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Four principles to guide procurement practice for market 

systems development programmes 

Summary 

This briefing paper from the BEAM Exchange is about the procurement and contracting of 

programmes that use a market systems development (MSD) approach. Our purpose is to provide a 

focus for conversations among donor agencies about changes in policy and practice that would 

enable and incentivise MSD programme implementers to invest more in building programmes’ 

capacity to deliver high quality results.  

The paper offers a synthesis of prominent case studies, research papers, workshops, interviews, 

articles and policy briefs that address these issues. Specifically, we propose four principles for donors 

to consider in relation to the procurement of MSD programming.  For each, we articulate in broad 

terms how they operationally relate to MSD programmes, the state of current common practice, and 

outstanding procurement-related issues for consideration. 

Principle  Issue for consideration 

1. MSD teams need diverse 

skill-sets & time to nurture 

them 

Valuing ‘soft’ skills such as entrepreneurship and negotiation 

when scoring key personnel at proposal stage 

Assessing the proposed team as a unit for complimentary skill-

sets and diversity, in addition to assessing individuals 

Allowing scope for course-corrections in roles and staff-count 

during implementation 

2. Learning is a necessary 

MSD programme cost 

Allowing ongoing costs related to strategic planning, team 

meetings, collaborative problem-solving, research, and training 

Redefining what “overhead” costs mean in the context of MSD 

programming 

3. Innovation & enduring 

behaviour change cannot 

be purchased 

Contractual mechanisms that allow co-design and operational 

flexibility in partnership with local organizations  

Resources and support to front-line contract management staff 

to help MSD programmes navigate compliance requirements 

4. Contracts for MSD 

programme emphasise 

outcomes over activities 

Emphasis on outcomes when contracting an implementing 

agency for MSD, rather than pre-committed action plans 

Space for shared decision-making on changing activity plans 

and programme logic throughout implementation 

Emphasis on compliant operational systems and sound 

strategic intent when evaluating programme performance 
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Four principles to guide procurement practice for 

market systems development programmes 

Introduction 

Many members of the DCED Working Group on Market Systems Development have a long-standing 

interest in how to nurture larger numbers of skilful staff and high-performing teams for MSD 

programming to deliver high quality results.  Improvements in programme procurement policy and 

practices, so as to enable and incentivise greater investment in training and capacity building is seen 

as a key part of this. 

In November 2016, BEAM convened a group of MSD donors and implementers in London to:  

(i) discuss the effects of policies, investments and procedures on capacity building for MSD, and  

(ii) identify critical issues that require collaboration between donors and implementers 

This meeting led to a BEAM policy briefing about building capacity for MSD
1
 - which argued for 

collaboration between donors to create common procurement guidelines covering training and 

capacity building within MSD programmes.  

The paper proposed that a group of advisors and procurement experts from interested donors should 

come together to lead the production of such guidelines. This group it was suggested, would need to 

be in regular consultation with MSD and business development experts from large implementing 

organisations, MSD trainers and capacity building experts. 

The DCED Working Group on MSD, supported by BEAM staff in the DCED Secretariat, is ideally 

placed to respond to this proposals.  This paper describes four principles that could guide the 

production of new common guidelines. It is intended to contribute to the necessary conversations that 

will lead to changes in policy and practice. 

1. MSD teams need diverse skill-sets & time to nurture them 

Why this principle matters for MSD programmes 

The most distinctive feature of MSD programmes
2
 is that they do not directly deliver services to their 

target beneficiaries. Market development strategies are not about temporarily filling gaps caused by 

failures or poor performance of market systems. Instead, MSD practitioners look to identify systemic 

failings, design creative business models or initiatives, and facilitate existing organisations and actors 

to catalyze change.  Programmes necessarily work with local partners, and the focus of their 

interventions can readily shift in response to new information, changes in market dynamics and 

opportunities.   

