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FOREWORD

The Committee of Donor Agencies for Small Enterprise Development has, since
1979, provided a forum for the exchange of information and coordination of activities
regarding small enterprise. It encourages consistency among donor programs by
distilling lessons of experience into common principles for assistance. A focus on
finance in the early 1990s led to the publication of Micro and Small Enterprise Finance.
Guiding Principles for Selecting and Supporting Intermediaries.

The Committee has since turned its attention to non-financial services. The wide
range of business development services (BDS) receiving donor assistance and the lack of
a consensus on “best practices” make this an especially complex topic. This working
paper represents an initial effort to highlight some of the lessons of experience and the
key issues in this field. The purpose is to provide a framework for gathering empirical
information through case studies, which in turn will form a basis for guidelines on what
works (and what doesn’t) in certain types of BDS. These studies will be presented at an
international conference scheduled for late 1998 or early 1999, and the findings will be
used to further develop and refine this working paper.

The Committee is issuing this summary paper in hopes of stimulating dialogue
among donors, practitioners, and governments on the objectives and effective
methodologies for supporting services aimed at developing small enterprises. This
dialogue and the findings from the planned conference are expected to lead toward more
effective interventions to support a dynamic, indigenous private sector in developing
countries.

William F. Steel
Committee Co-Chair



PREFACE

The present Working Paper summarizes the findings to date of the Working
Group on Business Development Services, which was initially formed by the Committee
of Donor Agencies for Small Enterprise Development at its Annual Meeting in Budapest
in June 1995. An initial report by the Working Group, which has been coordinated by the
ILO1, was submitted to the Donors Committee at its meeting in Frankfurt in April 1996.
Based on the discussion at this meeting it was decided to continue the work, and
resources were pledged by the German Ministry for Economic Cooperation allowing the
Working Group to recruit a group of consultants to do further work.

After the Frankfurt meeting the Working Group met a total of three times at the
ILO in Geneva to prepare the terms of reference for the study and to review and comment
upon the work done and provide suggestions for the finalization of the report. The
consultancy team’s analysis has been based chiefly on project documents provided by
members of the Donors Committee, on the earlier survey of Committee members, and on
discussions with other researchers engaged in similar work.

The results of this work were presented to the Donors Committee at its meeting in
Geneva in April 1997, where it was decided to prepare a summary report for publication
as a Donors Committee Working Paper. The full report, together with this summary, are
available on the ILO’s home page at:

http://www.ilo.org/public/english/65entrep/bds/index.htm

The Working Group includes representatives of the following organizations: ILO,
GTZ, SDC, DFID, UNIDO, UNCTAD. In addition, IDB, DGIS and EU have participated
in one or more meetings. Also, several members of the wider Donor Committee,
particularly the World Bank, have provided written comments which made very useful
inputs to the report.

The Working Group would like to thank a number of people whose efforts were
critical in the preparation of the paper. Mr. Simon White was the main person responsible
for the first report, and Mr. Alan Gibson (Team Leader), Mr. Roe1 Hakemulder, and Ms.
Meenu Tewari were responsible for the second report, which the present working paper
summarizes. We also extend our sincere appreciation to the German Ministry for
Economic Cooperation, without whose generous financial support this work would not
have been possible, and would also like to acknowledge the generous contribution
provided by the Swiss Agency for Development and Cooperation (SDC) towards the
production of the initial report. In addition, we wish to thank those members of the
Committee who over the last several years have provided additional data and details
which have greatly facilitated the work of the consultants.

On behalf of the Working Group,

Michael Henriques

1 International Labour Office, Entrepreneurship and Management Development Branch, 4 route
d e s  M o r i l l o n s ,  C H - 1 2 1 1  G e n e v a - 2 2 ,  t e l :  4 1  2 2  7 9 9  6 9  2 0 ;  f a x :  4 1  2 2  7 9 9  7 9  7 8 ,
http://www.ilo.org/entreprise; email: enterprise@ilo.org



1. Introduction
The development of small and medium-sized enterprises (SMEs) has long been regarded
as crucial for the achievement of broader development objectives, including poverty
alleviation, economic development and the promotion of more democratic and pluralist
societies. Donor support for SME development interventions has increased substantially
over recent decades, and donor agencies have accumulated considerable experience in
this field. However, recent years have seen major shifts in the approaches adopted.

Donors have supported SME development in a variety of ways. Since the early 1980s,
support for financial services has received particular attention, reflecting the widespread
agreement that real progress has been made in the design and delivery of financial
services for microenterprises. Support for the provision of business development services
(BDS) to SMEs has also been popular with donors since the mid 1970s. However, during
the 1970s and early 1980s BDS interventions tended to be confined to training and
technology and often involved donor and implementing agencies working directly with
SMEs. The sustainability of interventions was not given priority, since subsidies were
regarded as investments in the future, and little consideration was given to the questions
of impact, effectiveness and efficiency.

During the 1980s, the range of services that were supported, in addition to credit, widened
substantially to include individual counselling, the facilitation of market access, the
development of networks and clustering, the provision of information in a variety of
areas, such as equipment, technology and markets, as well as physical facilities and
shared services. In particular, as methodologies for the delivery of financial services
(savings and micro-credit facilities) to small enterprises have developed they have shown
that services to the sector can be delivered in a sustainable manner. Donors, recipient
countries, and intermediary organizations have become increasingly concerned about the
impact and cost-effectiveness of interventions, and sustainability has become a major
objective in terms of both cost recovery and institutional capacity at the country level.
Beneficiaries have become clients willing to pay for the cost of the services provided.

In the early 1990s, big strides were made in turning experience from credit programmes
for small businesses into a well-defined set of best practice principles that could be
widely replicated, leading to improved levels of impact, sustainability and cost-
effectiveness. In 1995, the Committee of Donor Agencies for Small Enterprise
Development published a good practice guideline on key principles in finance-based
interventions. 2 Recent years have seen a similar effort to identify best practices in the area
of non-financial services. However, these services are much broader in their range and
more complex in terms of their contents and delivery. Guidelines for BDS interventions
comparable to those for financial services have not yet been developed.

The field of BDS delivery continues to change rapidly as methodologies for defining and
delivering services become more sophisticated and more rooted in the commercial, day-

2 Micro and small enterprise finance: Guiding principles for selecting and supporting intermediaries, (Committee of Donor Agencies
for Small Enterprise Development, 1995)
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to-day realities of small businesses. This preliminary guideline is designed to contribute
to the development of principles for best practice in BDS delivery by providing a
‘snapshot’ of the current state of the art and identifying the most important gaps in current
knowledge. It is grounded on an extensive review of the existing literature.

2. SME needs
Just as, to be successful, businesses require a good knowledge of the needs of their
customers, BDS organizations have to develop an accurate understanding of the situation
of SMEs so that they can respond appropriately to their needs and develop their offering
to SMEs. This is an integral aspect of the adoption of a business-like approach to the
provision of BDS services.

The starting point for the design of any intervention intended to promote SME
development is therefore an assessment of their needs and perceptions. Indeed, central to
donor support for SME development is the belief that their performance can be improved
by changing the various factors affecting SMEs. These include demand-side factors, such
as geographical situation, consumer attitudes, purchasing power, politics and governance,
as well as supply-side factors, including skills, networks, access to resources,
infrastructure, the availability of information and government regulations and policies.
Moreover, experience, for example of the Kenyan NGOs ApproTEC and SITE, shows
that SMEs respond positively and are willing to pay for training opportunities which meet
an immediate felt need.

But it is important for those designing interventions for SME development to be clear
about what is meant by SME needs. Although most SME projects now at least claim to be
based on needs, there are many examples of project interventions in which the
identification of needs is in practice something of a half-hearted attempt to justify an
approach that the BDS organization had in mind all along. The situation is complicated
because discussions of SME needs are increasingly characterized by the use of different
terms, which may serve to confuse rather than clarify the issues.

These terms include felt or perceived needs; objective, logical or real needs; and
demand. In the context of BDS:
• felt/perceived needs are those which SMEs perceive and state to be their problems

and which therefore reflect their own immediate analysis of their situation;
• objective/real/logical needs are those that BDS organizations believe to be the needs

of SMEs, and therefore reflect the analysis of the situation by BDS organizations; and
• demand refers to the willingness of SMEs to pay for a service offered by BDS

organizations, thereby reflecting not only SMEs’ analysis of their own (felt) needs, but
their willingness to pay for a service that addresses these needs.

This leads to the conclusion that BDS organizations should be principally developing
services for which there is a demand from SMEs. There are an increasing number of
examples of SMEs paying for services which they perceive as addressing a problem area
and likely to bring recognizable benefits. But SMEs do not always know what is in their
interests and do not necessarily have a complete knowledge of all the factors pertaining to
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their business. Interventions based on an external analysis of SME needs may therefore
have to educate them as to the potential benefits of the service offered.

Needs assessment
Over recent years, a number of approaches have been developed to needs assessment
based on:
• closeness to SMEs, with needs assessments being carried out by persons with

experience of SMEs and SME interventions, a ‘feel’ for business matters and a good
contact with SME owners;

• participation, since the involvement of potential clients in the identification of needs
and the design of interventions normally leads to better project design, a stronger sense
of ownership and greater sustainability;

• on-going learning and planning through regular performance reviews which
combine evaluation and the assessment of future needs;

• a tight focus, which avoids over-generalized statements of needs and generates
specific information on what SMEs cannot currently do but should be able to do; and

• an emphasis on not just what SMEs need, but how, when, where and in what format
SMEs want BDS organizations to deliver services (which often simply means not
during working hours).

