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Microfinance is a promising tool for addressing the grand challenge of global poverty.
Yet, while many studies have examined how microfinance loans affect poor borrowers,
we know little about how microfinance organizations (MFOs) themselves finance their
lending activities. This is a significant oversight because most MFOs do not self-fund
their lending, but, rather, rely on loans from external funders. To better understand
microfinance funding, we apply and extend the institutional logics perspective to ana-
lyze the lending practices of commercial and public funders, who together provide most
of the capital for global microfinance. We argue that these funders adhere to financial
and development logics, respectively, and that this leads them to invest in different types
of MFOs. Yet, in the face of uncertainty, we suggest that the practices motivated by these
logics will start to converge in ways that are problematic for a nation’s microfinance
sector. Using a proprietary database of all traceable loans to MFOs from 2004 to 2012,
we find strong support for our hypotheses. In particular, our findings show that the
relationship between institutional logics and organizational practices is contextually
contingent, and this insight contributes important understanding about the efficacy of
microfinance as a poverty-reduction tool.

Over the past several decades, microfinance has
emerged as a globally popular tool with which to
reduce poverty. By providing small loans, micro-
finance organizations (MFOs) help to alleviate
financial constraints for the poor and support con-
sumption choices that increase household welfare
and/or provide avenues for future ongoing income
(Yunus, 1999). Today,MFOs operate in almost every
nation of the world and collectively account for

an estimated U.S.$60–100 billion in yearly loans
(Lahaye, Rizvanolli, & Dashi, 2012; MicroRate,
2012).

The ability for microfinance to effectively com-
bat poverty depends, in large part, on its ability to
reachmarkets where individuals who need capital
can obtain it. At its most basic, there are three key
actors in themicrofinance industry: (1) borrowers,
who apply for and receive loans; (2) MFOs, which
issue loans to borrowers; and (3) funders, which
supply capital toMFOs. To date,most research has
focused on the first two. While this has generated
useful insight about how MFOs operate and the
effects they have onpoor borrowers, we know little
about how MFOs fund their operations. This is
a significant oversight, as most MFOs are unable
to mobilize deposits to finance their lending and
thus require external funds to meet their financial
and social objectives. As such, access to funding is
a critical factor in determining the overall health of
the microfinance industry, as well as its efficacy as
a poverty-reduction tool.
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Research on capital acquisition by profit-seeking
firms has found that investors are attracted to orga-
nizations that pose low investment risk and have
the potential to generate strong returns (e.g., Katila,
Rosenberger, & Eisenhardt, 2008). Yet, in micro-
finance, it is important that there are also funders that
support sectoral development and social outreach.
Reflecting this, practitioner research has argued that
the health and impact of a nation’s microfinance
sector rely on contributions from two main types of
funders: commercial funders, which raise private
capital to invest inMFOs, and public funders, which
channel governmental funds to MFOs (Reille, Forster,
& Rozas, 2011). Researchers have assumed these fun-
ders have different interests and lending practices, but
this inference has not been subjected to rigorous em-
pirical analysis. Academic studies have mostly exam-
ined factors that affect the price of funding in a nation
(Garmaise & Natividad, 2013; Tchuigoua, 2014). Prac-
titioner studies have differentiated among funders, but
offer conflicting accounts about their lending practices
(Gonzalez, 2010; Von Stauffenberg & Rosas, 2011).
Hence,despite expecteddifferences in their objectives,
we know little about the actual lending behavior of
different funder types, how their behavior might vary
across contexts, or the effect their behavior has on
a nation’s microfinance sector.

To help address these questions, we develop a
theoretical approach that applies and extends in-
sights about institutional logics—sets of shared be-
liefs that rationalize the value of particular goals and
interests (Thornton, Ocasio, & Lounsbury, 2012). In
recent years, logics have become a popular tool for
explaining organizational action. This work argues
that logics shape action because they are embedded
in the cognition of an organization’s decisionmakers,
providing them with a framework that guides atten-
tion and helps to discern appropriate behavior in
a given context (Almandoz Rios, 2014). Thus, within
the same field or industry, stable differences are often
observed in the practices of organizations that adhere
to different logics (e.g., Pahnke, Katila, & Eisenhardt,
2015). We apply this framework to microfinance
funding to generate baseline predictions about the
lending behavior of different types of funders.

Moreover, we argue that stopping here would
provide a partial account, as it overlooks the possi-
bility that the link between logics and practices is
contextually contingent. While most accept that
logics can support a variety of practices, studies to
date have focused on idiosyncratic behavioral shifts
that result from learning, random drift, or strategic
deviation within a given context (Clemens & Cook,

1999; Lounsbury & Crumley, 2007). Yet, we know
that firms often operate in multiple environments
(Vasudeva, Zaheer, & Hernandez, 2013) and that
practices can shift in response to local contingencies
(Boxenbaum & Battilana, 2005). Extending this, we
suggest that firms that adhere to a particular logic
may behave in systematically different ways in dif-
ferent contexts. To this end, our argument connects
the logics perspectivewith research concerning how
organizations respond to uncertainty in their external
environment.Uncertaintydisrupts the linkbetweenan
organization’s actions and expected outcomes, creat-
ing an impetus for strategic change (Audia, Locke, &
Smith, 2000; Davis, Eisenhardt, & Bingham, 2009).We
suggest that, because logics shape how decision
makers perceive and respond to the environment,
attention will shift in response to uncertainty leading
to behavioral changes that are guided by a firm’s ori-
enting logic. In short, thepractices seenasappropriate
for pursuing a given set of interests may differ in
placid versus uncertain contexts. This is germane to
our study, as microfinance funders—like many orga-
nizations that work to address social challenges—
operate in nations where there are varying levels of
political and economic uncertainty (Marquis &
Raynard, 2015).

To apply our theory, we first distinguish between
commercial and public funders as the main capital
providers in global microfinance. Based on the prac-
titioner literature, as well as interviews with more
than 30 industry informants, we discern the logics
that these funders adhere to, and use this to make
predictions about their lending behavior. We argue
that commercial funders adhere to a financial logic
that emphasizes investment return and supports a fo-
cuson large, financially strongMFOs.Bycomparison,
public funders adhere to a development logic that
prioritizes the health and efficacy of a nation’s micro-
finance sectorand thus favors small, not-yet-sustainable
MFOsthatdonotappeal tocommercial funders (Griffith
& Evans, 2012).

As a nation becomes more uncertain, we predict
that commercial funders will place more emphasis
onMFOsize and less on financial performance: large
MFOs are likely to be viewed as stable and thusmore
likely to provide the funderwith its desired financial
return. However, past performance has less pre-
dictive power in such contexts, making it a less re-
liable investment risk indicator (Davis et al., 2009).
We also predict MFO size will become important to
public funders as uncertainty rises. These funders
rely on capital recovery to sustain their development
efforts; if an MFO defaults on its loans, funders have
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lessmoney to invest in subsequent projects (Griffith &
Evans, 2012). Moreover, if an MFO becomes insol-
vent, it does not contribute to a healthy microfinance
sector. Thus, from the funder’s perspective, lending to
large MFOs is a pragmatic way to support sector de-
velopment under uncertainty. We thus expect the
lendingpractices of commercial andpublic funders to
converge as uncertainty rises, even as the two are
guided by different logics. Given that the need for
microfinance rises when a nation becomes volatile,
and that sector growth and outreach are con-
strained when funding clusters in large MFOs (Von
Stauffenberg & Rosas, 2011; Wiesner & Quien, 2010),
our arguments expose a challenge for global micro-
finance with potential implications for millions of
poor borrowers.

We test our arguments using a proprietary data-
base of all traceable loans made between funders
andMFOs from 2004 to 2012. Wemodel the amount
and type of funding received by each MFO each
year andusecountry-fixedeffects to isolate theeffectof
changing uncertainty. Our results, along with numer-
ous robustness checks and supplementary analyses,
provide strong support for our predictions. Our ap-
proach contributes understanding about the link
between institutional logics and organizational prac-
tices by showing that, while logics shape action, the
outcomes this yields may differ in systematic ways as
the environment changes. By applying this argument,
we also show the contextual nature of microfinance
funding and generate a number of practical insights
thatmay help increase the efficacy ofmicrofinance as
a poverty-reduction tool.

THEORY AND HYPOTHESES

Microfinance Funding and Poverty Reduction

Banks face high transaction costs when making
and monitoring small loans; as a result, the poor are
generally excluded from the formal financial system.
This increases exposure to financial uncertainty,
makes it difficult to start businesses, and forces the
poor to rely on exploitative local lenders—all of
which contribute to enduring poverty (Ledgerwood,
Earne, & Nelson, 2013). Originally, microfinance
worked to address the exclusion problem by pro-
viding small loans designed to help the poor start
and grow micro-enterprises. The rationale was that
operating revenue from these businesses could be
used to repay the loan, while also creating an on-
going source of sustainable income. The sector has
since developed a less restrictive lending focus and

now provides amore expanded set of services to the
poor (Ledgerwood et al., 2013).

Not surprisingly, there has been considerable schol-
arly attention examining the impacts of micro-
finance, with a number of studies highlighting its
positive effects. There is evidence that loans help
the poor to absorb unforeseen expenses and foster
a long-term orientation in their consumption de-
cisions (Karlan & Zinman, 2010). Per the sector’s
original focus, studies have also shown that micro-
finance supports the creation and growth of small
businesses.While there is variance in the success of
these ventures, the net effect is typically a contribution
to household income (Banerjee, Duflo, Glennerster, &
Kinnan, 2015). Microfinance also delivers benefits by
focusing on female borrowers (Zhao &Wry, 2016). On
average, women dedicate a larger portion of loan pro-
ceeds to health and education expenses, both ofwhich
contribute to poverty reduction (Angelucci, Karlan, &
Zinman, 2012). For unmarried women, loans also
provide anavenue for economicparticipation outside
of the informal or illegal economy (Mair, Marti, &
Ventresca, 2012).1

While it is important to understand how micro-
finance affects borrowers, the question of howMFOs
finance their lending activities has been largely
overlooked. This omission is important because,
whereas banks finance their lending through de-
posits, most MFOs cannot accept deposits and thus
depend on external funders for the capital required
to make loans and grow their operations (Morduch,
2000). In total, MFOs receive about U.S.$30 billion
per year in funding, mostly from interest-bearing
loans.2 Although the relative breakdown varies by
region, it is estimated that about 80% of this funding
reaches poor borrowers (Lahaye et al., 2012). Thus,
for most MFOs, lending capacity is a direct function
of external capital received.

In addition to organization-level implications, the
overall health and impact of a nation’s microfinance
sector are determined, in part, by how funds are al-
located among MFOs. It is important that each na-
tion’s sector comprises many well-functioning and
socially committed MFOs, as this leads to greater

1 Importantly, there are also several studies highlighting
concerns and challenges associated with microfinance.
For example, see Battilana and Dorado (2010), Karim (2011),
Polgreen and Bajaj (2010), and Viada and Gaul (2012).

2 Estimates suggest that the overall value of debt fi-
nancing in microfinance outpaces other instruments such
as grants and equity by a ratio of about five to one (Lahaye
et al., 2012).
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loan volumes, higher overall outreach levels, and
competition that promotes better service and lower
interest rates (e.g., Lützenkirchen, Weistroffer, &
Speyer, 2012). For this to happen, though, funding
needs to be available not just to large, financially
sustainable MFOs, but also to those that are small,
highly committed to social outreach, not yet self-
sustaining, and more likely to default on their loans
(Reille et al., 2011; Wiesner & Quien, 2010). Accom-
plishing this goal therefore necessitates the existence
of funders that are willing to accept more risk in their
investments in order to meet these development
objectives.

