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Abbreviations/Acronyms 

COC 
Chamber of Commerce

COC-N
Chamber of Commerce Najaf small business development center
ICF-SME 
Iraqi Corporation for Financing - Small & Medium sized Enterprises

GOI
Government of Iraq

MFI
Microfinance Institution

MOLSA
Ministry of Labor and Social Affairs

PIC
Provincial Investment Commission

PC
Provincial Council

PRT
Provincial Reconstruction Team (U.S. Dept. of State) 

SBDC
Small Business Development Center

SME
Small & Medium sized Enterprise

Section I.
Executive Summary 

Over 100 public and private-sector officials, including a member of Iraq’s Council of Representatives, participated in the “Doing Business in Najaf” Market Assessment event, sponsored by the Najaf Chamber of Commerce Small Business Development Center (COC-N), the Najaf Provincial Reconstruction Team (PRT) and USAID-Tijara Business Development Services (BDS) component. This provincial market assessment conference gathered government, business and NGO leaders with the purpose of discussing, owning and implementing action plans for addressing the constraints for doing business in Najaf. Recommendations from this event will be channeled into quarterly roundtable meeting to continue the momentum of change created at this meeting.

The conference was attended by representatives of the Governor's office, Parliament, Chamber of Commerce, senior Government Official, representatives from the Provincial Council and noted members of the business, banking and academic community.   
Following opening remarks, a formal presentation was made of the Najaf Market Assessment, a comprehensive survey commissioned and published by USAID-Tijara and the COC-N that examines the strengths and weaknesses of Najaf’s economy. The Market Assessment identified specific constraints and quantified their impact on the economy of Najaf.

The presentation was followed by two lively panel discussions: 
· Business and Investment Enabling Environment & Business Development Services Constraints and 
· Access to Finance Constraints. 
The frank exchange of views led to lively debates and resulted in pinpointing specific issues and discussion of some proposed solutions for their resolution. The Conference ended with the creation of a set of detailed recommendations, which will be shared with the government of Iraq (GOI) as well as Provincial Government for review and implementation. Some of the recommendations made were as follows:

· Promote economic awareness through provincial economic plans and open communication of investment opportunities between various parties at the Chamber, Governorate, Municipality, government departments and private citizen levels to aimed administrative procedures to get projects approved and attract investment.
· Promote specific economic sectors such as agriculture.

· Promote financial/banking awareness and education, especially for the agriculture sector.

· Reduce the processing time for loan application and approval

· Agricultural, trade and term loans for industry are available from various banks, some with reduced interest for agricultural loans, others with reduced collateral requirements, but the banks and the Chamber should do more on publicizing these
Section II. 
“Doing Business in Najaf” Conference Plan

2.1
Background
USAID-Tijara over the past year carried out the first comprehensive study of Small-Medium Enterprise (SME) dynamics in Iraq. The aim was to produce authoritative data on the SME sector in order to help Small Business Development Centers (SBDCs) and the broader SME development stakeholder population including the local governments in making SME development decisions. 

The study seeks to characterize SME culture in Iraq and highlight constraints which hinder SME growth, and the impact of these constraints on SME operations. It also benchmarks development indices and makes recommendations towards the provisioning of SME development services and improving the business and investment enabling environment (BIEE) in Iraq. The study was undertaken in 15 Iraqi provinces, with a comprehensive report compiled for each.
2.2 
Purpose
To disseminate the findings of the provincial market assessment reports, USAID-Tijara  conducted a series of one day conferences in different provinces and regions of Iraq. The publicity of the results of the reports should result in exploration of opportunities and priorities for stimulating provincial economic growth at the grassroots level.  
These conferences were organized by the SBDCs in collaboration with the U.S. Department. of State , USAID and Provincial Reconstruction Teams (PRT) in the 15 provinces where the market assessment reports were conducted, with support from USAID-Tijara and PRT staff.  

The main purpose behind this event is to generate awareness about the major issues in the each Governorate. The stakeholders were provided a comprehensive overview of the issues identified in the market assessments. The issues were quantified and addressed with inputs from all stakeholders.  
2.3
Objectives
The following objectives were expected to be achieved in the Conference:

1. Bring together local stakeholders and decision makers to explore opportunities for promoting private sector development and economic growth in the province and principal constraints that need to be overcome.  

