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Fragility and conflict are radical development challenges
facing the Islamic Development Bank member countries
(MCs). Years of violent conflict have had a devastating human,
economic, political, environmental, and social impact, leaving
hundreds of thousands of people dead and much more forcibly
displaced. Violent conflicts have devastated economies and
essential infrastructure, hollowing out state institutions and
fraying social fabric. Many IsDB MCs in the MENA region are
affected by fragility and conflict; four countries currently suffer
from active conflicts.

The Bank's Ten-Year Strategy and the President's Five-Year
Program (P5P) envisage the IsDB as proactive and responsive
to MCs' challenges, including fragility and conflict. To address
the challenge of fragility, the Bank has developed its first-
ever Fragility and Resilience Policy to set the standards and
strategic direction of IsDB to strengthen institutions, build
resilience, and contribute to recovery, social cohesion, and
sustainable development in member countries.

This report is an initial step towards operationalizing the IsDB
policy and building on that policy to develop a conceptual
framework to understand how countries can move towards
greater resilience. This transition can be achieved through
investments in the soft part of reconstruction and recovery
and bringing new dimensions and narratives to contribute to
recovery and resilience-building efforts.

The report analyzes the challenges and opportunities related
to reconstruction, recovery, and resilience in MENA, focusing
on the four conflict-affected states: Iraq, Libya, Syria, Yemen,
and the two refugee-hosting countries: Jordan and Lebanon.

It also analyzes lessons learned to support reconstruction,
recovery, and resilience in fragile- and conflict-affected

situations. It links these lessons to the four conflict-affected
countries' specific experiences and the two refugee-hosting
countries to provide a series of recommended next steps for
donor interventions.

Tackling fragility requires a multidimensional approach to
building resilience by investing in human, social, physical,
and financial capital. During recovery and reconstruction,
infrastructure and institutions should be built back better to
adapt positively and respond to risks such as climate change
and natural disasters which could compound the development
challenges facing some IsDB Member Countries. IsDB has
therefore supported member countries by investing in climate
change resilience and supporting people affected by natural
disasters.

International development partners should pursue a
joined-up and complementary approach. No single actor
can perform all the required tasks. International partner
institutions  — including multilateral development banks
such as IsDB — should focus on specific tasks in which they
have a comparative advantage. Besides being effectively
coordinated, international development partners’ efforts to
support reconstruction, recovery, and resilience must also be
adequately phased according to each country's place on the
fragility-resilience continuum.

The report calls upon international development partners to
commit themselves to support MENA countries’ transition
from violence and fragility to resilience. At the same time, it is
essential to emphasize that recovery and resilience-building
are, and should always be, nationally owned processes led by
member countries.

| am confident that this report's recommendations and
outcomes will help support MENA countries’ transition
away from fragility and conflict towards peace, resilience,
and recovery. The report's findings will feed into IsDB's
Member Country Partnership Strategy and global value chain
development programs and projects to address the region's
drivers of fragility and conflict.

=

Dr. Bandar M.H. Hajjar

President, Islamic Development Bank
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SUNIRRE

Fragility and violent conflict are complex phenomena with multiple, interlocking
causes. In the Middle East and North Africa (MENA) region, years of conflict threaten
to trap countries in a cycle of fragility and violence. The challenges facing the region
necessitate different narratives and approaches to address the drivers of fragility and
violence. It is, therefore, incumbent on the development actors and donors to develop
a comprehensive strategy that addresses the underlying drivers of fragility, across
its various social, political, economic, security and environmental dimensions, and
which builds greater resilience. This report presents chapters on investment in human
and social capital, refugees and internally displaced persons (IDPs), private-sector
development (PSD) and foreign direct investment (FDI), as they play crucial roles in the
reconstruction and recovery of conflict-affected nations.



This report represents an initial step towards developing
that strategy and bringing new dimensions and narratives
to contribute to recovery and resilience-building efforts.
It analyses the challenges and opportunities related to
reconstruction, recovery and resilience in MENA, with a focus
on the four conflict-affected countries of Iraq, Libya, Syria
and Yemen, and the two refugee-host countries of Jordan
and Lebanon. The report focuses on MENA region since a
significant number of countries in this region are affected
by conflict and also because of the high levels of fragility in
the region when compared with other regions of the world
as shown in the 2020 State of Fragility Report of OECD.
Although conflict affected countries witness varying levels
of conflict, there is a need to put emphasis on recovery and
reconstruction efforts in these countries where applicable.
One more reason for focusing on MENA region in this report is
the effects of the conflict on countries that are not witnessing
conflict through refugees. The report reviews recent thinking,
narratives and research on fragility and violent conflict and
assesses case studies of previous interventions in fragile and
conflict-affected situations (FCS) to determine what works
and what does not in terms of building resilience.

Building on recent analytical approaches, the report proposes
a framework for how countries can build resilience by
investing in four distinct assets or types of capital: human,
social, physical and financial. The framework emphasizes
that building social capital — the ties and bonds that connect
people both horizontally with one another across society,
and vertically with the State — is an essential cross-cutting
requirement for effective recovery and building resilience. It
also stresses the importance of managing the needs of people

forcibly displaced by conflict across all donor interventions,
and the need for aid effectiveness through donor coordination
and cooperation, both with other donors and with host
governments. The report stresses the need for a new narrative
and approach to support recovery and build resilience through
locally led efforts and initiatives focusing on enhancing social,
human, physical and financial capital to build back better.

This report highlights the spread and impact of COVID-19 on
the Member Countries (MCs) in the MENA region, particularly
those affected by conflict. The highlights of the report indicate
that COVID-19 is a critical driver of fragility that exacerbates
the existing economic, political and social tensions in MCs
affected by fragility and conflict.

Supporting human development and PSD are identified as
sectoral priorities for the Islamic Development Bank (IsDB),
MCs' governments and development actors. Development
interventions that create meaningful employment and
livelihoods opportunities for people are an important
pathway to resilience. They build human capital in the form
of improved skills, education and well-being; physical capital
through improved hard and social infrastructure; financial
capital through household incomes, government revenues
and repaired markets; and, crucially, social capital as people
interact collaboratively at work and in the marketplace, and
through improved trust in state institutions.

Donor support to building resilience does not need to wait
until violent conflict comes to an end. Although a country's
path to consolidated resilience ultimately relies on achieving
comprehensive peace and a political settlement — endogenous
processes that are beyond the scope of external actors —
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targeted human development and PSD interventions can be
effective even during conflict.

Human, social, physical and financial capital tend to be weak
and underdeveloped in FCS; in Iraq, Libya, Syria and Yemen
they have been severely depleted to varying degrees though
by years of violent conflict. In terms of human capital, enabling
and social infrastructure has been damaged or destroyed by
fighting (e.g. more than half of health facilities in Libya and
Yemen are closed or no longer fully functioning); human
resource capacity has dissipated as many skilled workers have
fled (e.g. 70 percent of Syrian healthcare workers have left the
profession); and institutional, manufacturing and systems
capacity has weakened (e.g. Syria produced 90 percent of its
own medicines before 2011, but this has since collapsed).

Critical lessons learnt on human development include: 1)
the need to ensure broad participation and community
engagement, to create 'buy-in' from the civilian population
and build social cohesion; 2) the importance of building
institutional capacity at both central and local levels, including
broad-based women's participation; 3) ensuring a balance
between effective ex ante planning and retaining the flexibility
to adapt as circumstances change; 4) focusing on education
as a pathway to building resilience and cohesion, both because
of its importance in building human capital needed for social
and economic recovery, and because of the contribution it
can make to peacebuilding and creating ties across society;,

o

The post-independence

development model in MENA

created a large public sector to
provide jobs, services and social
security to the population, and
resulted in a limited private sector
dominated by small and medium-sized
enterprises (SMEs).
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5) ensuring cross-sectoral coordination to tackle complex
social problems, such as early marriage; 6) investing in
sustainable livelihoods by creating jobs and skills; 7) using
a 'build back better' approach to create more resilient
infrastructure, build institutional capacity and strengthen
government capacity to effectively support resilience.

An already weak and undiversified private sector has been
further damaged by violent conflict. The post-independence
development model in MENA created a large public sector to
provide jobs, services and social security to the population,
and resulted in a limited private sector dominated by small
and medium-sized enterprises (SMEs). These firms have
disproportionately suffered as a result of damage to the
fundamental enabling infrastructure (especially the electricity
supply), the limited availability of credit and the poor security
situation. The trend for FDI to flow primarily into the primary
resource sector — which can potentially exacerbate violence in
FCS — has continued. By contrast, FDI into the manufacturing
sector, which can contribute to resilience and peacebuilding, is
extremely limited.

The four violent conflicts have resulted in around 18 million
refugees and IDPs in MENA, accounting for fully one quarter
of the total number of forcibly displaced persons worldwide.
Forced displacement is both a cause and a symptom of
fragility, and has significant detrimental impacts on human,
social and financial capital for migrants, communities of
origin and host communities. The international community
and development partners struggled to respond adequately
to the protracted nature of the MENA displacement crisis,
and in particular to the more than 5.3 million Syrian refugees
living in Turkey, Jordan, Egypt and Lebanon. Alongside
continued humanitarian assistance, greater emphasis needs
to be placed on longer-term development solutions. Human
development priorities include addressing the demand-
side obstacles to refugees’ and IDPs' access to health and
education (e.g. the opportunity costs for families of sending
their children to school), while long-term integration into host
communities requires securing access to formal employment
for migrants. Because of the potential negative impact of
large-scale refugee and IDP flows on social cohesion, donors
should ensure that interventions benefit host communities as
well as migrants. In this regard, the Jordan Compact provides
a useful model of how to support the integration of refugees
while simultaneously enacting PSD reforms to improve the
economic well-being of host communities.

Interventions should be tailored to the specific context of
each country, and to the particular stage of the conflict or
transition towards resilience in which it finds itself. The report
identifies three main phases: 1) an immediate in-conflict or
‘stabilization phase’, where violent conflict is either ongoing
or where peace settlements have yet to take hold, and where
donor support should focus on meeting people's immediate




needs, supporting peace deals and avoiding
a relapse into violence; 2) a medium-term
‘recovery and restructuring phase’, in which
interventions transition from a humanitarian
to a more sustainable development approach;
and 3) a ‘transformative phase’, which focuses
on developing the longer-term capacity of
institutions and practices to secure lasting
economic growth and social development.

Examples of potential activities during
the initial 'stabilization phase' for human
development might include restoring essential
services, including basic hospital functionality,
initiatives to enable children to return to school
and catch-up classes for young adults. They
should also include support to livelihoods
— for example, in the form of cash transfers
to vulnerable populations and public works
schemes. Key activities for PSD include
restorative planning to identify priority sectors,
contractors and suppliers, ensuring a rapid
improvement in services and activating an
improved investment climate — for example,
by mobilizing the distribution of loans to SMEs
through local banks.

During the ‘recovery and restructuring phase’, investments in
human capital development should expand service provision
to include broader public health schemes (e.g. sanitation),
and initiatives to incentivize the inclusion of girls, children
with disabilities, refugees and IDPs in services. They should
also focus more on building inclusion — for example, through
community security and safety schemes (e.g. street lighting
and neighbourhood watch), and by integrating refugees
and IDPs into community life. For PSD, activities will include
more structured assistance for SMEs (e.g. to improve their
operational resilience and ability to enter value chains),
supporting essential legal/regulatory changes (e.g. related
to FDI and Special Economic Zones), creating an investment
promotion agency and undertaking a structured investment
promotion campaign, and expanding the reach of financial
services.

A longer-term ‘transformative phase’' would see investments
in human development focus on rebuilding stronger systems,
including education systems (e.g. curriculum reform and
accreditation of teachers) and health systems (e.g. focusing
on creating smaller and more accessible local health units).
It would also see a continued emphasis on investing in youth
— for example, via vocational training initiatives that seek to
match skills to job market requirements. For PSD, activities
should look to deepen financial resilience through the
incremental transfer of traditional government services to the

private sector (e.g. via public—private partnerships), support
governments to increase the speed of business registration,
expand the activities of the investment promotion agency by
developing a comprehensive project portfolio using blended
and project finance, and continue incremental investments in
enabling and social infrastructure.