To date, however, there has been little research
examining the lending practices of different types of
microfinance funders. A handful of academic stud-
ies have examined the overall price of financing
in a country, irrespective of lender differences.
This work has found that MFOs pay less interest
when their nation has strong market-supporting in-
stitutions (Tchuigoua, 2014) and when loans come
from nations that are politically similar to their own
(Garmaise & Natividad, 2013). By comparison, practi-
tioner research has differentiated between funders,
identifying two main types: commercial and public.
Yet, this work casts doubt as to whether the two lend
to different types of MFOs (Gonzalez, 2010; Von
Stauffenberg & Rosas, 2011). Thus, while a strong
microfinance sector requires that capital be available
to support diverse MFOs, we have little insight into
the practices of different funders, or the conditions
underwhich their behavior creates ahealthy funding
ecology in a nation.We argue that an approach based
in institutional logics can help advance insight here,
as it directs attention to the sources of rationality that
underpin an organization’s interests, and thus pro-
vides leverage for theorizing about the aims of dif-
ferent funders aswell as theMFO attributes that they
attend to and value when making investment de-
cisions (Thornton et al., 2012).

An Institutional Logics Approach to
Microfinance Funding

The institutional logics perspective focuses on
explaining how organizational action is shaped by
shared sets of beliefs—or cultural influences—that
rationalize the value of particular interests and
identities (Thornton et al., 2012). As with other
neo-institutional approaches, studies have shown
that logics create expectations for how an organi-
zation should appropriately act within a given
context and work through a variety of external

channels to promote aligned action (Wry, Cobb, &
Aldrich, 2013). A unique feature of the logics ap-
proach, though, is the recognition that logics are
also internalized by organization members, and
thus affect how managers allocate their attention,
interpret external stimuli, and make decisions
(Thornton & Ocasio, 1999). As scholars increasingly
come to recognize that organizations face institu-
tionally complex environments that comprise con-
flicting external demands, the link between logics
and managerial cognition has taken on heightened
importance for understanding organizational be-
havior (Battilana & Dorado, 2010; Greenwood,
Raynard, Kodeih, Micelotta, & Lounsbury, 2011;
Wry & York, 2015; Zhao, Fisher, Lounsbury, & Miller,
in press). In this regard, there is evidence that logics
affect which external influences a firm attends and re-
sponds to (Pache & Santos, 2013), while also guiding its
action across diverse institutional contexts (Vasudeva
et al., 2013). In short, scholars have posited a close and
mutually constitutive link between logics andaction,
where a firm’s internal operations and external
practices are traced to “logic-consistent decisions
that reinforce extant . . . identities and strategies”
(Lounsbury, 2007: 289).

Notably, for our purposes, there is also evidence
that different types of organizations within a field or
industry may adhere to different logics, and behave
in consistently different ways as a result. Provid-
ing evidence of this, Rao, Monin, and Durand (2003)
found that French restaurants differedwith regard to
cooking practices, ingredients, and dishes produced
depending on whether they adhered to the logic of
classical or nouvelle cuisine. Similar patterns have
been found among investment firms. For example,
Lounsbury (2007) found that the strategies of differ-
ent mutual fundswere anchored in either professional
or trustee logic: the former used active money man-
agement practices, while the latter focused on long-
term investing. There is also evidence that banks that
operate according to community logic are more likely
than national banks to lend to local businesses and
prioritize local relationships (Almandoz Rios, 2014;
Marquis & Lounsbury, 2007). Pahnke and colleagues
(2015) showed that venture capitalists, corporate in-
vestors, and government agencies each function
according to a unique logic that leads to practices
that variously enable or constrain innovation among
fund recipients.

While these studies show that logics can shape
investment practices, in each case, funders are invest-
ing in commercial businesses with the aim of gener-
ating financial returns.Yet, incontexts likeours,where
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organizations seek financial and social returns (see
also Battilana & Lee, 2014), it is important to consider
the varying, and nonpecuniary, motives that different
fundersmight have.We thus build on existingwork by
drawing on the microfinance literature, as well as in-
terviews with more than 30 industry informants, to
discern the logics that motivate different microfinance
funders, and use this to make predictions about their
investment behavior. First, we interviewed funders
with whom we had preexisting relationships, and
asked each to introduce us to others that they knew.
Next, we identified contacts for the remaining funders
in our database and sent each an interview invitation.
Overall, this yielded 34 interviews, conducted either
online or byphone, 19 ofwhichwerewith commercial
funders. Table 1 summarizes each lender type, in-
cluding information on subtypes and the scale of
fundingprovided.Aswithprevious studies, (e.g.,Von
Stauffenberg & Rosas, 2011), our research focuses on
commercial andpublic funders, because theyaccount
for the largemajority (97%) ofmicrofinance funding.3

Commercial Funders and Financial Logic

Commercial funders are primarily investment funds
and private equities that raise money from private in-
vestors to lend to MFOs; traditional banks that lend
toMFOsare also included in this category.While there
are local commercial funders in most nations, the
majority—funds and private equities in particular—
are based in the United States or Western Europe
(Sapundzhieva, 2011). After performing local due
diligence, most funding decisions are made by an
investment committee at the funder’s head office
(Gonzalez, 2010). As a category, commercial fun-
ders are the largest and fastest-growing capital
source in global microfinance (Lahaye et al., 2012).

Commercial funders’ basis of interest. The in-
terests of commercial funders are guided by a finan-
cial logic that prioritizes investment return. This is
obvious for banks,which base their lending decisions
on an analysis of borrower repayment capacity. In-
vestment funds and private equities may also as-
pire to “do good” with their investments, but, as
with banks, lending decisions follow a financial
calculus (Lützenkirchen et al., 2012). For most,
social returns come simply from investing in micro-
finance, while others apply a set of screens to ensure
money is not going to MFOs with usurious lending
practices (Glisovic & Moretto, 2012). In either case,

once a consideration set of potential investment tar-
gets has been cultivated, the aim is to achieve market
or near-market returns that generate revenue for the
funder and entice people to invest in their products.
For instance, BlueOrchard (2015), a microfinance
investment fund, advertises that it helps “investors
obtain strong financial returns while contributing to
financial inclusion in emerging economies.” De-
scribing in more detail what this means from the
funder perspective, many of our interviewees gave
candid explanations for why financial returns are
crucial. According to one fundmanager, “[We’re] like
any other commercial lender; if we lose people’s
money or miss the return we’re promising, there’s no
way we’ll be able to raise another fund.” Another
advised,“Weneedreturns tocapital andneed tomake
sure we’re involved with [MFOs] who can ensure
this . . . it’s a pure investment case driving our de-
cisions.” Covering the entire investment process,
a private equity manager told us, “We start by apply-
ing screens . . . oncewe’ve got the initial consideration
set put together, we need to [look] for the best bets.”

Commercial funders’ basis of action. Micro-
finance funders face the risk that an MFO (i.e., bor-
rower) will not be able to fulfill the obligations of the
loan agreement. Thus, given their interests, it is
reasonable to expect that commercial funders will
focus their attention onMFOs that pose the least risk
of defaulting on their loans (Gonzalez, 2010). As in
other investment contexts, there is evidence that size
and financial performance are core indicators of an
MFO’s default risk (Berk, 1995; Fama & French,
2012; Petersen & Rajan, 1994).4

Size acts as a proxy for a number of hard-to-
observe risk factors. Studies routinely find that large
firms have less volatile performance (Berk, 1995).
Larger firms are also thought to be more legitimate
(Greenwood & Suddaby, 2006), of higher status
(Haveman, 1993), and endowedwith a greater amount

3 We also analyzed lending practices for charitable fun-
ders (see https://mfifunding.wordpress.com).

4 Though it is common to use the terms “risk” and “un-
certainty” interchangeably, some scholars have attempted
to differentiate the two constructs. Following Knight
(1921)—and consistent with the language used by the
funders we spoke with—we treat “risk” as a condition in
which an actor can assign probabilities to potential out-
comes. In our context, theprimary risk confronting funders
is the probability that an MFO will be unable to pay back
the loan and thus defaults. Conversely, “uncertainty” is
a condition in which outcomes are unknowable and thus
outcome probabilities cannot be assigned a priori (Knight,
1921; Sanders & Hambrick, 2007). Based on this distinc-
tion, in our case, uncertainty tends to exacerbate the in-
vestment risks faced by microfinance funders.
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of slack resources (George, 2005). Size is also a visible
indicator that is easy to compare across organizations
and gives evidence of past success and future stability
(Geroski, Mata, & Portugal, 2010). As such, it is com-
monly linked to organizational stability and perfor-
mance (see Josefy, Kuban, Ireland, & Hitt, 2015). In

microfinance, large MFOs are also more likely to be
integrated into a nation’s banking sector, which helps
to buffer against liquidity concerns (Cull, Demirgüc-̧
Kunt, & Morduch, 2009; Reille & Forster, 2008).

By comparison, financial performance is a direct
indicator of a firm’s solvency and a strongproxyof its

TABLE 1
Description and Statistics on Microfinance Funder Types

Funder
Type Subtypes

No. of
Lendersa

% of all
Loans

Avg. Loan
Size ($U.S.) Illustrative Mission Statements

Public Government programs
and aid agencies

Development finance
institutions

244 25.20 $1,085,163 • Combating poverty is [our] ultimate goal . . .
as part of Spain’s overall foreign policy

• [The organization] was established in 1991
to provide a focused approach to the devel-
opment of the micro-enterprise sector by
providing or seeing to the critical inputs
necessary for growth and sustainability

• The Group is committed to alleviating pov-
erty; promoting human development; sci-
ence and technology; Islamic economics;
banking and finance; and enhancing co-
operation among member countries, in col-
laboration with our development partners

Commercial Financial institutions
Private corporations
Microfinance
investment funds

990 71.40 $1,212,751 • The Company seeks to achieve a commer-
cially acceptable total return thatwillmeet or
exceed historical returns achieved in the
microfinance area of the financial sector in
emerging markets primarily via long-term
capital appreciation of portfolio investments

• To deliver superior returns to our investors by
investing in companies improving livelihood
or providing access to essential services for
low-incomecommunities inemergingmarkets

• The objective . . . is to promotemicrofinance
as a viable investment option through the
development and management of a market-
able portfolio of high-performingMFI funds,
each offering “double bottom-line” returns
comparable with traditional capital market

Charitable Foundations
Nongovernmental
organizations

Individual /
peer-to-peer lenders

219 3.40 $401,283 • Reaching out to the largest number of the
poor and disadvantaged households with
appropriate microfinance services to enable
them to realize their untapped potentials of
development through the network of part-
ner [MFO]s

• Through Access to Capital, we work to cre-
ate economic opportunity for people in
emergingmarkets. By opening new doors to
financial services and property rights, we’re
helping to foster entrepreneurial behavior,
economic activity, and job creation. Specif-
ically, we focus on microfinance, small-to-
medium enterprise, emerging market
ventures, and property rights

a 1,490 funders; 37 of the funders were of unknown types.
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ability to repay loans (Fama& French, 2012). Studies
suggest that performance is closely attended to by
organizational decision makers, who are generally
more interested in partnering with and investing in
firms that have strong versusweak performance (Li &
Rowley, 2002; Wry, Lounsbury, & Jennings, 2014).
Furthermore, and germane to our context, the influ-
ence of financial performance in such decisions ap-
pears to be particularly strong in emerging markets
(Geringer, 1991; Hitt, Dacin, Levitas, Arregle, &
Borza, 2000).

