4.  IMPACT ASSESSMENT
The purpose of this section is to provide guidance on the impact assessment stage of the SIA methodology, by reviewing the assessment tools and methods which can be used in undertaking SIAs of enterprise development policy interventions.  

 Individual donor agencies and multilateral agencies such as the World Bank, are engaged in an ongoing process of developing and disseminating new assessment approaches in response to changes in international development goals and the shift in emphasis from project-level to strategic-level assessment.  While there is a growing number of techniques and tools available, there is no single ‘best practice’ approach or methodological template for SIA.  Analysts will typically have to address constraints in terms of data, tools, capacity and time. Also, the assessment needs to be appropriate to the country’s institutional, political and economic context. A ‘one size fits all’ approach should be avoided and the combination of methods, data, and consultations will need to be case-specific.

The methodology package that is proposed in this paper has four components:

· Definition of the assessment requirements

· Choice of assessment methods

· Assembly of data

· Arrangement of consultation methods

As illustrated in Figure 2 below each of the four components in the assessment methodology cycle – definition of assessment requirements, choice of assessment methods, assembly of data and other information, arrangement of consultative activities – have to be consistent with each other.  For example, if there is insufficient data available, the choice of assessment methods may need to be modified and the assessment requirements may need to be more modestly defined. The specification of all of the components within the assessment method cycle is constrained by the resources, skills, methods, data, political and institutional capacities and commitments etc. which exist.  The more restrictive these are, the more modest will be the practical assessment methodology which can be chosen. Therefore, the methodology package – the preferred combination of methods, data and consultations – is likely to be case-specific.  

Figure 2  The Assessment Methodology Cycle











The composition of the assessment methods used, and the level of detail at which they are applied should differ between preliminary assessments and detailed assessments.  In the former situation, there is a greater reliance on simple forms of analysis than is expected in detailed assessments.  In the latter case, there is scope for more detailed, quantitative analysis.  However, it is important to recognise the limits of both what is needed and what is achievable in SIA assessments.  This is reflected in the commentary and advice which follows on each of the four components of the assessment methodology cycle.

4.1 Assessment Requirements

This component includes the specification of the policy options for enterprise development that are to be assessed; the poverty impact indicators to be used in the SIA; and the significance criteria to be used.

· Policy Options

Enterprise development measures may be defined as actions taken to promote the contribution of enterprises (in the private or public sector) to meeting specified development goals. The general case for supporting business enterprises in developing countries is often based on the following:

· Enterprise development is the main engine of economic development, which is, in turn, an important instrument in realising a wide range of other development goals. 

· Enterprise development has been inhibited in fully playing its development role due to market and regulatory failures. These, it is claimed, have particularly disadvantaged small and medium-sized indigenous enterprises and those employed in them.

· Where poverty reduction is a primary goal, the case for supporting enterprises will depend primarily upon their direct and indirect contribution to poverty reduction,  

DFID’s Enterprise Development Strategy (DFID, 2000) illustrates this line of thinking. First, it draws attention to the ‘formidable constraints in developing countries to enterprise formation and expansion’. Four types of constraint are highlighted:

· An unfavourable policy, legal and regulatory environment for enterprise – due in many developing countries to a heritage of heavy state intervention, outdated laws, excessive regulation and discrimination against micro-enterprise.

· Lack of appropriate financial services – particularly for poor families and micro-entrepreneurs through stronger and more extensive micro-finance institutions with stronger links to the commercial banks and mainstream capital markets.
· Shortage of management skill and business development services – the private sector is in need of better access to effective training in management systems, production and distribution technologies, marketing technology and market research.
· Insufficient market knowledge, poor communication and institutional linkages among small enterprises – there is a need for better transport and communication facilities, access to trade publications etc., and to strengthen institutional linkages and partnerships between large and medium-sized enterprises and small enterprises. 
Then, the Strategy indicates the main forms of support to be provided in order to address these constraints (see Box 1).


 A list of policy measures for promoting enterprise development will be the starting point for the assessment. Ideally, a number of policy options should be assessed. But in practice it may be necessary to limit the assessment to a single policy proposal.

· Impact Indicators

The goals of each enterprise development policy need to be carefully defined at the outset and should be translated into more specific targets (short-term, intermediate and long-term) as the assessment progresses. Targets play a key role when formulating the appraisal and evaluation criteria by which each policy is to be assessed. Many goals are multi-dimensional and will need to be represented by multiple targets. 

Target (core) indicators are used in assessing final impact in terms of the goals for the policy intervention. The target indicators are different from intermediate indicators which relate to the casual chain effects (see below) which occur during the process of change between the policy intervention and the final impact on the target indicators. The target indicator measures that are used in practice will be determined on the basis of the availability and quality of the measurement data that are available. An assessment may need to be made of the degree of consistency between the definition and meaning of the target indicators, and the actual measure of It which is to be used.

 The measurement of impact in terms of target indicators is likely to involve a combination of both quantitative and qualitative information. This is illustrated in Box 2, which summarises the derivation of indicators and measurement techniques for evaluating the impact of different policies on poverty.

	Box 2. Indicators for impact quantification at the macro level

The following table summarises the DFID approach to defining indicators for macro-level monitoring of pro-poor development, and the data gathering methods through with they maybe verified.  The table is from DFID’s framework paper on economic policy, Making Markets Work Better for the Poor DFID (2000b).


	Pro-poor market development: examples of monitoring indicators



	Market 

Charact-eristic
	Domain of intervention or collective action


	Indicators of pro-poor change
	Means of verification

	Enabling frame-work
	Economic policy 
	Extent of inflation.

Capital subsidies displacing labour.

Wages as percentage of GDP.
	Economic surveys.

