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1.

Introduction

As is widely experienced, markets are not static, but in constant flux. The changes are not predictable and often
surprising, even after thorough market analysis and strategic planning. Our interventions turn out results that were
either unforeseen or unanticipated. This type of behavior creates specific challenges for monitoring and evaluation
of development interventions. Changes in markets must be monitored and measured using approaches that em-
brace their dynamic and unpredictable nature. Advances in complexity sciences can provide useful principles and
concepts to build the foundations of more effective and relevant monitoring and evaluation frameworks for both
market and financial systems.

This paper is a synthesis of the work of the Systemic Monitoring and Evaluation (M&E) initiative of the SEEP Net-
work between August and December 2012. The initiative, coordinated by MaFI (The Market Facilitation Initiative),
brought together practitioners and academics to explore two issues:

the obstacles and challenges that field practitioners face when trying to monitor and evaluate changes in
market systems using the current linear, top-down, rigid, mechanistic paradigm.

the principles and guidelines that can bring donors and practitioners together to build systemic M&E frame-
works and tools that produce not only relevant evidence about their impacts on markets systems, but also
appropriate and timely information for field practitioners to navigate the fast changing and unpredictable
landscape of market systems.

Besides earlier and ongoing discussions on the LinkedIn group of the Market Facilitation Initiative (MaFl), the Sys-
temic M&E Initiative specifically featured the following events:

A three-day e-consultation on USAID’s Microlinks platform, exploring cutting-edge thinking about effective
ways to measure impacts of market and financial development interventions.?

A webinar where four experienced speakers discussed systemic approaches from the perspective of their
own work. They came from the practitioner, donor and academic communities and focused mainly on issues
regarding field implementation and M&E, organizational learning, financial access and networks.?

The opening plenary of the 2012 SEEP Annual Conference titled “Measuring Impact in Market Systems:
Rethinking the Current Paradigm” This plenary brought together practitioners and experts to explore cutting
edge thinking and inquiry in effective ways to measure results of market and financial development interven-
tions.*

Two podcasts with experts in complexity thinking: David Snowden of Cognitive Edge and Shamim Bodhanya
of the University of KwaZulu Natal. Snowden and Bodhanya talk about the challenges of dealing with complex
adaptive systems and how we can master them by using approaches and tools from systems thinking and
emerging approaches based on complexity sciences.®

This paper is based on a discussion paper published in October that was intended to promote online and in-person
discussions. It follows the structure of the earlier paper and enriches it with insights and quotes from the e-consul-
tation, the webinar, the podcasts, and the opening plenary of the SEEP Annual Conference.

1. For more information on MaFI go to http://bit.ly/aboutmafi or http://www.seepnetwork.org/marketfacil

2. Explore the discussions here: http://bit.ly/PSk70w

3. Listen to a recording of the webinar here: http://irgltd.adobeconnect.com/p5t6d9r63k;j/

4. Watch a recording of the plenary session here: https://vimeo.com/54887176

5. The podcasts can be accessed via the MaFl website: http://www.seepnetwork.org/marketfacil

6. Original discussion paper produced and edited by Lucho Osorio and Marcus Jenal. The original discussion paper can be accessed at http://www.

slideshare.net/marketfacil/systemic-mand-e-paper-3oct12




Main obstacles and challenges with the current M&E
paradigm

Excessive focus on our direct effects on the poor

Donors, parliaments and eventually taxpayers ask development projects to prove their direct impacts on the poor:
how many schools or hospitals did WE build; how many cows or bags of improved seeds did WE deliver; how many
training workshops did WE host and how many people attended; etc. The list of the inputs and services that we, the
development agents, can deliver is long.

Box 1. Don’t strive for local optima

The world is organized in subsystems aggregated into larger subsystems, aggregated into still larger subsystems. A cell in the liver is
a subsystem of an organ, which is a subsystem of a human as an organism. The human is a subsystem of a family or a producer group,
which again is a part of a value chain, which is a subsystem of the market. In systems thinking terms, this is called the hierarchy of
systems.

Hierarchical systems evolve from the bottom up. The purpose of the upper layers of the hierarchy is to serve the purpose of the lower
layers. To be a highly functional system, hierarchy must balance the welfare, freedoms, and responsibilities of the subsystems and the
total system. As consequence we should not intervene in parts of the system to create local optima while ignoring the whole, e.g.
helping one group of producers to strive without having a vision or the awareness of how these “localized” improvements will con-
tribute to changes in the wider market system. This could have negative consequences for the overall functioning of the system but
most importantly for the sustainability of our interventions. Our aim should be to enhance system properties, such as growth, stability,
diversity, resilience, and sustainability — whether they are easily measured or not.”

Measuring our direct impacts on the “poor”is possible when using a direct delivery approach because the relation-
ship between the provider and the receiver is straightforward and easily verifiable; consequently, it is possible to at-
tribute changes at the level of the “poor” to a project intervention. These direct delivery approaches have, however,
proven not to be sustainable. Therefore, there has been a drive for more systemic approaches to market develop-
ment.

In the e-consultation, the difficulties to satisfy the demand for visible, direct changes within the poor when using
systemic approaches were discussed. Explicitly mentioned were issues of additionality, attribution, and timing.