Finally, the recommendations of the report are divided
into three categories, corresponding to those three broad
stages of the transition away from violent conflict and the
fragility—resilience continuum. In line with IsDB's Fragility
and Resilience Policy, this report advances a framework for
building resilience in MENA by investing in the four types of
assets or capital: human, social, physical and financial. They
are mutually reinforcing, and together help to counter the
various dimensions of fragility. The report lastly summarizes
a series of practical recommendations for activities that can
form the basis of IsDB investments in human development and
PSD in fragile and conflicted-affected countries in the region.
In crafting the recommendations, the plans and thinking of
the governments of Libya, Irag and Yemen have been taken
into account, particularly in private sector investment, job
creation, investment, education and skills development, and
healthcare. These recommendations have been divided into
three broad categories, corresponding to three distinct phases
through which countries transition on the path from fragility
to resilience.
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INTRODUCTION

The Middle East and North Africa (MENA) is one of the world's most fragile regions.
Over the past decade, the bulk of the world's deadliest conflicts have been in MENA,
such as those taking place in Syria, Yemen, Iraq, Libya and Turkey. Years of violent
conflict have had a devastating human, economic, political, environmental and social
impact, leaving hundreds of thousands of people dead and many more forcibly
displaced, devastating economies and essential infrastructure, hollowing out state
institutions and fraying the social fabric. Today, the intensity of fighting across the
region has reduced, but the underlying drivers of fragility and conflict remain. If they are
left untreated or are exacerbated by ineffective governance and donor interventions,
MENA risks being condemned to further cycles of debilitating violence. It is, therefore,
incumbent on the international community to develop a comprehensive strategy for
supporting the region's transition towards sustainable peace that addresses these
underlying causes of fragility and violence.



This report represents an initial step towards developing that
strategy. It analyses the challenges and opportunities related
to reconstruction, recovery and resilience in MENA countries
affected by fragility and violent conflict. While it does not offer
a detailed blueprint for reconstruction, the report provides
broad strategic recommendations to inform and guide donor
interventions, in particular those of the Islamic Development
Bank (IsDB). It does so by first advancing a framework for
how countries can be supported to transition from fragility
to resilience, through investments in human, social, physical
and financial capital. It focuses on human development and
private-sector development (PSD), which itidentifies as priority
areas for development assistance. Support to these two
sectors can facilitate job creation and meaningful employment
opportunities for citizens, set the stage for equitable and long-
term economic growth, rebuild essential physical and social
infrastructure and strengthen social cohesion. Second, the
report analyses lessons learnt from other contexts to identify
what works and what does not work in terms of supporting
reconstruction, recovery and resilience in fragile and conflict-
affected situations (FCS). Third, the report links these lessons
learnt to the specific experiences of the four conflict-affected
countries of Iraq, Syria, Libya and Yemen, and the two refugee-

host countries of Lebanon and Jordan, to provide a series of
recommended next steps for donor interventions.

This report builds on and expands IsDB's recent thinking
on fragility and resilience and fills an important gap in the
broader donor debate. [t complements IsDB's 2019 Fragility
and Resilience Policy — and other recent conceptual studies
such as the Organisation for Economic Co-operation and
Development (OECD) States of Fragility 2018" and the LSE-
Oxford report Escaping the Fragility Trap? — by bridging
theoretical approaches to fragility and resilience with the
specific context of the MENA region, as well as lessons learnt
from earlier donor experiences. The report is intended to serve
as a practical guide for IsDB, with recommendations for how it
can begin to operationalize its policy.

Three broad categories of donor recommendations are
proposed, corresponding to three distinct ‘conflict stages’
through which countries are likely to pass on their transition
from conflict to resilience. These phases are: 1) an in-conflict
‘transition’ phase; 2) a mid-term ‘recovery and restructuring’
phase; and 3) a longer-term ‘transformative’ phase. These
three categories broadly correspond to the four pillars of IsDB's
Fragility and Resilience Policy: 1) investing in prevention; 2)
transitioning relief to development; 3) supporting recovery and
resilience; and 4) mobilizing resources for resilience.
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These recommendations come at an important time for the
MENA region, as the international community looks to revive
a number of stalled peace processes. In September 2019, for
example, a lull in fighting in north-west Syria was followed by
the creation of a new committee backed by the United Nations
(UN) and tasked with drafting a new constitution.® At the
same time, various groups attempted to restart the UN peace
process in Libya and broker a deal between the country's
internationally recognized Government of National Accord
and the Libya National Army.*In Yemen, meanwhile, a prisoner
release has raised hopes of a resumption of comprehensive
peace talks.® IsDB, and other multilateral institutions and
donor bodies, can play an important role in supporting
peacebuilding efforts, delivering significant peace dividends
for war-weary populations. More importantly, by tackling the
underlying drivers of fragility and conflict, they can set the
basis for longer-term recovery and resilience.

The methodology for this report combined an extensive
literature review, interviews with key stakeholders, a round-
table discussion with both IsDB officials and external
stakeholders, and original analysis provided by Adam
Smith International's (ASI) team of expert consultants.
The literature review covered recent conceptual thinking
on fragility, resilience, violent conflict and strategies for
reconstruction and recovery, in-depth country analysis of
the six main case study countries, and lessons learnt from
previous donor interventions in the MENA region and beyond.
A total of 12 key informant interviews were conducted with
stakeholders jointly identified by IsDB and ASI, including in

Three broad categories of donor
recommendations are proposed through
which countries are likely to pass on their
transition from conflict to resilience: 1) an
in-conflict “transition’ phase; 2) a mid-term
‘recovery and restructuring’ phase; and 3) a
longer-term “transformative’ phase.

the Governments of Iraq, Libya and Yemen. A first draft of this
report was presented at a workshop in Istanbul in September
2019 that included a round-table discussion between IsDB
officials, external stakeholders from the UN, the European
Union (EU) and elsewhere, and the ASI project team. Feedback
from the discussion was then incorporated into the report's
final draft.
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It is important to acknowledge that there are a number of
limitations inherent in a report of this nature. First, the report
attempts to maintain a balance between a focus on cross-
cutting themes in MENA — which allows for the development
of a broad conceptual framework — and country-specific
issues. However, this is no substitute for granular, country-
level analysis, and donor institutions should conduct detailed
conflict analysis and political economy analysis in target
communities prior to launching an intervention. Second,
because the report focuses primarily on four conflict-affected
countries and spillover effects in Jordan and Lebanon, it may
lack direct specificity and application to some other parts of
MENA and to some IsDB Member Countries (MCs). Third,

The report attempts to maintain a
balance between a focus on cross-
cutting themes in MENA — which
allows for the development of a broad
conceptual framework — and country-
specific issues.

because of ongoing violent conflictin MENA, there is at present
a lack of accurate and up-to-date data on the actual extent of
damage and priority needs on a country level. This will hinder
the development of detailed blueprints for reconstruction, and
again requires in-depth and in-country research. Fourth, the
report focuses on recommending concrete and actionable
opportunities that fall within 1sDB's mandate of supporting
MCs to transition away from fragility.

The report is divided into seven chapters. Following this
introductory section, Chapter 2 outlines the theoretical
underpinnings of this study by reviewing recent thinking
and research on fragility and resilience and on strategies for
reconstruction and recovery. It also lays out the conceptual
framework proposed by this study for supporting resilience
through investment in human, social, physical and financial
capital. Chapter 3 analyses the causes and dimensions of
fragility in MENA, focusing on the four main case study countries
of Iraqg, Libya, Syria and Yemen. Chapter 4 reviews strategies
for supporting human development through investments
in human and social capital, drawing on lessons learnt from
previous donor interventions. Chapter 5 analyses MENA's
forced displacement crisis as both a symptom and a driver of
fragility, using Jordan and Lebanon as case studies. Itidentifies
opportunities to better facilitate the integration of refugees
and internally displaced persons (IDPs) while simultaneously
supporting host communities. Chapter 6 considers the role of
PSD in facilitating a sustainable and long-term transition to
resilience in which citizens have greater access to meaningful
employment and governments expand their fiscal base. Finally,
Chapter 7 provides a series of recommendations for IsDB and
identifies several potential challenges and trade-offs, together
with risk mitigation strategies.

EXECUTIVE SUMMARY m 15




07

UNDERSTANDING
FRAGILITY AND
RESILIENGE IN MENA

To successfully support a country's transition towards sustainable peace and recovery,
donor strategies must first identify the underlying causes and drivers of violent conflict
and instability. Amid a surge in the number and intensity of armed intra-state conflicts
in recent years — particularly in the MENA region — there has been growing interest
among donors, practitioners and academics in the twin concepts of fragility and
resilience, and their respective relationships to violent conflict and recovery.



This chapter reviews current thinking and research on fragility
and resilience, focusing on a number of important recent
studies by the World Bank, the UN, the OECD and others. It
builds on IsDB's Fragility and Resilience Policy to develop a
conceptual framework for understanding how countries can
transition towards greater resilience through investments in
human, social, physical and financial capital. The conceptual
framework shapes the discussion of specific donor
interventions related to human development, the integration
of refugee and migrant populations, and PSD, detailed in
Chapters 3 to 5. Finally, the chapter provides an overview of
the dimensions of fragility in MENA.

Fragility and resilience

Much of the earlier theoretical debate on the causes of violent
conflict, and post-conflict reconstruction strategies for
tackling these causes, is today seen as overly simplistic. There
is now growing consensus that violent conflict is caused by
multiple, interlocking factors and cannot be easily explained
through reference to economics or poor institutions alone, as
previous theories suggested.® Similarly, the term ‘post-conflict’
suggests a clear, linear transition to peace that rarely exists
in practice; instead, countries often suffer recurring waves of
violence.” Linked to this is the fact that violent conflict is not
a stand-alone phenomenon and is only one of a number of
different risks and challenges that affect a society's ability
to pursue a path of sustainable and equitable development.
Together, these risks and challenges, and the inability of a
State or society to adequately respond to them, comprise
fragility.

There has been growing interest in recent years in the concept
of fragility, and landmark studies include Escaping the
Fragility Gap,® the joint UN—World Bank Pathways for Peace,’
the OECD's States of Fragility 2018'° and IsDB's Resilience
Report (2019). In line with IsDB, this report adopts the OECD

definition of fragility as "the combination of exposure to risk
and insufficient coping capacity of the state, system and/
or community to manage, absorb or mitigate these risks",
which can lead to “violence, the breakdown of institutions,
displacement, humanitarian crises or other emergencies”."

Across the various discussions and definitions of fragility,
several common themes recur.

« Fragility is multidimensional. The OECD fragility
framework'? lists five distinct dimensions of fragility:
economic, environmental, political, security and societal
(see Table 1). There is often no single cause of fragility,
but rather, as Collier, Besley and Khan (2018) argue: "webs
of multi-directional causation”. This makes any attempt
to tackle one single symptom of the syndrome extremely
difficult.”™

+ Fragility is concerned at its core with limited social capital
and social cohesion. This includes horizontal inequalities,
where certain groups perceive themselves to be excluded
or marginalized politically, socially or economically.'
Pathways for Peace argues that it is "exclusion from
access to power, opportunities, services, and security that
causes fertile ground for mobilising group grievances to
violence".’™ There are also deep horizontal divisions in
society, between different identity groups. According to the
OECD, it is the absence of shared networks and norms for
cooperation that is "arguably the biggest underlying deficit
in fragile contexts".'®

+ Fragility is not just about violent conflict, but violent
conflict exacerbates all other dimensions of fragility.
Countries or societies may not be experiencing active
fighting, but underlying drivers of fragility and latent conflict
may remain. The absence of violence may give the illusion
of sustainable peace, but more likely a society is trapped in
a cycle of violence and fragility.'” Examples would include

Figure 1. Brahm's model of conflict phases

Conflict Escalation

Intensity

Conflict Emergence

Latent Conflict

(Hurting) Stalemate

De-escalation / Negotiation

Dispute Settlement

Post-Conflict Peacebuilding
4

Time

Source: Brahm, E. (2003, ‘Conflict Stages'. Beyond Intractability. www.beyondintractability.org/essay/conflict_stages.
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the case of Irag, which has experienced successive waves
of conflict since 2003.

* Fragility exists on a continuum. It can be difficult to
determine exactly how or when a country or community
stops being fragile. Instead, because of the unique
features of each context, it can be helpful to think of fragile
situations as existing on a spectrum or continuum.'®

* Fragility does not respect state borders. The International
Monetary Fund (IMF), for example, argues that fragility
in sub-Saharan Africa has often resulted from security
spillovers from neighbouring countries.'® Cross-border
fragility manifests itself in the spread of armed non-state
actors and large numbers of forcibly displaced migrants,
both refugees and IDPs.

