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IRAQ

PRIVATE SECTOR DEVELOPMENT
TRADE FACILITATION PROGRAM

CONCEPT NOTE

I.
INTRODUCTION
1.
Iraq’s single greatest need is for productive employment. The war and preceding trade embargo crippled large segments of the economy, leaving millions at or near absolute poverty.
  Events also disrupted or destroyed traditional markets and supply chains and this, combined with market controls, restricted much activity to black markets. The result is a substantial premium on a number of consumer goods.  Thus citizens are caught between a lack of income and high prices for basic necessities, except those distributed directly, if imperfectly, by Government.
2.
Iraq’s policy agenda addresses the need to expand the economy through investment and economic diversification.  The National Development Strategy Document offers a vision of economic revival driven by private enterprise, underpinned by a strong and transparent public sector. Yet external conditions and government policies have driven most private firms out of business.  Of some 30,000 member firms in the Iraqi Federation of Industries, only around 4,000 were reported active in late 2004.  What remains are mostly small, family-held businesses. Although Government agencies and SOEs employ some 1.5 million people, most SOEs are idle.

3.
Realistically, it must be recognized that, in the short term, export diversification will be difficult given the effect of oil revenues and aid flows on domestic prices.  At present, crude oil revenues constitute over 95% of exports. However, there are substantial opportunities for employment generation and private sector led economic growth in construction (and reconstruction), services (including retail and wholesale commerce), agriculture, and some import-substituting industries.
  All of these depend vitally, in part, on the availability and cost competitiveness of imported inputs.  Thus it is reasonable to say that both the pace of recovery and the affordability of consumer goods will be critically dependent in the next few years on the efficiency and competitiveness of inbound supply chains and trade logistics.  In the longer term, strengthening the institutional and policy framework for trade will benefit export diversification as well, whether of tourism, agricultural products, or higher value-added niches in manufacturing.  The gains poor countries have been able to achieve through trade liberalization are substantial – for example, a World Bank study suggests that countries that integrated into international markets  during the 1990s grew at a rate of 5% a year, while those that did not actually declined by about 1% a year.
  Trade facilitation is central to countries gaining from the opportunities of the global market: expansion of trade is achieved to an important degree through programs to lower transaction costs in goods and services crossing borders. Recent research suggests the potential contribution of trade facilitation can be even greater than tariff reduction:  in APEC countries, trade facilitation improvements are estimated to have contributed 4.3% to average GDP.
 
4.
Yet currently, Iraq’s trade regime is in substantial disarray. A recent World Bank report describes Iraq’s trade regime as follows:  “First is the lack of a coherent trade policy regime and the rules and regulations to implement it, including institutional capacity for their enforcement. Second is the unavailability of the key transport, logistics, and banking infrastructure required to facilitate the movement of goods and services.” 

5.
Trade competitiveness is dependent on the establishment of a predictable and transparent trade and investment regime, including modern customs and technical control administration, which is a priority area for donor assistance. Another condition is an efficient trade logistics system that minimizes transaction costs for the private sector. The priority measures described below intend to complement the programs of other donors to support Iraq’s trade development and private investment promotion, as key building blocks towards the development of a market economy.  

6.
Promoting a restored and competitive private sector of course requires a multiplicity of policy measures to improve institutional capacity, labor skills, market access, quality standards, infrastructure and judicial system, and reduce red tape and transactions costs.  The on-going Private Sector Development Project (PSD1), which is supported by donors through the Iraq Trust Fund, is helping Iraqi authorities to strengthen institutions that support the private sector and initiate steps to build private sector capacity to generate growth and employment.  One element of this support is the financing of an Export Promotion Fund, to provide seed grants to private businesses to prepare export development plans.  This represents a first step towards the medium-term goal of rebuilding the private sector’s export capability.  However, without the strengthening of trade facilitation and logistics, success will be difficult.  
7.
The conditions are ripe to undertake such support. In 2003 and 2004, important steps were taken to liberalize Iraq’s external trade. Restrictions on trade have been relaxed and imports tariffs have been reduced to a uniform custom tax (“reconstruction levy”) of 5%, with food and medicine exempted. A national committee has been established to design a rules-based, transparent and stable foreign trade regime, as well as domestic regulations and policies which are WTO-compatible. These measures aim at removing distortions in the local prices of commodities and services, increasing competitiveness, and enhancing the efficiency of Iraqi economy.  In addition, in December 2004, Iraq had submitted a membership request to WTO, a crucial step in trade liberalization.

