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EXECUTIVE SUMMARY

Small andnediumenterprises EME} which form the majority of the business base and are significant
drivers of bothgrossdomesticproduct (GDP) and employment in many developing countraa® popular

targets ofdonor assistace. To helpthe United States Agency for International DevelopmeadSAID)

design activities that will best stimulate SME grointprofit and/or employmentthe Bureau forEconomic

Growth, Education and EnvironmenEd Office of Trade and Regulatory ReforfTRR) Trade and
Competitiveness Activity (TCA) reviewed tHatest research and interviewed SME development experts

to articulate popular theories of change (ToCs) atal present available evidence around them. The
analysis also provides an account of the debates, critiques, and demographic and contextual factors of each
ToC, gaps in the evidence, and implicationspfimject design.

INTERVENTIONS, EVIDE NCE, AND IMPACT

As summarized in théollowingtable! our research reveals that the level of impact varies greatly among
different types of interventionOur analysis also highlights gaps in the evidence base that make it more
difficult to conclusively determinenpactof other interventions Donors should take both of these factors

into consideration whermlesigning projects

R ® A OR R O p O D O PA
Training STRONG LOW
BUSINESBIANAGEMENT ConsultingServices STRONG HIGH
Matching Grants WEAK MIXED-HIGH
ACCESS O FINANCE Access to Credit MODERATE HIGH?2
BUSINESBEGISTRATIOMND Business I-:{(-aglstratlon WEAK LOW
TAXES Tax Policies and MODERATE HIGH
Administration
Market Linkages MODERATE HIGH3
MARKETACCESS i
Export Promotion WEAK MIXED
and Support
INNOVATION Product Innovation WEAK MIXED

Support

GENERAL RECOMMENDATIO NS

1 These findings summarize aggregated evidence collected from a variety of contexts. The level of evidence and/or leeebbtachaof the
types of intervention may look different if focused on arentext.

2 This ranking is dependent on the access to credit intervention type. Information access and collateral laws have a high 8MBEgrowth,
while findings on credit guarantees and loan subsidies were mixed or low.

3 Although the impact is higlmarket linkages must be paired with information transfer from lead firms.
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INSIGHTS AND RECOMME NDATIONS BY CATEGORY
In addition toreviewing the evidence that exists surrounding SME development interventions, this report
highlights a number of recommendations for donors:




BACKGROUND

In many developing countries, small and medanterprises (SMEsinake up the majority of enterprises,
account for a substantial share of gross domestic product (GBRJ employ a significant proportion of
the workforce.5¢ Additionally, evidence shows that eagiage SMEsan be drivers for achieéng economic
growth outcomes such as increased GDP, particulatycountries with a nascent private sectoFor
these reasongolicymakers and development practitioners recognize the importance of entrepreneurship
and firm development in developinguwdry contexts anchavedesigned and implementéaitiatives and
programs focused om range of SME development activitiBsiilding the skills of SME business owners
and employees is a priority for government and donor stakeholders for a variety of reasamely:

9 Local governments rely on firms to increase the competitiveness of products or services in the global
marketplace

9 Private sector actorgely on SME suppliers for higjuality products and otime deliveries

1 Citizens depend on auccessful marketplace for employment and, in some cases, poverty alleviation
via the goods and services that improve livelihoods and quality of life

1 SME business owners require highly trained workers to contribute to business success and&jrowth.

Despte the popularity of SME development programs and policlespretical frameworks that outline
variables linking entrepreneurship and growth are nalways well developed. The study of
entrepreneurship draws from multiple academic disciplirnesludingeconomics, management, and
psychology. Understanding the relationship between entrepreneurship and growth necessarily involves
analysis at the level of the individual entrepreneur, at the level of the(formal or informal) and at the

level of institutons and enabling environments. This makes research in this field a more complex
undertaking than in more established fields of economic resedérch.

Moreover,very few newly established enterprises actually succardSMES often lag behind larger firms

in terms of performance Both of these outcomes are likely due t8MEspecificconstraintsit1213
Additionally, recent researcbhowsthere is substantial heterogeneity among SMi$, someperforming

at a subsistence level with limited interest in becoming large firms. These factors make it much more
difficult to appropriately target and support SME development. Based on the evidencdsthegea small
number of transformational SMEs that grow idlg, become bigger, and thus have the ability to drive
employment and economic growth. Therefore, it is imperative that policymakers, dorand,
developmenpractitioners understand how to identityre highgrowth SME$at are most likely to benefit

from programs and then tailor solutions for these firtdsCurrently, a largenumber of interventions
designed to support SME growth allow beneficiaries to-sglictinto programs. A small number of
rigorous evaluations are also testing various measuratote di entrepreneur characteristics, such as
ability to wrte business plans, demographics, intelligence, and psychometric attributes for their
effectiveness in predictindggh growth, but there is noenough evidence to form conclusions.

4 In thisreport, SMEsare defined as those businesses with between 10 and 250 employees.

5 LopezAcevedq G., andH.W. Tan.olmpact Evaluation of Small and Medilinterprise Programs in Latin America and the Caribb@#rorld
Bank 2011

6 Cravo, T., and C.Piza.6The Impact of Business Support Services for Small and Medium Enterprises on Firm Performaneeidldiddle
Income countries: A Systematic ReviéWhe Campbell Collaboratior2016

7 Cook, P, and EOlafsenoGrowth Entrepreneurship in Developing Countries: A Preliminary Literature RegiéfashingtonDC: World Bank
2016

8 Cook andOlafsen 2016.

9 Cardon, M.0Contingent Labor as an EnablerBfitrepreneurial Growttd Human Resource Managem#(2003) 357373.

10 Cook andOlafsen 2016.

1 1bid.

121 opezAcevedoand Tan2011

13 Cravoand Piza, 2016.

4 AyyagariM.,P.Juarros e tAccess$ to Fimance and Job Growth: Firevel Evidence acss Developing Countrie§World Bank Policy
Research Working Paper 6702016.



Thisreport attemps to providea comprehensive @rview of theinterventionsthat are most effective in
spurring SME growth antth offer an account oflhe debates and critiques, demaographic and contextual
factors, gaps in the evidence, and implications for project desighisreport, we look at SMErmgwth in
terms of increased employme#it and/or increased profitsThe SME intervention areas are organized
around the following fiveheory of changgToC)!6 categories: 1) Busineddanagement2) Access to
Finance3) Business Registration and TaxésMarket Accessand 5) InnovatioA? Please note thathe
ToCs presented in thigeport are meant to be general across a varietyggfographies and contexénd
that those applyinthemfor intervention desigrshould contetualize them

METHODOLOGY

This evidenceeport provides an organéd account opublished or publiclavailable research and studies
on SMEdevelopment. To provide summaryof the research onroCs, the research team explored the
following lines of inquyr.