With these points in mind, it is instructive to consider in more
detail some of the characteristics associated with FCS, and the
way in which these characteristics interact with one another.
FCS typically show a number of shared characteristics,
including:

+ limited social capital, manifesting in divided societies, with
groups splintered along identity lines;

+ a contested social contract, with individuals and groups
challenging state legitimacy;

« weak or underdeveloped state institutions, manifesting in
poor or unequal service provision, which can contribute to
narratives of marginalization among certain groups;

+ sporadic violence, both because of weak or predatory state
security institutions and because of divisions between
social groups; and

« an underdeveloped economy, often manifesting in crony
capitalism and a weak private sector, a large informal
sector and significant inequality.

Table 1. OECD states of fragility framework: the five dimensions of fragility

Economic

Vulnerability to risks stemming from weaknesses in economic foundations and human capital,
including macroeconomic shocks, unequal growth and high youth unemployment

Environmental

Vulnerability to environmental, climatic and health risks that affect citizen's lives and livelihoods.
These include exposure to natural disasters, pollution and disease epidemics.

Political Vulnerability to risks inherent in political processes, events or decisions; corruption and a lack of
political inclusiveness (including of elites), transparency and a society's ability to accommodate
change and avoid oppression

Security Vulnerability of overall security to violence and crime, including both political and social violence

Societal Vulnerability to risks affecting societal cohesion that stem from both vertical and horizontal

inequalities, including inequality among culturally defined or constructed groups and social
cleavages

Source: OECD (2016) 'States of Fragility 2016: Understanding Violence'. OECD Publishing, Paris. www.oecd-ilibrary.
org/development/states-of-fragility-2016_9789264267213-en?itemld=/content/publication/9789264267213-en&_
csp_=149d877a6e8fbcbbf882f833a311981c&itemIGO=0ecd&itemContentType=book.
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From fragility to resilience

Resilience is the opposite of fragility.?’ In line with IsDB's
Fragility and Resilience Policy (2019), this report defines
resilience as "the ability to positively adapt and transform
households, communities and states' structures and means to
respond to risks, stresses and shocks".?> Shocks and stresses
refer to issues or events that cause adverse effects; shocks
tend to be more sudden, and stresses more long-term.% As
with fragility, resilience is a broad concept with a number of
key features.

Resilience is multidimensional. The OECD argues that
resilient societies require six distinct assets or types of
capital: financial, human, natural, physical, political and
social;?* while IsDB's Fragility and Resilience Policy (2019)
focuses on physical, financial, human and social capital.

effectively to mitigate the impact of potential shocks and
stresses, adapt following the onset of a crisis, and recover
in its aftermath.?

At its core, resilience requires the development of an
effective social contract and strong social cohesion.
States must, therefore, be able to meet societal
expectations, including the provision of essential services,
while societies require high levels of horizontal trust to
encourage groups to work together for the common
good.”

Supporting economic recovery and sustainable and
equitable growth is a key element of resilience.”
Job creation can have an immediate stabilizing effect on
a society, and that longer-term economic growth means
that people acquire a greater stake in society, and state
capacity and legitimacy all increase.?®

Societies typically fall along a continuum between fragility
and resilience® (see Figure 2). Developing resilience across

+ Resilience has absorptive, adaptive and transformative
capacities. Resilient societies are, therefore, able to plan

Figure 2. Characteristics of societies along the fragility—resilience continuum
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The best way to prevent societies from
descending into crisis, including but

not limited to conflict, is to ensure that
they are resilient through investment in
inclusive and sustainable development.

its multiple dimensions is, therefore, crucial for supporting a
country's transition away from fragility. As the Pathways for
Peace report concludes: "The best way to prevent societies
from descending into crisis, including but not limited to
conflict, is to ensure that they are resilient through investment
in inclusive and sustainable development. For all countries,
addressing inequalities and exclusion, making institutions
more inclusive, and ensuring that development strategies are
risk-informed are central to preventing the fraying of the social
fabric that could erupt into crisis."®

A framework for building resilience across
four types of capital

Building on the conceptual analysis provided by the OECD®!
and IsDB's Fragility and Resilience Policy (2019), this report
argues that countries and societies can build resilience and
progress along the continuum away from fragility by investing
in four specific assets or types of capital: human, social,
physical and financial (see Figure 3).

As the above discussion makes clear, improved social capital
andsocial cohesionare of fundamentalimportancetoresilience
and are cross-cutting themes that must be addressed across
the multiple dimensions of resilience. For example, economic
resilience is built not simply by expanding economic growth
and job creation; rather the benefits of growth and new jobs
must be shared to some extent across society, rather than
limited to a narrow elite. Similarly, improved human capital, in
the form of better education and health outcomes, must apply
to rural as well as urban populations, and women, youth and
elderly people as well as working-age men. Building social
capital and cohesion is, therefore, a cross-cutting issue that
bisects the three other types of capital, as described below.

Investing in human capital in the form of better education,
training, nutrition and psychosocial well-being. Human
capital creates the skills and well-being required to
provide meaningful opportunities for citizens, to create
the foundations of a cohesive and cooperative society
(social capital) and the bedrock of economic development
(financial capital).

+ Investing in financial capital revitalizes markets and trade
to facilitate economic recovery, creating jobs that boost
individual and household well-being, as well as government
tax revenues. Jobs boost individuals' sense of well-being
and of their place in society, and build legitimacy for the
State. They also boost social cohesion by facilitating
peaceful and cooperative horizontal interaction between
different groups in society.

* Investing in physical capital builds and repairs the
infrastructure essential for both economic recovery (roads,
bridges, water and electricity networks) and improved
human capital (schools, hospitals etc.).

* Investing in social capital ensures that the above gains are
equitably shared across society, and that individuals and
groups share a common purpose and sense of belonging
in society.

Figure 3. A framework for building resilience by investing in four types of capital
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Fragility in the MENA region

Years of violent conflict have had a devastating impact across
the MENA region. Fighting in Iraq, Syria, Libya and Yemen has
left hundreds of thousands of people dead, and many millions
displaced. As economies have contracted, millions have been
plunged into poverty, while the hollowing out of political and
social institutions has further undermined state legitimacy
and capacity, threatening to trap these countries in a cycle of
violence and fragility. What was originally a series of localized
conflicts has also morphed into wider conflagrations that
threaten wider regional stability. The proliferation of weapons
and armed non-state actors has created a ‘spillover’ effect, as
has the involvement of regional and global powers.*?

At the time of writing, the intensity of fighting in all four
countries has reduced, even as comprehensive peace appears
a long way off. In Irag, the central government continues to
face a low-level insurgency from ISIS, despite declaring victory
against the group in 2017.% Meanwhile, a dispute with the
Kurdistan Regional Government in the north of the country3*
and popular discontent in the south grind on.*® In neighbouring
Syria, the government in Damascus has largely prevailed in an
eight-year war against various opposition and Kurdish groups
but does not control the whole country. Libya and Yemen,
meanwhile, remain territorially divided between rival parties.
The violence and instability that have swept across the Middle
East in recent years provide a good illustration of the value of
thinking in terms of fragility and resilience.

The outbreak of violent conflict across MENA cannot be
explained by reference to economic failures alone. With
the exception of Yemen, the countries in question were
middle-income economies that had exhibited modest
but encouraging growth.®” Economic indicators painted a
favourable picture and suggested that Arab governments
had delivered on economic and human development goals.®
Likewise, the billions of dollars spent on rebuilding the Iraqi
State after 2003 suggest that the problem cannot simply be
ascribed to a failure of Middle Eastern countries to adopt
formal, Western-style institutions.

Instead, the examples of the region fit the model of fragility in
a number of key ways.

* Violence and fragility are multidimensional. MENA
countries face multiple, interlocking shocks and stresses
across human, social, economic, political, environmental
and security dimensions, and it is difficult to identify a
single cause of violent conflict. Several studies have
pointed to popular grievances and narratives of exclusion
as driving violence in the region, and this is indeed
important, but there are a number of other important
drivers that have interacted with each other in numerous
ways. Societies are deeply divided (social fragility) and
have become more so as conflicts have evolved. Fighting
has polarized societies along sectarian, ethnic, regional
and political lines.
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Meanwhile, despite an overall positive economic
performance, most countries were experiencing stagnant
economic growth, a lack of jobs (especially for young
people), a reduction of the welfare state and subsidies,
and a perception of declining living standards (economic
fragility).® Environmental fragility has also been a factor:
a serious drought in Syria between 2006 and 2010 drove
thousands of people away from agricultural land in the
north and north-east of the country into cities, where they
became a largely marginalized underclass.*

Limited social capital and cohesion and a broken social
contract underpin fragility. This is a cross-cutting factor
across all of the various dimensions of Middle Eastern
fragility, manifesting itself in deep-seated horizontal
inequalities. Thus, the major characteristics of both
economic fragility (rentierism, crony capitalism and a
collapsing socio-economic model) and political fragility
were a breakdown of the implicit social contract between
the State and society (see Figure 2).

Fragility is not just about violence, but violence reinforces
other dynamics of fragility. As mentioned above, fragility
is multidimensional, and violent conflict is only one feature
(albeit a very important one). Iraq has experienced waves
of violence since 2003; following the defeat of ISIS in 2016,
the country is currently out of violent conflict but remains
fragile. Underlying drivers of conflict and fragility remain
in place, meaning that violence could re-emerge. Violence
has also exacerbated and reinforced the other dynamics
of MENA fragility — for example, by deepening social
cleavages between groups and further entrenching vested
interests in a distorted war economy.

« Fragility in MENA exists on a continuum. The four main
case study countries (Syria, Libya, Yemen and Iraq) are at
different stages of the ‘conflict cycle'.*! Iraq exited violent
conflict following the defeat of ISIS in 2016; the intensity
of the war in Syria has decreased since 2018 amid a
move to military victory by the Syrian government and a
political settlement, although fighting continues in some
areas; while Libya and Yemen remain mired in violence,
with little sign of a negotiated settlement on the horizon.
Lebanon and Jordan, meanwhile, are less fragile, and have
been able to avoid and mitigate a number of shocks and
stresses but are still under the pressure of hosting millions
of refugees.

* Fragility crosses borders. The various MENA conflicts
generally began as localized issues that subsequently
spiralled out of control and acquired an international
dimension. The forced displacement of civilians has been
perhaps the most noticeable spillover: over 5.6 million
Syrians have fled the country since 2011, mostly to Turkey,
Lebanon and Jordan.#? Not only is forced displacement
a major symptom of fragility, causing massive loss of
human and social capital, it also acts as a potential driver
of fragility, putting considerable pressure on host countries
(see Chapter 5). Finally, violence has had a major impact
on regional trade flows and growth.

Any engagement in reconstruction, recovery and resilience
in the four countries is also likely to encounter a number of
common challenges:

« With the partial exception of Iraq, the four countries are
still enmeshed in conflict rather than being in any kind

Box 1. The MENA development model

Beginning in the 1950s and 1960s, many Arab States pursued a policy of development centred on import substitution
and domestic industrialization and achieved impressive economic growth and gains in human capital (including life
expectancy, public health and literacy). Funded by growing oil exports and other rents, some MENA countries became
‘rentier States', with an implicit contract whereby the government secured legitimacy by providing public-sector jobs
and generous social welfare to citizens. But by the 1980s, the Arab republics, unlike the wealthier Gulf monarchies,
began to find it increasingly difficult to secure the hard currency needed to pay for the system and began to enact IMF-
and World Bank-backed economic reforms. But economic liberalization without political reform has led to complaints
of corruption, with individuals affiliated to political elites capturing the gains of privatization.*

Meanwhile, Arab States have been unable to replace the bloated public sector with a developed private sector, and
many workers have been forced into the informal economy. This is particularly a problem for young people, who are
often well educated but face a mismatch in terms of their skills and employment opportunities. Youth unemployment
— reaching 26 percent in 2018 — is the highest in the world.** Efforts to reduce public-sector employment and social
welfare provision have thus played out against a backdrop of widespread accusations of growing corruption and
conspicuous elite wealth, fuelling a sense of declining living standards even as income growth overall remained
favourable. This has led many observers to suggest that it was primarily a broken social contract that led to the Arab

Spring protests.*
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Limited social capital and cohesion and a
broken social contract underpin fragility.

of post-conflict phase.*® Until there is a comprehensive
political settlement, the prospects for meaningful recovery
or rebuilding social cohesion are limited. This is accepted
by governments in MENA too, as indicated by engagement
with the governments of Libya, Irag and Yemen.

