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1
Background Information

1.1 
Beneficiary Country

The People’s Republic of Bangladesh

1.2
Contracting Authority

The Ministry of Industries (MoI) of the People’s Republic of Bangladesh

1.3
Relevant Country Background

	Annual data   
	2007
	Historical averages (%)   
	2003-07

	Population (m)   
	158.7
	Population growth    
	1.8

	 GDP (US$ bn. market exchange rate)   
	68.5
	Real GDP growth  
	6.1

	GDP (US$ bn. purchasing power parity)   
	197.1
	Real domestic demand growth   
	5.4

	GDP per head (US$ market exchange rate)  
	430
	Inflation   
	7.5

	GDP per head (US$ purchasing power parity)   
	1,240
	Current-account balance (% of GDP)    
	0.5


Source: Economist Intelligence Unit, 2009 

Bangladesh has a parliamentary democracy based on universal suffrage. The 13th amendment (1996) of the constitution provides for the organisation of general elections by a non-partisan caretaker government. Governments serve five-year terms. The Jatiya Sangsad (parliament) is a unicameral legislature with 300 directly elected members. Laws are passed by a simple majority, but constitutional amendments require a two-thirds majority. The 14th amendment of the constitution, passed in 2004, reserves 45 seats in parliament for women. In January 2007 and following weeks of violence, the caretaker government postponed the parliamentary election and declared a state of emergency, which remained in place until elections in December 2009 when the Awami League was elected.   

Bangladesh has pursued market-oriented policies since the mid-1970s. The influence of state-owned enterprises remains strong, but progress has been made in liberalising some sectors. The telecommunications sector was deregulated in 1998, and moves are progressing towards the divestment of all four nationalised commercial banks. The long-term stabilisation of the financial sector will depend on speeding up the privatisation programme and on expanding and maintaining inflows of remittances through official channels.   Owing to the narrowness of the tax base, revenue is largely generated by customs and excise. Personal income is subject to a progressive tax, and corporation tax varies between 25% and 45%. 

While more than half of the GDP belongs to the service sector, nearly two-thirds of Bangladeshis are employed in the agriculture sector, with rice and jute as the primary crops. Remittances from Bangladeshis working overseas, mainly in the Middle East and East Asia, as well as exports of garments are the main source of foreign exchange earnings. Economic growth is rather endogenous with slow growth in foreign direct investment. 

Bangladesh's textile industry, which includes knitwear and ready-made garments along with specialized textile products, is the nation's number one export earner. Many new jobs - mostly for women - have been created by the country's dynamic private ready-made garment industry, which grew at double-digit rates through most of the 1990s.  By the late 1990s, about 1.5 million people, mostly women, were employed in the garments sector. During 2001-2002, export earnings from ready-made garments reached $3,125 million, representing 52% of Bangladesh's total exports.  The initial impact of the end of quotas under the Multi-Fibre Arrangement has been positive for Bangladesh, with continuing investment in the ready-made garment sector, which has experienced annual export growth in excess of around 20%.  Bangladesh also has significant jute, leather, shrimp, pharmaceutical and ceramic industries.

National exports (fob) totalled US$12.5bn and imports (fob) stood at US$16.7bn in 2007, yielding a trade deficit of US$4.2bn. 

	 Major exports 2007(a)  
	 % of total  
	 Major imports 2007
	 % of total  

	 Ready-made garments  
	 65.8  
	 Capital goods  
	 20.9  

	 Fish and prawns  
	 4.7  
	 Textiles  
	 20.0  

	 Jute products  
	 3.3  
	 Petroleum and petroleum products  
	 13.0  

	 Leather and hides  
	 2.9  
	 Iron and steel  
	 5.7  


	 Leading markets 2007  
	 % of total  
	 Leading suppliers 2007  
	 % of total  

	 US  
	 24.1  
	 China  
	 18.1  

	 Germany  
	 12.3  
	 India  
	 13.0  

	 UK  
	 9.7  
	 Kuwait  
	 7.8  

	 France  
	 5.0  
	 Singapore  
	 5.0  


Real GDP growth is forecast to average 5.3% per year in 2009-13, driven largely by private consumption and gross fixed investment expansion. The economy will remain dependent on both the agricultural sector—which provides the main stimulus to private consumption—and the textile industry, which accounts for the bulk of the country’s exports. Workers’ remittances are expected to continue to be an important driver of private consumption, equating to an average of around 10% of nominal GDP in 2009-13. However, an expected increase in the value of workers' remittances in the second half of the forecast period is expected to prove to be insufficient to push the current account into surplus.

1.4
Current State of Affairs in the relevant sector

Small and medium-sized enterprises constitute 90% private sector enterprises and 70-80% of the non-agricultural workforce
.  It is generally recognized that the country's estimated 6 million SMEs and microenterprises - firms of less than 100 employees - have a significant role in generating growth and jobs.   Bangladesh's SME sector contributed up to 25% of Bangladesh's gross domestic product last year, about 40% of gross manufacturing output, and around 25% of the total labour force in Bangladesh.   They also make a significant contribution to exports.  Uniquely, SMEs are also geographically widely distributed so they offer a good prospect for geographic diversification of the economy.  The National Strategy for Accelerated Poverty Reduction II lists SME development as a “critical area of focus for pro-poor economic growth”.   

A 2003 survey
 estimated that there were approximately six million micro, small, and medium enterprises (MSMEs), which include enterprises with up to 100 workers. About 31 million people were employed in MSMEs or 40 percent of the population 15 years and older.  About three-quarters of all MSMEs contributed half of more of the household income in both urban and rural areas and over three-quarters of all MSMEs are located in rural areas. The high level of income contribution is not surprising since enterprises operate 11 months a year, 28 days per month, and ten hours per day on average.

The second Bangladesh Investment Climate Assessment
 found that „the non-metropolitan enterprise landscape is dominated by retail and wholesale trade.  Trading firms account for 43% of all non-metropolitan enterprises, followed by manufacturing (36%) and services (21%).  Peri-urban areas have a smaller share of manufacturing firms (21%) as compared to small-town and villages (39%), but have more traders. The main manufacturing industries consist of manufacturing of apparel and leather (31% of manufacturing firms), followed by textiles (23%), furniture and other manufacturing (12%) and food and beverages (10%). Among trading firms, 91% are retail traders and only 7% are engaged in wholesale trade.  Hotels and restaurants are the most common service enterprise, followed by health and social work and repairs of vehicles, personal and household goods.  However, 75% of full-time equivalent employment is generated in six industries, including manufacturing of non-metallic minerals (primarily brick manufacturing), retail trade, textiles, food and beverage, wearing apparel, and hotel and restaurants. Retail trade accounts for the most full-time equivalent employment in villages (23%) and peri-urban areas (33%), while manufacturing of other non-metallic mineral products dominates in small-towns (45% of employment)“.  This indicates little change from the 2003 survey which also found that the structure of the MSME sector in Bangladesh consisted primarily of wholesale and retail trade and repairs (40%), production and sale of agricultural goods (22%), services (15%), and manufacturing (14%). As might be expected, however, a much larger proportion of enterprises in the rural areas are involved in the sale of agricultural goods and a much larger proportion of enterprises in urban areas are engaged in trade and service.

The Investment Climate Assessment also found that „a large proportion of non-metropolitan enterprises are informal businesses, only 40 percent are registered businesses.  As is to be expected, fewer non-farm enterprises located in villages are registered (29%) as compared to those located in small-towns (40%) or peri-urban areas (57%). Interestingly, among non-registered peri-urban enterprises 66% claimed to be avoiding registration, compared to 33% who report it was not required.  These proportions are reversed among non-registered firms in small-towns and villages (i.e. non-registered firms are more likely to claim registration is not required). Larger firms are more likely to be registered with 80% of firms with ten or more FTE workers being registered compared to 36% of those with less than ten workers“.

In 2003 about half of all MSMEs operated out of their homes. Within the rural areas, over half of MSMEs operated out of their homes. In the urban areas, about 30 percent operate from home and close to half are located in commercial shops. In 2008 slightly more than a third (34%) operate from their owner’s residence, but peri-urban enterprises are significantly less likely to be home-based (9%) compared to those in small-towns and villages (39%). 

The 2003 survey found that the average age of an MSME was 11 years old and the median age was seven years. About one-third of all MSMEs were less than four years old.  The second Investment Climate Assessment found that “firms are on average ten years old.  Twenty-two percent of firms could be classified as new entrants (two years or less), but 30 percent have been in operation for more than ten years“. 

The 2003 survey found that the average size of an MSME was five workers (including the proprietor) and the median size was two. Thirty-six percent of MSMEs were operated by the proprietor alone and 83 percent had one to five workers. More than half of all workers employed in MSMEs were adult paid workers.  The second Investment Climate Assessment found that:

· The majority of metropolitan enterprises in Bangladesh are small, family run, sole proprietorships. Only 2.1% of companies in metropolitan areas are public limited firms, the balance composed of sole proprietorships or private limited companies. 

· Enterprises are primarily male owned, and the vast majority are managed by their owners. Smaller metropolitan firms and those outside of Dhaka and Chittagong are at a disadvantage in terms of management education and experience. 

For non-metropolitan enterprises the second Investment Climate Assessment found that „most of the workers in these businesses are the owner’s family members.  About 28% of firms hired other workers. On average, 17% of the full time equivalent labour force was hired labour with peri-urban firms significantly more likely to hire workers than those in small-town and villages.
  Most workers (80%) that are hired by non-metropolitan enterprises reside in the same village or mahalla where the enterprise is located. 16% came from outside the village/mahalla but from within the same district and only 4% from other districts“.  It also found that „The vast majority of non-metropolitan non-farm enterprises are microenterprises employing fewer than ten workers. On average these firms employed about three full-time equivalent (FTE) workers. Ninety-three percent had less than five workers, 5% employed between 5-10 FTE workers and only 2% had ten or more workers. Most of the firms (98%) are sole proprietorships and owner managed. Labour sub-contracting is a growing practice among some non-metropolitan firms, particularly in the brick industry and in rice mills. Sixty six percent of firms in the brick industry reportedly hire labour via sub-contracting arrangements. A large fraction of firms that hired labour through sub-contracting (63%)  reported that the main advantages were the greater flexibility afforded by sub-contracting, 19% felt that sub-contracting reduced search costs and 17% reported lower labour costs. Overall less than 1% of all non-metropolitan firms hire labour through sub-contracting“.

The 2003 survey found that the median annual net profit per proprietor and unpaid worker was Taka 18,000 (at the time of the survey) within MSMEs, after subtracting depreciation. The highest median profits were earned in one-person enterprises. Considering individual sectors, the highest profits were earned in transport and service activities based on actual hours worked. Based on the full-time equivalent measure, the highest profits were earned in health and social work followed by fishing.

The second Investment Climate Assessment found that the „majority of owners (88%) are male.  Slightly less than half the owners (44%) had completed primary schooling and only a small minority (4%) had a university degree. Owners of larger enterprises tended to be more experienced and educated.
 The vast majority of workers also have relatively low levels of formal education.“
  

At the time of the 2003 survey MSMEs contributed Taka 741 billion to Gross Domestic Product (GDP). Depending on how much of this was already included in the official statistics, MSMEs contributed anywhere from 20 to 25% of GDP in Bangladesh. Considering the sector, manufacturing enterprises contributed the greatest portion to GDP followed by agriculture and trade. Considering sectors at a more detailed level, the three leading contributors to GDP were agriculture and related services, chemicals and chemical production, and retail sales and repairs.  Considering the size of the enterprise, the largest contribution to GDP was from enterprises with two to five workers followed by one-person enterprises.Furthermore, 87 percent of the total contribution came from enterprises with ten or fewer workers. These figures reflected the size distribution of MSMEs. 

In 2003 sixteen percent of all MSMEs belong to some type of business association. By 2008 a significant share of metropolitan firms were found to be located in an industrial estate, and most firms are members of the industry-specific business association. 

The 2003 survey found that three-quarters of MSMEs either outsource activities or receive embedded services. The most common type of outsourcing was market information followed by repairs or maintenance.  The most common reason for outsourcing was that the enterprise could not perform the activity itself.  The second Investment Climate Assessment found that “labour sub-contracting is a growing practice among some non-metropolitan firms, particularly in the brick industry and in rice mills. Sixty six percent of firms in the brick industry reportedly hire labour via sub-contracting arrangements. A large fraction of firms that hired labour through sub-contracting (63%)  reported that the main advantages were the greater flexibility afforded by sub-contracting, 19% felt that sub-contracting reduced search costs and 17% reported lower labour costs. Overall less than 1% of all non-metropolitan firms hire labour through sub-contracting”.  

Responding to open-ended questions during the 2003 survey about then current problems and problems when starting, proprietors cited financial constraints most frequently. When responding to a list of possible constraints read to them, one-third or more of MSME proprietors cited floods and natural disasters, electricity, road conditions, and access to finance as serious problems. Considering the size of the enterprise, electricity, floods and natural disasters, road conditions, and access to finance are reported by at least 25 percent of proprietors in all size categories as serious problems. However, for some problems the pattern changes: for example, as enterprises get larger, skilled labour availability and access to inputs and raw materials are reported more frequently as a problem. 

