar to themselves (Byrne, 1971). This conjecture has been proven by empirical 
evidence, particularly in the customer service context. For example, Crosby et al.  (1990) found that perceived 
similarity between salespeople and customers tends to influence short-term sales, customer’s trust in the sales-
person, and positive emotions experienced by customers (Lee & Dubinsky, 2003). In the medical context, van den 
Brink-Muinen et al. (2002) showed that gender plays an important role in determining the effectiveness of com-
munications between doctor and patient.

In the context of MFIs, female loan officers and female clients may find themselves in the same social net-
works. This can foster strong social ties, which will enhance understanding the consumption needs and expen-
diture patterns of female clients. When this is achieved, it could potentially reduce operating costs by better 
anticipating customer needs and making recommendations on where MFIs should convey their resources, eventu-
ally leading to higher performance. This has been shown by Beck et al. (2013) who found that loans under female 
loan officers are less likely to be problematic. It indicates that female loan officers are better at establishing trust 
with borrowers and provide better monitoring. The justification is supported by Eckel and Grossman (2001), who 
found that “ a given offer is more likely to be accepted if it comes from a woman” and that “women paired with 
women almost never fail to reach an agreement.”

One exception in the literature is the study by van den Berg et al. (2015), who found that loans to legal en-
tities have higher default rates if screened by female loan officers. According to van den Berg et al. (2015), men 
may wield more authority over women borrowers in enforcing repayment due to their ability to travel through 
unsafe places to collect repayments and work much longer hours. However, overall the literature still indicates 
overwhelmingly that female loan officers have an advantage over their male counterparts in MFIs (Agier, 2012; 
Beck et al., 2013; Dixon et al., 2007).

2.4 | Female borrower

Past studies have often reiterated that female borrowers repay their loans more regularly than male borrowers 
(D’Espallier et al., 2011; Khandker et al., 1995; Kevane & Wydick, 2001). In fact, this saw Grameen Bank switching 
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its focus to female clients after experiencing repayment problems on the part of male borrowers in its early years 
(Armendáriz & Morduch, 2005).

This is quite evident, particularly in emerging countries. For example, Khandker et al. (1995) find that women 
in Bangladesh are favoured as borrowers due to their 97% recovery rate, compared to 89% for men. This is 
supported by Sharma and Zeller (1997), who report that in Bangladesh credit groups with higher percentages of 
women had significantly better repayment rates. In Malawi, Hulme (1991) states that 92% of female borrowers 
had no repayment problems compared to 83% of male borrowers. In Malaysia, Gibbons and Kasim (1991) found 
that 95% of women repaid their loans, compared to only 72% of men. In Guatemala, Kevane and Wydick (2001) 
found that female credit groups had better loan repayment records than male groups. Finally, in a global context, 
D’Espallier et al. (2011) show that a higher percentage of female clients in MFIs correlates with repayment rates.

Some of these results can be explained by observing things from the women borrowers’ perspective. Women, 
especially those in poor countries, have very limited mobility as compared to men (Armendáriz & Morduch, 2005; 
Morvant-Roux, 2011). This is because women usually experience greater social pressure to take care of their chil-
dren and are therefore more inclined to stay where they are. Social norms in some countries also mean that women 
are not considered for inheritance in the family (or have a very limited right), while men are eligible (Deininger 
et al., 2010; Kutsoati & Morck, 2016). By having less mobility and lacking the financial capacity to relocate, women 
are often trapped in a place where the pressure and humiliation are higher if they do not repay their loans. That 
is why it is expected that higher women’s participation will result in higher repayment rates and hence better MFI 
financial performance.

3  | EMPIRIC AL ANALYSIS

3.1 | The context: Microfinance in Eastern Europe and Central Asia (EECA)

Although the practice of microfinance can be traced back several centuries, its popularization can be credited to 
Professor Muhammad Yunus, who pioneered the microcredit movement in Bangladesh in the mid-1970s through 
the establishment of the Grameen Bank. The initial purpose of microfinance has been generally consistent in many 
countries, namely provide financing to the poor, who are often excluded by the conventional banking system. 
However, as the poor generally do not have a credit history and own little in the way of assets to be used as col-
lateral, MFIs leveraged the cultural aspect of the ties within the society. In the early stages of microfinance, their 
lending practices used the mechanisms of the group-lending scheme, with joint-liability loans. In this scheme, 
MFIs delegated the screening, monitoring, and contract enforcement costs to a group, while loan repayment was 
secured by the promise of access to future larger loans, conditional on current loan repayment (Conning, 1999; 
Navajas et al., 2000).