Systemic approaches aim to catalyze change, inducing spillover effects to indirectly drive and scale up change. This
poses a challenge to attribute changes to the project, as external factors have an increasing influence on scale and
nature of change further up the results chain. Similarly, programs facilitate the behavior of market players who in
turn incentivize others to behave differently. With this approach, the distinction between groups that are “treated”
and “untreated”is not always clear, and it is difficult to distinguish which target groups are actually driving change.
Finally, measuring change over time is difficult because of variable timescales for different interventions to take
effect at different points in the results chain, feedback loops and delays of visible impacts beyond the project’s
lifetime.

Detailed planning and standardized result measurement frameworks are believed to help development projects
to plan their impact on the poor and measure it afterwards. Causal models or results chains are used to connect

7. Donella H. Meadows (2008): Thinking in Systems. A Primer. Edited by Diana Wright, Sustainability Institute. Chelsea Green Publishing, White River
Junction, Vermont. Pages 82-85 and page 178.




project activity and expected results. M&E approaches, procedures and tools focus on collecting information along
these results chains, on numbers of beneficiaries, and changes at beneficiary level.

The pros of causal models

In the e-consultation, some practitioners advocated for the use of causal models to describe the intended impact
from project intervention all the way to the target population. They argued that these models enable the project
to be explicit about what they do and why and guide discussions within the project team, and with donors and
project partners.

Mike Field, a presenter in the webinar, showcased the monitoring framework of his project which is successfully
using results chains as an integral part of the project’s learning framework. Instead of a focus on results, the results
chains used in Field’s project are focusing on processes that are needed to reach the intended change at the level of
the poor and allow the project team to reflect whether these changes are actually happening.

Box 2. Arguments for results chains

“Results chains are a means of illustrating and explicating our ideas about how a particular intervention or set of interventions is going
to lead to changes in our environment” (Christian Pennotti, Care USA; taken from the online discussion)

“We use results chains not for the design of an intervention, but as a tool to graphically synthesize what is in our heads. Results chains
reflect rather the way, we (should) think: formulate a causal logic and the assumptions. Hereby discussion of relations between ‘boxes’
gives the main value. A results chain can be very complex, or rather simple, as long as it reflects our ideas. When we think of a systemic
change of a market, we have some decisions to make: which constraints do we address, which target group shall benefit, what would
be the benefit for the target group, what the business case for our partner or other market actors, etc. These decisions can be formu-
lated in narrative form but a results chain has proven to be complementing a strategy very well” (Markus Kupper, Katalyst; taken from
the online discussion)

The cons of causal models

Some participants of the e-consultation see that the quality of the monitoring using results chains is still weak. They
were concerned that programs struggle to comply with even the basics of impact reporting with some degree of
credibility. This is attributed firstly to the capacity of the project staff to implement the M&E frameworks they adhere
to and, secondly, to the low priority given to monitoring in project management. As a consequence, some partici-
pants advocate for further simplification of the methodology.

Besides that, there is a more fundamental critique against these detailed “Linear’ approaches to M&E would
causal models. From a complexity theory point of view, the design of detailed  draw the boundaries (important
causal models can, firstly, lead to a premature selection of one or more solu-  systems concept) too tight and would
tions that make sense to the donors and NGOs at the expense of solutions therefore ignore or minimize spillover
that make sense to the stakeholders that require processes of participation, effects and hence tend to undervalue
convergence and co-creation and that, in most cases, cannot be predicted in structural changes and other spill-
detail. Secondly, the complexity of the situations often eludes the capacity over effects that were not within the
of project teams to accurately understand the dynamics and derive a logical l.)oundar){ at”concept.ualization ofan
intervention strategy and all its possible consequences on the system. These mtgrverft/on. (Shamim Bodhanya,

.- S . . University of KwaZulu Natal)
participants argue that simplification must not be done by reducing, negat-
ing or ignoring complexity but by accepting it and embracing it.

From this perspective, there is a need for new approaches that are able to embrace the complexities of reality while




at the same time avoid being overly formalistic and burden the project staff with additional work. As causal models
are seen as very beneficial by practitioners, they should be able to use them but with the understanding that such
models are artifacts that need to evolve as the understanding of the project evolves. Monitoring systems have to
become useful for the project staff in fostering this understanding and be an integral part of their work.

Excessive focus on extraction of information for accountability to the donors

In most cases, accountability is translated into an act of keeping track of the resources delivered into the system
and demonstrating their positive and direct effect on poverty indicators such as income and employment levels. In
direct delivery models, attribution of changes to project interventions is relatively straightforward; in systemic ap-
proaches, it is a challenge. Although in practice, more systemic approaches are emerging, the belief in this type of
upward accountability is still strong because it gives NGOs, donors, parliaments and taxpayers a comforting sense
of control over the implementation process and certainty about the outcomes of their development initiatives. This
is needed by the whole development “industry”to survive in a demanding political economy exacerbated by global
recession.

In contrast to direct delivery approaches, systemic approaches try to understand how change is happening in a
system and how the project can facilitate or catalyze these processes of change. The indicators currently demanded
to satisfy accountability towards the donors, however, are not able to show how change is happening nor are they
good at describing the future capacity of the system to generate desirable outcomes on an ongoing basis, i.e. mea-
suring the sustainability of the project’s interventions.

