
[image: image1.png]x
TIJARA

PROVINCIAL ECONOMIC GROWTH PROGRAM



[image: image2.png]US IRAQ

FROM THE AMERICAN PEOPLE



[image: image3.png]FROM THE AMERICAN PEOPLE




[image: image4.jpg].
TIJARA

PROVINCIAL ECONOMIC GROWTH PROGRAM



[image: image5.png]USAID | IRAQ

FROM THE AMERICAN PEOPLE




[image: image6.png]




USAID-TIJARA PROVINCIAL ECONOMIC GROWTH PROGRAM 

DOING BUSINESS IN BASRAH
Market Assessment Conference

MAY 4, 2011

BASRAH, IRAQ
Opportunities and Constraints for Small and Medium Enterprises in Basrah Province, Iraq
TABLE OF CONTENTS
5Section I.
Executive Summary


Section II. “Doing Business in basrah” Conference Plan
7
2.1
Background
7
2.2 
Purpose
7
2.3
Objectives
7
2.4
Target Audience
8
2.5
Expected Results
8
Section III.  basrah Province overview
9
Section IV.  basrah Market Assessment Methodologyand Major Findings
10
4.1
scope of the survey
10
4.2
characterisctics of basrah smes
10
4.3
Major constraints facing smes in basrah province
11
12Section V. basrah Market Assessment Constraints and Panel Discussions


125.1
Business & Investment Enabling Environment (BIEE) Constraints


125.1.1
Security Conditions


135.1.2
Legal, Regulatory, and Administrative Constraints


135.1.3
Infrastructure Constraints


135.2
CONSEQUENCES OF A POOR BUSINESS ENVIRONMENT


145.3
BIEE RECOMMENDATIONS


5.3.1
Simplifying Laws and Regulations
14
5.3.2
Reducing Bureaucracy and Corruption
14
5.3.3
Decentralization of Decision Making 
14
5.3.4
Addressing Infrastructure Problems 
15
5.3.5
Attracting Outside Investors 
15
16 5.3.6
Improving Coordination and Cooperation Among Stakeholders


175.4
ACCESS TO FINANCE


5.4.1
Basic Findings 

17
5.4.2
Access to Finance Constraints
17
5.4.3
Access to Finance Recommendations
18
Section VI.  Future Plan of Action
19
6.1
Summary of recommended next steps 
19

20Section VII.  Annexes


20Annex 1. 
Event Agenda


21Annex 2. 
Attendance List


22Annex 3.
Discussion Panelists and Moderators


23Annex 4.
Questions for Panels


26Annex 5.
press release


27Annex 6.
Media Coverage


27Annex 7.
Resource Sites




Abbreviations/Acronyms 

BIC
Business Information Center

CoC 
Chamber of Commerce

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 

The “Doing Business in Basrah” was held on May 4, 2011 at the International Hotel in Basrah.  The conference brought together over 65 stakeholders, including business & political leaders along with members of academia and bankers. This Event was organized by USAID-Tijara and the Basrah Business Information Center to discuss emerging business and investment opportunities in Basrah Province and explore options for improving the business environment and making it easier for entrepreneurs to start and operate business enterprises. 

The conference was attended by the Chairman of the Provincial Investment Commission (PIC), the Chairman of the Provincial Council and other senior Government Officials. A high contingent of private sector led by the Chairman of the Chamber of Commerce, the Iraqi Businessmen Union participated as well. Other attendees included representatives of financial institutions (MFIs & SME Lending), and academics also participated in the program.

These remarks were followed by a formal presentation of the findings and conclusions of the Basrah Market Assessment. The Assessment is a comprehensive survey commissioned and published by USAID-Tijara and the DEDC that examines the strengths and weaknesses of the economy in Basrah Province. The Assessment identified specific constraints and quantified their impact on the economy of Basrah.

 The presentation focused on three main topics: the nature of the current business and investment environment in Basrah and the manner in which it affects SME growth; access to finance constraints; and SME needs for business development support. Each part of the presentation was followed by a panel discussion to discuss specific aspects of these three topics, including opportunities for overcoming specific constraints and addressing SME needs more effectively. The Conference ended with the creation of a set of detailed recommendations, which will be shared with the GOI as well as Provincial Government for review and implementation. Some of the recommendations were as follows:
BIEE reform recommendations – efforts by local business and government stakeholders should be undertaken to address problems such as the following: 
· Outdated laws and regulations -- review the current laws and regulations that affect businesses to identify ones that are outdated but still being implemented by the central government

· Excessive bureaucratic requirements and corruption -- procedures for getting government approvals for such things as business licenses, operating permits, or registering land should be simplified to eliminate unnecessary steps and expenses. 

· Increasing transparency -- Information on procedures, requirements, and fees for complying with government regulations should be published and made readily available to investors and business owners; mechanisms should be developed to report and publicize corrupt practices and poor performance of government officials and bureaucrats in order to improve the transparency of government operations.

Access to finance recommendations: 
· Increasing demand for banking services: Banks should invest in promotional and educational campaigns to stimulate demand for their services and acquaint customers with their requirements; service providers such as the SBDC can help with business clients learn how to deal with banks.
· Interest rates:  Banks should have the authority to offer lower interest rate loans to customers that have established good repayment records and have viable businesses and business plans.
Increased interaction between government and business stakeholders: 

· To continue the momentum gained from this event, steering committees for specific sectors are being formed which will further refine the recommendations and follow up with the Government Institutions. 
Section II. “Doing Business in Basrah” Conference Plan

