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Abstract

Micro, small and medium enterprises (MSMES) arelthekbone of every economy.
They create the bulk of new jobs and account fostnad the growth in output and
employment. At the same time, they face severadviantages when competing
with larger companies. It is therefore essentialésign appropriate policies that are
directed at reducing the disadvantages and promtiis sector. This paper outlines
best practices in MSME promotion by first identifgiits four main components: (i)
regulatory environment, (ii) enterprise culturei) (inancial environment, and (iv)
financial support for the sector are highlightede Woceed to take a closer look at
two of these components, namely the design of ablerg regulatory environment,
and improving the access to finance for MSMEs his tontext, the important role
of Microfinance Institutions is accentuated.
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1. Introduction

The development of a vibrant private sector, faogigin micro, small and medium-
sized enterprises (MSMES) and the creation of oellaf entrepreneurship is at the
forefront of policy attention. MSMEs are usuallyfided as those businesses
employing less than 250 employees (in this conaegctbusinesses with up to 9
employees are referred to as micro, and businessptoying between 10 and 49
people as small businesses). Public programmestipaort the development of this
sector are vast; still, there is a lot of obscudbncerning best practices in MSME

development. This paper aims to shed some liglhigrtopic.

There is no lack of documents on the promotion &\Es. Most of them focus on
one specific aspect of public programs, like acdesdsinance, deregulation, or
science parks. As a rule, they are authored byonedjidevelopment banks, public
agencies, or national research institutions, atehafake a rather unilateral view on
this issue. Our analysis will dispose of theseddns and provides a bird’s eye view
on best practices in MSME promotion. It does naina| though, to be exhaustive
and it is impossible cover every detail of thistwapic. Rather, its aim is to highlight
the most important facets of policy design and deejhose issues that we consider

crucial for a successful MSME sector in Westernoper

The remainder of the paper is structured as folldBection 2 presents the main
building blocks of an effective government polidyat promotes the creation and
growth of MSMEs. It details the necessity of monitg the needs of the sector, as
well as the roles that different federal authositieave to play in this process. The
following sections take a closer look at two of thain components: While Section 3
sets out the role of a supportive regulatory emritent, Section 4 details the
different forms of financial support that are nesagyg for a thriving MSME sector.
Section 5 concludes by deriving some concrete pyoécommendations for the case
of Germany.

2. Effective Government Policy
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Creating supportive environments for entrepreneprahd MSME development has
become a top policy priority in almost every coynaround the world. This
development is mainly driven by the understandivag the MSME sector produces
most of the domestic jobs, new jobs in particulart faces several disadvantages
when competing with larger firms such as for instaccess to financial meahs.
Furthermore, the structural changes on the labarkets (especially in developed
economies) have forced more and more individualsottsider self-employment as
their occupational choice due to a lack of fixedrvtemployment alternatives. In this
section, we will therefore (i) identify the mainmponents of a government policy
which address these challenges; (i) emphasizedkd of effectively monitoring the
needs of the MSME sector; and (iii) detail the rtilat central, local and regional

governments play in this process.

2.1. Main Components
Figure 1 depicts the four main components of apctiffe government policy for
MSME promotion. These include:

1. The creation of an appropriagaabling regulatory environment for MSME
development. Its aim should be to encourage indal&l to start their own
business and remove as many barriers to entryougmess as possible. The
regulations set up should be enforceable on theungko be easily
understandable for all relevant parties, and be&amind the costs of
compliance. The latter issue is of special imparanas oppressive
regulations can encourage many small businessesot@ to the informal
sector (cf. Section 3).

2. The promotion of amnterprise culture at all levels in the education system.
The European Commission has coined the definitioantrepreneurship as
‘the mindset and process to create and developoetioractivity by blending
risk taking, creativity and/or innovation with salmanagement, within a

new or an existing organisation’ (EC, 2003). Ithe entrepreneurial culture

% Empirical evidence on this subject is vast. Seeef@mmple EC (2003); Audretsch et. al. (2006); and
Lerner (2004).
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that defines this ‘mindset’ for developing entramerial activity,
establishing a set of values, beliefs, and attdutteat promote personal
responsibility and a risk taker attitude.