In the EECA region, the transition period from a centrally planned economy to a market economy during the 
1990s forced banks to focus on big businesses and state-owned enterprises. As a result of this, smaller players 
in the market started scouring elsewhere for their funding. This was coupled with restrictive banking regula-
tions that prevented new banks from entering the market (Armendáriz & Morduch, 2000). To occupy this space 
in the financial services industry, the first microfinance programme was established in 1992 in Poland (Forster 
et al., 2003). The principal objective of the programme was to raise incomes and broaden financial markets by 
providing financial services (principally credit) to small-scale entrepreneurs who otherwise lacked access to capital 
markets or formal financial institutions. Some of the following programmes had primarily social missions, focusing 
on outreach to women, displaced or widowed by war (Forster et al., 2003). They usually required small loans of 
less than USD 1,000. For example, Opportunity International’s “Trust Banks” for poorer households in Macedonia, 
Bulgaria, Croatia, Romania, Poland, and Russia remain committed to group-lending practices, with clients in this 
niche typically starting with loans below USD 1,000 (Armendáriz de Aghion & Morduch, 2000).
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Being the youngest microfinance industry in the world, the EECA region has yielded good financial perfor-
mance. According to Hartarska et al. (2006), the average MFIs in the EECA region had a gross portfolio yield of 
35% (in real terms), and operational self-sustainability of 131%, while the average for the global MFI industry was 
a gross portfolio yield of 29% and an operational self-sustainability of 123%.

Since the 2000s, MFIs have grown to control significant resources and develop a large client base. For 
example, in Central and Eastern Europe and the Newly Independent States (CEE and NIS), the asset base of 
these organizations is estimated to be USD 1.2 billion (Forster et al., 2003). The average loan amount per bor-
rower is kept considerably smaller than those of conventional banks. The average loan size for MFIs has been 
estimated as approximately USD 611, while the average loan size for conventional banks is USD 7,740 (Forster 
et al., 2003).

Generally, microfinance services in the EECA region are offered by four types of organizations: non-
governmental organizations (NGOs), microfinance banks (chartered commercial banks devoted to microfinance 
services), commercial banks (usually providing microloans through a separate unit within the bank dedicated 
to MFI activities, also called downscaling), and Credit Unions. Microfinance banks are predominant in Eastern 
Europe, while small non-bank financial intermediaries operate mainly in Central Asia. Depending on the subregion 
and the type of MFI, the loan size ranges from several hundred USD to USD 10,000 (Khachatryan et al., 2017). 
Another characteristic of the MFIs in the region is that they have high loan repayment rates, usually above 95%, 
and higher portfolio quality than MFIs in other regions (Bossoutrot, 2005).

An insight into the situation of MFIs in the EECA area, using the information from the database used in our 
study, is reported in the Appendix.

3.2 | Methodology

In this study, regression analysis combines financial performance measures with different layers of female em-
ployees in 172 MFIs in EECA countries to investigate the relationships between the two sets of variables. As the 
panel data from 1996 to 2014 is unbalanced, we use three different estimators, namely pooled OLS, fixed effects, 
and random effects.3

In line with other existing studies, the baseline estimated equation is as follows:

where subscript i identifies the MFI, while t is the respective time period (year). �iare MFIs’ fixed-effects, 
while�it is a zero-mean error term. Specifically, FP is financial performance, measured by a set of variables 
including yield on gross loans (YGL), ROA, ROE, profit margin (PM), and portfolio at risk for 30 days (PAR30). 
YGL is the ratio of interest and fee income from loan to the average gross loan. ROA is calculated by dividing 
net income by total assets. ROE is calculated by dividing net income by shareholder equity. PM is calculated by 
taking the value of net operating income divided by financial revenue. Finally, PAR 30 is loans in arrears for over 
30 days, which is often used to gauge how the portfolio of MFIs is performing. These variables are commonly 
used proxies for measuring the financial/repayment performance of financial institutions like MFIs (D’Espallier 
et al., 2011; Strøm et al., 2014).

 3Most of the existing studies have relied on fixed-effects estimates as their main reference. However, as some of the covariates are time invariant, 
we exploit the hypothesis that MFI’s idiosyncratic errors are random to allow the inclusion of time invariant specificities.

(1)
FPit=�0+�1FEMBOARDit+�2FEMMANit+�3FEMLOANOFFit+�4FEMBORRit+�5DTEit+�6LNASSTit+

�7REGULATEDi+�8MATUREDit+�9NGOi+�10TEXii+�11STAFFTURNit+�i+�it
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We consider female participation in two ways. First, the institutional representativeness of females is cap-
tured by their presence as board members, managers, and loan officers (respectively FEMBOARD, FEMMAN, 
FEMLOANOFF). Second, from the clients’ perspective, the share of female borrowers (FEMBORR) is typically 
used as a measure of outreach of the MFIs. All these gendered variables are measured as ratios (e.g., number 
of female board members over the total number of board members, number of female managers over the total 
number of managers, number of female loan officers over the total number of loan officers, and number of 
female clients over total clients). Based on the literature review above, we expect that female participation 
in any hierarchical level will have a significant relationship with the financial performance of MFIs. However, 
while the literature provides clear-cut evidence of a positive influence of both female CEOs and female clients 
on MFIs’ financial performance, it is somewhat ambiguous as far as women managers and loan officers are con-
cerned. This motivates the separate inclusion of females at different layers in the MFI’s hierarchy (i.e., different 
regressors, one for each category).