Table 1 Enterprise constraints from open ended questions:

	
	First current

Problem
	Second Current Problem
	First problem

when starting
	Second problem

when starting

	Finance
	41%
	9%
	50%
	5%

	Marketing
	13%
	8%
	2%
	3%

	Agricultural problems
	7%
	5%
	3%
	3%

	Transport
	3%
	3%
	1%
	2%

	Shop/space
	2%
	1%
	1%
	3%

	Input problems
	2%
	1%
	1%
	1%

	Personal problems
	2%
	1%
	0%
	1%

	Government problems
	1%
	1%
	0%
	0%

	Labour
	1%
	1%
	0%
	0%

	Utilities
	1%
	1%
	1%
	0%

	Tools/equipment
	0%
	0%
	0%
	0%

	Technical problems
	0%
	0%
	1%
	1%

	Other problems
	2%
	2%
	2%
	1%

	No problems
	25%
	65%
	36%
	80%


Source: National Private-Sector Survey of Enterprises in Bangladesh, Lisa Daniels, 2003

Table 2: Enterprise constraints reported by MSMEs from a closed question list
	Constraint
	No problem
	Small problem
	Serious problem
	Total

	Electricity
	44%
	20%
	36%
	100%

	Water availability
	78%
	11%
	11%
	100%

	Sewer, rubbish disposal
	89%
	7%
	4%
	100%

	Natural gas/fuel availability
	87%
	5%
	8%
	100%

	Telecommunications
	88%
	6%
	6%
	100%

	Floods and natural disasters
	32%
	30%
	38%
	100%

	Access to land
	80%
	11%
	9%
	100%

	Road conditions (quality, lack of roads)
	41%
	26%
	33%
	100%

	Transportation to market (quality, distance, ease)
	61%
	22%
	17%
	100%

	Access to appropriate buildings
	89%
	6%
	4%
	100%

	Access to or use of equipment (owned, rented)
	94%
	4%
	2%
	100%

	Skilled labour (availability, quality)
	91%
	7%
	3%
	100%

	Inputs/raw materials (access, quality)
	83%
	12%
	5%
	100%

	Product development
	95%
	4%
	1%
	100%

	Too many competitors
	75%
	18%
	8%
	100%

	Anti-competitive practices
	91%
	6%
	3%
	100%

	Lack of market information (prices, etc.)
	90%
	8%
	2%
	100%

	Crime, theft, and disorder
	66%
	23%
	11%
	100%

	Access to finance
	46%
	22%
	32%
	100%

	Company registration
	99%
	1%
	0%
	100%

	Labour regulations
	99%
	1%
	0%
	100%

	Tax rates, administration of taxes (VAT, bribes)
	96%
	3%
	1%
	100%

	Copyrights and patents
	99%
	0%
	0%
	100%

	Macroeconomic instability (inflation, exchange rate)
	91%
	6%
	2%
	100%

	Corruption – speed money
	94%
	4%
	2%
	100%

	Political influence (local politicians or other pressure)
	94%
	4%
	2%
	100%

	Customs and trade regulations (inc. export to India)
	99%
	0%
	0%
	100%

	Trade, international agreements, standards
	100%
	0%
	0%
	100%

	Other
	99%
	0%
	1%
	100%


Source: National Private-Sector Survey of Enterprises in Bangladesh, Lisa Daniels, 2003

In 2003 thirty-five percent of MSMEs had received credit from informal sources and 18 percent had received credit from formal sources and 17 percent had received credit from nongovernment organizations.

Only six percent of MSMEs in Bangladesh were owned at the time of the 2003 survey by women. Furthermore, they represent only nine percent of the workforce within MSMEs. Female proprietors tend to be most heavily concentrated in manufacturing of clothing, retail sales not in stores, spinning and weaving of textiles, and livestock and dairy production. Female proprietors earn lower profits compared to male proprietors in every sector. There was no statistically significant difference in the percentage of women who had received formal credit compared to men. A greater percentage of women had, however, received credit from an NGO compared to men. A greater percentage of men had received credit from a bank.

Perhaps surprisingly in light of the importance of the SME sector statistical data is in a state of disarray
.  It is only with the promulgation of the Government’s 2005 Policy for SME Development that a unified definition of an SME has been agreed.

Statistical data is only now being collected on the basis of that definition.  Statistics will even then only be able to report on formally registered SMEs.  Government will need to establish ways of assessing the numbers and contribution of the vast number of informal enterprises that exist in all developing economic and at the same time encouraging a move from the informal to the formal sector. 

Whilst the absence of accurate data on the SME sector or accurate data on the problems that the SME sector faces makes problem identification difficult, SMEs have not been able to fully develop due to various constraints, such as lack of medium to long-term credit; limited access to market opportunities, technology, expertise, and information; lack of suitable incentives; inefficient and limited outreach of government services; and weak capacity among SME entrepreneurs in managing functional areas of business.

The national SME policy does identify the 3 key problem areas:

· A legal and regulatory framework that is not conducive to enterprise establishment and growth.

· Difficulties in access to finance at a reasonable cost.  Although, as can be seen from the WB rankings Bangladesh does not rate too badly with respect to ease of getting credit.

· Difficulties in accessing information and support services.

Legal and regulatory framework

Creating an appropriate and effective legal and regulatory framework is an important precondition for the establishment of a legitimate private sector. The absence of an effective, simple and transparent legal system discourages informal enterprises from becoming formal, discourages enterprise establishment and growth and creates a climate for corruption and bureaucratic impediment.

The second Investment Climate Assessment found that “about a third of companies (31.3%) consider economic and regulatory policy uncertainty a major or severe constraint to business”.

Bangladesh is ranked by the World Bank’s “Doing Business 2009” as 110 out of 181 economies in respect of ease of doing business:

Table 3: „Doing Business“ Ranking for Bangladesh
	Area
	Rank

	Enforcing Contracts 
	178

	Registering Property 
	175

	Employing Workers
	132

	Dealing with Construction Permits
	114

	Ease of Doing Business 
	110

	Closing a Business 
	106

	Trading Across Borders 
	105

	Starting a Business 
	90

	Paying Taxes 
	90

	Getting Credit 
	59

	Protecting Investors 
	18


Source: World Bank, Doing Business 2009

Most non-metropolitan enterprises are informal, micro-enterprises and are therefore not subject to many government rules, regulations and licensing requirements. The second Investment Climate Assessment found that “only 4% of non-metropolitan enterprises reported having permits/licences for operating their businesses. The most common types of licences are environmental permits, fire permits, food and BSTI permits, and milling permits.  Overall only 3% of the non-metropolitan enterprises reported having dealt with a government agency during the past 12 months for purposes other than registration/obtaining a trade licence.  Firms were most likely to have dealt with a government agency for tax purposes or regarding environmental regulations”. 

The implication is that it is far easier to remain informal than to become formal: government regulation is therefore inadvertently discouraging a switch from informal to formal operations.

Access to Investment and Working Capital

The World Bank “Doing Business Guide 2009” ranks access to credit in Bangladesh quite highly.  However, SMEs regularly rank access to finance as a significant problem. 

In the 2003 MSME survey
, 58% of the surveyed businesses report the problem of lack of investment funds and 35% also mention the problem of lack of operating funds. 

The second Investment Climate Assessment found that nearly half of metropolitan firms (47.1%) and 23% of non-metropolitan firms consider access to and cost of financing to be a major or severe obstacle to doing business.

Recent studies suggest that banks remain reluctant to lend to SME activities, as they do not consider them as attractive and profitable undertakings
.  SMEs are apparently also regarded by banks as high risk borrowers because of their low capitalization, insufficient assets to offer as loan collateral, and high mortality rates
.  Consequently, loans terms and conditions tend to be unfavourable.

However, the 2003 survey of MSMEs indicate that 70% of MSMEs have no formal or informal credit liability.  The same survey established the reasons why MSMEs did not receive any type of credit: 41% did not need any credit, 20% did not ask for credit as they were worried about their capacity to repay the loan and only 2% applied for a loan but were rejected.  This reflects the findings of a recent impact assessment
 of the SouthAsia Enterprise Development Facility which concluded that access to finance was not a problem, but the cost of finance remained a problem for MSMEs.

The second Bangladesh Investment Climate Assessment (Harnessing competitiveness for stronger inclusive growth) states: “Bold reforms to the Bangladesh financial sector have resulted in a declining importance of nationalized banks and rapid growth in bank assets. Bangladesh compares favourably with its peers in terms of domestic credit to the private sector, though long-term lending as well as lending to smaller firms and firms in the rural non-farm sector has remained inadequate. The financial sector lacks the modern lending techniques and ICT-based operational efficiency to service the MSME demand. A new “downscaling” lending approach is needed, based on risk and credit information, not collateral. A new, modern set of financial services and a variety of products with varying characteristics to suit client preferences is needed by the vast majority of firms, who cannot qualify or are not interested in the traditional collateral-based loan. Only a modern approach to finance will enable the enterprises, especially MSMEs who are engines of employment growth and poverty reduction, to thrive, create employment, and help raise the incomes of the poorest“.  The second Investment Climate Assessment’s key conclusions were:

· Bangladesh compares favourably with its peers in terms of domestic credit to the private sector, though long-term lending as well as lending to smaller firms and firms in the rural non-farm sector has remained inadequate. 

· It concludes that „further expansion of credit to smaller firms requires the adoption of modern risk-based lending methods. Current lending instruments based on collateral (mostly land) are ill-suited to most firms in the country. These rigidities of the financial system cause inefficient reallocation of resources and reduce growth potential“

· At the time of the survey, 50.8% of metropolitan firms had at least one loan from a financial institution and 25.3% of firms had an overdraft facility or line of credit from their bank. 

· In non-metropolitan areas, only 6% of enterprises used formal finance. 3% had borrowed from banks (in the prior three years) and 4% from NGOs/MFIs. 

· A mere 2% of microenterprises had bank loans and slightly higher numbers received loans from NGOs/MFIs (4%). 

· Firms that reported having bank loans were equally likely to have a loan from a private bank or a government commercial bank.

· Medium and long-term credit is scarce.  In metropolitan areas, 69% of lending has a maturity of less than three years. A little less than half of the loans have maturities of one year. 

· Credit information in the country is inadequate and unreliable so banks have to rely on collateral to provide security for the loans. A credit information bureau is operated by the central bank containing current loan information for all borrowers of financial institutions regulated by the Bangladesh Bank. The system is not computerized, however. It only contains information about current loans above Tk. 50,000 (and not the full banking history of the borrower), and does not have a unique identifier for borrowers. This reduces the effectiveness of the system particularly hurting smaller firms who cannot build up reputation-based credit. It also hurts the banking industry because they cannot screen customers with poor banking history. 

· Small firms are credit-rationed, so are landless firms. As a result, most loans require collateral (91.4% of the metropolitan firms reported they needed collateral for their most recent loan and 80% of non-metropolitan firms applying for bank loans reported having to provide collateral).  The collateral used is mostly land.  The lack of a functional system of registered movable property other than for public limited companies is constraining the use of movable collateral.

· NGO/MFI finance is slightly more accessible for non-metropolitan microenterprises, but borrowing from NGOs/MFIs is very costly and loan amounts are small.  

· The narrow product mix offered by banks poorly matches client preferences. Banks are unable to distinguish more creditworthy customers from its client base and offer them better products and conditions. Large and small firms faced very similar interest rates (13.1% versus 13.5% in metropolitan areas and 12.6% versus 13.7% in non-metropolitan areas). The lack of price differentiation is one of the reasons for tight credit to smaller firms. Interest rates were markedly higher for other manufacturing and services, by a couple of percentage points. 

· Banking innovation is lacking. A lack of credit information on customers and an ineffective legal system for contract enforcement means that banks are not willing to lend without very secure collateral. 

· The costs of loans are far more than the interest rates:  hidden costs are estimated at 608% of loan value.
 Costs include complex documentation requirements, long waits, collateral requirements, difficulties in producing financial statements and business plans, and an intensive and complex application process requiring many meetings between borrowers and banks. Doing Business (2007) reports that a typical small business loan requires up to 29 steps, nine meetings with the bank and over 50 different documents totalling 200 pages. Typical requirements for a loan is to get the financial statements audited (only 24% of small metropolitan firms and less than one percent of non-metropolitan firms do that routinely), register the collateral, hold 6-7 meetings with the bank. Small firms in particular find loan applications complex, collateral unattainable and loan approval unlikely. Smaller firms are less likely to have personal contacts in the banks and thus they are subject to more scrutiny.

The Investment Climate Assessment concludes that „the market size for loans to MSMEs is estimated to be nearly 400 billion taka, with one million potential clients (commensurate with a third of total outstanding bank loans). However, banks have not moved into this promising market, due to the considerable challenges they face with current regulatory environment and existing technologies: low-value transactions with high transaction costs (in the absence of technology improvements), limited formality (and therefore credit information), and sensitivity to loan delivery time. Seventy-five percent of non-metropolitan firms report a need for additional financing, but only 3% applied for a formal loan to meet these financing needs. Among those that needed additional financing but did not apply, 35% claimed that they had fears about being able to make the payment and 25% reported that they did not want to be in debt. Despite citing high interest rates as a constraint, only 9% of small enterprises and 15 % of large enterprises avoid applying for loans due to high interest rates“.

Quality and Standards

Bangladesh has failed to ensure the quality of products and services to consumers not only in the domestic market but also in international markets. There is no national quality policy and adequate support systems that provide assistance to SMEs to understand the principles of quality and to develop quality consciousness in business behaviour. Currently, the Bangladesh Standards and Testing Institution formulates national standards of industrial, food, and chemical products.  However, the most important problem is that Bangladesh Standards and Testing Institution lacks credibility and importers from North America and Europe do not accept certificates issued by it
.  The other crucial problem is that while BSTI can impose restriction on marketability of local products if they fail to comply with standards, there is no such provision for imported goods. This puts locally produced goods at a disadvantageous position vis-à-vis competing imports

.

Shortage of Skilled Workers

Although Bangladesh is a labour abundant country, shortage of skilled workforce is perceived to be a constraint for larger SMEs. This problem is particularly acute for medium scale export oriented SMEs.   

Lack of entrepreneurship and management skills

One-third of all proprietors have had no formal education and over half of all proprietors have completed primary school or less. Ten percent of proprietors reported that they started their enterprise because they had no other alternative.  Consequently, most owner-managers and entrepreneurs often lack wider managerial skills. Lack of strategic planning, medium to long-term vision, marketing, commitment to quality, knowledge of quality systems, communicating in foreign languages, cash-flow management, information technology are amongst the critical constraints.

