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Introduction

Business Development Services (BDS) include a wide range of non-financial services provided by private service suppliers (BDS providers) to entrepreneurs who use them to efficiently operate and make their business grow. Services like market access information, trade fairs organisation, marketing strategies, linking businesses to suppliers, information on supply sources, training and technical assistance, business planning, quality assurance, bookkeeping and management training, advocacy in case of tax and administrative problems, policy development, facilitation for access to finance.
The traditional BDS paradigm developed by the donors agencies in the second half of the 90s and considered as binding law by many development agencies stipulates that BDS clients have to bear the full cost of service provision by paying cost covering fees.
But this full commercial BDS paradigm stipulated top-down from the Turin Club of donor agencies never worked properly in real life. A real BDS market never could be developed nation-wide and in an efficient way. The claim that BDS providers should be paid by the business owners and thus a national BDS market would be developed only worked partially, because most of the micro and small enterprises didn’t respond for these “paid services”.
The following document criticizing the “full commercial fundamentalist BDS approach” outlines alternatives to the common BDS “voucher” instrument and the traditional BDS approach and insists on the diversity of business development by different strategies like support to self-help of business associations and chambers, collaboration with public service providers like municipalities, public vocational training centers and value chain development in collaboration with leading companies.
We do not need a monopoly on business development, 
but different approaches in combination and competition!
1.
Voucher scheme and its constraints
The Ethio-German MSE Development Project evaluation report 12/2004 outlined the instrument of vouchers as one tool for market stimulation. Vouchers are documents issued by a voucher administration entitling users (enterprises) to a specified service at a subsidized rate. It is expected that by way of using vouchers, enterprises would use paid services even after the voucher scheme is phased out.
But some constraints of the voucher schemes are the following:

No valid evaluation on voucher schemes

So far there is no evident evaluation of the real effects of a voucher intervention after the voucher scheme phased out, including a cost-effect analysis and excluding external effects like changes in economic situation and other side-effects after a time frame of three years. In this case it is not clear that:
· the expected increased demand after the voucher intervention is due to the voucher or may be raised by a general trend of a strengthened BDS provider offer on the supply-side; 

· the slightly increased demand after a three-year voucher scheme is due to the voucher itself or due to the economic growth and trend in general and the information campaign accompanying the voucher introduction in particular
"Although a program may not distribute vouchers to a large number of enterprises, if through successful management of the information component and supplier-strengthening activities the new product development and adaptation process is catalyzed, and suppliers become convinced that microenterprises are worthwhile clients, the number of enterprises that will benefit from this intervention in the long term could increase substantially." 
)
The above quote points out that other means than vouchers, namely information campaigns and strengthening of the BDS providers' supply-side, may have brought out the impact on BDS market development. 

Thus, no unambiguous evaluation of voucher programs is available to date - unambiguous in the sense that other effects have been clearly filtered out from the effects from vouchers and that sustainability of a strengthened BDS market can clearly be attributed to the introduction of vouchers:
"In the Paraguay case - it is too early to tell whether the training market which developed as a result of the program will continue to function, and whether the microenterprise clientele will continue to demand services." (Goldmark/Schor, ibid, p.11)
"Both the Kenyan and Paraguyan programs raise serious questions about the sustainability of a training market directed primarily at low-income microenterprises." (ibid. p.13)

"In the Latin America region, several incomplete voucher programs have been put into practice, with disappointing results." (ibid, p.13).

"The East-Java program kept good records, but usage was so low and program regulations so strict that not much market development could be expected." (ibid. 39)

"A third critical issue, still unresolved, concerns the sustainability of voucher interventions." (ibid., p. 15) ... the sustainability of this type of program is doubtful. (ibid., p. 16)
If there are on the one hand already a lot of confirmed negative results, on the other hand positive impact has not been evaluated by netting out side effects. Have there been other interventions, events or programs/institutions during the voucher program that have contributed to BDS market development? Wouldn't there have been other possibilities in the same time frame to raise demand without vouchers? 
In addition to the above mentioned limitations, most of the evaluations have another critical point. They do not measure impact and success on a strengthened BDS market after the voucher program has phased-out but just measure performance of the ongoing program:

"The success of voucher programs is still being measured primarily by the number of courses given and the number of vouchers used." (ibid. p. 48).

