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1. EXECUTIVE SUMMARY

1.1 OVERVIEW AND MAJOR SUBSECTORS

Here are some facts about today's Baghdad as of November, 2009: Two new airline
services from Middle East countries have resumed service to Baghdad International
Airport — for Middle East Airlines, the first air route since 1981; the city recently
hosted the largest international trade fair since 2003; and wedding gown rentals are
at an all time high.

Baghdad is the heart of Iragi commerce, the center of its politics, and the core of its
population. Baghdad contains roughly half of Irag's total residents. Its largest three
districts each contain more population than the largest province outside of Baghdad.
Its population is more diverse ethnically, religiously, politically, economically, and
racially than any other place in the country. As Baghdad's economy goes, so will the
country's.

Baghdad can be compared to the New York City of Irag, only more so. For some
time, the city has been nearly ungovernable, with lax business and labor regulations,
neighborhood isolation, a very low degree of business registration, and large
elements of grey-market and alternate economic activities that have arisen to serve
interests in the informal sector. Its SME population seems more positively inclined
toward government than other areas of Irag, though that may be a function of the
omnipresence of government in city life and the low expectations of business owners.

News reports in November suggest that Baghdad commerce, and indeed life, may be
beginning to return to "normal." They suggest that security may be declining as a
major negative issue in the life of the city. However, security is never absent as a
determinant of economic activity. To an extent unmatched elsewhere—and for good
reason—security remains the key concern of Baghdad's business community. A full
82% of businesspeople identify it as a very serious problem, compared to 68% for
Irag as a whole. Security dictates the climate of the city, with impacts on trade,
manufacturing, services, agriculture, and the transportation and communication
infrastructure that binds them.

Three other characteristics combine to provide Baghdad's unique character: its
overwhelmingly urban character, its orientation toward the trade sector, and the
largely informal nature of its business and labor force. Together with security issues,
they are both a blessing and a curse for economic development.

Baghdad is the most urban governorate in Irag. It is a city of neighborhoods. Most
agricultural business is conducted in Baghdad Qada. That impacts its attitudes, labor
needs, electrical and water infrastructure demands, and even financing. Unlike the
rest of the district, SME owners in Baghdad Qada have fewer private bank accounts
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and indulge in barter and trade credit to a much greater extent. SME agribusiness
owners complain of corruption throughout the supply and purchasing systems, and of
poor or unavailable equipment.

Among Baghdad's Small and Medium Enterprises (SME), 87% are involved in non-
agricultural pursuits. Within that group, construction, manufacturing, and hospitality
account for about a third of employment, retail and wholesale trade another third, and
miscellaneous business services less than a quarter. The economic sector that gives
Baghdad its flavor is trade. East Baghdad is more dominated by the presence of
government institutions in its sales to State Owned Enterprises (SOE) and other
government or large entities, though their businesses tend to be younger and run by
less educated owners. West Baghdad has a significantly higher degree of tourist and
hospitality trade, as well as the retail businesses that support those sectors. Despite
these differences, trade, whether wholesale or retail, tends to follow a similar course.
Baghdad businesses feature inventory as its most important asset.

Historical circumstance, the persistent family orientation of retail SMEs, and security
and transportation, religious-ethnic segregation, and difficulties in securing supplies
have kept retail trade small and very local. It is not unusual for a single block in a
commercial district to feature several establishments selling the same goods or
services. Sectarian tensions feed into the neighborhood-oriented and informal
quality of trade, in that insecure consumers depend to a significant degree upon
trusted and well-known suppliers.

Trade also typically creates a need for revolving loans and other banking services.
After security, Baghdad businesspeople list financing and cash flow as their most
intractable problems. By comparison, cash flow is a much less significant issue in
the country as a whole. Whether due to security or other factors, such services lag
significantly in East and West Baghdad. Fewer Baghdad businesspeople use any
bank services than Iraqgis as a whole, fewer borrow from banks or microloan facilities,
and more make use of business and family savings and trade credit. These factors
tend to keep retail trade limited and small.

We have labeled the economy of Baghdad as "informal" throughout this report.
Equally applicable terms for the economy would be "underground" or "shadow."
Baghdad business owners distrust government less than Iraqis as a whole, but they
have a very low opinion of government processes, and politicians. They tend to keep
less careful, more guarded records of their activities and to turn to government less
than elsewhere for help. The diverse, informal, trade-orientation of the business
community retards other elements of a healthy business growth.

At both a personal and business level, Baghdad businesses are less invested in
technology, education, and training. Business owners are less apt to join
professional or trade associations. They are more likely to use informal methods of
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getting the word out about their products and services, and in fact make almost no
use of emerging communications and Internet facilities, or even print advertising.

Baghdad businesses are likely to be labor intensive and their labor force is likely to
be unskilled and untrained. SME owners and managers are not generally happy with
the quality of their workforce. They tend to prefer family members to "strangers."
These factors contribute to the especially high unemployment and underemployment
rates in Baghdad. Workforce supply and demand issues, plus the informal nature of
the economy have encouraged a degree of labor abuse and lack of regulation
beyond most other areas of the country.

Major sub-sectors in the Baghdad SME makeup include:

e Trade, especially retail trade, but also wholesale. Largely local, as opposed
to national or international. Nearly one-third of Baghdad business value is
provided by retail trade in foodstuffs, fashion, and furniture, plus parts and
services for vehicles and communications.

e Wholesale and retail trade, especially supporting tourism, and containing
more large SMEs than average in Iraq, but a significant number of small retail
establishments.

e Construction, mostly in support of the rebuilding of physical infrastructure,
plus the manufacture and distribution of construction materials.

e Manufacturing, in furniture, metals, clothing, and food processing

e Hospitality, including tourism and hostelry, but even more focused on
restaurant services.

e Transportation, often local, and related to the movement of both goods and
people.

e Agriculture, including the typical staple farming of wheat, barley, dates,
livestock, and fish.

1.2 CONSTRAINTS

According both to the statements and complaints of business owners and the
accumulated economic data, security is the major constraint facing Baghdad
business. Though it varies slightly in its impact from West Baghdad to East Baghdad
to Baghdad Qada, security is a constant concern. Though it ebbs and flows with
political events and general stability, security poses a concern that invades every
area of business endeavor. Security issues cannot be understood without reference
to the intense sectarian struggles that still wrack the city. While an increasing
number of neighborhoods are "mixed" Shia and Sunni, the overall total of such
neighborhoods is small, and Baghdad has become a checkerboard of more or less
"ethnically cleansed" regions. This impacts issues of transportation, supply, and
market demand, and tends to keep businesses local and informal in structure.
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A second factor of importance is the overwhelming presence of the underground
economy. Its effects radiate throughout the business community, impairing financial
arrangements, the ability of companies to seek advice and support, the adoption of
technology, the modernization of business practices, and hence the growth potential
of all businesses, especially in the non-agriculture sectors. Baghdad enterprises are
especially hard hit by cash flow impairments.

Whether due to issues of lack of registration, the underground economy,
infrastructure weaknesses, or security, a frequent complaint has been the
overwhelming presence of corruption throughout the value chain, from the
complexities of the registration process, through the acquisition of materials and
supplies, through sales to SOEs and major purchasers, to the banking structure.

SME owners in Baghdad, to a degree greater than their peers elsewhere in Iraq, lack
managerial capacity. This is in part a result of business size, in part a result of the
underground economy, and in part a matter of the high small retail structure of the
business community and its low degree of associational activity.

The informality of the economy also impacts all areas related to labor regulation, from
training to safety. Most training is in-house training, rather than formal training, and
most workers are unskilled.

