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1. Executive Summary

Following decades of centralised control of the Iraqi economy and despite the Government of Traq’s (Gel)
recent successes in achieving macroeconomic stabilisation (national budget, retail prices), the capacity of the
Iraqi private sector to provide sustainable employment and alleviate poverty continues to encounter difficulties.
So far, public efforts have focused on providing a social safety-net to the most vulnerable in the Iraqi
population, increasing public sector employment, and on a contimation of the quasi-universal provision of a
food basket. Early efforts to promote the Iraqi private sector by the Gol have been limited to foreign investment
_ promotion and have not covered the whole spectrum of legislative and policy instruments required. The impact
of Gol efforts have also been heavily constrained by the lack of security, political stability and other governance
issues. The potential for short to medium term employment generation and the sustainable growth of domestic
investors, which are primarily small and medium sized enterprises, has to-date received insufficient attention
thus far under Gol efforts. Concurrently, an inadequate legal framework has hindered the restructuring of the
state-owned enterprises (SOEs) and limited employment alternatives for over 600,000 employees currently on

SOEs payroll.

The Programme put forth in this document has emerged through a series of structured discussions with the key
Government stakeholders in the field of private sector development field and is designed fo address the
economic challenges outlined. High-level policy roundtables supported by the UN's Economic Reform and
Diversification Secter Outcome Team (ERDSOT) under the leadership of the Advisory Board of the Prime
Minister’s Office, have clearly defined a framework of eritical upstream and downsiream interventions, in line
with the provisions of the National Development Strategy (NDS) and of the Internationat Compact with Iraq
(ICD). The development of a growth-orientated and regulated private sector based economy is a central tenet of
both the NDS and the ICI and is a cross-cutting issue in both documents. “Revitalising the private sector” is
among the four pillars of the NDS and this subject is addressed within section 4.3. of the ICI which aims at
“Creat(ing) an enabling environment for investment, public and private, domestic and foreign, as a driver for

sustainable and diversified economic growth™.

This Programme aims at addressing these challenges and to contribute to the NDS and ICT both at upstream and
downstream levels, working with key Gol stakeholders at the central level and local levels. At the upstream
level, the Programme aims at improving the institutional environment at legal, regulatory, policy ‘and
administrative levels, to make way for sustainable private sector development over the long run. The upstream
effort will be overarched by the development of an adequately informed private sector development strategy
that will anchor the Government’s vision and stipulates required actions to be taken in the field. Supplementary
stipport at the upstream level has been requested to: assist in the strengthening of national capacities for private
sector development policies; corporatization and privatization of SOEs; enhancing access to business loans and
‘improved efficiency of the public micro-lending programme; and, the strengthening of operational, regulatory
and legislative envirorment for SME development. ' '

To showease, but also build momentum for the upstream level work, the Programme will also directly intervene
at the downstream level in depressed local areas of three governorates to generate direct impact in local
populations. Supplementary support at the downstream level has been requested by Gol stakeholders to: assist
in the developing of Jocal economic strategies and plans in line with national and governate-level frameworks,
and; in the implementation of economic and socio-economic recovery pilot projects in three selected
governorates. '

This Programme represents a consolidated strategic approach on the part of the UNCT in response to the multi-
sectoral, diverse challenges that are related to private sector development in Iraq. Tn this Programme, the
comparative advantages of six UN member agencies and two non-UN Sector members are pooled within an
integrated management structure to deliver targeted and relevant support to the Gol. This poo! of agencies will
be led by an overail Programme Director and a team of three high-level Programme Advisors channelling the



institutional knowledge of the three UN leading agencies on private sector development: UNDP, TLO and
UNIDO.

In line with the Paris Declaration on Aid Effectiveness, a Programme Steering Committee (PSC) will supervise,
monitor and facilitate the execution of the Programme. This PSC will be led by the Advisory Board of the
Prime Minister’s Office (PMO AB), which will also constitute the primary national counterpart for the
Programme in its day to day operations. The PMO AB will fulfill the task imparted to it by the Gol to lead and
coordinate a concerted effort of all public Iraqi institutions. Those public Iraqi institutions include, but are not
limited to: the Ministry of Planning Development and Co-operation (MoPDC), line ministries, the Central Bank
of Iraq, the National Investment Commission, and other public Traqi institutions concerned with the issue of
private sector development. The PMO AB will also lead the Task Force for Economic Reform and Private
Sector Capacity (TF), which has recently been established with the support of the ERDSOT and assembles
these diverse public Iraqi institutions as members. The TF will provide an ideal coordination structure for the
Programme to engage with on a strategic level.

In order to create and deliver a comprehensive set of private sector development reforms, Gol officials and the
ERDSOT have engaged in the design of the Programme with the key international stakeholders including the
World Bank (WD), the International Finance Corporation (IFC), the Organisation for Economic Co-operation
and Development (OECD), the International Monetary Fund (IMF) and the US Department of State (DOS).The
support for this Programme to be provided from these key international stakeholders has been clarified and will
be essential to the achievement of its outcomes. The Programme will rely on analyses produced by the WB and
the IMF regarding the ongoing reform efforts and solution identification for private sector development in Iraq.
The Programme will furthermore facilitate the participation of these international stakeholders in the'work of
the above mentioned Task Force for Economic Reform and Private Sector Capacity. This coordinated assistance
effort will help to ensure that duplication of efforts arc minimised while the. specific competencies of
international partners can be leveraged and maximised on behalf of private sector development in Irag. '

The. resources of non-public Iraqi institutions, including the Chambers of Commerce and relevant NGOs,
particularly at downstream level, will also be capitalised upon, making formal use of the wide networks which
have been built in recent years. Similarly, there will be a number of opportunities and mechanisms through
which the activities of this programme are shared and coordinated with those of the other Sector Qutcome
Teams, World Bank and other actors in the sector.

Through this intervention, the expected results after 24 months are national private sector development strategy
as well as three governorate economic development strategies, supported in their initial implementation through
the downstream pilot activities, providing direct support to small business in the three selected governorates.
There will also be a comprehensive survey and analysis of existing relevant legislation, leading to the
identification of gaps and the development of new legislation as needed.

2. Situation Analysis

Key economic issues

Despite consistent economic growth, relatively contained inflation and a positive fiscal balance, Iraq’s overall
economy has not stimulated employment or alleviated widespread poverty. As reported by the MoPDC’s
Central Organisation for Statistics and Information Technology (COSIT) in its 2007 Labour Force Survey, half
of the workforce in Iraq is severely affected by an underperforming labour market, with unemployment and
underemployment respectively at 17% and 30% of the workforce. Such an employment deficit obviously has
serious consequences for the overall living standards of the population, with over 55% of the population facing
serious economic hardship, according to the Unmet Basic Needs Survey (COSIT/UNDP 2007). Pre-cxisting jobs
in the more productive sectors of the Iragi economy, controlled by the former State institutions, have in-fact
vanished and new employment opportunities in the non-State economy have yet to emerge to begin filling the



employment deficit. : Similarly, the flight of professionals and technicians will continue to have an impact on
the level of growth within all sectors, and particularly within the private sector.

Overall, the present economic situation in Iraq is increasingly marked by the symptoms of “Dutch disease” in
which the over-reliance of natural resource exploitation diminishes the ability and seeming need to diversify
other non-natural resource based sectors of the economy. As such, the Iragi economy remains heavily reliant on
oil exports. While GoI budget revenues from oil output continue to increase, non-natural resource income
growth remains limited making the Iraqi economy highly dependent and vulnerable to price and volume of oil
production fluctuations in the international market. The appreciation of the Iraqi dinar as a response to growing
net income flows from oil exports has also lead to growing difficulties for other economic sectors. Given the
capital-intensive mature of the oil sector, this profracted stagnation (or recession) in Iraq’s non-oil sectors
contributes to the continued employment deficit. The necessary focus of monetary policies to contain inflation
through higher interest rates is also harming potentially productive non-oil sector investments and consumption.
This overall economic situation calls for a dedicated effort of the national government, {ocal authorities and
their international partners to stimulating private sector development in non-oil sectors of the Traqi economy.

As it relates to the non-oil sector of the Yraqi economy, reindustrialisation efforts to help SOEs to resume
activities and compete in international markets have led to minimal results due to their still high labour costs
and low productivity rates. Forcing the privatisation of SOEs before transforming them into the proper
corporate structure, and without 'opening them fo the risks associated with competing for capital, would be a
repetition of mistakes made in other countries in transition where a nop-transparent privatisation process led to
high levels of corruption and low budget revenues returned to the state. The employment opportunities that Iraqi
SOFs are still providing, fully subsidised by the Federal Budget, arc an intrinsic part of the underlying
cconomic problem of SOE reform. Past examples in other countries have shown that without specific social
impact mitigation packages in place for existing workers in case of major employment retrenchment it is likely
to act as an opposing driver, discouraging the governments from sustaining their efforts in reforming SOEs.

