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1. Introduction

The BDS subject interests me very much. It is, mainly, for two reasons:

- There are quite many MFIs, as well as practitioners, which ignore the role of the BDS in development, contrary to my view, and do think that only giving the loans to the Poor is sufficient.

- The BDS, its composition and its functioning. I had, and still have, the feeling that the BDS, as important as it is, is doing only partly its tasks.

I am trying to examine in this paper the issue about weather MFis would be satisfied in their activities as finance suppliers for small entrepreneurs, or may be they should think that this activity is not sufficient and it should be linked to the other aspects needed to create a successful enterprise. I have the impression that many of the MFIs in the world, and especially in the developing world, are happy to restraint their activities to the the finance only.

I'll bring here my personal experience in my work more than thirty years ago. I was the head of a new Moshav, in a developing area in Israel, as its Secretary-Treasurer. Each year I have prepared the annual budget, which was, naturally, divided between the one of the Moshav and that of the members individually.

In order to prepare the budget for the members, which is essential to obtain the necessary credit to finance the production of the members in the coming year, I had to meet a specialist from a special agency sent by the bank from where we wanted to get our credit, and to present him the annual production planning for each farmer-member, and then the accumulated figures for all the members together to enable us knowing, with the help of the Cash-Flow table, that I have prepared with each member individually, in order to show what would be my needs in  credit, based on months for the whole year, and to show him that my production planning for the whole Moshav is taking into consideration the desired gross income during the year which will be sufficient to pay back the credit taken, and at the same time will enable members and their families to live during the year.

Immediately, after my annual production planning was approved, I have presented it to the bank, from where I could receive the needed credit. My demand was accompanied by the following documents:

- A mutual guaranty form signed by all members of the Moshav.

- A guaranty signed by the Moshav movement.

- A guaranty of the Regional Purchasing Organisation (RPO) to which this Moshav was affiliated. This guaranty was obtained from the RPO only after I brought them a guaranty of the Marketing cooperative, to which the Moshav was affiliated, that all the income out of the marketing of the Moshav production, would go to the RPO first, to enable it to pay back the credit, according to the terms, to loaning bank, and that the remaining amount will be transfered to the Moshav, which in turn, credit its members with this sum, according to their production results.

Here we have an example how the Essential Triangle of Production (ETP) is closed.

2. Understanding BDS:

The BDS is concentrating in providing services to micro-enterprises, to small enterprises and to medium ones. 

There existed an older approach to BDS, which put the emphasize at the beginning on providing training activities, on consultancies and on other services, which ones are not mentioned, may be yet, but those which will respond to solve internal difficulties in enterprises, such as lack of know-how and technical skills.

There exists, a newer approach which offers more services to the enterprise. It comprises services of marketing and those of information, which will enable to small enterprises the access to services reserved only to big enterprises. More activities are considered now as part of the BDS as the development of infrastructure and the reform in the official politic toward the taking off constraints existing in the external environments of the enterprises in question.

Generally speaking, the BDS is rendering the following services ( I am trying to sum them up, to make them clearer to me):

- providing training activities,

- consultancies,

- other services to solve internal difficulties,

- lack of know-how and technical skills,

- services of marketing,

- services of information,

- development of infrastructure

- reform of official policies to promote SME.

- facilitating preparation of project report.

- Escort services for completion of legal requirements and

formalities for bank loans.

3. Financial services.

The definition of BDS now a days, as brought in ILO publications is:

All non-financial services provided to small enterprises, in formal or non-formal forms.

The definition raises  some questions:

a. What are these Non-Financial Services.

At first reading, I thought that financial services are those offered by the MFIs, so the definition of BDS does not wish to intermingle with them. The MFIs, by most approaches, render financial services as Loans to the clients, mostly poor, who are able to get advantage of it, namely creating Micro and Small Enterprises (MSE), by letting them having the financial needs to create and run their enterprise.

This is quite a limited approach, since the entrepreneur, even being a very talented one, still needs some skills in the financial field:

- Financial planning for the produce or service to be sold.

- Cash-flow provision as part of the budget and the on going follow-up process.

- Profitability calculations - trying to calculate the profitability and the ability of the products or services to pay back the finance invested and to make to client living.

- Costing and product pricing.

- Budget, planning and execution.