Several control variables that can affect the overall financial performance of MFIs have also been included. 
For example, debt-to-equity ratio (DTE) is added to understand whether financial leverage can enhance MFIs’ 
financial sustainability. For instance, Quayes (2015) argued that equity financing is expected to have a positive 
effect on the financial performance of MFIs except when the equity portion comes with a different agenda, such 
as outreach. Conversely, Abrar and Javaid (2016) found that MFIs with better financial performance finance their 
assets through more debt. The existing literature also suggests that size can have a bigger say in explaining the 
financial performance of financial intermediaries because of scale economies. The natural logarithm of the total 
asset (LNASST) is added to understand this effect.

Regulation may also have a mixed effect on financial performance. For example, a more regulated microfi-
nance sector will enable MFIs to gain customer trust, but this comes with a price, such as security requirements 
and investment in necessary information and communication technology (Mersland & Strøm, 2009). Despite an 
increase in cost, regulation trust could also help MFIs’ management to get access to subsidized funds from donors, 
government bodies, international funders, and generate deposits. Nonetheless, regulated MFIs may change their 
client base from poor people to relatively better-off clients, with a reduction in overall cost per loan and a positive 
effect on financial performance (Amin et al., 2018). We include a dummy variable (REGULATED) taking value 1 if 
the MFI is regulated to capture this effect.

Learning experience by operating a business for a long time has also been studied in the literature, and in 
most cases age is found to be a proxy to capture experience. In the specific case of MFIs, older MFIs are found 
to achieve financial goals better than their newly established counterparts (Wijesiri et al., 2017). Hence, we have 
included a dummy taking value 1 if the MFI is categorized as “mature” by the data source (MATURED) to capture 
the effect of MFI experience on financial performance.

Additionally, NGOs tend to be more socially oriented and connected to the grassroots poor than other types 
of MFI. Furthermore, NGOs often have considerable knowledge of the needs of the poor (Wilburn, 2009), as their 
main target is to work with those at the bottom of the economic pyramid (Prahalad, 2004). Moreover, NGOs are 
also innovative and most successful in their early stage (Chesbrough et al., 2006), as their know-how and proximity 
to the impoverished adds impetus to their success (Jamali, 2003). Gutiérrez-Nieto et al. (2007) argue that NGOs 
try their best to provide loans to the poor and operate with minimal cost. Hence, given the possible trade-off be-
tween financial sustainability and the outreach objectives of MFIs (Awaworyi Churchill, 2020), a negative effect 
of NGO status (NGO) on financial performance is highly likely in our case. The dummy variable takes the value 1 if 
its legal status is an NGO and 0 otherwise.

Finally, among the covariates, we include the share of total operating expenses over total assets (TEX) to account 
for the costs incurred by the MFI in managing loans and the percentage of employees that leave the MFI as a measure 
of staff turnover (STAFFTURN). STAFFTURN is the ratio of staff (permanent and contract) that have left the MFIs during 
the last reporting year to the average number of permanent and contract staff for the period. The implications of 
employees’ turnover on MFIs can be huge as it distorts the borrower–employee relationship. Since the microfinance 
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operating mechanism is based upon relationship banking principles, higher turnover is expected to take a toll on loan 
disbursement and repayment collection, thereby affecting the financial performance of MFIs (Mia et al., 2021).

4  | DATA

The data for this study were collected from the MIX Market database in 2016. The platform has now integrated 
with the World Bank, but, unfortunately, it does not report several interesting variables, such as age and regula-
tion of MFIs, among others. Hence, we stick with the data that was originally collected from the MIX Market own 
platform as these variables remain crucial for this study.

Table 1 provides the descriptive statistics for the variables in this study. To ensure that our findings are not 
affected by the presence of outliers, which is often the case for secondary sources of data, we have winsorized 
continuous variables at 1% and 99% percentile levels.4 Generally, the mean scores of the control variables are 
consistent with the overall mean score of MFIs worldwide (Microfinance barometer, 2016). Specifically, the aver-
age ROA of MFIs in the EECA region is 4%, the ROE is 11%, the YGL is 21%, and the average PM is 8%, which is 
considered somewhat high compared to conventional rates.