But sustainability should be defined as that "positive market development effects from the program continue once the vouchers are discontinued" (ibid. p. 39). Even in this case it is evident that there will be an "echo-effect" of higher demand for some months or one year. But what's about long-term effects say after a period of two to three years?
Thus, the impact of voucher schemes is far long way from a valid evaluation.

Voucher Bureaucracy

Voucher schemes need to be organized by a huge and costly administration of national and regional voucher administrators and a multitude of bureaucratic procedures like identifying suitable institutions for voucher administration, identifying voucher allocating agents, preparing voucher manuals and contractual agreements and setting up voucher administration. Even taken into account these administrative measures it is learned that voucher schemes are often misused by both BDS providers and enterprises arranging informal agreements in order to get the voucher profit without rendering the voucher subsidized services.

The approach involves high costs not only for the subsidized services but also for a huge voucher administration and for anti-fraud control. 
"The Peru program did not produce very positive results. The Peru program faced heightened difficulties in fraud and quality control - especially for non-standardized products like technical assistance...the delivery of individualized technical assistance is much more difficult, and costly, to control." 
) "Many micro entrepreneurs passed the vouchers on to family members who then used them to attend computer courses" (Goldmark, ibid., p. 14) "Non-target-group consumers who are seeking vouchers find ways to circumvent program regulations." (ibid. p. 16)
No cost-effectiveness

Probably, the above mentioned fraud may be kept down by control mechanisms - but only with a costly administration bureaucracy. Thus, costs of voucher program are calculated as follows: 

"The administration costs per voucher in Peru, Argentina, El Salvador, and Bolivia ranges from 25% to 120%." (ibid. p.32)
But do not believe: in this case let's take the 25% system. Not so easy! Programs with low administration costs have a high rate of fraud because of insufficient control mechanisms. Thus, voucher programs are costly - between 1 million to 3 million Euro for vouchers plus 
50% for administration and information costs. But do not believe: in this case let's design a small voucher program. Small voucher programs have almost the same administrative costs like big voucher programs. Thus, the administration cost rate of small voucher programs is near to 100% of the voucher value - no good option for cost-effectiveness! In the case of Ethiopia, the voucher program costs would almost be equivalent to the costs of the entire BDS intervention.
"Bolivia's heavy overhead burden was due in part to the small size of the program." (ibid. p.35)

Work overflow 
One important side-effect of setting up and managing a huge voucher bureaucracy will be, that a voucher intervention can only be managed in neglecting other fields of intervention. The BDS component of the planned Ethiopian Engineering Capacity Building Program for example, will have about four to six line staff members for a countrywide intervention. The staff has to supervise more than 500 BDS facilitators and more than 30 partner organiza-tions, organize sector specific studies and interventions, initiate sector networks of all actors involved, support advocacy on policy level, introduce 50 BDS facilitators in 25 new industrial zones of Addis Ababa and extend an employment program for unemployed TVET graduates in 6-month cycles - plus setting-up and managing a huge voucher system? Thus, the aforementioned activities with already proven performance and impact (see last external evaluation 12/2004) risk to be neglected in favor of a doubtful voucher intervention.
Demand-orientation?

Voucher programs are supposed to be demand-oriented. But most voucher programs in reality never have been demand-oriented! 90% of the voucher programs are limited to class-room and further trainings, because standardized products like training are easier to control than business consultancy and on-the-spot advice. But BDS today is much more than training. BDS is support for access to finance, advice for business planning, intervention in case of tax problems and intervention for premises, support for trade fair participation and export-import, on-the-spot technical advice and re-engineering of enterprises by business consultancy and others. Thus, most of the microenterprises to be involved in the voucher systems have been limited in advance to only one offer-oriented option - training.
Target groups are limited on microenterprises
The evaluation of the Ethio-German Micro and Small Enterprises Development Project recommended focusing in future more on small and medium enterprises than on microenterprises. But it is learned that voucher systems are not adapted to the needs of small and medium enterprises.