1 What evidence exists that demonstrates the impact of different SME development interventions and
growth outcomes? What is the level of rigor of that evidence?

1 What gaps exist in the evidence, both in terms of intervention approaches and outcomegrand f
specific demographic grougike women and youth?

The report synthesizes findings from a total @ eports. Some of the analyzed research papers were
referred by the United States Agency for International Development (USABDyeau for Economic
Growth, Education and Environmerd Office of Trade and Regulatory Reform (TRRhdothers were
identified through an online search and key informant interviews. Each report selected for review fits
within the following criteria:

9 It containsa hypothesisToC, or impact analysis focused on SME growth rather tbammicro or
large firms

9 It was publishedéh 2000o0r later.

9 It contains a study sample from developing countries or emerging markets.

The research teamlsoconducted interviews with researchers ablGAID and donoexperts in the field

of SME development. These interviews were used to determine the curtate of practice ando gather
information on new and emerging researab well anoticeable gaps in the evidende.addition, TRR
and the research team organized a roundtabieViethamto discuss and validate the findings and
implications identified vhin the report with other donors. The valuable feedbackceived,along with
additional research highlighted during the roundtable discussi@asincorporated throughout theeport.

15 Per the International Labour Organizatigrersons in employmentomprise all those of working age who were engaged in any activity for any
amount of time, if only for one haun the course of the reference weeko produce goods or provide services for pay or profit.

16 |n this report, atheory of chande defined as description of the logical causal relationships between multiple levels of conditions or interim
results needed to achieve a lotgrm objective. It may be visualized as a roadmap of changet andines pathways or steps to get from an
initial set ofconditions to a desired end result. A theory of change is analogous to a USAID development hypothesis or project hypothesis.

7 The researchers have parsed interventions into what they feel are the most appropriate catehores/er, others may categae the
interventions differently.



BUSINESS MANAGEMENT THEORIES OF CHANGE

Studies show that a lack ofanagerial skills and capacity among SME employees and leadership constitutes
a significant constraint to firm growth and the ability of SMEs to withstand economic shocks and that
management skills are a major determinant of producti¢ityTherefore, ae common theory among
development practitioners is thaiuilding the capacity of SME owners and employeldsmprove the
performance of their enterprise# they acquire new skillshusleading to an increased demand for lapor
along withadditionalsaks revenue and employment generatidmaining has become one of thaost
common forms of support provided by donor interventiots SME owners and employees to improve
business practices, core management and administrative functions, and/or techitscahskiVorld Bank

alone invests almost $1 billion per year on skills training progr@mswever, the literature shows that

more tailored consulting services and coaching may have more significant impacts on SME growth

Increasinglynew training and consdting services interventions are including specified selection processes
designed to identify SMEs with potential for high growsluch as business plan competitiohsit
beneficiary selelection is still the most common way that SMEs are choseibfigness management
support. However, sincethere is a difference in the desire of an Shkner to grow their business and

the ability of the business to grow, sedklection may not béhe most effectivemethod for identifying
highgrowth SMEs.

BUSINESS AND TECHNICAL TRAINING
THEORY OF CHANGE

IF THEN

Increase
profits
They
increase
cost
efficiency
Increase

employment
SME owners They change
receive business
training practices
Increase
profits

They
increase
sales

Increase
employment

18 Bruhn M., D. Karlan and A.Schoar.0The impact of consulting services on small and medium enterpsi¥ésrld Bank Policy Research
Working Paper 6508. WashingtpBC: World Bank 2013

¥Mano, Y., A. lddrisu,et. @.How can micr o and -Saman Africaebacbneermpre praslectsive?iTime infpacts of experimental
basi ¢c managWoarld Relelopmer0(3n(20h2y, 45¢468.

20 Anderson S.J.R. Chandy and BZia. 0Pathways to Profits: IdentifyirBeparate Channels of Small Firm Growth through Business Trd&ining.
Policy Research Working Paper 772016



PROGRAM A SSUMPTIONS

1 Owners of SMEs are lacking skilad are aware of thisbut lackthe capital to acquire training
commercially

1 Trainingis the only input participants need to implemamw practicegnot time, capital or other
inputy andto realizeincreases irsalesor efficiency

1 SME owners invest in jobs and/or experience greater profit margins from efficiency and/or gains

Business and technical training interventiocen range from large conference sessions, to small
workshops, to oneon-one training sessiongiowever,the studiesreviewedfor this analysi®valuated
classroomstyle learning with fixed or preplanned modules sessionsTheserandomized control

trials of business training courses found mixed results , in terms of impact on SME
performance .21 For example, a study compadthe impacts of a traditional accounting practices training
and the impacts of a rulesf-thumb training on SME performance in the Dominican Republic (the latter
approach consisting of the delivery of specificthie-point, business recommendations and accounting
details or theory more of a businessoaching approacli.The study found thathe rules-of-thumb
trainees changed their business practices and their calculated revenues increased by 6 to 12
percentage points , but the traditional accounting practices training had no effecton business
practices or firm performan ce.

Despite the limited evidence linking general business training and SME perfornenberature has
shown that thetype of training matters andcan affect SMEevelopment outcome®24 Basedon
randomized experiments conducted on management traipnegrams in a number of countriebasic-

level management training was shown to improve business practicesand , therefore, increase
profits and/or employment , although the extent of improvement on these indicators was
small and varied considerably among beneficiaries , depending on their base level of
management knowledge and capacity .2526 Those beneficiaries with a lower base level of management
knowledge and capacity benefited more from the basic management training and, therefometinpr
their management practices to a larger extent.

Additionally, the literature shows that outcomes vary between markésalgs training and finaat
literacytraining. In South Africa, a study was conducted to analyze the impacts of tm@dkintensse
programs with approximately eight hours per week of fateface classroom tin one week on
marketing and sales and the otheeekon financé delivered to two treatment groups. The marketing
and sales training focused on growsimdthe finance traimig focused on cost efficien&igs A year after
the training, the fibydlpercentagnrdo utphBes nparrokfeittisn g ngcrroeuapsée
by 61percenfi although the differences in these effects were not statistically signiffcahe pahways

to these higher profits differed between the two groups. Entrepreneurs who recemedketing
training achieved gains by increasing sales and hiring more staff  (i.e., they focused ogrowth.
Finance trainees , on the other handenhanced profits by trimming costs (i.e., they focused on
efficiengy® Thus,the former ToC would likely entail increased employment, depending on the sector,
andthe latter theory might actually decrease employment as a cost.