From the standpoint of general environmental factors, sectors, sub-sectors, and
individual firms, Baghdad SME businesses have found themselves constrained by
the following factors:

e Lack of adequate security.

e Lack of a sustaining physical infrastructure, especially regarding
transportation, and to a lesser extent, electricity and water.

e Lack of adequate business infrastructure, seen in the inadequate banking
system and lack of institutionalized positive banking practices and access to
loans and other sources of capital.

e Lack of formal support systems, plus business practices that sometimes do
not make the best use of the infrastructure in place.

¢ Relatively high and consistent unemployment and underemployment.

e A culture that endorses informal labor, sales, regulatory, and financial
practices.

e Endurance of sectarian conflict, which restricts markets and supply chains.

e Corruption that has become endemic and accepted, impacting all aspects of
business finance, reducing competition to price wars with chokepoints that
require payments to penetrate,

e Shortcomings throughout the human resources value chain, from acquiring
employees, through training the workforce in quality, supervisory skills, and
business management, to issues of wage and safety regulation.
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13 OPPORTUNITIES

Constraints always create opportunities, especially when they operate at the sector
and firm level, and are not so embedded in the culture as to be part of a business
environment that cannot easily be altered. The research indicated the following
opportunities, to be realized through direct interventions:

e Conduct managerial training for SME owners, managers, and skilled
employees at every level, to improve product quality and to stimulate
employment for feeder industries to SOEs and the wholesale and retail trades
that support hotel and restaurant related industries.

e Conduct training in technologies for improving business efficiency,
communications, and advertising.

e Build on the growing support for women owned business to create a
sustaining entrepreneurial culture to take advantage of a resource that once
was strong and now is significantly underutilized.

e Educate business owners on the importance of transitioning to more formal
organization of their businesses and workforce, in order to take advantage of
available banking, advisory, and associational resources.

e Encourage the development of business and professional associations
specifically dedicated to business improvement and advice.

e Focus on productivity improvements, especially in equipment and supply, for
agribusiness.

Differentiate SME business development services according to the area served.
While the needs for management training and financial infrastructure improvement
are general, the SOE/government vs. tourist vs. agricultural/horticultural distinctions
between East Baghdad, West Baghdad, and Baghdad Qada present opportunities for
highly targeted services.
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2. BACKGROUND

2.1 OBJECTIVE

The objective of this report is to highlight and provide analysis of the constraints
faced by small and medium sized enterprises in the Iragi capital province of
Baghdad. The report also makes recommendations on how some of these
constraints can be overcome through targeted assistance to SMEs. Special
emphasis is placed on the role of Small Business Development Centers in
developing strategies and initiatives to deliver this targeted assistance.

More specifically, the report aims to:

¢ Identify key SME industries in Baghdad
e Provide general categorization of Baghdad SMEs
e Assess firm-level operations to highlight:
0 Input constraints
o Output constraints
o Management constraints
e Describe business-enabling environment constraints as they pertain to
Baghdad SMEs
e Make recommendations to improve the competitive standing of Baghdad
based SMEs

2.2 SURVEY METHODOLOGY

For this report, a mix of field-based qualitative and quantitative research
methodologies was utilized to generate the key outputs highlighted above. Research
components included i) field surveys, ii) focus group discussions, iii) interviews, and
iv) desktop research. The complete assignment was undertaken between the
beginning of July and the end of September, 2009. Appendix 3 outlines key
assignment activities and the dates during which they were undertaken.

2.2.1 Term Definitions

SME — Small to Medium-Size Enterprise: The definition of SME is the same one
used by the Government of Iraq. The definition is based on the number of
employees for size classification. One to two employees is MICRO, 3-9 is SMALL,
and 10-30 is medium. Companies having more than 30 employees are regarded as
large. In our definition, “employees” include the business owner as well as family
members that are working for the enterprise, be they paid or unpaid. Business
premise location is not factored in to the definition, nor is registration. We did not
distinguish between registered and informal enterprises in the definition of SMEs.
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“lIrag Companies” or “lraqg SMEs”: Throughout the report, comparisons are made
between the specific province that is under study and the rest of Iraq. This study is
part of a larger project which incorporated all of the provinces of Baghdad, Salah ad
Din, Anbar, Babil, Baghdad, and Dhi Qar. What is referred to as the “rest of Iraq” or
Iragi companies in the report when comparisons are being made is the total
aggregate of the other provinces upon which the focus of the report is not directed.
For example, in the report concerning Baghdad, “Iraq SMESs” refers to SMEs in Najaf,
Salahhadin, Anbar, Babil, and Thi Qar.

2.2.2 Field Surveys

A major component of the research assignment was the surveying of 2,494 private
businesses in Baghdad. 798 were surveyed in East Baghdad, which included the
districts of Karada, 9 Nisan, Rusafa, Sadr City, and Adhamiya; 874 were surveyed in
West Baghdad, including the districts of Mansour, Kerkh, Kadhamiya, Ameriya,
Bayaa, Amal, Saydiya, and Dora; and 823 were surveyed in the Baghdad provincial
districts surrounding the city (referred to in Arabic as “Aqdhiya — plural form of Qada”
meaning essentially “districts.” The Aqdhiya included Taji, Tarmiya, Istiklal, Mada’in,
Mahmoodiya, Yousifiya, and Abu Ghraib.

The survey sought to answer research questions pertaining to SME characteristics
and constraints through a mix of open-ended, ordinal, dichotomous, nominal, and
scale questions. The survey contained 560 independent variables and was
administered in interview format by trained researchers during the period of 25 July
to 18 August, 2009. A copy of the survey is attached in Appendix 3.

An introductory note to enterprise owners was attached to individual surveys,
explaining the goals of the surveys, how people were selected to participate, a
charter of their rights as survey participants, and contact information should they
have any complaints or suggestions.

2.2.3 Survey Design and Pretesting

The survey was designed by USAID-TIJARA with input from 4points and KCED as
implementing partners, and was further amended to reflect recommendations
highlighted in the pretesting phase.

Prior to pretesting, the Baghdad research team attended training on interview and
survey administration techniques. The training also included explanation of
gquestionnaire terminology, a simulation exercise, and individual and collective
feedback sessions.

The Baghdad research team pretested the survey to 130 enterprise owners under
undeclared pretesting conditions with the objective of i) testing survey question
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variations, ii) evaluating respondent understanding of the questions and terminology,
iii) determining task difficulty, iv) assessing research team capacity and capability, v)
tweaking survey logistics (e.g. getting the surveys to and from Baghdad, supervisor—
interviewer coordination), vi) determining the intensity of required quality control
processes and field team follow up, vii) testing data entry, data entry quality control,
and data clearing process, and viii) evaluating respondent accessibility.

Outcomes of the pretesting phase included reducing the number of survey questions,
reframing others, including terminology definitions within the survey, intensifying
survey administrator and supervisor training, increasing quality control procedures,
providing survey administrators with answers to frequently asked questions by survey
participants, and increasing the number of data entry personnel.

1.2.3 Sampling: Sampling Frame

The starting point for determining the sampling frame was accessing Chamber of
Commerce membership records in Baghdad. The intention was to use these records
to define the target survey population across industries and draw preliminary
generalizations in preparation for sample selection. However, Chamber records
were insufficient in number, often lacked key information, such as contact
information, and did not appear at all representative of the SME sector in Baghdad
(e.g. the Chamber dataset did not include unregistered companies and housed a
disproportionate number of retail enterprises — 95%).