Based on these approaches, three needs assessment techniques, which in practice may
overlap, have become increasingly popular in recent years. The first of these is subsector
analysis, which is based on the view that SMEs in the same subsector or trade face
common constraints and problems. This approach involves the choice of a subsector in
which large numbers of the intended target group are concentrated and the identification
of the specific constraints and opportunities of the target group within the subsector. A
good example is the Save the Children Fund initiative in the retraso industry in the
Philippines, in which large numbers of low-income women use fabric remnants from the
garment industry. Subsector analysis revealed that the women usually only had one
source of inputs, few institutional buyers and little knowledge of the product
specifications of different industries. The project therefore successfully focused on
facilitating bulk buying with appropriate scale economies and volume sales to larger
buyers.

A second approach, consisting of interventions with an experimental component which
seek explicitly to both learn and ‘do’, is known as action research. Based on an action-
reflection-action cycle, the focus is on user learning with the support of an external
facilitator, in the belief that owner managers are more likely to be able to take account of
the complexity of their situation and that the solutions that they generate will be more
sustainable. Action research, which seems to have been used most commonly in work
with associations of entrepreneurs, is now used by a number of donors as a preliminary
phase of interventions to test ideas and potential partners.

Finally, the term participatory rural appraisal covers a family of techniques used
primarily by rural development organizations in which rural people are given an extended
opportunity, using a variety of tools, to analyze key aspects of their environment, such as
productive resources, environmental trends and wealth ranking. Participatory rural
appraisal has proven to be very effective in gaining an accurate insight into the real
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situation of rural people, giving them ownership over subsequent interventions. However,
its transfer to urban situations has been much less successful.

3. Good practice

The aim of donor support for BDS is to improve the performance of SMEs by responding
to their operational needs. Although the provision of such support normally has its roots
in economic and/or social concerns, its objective is an enhanced business development
process in terms of more start ups, better survival and faster growth. Good practice in
BDS delivery therefore has to be seen against this overall objective. But BDS is still a
relatively undeveloped field and caution is therefore required in identifying ‘good’ or
even ‘best’ practice.

3.1 What is meant by good practice in BDS delivery?
Good practice in the field of BDS refers to approaches which deliver the most beneficial
outcomes. It can be defined in terms of both the impact of BDS programmes on their
clients and the performance of the programmes in achieving their objectives. In this
context, impact refers to changes in capacity and performance at four levels: the
individual enterprise; meso-level institutions; broader changes in society, especially at
the household level; and macro-level changes in the policy and regulatory environment.

3.2 Performance criteria for BDS services include:
• outreach, in terms of the numbers of individuals, enterprises and organizations

reached by an intervention;
• efficiency, which refers to the cost and rate at which inputs are converted to outputs,

although it should be emphasized that ‘efficiency’ in itself is not an indicator of the
impact of an intervention;

• effectiveness in achieving the various objectives of BDS interventions, which often
means the extent to which they are relevant to development goals, including a
comparison of impact with cost; and

• sustainability, which can be considered in terms of both the extent to which the
service provided can be financed through client fees, and the degree of durability of
the resulting changes in SMEs and at other levels.

All of these criteria relate to certain aspects of BDS performance. However, there are very
few interventions for which it is possible to measure performance in relation to all these
criteria. Moreover, there are potential conflicts between some of these criteria. Broad
outreach may be achieved at the expense of impact in terms of business development. A
high level of financial sustainability may be to the detriment of outreach, especially
among more disadvantaged groups.

Although specific indicators of performance and impact (effectiveness) depend on the
particular intervention, a number of generic indicators may be singled out, with the
proviso that they can never be comprehensive, are interlinked and may overlap. They are
also particularly difficult to identify at certain levels, such as the meso level. Indicators of
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outreach at the various levels would include the numbers of workers, enterprises,
institutions, households and policy-makers affected. Efficiency can be indicated by the
cost per unit (workers, enterprises, institutions, households or organizations) reached, as
well as by such measures as the drop-out rate and the number of clients served in a
particular target group, such as women. Indications of sustainability may be sought in a
continued improvement in the performance of the enterprises or institutions concerned,
the continued existence of jobs and businesses after a specific period, the durability and
improved implementation of policies and regulations, and the sustainable capacity and
continued ability to deliver and develop effective services of meso-level institutions.

Important (unsolved) issues for sustainability include: cost recovery when clients may not
perceive the benefits or realise them with certainty; and the possible justification for long-
term subsidization of certain BDS services in terms of overcoming market imperfections,
externalities of training and technology development, and equitable access by
disadvantaged groups.

3.3 Benchmarking
Any attempt to identify relatively standardized criteria and indicators of performance for
BDS leads to the question of whether more detailed benchmarking of performance might
be possible between peers and competitors in the field of BDS services to provide a solid
basis for appraisal, evaluation and the improved design of future interventions.
Benchmarking has been one of the features of the development of microfinance initiatives
and is an established practice in business.

While, in theory at least, benchmarking could clearly be a useful tool for the development
of BDS, its application is currently limited by a number of constraints, which include the
inadequacy of data from projects and the lack of a standardized approach in BDS
programmes. Indeed, unlike microfinance, where there are considerable similarities
between most programmes, there are relatively few generic BDS products, since good
BDS practice is to focus services on particular client groups. Moreover, cost-based
indicators can be misleading, particularly in view of the different costs of living in the
various countries. There may be more scope for benchmarking at the national level,
although it would be necessary to define indicators precisely for this purpose. Finally,
formidable problems arise in the measurement of BDS impacts, which therefore make
them a rather fragile basis for comparison. It should be noted in this respect that
benchmarking for microfinance programmes is usually not on the basis of the
measurement of impact, but tends to be confined to measures of efficiency and outreach.

In view of the above constraints, only three indicators can be identified for which
preliminary range values may be suggested for good practice, all of which are related to
training/consultancy:

percentage of direct cost recovery in training programmes, which would be around
50% on average, ranging from 100% or over for growth-oriented SMEs to under 50% for
smaller SMEs nearer their start-up phase;
start-up rate of between 30 and 60% of participants in programmes for new
entrepreneurs actually starting a business afterwards; and

9



survival rate, which would be about 80% of businesses surviving one year after the
training programme (although this figure is of limited value unless compared with
average survival rates).

3.4 Assessing good practice
Evaluation of SME development programmes has emerged as a major and complex area
of study in its own right in recent years. Experience has highlighted a number of key
points, including the following:

l

l

l

l

l

l

l

l

l

l

the need for a sound monitoring system based on regular information on costs,
clients, fee payments and feedback on service delivery and usefulness;
before and after comparison of the situation of clients, often through client
evaluation;
the convergence of evaluation with needs assessment and forward planning
(rather than ‘traditional’ one-off evaluation focusing only on impact), in which
importance is given to the acid test of the continued willingness of clients to pay for
the services delivered;
sound preparation, especially when using external evaluators, with the drawing up
of terms of reference in consultation with the various stakeholders to prevent
evaluation being unrealistic or wrongly focused;
the adoption of a realistic approach to information collection, with evaluators
adopting a variety of strategies to avoid trying to obtain information that clients either
genuinely do not know or may be reluctant to divulge;
whether evaluation is internal or external, with internal evaluations offering
advantages such as familiarity, lower cost and empathy with clients, and external
evaluations possibly being more objective and sophisticated - a combination of both
may provide a useful balance of strengths;
evaluation undertaken with rather than on BDS staff and clients so that they
believe in the conclusions of the evaluation exercise;
inclusion of costs as well as benefits in performance analysis, which has not always
been the case in the past;
a combination of rigour and practicality in the methodologies adopted, which
should normally include a range of techniques, such as surveys, case studies, rapid
assessment techniques, key informants, critical incident analysis and group
discussions; and finally
evaluation should not be too expensive and in general should not account for more
than 10% of the total budget of the project, and considerably less in major
interventions.

Although there may be clear general criteria for the evaluation of BDS interventions,
evaluation is by no means a precise science and there are a number of fundamental
methodological issues which raise great difficulties in BDS evaluation.

The first of these is the additionality problem, since the performance of businesses is
affected by a whole range of factors, most notably the general level of demand in the
economy. It is therefore difficult to establish a clear line of causality between service
delivery and changes in SME performance, especially positive changes in terms of
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profits, sales or employment. A traditional scientific response to this problem would be to
use control groups, although there are often serious cost, practical and ethical issues
which make it difficult to initiate and manage such groups.

Another difficulty is the displacement problem. SMEs exist in competitive markets.
Their performance therefore affects not just their customers and staff, but also
competitors. The success of an SME may be at the expense of a rival. This is the
displacement effect. However, in growing economies and economies in transition, actual
negative displacement may be minimal. In assessing the scale of the displacement effect,
evaluators have to take into account a whole range of factors, including overall market
trends, the situation of competitors and the identity of the market group of SMEs.

The definition of costs also raises difficulties, since there is as yet no widespread
consensus as to which costs should be included in measurements of performance. There is
therefore considerable scope for distortion between different BDS interventions.
Although relatively standard financial management techniques are applicable in BDS
organizations, the most immediate challenge is often to view costs in terms of
organization resource management, rather than from the perspective of (external)
financial accountability, or in other words the difference between a ‘business’ and a
‘project’ approach. Some other common problems to be faced in this respect include:
hidden client costs, such as transaction costs and the cost of clients’ time;
other agency inputs, with the danger of underestimating aggregate costs where SMEs
are clients of more than one BDS agency;
initial investment costs, such as the cost of training personnel, developing programmes
and improving technologies, which may not be passed on to clients, but still need to be
transparent; and
the apportioning of fixed costs, such as central administration and support, which are
more difficult to allocate to outputs than direct costs, but which may completely alter cost
recovery figures.