Reflecting this, the practitioner literature suggests
that microfinance funders rely heavily on size and
financial performance to assess an MFO’s riskiness
(Mersland & Strom, 2010; MicroRate, 2013).5 As one
fund manager told us, “We like big and stable
MFOs . . . ones that are the key players in their mar-
ket.” Another fund manager remarked, “[I invest in]
big MFOs [because they] are more likely to have ex-
perience, successful business models, and an estab-
lished customer base.” Each commercial funder we
spoke to also reported looking closely at an MFO’s
financial position before investing. Stated plainly by
a private equity manager, this meant that, “for us to
even look at you, you need to be clearly beating the
market,”while another reported “we like [MFOs] with
a good loan book and sound fundamentals because
they’re the most likely to get our money back to us.”
Basedontheseconsiderations,wepredict thefollowing:

Hypothesis 1. Within a country, the (a) size and
(b) financial performance of an MFO is posi-
tively associated with the amount of loans it re-
ceives from commercial funders.

Public Funders and Development Logic

Public funders include government departments
and aid agencies, as well as development finance in-
stitutions (DFIs). These funders are typically seeded
with an endowment from one or more national gov-
ernments from which they offer subsidized loans to
ventures deemed too risky for commercial investors
(Griffith & Evans, 2012). Public funders may be local

or foreign, and, as with commercial funders, invest-
ment decisions are typically centralized in the orga-
nization’s head office (Gonzalez, 2010; Hoffman,
1998). These funders were among the first to invest
in microfinance and remain a key capital source
(Lafourcade, Isern, Mwangi, & Brown, 2006).

Public funders’ basis of interest. Public funders
operate according to a development logic, in which
the primary aim is to support the health and so-
cial impact of a nation’s microfinance sector (Von
Stauffenberg & Rosas, 2011). To this end, they are
interested in fostering the growthandsustainability of
target organizations, thus contributing to the emer-
gence of more healthy MFOs in a nation and the in-
creased competition and social outreach this brings
(Otero & Rhyne, 1994). Revenue from these loans is
reinvested to support the funder’s ongoing develop-
ment efforts (Griffith & Evans, 2012). Hence, though
loans are made on a cost-recovery basis, public fun-
ders are not financially motivated in the same way as
commercial funders. Capturing this well, Goodman
(2006: 21) noted that “[public funders] make capital
available to [MFOs] through sustainable mechanisms
to support their development and growth . . . typical
financial targets [are] to maintain the original capital
invested.”Thiswas echoed by our interviewees, such
as one DFI officer who reported that, “The whole in-
vestment process is different than for commercial
funders . . . [we look] to fund growth and capacity
building.” Offering further insight into the impor-
tance of these aims, another interviewee asserted,
“We’re a mission-driven organization and this
means [we’re] interested in developing the sector
and . . . supporting poverty alleviation.”

Public funders’ basis of action. To pursue their
development aims, public funders espouse a lending
focus that targets MFOs that would not be deemed
creditworthy by commercial lenders. Whereas com-
mercial funders are likely to invest in large, finan-
cially strong MFOs, public funders focus their
attention on supporting those that are small andnot
yet self-sustaining (Griffith&Evans, 2012; Reille et al.,
2011). The rationale is that lending to theseMFOs can
help them to expand operations and develop their
internal capacities to the level where they are able to
access commercial capital. Once this is accomplished,
public fundersmoveonand invest in thenext roundof
emerging MFOs, furthering the development of a na-
tion’s microfinance sector (Otero & Rhyne, 1994). As
a government official told us:

[Public funders] are the first ones into [an MFO]. We
help to build capacity and arewilling to take risks that

5 Some research in microfinance has identified a third
factor that can be used to assess MFO riskiness: “trans-
parency,” which reflects the quality of an organization’s
financial reporting. Because we have no a priori expecta-
tion that funders will differ in their preference for MFO
transparency, we only hypothesize relationships between
size and financial performance on the one hand and funder
type on the other. We control for transparency in our
analyses.
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others won’t. By focusing on emerging [MFOs], we
play a healthy role in building up the entire sector and
fostering development.

Both themicrofinance literature and our interview
data thus point to a negative relationship between
an MFO’s size and financial performance and the
amount of public funding it receives. While some
have suggested that this pattern may not materialize
inpractice—and thatpublic andcommercial funders
compete to invest in the same MFOs (e.g., Abrams &
Von Stauffenberg, 2007)—evidence for these claims
is based on limiteddata andhasnot been subjected to
empirical testing. As such, we predict the following:

Hypothesis 2. Within a country, the (a) size and
(b) financial performance of an MFO is nega-
tively associated with the amount of loans it re-
ceives from public funders.

Environmental Uncertainty and the Shifting
Relationship between Logics and Action

Our arguments thus far reflect a fairly faithful ap-
plication of the logics perspective. However, this
theoretical approach is limited, in that it does not
consider that firms that adhere to a logic may behave
in different ways under different environmental con-
ditions. Indeed, although we know that firms often
operate in multiple jurisdictions, research on logics
and practice change has focused on understanding
temporal shifts within specific contexts. For instance,
studies have shown that organizations may adhere to
a logic but alter their behavior subtly over time due to
learning (Feldman & Pentland, 2003), drift (Clemens &
Cook, 1999), or mindful deviation (Lounsbury &
Crumley, 2007). These shifts are idiosyncratic, though,
and unlikely to generate systemic practice changes
unless successfully theorized as rational and appro-
priate in relation to a logic (Delmestri & Greenwood,
2016; Reay, Goodrick, Waldorff, & Casebeer, 2016;
Smets, Morris, & Greenwood, 2012). Another mecha-
nism that may lead to systemic practice change is re-
placement of a field’s dominant logic. Typically, this
is a slow and conflict-laden process through which
challengers mobilize to shift the prevailing under-
standings about what is appropriate and desirable in
a field (York, Hargrave, & Pacheco, 2015). When suc-
cessful, this creates pressure for firms to conform to
new behavioral expectations (Haveman & Rao, 1997;
Rao et al., 2003). These pressures may also motivate
a firm to replace managers with people who adhere to
the new logic and its associated practices (Thornton &
Ocasio, 1999).

While it is useful to understand how organiza-
tional behavior patterns can shift as the practices
associated with a logic change, or a new logic ascends
within a field, cross-sectional contextual contingency
is arguably just as important in settings like ourswhere
funders are active across diverse nations. Indeed, there
is a growing recognition in the literature that the
practices associated with a logic may be variously ef-
fective in different contexts (Vasudeva et al., 2013).
Studieshavealso shown that, aspracticesdiffuse, local
firms often alter them in patterned ways to increase
their fit with the local environment (Boxenbaum &
Battilana, 2005). Taken together, this work suggests
that firms may be motivated to alter their behavior in
response to contextual contingencies, and that, within
a given context, such behavioral shifts may be pat-
terned rather than idiosyncratic. While this work has
not considered that firms that adhere to a logic might
behavedifferently indifferent contexts,we suggest this
extension can be made by linking the logics perspec-
tive to research on environmental uncertainty.

Whereas institutional scholars have focused on
how firms respond to changing notions of appropri-
ate behavior (e.g., Thornton & Ocasio, 1999), studies
of uncertainty examine how firms react when the
environment changes in unpredictable ways (Child,
1972; Thompson, 1967). This work suggests that
uncertainty disrupts the link between a firm’s ac-
tions and expected outcomes, casting doubt on the
efficacy of previous strategies (Audia et al., 2000).
Resource providers may also have trouble with in-
ferences about a partner’s future performance in such
situations because cause and effect become difficult to
disentangle (Davis et al., 2009; Haunschild & Miner,
1997). These factors create an impetus for firms to
change their behavior in an attempt to deal with the
specificuncertaintybeing faced(Beckman,Haunschild,
& Phillips, 2004; Pfeffer & Salancik, 1978). As logics
function as the lens through which decision makers
perceive and respond to external stimuli (Almandoz
Rios,2014),weexpect that firmswillalter theirbehavior
in response to uncertainty, and do so in ways they
consider appropriate in relation to their orienting logic.

In microfinance, this means that how different
types of funders go about pursuing their interests
may differ based on the level of uncertainty in the
nations where they operate. Because most MFOs are
located in developing nations where there are vary-
ing levels of political and financial uncertainty, this
is an important issue (Ault & Spicer, 2014;Mair et al.,
2012). We argue that the practices deemed appropriate
according toboth financial anddevelopment logicswill
shift as these two typesofuncertainty increase, affecting
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the MFO attributes that a funder attends to and values
when extending loans.

Political uncertainty. Countries have their own
specific rules and regulations with regard to invest-
ments. These rules, and a nation’s political environ-
ment more broadly, are the outcome of a negotiated
process whereby various interest groups negotiate,
lobby, and otherwise seek to influence policymakers.
The degree of uncertainty in this process is largely
a function of the formal policymaking structure,
which, in emerging economies, often lacks the req-
uisite checks and balances to achieve political sta-
bility (Henisz & Delios, 2004). Political uncertainty
thus reflects the possibility that political decisions or
events in a country will affect the behavior or own-
ership of organizations in ways that negatively affect
investment returns (Howell, 2001).

There are two interrelated features of political
uncertainty in a country that are germane to capital
funders. The first is the quality of the political–
institutional infrastructure necessary to facilitate
business transactions. For example, regulations around
property rights and contract enforcement provide as-
surances that asset ownership is respected by the law,
and that legal mechanisms are in place to ensure that
contractual obligations are met. The second factor is
a government’s ability and willingness to change these
regulations. For example, the ability of a faction to im-
pose radical changes inanation’spolitical environment
is limited by the presence of an impartial judiciary,
democratic accountability, and bureaucratic quality.
The absence of religious and military leaders from pol-
itics, lower levels of religious and ethnic tensions, and
minimal levels of armed conflict are also related to po-
litical stability (Ramady, 2014). These conditions pro-
vide businesses with greater assurance that potentially
harmful policiesmust pass through a process of checks
and balances, and build investor confidence by ensur-
ing that the“rulesof thegame” inanationareunlikelyto
change capriciously (Henisz, 2000; Li, 2009).

Financial uncertainty. In addition to political un-
certainty, there is also uncertainty associated with
acountry’s ability to finance its sovereign, commercial,
and trade obligations. For example, as the amount of
foreign debt increases relative to the size of the econ-
omy, a country’s ability to repay its debts declines
(Soussanov, 2002).When thishappens, anation ismore
apt to face financial crises such as recession and/or
interest rate spikes (Arellano, 2008). Loan defaults
are alsooften accompaniedbyexchange rate instability,
currency devaluations, and inflation, each of which
has been shown to deter investment (Allayannis &
Weston, 2001; Geczy, Minton, & Schrand, 1997).

Supporting this, research has shown a link between
financial stability and the investment returns achieved
by foreign subsidiaries in a country (Click, 2005), as
well as the future expected returns of domestic firms
(Erb, Campbell, & Viskanta, 1996).

Commercial Funders and Financial Logic
under Uncertainty

Although commercial funders will likely demur
from entering highly volatile countries, most recognize
that investing inMFOs involves being active in nations
with varying amounts of political and financial un-
certainty (BlueOrchard, 2015; MicroRate, 2013). There
is still the issue for funders, though, ofhow to respond if
uncertainty rises in a nationwhere they are active. One
option is simply to exit. Yet, in the microfinance con-
text, this option is unlikely to be attractive. Commercial
funders dedicate considerable time to building exper-
tiseandrelationships ina focal country;manyalsohave
localofficeswithemployeeswhomonitor theirnational
investments (BlueOrchard, 2015;Lützenkirchenet al.,
2012). These are significant commitments and do not
transfer easily to other contexts. Exiting a nation may
also make reentry difficult when uncertainty re-
cedes. Reflecting this, a fund manager told us:

If a countrywherewe have a position starts to become
more uncertain with regard to the economic or polit-
ical climate,we start to get nervous.We’re not going to
pull out unless absolutely necessary [though] . . . you
start to look like the big bad capitalist guys if you just
leave. It would make it hard for us to come back and
we want to avoid that.