Finally, while farmers are rational agents and respond to market demands, agricultural productivity in Traq is
suffering from difficulties at both the national and governorate-levels. These difficulties also cxacerbate
employment deficit found in Iraq. While the Iraqi oil-sector is capital-intensive, the agricultural sector is
second only to government in terms of providing employment to the Iraqi population. The difficulties faced by
the agricultural sector at both the upstream and downstream Jevels include: a lack of land title reform; distortion
of market-based principles through the provision of the food basket; low productivity due to farm sizes not
benefitting from economies of scale; the lack of competitiveness of agricultural output in local markets; and the
lack of overall rational trade, tariff and customs policies.

One cross-cutting component hampering the growth of the Iragi economy is that of legislative and institutional
coherency. This overall lack of legislative dnd institutional coherency leads to private sector development either
occurring outside of a common regulatory framework, or being greatly impaired due to the inability of private
sector actors to determine the appropriate laws, bodies, rules, and regulations in an efficient manner by which to
create and conduct commerce at the national, regional, or governorate-level.

Public efforts to date and consensus on key challenges

To address the continuing employment deficit and social protection challenges, the Gol has focused on a short-
term policy of public sector employment expansion, doubling the number of public employees in just three
years, increasing cash transfers to the poorest citizens (currently covering 850,000 families}), and has resisted
any major overhaul (so far) in the provision of the food basket. In the absence of a growth-orientated and rules-
based private sector that can sustain such generous social policies through fiscal transfers, continued oil and
food price volatility in the international markets presents a great risk for the solvency of such social
programmes, Poverty levels in Iraq are unlikely to improve from the current situation of 15.5% of the



population living below $1 per day per individual and around 53% below the 28 line, without the development
of private sector economy.

The need for concerted and significant efforts to promote private sector growth is therefore faking an
increasingly central role in the Gol’s policy agenda, as reflected by the NDS and the ICL. With the support of
the ERDSOT and through a series of high-level policy roundtables led by the PMO AB, the major challenges
for the development of an Iraqi private sector in achieving a functional market economy have been substantially
identified. During two high-level roundtable meetings held in Baghdad, Iraq (1-2 July 2008) and Paris, France
(7-8 July 2008), the following causal factors were identified as hampering the development of a growth-
orientated and rules-based private sector in fraq, and are of paramount importance to the revitalisation of the
Iraqi economy: '

1) Absence of a long-term, programmatic agenda - While both the NDS and ICI outline reforms to be
undertaken for economic recovery and market development, to date the Gol economic agenda has chosen to
focus on critical short-term needs and, in the absence of other long-term socio-economic options, to improve
immediate living standards of the population by expanding public sector jobs and social benefits.

2) No social dialogue in place for a functional market - The absence of an institutionalised dialogue with the
employers and workers organisations in Iraq, through which challenges facing private sector growth could be
addressed, has led to an expanding state-based economic recovery process and to an unbalanced allocatlon of -
resources between the State and the non-State economic sectors. :

3) Investment climate still unatiractive - Although important legislation has been passed in an effort to attract
foreign investment, much remains to be dome to provide international actors with a sound investment
environment:

functional financial markets and banking systems

rational and coherent trade policies
-a flexible labour market

guaranteed property rights and competition

an emabling regulatory framework for access to services through a less bureaucratic business
environment

While the Government should limit its direct involvement in the business environment to that of providing an
enabhng regulatory environment, preventing and addressing market failures by rationalising social protection
programs ‘and by promoting [raq’s comparative advantages within the context of globalisation will also be
thoroughly considered as part of this Programme.

4) Low management capacity - The already inflated employment practices of the public sector, which has
expanded from 1.1 million jobs in 2006 to over 2.2 million in 2008 as the only solution for absorbing
jobseekers, has lacked the capacity to improve governance and to enhance public spending for development
mainly due to poor security, but also owing to weak project management capability, a lack of investment project
oversight and increasing social pressure for larger allocations for consumption.

5) Absent or incomplete legislation/institutions — The lack of a legal basis for the following areas critical to
~ establishing a properly functioning private sector remain substantially unaddressed:

e Corporatisation / restructuring / privatisation of SOEs,

e Public Private Partnership (PPP) / Private Sector Participation (PSP} that could contribute to the
restructuring of the State economy and to private sector development,

e  Micro-lending institutions and SME development,

e Active measures for employment generation,



» Competition oversight and a lack of enforcement of investment-related legislation represents a major
impediment for significant progress in attracting foreign investnent into Irag.
e Judiciary, contracts and property, land rights must be strengthened

6) Lack of enforcement of existing legislation - The ~absence and incomplete nature of Iraqi
legislation/institutions is compounded by the lack of enforcement as it relates to existing legislation associated
with economic and private sector developiment in Irag. This tack of enforcement is cited as a key deterrent in
the facilitation of both domestic and international sources of investment in Irag. Chief among those laws
currently in place but lacking appropriate enforcement mechanisms and to be addressed under this Programme
are:

s Tax laws and regulations

» Procurement rules

» Investment regulations

7) Non- transparency and corruption- Sizable financial resources combined with slow progress in strengthening

the rule of law in Iraq has led to widespread corruption in both the public-and private economic sectors. These
-corrupt practices are substantially undermining public confidence and support for a still fragile democratic

government and diverting the provision of resources (0 the poor and the most disadvantaged social groups.

Proposed intervention

This Programme aims to address the key socio-economic challenges for growth-orientated and rules-based
private sector development, as summarised above in this document. These challenges have been ridentified
through structared high-level policy roundtables with Gol counter-parts and in consideration of the main
economic context of Iraq. The aim of this Programme and approach is to assist Iraq, both as a couniry and as a
government, in developing a growth-orientated and rules-based private sector economic reality which enhances
the living standards of the population as well as laying the groundwork for future economic stability. In this
* Programmme, all: ERDSOT member agencies are pooling their respective comparative advantages within an

integrated management structure to provide strong, targeted and relevant support in co-operation with the
Government of Iraq. : o

An overall upstream private sector development strategy will be designed in co-operation with the Gol, based
upon wide-ranging primary data production exercises, to anchor a long-term policy vision. This sirategy will be
created with the effective participation of “social partners”, ie. the employers and workers organisations of Irag,
to ensure that such a long-term policy vision also mobilises the capacities of private sector actors in the country.
The attractiveness of the investment climate, both for international investors, but also (and perhaps most
crucially) for domestic market participants (mostly small and medium sized enterprises), will be a major focus
of the strategy and of the legislative, regulatory and programmatic reforms the Programme will assist in
reforming. With the Iraqi security situation still uncertain, the short to medium term prospects for private sector
employment in Traq will depend primarily on the capacity and willingness of its domestic investors to infervene
in the market much more significantly. This in turn can be promoted by bridging key legislative and regulatory
gaps and by ensuring that structural reforms are indeed appropriately implemented. Private sector employment
and economic diversification can be further promoted by rationalising the agricultural sector, both in terms of
outputs and inputs, and in ensuring a competitive, market-based sector. Capacities of key economic institutions

shall therefore be supported.

This Programme also recognises the ongoing decentralisation process in the country and the increasing role of
governorate-level authorities in the economic recovery and development of their areas. The Programme will
therefore undertake similar, as discussed above for the national level, downstream interventions with the
relevant governorate-level partners. Local economic recovery and development strategies shall therefore be

designed, assistance will be undertaken to improve the regulatory environment at the local level, and capacities
of organisations will be enhanced. Programsmatic assistance will also be undertaken at the downstream level to



generate direct impact in the local populations and in turn produce more momentum for upstream level work.
Downstream interventions will provide assistance to Jocal economic communities in depressed areas of Iraq
through co-ordinated and multi-sectoral interventions. The Programme shall work with provincial councils and
the offices of Governors to facilitate the mobilisation of their own local resources in the implementation of
priority projects as well as in the realisation of the local economic recovery strategies.