2.1
Background
USAID-Tijara over the past two years (2009-2010) year sponsored the first comprehensive study of SME dynamics in Iraq. The aim was to produce authoritative data on the SME sector in order to help SBDCs and the broader SME development stakeholder population including the local governments in making SME development decisions. Market Assessments were undertaken in 15 Iraqi provinces, with a comprehensive report compiled for each.  Basrah Province was one of the 15 provinces included in the study.
The Basrah Market Assessment provides an analysis of SME culture and operations in Basrah Province and compares aspects of Basrah business operations to conditions and operations of SMEs in the other provinces included in the survey. The Basrah study, along with the other provincial studies highlights constraints which hinder SME growth, and the impact of these constraints on SME operations. Taken together, these provincial market assessments provide benchmark data for measuring SME development and make recommendations towards the provisioning of SME development services and improving the business and investment enabling environment (BIEE) in Iraq. 
2.2 
Purpose
As a means of disseminating the findings of the provincial market assessment reports, USAID-Tijara has been engaged in carrying out a series of one day conferences in different provinces and regions of Iraq. These conferences have been organized by USAID-Tijara staff, in collaboration with the SBDCs and the Provincial Reconstruction Teams (PRT) in the 15 provinces where the market assessment reports were conducted.  
The main purpose behind these events is to generate awareness about the major issues and challenges facing SMEs in the each of the 15 provinces as well as possible options for removing constraints and stimulating private sector growth. The conferences have been designed to provide stakeholders with a comprehensive overview of the issues identified in the market assessments, opportunities for stakeholders to discuss these issues, and a forum to explore options for addressing current constraints and pursuing follow-on efforts to promote SME development in various provinces.  Publicizing the results of the reports is also expected to generate discussion among government and private sector leaders regarding current constraints facing the private sector in Iraq as well as opportunities and priorities for stimulating provincial economic growth at the grassroots level.  

2.3
Objectives
The specific objectives of the Doing Business in Basrah Conference were as follows:

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 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 target audience of these conferences included government officials, private sector representatives, members of academia and Business.
Specific stakeholders include SBDC Staff, Provincial Council Economic reps, 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 Doing Business in Basrah Conference aimed to achieve the following results:

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

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

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

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

Section III.  Basrah Province Overview
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The province of Basrah is located in southern Iraq and borders both Kuwait to the south and Iran to the east. The city of Basrah, which is also the capital, is Iraq’s main port and lies at the base of the Shatt al-Arab River. According to local legend, the site of the Garden of Eden was located 70 km. to the north of Basrah City, at the juncture of the Tigris and Euphrates Rivers.  In addition, Basrah was the reputed home of Sinbad the Sailor and served as the port from which he launched his seven voyages. 
The city is also the third largest in the country, houses an international airport, and is known as the “Venice of the Middle East” because of its network of canals throughout the city. The Shatt al-Arab River in Basrah Province runs along the Iraq-Iran border and has been the center of many disputes over navigation rights and territorial claims, which were among the main factors of the Iraq-Iran War.   The river is also the only outlet to the Persian Gulf and was a key military target for the Coalition Forces in the 2003 invasion of Iraq. The province of Basrah also contains the Al-Fao peninsula, which was captured by the Iranians in 1987 during the Iraq-Iran War, forcing Iraq’s shipping activities to come to a halt. 
The majority of oil reserves in Iraq are located within Basrah, 80% of which are currently unexplored. Basrah province is a fertile agricultural region and produces many goods, including rice, wheat, dates, maize corn and livestock. In recent years a proposal has been put forth by various local groups to join Basrah, Dhi Qar, and Maysan, in order to form a southeastern state in an eventual Iraqi federation.   
Section IV.  Basrah Market Assessment Methodology and Major Findings

4.1
scope of the survey
The following tables provide basic information about the scope and focus of the Basrah Market Assessment:
Table 1: Scope of the Basrah Market Assessment
	# of SMEs Surveyed 
	718 

	# of Focus Groups
	18

	# of SME Owners in Focus Groups
	126


Table 2: Composition of SME Sector
	SME Industry 
	% of Total 
	SME Industry 
	% of Total 

	Wholesale, Retail Trade 
	24% 
	Professional Services 
	13% 

	Manufacturing 
	26% 
	Hotels, Restaurants, Tourism 
	8% 

	Agribusiness 
	10% 
	Electricity, Gas, Oil 
	4% 

	Construction 
	10% 
	Other (Transport, Storage, Communications 
	5% 

	Total 
	
	
	100% 


4.2 CHARACTERISTICS of basrah smes
· Small to medium sized businesses make up the majority of companies in Basrah Province.
· Most SMEs are new -- 50% have been established within the last five years – these firms face normal start-up problems.
· Business practices are informal and traditional; fewer than 20% of businesses are registered (compared to 34% Iraqi-wide).
· Basrah SMEs seldom employ modern management methods or technologies; less than 6% of Basrah SMEs have ever invested in technical or management training; heavy reliance on friends, family and staff for business support and advice. 
· SMEs operate in an unfavorable business environment that limits the supply of new business opportunities, makes business operations difficult, and encourages businesses to operate informally.
· Most sales are to customers in the local market area; only a small percentage of sales are made to customers outside of the province.

· Use of modern marketing and advertising techniques is limited.
· Few firms use banking services (10% in Basrah compared to national average of 12 %).
· Female ownership is much lower than national average (less than 1% of SMEs are woman-owned vs. 2.3% nation-wide).
· Use of information and communications technology (ICT) by SMEs is low –of the 22% of Basrah SMEs that utilize a computer for business activities, less than half (9%) of those have internet access and only 3% of entrepreneurs in Basrah have ever invested in computer training for their firms. 
4.3
Major Constraints facing SMEs in basrah Province