With this in mind, we expect that commercial
funders will pursue financial returns under un-
certainty by shifting their lending behavior. To this
end, studies have found that uncertainty creates
ambiguity about the link between an organization’s
past and future performances, as strategies that cre-
ate strong performance in one environment may be
ineffective in other contexts (Audia et al., 2000).
Moreover, Davis et al. (2009) found that many strat-
egies produced strong performance in stable envi-
ronments, but only a few remained effective when
uncertainty increased. Studies also suggest that suc-
cessful organizations canbe reluctant tomake strategic
changes (Boeker, 1997; Prahalad & Bettis, 1986), and
this isproblematicwhen theenvironmentchanges.For
example, Audia et al. (2000) found that greater suc-
cess leads firms to persist with past strategies after
major environmental change, negatively affecting sub-
sequent performance.

2016 2111Cobb, Wry, and Zhao



As a consequence of past performance losing pre-
dictive validity in uncertain contexts, studies sug-
gest that resource providers are apt to shift their
attention to visible, easy-to-evaluate quality signals
such as size and status (Haunschild & Miner, 1997;
Podolny, 1994) that act as proxies for organizational
stability (Geroski et al., 2010). The bigger resource
endowments of large organizations may also help
them to weather uncertainty and successfully alter
their strategies in response to environmental changes
(Dobrev,Kim,&Carroll, 2003).This lineof reasoning is
evident in the practitioner literature on microfinance,
wherein authors have suggested that MFO size creates
a buffer against liquidity risks (Gonzalez, 2010), and
that, in uncertain environments, “asset managers
[focus] their efforts on risk management and . . . tight-
ening their investment policies . . . [many move] up-
market” (Glisovic & Reille, 2010).

This interpretation was echoed by the commercial
funders we spoke to. Discussing his firm’s response
touncertainty, one investment officer toldus, “We’re
going to shift our local focus to less risky [MFOs] . . .
big [MFOs] tend to be pretty stable; they’re better bets
to ride out adversity, sowewill bemore interested in
them.” Another said:

If a nation becomesmore volatile, we’ll certainly look
at adjusting our position . . . when you don’t know
how strategies are going to play out, and what will be
effective, size and reputation make a big difference,
and these are highly correlated.

Clearly linking these behavioral shifts to the ap-
plication of financial logic, a fund manager told us:

Weneed topreserve our [financial] position. . . .When
things get turbulent, we change how we weight dif-
ferent factors . . . The bottom line is that size becomes
really important. You don’t knowwhat’s going to work
andwhat isn’t.A larger [MFO] ismore likely tobestable,
a stronger institution.All other indicators become really
subjective and hard to draw inferences from.

As such, we expect that, when political and fi-
nancial uncertainty in a country rise, investors who
adhere to financial logic will focus more on the size
of potential fund recipients and less on past perfor-
mance, as doing so should reduce risk and increase
the prospect of preserving a return on capital.6 Ac-
cordingly, we predict the following:

Hypothesis 3. When (a) political uncertainty or
(b) financial uncertainty in a country increase,
the relationship between MFO size and com-
mercial funding will become more positive.

Hypothesis 4. When (a) political uncertainty or
(b) financial uncertainty in a country increase,
the relationship between MFO financial perfor-
mance and commercial funding will become
less positive.

Public Funders and Development Logic under
Uncertainty

We expect that public funders will also shift their
behavior when a nation becomes more uncertain,
and do so in ways that they view as consistent with
development logic. This means that, as with com-
mercial funders, exit is unlikely when a national
environment changes.As apart of their development
aims, many public funders are mandated to disperse
a set amount of money in specific regions or coun-
tries (Goodman, 2006). Beyond this, pulling their
capital would undermine efforts to build capacity
and foster stability in a nation’s microfinance sector.
Indeed, public funders generally try to play a coun-
tercyclical role by expanding activities to prevent
a credit crunch when a nation becomes volatile
(Otero, 1999). Linking this to development logic,
a government official told us that “[public] funders
try to stay committed to countries that are facing
uncertainty; leaving would completely be against
development principles.”

However, in staying in a nation, public funders
must consider the implications that uncertainty has
for their development aims.While public funders are
willing to accept higher levels of investment risk to
pursue development aims, capital recovery is still
important. This is related directly to development
goals, particularly among the DFIs that comprise the
majority of public microfinance funding. DFIs are
endowed with sovereign funds, but these are typi-
cally not replenished by the sponsoring government
(Hoffman, 1998).As such, the ability of these funders
to pursue ongoing development aims requires them
to retain andgrow their capital base (Griffith&Evans,
2012). Government agencies also face pressure to
show they are making responsible budget allocation
decisions (Lancaster, 2008). Further, funders have
a finite amount of capital to invest, and this means
that development goals are arguably best pursued by
funding MFOs that can endure adversity. This in-
ference was supported by our interviewees, such as

6 There are other ways in which a funder may manage
potential investment risk, such as increasing interest rates
or issuing shorter-term loans. We examine these possibil-
ities in our supplementary analyses.
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the government official who told us, “[public fun-
ders] need returns to continue investing. Howdoyou
do development [work] if you lose all your money?”
Similarly, a DFI manager said, “If [our] investments
default, what good would that do for the sector?
Development means an MFO has to be there
tomorrow.”

With this in mind, we expect that the attention of
public funders will shift toward MFO size when
uncertainty increases, as largerMFOsaremore likely
to be seen as able toweather uncertainty (Josefy et al.,
2015). Thiswas echoed bymany of our interviewees,
who rationalized a focus on larger MFOs by appeal-
ing to development aims. For example:

When a country gets volatile . . . you need someone to
prop up the cornerstone institutions . . . sad as it is to
say, the little guys are going to be exposed . . . the top
tier [MFOs] are going to be able to pay you back.

Delving further into the rationale for this shift,
another DFI manager said:

It makes sense from a development perspective that
you would move to larger [MFOs] as a country gets
volatile to make sure you’re not getting too much ex-
posure in your portfolio. If these guys go under, that’s
not good for the sector, and it’s not good for us. The
potential development impact is much higher for
a larger, more stable [MFO] that is going to be around
to help anchor the sector tomorrow than it is to [keep
pumping] money into one that might get itself into
a liquidity crunch if the country stays volatile.

Based on this, we predict the following:

Hypothesis 5. When (a) political uncertainty or
(b) financial uncertainty in a country increase,
the relationship between MFO size and public
funding will become less negative.

As we argued above, an MFO’s financial perfor-
mance is not likely to be an investment consideration
among public funders in stable environments. Be-
cause past performance is a less valid predictor of
future performance under uncertainty (Davis et al.,
2009), we do not expect uncertainty to affect public
funders’ reliance on this considerationwhenmaking
loan decisions.

DATA AND METHODS

To date, research on microfinance funding has
been constrained by a lack of publicly available data.
The Microfinance Information Exchange (MIX) and
the Consultative Group to Assist the Poor (CGAP)

both collect fundingdata, but do not publicly disclose
raw figures. Ratings agencies such as MicroRate also
collect data, but only for a limited number of MFOs,
most ofwhich are inLatinAmerica (VonStauffenberg
& Rosas, 2011). Addressing this limitation, we were
able tonegotiate access to the rawMFO fundingdata
collected by the MIX and compile a comprehensive
database of microfinance funding.

The MIX is a nonprofit organization that acts as
the major information provider on the microfinance
industry. Founded by the World Bank, it aims to
provide comprehensive, objective, and relevant in-
formation about microfinance that is standardized
and comparable across countries. MIX data are reli-
able and have been used widely in previous studies
(e.g., Armendariz&Morduch, 2010; Cull et al., 2009).
As a part of its data-gathering efforts, the MIX began
to trackMFO funding data systematically, starting in
2004. For each lending transaction, the MIX records
the funder’s name, type, country of origin, and amount
of capital (in U.S. dollars) lent to the MFO. In some
cases, the interest rate and loan term are also recorded.
Following conventional practice, and in consultation
with the MIX, we categorized each funder as a com-
mercial, public, or charitable organization, as reflected
in Table 1.

The final dataset covers 891MFOs in 92 countries
that borrowed from 1,490 funders between 2004 and
2012. Based on our own calculations and estimates
from our contacts at the MIX, this accounts for
about 90% of the financing acquired by MFOs
around the world over our analysis period.7 Our
data thus comprise themost comprehensive, cross-
sectional time-series database of transactions be-
tween funders and MFOs that has been compiled
to date.

Variable Definitions

Dependent variables. Using data from the MIX
funding database, we constructed two outcome
variables—commercial capital and public capital—
that respectively capture the inflation-adjusted logged
amount of capital in U.S. dollars acquired by a focal
MFOfromthese funder types inaspecificyear. Incases
inwhich anMFOdidnot receive any loandollars from
either a commercial or public funder, we set the cor-
responding value to “1” prior to logging.

7 To calculate the coverage of our funding data, we di-
vided the total outstanding loan amount per year by the
total liabilities reported by MFOs in the MIX’s publicly
available financial data.
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Independent variables. Our key independent
variables are indexes that encompass multiple mea-
sures of both MFO size and financial performance.
Unlike agencies that combine size, performance, and
transparency indicators to form a single aggregate
measure of MFO investment risk (MicroRate, 2013),
we assembled separate indicators for each of these.
Exploratory factor analysis verified that the indica-
tors load onto three distinct factors and should be
analyzed separately. We describe each indicator in
Table 2.

To validate these exploratory findings,weperformed
a confirmatory factor analysis with maximum-
likelihood estimation procedures. The expected three-
factor solution was an excellent fit with the data (root
mean square error of approximation 5 .029, compara-
tive fit index5 .981, Tucker–Lewis index5 .969), and
all factor loadings were significant at the .001 level.
Basedon this,wegenerated factor scores that reflect the
size, financial performance, and transparency of each
MFO in our analysis. We included transparency as
a control variablebecauseweexpected (and found) that
it is similarly relevant to all funders.

At the country level, we included measures for
political uncertainty and financial uncertainty,
based on data compiled by the PRS Group’s Inter-
national Country Risk Guide (ICRG). Used widely
by researchers (e.g., Bekaert, Harvey, Lundblad, &
Siegel, 2014; Boubakri, Mansi, & Saffar, 2013;
Dell’Ariccia & Marquez, 2010), the ICRG draws on
22 metrics and evaluates 140 countries in terms of
their political, economic, and financial uncertainty.8

We focus on the political and financial uncertainty
scores of the countries in our database because the
measure of economic uncertainty is highly correlated
with themeasureof financialuncertainty (p5 .77), and
overlapswith various control variables thatwediscuss
below (e.g., gross domestic product (GDP) per capita).

“Political uncertainty” comprises 12 measures
that capture the degree of political stability in a
country: government stability, socioeconomic con-
ditions, investment profile, internal conflict, exter-
nal conflict, corruption,military inpolitics, religious

tensions, law and order, ethnic tensions, democratic
accountability, and bureaucracy quality. The vari-
able is measured on a 100-point scale, with higher
values indicating lower uncertainty. Hence, we
reverse-coded it so higher values denote greater
uncertainty. “Financial uncertainty” reflects a coun-
try’s ability to meet its commercial and trade debt
obligations. It is constructed as a 50-point scale and
includes five components: foreign debt as a percent-
age of GDP, foreign debt service as a percentage of
exports, current account as a percentage of exports of
goods and services, net international liquidity as
months of import cover, and exchange rate stability.
Again, we reverse-coded this variable. To test Hy-
potheses 3, 4, and 5, we interacted MFO size and fi-
nancial performance with the two country-level
uncertainty variables using mean-centered values.