3. NDS and ICI Relevance, Lessons Learned, Cross-Cufting Issues, and Agency Experlence in
Iraq/in the Sector

Development framework, NDS and ICI Relevance

This Programme is clearly integrated in Iraq’s development framework. The development of a private sector
based economy is at the centre of Irag’s National Development Strategy (NDS) and of the common
commitments the Government of Iraq has established with the international community as part of the
International Compact with Iraq (ICI). “Revitalising the private sector” is one among the four pillars of the
NDS and the need to strengthen private economic operators cuts across the entire documentation of the NDS.
This Programme will support the following particular. objectives under the NDS, Pillar IL:

1. Streamlining and simplifying procedures for doing business in Irag by establishing an
Investment Promotion Agency.

2. Implementing commercial and regulatory reforms to develop a transparent legal and
institutional framework to encourage entreprenelrship.

3. Effectively utilising agreements with the Overseas Private Investment Corporation (OPIC),
Multilateral Investment Guarantee Agency (MIGA) and the Internat10na1 Center for Settlement
of Disputes (1CSD).

4. Laying the groundwork for eventual privatisation of State—owned enterprises accordmg to
orderly, fair, consistent, and transparent procedures.

5. Promoting private sector-led 1mplementat10n of local community projects that are executed'

~ nationally.

6. Restructuring State-owned banks to encourage consolidation and privatisation.

7. Expanding the availability of commercial capital through concessmnal financing for micro-
lending and small and medium enterprises.

Similar to the NDS, private sector development occupies a central role within the ICL. The critical need of
stimulating private sector led-growth in Iraq is catalogued throughout the official ICI documents, but is
specifically addressed within section 4.3. which aims at “Creat(ing) an enabling environment for investment,
public and private, domestic and foreign, as a driver for sustainable and diversified economic growth™. This
Programme will directly support the implementation of the following ICI benchmarks and indicative actions:

ICT Section 4.3.2 - Private Sector Development and Investment promotion

Goal: Create an enabling environment for private investment and job creation
1. Undertake specific » By 2007, establish an institutional framework to conduct and coordinate private
measures to design and | sector development activities (Priority Action)

implement private * By 2007, implerment the recently passed Investment Law (Priority Action)
sector development » During 2007, improve availability of financing to private enfrepreneurs,
policies particular to SMEs including credit guarantees, concessionary financing

including micro and SME specific packages through both state owned and private
banks (Priority Action)

* During 2007, include provisions for the encouragement of private sector in
public precurement legislation and regulations

*» During 2008, streamline a commercial code and develop effective enforcement




mechanisms

2. Design and
tmplement policies
inchuding legislation
and mnstitutions for the
Restructuring or SOE’s

» By 2007, enunciate a clear policy on privatisation of SOEs (Priority Action)
By 2007, establish the legislative and institutional framework for privatisation
and indtiate privatisation for selected SOEs

* By 2007, establish a State Property Fund according to an appropriate legal
frameworl, and transfer state share in all SOE’s to it

3. Remove key Private
sector development
constraints

* By 2007, initiate a detailed administrative barriers diagnostic at the national and
governorate- level (Priority Action)

* By mid 2008, based on the diagnostic, the Government will identify a series of
priority regulatory reforms in the trade, business establishment and operation
areas (Priority Action)

= By end of year 2008, commence implementation of regulatery reforms to
improve the ease of starting a business, employing workers, registering property,
getting credit, dealing with licenses, trading across borders, closing a business
and enforcing contracts with due attention to equality of opportunities

* By 2007, establish an Iraqi Interstate Commerce provision that prohibits
governorates and regions from establishing barriers that inhibit the movemeént of

goods within Iraq - .

1

Within the overall national framework of the NDS and the ICT, this Programme represents the centerpiece of the
UN’s support to Economic Reform and Diversification (ERD). This integrated Programme unites the efforts of
8 members of the ERD Sector Outcome Team (ERDSOT) in pursuit of two (of its three) key outcomes:
Outcome 1) Improved policies, strategies und related institutional developments that are semsitive to the
MDGs, social inclusiveness, gender equality and pro-poor economic growth, and Qutcome 2} Enhanced key
sectors of local economy in most deprived areas. More particularly, this Programme is the vehicle of the
ERDSOT for the acliievement of the following key sector outcomes and oulputs:

ECONOMIC REFORM AND DIVERSIFICATION SOT OUTCOMES AND PSDP
‘ ' OUTPUTS _ OUTCOMES/OUTFPUTS
| Outcome Improved policies, strategies and related instifutional developments that
1.0 are sensitive to the MD@s, social inclusiveness, gender equality and pro- Outcome 1.0
) poor economic growth 3
0111t113ut Strengthened capacities for federal budget preparation and execution Output 2.1
Oﬁtput Strengthened capacity of public authorities and other service providers ' Output 1.2. 1.3
1.3 for equality-based SME development ' . tput L%, L.
Oli'ljﬁut_ Private sector development strategy drafted and investment promoted Output 1.1
Olftgut Awareness of MDGs promoted at national and local lévels Throughout
Ou;cgme Enhance key sectors of local economy in most deprived areas Outcome 2.0 -
Output | Local economic strategies and plans developed in line with national and Outout 2.1
2.1 governorate-level frameworks in most deprived geographical areas tput =
Qutput | Economic and social regeneration pilot projects implemented in most
. Output 2.2
22 deprived areas

Lessons Learned

10




In designing and implementing this Programme, participant agencies have been and shall be able to build upon
a substantial understanding of the challenges and opportunities associated with private sector development in
Irag. ' :

To-date Jraq has been the beneﬁmary of the largest level of international support for a post-conflict

reconstruction environment. Over the past five years most of the reconstruction efforts related to Iraq have

relied upon someétimes poorly tested and conceived down-stream activities. Since 2003, a considerable body of
knowledge has been gathered in an effort to design more contextualised, effective, and informed downstream

efforts. UN specialized agencies and their partners in the ERDSOT will be building upon this body of
knowledge in implementing this Programme. Relevant experiences include multi-year programs aiming to
promote investment and enhance the effectiveness of lending programs for SME creation. USAID-funded

Izdihar and Local Governance Programmes have been directly involved in supporting private sector

development in Iraq by developing a micro-lending system for small and medium businesses and by training

entrepreneurs in business startup activities. These programmes have also assisted the Gol in preparing economic

development strategies and the promotion of investment opportunities. Projects led by UNDP, ILO and UNIDO

have also achieved important results, particularly in the area of SME development. These UN-implemented

projects have also provided relevant lessons, as well as operational arrangements, networks, local capacities, for

this Programme to build upon in the future. .

This Programme in particular will pursue activities that are closely aligned with governorate and national
economic strategies. This Programme will be implemented in close partnership with, as well as with the
financial participation of, local and national'authorities. Key non-governmental stakeholders (Chambers of
commerce and industry, unions and associations, most relevant and capable NGOs) will also participate in the
design and 1mplementat10n of this Progranme.

Additionally, the lack of significant progress in building a sustainable, large base of small and medium sized
enterprises at the local-level in Iraq stems from insufficient efforts being placed on reforming and strengthening
the institutional and legal framework for economic regeneration of these enterprises. In the absence of
appropriate legislation and adequate legal provisions the Gol has been, and will continue to be, severely
hampered in implementing economic reforms. As an example, the Investment Law (2006-13) already enacted
cannot begin to produce expected economic, investment, and employment results due to the implementing rules
and regulations required to make the law operational not yet being finalised. Other examples would include the
lack of legislation on competition and clear access to land rights.

Since 2003 lending programs guaranteed by the Government have been designed to increase private sector
development, create business opportunities, and facilitate employment creation, including for women. These
programmes have not achieved their goals primarily due to a still poorly regulated and non-conducive business
climate, poor targeting of beneficiaries, the absence of sustained entrepreneurial training, the lack of non-
financial business services, and weak commercial financial services for entreprencurs. This Programme seeks to
avoid the problems of past lending programs by improving the design and management of the Gol guaranteed
Micro-Lending Programme via a review of micro-lending legislation and assisting in the design and
implementation of other mechanisms to enhance the access fo credit by SMEs.

Current Iragi private sector actors and their supporting institutions are also operating within an institutional
vacuum, often with little support or coherent regulation from relevant public authorities. The transition to a
healthy private sector based cconomy requires not only substantial legislative reforms but successful
institutional reform as well. This lack of institutional and legal framework is one of the fundamental building
blocks for private sector development which this Programme seeks to address.