Investment in social cohesion, resilience and recovery
should not seek to restore the status quo ante (the pre-
conflict situation or arrangements), as these were likely
to have been a contributor to conflict either in the way
they benefitted some in society or excluded others.
Furthermore, most of the conflicts — especially in Syria
— have led to considerable movement of populations and

destruction of human capital, making a straight recovery
virtually impossible in all but the least-affected areas.

* Investments should be conflict-sensitive — i.e. designed
to alleviate sources of conflict and to address underlying
roots of conflict.

* Investment decisions and approaches should be framed
by the principles of effective development cooperation,
which prioritize country ownership and leadership, and
coordination among development partners, in support
of country priorities to avoid overlap and duplication and
promote mutual accountability.*

* Reconstruction, on the one hand, and building resilience
and social cohesion, on the other, may be in tension with
one another, especially where pressure to deliver short-
term and high-visibility results (e.g. reconstruction of
schools or hospitals) leads to insufficient or inadequate
consultations with communities or avoids addressing
underlying roots of conflict.

In some instances, donors will face the decision of whether
to work through state or non-state actors. While this is a
question faced in all aid and development interventions, it is
particularly pressing in conflict and post-conflict settings.
For IsDB, the State would ordinarily be the main partner and
channel for assistance.
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DRIVERS AND IMPACT
OF CONFLICT IN MENA

This chapter provides detailed case studies examining the causes and impacts
of violent conflict in Iraq, Syria, Yemen and Libya being among the most affected
countries in MENA by violent conflicts during the last decade. For each country case
study, the primary drivers of conflict and fragility are first summarized according to
the following five categories: 1) a divided society; 2) limited state legitimacy; 3) limited
state capacity; 4) inadequate security and periodic violence; and 5) an underdeveloped
and narrow economy. Next, the case studies examine the impacts of violent conflict
on human, social, financial and physical capital, before providing an overview of the
economy and the private sector in each country.



3.1 Case studies: Conflicts in Iraq, Syria,
Yemen and Libya

Iraq

wal il

Iraq is the only one of the four main case study countries that
can be said to have exited active conflict. As emphasized by
representatives of the Iragi government, it is finally beginning
to recover after a decade of civil war.*® Since 2003, following
the USA-led overthrow of Saddam Hussein, Iraq has faced
recurring episodes of internal violent conflict. At its height
there were as many as 6 million IDPs, of whom 4 million
have returned to their communities, but the challenges of
regeneration and reconciliation are huge. In 2018 there was

LV

=

a significant reduction in violence, and Baghdad is now the
safest it has been in 15 years.*

The World Bank and the Government of Iraq estimated losses
from the war with the Islamic State in Iraq and the Levant (ISIL)
at close to $46 billion, with needs resulting from the conflict
totaling approximately $88 billion. The below copied Figure 4
provides detailed losses and needs in selected sectors.

Drivers of conflict and fragility

A divided society and limited state legitimacy. Low levels
of social capital and social cohesion have both contributed
to and been compounded by a second problem: the fragile
political system established in 2003 that sought to balance
power between different social groups. As well as establishing
new and legitimate forms of governance, the system has
also been subject to competition between rival parties for
control over arms of government and sources of patronage
for constituents.®® Increasing sectarian trends in society
have been compounded by this competition and by efforts of
groups to monopolize violence and conflict.

Figure 4: Overview of losses and needs from the war with ISIL (in Selected Sectors)

Damage Cost
Sector

Social Sectors

(in Iraqi Dinar-1QD-Billion)
and (USS$ Million)

% Share of
Needs

Needs
(USS$ Million)

Needs

(1aD Billion)

Housing 18,746 (16,077) 20,615 17,441 19.8%
Health 2,710 (2,324) 5,159 4,365 4.9%
Education 2,763 (2,369) 5,391 4,561 5.2%
Social Protection N/A 7,532 6,373 1.9%
Productive Sectors

Agriculture 2.425 (2,080) 4,010 3,393 3.8%
Water Resources 134 (115) 245 207 0.2%
Industry and Commerce 5,955 (5,107) 12,506 10,580 12%
Infrastructure Sectors

Power 8,173 (7,009) 10,770 9,112 10.3%
Transport 3,257 (2,794) 4,681 3,960 4.5%
WASH 1,604 (1,375) 2,886 2,442 2.8%
Total 53,318 (45,727) 104,309 88,248 100%

Source: Extracted from “Impact of the Qil Crisis and Covid19 on Iraq'’s Fragility, 2020, UNDP" Report.
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Box 33. IsDB's BRAVE project in Yemen

The crisis in Yemen has had a major impact on the country's private sector. As of mid-2018, 62 percent of SMEs and 17
percent of large businesses had shut down, 73 percent of enterprises complained of a lack of access to finance, and 55
percent had laid off staff. Armed conflict has further weakened the business climate by resulting in an absence of public
electricity, poor security and instability, widespread physical damage and a reduction in imports.

To support the continuity of those remaining private businesses, IsDB's BRAVE project has provided special business
continuity training and grant-matching assistance for capital expenditure to SMEs and value chain lead firms. This has
helped businesses not only survive in conflict but also to create new business opportunities and jobs, and secure improved
access to finance from local banks.

The early results of BRAVE have been encouraging. As of July 2018, 528 Yemeni businesses had received training,
and 479 had completed business continuity plans; 15,614 jobs had been sustained, and 62 women entrepreneurs had
received support. Value chain lead firms diversified their products and invested more than 50 percent of grant money in
new businesses; in the health sector, for example, lead firms introduced new technology to significantly improve service
delivery.

IsDB identified five key lessons from BRAVE that can inform the future scale-up of the project and its application in other
FCS environments: 1) PSD interventions that target value chains can build connections between groups and regions
divided by armed conflict, thus improving social capital; 2) even in the absence of fully functioning State-level governance,
PSD interventions can build good economic governance; 3) direct support to firms and market-based local delivery can
facilitate the reconstruction of the essential hard infrastructure needed for business and community resilience; 4) PSD
interventions can help build soft infrastructure to create the skills and education needed by the local private sector; and 5)
inclusive economic development — including sustaining jobs and expanding value chains — is possible even in the midst
of violent conflict.

In addition, the project highlighted a number of important lessons learnt for implementation, including the need to: 1) work
through a neutral local execution agency and develop its capacity; 2) decentralize service delivery; 3) partner with local
banks to deploy funds, to improve access across regions; 4) distribute decision-making powers through balanced and
transparent governance; 5) identify the most pressing constraints to be addressed; and 6) make appropriate use of ICT to
ensure successful remote monitoring and evaluation.

Source: Adapted from Islamic Corporation for the Development of the Private Sector (2018) ‘Designing Effective PSD
Interventions in Conflict Affected Settings, Early Lessons from Brave Project, in Yemen'. Islamic Corporation for the
Development of the Private Sector, Jeddah.
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fiscal alleviation for a government but also improves its stock
of critical assets required for subsequent industrialization
efforts. Securing flows of FDI early on can, therefore, set the
stage for subsequent economic growth. FDI can also be an
important catalyst for longer-term change, providing an
impetus for a wide range of socio-economic development
policies, building human and social capital and helping to
mitigate some of the ongoing causes of fragility. FDI can help
countries by facilitating economic diversification away from
a single commodity or sector, engaging local SMEs in global
value chains, increasing employment and boosting skills
through knowledge transfer and training.**’

However, as with PSD in general, FDI is not a panacea for
FCS economies. The empirical link between FDI and conflict

reduction is itself unclear, and foreign investment flows can
in fact exacerbate existing drivers of conflict and sources of
fragility. Not all forms of investment are the same, and the
policy community has spoken of good and bad FDI.**® FDI
flows into the manufacturing sector have been shown to have
a positive impact on peacebuilding, while FDI flows into the
primary sector — for instance, oil, gas and minerals — can have
the opposite effect and fuel violent conflict.*° This is in part
because investment in manufacturing has a greater impact on
job creation, skills and the development of local value chains.*°
By contrast, the primary sector typically employs few local
people, and already represents a potential driver of conflict.##!

Unfortunately, attracting good FDI in FCS economies is
difficult. In general, foreign investments in FCS are low,

Box 34. Tunisian PPP pipeline

Despite witnessing Arab Spring protests in 2011, Tunisia has managed to achieve a peaceful political transition and avoid
the violence that has affected other countries in MENA. Nevertheless, some latent drivers of fragility persist, security risks
remain, and the country now faces the challenge of achieving sustained economic growth, a vibrant private sector and
moving away from a legacy of crony capitalism.

A significant gender gap in employment, regional disparities in employment and poverty, and high youth unemployment —
33 percent of young people are not in education, employment or training — are all constraints. According to the European
Bank for Reconstruction and Development (EBRD), another major problem until recently was limited political will to pursue
major infrastructure projects through a PPP model. However, following a new PPP law in 2015, the EBRD says that a
healthy PPP pipeline has been identified, with a focus on transport, logistics and energy, and municipal infrastructure.
These include:

+ a $28.3 million greenfield logistics zone, to support the development of the port of Sfax — Tunisia's second largest port
— and to act as a logistical node;

* a $104.9 million brownfield bulk terminal in Bizerte intended for unloading, storage and handling of pet coke for use in
the cement industry;

+ a $14.3 million logistics and free trade zone in Ben Guardane, near the Libyan border, targeting retailers, and traders
from Tunisia and Libya, based on existing cross-border trade between Tunisia and Libya, and with storage, including
cold storage, and packing goods for shipping; and

+ a $1.17 billion project to develop a new container terminal in the deep-sea port of Enfidha, north of Sousse, that is
expected to create up to 53,000 new jobs.

Source: Adapted from EBRD (2018) ‘Tunisia Country Strategy 2018-2023'. European Bank for Reconstruction and
Development, London; and PPP Knowledge Lab (2019) ‘Tunisia’. PPP Knowledge Lab. https://pppknowledgelab.org/
countries/tunisia.
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representing just 1 percent of global flows, and over five times
less per capita than the world average.*? International firms
tend to be cautious, pursue small-scale projects in limited
geographical areas (often not those most affected by conflict)
and shy away from the manufacturing sector, which is more
embedded in the local economy and, therefore, vulnerable
to shocks.*® Countries suffering from violent conflict can
and do attract significant flows of FDI, but these are typically
concentrated in the natural resource sector. Adverse political
shocks — including conflict — are negatively associated with
FDI into manufacturing.#

Preconditions for attracting FDI

Developing and mobilizing a strategy for attracting FDI does
not need to be deferred until peace is fully consolidated, but
a number of characteristics of FCS economies — including

inconsistent government policies and a turbulent economy
with a poor future outlook — limit foreign investment
outside the primary resource sector. A poor regulatory-
legal framework, including property rights, private—sector
financial autonomy and the unfettered right to operate for
profit, also holds back FDI. Instead, money tends to flow to
the most affluent and stable countries: comparatively more
developed economies and resource-rich countries typically
receive greater investment.**® By contrast, other countries
often find themselves in a race to the bottom to achieve
favourable rankings across indices measuring ease of doing
business and transparency, and, therefore, attract inward
flows of capital, even though legacy national debt and chronic
instability continue to act as impediments.