8.
The benefits that Iraq can reap from these measures depend on the ability of its firms to compete and integrate in the national, regional and ultimately global markets.  As noted above, the efficiency by which trade transactions are conducted is critical to trade integration.  Therefore, a logical next step in donor assistance to Iraq would be to tackle trade logistics bottlenecks that increase transactions costs, increasing production costs and consumer prices.  Costly and unreliable trade logistics are the most immediate impediment to improving Iraqi economic recovery, market access and competitiveness.  The efficiency by which these goods are delivered to enterprises and markets is crucial for reducing transactions costs to the private sector.  
II.
PROPOSED APPROACH
9.
The proposed Trade Facilitation program is one of the several building blocs of private sector development in Iraq and it supplements the ongoing Private Sector Development I project. Until security and physical infrastructure conditions improve, it would not be possible to conduct a full-scale trade facilitation program. The objective of the proposed program is to lay the groundwork for an expanded program by:
· conducting the necessary diagnostics to assess performance on Iraq’s transit corridors and identifying  the necessary measures to improve efficiency and predictability; and 

· improving the efficiency and predictability at one border crossing -- the Al-Karameh-Trebil --as a pilot operation for potential replication at other border crossings.

A. Diagnostics of Trade Logistics in Iraq 
10.
The diagnostic work would be carried out in two phases.  Initially, it would involve an assessment of performance along the four major trade corridors and border crossing points into and out of Iraq via Turkey, Syria, Jordan and through the Port of Um Qasr. The study would provide baseline information to better understand traffic and transit patterns (products and routes), their composition and modalities. While the study would not constitute a full-fledged audit, it would facilitate in broadly identifying the costs and benefits of different routes.  It may be possible for local consultants to conduct interviews with several freight forwarders, trucking companies and their employees, Ministry of Trade and Ministry of Transportation officials, and local officials to better understand the costs and speed of alternative routes and sources of delay or excess expense. This approach is relatively simple compared to a trade facilitation audits or supply chain analysis. 
11.
A second phase, when security conditions permit it, would involve a more comprehensive trade facilitation audit that would assess the legal and institutional landscape for trade in Iraq.  The audit would be based on the approach developed in the Bank and applied in several countries, including Morocco and Tunisia in the MENA Region, and other countries in South Asia and Latin America.
 In close collaboration with any donors carrying out similar work, the audit would review the administrative processes of trade control agencies such as the customs and technical control agencies, and together with the corridor performance study, help develop a modern and efficient customs administration.  

B.
Pilot Initiative on Border Crossing Efficiency
12. Diagnostics of the four trade corridors would be followed by the development of logistics infrastructure and processes, with a specific focus on border crossing efficiency as a first step. Iraq’s physical isolation (although Iraq is not geographically landlocked, it has many of the corresponding characteristics from an operational standpoint), particularly when combined with poor transport and communications infrastructure, inhibits its participation in global production networks and converts logistics costs into the highest non-tariff trade barrier.  In the medium term, Iraq should adopt an integrated approach to develop an efficient and predictable logistics infrastructure (including multi-modal transport); in the immediate term, however, it can address a number of steps, the most urgent one being border crossing efficiency.
13.
Border crossing, and corridor efficiency in general, is a complex process for Iraq, given the significant institutional gaps that have been created by years of being a planned economy and in conflict or under embargo.  It is therefore imperative to adopt a practical approach that would lead to short-term results and create momentum for deeper reforms once the security situation improves. As an initial step, it is proposed to focus on practical improvements at one border crossing on a pilot basis. Learning from the pilot, the program would then be replicated to other border crossings, as appropriate.  
14.
The proposed pilot is the Al-Karameh-Trebil (KT) border crossing on the Iraq-Jordan border.  It is suggested given its importance in Iraq’s transit trade, and the strong interest of the Jordanians to collaborate in improving border-crossing there.  The crossing provides a transit point for $1.4 billion in annual trade between Iraq and Jordan and therefore its improved efficiency could have important both direct economic benefits and a strong demonstration effect for future extension and replication at other key border crossings.  
15.
The issues that hamper efficient trade between Iraq and Jordan include: (a) long waiting times at the KT border crossing, (b) inappropriate clearance procedures and trade documentation, (c) lack of security and the risk of smuggling and corruption at the border, and (d) inadequate trucking and transport harmonization. Increased efficiency at the KT border crossing can play an essential role in accommodating an increase in the flow of cargo and passenger traffic and facilitating operations of investors who use Jordan as a platform to access Iraq. The project would also initiate a process of capacity building for the Iraqi institutions involved in processing and handling trade, specifically customs, standards and technical control agencies.