1.5
Related programmes and other donor activities:

The most significant SME development interventions (other than the other components of the EC’s INSPIRED programme) are:

	Annex 1: Key complementary actions
	Component 1: Improving the national strategy and enabling environment for small enterprises in preparation for a sector-wide approach to SME Development 
	Component 2: Enhancing SME Competitiveness through Business Intermediary Organisations
	Component 3: Introducing sustainable improvements in SME access to appropriate and affordable finance

	Bangladesh Investment Climate Fund (DFID, EC and IFC):
	· The BICF is seeking to improve the overall enabling environment for private sector development by supporting the actions of the Regulatory Reform Commission.  Specific hindrances to SME development (size specific barriers) will be indentified and presented in conjunction with BICF to the RRC.

· There is a high degree of complementarity and a need for close cooperation.
	· The Business Intermediary Organisations supported under Component 2 will lobby for sectoral regulatory reform via the Regulatory Reform Commission.

· Actions will again be highly complementary to those of BICF.
	· The Bangladesh Bankers Association supported under Component 3 will lobby for financial sector regulatory reform via the Regulatory Reform Commission.

· Actions will again be highly complementary to those of BICF.

	Katalyst (DFID, SDC, SIDA, Netherlands):
	· Katalyst adopts a piloting approach to “bottom up” initiatives to develop rural enterprise growth capacity.

· Whilst the individual initiatives have been effective as yet no clear approach has been identified for scaling up the pilot actions into a replicable national programme.

· .There exists therefore limited complementarity with Component 1
	· Katalyst supports the development of business intermediary organisations but in a fragmented manner.

· The key complementarity that is likely to exist with component 2 is that Katalyst is likely to support the sectors with which it works to submit applications under the SME competitiveness grant scheme
	· Katalyst have no direct involvement in improving access to finance.

	SouthAsia Enterprise Development Facility (NORAD, IFC and DFID)
	· SEDF has two main strands in Bangladesh: Sustainable Value Chains and Access to Finance.

· In Bangladesh actions for the enabling environment are undertaken by BICF.

· SEDF has a very limited role in institutional development and a limited interaction with Government departments.

· There is very limited scope for complementary actions with Component 1.
	· The Sustainable Value Chains component of SEDF seeks to improve the competitiveness of sectoral value chains (Poultry ; Vegetable and rice seed ; Agri-Processing ; Auto Components ; Electrical Goods ; Textiles and Apparels - Washing, Dyeing and Finishing).

· The absence of a strategic and sustainable approach and limited impact to date decided the EC not to participate in Phase 2.

· SEDF’s approach tends to be to work directly with SMEs or utilise international consultants rather than act through intermediary organisations (trade associations, local BDS providers).  This approach has been independently assessed as having limited impact and sustainability.

· The EC’s approach of supporting business intermediary organisations will create long-term sustainability and complements the more short-term actions of SEDF
	· The Access to Finance component seeks to increase the flow of appropriate and affordable finance.

· Key actions include development of the national Credit Information Bureau, the Moveable Assets Register and direct support to commercial banks with developing their SME banking departments.

· Support tends to be given through short-term international consultancy inputs.

· EC attempts to improve the sustainability of the approach by including actions to develop the two national bank training institutions were unsuccessful and it was determined not to participate in SEDF Phase 2.

· SEDF’s approach of working directly with commercial banks rather than through intermediary organisations (bank training institutions) has been independently assessed as having limited impact and additionality.

· The EC’s approach of supporting the two national bank training institutions will create long-term sustainability and complement the more short-term actions of SEDF

	US AID’s PRICE (Poverty Reduction by Increasing the Competitiveness of Enterprises
	· No significant interaction at the national level is foreseen under PRICE.
	· PRICE will support improvements to the competitiveness of enterprises in three sectors, i.e. aquaculture, horticulture and leather.
	· 

	Asian Development Bank’s SME Development Programme
	· ADB supported the preparation of the 2005 national SME development strategy and the establishment of the SMEC and SMEF.

· ADB will provide a short-term institutional development expert under their forthcoming project preparatory technical assistance. 

· The consultant will conduct an organizational diagnosis and institutional analysis of SME Foundation with respect to the proper discharge of its functions under its mandate.  

· The consultant will also “determine how the Government through the Ministry of Industries can effectively conduct oversight over the SME Foundation’s operations without infringing on its operational autonomy and clearly define the role of BSCIC vis-à-vis the SME Foundation to ensure complementarity of their operations.

· This study is an essential precursor to the institutional development planned under the EC support programme and close coordination should be maintained with ADB to ensure complementarity and avoid overlap.
	· ADB will provide a short-term industrial expert to “propose approaches to maximize value addition and productivity in supply chains such as SME clusters” under their forthcoming project preparatory technical assistance.  

· ADB will also provide a short-term BDS expert to “recommend activities and interventions that are needed in the area of business development services, which would improve the growth and development of SMEs on a sustainable basis, especially in the non-urban/rural areas of the country”.

· This may lead to other forms of intervention in the sector and close coordination should be maintained with ADB to ensure complementarity and avoid overlap.
	· ADB’s support to access to finance has been to provide US$ 15 million to co-finance (with Bangladesh Bank and the World Bank) the Government’s SME Fund – a lost interest refinancing facility aimed at encouraging banks to extend credit to SMEs.

· ADB will provide a short-term financial expert to review access to finance under their forthcoming project preparatory technical assistance.  This may lead to other forms of intervention in the sector.


Component 1 and 2B
2
Objective, Purpose & Expected Results
2. 1
Overall objective

The overall objective of the project is “reduced poverty in Bangladesh by supporting the development of SMEs in the country”.

2.2
Purpose

The project purpose is “enhanced competitiveness and sustainable pro-poor growth of SMEs in selected sub-sectors of the economy of Bangladesh.

2.3 
Results to be achieved by the Consultant
The results of component 1t are expected to be:

· A multi-sectoral and inter-ministerial national strategy and action plan for SME development which addresses all aspects of SME support including improving the business environment (strategic and legal-regulatory framework).  The strategy must be in line with accepted international best practice (see annex 3).

· A strengthened national capacity to plan and implement SME development. 

· An established and effective SME networking mechanism aimed at sharing best practice.
The following results are expected to be achieved by component 2b:

· Staff of the contracting authority trained in all aspects of EC procurement and especially in grant scheme management. 

· Established systems within the Contracting Authority for the financial and management control of the EC INSPIRED Programme (including the EC SME Competitiveness Grant Scheme). These may be parallel systems or utilisation of the Contracting Authority’s own systems, but they must meet in full the requirements of the EC as expressed in the Financing Agreement and its annexes.  They will incorporate an effective monitoring, reporting and financial reporting/control system in accordance with the requirements of the Technical and Administrative Provision of the EC INSPIRED Programme.

· Effective support to the EU Delegation with all aspects of payments relating to the EC INSPIRED Programme (including the EC SME Competitiveness Grant Scheme).

· Successful implementation of the EC INSPIRED Programme (completion of all administrative, preparatory and ancillary tasks relating to planning, monitoring, reporting on project components, procurement, and financial management required of the Contracting Authority as contracting authority for the programme and the EU Delegation as the Paying Authority for the Programme). 

EC SME Competitiveness Grant Scheme

· Approved Guidelines for Applicants with all supporting documents and procedures in both English and Bangla

· A grant scheme operational manual for the contracting authority

· Staff of the contracting authority trained in all aspects of grant scheme management 

· An effective national, regional and local advertising/awareness raising for the grant scheme including the production of appropriate promotional materials, advertising in national and regional newspapers and the operation of a grant scheme website.

· At least four awareness raising workshops (2 in Dhaka, 1 in Chittagong and 1 in Khulna or Rajshahi) for each open call to raise awareness of the grant scheme to relevant business intermediary organisations and other key stakeholders

· At least four workshops (2 in Dhaka and 1 in Chittagong and 1 in Khulna or Rajshahi) for each open call to provide guidance to potential applicants on the procedural aspects of the completion of the grant applications through a series of workshops.

· Applications screened by technical assessors and evaluated by the evaluation committee 

· Contracts issued to all successful beneficiaries

· At least 4 workshops (2 in Dhaka and 1 in Chittagong and 1 in Khulna or Rajshahi) after each period of contracting for successful applicants (two days each) setting out all details of operating the grants, secondary procurement through grant schemes, reporting requirements, etc.

· Ex ante evaluations of all secondary procurements by grant beneficiaries

· An established grant scheme monitoring system (individual grants) including on-site visit and reporting system

· Approved interim and final reports received from grant beneficiaries.

3
Assumptions and risks

3.1
Assumptions

The following assumptions are made for component 1:  

Assumptions (Results to Project Purpose)

· GoB integrates the national strategy and action plan for SME development into the national budget and implements it.

Assumptions (Activities to Results)

· Cooperative involvement of key ministries especially the Ministry of Finance which will coordinate an effective inter-ministerial committee

· SME Cell (SMEC) within the Ministry of Industries and SME Foundation (SMEF) staff is available and motivated for training, coaching & mentoring

· Trained, coached and mentored SMEC and SMEF staff can be retained at the organisation. 
The following assumptions are made for component 2b: 

· Sufficient number of business intermediary organisations apply for support under the grant scheme. 

· Business intermediary organisations continue to provide services for their members after the expiry of the project. 
3.2
Risks

The major identified risk is that the assumptions are incorrect.

The consultant is expected to comment on the assumptions in their technical proposal and provide a risk mitigation strategy.

4
Scope of the Work

4.1
General

4.1.1
Project description

Strategy

The development of the SME sector requires a wide range of actions: enabling environment simplification improving access to appropriate finance and improving access to business development services. 

The EC SME Development Programme’s strategy is to establish a basis for a nationally planned and directed SME support system (through the development of a multi-sectoral, inter-ministerial National Strategy for SME Development and the capacity building of the Bangladesh SME Foundation).  There is a need to create the basis for a sector-wide approach to SME development to permit this to be adopted in line with the EU’s commitments under the global aid harmonisation agenda.

Whilst following this medium-term goal, the SME Development Programme targets gaps in the SME support system which are not addressed adequately by either donors or the Government of Bangladesh to provide a basis for increasing the competitiveness of the country’s SME sector and thus a route out of poverty.  The key issues identified are:

· Enhancing SME Competitiveness through Business Intermediary Organisations: The majority of metropolitan enterprises in Bangladesh are small, family run, sole proprietorships. Only 2.1% of companies in metropolitan areas are public limited firms, the balance composed of sole proprietorships or private limited companies.  Enterprises are primarily male owned, and the vast majority are managed by their owners.  Nearly half of all SME owners have not even completed primary schooling and only 4% have a university degree.   However, most metropolitan and some rural SMEs are members of industry-specific business associations.  This is important as SME owners in all countries tend to distrust and undervalue advice from ”outsiders”. Most SMEs work within a small economic ‘space’. This generally means working within a small geography, but it can also mean a tight linkage to a particular industrial sector or to the supply-chain of one or a small number of large companies. Lacking the resources to search widely for support and advice, SMEs tend in the first instance to work in interpersonal networks defined at these geographic and sectoral levels. Therefore, it is natural for their links with the support system to be most easily defined within their own economic ‘space’: via chambers of commerce, trade associations, research associations and similar institutions. The corollary is that new types of support actors have to work very hard if they are to break into SME managers’ interpersonal networks. It therefore makes sense to ‘go with the flow’ and exploit existing interpersonal networks through the existing business intermediary organisations. Social enterprises are introducing innovative financially viable models to address social and environmental objectives which improve the lives of the Bangladeshi poor through new or value-added economic opportunities.  There is a need also to support such enterprises and provide a networking and information exchange forum to ensure wide dissemination of effective models. 

· Introducing sustainable improvements in SME access to appropriate and affordable finance: Small firms are credit-rationed and banks offer a narrow product mix which poorly matches SME needs.  The costs of loans are far more than the interest rates:  hidden costs are estimated at 608% of loan value.  The root causes of these problems are outdated bank management practices which are ill-suited to SME lending and a regulatory environment which encourages a dependence on collateral over credit information and cash flow-based lending.  Whilst many donors are addressing improvements in individual bank performance none is currently addressing a sustainable solution through development of the capacity of Bangladesh’s bank training institutions.

The project therefore has three components:

· Component 1: Improving the national strategy and enabling environment for small enterprises in preparation for a sector-wide approach to SME Development 
· Component 2: Enhancing SME Competitiveness through Business Intermediary Organisations

· Component 3: Introducing sustainable improvements in SME access to appropriate and affordable finance

Component 1 and 2b will be achieved through a technical assistance project supporting SMEC and SMEF in the development of a national SME strategy and management of the grant scheme management. There is also a small supplies contract under this component. 

Component 2a will be achieved through a Grant scheme with two components (business intermediary organisation strengthening and SME cluster competitiveness) supported by one technical assistance project (Grant scheme project stimulation and awareness). The grant scheme will be managed by the Ministry of Industries.

Component 3 will be achieved through a technical assistance project supporting the capacity development of the Bangladesh Bank Training Academy and the Bangladesh Institute of Banking Management.

The current terms of reference relate to the implementation of component 1 and 2b.

The EC support to the Government of Bangladesh is in accordance with its wish to achieve greater alignment with the Paris Declaration on Aid Effectiveness, the 2008 Accra Agenda for Action and the aid commitments of the 2002 Barcelona European Council.  The EC hope - at a later stage - to support a sector wide approach to SME development in Bangladesh.  The EC can support such a SWAp through a special financing modality: the “Sector Policy Support Programme” (SPSP).  

Such a Sector Programme should include three components: (a) An approved sectoral policy document and overall strategic framework (such as a Poverty Reduction Support Programme (PRSP)); (b) A sectoral medium term expenditure framework (MTEF) and an annual budget; and (c) A co-ordination process amongst the donors in the sector, led by Government.

