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IRAQ
STRENGTHENING POLICY-MAKING CAPACITY 

FOR POVERTY REDUCTION
CONCEPT NOTE

I.
INTRODUCTION
1.
Over the past two decades, the Iraqi population has experienced dramatic decreases in their standards of living. In 1980, Iraq’s income, education and health measures were high compared to regional averages. While other countries have increased their standards of living during the intervening years, Iraq has declined.  Income per capita, which rose to over US$3,600 in the early 1980s, fell to the range of US$770-1,020 by 2001. Unemployment and underemployment are extremely high, with unemployment estimates ranging between 25%- 50% of the workforce.
2.
As of 1980, Iraq had lower rates of infant mortality than the average for lower middle income countries and far lower than the MENA average (see chart).  The rate of infant mortality climbed dramatically during the period of sanctions to reach 102 infant deaths per 1,000 live births – the rate typical of Sub-Saharan Africa.  Already high malnutrition rates have been aggravated by a lack of clean water, inadequate sanitation and difficult access to health facilities as a result of the security situation.
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3.
The trends for education are similar to the trends for health.  At 57%, gross enrollment in secondary school in 1980 was better than the average for Lower Middle Income countries and far better than the MENA average.  Since that time, gross enrollment rates have fallen dramatically.  Iraq’s gross secondary school enrollment now stands at 38%, even below the average for the Low Income Countries.  Access to education remains difficult and many parents keep children at home due to the armed conflict.
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4.
Iraq’s volatile security is likely to have continuing consequences on poverty.  Lack of access to employment and basic services will cause temporary hardship for a large segment of the population.  Long-term, chronic poverty may also develop in households whose primary earners are killed or whose livelihood is destroyed, and for those whose education is cut short.   Even in the most optimistic scenario of a stable security and political situation, the important transformations being made in the Iraqi economy are likely to involve short term increases in unemployment as labor allocation moves to more productive areas. 

5.
Iraq has little in the way of functioning safety nets to address the needs of the poor and vulnerable.  The Public (food) Distribution System (PDS) is the only effective, large-scale safety net operating in Iraq.  Through the PDS, the government provides the entire population with virtually free access to the majority of its food needs.  Other safety nets do exist for workers and for those unable to work, though they cover only small portions of the population.  Regarding worker benefits, only employees of private firms of five or more employees are covered by the system (e.g. pensions, disability, sick and maternity leave, and medical insurance).  Although parallel systems do exist for public and semi-public sector employees, the majority of the work force is not covered.  For those unable to work, including the elderly, the handicapped and orphans, the Ministry of Labor and Social Affairs operates approximately 110 facilities.  No statistics are available on the total size of the populations in need of these services.  However, according to estimates of the (Coalition Provisional Authority) Office of Reconstruction and Humanitarian Assistance, less than 10% of the potentially vulnerable population receives benefits from the Ministry of Labor and Social Affairs. 

6.
Significantly complicating the task of understanding the causes and nature of poverty in Iraq is the lack of data on standards of living. War, economic sanctions, and political directives to suppress data reduced the capacity of Iraq’s statistical agencies to collect and publish reliable data.  The 2003 war and subsequent looting damaged or destroyed many government offices – and databases and documents with them.  

7.
Data are not available on consumption or expenditure poverty. Since the 2003 war, both World Food Programme and the UNDP/FAFO have fielded household surveys which provided some data on malnutrition, other health issues, education, and access to infrastructure.  However, they did not cover data on consumption or expenditure poverty. As a result, there is no poverty line and no poverty statistics for Iraq. Moreover, in the fast changing circumstances of Iraq, the WFP and UNDP/FAFO surveys need to be updated to provide information on the current situation.

II.
THE PROJECT AND THE OBJECTIVES OF THE GOVERNMENT AND THE EUROPEAN COMMISSION’S IRAQ PROGRAM

A.
Objectives of the Government

8.
The National Development Strategy (NDS) was adopted Iraqi Interim Government in 2004 as the basis for social and economic reforms for the reconstruction of Iraq, development of its economy, and the advancement of its people. The NDS confirms that unemployment, poverty and lack of opportunities for new livelihoods are major sources of social tension within Iraq.