16.
Expected Benefits: The pilot operation would help improve efficiency of KT border crossing, create an affordable and predictable means of moving goods and people across this border, and develop an approach that can be replicated for other crossings.  Broader objectives of the KT border crossing project would be to enhance security and reduce smuggling and corruption at border crossings, and strengthen regional partnerships and expand regional trade. 

17.
Reliable information about the characteristics of trade logistics institutions, trade volume and patterns are limited.  As this information is being compiled through the diagnostic studies proposed above and beyond through other work that might be carried out bilaterally by other donors, the phased approach would allow for testing new working practices in terms of streamlining or improving administrative controls and checks and clearances, improving aspects of specific segments of transit corridors, and creating efficient, dedicated border-crossing points, in cooperation with Iraqi counterparts and authorities.

18.
Currently, there is also weak public and private sector capability to implement a trade facilitation agenda.  The long-lasting conflict has eroded the capacity of Government to undertake the activities needed to design and implement an improved regulatory framework for trade facilitation.  The proposed support for the KT border crossing efficiency allows a practical approach to initiate capacity building (of customs officers at the borders as well as technical control agency staff) and institutional reforms that could be deepened at later stages if done successfully at a smaller scale (one border crossing).

19.
A joint Iraqi-Jordanian request to develop the KT border presents a unique opportunity to pilot this approach. Finally, Iraq and Jordan have developed joint technical committees on a number of issues, including education, privatization, power, and most recently on technical controls for merchandise trade. The proposed approach would build on this collaboration.

KT Crossing: Recommended Design and Components
20.
The key components of the pilot would include:
(a) Physical improvements, to include construction/refurbishment of infrastructure and equipment for selected expansions of the KT border crossing station, including customs and technical control facilities and labs; 
(b) Technical assistance, to cover the formulation of a revised regulatory framework, development of plans for the shared customs and border inspection posts; and training on new procedures and systems.  Specific activities could address the following:  

· Adoption of simplified and standardized customs and border inspection procedures (compliance measurement and risk management), with the ultimate objective of moving towards international standards;
· Human resource management to develop customs/border inspection expertise and enhance system integrity;
· Training for customs personnel;
· Creation of a partnership among border inspection agencies and the trade/industry community; and
· Adoption of audits and account management processing to facilitate trade and trade data exchanges.

C. Expected Impact
21.
Institutional impact:  Improving the efficiency and coordination of customs and technical control agencies through improved norms and procedures and physical improvements in working conditions.
22.
Impact on the ground:  As indicated by movement and other indicators, (trucks movements, processing time, lower transport costs, etc.) improvements in the cost and delays imposed at the border, and in particular by processing customs declarations and carrying out technical control procedures and clearances.  Also, indicators should reveal an increase in the volume of traffic and goods processed.  
D.
Relationship to donors active in the sector and possible co-financing:

23.
This Bank’s PSD strategy for Iraq and associated activities, including the program on border management and trade facilitation would be carefully coordinated with other donors–EC in particular–who are or likely to be involved in financing and providing technical assistance for PSD.
E.
Preparation Timeframe

24.
Because of the large number of contingencies in this program, the precise timing cannot be described in this note. A rough sequence would be preparation of the program over a five-month period, followed by start of program implementation.
	