· Raising finance for growth is ranked as the # 1 constraint facing SMEs in Basrah: unfavorable access to finance affects abilities of firms to finance cash flow as well as investing in facilities and equipment for growth.
·  Security issues are ranked as the second most serious constraint on SME business operations: over two thirds of Basrah SMEs report that they are severely affected by security issues. 
· A poor economic environment was considered to be the third most serious constraint facing SMEs included in the Basrah Market Assessment; Iraqi SME competitiveness in Basrah is constrained by burdensome laws, regulations, and administrative procedures at all levels of government (overall, Iraq ranks 165 out of 183 countries on the World Bank Doing Business Rankings); additional complications from the poor economic environment included  a high level of competition in the local market place and poor access to business opportunities. 
· Persistent energy shortages were considered to be the #4 most serious problem for Basrah businesses; other infrastructure-related constraints such as poor water quality, transportation infrastructure, and poor ICT infrastructure (or high costs) were also problematical.
· Principal firm-level constraints included such factors as employee skill limitations, problems keeping up with new technologies, and access to market information. 
The following table shows the relative rankings that Basrah SMEs assign to different types of constraints that they face in conducting their business operations compared to SMEs country-wide.
	Iraq SME Constraints 
	Rank 
	Basrah SME Constraints 
	Rank 

	Security
	1 
	Raise finance for growth
	1 

	Raise finance for growth
	2 
	Security
	2 

	Energy Shortages
	3 
	Economic environment
	3 

	Economic environment
	4 
	Energy Shortages
	4 

	Cash flow
	5 
	Access to business opportunities
	5 

	High competition
	6 
	Cash flow
	6 

	Access to business opportunities
	7 
	High competition
	7 

	Keep up with new technology
	8 
	Employee skill limitations
	8 

	Access to market information
	9 
	Keep up with new technology
	9 

	Employee skill limitations
	10 
	Access to market information
	10 

	Governmental regulations
	11 
	Governmental regulations
	11 


Section V. Basrah Market Assessment Constraints and Panel Discussions

5.1 Business & Investment Enabling Environment (BIEE) Constraints 

The business and investment enabling environment (BIEE) includes a number of key elements including:
· Government laws, regulations and administrative procedures, ease of doing business and factors such as corruption and high transaction costs

· Security conditions, including factors that affect the security of people and property

· Infrastructure – power, communications, transportation, water, etc.

· Market conditions – Market size and opportunities, nature of competition, efficiency of supply chains

· Organization of the business sector – the presence or lack of effective business organizations

· Cultural factors such as entrepreneurial traditions and values or attitudes regarding business activities
· Human resource factors, including workforce size, skills and attitudes

· Macroeconomic conditions
Although access to finance to fund growth and expansion was ranked as the number one constraint that businesses in Basrah face, BIEE-related problems collectively pose the most serious impediments to SME growth and the overall development of the private sector in Basrah Province. The most serious problems lie in the following areas:
5.1.1
Security conditions
· Although security conditions have improved in Basrah during the past two years, poor security continues to be a major problem for local companies as well as for international companies interested in investing in Basrah.
· Overall, security was ranked by SMEs included in the Market Assessment survey as the #2 most serious problem for businesses in Basrah; seventy percent of the Basrah SMEs included in the survey reported that they are severely affected by security issues
· Security issues affect Basrah SMEs by impacting transportation, availability of goods, ability of laborers to report to a work location, and the availability of skilled and unskilled labor at reasonable rates. 

· Security problems such as threats of kidnapping also impact business operations, costs, and overall risks of living and doing business in Basrah

· Security issues present a particular problem for attracting investors and thereby severely limit growth prospects in Basrah.

5.1.2
legal, regulatory, and administrative constraints
· Like other areas in Iraq, the commercial laws, regulations, and administrative procedures in Basrah are outdated, overly complex, and poorly administrated; these adverse conditions drive up the cost of doing business and constrain business growth.
· Particular problem areas include: registering new businesses and obtaining business licenses and permits; taxation; trade regulations and customs procedures; procedures for obtaining and registering land and business facilities; construction permits; and price regulations and controls.

· High levels of official corruption are a particular problem. Businesses complain about being exposed to excessive levels of corruption in their interactions with government agencies – particularly in areas dealing with taxes, imports, shipping, obtaining land, constructing buildings, and government contracts It is estimated that corruption contributes an additional 25-30% per cent to the cost of doing business in Basrah; and even though some things, like security conditions, have improved during the past two years, most businesses feel that corruption problems have become worse, not better.  
· Legal, regulatory, and administrative constraints are most serious for medium and large enterprises, as well as for growth-oriented smaller enterprises; most SMEs attempt to avoid such problems by operating informally, not registering their businesses, and attempting to avoid the attention of government officials.
5.1.3
infrastructure constraints
· Basrah SME owners rated energy shortages as their #4 business constraint. Specific problems include unreliability (the inability to predict when electricity will be available), high energy rates and the lack of 3 phase supply
· Communication, transportation, and water-related problems are also serious infrastructure issues for most businesses. 
· Communication problems include such things as poor cell phone coverage, high costs or service, and poor quality and high costs for internet access.

· Transportation problems include high rates, risks of losing shipments due to security problems, poor supply or reliable transportation services, and difficulties in obtaining supplies from certain areas.

· Water-related problems include intermittent water supply and poor quality.
5.2
 consequences of a poor business environment

The poor business environment in Basrah presents a serious impediment to the growth of SMEs and the ability of the local economy to generate jobs and income opportunities for local residents. Some of the negative consequences that the current environment is producing are as follows: 
· The current business environment makes it difficult for businesses to operate in the open as officially registered and licensed enterprises; on the contrary it encourages enterprises to operate informally to hide from the government and avoid government regulations
· Businesses that operate informally try to avoid official attention and are constrained in advertising their services and openly promoting their businesses and consequently end up hiding from customers, suppliers, and business partners as well as government officials.  

· Businesses operating in this environment are reluctant to advertise or employ modern marketing methods.  They are unable to expand their market reach and firms end up competing locally for the same market opportunities. 