21 9Small and Medium Enterprise Program, Five Years in ReviewdZIlAl hnovations for Poverty Actior2017.
22 |bid.

2 Bruhnet al., 2013.

24 Mano et al., 2012.

2 Bruhn et al., 2013.

26 Mano et al., 2012.

27 Anderson et al., 2016.

28 Innovaions for Poverty Action, 2017

29 |bid.

30 bid.



DEMOGRAPHIC AND CONTEXTUAL FACTORS

Due to the heterogeneous nature of SMHE®e effectof trainingson business resultsivary considerably
among differenparticipantsincluding between male and female business owners and emplo$tedies
show that training programs for SMivners and employeeresult in higheimpacs in business practices
whenthe complexity of the program is matched with the experiencesophistication, of the participants
That is,more experienced individuals benefit from detajlieddepthtrainings angconversely, smalleand
lessexperienced firms benefit from clear, concise, and sini@imings$23334 For example, in the study
from the Dominican Republicited in theprevioussection, therules-of-thumb financetraining produced
more pronounced improgments in business practices for clients with the lowest human capital (e.g., level
of education or skills), limited eante interest in accounting or financial training, and baseline business
practices in the lowest quartike.

Firm and entrepreneur characteristics also impact training outcomndhle study byY. Mano,A. Iddrisu,
Y. Yoshino,and T. Sonobg less seasoned entrepreneutended to do better when they received
marketing trainingsinceit encouraged them tdook beyond their existing business context ataldevelop
new perspectives on products, customers, distribut@ad suppliersEstablished enterprisehowever,
benefited more from finance and accounting skills to reduce costs and increase efficigtitiesheir
businesas3637

Additionally, he impactof trainingalsodepends on the absorptive capacityesftrepreneursand their
employeesin order for training activities to beeffective, managers and workersust applywhat they
learned The absorptie capcity of SME owners and employees is a function of existanrgagement skills,
in-house technical expertise, worker competées, machine capabilities, atiite ability to finance
investmentsThe commitment andnaotivation or the mindset shift which lead to behavior changef
owners and managers is also a key fagioensuring thainew management practices are implemented
and retainedvithina n S ME 6 s 38®d-inallyf aitenc¢he entrepreneursho have the most to gain
from engaging in trainingayalsohave the most difficulty understanding the benefits. This is because they
are not aware of how poorly run their businesses atd.raining uptake can be incentivized when trainers
or training programs can clearly articulate the returns of these training programs to SME empteyees.

GAPS IN THE EVIDENCE

Although there is a significant amount of research on the impacts of trainmgiifmo and small
enterprises, there is mucless evidence and research on the effects of training on more established
companies with larger numbers of employees and capital investraedtsnthose firmsconsiderechigh
growth venturésThere are severahreas that would benefit from additional evidence. These include:

1 Longerterm effects of training interventions beyond a yéar

31 Mano et al., 2012.

32 Bruhn et al., 2013.

33 Anderson et al., 2016.

34 Drexler, A., G. Fischerand A.SchoardoKeeping It Simple: Financial Literacy and Rules of Ttauknerican Economic Journal: Applied Economics
6 (2) (2014) 1¢31.

35 Innovations for Poverty Action, 2017.

36 1bid.

37 Anderson et al., 2016.

38 Arrdiz, |.,F.HenriguezandR. StucchietoSupplier development programs & firm performance: evidence from Gliteall Business Econgmics
vol. 41 (1)(2013) 277%293.

39 Woodruff, C. 0Addressing constraints to small and growing businesskspen Network of Development Entrepreneurs (ANDE) and
International Growth Centre (IGC)London School of Economics Working Pap2918.

40 McKenzig D.,andC. Woodruf. o0 What Are We Learning from Busi ness therDevelopingg and
Worl d?6 Worl d BankOlResearch Observer

41 Bloom N.,B.Eifert,e t [oés.management matter? Evidence from Iddiae Quarterly Journal of Econpwoicsl28(1)2013) 1¢51.

42 Anderson et al.2016.

43 Woodruff, 2018.

4 Mano et al.2012.
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9 Differences based on firm characteristics, includirgglifecycle stage of the firm (staup, earlystage,
growth, mature); he ageand sizeof the firm;the competitive nature of the industry and sector the
SME is working in; the age and gender of -the SMI
taking abilitypr general skill levels
Impacts of more advanced SME tiags*6
Impacts of soft and nenognitive skills trainingy
Impacts oflifferent funding models for SME training (edgnor-fundedtrainingsversustrainings paid
for by SMEsincentivebasedpayments)
1 Specific effects and impacts of trainimgswomen and wometowned business or youth and youth
owned business

=A = =4

A number of training implementers collect data related to the cost of training programd they also
collect impact at different periods aftehe training programsHowever, there is a lack of public
information on the cost -effectiveness of training programs as interventions for increasing SME
profits and/or employment. Becaus$eining programs can be expensive , it would be extremely
useful to begin analyzingnd publishinghe costeffectiveness of training programsspecially when
comparing them against other types of interventéh

DEBATES AND CRITIQUE

Although the referencedstudies reveal that SME employees and owners can improve tkils and
capacities by participating in a training prograhe literature, in general, has not validatdte link

between training anthcreased sale’85051 Overall, training programs produced significant improvements

in entrepreneur sd s kthelatermge affeals obthe lraaning am the salestamd wrefitse r
of the participantd f are esosiomically large batatistically insignificapt>354

IMPLICATIONS AND REOMMENDATIONS FOR DONDRS

The cost of delivering training fi defined as classroostyle learning with preplanned modules or
session8 can be expensive relative to other interventions , and the results of training interventions
are mixed & best. Therefore, donorsshould consider assessing whether a training interventisn
necessarypefore implementing training activitie&fter a training interventions establisheasrequired,
donors should consider the types of businesses (small, mediatablished, new, owners and employees
with high education levelsnd otherg they are targeting andhen tailor the training intervention
accordinglysince different types of businesses benefit from different training prog¥ing to the high
costs of training, as a part of the training design process, donors may consider whether an xcess
finance component should be integrated into the training interventsimgemarket prices fora training
programmay significantly hinder SME uptake of thagpam?sé

4 Bruhn et al.2013.

46 Mano et al.2012.

47 In this report, soft and nonognitive skilse defined as broad set of skills, behaviors, and personal qualities that enable people to effectively

navigate their environment, relate well with otheperform well, and achieve their goals.