Alongside sectoral expertise, successful MSD programme teams therefore need competency in ‘soft 

skills’ such as relationship-building, creativity, business-mindedness, and negotiation.
3
 For example, a 

programme working to improve farmers' access to high-quality inputs does not necessarily need to be 

                                            

1 Osorio (2017) Building capacity for market systems development, BEAM Policy Brief. 
www.beamexchange.org/resources/979 

2 Market systems development (MSD) is an approach to understanding and intervening in markets so that they 

perform more beneficially and sustainably for people living in poverty. Instead of simply reacting to observed 

problems or symptoms with quick fixes, MSD practitioners work in partnership with market actors to bring about 

lasting changes in incentives, rules, norms or supporting functions in a selected system.  When successful this 

permanently improves the terms of participation in that market for poor women and men.  MSD programmes 

require a different approach to staffing, management, strategy and tactics, results measurement, and 

procurement/contracting compared to conventional direct delivery programmes. 

3 See the new MSD Competency Framework on the BEAM Exchange www.beamexchange.org 
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led or predominantly staffed by agronomists. That sectoral expertise is more important in permanent 

actors and institutions in the system, such as local businesses or government.  

Since programmatic focus can change and interventions evolve over time, the MSD teams’ size and 

composition may also need to change in response. Often, programmes start small and add staff as 

intervention strategies take shape and staffing needs become clearer. Team-level problem solving 

and learning requires staff to work together to leverage complimentary skill-sets and diverse 

perspectives through constructive criticism and critical thinking. As a team begins to work together in 

the early stages of implementation, staff roles need to be adapted and certain staff may need to be let 

go. Finally, to manage changing intervention plans and facilitate organizational learning, the 

programme needs strong team leaders that can apply the principles of adaptive management while 

also being results-driven.  

All this has implications for organizational design during the tender and contract management 

process. 

Conventional procurement practice 

Currently, it is unusual to change key staff or staff-count once a contract has been awarded. In the 

bidding and tender processes for development programmes, it is common practice to lock-in 

decisions on key personnel and staff-count at the proposal stage. Sectoral expertise is often valued 

over soft skills in key personnel qualifications, despite the latter being just as important for MSD 

programmes. Likely this is because sectoral expertise is more familiar and thus deemed less risky, 

whereas soft skills are more difficult to specify and assess.  

Both donors and implementing agencies often find it more comfortable to work with programme 

managers with proven development experience. This practice also limits the range of personnel that 

get included in proposals: those with more diverse skills and experiences from other sectors tend to 

be excluded.  

As a result, teams ill-suited for MSD sometimes get ‘locked-in’ at the proposal stage: a team leader 

with the wrong type of management experience (not adaptive), too many sector experts, missing soft 

skills, a lack of complementarity, and poor diversity of perspective. 

Once a programme gets underway key personnel are difficult to change, and additional staff difficult 

to add. Such changes may require the approval of contract management representatives, who may 

well not understand the MSD approach, and the process can take up valuable implementation time.  

While it is prudent to avoid too much rapid change, options to change staff-count and key personnel 

are particularly important in the first year of implementation, as team culture gets established and 

programme strategy evolves. This is vital to building a high-performing, well-balanced team capable 

of implementing the MSD approach (as described in BEAM’s recent paper by Sarwar & Osorio
4
)  

Issues for consideration 

Good procurement guidelines for MSD programming would allow for or enable:  

(i) ways to assign high scores to key personnel with valuable ‘soft’ skills during the bidding 

process, balancing with the emphasis on sectoral expertise;  

(ii) assessing and scoring the proposed team as a unit for a diversity of skillsets, experiences, 

and complementarity; and  

(iii) mechanisms to change key personnel and staff-count in the first year of implementation. 

Higher scores assigned to soft skills and team diversity will incentivize implementing agencies to staff 

MSD programmes with more effective teams. This includes team leaders’ abilities to manage 

adaptively. Development management experience should still be valued; however, care must be 

                                            

4 Sarwar & Osorio (2018) Building high-performing teams for market-systems development, BEAM Report, 
www.beamexchange.org/resources/1036 
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taken that it’s the right type of experience. There should be acknowledgement that this experience 

can come from non-development backgrounds, for example, “experience managing diverse teams,” 

and “experience leading a start-up business.”  

Other valuable skills to have on the team include negotiation, business acumen, relationship-

management, and public speaking and facilitation. 

The full range of competencies found in high-performing teams is elaborated in the new MSD 

Competency Framework on the BEAM Exchange website (www.beamexchange.org/msd-

competency). 