From the aspect of female participation, women represent about 31% of the board members (FEMBOARD). 
About 44% of the managers (FEMMAN) are female, while 38% of loan officers (FEMLOANOFF) are female. 
Meanwhile, female borrowers (FEMBORR) account for 49% of the market, which is still lower than South Asian 
countries with 92% of their customer base being women (Microfinance barometer, 2016).

Regarding the covariates, about 87% of MFIs are regulated (REGULATED), 42% of them are classified as mature 
(MATURED), and 8% of MFIs are NGOs (NGO).

 4In particular, ROA, ROE, and PM exhibited large negative values for some MFIs, due to big losses incurred during the 2008–2010 financial crisis.

TA B L E  1 Summary Statistics.

Variable Obs. Mean Std. Dev. Min Max

YGL 1756 0.21 0.14 -0.08 0.73

ROA 2155 0.04 0.09 -0.30 0.38

ROE 2150 0.11 0.41 -2.12 1.80

PM 2592 0.08 0.52 -3.42 0.72

PAR30 2329 0.046 0.072 0.000 0.410

FEMBOARD 609 0.31 0.27 0.00 1.00

FEMMAN 655 0.44 0.32 0.00 1.00

FEMLOANOFF 749 0.38 0.33 0.00 1.00

FEMBORR 2221 0.49 0.23 0.05 1.00

DTE 2676 5.03 10.98 0.00 81.16

LNASST 2763 15.12 2.38 9.29 20.61

REGULATED 2918 0.87 0.33 0.00 1.00

MATURED 2911 0.42 0.49 0.00 1.00

NGO 2909 0.08 0.27 0.00 1.00

TEX 2162 0.23 0.12 0.03 0.71

STAFFTURN 569 0.23 0.25 0.00 1.09

Source: Authors’ computation based on MIX Market data. Note: All variables are winsorized at 1% and 99% except the 
dummy variables (REGULATED, MATURED, and NGO).
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We investigate the presence of multicollinearity between the independent variables in two different ways (Table 2). 
On the one hand, we compute the variance inflation factor (VIF).5 On the other hand, we look at the pairwise correlation 
among the independent variables. While the latter is not a direct measure of multicollinearity, a higher value of the cor-
relation between two or more independent variables may reveal potential multicollinearity problems. In general, if pair-
wise correlation exceeds 0.80, then a problem of multicollinearity is likely to generate unstable parameters 
(Kennedy, 2008). Both the VIF and pairwise correlations in Table 2 are well below the maximum allowable levels.

Before turning to the regression output, we perform t-tests to better gauge the mechanism with which female 
participation in MFIs’ staff, as well as female borrowers, can be related to MFIs’ operational self-sufficiency 
(Table 3). In so doing, the main sample was divided into two parts, based on the median value of women’s presence 
as board members, to allow comparisons.6 We observe that a higher women presence as board members seems 
to put greater weight on the costs of MFIs, as both personnel expenses over assets and operating expense over 
assets are statistically significant at 5% and 10% levels respectively. The findings are also somewhat similar to 
Ghosh and Guha (2019), who find that the cost per borrower tends to increase when the number of female direc-
tors on a board of directors increases. Nonetheless, the significant difference in operational self-sufficiency sug-
gests that the presence of more women board members is likely to enhance operational self-sufficiency, possibly 
because they are also likely to generate higher operational revenues.

5  | RESULTS

The results of the empirical analysis are reported in Tables 4a and 4b.7 In general, we find that female participation is 
significantly related to MFIs’ financial sustainability, albeit in different ways, based on either the position of the female 
stakeholder within the MFI hierarchy or her role as a customer. Female board members and female borrowers are the 
two segments that are positively associated with most of the financial performance variables used in the study.

Except in a few models, the estimated parameters for FEMBOARD are statistically significant and posi-
tively associated with all dependent variables, in line with similar previous studies by Strøm et al.  (2014) and 

 5Several specialists in the field recommend that the maximum threshold of VIF should not be more than 10 (O’brien, 2007) or 5 (Bahovec, 2011).

 6We have selected board member to divide the sample instead of other variables because the board is considered the engine of an enterprise and all 
activities are determined by the guidance of board.

 7The overall fit of the models is reasonably good, as the F statistics/Chi2 remain significant (1% and 5%) across the models.

TA B L E  3 Women board members, cost reduction, and operational self-sufficiency of MFIs.