After deliberation, it was decided to use multistage stratified cluster sampling to draw
the survey sample. Clusters were determined to be the economic sector in which an
enterprise operated and the size of the firm based on its number of employees.

The first stage was to define economic sector clusters. To do this, the research team
studied commercial registry entries at the Ministry of Trade, reviewed other SME
survey definitions from the region and beyond, and consulted the IDISC. To
maximize sampling heterogeneity, recommendations for ten economic sectors
clusters were discussed within the USAID-TIJARA team and finally accepted after
minor modification. The clusters are i) agribusiness, ii) construction, iii)
manufacturing, iv) professional services, v) retail and wholesale trade, vi)
transportation and storage, vii) restaurants, hotels, and tourism, viii) communication,
ix) electricity, gas, and oil, and x) others.

The second stage was to attempt to determine the size of each of these economic
clusters by number of enterprises or economic output in order to weigh the survey
sample across the clusters. In the absence of reliable economic data, the research
team attempted to construct cluster representation by i) exploring the results of
previously conducted private sector surveys in Iraq, ii) researching Government of
Irag (GOI) published data, iii) talking to GOI and Chamber of Commerce subject
matter experts, iv) seeking input from Provincial Reconstruction Team advisors, V)
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discussions amongst the research team which were led by the Baghdad Area
Coordinator, and vi) results from the survey pretesting.

Once preliminary understanding of each of the economic sector clusters was
established, sample weights were assigned. The manufacturing, agribusiness, and
hospitality and tourism sectors were over-enumerated to ensure adequate
representation and increased homogeneity among the cluster sets. Upon completing
this process, the research team sought to stratify the sample by enterprise size using
the following categories provided earlier: 1-4 employees, 5-10 employees, and >10
employees.

In cross-tabulating economic sector clusters with enterprise size, the third stage was
to determine the sample size within each of the (economic sector) X (SME size)
tracts. To do this, the research team referred back to the resources highlighted above
and constructed a proposed sample distribution across economic sector and
enterprise size.

As with the economic sector stratification, the research team decided to over-
enumerate tracts in the more than 10 employees category to ensure adequate
representation at medium sized firm levels.

Once completed by the research team, the distribution model was tweaked further by
USAID-TIJARA based on internal sources and further consultations with subject
matter experts, and was then put forward for implementation.

highlights the sample distribution for Baghdad.

Table 2-1: Proposed Sample Distribution by SME Sector and Size — Baghdad

Number of Employees

Sample
Sector Distribution | Numberof | 4 5-10 —
(%) Enterprises Employees
% % #
Agribusiness 11% 268 37.7% | 101 | 52.6% | 141 | 9.7% | 26
Construction 7% 166 38.0% | 63 41.0% | 68 21.1% | 35
Manufacturing 13% 335 35.2% | 118 | 43.9% | 147 | 20.9% | 70
ggﬁigg’”a‘ 19% 473 58.4% | 276 | 35.3% | 167 | 6.3% | 30
ﬁggfsa'e' Retail 33% 830 59.3% | 492 | 34.8% | 289 | 5.9% | 49
gg:‘;gg” and 3% 83 66.3% | 55 |31.3% |26 |2.4% |2
:ﬁéefc;u'fgf;a“rams 7% 166 313% |52 | 554% | 92 | 13.3% | 22
Communications 3% 71 70.4% | 50 26.8% | 19 2.8% 2
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Electricity, Gas, Oil 2% 43 69.8% | 30 23.3% | 10 7.0% |3
Others 3% 77 70.1% | 54 28.6% | 22 13% |1
Total 100% 2513 51.4% | 1291 | 39.0% | 981 | 9.6% | 240

2.2.4 Sampling: Sample Size and Respondent Selection

The research team set a target sample size of 800, although contractually only 500
surveys were required. The team reasoned that sheer numbers would overcome any
shortcomings imposed by distortions in the quantity of interviews requested, offset
those caused by the inevitable disqualified responses, improve the potential accuracy
sample stratification, and ultimately bring the sample even closer to total population
representation.

With no directory on which systematic random respondent selection could be based,
researchers were instructed to use a mix of chain referral and haphazard respondent
selection methodology. Haphazard selection meant that researchers conducted the
survey interview with any enterprise owners that were willing to take the survey.
Chain referral, i.e. asking a survey respondent to recommend someone else s/he
knows to participate in the survey exercise, was especially critical in low intensity
economic sector and high employee size tracts. Notably, field researches also
claimed that respondents resulting from chain referrals were more accommodating
towards completing the survey, often more willing to give up more of their time, and
has fewer no-response answers.

2.2.5 Sampling: Geographic Coverage

As per contractual requirements, the survey exercise covered the city of Baghdad
and surrounding Qada areas. The following table highlights key survey areas and
gives the approximate percentage of surveys completed within each area.

Table 2-2: Sample Distribution by Geographical Area Within Baghdad

Area % of Completed Surveys ‘
East Baghdad 32%
West Baghdad 35%
Baghdad Qada - Surrounding Areas 33%

As mentioned above, East Baghdad includes the districts of Karada, 9 Nisan,
Rusafa, Sadr City, and Adhamiya; West Baghdad includes the districts of Mansour,
Kerkh, Kadhamiya, Ameriya, Bayaa, Amal, Saydiya, and Dora; the Baghdad Qada
provincial districts surrounding the city (aqdhiya) includes Taji, Tarmiya, Istiklal,
Mada’in, Mahmoodiya, Yousifiya, and Abu Ghraib.
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2.2.6 Survey Design and Pretesting

One of the most difficult challenges associated with the research project was
recruiting competent and experienced research staff to conduct the survey
interviews. The concept of professional survey researchers is very new to Irag, and
certainly alien in most of the provinces in which the survey was conducted, including
Baghdad. The situation was not helped by the complexity of the questionnaire, an
unsettled security situation, and a highly demanding pool of respondent business
people. To overcome these challenges, the project team ran recruitment
advertisements in national newspapers, offered above-market remuneration
packages, and invested heavily to develop survey and interview training material.

A total of 29 Baghdad-based researchers and supervisors were contracted on a full-
time basis to conduct the survey in each of the three concentration areas of
Baghdad, for a total of 57. Researchers were required to meet certain age, education
level, and experience criteria before they were hired. The field research team for
each area comprised an Area Coordinator, two Quality Control Supervisors, and 26
researchers paired into 13 research teams. Appendix 4 outlines the field team
organizational chart for Baghdad and the names of the field research team.

The Area Coordinator oversaw overall implementation of the survey and acted as the
team’s focal point of contact with the Baghdad-based central office. Other functions
fulfilled by the Area Coordinator included: ensuring the safety and well-being of the
research team, scheduling interviews, and managing the enormous task of survey
logistics. He was also required to oversee the Quality Control Supervisors and 4
research teams.

Quality Control Supervisors were primarily responsible for providing supervision and
guidance to the research teams. The Supervisors helped schedule interviews,
distributed surveys, and checked completed surveys for consistency and completion.
Quality control staffwere also tasked with randomly visiting and calling enterprise
owners to validate survey responses.

In all, 48 Research Interviewers were hired to conduct survey interviews (26 in each
area). Interviewers operated in teams of two to mitigate security risks and discourage
fabrication.

As highlighted above, all field staff were required to undergo an intense one-day
training course on interview and survey techniques. The training focused on survey
interview procedures and skills and introduced the field teams to research objectives
and methodology. Time was also spent going through the survey questionnaire and
simulating interviews.