	Sequence
	Key activities/reports

	Preparation


	Start
	-TORs for the phase 1 of diagnostic work

-Recruitment of consultants

-Feasibility study of KT border crossing

	Appraisal


	Month 4
	- Project design

- First draft of phase 1 trade diagnostic report

- Procurement plan for KT border crossing

- Design of phase 1 technical training for Iraqi customs and technical control staff

	Grant Signing


	Month 5
	- Grant Agreement

- Launch of procurement process for investments

	Implementation
	Month 6
	- Interim phase 1 reports trade diagnostic

- Dissemination workshop

- Training program launch for customs and technical controls agencies

	
	When security conditions allow
	- Launch of phase 2 diagnostic report (trade facilitation and logistics audit)

	
	5 months later
	- Final report phase 2 diagnostic report ( with action plan)

	
	
	- Phase 2 KT project implementation

- Identification of follow-up project areas based on the action plan.


F.
Estimated Costs
	Program Components
	Cost (US$ million)

	1. Trade facilitation audit
	1.0

	2. Supply chain audits for 4 sectors
	1.0

	3. Al Karameh-Trebil Border Crossing
	

	- Equipment, MIS systems, laboratory, scanners
	15.0 – 20.0

	- Civil works
	1.0-4.0

	- Technical training program
	1.0 

	Total
	19.0 – 27.0 


How Is a Full-Fledged Trade Corridor Evaluation Conducted?





“The evaluation of transit corridors is based on five analytical audits: (a) infrastructure; (b) operations and traffic; (c) trade facilitation; (d) trade logistics; and (e) institutions. These audits form the basis for an in-depth economic evaluation of the costs and performance in each corridor. 


Infrastructure: The objective is to detail the physical characteristics of the infrastructure in each of the identified corridors. The survey would collect information on both movement links and interchange nodes within the transport corridors. 


Operations and Traffic: The aim is to understand how each mode in the corridor operates, what type of equipment is used, performance levels, operating costs and constraints. 


Trade Facilitation: A full understanding of the procedures and documentation is necessary for the conduct of foreign trade. This would include the procedures required to obtain import/export licenses as well as the procedures and documentation required for customs clearance. 


Trade Logistics: The objective is to document the door-to-door movement by each available route and mode: the delays and constraints, the combined customs procedures, total number of halts or inspection stops, and all the elements that differentiate one route from another. 


Trade-Transit-Transport Institutions: This audit identifies the institutional environment in which the shippers, transport operators and government organizations perform. The institutional environment often has a direct and very significant effect on the cost/tariffs, capacity and efficiency of routes. It plays, therefore, a significant role in route and transport mode choices.” 





Jorge Rebelo, Landlocked Countries: Evaluating Alternative Routes to the Sea, Annex 3:  Informational Requirements  (World Bank:  Infrastructure Notes, 1992).











� While perhaps a tenth of Iraqis live in absolute poverty, at least a quarter live near or below the absolute poverty level and another 15% would be in poverty without the food ration system.  Yet formal safety nets are believed to cover less than 5% of the population.  World Bank.  Iraq Economic Monitoring Note No. 3, April 2005.


� Ibid.


� “As Iraq maintains its open trade regime and moves from a sanction driven environment to an open modern economy, many critical infrastructure, service and technology gaps will be exposed.  Resources are needed to resolve key constraints in trade and investment.  This will not only consider trade in goods but also trade in services.”  World Bank. “Supporting the Development of Iraq’s Private and Financial Sectors”, 2004 (mimeo).


� Kraay, Aart; Dollar, David. Trade, growth, and poverty (World Bank: Policy Research Working Paper 2615, 2001).


� John S. Wilson et al.  Trade Facilitation and Economic Development:  Measuring the Impact  (World Bank:  Policy Research Working Paper 2988, 2003).


� World Bank. Republic of Iraq -- Building a Sustainable Investment Climate in Iraq, Report No.31582-IQ, November, 2004.  The report goes on to say “The lack of an integrated functioning customs and tariff regime and of a functioning system of internal tax administration that will provide a predictable and level playing field for domestic activity has a marked negative impact on both trade and investment.  Phyto-sanitary controls are not operational…  Intellectual property protection does not exist.  Similarly banking institutions are not equipped to support trade and related activities…  The Government bureaucracy is not experienced in modern trade-related administration techniques, and such procedures as exist are outdated and overshadowed by security concerns.”  


� Clearly, under current circumstances and security concerns, a traditional trade facilitation audit is not feasible.  
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