"Those who have targeted small and medium-sized enterprises have not done as well in meeting their objectives." (ibid. p.17) "Small and medium enterprises need sophisticated business services, customized courses, and subsequently higher voucher values. Need to market program to employers, but employers often are reluctant to contribute to skills that an employee can transfer elsewhere." (ibid. p.18)
"If the program goal is to stimulate demand for training among small and medium-sized enterprises, or improve competitiveness in regional or export industries, the "traditional" voucher model is inadequate." (ibid. 21)
Market Distortion
The voucher approach is a typical donor-funded intervention – an artificial market simulation. One of the negative impacts of a voucher scheme is the great risk of market distortion. It is clear that voucher schemes create an artificial, subsidized BDS market with a modified subsidized price schedule. Thus, an artificial BDS environment for BDS providers offer and enterprises demand - market simulation instead of market stimulation? 
"Ten of thousands of voucher clients, however, along with hundreds of training providers, may ultimately constitute a powerful local political constituency; and the subsidy may be hard to turn off. In addition, institutions may become more and more adept at capturing the voucher subsidy as time goes on." (Goldmark/Schor, ibid. p. 16) "The voucher subsidy...will cause some distortions in the price of training... suppliers will adjust their prices to reflect the presence of the subsidy." (ibid. p.24)
Thus, voucher studies tell us about "supplier dependence" of voucher systems and "crowding out effects" of non-participating suppliers.
2.
Alternative BDS market stimulation instruments

a)
Agree with Banks and Micro Finance Institutions for non-financial services
The MSE Development Project has already made a first experience with the Commercial Bank of Ethiopia (CBE). CBE wanted to strengthen its business follow-up system of credit clients before they become "bad" clients and do not pay their credits. CBE has already a system of "outreach officers". These outreach officers contact their clients when problems emerge. But these contacts are too late, if the situation already got worsened and credit re-payment is in danger. A BDS training workshop with CBE outreach officers has been organized in order to implement a regular in-time follow-up system. 
On the basis of this experience the following scheme is proposed. The BDS facilitating program/agency makes contacts with commercial banks and MFIs in order to arrange agreements on supplementing financial services to non-financial services. For every credit a certain percentage will be reserved for non-financial services. Our BDS facilitators make an initial assessment of the needs of the respective enterprises and their recommendations for training or business consultancy by private commercial accredited BDS providers. This solution would be a market solution because banks already are reserving a certain percentage of the credit for non-financial services and the service price between provider and client will be the market price. The creditor is obliged to accept in order to get the credit. The BDS provider would therefore come into action without market simulation.
A low level scheme of collaboration would be that loan officers get a list of accredited BDS providers in the fields of taxation, accounting, legal advice, marketing, supply information, tender information, technical training, entrepreneurship training, import/export agents and others in order to link their clients in an early stage to service providers.
b)
Develop a linkage system of BDS-Brokers
Brokers are young people who link the demand of various clients to the respective offer. You can see groups of brokers in red uniforms at the crossing of Urael Church of Addis Ababa. A BDS facilitating program/agency can use these young people in order to link BDS providers with enterprises. These Brokers may be paid a basic salary plus a commission if contacts are successfully arranged. On the one hand this system is a subsidized system because private Brokers are paid by the BDS facilitating program for a certain period of time. On the other hand, neither the BDS providers' offer nor the enterprises' demand is artificial because they get and pay the real actual market price for the services. The Broker system may be put into practice as follows:
· The BDS Broker system can be tested with 10 Brokers in the 10 sub-cities of Addis Ababa in collaboration with the 400 sub-city BDS facilitators. Brokers get a list of accredited BDS providers and make contacts with enterprises. 

· Insurance Brokers are already working on a commission basis and can be involved.
· Fee collectors of the 15 Ethiopian city chambers can be involved.

· Other institutions can systematically provide information on the existing BDS offer.

· Private accountants and tax advisors can be systematically linked to enterprises accompanying the BDS facilitators in the stage of needs assessment of our 6-month BDS cycles. The best instrument would be to bring them personally into contact with the business owners.
c)
Introduce a "second assessment" format to the BDS facilitators

The Ethio-German MSE Development Project is working with more than 500 BDS facilitators. These BDS facilitators have good results in linking business owners to public, private and commercial institutions in order to solve specific problems like taxation, access to finance and premises, trade fair participation, business planning and others. But often these facilitators neglect to link businesses to private commercial BDS providers. This is not only their fault but it was because of lack of lists of providers. 