3. The development of &avourable financial environment for independent
business creation, survival and growth. Accessufficgeent capital to either
start operations or grow and further develop tlaeitivities is a difficulty
faced by many small businesses in Europe (Eurobetenn2005). Most
financial providers consider small business finaackigh-risk activity that
generates high transaction costs and/or low retwmsinvestment, and
therefore refrain from extending loans to this patd client group. Solving
this dilemma has become a major concern to entmeprs, financial
institutions, and public policymakers. Moreoverjsitalso important to note
that among owners of micro and small businessese tleea large share
persons who are either afraid of taking loans ondbconsider it worth to
invest the effort of asking for a loan at a bankicrgfinance approaches
aiming to improve the situation for these kindsboflinesses have to take
these limitations into serious consideration wh&vetbping a favourable
financial environment.

4. Finding innovative means to positively support MSME development,
including public support for incubation, technologwnsfer, clusters and
networking, internationalisation, training and ceelting and specialist
finance, guarantee and equity programmes. Theiquastimportant because
very often there is a lack of coherence in poligthvdevelopment activity
and projects driven by donor intervention ratheanthbeing led by the

country’s priority agenda (cf. Section 4).
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Figure 1: Components and Effects of an Effectivé@%olicy.

Overall, it is recognised that policy will be effee when it lends strong support to:
- the creation of an enterprise culture at all leeélsociety;
- the process of business start-up and survival,
- the process of growth and internationalisation &NEsS;
- the creation of a strong and empathetic stakehela@ronment.

2.2.  Monitoring the Needs of the MSME sector
Monitoring the health of the sector and its neetlsh@ macro level requires
agreement on definitions. Definitions are of value¢he preparation of statistics and
the monitoring of the health of the sector overetinbenchmarking against other
economies and between regions within an econonoyiging arbitrary thresholds
for imposing tax or other regulations; and deteingreligibility for particular forms
of public support. In general, the needs to be mosil can be categorised as
follows:
1. Monitoring the development of thBISME sector in general over time.
Three key indicators should be watched closely orattonal, sectoral, and
regional level: (i) new business starts; (i) besis survival rates; and (iii)

business growth not only in terms of sales but alsderms of capital

6
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invested or further direct employment effetts.is important to understand
what drives the changes in the sector in ordeefmd the right policies. For

example, sector growth could be driven by a faviolgranacroeconomic

environment, or be a result of restructuring preesson the labour markets,
pushing scores of people into self-employment.ddéht policy measures are
needed to specifically address each of these sosnar

2. Monitoring the impact of government regulation. It is not sufficient to
enforce regulations; their impacts also have tommmitored. The aim of
overall regulatory policy should be to create aveleplaying field’ for all
types of business. Therefore, it is important talerstand if MSMEs can
profit from new regulations the way it was antid¢gzh or if there are side
effects that weaken the aspired results.

3. Evaluation of policies designed to support the development of the setla.
aim is to assess the impact of policies and ineestgiven to MSMEs in the
fields of finance and financial support; advisingdaonsulting; training and
education; information provision; technology anchawation; provision of
premises; and special access to government cagitractong others. Two
groups of evaluation measures should be distingdislummativeneasures
aim to examine the impact of any particular measokeng inputs to outputs
(such as it was done in Germany for instance withdvaluation of the so
called “Hartz-Laws”), whereaformativeevaluation examines the process of
management of the support system. The latter oblyioumpacts on the
former.