Implementing agencies need flexibility to build an effective team, so there needs to be an opportunity 

to make reasonable changes to key personnel and staff-count at points during the first year of 

programme implementation. The process requires dialogue between funder and implementer, an 

openness on the part of contract managers to make such changes, and an acknowledgement that 

MSD programming requires them. 

2. Learning is a necessary programme cost 

Why this principle matters for MSD programmes 

Effective MSD requires a collaborative, team-based approach to problem solving.  Successful 

programme teams continually discuss and analyze results, learn from experience, and generate 

ideas.  The wisdom of this approach is well established and evidenced in other development sectors 

(especially Governance work), where it is characterised as ‘problem-driven iterative adaptation’ or 

PDIA.
5
  Due to the iterative nature of interventions and relationship-building with partners, staff need 

time and space to reflect on what is working and what is not. Furthermore, even the highest 

performing staff benefit from regular coaching to improve their interactions with partner organizations. 

MSD interventions rely on up-to-date intelligence on local market conditions and the political 

environment. Interventions are context-specific, and time must be spent keeping abreast of key 

people and unwritten rules that influence behaviour in the intervention area. Additionally, 

programmatic focus can shift during the programme. For example, an intervention to improve incomes 

of dairy farmers, might shift focus from milk collection centres to milk transport services. This shift 

creates the need to conduct research to inform strategy such as a market analysis of transport 

services.  

For all these reasons, learning is a fundamental on-going process within MSD programmes that 

needs to be invested in. It requires staff time, resourcing, and funding throughout the programme 

cycle.  

‘Learning’ activities include: 

• Strategy sessions, group discussions, team meetings, and work-planning exercises that allow 

staff to debate, discuss M & E data, reflect, and make decisions 

• Technical backstopping in the form of coaching and strategic advice 

• Focussed training to address specific capacity gaps that arise as programmatic focuses shift 

• Conducting targeted studies or background research as-needed to inform programme 

decisions 

  

                                            

5 Andrews, Pritchett & Woolcock (2017) Building State Capability: evidence, analysis, action.  Oxford Univ. 
Press https://global.oup.com/academic/product/building-state-capability-9780198747482 
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Conventional procurement practice 

In the conventional approach to development programming, it is assumed that staff are sector experts 

solving a technical problem. As such, there tends to be an assumption that staff come ready-made 

when hired so the programme should not have to ‘pay for training and learning’. This assumption 

does not hold for MSD programmes as the most effective staff are often not sector experts in the first 

place. 

Many learning functions that are critical to the performance of MSD programming are categorised as 

“overhead” costs.  As such there is pressure to minimize them. This includes backstopping support 

from headquarters, which is accounted for purely as an administrative cost.  Even as some MSD 

implementing organizations are starting to invest in technical support units and coaching support for 

their MSD staff, budgetary pressures mean these tend to be stretched thin. Other costs include 

hosting regular team meetings which can involve travel costs, learning exchanges between staff, and 

funding for targeted research and studies. In many cases, programmes manage to fund some of this 

using intervention budgets but policy and practice varies widely from donor to donor. 

Issues for consideration 

Good procurement guidelines to fund MSD programming would recognise that ‘learning’ activities are 

inherent to MSD interventions.  The definition of ‘overhead’ costs could be revised to reflect the fact 

that MSD is an information-based approach that needs strong internal support systems to enable the 

team to learn and perform.  

Investment in learning should be protected from the pressures created when it is treated as overhead 

or administrative cost.  Within reason, spending on ‘learning’ activities as described above should be 

expected and encouraged, and seen as acceptable and desirable aspect of programme intervention 

strategy.    

In practice, many high-performing teams find ways to invest in learning without formally reporting such 

investment.  Further informal investigation is needed to establish transparent benchmarks for the 

optimal level of this expenditure, but it may well be in the range of 10 – 25% of implementation costs. 

3. Behaviour change and innovation cannot be purchased 

Why this principle matters for MSD programmes 

A key mechanism by which MSD programmes facilitate change is through co-funding (or cost-

sharing) innovative untested business models or ideas in partnership with local businesses, 

governments, and civil society organizations.  