· Thus, based on a vast registration of BDS providers and lists available by profession (tax advisors, legal advisors, accountants, entrepreneurship trainers, technical training centers etc.), based on our already standardized needs assessment (see BDS toolkit on www.bds-ethiopia.net/documents.html), facilitators fill a second format specific to the needs of the business and the related offers of commercial providers. This format will list the different needs in accounting, taxation, legal advise, technical training and assistance for access to finance and premises and merged with the list of respective private service providers in the locality. After this second assessment facilitators link the respective providers personally to the business owner. It will be up to the latter to make use of the offer or not. 

d)
Advertise and run information campaign on BDS offers
Why not subsidized advertising measures of BDS providers is used if subsidizing by voucher schemes is justified? At least these indirect subsidizing measures are not directly subsidizing the service price and the demand of enterprises thus not creating an artificial market of demand. BDS providers can be supported for advertising in 
· Radio, TV, newspapers, leaflets and other means;
· the BDS facilitating program can support BDS providers to open a stand on trade fairs;

· associations like the lawyers association can be promoted.
e)
Introduce a regular Business Information Radio Program and link businesses 

to BDS providers

Two radio programs targeting the business community have already been launched with success by the Ethiopian Chamber of Commerce and the ILO Women Entrepreneurs Development Project. 

A radio program can be designed based on the presentation of specific problems of the business community. Internal problems like accounting, product development, management and external problems like premises, taxation and legal issues.
In each session one specific problem can be discussed, e.g. taxation or accounting problem, and five BDS providers, e.g. taxation advisors or accountants will be invited for discussion, present their solutions and their offers. Lists of other providers can be made available on our BDS website and be announced in the respective radio session.
f)
Introduce paid BDS services by the Chambers of Commerce 
The Ethiopian Chamber of Commerce is a network of 15 city chambers. These chambers are private non for-profit BDS providers. Are they less important or less sustainable as for-profit BDS providers? They are the representatives of the Ethiopian private sector business community. But they are often not very efficient because of lack of resources. In Ethiopia we neither have a compulsory membership system nor income by a certain percentage of the taxation collected from the business community like in other countries. Thus, Chambers depend only on their membership fees and fees from services. One instrument for income generating BDS services is the provision of advertising space on the chamber webpages. We already gained the following experiences in this respect: 
We produced a webpage www.adamachamber.com for the Nazareth Chamber. The Nazareth Chamber has to pay 800 Birr per year to the Ethiopian Chamber webpage administrator. On the Nazareth webpage business owners can advertise for 1000 Birr per year. The effects are multiple:
· The Chamber gives paid BDS services to the local business community by providing advertising space.

· With 25 advertisers the Chamber can employ two additional staffs, e.g. one business advisor and one membership fee collector. Thus, the first service brings with it other advisory services by the business advisor and more income by the fee collector.

· Besides these paid BDS services, the Chamber will be strengthened on organizational level, because the webpage production brings with it a data collection on membership statistics and information services.
· The Ethiopian Chamber got income from the Chamber webpages and others and employed our project secretary who is running and updating the webpages currently.
From the 15 city Chambers, only Addis Chamber runs by its own and does not need our support. Five of the city chambers are strong enough to produce immediately their own webpage. But even the weakest ones are supposed to be involved because with 15 advertisers they already can employ a business advisor/fee collector and strengthen their capacity. The Ethiopian Chamber itself is currently working on the same system getting income from its webpage www.ethiopianchamber.com. It provides advertising space and administrates webpages for city Chambers, the Amhara Regional Government, the Ethio-German TVET program, private BDS consultants and private companies.

g)
Capacity building of BDS providers
The whole range of support instruments to the BDS providers' supply-side which is not voucher specific can be applied. Especially it is learned that in the field of training short-term and tailor-made trainings should be introduced and have a good acceptance by the business owners who have no time for long-term courses. The following activities are proposed to be undertaken:
· Create a Directory of BDS providers, announce registration by radio and Internet;

· Evaluate/assess service providers competency and capacity;