Area Coordinators and Quality Control Supervisors underwent additional training to
help them manage survey logistics, monitor research progress, and simulate some of
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the problems they might encounter and possible solutions. At the request of USAID-
TIJARA, the training was conducted a second time for all field staff.

In addition to the training, field staff were given three days to run practice surveys in
the field. During these three days, the Area Coordinator, Quality Control Staff, and
supervisors from Baghdad accompanied the researchers as they conducted the
surveys to provide guidance and immediate feedback on performance. Survey
respondents were informed that these were trial surveys, and that their responses
would not be included as part of the research.

2.2.7 Field Control

To ensure the completeness, consistency, and credibility of collected survey data,
several control procedures were put in place at the data collection and processing
stages. These procedures resulted in the research team rejecting between 2% and
8% of completed surveys due to data inaccuracy or incompleteness. Table 2-3 below
highlights field control results:

Table 2-3: Field Control Statistics

East Baghdad

Completed Surveys ‘ Rejected Surveys ‘ Accepted Surveys Rejection Rate

877 51 826 6%

West Baghdad

Completed Surveys | Rejected Surveys Accepted Surveys Rejection Rate

949 80 869 8%

Baghdad Qada — Surrounding Areas

Completed Surveys ‘ Rejected Surveys ‘ Accepted Surveys Rejection Rate

835 17 818 2%

Quality Control Supervisors

As noted above, field-based quality control staff acted as the first line of accuracy
monitoring. Upon receiving completed surveys, Quality Control Supervisors audited
the surveys for completeness and accuracy and were required to verify survey data
with a sample of the enterprise owner respondents.

Call Center
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The research team setup a centralized call center in Baghdad comprised of six staff
to reestablish contact with survey respondents and validate completed survey data.
At least 20% of all completed surveys were required to undergo phone validation with
the enterprise owners. The call center also kept a ‘watch list' of Researchers with
above average error rates or abnormal error types. Completed surveys from these
Researchers underwent 100% validation, which meant all their completed surveys
were revalidated with survey respondents until they were either removed from the
watch list or were proven to falsify responses, in which case their contracts were
terminated.

Field Coordinator

A senior Field Coordinator was hired to help manage the logistics of the survey
operation. One of his main duties was to provide guidance to field staff and conduct
spot visits to survey respondent premises to validate the survey responses in person.
The Field Coordinator spent an average of one day per week in Baghdad, during
which he would make three visits to survey respondents to validate responses and
attend at least three survey interviews with different research teams.

USAID-TIJARA Field Visits

USAID-TIJARA staff were also instrumental to the survey quality control process.
They randomly selected batches of completed surveys and visited survey
respondents in Baghdad to validate survey data and the survey experience directly
with the respondents. Approximately 10% of the required sample size was validated
this way in Baghdad. Upon completing the validation exercise, USAID-TIJARA staff
met with the Area Coordinator and Supervisor staff to give them direct feedback as to
researcher performance. On their return to Baghdad, USAID-TIJARA staff also held
debriefing meetings with the 4points Project Manager to highlight findings and
provide feedback.

Data Processing

Once completed survey data was populated into the data processing software, a
number of validation checks were run to help identify potential shortfalls during data
collection:

e Duplication tests were run to identify patterns of duplication from the same
research teams.

e Researchers’ results were benchmarked against one another and against
total population sets to highlight standard deviation differences.

Data Entry Control
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The data entry quality control process entailed i) two-pass verification — re-entering
randomly selected survey data and running discrepancy tests to check for any
keystroke or entry errors, and ii) arithmetic checks that balanced totals for salient
survey variables such as ‘number of employees,’ ‘asset holdings,’ etc.

In addition to the above, a number of structural elements in the program design also
helped ensure that data accuracy was maximized, including:

e Remunerating all field staff based on set monthly salaries, not the number of
surveys they completed, thereby minimizing the incentive for field researchers
to falsify information.

e Ensuring that researcher teams never had within their possession either
empty or completed surveys for more than a few hours at a time.
Researchers met with their supervisory staff each morning to receive their
day’s worth of surveys, and then met with them again at the end of the day to
hand over completed surveys.

e Surveys were stocked and archived in Baghdad and not in the field. They
were sent to and from the field on an almost daily basis.

e A zero-tolerance policy for falsified information was implemented.
Researchers or supervisors found to be falsifying survey information had their
contracts terminated immediately.

2.3 FOCUS GROUP METHODOLOGY

A total of 45 focus groups were conducted in Baghdad, 15 for each area, focusing on
a few major industries — auto services, construction, agriculture, light manufacture,
and transportation. The focus group discussions were used to validate survey results
and explain phenomena and outcomes that quantitative and qualitative analysis of
the data could not sufficiently explain. There were 7 to 12 participants per session,
led by a moderator assisted by a scribe who took down notes, and logistically
organized by the area coordinator for Baghdad. A layout of the focus group schedule
is provided here in Table 2-4, Table 2-5, Table 2-6 for reference:

Table 2-4: East Baghdad Focus Groups — Date, Industry, Location, and
Participants

. No. of
Date Industry Moderator Location .
Participants
29-Aug Industry - Dr. Ali Kareem 4points Research 11
Carpentry Center
Industry — Mr. Mohammed 4points Research
2 | 30-Au . : 11
9 Mechanical Shohaieb Center
3 | 31-Aug | COMStruction Dr. Ali Kareem 4points Research 7
Contractors Center
o Mr. Mohammed 4points Research
4 | 1-Sep Communications Shohaieb Center 7
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5 |2-Sep | Communications | Dr. Ali Kareem 4points Research 8
Center
6 | 7-Sep Construction Mr. Jasim Salem 4points Research 7
Contractors Center
7 | 8-Sep Industry - Mr. Jasim Salem 4points Research 7
Aluminum Center
8 | 9-Sep Industry —Metal |\ Jasim Salem 4points Research 10
Working Center
9 | 10-Sep Transportation |y, ja5im Salem 4points Research 9
and Storage Center
Tourism — - 4points Research
10 | 12-Sep Hotels and Rest. Mr. Jasim Salem Center !
11 | 13-Sep Agribusiness — |\ eolem 4points Research .
Nurseries ' Center
Tourism — : 4points Research
12 | 14-Sep Hotels and Rest. Mr. Jasim Salem Center 7
Tourism — - 4points Research
13 | 15-Se Mr. Jasim Salem 9
P | Hotels and Rest. S Center
14 | 16-Sep | Communications | Mr. Jasim Salem 4points Research 6
Center
15 | 19-Sep | lransportation |\ 5o cim salem 4points Research 10
and Storage Center

Table 2-5: West Baghdad
Participants

# | Date Industry Moderator

Focus Groups — Date, Industry, Location, and

Location No. of
Participants

1 | 29-Aug | ndusty - Dr. Talal Anwar 4points Research 10
Carpentry Center
2 | 30-Aug | Communications | Dr. Talal Anwar 4points Research 10
Center
Industry — Metal i
3 | 31-Aug y Dr. Talal Anwar 4points Research 10
Workers Center
Mr. Mohammed 4points Research
4 1-Sep Industry Shohaieb Center 10
Tourism — 4points Research
5 | 2-Se Dr. Talal Anwar 10
P Hotels and Rest. W Center
Transportation i
6 | 8-Sep P Dr. Talal Anwar 4points Research 11
and Storage Center
Construction i
7 9-Sep Dr. Talal Anwar 4points Research 7
Contractors Center
8 | 10-Sep | Communications | Dr. Talal Anwar 4points Research 10
Center
Construction i
9 | 12-Sep Dr. Talal Anwar 4points Research 10
Contractors Center
Industry — i
10 | 12-Sep stry Dr. Talal Anwar 4points Research 9
Sewing Center
11 | 14-Sep | Industry — Dr. Talal Anwar 4points Research 7
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Aluminum Center
Tourism — 4points Research
12 | 14-
Sep Hotels and Rest. Dr. Talal Anwar Center 8
13 | 15-Sep | Communications | Dr. Talal Anwar 4points Research 7
Center
Agribusiness — i
14| 15-Sep | o , Dr. Talal Anwar 4points Research 10
fish farming Center
Transportation i
15 | 16-Sep b Dr. Talal Anwar 4points Research 9
and Storage Center

