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I. PROGRAM DESCRIPTION 

A. Rationale  

1. The promotion and development of small and medium enterprises (SMEs) was to allow 
the sector to play a key role in raising Bangladesh’s pro-poor economic growth. Being 
generally labor intensive, SMEs utilized the country’s factor endowments to their competitive 
advantage in the local and global markets. In the 1990s, the economy experienced rapid 
growth that was accompanied by a faster rate of poverty reduction than what was realized in 
the 1980s. The source of growth was mainly from non-tradable activities, such as services, 
construction, and small-scale industry that accounted for about 70% of the incremental growth 
in the 1990s compared to the period 1970–1980. For the government’s poverty reduction 
efforts, it was  of critical importance to build on this growth momentum by developing an 
enabling environment conducive to the accelerated growth of the SME sector over the medium 
to long term and to adopt policies that enable the poor to find gainful employment in this 
sector.  

2. Dearth of medium to long-term credit and limited access to market opportunities, 
technology, expertise, and information relative to larger enterprises were considered 
constraints to the realization of SMEs’ full potential. Other constraints were lack of suitable 
incentives, inefficient and limited outreach of government services, and weak capacity among 
SME entrepreneurs in managing functional areas of business. Given these, the government 
focused its efforts to address these constraints. To support the government’s initiative, the 
Asian Development Bank (ADB) approved on 20 December 2004 the Small and Medium 
Enterprise Sector Development Program (SMESDP) in order to provide support to SMEs and 
facilitate their growth and development.1  

B. Expected Impact  

3. The program aimed to accelerate the development of the SME sector and enable SMEs to 
attain their full potential by contributing to sustainable economic growth and poverty reduction. 
The impact indicators were (i) reduction in income poverty to 43% in 2006, 35% in 2010, and 25% 
in 2015 from 50% in the base year 2000; and (ii) growth of the gross domestic product, which 
meets the targets for fiscal year (FY) 2005–FY2007 under the Poverty Reduction and Growth 
Facility of the International Monetary Fund (IMF).  

C. Objectives or Expected Outcomes  

4. The expected outcome of the SMESDP was to enhance the growth of commercially 
viable SMEs and increase employment in the SME sector. The outcome indicators were (i) 
increased employment in the SME sector by at least 8% per annum during FY2005–FY2007; 
and (ii) SME portfolio of participating financial institutions (PFIs) under the Small Enterprise 
Fund (SEF) increased to at least 15.8% yearly on average during FY2005–FY2007.  

D. Components and Outputs  

5. The SMESDP consisted of a program loan of $15 million to support policy reforms. 
These reforms included establishing an SME policy and development framework to provide 

                                                 
1   ADB. 2002. Report and Recommendation of the President to the Board of Directors: Proposed Loans and 

Technical Assistance Grant to the People’s Republic of Bangladesh for the Small and Medium Enterprise Sector 
Development Program. Manila.  



3 
 

impetus and guidance to the development of the sector, establishing an institutional structure 
and necessary mechanisms to support SME development, and defining government support to 
SMEs that will facilitate SME access to various services. It also included a $30 million project 
loan component aimed at extending credit to small enterprises, the proceeds of which were to 
be used as contribution to the SEF, which was set up by Bangladesh Bank as a credit facility 
to small enterprises with fixed assets of less than Tk10 million. A technical assistance (TA) 
loan of $5 million was also included, which was designed to improve the effectiveness of 
government assistance to the SME sector and facilitate SMEs’ access to various support 
services, including capacity building and support for “soft” infrastructure development of SMEs. 
The components of the TA loan included the conduct of studies to rationalize government 
support to the SME sector, and the design and development of an SME web portal and/or 
virtual front office. Establishing and operating SME helpline outreach centers were also 
envisaged under the TA loan. Suitable and affordable training programs were part of capacity 
building planned for SME entrepreneurs. Upgrading of product certification system to meet 
international standard, development of integrated SME database, and environmental 
assessment and monitoring were also planned to be undertaken. ADB also provided a TA 
grant of $600,000 to assist the government to implement and coordinate the SMESDP and to 
monitor the benefits. 