Low Presence of Women (equal or 
less than 33% of board members)

High Presence of Women 
(over 33% of board members) t-Value Pr(|T| > |t|)

Mean

Personnel expense/
assets

0.081 0.096 -2.179 0.029

Operating expense/
assets

0.138 0.156 -1.779 0.076

Cost per loan 367.396 389.79 -0.459 0.646

Operational 
self-sufficiency

1.196 1.352 -2.411 0.016

Source: Authors’ computation based on MIX Market data. Based on the median value (0.33) of female board members, 
the sample is divided into two groups. The sample includes MFIs that have at least one woman board member. Negative 
t-value shows the direction of the relationship.
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Vishwakarma (2017). The positive correlation between women’s participation in the board level of MFIs and fi-
nancial performance can be explained by women’s strategic decisional skills regarding financial sustainability, like 
better relationships with various stakeholders involved with the MFIs’ activities (Galbreath, 2011) and superior 
monitoring abilities. Nonetheless, heterogeneity in board composition can stimulate innovative ideas that foster 
good organizational culture (Vishwakarma,  2017). Nonetheless, our findings also chime with the argument of 
other scholars (Isidro & Sobral, 2015) who find that women in the board have a positive, albeit indirect, effect on 
the financial performance of firms in the European context.

As highlighted in several previous studies, women borrowers tend to be disciplined and committed to 
repay loan instalments on time, sometimes prompted by the need to maintain their social image. Such social 
ties, in return, provide better financial incentives to MFIs. This, along with outreach benefits, explains why 
the MFIs are not averse to the majority of their clients being female. Our findings underline that targeting 
more female clients (FEMBORR) results in better financial performance, echoing the findings of Abdullah and 
Quayes (2016). The results of this analysis also align with and support the Grameen Bank’s decision to shift 
their client base towards women (Armendáriz & Morduch, 2000) due to social trust among the community 
members (Raj Aggarwal et al., 2015). Hence, there is evidence that in the EECA countries targeting female 
borrowers helps fulfil two of the main purposes of MFIs. On the other hand, targeting women in these coun-
tries could limit the incidence of a possible trade-off between outreach and sustainability, which cannot be 
excluded at the overall MFI level.

Our findings, therefore, support existing literature like Strøm et al.  (2014), who find that female leadership 
relates positively to MFI performance. They also support the findings by D’Espallier et al.  (2011), who showed 
that a higher percentage of female clients in MFIs is correlated with better repayment rates. On the other hand, 
in contrast to the above findings, our study also confirms studies that indicate that in the EECA context the pres-
ence of female managers and, to a lesser extent, female loan officers has a negative effect on some measures of 
MFI financial performance, although this is limited to some selected dependent variables and types of estimators. 
Specifically, female managers are found to have a negative significant effect on ROA, ROE, and PM, whereas a 
stronger presence of female loan officers is negatively related to ROA and PM.

On the negative effect of female managers, our findings contradict the existing literature of Mersland and 
Strøm (2009) and Hartarska et al. (2014). To the best of our knowledge, ours is the first empirical analysis showing 
that female managers may have adverse effects on MFI performance. On the negative effect of female loan of-
ficers, our results support the study by van den Berg et al. (2015), who observe that the influence of gender may 
differ in different settings. In some countries, bank managers and loan officers are responsible for collecting ar-
rears payments (see, for example, Siwale & Ritchie, 2011, in Zambia). In doing so, they sometimes have to visit the 
houses of defaulters to urge them to repay their loans. Female managers and loan officers face higher safety con-
cerns and cultural limitations when traveling to these places, compared to male officers. Hence, they may be less 
persuasive and less successful in collecting arrears payments, which might hinder firm performance. Some of the 
existing literature found similar evidence, explaining this with the suggestion that enterprises headed by women 
tend to be smaller (Ellis et al., 2010; Fischer et al., 1993; Kalleberg & Leicht, 1991; Rosa et al., 1996; Watson & 
Robinson, 2003), possibly due to women being more risk-averse (Cliff, 1998), less experienced in business prac-
tices (Loscocco et al., 1991), and having a narrower social network (Kelley et al., 2010; Loscocco et al., 2009) 
compared to men.

Concerning other variables included in the study, our findings reveal that total operating expenses as a share 
of total assets (TEX) have a negative effect on ROA, ROE, and PM. This is in line with the conventional findings 
whereby increasing cost will lead to decreased financial performance. However, the YGL tends to increase with 
operating expenditures, suggesting that loans that are more expensive to manage also provide higher yields. Given 
that transaction costs typically have a greater impact on low-value loans (those granted to the more marginalized), 
this is not necessarily a positive finding in terms of outreach, as it suggests that higher interest rates are charged 
on loans to the poorest.
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The DTE is negatively associated with financial performance. Generally, past studies like Akhigbe and 
McNulty (2005), and Cull et al. (2007) suggest that banks with higher leverage have higher productivity and there-
fore greater financial sustainability. However, we find that DTE has a negative effect on the financial sustainability 
of MFIs, possibly due to a higher risk of default.