Finally, there are significant methodological problems in defining benefits, in addition to
those associated with additionality and displacement. If intermediary impacts such as
knowledge/skill enhancement and changes in business practices are not assessed and only
bottom line indicators such as profits and sales are measured, the danger is that broader
economic trends are being quantified rather than the impact of BDS interventions. The
indirect benefits of BDS interventions through ripple effects, such as copying by peers
and competitors, may mean that the overall impact of an intervention is in practice far in
excess of the direct benefits noted. Moreover, although it is more difficult to assess
longer-term benefits, it may well be unreasonable to expect that real change can be
brought about in anything except the medium to long term, particularly in the case of
advocacy or institution-building interventions.
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4. BDS instruments
The most common BDS instruments are examined in this section at the micro, meso and
macro levels. After a definition and description of each individual instrument, the lessons
emerging from good practice are reviewed, as well as any major unresolved issues and
interesting developments or ideas.

4.1 The micro level
The BDS instruments used at the micro level are delivered to SMEs by BDS
organizations, but rarely directly by donors. In practice, these instruments are normally
delivered in various combinations. However, they are dealt with separately below for the
purposes of analysis.

4.1.1 Training
The most common form of BDS intervention, training covers a broad range of teaching-
style activities, not usually on a one-to-one basis, involving facilitators, trainers and
groups of trainees. It seeks to develop SME knowledge and skills in operational areas
such as marketing, book-keeping, production techniques and product development, as
well as in dealing with problems (finding new customers, obtaining better prices,
reducing material costs) and finding useful intermediaries, such as customers, suppliers
and collaborators.

There is broad acceptance that many earlier BDS training interventions suffered from
being too generalized and supply-driven, from being delivered by ill-qualified people in
an inappropriate top-down teaching style, with insufficient awareness of cost control and
the need to encourage trainee commitment and to follow up interventions. Nevertheless,
there is evidence that improvements to learning mechanisms in SMEs have a substantial
impact on productivity and added value.

A number of well-known semi-generic training products have emerged over recent years
and are in widespread use. These include:

• enterpreneurship development programmes (EDPs), originally launched in India
and focusing on start-ups, which have been adapted to many other countries;

• competency-based economies through formation of enterprise (CEFE),
developed by GTZ and strongly influenced by EDPs, with significant local
adaptation;

• improve your business (IYB), developed by the ILO and aimed at existing
businesses; and

• growth programmes, the most recent product developed originally in the United
Kingdom and aimed at SMEs with high growth potential.
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a. Lessons
Partly spurred by the example of microfinance, recent years have seen a significant
refocusing of training efforts, particularly towards a demand-led, market-oriented
perspective. As a result, training is being:

treated in a business-like manner, with greater emphasis being placed on defining
target groups and meeting their needs, the design of training programmes and
assessing the capabilities needed to deliver them;
separated from financial services, since the mixture of training and financial services
has not generally been successful, with clients often giving priority to the latter;
designed to respond to client needs, making simple replication difficult, but leaving
considerable scope for the customization of generic models for different client groups;
designed and delivered in a practical learning style, based on learning by doing in
real SME situations, with emphasis on the participation of trainees, rather than on
traditional classroom methods, and therefore being more suited to the process of
incremental learning from experience that is the essence of business development;
delivered by the right institutions and people, who are closest to SME owner-
managers in terms of their values, language and general manner;
marketed, for example, through trade associations, the appropriate packaging of
training (price, location, benefits) and its adaptation in consultation with clients;
monitored and evaluated, with emphasis on follow up visits and the assessment of
future needs, rather than feedback forms (often known as ‘happy sheets’); and
based on the need to ensure client commitment, particularly by charging for
services provided, thereby creating a transactional exchange-based relationship, with
which SME owner-managers are familiar and through which they are willing to pay
for services that they value.

b. Unresolved issues
One issue about which there are divergent views is the extent to which the costs of
training should be recovered through fees charged to clients. Although the importance of
the payment principle is widely acknowledged, there is no consensus on the appropriate
amount that should be charged. On the one hand, benefits from training are seen as being
broad, but often only discernible in the long term and usually hard to measure. It is also
pointed out that nowhere in industrialized nations do SMEs pay the full cost of training.
The opposing argument, towards which conceptions of best practice have undoubtedly
moved in recent years, is that training is no different from any other commercial product
purchased by SMEs and that if owner-managers are not prepared to pay the full costs
they do not really want it.

The question of how to reach the poor and disadvantaged is also problematic. The view
is often expressed that the principles of good practice have not yet really been applied to
disadvantaged groups, nor has there been any systematic attempt to identify their needs
and develop appropriate training approaches. Others argue that the poor have to be
viewed in the context of the commercial and production sectors in which they operate. If
the development of the sector is enhanced, all the participants benefit. Others point to the
few real opportunities that are available for enhancing knowledge and skills in the
relatively simple enterprises usually operated by the poor, where the only valuable
external support is finance to achieve economies of scale in purchasing inputs.
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Finally, donors whose primary goals relate to economic development are often concerned
to pick winners, although this is an exercise in which external agencies have often proven
unsuccessful. While a demand-led approach suggests that self-selection should be based
on the willingness to pay, self-awareness of potential and resources is not always
synonymous with growth potential. To some extent this difficulty can be alleviated by
sub-sector analysis, which offers a means of focusing resources.

c. Innovations
Some current interesting innovations include:
• using vouchers to educate SMEs in the benefits of training and make training more

responsive to demand;
• organizing training in groups, borrowing from microfinance approaches, which

involves selling training to groups of SMEs, with the added advantage that peer
pressure may encourage participation;

• piggybacking on other interventions, for example in a sub-sector strategy, so that
SMEs develop a better idea of their need for training and its benefits;

• expanding trainer supply, reflecting the growth in training supply for larger
enterprises, by equipping trainers with analytical tools so that they can offer equivalent
services to micro-enterprises;

• flexible payment schedules under which, instead of a single initial payment for
training, the cost is paid back slowly as the benefits accrue; and

• using technology to enhance training, through such approaches as computer-based
and distance learning, to improve training quality and outreach.

4.1.2 Extension, consultancy and counselling
Extension is the delivery of any form of advice or material assistance outside a
classroom, usually to clients at their place of business. It includes both consultancy and
counselling. Consultancy is expert advice on specialized technical and managerial issues.
It is provided by a skilled and experienced consultant, who appraises the situation of the
SME and recommends a course of action. Counselling is a guided process of self-
discovery, which could also be described as ‘coaching’. The counsellor helps the client
identify problems, opportunities and resources, define options and select a course of
action.

Consultancy has long been a traditional instrument of SME promotion, and is often
linked to pre-investment activities and loan schemes. However, there has been increased
concern over recent years at certain aspects of consultancy, including:
• the requirement of skilled and experienced staff;
• there is often a social and cultural distance between advisor and entrepreneur;
• consultancy is often provided in a standardized manner and is not therefore always

fully relevant to the situation of the SME;
• foreign short-term consultants may not be sufficiently aware of the specific situation of

individual SMEs;
consultancy often lacks acceptance by entrepreneurs, particularly where it is free-of-•
charge or heavily subsidized;

• it is resource intensive, expensive and often an isolated intervention; and
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• it has often been used as an instrument of clientelism to attach SME owner-managers
to specific (State or parastatal) BDS providers.

Counselling was developed in recognition of the deficiencies of one-to-one consultancy
and in view of the problems of recruiting experienced staff. However:
• voluntary counselling cuts costs, but may be to the detriment of quality;
• counsellors from different backgrounds may give instructions to SME owner-

managers, rather than engaging in a capacity-building process;
• it is difficult to assess the benefits of counselling; and
• because the entrepreneur does not see direct and immediate impact, it is hard to obtain

payment for counselling services.

a. Lessons
Acknowledgement of these criticisms has encouraged BDS providers to strengthen
indigenous channels for the provision of consultancy and counselling services, such as
associations or informal business networks, and to focus on:

strengthening local consultancy and counselling capacity through national and
local institutions, with the use of foreign short-term experts being the exception;
professionalism, in terms of recruiting and retaining staff who are skilled, specialized
and experienced and who have a broad, generalist knowledge;
diagnosis before action, with the avoidance of standardized and generalized services,
so that these expensive instruments are applied only after a thorough diagnosis of the
enterprise and their relevance is assured through their focus;
provision in a business-like manner, with the willingness of the client to pay for the
service being a good indicator of its perceived relevance and having the effect of
sharpening the attitudes of both the client and the consultant/counsellor;
cost efficiency through the organization of group activities rather than individual
consultancy/counselling;
assuring the quality of extension services, with quality standards being monitored
and a ‘code of conduct’ being defined for consultants/counsellors;
piggybacking with other services in a broader package, both to keep costs down and
as an extension of training; and
linking up with other BDS providers, so as to maintain specialization while at the
same time offering comprehensive assistance to SMEs.

b. Unresolved issues
The relative expense of professional counselling and the difficulty of measuring the
benefits that accrue raise the question of the extent to which professional, stand alone
counselling can be supported or justified. Moreover, the ‘products’ of counselling and
its outcomes are difficult to define and payment systems appear to be hard to implement,
which raises the question of whether counselling can be sustained and how consultancy
and counselling can be provided by non-State institutions. There is also the challenge of
developing a counselling capacity in existing voluntary organizations. The development
of a culture of mutual support and the related institutions offers one means of providing
the strong private learning mechanisms required by a vibrant SME sector.
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c. Innovations
Current interesting innovations include linking counselling with meso-level
interventions designed for business associations. Group-based counselling can also
reduce the cost of counselling per client. Some agencies are endeavouring to make
counselling more consultancy-like by placing emphasis on the provision of specific
proposals or solutions, or by adopting a combined approach in which counselling is used
as an ‘entry’ for consultancy services.