Table 2-6: Baghdad Qada (Surrounding Area) Focus Groups — Date, Industry,
Location, and Participants

. No. of
Date Industry Moderator Location ° .
Participants

1 | 20-Aug | SOnStruction Dr. Sabah Al-Obaidy | 4POints Research 13
Contractors Center
Industry — : 4points Research
2 | 30-Aug Electricity Dr. Sabah Al-Obaidy Center 8
Agribusiness — . 4points Research
3 | 1-Sep Grains and Veg. Dr. Sabah Al-Obaidy Center 8
Agribusiness — | Mr. Mohammed 4points Research
4 | 2-Sep Poultry and Fish | Shohaieb Center 10
Agribusiness — .
5 | 2-Sep Farmers and Dr. Sabah Al-Obaidy 4points Research 9
. Center
Animals
Industry — : 4points Research
6 | 7-Sep Variety Dr. Sabah Al-Obaidy Center 8
Auto, Generator, . 4points Research
7 | 8-Sep Satellite Repair Dr. Sabah Al-Obaidy Center 10
8 | 9-Sep Agribusiness Dr. Sabah Al-Obaidy 4points Research 8
Center
9 |10-sep | MAusty— Dr. Sabah Al-Obaidy | 2Points Research 8
Sewing Center
10 | 12-5ep | MUty - Dr. Sabah Al-Obaidy | 2Points Research 11
Various Center
11 | 12-Sep IndL_Jstry B Dr. Sabah Al-Obaidy 4points Research 7
Various Center
Industry — Metal : 4points Research
12 | 13-Sep Workers Dr. Sabah Al-Obaidy Center 8
13 | 14-Sep | SCTViceS - Dr. Sabah Al-Obaidy | 4P0ints Research 7
Barbers Center
14 | 15-Sep | Agribusiness Dr. Sabah Al-Obaidy 4points Research 9
Center
15 | 16-Sep | Agribusiness Dr. Sabah Al-Obaidy | 4P0ints Research 9
Center
16 | 26-Sep | A9MIDUSINESS — | o hah Al-Obaidy | 4POINts Research 10
Animals Center
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Focus group moderators as a rule were all university professors (mostly in the fields
of business administration and economics). They were deemed as the best category
of professionals in Irag with enough audience addressing/control experience and a
grasp of fundamental business knowledge to lead the focus groups.

2.3.1 Training for Focus Groups

The project manager personally trained all moderators using advanced focus group
training materials and techniques. Moderators were trained in batches of two to
ensure that key techniques resonated. During the training, focus group simulations
were also conducted complete with actors playing the role of focus group
participants. Trainings took place over a whole work day, during which at least two
hours were spent talking about the program and discussing the objectives of the
exercise. All field coordinators were subjected to the training, and provided with all
the logistics instructions.

Similarly, session scribes were also required to attend a scribe training. They were
subjected to an outline of the program, as well minute-taking and scribe techniques.
An in-class simulation where scribes were tested on their ability to observe, listen,
and take detailed notes of the session was also conducted. Scribes that passed the
test were hired, while those who failed had their contracts terminated.

2.3.2 Materials

A focus group toolkit was created for use by the moderators and area coordinators.
The toolkit included detailed instructions on focus group logistics, agendas,
participant ground rule guidelines, scribe report outline, moderator report outline,
attendance sheets, lists of BEE constraints, a list of BDS services, example value
chains, invitation scripts, SPSS dataset printouts, and more.

2.3.3 Organization of Focus Groups

Each focus group was organized by the area coordinators working with the quality
control specialists to recruit the participants according to the pre-determined sector.
The recruiting was accomplished through calling survey participants, as well as
reaching out to new and additional businesses that would be able to attend in the
case that not enough of the survey participants were available to participate. A
challenge to the recruitment was that the all of the focus groups fell within the month
of Ramadan, wherein all work days are much shorter and people are in general more
tired and irritable and less available for extraneous activities that expend energy and
are not their main line of work.

Each focus group session was an average of 90 minutes long, with some
occasionally reaching up to two and a half hours. The moderator steered the
discussion around three main themes: 1) identifying the value chain — understand the
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players, what is local, where connections are made, and where there may be gaps
and inefficiencies, 2) business- enabling environment constraints — identifying
regulatory and infrastructure issues, and 3) firm-level constraints — identifying
shortcomings and challenges at the firm level. Towards the end of the focus group
discussions, an additional question was added regarding the identification of specific
regulations that the participants would like to see changed.

2.3.4 Quality Control

Each focus group discussion was video recorded and recorded on a voice recorder
for back-up. The scribe assisted the moderator and produced an independent set of
notes that would be used to compare with the moderator report submitted at the end
of the session. Quality control personnel in Baghdad reviewed the video recordings
of each focus group on a daily basis upon completion in order to ensure that the
focus group discussion was carried out properly and allowed for the best and most
informative discussions possible, and to evaluate moderator and coordinator
performance. Reports were prepared outlining key strengths and weaknesses and
were sent back to moderators and coordinators to correct any mishaps.

Focus groups all across the country, including in Baghdad, were halted for five days
between September 2 and September 7 in order to bolster efforts to ensure that the
following issues were better addressed: 1) moderator performance (moderators had
the consistent problem of not listening enough and talking too much), 2) some of the
coordinators were not doing a thorough enough job organizing the focus groups, and
3) focus group participants (even though sometimes very knowledgeable and
opinionated) were not necessarily reflecting their industry or cluster.

2.3.5 Focus Group Reports

Original focus group reports are available in Arabic and were used to bolster findings
throughout the final report. Brief summaries of each of the focus group discussions
are provided in English in Appendix 1.

24 THEORETICAL FRAMEWORK FOR THIS STUDY

2.4.1 Competitive Advantage/Value Chain Theory

The theoretical framework for the methodology prescribed is an updated version of
Michael Porter's "competitive advantage theory." It is a largely private enterprise
approach to creating a competitive marketplace of rivals who contend on the basis of
price, quality, and control of supplies or of markets. Rivals try to guard their
advantages through a variety of techniques.

When rivalry is fair, the theory argues that businesses succeed to the extent they
create value for their clients and customers. The theory tries to identify the assets
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that create an advantage for a business, business sector, or geography, and then to
build upon it.

One of the ways of creating and maintaining competitive advantage is to identify the
internal and external elements of business practice that add value to the final
product, and hence to the business. Such enhancing activities link together into a
value chain. Improvements to any link in the chain redound to the benefit of the
whole chain, and hence the competitiveness of the business itself. One can look at
improving the links in the value chain by identifying constraints that interfere with,
suppress, or block company value, or opportunities that advance it. A corollary to
this theoretical approach is that a business enabling environment (BEE) is one in
which constraints against creating greater value have been minimized. That is, the
removal of obstructions to creating a chain of value automatically improves the
business environment.