MSD programmes seek to work with partners that are competent and willing to innovate.
6
   

Most interventions intend partner organizations to adopt a changed practice without ongoing external 

support, and as such the level of support the programme offers has to be carefully managed. Over a 

whole portfolio of MSD interventions, the strategy is to extend and crowd-in new behaviours and 

practice across a sector or system.  

For example, a programme seeks to improve quality of healthcare services in a network of health 

clinics through better performance management of clinic staff. This programme might first choose to 

work with a pilot group of clinics who are willing to invest in change, with some targeted support. They 

may need to iterate on the initiative several times until successful, sharing the costs and risks of the 

pilots. Once it can be proven that the changed management practice leads to better outcomes, the 

pilot clinics would see the value in it and continue the changed behaviour on their own, assuming 

future costs related to it. The programme might then choose to work with local government to spread, 

incentivize, or enforce the changes across the entire clinic network. Ultimately, the goal would be for 

the entire clinic network to improve performance without any external support or funding. 

                                            

6 See the ‘Will-Skill Framework’ in the Operational Guide to M4P www.beamexchange.org/resources/129/ 
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Operating in this way requires:  

(i) selecting the right partner organizations  

(ii) co-designing the pilot initiative with the partner to ensure they retain ownership of the initiative 

(iii) changing activities to iterate on the pilot during implementation as lessons are learned  

Selecting the ‘right’ partner organization is an art, as it involves understanding its internal culture, its 

willingness to innovate and take risks, and its capacity to adopt change. This is done through building 

relationships with potential partner organizations and gaining contextual knowledge of the programme 

operating area.  

Co-designing the initiative with the partner is imperative to its sustainability, because ultimately the 

changed business model or practice must reflect the partner’s own interests, goals, and capacity.  

Unless the partner has genuine ownership of the innovation, the changes will not endure after 

programme support ends.  

Once a partnership is underway, things frequently do not go as planned, and activities have to be 

iteratively adapted, changed or added.   This is especially true for programmes that engage in 

rigorous experiential learning – a crucial element of PDIA - and are therefore actively looking to learn 

and adapt.  

For example, an MSD programme promoting take up of affordable agri-inputs for remote farming 

communities might initially work with an agricultural business to pilot satellite branches in local 

markets. But if it quickly learns that farmers are too risk-averse or cash-poor to purchase inputs 

upfront, it may experiment with a different strategy that focuses on public-awareness, micro-credit or 

weather-related insurance. The end goal of the intervention remains the same, but activities change. 

Conventional procurement practice 

The form of contracts that implementing agencies use with partner organizations is strongly 

influenced by donor needs in two important ways that can limit the effectiveness of the MSD 

approach. 

(i) Competition policy: the need for fair opportunity as per public sector contracting principles 

(ii) Minimising corruption risks: requirements on partner organizations’ internal financial 

systems for reporting and audit purposes.  

Both donor and implementing agency contracting staff tend to be uncertain or risk-averse when it 

comes to aligning the needs of programmes using the MSD approach with these basic compliance 

requirements. Procurement staff tend to revert to comfortable conventional forms of contracting: 

arms-length request-for-proposals and activity-based contracts. Often these do not allow for the ‘art’ 

of careful partner selection that MSD programmes rely upon. Nor does it allow the partner 

organization to easily co-design activities with the MSD programme.  Once signed, these agreements 

do not always allow for activities and spending plans to change (iteratively adapt) as an intervention 

gets underway. 

Successful MSD programmes and sympathetic donors have pragmatically worked out a range of 

ways to use existing procurement tools to implement the MSD approach:  

• Most programmes have the latitude to sole-source to some degree, which can fund many small-

to-medium scale interventions.  

• Some DfID programmes use challenge grants to solicit innovative ideas to a well-defined 

‘development challenge’, and attempt to thread multiple such grants together into a portfolio of 

interventions.  

• A programme in Bangladesh adapted the US government’s Broad Agency Announcement (BAA) 

mechanism, which is traditionally used to fund research and development, to develop outcome-
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based partnerships with market actors. In these agreements, the outcomes stay fixed while the 

activities can be modified and co-developed.  