9.
The NDS emphasizes a transformation of public administration focusing on the regulatory framework and promoting a free market to achieve growth, while maintaining basic services necessary to ensure equity.  The NDS envisions government as playing a role in the regulatory framework, rather than a direct provider of services except for public goods, including a comprehensive social safety net to protect vulnerable groups. It commits the government to provide services to citizens in a transparent, respectful, efficient and dedicated manner, free of corruption. This requires improved management to increase the efficiency of most government departments, including systems for setting priorities in public spending, improvement public procurement and stronger financial management.

B.
Rationale for Bank Involvement in the Project

10.
The Bank’s comparative advantage for the proposed project lies in (i) the experience it has had through the two Capacity Building Projects to work through formal and informal training; (ii) the Bank’s operating principle of Iraqi ownership of policies and projects; (iii) its emphasis on integration of data collection, poverty analysis and safety net policies and programs; and (iv) its breadth of international experience and best practice in conflict–effected countries. 

III.
THE PROJECT
A.
Objectives
11.
The objective of the project is to strengthen capacity of the GOI to make informed decisions towards reducing poverty, creating jobs and protecting the vulnerable.  Specifically, the project would focus on strengthening the capacity of Iraqi officials to:

· collect and analyze data on poverty and unemployment;
· develop information-based strategies to reduce poverty, generate employment, and improve the functioning of social safety nets; and

· assess the effect of economic policy options on both poverty and employment, including the impact of sequencing reforms and policies.
12.
The project would have three components, with a specifically designed capacity building activities attached to each.
B.
Preliminary Project Description

Component 1: Preparation of a Poverty Assessment Report (US$4.7 million)
13.
In order to understand the causes and characteristics of poverty, it is important to know the extent of income or consumption poverty.  Such data are also urgently needed for policy decisions (e.g. reform of fuel and/or food subsidies) and for the development of appropriate safety net programs. In addition, the survey is a necessary input into the creation of a Consumer Price Index (for measuring inflation, and indexing pensions, etc.) and the System of National Accounts (for monitoring macroeconomic growth, household consumption and savings and small enterprises). [The most recent socioeconomic survey was conducted in 1993 and did not include the Kurdish Region.]

14.

Preparation of a Poverty Assessment Report would entail two phases. During the first phase, data on poverty would be collected through a socioeconomic survey. To be conducted over a twelve-month period, the survey would include all 18 governorates.  The survey would generate the following poverty measures at the national, governorate and district levels: (i) income/consumption poverty measures (including headcount poverty, poverty gap, food poverty and hardcore poverty); (ii) inequality indices such as Gini Coefficients; (iii) human development indicators (e.g. employment status, educational and health status, and access to basic services).  

15.
The second phase would entail analysis of data from the socioeconomic survey. A labor market study would be conducted to further develop knowledge of the problems of unemployment and underemployment. Existing administrative data on poverty would be evaluated and recommendations for improvement would be made. In addition, an inter-ministerial workshop would be held to discuss implications of various approaches to poverty measurement. Following these steps, an inter-ministerial committee (i.e. MOSAL, MOP, MOF, MOE, MOH) and Iraqi experts would draft the Poverty Assessment Report, with support from the Bank and other international experts.

16. Capacity building for the first phase—socioeconomic survey – would  include staff of the Ministry of Planning Central Office of Statistics (COSIT), the Statistics Office of Kurdish Region and Statistics Directors from relevant line ministries for poverty related data collection, including two courses: (i) Multi-Purpose Household Surveys and (ii) Key Issues in Sampling.

17. Capacity building for the second phase—analysis of survey data—would involve staff of MOP, MOSAL, MOF, MOE, and MOH.  This phase of the component would provide key Iraqi ministry staff with an in-depth course on poverty and inequality analysis.  The overall aim would be to illuminate useful economic principles and analytic tools for informing the choices required for effective policy making against poverty.  The participants would receive a firm grounding in the basics of poverty and inequality analysis and an introduction to the emerging issues at the frontier of work in this area.  The courses would include: (i) Mixing Quantitative and Qualitative Methods for Poverty Analysis; (ii) Poverty Measurement and Analysis; (iii) Poverty Impacts of Policies and Programs; and (iv) study tour of other countries approaches to poverty focused administrative statistics.