4. Monitoring of thedevelopment of the enterprise culture in society over time.
This is a rather difficult task, the most obvioudusion being to count the
numbers of programmes offered on a national |daelgxample in the school
and college curriculum, and the numbers of studamnslved. The Global
Entrepreneurship Monitor (GEM) survey has attempted create an
international benchmark for the monitoring of eptese culture focused on
the business initiation process (Bosma and Hard@@6). It now operates in

over twenty countries throughout the world based aomombination of

* For a description how these indicators are medstirdJNDP(2005).
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national opinion poll surveys and ‘Delphi’ technégu (procedures for
obtaining reliable consensus of opinion by a semésquestionnaires
interspersed with opinion feedback) applied to trevesting of expert

opinions.

2.3. Rolesof Central, Regional, and L ocal Gover nments

Supporting the MSME sector is a credo that has dy been embraced by most
central governments around the world. In practiue entails not only ensuring
appropriate regulatory frameworks and developinghows of communicating with,
and monitoring the health of the sector. It inesiyainvolves government in
processes of influencing and amending the exigiigic and private organisational
and institutional infrastructure for economic awdial development — a task that has
been traditionally fulfilled by local authoritiest is therefore important to define
which tasks should be adopted by the central gowem, and which tasks can be
delegated to the regional and local level. Thisukhde done in a strict way, also

excluding that the same measures are non-exclysapglied by different levels.

There are some specific steps that can be takerefyal government in order to
support local initiative:

1. Facilitating local and regionakperience exchange.

2. Supporting local agencies iretworking internationally.

3. Harmonising the local work of central ministries.

4. Finding mechanisms to ensure that local needadeately represented on

a national level.

Local authorities, in turn, should have the capatut clearly identify, define and
prioritise development problems and opportunit&sme recommendations for local
and regional strategies for action include:

1. Establishing the priority areas for local econommal social development;

2. Determining where and how MSMEs and entreprenepirsain contribute to

solving the problems and grasping the opportunitiestified;
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3. ldentifying the appropriate range of approachdsetdaken in support MSME
and entrepreneurship development;

4. Determining where and how the local/regional autiiocan support the
process of MSME development, given their resouncklagal constraints;

5. ldentifying and exploiting the partnership potehittethe community;

6. Setting out strategies for action.

3. Creating a Supportive Regulatory Environment

A government’s central role as far as MSME develepiis concerned is to create a
regulatory environment that maximises the potentfathe sector to survive and
grow, thus impacting on wealth and employment aveatAs has been stated above
in Section 2.2, regulatory policy should aim atatieg a ‘level playing field’ for all
types of businesses. The fundamental problem ofegjllatory activities is their
disparate effects on different types of businesgeserally, MSMEs have greater
problems in accessing information and complyinghwregulations than large
companies do. This may result in many MSMEs dugftio the informal sector — a

development any government should be concerned.abou

3.1. BestPracticein MSME Regulation

The question that arises is: How can ‘good’ ledgistaand regulation be defined?
Contrary to a widespread opinion in the populatitess regulation does not
necessarily equal better regulation. Many laws thight appear to hinder the growth
of the MSME sector are in fact essential for thet@®s growth. For example, laws
which clearly establish land and property rightd #me right of transfer of property
are of major importance to small firms in providittie basis for them attracting
financial and other resources. Labour law regutatidiich might seem as a burden
for many MSMEs to comply with, in fact promote légacurity within employer-
employee relationships and therefore stabilise etHassinesses from a long-term
perspective. A key challenge for policy makers tiwrefore, that of developing

appropriate and sound legislation, sensitive toekisting ways of doing things of
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the MSME and to the compliance costs of organieatiwith very limited resources.
To meet this objective a number of criteria careb@blished for the development of

effective regulation. These include the following:

1. Legislation must havebroad public support. Without such support
compliance is likely to be low.

2. Regulation must benforceable on the ground. It must not conflict too much
with existing ways of doing things.

3. Regulations must beasily understood by all relevant parties. Complexity in
regulation undermines its effectiveness and leadsfficulty in compliance.

4. Regulation must bbealanced and there should be awareness of the possible
costs of compliance. Oppressive regulations carowage many small
businesses to move to the informal sector or dheen out of business.