Both approaches are applicable in this study, but the constraint approach
predominates. That is largely because the focus of the study is improving business
services to SMEs that have been hurt by violence and that collapse of the economy
over the past half decade. Our assumption has been that a detailed study of the
market will lead to ways to overcome the negatives and to identify new opportunities
for growth and prosperity.

2.4.2 Heuristic Representation of Constraint Control

Ultimately, this report comes down to what interventions best are able to deal with
the constraints. To understand the degree of control an SME has over its
environment, we have created two graphics on the next page. The first indicates the
matrix of influences under which an SME operates. It suggests that the decisions
made by an SME depend on a variety of increasingly abstract and encompassing
environments, of which the largest is the business enabling environment itself. The
second graphic suggests the degree of control the SME owner has over those
environments.
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Figure 2-1: Illustrated Heuristic Representation of Constraint Control
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For example, a barley farmer is identified by his firm, belongs to the farming (or
perhaps vegetable farming) subsector of an agribusiness sector that may include
processing, transportation, retailing, etc., and operates in an overall business
environment that includes his water, electricity, transportation, etc. It follows that the
most effective interventions will be at the subsector and sector level, in terms of costs
and benefits and/or return on investment for the intervener.

We have used the phrase ‘sub-sector’ instead of ‘cluster,” since we are not
referencing clusters in the classic sense of the term and believe this more accurately
describes the situation. We also have used the terms ‘opportunity’ and ‘intervention’
interchangeably, preferring opportunity in most instances. Though we realize they
are not the same, the goal of this report is to identify the most opportune and fruitful
options for intervention, and not to prescribe types of intervention in detail.
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3. UNIQUENESS OF BUSINESS IN
BAGHDAD

3.1 GENERAL CHARACTERISTICS OF BAGHDAD

The heart of Iragi economy and society, Baghdad
often is seen as synonymous with the country by EEEG]CRENBR=FTola[oE-le MBITaiTelo =10l 1 (oS
outsiders. It is by far the largest population

A Capital: Baghdad

center. Baghdad houses all the institutions of the
national government and its security apparatus, Area: 4,555 sq km

. . (1.5 % of Iraq)
plus the key banking and other business support
and regulatory entities. Baghdad has been the Population: Z],(ltg?élé;ﬂo (24 %
area most affected by enduring sectarian clash.
Other areas may have had more intense bouts of |REESEIINENE LN
such conflict, but it is part of the warp and woof Female: 50%
of everyday life in Baghdad to an unmatched Geographical Rural: 13%
extent. Sectarian tension impacts Baghdad's Distribution: Urban: 87%
security, physical infrastructure, and business Population by District:
culture and outlook. It has a significant informal,
"shadow” economy. The city supports a (AN 1,624,057
surprisingly vibrant agricultural sector, but is Al-Sader 1,316,583
dominated by non-agricultural pursuits: light Al-Risafa 1,312,052
manufacturing that focuses on wood and metal Al-Adhamia 842,310
work, service industries, and especially retail Al-Kadhimiya 832,759
trade of all types. Baghdad tends to be a city of Mahmudiya 496,053

neighborhoods, whose trade activities and labor Al-Mada’in 332,883
base are family oriented and supported. Table Abu-Ghraib 326.626
3-2 provides highlights to key SME industry Al-Tarmiya 62,147

makeup in Baghdad.

Table 3-2: Approximate Makeup of SME Sector in Baghdad

. Light .
Construction % 'g . % Transportation
Manufacturing

Cons_tructlon Material and 63% | Carpentry 44% | People Transportation | 51%
Services
Construction Contractors | 37% | Metal Works 35% | Goods Transportation | 49%
Tailoring 18%
Others 4%
Agribusiness % Retail % Others %
Horticulture and Dates 52% | Food Stuffs 33% | Restaurants 33%
Wheat and Barley 31% | Vehicle Spare Parts | 19% | Barber Shops 19%
Livestock, Aquaculture 17% | Apparel Retail 14% | Medical Services 15%
and Poultry
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Mobile Phones & 14% | Electricity Generators | 13%

Computers

Furniture and White o Internet Cafes and o

Goods 10% SPs 9%

Others 10% | Bakeries 8%
Others 3%

The tone of the business culture is determined by special role of the province in the
seat of national government. Businesses are very diverse, and the landscape
includes a large number of many different subsectors with unique elements that
constitute challenges as well as opportunities for the Baghdad SMEs.

3.1.1 Baghdad Economic Landscape

Baghdad is a city that is split into two halves by an ancient river, the Tigris, which
runs straight through it more or less in a north to south direction. The western part of
the city contains the seat of Parliament and the Prime Ministry located in the
International Zone, as well as the well-known shopping districts of Mansour, the
restaurants of Harithiya (near Mansour) and the vast used car market of Bayaa,
south of the Airport Road, previously known as the most dangerous road in the world,
now the best maintained and arguably safest road in the city. The Airport Road runs
east-west coming out of the International Zone running west approximately 15 km to
the Baghdad International Airport.

Northwest Baghdad contains religious sites that Shia Muslims visit on pilgrimage,
which is the Famous Kadhum Mosque in Kadhamiya. The mosque is a round-the-
year attraction for tourists and locals alike, who also stop and wander through the
markets and small streets that lead up to the mosque shopping for wares, for the
kinds of things that tourists might be interested in.

Important transit lines lead out of West Baghdad connecting the capital with the rest
of the country. The road to Hilla, Najaf, and Karbala goes south out of West
Baghdad from Bayaa past Saydiya and Dora, through Yousifiya and Mahmoudiya on
to Hilla, the heart of the Babil Province. The road passes by the Awereej industrial
area, home to many private small industrialists. The Abu Ghrayb Road leads due
west out of Baghdad, and used to be the main road to the western part of the
country, passing by the College of Agriculture of the University of Baghdad before
continuing on to Fallujah in the Anbar Province. This road is less travelled now ever
since the modern four-lane expressway that takes road traffic all the way to the
Jordanian Border was finished off by Japanese contractors during the embargo days.
Travelers that travel this road to Jordan or Syria will pass by the major towns in
Anbar without even seeing anything of their markets or city-scapes. Abu Grayb is
well known for its agriculture, the SOE Dairy Manufacturing plant, and the infamous
Abu Ghryb prison.
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Heading northwest out of the city is the main four-lane highway that leads to Mosul
and the main artery connecting Baghdad to the northern part of the country. The
road is currently plagued with checkpoints, with the distances from checkpoint to
checkpoint the no further than the furthest distance in one’s line of sight to ensure
that travelers and commerce along the road safely can transit between Baghdad,
Taji, Balad and reach Samaraa in Salah ad Din Province before the frequency of
stops lets up. The road was previously impassable due to looters and other kinds of
criminal activity that prohibited transfer of goods along the route.

East Baghdad is the home to the large wholesale markets of Shorja (in Rusafa
District) and Jamila (in Sadr City), as well as a few prominent industrial zones. Boob
As Sham is a collection of private industrialists in the Adhamiya District (in northeast
Baghdad) leading out to the Qada of Istiklal, Zafraniya in southeast Baghdad is home
to large state-owned industries (Cement and others) and large and smaller private
industries alike, including the bottling plant that produces Pepsi Cola for all of Iraqg.
Zafraniya is the poorer part of the Karrada District which boasts an industrial area of
its own called Nadhamiya, home to private industrialists and SOEs alike (vegetable
oils, cigarettes, and the famous leather company).