Regarding the size of the MFIs, larger MFIs are postulated to show higher sustainability, as their larger asset 
base could enable them to withstand shocks such as the 2008 financial crisis (Gohar & Batool, 2015). Besides that, 
larger MFIs may also benefit from economies of scale in providing financial services, which allow them to be more 
efficient, thus exhibiting better financial standards. On the contrary, we observe that bigger MFIs tend to have 
lower financial performance, as we find a negative relationship between the total assets (LNASST) of MFIs and 
YGL, ROA, and PM.

It was initially anticipated that mature MFIs tend to have a better financial position as they have been running 
in the business for quite some time. For example, Cull et al. (2007), Ayayi and Senne (2010), and Hasan et al. (2019) 
found that more mature firms report better performance standards than their younger counterparts. However, 
younger MFIs also have strengths in terms of the ability to adapt to more up-to-date technologies or innovations 
as compared to older MFIs, which are more complacent in their more staid ways of managing operational activ-
ities. In line with this second hypothesis, our findings indicate that in EECA countries matured MFIs (MATURED) 
exhibit relatively lower financial sustainability.

To capture the fact that NGOs are more socially oriented, we have included a variable reflecting the legal sta-
tus of MFIs, according to whether they are NGOs or not. Indeed, according to the literature, NGOs are generally 
found to have better social performance than commercial organizations like banks, non-bank financial institutions, 
credit co-operatives, and rural banks (Morduch, 1999). However, the status of NGOs can also negatively impact 
MFIs’ financial performance as compared to commercially driven organizations, as NGOs are more inclined to 
provide assistance to the poor rather than being purely profit oriented. This is a possible explanation behind the 
negative relationship between NGO status (NGO) and financial performance observed in this analysis.

In terms of regulation, the dummy REGULATED is found to have a statistically positive relationship with ROA 
and PM. Based on this result, it can be argued that regulation has a positive overall effect on financial perfor-
mance, confirming similar findings in other studies. Gohar and Batool (2015), for example, assert that regulations 
have a significant effect on an MFI’s financial performance because customers put higher trust in regulated MFIs 
as the latter have certain rules and protocols to adhere to compared to MFIs that are not regulated. These rules 
are seen as ensuring that MFIs do not engage in any activities which can harm their business, thus guaranteeing 
the protection of customer interests. We conclude that, overall, regulation increases the financial performance of 
regulated MFIs as compared to unregulated MFIs.

Lastly, the effect of gendered and organizational variables on MFIs PAR30 was mostly insignificant despite 
some of them having an expected sign and some not, particularly when REM and FEM results are considered 
(Table 4b). Under REM, we found that only mature MFIs are estimated to observe higher repayment problem as 
the coefficient sign is positive. This finding is consistent with the earlier argument that mature MFIs are likely to 
perform worse financially (see Table 4a).

6  | CONCLUSIONS, POLICY IMPLIC ATIONS, AND DIREC TIONS FOR 
FUTURE RESE ARCH

In this article, we evaluated the relationship between gender diversification and MFI financial performance in the 
EECA region. Through regression analysis, we investigated whether and how the presence of female directors, 
managers, loan officers, and clients can influence the financial performance of MFIs.

This study adds to the literature on microfinance in two ways. The first is to have considered the contribution 
of women in the MFI staff at every level of a firm’s hierarchy. Indeed, most of the studies assessing this relationship 
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typically do not incorporate female participation at all hierarchical levels. This is an important aspect in light of the 
debate, now consolidated in the microfinance literature, on the trade-off between the pursuit of social objectives 
(outreach) and financial sustainability. The second innovative direction derives from having analysed a context 
that has not been investigated before: that of EECA countries. In this context, the descriptive statistics suggest 
some differences in the way of doing microfinance with the methods used in developing countries, which are 
much more studied in the literature. In particular, for the EECA area, the descriptive statistics of our study high-
light the service of a considerably smaller number of female customers.

After considering female participation from both the institutional side and the client side, we found that the 
share of female stakeholders in the examined context correlates significantly with the financial performance of 
MFIs. On the one hand, the results of our analysis support the hypothesis that incorporating more women board 
members and clients enhances MFIs’ financial sustainability, in a win-win situation for both sides. On the other 
hand, empirical evidence reveals that female managers and loan officers may negatively affect the financial per-
formance of MFIs to some extent, although the empirical evidence is somewhat weak on this point.