2. Review and discuss the findings and conclusions included in the Market Assessment (MA) Reports, including the overall economic situation in the province and key constraints that are hindering economic growth.

3. Explore options for addressing specific constraints and opportunities highlighted in the MA reports, including priority issues in the following areas:

a. Business enabling environment 

b. Access to finance

c. Business development assistance

4. Agree upon steps that will be taken to undertake collective efforts to address the priority problems that have been decided upon in the course of the conference – for example, establishing working groups to address specific problems, with management responsibilities and roles assigned to different stakeholder groups, together with schedules for reporting on results (progress reports) and disseminating information to the broader set of stakeholders.

2.4
Target Audience

The potential target audience of these Conferences included Government Officials, Private Sector Representatives, members of Academia and the Business communities.
Specific stakeholders include SBDC Staff, Provincial Council Economic representatives, Provincial Investment Commission decision makers, Chamber of Commerce & Iraqi Businessmen Union members, Municipality Officials related to economic/business matters, Business Leaders, Banks, and any other provincial decision makers. 

2.5
Expected Results
The Provincial Economic Growth/Market Assessment Conferences were expected to achieve the following results:

1. Report on the results of the recent Market Assessment surveys;

2. Improved awareness of the priority private sector development constraints that exist in the province;

3. Specific opportunities for stimulating private sector development by removing constraints and undertaking specific private sector development/business development initiatives will be identified;

4. Agreement reached on next steps for pursuing collective efforts to remove constraints and undertake specific private sector development initiatives.

Section III.  An Introduction to Najaf Province

Najaf is an ancient province in Southern Iraq. It is located less than 200 kilometers from Baghdad and shares an international border with Saudi Arabia. Najaf houses the cities of Najaf and Al-Kufa, which are both prominent sites for Shia Muslims. Najaf is one of the most economically productive provinces in Iraq.

Najaf’s economic resourcefulness has given rise to a diversified portfolio of industries that include tourism, agribusiness, mineral and hydrocarbon extraction, commerce and education. Notably, Najaf is also among the top solicitors of foreign direct investments in Iraq.


As a major center of Shia Islam, Najaf draws millions of Iraqi and foreign religious tourists. The province has unmatched tourism infrastructure, including an international airport, at least 150 hotel establishments, thousands of restaurants, and numerous industries and markets catering to tourists populations. It is estimated that at least 25% of the province’s workforce is directly employed in tourism-related activities. Investments in the tourism sector have led to a ripple effect reaching many other sectors in the province, including construction, transportation, trade and services.  

Najaf’s strategic location on the western ridge of the Euphrates River and its age-old agricultural traditions give prominence to its agribusiness sector. The province is well regarded for its grain, including specialty rice varieties unique to Najaf that trade at considerable premiums. Najaf also boasts a major livestock production industry made famous by prized lamb breeds that, like the specialty rice varieties, are in high demand across Iraq. Other agribusiness sub-sectors in Najaf include permanent crop cultivation, horticulture, bee farming, and dairy production. There is minimal agribusiness processing activity in Najaf with the exception of rice and grain milling, dairy processing, and elementary wool spinning facilities. 

Large scale manufacturing in Najaf is almost exclusively limited to state owned complexes producing synthetic rubber and cement. SME manufacturing is limited to traditional, low value-add activities such as tailoring, printing, PVC excursion, metal fabrication, edibles, and water bottling. Almost all manufacturing in Najaf is for local consumption and primarily serves the tourism and tourism support industries. In the near to medium future, private sector investment will most likely be propelled towards large scale manufacturing in Najaf. 

Not unlike other Iraqi provinces, construction industry activity in Najaf is at unprecedented levels. Long sidelined by the former regime in Baghdad and significantly damaged in recent conflicts, Najaf’s infrastructure is struggling to meet the demands of the local population and the influx of millions of tourists. The construction industry is engaged in building and upgrading road networks, public facilities, homes, tourist facilities, and even religious shrines. The construction support sector includes brick manufacturers, sand and gravel extractors and an extensive network of craftspeople in metal fabrication, carpentry, and décor enterprises.