An analysis of the internationally accepted criteria
 for a successful Sector Programme indicates that such an approach would be premature in Bangladesh at present.  However, this project aims to more towards that objective by:

· Supporting the GoB to develop the National SME Development Strategy, its action plan and an associated medium-term implementation budget.  
· Supporting the GoB with the development of the SME statistical collection and analytical system to provide a firm basis for monitoring the impact of an SME development sector programme.
· Supporting the SMEC/SMEF’s own capacity and systems to form the basis of a future SME Development Sector Support Programme that the EC and Member States could support.   
· Supporting the SMEC/SMEF to take the lead role on donor coordination with respect to SME development.

· Support the SMEC/SMEF to develop the institutional capacity for programming, financial management and control, implementation, and monitoring of SME development regulatory/legislative simplification and support interventions.

· Support the SMEC/SMEF to undertake effective consultation with all SME stakeholders and to act as an effective bridge between the public and private sector and to prepare an annual report on the state of the SME sector.

4.1.2
Geographical area to be covered

Bangladesh (with study visits to other countries to be identified).
4.1.3
Target groups

The direct targets of component 1 are the SMEC within the Ministry of Industries, the SMEF and other SME Development stakeholders.  The indirect targets are SMEs throughout Bangladesh.
The direct target groups of component 2b is the Contracting Authority and its staff responsible for the management of the EC INSPIRED Programme and EC SME Competitiveness Grant Scheme.  The final beneficiaries targeted are SMEs throughout Bangladesh.
4.2 
Specific Activities

The consultant will undertake the following activities for component 1:

Inception Phase

The inception phase will last 8 weeks.  During this phase, the consultant shall carry out the following activities:

· Establishment of the project office at the office space designated by the Contracting Authority.

· Mobilisation of the project team (only key experts and project support staff should be mobilised at this stage).

· Assisting the Contracting Authority in conducting an information and awareness raising campaign about the project.

· Supporting the Ministry of Industries and the SME Foundation to draft and enter into a detailed memorandum of understanding clearly defining their different responsibilities and tasks and their coordination and cooperation mechanisms.  This will also outline the role of the Bangladesh Small and Cottage Industries Corporation with respect to SME development and define its relationship with both SMEC and SMEF.

· Meetings with key partners (SMEC, Ministry of Industries, SMEF, Ministry of Commerce, Ministry of Finance, etc.) to ensure their awareness of the project and to confirm their support for and participation in the project.

· Familiarisation with the key outputs of EC and other relevant donor-funded projects and government policy and strategy documents and the establishment of a database of all such key documentation.

· Establish contact with the Technical Assistance teams of ongoing EU and other projects and agree a coordination mechanism.

It is clear that the situation on the ground may well have changed in the period between the preparation of the terms of reference and the commencement of operations of the technical assistance team in Dhaka.  There will need to be a process of consideration based upon the familiarisation of the team with the current documents and the preliminary meetings and discussions with all project counterparts. 

The consultant will then need to:

· Review and assess the terms of reference in the light of the actual situation they are facing at the time of their commencement.

· Assess where changes in the terms of reference are needed in the light of the changed realities.

· Recommend to the Contracting Authority and the EU Delegation any necessary changes in the terms of reference accordingly.

· Prepare, in close conjunction with the team’s counterparts, detailed action plans reflecting the changes in the terms of reference (if any) agreed with the Contracting Authority and the EU Delegation.  The action plan will include: (i) a timetable for each of the project activities following on from the inception phase; (ii) a schedule for the achievement of outputs and results; (iii) an input schedule and (iv) a revision, if necessary, of the Logical Framework.  The Action Plan will form part of the project Inception Report.

· Ensure the establishment and preliminary meeting of the Inter-Ministerial Task Force for the preparation of the National SME Development Strategy.

· Call a preliminary meeting of the Project Steering Committee

· Present to the first meeting of the Project Steering Committee the Inception Report (including the proposed Action Plan) for approval.

· Submit the actions plans and inter-institutional coordination arrangements to the Contracting Authority and EU Delegation for formal approval.

· Prepare – in conjunction with the other core team members and in full consultation with the Contracting Authority: 

i) Detailed terms of reference for the actions of each core team member (including the Team Leader) covering their roles, responsibilities and inputs over the next six months in accordance with the approved Action Plan.  This will include definition of required deliverables and other outputs;

ii) Prepare detailed job descriptions of all non-core team experts expected to be mobilised over the next six months in accordance with the approved Action Plan.  These will be detailed as to exact tasks required, level and nature of experience of expert required, man-day input, timetable and deliverables expected.  The specification should be sufficient to allow open and transparent selection of the expert; 

iii) Define a selection process for non-core experts and agree this with the Contracting Authority and EU Delegation.  The process will be both clear and transparent and will involve relevant project stakeholders.  Each expert selected through this project will need to be approved by the Contracting Authority.

iv) Mobilise each non-core expert when selected through this process in accordance with the requirements of the Action Plan.  Each must be fully briefed and provided with a specifically prepared project information briefing pack to speed up orientation.

· Prepare a visibility strategy for the project observing the latest EU visibility guidelines and obtaining approval of this from the Contracting Authority and the EU Delegation.

The Inception report must be submitted within eight weeks of the commencement of the project and the first project steering committee must be held within 9 weeks of commencement.

Implementation Phase

The implementation phase of component 1 will last 28 months.

4.2.1
A multi-sectoral and inter-ministerial national strategy and action plan for SME development

The Consultant will support the GoB with the formulation of the Government's national strategy for the development of the SME sector. 

SME development is a complex task which runs horizontally through the structure of Government. Effective SME development requires integration of the policies, strategies and plans of all those ministries whose actions impact or should impact upon small business. Such integration can only effectively be brought about by inclusion of SME development as a cornerstone of overall national economic development planning.

The integration of SME development planning into national development planning needs to address such issues as how SME development impacts upon targets for: poverty reduction, job quality and quantity, productivity and business development, international competitiveness and exports, regional development, and sector growth targets. These different aspects of SME development run across ministries and require an integrated approach to SME development strategy and action planning.

The Government of Bangladesh has prepared “SME Policy Strategies – 2005”
 (http://www.smef.org.bd/index.php?option=com_content&task=view&id=66). 

Whilst the document defines clearly and effectively the Government’s SME policies it does not convert them into an effective and detailed strategy and action plan that could form the basis of a sector wide approach to SME development that could receive budgetary support from the donor community or is linked into the national budget.

The key actions required of the consultant in support of this task are:

· The re-establishment of the National Taskforce on SME Development or equivalent to oversee the preparation of the national strategy and action plan, 

· The undertaking of a national survey of SMEs to update the findings of the last major survey
 

· The undertaking of a national survey to develop a broad understanding of the business development services markets for SMEs in Bangladesh and identifying the main constraints to and opportunities for developing those BDS markets with a view to designing effective and efficient interventions to develop selected BDS markets
.

· A review of the SME sector based on the survey findings to determine the existing burdens to enterprise establishment and growth: legal, regulatory and policy barriers; access to financial resources; access to non-financial resources (supplies, labour, advisory and information services, technology, etc.); access to markets

· A review of past Government support policies and donor programmes: drawing lessons learned from best practice and past failures.

· The preparation of the national strategy for SME development (2011-2020) including the definition of the objectives and principles for the national SME support strategy and the definition of actions necessary to fill any identified gaps or remove hindrances for SME establishment and growth with respect to: (i) creating an enabling legislative legal framework; (ii) streamlining regulatory conditions; (iii) improving access to advice and information; (iv) improving access to markets and to public procurement opportunities; (v) improving access to appropriate and appropriately priced finance; (vi) improving access to appropriately skilled labour; (vii) access to business development services; (viii) access to training in entrepreneurship, skills and management; (ix) access to appropriate technology.

· The review of the capacity of the institutional framework through which the strategy should be implemented at central (key Ministries and other government bodies and inter-ministerial coordination arrangements) and local government levels (Upazila and Union Parishads), NGOs and other key stakeholders.

· The preparation of an Action Programme for SME Development involving an integrated approach - enabling environment and institutional support framework.  This should be medium-term (2011-2015).

· The preparation of a medium-term expenditure framework for 2011-2015 in conjunction with the Ministry of Finance to ensure essential funding of the implementation of the Action Plan 2011-2015 of the National Strategy for SME Development. 

The key outputs of this activity will be:

· The national survey of the SME sector 

· The national survey of selected BDS markets 

· The review of the SME sector

· The review of past Government support policies and donor programmes

· The national SME support strategy 2011-2020

· The review of the capacity of the SME institutional framework 

· The Action Programme for SME Development 2011-2015.

· The medium-term expenditure framework for SME Development (2011-2015).
4.2.2
A strengthened national capacity to plan and implement SME development

The national SME support infrastructure

Within the GoB the Ministry of Industries has responsibility for SME development.  

The SME Cell within the Ministry of Industries has responsibility for SME policy formulation and strategic planning.  More information on the staffing and structure of the SME Cell is contained at annex 1.

The GOB has established the SMEF as “the pivotal platform for the delivery of all planning, developmental, financing, awareness-raising, evaluation and advocacy services in the name of all SME development as a crucially important element of poverty alleviation.  The Foundation will strive to provision one-window delivery of all administrative facilities, including some resources needed for capacity building in appropriate industrial associations for SMEs in Bangladesh” 
.. 

The SMEF is established as a limited company licensed by the Ministry of Commerce as a non-profit organisation and is registered under the Companies Act 1994.  The Government approved the SMEF by accepting its Memorandum and Articles of Association.

The SMEF’s mission is to assist the promotion of SMEs of all productive and service-oriented sectors and to assist SMEs to face the challenges of a market economy and globalisation. 

The general body of SMEF is constituted by all members of SMEF as per its articles of association.  The members comprise the members of the former SME advisory panel, members nominated by the government, entrepreneurs trade associations, universities and representatives of civil societies.

More information on the staffing and structure of the SME Foundation is contained at annex 2.

At the time of preparation of these terms of reference it was discussed with the ADB that an ADB Project Preparatory Technical Assistance Team (PPTA) would commence work on the ADB’s 2nd SME Development Programme Loan during March 2009.  A member of the PPTA would be an institutional strengthening specialist and would have the task of preparing an institutional diagnosis of the SME Foundation.

All tasks defined in this section of the terms of reference should be adjusted in accordance with the findings of that diagnostic review.  

The following chart shows the integrated approach that must be adopted in developing the capacity of both the SMEC and the SMEF.  The process must involve three parallel strands of development.





Structures
Both the SMEC and the SMEF have clearly defined structures (see annexes 1 and 2).  The consultant should:

· Review the main tasks of the SMEC and SMEF with respect to their respective roles in the development of the Bangladesh SME under the headings: strategic planning and policy formulation; creating an enabling environment for SME establishment and growth, regulatory impact assessment; lobbying, advocacy and networking; improving access to appropriate finance for SMEs;  improving access to sustainable business development services; development of national and sub-national business intermediary organisations; SME statistical data and analysis of the state of the SME sector. 

· Undertake a full functional analysis to identify the organisational structure necessary to implement the identified tasks and review the split of tasks between SMEC and SMEF and the departmental structures of both and prepare recommendations for the Ministry of Industries as to how these tasks should most logically be divided between the two structures and within their departmental structures.

· Review the inter-institutional arrangements for coordinating SME development at national and sub-national level and making recommendations for improvement as necessary.

· Review the donor coordination arrangements with respect to SME development and making recommendations for improvement as necessary.

Human Resources

The consultant will prepare an organisational development strategy (ODS) for both the SMEC and the SMEF by undertaking three distinct steps:

· Training needs assessment 

· Individual working plans

· Human resources development plan 

The training needs assessment must be:

· Based on priorities and problems in the current activities of the SMEC and SMEF 

· Based on future activities of the SMEC and the SMEF

· Based on identifying the skills gap between current capabilities and future requirements of the SMEC and SMEF.

Individual work plans for members of staff of the SMEC and SMEF should be:

· Based on the training need assessment

· Based on self-assessment of the training needs 

· Cover key areas of training (job description, professional development of each member of the staff) 

· Be based on an annual work plan of activities

· Be annually updated

· Be monitored monthly 

The Human Resource Development Plan must:

· Set key areas for development of the staff capability within the SMEC and SMEF.

· Act as an important tool for strengthening of the administrative capacity of the SMEC and SMEF towards implementation of their functions

· Must be consistent with individual work plans 

· Be based on an annual work plan of activities

· Be annually updated 

· Address the key areas of SME development  

The respective ODS should have the aim of optimizing the capacity of the SMEC and SMEF utilising resources in the most efficient manner and building up the processes with respect to its role.

The ODS should be focused on: 

· Development of the vision and strategy of the organisation in line with the national strategy for SME development
· Development of the potential of the SMEC and SMEF staff members 

· Improving of potential of heads of SMEC and SMEF wings/units 

· Improving the quality of communication between the SMEC, the SMEF and their key partners

· Improving spread of knowledge and skills within both the SMEC and SMEF 

· Encouraging flexibility and ability to deal with a crisis

· Improving management and leadership styles 

· Introducing rewards and recognitions for performance

· Strengthening of the working relationship within the SMEC and SMEF  

· Improving the effectiveness of the process and the systems with a view to delivering effective and efficient services

Each ODS should be accompanied by an implementing Action Plan.  The Action Plan should have two elements:

· Short-term 

· An Annual plan

· Aimed at developing an effective, working and flexible organisation

· Long-term 

· A 3-year plan 

· Focused on improving of already established effective and flexible organisation 

The consultant will support the implementation of the annual plans of the ODS for the duration of the contract by:

· Designing and implementing a comprehensive programme of formal and on-the-job training in accordance with the ODS.

· Organising two (2) studies visits (each of one week’s duration for up to 10 participants from the SMEC/SMEF and other important key stakeholders) to appropriate countries (in terms of scale and stage of development) to view international best practices.  Each study tour should have clearly defined learning objectives as foreseen in the ODS.