4.1.3 Developing commercial entities
Designed to cover a perceived gap in the market, this BDS instrument involves the
development of commercial entities as ‘brokers’ to buy inputs or sell outputs to the
greater advantage of the SMEs involved. While the rationale behind them may be
somewhat vague, some NGOs have become major market players through such activities,
which are sometimes designed to offer ‘fair’ conditions, including prices, to producers in
developing countries which export to industrialized nations. Although the experience of
BDS providers in this area is fragmented, more of them are taking initiatives along these
lines through interventions which offer the possibility of eventually covering costs and
becoming financially self-sufficient.

a. Lessons
Experience shows that it is necessary to:

be clear about the rationale behind this particularly interventionist approach, which
may involve, for example, filling a supply side constraint as a marketing ‘broker’
(either because there are not enough of them or their practices are monopolistic or
exploitative), or as a supplier realizing economies of scale in purchasing;
act as a business from the outset, with sufficient prior analysis of the market, since
the success of this type of intervention is entirely dependent on its performance as a
business;
place ethics in a consumer context, since experience shows that success has mainly
been achieved through a brand identity with ethical criteria, in addition to the usual
consumer criteria such as quality and safety;
think ownership and management in order to create strong personal ownership,
which is a feature of SMEs, through the separation of the new entity from the BDS
organization, the discouragement of group management and the provision of
considerable operational freedom through performance-related incentives; and
the provision of financial support (if any) on a commercial basis to enhance
accountability and ensure that the support provided is not perceived as a hand out.

b. Unresolved issues

Although it is not a straightforward process, where there is no alternative it may be
necessary to set up a new commercial structure. However, it is also possible to explore
the possibility of working with partners which are simply not aware of the opportunities
available. It is also difficult for BDS organizations to know when to let go of market
enterprises that they have established. The competitive nature of markets means that,
when setting up such commercial entities, there will normally be some negative
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displacement. In view of the strong possibility of market distortion, care therefore needs
to be taken to ensure that such an initiative is fair.

4.1.4 Technology development and transfer
Technological interventions aimed at improving the lives of the poor originate from the
appropriate technology movement of the 1970s. With some notable exceptions, it is
widely believed that much of this effort did not achieve the impacts once anticipated,
largely because the need to use technology through market mechanisms was given
insufficient attention. Approaches to technology development and transfer are currently
polarized between two views.

The first of these emphasizes the importance of professional technical expertise in
technology development, its application in a demand-driven process and the need for
strong marketing skills and systems to ensure its widest possible use in a corporate
approach that mirrors the manner in which a commercial organization would develop and
deliver a product. The overall thrust is towards the delivery of useful technologies to a
large number of end users through the channel of a relatively small number of SMEs.
The approach involves high initial development costs, but should be sustainable once set
in motion.

The second approach is indigenous and emphasizes the importance of SMEs themselves
in developing technologies on the basis of their own capacities and the spread of the
technologies through a process of inter-enterprise learning. The initial costs are likely to
be low, with the BDS organization playing a facilitating role that strengthens the natural
process of technological development and emphasizes the incremental and sustainable
development of SME capacities.

a. Lessons
For the corporate approach it has been found advisable to:

put technology in the marketplace, since the potential benefits of technology can
only be realized when it is manufactured, distributed, sold and used in a market
context;
make technological development market led by identifying markets, testing and
planning production and developing marketing distribution systems;
develop a business-like message in which end users are regarded as customers
through the adoption of incentives, marketing techniques and the recruitment of staff
with a feel for business; and
insist on self-financing, after the initial development costs, to ensure that the system
is sustainable.

In the case of the indigenous approach, many of the instruments used are related to
training and information. The difficulties include identifying SMEs that are winners and
therefore capable of developing a natural process of technological learning. Another
difficulty is to create a good balance that facilitates technology development, rather than
just delivering the technology directly.
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b. Unresolved issues
The private sector may not be developing commercial products that are of benefit to the
poor because the poor are not seen as a credible commercial opportunity or because the
extent of the required investment in capacity may be too great. It is still unclear to what
degree the relevant interventions encourage SMEs to look at the market opportunities and
potential benefits of these types of technology. Moreover, without the development of the
design skills which underpin technological change, it is difficult to see how SMEs will be
able to develop or adapt the next wave of technologies for low-income customers.
Finally, it may also be difficult to know when a system of technology development and
transfer has reached a stage where it requires no further external support.

c. Innovations
This is a dynamic area in which good practice is being developed, including collaborative
projects with larger private sector enterprises which may have the technical capacity to
develop products. In the case of the indigenous approach, the enhancement of natural
processes of SME technical learning is of particular interest in terms of broadening the
scale of interventions.

4.1.5 Information
A wide range of donor-supported activities have been undertaken to improve the
information environment of SMEs so that they are able to respond more readily to market
signals. These include support for attendance at trade fairs and exhibitions, one-stop
information shops, the distribution of printed information, support for learning visits to
SMEs in different locations and interventions to improve the information flow from
business associations. It is difficult to assess donor experience in this respect. Until
recently, there has been little use of the willingness-to-pay criterion. Moreover, initiatives
that assume that SMEs will seek out rather passive BDS providers of information have
not been successful. However, there have been some innovative developments more
recently.

a. Lessons
Experience provides a number of lessons:

information has to be needs-based and focused so that its benefits are transparent to
SMEs - sub-sectoral analysis can be useful in developing this type of information tool;
importance needs to be attached not only to what is presented, but to how it is
presented, especially since many SME owner-managers are not used to learning from
printed materials;
information suppliers have to be credible, since SME owner-managers are more
likely to learn from people who are close to them;
there is emerging evidence that SME owner-managers are willing to pay for
information of the right kind that appears to offer a chance of tangible gain;
initial investment in client awareness is needed to overcome scepticism of the value
of information;
information is a product to be sold once initial scepticism has been overcome; and
trade fairs are perceived as being valuable as a major source of market information
for export-oriented SMEs.
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b. Unresolved issues
The main unresolved issue is how to assess the sustainability of information
interventions. Some indicators include the copying of printed materials and the
maintenance of exchange arrangements. However, it may be unrealistic to expect SMEs
to finance the cost of developing an information-rich environment, such as those in
industrialized countries.

c. Innovations
There is some evidence to suggest that SMEs will continue to organize exchange visits
and meetings with other SMEs in different locations once the initial arrangements have
been made. It has also been found useful in some cases to bring together producers and
customers for a frank exchange on how products might be improved. Finally, there are
some initiatives to produce technical booklets, including drawings, financed by customers
and advertisements.

4.1.6 Business linkages
Interventions to improve commercial linkages between SMEs focus on three main types
of linkage: subcontracting, franchising and business clusters.

There has been a major move towards subcontracting or outsourcing arrangements in
industrialized nations in recent years. These usually involve a large customer contracting
out work to smaller suppliers, although they also include a complex range of linkages in
which small firms contract work out to other small firms. In some cases, subcontracting
can be a major source of learning for the subcontractor, while in others it is a more
transient relationship. There have been a number of attempts by BDS organizations to
promote subcontracting, although the results have been mixed and some have proven to
be over-regulated and unpopular with SMEs. However, there are now signs that
subcontracting is receiving more attention from donors, and particularly UNIDO.

In the case of franchising, which has also become more popular in industrialized
countries in recent years, one enterprise sells another the right to produce or sell a
commodity under the standards and procedures laid down by the franchiser. Although
franchising is a simple way to start a business and encourages learning by novice owner-
managers, it is relatively static in terms of its potential. Franchising is advancing in
developing countries, although it is not yet clear what role donor interventions may have
in encouraging it.

Business clusters and collaborative production networks refer to complex production
arrangements involving a broad range of firms of varying sizes, as well as other actors,
such as business associations, research and development networks and specialist service
providers. These arrangements are differentiated from subcontracting by the sheer scale
of the arrangements, which offer the potential for small enterprises to overcome the limits
of their small scale by joining with other firms. These arrangements have generated a
great deal of research interest recently, which is to some extent mirrored in the rise of
sub-sector analysis. While there have been successful cases of interventions based on sub-
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sector analysis, it is not yet clear how donors can support the development of the complex
business clusters that have evolved spontaneously in many countries.

Lessons
There is insufficient experience to make any comments on franchising. However, the
following general lessons apply equally to subcontracting and business clusters:
in facilitating the establishment of subcontracting arrangements in which potential
partners can meet, it is important to refrain from over-zealous interference and from
setting too many rules;
networking and subcontracting only work if they are based on sound mutual advantage:
they therefore have to be built on a commercial logic and there is no point in trying to
force relationships against the logic of the market;
in cases where subcontracting and networking have not developed, there may well be a
case for limited short-term interventions to overcome market distortions, such as a lack
of information or business communication, or to develop business practices that create
trust between partners (such as payment terms);
despite the useful complementarities in cross-sectoral approaches, recent initiatives
suggest that a narrow sub-sectoral approach may be successful for the development of
subcontracting and networking arrangements;
although bringing potential partners together is a key role for BDS interventions in
this context, interventions may be needed to overcome more fundamental inhibiting
factors, such as inexperience with legally enforceable contractual relationships or, if the
gap between the parties is too great, encouragement to SMEs to come together in a new
entity designed to organize the cluster for them; and
real participation by key actors, such as business associations and chambers of commerce
and industry, in the planning of interventions promotes greater ownership.