Box 3. Example of a learning project
Mike Field explained in the webinar how his project is geared towards learning:

“Essentially what we do is to track the process of change instead of just the end results. To do this properly we need to be able to learn
as fast as possible and establish learning cycles with as much real time data as possible that show you what change is happening in
the system. It is therefore critical to set up a really good learning framework that will help you structure your actual implementation
activities. It is critical to structure your interventions within this learning framework. With that knowledge, we are producing a theory
how we expect change is going to happen.

“Results chains are our best guess of how the process of change would look like, what kind of components of change we would like to
see. The results chains are our primary learning framework. Discussions will be structured around what change has already happened
or what expected change has not happened. This would lead us to reflect on the results chains or even the theory of change.

“Essential indicators for change that we use are grouped around performance (capacity and practice), rules and incentives, relation-
ships, and ownership of the process. We have a package of tools to do that. We then quite explicitly try to track how these changes
relate to the results chains.”

In the reality of the field, practitioners are dealing with highly complex and dynamic economic, social and cultural
systems and trying to navigate fast changing and in many cases unpredictable landscapes of opportunities and
risks. Current M&E systems catering for upward accountability become an additional burden of data collection —
most of which is meaningless, irrelevant or outdated, tied to predefined and rigid work plans and log-frames, and
decoupled from realities and needs on the ground. These systems do not support adaptive project implementation.
Attribution of changes to project interventions is done using extrapolations based on alternative scenarios of how
things would be without the project or by employing highly expensive randomized control trials, which are ques-
tioned for their applicability in complex social settings.




Upward accountability tied to quantitative changes at beneficiary levels creates inappropriate incentives for the
project managers and implementers on different levels. Firstly, the focus on changes at beneficiary level has in-
centivized project managers to directly intervene for the poor, creating local optima, mostly ignoring the need for
optimization in the wider system to make the intervention sustainable and scalable. Secondly, deliverables and
impact targets that are defined during the planning phase incorporated into planning tools and contractually fixed

by the donors and the implementers give strong incentives for the implementers to try to control the evolution of
the system to make it fit within the agreed plans, instead of promoting adaptive management that “flows” with and
leverages the energies of the system. As pointed out by Dave Snowden in the podcast, this has been generalized by
Professor Marilyn Strathern’s variation of Charles Goodhart’s law: “When a measure becomes a target, it ceases to be a
good measure”. Or as Donella Meadows puts it: “Be especially careful not to confuse effort with result or you will end up
with a system that is producing effort, not result.”®

8. Meadows (2008), p. 140.




Sustainability understood as longevity of our legacy

The understanding of sustainability as the permanence of what development agents do or provide to the poor (i.e.
the persistence of the local optima) drives the project cycle and the design of M&E frameworks. The goal is to prove
that positive changes in poverty indicators within the target population will persist beyond the project and by vir-
tue of the project’s deliverables. The dynamic and complex nature of market systems is, however, incompatible with
this approach: prices change, industries strive or collapse, droughts devastate crops, new technologies or business
models destroy jobs, etc. Too much focus on the permanence or longevity of what development projects provide
distracts donors and implementers alike from building and measuring the ability of the market system actors to
create their own solutions to withstand current and future shocks and adapt to changes that are very difficult to
foresee.

Box 6. How practitioners approach sustainability

“The concept of sustainability comes from a very linear way of thinking: this is what we have done and we need to make sure that it
continues. We now know that the world changes all the time. The concepts of resilience and adaptation are more appropriate.” (Jason
Wolfe in an earlier discussion on MaFl)

“Where individuals in a community have the option to identify opportunities and take the type of action they wish to and that their
decision for action is based not only on the identified opportunity but also on what they as individuals are passionate about doing
there is a much greater likelihood of sustainable action.” (Chris Pienaar in an earlier discussion on MaFI)

People have been conceptualizing sustainability as systemic change, i.e. fundamental changes to the way that a system like a value
chain looks and the way it operates. Three examples of such changes are new or better relationships, learning and adaptation, and
broadening of benefits. So sustainability is essentially an emergent property of a system.” (Elizabeth Dunn during the SEEP AC opening
plenary)

Seven principles to build usable systemic M&E frameworks

In this section we present seven principles based on complexity theory and systems thinking and on the premise
that systemic M&E approaches, procedures, tools and incentives have to be designed and used to monitor and
measure systemic change. Understanding and applying these principles will help project staff to understand their
own situation in the system, see their ability to promote change, and tune them to changes they observe in the
system.

Systemic change is defined as transformation in the structure or dynamics of a system that lead to impacts on large
numbers of people, either in their material conditions or in their behavior.

The original discussion paper proposed five principles that were presented to practitioners during the e-consulta-
tion. The discussions led to modifications in the formulation of the principles and the splitting of two principles into
four. Some of the reactions of the participants in the e-consultation are also presented below.

The principles are intended to promote debate and convergence between donors, researchers and practitioners
in the field of inclusive market development about how to build fully-operational and user-friendly systemic M&E
frameworks.

Principle One: Indirectness of impact

In interventions that are systemic all beneficiaries are indirect because their context, relationships and possibilities




to access tangible and intangible assets are af-
fected by the system itself, not by the project. Wider System
The relatively few market actors with whom a
project engages directly are in fact collabora-
tors.? A project enables these collaborators to
test new ideas, demonstrate benefits, mobilize
large numbers of other market actors, etc. Col- Collaborators
laborators actually work with the facilitators to
transform the structures and dynamics of their
market system. Examples of collaborators are
lead firms, farmer groups, policy-makers, su-
permarkets, etc. In other words, collaborators
are those with whom the facilitator interacts
directly to promote or catalyze changes in the
structures or dynamics of the market system.