Section IV.  Najaf Market Assessment Methodologies and Major Findings

# of Najaf SME owners Surveyed 

828
# of Focus Groups
 


  15

# of Najaf SME Owners in Focus Groups 
125
	Najaf SME Sectors
	% of Sample
	Najaf SME Sectors
	% of Sample

	Hotels, Restaurants, Tourism
	25%
	Construction
	8%

	Wholesale, Retail Trade
	20%
	Transport, Storage 
	5%

	Professional Services 
	16%
	Communications
	2%

	Manufacturing
	12%
	Electricity, Gas, Oil
	1%

	Agribusiness
	10%
	Other
	1%


4.1
Major Findings in Najaf Province
· High concentration of businesses in tourism & professional services sectors
· Established SME culture
· Low female ownership (2.5% of SMEs, 2.3% of Iraq avg.)
· Highly educated entrepreneurs (57% secondary schooling)
· Labor intensive SMEs (8.5 per SME; 40 in construction)
· SME business organization membership levels are very high
· Among the highest bank penetration rates in Iraq
· Operate in a highly fragmentized market
4.2
Najaf SME Owners’ Positive Outlook (2009-2010): 

· 39% of Najaf SMEs expect higher sales. 
· 93% of SMEs plan on offering a new product or service
· 73% will seek to expand their distribution network
· 12% of respondents are intent on beginning exporting
· 13% of respondents plan to expand to new markets
· 14% plan to acquire or merge with companies
· 97% of businesses are profitable
 4.3
Major Firm-Level Constraints in Najaf Province

· Infrastructure issues are major hurdles in SMEs achieving full potential success. 

· Severely effected by access to finance constraints.

· Awareness of good business practices is lacking.

· Engaged in traditional entrepreneurship activities.

· Limited financial management capacity. 

· Limited managerial & technical capacities. 

· Najaf Businesses are more seasonal

· Reliance on friends, family and staff for business support and advice

Section V. 
Najaf Market Assessment Constraints and Panel Discussions

5.1 Business & Investment Enabling Environment (BIEE) and Business Development Services (BDS) Constraints – Panel Discussion
	Iraq SME Constraint/Concern
	Rank
	
	Najaf SME Constraint/Concern
	Rank

	Security
	1
	
	Energy Shortages
	1

	Raise Finance for Growth
	2
	
	Raise Finance for Growth
	2

	Energy Shortages 
	3
	
	Economic Environment
	3

	Cash Flow
	4
	
	Cash Flow
	4

	Economic Environment
	5
	

	Security
	5


5.1.1
PRIVATE SECTOR IS UNDER-DEVELOPED AND UNDER-SERVED
· The Provincial Investment Commission’s focus is on investment projects exceeding $250,000.  Projects for less than $250,000 are considered SME projects.

· Although several of the Banks in attendance mentioned they have various lending programs for SME clients, numerous individuals said they had difficulty finding credit for their businesses 
SME Formation Rates in Najaf and Iraq
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5.1.2
COMPLICATED AND OUTDATES INVESTMENT LAWS

· No specific issues related to investment laws were brought up during the conference. 
5.1.3
Lack of Business and Investment Promotion
· Based upon comments from the conference, it appears that many owners are unaware of the various lending programs offered by banks in the province.  Increased efforts at publicizing these programs to the business community appear to be indicated.
5.1.4
Infrastructure Issues

· On surveys, 84% of SMEs in Najaf referenced electricity as the infrastructure issue most severely impacting them, due to unreliable supply, high cost of back up power, phase supply needed not available and high rates.

· Other major issues included water, transportation and communication issues.
5.2 Access to Finance Constraints – panel discussion
· Bank loans were confirmed to be available from various banks targeted for agricultural project at 1-2% interest

· Commercial loan rates were referenced from $1,000 - $5,000 at 12% with loan guarantees, in some cases with only one government emplolyee guarantor.

· Over 90% of Najaf SMEs holding debt, claim to hold less than $9,000, in fact 51% hold less than $900 in debt.
· More than 50% of SMEs claim to need no more than $10,000 to finance their expansion.
· The intensity of trade credit utilization by SMEs, which is working capital credit by definition (over 80% of SMEs use either supplier or customer financing at least on occasion). 

· Borrowing from family and friends (the third most popular source of finance for Najaf SMEs) is most likely to be short-term, small amount lending, which implies that loans go towards working capital requirements.  