Systems and tools

Operational Manual

The Consultant must prepare separate Operational Manuals for the SMEC and SMEF covering, as appropriate, the headings of:

· Strategy and policy formulation

· Information and research

· Capacity building and business support services

· Access to finance

· Advocacy, networking and lobbying

· Gender and other horizontal issues

· Donor coordination

· Administration and finance

The Manual should provide day-to-day guidance for the staff of the SMEC and SMEF in the undertaking of their work.

SME Research

In its role of policy formulation and advocacy the SMEC needs to observe and monitor the state of the SME sector.  The Consultant is to support the development of an operational SME research capacity within the SMEC.  The main task of the research cell should be to provide the SMEC and the Government with the necessary information for the formulation of policy in favour of SMEs. 

The Consultant will be expected to:

· Provide preliminary data input for the research database from the research surveys undertaken as part of this project.

· Support the SMEC to establish an effective operational link with the Bangladesh Bureau of Statistics and other sources of primary data to allow collection of the required information on the state of the SME sector.

· Establish appropriate databases
 within the SME to permit the operation of the SME research function.

· Establish data analysis systems within the SME and train the SMEC in their use.

· Support the SMEC to produce two annual “State of the SME Sector” reports.  This to be available as a download on the website of the SME Foundation.
· Support the SMEC to identify its equipment requirements and those of the SMEF and support the process of procurement of those using EC supplies procurement processes.  An amount of €200,000 has been allowed for this purpose under the overall financing agreement.  This sum does not form part of these terms of reference. 
The key outputs of this activity will be:

· The review of tasks and functional analysis of the SMEC and SMEF.

· The review of the inter-institutional arrangements for coordinating SME development at national and sub-national level.

· The review the donor coordination arrangements with respect to SME development.

· The organisational development strategy for the SMEC and SMEF and annual action plans for the duration of the contract.

· A designed and delivered comprehensive programme of formal and on-the-job training in accordance with the two ODS.
· Two (2) studies visits (each of one week’s duration for up to 10 participants from the SMEC and SMEF and other important key stakeholders) to appropriate countries (in terms of scale and stage of development) to view international best practices. 

· The Operational Manuals for the SMEC and SMEF

· A developed SME research capacity within the SMEC

· Two Annual “State of the SME Sector” reports.

4.2.3
An established and effective SME networking mechanism

The GoB has the communication's objectives of:

· Promoting a climate of enterprise throughout Bangladesh

· Ensuring that the Government understands the significance of the SME sector and what steps must be taken to support it

· Promoting the SMEC and the SMEF as the focal points for support to the SME sector in Bangladesh

The SME Foundation currently operates a website (http://www.smef.org.bd/).  A number of publications are available for download from this website.  The SME Foundation also has produced a number of printed publications.  

The Consultant will support the SMEC and SMEF with the dissemination and transfer of innovation so as to break the isolation of all key stakeholders and establish a basis of information and analysis on SME development actions:

· Support the SMEC and SMEF technically and financially with the preparation of 6 editions of a joint bi-annual SME development newsletter. This should be used as a networking and information exchange tool aimed at sharing innovative business models and successful enterprise support experiences of business intermediary organisations through dissemination for adaptive replication or scaling up.  It should also facilitate the exchange and circulation of information on SME development policies. 

· Support the SMEC and SMEF to develop the established national SME Forum
 and establish sub-national SME Fora to bring together on a regular basis all those involved in SME development at national and sub-national level to exchange their experiences of project successes and failures so as to enrich the overall learning experience and reduce the sense of isolation.   The SME Fora will also encourage networking and cooperation between different areas, different ministries and other government agencies, different business intermediary organisations, different local governments and other key stakeholders.  The existing national SME Forum should be linked with the Bangladesh Better Business Forum.

· In view of the fact that a large part of the MSMEs, in particular micro enterprises, are located in distant rural areas, magazines and newsletters will not always reach them, even if they (can) read them. In addition, internet is not always available or accessible. Therefore, information should also be spread through community radio stations spread all over the country. Programmes directed at non-metropolitan SMEs should be designed by national associations of radio stations (e.g. the Bangladesh NGOs Network for Radio and Communication (BNNRC); http://www.bnnrc.net/) in cooperation with SMEC/SMEF and distribute these programmes throughout the country through networks of local radio stations. The possibility of making TV programmes should be investigated in view of the rapidly increasing number of station/viewers. 

· Support the SME Foundation with the completion and upgrading of its website to include an active and effective SME information exchange forum.

· Support the SMEC to establish a donor coordination mechanism to coordinate and direct bilateral and multilateral aid to the SME sector to maximise its effectiveness and impact.  This will include the organisation of biannual briefing sessions for aid donors active in Bangladesh to inform them of the SMEC/SMEF’s current and planned actions and achievements.  

· Design and start an Annual Best/Good Practice Award for SMEs, Clusters and/or BIOs with respect to innovative business practices (including organisational arrangements). An independent jury of national experts can each year select the Best Practices in Sustainable SME Support (BP3S). Out of the initial submissions resulting from an open call (through website, magazine, community radio stations and TV), a list of say 20 to 30 initiatives can be shortlisted, and the jury can select 5 to 10 winners (as example the well-established award by UN-HABITAT should be studied). A databank can then be created at the website of SMEC and/or SMEF.

The key outputs of this activity will be:

· Effective SME Development Fora at national and sub-national level

·  6 editions of a biannual newsletter

· Radio programmes targeted at MSMEs through community radio stations

· An upgraded website.

· An SME donor coordination mechanism

· Annual Best Practice Award in Sustainable SME Support and databank of Best Practices

4.2.4
Other activities

The consultant will also:

· Establish effective coordination with other key projects especially the ADB’s SME Development Loan PPTA.

· Prepare and implement a strategy for ensuring the sustainability of the achievements under the project and appropriate exit strategy for EC support.

· Ensure the implementation of the visibility strategy prepared under the inception phase. In addition to the reporting requirements under 7.1, prepare a brief (maximum 2 pages) monthly report which compares planned versus actual actions and reports on any variances and actions that will be taken to overcome delays resulting. The report should also update the activity schedule (where necessary) for the month ahead.

· Ensure careful documentation of all project activities (minutes of important meetings, workshop documentation, training materials, etc.  All such project documentation should be annexed to the interim and final reports.

· Translate professionally when so requested by the Contracting Authority project outputs into Bangla. 
· Prepare a detailed 6-month action plan for the phase-out or closing phase. 

· Prepare and implement a strategy for ensuring the sustainability of the achievements under the project and appropriate exit strategy for EC support.

· Organize a national workshop to close the programme with all the stakeholders involved. The annual Award (BP3S) could coincide with this workshop to give it broad exposure.

· Undertake other administrative, preparatory and ancillary tasks relating to final audit, monitoring, reporting on programme implementation, achievements, and impact. 

· Ensure careful transfer of documentation of all project activities (minutes of important meetings, workshop documentation, training materials, etc. to the corresponding authorities.

· Elaborate final reports.

Closing Phase

The closing phase shall last 6 months. During this phase, the consultant shall carry out the following activities:

· Close all financial and management activities and documentations.  
The consultant will undertake the following activities for component 2b:

Inception Phase
The inception phase will last two months.  During this phase, the consultant shall carry out the following activities:
· Mobilisation of the project team (only key experts and project support staff should be mobilised at this stage).

· Meetings with key partners (EU Delegation, Ministry of Industries, Ministry of Finance, etc.) to ensure their awareness of the project and to confirm their support for and participation in the project.

· Familiarisation with the key outputs of EC and other relevant donor-funded projects and government policy and strategy documents and the establishment of a database of all such key documentation.

· Establish contact with the Technical Assistance teams of ongoing EU and other projects (and especially with the technical assistance team undertaking the awareness and stimulation actions for the grant scheme and the team supporting the capacity development of the Contracting Authority) and agree a coordination mechanism.

It is clear that the situation on the ground may well have changed in the period between the preparation of the terms of reference and the commencement of operations of the technical assistance team in Dhaka.  There will need to be a process of consideration based upon the familiarisation of the team with the current documents and the preliminary meetings and discussions with all project counterparts.  

The consultant will then need to:

· Review and assess the terms of reference in the light of the actual situation they are facing at the time of their commencement.

· Assess where changes in the terms of reference are needed in the light of the changed realities.

· Recommend to the Contracting Authority and the EU Delegation any necessary changes in the terms of reference accordingly.

· Prepare, in close conjunction with the team’s counterparts, detailed action plans reflecting the changes in the terms of reference (if any) agreed with the Contracting Authority and the EU Delegation.  The action plan will include: (i) a timetable for each of the project activities following on from the inception phase; (ii) a schedule for the achievement of outputs and results; (iii) an input schedule.  The Action Plan will form part of the project Inception Report.

· Call a preliminary meeting of the Project Steering Committee;

· Present to the first meeting of the Project Steering Committee the Inception Report (including the proposed Action Plan) for approval.

· Prepare – in conjunction with the other core team members and in full consultation with the Contracting Authority: 

v) Detailed terms of reference for the actions of each core team member (including the Team Leader) covering their roles, responsibilities and inputs over the next six months in accordance with the approved Action Plan.  This will include definition of required deliverables and other outputs;

vi) Prepare detailed job descriptions of all non-core team experts (including technical assessors) expected to be mobilised over the next six months in accordance with the approved Action Plan.  These will be detailed as to exact tasks required, level and nature of experience of expert required, man-day input, timetable and deliverables expected.  The specification should be sufficient to allow open and transparent selection of the expert; 

vii) Define a selection process for non-core experts and technical assessors and agree this with the Contracting Authority and EU Delegation.  The process will be both clear and transparent and will involve relevant project stakeholders.  Each expert selected through this project will need to be approved by the Contracting Authority.

viii) Mobilise each non-core expert/technical assessor when selected through this process in accordance with the requirements of the Action Plan.  Each must be fully briefed and provided with a specifically prepared project information briefing pack to speed up orientation.

· Prepare a visibility strategy for the project observing the latest EU visibility guidelines and obtaining approval of this from the Contracting Authority and the EU Delegation.

The Inception report must be submitted within eight weeks of the commencement of the project and the first project steering committee must be held within 9 weeks of commencement.
The Action Plan should not be constrained to the actions with respect to the management of the Grant Scheme but should also address all tasks necessary to supporting the Contracting Authority to carry out its role as Contracting Authority of the overall EC INSPIRED Programme, including undertaking such administrative, preparatory and ancillary tasks relating to the planning, monitoring, reporting on project components, procurement, and financial management as are required of the Contracting Authority as contracting authority for the programme. 

Implementation Phase

The implementation phase shall last 64 months. During months 3 to 23 months (the period of project contracting) actions will be intense, but during the months 24 to 64 (period of project implementation) actions will be less intense and this is to be reflected in the allocation of team inputs.  

Support to the Contracting Authority

During the implementation phase, the consultant shall support the Ministry of Industries in its role of Contracting Authority of the INSPIRED Programme and manager of the SME Competitiveness Grant Scheme to:

· Carry out all of its tasks with respect to its role as Contracting Authority of the overall EC INSPIRED Programme, including undertaking such administrative, preparatory and ancillary tasks relating to the planning, monitoring, reporting on project components, procurement, and financial management as are required of the Contracting Authority as defined in the Financing Agreement and its annexes; and 
· With specific relationships to the SME Competitiveness Grant Scheme:

· Draft Guidelines for Applicants with all supporting documents and procedures 

· Prepare a grant scheme operational manual for the Contracting Authority
· Design and deliver for the Staff of the Contracting Authority responsible for grant scheme management a training programme in all aspects of grant scheme management 

· Establish systems within the Contracting Authority for the management, monitoring and control of the grant scheme.  These may be parallel systems or utilisation of the Contracting Authority’s own systems, but they must meet in full the requirements of the EC and meet the requirements of the EU Delegation with respect to its role of Paying Authority.  They will incorporate an effective payment, monitoring, reporting and financial reporting/control system in accordance with the requirements of the Technical and Administrative Provision of the EC INSPIRED Programme.  All payments will be made by the Paying Authority.
· Design and deliver an effective national, regional and local advertising / awareness raising campaign for the grant scheme and for each open call for proposals – including the production of promotional material, national and regional advertising among others through community radio stations to reach the non-metropolitan MSMEs, and the operation of a website for the grant scheme.  Such actions must be in accordance with the applicable rules on the visibility of external actions laid down and published by the Commission. These rules are set out in the EU visibility guidelines for external actions, available from the following Internet address:
·  http://europa.eu.int/comm/europeaid/visibility/index_en.htm.
· Deliver at least  four awareness raising workshops (2 in Dhaka and 1 in Chittagong and 1 in Khulna or Rajshahi) for each open call to raise awareness of the grant scheme to relevant business intermediary organisations and other key stakeholders

· Deliver at least four workshops (2 in Dhaka and 1 in Chittagong and 1 in Khulna or Rajshahi) to provide guidance to potential applicants on the procedural aspects of the completion of the grant applications through a series of workshops.

· Support the establishment and operation of the SME Competiveness evaluation committee[s] in its operation in accordance with the requirements of the Practical Guide.

· Recruit independent technical assessors to support the evaluation committee with each evaluation. 

· Support the Contracting Authority to issue contracts to all successful beneficiaries and advise unsuccessful applicants in a clear and meaningful manner of the reason for their lack of success
· Deliver at least  4 workshops (2 in Dhaka and 1 in Chittagong and 1 in Khulna or Rajshahi) for successful applicants (two days each) after each round of contracting setting out all details of operating the grants, secondary procurement through grant schemes, reporting requirements, etc.

· Support the staff of the Contracting Authority with the ex ante evaluations of all secondary procurements by grant beneficiaries

· Establish a grant scheme monitoring system (individual grants).  This must measure job creation by individual grant beneficiaries as this is one of the essential objectively verifiable indicators for the programme.
· Undertake risk assessment of each grant beneficiary and, on the basis of that assessment, planning and undertaking on-site inspections to beneficiaries (with each beneficiary to be visited annually and high risk beneficiaries to be visited twice annually).