48 Woodruff, 2018.

4 McKenzieandWoodruff, 2014

50 de Mel S.,D. McKenzie and C.Woodruff. "The demand for, and consequences of, formalization among informal firms in SrilAmkaican
Economic Journapplied Economiesl. 5(2)(2013) 122,150.

51 Cook andOlafsen 2016.

52Mano et al., 2012.

53 Drexler et al., 2014.

5 Grimm, M., and A.L.PaffhausendDo Interventions Targeted at Micr&ntrepreneurs and Small and Medi&ized Firms Create Jolds?
Discussin Paper No. 81912014

5 Anderson et al., 2016.

56 1bid.



CONSULTING SERVICES
THEORY OF CHANGE

IF THEN
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SME owners employment

receive They change
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services

Increase
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They
increase
sales

Increase
employment

PROGRAM A SSUMPTIONS

1 Employees or owners of SMEs lack skdlisl are aware of this need but lack capital to acquire
consulting commercially

9 Consulting is the only input SME owners need to implensilts (not time, capitabr other inputg
andto realizeincreases irsalesor efficiency

1 SME owners invest in jobs and/or experience greater profit margins from efficiency and/or gains

Although the impacts of training programs on SME growth are mixed, studies on consulting

services show a stronger link to SME growth .57 Consulting services differ from standard training in

that the technical assistance is typically customized to the firnitasgecific needs. Although the process

may vary, generally interventions are carried out in a {wmse process: 1) consultants generate a

di agnostic report that evaluates t h;andR)iconsufasts e xi st |
implement a congting plan that advises managers and firm employees.

To test whether consulting services impact SME performance, a field experimigntia analyzetéxtile
firmsthat had received free services from mternational consulting firn.he consulting firntrainedand
mentored firm employees on modern ways to manage inventory and standard operating procedures
based on thendividual needs of thiextile plants. Results of the intervention showed that the consultancy
raised productivity by 11 percent andincreased annual firm profitability by  US$230,000
through improvements in quality, efficiency, and inventory controls. In addition, the intervention
centralized decisiomaking and increased the use of computers for data collection by middle
managemer®

57 Innovations for Poverty Actior2017.
58 Bloom et al., 2013.
59 1bid.



In Mexico, asimilar study was conducteasn 80 firms that received subsidized support frofocal
consulting firmg? The state governm@ paid for most of the consulting feewith beneficiaryfirms
contributingbetween 10percentand 25percent of the cost, depending on firm siz€he process was
similar in nature with a diagnostic phase first, followed by implementafioprogram evaluation was
conductedone year after the intervention concludeds in the India study, the consultancy resdtin
increased SME productivity. In addition, the study found a positive return on assets and entrepreneurial
spirit. Consulting servicaacreased firm employment by 44  percent and wages by 57 percent .61
Another Mexicebasedstudy found thathe provision ofconsulting services to SMEsssuccessfulyith

an80 percent increase in sales and al20 percent increase in profits .62

GAPS IN THE EVIDENCE

Althoughthe link between consulting services aBBIE performance is well estathed, thetypes of
consulting servicethat are most appropriate for different types of SMEs, and assocrathdhe greatest
impacton SME growth, are less know#ln addition, he literature reviewed did not identify any evidence
specific to the effed of consulting services on firms with different characteristics, including the lifecycle
stage of the firm (startup, earlystage, growth, maturgjhe age of the firmand the age and gender of the
SME ownerTherefore, we see an opportunity for furtheesearch irnthese areag* As with thetraining
ToC (noted earlier in this report) there are also gaps in evidence on the impact of definoded
consultingservices ®rsusthosefacilitated by donor programs, while paid for directly by SMilksg with
donor programs supporting existing service provideessusproviding consulting directhyFinally,as a
donor colleague suggested, further research could shed light on whetheeseipg consulting with other
interventions,(e.g, after training might be even more effective.

DEBATES AND CRITIQUE

One critique of consulting services interventions is that most firms will not smethassistance on their
own without additional incetives. Researchers speculate that that there may be a number of market
failures that impede or deter SMEs from procuring consulting services, rfamely

91 Insufficient information . SMEs may not have sufficient information on bhusiness management
servicesawilable and the potential return on investment. Similarly, service providers may lack
information about the type or quantity of services demanded by SMESs, leading to inadequate supply
and underinvestment frorhusiness management servireviders.

1 Risk aversion. SMEs may be risk averse andyavoid investing in services with a high but uncertain
potential return.As donor experts pointed out, a relatedsue could be that SME owners correctly
expect that consultants may propose significant changes to their busitéssSME owners may not
be willing to make.

1 Credit constraints . SMEs may face fililulties accessing credénd lenders arealuctant to fnance
consultingactivitiesthat cannot be collateralizefg676869

In addition, the effect oprocess innovatiobhe implementation of a new or significantly improved
production or delivery methodl on employment is nostraightforward. Process innovati@man lead to a

80 Bruhn et al., 2013.

51 1bid.

62 Cook andOlafsen 2016.

53 Bruhn et al.2013.

64 Woodruff, 2018.

% Bruhn et al., 2013.

66 Bloom et al., 2013.

87 Bruhn et al., 2013.

68 Campos F.A. Covillg et al.oLearning from the Experiments that Never Happeréd/orld Bank Policy Research Working Paper 6292612

69 Coste A., andD. Hristova.0How to Make Grants a Btter Match for Private Sector Development: Review of World Bank Matching Grants
Projectso Washington DC: World Bank 2016.
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substitution of capital for labor, but it can also increase firm productivity, lower prices, and increase
demand for an SME&ds products or service®, |l eading

IMPLICATIONS AND REOMMENDATIONS FOR DONDRS

Consulting services can be expensive ; however, as exhibited in the research, consulting services are
more likely to yield impact over standard training programs. Where possible, incorporating specialized
consulting supporfwhether local or internatioal) into the program design process can yield considerable
returns in terms of SME growth. In addition, it is important to identify any market constraints to consulting
services that existduch asnformation gaps, risk aversiosmdcredit constraintsamong otheryand then

tailor the intervention design to address thésdor example, matchmaking activities that linksiness
management servigeroviders and SMEs, and incentives lioisiness management servip@viders to

tailor senices based on SME needs.