· Money lenders, who outperform banks and MFIs as a source of SME finance, are also generally short-term, small-amount lenders, highly unlikely to finance capital assets. 
	Najaf SME Main Access to Finance Constraints - Reasons
	% of Respondents

	  Don’t need/ Don’t Want
	42%

	  Liquidity Constraints/ No savings
	30%

	  Cumbersome procedures
	18%

	  Other
	6%

	  Did not respond
	4%


5.2.1
FINANCIAL INSTITUTIONS IN NAJAF PROVINCE 

The banking sector includes state owned and private Trade and Agricultural Banks in addition to MFI institutions.
5.2.2
lack of banking/finance education

· There is lack of banking education and knowledge about finance. 

· Citizens have little banking education and should to be educated through bulletins, associations and conferences.

5.2.3
burdensome loAN Procedures

· Government bank loans have not helped activate the economic reality due to complicated and time consuming procedures.

· Authority to make decisions are often controlled by senior bank management in Baghdad, the local banking staff has no authority.

5.2.4
security issues

· Security issues include road blockades which limit and block access to the banks.
5.2.5
transparency and CORRUPTION ISSUES
· The perception is that businesses and people with connections get loans, thereby crowding out creditworthy SMEs, increasing costs of doing business, and distorting market efficiencies. 

5.2.6
cash and liquidity issues

· Since 2005, the Central Bank of Iraq, through monthly deliveries of currency to Al Rafidain Bank and Al Rashid Bank, has sent 130 billion ID into Najaf Province. Yet banks in Najaf continuously run out of currency. 

· This is both an indicator of low economic activity in Najaf, but also an indicator that citizens do not use banks as depository institutions. Banks cannot act as financial intermediaries and make loans in a cash-basis society.
5.2.7
interest rates too high
· Interest rates can adjust but they are high because of economic inflation, and fluctuations in the marketplace and due to BIEE constraints.
· Interest rates are determined by the Central Bank of Iraq (CBI) not individual banks.
5.2.8
industrial zone issues

· Rehabilitating the industrial zone will create more job opportunities instead of opening shops in various neighborhoods. 
5.2.9
insufficient numebr of bank branches
· Government banks are overburdened with activities which are not commercial banking services, like paying retirement pension benefits and salaries for all government employees including those of the army. 

· These non-banking clients crowd-out business clients and business thinking.
· The last bank new bank location added by the government was the construction of the Al Rafidain Bank branch in Muqdadiyah in 1975.

· Industrial and agricultural districts like Khan Bani Saad (KBS) have been bureaucratically denied a branch bank because “it is a sub district, and no branches are opened in sub districts”. The market demands a branch in KBS but the government says no.
· International data tells us that there should be one bank for every 42,000 people. With Najaf’s population of 1,550,000, that would equate to 31 banks. 

5.2.10
Access to Finance Recommendations
5.2.10.1
Increase financial educaton and awareness
· DEDC has provided banking education lectures to over 2,000 shop owners in Al Muqdadiyah, Al Khalis and Jalulah before providing them with small grants.

· Banking education should be conducted through associations and conferences.

· Information on loans should be publicly available and circulated through government offices and bank branches..

· Cooperation between governmental and private banks needs to be communicated through the media.

· There is support farming, there are agricultural loans available, but there are no media outlets to communicate this information. 

· Business development centers (like DEDC) must focus on conducting useful intensive seminars and trainings courses including banking education, knowledge about banks, their methods of lending, knowledge of economic environment and market research. These courses would build assist an entrepreneur’s capacity to create a successful enterprise.

5.2.10.2
promote modern Banking Practices and Technology
· Modern banking practices and technology must be adopted to develop the economy. 

· Banks are not only buildings with employees, but they are institutions which can use modern technologies, management practices and financial monitoring to decrease corruption.

· The Ministry of Interior will be issuing unified ID cards for citizens which can be used across Iraq. These cards will contain information which will make visits to government offices easier.

5.2.10.3
develop loan disbursement policies and loan monitoring program

· Disbursement of bullet loans should not be allowed. Loans should disbursed in installments on a percentage of completion basis, with site visits to the project to verify the customer exists and that loan proceeds went to purchase assets as agreed.
· There should be a monitoring authority (government or bank-level) with specialized monitoring teams which will follow up on borrowers for 6 months after loans have been disbursed.

· An active monitoring authority and system can provide integrity to the loan administration process and eliminate corruption.