· SMEs that are not registered and operating informally are cut off from many new business opportunities, such as access to external customers and suppliers and government contracts; consequently, their growth prospects and earnings potential are limited. 

· Normal growth patterns for small enterprises are severely restricted, since attempts to join the formal sector expose them to a variety of new government-imposed requirements for taxes, registration requirements, inspections, social payments, and other charges (including demands for payoffs) that significantly increase their costs of doing business.

· Investors are forced to deal with numerous impediments in planning, obtaining necessary approvals, and launching new ventures.  Consequently, new investments fail to materialize and job creation is stymied. Without new investment that would bring with it access to new technologies and market opportunities, local entrepreneurs are left to compete among themselves for a limited array of business opportunities in the local market place.
5.3
BIEE Recommendations

5.3.1 simplifying laws and regulations

· There is an urgent need for the government to review the current laws and regulations that affect businesses, particularly ones that were developed by the former regime and are outdated but still being implemented by the central government.  
· A strict time limit should be set for the review process; any laws and regulations that can’t be justified should be immediately terminated and new, more simple laws and regulations should be developed that are more applicable to current conditions and provide proper incentives for business owners and investors to expand and create new enterprises. 
5.3.2 reducing bureaucracy and corruption
· Procedures for getting government approvals for such things as business licenses, operating permits, or registering land should be simplified to eliminate unnecessary steps; strict time limits should be placed on government officials to review applications and issue approvals; periodic reviews should be conducted to eliminate unnecessary requirements or processes.

· Information on procedures, requirements, and fees for complying with government regulations should be published and made readily available to investors and business owners.
· Mechanisms should be developed to report and publicize corrupt practices and poor performance of government officials and bureaucrats in order to improve the transparency of government operations.
5.3.3 Decentralization of decision making

· The central government should delegate more responsibility and decision making authority to provincial officials to enable them to deal with economic development issues. 

·  Currently provincial officials have to request numerous approvals from Baghdad, which take a long time to obtain; moreover, in some instances, the central government officials ignore the requests and don’t reply or take any action.

·  Lacking clear direction on the extent of their responsibilities and authority, provincial officials delay making decisions and many new business and investment opportunities are lost.
5.3.4
addressing infrastructure problems
· Need for better information: Currently there is a need for a central data base that provides information about infrastructure problems and plans for the province.  This data base would make it possible for members of the business community to contribute information on infrastructure needs and provide such information to the government so they could prepare budgets and plans to solve infrastructure problems.
· Private sector involvement: To solve the electricity problem, more involvement is needed by the private sector.  The government should permit local and foreign investors to purchase and install large generators in two or three areas of Basra and sell the electricity to the government.  The local government should not only permit such investments but should actively work to attract and facilitate such investments. This solution would be more effective than current government procedures that are both slow and involve high levels of corruption which perpetuate shortages and high costs of new projects.
· Government approvals: In response to the previous point, the PC energy commission chairman stated that many contracts have been signed by the governor and approved by the provincial council to permit foreign investors to import huge generators, install them in Basra, and sell the electricity to the government.  These deals were structured so the investors would receive fees for supplying electricity at rates that are lower than the current government rates; however, as part of these deals the investors would be supplied with free fuel by the government which would enable the investors to provide electricity at reduced rates.  (Comments: The CoC deputy chairman noted that this plan was proposed and approved locally but was rejected by the Ministry of Planning in Baghdad. The PC energy commission chairman responded by saying this plan was approved by the local government and the contracts were signed.  The plan is now being studied by the Ministry of Planning -- they didn’t reject it.  The PC Energy Commission is awaiting the approval in order to proceed with the plans.  He stated that if these plans are approved, they expect the electricity problem in Basra would be solved at the end of this summer.) 
· Water problems: The PC Services Committee Chairman noted that the water problem in Basra is the responsibility of the local government and that currently there are projects being developed to supply Basra with water from Nassriya and nearby provinces; these projects should help solve the water quantity problems in Basra. In addition, there are other projects being planned now that include investments in water treatment facilities that will enhance the water quality of Basra. The PC Services Committee Chairman further noted that they expected that they would have enough water to supply all of Basra’s needs by the end of 2011 and with the water treatment stations projects the quality of Basra water will be improved at the same time.
5.3.5
attracting outside investors
·  Streamlining investment requirements and approvals: More efforts are needed to simplify investor requirements and approval processes to enable investors to enter Iraq easily and launch investment plans more quickly.  Removing impediments to new investments, including reducing government corruption and delays would make it possible to solve infrastructure-related problems, reduce costs of new investments, and improve quality of infrastructure investments. 
· Increasing (oil) export earnings to finance infrastructure development: The PC Energy Committee Chairman noted that to generate the funds necessary to invest in infrastructure improvements and new businesses, it will be critical to speed up oil exports.  Consequently, the first priority should be placed on facilitating investments by international oil companies and oil-related businesses in order to increase the level of exports and increase export earnings.
· Problems with getting land: One important issue that needs to be dealt with to facilitate new investments is the problem of getting approvals for purchasing land.  The investment commission should be able to provide clear information on what lands are available and the procedures for getting land allocations or approvals to purchase land.  The PC ‘energy committee chairman’: commented that at the present time it is not possible to develop a data base of available lands, since 70% of the free lands in Basra are reserved for Oil companies ‘local and foreign’. The oil companies that have reserved most of the lands are not using them at the present time. What is needed is to meet with these oil companies to determine their actual needs, so surplus lands and other lands that are not currently reserved can be put into a data base and made available to foreign investors.  Other issues that need to be clarified with respect to land use involve ownership of mineral rights and surface rights. 

· Visa problems: Procedures for getting visas for investors need to be made clearer, less complicated, and less time consuming.    The visa approval process for foreign investors is currently very slow and sometimes applications are rejected. The government needs to order the visa office to reduce the time for issuing visas and eliminate complicated procedures.  Otherwise investors will not bother to pursue investments in Iraq and will focus on countries where investment processes are less complicated and costly.   