Despite considerable interest by SMEs in this area, unresolved issues include the extent
to which donors can intervene to promote other forms of business linkage, such as
franchising. In this relatively young and fluid area, interesting innovations include the
use of a sub-sectoral approach to promote improved business linkages, sometimes
through local business associations. However, where associations are weak, as they are in
many African countries, for example, it is difficult to find the appropriate vehicle for
intervention.

4.2 The meso level

Most donors involved with SME development no longer deliver services directly to
enterprises, but tend to focus on the development of local and national BDS
organizations, which are often known as intermediaries or counterparts. There is growing
consensus that the appropriate function of donors is to develop the capacity of these
organizations for service delivery to SMEs, partly on the grounds of their greater
sustainability and partly because, as indigenous organizations, they tend to have a better
knowledge of the needs and expectations of client groups. The objective of meso level
interventions is to enhance the efficiency, effectiveness and sustainability of local or
national BDS organizations through institutional development or capacity building with
a view to improving their services, adding new services or expanding their target groups,
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as well as, in some cases, establishing new organizations or developing networks of
organizations.

Meso-level BDS organizations fall into two principal categories. These include non-profit
membership organizations created or owned by SMEs to represent their interests and
provide their members with services. These may be small or nation-wide, informal or
with a specific legal identity. They include chambers of commerce, business associations,
trade or sectoral associations and cooperatives and are normally financed by fees from
their members, although they may also receive government subsidies or donor support. A
less common type of membership organization, which occurs more frequently in
transition and middle income countries, consists of associations of SME development
professionals providing commercial services for SMEs.

The second type of local BDS organizations are service delivery organizations, set up
and owned by agents other than entrepreneurs to provide specific services to SMEs and
sometimes to represent their interests. These may include government or semi-
government organizations, not-for-profit or non-governmental organizations and
commercial private sector enterprises, such as consultancy firms and private training
institutions. They range between organizations offering a single service, such as training,
to those for which SME development is part of a broader development mandate. An
important distinction can also be made between those which combine financial and non-
financial BDS and those which do not.

A number of capacity-building instruments are commonly used to develop meso-level
organizations, including: guidance, advice, consultancy and technical support from
experts; training of staff and management, including members: and financial support.

It should be noted in this respect that most interventions at the meso level have been
focused on the development of technical capacity. However, only limited attention has
been paid to managerial and financial issues, and very little to the broader aspects of
institutional development, with the result that most donor interventions in this area are
piecemeal and tend to try to graft an efficient service onto a weak organization, which is
not sustainable in the long term.

Lessons
Experience has shown a number of factors to be important in creating business-like meso-
level BDS organizations, including:

organizational capacity, which requires a business-like vision and corporate culture,
with the definition of a target group as clients or customers in a transactional
relationship which is offered at a price, based on the principle that, no matter how
disadvantaged, all categories of people can still be valid clients;
managerial capacity, to ensure the continued existence of the organization based on
its performance, with decentralized structures that give staff the authority and
responsibility to interact with clients at the local level, ensure a high degree of
autonomy from government, provide for the inclusion of representatives of clients in
the organizational structure and allow flexibility and participatory management
systems based on market mechanisms;
technical capacity specialized in core areas of expertise, with the capacity to develop
new products in response to changing needs and demand;
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financial capacity, in the sense of developing transactional relationships by charging
fees for services, diversifying sources of finding, managing to achieve economies of
scale and reducing costs, particularly by keeping staffing levels low, computerizing
management systems and, where feasible, providing services to groups rather than
individual enterprises. In this context, it is almost universally agreed that, if services
are provided to micro and small enterprises, and to disadvantaged groups such as the
poor or women, and if national per capital income is low, it is not feasible for some
services to be fully self-financing. However, in some cases it has proven possible to
subsidize some services from the surplus income from others.

On the question of the relative appropriateness of the various types of meso-level
organization, experience has shown that membership organizations offer the advantage
of begin close to SMEs and have a proven potential to represent their interests. However,
their vision is often undeveloped, particularly in terms of their membership, while larger
organizations tend to be dominated by the interests of larger enterprises. Their managerial
and technical capacity also tends to be weak. The strong traditions of association in South
America and Asia have meant that membership organizations are more successful there
than in East and southern Africa.

Global experience would suggest that government or semi-government organizations are
not good BDS providers. They are not business-like, often suffer from a general lack of
vision and motivation, and are subject to political and bureaucratic interference, However,
not-for-profit or non-governmental organizations have often proven themselves in the
market for both donor funding and SME services. Nevertheless, the fact that they often
have a charity orientation can be antipathetic towards business. Their overall managerial
and technical capacity is often weak, although they usually demonstrate a good sense of
ownership and motivation.

Commercial organizations are the most successful providers of services to SMEs and
extending the range of commercial BDS provision is an important current trend.
However, they do not generally provide the same services as NGOs and government
organizations and may not therefore offer appropriate mechanisms for achieving the
objectives of donors.

The experience of BDS providers would therefore suggest the following general
principles which underpin capacity building:

comprehensive and systematic institution-building often requires an initial
intervention designed to develop the organizational capacity to adopt a business-like
approach to identifying and responding to SME needs;
successful interventions should be conceived and implemented as part of a dynamic
process meeting continuously assessed and changing needs;
interventions should be planned and implemented in partnership with the SME
development agency, which should have the last word on planned interventions, with
the donor retaining the option to discontinue support;
long-term commitment is needed from both donor and counterpart to a process that
normally requires caution and time, not uncommonly in the range of five to ten years;
an initial orientation phase can be important in giving shape to the overall strategies
and avoiding pitfalls;
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it is necessary to think sustainability from the very start, without postponing hard
decisions on matters such as charging fees, before dependence on foreign funds and
expertise becomes ingrained;
from the start, final responsibility should lie with the counterpart BDS organization,
with donors taking no direct responsibility for service delivery, thereby forcing both
donor and counterpart to place emphasis on capacity building;
there is a need for consistency in relationships between donors and BDS
organizations, with the establishment of reporting arrangements, flexibility of action
and the setting of targets;
although counterpart organizations are often dominated by an individual and will
eventually have to establish management teams to permit further development, it is
important for donors to recognize and strengthen individual vision, rather than
undermining it;
meso-level organizations have to use financial support with caution in tandem with
institutional development interventions tied to a planned decrease in funding over
time;
since governments in many countries view NGOs with suspicion, donors can play an
important role in enhancing the legitimacy of private sector BDS providers by
convincing governments of their effectiveness and developing more constructive
relations between them;
as specialized providers of services have been found to be more effective in providing
services to SMEs, it is important to increase specialization while at the same time
maintaining a broad offer of services, for example by developing networks of
organizations with different specialities; and
it is important to apply the basic business practice of maintaining a tight fixed cost
base, with a view to sustainability while at the same time increasing capacity.

Although the above principles are valid for capacity building interventions in all SME
development organizations, it has to be recognized that membership organizations are, in
many ways, a special category. Made up of SMEs themselves, their primary objective is
generally advocacy and they tend to suffer more than other groups from a lack of
technical capacity. In their case, it is therefore important to develop capacity gradually
and cautiously, while refraining from interfering with their autonomy and limiting
financial assistance to a minimum, so as to avoid developing dependency, which tends to
detract from their sustainability and kill initiative. Organizational and managerial capacity
should be built from the base up, particularly through the development of more
transparent procedures for the election of leaders, better machinery for the participation of
members in decision-making and the establishment of two-way communication between
members and management.

Advocacy is seldom sufficient in itself, and donors can play a very useful role in
developing the technical capacity of membership organizations, but should not expect
them to deliver the full range of services required by SMEs. Moreover, small membership
organizations have often proven to be more successful, more entrepreneurial and less
hindered by bureaucracy than larger organizations, despite being less able to deliver
economies of scale and therefore more costly. Finally, donors should beware of highly
politicized organizations, in which political concerns tend to prevail over the interests of
members.

23



Unresolved issues
One fundamental issue that remains unresolved is the extent to which meso-level
organizations are necessary. The normal process of the development of SMEs is through
peer emulation and informal learning on both a commercial and a non-commercial basis,
as well as through learning from their customers. When industrialized countries were at
comparable levels of development, there were few formal learning mechanisms available
to SMEs. Moreover, as with microfinance, it may be that ‘indigenous’ approaches to BDS
should be given much more consideration, particularly with a view to avoiding the danger
of donors loading an unrealistic cost base onto the unresourced framework of weaker
economies.

Another unresolved issue is that, despite the emerging consensus on how capacity
building should be undertaken, there is much less agreement on the effectiveness of the
various meso-level instruments, such as training, technical and financial support. It
would be useful to find out more about the performance of the various instruments.

Innovations
A small number of SME projects are experimenting with ways of improving informal
learning networks, in which the copying of business or technical improvements may not
require SME development organizations. However, even interventions aimed at private
sector replication require an initial project or organization, suggesting that BDS
organizations would still have an essential role to play as innovators, facilitators and
catalysts.

Although most donors now, emphasize the need to be business-like, it is often difficult to
actively encourage BDS organizations to behave in this manner. There are now some
innovative projects in which donors are trying to develop ways of forming incentive-
based, mutually beneficial and target driven relationships with BDS organizations, for
example through the establishment of a bidding process for certain contracts and payment
on a performance basis.

Despite the fact that this area is as yet relatively unexplored, the corollary of being
business-like is to get the private sector involved and work with existing commercial
entities or set up new ones.