Control variables.Commercial and public capital
funding may relate to several factors not included in
our hypotheses. To account for the overall wealth
of the country where an MFO resides, we include
a measure of GDP per capita (logged). Microfinance
funding may also be influenced by the prevalence of
aid already being received in the MFO country.
Therefore, we controlled for net official develop-
ment assistance (net ODA) as a percentage of gross
national income (GNI) (Lacalle & Alfonso, 2011).
Given that the degree to which a nation is economi-
cally integrated into the world society likely in-
fluences its ability to attract capital,we controlled for
economic globalization, which is an index measure
based on a country’s trade and investment flows,
portfolio investment, income payments to foreign
nationals, import barriers, tariff rates, international
trade taxes, and capital account restrictions. These
data are from Dreher (2006), and the measure forms
a 100-point scale in which higher values indicate
greater globalization.

In light of past research that has suggested cross-
country similarities may affect microfinance funding
flows (Garmaise & Natividad, 2013), we controlled for
three types of lenderMFO country distance: economic
(differences in economic development and macro-
economic characteristics), financial (differences in fi-
nancial sector development), andpolitical (differences
in political stability, democracy, and trade bloc mem-
bership). Using data collected by Berry, Guillen, and
Zhou (2010), we first calculated the average of each
distance between the MFO country and all its lender
countries, which generated an average score, re-
spectively, for economic, financial, and political dis-
tance for each MFO-year. Because the three distance
variables are highly correlated (p 5 .52–.74), we took

8 Note that the ICRG calls these variables “risks.” How-
ever, our consultation with the data source suggests that
this does not follow the scholarly distinction between
uncertainty and risk. In fact, the way that the ICRG ap-
proaches political and financial risks is consistentwith our
definition of uncertainty provided in footnote 4.We expect
the political and financial uncertainty of a country to ex-
acerbate investment risks faced by commercial and public
funders.
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an overall average across all three and included it as
a control for country distance in the models.

In addition, one alternative explanation for our
hypothesized results is that increasing financial and
political uncertainty affects the composition of
a country’s microfinance sector such that smaller,
less-sustainable MFOs fail or are acquired, leaving
only larger MFOs to receive funds. To account for
this possibility,we included three variables based on
the composition of a country’s microfinance sector.
To control for sector size and growth, we included
a measure of the number of new MFOs founded per
country-year as well as the number of active MFOs.
We also included a measure of microfinance in-
dustry concentration for each nation, which was
calculated using a Herfindahl index based on each
MFO’s share of assets in the sector. These variables
reflect the vibrancy of a country’s microfinance
sector, how many MFOs may actively be seeking
funding, and whether the industry is consolidating
or otherwise becoming more concentrated. The mea-
sures were calculated using the MIX data.

We also include a number of MFO-level controls.
Because nonprofit MFOs can accept charitable do-
nations and nongovernmental organization grants—
which are not included in our data—they may be less
likely to seek loans (Gonzalez, 2010). Thus, we control
for nonprofit status (coded as “1” for nonprofit). We
also control forMFOage in years andefficiency,which
is the logged number of borrowers served per loan of-
ficer of each MFO, a standard measure in the micro-
finance literature (MicroRate, 2013). As noted above,
we also controlled for an MFO’s transparency. As de-
tailed in Table 2, the variable is based on an MFO’s

Diamond Score from the MIX, which rates the quality
and level of transparency in financial reporting, and its
regulatory status, which is associated with specific
reporting requirements.

Each covariate is lagged one year, with the ex-
ception of MFO age. Descriptive statistics and cor-
relations are presented in Table 3. We checked for
possible multicollinearity in our model by conduct-
ing a variance inflation factor (VIF) test. The maxi-
mum VIF score obtained was 7.82 and the mean VIF
was 2.72, both below the commonly used threshold
value of 10 (e.g., Kennedy, 1992), indicating that
multicollinearity was not a concern.9

Analytic Approach

In this study, the unit of analysis is the MFO, and
the unit of observation is theMFO-year. Our primary
dependent variables are commercial and public
capital. Each MFO for each year, therefore, has
a separate observation for each dependent variable.
Based on this, we ran ordinary least squares (OLS)
regression models for the amount of commercial
capital receivedperMFO-year, and for the amount of
public capital received per MFO-year. All models
include country-fixed effects to control for unob-
served heterogeneity at the country level and to iso-
late cross-MFO differences in capital acquisition. A

TABLE 2
MFO Risk Dimensions and Empirical Indicators

MFO Risk Dimensions Indicatorsa Descriptionb

Size Number of Employees Total number of employees of the MFO
Total Assets Total of all net asset accounts
Number of Offices Total number of staffed points of service and administrative sites

used to deliver or support the delivery of financial services to
microfinance clients

Financial Performance Return on Assets (Net Operating Income, less Taxes) / Assets
Operational Self-Sufficiency Financial Revenue/(Financial Expense1 Impairment Loss1

Operating Expense)
Write-Off Ratio Write Offs / Gross Loan Portfolio

Transparency MIX’s Diamond Score 5-point rating scale to evaluate the quality and transparency of an
MFO’s financial reporting (5 5 “highest transparency”)

Regulated Dummy A dummy variable indicating whether an MFO is regulated by a state
banking supervisory agency

a All indicators were standardized before the factor analysis.
b All descriptions follow the MIX’s definitions.

9 High VIFs are not unusual with the inclusion of in-
teraction variables as the correlations between variables
and their interaction terms are high by design. In this
case, multicollinearity does not have serious adverse
consequences.
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fixed effects model accounts for a country’s un-
observed characteristics that do not vary over time
that may affect MFO funding. This specification is
achieved by subtracting the values of each observation
from the countrymean, removing all between-country
differences, and leaving only the within-country vari-
ation to be explained by the covariates (Wooldridge,
2006). Year-fixed effects were also included to control
for any unobserved changes in the macro environ-
ment that might affect MFO funding over time. For
robustness, we also analyzed the data using differ-
ent model specifications, which we discuss in the
section below regarding robustness checks and
supplemental analyses.

RESULTS

We present the results of our OLS analyses of
commercial and public capital acquired by MFOs in
Table 4. InModel 1,we includedonly the controls. In
Models 2 to 8, we tested our hypotheses. Model 2
included the two hypothesized measures of MFO
risk: size and financial performance. Models 3 and
4 added the interaction between political uncer-
tainty and size and financial uncertainty and size,
respectively.Model 5 includedboth size interactions.

Models 6 and 7 explored the interactions between
political uncertainty andperformance and financial
uncertainty and performance, respectively. Model 8
contained both performance interactions.

In Model 1, both commercial and public funders
loan lessmoney tononprofitMFOsas compared to for-
profit ones. This is consistent with research that sug-
gests nonprofit MFOs may rely more heavily on other
forms of funding, such as charitable grants (Gonzalez,
2010). There is also a positive relationship between
commercial and public funding and MFO age and
transparency. Notably, the positive impact of trans-
parency on commercial capital becomes insignificant
when MFO size and financial performance are also
included in the model. This may reflect an effort
among public funders to offset some of the risks asso-
ciatedwith funding smaller and less financially strong
MFOsbyensuring that those theydo lend tohavemore
transparent reporting. There are also a number of dif-
ferences between commercial and public funders. In
nations where economic globalization increased,
MFOs received lessmoney frompublic funders.MFOs
in countries with more MFOs received fewer loan
dollars from public funders, while MFOs in countries
withmoreMFO foundings receivedmore loan dollars
from commercial funders. MFOs also tend to acquire

TABLE 3
Descriptive Statistics and Correlation Matrix of Key Variablesa

Variables Mean SD 1 2 3 4 5 6 7

1 Commercial capital 14.26 4.48 1
2 Public capital 8.77 7.29 0.13 1
3 GDP per capita 7.30 0.87 0.01 0.06 1
4 Net ODA (% of GNI) 3.23 4.95 20.10 20.08 20.53 1
5 Economic globalization 53.39 12.42 0.09 0.01 0.53 20.05 1
6 Country distance 21.91 27.10 0.10 20.03 0.22 0.16 0.43 1
7 No. of active MFOs 38.90 34.23 0.10 0.14 20.04 20.39 20.30 20.36 1
8 No. of new MFOs founded 1.51 2.84 0.05 0.06 20.11 20.17 20.24 20.21 0.49
9 Industry concentration 0.73 0.23 0.03 0.11 20.11 20.24 20.22 20.22 0.53
10 MFO age 13.73 8.90 0.05 0.10 0.09 20.15 0.04 20.10 0.01
11 Nonprofit 0.52 0.50 20.20 20.14 0.14 0.03 20.03 20.03 20.16
12 Borrowers served

per loan officer
5.64 0.60 0.08 0.11 20.08 20.17 20.30 20.21 0.30

13 Transparency 0.04 0.09 0.29 0.17 20.13 20.10 20.08 20.08 0.18
14 Political uncertainty 38.97 6.20 20.06 0.03 20.43 0.14 20.48 20.10 20.01
15 Financial uncertainty 20.40 7.55 20.13 20.06 20.08 0.52 0.14 0.28 20.52
16 Size 0.15 0.97 0.19 0.12 20.12 20.08 20.16 20.13 0.22
17 Financial performance 0.10 0.43 0.11 0.03 0.05 20.10 0.07 0.05 0.00
18 Political uncertainty3 Size 0.62 9.18 0.06 0.04 20.07 20.02 20.07 20.02 20.03
19 Financial uncertainty 3 Size 21.14 5.43 20.17 20.04 0.14 20.01 0.13 0.11 20.22
20 Political uncertainty3

Financial performance
20.12 4.20 20.02 0.00 0.07 20.07 0.05 0.01 0.00

21 Financial uncertainty 3
Financial performance

20.27 3.01 0.03 0.05 0.07 20.14 0.00 20.03 0.10
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more commercial capital from lenders based in
more economically, financially, and politically
distant countries. Thismay reflect commercial capital
flows from more developed countries (e.g., United
StatesandNetherlands) todevelopingcountries. Inour
supplemental analyses,we further investigatewhether
our results remain after accounting for the home-
country effect of lenders.

Model 1 also showshowcountry uncertainty affects
commercial and public capital flows to a nation’s
microfinance sector. As expected, there is little evi-
dence of capital flight (i.e., rapid outflow of capital
from a nation due to unfavorable events). Financial
uncertainty is negatively and significantly related to
commercial funding, but there is no effect for political
uncertainty.Neitherpoliticalnor financialuncertainty
has a significant impact on public funding.

Hypothesis 1 predicted that commercial capital
would bepositively related to anMFO’s (a) size and (b)
financial performance. Results from Model 2 support
both predictions, and show that commercial funders
invest inMFOs that are larger and financially stronger.
Holdingall covariatesat theirmean level, thepredicted
value of commercial investment is $2,495,500.83. A
one standard deviation increase in MFO size (0.97)
raises thepredictedvalueofcommercial investmentby

about 128% ($3,194,241.06), while a one standard
deviation increase in financial performance (0.43) rai-
ses the predicted value by about 33% ($823,515.27).