· Investment licenses: A PC member noted that there are a lot of unneeded complicated procedures required for the investor in order for him to be able to get an investment license to invest all these procedures need to be canceled whether by the local government or by the central government and they should only keep the necessary procedures

· Lack of effective investment incentives: The IBMU deputy chairman commented that the province doesn’t have a suitable investment environment.  He repeated the need for developing a clear and comprehensive list of land that is available in various districts to be allocated to investors.  This list should be provided to the investment commission, as well as business organizations such as the IBMU and the CoC and made readily available to foreign investors as part of the investment promotion activities of the province.

· Delays in getting approvals: CoC deputy chairman recommended that the investment commission and the local government should set limits on the time that is required to issue an investment license; currently it takes more than six months for investors to receive investment approvals and licenses.  Such delays are the fault of the investment commission or the provincial council itself.  Investors that experience such delays typically will leave and look for other opportunities because they cannot afford to wait this long and bear the extra costs that such delays cause. 
5.3.6
improving coordination and cooperation among stakeholder groups to pursue biee reforms
· Need for regular meetings: The CoC deputy chairman recommended that the local government should arrange for quarterly meetings and conferences and workshops with representatives of SMEs from different sectors, as well as representatives from other organizations such as BMU, CoC, the Provincial Investment Commission, and other stakeholder groups.  These meetings are needed to deal with persistent problems as well as new constraints that arise as a result of changing conditions or government actions or inactions.
· More roles for local government and private sector stakeholders: The IBMU chairman expressed the view that more roles and responsibilities should be provided to local business and government organizations in Basrah.  Business organizations have a particularly important role to play, since they are in direct contact with SMEs and business owners and are well placed to represent business interests and report their problems and concerns to the local government so actions can be taken to help remove constraints to business growth.
· Better cooperation with and support from government agencies: The Investment Commission chairman noted a need for better support from the local government.  He noted that they often bring investors to the local government to obtain required investment licenses but the local officials end up rejecting the investor’s application and granting the license to someone else that they select and providing their designated investor with a contract.  In other cases, the government officials don’t even reply to the investment commission or the investor regarding the application for the investment license and the investor ends up abandoning the project.  More transparent and effective cooperation with the government is needed for investment promotion activities to be successful.  

· Public-private cooperation to solve infrastructure problems: The Investment Commission chairman emphasized the need for cooperation between the private sector and government to attract investors who can help solve the electricity issues in Basra.  Without such cooperation to solve this critical problem, no other investors will come and invest toward improving the business environment basically because they will not be willing come to a country that doesn’t provide electricity, since deficiencies in this key area will increase their costs of doing business and make them less competitive. 
· Need to improve security: One of the attendees commented on the need for the Iraqi central government and the Basra local government to work hard and cooperate with related ministries to improve the security situation in Iraq, While it is true that some provinces are 90% secure, outside investors hear about the problems that exist in various parts of the country that are less secure and are discouraged from pursuing investment plans.  Until the security situation improves significantly, outside investors will continue to postpone their plans to invest in the country.
5.4
Access to Finance 
5.4.1 Basic findings: 
· Access to finance to fund growth and expansion is regarded by Basrah SMEs as their top-ranked constraint; financing cash flow is also another serious problem for SMEs. 

· SME banking utilization rates in Basrah are lower than the national average – only 10% of SMEs in Basrah use banking services compared to the national average of 12%

· The main types of banking services used by SMEs include: 
· Deposit accounts (used by 15% of firms)
· Payment services (7% of SMEs)
· Asset finance (used by 5% of SMEs)
· Trade finance (4%)
· Overdrafts (2%)
· Only 1% of SMEs in the survey reported taking out loans from banks
5.4.2
access to finance constraints
Customer/demand-related problems:

· Factors such as cumbersome procedures, high banking fees, and a lack of banks or MFIs in their neighborhoods are cited by SMEs as reasons they don’t use banking services.

· Small business owners and entrepreneurs are generally not familiar with bank requirements; they have little experience in dealing with banks and don’t know what to expect or how to comply with banking requirements
· There is lack of banking education and knowledge about finance

· Problems of accessing bank financing are mainly encountered by growth-oriented enterprises; there is little demand for banking services from firms that lack opportunities for expansion – these firms are able to fund their operations from their own savings and through informal sources (loans from friends and relatives and advances from customers and suppliers) 
· Small business owners that turn to banks for financing find it difficult to comply with bank requirements for guarantors and collateral; in addition, they find that the bank requirements are cumbersome and feel the banking fees are excessive
· Businesses and people with connections are more likely to get loans, thereby crowding out creditworthy SMEs 

Bank/supply-related problems:

· Banks have limited budgets for marketing their services; consequently, they are not very effective in attracting new customers to use basic services such as deposit and checking accounts.

· Banks need to do more to educate customers on the advantages of using their services 

· Collateral requirements for loans are very high, due to the difficulties that banks have in liquidating collateral in case of loan defaults and lack of confidence in SME borrowers willingness to repay loans
· Banking regulations in areas such as interest rates are set by the Central bank and senior bank management in Baghdad; provincial banks have little authority to determine their own policies

· Lending procedures are often not transparent; borrowers complain that many loan officers are corrupt and require side payments to process loan application and help secure loans

· MFIs charge very high interest rates because of the risks they face in lending to small businesses and the high operating costs that they incur for salaries, utilities, transportation, and other expenses.  
· One constraint that severely affects SMEs is the failure of governmental institutions and directorates to supply employees with official letters that grant approvals for their employees to serve as guarantors for SME loans.  This constraint affects both SMEs that are applying for loans and the banks because they cannot loan any money to SMEs unless they have a letter from the directorate that the guarantor is an employee and qualified to serve as a guarantor.  
Banking infrastructure:
· The network of banking locations is limited; customers frequently are discouraged from using banking services because there are no bank branches located close to their homes or businesses