MATCHING GRANTS FOR BUSINESS MANAGEM ENT SERVICES
THEORY OF CHANGE
IF THEN

They increase
cost efficiency

' They change
SMEs receive They purchase business

a matching needed practices

services and/or improve

gfranc productivity

They increase
sales

PROGRAM ASSUMPTIONS

SMEs do not have the funds or access to finance to purchase the services they need
Through a grant, SMEs are incentivized to purclsgsgices they would not purchase otherwise
There is market failure in investment decisignghich justifestaking over financial intermediation
SME owners or employeesisely use the cash or4kind grant for investments

1 SME owners invest in jobs and&xperience greater profit margins from efficiency and/or gains

1
T
1
1

In many developing countries, matching grants programs are flourahialdernative funding options for
SMEsand areamongthe most common tools used to boost firm growf#72 Matching grants are short

term, temporary subsidies provided t8MEson a costsharing basjsvith the SME providing anywhere
between 10percentand 50percentof the cost. Additionally, matching gramsograms are often used to
encourage SMHs purchase specialized servifiegenerally aimed at building entrepreneur and employee
capacities and knowledgsuch as trainingsapacitybuilding, marketing, and trade promoti®it4 Usually,

firms are restrictedfrom using matching grant funds for wages or other recurrent business expenses.
Some researchers theorifiethough there is no evidence yet to support thighat providing cash
subsidies to SMEs directly will be more efficient, since they can clsmrseesor equipment according

to business needs. Additionally, matching grants programs are often justified on the grounds that the

70 Castillg V., A. Maffioli e tinnoadtian padicy and employment: Evidence from an impact evaluation in ArgéfieicanicaNotes No. IDB-
TN-341. WashingtonDC: Inter-American Development Bank011.

"t Innovations for Poverty Actior2017.

72 Campos et a).2012

7 bid.

74 Coste andHristova 2016
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increased demand for services may also stimulate a competitive response from existing or new service
providers andmaycreate podive externalitiesathough the evidence for this is also still lackifg.

In Mexico, a study was conducted of 80 firms that received subsidiaegultingfrom local consulting
firms?7 The state government paid for most of the consulting feggh bendiciary firms contributing
between 10percentand 25percentof the cost, depending on firm sizA.surveyconductedat the end
of the program to measure the effect of the consulting $exg on firm performancéindicatal that the
program led to significant increases in productivity. Howeviltlere wasno increase in sales or
employmentafter one year of the interventionin the longe run, three years beyond the intervention,
the administrative data reveal@whportant impacts on employment, with a 4dercenthigher number of
employees and a 5Jercenthigher total wage bif Per this evidence, the link between matching
grant programs and SME growth is positive, particularly in the long run, and SMEs can
achieve growth thr ough improved firm performance and job creation.  798081However, the utility
of what the firm purchases with the matching grant is significant.

GAPS IN THE EVIDENCE

Despite he common useof matching grants bgolicymakes and development practitiongriew impact
studies have been successfully carried &imcematching grants can be used to purchase many types of
servicesand thus provide a variety of outpytthe evidence reviewetfom multiple sourcess generally
insufficient toattribute impac$2838485 However, based on the one impact study conducted on this topic
(cited earlier), matching grants can have positive impacts on SME growth through improved firm
performance and job creatigmvhen they are conditional on effective use of the grant.

More research is also warranted on the impacts of cash addrid grants on different SMEgepending
on firm-level characteristigsncluding the lifecycle stage of the firm (stap, earlystage, growth, mature)
andthe age of the firmAdditionally, the terature reviewed did not identify any evidence specific to the
effects of grants on women and womemwned business or youth and youtiwned businessTherefore,
we see an opportunity for further research in this area.

DEBATES AND CRITIQUE

The main questins surrounding matching grants programs: djewhether the grants are necessaand

2) whetherthey are the most appropriate interventiggiven the contexg®é The assumption underlying

the use of a matching grant program is thiay lowering the effectie price paid for services, firms will
purchase more of these services. It also assumes that firms will purchase enough of a service on their
own, with the right grant incentive®:88 However, common issues with matching grant programs include
the absence b

1 Demand assessments and information about existing services available on the local market
91 Addiscussion of the specific market failures or the generation of public economic gains that the use of
a matching grant would address

7> Campos et a).2012.

76 Cravo and Piza, 2016.
77 Bruhn et al., 2013.

78 | bid.

7 Campos et a).2012.

80 Cravo and Piza, 2016.
81 Piza et al., 2013.

82 Bruhn et al., 2013.

83 CravoandPiza 2016.
84 Coste andHristova 2016.
85 Piza et aJ.2013.

86 Bruhn et al., 2013.

87 Campos et a).2012.

88 Bruhn et al., 2013.
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1 Aneconomic analysisoféh pr oj ect 6s costs and ben gwthoutthe compar

project or the potential use of a different instrumesst.

Implementation risks increase when donors do not adequately analyze or understand the rirackees
where SMEs are not etrainedby lack of capital to purchase a service or by a lack of availability of
competitive servicesand where such services dwt create significanpositive externalities, subsidizing
these services can create distortions in resoumiéocation The most common criticism ofnatching
grantsis the risk of limited additionality, meaning ttihe grans may benefit firms that woulpayfor the
services anywayAdditionally, i matching grarst give SMESs only a temporary incentive to procure more
servicesdut do nothing to solve the inherent market failure that prevented them from using these services
in thefirst place, the impact of thprogrammay be limited°

Related to this constraint, many matching grants projects lack monitoring and evaluation $)48dths
t o measur e a immpactorctieimarket farcertain sefvises (since few matching grant projects
identify the precise market failure that is causing a lack of SME gréwth).

IMPLICATIONS AND REOMMENDATIONS FOR DONDRS

The specific counyr context and local conditions will determine the need for and design of a matching
grants program. To provide an economic rationale for a matching grant interventiotoamaderstand

the underlying problem that the matching grants are intended to fixiot® must answer the following
guestion&?

1 Given the large effects on productivity, why are business owners or leaders not purchasing these
services themselves™

1 Are matching grants the best way to incentivize private investment to induce mdihs, or could
other forms of funding or credit be more effectivi@?

This implies that donors must dedicate sufficient resources during project preparation to collect
information andto analyze the current obstacles that may limit the use of a sentlte potential for
additionality and externalities, and whether grants are the best available tool to address market
constraints. Inadequate economic rationales may increase the risk$) dow uptake by targeted
beneficiaries2) inappropriate targetig that limits additionality compared to what firms would pay for
anywayand 3) market distortions. Conversely, welésigned projects that are adequately tailored to local
circumstances and capacity result in significant additionality, sustainabilith@eraodstration effectés

89 Coste and Hristova, 2016.
90 |bid.

9 | bid.

92 Campos et a).2012.

98 Bruhn et al.2013.

%4 Campos et a).2012.

