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APPENDIX 6: ASSESSMENT OF ADB SUPPORT FOR SMALL AND MEDIUM 

ENTERPRISE DEVELOPMENT 

 

A. The Development Debate  

 

1. Prior to the last decade, most governments in the region pursued neo-structuralist approaches 

to support private enterprises, which involved direct government interventions to (i) increase the 

international competitiveness and growth of domestic enterprises through investment promotion 

strategies and related policy support, (ii) develop enterprise clusters and supply chains, and (iii) provide 

credit and business advisory services for small and medium enterprises (SMEs). Such approaches are 

based on the notion that governments have to correct perceived market failures. Related experience 

worldwide has been mixed, as many governments have not been successful in “picking winners.” 

Targeted government support schemes have suffered from insufficient outreach and lack of commercial 

viability and sustainability, although there is a role for them if they are market-based and demand-led 

and provide adequate incentives to ensure a commercial orientation of service providers, with clear exit 

strategies.
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2. By comparison, neoclassical approaches to private sector development (PSD) assume that most 

factor markets work reasonably well without government intervention as long as property rights and 

competition are guaranteed and as long as they concentrate on promoting deregulation and 

functioning markets. Red tape, inadequate regulation, and insufficient formal rights have been found 

to limit the formation, registration, and growth of private enterprises by increasing the cost of doing 

business, particularly for SMEs. Resulting policy approaches to SME development have therefore 

emphasized (i) a reduction of regulatory burdens, costs, and barriers; (ii) a simplification of 

administrative processes; (iii) more transparency; and (iv) the establishment of good rules, including 

rules that establish and clarify property rights, reduce the costs of resolving disputes, increase the 

predictability of economic interactions, and provide contractual partners with core protections against 

abuse.
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 These areas have been the main focus of the World Bank’s Doing Business agenda (and related 

policy dialogue and research), which has gained traction over the last decade among governments and 

their development partners.  

 

3. During the review period, the Asian Development Bank (ADB) sought to improve conditions for 

private enterprise development including SMEs through support for overall regulatory business 

environment reforms that were largely based on the World Bank Doing Business agenda while 

continuing assistance for direct (government) support measures and interventions targeted at SMEs. 

Levels of ADB support for both approaches during the review period were similar.  

 

B. Assessment of ADB Support for SME Development Policies and Schemes 

 

1. Support for Policy and Strategic Frameworks for SME Development 

4. ADB supported the development of SME polices, strategies, or actions plans in eight developing 

member countries (DMCs). Seven sets of documents related to this support were available for analysis. 

Proposed SME policies or strategies for Bhutan and Cambodia concentrated mainly on strengthening 

the enabling environment for SMEs and the policy for Bangladesh focused entirely on public SME 

support schemes. Those for the Lao People’s Democratic Republic (Lao PDR), Pakistan, Sri Lanka, and 

Viet Nam promoted both strengthening the enabling environment for SMEs and public SME support 

schemes, but the emphasis was mainly on the latter, including, in the cases of Sri Lanka and Pakistan, 
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their restructuring and commercialization. Although these policy or strategy documents were largely 

adopted, the degree of their implementation has varied ranging from substantial in Cambodia, 

Pakistan, and Viet Nam to minimal in Sri Lanka. In Bhutan, it is too early to assess results. In general, 

even when implemented, it is unclear what kind of impact these policies and strategies have had on 

sustainable SME development. This is in large part due to the lack of meaningful benchmarks and 

relevant data to define and monitor outcomes of promoted measures. 

 

2. Support for Business Development Schemes 

5. In terms of direct assistance for targeted SME schemes, ADB mainly provided support for 

business advisory services and SME credit schemes. ADB provided support for business development 

services in eight DMCs under various modalities that were largely in line with recognized good practices 

involving cost-sharing by SME service users and demand-orientation through the use of voucher and 

matching grant schemes. Two projects are too new to assess results. There is no updated information 

available on the impact of the pilot matching grant scheme utilized in Indonesia.
3

 With regard to the 

other five supported programs, only the voucher business development services scheme in Pakistan has 

so far been effective and financially sustainable. Programs in Sri Lanka and Tonga had substantial 

implementation problems and flaws that reduced their effectiveness, while the Federated States of 

Micronesia intervention produced anticipated outputs but little measurable impact so far.
4

 The project 

in Samoa was effective, but lacks financial sustainability. 