E. Provision of Inputs  

6. The program loan of $15 million was fully disbursed in two tranches. The first tranche 
of $5 million was disbursed on 27 December 2005 upon loan effectivity and compliance with 
the first tranche release conditions. The second tranche of $10 million, expected to be 
released on 30 June 2007, was delayed by nearly 1 year due to late fulfillment of the release 
conditions. It was finally disbursed on 22 July 2008. The project loan amount was equivalent to 
$30 million (SDR19.9 million) at the time of approval. At final closing date, $30.23 million was 
disbursed by PFIs, including payment for interest charges. The project loan was committed 
and disbursed earlier than expected with the closing date of 21 June 2010 against the 
appraisal target of 31 December 2010. The TA loan of $5 million was revised to $5.07 million 
based on exchange rate variation during implementation period. Of this amount, $3.22 million 
was disbursed and $1.84 million (36%) was cancelled. The amount for consultancy services 
utilized from the TA loan was $1.4 million or 43% of total amount disbursed.  

F. Implementation Arrangements  
 

7. The implementation arrangements specified in the program design were followed. The 
Finance Division under the Ministry of Finance was the executing agency for the SMESDP. 
The Ministry of Industries (MOI) was the implementing agency for the program and TA loans, 
while Bangladesh Bank was the implementing agency for the project loan. These 
arrangements were adequate and appropriate for the implementation of SMESDP.  
 
8. Implementation of the program loan component was generally effective. All 10 
conditions for the release of the first tranche were fully met. Of the 13 conditions for the 
second tranche, 10 were fully met, while three were partially met (para.13). Significant 
progress was needed to achieve the remaining three conditions but these were waived to 
facilitate the disbursement of the second tranche. Nonetheless, due to sustained efforts of the 
MOI and the ADB Bangladesh Resident Mission, the three conditions were finally met within 
the loan closing date of 21 June 2010. The project loan was committed and disbursed ahead 
of schedule. The covenants on the project and TA loans were fully met except for the report on 
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the project loan that Bangladesh Bank was required to submit to ADB, which was delayed by 
10 months.  
 
9. The implementation of the TA loan was considerably delayed because of problems 
associated with the recruitment of consultants. The TA project proposal prepared by the MOI, 
particularly on consulting positions, was not in line with the requirements and intended outputs 
in the report and recommendation of the President (RRP) and, therefore, had to be amended. 
Nonetheless, the performance of consultants recruited under the TA loan was generally 
satisfactory as the outputs produced helped in achieving the envisaged outputs and outcomes. 
No problems were encountered with contractors and suppliers of goods and services.  
 
10. The TA completion report rated the TA grant partly successful.2 This validation has a 
similar rating. The TA loan contributed substantially in monitoring the program and helped 
provide guidance to the executing agency and implementing agencies in SMESDP’s activities. 
However, some activities were not fully delivered and not all expected outputs were met. Major 
activities not undertaken pertained to securing feedback and recommending appropriate 
improvements and corrective actions that could have ensured the effective administration of 
training programs, timely monitoring of tranche release conditions, and implementation of the 
benefit monitoring system.  

 
II. EVALUATION OF PERFORMANCE AND RATINGS 

 
A. Relevance of Design and Formulation 
 
11. The program completion report (PCR) rated the SMESDP relevant. It was considered 
fully consistent with ADB’s country strategy and complemented ADB’s interventions in 
Bangladesh in rural and microfinance and financial market development. The program was 
consistent with the government’s agenda for developing the country’s private sector, particularly 
the SME sector, which had a pivotal role in Bangladesh’s pro-poor economic growth. The minor 
change in the scope of the TA loan, which allowed some members of Parliament and 
government officials to participate in SME-related study tours, was considered relevant to the 
program.  
 