95 | bid.

9% Coste andHristova, 2016.
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ACCESS TO FINANCE THEORIES OF CHANGE

Limited access to finance for investments is one of the most serious obstacles to SME growth, and access

to credit is animportant determinant of firm performanc® The availability of credit laws firms toinvest

in productive assetshat are likely to lead to productivity growthincrease production, antire new
employees as inputs to producticd SMEs need working capitat well aginancefor investment projects
where the terms match tb expected chronology of the returns (e.ghe finance has the right term
structure). However,banks in lowincome countrieggenerallydo not have the appropriate productand

the high transaction costs for lenders to process, monitor, and enforce small SME loans increase interest
rates, making borrowing more expensiee unavailabldor SMEsrelative to larger firm$? Part of the
problem is legal (movable collaterak well a an effective system to actually repossess or foreclose on
property). Anotherpart of the problem is informational (credit history and probability of repaymeiyl
another pieceis often ashallow financial system that does not do, for example, faggdoeans based on
contracts or trade credit or equity investidgall of which might benefiighgrowth SMEsAs a result,
SMEs face high interest rates, do not get longer term loans, or may not even get loans at all.

Due to these constraints, SMifhancingorogramsare common among donors amablicymakes.100101

Over recentdecades, financial institutions, governments, and donors invested considerable resources in
developing new products and programs to provide SMEs with the financing they need tdogrow.
Interventionsinclude subsidized loangedit guarantegsand risksharing arrangement3

ACCESS TO CREDIT
THEORY OF CHANGE '™

IF THEN

They
purchase
needed
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More SMEs
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{(more and/or
cheaper)
credit
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They change
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practices

and/or
improve
productivity

They improve
product
quality
and/or
product
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They increase
cost
efficiency
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increase
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Increase
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Increase
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Increase
profits
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Increase
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employment

97 LoeningJ. B.Rijkers and M.Soderban. 6A rural-urban comparison afnanufacturing enterprise performance in Ethiapi@orld Development

vol.
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38 (9)(2010) 12781296.

% Ayyagari M.A. DemirgucKunt, and V.MaksimoviccSME FinanagWorld Bank Policy Research Working Paper 822017.

100 | bid.

101 pjza, C., T. Craveet al.0Protocol for a Systematic Review: The Impacts of Business Support Services for Small and Medium Enterprises on
Firm Performance in Lovand Middlelncome CountriesA Systematic Revie&The Campbell Collaboratiqr2013
102 |nnovations for Poverty Actior2017.
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PROGRAM A SSUMPTIONS

1 SMEsieed a loaror credit to purchase services or equipment

I SMEs are creditworthy

1 SME owners oemployeesvisely use the additional financing for investments

1 SME owners invest in jobs and/or experience greater profit margins from efficiency and/or gains

Several studiesvestigatahe effect of access to finance interventions on vtivth. The researcHinds
that some of thesdnterventions including improved credit information and collateral law refoican
boost firm performance in areas such as sales and employisent.

ACCESS TGCREDIT INFORMATION
THEORY OF CHANGE

IF THEN

Lenders have
More SMEs

improved See “Access
information

receive

(more and/or to Credit
on the cheaper) theory of

creditworthiness credit change
of SMEs

PROGRAM ASSUMPTIONS

1 SMEs need a loan or credit to purchase services or equipment

1 SMEs are creditworthy

1 SME owners or employeesisely use the additional financing for investments

1 There is information asymmetry on the creditworthiness of SMEaders need more informatian
sometimesat a lower cosii on the creditworthiness of SMEs

1 Lendes want toprovide loango SMEs

The evidewge shows that informatiormasymmetriesr e st r i ct oMiEasic@ andh that eredis
information can improve financial inclusion for SMES? Such information includes any data that helps a
lender decide whether a firm is creditworthgnd is often used @ generate credit scores predicting
repayment on the basis of borrower characteristiesOnly about 50percentof countries have a credit
bureau. Recent evidence shows thatlicy efforts directed at introducing credit registries can reduce
information asgnmetries between borrowers and lenders and can improve access to finance at the firm
levell09110111 Several studies establish a positive link between reforms in information  -sharing
systems and increased access to finance. A direct link has also been establish ed between the
introduction of credit information  -sharing systems and job growth. 112

105 Cook andOlafsen 2016

106 1bid.

107 0Global Financial Development Report 2014: Financial Incladigdi:10.1596/978-821399859. Washington, DC: World Bank014.
108 |bid.

15 Doi ng B u:sMeasaisgsRequlatd@iiality and EfficienayDOI: 10.1596/978l-46480667-4. Washington, DC: World Bank016
110 Ayyagari et al,. 2016.

11 Ayyagari et al., 2017.

112 Ayyagari et al., 2016.
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In addition to credit bureaushanks are finding new ways to access information about poteSHE
borrowers. Some banks take advantage of cresiingopportunities with SMEs by providing checking
accounts, transaction banking services, and cash management services. Through these services, the banks
develop relationshipwith the SMEs and gain information about their financial behaviors, vihitrn,

leadst o SME | ending. For example, the World Bank foul
of its SME revenues through deposits and other4wmding products. However, its lending revenues are
growing quickly as the deposinly clientsbegi t o t a k é13Bankg in dmerging snarkiets are also
increasingly providing nonfinancial services to SMEs to improve creditworthiferssxample, banks are

offering training and consulting services that can improve SME recordkeeping, allowingobartks

easily assess risk by obtaining detailed information about SME business operations, finances, and banking
needsti4

Overall, additional borrower information (through improved informatisharing systems and credit
bureaus) leads to an improvementtime efficiency of creditllocation decisions and loan performance,
which then leads to SME growtkb.

COLLATERAL LAWS
THEORY OF CHANGE

IF THEN

Regulations More SMEs

"
allow secured receive See “Access

to Credit”
theory of
change

transactions (more and/or
and movable cheaper)
collateral credit

PROGRAM ASSUMPTIONS

SMESs need a loan or credit to purchase services or equipment

SMEs are creditworthy

SMEowners or employeesvisely use the additional financing for investments

The current ollateratbasedending systempgresent barriers to SMEs in accessing credit
SMEs want to collateralize their movable assets

Movable collaterals commercially viableollateral for lenders

Lenders are willing to accept movable asset<ollateral.