Hypothesis 2 predicted that public funders would
lend to MFOs that are (a) smaller and (b) less finan-
cially strong. The coefficient for MFO size is in the
predicted negative direction, but is not significant.
Though the results are consistent with the argument
that public funders are not sensitive to MFO size in
their investment decisions, Hypothesis 2a is not
supported. Our results provide direct support for
Hypothesis 2b, though, and show that public funders
are more likely to invest in MFOs with weaker fi-
nancial performance. Holding all covariates at their
mean level, the predicted value of public investment
is $53,103.60. A one standard deviation increase in
financial performance (0.43) lowers the predicted
value by about 51% ($27,082.84). While there is an-
ecdotal evidence of commercial and public funders
competing to invest in the sameMFOs (e.g., Abrams &
Von Stauffenberg, 2007), our results suggest that, on
average, commercial capital goes to larger, financially
stronger MFOs, while public capital goes to MFOs of
varying sizes that have relatively weaker financial
performance. Thus, per the logics approach, in stable
environments, commercial and public funders appear

TABLE 3
(Continued)

8 9 10 11 12 13 14 15 16 17 18 19 20 21

1
0.13 1

20.18 0.11 1
20.13 20.04 0.14 1
0.14 0.21 0.18 0.05 1

0.10 0.09 0.13 20.30 0.13 1
20.11 0.16 0.13 0.06 0.19 0.09 1
20.31 20.33 0.00 0.07 20.10 20.19 0.04 1
0.10 0.08 0.16 20.08 0.15 0.76 0.10 20.14 1
0.03 0.03 0.08 0.00 0.12 0.41 20.05 20.08 0.02 1

20.03 20.02 0.14 0.04 0.00 0.54 0.04 20.01 0.73 0.01 1
20.09 20.07 20.02 0.13 20.17 20.43 20.02 20.05 20.58 0.05 20.09 1
0.04 20.04 0.06 20.01 20.01 20.11 20.09 20.04 0.01 20.33 0.05 0.01 1

20.02 0.04 0.07 20.06 0.06 0.12 20.06 20.07 0.04 0.26 0.02 20.01 20.01 1

a All correlations equal to or greater than .05 are significant (p , .05).
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to be guided by different considerations and channel
money to different MFOs.

Hypothesis 3 predicted that, when (a) political
uncertainty and (b) financial uncertainty in acountry
increase, the relationship between commercial fund-
ing and MFO size will become more positive. Hy-
pothesis 5 predicted a positive interaction between
MFO size and (a) political uncertainty and (b) fi-
nancial uncertainty for public funders, such that
the relationship between public funding and MFO
size will become less negative. The results from
Models 3 and 4 show positive and significant in-
teractions for political uncertainty and size and

financial uncertainty and size for both commercial
and public funders, supporting Hypotheses 3 and
5. Yet, asModels 2 and 3 indicate, themain effect of
MFO size was not significant for public funders.
Hence, rather than the effect becoming less nega-
tive, the relationship between size and public
capital becomes positive as political uncertainty
increases. Similarly, Model 4 reveals that the re-
lationship between MFO size and public capital
also becomes positive as financial uncertainty in-
creases. In Model 5, the interaction of size and
political uncertainty is insignificant for public funders
whenboth sets of interactions are included. Still, aswe

TABLE 4
OLS Regressions of MFO Commercial and Public Capital Acquisition

(1) (2) (3)

Commercial Public Commercial Public Commercial Public

GDP per capita (logged) 22.85 20.75 22.95 20.16 23.91 20.62
(2.98) (4.94) (2.97) (4.94) (2.94) (4.94)

Net ODA (% of GNI) 0.26† 0.40† 0.28† 0.41† 0.22 0.38
(0.15) (0.24) (0.15) (0.24) (0.14) (0.24)

Economic globalization 20.03 20.38*** 20.04 20.39*** 20.05 20.39***
(0.04) (0.07) (0.04) (0.07) (0.04) (0.07)

Country distance 0.03*** 20.01 0.03*** 20.05 0.02*** 20.01
(0.00) (0.01) (0.00) (0.01) (0.00) (0.01)

No. of active MFOs 0.01 20.10*** 0.01 20.10*** 0.02 20.10***
(0.01) (0.02) (0.01) (0.02) (0.01) (0.02)

No. of new MFOs founded 0.13* 20.06 0.14** 20.02 0.11* 20.04
(0.05) (0.09) (0.05) (0.09) (0.05) (0.09)

Industry concentration 24.95* 25.79 24.99* 25.66 24.72* 25.523
(2.33) (3.86) (2.32) (3.86) (2.29) (3.85)

MFO age 0.05*** 0.10*** 0.05*** 0.10*** 0.05*** 0.10***
(0.01) (0.02) (0.01) (0.02) (0.01) (0.02)

Nonprofit 20.92*** 21.83*** 21.44*** 21.53*** 21.40*** 21.51***
(0.24) (0.40) (0.28) (0.46) (0.27) (0.46)

Borrowers served
per loan officer

20.08 0.55 20.14 0.82* 20.09 0.84*

(0.20) (0.34) (0.21) (0.35) (0.21) (0.35)
Transparency 11.19*** 10.37*** 1.97 14.45** 1.46 14.20**

(1.46) (2.43) (2.79) (4.64) (2.76) (4.64)
Political uncertainty 20.05 20.08 20.04 20.10 20.02 20.090

(0.07) (0.12) (0.07) (0.12) (0.07) (0.12)
Financial uncertainty 20.10* 0.03 20.09* 0.03 20.10** 0.02

(0.04) (0.07) (0.04) (0.07) (0.04) (0.07)
Size 0.85*** 20.16 1.15*** 20.02

(0.21) (0.35) (0.22) (0.36)
Financial performance 0.67* 21.65* 0.63 21.67*

(0.39) (0.65) (0.39) (0.65)
Political uncertainty 3 Size 0.31*** 0.15*

(0.05) (0.08)
Financial uncertainty 3 Size

N 1746 1746 1746 1746 1746 1746
R2 0.388 0.328 0.394 0.331 0.408 0.332
Wald test (degrees of freedom) 7.96*** (2) 3.46* (2) 40.03*** (1) 3.17* (1)
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expected, the results overall show a clear pattern of
capital flowing from both funder types to larger MFOs
as country uncertainty grows.

To gain more insight into the interaction effects, we
plotted the significant interactions based on Models 3
and 4 in Figure 1. We also followed Aiken andWest’s
(1991) procedure and conducted simple slope tests for
significant interactive terms. In separate equations, we
split the two uncertainty variables into two groups—
low (below themean) andhigh (above themean)—and

estimated the effect of MFO size and on both com-
mercial and public capital for both levels.We find that
MFO size significantly predicts commercial funding
when political uncertainty is high (simple slope
b5 3.036, p, .001) and when it is low (b5 1.011,
p , .001). MFO size also significantly predicts
public funding when political uncertainty is high
(simple slope b5 1.829, p, .05), but not when it is
low (b520.505, p. .10).We similarly find thatMFO
size significantly predicts commercial funding when

TABLE 4
(Continued)

(4) (5) (6) (7) (8)

Commercial Public Commercial Public Commercial Public Commercial Public Commercial Public

21.62 0.68 22.54 0.29 22.82 20.11 23.06 20.21 22.93 20.16
(2.92) (4.94) (2.91) (4.95) (2.97) (4.94) (2.97) (4.94) (2.97) (4.94)
0.19 0.35 0.153 0.34 0.28† 0.41† 0.27† 0.41† 0.27† 0.41†

(0.14) (0.24) (0.14) (0.24) (0.14) (0.24) (0.15) (0.24) (0.14) (0.24)
20.05 20.40*** 20.05 20.40*** 20.03 20.39*** 20.04 20.39*** 20.03 20.39***
(0.04) (0.07) (0.04) (0.07) (0.04) (0.07) (0.04) (0.07) (0.04) (0.07)
0.02*** 20.01 0.02*** 20.01 0.03*** 20.01 0.02*** 20.01 0.02*** 20.01
(0.00) (0.01) (0.01) (0.01) (0.00) (0.01) (0.00) (0.01) (0.00) (0.01)
0.03† 20.09*** 0.03† 20.09*** 0.01 20.10*** 0.01 20.10*** 0.01 20.10***
(0.01) (0.02) (0.01) (0.02) (0.01) (0.02) (0.01) (0.02) (0.01) (0.02)
0.10† 20.05 0.08 20.06 0.17** 20.01 0.16** 20.02 0.19*** 20.00
(0.05) (0.09) (0.05) (0.09) (0.05) (0.09) (0.05) (0.09) (0.05) (0.09)
25.17* 25.76 24.93* 25.66 25.31* 25.79 24.95* 25.64 25.27* 25.77
(2.28) (3.85) (2.26) (3.85) (2.32) (3.86) (2.32) (3.86) (2.32) (3.86)
0.04** 0.09*** 0.04** 0.09*** 0.05*** 0.10*** 0.05*** 0.10*** 0.05*** 0.10***
(0.01) (0.02) (0.01) (0.02) (0.01) (0.02) (0.01) (0.02) (0.01) (0.02)
21.37*** 21.49** 21.35*** 21.48** 21.43*** 21.53*** 21.46*** 21.54*** 21.45*** 21.54***
(0.27) (0.46) (0.27) (0.46) (0.28) (0.46) (0.27) (0.46) (0.28) (0.46)
20.12 0.83* 20.08 0.85* 20.12 0.83* 20.13 0.82* 20.11 0.83*
(0.21) (0.35) (0.21) (0.35) (0.21) (0.35) (0.21) (0.35) (0.21) (0.35)
0.76 13.68** 0.51 13.58** 1.73 14.35** 1.94 14.44** 1.68 14.33**
(2.75) (4.64) (2.73) (4.64) (2.79) (4.64) (2.79) (4.64) (2.79) (4.64)
20.04 20.10 20.03 20.09 0.00 20.08 20.03 20.10 0.01 20.08
(0.07) (0.12) (0.07) (0.12) (0.07) (0.12) (0.07) (0.12) (0.07) (0.12)
20.03 0.06 20.0 0.06 20.09* 0.03 20.10* 0.02 20.09* 0.03
(0.04) (0.07) (0.04) (0.07) (0.04) (0.07) (0.04) (0.06) (0.04) (0.07)
3.48*** 1.51* 3.38*** 1.46* 0.88*** 20.15 0.86*** 20.15 0.89*** 20.14
(0.40) (0.67) (0.39) (0.67) (0.21) (0.35) (0.21) (0.36) (0.21) (0.36)
0.44 21.79** 0.44 21.79** 0.57 21.69** 0.56 21.69* 0.45 21.74**
(0.39) (0.65) (0.38) (0.65) (0.39) (0.65) (0.40) (0.66) (0.40) (0.67)

0.25*** 0.10 20.18** 20.07 20.18** 20.08
(0.05) (0.09) (0.06) (0.10) (0.06) (0.10)

0.32*** 0.20** 0.28*** 0.19** 0.05 0.02 0.06 0.03
(0.04) (0.07) (0.04) (0.07) (0.04) (0.07) (0.04) (0.07)

1746 1746 1746 1746 1746 1746 1746 1746 1746 1746
0.416 0.334 0.424 0.335 0.397 0.331 0.395 0.331 0.398 0.331

61.36*** (1) 8.60** (1) 43.31*** (2) 5.05** (2) 8.39** (1) 0.52 (1) 1.67 (1) 0.12 (1) 5.30** (2) 0.34 (2)

Notes: All models included country- and year-fixed effects. One-tailed test for hypothesized variables and two-tailed test for controls.
†p , 0.10
*p , 0.05

**p , 0.01
***p , 0.001
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financial uncertainty is high (simple slope b 5 3.365,
p, .001) andwhen it is low (b5 1.037,p, .001).MFO
size also significantly predicts public funding when fi-
nancial uncertainty is high (simple slope b 5 8.298,
p, .001), but not when it is low (b520.735, p. .10).

In Models 6 through 8, we find mixed support for
Hypothesis 4, which predicted that, when political
uncertainty and financial uncertainty in a country
increase, the relationship between commercial
funding and MFO financial performance would be-
come less positive. As political uncertainty in-
creases, the financial performance of MFOs becomes
a less heavily weighted criterion in commercial fun-
ders’ lending decisions. We do not observe a similar
effect for financialuncertainty, however.Thismaybe
due to the fact that MFOs with strong past financial
performance are well positioned to deal with the vol-
atility introduced by domestic inflation and currency

devaluations (which can be partly managed through
local currency loans from a funder), whereas the more
fundamental changes to the “rules of the game” that
may accompany political uncertainty (North, 1991)
might make it difficult to predict future financial per-
formance fromthepast (Haunschild&Miner, 1997).As
expected, the financial performance ofMFOs does not
affectpublic fundersunderhighercountryuncertainty.