In an approach that is most relevant for transition and middle-income countries,
initiatives have been introduced to improve the consistency and quality of BDS services
by developing SME professional associations to establish and apply quality assurance
standards through a system of accreditation of SME development consultants.
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4.3 The macro level

All donors acknowledge the importance of macro-level policy and regulation in the
development of SMEs. The desired macro-economic picture is characterized by a less
intrusive role for government and is based on four main pillars:
• a stable macro-economy based on financial discipline by governments, prudent fiscal

management and low inflation, tax and financial sector reform, exchange rates that
reflect the strength of the economy and the privatization of state enterprises;

• a competitive micro-economy in which free prices and markets provide clear signals
to producers and consumers, a regulatory framework that favours competition and
eliminates unnecessary barriers to market entry, legal and property rights that facilitate
the enforcement of contracts, and information and physical infrastructure (such as
transport) that minimizes transaction costs;

• global linkages based on an openness to trade, investment, technology and ideas, a
reduction of trade barriers, the relatively free movement of people and the
encouragement of exports through a realistic exchange rate;

• investment in people in terms of health, education and nutrition, with particular
emphasis on primary education and preventive health care.

While most donors do not disagree with this approach, there is no consensus on the
adequacy of these measures in themselves to generate the conditions for SME
development. Some donors, pointing to the lack of a vigorous response to measures of
this nature in Africa, propose a more pro-active role for government. In view of the
success of favourable tariff and non-tariff shields in East Asia, some advocate protection
for infant industries. One argument against such measures is that, in some countries,
they have tended to make business more isolated and less competitive. Moreover, there
are doubts about the capacity of the public administrations in many countries, especially
in Africa, to implement trade protection measures effectively. Indeed, the interventionist
successes of East Asian economies can largely be attributed to the efficacy of their civil
service.

Other areas of relative consensus include government recognition of the informal sector,
relatively liberal policies on the zoning of economic activity, the reduction of specific
barriers to entry in some trades, relatively unrestricted labour markets and the use of the
education system to promote an enterprise culture.

Most donor interventions at the macro level are undertaken with governments, either in
the context of the policy reforms required under structural adjustment programmes, or
through the provision of technical assistance. Donors also work with organizations
outside the government to help create a stronger advocacy voice and capacity in the SME
community. A number of related instruments have been used at the macro level for this
purpose, including:
• setting up national SME agencies to develop an overall strategy for SME

development, including the coordination of donor initiatives;
• supporting conferences, meetings and publications to bring SMEs onto the national

agenda;
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• establishing regulatory committees to monitor regulations that affect SMEs;
• initiatives to decentralize SME development policy to the local level;
• support for national and local dialogue on SME promotion strategies and measures;

improved procedures for SME access to public tenders, export and bank credits,•
etc.;

• initiatives to develop a cultural environment conducive to SME development, for
example through education and media campaigns; and

• interventions to strengthen the advocacy capacity of trade associations, employers’
organizations and other representative organizations.

Lessons
Although it is very difficult to be precise about good practice in the area of policy reform,
experience would suggest the following:

applying the principle of subsidiarity, or the delegation of responsibility to the lowest
level, government services should be decentralized and, where possible, private sector
organizations should take responsibility for the delivery of SME services;
creating permanent pressure through a more general movement for change may be
better than targeting specific individuals in view of the fact that civil servants in key
positions may change;
finding a champion, since advocacy is more likely to be successful when a key
individual assumes the challenge on a personal basis;
encouraging harmony in business associations and ensuring that the common
interest is not undermined by narrow vested interests and politicized organizations;
providing hard evidence for advocacy through an objective statistical hard core;
targeting advocacy at the top, since key individuals often exert huge influence;
promoting public awareness by using the media effectively to transmit the collective
voice of business, which can be a very strong voice for change; and
not expecting significant payment, since advocacy activities are seldom able to cover
their full costs.

Unresolved issues
One unresolved question is the extent to which governments should adopt a pro-active
approach to creating a conducive environment for SME development. In some cases,
there has been an attempt to recreate aspects of the East Asian experience. However,
traditions and capacities differ in each country and it remains to be seen how transferable
this approach is to other situations. Another issue is the manner in which donor
coordination can be used as a more effective tool for influencing governments. To be
effective in this respect, donors would have to make allowance in their budgets for this
kind of activity and agree to work together, rather than just sharing information.

Finally, relatively little is known about the relative merits of the different approaches to
macro-level change. For example, is it better to work with civil servants, politicians or
business associations? Does ‘hard’ conditionality or a more persuasive approach yield the
most sustainable results?
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5. General principles

Based on the analysis contained in the preceding sections, eleven broad lessons emerge
which appear to apply across all (or most) BDS instruments and which constitute a set of
principles embodying the current state of the art of BDS. These are supplemented by
three development principles that cut across all BDS interventions, namely gender,
environment and working conditions.

5.1 Business-like and demand-led
Theory and experience show that the fundamental principle which decisively shapes all
the main BDS instruments is that the BDS organizations that are best at supporting
SMEs are themselves like those SMEs in terms of their personnel, systems and values.
Nevertheless, adopting a business-like and demand-led approach relates only to the
manner in which objectives are pursued, and does not therefore require the abandonment
or dilution of social objectives. In practice, the pursual of this principle implies:
• for donors: selecting partner organizations that are able to deliver services in a

business-like manner; developing BDS organizations with the vision, culture,
motivation and attitudes which reflect a commitment to a business-like approach;
encouraging BDS organizations and individuals to develop ownership and
responsibility for their work; and allowing for flexibility in implementation so that
BDS organizations are not too restricted in pursuing their objectives.

• for BDS organizations: regarding beneficiaries of BDS instruments as discerning
clients, rather than pliant recipients; developing transactional relationships with clients
(based on exchange, not charity); developing a sound understanding of the needs and
situation of clients; regarding BDS instruments as products and adopting a rigorous
approach to their measurement in terms of both costs and income; and maintaining
close contact with clients so that the demand-driven approach is not weakened.

5.2 Sustainability
All the principles of good practice highlighted in this guideline are designed to achieve
sustainability in the impact of BDS on SMEs. But there is no consensus as to the specific
meaning of sustainability at the level of BDS providers. In considering how the
sustainability principle should be applied, BDS providers should support interventions
which offer a credible path through sustainability, for example through their
incorporation into privately delivered learning mechanisms or through the
commercialization of services. Interventions should therefore offer a realistic end to
donor involvement. Interventions which are not finite need to have a clear rationale and a
realistic strategy for long-term support.

27



5.3 Tailoring
In view of the complex and variable environments in which SMEs work, an essential
feature of BDS interventions is the identification of what an intervention is trying to do
and with whom. In this sense, ‘tailoring’ an intervention means making it specific and
relevant. The tailored approach has been dominated in recent years by the increased use
of subsector analysis, in accordance with which SMEs are analyzed in terms of the
specific economic characteristics of their subsector. However, a subsectoral approach
does not preclude socio-economic targeting. Indeed, there are a good number of examples
of specific groups, such as women, being the main players in interventions developed on
the basis of a subsectoral approach.

5.4 Participatory approaches
A participatory approach to the planning of BDS interventions offers the advantages of: a
better understanding of SME needs; greater ownership of the intervention by BDS
personnel, clients and participating organizations; and the increased possibility of longer-
term sustainability. In practice, emphasis on a participatory approach has questioned the
value of some ‘traditional’ social science approaches, such as large surveys, in favour of
more rapid methods that are more integrated with action.

5.5 Maximizing outreach
With some exceptions, BDS interventions are non-standardized and can seldom be
replicated in the same way as, for example, microfinance projects. However, there are a
number of approaches that are being attempted to maximize the impact of BDS
interventions, including:
• subsector approaches, through which in some cases relatively small and focused

inputs can have a considerable impact on a whole subsector;
• support for indigenous and private systems of learning, so that entrepreneurs can be

encouraged to learn from the demonstrated achievement of others through natural
processes of learning that emulate the well-established private networks of exchange
and learning that exist in countries with successful SME sectors; and

• macro-level approaches, in view of the huge influence of macro-level policies on
SMEs in terms of economic signals and the shaping of cultural attitudes towards
business through education systems.

5.6 Building on demonstrated initiative
If BDS interventions are to be both sustainable and locally owned, they have to build on
what is already there rather than supplanting it with imported visions or models. This
means that they have to respect the vision of individuals and their close personal
involvement with their ‘organizations’. The scale of resource commitment, particularly in
terms of finance and equipment, has to reflect the capacity of local partners so as to
support, rather than overload their development. And private sector experiences in fields
such as vocational learning should be assessed and used as models, in much the same way
that the microfinance ‘revolution’ was based on learning from the practices of informal
credit schemes.
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5.7 Split and focus
In the same way that there has been a trend among businesses over the past decade to
refocus on what they perceive to be their core role, it is better for BDS organizations to
focus on what they do and to do it well, rather than diversifying into activities of which
they have less understanding. A focused intervention and the delivery of a limited range
of instruments leads to a simpler and more effective relationship with clients, with less
chance of the type of mixed measures that can result, for example, from the combination
of credit and counselling. However, innovation and change are important features of any
BDS organization. This does not therefore imply a fixed, unchanging view of BDS, nor
that BDS organizations should not seek to coordinate and develop networks.

5.8 Systematic approaches and programme integration
Despite the need for a significant focus in the activities of BDS organizations, this should
not be to the detriment of their broader strategic awareness. Three approaches can prevent
BDS instruments from creating an overall imbalance in the SME development
environment:
• coordination between donors: the existence of other donor-supported BDS initiatives

in neighbouring areas is only problematic if their methods of work are in contrast, for
example as regards the charging of fees for particular services: liaison between donors
with regard to their activities and consensus over the methods adopted is therefore
important;

• networks between different providers: just as SMEs sometimes need to collaborate for
their mutual benefit, the interests of BDS organizations may be served by common
action since, despite the overt or other competition that may exist between them, they
need to retain a wider view of their clients overall needs; and

• joint ventures/subcontracting arrangements: the signs of nascent relationships
between, for example, generalist development organizations and specialist BDS
providers are a positive indication and offer considerable benefits of focus and
specialization, while maintaining a wider perspective.

