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An introduction to market systems development (MSD) approach 

MSD
What it is and 
what it is not

Increasing concerns about development
aid effectiveness

Links between development aid and
growth is hard to prove given many
factors

A pressure from public, policy makers and
academia to increase effectiveness of aid

Development challenges remain huge
despite some progress

How do development agencies 
respond?

A need to adapt project strategies

Sustainability and scale concerns 
need to be at the core of our strategic

thinking

This means recognising that we need 
to focus on systemic change and 

adapt our role accordingly

MSD: responding to development challenges?

• Target groups never exist in isolation but are part of a system
• Builds on the experiences made in different fields of development

• Development focus needs to be on systemic change

The policy makers

MSD 
concerned

about 
effectiveness

The spade workers

Conceptual basis: why systems?

Inclusive 
development

Larger and durable 
impacts 

Functional institutions 

Systems and institutions (formal and informal) play 
important role 

Direct delivery without vision and the strategy to 
implement this has had limited impact

• Determine the performance and quality of social,
economic and political outcomes 

• Shape the behaviour in systems
• Are socially-embeded and can be influenced and

changed
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Different tools and the approach 

Livelihoods analysis

• Useful in understanding the poor
• But less so in relation to the dynamic 

systems around them, and on 
guidance for intervention

Systemic focus
• Place the poor within 

systems, 
• Identify the systemic

constraints affecting their 
participation, and 

• Shape interventions 
accordingly

Value chain analysis

• Useful in mapping out the flow of added 
value, 

• But can understate the importance of
services required for sustained 
competitiveness

Systemic focus
• Strengthen systemic analysis 

of value chains (including 
services, fee-based and 
embedded) 

• Provide stronger guidance for 
interventions

MSD: increasing applied in different fields

• Katalyst in Bangladesh (multi-donor incl. 
SDC, DFID)

• Youth empoyment projects 
in Western Balkans 
(SDC)

• PropCom in Nigeria 
(DFID)

• RLDP in Tanzania
(SDC)

Financial development (FSD)

• Future health systems initiative (DFID)
• Katalyst in Bangladesh (Swisscontact)

• FinMark in south Africa

Governance

• Katalyst in Bangladesh (Swisscontact)
• SDC E+I network skills working group

• ENABLE in Nigeria (DFID)
• PERFORM in Western 

Balkans (SDC)

Economic development (PSD)

Education

Health care

What it is not…

It is not  a specific tool
/prescriptive

… but rather a strategic
framework, within which
more specific tools are

applied

It is not something new / 
Buzz word…

… but builds on existing
experience, and applies good
practice more systematically

What it is not…

It is not all about markets /
The private sector

… but emerged from the 
thematic field of private 

sector development; lens 
through which we view our 
work and understand our 

role

It does not represent an 
Ideology, nore promote 

specific solutions…

… but rather allows
identification of context
specific and pragmatic

solutions.
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MSD: frames the project cycle

Vision & 
rationale

Identification & 
research

Planning & 
design

Implementation
& adaptation

Monitoring & 
evaluation

Setting the strategic 
framework for a 

project that uses a 
market systems 

approach

Exploring and 
explaining why a 
selected market 

system is failing to 
serve the poor

Establishing effective 
processes and 
procedures for 
monitoring and 

measuring results 

How to set project 
Strategy (1)

How to conduct 
market analysis (2)

How to design 
interventions (4)

How to measure 
results (5)

Building an 
organisation that is 
capable of being 

flexible, innovative 
and risk-taking

How to manage 
projects (6)

How to set a vision 
(3)

Intervening in 
systems in ways that 

support and 
encourage lasting 

change

Ensuring the market 
system continues 

serving poor women 
and men effectively, 
beyond interventions

Strategy 

What is strategy? 

Where we are now

Scale

Sustainability

Impact

Feasibility

Uncertainties

Resources

Strategic framework and logframes

Impact

Outcomes

Outputs

Activities

Poverty
reduction

Growth and
access

System change

Systemic
intervention

mru1
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A matter of scale and sustainability

Many projects do not 
have an immediate 
focus on systemic 

change. 