· The availability of modern banking services such as ATMs and credit card services is very limited in Basrah
5.4.3 Access to Finance Recommendations
· Increasing demand for banking services: There is a need for banks to invest in promotional campaigns to stimulate demand for their services.  These efforts should be supported by the parent organizations in Baghdad, since increased demand will support the overall growth of the banking system. The SBDCs like the Basrah Information Center can also provide a useful role by providing training programs that help customers become more familiar with bank procedures and requirements and by helping SMEs develop business plans and loan application to enable them to secure loans. 
· Upgrading banking technology: Iraqi banks are lagging considerably behind banks in other countries with respect to their use of modern banking technologies and management systems, including accounting systems, ATMs, and other areas.
· Bank supervision: the Central Bank of Iraq should play a more active role in monitoring the lending activities of both private and governmental banks as well as their accounting practices and other core management operations.
· Banker training: Tijara and the Iraqi Central Bank should provide more training courses to bank employees so they can provide more useful advice to customers on procedures for getting loans, managing their loans, and maintaining a good credit rating
· Interest rates:  Banks should have the authority to offer lower interest rate loans to customers that have established good repayment records and have viable businesses; in addition, collateral requirements should be made more lenient for customers that are able to present good business plans or who have established good credit ratings with the bank. Establishing credit bureaus that would maintain information on borrowers would also be useful to help banks assess credit worthiness of customers. 
· Assessing credit worthiness and eligibility for loans: Bank lending decisions should 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 more focus on reputation than on guarantors or collaterals.
· Developing the banking infrastructure: More specialized banks need to be created like specialized banks for agricultural and industry. These banks should establish branch locations throughout Basra and not just inside the city.  With more convenient access to bank branches in their neighborhoods, business owners would be more likely to make use of banking services.
· Delegation of authority to branch managers: More authority should be provided to branch managers regarding lending decisions.  Currently when an SME owner applies for a loan at a local bank, he must wait until the branch manager gets approval from their headquarters. Such delays discourage SME owners from relying on banks for credit.
· Encouraging the development of MFIs: The central bank should encourage the development of microfinance institutions since they have less complicated procedures and more direct contact with SMEs.  They also have more flexibility in developing new products to respond to customer demands and can tailor their activities to respond to market needs and conditions.  

Section VI.  Future Plan of Action

6.1 sUMMARY OF recommended next steps
There was agreement from the public-private economic stakeholders at this conference to move forward on the following points:
· Continue the momentum gained from this event by forming steering committees to investigate particular problem areas and provide recommendations to the Government for priority reforms and actions.

· Organize a regular series of business forums to further explore BIEE impediments and help identify solutions to particular problems.
· Increase private sector input into the formulation of provincial economic development plans and programs.

· Conduct joint efforts by banks and business membership organizations to promote financial/banking awareness and education.

· Clarify roles and responsibilities of provincial government offices and promote decentralization of authority to enable local officials to address local problems more effectively.
Section VII. 
Annexes
Annex 1. 
Event Agenda

 “Doing Business in Basrah” Conference
Basrah International Hotel, May 4, 2011 
	Time
	Event

	9:00 – 9:30
	Greeting and Reception

	9:30 – 9:35
	Welcoming Remarks by Basrah CoC Chairman

	9:35 – 9:40
	Quran Kareem & National Anthem

	9:45 – 9:55
	Basrah CoC Chairman Introduces Basrah’s Governor 
Basrah’s Governor’s Remarks

	9:55 – 10:05
	 CoC Chairman Introduces USAID/Tijara representative

· Tijara Greeting; Purpose and Outcome of  Event

	10:05 - 10:20
	“Overview of USAID-Tijara  Market Assessment”

	10:20 – 11:30


	“Improving the Business and Investment Enabling Environment” (Review of Principal BIEE Constraints)

· Presentation of Findings (15 mins.)

· Panel Discussion

	11:30 – 11:45
	Coffee Break

	11:45 – 12:15
	Summary of BIEE Reform Priorities and Next Steps

	12:15 – 1:30


	“Improving Access to Finance and Business Development Services” - (Review of Principal Financial Business Services Constraints) 

· Presentation of Findings (15 mins.)

· Panel Discussion

· Recap (10 mins)