5. Legislation shouldnot be overly paternalistic and should not remove
decisions from individuals that could decide fogrtiselves.

6. Regulations should seek tteconcile potentially conflicting policy objectives,
for example encouraging the growth of employmenMi8MEs but at the
same time protecting the rights and working condgiof labour.

7. Legislation must providelear and identifiable accountability when things
go wrong. This is particularly important when pteaompanies are given
responsibility for the operation of former publergices.

8. Regulations should be designed in a way that catijgetlisadvantages are

reduced in favour of MSMESs without creating newadigantages.

3.2. Engaging the MSME Community

It goes without saying that regulatory efforts haweengage those (natural or legal)
persons that are affected by these new laws. Foicéise of the corporate world,
large companies have at their disposal a vast afrbpbbying power through which
they are able to influence the legislative procedatr all stages and they have an
individual incentive to do so. This is not the ckaeMSMEs, though. The following

list provides a set of reasons and proposes hosetissues could be addressed:
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The MSME sector is veryeterogeneous and involves a large number of
different kinds of firms. The challenge for poliayakers here is to segment
or cluster the sector wherever possible, so thatnzonication takes place
with those most likely to be able to contribute gisely to shaping the
regulation. For example, a legislative proceduresamitation standards in the
gastronomy sector should involve MSME representatimough food stalls,
boarding houses, street vendors, and so on.Hesetbusinesses that are able
to pinpoint the difficulties for MSMEs in complyingvith these new
regulations.

The voice of the small business community is gdhermadequately
represented by business associations which are often weak souree,
numbers and representation. Moreover, many MSM&saleenated from the
formal channels such as the Chambers of Commernveorks, which are
generally dominated by larger businesses, whicpodis of the resources
enabling them to engage in these networks. Puldicypshould therefore
systematically subsidize institutions that act bhe woice for the small
business community.

Differences in educational levels and language eetwcivil servants and
MSME representatives often lead to a certhostility of many MSMEs
towards government, thereby complicating a constructive dialogue lesmv
the two. Intermediaries that ‘speak both languageslid be used in order to
facilitate this communication process. This taskldalso be carried out by
small business associations, which underlines #esl rior public support of
these institutions.

MSMEs havelittle time and no individual incentive to engage in lobbying
issues that are not directly related to their imaedbusiness needs. They
rarely read documentation provided by public autles; trusting mainly in
‘word of mouth’. This is a crucial issue which hasbe understood by policy
makers. Communication with the MSME community hasé less formal
and should involve a stakeholder environment comgbosf regional and
local governments (s. also Section 2.3), local graent agencies, small

business associations, etc.
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Engaging the MSME community has to go along withigees and programmes to
deal with thenformal sector. The question is important because the informetiose
is too frequently seen as criminal and to be caknet® formalisation when, in fact,
its existence often reflects the inadequacy andprapriateness of the design of the
regulatory and institutional environment. Withoubirgg further into detail, two
central challenges shall be highlighted. Firsghibuld be recognised how things are
done at the moment in the informal sector; imposigulations that don't fit the
modus operandwill not lure many businesses away from their infality. Second,
the advantages of formalizing should be made ae#@eportunities to grow the
business; the ability to deal with a wider rangecaktomers and suppliers; the
chance to raise finance from the formal sector; thedrecourse to the legal system

are all examples that convincingly illustrate tie@ntages of formalising.

3.3.  Managing the Regulatory Process Within Gover nment

A major problem especially in highly developed ewmmies is the fact that
legislation frequently does not emanate from one source. Rather, different
government ministries and departments independeadlgress the same issues
through different rules and regulations. This is @y confusing for MSMEs, it also
undermines their belief in the predictability of# decisions, and even drives them
further away from the state. The main goals ares ttau ensure that different
government departments apply the same basic pl@scighen drawing up new laws;
that mechanisms are found to deal with cross-dejeential issues; and that channels
are open for business, commerce and other intet@stgpress their concern about
regulatory matters. There are different possib#itio organise and manage processes

these regulatory processes:

- By all means, it will be important tallocate ministerial responsibility in
each department for scrutinising the quality ofutatpry proposals.