Several other studies in the microfinance literature conclude that there are positive effects of having women 
on boards of directors. Scholars explain this outcome by asserting that women adopt less costly strategic deci-
sions and have greater responsiveness towards financial sustainability, and have better relationships with stake-
holders, thereby increasing accountability and ethical conduct, which eventually improve financial performance 
(Galbreath,  2011; Natividad,  2005; Adams & Ferreira,  2009; Erhardt et al.,  2003; Mori et al.,  2015; Mahadeo 
et al., 2012; Strøm et al., 2014; Gohar & Batool, 2015). The findings of our study support those of the existing 
literature regarding women borrowers. Especially in contexts of poverty, the limited mobility of women due to 
family duties and the higher social pressure in case of delayed loan repayment are the main motivations ascribed 
to better MFI financial performance when they have a higher proportion of female clients (D’Espallier et al., 2011; 
Khandker et al., 1995; Kevane & Wydick, 2001; Hulme, 1991; Gibbons & Kasim, 1991).

Conversely, and mirroring the results from the literature on sectors other than microfinance, MFIs managed by 
women do not seem to have better corporate and financial performance than those managed by men, at least in the 
EECA context. This is not a standard result in microfinance, where female managers are found to generate better 
performance for MFIs (Mersland & Strøm, 2009; Périlleux & Szafarz, 2015; Hartarska et al., 2014; Strøm et al., 2014). 
This advantage is often motivated by the greater ability of women managers and loan officers to understand the 
needs of female borrowers, and incorporating these into the design and implementation of financial products and 
other related services specifically tailored for women (Byrne, 1971; Augustine et al., 2016; Crosby et al., 1990; Lee 
& Dubinsky, 2003). In fact, one of the features of microfinance is the assistance to customers through non-financial 
support. In these activities, understanding the subordinate position of women, particularly in business and investment 
decisions, is fundamental to the success of a microfinance programme, perhaps more than the design of the loans 
themselves. However, the positive effects of gender association tend to occur in circumstances where the majority 
of the clientele is female. Whereas, in the context of the EECA countries, as well as in some areas of Western Europe 
and Latin America, the clientele tends to be predominantly male, or in any case not predominantly female, which could 
explain the findings in the literature regarding the impact of women managers and loan officers.

Specifically, regarding loan officers, we previously mentioned the impact of their subordination in society that 
can affect women when they are required to collect debts. Their authority when it comes to collecting loans and 
their persuasive ability could be diminished when they find themselves dealing with men, either because they are 
less able to understand the needs of the latter, or for cultural reasons that see women as subservient. The conse-
quences for credit risk and the possible accumulation of bad loans on MFIs’ financial performance are clear-cut.

These contextual differences would seem to leave a question mark over established theories positing the better 
performance of MFIs either managed by women or having a majority of female loan officers. The particular circum-
stances in low-income countries, on which most of the previous studies have focused, could be part of the explanation.

Overall, the implications of our study suggest that MFIs in the EECA context should consider a further review 
of their managerial practices, such as operational recruitment, to ensure that their decisions are not detrimental 
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towards achieving financial sustainability. This study suggests that placing women at the top of the decision-
making process is likely to improve the financial sustainability of MFIs in the EECA area. As regards the lower 
levels of the hierarchy, particularly loan officers, it would be advisable for them to be supported in the loan col-
lection phase and interaction with male customers, so that they can exploit more effective techniques, and feel 
more empowered in the loan collection phases. This could be implemented relatively quickly. In the mid- to long 
term, as lending to more women is associated with relatively better financial performance, MFIs could scale up 
their loan activities to more women since their representation in the client base is lower in the EECA region than 
the global average and other regions (e.g. South Asia). This could, in turn, contribute to solving the problem of 
insufficient effectiveness of women at the managerial level and loan collection level found in this study. Indeed, 
this negative impact on the financial performance of MFIs seems to originate from a poor synergy between female 
managers and loan officers, on the one hand, and predominantly male clients on the other. Furthermore, as high-
lighted earlier, one of the main obstacles for MFIs’ financial sustainability is the operating cost. A major managerial 
implication of this finding is that top management of MFIs should find ways on how to improve their resource 
efficiency, probably by integrating information and communication technologies in their operation, as these have 
been found to minimize operating costs.

There are additional insights that stem from this research. First, since the DTE ratio appears negatively related 
to MFIs’ financial performance, changing funding direction towards equity financing could enhance their overall 
financial performance. Second, regulation seems to enhance the financial performance of MFIs in EECA countries 
to some extent, hence it may be worthwhile to consider bringing all MFIs under carefully thought-through reg-
ulation to better monitor their activities and instil more confidence in this financial segment. Third, the maturity 
status of MFIs is found to have a negative impact on financial self-sustainability, perhaps because the older ones 
are not using up-to-date technologies, or innovating products and services, and thus lack operational improve-
ment. Continuing their activity without further improvements to ensure financial sustainability could put them at 
the risk of closure in the near future.