· Introduce short-term trainings, develop respective curricula and use our BDS information publications for this (short term courses on taxation, marketing, business planning, trade fairs participation, product development, export-import procedures, how to get Internet information on suppliers, and other courses are possible);
· Coach trainers and advisors on their existing training and consultancy offers;
· Conduct training of trainers;
· Support in management and organizational development;

· Support local service providers by international short-term consultants;

· Agree on terms of cooperation and action plans to develop the consultancy sector;

· Introduce BDS providers in needs assessment and action planning for MSMEs;
· Bring BDS providers in personal contact with MSE development agencies and BDS facilitators;

· Strengthen advertising measures of BDS providers and consultants - revise their programs, leaflets and curriculum vitae (see our international short-term 
mission report to support 45 private commercial BDS providers:
www.bds-ethiopia.net/go.html).
h)
BDS Market Stimulation Fund
In order to finance the aforementioned promotional measures - without creating an artificial demand by subsidizing the BDS services themselves - a BDS Market Stimulation Fund can be set up instead of a BDS Voucher Market Simulation Fund.
3.
The Turin BDS fundamentalist approach of the 1990s and the revised 

BDS paradigm of the 2000s
Limitations of the full-commercial BDS approach

The traditional BDS paradigm developed by the Turin club of donor agencies in the second half of the 1990s and considered as binding law by many development co-operation practitioners stipulates the business-like provision of BDS, i.e. clients have to bear the 
full cost of service provision by paying cost covering fees. 
There are few enterprises in the industrialized and developing world, indeed, which operate at such a high level of efficiency that they do not require subsidy and thus utilize the wide range of services offered by private companies, membership associations or public agencies. Experience in countries all over the world – in industrialized countries of the North as well – show, however, that only large enterprises hire BDS providers on their own initiative and pay fully for the services. Micro and small enterprises (MSEs) have no tradition in asking unknown persons for advice. They are suspicious of foreigners and fear the direct and indirect costs unknown to them at the start.
"The important aspect of the revised BDS paradigm of the 2000s is that though the services are still essentially market led; there is increasing awareness that MEs and SEs need preparatory services that may never be paid for. Such services are needed to empower the individual by creating awareness of market potential." (unpublished winning offer of GTZ for a World Bank BDS bid for East Timor, p.6, 2004)  

As larger enterprises are seen as being capable and having the resources to seek out and pay for such services, the BDS concept focuses on micro, small and medium enterprises (MSME) that have barriers in realizing their growth potentials. Since such BDS were to be provided by for-profit companies on a commercial basis, they have mainly been targeted to those businesses that can afford to pay for the services. Therefore micro and small enterprises have usually not benefited from such business-like BDS services to date have usually targeted medium-scale and the upper range of small businesses.
What is sustainable? 
BDS-Coexistence of public institutions, NGOs and commercial BDS providers 

One of the main claims of the full-commercial BDS radicalism is that only with this approach there would be sustainability... why? In terms of sustainability, public business development agencies will exist as long as states and governments will exist and NGOs give their services until donors exist. Self-help organisations like chambers of commerce should be less sustainable as commercial BDS providers? Is there less sustainability as for commercial providers who may also disappear rapidly in a weak economic situation? Thus, in terms of sustainability there is no argument for a BDS model limited to commercial providers.
In terms of market share do not confound the BDS market with the Private Sector Development market. The Private Sector Development market is the whole thing and the so-called commercial BDS market has only a share in it! Private Sector Development is made up of a multitude of approaches like support of self-help organizations like chambers of commerce and business associations, value chain development with focus on lead-companies and direct re-engineering interventions by international experts, institutional development of public and private training institutes and business development agencies, policy development and networking of all partners involved. Even public institutions have a role to play: Standards are of public interest and assured best by a public standards authority, basic long-term professional education is of public interest where public training centers have a role to play. Thus, commercial BDS market stimulation is not the monopolistic approach of Private Sector Development, but only one approach among others.
In the recent discussion even the Turin BDS club environment admits that BDS facilitation and even providing by public and private non-profit institutions and organizations may be necessary:

"Several participants, however, pointed out that although the ideal is to act as a facilitator, in weak markets it may be necessary for an organization to act as a provider for a limited time. The participants agreed that the intervening organization can act as a facilitator, provider, or a combination of both at different stages in a program. Furthermore, NGOs should ensure that their efforts do not distort, but facilitate, market development and should follow a pragmatic approach, depending on the level of development of BDS markets. In general, acting as a provider should be only an interim measure, and an exit strategy should be part of the upfront design." 
)
If this intervention, in the point of view of the Turin club, should be applied for a limited time, we think that in real life there will always be situations where public and private non-profit institutions and organizations have to provide services:
The Ethio-German MSE Development project collaborates with more than 500 BDS facilitators of public, private and commercial institutions and organizations. In Addis Ababa more than 300 BDS facilitators work on the lowest city administration level (sub-city) in direct contact with the local businesses or start-ups and the city administration. 
· If there is a need of premises by local businesses or start-ups, BDS facilitators link them directly to their colleagues next door. Should they first go into town, look for commercial BDS providers, come back and introduce them to both local business and their own colleagues? 
· In case of tax problems BDS facilitators organized meetings between the business community and the tax authority or assisted business owners in direct interventions at the tax office. We do not deny the role of private tax advisors. But one should know that most of them are employees doing this activity in an informal way without paying taxes themselves for this secondary activity. Thus, they never can organize official meetings with the tax authority and intervene directly at the tax office. This is the role to play by our BDS facilitators.

· Business owners of microenterprises often need only a basic introduction to a cash book or to be provided by a loan application form or given some information about loan conditions of banks and MFIs. This basic information services are BDS but they are limited activities of some hints and not profitable for commercial BDS providers. So that is the role to play by our BDS facilitators.

· Some technical trainings and specific trainings need input of training centers with big machinery, non-profitable for commercial providers but feasible for private and public training centers.

· In the value chain approach recently it is discussed by experts, if the complex re-engineering consultancy work of large lead-companies of a respective value chain does not need the direct intervention by international project experts and this without implication of BDS structures. Sustainability and outreach in this case would mean that already 15 lead-companies of value chains in priority sectors can change the entire sector performance if an efficient re-engineering has taken place.
Self-help or BDS?

In the latter discussion nobody speaks about self-help but everybody speaks about BDS. Is self-help less important than BDS? Self-help is the best way of development. But self-help does not obligatory mean that the business community engages private commercial BDS providers to solve their problems. If a business organization has the capacity to solve its problems by the help of business-to-business linkage or by the help of its own qualified staff, then it should do it - even if there may be a potential competition between the self-help activity and the BDS providers' potential offer.
But in the BDS presentation of the donor club we cannot find these alternatives. In the Turin BDS seminar reader Miehlbradt/McVay 2002, on page 16 you will find a comparative table on “traditional and market development interventions”. Traditional interventions are described as donor funded, subsidised and for-free services. Thus, before BDS there has never been support of self-help business associations? There have never been donor independent chamber structures with paid services, membership fees and compulsory membership? Are public training centers always donor-funded and limited in time? 
Chambers of Commerce are the representative institutions of the local and national business communities. They are not commercial providers as defined by the full-commercial BDS approach. They are non-profit self-help organizations and they have a role to play for services and members paid for it. That is why it is not only their right but their duty to give services to their members even without introducing third parties like BDS providers. 
· In Bahir Dar town the BDS facilitator of the Chamber of Commerce organized a meeting with more than 100 enterprises with tax problems and the taxation authority. They managed to have an agreement that allowed the businesses involved to comply with tax regulations.
· Some Chambers of Commerce created webpages and produced paid sub-webs for their member companies (www.adamachamber.com, www.ethiopianchamber.com). They have income from this activity and can employ two additional staffs for fee collection and business advisory. But they compete with the market of private commercial web hosters. Should they step back from this activity in order to spare the private BDS market? Is the sustainability of the Chamber self-help organization less important than the sustainability of the BDS provider?
Conclusion
Without consulting each other, the Ethio-German MSE Development Project and the unpublished GTZ winning offer of the World Bank BDS bid for East Timor came to the same conclusion: For the specific BDS intervention we need a moderated mixed approach of coexistence between public, private and commercial BDS providers and business development agencies.
A multitude of arguments may prove that BDS market stimulation is only one approach among other forms of Private Sector Development interventions. We do not need a monopoly in Private Sector Development but different approaches supporting each other.
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