They provide direct 
services/solutions to 
beneficiaries/target 
groups themselves

Results in small scale 
impact and poor 

sustainability

Increasing donor
pressure

SCALE!
SUSTAINABILITY!

Poverty
reduction

Growth and
access

System change

Systemic
intervention

Understanding 
systems

Value Chains and Systems…

Infra-
structure

Advisory 
services

Information
Financial 
services

Skills and 
capacities

Regulations

Standards Laws

Informal 
rules and 

norms

Supporting Functions

Rules

Setting and enforcing rules

Informing and communicating

Government

Not-for-profit 
sector

Private Sector

Membership 
organisations

Representative 
bodies

Players

Source Make Deliver
Value chain as core 
transaction of the 
market system

Understanding the system beyond value chains

External 
transaction 

costs
Demand Supply

A B

Institution

Institution
Institution

Institution

Institution

Institution

Institution

Institution

Institution

Institution

Institution
Institution

Institution

Institution

Information

Coordination
Finance

Training

Standards

Laws

Advocacy

perceptions

Advice

Norms

Mitigation

Informal
rules

Services

Infrastruc-
ture

The (market) system
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Identify system-level constraints

Import
regulation

Import
application

SUPPORTING FUNCTIONS

RULES

Consumer
research

Information
services

Stakeholder consultation
& advocacy processes

Agiculture
policy

Import ActInformal
Political linkages

SUPPORTING FUNCTIONS

RULES

Dairy
farming

Consump-
tion

Tariff policy

EXAMPLE: DAIRY FARMING
(main/principal system)

SETTING OF IMPORT REGULATIONS
(supporting system)

Import 
regulations

Coordination

Consumption &
Hygene habits

Price setting
practicesFood safety

standards

Fees & payment
systems

Collection 
organisation

Health & 
hygene

education

Veterinary
services

Agricultural
policyTariff policy

Vision 

Now Tomorrow

(1) Who does? (1) Who will do?

(2) Who pays? (2) Who will pay?

Two fundamental questions from the start Translating now to tomorrow….

Functions
Players

Who does? Who pays?

CORE

RULES

SUPPORTING FUNCTIONS

Functions

Players

Who will do? Who will 
pay?

CORE

RULES

SUPPORTING FUNCTIONS

CURRENT SITUATION FUTURE SITUATION
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Vision of the future system

Functions
Actors

Who does? Who pays?

CORE

RULES

SUPPORTING FUNCTIONS

Functions

Actors

Who will do? Who will 
pay?

CORE

RULES

SUPPORTING FUNCTIONS

CURRENT SITUATION FUTURE SITUATION

Identified through good research
and analysis and involvement with

stakeholders (Diagnosis!)

…provides the basis for a vision of
sustainable change. 

Engagement of actors/patrners

Incentives/willgness

C
ap

ac
iti

es
/s

ki
lls

PLAYER WITH CAPACITY 
TO CHANGE, BUT 

LACKING MOTIVATION 
TO DO SO:

PLAYER POSSESSES 
BOTH THE INCENTIVE 

AND CAPACITY TO 
CHANGE:

PLAYER LACKS BOTH 
INCENTIVE AND 
CAPACITY TO 

CHANGE:

PLAYER WITH STRONG 
INCENTIVES, BUT 

LACKING CAPACITY 
TO PURSUE A 

CHANGE:

low high

high

Engagement of actors: what to do? 