Finally, despite contributing to the corporate governance literature considering the effect of gender on the finan-
cial performance of MFIs, this study has some limitations. For example, while trying to understand whether there is a 
beneficial or adverse effect from women’s involvement in MFIs, all studies—including ours—jump from the presence 
of women to MFIs’ performance, all too often failing to identify the mechanisms whereby “women do better” can lead 
to more efficiency. Future research would also benefit from the use of empirical methodologies to analyse causality 
issues between the two phenomena we have investigated in this study.
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APPENDIX A
Figure A.1 shows the number of financial service providers (FSPs) in 2014 by region, comparing EECA countries 
with other geographical contexts. The EECA region has 143 FSPs. Latin America and the Caribbean has the high-
est number (349) while the Middle East and North Africa has the lowest number (31).

Figure A.2 shows the total deposits, number of depositors and number of borrowers for the selected countries 
in the EECA region in 2014. Mongolia has the highest volume of deposits (USD 2.11 billion) and number of de-
positors (3.11 million) in the region. It is followed by Azerbaijan with USD 1.27 billion in deposits and 1.16 million 
depositors. However, in terms of amount of gross loan portfolio (GLP) and active borrower, Azerbaijan (USD 2.61 
billion GLP and 0.81 million borrowers) outnumbered Mongolia (USD 2.37 billion GLP and 0.472 million borrow-
ers). Our exploration in raw data also revealed that there were countries that have no reported depositor and 
deposit information for the year 2014.

F I G U R E  A . 1 Regional distribution of financial service providers (FSPs)/MFIs in 2014
Source: Authors’ estimates based on Microfinance barometer (2016). Note: Microfinance barometer only reports 
FSPs/MFIs that have provided data to MIX Market during the time of their analysis. Hence the actual number of 
FSPs/MFIs in these regions can be higher than the number reported here.
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Table A.1 shows the annual number of observed MFIs. Since 1996, there has been a steady increase in the 
number of submissions to the MIX Market to a peak of 313. However, subsequently there was a steady decline up 
to 2014, when there were only 93 MFIs submissions.

In terms of geographical distribution, Table A.2 shows that countries located in Central Asia have a higher 
frequency of observations. For example, Russia has the highest frequency with 491 observations,8 followed by 
Tajikistan with 277, and Azerbaijan with 258. Meanwhile, countries located in Eastern Europe have a lower num-
ber of observations. For example, Aland islands have the lowest frequency with only two observations, followed 
by Slovakia with three, and Hungary with four.

 8The frequency of observations for each country is calculated as the number of MFIs belonging to that country times the number of years each MFI 
is observed.

F I G U R E  A . 2 Basic information on microfinance in EECA region in 2014 (selected countries).
Source: Authors’ estimates based on MIX Market data. Note: We have only selected countries from the EECA 
region that have over 100,000 borrowers in this graph. As per our dataset, Armenia, Bosnia and Herzegovina, 
and Kazakhstan did not report depositors (savers) and deposit information for the year 2014.

TA B L E  A . 1 Frequency of observations: Years

Year Frequency Percent Year Frequency Percent

1996 1 0.03 2006 258 8.82

1997 4 0.14 2007 324 11.07

1998 10 0.34 2008 313 10.7

1999 23 0.79 2009 268 9.16

2000 35 1.2 2010 260 8.89

2001 52 1.78 2011 241 8.24

2002 86 2.94 2012 206 7.04

2003 161 5.5 2013 154 5.26

2004 194 6.63 2014 93 3.18

2005 243 8.3

Source: Authors’ computation based on MIX Market data. Note: Since we used unbalanced panel data, many MFIs have 
missing data for relevant variables. Therefore, the actual number of observations used in the final regression varies. 
Kindly see Tables 4a and 4b for actual number of MFIs and observations used in the regression analysis.
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TA B L E  A . 2 Frequency of observations 1996–2014: Countries

Country Freq. Percent Country Freq. Percent

Aland 2 0.07 Macedonia 48 1.64

Albania 75 2.56 Moldova 42 1.44

Armenia 135 4.61 Mongolia 86 2.94

Azerbaijan 258 8.82 Montenegro 26 0.89

Belarus 5 0.17 Poland 27 0.92

Bosnia and Herzegovina 191 6.53 Romania 75 2.56

Bulgaria 190 6.49 Russia 491 16.78

Croatia 16 0.55 Serbia 54 1.85

Georgia 142 4.85 Slovakia 3 0.10

Hungary 4 0.14 Tajikistan 277 9.47

Kazakhstan 236 8.07 Turkey 16 0.55

Kosovo 109 3.73 Ukraine 29 0.99

Kyrgyzstan 244 8.34 Uzbekistan 145 4.96

Total 2,926 100

Source: Authors’ computation based on MIX Market data.
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