- And some more elements...

b. financial services are essential.

I would believe that these Services are essential to the success of any MSE. Why, then, this exclusion of non-financial services?

Why excluding these above services from those offered by the BDS.

In my short experience, during many years of development activities, I have learned that these services are as essential, as the other services provided, for the sustainability of the MSE.

4. The essence of the BDS from the examples in the ILO paper.

There are many examples, but I will show here the 5 first examples in the paper to show how the BDS works and benefits the MSE.

These are:

I. Irrigation project in Kenya.

Project based on Supply of Inputs and Technology to the client and it is, practically, the only BDS intervention, by supplying pumping units for irrigation.

II. Building marketing and market capacities in Mali.

The project interventions were in financial services and liaising producers to export market. The BDS intervention was in supplying telephone, fax and e-mail services.

III. Changing methods of cultivation and land exploitation in Mexico.

BDS services included very deep training in the framework of extension services, the introduction of new coffee varieties and other inputs, and the development of marketing planning.

IV. Introduction and improvement of social conditions of wage-earners and employees of an industry in India by SEWA.

A project worth been done by a trade union, which is part of the definition of SEWA, without any business connotation.

V. Development of poultry project in Bangladesh. 

The project is based on agriculture extension services at large. A similar project done by Israel experts in Swaziland at the end of the eighties and the beginning of the nineties, was based, as well, on extension services methods developed in Israel, and were extended in the world by the world bank as "Training and visit".

Few comments:

- Most of the examples are dealing with the agricultural world and not with other sector of the needed population such as poor urban dwellers or rural underemployed poor.

- The project of SEWA is much larger than the example brought.

- The BDS is presented in quite a narrow prospect. It doesn't include various components, in my view, important.

- Financial services are included in, at least, one of the example, and in my view, is a good sign, as I mentioned above.

- Individual as the target population. Among the individuals, only those who are able to become entrepreneurs, are the target group, which limits tremendously, the scope of activities of BDS.

5. Components of BDS.

I feel that the BDS, as it is presented now a days, and when it aimed at promoting businesses and entrepreneurial, doesn't contain all the needed elements to achieve it. 

The missing components are :

- Production planning.

- Financial planning

- Cash flow and pricing, profitability calculations.

- Planning of the supply of inputs.

And:

Market needs assessment, information of market, packaging and export linkage are subtitles of Marketing.

6. Individual versus group.

I have gathered them further more and bringing here:

MFIs should be aimed to those among the Poor that not only lack access to financial means and venues but also lack needed access to inputs and marketing skills & channels. As well as those who are unable, individually, to take advantage of the finance offered.

Practically, when discussing to whom MFIs addressing its activities, we are seeing  a specified group : Women/men/businesswomen/men. In the majority of the developing world women, and sometime men, are among the most vigor elements of economic life. Women are  mostly in commerce, production, selling services, trade and other economic activities. But, when one examine the situation, one would find that, each one of them, individually, is closing the Essential Triangle of Production (ETP) by her/himself. These women are able, when getting the finance, to complete the other aspect of the triangle by themselves. This is not the case with all women, not with all men, and not with all those who are in need to be assisted to get outside of their poverty.

MFIs are transferring, through credit, finance to the Poor. This finance aimed at the uplifting of these Poor out of their situation, poverty, into a better one, and we are hoping that this activities of us, would bring the person-clients to a sustainable situation, where they would be out of  poverty.

We know also that not every person, woman or man, can become a good businessman, especially when the person is alone. Some do it successfully. Some with less success. Many of the poor are unable, even when we bring them the finance, even with better terms, to be successful in the business life. This is due to two variables:

- Those who may be good in business still need the other aspects of the Essential Triangle of Production, and when these are not available, they can't walk forward.

- Those who, even with all aspects of the ETP available, won't be able to succeed, since they lack the ability to do business or to create a small enterprise. It is not enough to know very well a trade or a skill to create successfully an enterprise.

Now, if you take any Western society, you would see that the majority of the people are not independents or employers. The majority are mostly wage-earners and employees. They know their jobs, they want to work, and they work in somebody else enterprise, public or private.

What I want to say is that the majority of the Poor want to get out of their poverty, but they are unable to do it if they are alone, on individual basis. When, the MFIs, at least those who are following the US style, are aimed almost solely to individuals on individual basis.