Shopping is popular in the Karrada “In” market area between the Baghdad University
and the Bab Al-Sharjy area on the Karrada peninsula. Shopping is also popular in
the areas near to the river further on up towards Adhamiya. The famous Abu Nuwas
area is well known for its fish restaurants and even bars. The Rasheed Street that
continues on from Abu Nuwas until Bab Al-Muatham is the oldest street in Baghdad
and once, a long time ago, the central location of commerce containing markets for
gold and silver, books, and many other kinds of goods that represented what
Baghdad was once famous for, still remaining today as remnants of specialized
trades and crafts. Other centers shopping and gathering include Palestine Street
and Zayouna, both frequented by mostly east Baghdad residents looking to enjoy an
evening out.

Most major hotels are in east Baghdad, including the Baghdad Hotel (1% 4-star hotel
in Baghdad in its day) and the Babil Hotel, as well as the Ishtar (known commonly as
the “Sheraton”) and Palestine hotels, along with a collection of other notable hotels
that are smaller but equally as important and appealing to different interests.

Although the seat of higher parliamentary and prime ministry government is in West
Baghdad, many of the ministries that lead the public sector and create the vast
majority of the public sector employment for Baghdad residents and Iraqis all over
the country are located in East Baghdad. Ministries of Oil, Industry, Agriculture,
Higher Education, Labor, Finance, and the Baghdad Municipality are a notable few.
Most contracting activity between private and public sectors in some form or another
passes through these ministries, requiring frequent visits. Notable officials also
reside in the Karrada District, due to the fact that it is a safer area, and kept as such
by security forces loyal to the Iragi Government and to private interests alike.
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East Baghdad is home to the famous Sadr City, boasting, according to some
estimates, up to 3 million inhabitants and a vast pool of mostly unskilled labor (high
percentages of which are unemployed), those of whom have jobs spreading out all
over the city to work various low-paying jobs. Sadr City also contains one of the
most important wholesale markets for the entire country on its outskirts in the Jamila
neighborhood area.

Understanding the economic landscape of the city helps one to understand the
different dynamics that make businesses in each area unique, each with a slightly
different set of issues. It is also necessary that one understand the social and
political landscape of Baghdad and its various districts, as these factors also greatly
influence economic trends that are particular to different areas in the city. Although
social and political factors are not covered in this report in any great detail, Chapter 7
goes further in depth looking at differences in the SME community make-up that vary
between geographic areas in the city (east, west, and surrounding areas).

3.2 SIZE AND MAKEUP OF BAGHDAD ENTERPRISES

As a percentage of business organization, Baghdad contains less medium and large
businesses than the Iraq aggregate (see Figure 3-1 below) and more micro
businesses. As would be expected, more of the medium-sized businesses are in the
manufacturing and construction sectors where larger numbers of employees are
needed to sustain business. Larger concentrations of micro businesses are in
services and trade (see Figure 3-2 below).

Figure 3-1: SME Composition by Size

Micro, Medium,
Iraq 21.8% Small, 62.3% Large, 1.3%

Micro, Mediu
Baghdad . Small, 62.2% 12%”' Large, 0.8%
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Figure 3-2: The Baghdad SME Sector Makeup — Size and Sector
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Businesses are on average newer entities. Over 50% of businesses surveyed have
been created or established since the fall of the previous regime. They make more

frequent use of both unskilled and administrative labor.
ownership about twice as much as they do in other provinces.

Women penetrate SME

Retail and professional services in Baghdad are somewhat more important than the
national average (see Figure 3-3 below). The different level of business maturity and

type flows from this fact.

We can expect such an area to have a many new

businesses that are more dynamic, able to adjust to different operating environments
and changes in the enforcement policies of laws affecting their businesses.
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Figure 3-3: Baghdad and Iraq Sector Makeup Comparison
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Given the high rate of political and security volatility in Baghdad, as well as the fact
that businesses in Baghdad are in the spotlight when it comes to enforcement of
norms and regulations that affect the entire country, it is reasonable to assume that
businesses will seek to reduce their profile as much as possible, manifesting in a
lower index of registration. This is true all over Iraq on the average (see Figure 3-4
below).
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Figure 3-4: Informality Comparison — Baghdad vs. Iraq
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Baghdad SME Owners tend to have lower levels of assets. Almost half of all SMEs
in Baghdad have less than $9000 (10 Million IQD) in assets. Much of those assets
reside in inventory, cash, and somewhat machinery and equipment.

Figure 3-5: Baghdad vs. Irag SME Asset Base Size (Dinar Iraqi)

Baghdad

M Rest of Iraq

N Q 0% 10% 20% 30% 40% 50%

3.3 RETAIL ORIENTATION

Retail and wholesale sales represent a large slice of business for obvious reasons.
In addition sales to government are somewhat significant in Baghdad. The
government sales may have to do primarily with contractors and contracting activity
in building and in supplying the government through government contracts with the
various ministries.
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Figure 3-6: Main Customers for Baghdad and Other Iraq SMEs
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In reaching out to customers, and as might be expected, Baghdad SMEs are
somewhat more sophisticated than their counterparts in the rest of Irag. Use of cold
call techniques, flyers, newspaper/billboards, trade fairs, industry conferences, and
internet advertising are all more commonly used in Baghdad as effective techniques
for reaching out to customers. In the case of street advertising, Baghdad SMEs use
this technique almost twice as much, and utilize trade fairs nearly three times as
much as SMEs do in other parts of the country (see Figure 3-7 below).
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Figure 3-7: Techniques Used to Reach Customers - Comparison
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Unexpectedly, computer (18% Iraq, 16% Baghdad) and network ownership (3% Iraq,
2% Baghdad) are a little lower than the rest of Irag on the whole.

3.4 FORMS OF BUSINESS SUPPORT

Baghdad SME owners join business and professional organizations at a lower rate
than Iragi businessmen in other regions.

Figure 3-8: Business Association Membership for Baghdad and Other Iraq
SMEs
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Baghdad Don't Belong, 88%
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They expect support for networking to develop customer and supplier contacts, to
share knowledge, and to build their capacity. They seek advice heavily from friends
and family as well as staff, staff a little more than the Iragi average. Advice sought
from others such as from accountants and other specialists, is all less than other
Iraqis.

Figure 3-9: Seeking Outside Support and Advice — Baghdad vs. Iraq SMEs
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Baghdad SMEs do less formal training of their employees and tend to do it in-house.
The kinds of BDS they seek to a greater extent than their fellow businessmen
elsewhere are across the board numerous. The more striking contrasts are depicted
in Figure 3-10. The most highly regarded kinds of BDS services that a BMO can
provide include financial information and assistance, legal information and
assistance, and exporting and legal consulting.
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Figure 3-10: BDS Services the SMEs Want (Baghdad v. Iraq)
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3.5 SPECIAL CONSTRAINTS AND CONCERNS
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Other Iraq -
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Important

When asked to name the single most important constraint of doing business in
Baghdad, security placed first by far, followed by cash flow and financing and then
energy shortages. Regulatory concerns are not high on anyone’s list for the simple
fact that lack of enforcement and the presence of corruption that has permeated all
levels reduce considerably the felt effects thereof.

Table 3-3: Ranking of Top SME Business Concerns and Constraints

Baghdad

Concern /
Constraint

Weighted

Score?