· Assist the Contracting Authority to assess and comment meaningfully on beneficiaries’ interim and final reports.
· Preparing a detailed 6-month action plan for the phase-out or closing phase. 

· Prepare and implement a strategy for ensuring the sustainability of the achievements under the project and appropriate exit strategy for EC support.

· Other administrative, preparatory and ancillary tasks relating to final audit, monitoring, reporting on programme implementation, achievements, and impact. 

· Ensure careful transfer of documentation of all project activities (minutes of important meetings, workshop documentation, training materials, etc.) to the corresponding authorities.

· Elaboration of final reports.

· Support the Contracting Authority and Paying Authority with all actions related to the closure of the programme.  
Support to the Paying Authority

During the implementation phase, the consultant shall support the EU Delegation in Dhaka in its role of Paying Authority of the INSPIRED Programme and of the SME Competitiveness Grant Scheme to:

· Carry out all of is tasks with respect to its role as Paying Authority of the overall EC INSPIRED Programme, including undertaking such administrative, preparatory and ancillary tasks relating to the planning, monitoring, reporting on project components, procurement, and financial management as are required of the Paying Authority as defined in the Financing Agreement and its annexes. 

· Establish a financial accounting, management, payment and control system for the overall EC INSPIRED Programme including the EC SME Competitiveness Grant Scheme.  The consultant must discuss and agree the system to be established and utilised in advance with the EU Delegation.

Closing Phase
The closing phase shall last 6 months. During this phase, the consultant shall carry out the following activities:

· Closing of all financial and management activities and documentations

4.3
Project Management

Responsible body

The contracting authority for the programme shall be the Government of Bangladesh represented by the Economic Relations Division of the Ministry of Finance. The project supervisor will be the Ministry of Industries.
Management Structure

The consultant will establish an effective team led by a Team Leader to manage the implementation of this project.  The team leader will be responsible for the overall implementation of the project.

The Team Leader will work on the project full-time and will be responsible for regular liaison with key parties to ensure that the project is being implemented smoothly and that any problems are addressed rapidly.  The key parties are:

· The Ministry of Industries (SME Cell)

· The SME Foundation

· The Ministry of Finance

· The EU Delegation in Dhaka.

The consultant will establish a project steering committee comprising the key parties which will meet quarterly throughout the duration of the project to receive progress reports from the Team Leader.  

Facilities to be provided by the Contracting Authority and/or other parties

The Ministry of Industries will:

· Ensure that staff of an appropriate seniority level are made available by all involved parties to work alongside the consultancy team.  Staff of the project partners may not be paid from project funds.

· Chair the steering committee and facilitate the nomination of its members.

· Ensure that the staff of other key partners (SME Foundation, Bangladesh Bureau of Statistics, Ministry of Finance, etc.) cooperate fully with respect to project implementation.

· Provide the consultancy team with copies of all relevant legislation, regulation and other key documents necessary for the implementation of the project.

· Provide all possible assistance to solve unforeseen problems that the consultant may face in implementation of the project.  However, the possible failure to solve such problems will not free the consultant from meeting its contractual obligations vis-à-vis the Contracting Authority. 

5 
Logistics and Timing

5.1
Location

The operational base for the project is Dhaka, but the project may involve actions throughout Bangladesh.

5.2
Commencement date and period of Implementation
The intended commencement date is December 2011 and the period of implementation is 72 months from this date.  Please refer to Articles 4 and 5 of the Special Conditions for the actual commencement date and period of implementation.

6
Requirements

6.1 
Personnel

Key experts for Component 1
All experts who have a critical role in implementing the contract are defined as key experts.  The profiles for the key experts for this contract are as follows.

Key Expert No.1: Team Leader/SME Development Strategic Planning Expert  

Full-time position in Dhaka with travel around Bangladesh for 36 months and intermittent for 12 months. 

Qualifications and skills

· University diploma related to business or public sector management, economics or a comparable field

· Fluent in written and spoken English; knowledge of Bangla is an advantage

· Excellent written and spoken communication skills

General Professional Skills

· Deep understanding of the challenges in SME development relating to the creation of an enabling business environment, creating an effective market for the provision of business development services and the provision of non-market distorting access to finance. 

· Highly competent in all aspects of project cycle management.

Specific Professional Experience

· At least 10 years’ experience in SME development of which at least 5 years gained in a senior position within a national SME development agency or government ministry in which he/she was responsible for strategic planning of SME development.

· Experience in institutional capacity development and skills transfer projects.

· Previous working experience in South-Asia would be an advantage.

Key Expert No.2: Human Resource Development Expert  

Full-time position in Dhaka with travel around Bangladesh for 24 months and then intermittent for 6 months. 
Qualifications and skills

· University diploma related to personnel management, education, or a comparable field

· Fluent in written and spoken English; knowledge of Bangla is  advantage

· Excellent written and spoken communication skills

General Professional Skills

· Deep understanding of all aspects of human resource development within a complex, multi-disciplinary organisation.

· Highly competent in all aspects of the preparation and implementation of an organisational development strategy.

Specific Professional Experience

· At least 10 years’ experience in human resource development of which at least 5 years in a senior position with responsibility for the preparation and implementation of n organisation’s organisation development strategy.

· Experience in institutional capacity development and skills transfer projects.

· Experience in the undertaking of training needs assessments and the designing and implementation of training programmes for an adult audience.

· Previous working experience in South-Asia is an advantage.
Key Expert No.3: SME Competitiveness Grant Scheme Expert  

Full-time position for 18 person-months and then intermittent 12 person-months as required over the duration of the project. Based in Dhaka but with travel around Bangladesh. 
Qualifications and skills

· University level education in business or finance management, accounting, economics or a comparable field

· Fluent in written and spoken English.
· Excellent written and spoken communication skills

· Diplomatic personality with good mediation and facilitation skills

General Professional Skills

· Highly experienced manager of complex aid programmes
· Highly competent in all aspects of project cycle management.

Specific Professional Experience

· Ideally, the team leader will have been involved in the operation of a “Central Finance and Contracting Unit” or comparable structure handling all aspects of EC procurement and/or will have provided technical assistance to a contracting authority with the management of a complex EU development programme.

· Significant experience in the management of EU grant schemes: significant in this respect means at least 3 EU grant scheme projects 

· Very good familiarity with PRAG and associated procurement rules and procedures.
· Experience in the design and operation of project monitoring systems.
· Experience in institutional capacity development and skills transfer projects.

· Experience in the team leadership of at least two comparable (in terms of scale, sector and size) complex EU-funded projects.

Previous working experience in South-Asia would be an advantage
Key Expert No. 4: Finance Expert  

Full-time position for 18 person-months and then intermittent 6 person-months as required over the duration of the project. Based in Dhaka but with travel around Bangladesh. 
Qualifications and skills

· University level education in finance, accounting or a comparable field

· Certified as an accountant by a recognised certification body 

· Fluent in written and spoken English. 
· Excellent written and spoken communication skills

· Diplomatic with good mediation and facilitation skills

General Professional Skills

· Significant experience in the management of financial accounting and reporting systems for donor aid programmes 

Specific Professional Experience

· Ideally, key expert no. 2 will have been involved in the financial management of a “Central Finance and Contracting Unit” or comparable structure handling all aspects of EC procurement and/or will have provided technical assistance to a contracting authority with the management of a complex EU development programme or a comparable structure.

· Significant experience in the financial management of EU grant schemes: significant in this respect means at least 3 EU grant scheme projects 

· Very good familiarity with PRAG and associated procurement rules and procedures.

· Experience in the design and management of financial management and reporting systems for EC aid programmes

· Previous working experience in South-Asia is a requirement.

Key Expert No.5: Accounting Expert  

Full-time position for 18 person-months and then intermittent 6 person-months as required over the duration of the project. Based in Dhaka but with travel around Bangladesh. 
Qualifications and skills

· University level education in finance, accounting or a comparable field

· Fluent in written and spoken Bengali and English 
· Certified as an accountant by a recognised certification body 

· Excellent written and spoken communication skills

· Diplomatic with good mediation and facilitation skills

General Professional Skills

· Significant experience in the management of financial accounting and reporting systems for a major organisation 

Specific Professional Experience

· At least 15 years’ experience in accounting and auditing functions. 
· At least 5 years in a senior position with responsibility for the design and operation of an organisation’s accounting and financial management reporting system. 

· Familiarity with the EC’s PRAG gained working on another EC project would be extremely desirable

Other experts

CVs for experts other than the key experts are not examined prior to the signature of the contract.  They should not be included in the technical proposal.

The Consultant shall select and hire other experts as required in accordance with the detailed job descriptions of all non-core team experts expected to be mobilised over following months as defined in the approved inception report and subsequent approved six-monthly action plans.

The job descriptions must indicate whether they are to be regarded as long or short-term and senior or junior so that it is clear which fee rate in the consultant’s budget offer will apply to each job description.

All experts must be free from conflicts of interest in the responsibilities accorded to them. 

Note that civil servants and other staff of the public administration of the beneficiary country cannot be recruited as experts. 

The consultant must allow for an additional 1300 person-days of input from the non-core expert pool.

Pool expertise is considered likely to cover the following areas:

· Regulatory impact assessment

· Business environment simplification

· SME statistics

· SME development strategic planning

· Access to finance for SMEs (SME banking, leasing, credit guarantee funds, venture capital funds, credit information bureaux, etc.)

· Market development of business development services

· Human resource development and training
· SME cluster development 

· Value chain analysis

· Networking and public awareness

· Procurement of supplies using EC supplies procurement procedures.

· The design and operation of computerised financial accounting, monitoring and reporting systems

· The design and implementation of public awareness campaign
· Assessors for the SME competitiveness scheme (sectoral expertise, cluster and value chain development expertise, business association expertise) 

· Monitoring and evaluation: a small team to undertake on-site visits will need to be developed  

· Information and communications technology including website design
An appropriate mix of local and international expertise should be allowed for.

Support staff and backstopping

The costs of support staff must be included in the fee rates of the experts.

Backstopping costs are also considered to be included in the fee rates of experts.
6.2
Office Accommodation

Office accommodation of a reasonable standard and of approximately 10 square metres for each key expert working on the project is to be provided by the beneficiary country.

6.3
Facilities to be provided by the Consultant
The consultant shall ensure that all experts are adequately supported and equipped.  In particular it shall ensure that there is sufficient administrative, secretarial and interpreting provision to enable the experts to concentrate on their primary responsibilities.  It must also transfer funds as necessary to support its activities under the contract and to ensure that its employees are paid regularly and in a timely fashion.

If the consultant is a consortium, the consortium arrangements should allow for the maximum flexibility in project implementation.  Arrangements whereby each consortium member is offered a fixed percentage of the work to be undertaken should be avoided. 

6.4
Equipment

No equipment is to be purchased on behalf of the contracting authority/beneficiary country as part of this service contract or transferred to the Contracting Authority/beneficiary country at the end of this contract.

6.5
Incidental EXPENDITURES
The provision for incidental expenses covers the eligible incidental expenditure incurred under this contract.  It cannot be used by the consultant for costs which should be covered by the consultant as part of its fee rate as defined above.

Its use is governed by the provisions of the General Conditions and the notes in Annex V of the contract.  It covers:

· Travel costs and subsistence allowances for missions, outside the normal place of posting, to be undertaken as part of this contract.
· Costs of workshops, training sessions, publications, press conferences and other awareness or information events (venue rental, cost of interpreting facilities, advertising and promotional costs, catering, attendee subsistence expenses, etc.) with prior approval of the Contracting Authority.
· Publications & visibility actions etc.

The provision for incidental expenses for this project is € 75,000.  This amount must be included without modification in the budget breakdown.
Any subsistence allowance to be paid for missions or study tours undertaken as part of this contract from the base of operations in the beneficiary country must not exceed the per diem rates published on the website http://ec.europa.eu/europeaid/work/procedures/implementation/per_diems/index_en.htm at the start of each mission.

6.6
Expenditure verification

The provision for expenditure verification relates to the fees of the auditor who has been charged with the verification of expenditure under this contract in order to permit the payment of pre-financing instalments if any and/or interim payments.

The provision for expenditure verification is €10,000.  This amount must be included without modification in the budget breakdown.  The provision cannot be decreased but may be increased.

7
Reports

7.1
Reporting requirements

Please refer to Article 26 of the General Conditions. Interim Reports must be prepared every six month during the period of implementation of the contract.  They must be provided along with the corresponding invoice, the financial report and an expenditure verification report as defined in Article 28 of the general conditions.  There must be a final report, a final invoice and the financial report accompanied by an expenditure verification at the end of the period of implementation.  The draft final report must be submitted at least one month before the end of the period of implementation of the contract.  Note that these interim and final reports are additional to any reports specifically specified as being required in these terms of reference.

Each report must consist of a narrative section and a financial section.  The financial section must contain details of the time inputs of the experts, of the incidental expenditure and of the provision for expenditure verification.  The final report must be accompanied by the final invoice, the financial report and an expenditure verification report.

7.2
Submission and approval of progress reports

The consultant must provide two copies of each report described under 7.1 to the Project manager identified in the contract.

Additionally, a copy of each report must be provided to the EU Delegation in Dhaka. 

8
Monitoring and evaluation

8.1
Definition of indicators

The key indicators of success will be the delivery of the defined outputs within the duration of the implementation of the project.

The consultant is expected to prepare a detailed timetable of the delivery of the specified outputs within the organisation and methodology section of their technical proposal.

During the inception phase the consultant will propose for approval by the Contracting Authority and the EU Delegation suitable quantified and time tabled objectively verifiable indicators for measuring the impact of the project over its duration.   

8.2 
Special requirements

There are no special requirements.

8.3        EXTERNAL MONITORING

The European Commission, in compliance with its regulations might decide to perform Ad Hoc audit missions of the project, to which purpose and intention, it will require of the team of experts the elaboration and submission of additional reports and information as deemed necessary. 