In Figure 2, we plot the significant interaction
based onModel 6. We again ran a simple slopes test
by splitting political uncertainty into a low andhigh
group, as described above, and estimating the effect
of financial performance on commercial capital. The
results show that financial performance is not sig-
nificantly related to commercial funding when
political uncertainty is high (b 520.741, p . .10),
but it is when political uncertainty is low (b 5
1.733, p , .001).

FIGURE 1
Plots of Significant Interactions between Political/Financial Uncertainty and MFO Size
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Robustness Checks and Supplementary Analyses

We conducted a number of robustness checks and
ran a variety of supplementary models to help rule
out alternate explanations and bolster our findings.
The results of these analyses canbeviewedathttps://
mfifunding.wordpress.com.

Alternate modeling approaches.We took steps to
ensure our findings were robust to alternate model-
ing approaches. First, it is possible that the funds an
MFOreceives fromone funder type (e.g., public)may
correlate with those it receives from another (e.g.,
commercial). If true, separate equations might lead
to inefficient estimates, with disturbances contem-
poraneously correlated across equations (Zellner &
Huang, 1962). To account for this possibility, we
used seemingly unrelated regression, which enables
joint estimation of multiple regression models, each
with its own error term, and thus corrects for the
possibility of correlation among error terms (Kennedy
& Fiss, 2009). Our findings are robust to this alternate
approach.

There may also be concerns with modeling mul-
tilevel data such as ours (i.e., MFOs within nations)
using OLS regression, because the standard errors of
observations at lower levels of analysis may not be
independent. To ensure this did not bias our results,
we used hierarchical linear regression, or multilevel
mixed-effects models (hierarchical linear models;
HLMs). Results are consistent with our reported
models. However, while this approach explicitly
accounts for the multilevel nature of our data, we
chose to report OLS models as our main analysis for
three reasons: (1) OLS is more commonly used than

HLM analysis, which eases interpretation of our re-
sults among a broader readership; (2) the use of
country-fixed effects in OLS helps to address non-
independence of standard errors across levels of
analysis, and (3) standard HLMs do not allow us to
control for potential unobserved country-level vari-
ables as with fixed effects OLS regression (Chaplin,
2003).

Alternate dependent variables. Another poten-
tial issue is that, while there is precedent for analyzing
overall investment levels in both the management
(e.g., Pahnke et al., 2015; Wry et al., 2014) and micro-
finance literatures (Gonzalez, 2010; Sapundzhieva,
2011), there are other potential ways to measure
funding. We ran models with alternate dependent
variables to ensure our results were robust to differ-
ent measures. First, the practical value of a loan may
be related to its term (Fama & French, 2012). For
example, a $1 million loan may have different im-
plications if its repayment term is two versus ten
years. While data for loan term is not as complete as
for loan amount, we constructed an alternate vari-
able inwhichwe divided the amount of each loan by
its term in years. Despite the data loss, results using
this variable were similar to our reported findings.
Second, while there are good reasons to expect fun-
ders respond to uncertainty by shifting whichMFOs
they lend to, the finance literature points to other
potential responses; namely, charging higher in-
terest and/or reducing the length of the loan term
(Fama & French, 2012). While data for these mea-
sures are sparse, we ran models using interest rate
and loan length as dependent variables. The results
are more suggestive than authoritative, but there is
little to suggest these are tools that either funder type
typically uses in response to uncertainty.

Alternate influences on funder behavior. In de-
veloping our approach,weargued that it is important
to attend to the ways that environmental uncertainty
affects organizational behavior. We recognize, how-
ever, that the environment includes unmeasured
features that may affect how an organization acts.
This issue is accounted for, in part, by our use of
country-fixed effects, as this addresses unobserved
variance in each nation where loans are made. Still,
many funders are not based in the countries where
they make loans, and this means that their behavior
may also be affected by home-country influences. As
a check, we ran separate models comparing funders
in the United States and the Netherlands—the na-
tions with the most microfinance funders—to all
other foreign funders. We did not observe any system-
atic differences across these funders, thus suggesting

FIGURE 2
Plot of Significant Interaction between Political

Uncertainty and Financial Performance
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that home-country influences do not affect our results
in a meaningful way.

In addition, while the microfinance literature sug-
gests that commercial and public funders comprise
meaningful groupings, as Table 1 shows, there are
subtypes therein. We took steps to ensure that sub-
group heterogeneity was not a concern in our anal-
ysis.Models that distinguish betweendifferent types
of commercial and public funders show that, while
overall patterns are mostly similar across subtypes,
there are somedifferences.Most notably, government
funders differ from DFIs in that they seem to favor
largerMFOs. Still, we urge cautionwhen interpreting
these results, as the number of government funders in
any one nation is small, making country-fixed effects
models unstable. In comparison, there are many DFIs
present in most nations, and these collectively ac-
count for a much greater portion of overall funding
(Sapundzhieva, 2011).

Also, while there are good theoretical reasons—
supported by our interviews—to expect that the be-
havioral patterns we observe are a result of funders
acting in logic-consistent ways in settled versus un-
certain contexts, an alternate explanation is that they
are changing their logics. Studies suggest this might
happen if there is a field-level shift in expectations
for how certain types of firms should behave, or if
individual firms are motivated to replace their lead-
ership with people who adhere to a different logic
(Haveman&Rao, 1997; Thornton, 1999).We see little
evidence for either.Many funders operate inmultiple
countries, and most investment funds, private eq-
uities, and DFIs are based in the United States or
Western Europe (Gonzalez, 2010). We found nothing
in the microfinance literature to suggest that expecta-
tions for how commercial or public funders should
behave shifted over our analysis period at either the
field level or individually across countries. It seems
equally unlikely that funders would be motivated to
alter theiroverall interests in response touncertainty in
individual host countries.

Still, we took steps to empirically rule out this al-
ternate explanation.As the concernwith logic change
is primarily relevant for public funders, we focused
our analysis on them. First, we ran funder-fixed ef-
fectsmodels comparing public funder behavior in the
most (top half) and least (bottom half) uncertain na-
tions in our analysis. As expected, we saw a large
difference in the coefficients for MFO size. These re-
sults suggest that behavior is being driven by country-
level factors, rather than a logic shift at the funder
level. As a further check, we also ran models with
fixed effects at the funder–MFO dyad level. This

specification analyzes temporal differences in the
relationship between a given funder and a given
MFO. Results show a positive significant interaction
between MFO size and uncertainty, and a modestly
significant negative interaction between MFO perfor-
mance and uncertainty. This shows that uncertainty
influences specific MFO investment relationships
over time, providing additional evidence against
logic change.

Finally, it is possible that MFO size and perfor-
mance capture management quality, which might
suggest a different interpretation of our results. This
issue is partially accounted for through the inclu-
sion of MFO transparency in our models, as there is
evidence that financial reporting quality is associ-
ated with professional management (Armendariz &
Morduch, 2010). Still, we took the additional step
of investigating this using a survey that we distrib-
uted to each MFO in our analysis. The goal was to
collect data on each MFO’s management quality by
asking “How important are the following to your
organization?: (a) formal rules and procedures, (b)
internal financial controls, (c) employee training, (d)
internal efficiency, (e) risk management, and (f)
personal accountability”10 In sum, we received 193
responses and foundno systematic responsebias (i.e.,
size, performance, and transparency of responding
andnonrespondingMFOswere similar).Weused this
data to build an additive index of MFO management
quality. While the small sample size precluded using
the variable in formal models, the measure is not
highly correlated with MFO size (2.04) or perfor-
mance (2.13). Thus, while management quality
may be a relevant investment consideration, it ap-
pears to be distinct from our key independent
variables.

Implications of our findings. It is important to
understand the consequences of our finding that
funding increasingly flows to largeMFOswhenanation
becomesmoreuncertain.Anobvious implication is that
smaller MFOsmay find it difficult to finance their loan
portfolios even if they are financially sustainable,
which negatively affects the health of these organi-
zationsandcanunderminecompetition inacountry’s
microfinance sector (Abrams &Von Stauffenberg, 2007).
There are also concerns about capital flowing primar-
ily to largerMFOs, because some have suggested these
organizations are less committed to social outreach
(Frank, 2008).

10 The practitioner literature suggests that these are key
factors that reflect an MFO’s commitment to professional
management (Ikeanyibe, 2009; MicroRate, 2013).
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To test this directly, we use generalized least
squares models with MFO-level fixed effects to test
the relationship betweenMFO size and twomeasures
commonly used in the microfinance literature to as-
sess social outreach: average loan size, which cap-
tures the extent to which MFOs target higher-income
clients who can afford to borrow larger amounts, and
the proportion of borrowers who are women, which
captures an MFO’s willingness to target the most at-
risk population of potential clients (Cull et al., 2009;
Roberts, 2013). Results are shown in Table 5, and
show that, on average, larger MFOs engage in signif-
icantly less outreach. The shifts we observe in funder
behavior may thus have negative effects on a nation’s
microfinance sector. When financial uncertainty and
political uncertainty increase, loans flow to larger
MFOs and away from others that are more highly
committed to poverty reduction.

DISCUSSION

Over the past three decades, microfinance has
emerged as an important tool with which to combat
poverty.While researchhas focusedprimarilyonsocial
outreach behavior (e.g., Mair et al., 2012; Zhao & Wry,
2016) and the downstream impacts of lending to the
poor (e.g., Banerjee et al., 2015), we analyze upstream
funding flows. Doing so is important because most
MFOs are not self-financed, but, rather, intermediaries
that aggregate external funds and disperse them as
loans (Sapundzhieva, 2011). Although funding is
a critical component of the microfinance ecosystem,
scholarly inquiry in the area has been limited. Aca-
demics have made important inroads into enhancing
ourunderstandingofmicrofinance fundingbystudying
cross-nationalcapital flowsand interest rates (Garmaise
& Natividad, 2010; Tchuigoua, 2014). Practitioner re-
searchhasused largelyanecdotalevidence toargue that
funders compete to invest in the largest, financially
strongest MFOs (Von Stauffenberg & Rosas, 2011).

By leveraging themost inclusive database that has
been assembled to date, our study provides the first
systematic global analysis of microfinance funding.
We apply insights about institutional logics to make
baseline predictions about lending differences among
commercial andpublic funders.We thenextend this to
consider how the types of behavior that a logic pro-
ducesmight shift in the face of growing uncertainty.
As expected, we find that commercial and public
funders lend to different types of MFOs in stable en-
vironments, but that this difference recedes as the
external environment becomes less predictable. Un-
der such conditions, both types of funders focusmore
heavily on MFO size, whereas financial performance
becomes less important as an investment criterion.
Smaller MFOs are thus less likely to attract funding,
which has potentially negative implications for the
level of competition, service, and social outreach in
a nation’s microfinance sector (Von Stauffenberg &
Rosas, 2011; Wiesner & Quien, 2010).

Theoretical and Practical Implications

Implications for organizational theory. Theo-
retically, our primary contribution is to advance
knowledge about the link between institutional
logics and organizational practices. As numerous
studies have shown, the logics perspective helps to
explain organizational action by recognizing that
shared beliefs about appropriate behavior—or cul-
tural influences—are not just externally imposed,
but also internalized by decision makers (Thornton
et al., 2012). As a result, firms that adhere to the same
logic tend to behave in similar ways. Yet, while this
work has enhanced our understanding about why
organizations within the same field or industry act
differently, a focus on singular contexts has con-
tributed to theoretical blindspots related to the in-
fluence of broader contextual forces that may affect
the types of behavior that are associated with a logic.
Indeed, despite recognizing that firms often operate
across multiple geographies, most studies have as-
sumed that logics are linked to specific practices
(Vasudeva et al., 2013). Some have suggested that
this link is not always so tight and that practices may
change due to learning (Feldman & Pentland, 2003),
drift (Clemens & Cook, 1999), or active deviation
(Lounsbury &Crumley, 2007). Still, behavioral shifts
are theorized as idiosyncratic and unlikely to generate
systemic changeunless actorsmobilize to alter a field’s
dominant logic (Rao et al., 2003), frame contested
practices as legitimate (Smets et al., 2012), or replace
a firm’s top managers (Thornton & Ocasio, 1999).