Rank

Iraq

Concern / Weighted
Constraint Score' Rank
Energy Shortages 2.451407 1
Raise finance for 2 246803 >
growth

Security

2.775461

Raise finance for

growth

2.295509

! Weighted score is generated by weighting the frequency of responses for ranking of 1 with
a weight of 5, ranking of 2 with a weight of 4, ranking of 3 with a weight of 3, ranking of 4 with
a weight of 2, and ranking of 5 with a weight of 1. The weighted frequencies for each ranked
response were then totaled and added together to produce one ranking containing all issues.
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Economic

: 2.069309 3
environment
Security 1.988491 4
Cash flow 1.940409 5
High competition 1.055754 6
Access t(_) _busmess 0.86624 7
opportunities
Keep up with new 0.763427 8
technology
Employee skl 0632737 | 9
limitations
Access to market
intelligence/ 0.60844 10
information
Governmental 0.248849 | 11
regulations

Cash flow 2.242582 | 3
Energy Shortages 2.075782 | 4
Economic 194186 |5
environment

Access to business

opportunities 0.989174 6
High competition 0.7085 7
Keep up with new 0599439 |8
technology

Access to market

intelligence/ 0.54571 9
information

Employee skill 0.488773 | 10
limitations

Governmental 0.255814 11
regulations

Baghdad small business owners make surprisingly less use of the banking system
than other Iragi SMEs and have fewer multiple accounts. Only 8% of Baghdad SMEs
reported having a business bank account, compared to 11% of other Iraq SMEs that
have business bank accounts. Also, 2% have reported having had loans, compared
to 3% of other Iragi SMEs.
demand. 89% of Baghdad SMEs, for example, are interested in long term financing
from banks, compared to 78% of other Iraqi SMEs.

This is not to say that banking services are not in
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4. BAGHDAD FIRM LEVEL
CONSTRAINTS

4.1 INTRODUCTION

Firm level constraints discussed here include the following:

e Access to Finance

e SME Organization dealing with SME perceptions of and participation in BMOs
e Information and Technology

e Managerial Constraints

e Labor Market Constraints

e Supply Constraints

4.2 ACCESS TO FINANCE CONSTRAINTS

SMEs were asked to highlight utilization of various sources of finance for their
business. Overwhelmingly, enterprise owners claimed to self finance through
business savings at least on occasion (97%), followed by personal savings (79%),
and family and friends (53%).

Trade credit is also a major source of finance with over 55% of enterprises reporting
customer advances as a source of credit, and 41% reporting supplier credit as at
least an occasional source of finance.

Credit market financing from banks and microfinance institutions is exceptionally low,
with 4% and 3% utilization rates respectively’. Money lenders as a source of credit
fair marginally better than banks and MFIs at 7.5%. Figure 4-1 outlines key sources
of business finance for Baghdad based SMEs.

% In a separate question enterprise owners were asked if they ever borrowed from a bank or
an MFI, only 2% of enterprises indicated that they had. This appears to contradict the
combined 7% utilization.
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Figure 4-1: SME Sources of Business Finance
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Several reasons appear to be driving Baghdad SMEs towards informal lending:

e Credit needs as indicated by survey results (see Figure 4-2) and discussions
with SMEs are primarily working capital requirements generally characterized
as minimal in value, and short in tenure. Whilst it appears at least some
banks are able to fulfill credit needs of this nature they remain relatively
expensive credit products in the opinion of SMEs. Discussions also highlight
that the majority of enterprises are unwilling to undertake the transaction
costs associated with bank lending for small-ticket loans of this nature unless
they faced with no other choice.
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Figure 4-2: SME Level Financing Need
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e SMEs are clearly under-banked and underserved by the formal banking
sector. Only 8% of SMEs hold bank accounts. Amongst the main reasons
cited as barriers to dealing with banks are liquidity constraints, lack of
confidence in the banking sector, inexperience with banks, tax authority
related issues, non-convenient geographical locations of banks, and
cumbersome procedures.

e Fully secured lending is still the most predominant form of lending by Iraqi
banks. This undermines the ability of many enterprise owners to approach
banks for credit facilities. Enterprise owners with prior bank credit experience
or who attempted to secure bank credit cited collateral requirements as high
as 250% of loan amounts.

e The religious beliefs and practices of SME owners appear to also adversely
affect demand for credit market financing. A large number of SMEs claimed
usury/ interest as the major deterrent to taking bank loans.

e High interest rates appear to be another source of concern for SME
borrowers. Many entrepreneurs claim negative spread between their trade
margins and the cost of bank funds. Whether enterprise owners are referring
to actual or perceived interest rates is unclear, however this is view held by
both bank and non-bank borrowers.

e Corrupt practices by banking officials and loan officers are another reason
claimed by SME owners for shunning bank credit. Stories of credit officers
requesting up to 30% of the principle loan amount in graft to approve loans
are not uncommon as indicated during focus group discussions.
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e SMEs also cite procedural complications coupled with lack of banking
knowledge/experience as a major constraint to dealing with banks and
entering the formal credit system. At least 10% of SMEs claim to have
approached a banking institution for credit, but were either turned down or put
off by the procedures involved, including preparation of financial statements,
business plans, and projections.

e lragi banking inefficiencies and inaccessibility has created substitute credit
channels that are now the norm in industries such as farming, livestock
breeding and retail trade. In the case of farming, farmers and land owners
borrow from fresh produce/livestock traders against pledges to sell/broker
harvests to or through the trader. These arrangements are so well established
that mechanisms for debt pooling, transfer, and even arbitration protocols
have been established around them. These arrangements are mostly interest
free to the farmer and offer incentives that regulated financial institutions such
as banks and MFIs will have to compete hard against.

4.2.1 Banking Services

As highlighted above bank penetration rates are exceptionally low amongst SMEs;
only 8% of surveyed enterprises claim to hold a business bank account. Over 70% of
these enterprises bank with public institutions, namely Al-Rasheed, Al-Rafdayn, and
the Agricultural Bank. Common reasoning as to why Baghdad based SMEs prefer
public banking institutions over private banks include i) public banks are more
accessible by virtue of their branch network, ii) confidence levels in public banks are
higher than those for private banks, iii) long standing relationships with state owned
banks pre-dating the emergence of private banking in Irag, and iv) some enterprises
claim they are mandated to bank where they do by virtue of sector in which they
operate (e.g. farmers overwhelmingly bank with the Agricultural bank), or because of
trade links with suppliers, customers, and other business partners force them to bank
at the same bank.

Of the 8% banked enterprises, approximately 23% manage more than one bank
account. In most instances SMEs have more than one bank account to make up for
limited networking between banks and limited branch networks at the same bank.

Deposit and savings service have the highest usage rates amongst SME banking
customers in Baghdad, with an average of 15% of SMEs utilizing this service. This
ratio is higher than the 8% account holders highlighted above, however it must be
noted that the 8% pertains to business accounts, whilst the 15% is a combination of
both personal and business accounts. Out of necessity, many entrepreneurs appear
not to make the distinction between business and personal banking, with personal
bank accounts utilized towards business needs and vice versa.
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Because the vast majority of SMEs are not registered, they are unable to open or
maintain business accounts as banks require proof of registration in order to open an
enterprise account. The situation is exemplified by a medium sized enterprise owner
when quizzed about keeping business and personal bank accounts separate, “...its
important for me to keep my business and personal accounts separate, especially
since | deposit my government pension in my bank account every month and | would
also like to bring my brother into the business as a new partner, however my bank
wants me to renew my expired trade registration before opening a company
account”.

Other than deposit services, up to 8% of SMEs use bank fund transfers (including
check collection) services for trade related purposes. Over 14% surveyed enterprises
use one form or a combination of the following credit products: loans (3.2%), trade
finance (2.5%), overdrafts (3.7%), asset financing (3%), and real estate finance
(2.1%).

Figure 4-3: SME Banking Services Utilization
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