12. The interventions under the program were relevant in removing the obstacles to SME 
growth and in facilitating the flow of private investments into the SME sector. The policy actions 
taken under the program loan were appropriate to the development of the SME sector.  These 
included the (i) establishment of an SME policy and development framework, (ii) setting up of an 
institutional structure and mechanisms to support SME development, and (iii) rationalization of 
government support to SME and providing measures to improve SME access to various 
services. The project loan was appropriate in meeting the financing needs of the “missing 
middle” as these enterprises were too large to qualify for microfinance but too small for 
conventional bank loans. One design weakness identified retrospectively was that the targeted 
subloans for SMEs (i.e., average of $3,000 each) were unrealistically too low. The TA loan was 
appropriate in helping achieve the envisaged program outcomes and objective. However, 
delays in implementing the TA loan and in rationalizing government’s assistance to SMEs 
reduced the relevance of the program (paras. 9 and 15). This validation also rates SMESDP as 
relevant. 

                                                 
2 ADB. 2009. Technical Assistance Completion Report: Support Program Implementation and Coordination of the 
Small and Medium Enterprise Sector Development Program (Bangladesh). Manila.  
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B. Effectiveness in Achieving Program Outcome  

13. The PCR rated the program effective in achieving expected outcomes. The envisaged 
policy outcomes of SMESDP were realized. A policy strategy and institutional framework for the 
promotion and development of SMEs was established. Government support for SMEs was 
rationalized and SME access to various services improved. The second tranche was disbursed 
after a delay of about 1 year with 10 policy conditions fully complied with, two partially complied 
with, and one partially complied but waived by ADB at the request of the government. The three 
policy conditions with partial compliance were subsequently fully complied with after the 
disbursement of the second tranche on 22 July 2008 (para. 8). These policy conditions were 
related to (i) the institutional reform to establish the Small and Medium Enterprise Foundation 
(SMEF) with at least 50% private sector representation from the board and with a chief 
executive officer recruited from the private sector, (ii) the Bangladesh Bureau of Statistics 
completing the registry of enterprises and conducting a nationwide survey of SMEs, and (iii) 
providing tax incentives for SME promotion.  This validation rates the program loan component 
effective in realizing the expected policy outcomes.  
 
14. The project loan, which comprised 59% of total ADB support for the program, provided a 
credit facility for small enterprises or the “missing middle” through the SEF. The PFIs 
successfully disbursed almost the full amount of $30 million ahead of schedule. The number of 
subloans from the SEF was only 3,264, a shortfall of 67% from the 10,000 subloans estimated 
in the RRP mainly because the average loan size granted to enterprises was $15,000. 3 
However, these subloans provided additional employment for some 4,300 persons with about 
1,300 (30%) of these employed persons being women.  
 
15. This validation also rates the TA loan effective in achieving expected outcomes. The 
expected outputs, such as rationalized government support to SMEs and improved access to 
various services, were met although implementation was delayed for about 2 years. These 
outputs included the restructuring of the Bangladesh Small and Cottage Industries Corporation 
and the Small and Cottage Industries Training Institute, establishing a web portal—an e-
government program, putting up helpline outreach centers, capacity building for women 
entrepreneurs and PFIs, installing an upgraded product certification system, and an integrated 
SME database. In view of these, this validation also rates the SMESDP as effective.   

C. Efficiency of Resource Use in Achieving Outcomes and Outputs  

16. The PCR rated the SMESDP less efficient. There was about a year of delay in meeting 
the conditions necessary for the release of the second tranche. Also, the TA loan 
implementation was delayed for about 2.5 years with some activities still being implemented 9 
months after loan closing. In contrast, the project loan was implemented ahead of schedule 
with actual loan closing 6 months earlier than targeted. Repayments for subloans were 
recycled up to 1.4 times under the revolving fund facility for further financing of SMEs, 
indicating efficient use of funds. The SMESDP also helped in meeting most of the adjustment 
costs incurred, such as rationalizing and improving government’s support for SMEs. Given that 
the TA loan and the program loan were delayed considerably, this validation rates the 
SMESDP less than efficient. 