Figure 1: Indirect impact of the project. In systemic interventions, impact at the
target level is achieved through collaborators and the wider system.

The original formulation of Principle 1 -that

in systemic interventions all beneficiaries

are indirect beneficiaries- triggered some disagreements during the e-consultation. However, there seems to be a
general agreement that there are in fact direct beneficiaries but that we need to be paying more attention to the
indirect ones (i.e. those benefited by an improved market system).

“[...]1Our current over-emphasis on direct beneficiaries pushes us to pay attention to the wrong set of people in the
system — they are important but they should not be the end goal. We need to be placing much greater emphasis on
indirect beneficiaries — who we intend them to be, how we anticipate our probes will reach them, etc. If we shifted our ac-
countability from reaching direct to reaching indirect beneficiaries that would be a very valid and game-changing shift.”
(Christian Pennotti)

This supports the point made above that we need to move from the focus on creating local optima towards facilitat-
ing improvements in the whole system, so that change is affecting more people, including the most marginalized.
This, however, leads us back to the definition of systemic change as transformations in the structure or dynamics of
a system that leads to impacts on the material conditions or behavior of large numbers of people.

Therefore, projects have to aspire to systemic changes, reaching target populations indirectly. Consequently, the
focus of M&E has to shift from counting direct beneficiaries or assessing direct impacts at beneficiary level to a
broader view of changes in the structures and dynamics of the market system with indirect effects on the target
populations.

Principle Two: Depth of impact

From a systems perspective, change can take place at different structural levels. If most changes are related to stocks
and flows of goods such as number of trainees, beneficiaries'incomes, number of packages of seed sold per month,
liters of milk produced by a farmer’s cows, or number of new jobs created, we know that sustainability and scalabil-
ity will suffer. Current M&E practices rely heavily on the use of such superficial indicators. These indicators are useful
to detect changes in the system but they take place at the most superficial levels and can therefore be produced
with relative ease by the presence and investments of external development agents.

9. The terms“partners” or “allies” could also be used but the former has been widely used to refer to NGOs and the latter has war/conflict connota-
tions.




Superficial changes in the system expose market actors to a high risk of relapsing to their earlier (pre-project) states
or even worse states such as dependency on donor funding or conflicts and job losses due to inappropriate project
subsidies to name just a few.

Focusing the attention on these superficial changes creates a false illusion of success that can easily mislead donors
when deciding where, how much and when to invest, and practitioners when deciding how and when to act, what
and how much to subsidize, and when to exit. Systems thinking offer us clues to assess the relative depth of impact
of our interventions and of the actions of market actors themselves.

One example of a classification of entry points was proposed by Donella Meadows in 1999. Originally, Meadows
proposed this classification as a way to get us to think beyond the usual manipulation of “small” parameters such as
how much money farmers have in their pockets, how many beds there are in a hospital or how many mosquito nets
an NGO distributed in a village, because these are “way too puny.”' It was in fact “an invitation to think more broadly
about the many ways there might be to get systems to change”

Some examples of Meadows' deeper entry points are the structures of distribution of physical inputs; how fast in-
formation flows and who has access to it; rules and incentives; the goals of different groups of actors; and even the
capacity of the actors in the system to question their own paradigms!

These entry or leverage points are “places within a complex system [...] where a small shift in one thing can produce
big changes in everything”. However, we should avoid falling in the temptation of believing that we can predict
where the best leverage point will be (this would wrongly assume a static view of a market system) or that some
leverage points are absolutely better than others (this would wrongly assume no interactions or synergies between
leverage points). Although Meadows also finds that often intuition helps us in identifying leverage points but at the
same time warns that, instinctively or unknowingly, we often end up pushing these points in the wrong direction.

The best entry points are constantly opening and closing with changes in resources, collaborators or stakeholders
involved, investments made by different market actors, etc. This is another reason why helping project teams to
learn and adapt faster and collaborate better with other projects and market actors is so important.

A full discussion about leverage points is beyond the scope of this paper, however, one of the reasons why Mead-
ows’ classification of leverage points is important in the context of systemic M&E is that it can be turned into a
classification of indicators to assess the depth of impact of our interventions and to detect changes in the structures
or dynamics of the system at different depths. This can in turn be used to infer trends towards sustainability and
scalability. As Meadows said it, “this is work in progress”. We can adapt this classification or create new ones that are
appropriate for the field of inclusive market systems development and we should test and adapt them to our needs.

In practice, this means that we need to pay closer attention to deeper and more structural changes in the market
system, such as creation of new networks, associations, or business models; increased access to information; shifts
in power dynamics; collaboration around jointly agreed objectives, etc. Information about what goes on at deeper
levels of the market system can be used to determine whether the system is changing its trajectory towards a hori-
zon of more inclusion, productivity and efficiency, and whether it will stick to its new course beyond the life of the
project.

Principle Three: Network-driven change

In a systemic intervention, the facilitator engages a set of networks composed of public and private market actors.