Why it is important to offer and to make available all aspects of the ETP?

In 1970, the FAO ran a project for the introduction of fertilizers to traditional farmers in the belt near the Sahel in all the countries in West Africa. The project failed because its initiators didn't understand the importance of the ETP. Let see what happened:

The FAO supplied the Inputs in Credit. So, two functions worked. But, the Production function was not changed. The farmers continued with the same methods of production (the traditional ones,) so, in fact, they had little chance to be able to reimburse the credit out of the prospected income. The credit was given for the fertilizers, but these are not all necessary needed inputs and not all necessities in credit. And the Marketing was left to the traditional methods, to the middlemen. So, practically, most givens were against the success of these traditional farmers. In my view, a project may be successfully, when it takes into consideration all the axes of the ETP.

So, only finance ( giving credit ) is not enough for those who are able to launch themselves into entrepreneur life. They need the other aspects of the ETP, which in many cases are not supplied by the MFI, which supplies the credit.

But, most of the Poor, I assume so, are not able to get advantage of the offer of finance, when they are alone on individualistic basis.

If we would be able to offer:

- Finance for groups which will endeavor for an enterprise on joint ownership ( some people call it cooperative, but there are people who do not like the word...).

- Finance to create enterprise which belongs to (here I am living an open space, since it deserves a special discussion) where the majority of the Poor would find employment and revenue, without being needed to worry about ownership (the issue of ownership can be developed as well in another occasion) and management.

7. Group credit and credit to individuals.

As far as I know, most MFIs are aiming their activities to individuals, those who are able, women and men, to become entrepreneurs, and successful ones.

This limits the scope of the MFIs to a smaller groups of individuals among the Poor, who are entrepreneurs in ability and apt to take advantage and to benefit from the finance.

This means that they are able to close the ETP by themselves if they are provided with finance. This is good, but in traditional environment it is quite limited, since most of those who are blessed with entrepreneurial spirit were already able to move out of their poverty.

Practically, I believe that most of the clients of MFIs (and they are still minority among those who are in need.) are those who were unable to get out alone, and they were in need for the finance, and I believe that they are in need, as well, for the other aspects of the ETP.

I believe that those who are in poverty compose a larger group than the size of those, among them, who are naturally entrepreneurs. They also have the right to be able to get out of poverty.

Here comes the group lending, including the Grameen method.

I see in Group lending some possibilities:

- Credit to a group of individuals, having mutual guarantees among themselves, for groups varying from 5 persons a group as in the Grameen case, or 50-150 persons as in the case of the Moshav in Israel existing eighty years ago and on. This groups have canalized the credit to the persons inside on an individual basis.

- Credit to groups which have created, as groups, enterprises, owned by these individuals, but managed by professionals, and give employment and income to each one of them. This model should be learned more by MFIs since it gives more chances to larger groups of individuals to get out of their poverty.

As many probably know, many MFIs are combining MicroCredit with the BDSs tools.

This shows us that MFIs are doing more than merely allocating credit. I feel that the approach of the BDS, as it is practiced today, is too restrictive one, and according to my approach should contains as well the whole ETP functions.

Entrepreneur should have his own business plan before getting any credit. And, it shows, once again, that MFIs should not restrict themselves to only finance.

Why it is important to a client of MFIs not to be alone?

Here comes the law of size. An individual is weak and fragile when remaining alone.

Let's take an example of an entrepreneur alone. S/he able to get credit thanks to the MFI, but it is clearly that credit could be facilitated easier if a group guarantee could be raised. Supposing that s/he knows already anything relating to the production of the item or the service to be sold, but it is quite obvious that in order to obtain the needed inputs, s/he needs to address themselves to private traders, who charges the higher possible price. The product or service should be sold. Individually, the middlemen would pay for, the lowest possible price.

I believe that if a structure is established by this individuals, who collaborate, one with others, who are in the same similar situation as her/his, to create the structure which would be able to purchase the needed inputs cheaper than the price an individual can obtain. The same goes to the marketing side. When all these producers would try to sell their produce together, including, when needed, the transportation, they would, probably, sell their produce in an higher returned price.

As I wrote before, a business plan which is not taking all aspects of the ETP is not complete.