• SDC wrote contract management guidance for their staff to help them navigate their own 

contracting options to fund programme interventions.  

In all these cases, success relies on the strength of the relationship between the programme and the 

donor contracting representative, and on the knowledge and skill of staff in implementing 

organisations’ contracting departments. This demonstrates that appropriate contracting tools exist. 

However, there is little guidance for front-line staff or consistency in contracting methods used for 

MSD interventions. As a result many programmes struggle to implement interventions that stay true to 

the core principles of the MSD approach. 

Issues for consideration 

It is evident that forms of contracting mechanism do exist that allow programmes to use the MSD 

approach in how they contract with local partner organizations. The problem is that knowledge of the 

mechanisms is not widespread among donors and implementing agencies; they are being used by 

only a select few.  

Often times the solution lies in creatively adapting existing mechanisms so that they still meet the 

need for fair opportunity and financial reporting, while adhering to MSD principles. Normalizing these 

existing practices and supporting donor and implementing agency contract staff to embrace them is 

an important first step in addressing this issue.  BEAM’s ‘How To’ note on developing adaptive 

partnerships within compliance rules, offers a useful example from Bangladesh
7
 

Whatever the mechanism, front-line contracting staff should be aware that the contracting 

mechanisms used by MSD programmes must enable or allow for: 

(i) contractual partnerships with local organizations based on a shared goal, not a product, 

service, or activities 

(ii) selection of partner organizations based on their potential to take long-term ownership of the 

initiative 

(iii) co-designing of activities with the partner organization 

(iv) timely revisions, additions or changes to activities during implementation 

 

4. Contracts for MSD programming emphasise outcomes over activities 

Why this principle matters for MSD programmes 

Implementing agencies are contractually responsible to deliver results that reduce poverty. The way 

that results are defined influence a programme’s ability to use the market systems approach. Because 

MSD programmes work through intermediaries – partnerships with local organizations and initiatives 

that stimulate behaviour change in local systems – it is difficult to attribute impact directly to 

programme activities. The challenge is amplified when the impact is not generated immediately after 

intervention, or even within the timeframe of the programme.  

Since problem-focussed learning and iterative adaptation is inherent to the MSD approach, and 

activity plans evolve during implementation, it is problematic to expect implementers to have pre-

determined activities. So, the question becomes: what pre-determined results should MSD 

programmes be accountable to deliver? To help answer this, research is ongoing on tools, methods 

and metrics to assess market system change. The DCED Standard is an important part of this effort. 

                                            

7  Tweed (2017) How to! Develop adaptive partnerships with private firms without breaking the rules of 
compliance, BEAM guidance & tools.  www.beamexchange.org/resources/958 
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In contracting MSD programming, the challenge is to find a balance. If the indicators of success are 

defined too broadly, it becomes impractical to attribute impact to the interventions. If they are defined 

too narrowly, measurement is easy but the programme is hindered in its ability to be problem-driven, 

innovative and adaptive: that is to actually adopt the MSD approach.  

Where a results chain or causal logic is built into the contract, it can risk making premature 

assumptions about the programme’s operating area and thus limit the programme’s ability to learn, 

adapt and course-correct. At the same time, if the logic is allowed to change too often, programme 

may lose their way, and it becomes difficult to consistently track indicators over the life of the 

programme. 

Conventional procurement practice 

Most procurement departments seek to minimize uncertainty in the cost and projected performance of 

a contract, and thus tend towards preferring detailed activity plans and targets. For MSD 

programmes, this can easily lead to limited adaptability and lower programme quality.  

If prescribed activity and work-plans are built into contracts, the programme is left vulnerable to how 

rigidly a contract manager chooses to interpret pre-determined plans. In the worst case, 

programme may feel forced to implement activities that are not in line with their current 

understanding of the market system dynamics and intervention needs. 

How to structure contracts to best enable MSD programming is an area of active experimentation. 

Inception phases, for example, allow implementing agencies to research and understand a market 

system before designing a proposal or set of interventions. The drawbacks include the misconception 

that all analysis is complete once the ‘implementation’ phase begins - thus creating more pressure on 

programmes to not learn or change direction during implementation.  