Finally, gaps in efficiency and a lack of impact in the last five years may' also be attributed to a lack of
coordination among key national and international players. This Programme directly addresses this challenge by
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introducing an integrated management structure and results framework. As further described in section 6 of this
document, this Programme builds upon the joint capacities of UNDP, ILO, UNIDO, FAO, UN-HABITAT,
UNIFEM, IOM and CHF, a team of agencies that is led from Baghdad by a core team of three Policy advisors
from the leading agencies (UNDP, ILO, UNIDO), under the overall coordination of a (UNDP) Programme
Director. The high level presence in Baghdad of a core team of four persons will also ensure day to day
interaction with other major international stakeholders (including WB, IFC, OECD, IMF, and DOS), who have
been associated with the design of this Programme. Through consultations with these international stakeholders,
the BRDSOT has established its Ieadership and key co-ordination role for Private Sector Development in Irag.
To ensure the co-ordination of diverse Iraqi stakeholders in the achievement of its outcomes, this Programme
shall counterpart with the afore-mentioncd Economic Reform and Private Sector Capacity Task Force,
established under the leadership of the Prime Minister’s Office. These Iraqi counterparts have the mandate and
capacity to coalesce the efforts and capacities of a diverse Iraqi public and civil society constituency (also cf

section 6).
Assessment of Cross-cutting Issues

Human Rights

The fuil realization of economic, social and cultural right does not necessitate a particular form of government
or a particular economic system, but it does require meaningful and popular participation at all levels. The
realization of human rights and sustainable human development requires a government that is active, intervenes
where necessary, and engages in economic and social planning. Economic policies must not be a tool to appease
people with an increasing disposable income while their political participation rights are stagnating or
shrinking. In addition, the obligation of a state is continuous: it must always increase social well-being, and a
state must use its existing resources (which include foreign aid and technical assistance) to improve human
rights as a matter of priority. An innate linkage exists between economic development and human rights:
depending on the setting, economic development can either undermine or reinforce human rights. In the worst
case, processes misleadingly labeled “economic development” will increase social inequality, aggravate poverty
‘levels, benefit only elites, violate human rights, and provide an excuse to the state to withdraw from its
obligations under international law. In this sense the Programme will contribute to an environment of genuine,
people-centered economic development, one that is conducive to the respect of human rights. This will be done

by promoting a strategy where economic development stands for the strengthening of economic rights fot the
benefit of all people. Instead of profit maximization masquerading as economic growth or economic
“development,” genuine development (in all sectors including the economy) will be achieved, and this
development and strengthened human rights will mutually reinforce each other. This Programme will contribute
to the realization of the human rights pertaining to articles 22 and 23 of the Universal Declaration of Human
Rights. By assisting the Gol and the Council of Representatives (CoR) to enact commercial and social
legislation for private sector development that is supportive of human rights, the project aims to encourage
economic development that helps eradicate poverty, empowers women and disadvantaged groups, enables
people to assume control of their lives, and promotes social equality.

Gender

At both the upstream and downstream levels, the gender dimension of private sector development will be a
. priority for the Programme. This will take the shape of direct interventions in support to Women economic
empowerment, as part of the downstream interventions of this Programme, but also of an effort to mainsiream
gender concerns associated to private sector development throughout the policy, legislative and regulatory work
that shall be conducted.

The participation of Iraqi women in all aspects of private sector development will be assured through
involvement and consultation with parents, community leaders, as well as their own involvement at all stages of
project implementation and more importantly in the development of both community-based and centre-based
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approaches to micro-lending. Expanding employment and business participation rates of women by removing
legislative and institutional barriers in Iraq will underpin poverty reduction and will expand the country’s
economic output.

Gender is a key determinant of vulnerability in periods of economic transition. Women are more likely to be
vulnerable to increased poverty or insecurity during these periods. While job losses may affect men and women,
women may find it harder than men to regain employment or become self-employed. These difficulties are
" primarily due to a relative lack of education and skills, lifecycle issues and the lack of independent access to
capital. Poor women are more likely to have no other adult earners in the household and to have a higher
dependency ratio and may be especially vulnerable to the removal of public subsidies, increasing charges for
services, and rising prices. The combination of these issues normally affects women the hardest forcing them
into a deepening cycle of poverty'.

The Beijing Platform for Action (BPFA) gave special attention to the situation of women in the economy and
found that the success of policies and measures aitned at supporting or strengthening the promotion of gender
equality and the improvement of the status of women should be based on the integration of the gender
perspective in policies relating to all spheres of society as well as the implementation of positive measures with
adequate institutional and financial support at all levels. The BPFA identifies six strategic objectives to address
the continued integration of the gender perspective in policies including: (1) Promoting women's economic
rights and independerice, including access to employment, appropriate working conditions and control over
economic resources; (2) Facilitating women's equal access to resources, employment, markets and trade; (3)
Providing business services, training and access to markets, information and technology, particularly to low-
income women; (4) Strehgthening women's economic capacity and commercial networks; (5) Eliminate
occupational segregation and all forms of employment discrimination; and, (6) Promoting harmonisation of
work and family responsibilities for women and men. '

Today in Iraq women are amongst the most vulnerable members of society with low participation in the labor
force (69% low participation for women compared to 13% for men). One of every ten Iraqi household is
~ female-headed of which 76% are widowed women. On the other hand, while women comprise 46% of
government employees, most of them occupy traditional jobs at the Ministry of Education (MoE) and the
Ministry of Health (MoH). Additionally, a minority of female government employees do hold high or decision-
making positions especially at the level of deciding economic policy. The same situation applies to the private
sector and women are also under-represented in the professional and the trade unions.

The full participation of women and their active role in private sector development- is crucial for overall
~ economic growth and development. There is a demonstrable and strong correlation between women’s incomes
" and expenditures for the family welfare. Existing literature and empirical evidence at the household level from
a number of countries have shown a strong correlation between an increase in women’s income, or control over
economic resources, and greater expenditure on family welfare and children, this when compared to a similar
increase in income and control for men. These correlations strongly suggest the active participation of women
in the private sector can lead to higher living standards for-women, their children, and the family as a whole. In
order to realise these higher living standards, Iraqi women must be given a greater opportunity to play an active
role in the decision-making processes that set economic policies in motion. There is also a strong need to help
Iragi women re-enter the labour force and build entrepreneurial skills, especially for those in small and medium
enterprises (SMEs) who face additional barriers working in the private sector. The rise in women-owned
businesses is an critical factor in increased female labour force participation overall and will allow more women
to take part in the economic reconstruction of frag.

! Economic Reform and Poverty: A Gender Analysis Report prepared for the Gender Equality Unit, Swedish International
Development Co-operation Ageney (Sida)
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This Programme will target women on an equal participatory level and as priority bepeficiaries. Their active
participation will be assured through their direct involvement at all stages of the project implementation and
more importantly in the development of both community-based and centre-based approaches to micro-lending.
Gender equality and participation by women will be assured in all outcomes and outputs of the project including
the policies, strategic approach, institutional development, capacity building and the pilot projects on both the
national and governorate-levels.

Environment

This Programme will have an overall positive impact on the health and environment concerns facing Traq. The
project will support the achievement the Millennium Development Goal 7, which urges all countries to
promote sustainable consumption and production patterns with programmes addressing the de-hinking of
economic growth and environmental degradation through improved efficiency and sustainability. A conscious
effort to mainstream environmental concerns associated with the design of a more conducive environment for
private sector development (including in industrial and agricultural sectors in particular) will be ensured under
the leadership of the PD. Effective use of resources, including energy, and production processes and the
reduction in resource degradation, pollution and waste, will be prominent themes in this work. Beyond
mainstreaming efforts, specific measures to be undertaken to promote social and environmental friendly private
enterprise in this Programme will include: : '
» introducing cleaner production processes to enhance production efficiency and reduce effluents of
, hazardous and toxic chemicals; ) :
e promoting continued reuse and recycling of raw materfal and shifting from nonrenewable to renewable
dources of energy; L
o as well as to contribute to environmental sustainability by restructuring aging SOEs, which currently
are a major source of pollution and a threat for the quality of life of the surrounding communities.