TABLE 5
The Relationship betweenMFO Size and Social Outreach

Average loan size
Proportion of

women borrowers

Size 0.10*** 20.01†

(0.01) (0.00)
N 10893 9319
Log likelihood 26449.85 9052.77

Notes: Standard errors in parentheses.
†p , 0.10

***p , 0.001
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Our study adds insight by showing that organiza-
tions that adhere to a given logic may behave in re-
liably different ways depending on the environment
they are in. Specifically, we connect the logics per-
spective with research on how firms respond to un-
certainty in the external environment. We note that
uncertainty disrupts the link between actions and
expected outcomes and thus creates an impetus for
behavioral change (Davis et al., 2009). As logics serve
as the lens through which decision makers interpret
and respond to the external environment, we show
that uncertainty leads to organizations altering their
behavior in ways that are perceived as rational for
pursuing their interests. As a result, the practices of
firms that adhere to different logics may converge or
diverge in different contexts. Our study therefore
highlights the contextual nature of the link between
logics and practices and helps sensitize scholars to
outcomes thatmight bemissedbyapplying the logics
perspective alone.

In this way, we go beyond studies that have ex-
amined the influence of multiple logics and exter-
nally imposed institutional demands as sources of
practice variation (e.g., Greenwood et al., 2011) and
direct attention to the potential for material forces to
mediate the influence of cultural ones. This hearkens
back to early organizational research inwhich scholars
endeavored to map the features of the external envi-
ronment (Emery & Trist, 1965; Thompson, 1967), and
suggests that this work is relevant to contemporary
theoretical debates. Indeed, we show that, by consid-
ering the material features of a firm’s environment,
further insight can be gained into howactors use logics
as a resource to guidebehavior, rather thanconforming
to specific behavioral precepts oblivious to contextual
contingencies (Battilana, Sengul, Pache, & Model,
2014; Pache & Santos, 2013; Wry & York, 2015). We
anticipate that future researchwill work to deepen our
understanding of the ways in which cultural and ma-
terial influences work in tandem to shape organiza-
tional action. Further, while we focus on one facet of
the external environment, our approach could be eas-
ily extended to consider howpractices associatedwith
a logic might differ across communities (Marquis &
Lounsbury, 2007), societies (Vasudeva et al., 2013), or
industries (Thornton & Ocasio, 1999), thus suggesting
a broad range of research applications.

In addition, our study has implications for re-
search on foreign aid, which, for the most part, has
focused on understanding aggregate funding flows
between countries (e.g., Fleck & Kilby, 2006). We
show that organizational theory can help to derive
novel insights by drawing attention to the interests

and actions of the firms that provide these funds.
This is important because a focus on overall
funding flows says little about the uses and efficacy
of aid dollars (Alesina & Dollar, 2000). The sub-
stantive work of poverty reduction is done by or-
ganizations; examining how they are funded has
the potential to yield more granular insights that
link aid dollars to outcomes of interest. The appli-
cation of institutional logics thus has the potential to
extend our understanding of the dynamics of foreign
aid by unearthing organization-level variance that is
masked in country-level analyses. As such, our study
suggests an important role for organizational theory in
linking organizational decision making to practices
that directly affect societalwelfare (see alsoBallesteros,
Useem, &Wry, in press; Cobb, 2016; Cobb&Stevens,
2016; Tilcsik & Marquis, 2013).

Implications for microfinance research. It is
generally accepted that funders consider MFO size,
financial performance, and transparency in their
funding decisions. Yet, while studies have suggested
that these attributes are differently attended to by
commercial and public funders, there have been no
systematic predictions about the nature of these dif-
ferences. In this regard, the institutional logics per-
spective usefully directs attention to the varying bases
of interest and action among different types of funders
(Zhao & Lounsbury, 2016), and thus supports pre-
dictionsaboutwhichMFOfeatures areattended toand
valued when making lending decisions. The logics
perspective also supports predictions about how an
organization’s actions, but not interests, might change
under different conditions, thus helping to reconcile
conflictingclaimsaboutcommercialandpublic funders
being competitors rather than complements (Gonzalez,
2010; Von Stauffenberg & Rosas, 2011).

A focus on country-level uncertainty also helps to
illuminate the influence of national context on
microfinance sectorhealth andefficacy (Zhao&Wry,
2016). Contextual uncertainty is considered important
in microfinance funding decisions (BlueOrchard,
2015; Kiva, 2015), but this assumption has not yet
been examined empirically. Our findings suggest that
smallerMFOswill find it difficult to access funding as
uncertainty rises, which can strain an MFO’s cash
position and increase its risk of failing (Reille et al.,
2011). Further,whencapital flows to largerMFOs that
engage in less social outreach, a smaller portion of
external funding can be expected to reach very poor
and female borrowers. This is especially problematic
when uncertainty in a nation rises, as this disrupts
labor markets, creates unforeseen expenses, and re-
duces purchasing power, all of which increase the
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odds of vulnerable groups falling into poverty (Adger,
2006; Sen, 1981). There is also evidence that entre-
preneurship increases in volatile environments
(George, Kotha, Parikh, Alnuaimi, & Bahaj, 2016),
furthering the need for microfinance. Our findings
thus suggest that rising uncertainty createsmore need
for microfinance, but works through the logics of
different funders to undermine outreach in the sector.

We also make an empirical contribution to micro-
finance research. To date, practitioners and ratings
agencieshaveusedcompositemeasures that combine
MFO size, performance, and transparency to organize
MFOs into risk tiers (MicroRate, 2013; Sapundzhieva,
2011). We cast doubt on the empirical validity of this
approach by showing that these factors do not corre-
late in a way that supports their integration. We also
show that size and performance are differently
weighted by commercial and public funders, and that
the importance of these variables shifts in different
ways as a nation becomes more uncertain. The re-
lationship between funding and MFO attributes is
thusmore nuanced and contextually dependent than
has been portrayed to date.

Practical implications. Our study also has impli-
cations for MFOs. In particular, results suggest that one
way in which MFOs can maintain access to funding
under uncertainty is to grow. Strategies such as organic
growth, mergers, or extra-organizational linkages such
asconsortiaoralliancesmayhelpanMFObufferagainst
rising uncertainty (Pfeffer & Salancik, 1978). Such strat-
egiesmay be difficult, though, and especially in volatile
environments. We looked for examples of these strate-
gies in response to uncertainty, but did not find any
instances in our data or in the practitioner literature. It
may be wise, though, for an MFO to proactively form
alliances or expand operations in placid environments
as a hedge against future uncertainty. Also, unreported
models suggest that transparent MFOs may receive
more loans from commercial and public funders as
uncertainty increases.11 Thus, improved financial
reporting may be a cost-effective way for an MFO to
stabilize resource flows under uncertainty.

Our study alsohas implications for public funders.
While their individual actions may be consistent
with development logic, the collective result of
lending to larger MFOs as uncertainty rises is likely
at odds with sector development. Given that the link
between logics and practices is potentially fluid, this
suggests that public funders should consider the
collective outcomes of their behavior and work to

redefine appropriate action in such contexts (Wry,
Lounsbury, &Glynn, 2011). In this regard, oneoption
might be to collaborate and form a reserve capital
pool that is dedicated to helping small and finan-
cially vulnerable MFOs weather uncertainty. This is
not unprecedented, as a number of public funders
banded together during the global financial crisis to
seed a U.S.$500million fund that targeted adversely
affected MFOs (Reille et al., 2011).

Further, there may be public policy mechanisms
that can help reduce the adverse effects of political
and financial uncertainty on MFO funding. Because
MFO loan default is the main investment risk for
a funder, policies and initiatives thathelp reduce this
risk may be an effective means by which smaller
MFOs that are more focused on social outreach can
still receive funding when environmental uncer-
tainty increases. To the extent that foreign govern-
ments and aid agencies see development finance as
valuable tool for supporting a nation’s microfinance
sector, offering loan guarantees or other forms of
protection may help to inoculate funders against
increasing uncertainty that would otherwise alter
their investment behavior. Similarly, providing sub-
sidized loan insurance to smaller MFOs may help
these organizations weather environmental shocks
that affect their ability to obtain capital and repay
their loans.Host-country governmentsmayalso offer
suchprotections, through thismaybecomechallenging
as they, themselves, are forced to deal with rising un-
certainty. Thus, while loan guarantees and insurance
systems may create moral hazards and adverse selec-
tion, careful initiatives may lower MFO investments
risks, thereby contributing to stable investment flows
and a healthy funding ecology amid uncertainty.

Limitations and Future Research

There are limitations to our study that highlight
opportunities for future research. Empirically, our
analysis is limited to debt financing and thus is not
inclusive of allMFO funding.While thevastmajority
of funds are issued through loans, future studies
should examine other types of investment, such as
grants and equity. Also, because our data only track
loans, we are unable to analyze funds that support
capacity building and regulatory infrastructure in
a nation’s microfinance sector. Additional analyses
will be possible as this data becomes available.

Further, while funding is a crucial part of the
microfinance ecosystem,we recognize that its effects
are contingent on a nation’s capacity to regulate the
microfinance sector (Ledgerwood et al., 2013).When

11 Thesemodels are available to view at https://mfifunding.
wordpress.com/supplementary-analyses/.
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safeguards are not in place to guard against over-
borrowing by clients and unhealthy competition
among MFOs, there is evidence that increased fund-
ing can have negative consequences. For instance,
a glut of foreign capital contributed to a proliferation
of BosnianMFOs that competed with one another for
business, issuedprogressively riskier loans, andmade
the sector susceptible to crisis (Reille et al., 2011).
Thus, while uncertainty contributes to one set of
challenges in microfinance funding, stable contexts
may comewith their own issues. Our findings should
be interpreted with this consideration in mind.

Finally, while our analysis suggests that organi-
zations shift their behavior in ways that they per-
ceive as logic consistent, other audiences may have
a different interpretation. Indeed, there is evidence
that some microfinance observers consider it “mis-
sion drift”when public funders invest in largeMFOs
(Von Stauffenberg & Rosas, 2011).While there are no
data for us to examine this or its implications di-
rectly, it nonetheless points to interesting avenues
for future research. Debates about mission drift are
endemic to sectorswhere firmspursueboth financial
and social aims (Battilana &Lee, 2014); our approach
suggests this may be due to conflicting interpreta-
tions from internal and external audiences about
what sorts of behavior are appropriate vis-à-vis a par-
ticular logic. We envision future research examining
conflicts that arise, not just among groups that adhere
to different logics but also among those that disagree
over how to interpret the same logic. It would be in-
teresting to study the challenges this presents for or-
ganizations, especially thosepursuingprosocial aims.

CONCLUSION

Microfinance is a tool with the potential to make
a meaningful contribution to global poverty re-
duction. Yet, in their attempts to study the impacts
of microfinance loans, scholars have largely over-
looked the question of how these loans are financed.
Building on and extending the institutional logics
perspective and using the most comprehensive da-
tabase of microfinance funding constructed to date,
we show that commercial and public funders invest
in different types of MFOs in stable environments,
but these differences retreat in potentially problem-
atic ways as uncertainty increases and the need for
microfinance intensifies. In so doing, the research
presented here suggests that an organizational ap-
proach can usefully illuminate processes that shape
the efficacy of microfinance as a way to address the
grand challenge of global poverty.
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