USAID’s Collaborate Learn Adapt (CLA)
8
 quarterly review process allows programmes to submit 

changes every quarter to the work plan, and to an extent, the budget. This takes place in the context 

of fixed indicators in an activity-based performance measurement plan. A number of donors are 

experimenting with variations of ‘payment-by-results’, where implementing agencies are responsible 

for delivering outcome-level indicators. If the ‘outcomes’ specified in such payment-by-results 

contracts are defined well i.e. in terms of realistic, enduring and scalable systemic change, this could 

provide a facilitative contractual framework for MSD programmes. However, PBR can easily create 

unintended incentives for implementing agencies to find the ‘fastest path’ to hitting the contract’s 

target milestones, rather than a path that would lead to sustained results through local ownership.  

Issues for consideration 

There are several outstanding questions on this topic: What outcomes are appropriate to hold an 

MSD programme responsible for? What is the best way to measure performance at outcome levels? 

How does this all translate into budget lines and programme structure? How much should a particular 

outcome actually cost? 

Operationally, MSD programmes can be held to account for having robust processes: financial 

systems, fair procurement, due diligence of partners, justified spending, record-keeping, results 

monitoring, learning systems, and evidence-based decision-making. These are tangible areas that 

donors can hold MSD programme to.  A good example is the DCED Standard for Results 

Measurement
9
 which provides an externally auditable framework, tools and incentives for good 

operational practice in monitoring results.  Because MSD is a process-based approach, performance 

measurement should emphasize that programmes operate in a way that aligns with MSD and that 

they spend funds responsibly. 

                                            

8 USAID (2017) What Difference Does Collaborating, Learning, and Adapting Make to Development?  

Collaborate Learn Adapt (CLA) Leaning Lab. www.beamexchange.org/resources/1045/ 

9  DCED Standard: www.enterprise-development.org/measuring-results-the-dced-standard/ 
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Ideally, MSD programme implementers should be contractually responsible for outcomes rather than 

activities – with an emphasis on enduring systemic changes in the behaviours, capabilities, 

relationships of market system actors that benefit people living in poverty.   

In successful programmes, there is open dialogue between the donor agency’s representative and the 

implementing agency such that changes to work plans, budgets, targets, and indicators can be done 

collaboratively. This requires both sides to build a high-trust working relationship with mutual 

understanding of the rationale and principles of the MSD approach, including the fact that results are 

non-linear and attribution is difficult to prove.  Donors with flexible and light-touch rules (e.g. DFID’s 

Smart Rules
10

) have an advantage here; but the rules need to be backed up by incentives and time 

for staff to invest in these relationships. 

While the ultimate outcomes that a programme has committed to working towards may be set firmly, 

the causal logic of its approach and intermediate indicators of success needs to be a continual 

conversation – rather than built-in to the contract.  This also has transaction cost implications for 

donors. 

In an ideal world this implies a move away from commitments to traditional indicators, and more 

towards qualitative measures of change in the behaviour of the market system (e.g. business 

investment behaviour, increased information flow). This is an uncomfortable, and sometimes 

politically tricky, idea for funding agencies. It does, however, reflect the reality that attribution is 

difficult to prove, and for MSD programmes to operate in a truly systemic way results will not always 

be predictable and the fine detail of a programme’s logic cannot be built into the contract. 

Conclusion 

The intention of this brief is to set the stage for donor agencies to better contract and manage MSD 

programmes. Many of the operational, staff management, and compliance issues highlighted are 

shared responsibilities of implementing agency and donor.  

This brief deliberately focuses on, and is intended for, funding agencies. We acknowledge that there 

are a related but distinctive set of issues for implementing agencies to address to improve 

procurement and performance of MSD programming which are not covered in this brief. 

Ultimately, there is no silver bullet that will result in perfect MSD programming or the perfect 

contracting relationship. Much of it comes down to the individual people involved, across both funding 

and implementing organizations. There has been significant progress in the past decade in the 

design, management, and contracting of MSD programmes. The principles in this paper offer a way to 

continue that progress, and to support the front-line champions to deliver more and better 

development programming. 

 

                                            

10  DFID Smart Rules - www.gov.uk/government/publications/dfid-smart-rules-better-programme-delivery 