® The introduction of the so called "Me-Inc* in Geany is certainly a positive example of giving
incentives to companies working in the informaltseto change to the formal sector (for more

details, cf. Forschungsverbund IAB, DIW, GfA, sirared infas (2006).
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- An interdepartmental committee can be organised to provide an overall
review of the implications for small enterpriseasfy regulations relating to
the governments’ legislative programmes. Such a noibt@e can press
departments to justify or abandon regulations tae¢ likely to cause
problems and act as a broker to resolve differebedseen departments. It
can also establish criteria for encouraging dewdgul and/or improving
regulation where desirable and possible. Thisr@eoften performed by the
SME agencies that are increasingly being estalalishe

- Control mechanisms can be established for examining the potential for
deregulation; providing for processes of appeairsgaegulation (or instance
by limiting any regulatory law to five years and-aléel evaluating whether it
is worth of being continued; initiating and revieginew legislation; setting
up impact evaluation measures; establishing appteprforms of self

regulation; and finding means of harnessing thermal sector.

In some countries these procedures are reinforgedhb establishment of an
independent Deregulation Authority or Better Regulation Unit or the setting up of

an independent task force to review and report en deas of regulatory impact.
Such a unit may be independent of government, widmbers recruited from a
variety of backgrounds: large and small businesesiness associations and
consumer groups, trade unions, the voluntary seatwt those responsible for
enforcing regulations. It should ideally includeosle who have experience of
regulatory issues and, in the case of MSMEs, utaladstheir culture and ways of

doing things.

4. Providing Financial Support to MSMEs
According to a recent stuflymore than three out of four European SMEs have

sufficient financing to see their projects thro@f%). However, as Figure 2 shows,

® Cf. Eurobarometer (2005).
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there are large differences in the financing situatof SMEs between the EU
Member States included in the survey. While Finrbskinesses report virtually no
difficulties in accessing sufficient finance, otéd of Italian SMEs could not realise
certain projects due to financing bottlenecks.slfproximate to suggest that these
differences are rooted in the different bankingtexys predominant in these
countries. This last section will therefore assegs different ways of accessing
finance for MSMEs: either through banks (Sectiod)4.or through non-bank

institutions like credit unions and micro-lendegg¢tion 4.2).

Company's current financing is sufficient to see project through
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Figure 2: Percentage of companies that have sefiiciinancing to see their projects
through.

4.1. Accessto Finance Through Banks

Banks still are the premier source of financing(f)SMEs in Europe (cf. Figure 3):
Close to 80% of the companies surveyed contactdzhrk in order to obtain
adequate funding. Though banks are the most agpedaastitution in all the EU
member states that were included in the surveyge#tent to which SMEs obtain
financing from banks varies substantially. In Fndajust over half of the SMEs

surveyed went to a bank (52%), compared with 91¥%eiand and 92% in Austria.
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A healthy banking sector is a prerequisite for paimg access to finance for small
enterprises; however, the depth of reform which Iesn carried out varies from
country to country. The mono-bank systems have rgégpebeen dismantled; most
countries have cleaned-up bad loans through redispition; privatisation and
Foreign Direct Investment (FDI) have led to restudag; and the legal, supervisory
and regulatory framework is in the process of beimgproved, in some cases
dramatically. However, stronger capitalisation, ioyed banking practices, higher
profitability and intensifying levels of competitichave increased risk aversion and
thus affected lending activity. When bank lendiragsl resumes, the beneficiaries
tend to be households, blue chip companies ande,langually foreign owned

enterprises, rather than MSMEs.