10. All quotes in this paragraph and the original list of leverage points are from Donella Meadows (1999): Leverage Points: Places to Intervene in a
System. The Sustainability Institute, Hartland, VT.




These networks are the real drivers of systemic change; not the facilitator.

The original formulation of the principle was: “the facilitator does not change the market system; the actors with
whom the facilitator collaborates do”. The modification was necessary to accommodate experiences from the dis-
cussants regarding the fact that the mere presence of the facilitator in a market system can change it (e.g. through
changes in the expectations of the stakeholders or information provided by the facilitator to the stakeholders about
technologies or practices). This is further explained in Principle 5 here below. Nevertheless, there was broad agree-
ment that the facilitator itself should not be the seen as the long-term driving force, but as an enabler or catalyst of
changes that are produced and owned by the system’s stakeholders.

To some extent, principle three reinforces principle one by saying that sustained, deep and pervasive change in the
market system cannot be driven by the project but by the system itself; it links us back to the question of indirect
beneficiaries and widespread change.

The problem with widespread changes that are owned and sustained by large numbers of market actors is that the
more success the project has, the harder it becomes to establish causality! As the distance between the facilitators’
direct sphere of influence and the intended target groups increases, three things increase exponentially: the num-
ber of both steps and actors in the causal chains and the number of uncontrollable forces that influence them. In
other words, in a complex system, the further away the cause is from its effects, the harder it becomes to establish
causality in a plausible way.

In order to overcome this problem, this paper proposes to use an approach of proving the effectiveness of projects
using information about:

« The effects of the project on its immediate sphere of influence: the collaborators and their networks
« The effects that the collaborators’ networks have on the system

+ Key characteristics of the structure and dynamics of the wider system that nurture the dissemination of change
throughout the wider system

Effects of the project on its immediate sphere of influence: collaborators and precursor networks

Systemic change is driven and sustained by
the system — not by the project. Projects,
however, can change the evolutionary path
of the system through their influence on
specific public and private markets actors:
the collaborators. These actors operate,
thrive or survive in the system thanks to
their connections with and influence upon
networks.!" In fact, no matter how pow-
erful or influential individual actors are,
they always need the connection to other
actors to achieve their objectives within
the system. Changes in the dynamics and
structures of the system to make it more in-
clusive, productive and efficient in the long
run are disseminated and enabled through

Figure 2: The project influences the wider system through groups of collaborators
who are in turn embedded in one or more networks (precursor networks).

11. The project influences the wider system through groups of collaborators who are in turn embedded in one or more networks (precursor net-
works).




networks. A precursor networks, as they are proposed in this paper, are the networks that are in the more or less
direct sphere of influence of the project’s collaborators.

Consequently, the role of the facilitator is to kick-start, changes in the system through their work with collaborators
and the precursor networks. Changes in the precursor networks are thereby determined to a significant extent by
behavioral changes of the collaborators. The project can sustain or amplify widespread structural change by facili-
tating the precursor networks proliferate change into the wider system.

Precursor networks can be formal or informal, highly hierarchical or flat, small or large, and they can have a very

short or long lifespan. In any case, they create spaces, opportunities, incentives and routines for market actors to
learn from one another; align their objectives, strategies and activities; pool and leverage resources; experiment
with new ideas and disseminate the successful ones throughout the system, etc.

Examples of collaborators and their precursor networks are lead firms and their supply chains, chambers of com-
merce and their members, farmer associations and their members, etc. Even when it seems that the facilitator en-
gages an individual in the process of change, for example a lead firm, the reality is that changes in the system can-
not happen without the individual mobilizing one or more precursor networks, e.g. the lead firm’s supply chain.

Effects of precursor networks on the system

A better understanding of how precursor networks can be created, sustained or improved and how they drive
change throughout the market system is possible'* and will allow development agents to improve the design and

12. http://www.slideshare.net/marketfacil/fan-approach-wielinga-apr2011

13. Itis possible to design indicators to monitor and evaluate how networks evolve and perform. See for example the “nine indicators of growing
networks”: http://networkweaver.blogspot.co.uk/2010/09/9-indicators-of-growing-networks.html

10



implementation of their interventions. However, in order to understand the impacts of the project on the wider
market system it is also necessary to monitor and measure the effects that the precursor networks have on those
parts of the system under their direct sphere of influence (e.g. a lead firm on its suppliers, a cooperative or chamber
of commerce on the relationships between their members, etc.).

Structure and dynamics of the wider system

Accepting that it is impossible to know a system in its totality, it is nevertheless useful to know some critical aspects
of its structure and dynamics that will promote or hamper the dissemination of appropriate innovations produced
by the activity of precursor networks throughout the wider system. Some of these aspects can be known through
studies, project staff, consultants and market actors. Examples of structures are: legislation, rules or social norms
that enable or hamper the dissemination of certain types of knowledge or business ideas; population density of a
group where the dissemination of ideas is required; existence of transport or telecoms infrastructure; etc. Examples
of dynamics are: expected rate of adoption of new ideas within a given target group; consumption and investment
patterns; rate of asset transfer within extended families; etc.

This is one of the areas where more research is required in order to understand the relative effects of such structures
and dynamics on the innovations produced by the precursor networks.