	1:30 – 2:00
	Recap Key Priorities and Follow-up Actions 

	2:00 – 3:00
	Lunch


Annex 2. 
Attendance List  
	#.
	Name
	Directorate/ institution/ job title 

	1.
	Eng. Hassan Mohammad 
	Al-Fayha’a Group 

	2.
	Ja’afar Jabar Sadiq
	Basra CoC member

	3.
	Hassan Hadi Sajat
	Basra CoC member 

	4.
	Dhahir Abdulmajeed 
	Basra CoC 

	5.
	Shurooq Jasim Mohammad
	BIC program manager

	6.
	Fatin Qais 
	BIC program manager

	7.
	Hassan Saddam
	UNOPS

	8.
	Eng. Ayad Radhi Hassan 
	CoC chairman

	9.
	Emad Ghalib Hassan
	BIC manager

	10.
	Raad Fattah Ahmed 
	ILO

	11.
	Qasim Hussein
	Relief international committee

	12.
	Eng. Saad kareem
	UN- HABITAT

	13.
	Zamil Ali Jabor
	Basra central bank

	14.
	Shakir Al-najafi
	Zain communication company

	15.
	Khazaa Shanta Al-khidhairi
	Baraka group outreach manager 

	16.
	Ahmad Sabri Hashim
	CHF deputy manager

	17.
	Ahmed Abdul Hassan
	CHF 

	18.
	Majed Rishag Abdulla
	Industry union chairman 

	19.
	Hazim Abdulla Mohammad
	PC member industrial committee

	20.
	Qassim Badir 
	IBMU member

	21.
	AbdulSahib Salih 
	IBMU deputy chairman 

	22.
	Saad Theban Ahmed
	IBMU member 

	23.
	Ali Nassir Hussein 
	Izdiharona loan supervisor 

	24.
	Ahmed Abdulkareem
	Izdiharona Manager 

	25.
	Haider Ali Fadhil 
	Investment Commission Manager

	26.
	Mahmood Almagsoosi
	PC member

	27.
	Sabih Al-Salihi 
	IBMU chairman

	28.
	Eng Akeel Abbas Hassan
	Private sector businessman 

	29.
	Dr. Fareed Khalid
	PC member 

	30.
	Eng. Abbas Maher Tahir
	PC member 

	31.
	Baddai Al-Moosawi
	Al-Kawthar international company

	32.
	Mazin Al-Silmi
	CoC member

	33.
	Dr. Mohammad Moosa
	Basra business center

	34.
	Dr. Munaf Ghalib
	Basra business center

	35.
	Saba Salim Hol
	Iraqi news network reporter 

	36.
	Wissam Abdulmahdi Al-Oboodi
	Al-Ahad radio station

	37.
	Akeel Al- khalidi
	PC member services committee

	38.
	Mahmood Ta’an
	PC member economy committee

	39.
	Zuhair Ali Akbar 
	Iraqi Central Bank manager Basra

	40.
	Akeel Abdulridha 
	PC member energy committee

	41.
	Raid Zaki
	Governor’s office manager

	42.
	Imad Atwan 
	PC member agricultural committee

	43.
	Dr. Sajid Saad
	Agricultural directorate 

	44.
	Dr. Amer Salman 
	Agricultural directorate manager

	45.
	Dhyaa Sacham Al-Moosawi
	South Oil Company

	46.
	Shakir hantoosh
	Economy and Administration college dean

	47.
	Sabah Abd Ali 
	MOLSA

	48.
	Abid Atwan
	IOM

	49.
	Hazim Abdulla 
	Small business owner

	50.
	Jinan Mansour
	Al-Rasheed bank 

	51.
	Eng. Kamil Al-Fadhil
	Muntada Al-Basra association

	52.
	Eng. Qais Salman Al-Maliki
	Basra business center

	53.
	Dr. Abdulmajeed Salim
	UNDP

	54.
	Eng Hassan Dhya’a Al-fatlawi 
	Tourism directorate manager

	55.
	Rasha hamdan 
	Save the children Org.

	56.
	Ala’a Tahir Najim
	Water resources directorate

	57.
	Al- Sabah Al-Jadded 
	Press

	58.
	Al-Harra
	Satellite channel 

	59.
	Al-Somariyah
	Satellite channel 

	60.
	Al-Rasheed 
	National Radio

	61.
	Al-Forat
	Satellite channel 

	62.
	Al-Iraqiyah
	Satellite channel 

	63.
	Al-Sharqiyah
	Satellite channel 

	64.
	Al-Ahad 
	Local radio

	65.
	Majed Nassar 
	BIC training coordinator


Annex 3.
Discussion Panelists and Moderators

Improving the Business Investment and Enabling Environment & Business Development Services Panel
Moderator: Mohammad Sami Sa’aed, Tijara BDS
	Panelists
	Job Title

	1.Haider Fadhil Ali 
	Basra Investment Commission Chairman

	2.Fareed Khalid Ali 
	PC Energy Committee Chairman 

	3.Ayad Radhi Alsaidi 
	Basra CoC Chairman

	4.Aqeel Ebraheem 
	PC Services Committee Chairman

	5.Mahmood Ta’an Najim
	PC Economic Committee Chairman

	6.Akeel Al-Khalidy
	PC member 

	7.Majeed Rishag
	Industrial Union Chairman

	8.Sabih Al-Salihi
	IBMU Chairman


Improving the Access to Finance Panel
Moderator:  Ali Tariq, Tijara MF
	Panelists
	Job Title

	1.Zuhair Ali Akbar
	Basra central bank manager

	2.Ahmed Abdul Kareem
	MFI Izdiharona manager

	3.Hazim Abdulla
	Small business

	4.Ahmed Sabri Hashim
	CHF MFI deputy manager

	5.Emad Ghalib 
	BIC executive director

	6.Jinan Mansour
	Al-Rasheed Bank

	7.Abdulsahib Salih
	IBMU deputy chairman


Annex 4.
Questions for Panels
Business and Investment Enabling Environment and Business Development Services

Panel Questions

1. What are the best opportunities for implementing business environment reforms in Basrah in the near term? 

· What are the priorities that can and should be pursued by local stakeholders? 

· What types of problems need to be solved at the local level? 

2. What needs to be done at the provincial level to solve infrastructure problems – electricity, water, communications, transportation, or others?

· Priority actions

· Who is responsible

· How can the process of removing infrastructure constraints be speeded up?
3.  What opportunities exist to pursue BIEE legal, regulatory, and administrative reforms that will reduce the costs of doing business in Basrah?  For example:

· Making it easier to register a business

· Facilitating procedures for obtaining other permits or facilities (land, electrical hook-ups, construction permits, others?) 

· Streamlining of government procedures for asset registration, procurement, taxes and dispute resolution, work permits, customs clearance, etc.

· Implementing more transparent procedures for obtaining government contracts and reducing levels of corruption

4. What can be done to improve the local business environment in order to attract outside investors?

For example: 

· Reducing administrative and regulatory impediments that investors face (in areas such as registering businesses, obtaining land, obtaining operating permits, accessing infrastructure, etc.)