Employment generation

Tn order to address the employment deficit, this Programme is inherently driven towards employment creation
both for the immediate and long-term in Iraq. This approach is consistent with the ERDSOTSs leading role
within the UNCT strategy to focus efforts on employment promotion as well as to mainstream employment and
decent work concerns. Cousidering that 93% of private sector employment is found in enterprises of Iess than
ten employees, the ERDSOT will focus efforts on building a more conducive environment for SME
development, and to consolidate a vision and a plan for sustainable private sector development. Agricultural
employment is another critical component in this Programme that shall be at the core of the development of the
private sector development strategy. Downstream activities at the governorate-level will include sustainable
employment generating projects such as micro-lending programmes, private sector led real estate and housing
development, or technical support to small and medium-sized enterprises. In assisting the corporatisation of
SOEs, several thousand jobs will be converted from non-productive to productive employment. It should be
noted that the corporatising of SOEs may also result in the reduction, at least in the short term, of those SOEs
payrolls. This adverse impact is counterbalanced by the generation of productive, ie. sustainable and non-
subsidised employment and the related increase in capital budget income for the State. Employment services
will be involved in carrying out a labour survey and in adjusting vocational and on the job training programs to
mect the corresponding labour market needs. In the mediwm and long term, sustainable private sector
employment is directly related to the conduciveness of the institutional, structural and legislative environment
for business creation and investment. '

Agency Experience in Irag/in the Sector

UNDP Jraq has an extensive and diverse experience in governance reform, recovery and poverty reduction in
Iraq since 1995. The UNDP Iraq team has experience in delivering recovery programmes and building
legislative and institutional capacity in Iraq. UNDP has successfully iniroduced the precepis of private sector:
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participation in the electricity sector, and it continues to support the strengthening of Basrah Governorate
institutions in order to enhance public spending for economic infrastructure. In supporting the reform of the
Board of Supreme Audit, UNDP is also playing a key role in maintaining healthy relation between public and
private sector. UNDP Iraq permanently has 3 offices, 5 international and 6 national staff in Iraq, in addition to
trusted national partners experienced in the delivery of development activities. UNDP is in the process of
expanding further both in Baghdad and at the local level of governorates.

UNDP will also draw on experience gained in similar conflict-affected and transition courtries,(i.e.
Afghanistan, Somalia, Rwanda & Great Lakes, Tajikistan, the emerging countries of former Yugoslavia,
Sudan). The team is experienced in working under the current challenges faced by Iraq in 2008.

* Since 2003, IO has been promoting economic recovery and development in Iraq at the local (governorate,
district) level in deprived areas, by supporting reforms of local economic governance processes, small business
promotion measures (business development centres, micro-lending, entrepreneurship and business management
training). ILO has done so by supporting and strengthening the capacities of local government (governors
-offices, provincial councils and directorates) and key private sector organisations, in particular the Chambers of
Commerce and Industry. ILO has also supported the Ministry of Labour and Social Affairs (MoLSA) and other
key stakeholders (the National Committee for Employment, Ministries of Education and Higher Education) at
the upstream level with reforming and upgrading the national technical and vocational training curriculum and
the tripartite (government, employers, workers) design of employment promotion strategies. JLO will be
executing a significant component of its work through a joint execution model with UNOPS. This model has
been regulated and operationalised in Iraq since 2006 in the context of the implementation of similar economic
recovery projects (Skills development for employment promotion (SDE), economic recovery component of the

" Local Area Development Programme (LADP), Goverpance for Employment Creation (GEC)).

This partnership builds on the comparative advantage of both organisations, with ILO ensuring the technical
leadership functions of the jointly executed work, while UNOPS builds on its longstanding experience both at
the upstream level in Baghdad and at the downstream level across the country, personnel based inside the
country, implementing partner networks, and other related managerial aspects.

UNIDO?s specific focus in the field of poverty reduction through enhancing the development contribution of
the private sector consists in supporting the formulation of industrial policies that improve the general business
environment for private sectordevelopment, as well as in building up local productive capacities in a private
sector-led process. In particular, the activities of UNIDO aim at promoting industrial enterprises that drive the
econonuic growth process and foster entrepreneurship, technological dynamism and associated productivity
orowth. These activities, in turn, create skilled jobs, contribute to the achievement of gender equality and
women empowerment, and support the integration of local economies into national and global value chains.
UNIDO Iraq possesses the required knowledge and experience in private sector development and has already
shown relevant results through its on-going project “Enterprise Development and Investment Promotion” which
is being enacted in co-operation with the Ministry of Industry and Minerals (MIM), the Kurdish Regional
Government and Provincial Councils with aims at promoting domestic and foreign investment in the SME
sector. )

FAOQ has been associated historically with the Iraq agriculture sector and has accumulated valuable experience
on programme delivery and shown effective response to the needs of the sector. Throughout the years, FAO has
consistently demonstrated its broad and unique expertise in Iragi agricultural development. FAQ currently is
involved in a number of emergency field projects in Iraq which have been conceived and implemented along
sub-sector lines including rehabilitation of water supply systems, livestock and veterinary services, cottage
industries, food safety and processing capacity, fisheries, rehabilitation of the sced industry and rehabilitation of
* the date palms sub sector. As a fundamental component in private sector development, a joint FAG/UNIDO
Cottage Industries programme has helped established SMEs and micro-enterpriscs and has received much
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appreciation from the donor community and the Gol. The programme, has to date, covered Basra, KRG,
Qadissyah and Anbar governorates and was requested by the Gol to be replicated in other regions.

To date, this approach has been operationally effective for emergency relief purposes. At this stage however,
sustainable development of the agriculture sector requires a different strategy, based on an integrated, holistic
effort aimed at improving farming systems through transfer of technology, promoting participatory community
projects for agricultural development, and the introduction of value chains for adding value to local production.
Furthermore, steps need to be taken to empower local farmers’ groups in order to create the -conditions for
building up social capital. In addition, FAO believes it necessary to continue the on-going efforts for capacity
building of Government institutions to promote their substantive involvement in the development of the
agricultural sector while responding to the expectations of rural stakeholders and ephancing the skills of Iraqi

professionals for effective sector planning and project formulation. Finally, FAO believes it of paramount -

importance to create the conditions to further develop the private agriculiural sector which is a key to long term
economic growth and diversification. '

UN-HABITAT is thoroughly familiar with city planning processes and land allocation and titling systems
through the implementation of its Urban Sector Strengthening Project and Housing Sector Strengthening

Projects in Irag. It has worked with Iraqi government counterparts to complete bascline assessments of these

processes and systems and has prepared action plans for their reform at the national and governorate-levels.
These baseline assessments have been carried out in addition to providing technical support for policy and
programuie development, capacity building and institutional strengthening in the housing and urban sectors.
UN-HABITAT is currently working on local area development strategies in seven districts in three
governorates through its involvement in the Local Area Development Programme. It has also provided training
to management staff from construction and development companies and basic construction skills training to

unemployed youth through this programme and is now implementing a capacity building project involving -

urban.planners from the Ministry of Municipalities and Public Works and planners and economusts from the
Ministry of Planning and Development Co-operation.

Through its ongoing work in Iraq, UNIFEM has recognized the existing opportunities to expand the role of
women in governing structures, reconstruction processes and economic development. UNIFEM programimatic
focus since 2003, has been on promoting women participation in the political and reconstruction processes
guided by CEDAW, Beijing Platform of Action and SC resolution 1325. UNIFEM is dedicated to reducing
feminized poverty, as poverty traps women in multiple layers of discrimination and hinders their ability to claim
their rights. With many poor women either locked out of economic opportunities or into a growing number of
low-wage informal jobs, UNIFEM assists women in securing the tools that offer a way out, including job
. training, information on labour laws and rights, credit, and access to land and water. With a focus on fostering
opportunilies across economic sectors, UNIFEM also helps build the capacity of economic institutions and
networks to provide women with these forms of support and to ensure women participation all levels including
in decision making. ' '

Since 2003, FOM has implemented a wide range of socio-economic re-integration programs fo benefit both
displaced and host populations in Iraq. In the last year, the Programme for Human Security and Stabilization, in
partnership with the Iraq Ministry of Labour and Social Affairs, has provided sustainable employment to the
vnemployed in Irag. PHSS is assisting people to achieve economic security in their community by connecting
local market requirements with the interests, aptitudes, and abilities of the local labour force to increase local
employment. The PHSS uses an in depth interview/counseling process to determine the skills and interests of
beneficiaries. PHSS then provides an in-kind grant of tools, materials and vocational and business training to
people to enable them to begin or expand a small business in theit community. Through experience gained with
PHSS, IOM is well placed to deliver these same business development services to the people of Irag.

CHF has over seven hundred staff working in twelve governorates implementing various financing programs
including Traq’s largest micro-lending institution with over $130m of loans disbursed and an active client
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portfolio of 18,000 Iraqi individuals and businesses. Drawing upon the Iraq experience and its regional
expertise as the largest micro-finance provider in the Middle East, CHF will contribute to both the downstream
lending and improved efficiency of the public micro-lending program.