= =4 =4 =8 =4 -4 9

To compensate for missing information on the creditworthiness of Sdiesbecause of the general risk

in SME lendindenderstend to ask for collateral to guarantee a loabata from World Bank enterprise

surveys shows that around f#rcentof loans or lines of credit require some form of collateral. Movable

assets, as opposed to fixedassstsuch as | and or buil dings, of ten ac
stock. Forexample, in the developing world, P&rcentof the capital stock of businesses is in movable
assetssuch as machinery, equipment, or receivables, and onlygeB&ntis in immovable propertyts

However, lendersare often unable to accept movable assesscallateral because of nonexistent or

113 \World Bank, 2014.
114 |pid.

15 Ayyagari et al., 2017.
116 \World Bank 2014
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outdated secured transaction laws and collateral registries. Many legal systems place unnecessary
restrictions on collateral, leaving lenders unsure whether a loan agreement will be enforced by the
courts1t” Even withappropriate systems in place, uptake may be skincelenders must develop new
products, learn to evaluate new types of collaterahd develop new practices for collection and
liquidation.

According to the evidence;ollateral system reforms can lead tweater lending, especially for smaller
and younger firmgt8 Research also found thatfter reforms enlarging collateral menus were passed in a
number of Eastern European countries to include movable assetsn@chinery and equipment), firms
in movableintensive sectors borrowed more, invested more in fixed assets, hired more workard,
became more efficient and profitabe120 Thus, the expansion of collateral laws to include
movable assets can have positive impacts on SME employment growth, efficiency, and
profitability

SUBSIDIZED LOANS
THEORY OF CHANG E

IF THEN

More SMEs
receive
(more and/or
cheaper)
credit

See “Access
to Credit”
theory of
change

Loans are

subsidized

PROGRAM ASSUMPTIONS

)l
1
|l
1

)l
)l

SMESs need a loan or credit to purchase services or equipment

SMEs are creditworthy

SME owners or employeegisely use the additional financing for investments

SME owners experience greater profit margins from sales efficiency andigairadl other

market conditions are favorable

SME ownerdire more workers in order to realizesalegyains

The subsidy is sufficient to change | endersd pra

In subsidized loan programs, a subsidy compensates for the lowensatnl lenders from lending to less
profitable SMEshat previously could not get financingconomic theory would suggetitat access to
subsidized credit should lead to high8ME growthwhich is why sbsidized credit lineand loansare
popu|a|:121.122

117 World Bank 2014
118 Ayyagaret al, 2017
119 Campellg M., and MLarrain.0Enlarging the Contracting Space: Collateral Menus, Access to Credit, and Economic A&texigw of Financial

Studies vol.29 (2016) 349383.

120 Ayyagarkt al, 2017
121 AjvazianV. and ESantor.oFinanciatonstraints and investment: assessing the impact of a World Bank credit program on small and medium

enterprises in Sri Lank&Canadian Journal of Economics/Revue canadienne d'éceonlodig@(2003) 475500

122 CravoandPiza 2016
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Baween 1979 and 1991, the World Bank provided Sri Lanka with $110 million in financing fes SM
through a series of four credit programisnown as theSmall and Medium Industries (Slgipgram The
World Bank did not lend the funds directly; rather, the gp@m operated through an autonomous body
known as the National Development Board (NDB). The NDB provided capital to participating financial
institutions (PFIs), which then retailed the loanable funds to firms. Under the program, firms would
approach the paicipating credit institutions and apply foraloddpon appr oval , the fir
would be forwarded to the NDB, whichin turn, would approve the loan and consequently refinance the
PFI A 10year study of the prograrehowed thatalthough receivinthe subsidized loan digad to higher
levels of investment for financially constrained firthe firms did not increase their profits any

more nor become more economically efficient than those firms that received a loan without

the subsidy.123

CREDIT GUARANTEES
THEORY OF CHANGE

IF THEN

An institution

lowers the More SMEs See “Access

to Credit”
theory of
change

lender’s risk receive
through a (more) credit
credit guarantee

PROGRAM ASSUMPTIONS

1 SMEs need a loan or credit to purchase services or equipment

1 SMEs are creditworthy

1 SME owners or employeasisely use the additional financing for investments

1 Lenders would not have issued the loans without tmedit guarantees

T The guarantee is sufficient to .lower | endersod ri

Donors andpolicymakes can encourage banks tend to SMEs by taking on some of the credit risk
through guaranteesither for a portfolio of loans or for individual loans. Riskaring arrangements
which a donor or institutions reimburse a bank for a portion of the principal losses incurred faulied
loans can increase lending to SME#ey do thisy lowering the amount of collateral that an SME needs
to pledge to receive a loan because the guarantor provides part of the collatstabrding to the
research,credit g uarantee s can help SMEs grow more rapidly in terms of capital growth ;
however, the loan guarantee also increases the probability of default 124

123 Aivazian and Santor, 2003.
124\World Bank, 2014
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DEMOGRAPHIC AND CONTEXT FACTORS

Evidence suggests that womewned firms tend to bdewer andsmaller than firms owned by men and
that theytend to grow at a slower rate2s Several factorsincluding type of business, managerial skills,
regulatory environmentand others,may spur these differences, but access to financial services also
matters. There is a demonstrable gender gap dceas to finangewhich can be explained in two
dimension&s

1 Bias or discrimination against women
M Differences in womends education | evel, i ncome
aspects of creditworthiness’

In contexts where gender biasrodiscrimination is relevant, interventions should consider -anti
discriminatory programs or competitieenhancingstrategies?8 If differences in the dimensions of
education, income, or employment for women are the main cause of the gap in access to,finance
interventions should aim to improve these binding constraints. For instance, interventions aimed at
increasing access to finance for wormmamned SMEs may also need to include management consulting
services or financial training. In nine countries in-Saharan AfricéAterido, Beck, and lacovorfeund

that, althoughthere are fewer womerowned firms in these countries, there was no evidence of gender
discrimination or of lower inherent demand for financial services from these fi##t%

Access to creditssues forSMEs may, in some contexts due to alack of competition in the banking
systemWith lack of competition, there is no incentive for banks to engage new customers, such as SMEs
and they will choose to remain liquid or invest in governmentusities. Ifthe root cause ofa lack of
access to credit for SMEsa lack of competition in the bankimystemthe earlierreferencedToCs may

not have any impact

GAPS IN THEEVIDENCE

Access to credit interventions are becoming more popular within development policies and programming;
however,they can bevery expensive and there is limited research on the cost -effectiveness of

these interventions compared to other types of intervention s. Additionally, the literature largely
focuses on debt for SMEs, but some SMEs may require other sources of financing, such as private equity.
Private equity financing cafiow firms to take on more risk in investment because it allows the firm to
sharethe risk with a private equity investor. Other advantages of private equity include:

i It can provide financing that is longrm relative to debt instruments, particularly for riskier and
more opaque borrowers, because banks often offer such borrowerstehdgerm loans, which then
need to be renewed or renegotiated!