In order to avoid the above problems, broad guidsliare often established for the
design of SME credit lines, namely that they shdadd

- Demand-driven and respond to demands from the recipient cowtnet

imposed,;

- Justified on economic grounds;

- Limited in size due to the availability of funds;

- Additional and complementary to private and public sources;

- Catalytic so as to achieve leverage via multiplier and dennatisn effects;

- Avoid distortions of markets and not crowd out other initiatives, etc

15
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Institutions used by SME's to obtain financing

Banks

Leasing/renting companies

Public institutions supporting investment

Private investors

Private financing companies (other than banks)

Venture capital companies

[Other]

[DK/NA]

Figure 3: Institutions Used by SMEs to Obtain Fiogg (in per cent).

4.2.  Accessto Finance Through Non-Banks

Credit restrictions hamper MSMEs from developingittifull economic and social
potential, thus adversely effecting economic growkthere are four main reasons
why commercial banks are reluctant to lend to MSM{E the relatively high
administrative costs of small scale lending; (iethigh risk perception; (iii)
asymmetric information; and (iv) a lack of collaterThe lack of formal credit is
partly the result of imperfections in the market éoedit to MSMESs, thus justifying
public intervention. This last section, therefdi@uses on two forms of non-bank
intermediated finance, namely credit guarantee rmele and credit
unions/microlenders, as possible remedial meagaresunteract the lack of access

to bank intermediated finance.

It is argued that well-implementedtedit guarantee schemes can improve small

enterprises’ access to credit and assist the eiegr of small enterprises in the
formal financial market. This will ultimately tralase into improved business
performance and job creation. However, in spiteéheir potential as development
engines, it remains doubtful if credit guarantednesces are indeed efficient
mechanisms to promote private sector-led growthiocSdo not see sufficient reason

for government intervention by means of publiclydied schemes and question the
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cost-effectiveness of such schemes. Firstly, doigbtful whether guarantee schemes
are a first-best measure to address the marketdaiidentified in the credit market.
Establishing credit bureaus and initiating legdiom®s may be better suited to
overcome asymmetric information and small firmsffidulties in pledging their
property as collateral. Secondly, it is uncleaguiarantee schemes accomplish the
financial sector changes as well as the finanaidl economic additionality they are
designed to achieve. Little conclusive evidencehenbenefits of guarantee schemes
exists. Many schemes, particularly in developingl @merging economies, have
achieved only limited outreach. On the other hauine well-established schemes
both in emerging and industrialised countries Hasen able to reach a large number

of small firms’

Credit unions, also known as savings and credit cooperatives na@mber-owned
financial institutions that offer both savings arédit services. Members of a credit
union are both net savers and net borrowers andofe® from a community,
organisation or employer group. Depending on a ttgisnlegal framework, credit
unions may be authorized to mobilize member-cligamtings by the Supervisory
Body for Banks, the Central Bank, or the Ministriy Einance. Westley (2000)
defines several propositions with respect to credion design and implementatidn.
The most important ones are:

- Avoid reliance on donor funding, which builds a dependency on outside
programmes and may jeopardize long-term sustaitabihstead, credit
unions should provide a good service to depositastrol the quality of the
loan portfolio and seek operational efficiency. Dgp mobilization should be
stressed and is an important financial servicésiown right.

- Provide unambiguous and transparent financial information. There are
various schools of thought but no consensus ontbadveat share capital and
set capital adequacy ratios. For example, the Woddncil of Credit Unions
suggest counting as capital only institutional tapand for maintaining it

equal to at least 10% of total assets.

" Cf. UNIDO (2003).
® Though his focus is solely on the Latin Americantext we believe that some general insights are
also applicable to Western Europe.
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- There is a need to clearly specify and enforcerttes thatdistinguish the
oversight role of the board from the day-to-day administrative role of
managementset qualification criteria for board members, and specify
ethical behaviour, controls on insider loans, and penalties forirfgilto

exercise fiduciary responsibility.