Principle Four: Unpredictability

The highly dynamic and unpredictable nature of market systems undermines the effectiveness of tools and ap-
proaches that are currently used in market development, such as long-term strategic analysis and planning, log-
frames, or fixed indicators and goals. These tools and approaches are based on a world of relative stability and
predictability, and repeatability of causes and effects.

In order to deal with the dynamism and unpredictability of market systems, new  [nacomplex system you don't
approaches need to be built on the principles of variation, experimentation and ~ know where the good outcomes

adaptation. To implement these approaches, successful projects also require skill- ~ will be and sometimes we don't

ful facilitators who can sense and adapt to conditions on the ground and respond  even know what a “good” out-

appropriately and swiftly to the actions, intentions and fears of market actors - come looks like. (Dave Snowden,

some of which are generated by the presence of the project itself. Cognitive Edge, from the podcast
with Marcus Jenal).

The systemic M&E frameworks required by the field market development should

not only provide evidence of impact to the key development agents, but also

fast, reliable and relevant information to the facilitators to help them navigate the “systemic jungle” effectively, for
example: taking advantage of unforeseen opportunities, minimizing conflicts and operational costs, leveraging the
resources of public and private market actors, contributing to deeper impacts, etc. Systemic M&E is needed not just
for“proving” but also for “improving”.

Furthermore, the facilitators’ responsiveness and ability to navigate the inherent unpredictability of market systems
is not only determined by their skills and knowledge but also by the organizational environment they belong and
are accountable to: their project team, their organization, their professional associations and networks, the donors,
and, of course, the M&E frameworks, tools and procedures that the facilitators are required to use.

Flexibility, rapid learning systems and effective collaboration between facilitators, NGOs and donors were rec-
ognized throughout the three days of discussion in the e-consultation as key requisites to deal and navigate the
uncertainty of complex systems. However, much more needs to be discussed about our ability to understand and
forecast trends and patterns of change; and more importantly, about the incentives and disincentives that are forc-




ing development agents to pay excessive attention to highly unpredictable micro-changes at the expense of more
predictable trends and patterns of change at the meso and macro levels.

Principle Five: Sensitivity to external signals

In the original discussion paper, the third principle stated that “the facilitator does not change the market system;
the actors with whom the facilitator collaborates do” and the fourth principle that “complex systems behave in
extreme and unpredictable ways and are sensitive to the presence of the project”. These formulations created an
apparent contradiction that was raised by Christian Pennotti: How could it be possible that the facilitator does not
change the system but at the same time that the system is sensitive to the facilitators’ presence and the project
interventions? Pennotti added: “we cannot own any systemic changes over time but we certainly can influence their
trajectory of the system’s behavior and that is in fact our whole intent, no?”

The online discussion and the plenary brought about important insights about the relatively high sensitivity of

the system to the presence of the project; no matter how good or light-touch the facilitation is done, how well the
stakeholders were selected, or how “smart” the subsidies are used. Marcus Jenal highlighted that “we change the
system from the moment we even make explicit our intention to intervene in it”. There was a general recognition of
how important it is for facilitators to tread carefully and be flexible and nimble.™

This principle is a consequence of the fact that market systems are open systems. This is why putting boundaries is
—and will always be- an artificial exercise; but a useful and critical one nevertheless. Who is part of the systems and
what forces or factors should we take into account are fundamental questions for any facilitator of inclusive mar-
kets. The key is to draw boundaries that will contribute to long-term, wide-spread poverty reduction, environmental
protection and adaptability of the whole system.

The principle of "sensitivity” should be a permanent reminder of how important it is for facilitators to strive con-
stantly for the elusive ideals of neutrality, adaptability, learning and light-touch intervention. Only through this
discipline will facilitators minimize the perturbations on the system.

Principle Six: Information deficit

In his presentation during the opening plenary of the SEEP Annual Conference, Shamim Bodhanya warned us

that “[n]o agent can stand outside the system in its full complexity and design a [sustainable and scalable] way
forward!”"* No actor —no matter how powerful or well resourced- can know everything about the system at any
given point in time. In fact, each actor knows very little about the system when all possible variables are considered
in realms that go from the psychological to the macro-economic. The situation is so problematic that we do not
even know if there are missing variables that are having important effects on the system: we do not know what we
don’t know!

According to Bodhanya “[t]his has serious implications for us as designers, strategists, [facilitators, evaluators.] etc.
We cannot locate ourselves outside the system; we are always part of the system. If we make the distinction be-
tween thinkers and doers, between planners and implementers we are fundamentally wrong. Every one of us is
implicated in the outcomes [...] For market facilitators, we must be aware that it is not facilitation of, but facilitation
with!”

14. The discussions led to the splitting of the original principle 4 into the new ones of Uncertainty and Sensitivity that appear in this version.

15. Bodhanya’s ideas were initially part of the original principle 5 but it made sense to split it into two to accommodate fundamental differences
between the ideas of systemic sensitivity and information insufficiency.
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This principle reinforces the need for participation, learning, and flexibility in inclusive market systems policy and
practice.

Participation: Effective facilitators must constantly identify and engage the actors that will improve collective under-
standing of a system to an “operational”level; in other words, solutions that are developed with the system actors
have a higher chance to succeed in changing the structure of the system towards higher levels of inclusion, produc-
tivity and adaptability.