To attract FDI, countries need to ensure that the following
essential preconditions are in place:*¢

Box 35. Agaba SEZ, Jordan

and full guarantees on ownership).#4

East and Indian subcontinent by Lloyds.*®

Along with the Jebel Ali Free Zone in Dubai, the Agaba SEZ in southern Jordan is widely seen as an example of a successful
SEZ in the MENA region.**” The zone was established in 2001 as a response to a period of weak economic performance in
the Kingdom in the late 1990s, and aimed to attract international investments through a range of fiscal incentives (e.g. a
5 percent tax rate on all net business income, compared with 35 percent in the rest of Jordan; no social services tax; and
no customs duties on imports) and non-fiscal incentives (e.g. no foreign equity restrictions on investments; the availability
of high-quality transport infrastructure, including an international airport; streamlined labour and immigration procedures;

By 2018, the Agaba SEZ had attracted an estimated $20 billion in investment (a target of $6 billion had originally been set
for 2020). Within the zone, the Agaba International Industrial Estate has been central to industrial development, attracting
around $600 million since 2005, and creating an estimated 3,500 jobs through over 100 companies.**® Meanwhile, after
ownership of Agaba port was transferred from the Jordanian Ministry of Transport to the Agaba Development Corporation,
which entered into a partnership with a private firm, problems such as waiting times for ships at berth and congestion at
the container terminal were overcome, and the Agaba terminal was rated as one of the three best terminals in the Middle

A number of factors explain the success of the Agaba SEZ. First, the project had the backing of King Abdullah, who
drove forward the vision despite significant opposition from within the government. For example, his backing overcame
opposition to the idea of a PPP to improve the port. Second, the zone is managed by a financially and administratively
autonomous government institution in the form of the Agaba Special Economic Zone Authority. Third, the Agaba
Development Corporation, which was mandated with ownership of the port, was not subject to the demands of elite
stakeholders in the same way the Ministry of Transport had been.*®’
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« A powerful advocate of market liberalization with the
ability to steer the policy agenda: In Jordan, for example,
King Abdullah's personal involvement in the Agaba SEZ
was a key factor in its success.

* A clear constitutional commitment to reduce internal
conflict between competing government agencies: In
several instances in sub-Saharan Africa, for example,
rival government departments have viewed FDI attraction
policies as opportunities to create rival fiefdoms.

* Implementation of best principles for legal-regulatory
frameworks to attract FDI in its various forms, ranging from
privatization, direct takeovers, joint ventures and PPPs.

+ Sufficient institutional capacity with clearly delineated
roles and responsibilities, both to implement a range of
coherent development policies and to attract and mobilize
FDI PPPs: This would include:

o across-ministerial committee for FDI PPPs, chaired by
the Prime Minister, providing guidance to a separate
and independent regulatory entity;

o an overarching supranational entity tasked with
attracting FDI, and reporting directly to the cross-
ministerial committee;

o0 subnational entities that are involved in project
identification, pre-screening, and coordination with
other agencies during an initial feasibility assessment,
as well as in monitoring and evaluation (M&E) once FDI
projects have commenced; and

o the ability to identify and agree key performance
indicators, risk mitigation strategies, a robust M&E
framework (with milestone reviews), and institutional
budgets and timelines.

* Clearly defined and realistic FDI targets related to the
country's inherent or realistically created competitive
advantage: A commonly cited reason for the failure of
many FDI schemes in sub-Saharan Africa is that they have
not focused on the comparative advantages of the host
country. Export processing zones have suffered from the
competitiveness challenge with respect to manufacturing,
owing to issues of geography, scale and transaction costs.
PPPs should be located in geographical areas close to
natural resources, a skilled workforce and existing logistics
networks.

FDI attraction programmes

FDI can take many forms, ranging from privatizations and
direct takeovers, to joint ventures and PPPs.*2 PPPs are an
increasingly popular option for governments looking to deliver
infrastructure projects more quickly and cost-effectively than
through State-owned enterprises.*®® The PPP model falls
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between traditional procurement and full privatization, with the
private enterprise taking responsibility for the design, financing,
building or repair of infrastructure and the management of the
asset, but with ownership remaining with the State.**

In MENA, privatization of State-owned enterprises has
proved to be unpopular politically,**® and has largely failed to
deliver on promises of lower prices and better services for
consumers. Instead, PPPs have become a strategic pillar
for existing and greenfield mega-investments in MENA, for
both infrastructure and the commercialization of traditional
public services. They represent a less contentious mode of
FDI that allows governments to retain ownership of assets,
participate in the upside of investments, ensure a degree of
local employment and manufacturing, and ensure external
finance and international expertise.

In the immediate aftermath of conflict, PPPs represent
an important tool for rebuilding damaged infrastructure,
creating jobs, sharing risk between stakeholders, and offering
a more transparent, speedy and efficient alternative to both
government and international agencies.*®

Beyond immediate reconstruction activities, PPPs can be a
critical tool for financing mega-infrastructure projects, such
as the construction of ports (see Box 36 for a discussion of
the development of the Aden free port in Yemen) and for the
financing of SEZs. A number of individual models fall under the
bracket of SEZs — free-trade zones, export-processing zones,
industrial parks, economic and technology development
zones — but all share certain characteristics: geographically
delineated, operating under a single management or
administration, providing benefits for investors within the zone
(often a special regulatory regime and improved infrastructure),
and a separate customs area with streamlined procedures.*’

SEZs can be an effective instrument for attracting FDI
(primarily in the manufacturing sector), creating jobs and

T3

PPPs represent a less contentious mode
of FDI that allows governments to retain
ownership of assets, participate in the
upside of investments, ensure a degree of
local employment and manufacturing, and
ensure external finance and international
expertise.




Box 36. Aden free port, Yemen

A natural deep-water harbour, strategically located
on the tip of the Arabian Peninsula near the entrance
to the Red Sea, Aden has historically been a major
refuelling station for ships passing through the Suez
Canal. To capitalize on the city's locational advantage,
the Yemeni authorities made Aden a free trade zone
in 1991, and invested in expanding port facilities and
infrastructure. The flagship investment was the Aden
Container Terminal, a $250 million PPP in collaboration
with the Port of Singapore Authority, which opened in
1999. By 2001, the volume of goods transhipped at the
port had risen 28-fold, and major shipping lines called
at Aden. Local manufacturing and services firms also
significantly expanded their operations there.*%®

Investors were given access to customs-free imports
and exports out of the Yemeni customs area, various
regulatory incentives (100 percent foreign ownership
was allowed, and nationalization and expropriation of
projects not permitted) and fiscal incentives (exemption
from taxation on corporate profits for 15 years, with a
possible extension for a further 10 years; salaries of
international employees exempt from income tax).**°

Yet, despite these successes, the development of Aden's
port was held back by the challenges faced by local and
international firms in navigating the country's complex
institutional framework.#® Foreign investors were put
off by the need to navigate extensive elite patronage
networks,*' and government plans to further expand
the port were put on hold following terrorist attacks.

generating exports and foreign exchange.*? They are a useful
policy option to mitigate investor concerns, ensuring improved
security and a better regulatory environment in the presence
of a weak overall business climate.®® As with FDI flows
more generally, SEZs offer host countries two main types of
benefits: employment generation, export growth, government
revenues and foreign exchange, on the one hand, and skills
upgrading, technology transfer and innovation and economic
diversification on the other 64

Suggested priorities for donors and regional
actors

MENA countries emerging from conflict are already engaged
in trying to secure FDI to fund the reconstruction of essential
infrastructure damaged by years of war, and to support
economic recovery. In Syria, the government has authorized
private-sector actors to invest in public utilities, infrastructure,
housing and other projects owned by the government,*** and
the government recently authorized leasing the management
of the Mediterranean port at Tartus to a Russian company.®
The two refugee host countries of Lebanon and Jordan are
also exploring the idea of expanding existing SEZs. In Lebanon,
an SEZ in the northern port city of Tripoli is positioning itself as
a potential reconstruction hub and seeking investment from
Chinese firms, which have already signed lucrative contracts,
including for the construction of a new $58 million quay.*®’
Jordan and Irag, meanwhile, recently agreed to develop a joint
SEZ, which authorities claim will create several thousand new
jobs, mainly in the manufacturing sector. Under the scheme,
Iragi goods with Jordanian inputs will enjoy tariff exemptions
under a series of free trade agreements that Jordan has with
other countries.*®

SEZs in the region can be expanded to include reconstruction
hubs, supplying materials at scale and quality to large
international contractors delivering reconstruction projects
in Syria, Irag and, potentially, Yemen.*®® To maximize their

SEZs in the region can be expanded to
include reconstruction hubs, supplying
materials at scale and quality to large
international contractors delivering
reconstruction projects in Syria, Iraq and,
potentially, Yemen.
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Box 37. The failure of SEZs in sub-Saharan Africa

Following the success of SEZs in developing an effective manufacturing sector and driving export-led growth in East Asia,
anumber of countries in sub-Saharan Africa have attempted to replicate the model, but often with disappointing results.*™
A number of studies have found that, with a few exceptions (specifically Mauritius, but also partially in Kenya, Madagascar
and Lesotho), SEZs have failed to deliver either static measures of economic success (e.g. boosting investment, exports
and jobs) or dynamic success (e.g. technology transfers, development of new skills and economic diversification). They
have also largely failed to deliver much-vaunted socio-economic outcomes (e.qg. improved quality of employment, better
rights for workers etc.).4™

Reviewing its support to an SEZ programme in Zimbabwe, the African Development Bank noted a series of endogenous
factors that limited its success, including a lack of political clarity, politicized decision-making, and limited technical and
financial capacity. More broadly, the Bank warned against the idea that SEZs can serve as a panacea for fragility, noting
that they require a minimum level of state capacity and risk falling captive to vested interests.*™

A World Bank report found that sub-Saharan African countries pursuing SEZs have generally failed to exploit sources of
comparative advantage — typically found in natural resource sectors — and instead have tried to replicate the traditional
model of assembly of imported components that worked in East Asia. These have failed because of a competitiveness
challenge in manufacturing, related to issues of geography, scale, and transaction costs.*” Others have noted that zones
in sub-Saharan Africa have failed to provide a legal and regulatory environment that is sufficiently different from that
which exists in the remainder of the country, and have suffered from a lack of strategic planning, operational expertise

and quality infrastructure.*™

chances of success, these hubs should look to supply
materials in which Jordan has a competitive advantage,
attract international investors to provide specialist logistics
and storage services, and target other subsections of the
construction industry, including security, ICT and banking.

Summary lessons and implications for IsDB's
strategy

This chapter has reviewed current thinking surrounding
best practice for PSD in FCS, and identified approaches for
supporting SMEs and global value chains and attracting FDI
and PPPs in conflict-affected countries. A number of critical
lessons emerge from the research, which have implications for
the mobilization, outcomes, evaluation of and modifications to
IsDB's regional strategy (2019). In brief, they include:

First, given the uniqueness of each country's trajectory from
fragility to resilience, there is no clear 'bright line' which
differentiates the use and timing of policy- and project-level
interventions to stimulate PSD.

The four pillars of IsDB's Fragility and Resilience Policy provide
an informed road map for the way forward, but they need to
be embedded in a clear vision for the transformation of each
country. They should cascade into contextually valid and
adaptive action plans which target macro, meso and micro
interventions as countries stabilize. It is important that ideas
to develop the transformative capacity of institutions are
embedded in early-stage recovery strategies, so that local
stakeholders are empowered from the beginning and see early
progress that directly improves their well-being.
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These country-level plans need to engage all relevant
stakeholders throughout the development life cycle. This is
particularly difficult in countries with no clear institutional
authority to work with throughout and after conflict —
for example, Syria, Libya and Yemen, where the central
governments do not currently exercise control over all their
territory. Pre-planning and mobilizing infrastructure and
the delivery of public services before the mass migration of
displaced citizens are essential to prevent humanitarian crises.

There are no perfect plans, and not all investment risks are
equal. Success in one country does not necessarily translate
to others. Not every programme or project will produce wider
socio-economic benefits or generate a transferable model.
This should not preclude some smaller or riskier projects being
undertaken, given the opportunity for positive, unintended
consequences, real-time learning and improvement, as well
as the ability to use practical contingency planning to recover
from setbacks and to offset these risks across IsDB's wider
portfolio.

It is important to create clear ex ante key performance
indicators (KPIs) that tier across projects, the four pillars and
also wider cross-donor initiatives as well as to undertake
continuous M&E using an independent but informed central
unit which coordinates with local programme managers. The
BRAVE project provides robust evidence that ICT can be used
to triangulate evidence in the evaluation process. KPIs that
become redundant or inaccurately reflect the local project and
context should be changed via a structured though minimally
bureaucratic process.




Major disruption to water and waste
management networks is a critical barrier
to the redevelopment and diversification of
agriculture, downstream oil and gas, and to
the generation of depth and resilience in the
secondary and tertiary sectors of industry.

Second, IsDB's four pillars need to balance the provision
of hard and soft infrastructure. This will underpin the
development of a resilient private sector that can re-establish
revenue flows at the fiscal and household levels.