Microfinance I nstitutions (MF1s) have long been a domain of developing countries.
By providing small, uncollaterised loans to the kg poor, some of these
institutions, especially in Latin America and Sodtsia, have shown that lending in
this market segment can be a profitable businesly. i@ recent years has the attempt
been made to put these technologies to use in Earogountries as well. Since then,
successes have been reported especially by E&stespean MFIs - for example, in
Poland, Russia, and Georgia. Experiences in We&aropean countries, in turn,

have not been overly encouragihg.

Kritikos et al. (2006) therefore suggest that Wiesteuropean MFIs should focus not
only on the supply side by designing products thaigate problems of information

asymmetries, but also on the demand side througgtupts responding to customers’
needs. Their empirical study focused on small lssrowners’ disposition towards
microloans. By presenting a typical microloan te thterviewees, it was possible to
differentiate between those people that were istecein these products (referred to

as ‘target group’) and those that were not (retetoeas ‘non-target group).

° Cf. EMN (2006).
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Figure 4: Funding needs (lines, right scale) andiiggratios (bars, left scale) of
target group and non-target group members adjustedutliers with funding needs
exceeding €50,000 (N=69).

Figure 4 depicts the financing patterns for targebup and non-target group
members, showing a clear discrepancy between tigirfg needs of the two groups
in year one. Looking at the three-year trend, #gngdt group exhibits fairly constant
funding needs, while the other group reports highading needs in the first year
and rather low needs in years two and three. thesefore presumed that a lower
level of start-up finance is a distinguishing featof the target group. Borrowers
interested in microloan products obviously exhibitspecific financing pattern

characterized by a fairly constant need for funditnlike non-target group

members, these clients reported needing an avefagetween €6,000 and €12,000
per year over the three-year period. This is a iptesvenchmark loan size for
microloans. Funding needs of non-target group tdiein contrast, average €19,000
in year one and drop to far below €5,000 in thessegbent two years. Microloans
should therefore b&argeted towards existing businesses, and take the form of an

overdraft facility that is accessible when needed. Public suppotieset institutions

should encourage such a product design.
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5. Conclusion and Policy Recommendations

This analysis has highlighted four components ofeffective MSME policy: (i)
creating an enabling regulatory environment; (iproting a veritable enterprise
culture; (iii) developing a favourable financialvionment for MSMEs; and (iv)
finding innovative means to support positively MSM&velopment. These measures
will only be successful, though, if the needs & Hector are constantly monitored
(e.g. through impact evaluation and evaluation aicges), and the roles of central,
regional, and local government in this processcégarly defined and connected to

each other.

The paper proceeded to highlight two issues thatcoesider pivotal within a
successful MSME promotion strategy. First, policgk@rs have to understand the
importance of a well-managed regulatory procesgidl@&ion must have a broad
public support and be enforceable on the grounshduld be easily understandable
for all relevant parties, and not be overly patkstia. It should also be mainly
guided by the question whether existing disadvadafpr smaller firms in the
competition with larger companies could be effesliivreduced by corresponding
regulatory or discrete public policies. The MSMHEMounity has to be engaged in
the regulatory process in order to understand thdicplarity of their needs.
Confusing signals caused by ‘double regulation’eh&ty be avoided by all means.
Legislation has to emanate from one source witbiegiment in order to strengthen
the belief in the predictability of legal decisioasd encourage the formalisation of

businesses that have hitherto been operating imtbenal sector.

Second, improving the access to finance has td beeaheart of any MSME policy.

SME credit lines should be demand-driven, additi@amal complementary to private
and public sources, and avoid distortions of marketorder to prevent a crowding
out of other initiatives. Credit unions and Micradnce Institutions (MFIs) should be
recognised as important actors in a market whaantie through commercial banks
is no longer available to MSMEs. Empirical evidescggests that the target group

for MFIs are businesses already operating in thekebawith a constant need for
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funding. Public support to these institutions skowlllow for the design of
appropriate products that address this markets lup to individual MFIs to
communicate their important role to public policyakers and establish their role

within a government’s MSME promotion strategy.
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