1 It can allowfirmsto grow more quickly sinceequity does not need to be palshckright away so any
increased revenues as a result of equity investments can be reinvested into the company

91 Investors aremore willing to take on higher risks arid work with entrepreneurswho may not meet
all ofthe requirementghat banks demand

91 Investors, a partial owners of the firm, may utilize their own networksid expertise to support
growth.

125Bruhn M., and D.McKenzieoln Pursuit of Balance: Randomization in Practice in Development Field Experé#enesican Economic Journal:
Applied Economiesl. 1 (4)(2009) 200;232.

126 \World Bank 2014

27 bid.

128 Beck T., P. Behr, and A.MadestamoSex and Credit: Is There a Gender Bias in Lendirig#fopean Banking Center Discussion Paper
No. 2011027, 2011

129 Aterido, R., T.Beck and L. lacovon@Gender and Fiance in SuBaharan Africa: Are Women Disadvantagg@@licy Research Working
Pape WPS 5571 Washington, DC: World Bank, 2011.

130\World Bank, 2014.
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However, the effect of debt versus equity financing on SME growth in developing countries has not been
widely or rigorously analyzed. In addition, there are a bemof new access to credit models emerging
including fintech applications, blended finance, convertible gedbtision of technical assistance to banks

for new loan productsand angel investor networks, to name a feamd their impacts have not yet bee
thoroughly studied

Finally, although womends access to finance has b
any evidence specific to the effects of access to credit on youth and youtied businessr on other

firm characteristics, inadingthe lifecycle stage of the firm (stamp, earlystage, growth, maturejhe age

and size of the firmandthe industry ad sector the SME is working.i# Therefore, we see an opportunity

for further research in this area

DEBATES ANICCRITIQUES

The literature showghat SMEshave more difficulty accessing finatleen larger firms and suggests that
providingaccess to financéarough some of the means outline@rliermay be necessary f&@MEgrowth

but maynot be sufficient in isolatin. Financial interventions were more effective if they were combined
with business training or capacibyilding activitie&331s4

9 Subsidized loans. The evidence thasubsilized loan interventions lead to SME growth is wesice
studiesfind that SMEs redeing subsidized loans do not experience faster growth over the sample
period than those thateceived a loan without the subsiéi? These findings may be a resut®ME s &
accesgo cheaper capitalvhich can lead to overinvestment gragtcording to one sourceHrms may
have viewed the program as a epn# government program and thus deliberately overinvested in
equi pment for fear that they ®Would miss the oppo

1 Credit guarantees. One of the common challenges duied in the research regarding credit
guarantees andsk-sharing arrangements that depending on the context and individual lender, this
intervention may not lead to an increase in lending to SMigstead, banks may usleese credit
guarantees to lowr the risk on loans that they would have issued in the absence ofcthdit
guaranteesAdditionally, although guarantees may increase the probability of detaigltunclear
whether SMEs receiving those loans amarethat their loan is guarantegedavhich may increase this
probability.However, the higher probability of default maflect the riskier, but potentially more
profitable investments made by the firms because of the loans. ihestmentsmay bebeneficial
from an economicgpolicy perspectie and could justify the loss of some guarartests On the other
hand, guarantee schemesso lower the repayment incentivesf firms if they are aware of the
guaranteeandthe schemeseedto be designed carefully and managed effectiwefyrevent large
scale losse®” Moreover, guarantees can inhibit uptake of collatéealding reformsRecent work in
Colombia found that banks preferred guaranteed lending te tard work of developing the
collaterallending marketss

IMPLICATIONS AND REOMMENDATIONS FOR DONORS

Donors may consider directing resources toward supporting the provision of an environment conducive
to lending sincethat seems to be one of the most critical success factors for driving access to finance and
in turn, SME growthln the design of programming, donors should propose interventions to enshae

the legal and regulatory environment for lending is strong, an effective credit bureau is operational, and

132 Ayyagari et al., 2017.

133 Cook andOlafsen 2016.

134 \World Bank 2014

135 Aivazianand Santor2003.

136 | bid.

137 World Bank, 2014.
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the securitization and the realization of (movable) collateral aiieiefit139140 Additionally, focusing on
innovations within financial institutions to helEs access credincludingoetter screening mechanisms,
closer relationships between lenders and borrowersd anore flexible credit productsganall result in
increased credit for SMEg! Finally, donors should consider pairing access to finance activities with other
types of interventionssuch as consulting services or technical assistance, particularly for women and
womenowned businesses.

There may also be a role for government and donors to directly encourage lending to SMEs through
guarantee funds, though emphasis should be placeddnng with banks to incentivize lortgrm lending

(to continue after the guarantee program has been completed). Credit guarantees arshaisikg
arrangements are difficult to design armh their own, do not necessarily ensure an increase in bank
lendirg to SMEs. If these activities are to be implemented, the World Bank has provided a series of best
practices for credit guarantegbased on the experience of a number of researchers and practitioners:

1 Leaw credit assessments and decisimiaking to the pivate sector

9 Cap coverage ratios and delay the payout of the guarantee until recovery actions are taken by the
lender so as to minimize moral hazard problems

9 Price guarantees to consider the need for financial sustainability and risk minimization

1 Encouace the use of riskmanagement tools?2

139\World Bank 2014

140 | bid.

141 |nnovations for Poverty Actior2017.
142\World Bank 2014
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BUSINESS REGISTRATION AND TAXES THEORIES OF CHANGE

0A thriving and vibrant SME sector (characterized by a high rate of entry of new and innovative
entrepreneurial firms and exit of less successful pheg with environments that promote ease of entry

and exit due to a low administrative burden, have sound contract enforcement mechanisms, effective
property rights registration procedures, strong
smallfims, and mor e f | é4Nurbekoas polieyarml tegahfactor& can esodedhe capacity

of SMEgo create employment opportunities, foster innovation, sustdnemselvesand increase profits

Even when the policy and legal instruments themselvesapportive of SMEs, their enforcement and
implementation may be inadequate or inefficient.

Excessive business regulations cdeter and/or prevent SMEs fromgrowing into larger and more
productive firmst44145 Therefore, siccessful enablirenvironmentinterventions such as those related to
firm registration tax administrationandtax policy reform,which relieveconstraints faced by SMEsay
lead to significant SME growtparticularly for higkgrowth SMEs.

BUSINESS REGISTRATIO N
THEORY O F CHANGE

IF THEN
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