· Undertaking local campaigns to promote Basrah Province as an attractive place to invest and do business

· Developing industrial facilities

· Tax concessions

· Other?

5. How can coordination and cooperation among various stakeholder groups be improved to undertake BIEE reform efforts?

· Are new coordination mechanisms needed?

· What types of follow-on business forums or events should be conducted to pursue specific reform topics?

· What are the priorities and next steps for the next three months?

· What are the goals and objectives that should be pursued this year to improve the business environment in the province?
6. What are the main priorities that should be undertaken to remove legal, administrative, and regulatory constraints and improve the business environment?

7. What are the next steps or actions that should be undertaken to remove legal, administrative, and regulatory constraints and improve the business environment?

Access to Finance Panel Questions
1. Low utilization of banking services by SMEs – Factors such as cumbersome procedures, high banking fees, lack of familiarity with bank requirements, and a lack of banks or MFIs in their neighborhoods are cited by SMEs as reasons they don’t use banking services.

· What are banks in Basrah currently doing to deal with these problems and improve the supply of customer-friendly services at reasonable rates?

· For example, reducing fees, simplifying procedures, educating customers, etc.?

· What additional actions do banks need to take to increase the use of their services by SME customers?
2. Financing growth -- The market assessment results indicate that SMEs need to access additional sources of finance to support the growth of their firms.  Traditional sources appear to be inadequate to meet the needs of growth-oriented firms. However, very few firms are turning to banks for these services. 

(Reasons cited – high interest rates, high collateral requirements, SMEs not familiar with bank requirements, religious reasons) 

· What can be done to enable banks in Basrah to better meet the needs of growth-oriented SMEs for loans?

· What can be done to reduce particular barriers – i.e. high interest rates, high collateral requirements, etc.?
3. Stimulating demand -- What are banks doing to stimulate demand for banking services among SMEs in Basrah? What more do they need to do to stimulate demand for banking services and increase the number of SMEs using their services.
4. Developing new products and services-- What sector specific financial products are available for SMEs? What new products and services are needed? What new products are being planned? 

5. Improving Access -- What programs or services are currently available to help improve access of SMEs in Basrah Province to financial services provided by banks and MFIs?
6. Role of Business Service Providers -- What can business development service providers like the Basrah BIC do to help SMEs become more familiar with banking services and better able to deal with the requirements for obtaining loans and other financial services from banks and MFIs?
7. What other types of business services do SMEs in Basrah need in order to growth their businesses and create jobs?
8. What are the main priorities that should be undertaken to address the priority problems related to SME finance?
9. What additional efforts are needed to provide business development support to SMEs? 

Annex 5.




USAID-TIJARA BUSINESS CONFERENCE TO PROMOTE ECONOMIC GROWTH IN BASRAH PROVINCE 

Baghdad – USAID-Tijara, the Provincial Economic Growth Program supported by the U.S. Government, in association with the Business Information Center of the Basrah Chamber of Commerce, will conduct a one-day conference on Wednesday that will bring together entrepreneurs, provincial and municipal officials, trade association leaders and bankers to discuss ways to improve Basrah Province’s business environment and stimulate economic growth.

The conference will be held at 9:30 am on May 4 at Basrah International Hotel.

USAID-Tijara, assisted by the Iraqi Small Business Development Centers Network, has hosted similar “Doing Business” conferences over the past three months in Karbala, Samawa, Nassriya, Ramadi, Diwaniyah, Diyala and Hilla.  The final conference is planned for Baghdad later this year.

These meetings have reviewed provincial market assessments to determine ways to develop local economies.  They draw upon studies that were conducted last year by the 14 small business development centers (SBDCs) that are working with USAID-Tijara.  The SBDCs serve as catalysts for the development of the private sector at the provincial level.  They provide business development services including strategic planning, training in business and management, marketing support, and other initiatives that help businesses grow and generate employment.

The “Doing Business in Basrah Conference” will review investment opportunities in Basrah Province, as well as impediments to growth.  These presentations will be followed by panel discussions that explore problem areas, identify ways to remove constraints, and steps that local executives can take to solve problems and promote economic development.

For more information concerning business development services in Iraq and USAID-Tijara’s support of SBDCs, log onto http://www.sbdc-iraq.com/.

###

Annex 6.
Media Coverage

	Al-Harra
	Satellite channel 

	Al-Somariyah
	Satellite channel 

	Al-Rasheed 
	National Radio

	Al-Forat
	Satellite channel 

	Al-Iraqiyah
	Satellite channel 

	Al-Sharqiyah
	Satellite channel 


Annex 7.
Resource Sites

· Provincial Market Assessment Reports: 

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


http://sbdc-iraq.com
May 4, 2011


This report summarizes the results of the Doing Business in Basrah Conference that was held on May 4, 2011 at the International Hotel in Basrah, with support from USAID-Tijara and the Business Information Center of the Basrah Chamber of Commerce. The report is made possible by the support of the American people through the U.S. Agency for International Development (USAID). The contents of this report are the sole responsibility of The Louis Berger Group and do not necessarily reflect the views of USAID or the United States Government.
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Table � STYLEREF 1 \s �‎0��� SEQ Table \* ARABIC \s 1 �1�: Basrah Demographics2


Capital: �
Basrah�
�
 �
19,070 sq km (4.4% of Iraq)�
�
Population:     �
1,912,533 (6 % of total)�
�
Gender Distribution:    �
Male: 50%�
�
�
Female: 50%�
�
Geographical Distribution:  �
Rural: 21.8%�
�
�
Urban: 78.2%�
�
Population by District:�
�
�
�
�
Basrah   �
951,655�
�
Al Zubair�
320,523�
�
Al-Qurna�
194,216�
�
Abu Al-Khaseeb�
162,740�
�
Al Midiana�
160,420�
�
Shatt Al-Arab�
104,089�
�
Fao�
18,890�
�
