5.9 Renewed focus on cost analysis
Many BDS organizations have neglected to include costs in their own analysis of
performance, with the result that their own view of their work and of that of others has
been unhelpfully distorted. This has meant that BDS managers have not had the right
kind of information for their decisions, that BDS organizations have not been very
financially transparent. It has also prevented progress with comparability and
benchmarking and has offered a misleading picture of what a BDS instrument is in
practice, implying that it has no cost. Although costs should not be seen as more
important than outreach or impact, financial analysis should be used as a tool for the
improved management and delivery of instruments.
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5.10 Continued importance of impact assessment and
evaluation
BDS interventions should always have an element of impact assessment built into them.
However, evaluation has traditionally been a one-off, end of project event. A new way of
thinking about evaluation is to combine retrospective and prospective analysis, or
evaluation and needs assessment, as part of the normal activities of an intervention. This
offers a good basis for improving the design of instruments in response to pressure from
clients, as well as for comparability and benchmarking, which facilitate decisions by
donors on types of interventions and BDS providers.

5.11 Subsidiarity
A key principle in SME development, particularly as regards the role of the State, is
subsidiarity, or the common-sense concept of who can do what best. In terms of BDS,
this usually means delegating responsibility to the lowest possible level and to those that
are closest to SMEs, both geographically and socially.

For the State, subsidiarity implies that its primary role is to create a conducive
environment for SME development through: sound macro-economic management,
including fiscal and monetary control; a relatively liberal economic system in which
regulations are not an onerous burden or highly distorting; and the competent delivery of
public services, especially education. In view of the difficulties experienced by
Government services in being business-like, the State should not normally seek to be a
direct provider of BDS for SMEs. Moreover, building upon some aspects of the East
Asian experience, but depending on government capacities and broader traditions, the
State may be able to play a leading pro-active role in shaping a national framework of
policies, practices and institutions to guide SME development. Beyond this, there is less
consensus on what the State should do, although there are good general arguments in
favour of subsidies to give disadvantaged groups access to particular services.

5.12 General development criteria

Most development interventions are assessed according to a number of general criteria,
including:
• gender, with the over-riding concern that interventions should contribute to greatere

gender equality by taking account of women’s interests in project design, facilitating
their participation, collecting gender-specific data and assessing the implications of the
project for women in terms of production and markets, income, workload, division of
work, their role in the household and community, and education and training;

• environment, with consideration being given to both overall environmental impact and
specific environmental issues, depending on the sector; and

• working and employment conditions, based on the argument, as advocated by the
ILO, that improvements in working conditions and environment, an equitable
distribution of income and the security of social protection can be key ingredients in
business efficiency and competitiveness, and that conditions of work and employment
are generally worse in SMEs in developing countries, and particularly in the informal
sector, than in larger enterprises. Political and consumer pressure on SME exporters to
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comply with international standards is having some impact, for example on some
multinational enterprises’ relations with SME suppliers, and some success has been
achieved by the ILO’s Work Improvements in Small Enterprises (WISE) programme,
although in general support for the improvement of working conditions is not yet
strong enough to engender widespread change.

6. The future agenda

It is clear that the broad set of principles for the design of BDS interventions developed in
the previous sections form a relatively loose framework, which is certainly not
prescriptive. While many of these interventions are useful, very few comply with all the
criteria for SME needs set out in section 2. Moreover, there remain many unresolved
issues associated with BDS.

A realistic assessment of the current state of the art in BDS therefore acknowledges that,
although a considerable amount is known, there are possibly just as many questions left
to answer. To improve practice in BDS, it is important for these weaknesses to be
overcome. The main objective of this future agenda for donors and BDS organizations
is to advance collective learning on good practice. In particular, there are two main
themes which should underpin future activities in this respect.

6.1 More benchmarking: rigorous assessment of current
practices
There is little more to be learned from further analysis of the existing documentation on
current BDS experience. The characteristic lack of specificity of data and the vague
definition of costs and impacts means that there is little scope for valid comparison.
However, the current weaknesses in BDS data should not be confused with a weakness in
the idea of benchmarking. Admittedly, BDS analysis is not reducible to a series of boxes
and there are limitations to the use of seemingly objective indicators, such as “cost per
job”, which is prone to a variety of interpretations (and manipulations). There are also
legitimate concerns over proposals to abandon the development of qualitative aspects in
favour of the apparent simplicity of quantitative measures.

Nonetheless, there is scope for much greater use of benchmarking, starting with cost-
based measures related to operational efficiency. These suffer from fewer methodological
difficulties associated with impact and offer a means of addressing the historic (and
mistaken) separation of costs from outputs in BDS.

6.2 Encouragement of more innovation
While there are emerging examples of interesting BDS practices, there is a great need to
expand the stock of innovative projects from which donors can learn. Based on the
principles set out in section 5, donors should be supporting BDS organizations which
seek to develop new approaches, learning from this experience and disseminating the key
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lessons. In this respect, based on the experience of innovative BDS development
programmes, notably the FIT Programme, there are a number of other complementary
factors which should be taken into account in design, implementation and assessment.

• The right geographical location. Although many donors prioritize the lowest income
countries and the most disadvantaged groups for their support, interventions which are
seeking to “try something out” are best located where conditions are generally
conducive to SME development, which means where economies are growing and
opportunities exist. Innovative ideas put into unfavourable situations are more likely to
be still-born. In practice, the route from development idea to workable instrument
invariably runs from growing/dynamic area to poorer region.

• Flexible planning and implementation. Innovative interventions require considerable
flexibility during implementation. The planning framework within which staff work
therefore has to be sufficiently adaptable so that staff can regularly change the manner
in which they work in the light of on-going assessments. Reporting systems need to be
sufficiently flexible to capture unexpected results.

• Mechanisms to allow appropriate guidance. Like all BDS interventions, those
focused on being innovative have to be driven by demand. It is therefore important to
find ways of allowing SMEs to contribute to the design and on-going evaluation of
programmes. Unfortunately, SMEs are sometimes understandably reluctant to commit
more of their time to research activities which may appear to offer no benefit to them.
The classic response is to invite representatives from key stakeholder organizations to
be official guides to the analysis. However, experience suggests that not only do these
organizations often have their own (competing) agendas, but that they may be remote
from SMEs themselves., Instead of organizations, one response may be to approach
individuals of proven commitment and insight to provide guidance for the innovation
process.

• Priority setting. Learning agendas can become jammed with multiple and sometimes
conflicting objectives. Focus is therefore important and the various objectives should
be given clear weighting so that programme staff can prioritize interventions.

• On-going assessment. The learning objective of innovation projects can only be met if
there is a commitment to on-going monitoring that seeks to capture expected and
unexpected outcomes and apply rigorous cost measurement. Although control groups
can provide a reference point against which to measure change, they may present
problems in practice (finding comparable enterprises and people, talking with but not
influencing them and providing incentives for their participation), with regard to
resources (time for control group consultation) and of an ethical nature (controlling
people in poverty).

• Using “experts”. The advantages offered by external specialists in an innovation
process include bringing external experience to a local context, providing a capacity-
building technical input to local partners and facilitating the exchange of results
between countries and organizations
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6.3 Specific issues

While benchmarking and innovation form the broad challenges for donors and BDS
organizations, there are a considerable number of more specific gaps in understanding of
good BDS practice. A number of these are presented below.

6.3.1 Creating business-like (non-profit) BDS organizations
In some ways, meso-level interventions have become the core issue for donors. From a
donor perspective generally, much of development is about finding and developing good
partners. SME development is no different. The general message is clear: the best
organizations and people are business-like. However, there is a danger of this being
accepted as a bland truism or “buzzword”, without thinking about its practical
application. Indeed, there has been comparatively little attention to BDS institutional
development, which is more commonly regarded as an appendage to delivery-oriented
interventions. How should donors help develop partners? Some aspects are particularly
important:
• creating the right funding environment
• building on the right people
• allowing them to learn incrementally
• building incentives
• supporting their own product development process

However, there is an absence of detailed knowledge over what these may mean in
practice. For example, does the stimulation of BDS supply in both qualitative and
quantitative terms also stimulate demand for BDS services? Can specific institution-
building instruments be identified which show particular promise?

6.3.2 Building on BDS already being provided by the private sector
In many countries, SMEs receive almost all of their support services from the private
sector. These include training, the supply of raw materials and equipment, access to
information and marketing services, which are provided without any subsidy and are
therefore self-sustaining. The enhancement or replication of these services through
private sector channels is very attractive in terms of reaching far more SMEs than could
be reached by NGOs. However, this approach has a number of implications for the
research agenda:

• Firstly, there is probably as yet insufficient knowledge about how these services are
provided. For example, studies such as those by Peter Kilby indicate that the
traditional apprenticeship system is deeply embedded in the local culture. Moreover,
many services, such as the provision of commercial information, are largely provided
informally, for instance by relatives or neighbours. Interventions that are not based on
a clear understanding risk damaging these mechanisms, particularly by installing a
subsidized and therefore temporary alternative.
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• Secondly, where the intention is to build on private sector initiatives, the traditional
donor-funded entry points may not be appropriate. Businesses which provide BDS to
SMEs understand approaches that involve a clear gain for all involved, such as joint
ventures in which both investors benefit. In this context, concepts such as ‘temporary
subsidies’ and ‘impact’ can be confusing.