Incentives/will 

C
ap

ac
iti

es
/in

ce
nt

iv
es

PLAYER WITH CAPACITY 
TO CHANGE, BUT 

LACKING MOTIVATION 
TO DO SO:

Focus on reducing 
incremental risk 

associated with change

PLAYER POSSESSES 
BOTH THE INCENTIVE 

AND CAPACITY TO 
CHANGE:

Conduct further analysis 
beyond actors to 
explore external 

obstacles

PLAYER LACKS BOTH 
INCENTIVE AND 
CAPACITY TO 

CHANGE:
Reconsider feasibility or 

accept high risk of 
distorting the market 

system

PLAYER WITH STRONG 
INCENTIVES, BUT 

LACKING CAPACITY 
TO PURSUE A 

CHANGE:
Focus on building 
capacity; BUT have 

threshold

low high

high

Implementation 
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Risk: projects as service providers

Equipment

Training

Group formation

Possible effects: 
• (market) distortion
• low outreach (scale)
• Poor sustainability of change
• undermining competitiveness 
• and resilience of systems
• reinforces dependency
• makes matters worse
• etc. 

Hey, this 
is my role!

And us?! 
Unfair!

Great, now 
I don‘t have 
to do it 

Maybe they 
could also…

Facilitation: stimulating owership

Equipment

Training Group 
formation

Service 
providerSchools

Ministries

Associations

Lead firms

SMEs

Authorities

Consultants

NGOs

Forums

Informal 
networks

Standards Perceptions

Laws

Project

Donor

KEY QUESTIONS

What function?
What players?

and then:

Who does?
Who pays?

Monitoring and 
results measurement 

Objectives

Learning

Steering == 
Improving

Accountability == 
proving

M&E
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Learning during Implementation

• Do events unfold as planned? Yes? No? Why?
• An internal system for RM instead of external consultants

• Improving intervention logics

One-off events

External 
consultants

Internal RM 
system

Source: Peter Roggekamp, Hans Posthumus

What we don’t want to do? 

series of changes resulting from 
activities of the project

local systems –people,  
businesses, government, civil 
society organizations and the 
relationships, rules, policies 
and cultural norms that govern 
how they interact and work 
together

Goal

Source: Peter Roggekamp, Hans Posthumus

Thinking‐through and projecting

Intervention

Change 1

Change 2

Change 3

Why are these changes not  already 
happening?

What needs to change for this to 
happen?

Design Questions



9

… describes how a results chain evolves

Intervention

Change

Change

Change

Impact

• Basis of the M&E system
• Logical link between intervention and

desired impact and the assumptions
behind

• = impact logic
• = causal model

Three takeaways 

The approach is a synthesis of decades of development 
experiences 

The focus is on challenges of development by 
synthesising good development practices into 
principles and frameworks 

look beyond the terminology and focus on the key 
messages and questions raised by the approach 

Thus

to (re)define the role of development 
agencies from doing things directly by 
themselves in providing solutions to 
problems 

Not new & a buzz word
The approach is a synthesis of decades of development 
experiences 

The emphasis is on systems that include public and private, 
formal and informal players. 

Market refers to 'transactions' or 'exchanges' in a 
very broad way – that is, not just in the economic 
sense
Incentives also go beyond monetary or economic 

Thus

Beyond markets & the private sector 

The need to have a vision in our work and 
initiative; the need to critically think if 'our entry 
is our exit' 
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Provides frameworks to look into the wider system (and 
specific functions/parts in that system) 

It guides projects to understand the underlying systemic causes 
for underperformance/failure and not just their symptoms . 

encourages projects to consider solutions that work 
best in a given context through better analysis 

Thus

Not prescriptive as a tool

Strategic framework to do this by continually 
asking 'how?' and 'why?'

Lessons & challanges
Dynamic: Good & pragmatic project 
management 

From predictive and 
incremental to adaptive 
and agile 

Facilitative: Good investment in ‘human 
capital’ of projects from the start 

Adequate emphasis on 
soft skills (not just 
technical skills)

Complex: Challenges in application 
under aid-intensive contexts 

A set of strategies (e.g. influence 
how project partners make use of 
available donor money; engaging 
donors as ‘market actors’ etc.)

Lessons & challanges

Time-consuming: for results/impacts to 
engage 

Managing expectations

Credible: long-term & large-scale 
impacts  

• Effective and right-
sized monitoring 
system

• Building a culture of
honest inquiry

Thank you 