5.2.10.4
develop flexible loan collateral and underwritiing policies

· Policies on collateral requirements should depend on each bank’s assessment of the country’s current economic situation.
· Policies on loan guarantee should also consider an entrepreneur’s commercial reputation, his account movements inside the bank and how well established his business is in the market. There should be consideration on reputation and past performance in addition to guarantors or collaterals.
5.2.10.5
Increase diversification of loan products
· Baghdad Bank offered many different loans including: 

· Personal loans for government employees using their salary as collateral and repayment, 

· Business loans ranging from 6-10 million dinars requiring two guarantors, with only one guarantor required to be a government employee,

· Business loans exceeding 10 million dinars, real estate property collateral is required.

· Agricultural loans in Najaf and other agricultural provinces.

· Loans on gold items, keeping the gold as collateral in the bank's safe (interest rates and loan term determined by the main office).

· Baghdad Bank offered many different loans including: 

· Alkhaleej Bank provides loans with fewer Guarantees and from 13% - 14% interest with simple loans interest at about 10%

· The Iraq Company for Bank Guarantees (ICBG) offers 75% guarantee of the total loan if there is a Governmental Employee Guarantor

5.2.10.6
promote awareness of agricultural LOAN PRODUCTS

· Azdiharuna MFI Representative stated they offer Agricultural loans from $1,000 - $5,000 and only one Governmental Employee guarantor

· The agricultural bank has three branches throughout the province 

· Well loans are monitored and disbursed based upon phases of completion.

· A combination of guarantors and collateral such as land and equipment can be used to support a loan request.

· Under a Prime Minister Initiative, there are certain interest-free agricultural loans.

· Loans for tractors, machinery and repair workshops are available (10% interest rate).

Section VI.  Summary of Recommendations & Future Plan of Action

6.1
Summary of Recommendations

6.1.1
BIEE & BDS Recommendations
· Encouraging Smaller Investment Projects and SME Friendly Environment

· Promote Access to Finance Initiatives

· Utilize Economic Research, Economic Organizations and University Research Capabilities

· Promote Agriculture Initiatives

6.1.2
Access to Finance Recommendations

· Increase Financial Educational and Awareness Programs
· Promote Modern Banking Practices and Technology

· Develop Loan Disbursement Policies and Loan Monitoring Program 
· Prioritize Industrial Zone Redevelopment

· Increase Diversification of Loan Products

· Promote Awareness of Agricultural Bank Loans 

6.2 Future Plan of Action

There was agreement from the public-private economic stakeholders at this conference to move forward on the following points:
· Promote economic awareness through provincial economic plans, open communication of investment opportunities.
· Coordinate Najaf’s diverse economic organizations to operate towards a shared economic plan and vision.

· Promote specific economic sectors such as agriculture and tourism.
· Promote financial/banking awareness and education.

· Push lending institutions to provide a greater array of loan terms and collateral requirements and streamline the loan application process. 
· Continue the momentum gained from this event by forming steering committees for specific sectors, which will further refine the recommendations and follow up with the Government offices.
Section VII. 
Annexure

Annex 1. 
Event Agenda

      “Doing Business in Najaf
March 22, 2011 Najaf Chamber of Commerce Building, Najaf, Iraq
	Time
	Activity

	9:15 – 9:30
	Greeting and Reception

	9:30 – 9:35
	Greetings and welcoming

	9:30 – 9:35
	Quran Kareem & National Anthem

	9:35 – 9:45
	Opening Remarks & Najaf Overview

	9:45 – 9:55
	Role of PRT in Economic Growth in Najaf

	9:55 - 10:30
	· Tijara Greeting; Purpose and Outcome of  Event
· Overview of USAID-Tijara  Market Assessment

	10:30 – 12:15

	“Improving the Business Enabling Environment” & “Strengthening  Private Business”  - (Review of Principal BEE & BDS Constraints)
· Major Findings presentation

· Panel Discussion

	12:15 – 12:30
	Coffee Break

	12:30 – 2:00

	“Improving Access to Finance” - (Review of Principal Financial Constraints) 
· Major Findings Presentation

· Panel Discussion

	2:00 – 2:10
	Recap Key Priorities and Follow-up Action Committees   

	1:30 – 2:30
	Lunch


Annex 2.
ATTENDENCE LIST
Over 70 representatives of business, banking, government and the NGO community attended the meeting, including:

· Provincial Office of Ministry of Agriculture

· Najaf Business Development Center and TIJARA staff

· CHF Field Staff

· Business and Engineering Consultants

· Various representatives of business, banks and insurance company

· Representatives of the press

· Members of Parliament, Deputy Governor and Mayors of several municipalities

· Representatives of International Arbitration Center

· Members of the Najaf Chamber of Commerce 

· Members of the Union of Agricultural Associations

· Representative of the Center for Research & Studies on Europe and the Middle East

Annex 3.
Questions for Panels
i. Business and Investment Enabling Environment and Business Development Services Panel Questions

Question 1: What are the best opportunities to improve the business environment of Najaf in the near future, and what priorities should the local stakeholders pursue?

Question 2: Does the local government in Najaf have a clear economic vision for the SME sector? 

Question 4: How does local government view the investment opportunity needs of SMEs?

Question 5: Given the “big project” focus of the local government and the PIC, can large commercial “compounds” be developed so that the investor can subdivide into smaller SMEs in the hopes of creating job opportunities? 

Question 6: The Iraqi Businessmen Union helps its members register with the Ministry of Trade, how does the Chamber of Commerce help its members? How can the procedures be facilitated and the fees reduced? 

Question 9: What plans does government have to support agriculture and industry in Najaf?

ii. Access to Finance Panel Questions

As is the case in many emerging markets with less than developed financial markets, savings and tapping into informal sources of credit such as friends and family seem to be the most significant form of operational and expansion funds for Iraqi SMEs. 

Najaf SMEs owners claimed to self finance through business savings at least on occasion (98%), followed by personal savings (88%), and family and friends (68%). 

Trade credit is also a major source of finance, with over 60% of enterprises reporting using either customer advances as a source of credit (56%), or supplier credit (42%) as at least an occasional source of finance. Trade credit utilization in Najaf is slightly less than in the rest of Iraq primarily due to the proliferation of service industries that are typically less dependent upon trade credit.  

Credit market financing from banks and microfinance is higher than the average Iraq rates, but remains low. Only 7% of SME claim to borrow at least on occasion from banks, whilst 2% claim to finance their operations at least on occasion from microfinance borrowing. 

Money lenders as a source of credit fare marginally better than banks and MFIs at 15%, and their usage is at least 50% higher in Najaf than they in other Iraqi provinces. 

With the exception of trade credit and, to a lesser extent, microfinance and seeking new business partners to finance growth, Najaf SMEs are more diversified in their funding sources than in the rest of Iraq. The average Najaf enterprise owner finances from at least 3.4 sources of finance (Iraq avg. SME 2.8 sources). 
Question 1:  What are the key factors for SMEs to be able to access finance and increase their working capital?

Question 4: What can be done to streamline the complicated loan application procedures required by financial institutions?  

Question 3: What can be done to reduce loan interest rates and high collateral requirements for entrepreneurs?

Question 5: What are the current services and new services that private banks offer to the market?

ANnex 4.
Resource Sites

· Provincial Market Assessment Reports: 

http://sbdc-iraq.com/Cms/index.php?special=changearea&newArea=118
· SBDC Network Website:


http://sbdc-iraq.com
March 22, 2011


This report was produced for review by the United States Agency for International Development (USAID). It was prepared by Louis Berger Group, In./AECOM International Development Joint Venture.


Contract No. 267-C-00-08-0050-00











�









































USAID-TIJARA�PROVINCIAL ECONOMIC �GROWTH PROGRAM











DOING BUSINESS IN NAJAF 


Opportunities and Constraints for Small and Medium Enterprises in Najaf Province












































DISCLAIMER 


The author's views expressed in this publication do not necessarily reflect the views of the United States Agency for International Development or the United States Government.























Najaf Demographics


Capital: �
Najaf�
�
Area:�
28,824 sq km (7% of Iraq)�
�
Population:     �
615,000 (3% of total)�
�
Gender Distribution:    �
Male: 50%�
�
�
Female: 50%�
�
Geographical Distribution:  �
Rural: 31.4%�
�
�
Urban: 68.4%�
�
Population by District:�
�
�
�
�
�
Najaf�
567,000�
�
Kufa�
288,000�
�
Al-Manathere�
226,000�
�
