Economic reviews.

	
	Law and Administration
	Integrity, accessibility and representativeness of judicial system.

Property rights.
	Civil service reform programmes.

Analyses of legal systems.

	
	Political and social culture, governance 
	Democratic accountability of representatives.

Extent of male-dominated institutions.
	Governance analysis.

Gender analyses.

	
	International markets 
	Open access to developing country products.

Instability of capital flows.
	OECD reviews of key markets

IMF.

	Market failure
	Public goods
	Adequacy of infrastructure.

Lawlessness, insecurity.
	Sector reviews.

	
	Externalities
	Pollution of natural resources
	Environmental situation analyses

	
	Market power, monopoly
	Degree of competition.

Land ownership concentration.
	Sector reviews.

Land records.

	
	Information asymmetry
	Education on citizens’ rights.

Legislation on product description

Quality of agro-chemicals
	Curricula; reports on public campaigns.

Fertiliser, etc., studies.

	
	Transactions cost
	Contract enforcement mechanisms.

Barriers to formal financial sectors.
	Legal reviews.

Financial sector studies.

	Adverse power relations, exclusion
	Regulations anti-poor, anti-women, ethnic bias
	Female property rights limited, inheritance laws

Law favours formal enterprises
	Gender analyses.

Sector, legal reviews.

	
	Organisational bias 
	Gender awareness in service providers.

Unionisation.
	Gender analysis.

	
	Social relations link to markets
	Bonded labour obligations inherited.

Intra-household control of cash sales
	Social surveys.

Household, gender studies.

	
	Market segmentation
	Barriers to accessing formal credit.

Barriers to formal labour markets.
	Sector studies.

	Inter-market linkages
	Risk management
	Facilities for savings.

Accessibility of insurance mechanisms.
	Sector and client surveys.

	
	Linked markets
	Means for transmitting migrant remittances

Extent to which credit market failures limit labour markets
	Economic reviews.

Special studies,

Sector surveys.


Many of the reviews and surveys listed in the last column of the table in Box 2 are likely to require the gathering and analysis of both qualitative and quantitative information. 

One of the main purposes of SIA is to support better decision making relating to policy choices for enterprise development that will contribute to the goal of poverty reduction. The choice of indicators should be guided therefore by the following criteria:

· They should be limited in total number but, in aggregate they should be comprehensive in their coverage of the goal of poverty reduction 

· They should be balanced in their coverage 

· They should focus on key components of concern to decision makers and stakeholders

· Significance Criteria

The purpose of the SIA is to provide decision makers with information on the likely significance of the impact of the proposed policy measure on poverty reduction. This requires some form of measurement for the target indicators. In economic analysis, this is provided by attaching an economic value to all positive (benefits) negative (costs) impacts, which can be aggregated into a single measure of net economic benefit. But it is seldom possible to value all impacts in economic terms, and different impacts will be valued or measured in a variety of different ways, which cannot be aggregated into a single unit of measurement. It then becomes necessary to use some form of scoring or ranking criteria which can be applied to impact estimates that have been assessed using different units of measurement.

One possible scoring system is shown in table 1, where a three point scale is used to record the significance of the target indicator impacts.  Reference to the supporting evidence on which the scores are based should be included in the summary of impacts.

Table 1 Significance Criteria and Scoring

	Significance criteria

· extent of existing economic, social and environmental stress, in affected areas 

· direction of changes to base-line conditions

· nature, order of magnitude, geographic extent and reversibility / duration of changes

· regulatory and institutional capacity to implement M and E measures

Scoring
0  =   non-significant impact compared with the base situation

1  =   lesser significant impact (marginally significant, by itself, to the negotiation decision but, if impact is negative, also a potential candidate for mitigation)

2   =  greater significant impact (likely to be significant, by itself, to the negotiation decision. If negative, merits serious consideration for mitigation)

+   =  positive impact

(   =  positive and negative impacts likely to be experienced – net effect is uncertain and/or varies according to context

-/+ = negative over an initial (specified) period of time but expected to become positive in the longer term.  The length of short and long time periods should be specified (and, where appropriate, standardised) for this purpose.




Box 1  Three main types of Enterprise Development intervention





Improving the legal and regulatory enabling environment for enterprise (at all levels)





Raise public awareness of the economic importance of micro-enterprises; engage public and private sectors to create better, pro-poor enterprise policy; simplify and improve business regulation, licensing and other legal requirements.





Developing financial markets, institutions and instruments to support enterprise growth (particularly for micro, small and medium scale enterprise)





Strengthen retail capacity of micro-finance institutions by: further development of financial sustainable savings, credit, leasing and insurance services that reach more clients, and advance the institutions providing these services towards full commercial viability; deepen penetration by mainstream capital markets to micro-finance institutions and small and medium scale enterprises; encourage the use by donors of non-grant-based support mechanisms (which minimise subsidy and market distortion) such as convertible loans, guarantees, asset leasing and equity instruments).





Addressing constraints in management, technologies and market knowledge (for small and medium scale enterprise)





Strengthen management and business development services by: strengthening governance and leadership; financial management; production and distribution methods and technologies; and research. Help to create a better-trained workforce. 





Improve market knowledge, communication and institutional linkages by: integrating larger enterprises vertically with smaller enterprises; deepening market activity, trade, and knowledge from big business down to small enterprise (e.g. involving e-commerce and new information and communication technology).





Source: DFID Enterprise Development Strategy (2000a) – Executive Summary.








Assessment requirements





Consultation activities to be undertaken





Assessment methods to be chosen





Data and other information to be chosen





Constraints of resources, time, skills, data, known methods, political and institutional capacities and commitments etc.