Annex 1: The SME Cell

The National SME Development Strategy 2005

The Government’s national SME development strategy 2005 introduces a number of institutional structures.  The quotations below are from that document.

The National Taskforce on SME Development

The Government constituted a National Taskforce on SME Development to draw up the 2005 SME development strategy.  The Taskforce submitted its report including recommendations which “if implemented, will mount a coherent strategy to promote the development of SMEs in Bangladesh in three phases: short, medium and long-term. The Government accepted most of the recommendations with some modifications”.

SME Advisory Panel

“An SME Advisory Panel shall be constituted involving experienced committed specialists and entrepreneurs of relevance to work together with the SME Cell of the Ministry of Industries (MOI). In the medium term the Advisory Panel and the SME Cell will eventually morph into SME Foundation”.

SME Foundation

“Over the medium term and beyond, the Government shall form an SME Foundation as a pivotal platform for the delivery of all planning, developmental, financing, awareness-raising, evaluation and advocacy services in the name of all SME development as a crucially-important element of poverty alleviation. The Foundation would strive to provision one-window delivery of all promotional and administrative facilities, including some resources needed for capacity building in appropriate industry association(s) for SMEs in the country”.

The SME Cell

In practice the Government has determined to maintain the SME Cell as a separate body within Government to undertake policy formulation rather than merge it into the SME Foundation.  The exact split of tasks between the SME Cell and the SME Foundation remains unclear and needs to be clarified through a detailed memorandum of understanding.

The SME Cell (SMEC) was established within the Ministry of Industries (MOI) in 2003 and was tasked to take specialist interest in SME development.  

The SME cell forms part of the Corporate Body Wing of the Ministry of Industries reporting to the Additional Secretary responsible for Administration & Coordination. 

The SME Cell is headed by a Deputy Secretary and has the following key responsibilities:

· Implementation of SME Strategies and recommendations made by the National Task Force on SME development.

· Evaluating and monitoring of training activities conducted on SME and providing the feedback of success.

· Monitoring the benefits of loan disbursed to small enterprises against Small Enterprise Fund (SEF).









Annex 2: The SME Foundation

The SME Foundation (SMEF) is established as a limited company licensed by the Ministry of Commerce as a non-profit organisation and is registered under the Companies Act 1994.  The Government approved the SMEF by accepting its Memorandum and Articles of Association.

The SMEF’s mission is to assist the promotion of SMEs of all productive and service-oriented sectors and to assist SMEs to face the challenges of a market economy and globalisation. 

The general body of SMEF is constituted by all members of SMEF as per its articles of association.  The members comprise the members of the former SME advisory panel, members nominated by the government, entrepreneurs trade associations, universities and representatives of civil societies.

Board of Directors   

The board of directors comprises the following 16 members.

Table 4: Board of Directors of the SME Foundation
	Sl.

	Name

	Position in SMEF Board of Directors

	Present Institutional Affiliation 


	1.

	Mr. Ayub Quadri

	Chairman

	Retired civil servant


	2.

	Mr. Farooq Sobhan

	Member

	President, Bangladesh Enterprise Institute, Dhaka


	3.

	Prof. Choudhury Mahmood Hasan

	Member ex officio

	Chairman, Bangladesh Council of Scientific & Industrial Research (BCSIR), Dr. Qudrat-E-Khuda Road, Dhanmondi, Dhaka-1205


	4.

	Mr. Mohammad Mahbubur Rahman

	Member ex officio

	Chairman, Bangladesh Small & Cottage Industries Corporation (BSCIC), 137-138, Motijheel C/A, Dhaka-1000


	5.

	Mr. Nazrul Huda

	Member

	Deputy Governor, Bangladesh Bank, Dhaka


	6.

	Mrs Parveen Mahmud

	Member

	Deputy Managing Director, PKSF


	7.

	Professor Dr. M. Kamal Uddin

	Member

	Professor at BUET


	8.

	M. Nurul Ghani Shovon

	Member

	Entrepreneur


	9.

	Mrs. Nasrin F. Awal

	Member

	Director, Multimode Group of Companies


	10.

	Ms. Monowara Hakim Ali

	Member

	President, Chittagong Women Chamber of Commerce & Industries, Jahan Building-5 (4 floor), 74 Agrabad C/A, Chittagong


	11.

	Mr. Abdur Razzaque

	Member

	President, Bangladesh Engineering Industry Owners' Association (BEIOA), 31, Nandalal Datta Lane, Lakhibazar, Dhaka-1100


	12.

	Mr. Khaled Shams

	Member

	10 Eskaton Garden, Eskaton, Dhaka


	13.

	Mr. Elias Ahmed

	Member

	Additional Secretary, Ministry of Industries, 91, Motijheel C/A, Dhaka-1000


	14.

	Selima Ahmed

	Member

	President, Bangladesh Women Chamber of Commerce and Industry (BWCCI), Gulshan press, Apt: 2C, Block-CWS©, House: 8, South Avenue, Gulshan-1, Dhaka-121


	15.

	Professor  Dr. Momtaz Uddin Ahmed
	Ex officio Member (Non-voting)

	Chief Executive, SMEF (since February 2009)



	

	


General operational remit and resource

The Foundation has a wide SME development remit but stands outside of the main government authority structure. Its role regarding legislative and regulatory matters is an advisory one, with the usually uncertainty about whether its advice will be followed by politicians and government officers. 

Other operational responsibilities (detailed below) represent a challenge for such a new, small organization, still recruiting staff to fill necessary positions and still spending time developing its own internal systems and procedures.  

The current staff complement is young and generally appears to be enthusiastic and full of ideas. As yet they have no track record and, since the Foundation is a new institution, nowhere to draw on experience from others. 

In much of their work they are starting from basic, for example, seeking for data bases to service their own information needs. 

Whilst they talk enthusiastically about what they are going to do, they have no work plan (one is in course of finalisation) and only policies to draw from government. It seems they will be responsible for advising government on an SME strategy and development programme. 

Organization structure

The organigram for SMEF which now has 56 staff members is shown below.


In the organigram, positions are referred to as follow:

· MD     Managing Director 
· DMD   Deputy Managing Director 

· GM      General Manager 

· DGM    Deputy General Manager

· AGM    Assistant General Manager

· PM      Program Manager

· PO       Program Officer

· CO       Computer Operator 

· D         Driver 

· OW     Office Worker 

The organisation is headed by a Chief Executive Officer, whose office has a staff of three:

	Sl. No.
	Designation
	Name of the Officer
	Responsibility

	1. 
	MD
	Professor  Dr. Momtazuddin Ahmed
	CEO

	
	Corporate Affairs  & Coordination Section

	2. 
	AGM
	Mamunur Rahman
	Legal & Corporate Affairs 

	
	Public Relation & International Liaison Section

	3. 
	AGM
	Mamunur Rahman
	PR & IL 


The Small & Medium Enterprise Foundation has three business divisions:

(a) Policy Advocacy & Gender Equality (PAGE)

(b) Technology & Enterprise Support Services (TESS)

(c) Administration & Finance (AF).

The three divisions are split into 6 wings:

· Information and communications technology

· Capacity building and business support services

· Credit

· Policy advocacy

· Gender and development

· Administration and finance

Technology & ICT Wing

	Sl. No.
	Positions
	Name of the Officer
	Responsibility
	Remarks

	1.
	DGM 
	Md. Mujibur Rahman
	ICT & Technology 
	Controlling Officer

	
	ICT Section
	

	2.
	PM
	Miah Ashik Masuk
	Hardware
	

	3.
	PO
	Md. Mustafizur Rahman
	Programmer
	

	4.
	Computer Operator
	Ashim Kumar Howlader
	Attached to ICT 
	

	
	Technology Development Section
	

	5.
	AGM/PM
	Mr. Harendra Nath
	Technology
	


The wing has 5 professional staff.  The wing provides internal support to SMEF (design of personnel database and accounting software) and external support to SMEs (design and establishment of the SMEF web portal).

The key actions of the wing are:

· Policy advocacy – seeking changes in the “Electronic Transactions Act 2006” to simplify e-commerce and seeking low cost internet connections for women entrepreneurs.

· Support for e-business (B2B) working with six sectoral associations (National Association of Small & Cottage Industries, Bangladesh Electrical Manufacturers and Merchants Association, Bangladesh Plastics Manufacturers Association, Bangladesh Light Engineering Association, Banglakraft.

· Providing IT capacity building for SMEs through these 6 trade associations.

· Services are provided at a subsidized cost but not free.

The wing is organising an ICT workshop on “the role of ICT in SME development”.  This will be followed by an action plan for implementation by Government, SMEF and other key stakeholders.  

Policy Advocacy Wing

	Sl. No.
	Positions
	Name of the Officer
	Responsibility

	1.
	DGM 
	Dr. Nurul Quadir
	R & D, PA, PPP 

	
	Policy Advocacy & PPP Section

	2.
	AGM/PM
	Rasel Mahmud
	Policy Advocacy & PPP 


The wing currently has a staff of two and a further member of staff will be recruited in 2009.

The wing’s role is to try and simplify the business environment through advocacy based on providing carefully researched policy options to government.

The wing has submitted a range of reforms to the value-added tax system as it impacts on SMEs in four sectors: light engineering, electrical products, electronic products and plastics.  The plan wider reforms to remove the barriers to SME growth caused by the current taxation system.

They are undertaking a survey of the six sectors already referred to under ICT wing.

They plan an update of the 2003 National MSME survey and have commenced planning of this. 

The wing has commenced actions to encourage donor coordination in the SME development sector.

Credit Service Wing

	Sl. No.
	Positions
	Name of the Officer
	Responsibility

	
	Credit Service Section

	1.
	AGM /PM
	Nazim Sattar
	Credit Wholesaling

	
	Monitoring & Evaluation Section

	2.
	AGM/PM
	Farzana
	Monitoring & Evaluation 


The credit wing has a professional staff of two and plan to recruit a further 3 staff in 2009.

The wing’s objective is to improve access to finance for SMEs – especially for the “missing middle” between microcredit and banks with simple access to credit finance.  They do this through two main ways:

· Working with banks to improve their efficiency (capacity training) and understanding of SMEs (reducing information asymmetry – working group on credit information has been set up by SMEF and banks).

· Providing low cost credit lines for SMEs through two intermediaries (MIDAS and the Shakti Foundation).

They work with enterprises in the 6 sectors already mentioned under ITC.  They are working with Eastern Bank to provide cluster-based financing – especially light engineering.  Eastern Bank and SMEF are jointly financing a study on cluster financing”.

They advocated for changes in legislation which was making venture capital fund establishment difficult.  There are now two functional venture capital funds. 

Capacity Building and Business Support Services Wing

	Sl. No.
	Positions
	Name of the Officer
	Responsibility

	1.
	DGM 
	Ahmed Ali Shah
	Capacity Building

	
	Capacity Building Section

	2.
	AGM/PM 
	Abdus Salam
	Capacity Building

	
	Business Support  Service Section

	3.
	AGM/PM  
	Sheikh Al Amin
	BSS & Helpline Centers 

	4.
	PO
	Fahim Asmat
	Advisory Service Center  & Display Center


The wing has a staff of 4.  Their remit is to promote and facilitate the establishment of business development services:

· Conducted a training needs analysis two years ago (probably needs updating).  The wing has undertaken a training needs analysis of the SME sector and prepared training and other support materials accordingly.  

· Provide capacity building for BDSs

· Develop training modules for a demand-orientated year-long training calendar

· They have a 6 person working group chaired by a member of the Dhaka Chamber of Commerce

· A Technical Committee selects target sectors and groups for training

Training is not provided directly by SMEF, but rather they utilise established training institutions and other service providers.

They plan to undertake a training needs analysis of the six priority sectors.

Gender and Development Wing

	Sl. No.
	Positions
	Name of the Officer
	Responsibility

	1.
	DGM  
	Dr. Yameen Akbory
	P& D, Gender, SMESDP

	
	Gender Equality Section

	2.
	AGM /PM 
	Ms. Manashi Hazra
	Gender Equality 

	
	Planning & Projects Section

	3.
	AGM/PM 
	Rehnuma Salam Khan
	Projects & Planning

	4.
	PO
	Rakibuddin
	Projects & Planning 


The wing has a staff of four.  The wing seeks to encourage woman entrepreneurs and acts horizontally across the SMEF to ensure that the needs of women entrepreneurs are addressed by the other wings.

Administration and Finance Wing

	1.
	DGM
	Dr. Nurul Quadir
	
	Controlling Officer

	
	Budget & Accounts Section
	

	2.
	AGM 
	Md. Ashraful Alom
	Budget & Accounts 
	

	3.
	PM
	Jahangir Hossain
	Budget & Accounts 
	

	
	Personnel Affairs & Logistics Section
	

	4. 
	AGM  
	Mahbooba Panna
	Personnel Affairs 
	

	5. 
	PO
	Md. Nasir
	Logistic Service 
	

	6. 
	Computer Operator
	Ms. Jona Talukder
	Reception & R & I
	

	7. 
	Computer Operator
	Monjurul Huq
	Common Service
	

	8. 
	Driver
	Rafiqul Islam Selim
	Chairman’s duty
	

	9. 
	Driver
	Belal Hossain
	MD’s duty
	

	10. 
	OW
	Abu Bakar Siddique
	MD’s duty
	

	11. 
	OW
	Shamim Ahmed
	Common Service
	


They undertake the financial management of the SMEF and are supporting sector trade associations in the six priority sectors to work with their members to improve their financial record keeping systems.

The wing manages the US$ 30 million SME Endowment Fund which is invested in low risk fixed deposits.  Operations of SME are financed from the earnings from the deposits.  SMEF is obliged to re-invest 25% of the annual income in the Endowment Fund to ensure its regular growth.