Learning: The only way to deal with the inevitability of information deficit is by improving the collective ability of
the facilitator, the collaborators and their precursor networks to constantly learn from their contexts and from one
another faster, and to learn enough about what is required to increase the capacity of the collaborators and their
precursor networks to influence the evolutionary trajectory of the system.

Flexibility: not being able to know everything about the system and not knowing what we do not know seem
already like insurmountable obstacles for donors, implementers and market actors alike, but things get even harder
when this principle is combined with the one of Uncertainty. In such scenario, there is not only lack of information
about the system in the present but also about how the system will behave in the future (even in the short-term).
The only way to deal with these challenges is through flexible organizations, project teams, project designs and fa-
cilitation processes that engage the right actors and create the right conditions for collaborators and their precursor
networks to be more flexible. Flexibility in this context depends on the diversity of assets available to the donors,
the implementers and the market actors alike, and their ability to deploy and recombine them quick enough to
maximize their effects on the evolutionary trajectory of the system.

Note that the principle of “information deficit”is not the same as “information asymmetry” which is already part of
the edifice of mainstream economics and contract theory.

Principle Seven: Sustainability as adaptability

As mentioned above, one key aspect of systemic M&E frameworks is the focus on how the facilitators are influenc-
ing the performance of precursor networks and how these networks are moving the system towards a desirable
horizon of more inclusion, productivity and efficiency. Additionally, it is important to assess if the system is building
up the necessary conditions to avoid or minimize future shocks and benefit from new trends whilst staying inclu-
sive, productive and efficient.

Predicting how a market system will react to a shock is practically impossible, no matter how much computational
power or how much information we have about its past behavior. It is, however, possible to assess if a system is
becoming more or less adaptable — and therefore more sustainable. A better understanding of how a market sys-
tem builds up and maintains resilience and adaptability would provide important information to design appropri-
ate systemic M&E frameworks. In other words, M&E frameworks that pay attention to the structures, dynamics and
parameters which would in turn allow development agents to assess trends towards more or less sustainability.

Regarding this principle, Markus Kupper wrote during the e-consultation that “adaptability may designate in gen-
eral that any market system is flexible” and then referred to his experiences in Katalyst where they “define the stages
adoption, adaptation, expansion and response (by other than market actors involved in the core transactions).” He
continued saying that “the dimension [of] sustainability is linked with expansion and response. This considers that it
is not sufficient for a fundamental market change, if a small number of partners of a project is adopting (or adapt-
ing) a change”




Conclusions

This paper introduced three issues that were brought up consistently by market development practitioners in vari-
ous discussions. Through further discussions, an online webinar, and a plenary session in the SEEP Annual Confer-
ence 2012,

We need a change of paradigm

The discussions reinforced the validity and relevance of the three issues or challenges that inclusive market devel-
opment practitioners face today, namely:

+ Excessive focus on our (the project’s) direct effects on the poor
« Excessive focus on extraction of information and accountability to the donors

« Sustainability understood as longevity of our (the project’s) legacy

Rather than small adaptations to current M&E thinking and practices, those three issues call for a radical rethink of
the dominant M&E paradigm. Indeed, the current paradigm was built upon the illusion that we can control the evo-
lution of complex socioeconomic systems (such as markets) and therefore, must be replaced by one that embraces
their complex, open and adaptive nature. Such paradigm change will not only have deep repercussions on how we
monitor, evaluate and learn in our projects but also on how we design and implement them.

On the other hand, the discussions also reiterated the importance of avoiding seeing complexity as yet another
panacea or silver bullet, but as a very important “lens” to make more appropriate simplifications and models, obtain
more and new useful insights about the systems we work with and increase the effectiveness and efficiency of our
work as facilitators of inclusive market systems. The adoption of complexity should not lead us to ignore the other
useful “lenses” or approaches such as facilitation, participation, game theory, anthropology, sociology, behavioral
economics, political economy, etc.

However, one overarching idea that seems to withstand the test of ongoing debate and is seen by most discussants
as fundamental to effective market development practice is that of systems.'® This idea is not new to development
but, thanks to conceptual and technological developments in the field of complexity and computer sciences, it is
becoming a more structured, measurable and formalized field.

We are converging around a set of principles to design and use systemic M&E frameworks

The discussions are also helping the participants to converge around a set of principles that could be used to design
and use systemic M&E frameworks that respond to local contexts and needs, namely:

+ Indirectness of impact

« Depth of impact

» Network-driven change

+ Unpredictability

+ Sensitivity to external signals
+ Information deficit

« Sustainability as adaptability

16. Complexity and systems are not equivalent or inseparable. There are systems that are not complex, adaptive or open; for example a mechanical
watch.

14



It is probable that, as the conversation moves forward, we will continue to improve, adjust and enhance them.

The adoption of such principles is not without its technical challenges for NGOs, donors and even market actors.
These challenges range from the articulation and graphic representation of key concepts to sustained changes in
behavior and organizational culture; and the design and management of fast and adaptive learning, communica-
tion and collaboration systems.

Both practitioners and representatives of donor agencies agreed that more flexibility to implement projects using a
facilitation approach and adaptation to local contexts through continuous learning is needed. Strict, cumbersome
or bureaucratic requirements for accountability of direct benefits on the “poor”inhibit projects from leveraging un-
expected or hidden resources within the system or from responding to unique windows of opportunity that remain
open for very short periods of time. Projects are restricted by strategic planning and strong incentives to force the
production of outputs and outcomes that match predefined, static goals while the market systems they are trying
to influence keep on changing.