Initially, IsDB can facilitate and invest directly in rebuilding
fundamental enabling, industrial and social infrastructure as
countries emerge from conflict. This parallels the trend of FDI
into construction and related service segments during the
three-year period after conflict has ceased.*® It also enables
SDGs and full gender inclusivity to be incorporated into the
new infrastructure plans, leveraging cross-donor work on
how they can be mobilized and sustained throughout the
investment life cycles.

The provision of fundamental enabling infrastructure,
especially power, water and transport networks, is critical to
re-establishing normal business and household operations.
A targeted capital investment programme can underpin the
creation of socio-economic resilience, with the potential to
attract international investment via multinational enterprises
and consortia that can fund projects directly, or by leveraging
PPP structures.

The lack of consistent and affordable power is flagged as the
greatest barrier to normalizing business operations for SMEs
in Yemen, which often locate within or in close proximity to
domestic areas. Utility networks in Syria, Libya and Irag were
primary targets during the conflicts and continue to be plagued
by smaller yet disruptive attacks. Comprehensive coverage of
the delivery networks remains limited in all of the countries,
especially in remote regions. The lack of consistency and
affordability of utilities is reflected in the countries' low
rankings for ease of doing business.

In Irag and Libya the traditional oil and gas infrastructure has
dominated post-conflict FDI. But emerging evidence indicates
that investment in renewable energy has the potential to
be one of the strongest growth sectors. Jordan has been
successful in attracting regional FDI into solar and wind
facilities.*”® Similarly, reduced-scale, community-based utility
provision leveraging low-cost renewable sources is looking
increasingly viable from a service delivery and investment
perspective, especially in remote areas. This form of provision
reduces the financial commitment and risk for investors, while
enabling cheaper, more resilient localized utility supplies.

Major disruption to water and waste management networks
is a critical barrier to the redevelopment and diversification
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of agriculture, downstream oil and gas, and to the generation
of depth and resilience in the secondary and tertiary sectors
of industry. All of these factors, in conjunction with improved
delivery networks to urban areas, improve citizens' quality of
life and well-being. However, while Jordan has made progress
in developing its delivery capacity, little FDI has been attracted
to this sector in Irag, and none has been applied to Libya or
Lebanon.#"" Access to water is a critical issue to be addressed,
and IsDB could work independently or as part of a joint
multilateral fund to provide finance and investment incentives
to attract FDI into the target countries. Egypt's track record
provides an indication that this sector merits a strategic focus
to attract FDI in MENA.

The World Bank's 2018 DNA reports illustrate that the
transport and communications networks in all four countries
suffered significant damage during the conflict.*® Irag and
Jordan have been successful in attracting regional investment
into their telecoms sectors, but Lebanon and Libya have failed
to stimulate any interest.*”® Jordan presents a successful road
map to attract FDI via PPPs into the port, storage and logistics
sectors.*® Agaba is a fulcrum node in the wider national
logistics development programme that will link the country's
internal and cross-border road and rail networks within the
next decade. The port of Aden in Yemen has been blighted by
the conflict but will be critical to the country's redevelopment,
and there is potential to expand the surrounding industrial
and free zones to incorporate local SMEs in the value chain.
The redevelopment of Iraq's and Libya's ports is under way
but could be accelerated by a more proactive investment
promotion strategy and financial incentives. Damage to
Syria's transport and logistics networks is extensive, and
restitution timelines are very elongated.*' The ongoing
conflicts in all of the case study countries have generated a
regional skew in the damage and, therefore, the investment
requirements to rebuild physical infrastructure. Understanding
the priorities requires further detailed studies at the local level
once direct physical inspection is possible. The scale of the
damage and cost will require substantial financial support
from multilateral institutions. Using the existing industrial/
free zone infrastructure — especially when it incorporates
critical facilities such as ports and storage hubs and is in close
proximity to borders — will protect investors from the wider
national legal-regulatory problems. It will also provide better
security for staff and physical resources, and allow sector-
specific incentives to be leveraged into value chains and
employment.

The real estate and tourism sectors demonstrate robust
investor appetite from within the Gulf Cooperation Council,
though this varies across the countries. Jordan's real estate
sector is extremely volatile, and investment levels are
affected by large-scale developments in the zones, especially
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Agaba. Similarly, Irag and Lebanon have managed to attract
substantial investment from the United Arab Emirates, while
Libya has attracted funding from Bahrain into these sectors.*®?
However, commercial and social stock have also been severely
depleted during the conflicts and represent segments that
urgently require reconstruction and, most probably, funding
from the multilaterals to kick-start investment flows.

The scale of the damage is estimated to run to $3 trillion,
approximately, for Yemen, Iraq and Syria. This underestimates
the total investment requirement*® for a number of reasons. A
BBB policy is essential to improve the quality and sustainability
of the stock through its life cycle. Furthermore, the original DNA
estimates were unable to validate full geographical impacts;
therefore, the data are regionally inadequate. They also
omitted supply and trade costs for raw materials, financing
costs, logistics and storage facilities, worker retraining
programmes and the acquisition of capital equipment, and,
in the absence of physical inspection, assumed that partial
damage to infrastructure can be rectified.*®*

Overall, the gap between the demand for and supply of finance
for reconstruction is so great that collaborative and new funds
will need to be created to redevelop capital assets. Although
productive and enabling infrastructure will help to re-establish
industry and commerce, boosting employment opportunities
in the immediate term across the construction sector and
cascading into other sectors in the long term, there is an urgent
need to re-establish network coverage for social infrastructure
such as hospitals, schools and affordable housing.

Based on the evidence to date, it is likely that FDI will flow
into real estate, telecoms, the primary industrial sectors and
power, with few financial incentives required once peace and
stability are established. Thus, government and multilateral
investment will need to prioritize social and enabling
infrastructure, either via direct funding or PPPs. Given that FDI
has largely been sourced from the Gulf Cooperation Council,
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The redevelopment of Irag’s and Libya’s
ports is under way but could be accelerated
by a more proactive investment promotion
strategy and financial incentives.




the use of Islamic finance to attract more investment from
these markets represents a real opportunity. However, the
absence of European, US and Asian investors also represents
an opportunity to improve the investment attraction strategies
and expand the financial depth of the target countries. That
said, unlike elsewhere, financial incentives look essential

to create momentum in the infra-investment flow via
multinational enterprises and PPPs. All of the target countries
need to upgrade the capacity and capability of their financial
institutions, increasing their participation in non-traditional
SME lending, providing relevant trade facilitation instruments
to new firm entrants and increasing the depth of funds via
syndication. At the moment, the Multilateral Investment
Guarantee Agency's export insurance programmes do not
cover trade with countries in conflict, and new mechanisms
need to be devised to address this gap.*®

Third, supply-driven economic development requires more
robust, transparent and appropriate institutional architecture,
to stimulate growth and employment across multiple sectors.
This can be difficult as countries emerge from conflict, as
capacity is typically low. IsDB's BRAVE programme (2019)
advocates for decentralizing service delivery and support
mechanisms, including the distribution of funds through local
bank networks and the use of remote M&E, all of which need to

be underpinned by clear project governance systems. Scaling
up project-level impacts while developing a relevant legal-
regulatory framework takes time and is costly, especially the
investment in developing and sustaining capacity. A number
of features are critical to initiate and sustain the momentum
across the life cycle of the development of institutional
capability.

Trust in the institutional players is a major
influence on the speed and trajectory of
investment flows and the development of a
resilient business sector.
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The information gap needs to be reduced about the state of
play in each country's subregions and local communities,
especially in Libya, Yemen and Syria. Some of these data
could be collected locally within structured frameworks, as
per BRAVE in Yemen. Additionally, improvements in cross-
donor database access would ensure that evidence-based
lessons learnt and new ideas relating to PPPs, gender and
youth inclusivity, practical SDG mobilization across SMEs,
and mega-investments, are more likely to be integrated into
new programmes and projects. This will improve the chances
of success, scalability and replicability (after adaptation
to local conditions). More research is required to develop
comprehensive, evidence-based competitive analysis which
can be used to develop sector-based investment priorities.

Structural barriers take time to be eradicated, and macro-level
programmes, such as improving business environments, are
perceived less positively in the short to medium term than
direct support for businesses in the form of training, capital
expenditure grants, support to access finance and facilitation
into value chains, all of which provide a tangibility and
immediacy for businesses and communities.*® However, to
build a narrative of progressive change that can be messaged
in the investment promotion activities, early diagnostic
analysis can be undertaken on the coverage and relevance
of the legal-regulatory frameworks related to sector-level
investment and bilateral trade agreements, the effectiveness
of integration of foreign/local firms (within and outside the
borders of free and industrial zones), and the sufficiency of
corporate legislation in relation to the use of local content,
inclusiveness and minimum standards of governance.

The results can be used to define cross-ministerial structures
and supra- and subnational programmes to develop relevant
investment regulations while allocating responsibility for
sponsoring, evaluating and mobilizing public and PPP projects
within a well-managed fiscal and asset portfolio. Governments
should not have policy conditions imposed if they draw on
multilateral grants and debt to mobilize such programmes, but
should be allowed to leverage best principles that are adapted
to country/local circumstance. IsDB should encourage the
recipients of funding to divest many non-critical government
services to the private sector, reducing pressure on fiscal
budgets and creating new jobs.

Trust in the institutional players is a major influence on the
speed and trajectory of investment flows and the development
of a resilient business sector. The development of trust
should focus on the creation of a coherent, transparent and
fair set of laws and regulations which protect international
and local investors while providing voice and distributive
equity to local communities. This is challenging. Even in Iraq,
central government authority does not extend across the
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whole country, and in the other three case study countries it
is very limited. Building trust is an unpredictable process that
is subject to setbacks; therefore, the fundamental principles
should be set by donors, but the timing for mobilization
remains flexible. The nebulousness of the concept can be
reduced by using data from the World Bank's Ease of Doing
Business and Competitiveness reports. For example, the
disparity between the overall rankings of the four target
countries is low, and yet Iraq's amended investment law in
2016 and recent PPP legislation are enacted (though not fully
functioning), providing a relatively structured framework for
the designated institutional players to implement investment
promotion activities across the identified project pipeline.

However, the World Bank's procurement report indicates
that mobilization capacity is limited, and the standards of
governance allow economic leakage; both factors dampen
investor appetite and increase the fragility of trust. Yemen
is at the other end of the spectrum, with few laws operating
effectively to regulate and incentivize FDI outside Aden. Its
laws offer little by way of incentives for FDI at the moment;
therefore, it is likely that multi-donor funds will be needed
to kick-start investment. Libya's investment laws are
largely outmoded, and proposed amendments offer limited
incentives for investments outside primary sectors.*" Little
to no evidence exists for Syria's current legislative status in
relation to FDI. Lebanon had very limited regulations for FDI
outside tourism until 2017; the new enactments seem poorly
drafted and insufficient to compete for FDI at this stage. In
contrast, Jordan has been incrementally developing its FDI,
PPP and zone laws for almost a decade, providing stability
and predictability for investors.*® As a result, Jordan has been
promoting sectors internationally, linking investor protections,
incentives and stability to its messaging as a stable and
preferred destination for FDI in the region.

Summary recommendations linked to IsDB's
‘four pillars’ approach

Immediate and short-term actions

* Fast-track restorative planning. Undertake a series of
quick diagnostics to identify critical priorities and cost—
impact assessments to restore essential services. Use
local resources, country-experienced advisors and trusted
officials to jointly define an integrated plan. Allocate
delivery responsibility and budget ceilings within 1sDB
or in conjunction with other donors, agreeing timing and
regional roll-outs. Identify and engage contractors, service
suppliers and advisors, and potential complementary
funders for the action plans. Fast-track tenders using
IsDB's governance systems and processes.




Rapidly improve public services. This can be done
by providing grant aid and soft loans directly and
via  multilateral co-funding to support government
investments to create temporary accommodation, medical
and education facilities, localized power and food-supply
networks for returning refugees. Provide cash grants to
families returning to domestic accommodation that can
be restored with moderate investment.

Improve cross-border connectivity by identifying and
providing grant funding to the government to open up
essential supply and transport aid/trade corridors, to
improve intra- and inter-country movement of goods and
services (e.g. between Syria and Jordan). In conjunction,
provide assistance to institutional players responsible
for managing and monitoring the physical movement
of goods and people across borders. This may take the
form of providing grants for training, expansion of staff,
and improvements in border control equipment and
infrastructure. Facilitate transitionary trade agreements
between neighbouring countries, possibly including the
establishment of designated cross-border customs areas.