Component 2:  Poverty and Social Impact Analysis of Proposed Policy Areas (US$0.9 million)
18. 
The purpose of this impact analysis component is to provide policy advice and conduct analytical work to help the officials predict the likely impact of economic policies on poverty and employment generation, and assess the ability of existing safety net programs/policies to protect the poor from any negative impacts of economic reforms.  The component would also help ensure that reforms are appropriately sequenced and accompanied by safety net measures.  Iraq’s fragility dictates that careful consideration be given to the social and poverty impact of all proposed reforms.  Reforms that will potentially increase unemployment or poverty in the short term need to be structured and sequenced to minimize the adverse impact on the poor and accompanied by measures to protect vulnerable groups.  Failure to do so could undermine efforts to improve security and stability.  

19.
 Poverty and Social Impact Analysis (PSIA) would be performed for approximately three areas of proposed policy changes.  The specific areas to be addressed will be determined jointly by the Government of Iraq and the Bank team, based on what is relevant at the time of program implementation and to complement efforts by other UN and International Financial Institutions.  Among the potential areas for analysis are: trade policy, reforms of agricultural policy, monetary policy, and privatization.  Analysis will be conducted jointly by the Government of Iraq, Iraqi experts, the Bank and other international experts.   

20.
Capacity building activities would include the following courses: (i) The PSIA Approach: How and When it is Applied; (ii) The PSIA Approach: Overview of Tools and Methods; and (iii) Implementing PSIA: PSIA Good Practice.

Component 3:  Preparation of Poverty Reduction, Employment Generation and Safety Net Strategies (US$1 million)
21.
This component would be entirely owned by and the responsibility of GOI.  Following on poverty and impact analysis on a selected number of areas for practice and learning purposes, the trained officials would be expected to prepare strategies for poverty reduction, employment generation and safety nets.  Preparation of these documents would be full responsibility of the GOI to ensure that the process and the output are entirely owned by the officials. The Bank would provide technical assistance as requested.

22.
Capacity building activities to prepare the officials for this task would include the courses: (i) Attacking Poverty: Designing Country-Owned Strategies for Poverty Reduction; (ii) Emerging Practice: Poverty Reduction in Conflict Affected Countries; and (iii) Integrating Risk Management into Human Development.  In addition, a study tour would be organized to selected countries that have prepared Poverty Reduction Strategy Papers. 

C.
Implementation and Indicative Cost
Implementation

26.
In each component of the program the principles of ownership and institutional sustainability would be emphasized.  For example, data collection and analytical components would be implemented through close collaboration between the GOI and the World Bank, in order to ensure the work is relevant and widely accepted and to enhance the GOI’s capacity to use modern methods of identifying, analyzing and responding to its development challenges.  The knowledge gained though experience of working on the program would be supplemented with workshops and formal trainings.  Workshops and formal trainings would include a number of World Bank “core courses” which would be tailored to emphasize issues of particular importance to Iraq and with translations into Arabic.  Similarly, the World Bank would provide technical assistance to the GOI as it develops its strategy for poverty reduction, implements pilot programs and monitors and evaluates achievements of these pilots. 

Indicative Cost 

	Component
	Activities
	Estimated Cost

	Poverty Assessment 
	Collection of data on poverty 
	US$ 3,500,000 

	
	Capacity Building (2 courses)
	US$ 200,000

	
	Preparation of report (including analysis of poverty data)
	US$ 500,000

	
	Capacity Building (4 courses)
	US$ 500,000

	Poverty and Social Impact Analysis (3 studies) 
	Predicting the likely impact of economic policies
	US$ 600,000

	
	Capacity Building (3 courses)
	US$ 300,000

	Preparation of Poverty Reduction, Employment and Safety Net Strategy 
	Designing strategies for poverty reduction, employment generation and safety nets 
	US$ 500,000

	
	Capacity Building (4 courses)
	US$ 500,000

	TOTAL
	
	US$6,600,000
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