 

                                                 
3 The actual average loan size was $15,000, which was within the allowable range of $3,368–$84,211 using the 

exchange rate at appraisal.  
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D. Preliminary Assessment of Sustainability  

17. The PCR rated SMESDP likely to be sustainable. A more conducive environment was 
created for the promotion of SME and private investments in the sector. The Industrial Policy 
(2005) and the SME Policy Strategy (2005) realized during program implementation 
established the policy framework for SMEs. The institutional structure and support for SMEs 
was also set in place with the rationalization of the Bangladesh Small and Cottage Industries 
Corporation and the Small and Cottage Industries Training Institute, the establishment of an e-
government system—a web portal and virtual office based at the MOI, and the setting up of 
helpline outreach centers. The tax incentives for SMEs and the establishment of SMEF as a 
public–private partnership reflect government’s commitment to SME development, which 
bodes well in sustaining program outcomes. The credit facility for SME is most likely to be 
sustained. PFIs and subprojects supported by the project loan generally showed satisfactory 
performance in terms of viability. However, the loan arrears on some subloans affect the 
quality of portfolio and should be effectively addressed. The PCR indicated that total arrears 
stood at 16.7% on the outstanding loan amount of $11.2 million as of 31 December 2010. In 
2009, ADB approved the Small and Medium-Sized Enterprise Development Project, which 
comprised a line of credit to PFIs to continue the work done in the project loan under the 
SMESDP.4 This will help sustain access to credit of SMEs or the “missing middle.” The 
validation also rates SMESDP as likely to be sustainable. 

E. Impact  

18. The PCR indicated that although the immediate impact had not been as significant as 
that estimated at appraisal, the impact had been positive and was expected to increase further 
in the long term as the policy and institutional reforms introduced become more established, 
operate properly and efficiently, and with more effective enforcement. On the whole, the 
SMESDP improved the overall environment for SMEs and facilitated SME access to credit, 
business support services, product certification, and capacity building. The extent of reduction in 
poverty and the expected growth of gross domestic product to meet the targets under the 
Poverty Reduction and Growth Facility of the IMF, as envisaged in the program framework, were 
not reported in the PCR. However, the achievement of outcomes was effective and the 
SMESDP was likely to be sustainable. In particular, institutional development for SMEs’ growth 
and expansion was significant. Combining these, this validation rates the SMESDP’s impact as 
significant.  

 
III. OTHER PERFORMANCE ASSESSMENTS  

 
A. Performance of the Borrower and Executing Agency 

19. The PCR rated the performance of the borrower, executing agency, and implementing 
agencies generally satisfactory as most of the outputs necessary to achieve the expected 
outcomes were implemented. This validation holds a similar view with that of the PCR that 
better performance could have been realized had the TA loan been implemented on time and 
compliance to the second tranche conditions achieved earlier. This could have contributed to 
economic growth, increased employment, and poverty reduction. This validation also rates the 
performance of the borrower, executing agency, and implementing agencies satisfactory. 

 

                                                 
4 ADB. 2009. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the People’s 
Republic of Bangladesh for the Small and Medium-Sized Enterprise Development Project. Manila. 
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B. Performance of the Asian Development Bank  

20. The PCR rated the performance of ADB generally satisfactory. This validation has a 
similar rating to that of the PCR. The program was designed to address the key constraints of 
the SME sector—policy environment, institutional constraints, and lack of access to credit and 
support services. The review missions facilitated program implementation. However, ADB 
could have communicated to the MOI at inception the need to prepare the TA project proposal 
strictly in accordance with the RRP and the loan agreement. This could have helped avoid the 
delay in the implementation of the TA loan.  

C. Others  

21. No issues on safeguards, governance, and corruption were identified. There were no 
adverse effects on the environment, resettlement, and the indigenous peoples.  
 

IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS  
 
A. Overall Assessment and Ratings  

22. Overall, the PCR rated the SMESDP successful (see table). This validation also rates the 
SMESDP successful. The SME policy and development framework was established; the 
institutional structure and mechanisms to support SME development were set in place; 
government support to SMEs was rationalized; and SME access to various support services, 
including credit, was improved. The program laid a strong foundation for further promoting and 
developing the SME sector. ADB’s follow-up support through the follow-on Small and Medium-
Sized Enterprise Development Project will sustain SMEs’ access to medium- and long-term 
credit.  