 

3. Support for SME financing schemes 

6. During the review period, ADB also approved 11 credit lines for SMEs. Of the six financial 

intermediation projects that have been completed, only four were fully disbursed, with the remaining 

two having been partially cancelled due to improvements in the environment for financial 

intermediaries, which reduced the competitiveness of dollar-funded ADB lines. Most ADB-supported 

SME credit lines did not result in any significant increase in SME lending of the intermediaries or across 

the system, as they did not address underlying sector issues impeding SME finance. Also, in the case of 

Uzbekistan, the unreformed nature of the banking system contributed to a misallocation of credit 

resources by participating banks to underperforming clients. 

 

7. Problems faced by private enterprises in getting access to finance include high interest rates 

and lack of suitable collateral. Banks have problems lending to SMEs in part because of inadequate 

availability of credit information and other financial information on potential borrowers, issues with 

registering, and the enforcement of collateral. Unless these issues can be resolved, significant 

sustainable increases in SME lending are unlikely. Equally important will be a change in banks’ business 

models from collateral- and relationship-based banking and, in some DMCs, reliance on high interest 

rate margins to proactive competition for market share on the basis of price, service, and product 

range. Apart from financial system reforms that encourage more competition, progress in this area will 

also depend on the development of bank capacity for noncollateral-based lending and adequate risk 
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management, including the introduction of standardized underwriting criteria, credit scoring, and 

improvements in operational efficiency. 

 

 

Box A6.1: Lessons for SME promotion 

 

The rationale for introducing SME-specific policies needs to be carefully assessed. Any such policy should avoid the 

promulgation of privileges or subsidies for SMEs and should instead promote the creation of an enabling business 

environment for all private enterprises, which will help lower transaction for all SMEs. The policy can include, but 

should not be limited to, direct government support for SME promotion issues and SME support schemes. 

Feedback from entrepreneurs shows the need for addressing investment climate constraints vis-à-vis the need for 

providing entrepreneurial skills, advisory services, or market information.
5
  

 

SME promotion requires adequate levels of differentiation and data support. Policy measures aimed at promoting 

SMEs yield suboptimal results if they do not consider the differing needs of enterprises of various sizes operating in 

different sectors and locations. For example, a large share of SME credit intended to help increase the productivity 

of SMEs in the manufacturing sector was in fact extended to small trading companies, which are perceived to be 

less risky by financial institutions. Efforts to improve the collection of SME data have not been very successful in 

any of the DMCs that received related support mainly due to lack of internal government coordination. In many 

DMCs, various government agencies continue to use their own definitions, resulting in data that often cannot be 

compared or aggregated, which constrains assessments of the relevance and effectiveness of SME promotion 

efforts. 

 

Consider institutional context in designing support for business development services. Support for public business 

development services can be justified where the market is unlikely to respond on its own. But much depends on 

the particular actors involved (as shown by the Tonga experience) as well as adequate performance incentives, and 

sustainability will always be a concern (as shown in the case of Sri Lanka and the Pacific subregion).  

 

 

C. Relative Effectiveness of Enabling Environment Support 

8. Due to the small number of pertinent completed projects and the prevailing lack of meaningful 

data to substantiate development impacts, this study cannot draw definite conclusions with regard to 

the relative effectiveness of regulatory versus interventionist approaches to SME development. 

However, despite some mixed success, ADB support for improving the conditions for business entry and 

operations is likely be more effective than direct support for SME promotion and financing schemes, 

which at best only benefited a small minority of enterprises in the assisted countries. Also, the outcome 

of direct government SME support schemes has been better in countries with better investment 

climates. This would imply that support for such schemes should be limited to DMCs where the overall 

policy and institutional environment is conducive to their operation, or where the government has 

demonstrated commitment to address critical issues and concerns through appropriate measures in the 

foreseeable future.  

 

9. This study confirms the findings of other Independent Evaluation Department evaluation 

studies on ADB’s financial intermediation lending and microfinance operations, which indicate that 

interventions improve the policy and regulatory environment with greater success than intermediation 

loans.
6,7
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10. This study reinforces the need for (i) adequate problem analysis based on differentiated 

enterprise feedback and (ii) in-depth assessment of costs and benefits associated with regulatory 

reforms and support schemes. Moreover, there is a case for prior, or at least parallel, regulatory reforms 

that enhance the effectiveness of any targeted schemes and structural policy interventions.  

 