I didn't yet speak about the Saving aspect, another aspect of the ETP. If the project can't offer a venue where the client can save, in real terms value, his/her saving, the results of his/her success, is not completed.

I have another point to mention her:

Many MFIs practitioners are speaking very much about the importance of the sustainability of their MFIs, which is OK. Very few are speaking and worrying about the sustainability of the client-poor.

There exists the experience of the Moshav in Israel. The Moshav is the most perfect multi-purpose cooperative in the world.

One of the elements of the Moshav, which is based economically on agriculture, is that members were occupied themselves completely and individually in production. Each one produce by himself and lives from the fruits of her/his work. The role of the Moshav is to take care of the rest, and at the basis of, is the closed  ETP. One may find, if wish, more materials on the Moshav on my site.

8. Summary

It is refereshing to see that the ideas expressed in this paper are finding their place in the reality.

In a paper prepared by Africa Pride we can find the following introduction which explains their activities, corresponding so nicely with the ideas I am expressing here:

John Kimotho Munyi, an impoverished Kenyan farmer living on a 1-acre farm outside of Kutus in Kirinyaga  District, learned of DrumNet through his community agricultural self-help group ( United Umoja. Although he was not a very committed member of the United group, on April 2004, he joined DrumNet, received a plastic membership card, and began contributing weekly cash savings of Ksh100/US$1.25 for five weeks in order to qualify for DrumNet’s credit program. After he was approved and agreed to co-guarantee the balances of four other United members near his farm, he purchased, on credit, 5 kilos  of a high-quality variety of maize seed and two bottles of recommended fertilizer and pesticide through Thabiti Agro-Vet, a local agro-supply vendor in Kerugoya, a nearby town. The Thabiti staff processed the paperwork in for this transaction, delivered it to the DrumNet office, and was paid Kshs. 2, 000/US$25 the following week through an account transfer initiated by DrumNet.

John planted his seeds, followed the fertilizer and spray guidelines, and began harvesting his baby corn two months later. He transported it to a local collection centre, staffed by a DrumNet agent, who graded, stripped, packed, and weighed the produce for delivery to a Kenya-based horticulture exporter and final retail sale in Europe. John did this twice a week for four weeks, receiving a receipt from the agent each time. When John visited the DrumNet office on the 25th of June to check his account, a customer services representative informed him that his loan was completely paid off, with interest. DrumNet was also holding nearly Kshs1,000/US$12.50 in a savings account for him to collateralise future credit, and that it had transferred more than Kshs9,500/US$118.75
 into his personal account, across the street at Equity Building Society. The DrumNet customer service representative enquired whether John would participate in this baby corn program again, and he agreed enthusiastically. He was told he could pick up all the required inputs at the same stockist using his DrumNet membership card. "
Mr N.Srinivasan of the MFI of India wrote the following remark:

" I agree with most of your thinking.  If poor have to be helped to come out of poverty, it is not by merely giving some credit or some skills.  It is a comprehensive service that would address livelihood issues which could tackle poverty.

MFIs which are in credit business provide a valuable input to the enterprise.  As you observed, credit alone would not help the enterprise owner.  She would require  enterprise skills of visualizing, planning and forming the enterprise, Skills of managing the external environment and institutions that regulate the enterprise either by statute or otherwise, skills of satisfying clients – suppliers, buyers, employees.  BDS should help in fulfilling whatever is missing in these sets of skills and also provide any service that the enterprise lacks in its initial phase.

I have a slightly different point of view on whether MFI should provide BDS.  MFI must ensure availability of BDS in units financed by it.  BDS is a different orientation and not every MFI would be equipped to provide the range of services under BDS.  It would also be an expensive proposition to equip MFI with the range of knowledge and skills needed to offer BDS for the different activities that an MFI may finance.  If professional BDS providers could be built up either in NGO sector, or govt sector, their services could be availed by any entrepreneur.

In the Indian context, compliance with legal and regulatory issues demands expertise.  In the initial stages a start-up entrepreneur needs considerable hand-holding for this purpose – hence we use the term escort services which literally accompany the entrepreneur through setting up her unit and helping it to stabilize. "

I hope that the few ideas brought in this paper would enable better implementation of the work of MFIs and especially better results to the clients.
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