Overall Ratings 
Criteria PCR IED Review Reason for Disagreement  

and/or Comments 
Relevance Relevant  Relevant   

Effectiveness in 
achieving outcome 

Effective  Effective   

Efficiency in achieving 
outcome and outputs 

Less efficient  Less than efficient   

Preliminary assessment 
of sustainability 

Likely  Likely   

Overall Assessment Successful  Successful   

Borrower and executing 
agency 

Generally 
satisfactory 

Satisfactory  

Performance of ADB Generally 
satisfactory 

Satisfactory  
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Impact Not rated Significant Achievement of outcomes was 
effective and the SMESDP was 
likely to be sustainable. 
Combining these, the SMESDP’s 
impact is rated significant.   

Quality of PCR  Satisfactory  
ADB = Asian Development Bank, IED = Independent Evaluation Department, PCR = program completion report, 
SMESDP = Small and Medium Enterprise Sector Development Program. 
Note: From May 2012, IED views the PCR's rating terminology of "partly" or "less" as equivalent to "less than" and 
uses this terminology for its own rating categories to improve clarity. 
 
B. Lessons  

 
22. This validation agrees with the PCR that proper sequencing and program readiness are 
essential to success. The program and TA loans were implemented simultaneously. Hence, 
delays in the restructuring component of the TA loan resulted in the delay of the second tranche 
release and realization of the rationalized government support to the SME sector. This 
validation agrees with the PCR that a two-step approach could have been more appropriate—by 
first having the TA loan, preparing the outputs needed, and subsequently having the program 
loan implement the recommendations of the TA loan. This could have better prepared the 
program for implementation. This validation also concurs with the PCR that strict compliance 
with the requirements in recruiting consultants, as specified in the RRP, should be followed to 
avoid delays. Extra effort should have been devoted to ensure the conduct of a survey, 
especially on employment data, in time for a PCR reporting (para. 25).  
 
C.  Recommendations for Follow-Up  
 
23. This validation agrees with the recommendations to expand SME activities to the 
regional areas, and the need for a sustainable SMEF to effectively carry out its mandate and 
expand its operations. On the subloan arrears, appropriate actions by PFIs and the 
Bangladesh Bank should be taken to reduce these arrears as early as possible. The 
recommendation to use market-based interest rates on subloans for women entrepreneurs— 
instead of the 10% per annum mandated by the Bangladesh Bank—is appropriate as it will 
promote the sustainability of the lending program. This validation agrees with the PCR that the 
next step to providing credit lines is to develop the PFIs’ capacity for resource mobilization as 
this would promote sustainable funding for SMEs. 
 

V. OTHER CONSIDERATIONS AND FOLLOW-UP 
 
A. Monitoring and Evaluation Design, Implementation, and Utilization 

 
24. The monitoring of the program was mainly based on the progress of implementation 
and compliance with the policy conditions. The benefit monitoring system under the TA loan 
was not implemented. A systematic data collection for assessing program impact was lacking. 
To address the issue of lack of data for SMEs, a nationwide survey of SMEs was conducted to 
establish an integrated SME database, which will serve as basis for monitoring SME 
performance and development. This was fully completed only about a year after the second 
tranche of the program loan was released. The earlier completion of the survey could have 
provided a more timely and robust assessment of the program’s impact on the sector. It would 
have been informative if the key findings of this survey were reported in the PCR.  
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B. Comments on Project Completion Report Quality 
 

25. The quality of the PCR is satisfactory. It is clear, concise, and consistent with ADB’s 
Project Administration Instructions (PAI) 6.07A. The presentation of the policy outcomes and 
achievements in Table 1 is succinct and informative. The lessons and recommendations were 
sound. The appendices supported the discussions in the report. Since the SMESDP was a 
sector development program, the presentation of sector data on employment, growth of SMEs, 
and the increase in the SME portfolio of PFIs, which were critical to assessing program 
performance and ratings, should have been included in the PCR, to the extent possible.   
      
C. Data Sources for Validation 
 
26. Sources for this validation included back-to-office mission reports, RRP, PCR, TA 
completion report, progress reports, program processing documents, and management review 
meeting minutes. 

D. Recommendation for Independent Evaluation Department Follow-Up 

27. Program performance evaluation may be undertaken any time as all policy actions 
have been achieved and most of the project outputs have been completed.  
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