4. The Proposed Integrated Programme

This Programme represents the centre-piece of the UN Iraq country team’s support to economic reform and
private sector development. This Programme will directly contribute to the achievement of two out of the three
outcomes of the Economic Reform and Diversification Sector Outcome Team (ERDSOT) Strategy, which in
itself responds to the NDS and ICI objectives as described above in this document. The capacities and mandates
of the Sector Outcome Team members including of UNDP, ILO, UNIDO, FAO, UNHABITAT, UNIFEM,
TOM and CHF will jointly contribute to the multi-agency results framework presented under section 5 of this
document. ' :

Furthermore, this Programme will be carried out in a co-ordinated manner with the UNCT’s complementary
and reinforcing programmes of Public Sector Reform, Decentralisation of Government Services, Public
Distribution System Reform, and additional Sector Outcome Team (SOT) initiatives such as the Disarmament,
Demobilisation, and Reintergration (DDR) Programme. Cooperation and synchrony with these other key
initiatives will be a central leading responsibility of the Programme Director (PD), and will be undertaken
primarily through interaction with the UN Baghdad Policy Group. The PD will ensure through the Policy
Group and other relevant channels, appropriate coordination with other Sector Outcome Teams. The
Agricultural and Governance SOTs are first cases in point but the work of other SOTs will also be leveraged,
including on education, health, shelter, protection.

Integrated management

Operating under an integrated management structure shall ensure the coordinated, complementary execution of
the Programme by this team of agencies. As further described in section 6 of this document, the Programme

will be led by a senior UNDP Programme Director (PD), based in Baghdad, reporting to the UNCT Resident

Co-ordinator and ERDSOT representatives from the UNDP, ILO and UNIDO, the three leading agencies in this

Programme. The PM will interface directly with Gol counterparts on behalf of all participating agencies and

ensure the co-ordination and complementarities of agencies work-plans and their timely execution. The PM

shall be supported in Baghdad by a team of three high-level advisors, representatives of the three leading
agencies. These high-level advisors shall support the Gol and the implementation of the Programme in their

respective areas of responsibility. Other partner agencies (FAO, UNHABITAT, UNIFEM, CHF and TOM) shall

support the work of the leading agencies for specific Programme outputs and activities.

Integrated programming .

The Private Sector Development Programme Results Framework is structured along the two outcomes that
mirror the ERDSOT Results Framework. The first outcome focuses on improving the policy and regulatory
environment for enterprise development. As discussed above, in the medium and longer term private sector
growth is first and foremost a function of the conduciveness of the overall normative and policy environment
for domestic and international private investment at the national level. UNCT’s support to the private sector
cannot however be limited to intervention yielding concrete results in the medium and longer term. The second
outcome to be pursued by the Programme will focus on stimulating local economic recovery in particularly
depressed local areas through a holistic enterprise creation and promotion package. Consistent with the
decentralisation process now firmly in progress in the country, this second outcome will also pursue
downstream efforts at the local level by taking forward the governorate authorities plans and capacities to
promote economic recovery and private sector development locally.
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A comprehensive, focused effort at improving and bridging gaps in reforming and strengthening the
institutional and legal framework for private sector development has not been implemented so far in Iraq. The
initial phase of this Programme (the initial three quarters of activity) will involve an intensive effort by all
agencies, in their area of expertise, to conduct a set of surveys and assessments of the state of Gol institutional
and legislative frameworks currently in place and practice. This initial phase of the Programme will not delay
- participating agencies from working in parallel in regards to previously identified institutional and legislative
framework needs, in co-operation with the relevant Gol counterparts.

Based upon the outputs of the planned surveys and of the overall legislative and institutional assessments, .
assistance will be rendered to the Gol in preparing a comprehensive private sector development strategy, the
first of its kind since the fall of the old regime in 2003. This is the focus of the Programme’s first pillar. To

begin with, the project implementation team will assess legislation and preparc a legislative agenda in co-

operation with the Gol to: (1) facilitate the corporatisation and restructuring of SOEs with a final goal of
enhancing competitivencss through privatisation; (2) create a legal basis for public private partnership in
ownership, management, funding, service delivery, ete. in order to allow the private sector to be actively
involved in the restructuring of the State economy and in the development of a functional market; (3) enhance
incentives for investors by facilitating access to land through revising regulations for land titles, by creating a
proper legal environment for competition, contract execution, arbitration and attempt to diversify funding
instruments by improving banking and financial market legal provisions pertaining to investment; (4) adjust
legislation for social safety nets, employment services (training, job mediation, on-the-job {raining) and provide -
other active measures, such as improved micro-lending access, to stimulate SME- development, including

incubators and other services for business startups; and, (5) assist in the rationalisation of the agricultural sector

in terms of outputs, inputs and conpetitive market access. . ‘ .

To expand capacity in line ministries for an effective public private partnership for growth, an institutional
assessment will be conducted to map entitics and their operations in order to assisting private companies and to
‘promote foreign and domestic investment in Irag. As it relates to improving the regulatory environment for
SMEs, a nationwide survey will be conducted to identify. barriers impeding private sector expansion and
business stability in fraq. In co-operation with the National Commission for Investment, specific measures to
attract investment and expand participation of foreign companies in the reconstruction of Iraq’s economy will
be designed and incorporated into the overall vision for development of a growth-orientated. and rules-based
business climate in Iraq. More importantly, to facilitate Iraq’s reintegration in the region, an extensive analysis
of existing bilateral and regional instruments for economic co-operation and trade will be conducted and a
comprehensive set of recommendations for economic diversification and regional engagement in investment
projects, particularly in key economic areas such as natural resource extraction, energy production, agriculture
. and water resource utilisation. :

The second pillar in this two-pronged private sector development approach will engage key stakeholders at the
governorate-level, including the local executive and legislative representatives (governors and provincial
councils), private sector representatives (such as the Chambers of Commerce, upions and business
associations), and civil society groups. The Programme shall build upon previous cfforts (notably the first and
sometimes second generation Provincial Development Plans) to expand and refine local understanding of
private sector needs and efficient avenues to address these locally. Local economic recovery strategies will be
designed to address the specific governorate’s comparative advantage in the regional, national and international
economics, Downstream interventions shall be implemented to kick start the execution of these local econotnic
recovery strategies. The precise definition of such strategies will be defined in close consultation with the local
authorities, but shall cover key areas for local private sector growth, including: key economic infrastructures,
agriculture, industries, business development services, and micro-lending facilities. These close consultations
will be more enhanced and -effective than past efforts given the UN’s fransition to encompass not only national-
level Iraqi stakeholders but also a more robust provincial-level presence through the curtent and future
operations of UN regional offices. Conceived and implemented in a strategic process, these interventions
amount to quite a comprehensive stimulus package for local economic recovery. The financial participation of
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the governorate authorities in the implementation of this stimulus package is explicitly provided for in the
Programme. It is neither practicable nor appropriate at this stage to determine the specific nature and financial
scope of such governorate-level participation. However, initial consultations at the local and naficnal level have
elicited the willingness of local governments to contribute to these activities in various forms. The Programme
will offer technical assistance to local governments in the design and implementation of projects making use of
their funds.

The local level component of the Programme shall focus on three governorates to be selected for priority
intervention. These three governorates will be selected in co-operation with the Programme Steering Committee
(see Section 6) using the following criteria:

Regional balance

Economic potential

Vulnerability analysis (2006, UNCT, based on UBN, ILCS, WFP Su:rveys)
Access and security conditions in the area

Previous UN experience in the area

Political support from local government (governor and provincial council)
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6. Management and Coordination Arrangements

Management and delivery structure

The Programme Steering Committee (PSC) is tasked- with the overall supervision, ownership of decisions
taken and close monitoring and support in this Programme. The PSC will review for approval the Programme
work plan and shall meet on a six-monthly basis or more often if required by its members to monitor its
execution. It shall be co-chaired by the Chair of the Prime Minister Advisory Board and the UN Resident
Coordinator. The MoPDCs and key line Ministries (including Finance, Oil, Labour and Social Affairs, Industry .
and Minerals, Trade, Agriculture, Construction and Public Works) and other national governmental
counterparts (National Investment Commission, Central Bank, Anti-Poverty and Employment National
Committees, eic) will be invited to take part as members. Representatives of Employers and Workers
Organisations shall also be invited to participate. All UN participating Heads of Agencies or their
representatives will be members of the Steering Committee. The Programme Steering Committee will receive
progress reports and future work outlook on a six-monthly basis.