Possible ways forward

Based on the discussions with the practitioners and taking the seven principles as a guideline, we propose for each

of the three issues a possible way forward. These should be seen as basis for discussion, not as a prescription of any
kind.

The focus of M&E systems needs to shift

Excessive focus on our towards understanding how results are
direct effects on the poor achieved and support decisions to foster these
processes of positive change.

The focus of accountability needs to shift from
reporting “benefits” produced by projects for
the target group towards producing knowledge
about how the project influence change

Excessive focus on
extraction of information
and accountability to the

gonos processes in the system
The understanding of sustainability needs to
shift from a narrow view of longevity of
Sustainability understood superficial changes produced by the project
as longevity of our legacy towards building the resilience and

adaptability of the market system through
deeper structural change.

We are realizing that the biggest obstacles are political, not technical

Despite the technical challenges, there is a wealth of tools and techniques that can be adopted or modified with
relative ease to overcome them. From mainstream or time-tested techniques such as rapid appraisal, community
asset mapping, participatory video and storytelling, Most Significant Change, scenario planning, and participatory
monitoring, to more recent adaptations or even brand new approaches, tools and techniques that incorporate dif-
ferent aspects of complexity and systems thinking, such as Cynefin framework, Sense Maker, Participatory Market




System Mapping, circular dialogues, strategic area assessment, outcome mapping, Systemic Insight, etc."”

The adaptation, creation, combination and testing of tools and techniques to do systemic M&E effectively may be a
tricky (and exciting) prospect in some cases but this is not the real challenge. The real challenge is political.

The aid industry, even the part of it that is allegedly working on sustainable development, has evolved for six
decades upon the paradigm of poverty as a problem that the developed countries can fix, provided that there is
enough expertise, technology and money. The values, incentives, institutions, frameworks, tools and techniques
that keep it going are strong, reinforce themselves, and are deeply rooted in the minds of those who run it and
those who receive its “benefits".

A key insight coming out of the discussions captured in this paper is that in order for the new systemic paradigm

to be embraced by the aid industry, we need to strike an acceptable balance between accountability on one side
and flexibility and quick response on the other. The fast-changing, uncertain and complex nature of market systems
cannot become an excuse for lack of accountability. Within the context of this political challenge, perhaps the most
important contribution of systemic M&E frameworks is to demonstrate that it is possible to be accountable whilst
monitoring and measuring the changes that really matter. Alongside this demonstration, we also need to work to
make sure that donors, practitioners and even the public opinion (the tax payers) are prepared to:

+ let go of the obsession of establishing detailed causal links between project activities and changes in the
broad market system

« put more emphasis on the inference or forecasting of the likelihood of impact of project interventions on the
evolutionary path of the system

« accept that no matter how much time, expertise and money there is available, it will never be possible to ac-
quire complete information about the system

+ accept that it is not necessary to have complete information about the system to infer impacts that develop-
ment projects are likely to have on it

« accept compromise among a wide range of perspectives, knowledge and needs; in other words, embrace op-
timal solutions that make sense for the stakeholders who will have to live with them, even if that means letting
go of the best solutions that make sense only to the donors and NGO experts

The adoption of a systemic paradigm is already taking place in different geographic and institutional corners all
over the world. However, a global set of conversations and activities to bring together practitioners, donors, aca-
demics and entrepreneurs working to make market systems more inclusive, efficient and productive is not only
necessary but urgent. The Systemic M&E initiative is an attempt to do this.

This is just the beginning

This paper is a synthesis of the voices of MaFI members and several other experts who have been sharing their
knowledge, experiences and questions since 2009." It also includes ideas and proposals from the authors to move
the conversation forward, spur debate and inspire the readers to use the principles above to build their own sys-
temic M&E frameworks."

17. The following links take you to webpages where you can find more information about some of the mentioned approaches, tools and tech-
nigues: Systems Concepts in Action by Williams and Hummelbrunner; Systemic Action Research by Danny Burns; PMSD and market mapping by
Practical Action, Systemic Insight by Mesopartner and Cynefin and Sense Maker by Dave Snowden.

18. The opinions shared by the participants during this process may not reflect those of their organizations.

19. Any mistakes in the interpretation of ideas expressed by the participants are the sole responsibility of the authors.
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The journey is far from over. There are discussants who disagree with some of the ideas proposed here or find it
hard to grasp their practical applications. This is not only acceptable but healthy and desirable.

The ideas in this paper will continue to evolve as we move forward in a process that will be long and hard at
times, but fertile and worthwhile. The discussions so far are giving us clues about where to go and what needs
to be done; some proposals are:

Continue reflecting about the ideas in this paper to improve them, clarify them and increase the agreement
around them.

Document examples where the principles and ideas proposed in this paper are making a real difference in our
ability to monitor and adapt to change and assess the impacts of our interventions.

Create opportunities for practitioners, managers, and staff of donor organizations to build their capacity in the
concepts of complexity and systems thinking and their application in international development.

Engage in long-term collaboration with organizations who are willing to pilot some of these principles and
ideas to tackle technical challenges and demonstrate that operational, user-friendly and accountable systemic
M&E frameworks are possible.
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