Improve the investment climate by identifying, training
and mobilizing loan distribution via local bank networks
within a structured IsDB microfinance framework, using
external M&E to control distribution.

Activate the investment climate by developing a
framework for a small capital grants scheme, using BRAVE
as an initial template. Identify lead firms and SMEs that
would benefit from receiving quick investments to repair
buildings and equipment and purchase stock, and then

extend the flexibility of the scheme initially into wage and
training subsidies, to boost upfront trade and cash flow.
This could be through the banks, but also through credible
local institutional players and IsDB projects, to extend
reach and inclusiveness.

Create statements of work for quick updates on DNA
analysis, fast-tracked diagnosis of SEZs and industrial
zones, legal-regulatory frameworks and institutional
capacity related to FDI and PPPs, initial investment
priorities for sector investment as well as proposals from
multinational enterprises to develop primary industries
with the possibility to expand value chains into SMEs.
Conduct additional research into the numbers, capacity
and viability of MSMEs in different sectors and subregions.
Engage different stakeholders to review analysis and
develop localized consensus on priorities.

Maximize the use of trusted, impartial local counterparts
to inform and manage the implementation of physical and
research projects, though M&E and budgetary controls
should be managed by IsDB remotely. Investment in
capacity-building and the use of standard methodologies
can be mobilized via framework contracts using qualified
international and local advisory firms.

Communicate with and engage other donors directly and
via special working groups to identify the knowledge pool
about country needs, trusted advisors and institutional
players, as well as accessing relevant knowledge bases
and sharing success stories. Discuss collaborative efforts
and budget-sharing for all immediate activities to allocate
resources and mobilization responsibility.

06 - PRIVATE-SECTOR DEVELOPMENT m® 99




Create a positive narrative of change by using creative
multimedia to disseminate the plans and quick wins
and profile credible champions (popular politicians, local
business representatives and international investors).

Short- to medium-term actions
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Set up a more structured development and funding
programme for new and established SMEs which
improves their operational and financial resilience,
deepens their product and service delivery quality and
capability, and expands their market attractiveness to
access commercial finance and enter local/regional supply
chains. Prioritize underserved segments such as female or
young entrepreneurs and those with disabilities.

Mobilize government and donor co-funding by creating
specific sector-based funds that can be expanded
later using private sources of finance, to incrementally
reconstruct priority infrastructure for logistics, urban and
industrial asset classes and critical social infrastructure,
ensuring sufficiency in terms of geographical proximity to
local populations.

Lobby for and mobilize legal-regulatory changes relating
to PPPs, FDI, corporate registration and SEZs within a
structured programme and timeline, supporting and
funding relevant institutional players and encouraging
information dissemination and public—private dialogue/
consultation forums throughout the development process.

Create and strengthen investment promotion agencies
(IPAs), to provide support to training and the costs and
production of marketing materials (hard and soft).

Identify bankable projects from the initial pipeline, assess
feasibility and costs, draft public tender documents,
undertake market soundings and release for private bids
(using concession-based governance until the PPP and
corporate laws are fully operational).

Coordinate more detailed follow-up studies on realistic
competitive advantages at sector and regional level, costs
of doing business and barriers to investment (and actions
to reduce them), and create a database of SMEs to track
their development and support needs. Use the studies to
lobby regulators to develop more comprehensive laws with
higher standards that improve transparency, accountability
and environmental and social impacts (from institutional
structures through to concession/investment transaction
levels).

Undertake a targeted outward and inward investment
promotion campaign, exhibitions, conferences, workshops
etc., in conjunction with other ministries, tracking results
through the investment life cycle. Engage the country's
diaspora to invest, trade and promote. Create a highly

professional, interactive website that provides easy and
quick access to the IPA's support or signposts to other
government support.

Create new or strengthen existing strategies, structures
and capabilities of institutional and non-governmental
agencies responsible for life-cycle development of SEZs,
PPPs and SMEs. This will require multi-project support
that extends over several years; therefore, consistency and
continuity are critical in terms of regulations, incentives
and activation of plans.

Bolster management capacity of existing zones,
coordinating with IPAs to promote to investors and tenants.
Provide support to review masterplans, investment and
revenue forecasts, sector relevance, competitiveness,
incentives and the potential to attract major anchor tenants
that will form the basis of value chains. Review proposals
for new zones in terms of cost and impact (employment,
investment, support to SMEs, improvement in brand and
positioning), providing advice on best practice to mobilize
demand-driven development and lock in private-sector
sub-developers to expand financial depth. Link to storage
and logistics networks, raw material sources, major
skill centres and populations, as well as borders where
possible, to avoid duplication of infrastructure and inflation
in handling and transport costs. Embed SME incubation
units within zones in close proximity to dense urban areas
to minimize travel costs for new owners. Link to grant and
soft loan schemes run either by the banks or the zones'
partners.

Work with governments to extend bilateral trade
agreements, and with the Multilateral Investment
Guarantee Agency and other donors to create relevant
export trade credit and guarantee instruments.

Expand the depth and reach of financial services by
creating quasi-private venture capital firms using donor
funds to provide the initial capital platform and qualified
firms to train local staff. As per BRAVE, these funds
should target priority sectors, underserved segments of
the business community and innovation (in processes,
products or inclusion of local providers in large national
and/or regional contracts). Additionally, IsDB could
leverage its unique advantage to release advisory notes
and provide training on Islamic finance for banks and
government players involved in FDI and PPP concessions,
increasing the scale and breadth of regional investment.

Develop and mobilize local mediation and arbitration
services for contract disputes etc., to hasten resolution
and reduce costs.




Review and improve public tender rules and processes,
and clarify responsible parties through the life cycle.
Encourage the use of sector- and project-based, ex ante
KPlIs, full transparency and public dialogue/consultation
throughout the process, as well as publication of the
results of the award and ongoing M&E. Introduce ICT, such
as blockchain, to reduce costs and increase efficiency.

Work with supra- and subnational governments to
introduce e-government systems across investor and
business services. During the systems analysis, ensure
that any ministerial territorialism, competition and/or silo-
ing is minimized.

Build local capacity in service providers and advisors for
local businesses.

Adapt and extend the most effective programmes within
a pre-agreed KPI spectrum, based on results. Share
information on IsDB's website, with other donors, at
conferences, in papers etc.

Medium- to long-term actions

Deepen financial resilience by continuing the incremental
transfer of traditional government services to the private
sector, via PPPs, outsourced subcontracting, privatization
where appropriate value can be captured, as well as
creative use of quasi-commercial public agencies that

require no subsidies. In addition to advising on improving
monetary policy and fiscal management, the banking
and finance sector could be expanded to include equity
markets, angel investors and other sector-based public
funds, and the issuance of bonds from independent quasi-
government entities such as development agencies and
SEZs.

Continue to improve institutional systems and capacity to
increase the speed of business registration while reducing
costs and improving governance.

Expand and improve IPA activities, to develop a
comprehensive project portfolio that uses blended and
project finance options without requiring government
guarantees — i.e. SEZs — with development agencies and
other guasi-government entities raising the finance (off-
balance-sheet financing mechanisms).

Continue incremental investments in enabling and social
infrastructure.

Continue support to new and established SMEs to scale up
operations and employment and their contribution to GDP
(assuming national tax laws and collection mechanisms
are fair and robust).

Expand investment and trade collaboration agreements,
targeting localized assembly to optimize local content
requirements under World Trade Organization agreements.
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05

GCONGLUSIONS AND
RECOMMENDATIONS

This report has provided an overview of the drivers of violent conflict and fragility in
MENA, and potential pathways to resilience, focusing on the four conflict-affected
countries of Iraq, Libya, Syria and Yemen, and the two refugee host countries of
Jordan and Lebanon. First, the report reviewed current thinking and research on the
causes of violent conflict and fragility, and best practice related to reconstruction,
recovery and resilience. Second, it analysed the specific drivers of violent conflict and
fragility in the MENA region. Third, it advanced a framework for supporting resilience
through investment in four specific assets or types of capital: human, social, physical
and financial. Fourth, it considered specific strategies for investing in human and
social capital, facilitating sustainable integration of refugee and IDP populations,
and supporting PSD, with reference to specific case study examples from MENA and
elsewhere.



This final chapter first summarizes the main findings of the
report and then provides a number of recommmendations for
IsDB and the broader donor community. Therecommendations
are divided into three categories, corresponding to three
broad stages of the transition away from violent conflict
and the fragility—resilience continuum: 1) an initial 'in-
conflict' stabilization phase; 2) a medium-term ‘recovery and
restructuring’ phase; and 3) a longer-term ‘transformative’
phase. These phases are premised on the idea that efforts
to support recovery and resilience can begin even when a
country is experiencing violent conflict, prior to a final peace
settlement, and in the absence of formal state structures.
They also broadly correspond to the four pillars of IsDB's 2019
Fragility and Resilience Policy, which focus on: 1) investing in
prevention; 2) transitioning relief to development; 3) supporting
recovery and resilience; and 4) mobilizing resources for
resilience.

Key findings

Fragility and violent conflictin MENA are complex phenomena
with social, economic, political, environmental and security
dimensions. At their core, they involve a breakdown of social
capital, including real and perceived horizontal inequalities
between different groups, leading to popular demands for
greater political, social and economic inclusion.

Treating fragility, therefore, requires a multidimensional
approach to building resilience, by investing in human,
social, physical and financial capital. A cross-cutting focus
must be to repair the fraying social fabric (both vertically
between governments and citizens, and horizontally between
different societal groups).
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Fragility and violent conflict in MENA are
complex phenomena with social, economic,
political, environmental and security
dimensions.

Because of the multidimensional nature of fragility and the
scale of the task to address it, international donors should
pursue a joined-up and complementary approach. No single
actor can perform all the required tasks, and donor institutions
— including multilateral development banks such as IsDB —
should focus on a smaller number of tasks in which they have
a comparative advantage.

Jobs can have an immediate stabilizing effect, providing
a 'peace dividend' in the form of an economic lifeline to
war-weary populations, and helping in the demobilizing,
disarmament and reintegration of former combatants. They
can also indirectly support peace processes by boosting
government legitimacy and facilitating the reconstruction
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of essential infrastructure. Over the longer term, expanding
meaningful employment through a revitalized private sector
can support sustainable and equitable economic growth and
increase government revenues. It can also build human capital
(through skills acquisition, training and education) and social
capital (by expanding peaceful interactions between different
societal groups), both of which can enhance citizens' sense of
belonging and broader social cohesion.

The existence of vulnerable and marginalized groups is both
a cause and a result of violence and fragility in MENA, and
significant efforts must be made to meaningfully engage
with them in reconstruction efforts. High levels of youth
unemployment have been identified as a major cause of
the Arab Spring protests in 2011, and perceived horizontal
inequalities have been mobilized as drivers of violent conflict.
Women and girls enjoy fewer social, political and employment
opportunities than men, and millions of people have been
displaced by fighting and need to be reintegrated into host
countries or allowed to return home.

As well as being effectively coordinated, donor efforts to
support reconstruction, recovery and resilience must also be
properly sequenced, according to the specific phase along
the fragility—resilience continuum in which a country finds
itself.*®® In countries still experiencing active fighting, activities
should aim to prevent violence from escalating further, while in
countries where fighting has stopped, the focus should be on
avoiding a relapse. In short, activities can be divided between
three broad phases: an initial short-term 'stabilization’ phase
that supports peace deals and a cessation of violence;
a medium-term 'recovery and restructuring' phase that
restores sustainable economic growth; and a longer-term
‘transformative’ phase that supports institutional development
and the creation of national social cohesion.

At present, a lack of accurate and reliable data prevents
the development of detailed, country-level blueprints for
reconstruction and recovery. Existing needs assessments
rely on different methodologies, and data are typically
inadequate or out of date. To progress from broad, strategic

o

The existence of vulnerable and
marginalized groups is both a cause and
a result of violence and fragility in MENA,
and significant efforts must be made

to meaningfully engage with them in
reconstruction efforts.
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recommendations to detailed blueprints of
interventions will require detailed, in-country research.

specific

Similarly, donor interventions need to be informed by country-
specific conflict analysis and political economy analysis.
Ideally, donor interventions will seek to address underlying
drivers of conflict and fragility, but as a minimum will avoid
exacerbating them by adopting a ‘do no harm' approach. This
requires an in-depth understanding of the context of each
country.#%®

While the report calls upon international development
partners to further commit to supporting recovery and
reconstruction and while donor interventions can play an
important role in supporting MENA countries' transition
away from violence and fragility towards resilience, it should
be recognized that this path is largely endogenous. The
move towards sustainable, long-term institutional reform
requires significant host-country political will. Nevertheless, to
the extent that they can support a more equitable future, donor
programmes can be part of the solution.