The Programme Director (PD, hired, at the L6 level) will act as primus inter pares within the UN Programme
team, and will therefore be the single interface with the PSC and other relevant stakeholders. The PD will report
on behalf of all member agencies to the PSC, and consolidate for that purpose progress reports and other
required documentation from other agencies. The PM will report to the UN Resident Coordinator and to the
three leading agencies of the Programme (UNDP, ILO and UNIDO). The PD shall ensure the coordination and
complementarities of agency work-plans and their timely execution. .

The PD shall be based in Baghdad and supported there by three high-level Programme Advisors (PAs, hired
at the L5/14 level), representing the three leading agencies. The high-level advisors will support the
Government of Iraq in their respective technical area, and act as the project managers for the execution of their
agency’s Programme components. The PAs and the PD will constitute the Programme Management Team
(PMT), whose presence in Baghdad will ensure a close, day to day coordination with the Programme’s main
counterpart, the Task Force for Economic Reform and Private Sector Capacity, as well as other key national and

international actors in the area of private sector development. Along with the Task: Force, the PMT will be
physically based in the premises.of the Advisory Board of the Prime Minister’.

The PMT will be located in Baghdad and act as the Programme’s primary interfocutor with Traqi stakeholders
participating in the Programme. It is foreseen, unless security and operational conditions evolve significantly
during the course of implementation, that the Programme persormel of other UN agencies and implementing
partners members of the ERDSOT will be located in Jordan and will technically report to the PMT in Baghdad
and to the lead agency identified for each programme deliverable.

The other UN agencies (FAO, UNHABITAT, UNIFEM and UNOPS) and other ERDSOT members (1I0M and
CHF) participating in this Programme will support the execution of the Programme and the role of the PMT in
their respective areas of competence. They will work directly through their lead agency (see chart at the end of
this section) for regular implementation issues, but would also provide information and participate in
consultation within the framework of the PMT as requested/needed. ‘

Notwithstanding the above integrated management structure, this Programme will be directly executed by
partner UN agencies who retain the overall management responsibility and accountability for their respective
Programme components. For the purpose of relations with the donor (the UNDG ITF), and in accordance with
its regulations, each agency component in this Programme shall be considered a separate project for which

2 The Advisory Board has already made space available to this effect.
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individual project budgets are submitted (see Amnex A). Financial reporting shall be done by individual
agencies to the UNDG ITF. As specified above, narrative Programme progress reports shall be consolidated by
the PM making use of individual agencies inputs.

UNOPS will be an. executmg agency for ILO in this Programme. Both agencies are submmmg a consolidated
budget for their joint execution, with a breakdown by agency.

IOM and CHF are members of the ERDSOT and partners in this Programme. Their contribution is part of the
results framework and a related budget has been specified in this document. However, not being signatory
agencies of the UNDG ITF, they will not be considered direct executing agencies. They shall contribute to this
Programme through ILO/UNOPS and UNDP respectively. IOM shall be sub-contracted by UNOPS to execute a
Business Development Services (BDS) component of the Programme as described in the Results Framework
(see activity 2.2.1.). CHF shall be sub-contracted by UNDP to support the execution of output 1.2 and activity
2.2.1. The corresponding sub-grants budget amounts for IOM and CHF are indicated in the Programme work-
plan and budgets.

Local level management and coordination

This Programme includes local level interventions in three selected governorates (outputs 2.1. and 2.2.). To
ensure coordination and coherence in delivery in these three areas, a UNDP Area Coordinator (AC) will be
designated in each of the three areas of work. The ACs shall be responsible for facilitating interaction of all
participating agencies with the local authorities, in particular the governor’s office and the provincial councils.
Governorate Steering Committees (GSC) will be established, and supported by the ACs, to institutionalise
this partnership and coordination at the local level. These GSCs will be composed of members of the governor’s
offices and provincial councils relevant to economic recovery and project delivery, as well as representatives of
the local private sector community (in particular Chambers of Commerce, business associations, and workers
representatives). The GSCs shall supervise and monitor the governorate-level work of the Programme, and
facilitate the design and implementation of cost-shared or parallel-funded projects. The Chairs of these GSCs
shall be members of the PSC.

The ACs will be responsible for regular reporting to the GSCs for all agencies within the specific governorate,
which will then share these with the PSC. These reports will also be shared with the Programme Director, who
will serve as the direct supervisor of the ACs. : :

Coordination with Gol and donors

The Programme’s main counterpart in its day-to~day operation is the Task Force for Economic Reform and
Private Sector Capacity. The establishment of the Task Force has been provided by a high-level meeting on
Economic Reform and Private Sector Capacity held in Paris on 8-10 July 2008. The Task Force has been
empowered with the mandate and capacity to coalesce the numerous and diverse Iraqi stakeholder base required
to efficiently undertake progress in the multi-sectoral field of private sector development. The Task Force’s
secretariat is ensured by the Economic Committee of the Prime Minister Advisory Board. Under the leadership
of the PD, the Programme will facilitate the participation of key international donors to the work of the Task
Force, to ensure as mentioned earlier, the inclusion of all key international players in decision making regarding
PSD and economic reform.

Coordination with other stakeholders
A close interaction with the UN’s Baghdad Policy Group will firther ensure adequate cross-sectoral

collaboration within the UNCT, in particular with the Governance and the Agricultural and Food Secunty
Sector Qutcome Teams.
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The ERDSOT team will play a leading role on behalf of donors aiming to expedite progress and to ensure
consistency across private sector development programs in Irag, Key donors in this area include the WB, the
OECD, the IMF and USAID. In line with the recently issued World Bank (WB) strategy for Iraq that spells out
the Bank’s major interest in underpinning structural reforms to promote sustainable growth and building on the
OECD’s efforts in strengthening the GOL’s capacity to enable the business environment in Iraq and to promote
investment, the implementation of the ERDSOT project will be done in consultation with the WB experts
assisting the Government of Iraq on the ground, based upon refevant studies that the WB has produced for
poverty reduction and State economy restructuring, and will pursue co-operation objectives with OECD as set
out in the tripartite GOI/ OECD / UNCT agreement signed in Paris in July 2008. To secure the implementation
of the new IMF Stand-By Arrangement and to support the Gol in meeting its performance criteria pertaining to
structural reforms and private sector involvement in strategic economic sectors in Irag, regular coordination
meetings with the IMF mission for Iraq will be organised. '

PSDP MANAGEMENT STRUCTURE

Programme Steering : .-
: Commitiee Task Force for '
ERDSOT o Economic
Advisory Board PMO, Reform and
UNDP (Lead), UN RC (Chairs) Private Sector - .
ILO (Deputy), , Capacity '
UNIDO (Deputy MoPDC, MoF,
ai), FAO, UN- MoLSA, MIM, MoA, (PMO Advisory
HABITAT, Governarates board, secretariat,
UNIFEM, IOM, : : line ministries,
- CHF donors)
Programme .
Management . Programme Director
Team '
) A
| 1
TINDP Programme JLO Programme - JNIDO
Advisor and CTA Advisor and CTA Programme
(L5-4) (L5-4) Advisor and CTA
n . (L5-4)
A A Baghdad
1 F-3 E]
: I | :
CHF FAOPM UNHABITAT PM UNIFEM PM UNOPS 1OM
Amman
“““““ subcontracting agent
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7. Feasibility, risk management and sustainability of results

Upstream level

This Programme, as described throughout this document, focuses strongly on upstream interventions. It will
perform legislative reviews and produce new texts for pariamentary consideration. It also aims at bridging gaps
and structural reforms in the policy, regulatory and administrative structures of Iraqi institutions.

The feasibility, management of risks and sustainability of work at this level are a factor of the capacity of the
Programme to mobilise the active participation and commitment of the adequate stakeholders in the Gol, and
beyond this of the centrality of this Programme’s intended outcomes within the Gol institutional structure and
policy agenda. The design of this Programme is firmly based on both of these prerequisites.

The Programme partners, for its day to day execution with the Advisory Board of the Prime Minister and the
Task Force for Economic Reforms and Private Sector Capacity, will be led by the aforementioned Task Force.
The formation of this Task Force is a clear signal of the prominence of the subjects to be addressed in
cooperation with the Gol. The Task Force is composed of all key line ministries and other national institutions,
this will further guarantee ownership from all relevant Iraqi stakeholders. The Advisory Board has confirmed its
support to this Programme through official letters and by offering required office space within 1ts premises to
the Programme’s management team.