Annex 3: Best Practice Principles for the SME Development Strategy

Enabling environment

With respect to the enabling environment
 the strategy should adopt the following policy principles:

· The objective is to address the enabling environment and give special attention to the issues of governance and the policy, legal and regulatory framework.  These are considered to be the most relevant areas of the enabling environment to small enterprises as these fields hold the greatest potential for constraint and their reform can lead to substantial benefits to small enterprises.

· The objective is to support the Government to create “a regulatory environment which does not impose undue burdens on SMEs and is conducive to entrepreneurship, innovation and growth through, inter alia: promoting good governance and greater accountability in public administration; pursuing a fair and transparent competition policy, and implementing effective anti-corruption measures; and fostering the implementation of transparent, stable and non-discriminatory tax regimes”
.  

· The objective is to support a stable macroeconomic environment in which private sector development (including SMEs) can operate in an efficient manner with the aim of achieving national development goals, such as poverty reduction, employment and wealth creation, etc.

· The objective is to remove barriers to private sector and small enterprise development (e.g., open markets up for greater competition). The policies, laws and regulations governing the private sector should not unduly encumber the private sector and should ensure that anti-SME biases found in policies, laws and regulations are reformed to be responsive to the conditions and capacities of the SME sector
. The barriers to entry and non-competitive behaviour in all markets should be removed.

· The objective is to support the Government to undertake necessary reform of policies, laws and regulations in a manner consistent with the broader social norms and practices of Bangladeshi society, as contained within social and economic institutions.  This is essential if they are expected to be agreed upon and adhered to. 

· The objective is to strengthen institutions involved in policy design, implementation and enforcement: existing and newly created or reformed policies, laws and regulations must be properly implemented and enforced in a transparent, equitable and market-oriented manner.

· The objective is to remove constraints to private sector and small enterprise development: The costs of compliance should be reduced through removing expensive and time-consuming regulatory requirements for small enterprises and streamlining registration and licensing systems.

· The objective is to strengthen the involvement of other actors in the design and review of the policy, legal and regulatory framework (e.g., promoting advocacy and representation of small enterprises).  The SME sector must be properly represented in policy and legislative reform dialogues, and that representative institutions can advocate for change to government in a consistent and knowledgeable manner that is driven by mandates that come from SMEs themselves
.

· The objective is to improve the knowledge of the business environment and its influence on private sector and small enterprise development: The Government should be assisted to utilise regulatory impact/cost assessments and other tools to ensure legislators and policy makers are fully aware of the impact/cost of their laws/policies.

· The objective is to ensure that the enabling environment is improved not only at national level, but also at provincial and district level: Local governments must be assisted to improve their local business environment as it at this level that most SMEs have the most direct contact with Government. 

· The objectives can be summarised as follows
:


[image: image1]
Business development services

With respect to business development the strategy will adopt the following policy principles:

· The objective is a well-functioning BDS market with a diverse array of high-quality services that meet the needs of a large proportion of SMEs affordably. Neither donor nor Government interventions should create or perpetuate market distortions in the BDS market that disadvantage small enterprises, but rather work to ensure that the BDS markets work effectively.

· The objective is to provide an enabling environment and to correct or compensate for market failures, and to provide public goods.  Government will not undertake the direct provision of private goods that can be more efficiently provided by the market.  The majority of BDS is private goods and thus should be provided by the market.  With appropriate product design, delivery and payment mechanisms, BDS can be provided on a commercial basis even for the lowest-income segment of the entrepreneurial SME sector
.

· The objective is that the Government and all donors act in accordance with these principles of BDS market development.  “BDS market development interventions will not work if there is a lack of donor consensus in the field. One donor agency or government working against these principles can quickly and substantially reduce the impact of others” 
. 

Access to finance

With respect to access to finance the strategy will adopt the following policy principles:

· The objective is to increase SME access to finance and not to try to reduce artificially the cost of finance but allowing the market to set the cost of finance.  The provision of subsidised loans and other cheap forms of financing: (a) Encourages commercial lenders to assume that SME lending is an area specifically for state intervention and thus discourages innovative thinking in SME lending; (b) Encourages SMEs to establish their businesses using financial sources that were inherently non-sustainable; (c) Makes SMEs become used to cheap finance and thus be unable to survive when the source of cheap finance is removed; (d) Discourages the establishment of a normal bank-client commercial relationship; 

· The objective is to improve both outreach (by expanding access to increasing numbers of SMEs) and sustainability (by ensuring that market principles are fully respected).  It is appropriate to encourage a range of institutions (commercial and development banks, credit unions, mutual or community banks, NGOs, finance companies, cooperatives, savings and credit associations, and other specialized intermediaries) to serve their particular market niches.  But, at the same time, such support must not erode the principle of market-driven sustainable provision of finance and that this must be observed by all such financial institutions if they are to succeed.  Government and donors must design their support mechanisms in ways that are consistent with best international practices and the long-run development of a sound financial system.  This can provide high quality services and the widest outreach linked to financial self-sufficiency and independence from donor and government support.

· The objective is to demonstrate to commercial banks and other financial institutions that SMEs are a bankable proposition.  This can only be achieved by avoiding funding that is based on large, ongoing subsidies with a charity rationale as this is both unsustainable and contributes to the mistaken notion of SME un-bankability.

· The objective is to help reduce the systematic funding gap (i.e., credit rationing) that SMEs face by addressing its root cause: asymmetric information. Improving bank access to improved credit information technologies (financial statement lending, relationship lending, credit-scored micro-business lending, asset-based lending, factoring, and trade credit) will significantly improve access to finance.

· The objective is to support the financial market to develop alternative forms of finance for SMEs, including venture capital, factoring, private equity (including “business angels”), and leasing systems.  
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� “Moving Ahead: the National Strategy for Accelerated Poverty Reduction II 2009-2011), p.40


� National Private-Sector Survey of Enterprises in Bangladesh, Lisa Daniels, 2003


� „Harnessing competitiveness for stronger inclusive growth: Bangladesh Second Investment Climate Assessment, The World Bank, October 2008


� 45% of peri-urban firms reported hiring workers compared to between 20-25% of small-town and village enterprises. Hired workers made up 26% of the workforce of peri-urban firms compared to an average of around 15% in other areas.  


� While only 23% of enterprises with less than five workers have owners with SSC or higher education, 63% of owners with 10-49 workers have an SSC or higher education.


� 23% had no education at all, 18% had some primary education, 41% had completed primary, 17% completed HSC and 2% had a university education.  


� The SME Task Force that prepared the Government’s SME development policy were obliged to use data from the 2003 national MSME survey which they state was less than ideal for their purpose.


� National Private-Sector Survey of Enterprises in Bangladesh, Lisa Daniels, 2003


� Sia, M. T. (2003), “SME Finance”, Asian Development Bank


� Ibid.


� SEDF Impact Assessment, Nexus Associates, 2008


� Ferrari, Aurora et al, 2007, “Increasing Access to Finance for Bangladesh’s “Missing Middle”, World Bank, Washington, D.C.


� Haque, M. (2003), “Diagnostic Review of Selected Public Sector Institutions”, Asian Development Bank


� Feria, R. P., Kabir, N., Syed, A., Haque, M., and Wahab, A. (2003), “The SME Enabling Environment”, Asian Development Bank


� The EC is supporting improvements to quality standards through the Bangladesh Quality Support Programme and the upcoming BEST.


� These are: (a) a clear sector policy and strategy to know what government is aiming to achieve in the sector and how – distinguishing government’s regulatory role from its service delivery role, specifying the roles of non-government agents and outlining any necessary institutional reforms; (b) A sectoral medium term expenditure programme, based on a comprehensive action plan, to clarify what is the expected level of available internal and external resources and how these resources will be utilised in pursuit of the policy; (c) A performance monitoring system to measure progress towards the achievement of policy objectives and planned results, distinguishing between male and female beneficiaries and ensuring the needs of vulnerable groups (disabled, young/old) are assessed; (d) A formalised process of donor coordination in the sector; (e) An agreed process for moving towards harmonised systems for reporting, budgeting, financial management and procurement; (f) A systematic mechanism of consultation with clients and beneficiaries of government services.


� National Private-Sector Survey of Enterprises in Bangladesh, Lisa Daniels, 2003, Dhaka: ICG, MIDAS.


� The markets to be considered should be: accounting/auditing, business management training, business management advisory, legal services, advertising/promotion, market research, product design, trade fair related services, quality management and environmental management services, management information systems (MIS) software, business information on the Internet, computer related services, technical & vocational training and technology advisory services.  This should be done in close conjunction with the TA team stimulating applications under the SME Competitiveness Grant Scheme to ensure no overlap of actions.


� Quotation from the SME development policy


� The exact databases should be agreed with the SMEC but must include: Database on available financial instruments and credit lines, Database on SMEs in Bangladesh, Database on foreign aid programmes and programmes of Government support, Database on available vocational education and training programmes, Database on legislation and regulations impacting upon SMEs.  The consultant must establish input systems to collect the required data either from existing established sources or, where necessary, using primary collection sources.  The consultant must establish systems for the regular updating of the databases. The consultant is responsible for training the staff of the SMEC in the management and updating of the databases.  The consultant must ensure that the databases are available through either the public or passworded domain [at the SMEC’s discretion] of the SME Foundation’s website.


� In October 2008, a meeting between trade associations and the SME Foundation unanimously decided to form a ‘National SME Forum’ for advancement of the SME sector and for coordination among various trade bodies and associations with SMEF.  A 16 member convening committee was formed at the meeting.  The vision of the SME Forum is “to provide support and implement  programs in coordination with SME Foundation  so that  SMEs  can operate profitably”.  Its mission has been defined as “to assist SME related trade bodies / associations, research organizations, professionals & SME development service providers to get integrally involved with activities of the  SME Foundation”.  The objectives of the SME Forum were set at: (i) To Manage programmes for removing various challenges & barriers to SME incorporation in coalition with SME Foundation; (ii) To help in  strengthening various training and capacity building programs for SMEs & micro enterprises that are organized by the SMEF.; (iii) To develop & reinforce SME entrepreneurs in macro & micro level context and accelerating SME business environment in the country; (iv) To develop SME sector for accelerating & reinforcing industrialization & economic growth by providing dynamic assistance through SME Foundation & SME related organizations; (v) To take the necessary measures for establishing SME friendly environment at every level of SME credit & finance for  SME entrepreneurs of the country; (vi) To stimulate SME sector by identifying potential entrepreneurs and new sectors,  and helping in create a conducive environment for SME investment; (viii) To assist the SME Foundation & allied organizations in implementing various tasks to develop productivity in SME sector through extending, transferring & adopting new technology; (ix) To assist & manage various programs for establishing SME’s to alleviate poverty & generate employment opportunities in line with the demand & potentials of small entrepreneurs in rural & local areas;(x) To assist government in  taking necessary steps for  encouraging  FDI in SME sector of Bangladesh.


� Replacing Dr. Mohammed Ayub Miah who was recalled to the Government during w/c 9th February.  Professor Momtaz Udin Ahmed is also Professor of Economics at Dhaka University


� The enabling environment is a broad concept and on the widest definition can comprise all factors external to firms, including the policy, legal and regulatory framework; external trade policy; governance and institutions; physical security; the social and cultural context of business; macroeconomic policies; access of firms to financial and business services; and the availability of physical and social infrastructure services.


� “The 2000 Bologna Charter on SME Policies” - signed, inter alia, by the following EU Member States (Austria, Belgium, Czech Republic, Denmark, Finland, France, Germany, Greece, Hungary, Ireland, Italy, Luxembourg, Netherlands, Poland, Portugal, Slovak Republic, Slovenia, Spain, Sweden, United Kingdom).  Whilst Bangladesh was not present at the 2000 Conference it was a signatory of the 2004 Istanbul Ministerial Declaration on Fostering the Growth of Innovative and Internationally Competitive SMEs which re-affirmed the principles of the Bologna Declaration.


� “Many donors working in the business environment in which small and medium enterprises (SMEs) operate were found to define the concept of the business environment loosely.  ”When defining the business environment, it was important to draw a distinction between business environments that enable private sector development (PSD) and those that enable SME development. Research has shown how SMEs are more vulnerable to biases and constraints in the business environment than larger enterprises. Thus, within the broad thrust of PSD, SME development has a unique position. While PSD encompasses all kinds of private business endeavours, including large enterprises, multinational corporations, etc., SMEs are by definition smaller. Reforming the business environment for SME development can be lost among efforts to reform the environment for PSD. SMEs have a specific set of concerns that need to be addressed in the business environment (e.g., anti-SME bias) and it is important to ensure that reform measures respond to the needs and priorities of smaller enterprises”.  Enabling Small Enterprise Development Through A Better Business Environment:  Donor experiences in supporting reforms in the business environment; Committee of Donor Agencies for Small Enterprise Development, Working Group on Enabling Environment, November 2002


� This will involve, inter alia: (a) improving the flexibility of the labour market rigidities to make hiring and firing of workers more simple and less expensive, and increase the flexibility and mobility of the labour force; (b) reducing or removing official and unofficial levies that discourage small enterprises from growing and becoming formal; (c) improving the legal framework for commercial transactions and the resolution of disputes so as to encourage SMEs to enter into transactions with unknown firms; (d) improving regulations to protect business and intellectual property and the use of property as collateral; (e) improving tax structures so as to remove discrimination against small firms; (f) introducing Government procurement procedures that encourage successful bidding by small enterprises; (g) removing zoning regulations that restrict small enterprise operations and entry into high-income markets.


� The government must be the main driver of process of simplifying the enabling environment for SMEs.  Private sector representative agencies, including associations of small enterprises, can advocate for change and participate in reform processes––but government usually manages these processes.  A fact highlighted in “Donor approaches to improving the Business Environment”,  Working Group on the Enabling Environment, Committee of Donor Agencies for Small Enterprise Development 


� Ibid.


� Based on Business development services for Small Enterprises: Guiding principles for donor intervention.  Committee of Donor Agencies for Small Enterprise Development


� Ibid.
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