Cross-cutting recommendations and next
steps

In line with IsDB's Fragility and Resilience Policy, this report
advances a framework for building resilience in MENA by
investing in four types of assets or capital: human, social,
physical and financial. They are mutually reinforcing, and
together help to counter the various dimensions of fragility

+ Improved human capital, in the form of better education
and training, health and nutrition, and psychosocial well-
being, can lead to better jobs and incomes, a stronger
economy, and a sense of personal achievement for
individual citizens. It also helps people to feel a sense of
belonging in society, and greater attachment to the State.

Improved physical capital, including new, rehabilitated and
improved infrastructure (roads, hospitals, schools etc.) and
essential basic services (water and electricity networks,
waste management), also contribute to individual well-
being and economic growth, and help to rebuild the social
contract between the State and its citizens.

+  These two types of capital help to facilitate improved
financial capital, as jobs and economic growth lead to
increased incomes, repaired markets, greater investment
and higher government revenues.

+ Improved social capital cuts across all of these, creating
bonds between individuals and groups in society, and
between individuals and the State. Investing in human,
physical and financial capital in a way that is fair and
equitable means, for example, that people have access
to quality education, health, jobs and basic services
regardless of their physical location or social group,
thus reducing horizontal inequalities and building state
legitimacy.




As outlined in Chapter 2, there are several important lessons
learnt that underpin this framework, explained in more detail

below:

The needs of refugees, IDPs and migrants must be
managed across all donor interventions. Forced
displacement is both a symptom and a cause of fragility;
it causes immense human suffering and trauma for those
forced to leave their homes, makes long-term recovery
more challenging for their countries of origin because of
dissipated human capital, and can put pressure on the
economies, infrastructure and social cohesion of host
communities. Aside from resettlement to a third country,
voluntary return and integration into a host community
are the only two sustainable options for supporting
refugee populations (and by extension, IDPs); they should
thus inform donor interventions even when they are not
specifically aimed at supporting migrant communities.
For example, as Chapter 5 argued, infrastructure should
be rebuilt in a way that considers the needs and concerns
of returnees and IDPs, who are often located in urban or
peri-urban locations. Similarly, as Chapter 6 demonstrated
with the example of the Jordan Compact, PSD can be
geared simultaneously towards facilitating the long-term
economic growth of host communities and supporting the
well-being of migrants.

Effective donor cooperation and coordination are
essential. Because effective change and progress towards
greater resilience are ultimately an endogenous process,
donor interventions — even in ideal circumstances — may
only have limited scope to help countries progress from
violent conflict and fragility. Poor donor coordination or
even conflicting donor objectives will further undermine
this scope. Key principles outlined in Chapter 4 include the
need for sustained donor engagement and partnership,
rather than short-term interventions; supporting capacity-

building from the start to avoid de-skilling; creating
funding mechanisms that can distribute resources rapidly;
adapting systems to local contexts; focusing on the policy
and political nature of recovery over the technical, and
focusing on strengthening systems rather than supporting
them. Good donor coordination is also crucial for PSD. As
Chapter 6 argued, donors should work together and through
special working groups to identify and understand target-
country needs, trusted advisors and institutional players,
to share success stories and to discuss collaborative
efforts and budget-sharing.

Figure 9. A framework for building resilience by investing in human, social, physical and financial capital

Managing the needs of refugees and displaced persons
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Investmentsinresiliencewillideally be built on established
peace and a comprehensive political settlement. As
recognized by the governments of Libya, Yemen and Iraq,
investments in human, social, physical and financial capital
would ideally be built on established peace, in the form of
a comprehensive political settlement between the different
parties involved in conflict. In contexts where there is no
established peace, investments may be undermined by a
number of factors. First, violence and instability damage
and destroy physical capital, dissipate human capital — for
example, by creating forced displacement — and weaken
financial capital, by dissuading local and foreign investment
and encouraging capital flight. As Chapter 6 established,
investments in ‘good’ forms of FDI (i.e. investment in the
manufacturing and services sectors that create larger
numbers of meaningful jobs and the development of
new skills) is difficult to achieve during active conflict or
where the State lacks the necessary regulatory and legal
framework. Similarly, Chapter 5 demonstrated that large
numbers of refugees are unlikely to return to their homes
amid ongoing insecurity or if they have concerns over
retribution or arrest.

* Nevertheless, donor interventions can contribute to
resilience even in the midst of violent conflict; therefore,
donors should not wait for established peace. In many
cases, a comprehensive peace settlement will remain
elusive or will at best be only partially implemented. As this
report has shown, there are activities that can take place
even in the midst of violent conflict — for example, IsDB's
BRAVE project in Yemen, and efforts to deliver essential
services via the local private sector in Somalia.

106M THE ROAD FROM CONFLICT TO RECONSTRUCTION, RECOVERY AND RESILIENGE IN THE MENA REGION

Specific recommendations for human capital
and PSD across the three phases of conflict

Table 3 summarizes a series of practical recommendations
for activities that can form the basis of IsDB investments in
human developmentand PSD in fragile and conflicted-affected
countriesinthe MENA region. In crafting the recommendations,
the plans and thinking of the governments of Libya, Iraq and
Yemen have been taken into account, particularly in private-
sector investment, job creation, investment, education and
skills development, and healthcare. These recommendations
have been divided into three broad categories, corresponding
to three distinct phases through which countries transition
on the path from fragility to resilience. These phases are the
following.

+ Animmediate in-conflict ‘stabilization’ phase. Violence is
likely to be ongoing during this phase, and a comprehensive
political or peace settlement is either absent or only partially
implemented. Investments in both human development
and PSD are nevertheless possible, and should focus
on meeting the immediate needs of civilians (e.g.
providing temporary housing through governments and
the local private sector, and jump-starting the economy),
preventing a resumption or escalation in fighting (e.q.
by providing employment through public works schemes
for former combatants and conflict-affected populations),
and supporting ongoing peace processes (e.g. through
community reconciliation initiatives). There is likely to
be considerable crossover with humanitarian assistance
(e.g. the provision of temporary and emergency health
and education facilities). Libya, Syria and Yemen are all
currently positioned in this phase.

+ A medium-term ‘recovery and restructuring’' phase. As
levels of violence fall, and countries begin to emerge from
active conflict, assistance should increasingly look beyond
addressing immediate needs to a focus on longer-term
recovery and resilience (corresponding to Pillar Two of
IsDB's Fragility and Resilience Policy). Investments should,
therefore, be sustainable (e.g. expanding basic service
delivery to include services such as sanitation and street
lighting) and focus on the restructuring of practices and
institutions (e.g. creating an IPA to begin to attract FDI).
Of the four main case study countries, only Irag currently
occupies this phase.

Alonger-term 'transformative’ phase. Having successfully
moved out of violent conflict, countries can be supported in
consolidating peace and transitioning to greater resilience
by developing greater transformative capacity. In terms
of human development, examples include focusing on
building stronger healthcare and education systems (e.qg.
curriculum reform, teacher accreditation), while PSD
activities might include expanding a shift from government
services to the private sector.




Table 4. Practical recommendations

Conflict phase Human development Private-sector development

(immediate term)

hospital functionality; get children
back to school and facilitate
catch-up for young adults;
psychosocial support and mental
health programmes)

1. In-conflict 1. Restore essential services (e.g. 1. Restorative planning (quick diagnostics to identify priority
stabilization invest in community-based sectors using local resources; identify contractors and
phase healthcare; support basic suppliers; fast-track tenders)

2. Build inclusion (e.g. programmes

to encourage school attendance;
social protection programmes,
including cash transfers/
minimum wages; conflict
management and community
engagement/ reconciliation

. Rapid improvement in services (provide grants and

loans to support government investment in temporary
accommodation, health and education facilities and
localized power and food-supply networks; cash grants to
returnees and refugees)

3. Invest in youth (e.g. support

youth to go back to school to
complete studies and obtain
qualifications)

. Cross-border connectivity (e.g. grants and training,

improvements in border control equipment and
infrastructure; transitionary trade agreements)

4. Invest in livelihoods (e.g. create

immediate education and training
opportunities; entrepreneurial
schemes; public works
employment; cash transfers for
vulnerable people)

. Improve investment climate (e.g. mobilize loan distribution

via local banks within a structured IsDB microfinance
framework)

. Activate investment climate (develop a framework for a

small capital grants scheme; identify lead firms that would
benefit from receiving quick investments in buildings,
equipment and stock)

. Create statements of work to update DNA analysis (e.g.

focus on SEZs and industrial zones, legal-regulatory
frameworks related to FDI and PPPs)

. Use local counterparts for physical/research projects

(investment in capacity-building and use of standardized
methodologies)

. Ensure direct contact with other donors (pool knowledge

about needs, trusted advisors etc.; share lessons learnt;
collaborate on efforts/budgets)

. Create positive narrative of change (using creative

multimedia approach to profile credible champions)
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Conflict phase Human development

2. Recovery and
restructuring
phase (medium
term)

1. Restore essential services (e.g.
establish public health services,
including rubbish collection
and sanitation; schemes to
incentivize the inclusion of girls,
children with disabilities, and
refugees into services; expand
psychosocial support services)

Private-sector development

1. More structured development/funding programme for
MSMEs (improving their operational/financial resilience;
product delivery; ability to enter global supply chains etc.)

2. Build inclusion (e.g. community
security and safety schemes,
such as street lighting and
neighbourhood watch; support
to community cohesion and
integration of new groups such
as refugees and IDPs; community
services such as women's clubs)

2. Mobilize funding for priority infrastructure (for logistics,
urban and industrial asset classes, critical social
infrastructure)

3. Invest in livelihoods (e.g. expand
entrepreneurial schemes linked
to employment opportunities;
improve food security and
support to the rural economy;
support banking and money
transfer systems; expand
support to community-based
systems to improve capacity and
accountability)

3. Support legal-regulatory changes relating to PPPs, FDI,
SEZs etc.

4. Create/strengthen the IPA

5. Identify bankable projects from initial pipeline (draft public
tender documents and release for private bids)

6. Coordinate detailed follow-up studies on competitive
advantages at sector/regional level (use to lobby
regulators to develop more comprehensive laws that
increase transparency etc.)

7. Undertake structured investment promotion campaigns

8. Support strategies, structures and capability of agencies
responsible for life-cycle development of SEZs, PPPs and
MSMEs

9. Bolster management capacity of existing zones
(coordinate with IPAs to promote to investors)

10. Work with governments to extend bilateral trade
agreements

11. Expand the reach of financial services (create venture
capital firms to provide initial capital platform; target
priority sectors)

12. Support local mediation services for contract disputes

13. Improve public tender rules and processes

14. Work with governments to introduce e-government
systems across investor and business services

15. Build local capacity in service providers

16. Adapt/extend the most effective programmes with a pre-
agreed KPI spectrum, based on results
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Conflict phase

3. Transformative
phase (longer
term)

Human development

1. (Re)Build stronger systems
(e.g. education systems-
strengthening, including
curriculum reform and
accreditation of teachers; health
systems-strengthening, focused
on smaller and more accessible
units; support recovery of human
resources, including pathways
for workers to obtain formal
qualifications; restore national
manufacturing capacity)

1. Deepen financial resilience (e.g. continue transfer of

Private-sector development

traditional government services to the private sector via
PPPs, and create use of quasi-commercial public agencies
that require no subsidies; expand banking/finance sector to
include equity markets etc.)

2. Invest in youth (e.g. technical/
market-driven vocational
training; youth engagement by
forming business associations
and cooperatives; youth-
focused trade agreements by
governments to stimulate key
sectors)

. Continue to improve institutional systems and capacity to

increase the speed of business registration while reducing
costs and improving governance

. Expand IPA activities to develop a comprehensive project

portfolio using blended/project finance without requiring
government guarantees (i.e. zones)

. Continue incremental investments in enabling and social

infrastructure

. Continue support to new and established MSMEs to scale

up operations

. Expand investment and trade collaboration agreements
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