• Thirdly, donors may need to review their traditional portfolio of partners. These
generally include local government or institutions which are clearly not-for-profit.
Donors will therefore probably need to persuade their constituencies at home and host
governments of the merits of a business-like approach.

The design of BDS which are both profitable and of value to SMEs will require
innovative and creative approaches. A major opportunity is to identify services that are
of particular value to SMEs and/or are particularly viable when offered to SMEs, for
example through economies of scale that can be achieved by providing services to
thousands of SMEs, but which could not be achieved through providing services to a
smaller number of large businesses. Donors can also play a catalytic role in establishing
linkages between participants in the private sector. Sufficient experience has now
probably been gained to begin to generate some comparative data, for example on
programmes that link companies in-country (e.g. sub-contracting exchanges) and
programmes that link local companies with companies in the donor country (e.g. sister
industry programmes).

6.3.3 Developing indigenous networks and associations
Successful rapid growth economies are all lubricated and driven by private learning,
exchange and mutual support mechanisms. Given the inability or reluctance of the State
in many countries to subsidize them, the creation of learning institutions is a key priority
and offers the opportunity to create sustainable learning capacities. But traditions differ
with regard to business associations and BDS in industrialized nations and,
unsurprisingly, experience is mixed with regard to donor interventions in developing
countries. For example, there have been some promising interventions in Latin America,
but experience is generally less successful in Africa.

How can these associations be supported without bestowing on them the cost base and
mentality of a dependent bureaucracy? How can genuine capacity be created without
raising costs? How can associations be supported without undermining the indigenous
quality which is their most distinctive feature?

6.3.4 Developing BDS interventions for disadvantaged groups
How does the rigorous application of the business-like principle affect donors’ general
concern over distributional questions and their commitment to disadvantaged groups?
One school considers that:
• using a more demand-led approach inevitably means that those with greater demand

(better-off owner-managers) will benefit most;
• the self-selection implied by this approach means that those with most ability, drive

and resources select themselves and leave behind those without these qualities;
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• the self-employment into which many people have fallen in developing countries is a
reluctant state and many would gladly go into employment. Their businesses are
therefore useful in a welfare sense, but are unlikely to contribute significantly to
economic growth;

• most businesses operated by poor people are relatively simple and there is actually
little scope for BDS to help them;

• if the poor do benefit from BDS it is primarily as indirect beneficiaries through their
work for larger SMEs.

An alternative view is that BDS providers can deliver useful products to disadvantaged
groups if they are designed appropriately (examples of successful interventions aimed at
the poor include BRAC’s poultry programme). The point is to identify a group and
identify their needs.

The above discussion mirrors the (as yet unresolved) debate in the microfinance sector.
Future interventions need to be clear about whom they are seeking to assist.

6.3.5 Selecting growth-oriented businesses
Although donor interest in the poor remains strong, there is also interest in achieving
increased efficiency by identifying and selecting “winners” which have the capacity to
make best use of BDS such as training. However, external agencies do not have a good
record here. If growth-potential businesses are as significant as they are believed to be,
there may be a need to try and develop additional ways of identifying these SMEs.

6.3.6 Achieving the appropriate balance between levels of intervention
Achieving a balance between different types of interventions is difficult, with little “hard”
data to guide donors. Indeed, some interventions, such as those with existing SMEs, may
well be trying to address problems whose source (and real solution) is more fundamental.
For example, efforts to improve product design and development in SMEs in many
countries are often hampered by the basic lack of engineering drawing and design skills,
which cannot be developed easily by a BDS organization, but require sustained training
and education.

Similarly, while it is widely recognized that a supportive policy and regulatory
environment is a prerequisite for successful interventions at the meso and micro levels,
there is little hard evidence of which interventions are most critical and the balance that
should be struck between macro, meso and micro level interventions in a given country.

6.3.7 Entrepreneurship education and training
SMEs perform best in countries and cultures which encourage and support
enterpreneurship. While it is widely assumed that education and training systems have a
role to play in developing entrepreneurial values, attitudes and behaviours, it is not
known to what extent this is the case nor how it can be achieved most effectively. More
work is needed on assessing the impact of programmes that have been implemented and
identifying strategies for further development and to meet such challenges as curriculum
design and development and teacher training.
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6.3.8 The troublesome subsidy issue
For most donors, one of the most difficult issues associated with BDS is that of subsidies.
In general, interventions which require a relatively short-term period of external
intervention to create capacity and then have a realistic chance of being sustainable, such
as technology development and transfer, the development of new market entities and
business linkages, appear to be worthwhile investments. They appear to respond to a
market gap or opportunity. However, effective long-term self-financing appears unlikely,
or at least more difficult, for other types of intervention, such as business training.

Common practice in industrialized nations may not be hugely relevant in this context.
Defining a “legitimate” role for the State cannot be divorced from what the State can
afford. If there is no significant possibility of a government taking on the role of
supporting BDS financially, how can donor support be seen as anything more than a
short-term palliative or as one of a series of donor subsidies? This concern would seem to
point future interventions in two possible directions:
1. seeking to minimize or eliminate external financial subsidies; or
2. developing cheaper and less distorting ways of offering State support, such as
vouchers.

6.3.9 Developing generic approaches for later adaptation and expansion
The growth of BDS has been constrained by the contradiction between the need for focus
and specialized products to meet specific client needs and the aim of achieving economies
of scale. Current approaches to increasing the impact of interventions are concentrated
around subsector analysis and networks. However, it may also be possible to develop
more standardized approaches which can be adapted and delivered with relatively little
development cost. The dangers of thoughtless replication of “models” are well known,
but there is also increasing recognition that some specific products, such as CEFE, may
be scaled up with low cost adaptation.

6.3.10 The process approach: Implications for design and implementation
One great strength of the SME sector is that it is flexible and can respond very quickly to
changing market demands and macro-economic environments. Meanwhile, donors have
to show that their funds have been used for the purposes for which they were committed.
This requirement may well have stifled beneficial initiatives. There is consequently
increasing interest in process approaches over blueprint approaches.

One potential solution is to quantify the impact achieved through BDS delivery. The
ability to demonstrate benefits may defuse criticism that a project did not do what it set
out to do. However, methodologies for quantifying impact reliably are still at the
development stage.

Another potential solution is to provide BDS which are so flexible that they can be
adapted to specific needs. This is a lesson from the micro-credit field, where loans are
clearly used by clients for a very wide variety of purposes and the lending agency has
little direct interest in what that usage actually is. Examples in the BDS field might
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include networking opportunities for SMEs, in which clients choose whom they meet and
what they discuss to suit their current needs. However, little work has yet been done on
the provision of a sustainable and systematic service in this area.

A third solution might be to allocate funds to organizations that are considered
trustworthy and competent and to rely on them to achieve the best results. One difficulty
is that BDS organizations tend to be small, and indeed smaller organizations are often
considered more effective. Another difficulty is that flexible funding can begin to look
like core funding, the anaesthetic effects of which are now well known.

Even donors which are in a position to support projects adopting a process approach are
often limited in their capacity to supervise such projects. The technical input required to
enhance achievements may be high, including an international perspective and links with
knowledge, expertise and resources in other countries. Arrangements which involve
sub-contracting the ‘mentoring’ function to appropriate organizations or individuals may
make the process approach more viable for many donors.

6.3.11 Getting the private sector to do more
Many BDS interventions are concerned with highlighting areas where markets have failed
to deliver good services. While this can often be attributed to a basic lack of purchasing
power on the part of consumers, there are also occasions where this market failure is
attributable to the supply-side’s basic lack of creativity in developing solutions to
problems. BDS organizations, with donor support, are sometimes in a position to
innovate approaches which may even have the potential to become sustainable from
market demand.

Having shown that there can be profitable opportunities in serving SMEs or, perhaps
more relevantly, developing technologies which SMEs can service or manufacture, there
may be an opportunity to stimulate the private sector generally into looking at previously
unfashionable areas (appropriate technologies) in a serious commercial sense. The
“private sector” here may include self-help groups, microenterprises and businesses at the
upper end of the SME range.

6.3.12 The impact of globalization and technological change on SMEs.

The increased competition resulting from the globalization of financial, product and
labour markets has led to firms engaged in global sourcing pulling even remote regions
into world-wide supply networks. At the same time, all countries are becoming markets
for other countries’ exports. As the world economy becomes more integrated, local
standards are no longer competitive and the pressure to reach international standards is
increasing. There have also been profound changes in the organization of production.
Economies of scale have been declining as techniques such as lean manufacturing and
just-in-time production have shifted attention to timeliness, and computerized production
has allowed smaller factories to produce customized goods at mass-production prices.
The plummeting prices of information technology allow SMEs to compete with the giants
and give them the added edge of flexibility and information-dependent innovation. The
Internet is opening up tremendous potential for small enterprises to access mass markets
in highly cost-effective and competitive ways.
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These changes profoundly affect the context in which SMEs compete. They are bound to
have a major impact on the types of support interventions which are required by SMEs
and the way in which such interventions can be designed and delivered.

6.3.13 Creating more effective mechanisms for donor coordination
While all donors are committed to finding effective ways of working together, in practice
efforts at active collaboration are still relatively rare. Many donor agencies still pursue a
comparatively lonely learning curve, through awareness of some of the lessons emerging
from elsewhere, but without learning especially quickly or substantially. One central
problem facing donor agencies engaged in the promotion of BDS is how a genuine
commitment to greater collaboration, exchange, joint projects and agreements on
practices can be turned into a tangible reality. For this to happen, practical planning and
coordination mechanisms need to be agreed at the various levels, both in-country and
“corporately”.
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