More broadly, the Programme complements Gol priorities as it is in line with the NDS and ICT strategy which
will further ensure its sustainability. The recent mandate given to the Prime Minister’s Office to oversee the ICT
Steering Committee, this development is another significant opportunity to enhance synergies between the
Programme results and ICI benchmarks. Despite turnover within the Gol, ie. the possibility that line Ministers
may change through the duration of the Programme,. the Prime Minister’s position, and his focus on national
development appear to remain constant for the remaining term in office, therefore it is unlikely that the high-

level support for this Programme from the Prime Minister’s Office (Adwsory Board) will change in the
immediate future. Though the risk of change in political affiliations is always present, the process of
sensitisation of all levels of government machinery will ensure that there will be officials present in the
government who will understand the importance of the project activities and provide the necessary support.
This level of support is critical to managing potential risks associated with the more politically sensitive steps of
the Programme and will also serve to support the passage of key legislative reforms through the Council of
~ Ministers (COM). Participation of relevant COR committees in the meetings of the joint UN/ WB/ GOI Task
Force devoted to legislative asscssment and revision will ensure the necessary parliamentarian support to
achieve the expected results in having key laws enforced for economic restructuring and private sector
development. : ' '

The specific operationai challenges associated with working in Traq at this level have also been carefully taken
into account, and build upon the experience of the partner agencies in this Programme in working in Iraq in the
last five years. The location of key Programme staff (the PMT) within the Prime Minister’s Office will assist in
sustaining a close interaction with Gol counterparts, due to the proximity of the team to relevant players within
the Ministry of Planning and the Ministry of Finance. Programme support staff will be based in Amman or
elsewhere as required, and will conduct missions to Iraq as necessary. Another key operational aspect that has
been considered is related to potential delays in processing the key personnel contracts in this Programme. The
3 leading agencies have committed to this end to delegate existing staff to ensure an orderly transition period
while initiating recruitment procedures in advance of availability of funds, in line with existing agency-specific
provisions.

This Programme will count on the support of other key international stakeholders, and builds on a clear
definition of roles among those. The OECD and the World Bank (and the IFC) in particular, but also the
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International Monetary Fund and the US Department of State, have been closely associated to the definition of
this Programme in a series of policy meetings held in conjunction with the Gol. Their information and technical
resources in the areas of corporatisation, public private partnership, banking restructuring, mvestment
promotion and poverty reduction will be of great support to the Programme.

Downstream level

The design of downstream level outcomes and operational modalities of this Programme have been built upon
the partner agencies understanding of the current decentralisation and devolution process. Agencies have
acquired a detailed understanding of working within Traq with Governmental-level organisations (provincial
councils, governorates). The selection of the three target governorates for this work, which is delegated fo the
Programme Steering Comamittee at inception stage, will take into consideration key operational aspects to
maximise effectiveness and impact. The Programme shafl pool resources at the local level, with an Area
Coordinator posted in each governorate who will facilitate and streamline relations with local authorities and
ensure efficient co-ordination. Vertical relations between the local and central levels are also provided for in the
Programme management arrangements. Involvement of non-governmental actors, such as NGOs or other local
Impleménting partners, will be important to ensuring a high-level of access at all times. Involving the local
communities in the different capacity building activities will also ensure sustamabihty and continued adoption
of private sector development practices for the future. :

Exit strategy , |
~The nature of work envisaged in this Programme, ie. legislative and structural reforms and policy support,
requires the close involvement of key public stakeholders and the social partners. The outcomes of the
Programme will indeed by owned entirely by the Gol. In working at this level, the capacities of the various Iraqi
stakeholders directly involved will be developed to ensure their effective participation and their ability to -
follow-up on Programme outcomes in the future. The Programme includes capacity building exercises through
training, study tours, technical assistance in the selected fields of intervention.

‘With regard to upstream activities, the scope of the Programme ends with debates beginning with the plenum of
the CoR on the drafted legislation. The Programme does not control the issue of the debates themselves. In co-
ordination with the legislative review process, the Programme will continue with capacity building, future
implementation, and local economic recovery components to maximise preparedness for the moment related
legislation is enacted.

As it relates to downstream activities, the Programme will ensure not only that local legal and regulatory
frameworks, along with pilot projects, are designed to meet Jocal needs within the structure of national-level
economic policies, but also that the capacity of local stakeholders (public and private) are built to ensure the
sustainability and reforms of private sector development aré carried forward. Examples of ensuring local
capacity would include adherence to Consultative Group to Assist the Poor (CGAP) micro-finance principles
incorporated by CHF, as well as enhancing the capacities of national and local business development services -~
providers.

The Programme will seek the financial participation of the Government of Iraq in areas where operating costs
and investment aflocations required are in line with the legal provisions of the Federal Budget law and with ICI
goals which the GOT intends to fund from its own sources of revenue. Programme components designed to be
co-funded, for which the GOI fails to allocate its part within the implementation timeframe, will be subject to
adjustment / removal from the list of activities included in the Programme document and relevant UN agencies
witl be absolved of any further obligations related to those components.



Any security problem hindering the realisation of Programme outputs will be regularly assessed along with the
general political developments. By doing so, the Programme will adapt to the 51tuat10n as it evolves and stay
reIevant in close consultation with the Task Force.

For the implementation of various subcomponents of the Programme, MOUs with relevant Traqi counterparts
will be signed to outline activities, timing, resources etc. and will reflect roles and responsibilities for UN
agencies involved, the Gol’s Task Force, and relevant line ministries. Failure to deliver by the Gol side,
measured against performance indicators and analysed with afl implementing partners will result in re-
evaluating specific subcomponents and in reconsidering the UN’s participation in the Programme.

8. Monitoring, Evaluation and Reporting

Aside from meeting the requireinents for monitoring, evaluation and reporting as stipulated within the MoUs of
the UNDG ITF as well as by the standard policies and procedures of each agency, the following will be-
undertaken within the context of the programme.

" Moritoring and Evaluation .
As stated in section 6 of this document, the Programme Steering Committee (PSC) will be responsible for the
overall monitoring and supervision of this Programme. The PSC will meet on a semesterial basis, and more
frequently if required by its members, to review progress against the workplan it shall approve, on the basis of
six-monthly reports submitted by the Programme Director on behalf of afl partner agencies.

The six-monthly progress reports will provide an assessment of progress for all outcomes and outputs as
stated on the Results Framework, and as measured by the corresponding indicators. Collection of relevant data
will be scheduled well in advance of the reporting deadlines so that the evaluation of indicators can be based on
facts and as much as possible on independent sources.

In addition to the above, the Programme Management Team (UNDP ILO, UNIDO} shall hold qaarterly
progress reviews of the activities of all partners. This internal exercise shall ensure an additional opportunity to
ensure timeliness and coordination of partner activities. The PMT shall recommend, if need be, to individual
agencies any relevant remedies required to meet those obligations. A quarterly progress report shall be prepared
for this purpose by the Programme Director with the inputs of all concerned.

A yearly Prbgramme review exercise will be organised to (internally) evaluate the results of the Programme
and agree on any revisions required in the work—plans and implementation modalities. This Programme review
- will involve all members of the PSC.

. An overall external evaluation of the Programme will be implemented at its conclusion. It shall be sub-
contracted by UNDP as indicated in the Results Framework (activity 1.1.1.) and will cover the activities of all
partner agencies, to comprehensively assess the results achieved, at both upstream and downstream levels.

Two years atter completion of project, an impact assessment will be carried out. An arrangement to host and
finance such evaluation should be reached with Gol counterparts and the UNDP evaluation department will
_ support this exercise.

At the focal level, the Programme activities shall be monitored and supervised by Governorate Steering
Committees. These GSCs will be supported by UNDP Area Coordinators (AC} in each one of the three selected
governorates. The GSCs will meet on a quarterly basis to review progress against reports submitted by the ACs
and consolidating alf partner agencies inputs. ‘
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Réporting

The Prég{amme Director shall report progress of ‘the Programme on a semesterial basis, and on behalf of all
participating agencies, to the PSC. It shall solicit and compile inputs from all partners to this end. Internal
quarterly reports will also be prepared for the purpose of Programme Management Team quarterly reviews.

The Area Coordinators at the local level will produce reports in each one of the target governorates, on a
quarterly and semesterial basis, by compiling area-specific agency contributions, for submission to the PMT,
the PSC and the Governorate Steering Committees.

In terms of UNDG ITF reporting, the Programme Director shall consolidate narrative progress reports from all
member agencies in accordance with MDTF Office requirements, so as to provide a comprehensive account of
progress for the entire Programme. In accordance with UNDG ITF regulations, each individual UN agency shall
issue separate financial statements and reports and directly submit to the UNDG ITF. IOM and CHF shall be
considered for the purpose of UNDG ITF reporting as sub-contracted by ILO and UNDP respectively and shall

not therefore submit separate reports.
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