Seven Pillars of Development

Rajiv Chandrasekaran: Brad, you indicate that the first pillar of economic development is
professionalism — that professionalism is required for the effort. You suggest that a professional
approach was largely absent within the Coalition Provisional Authority. Why was there not
substantial professional expertise within the halls of the palace?

Lieutenant Colonel Jackson: Expertise or specialized knowledge is only one element that
defines a professional and a professional organization. Within the reconstruction and
development effort there was specialized talent in the Ministry of Finance. However when one
considers the other elements of professionalism: client relationships, corporate orientation and
the maintenance of standards — this is where the Coalition Provisional Authority suffered in the
crucial early months.

Rajiv Chandrasekaran: Explain what you mean by the absence of client relationships?

Lieutenant Colonel Jackson: It is the nature of professionals and professional organizations to
be in service to a client. Professional entities are commonweal organizations whose orientation
is clear. While serving in the Coalition Provisional Authority it was unclear as to whether our
client was the Administration in Washington or the State of Irag. This resulted in divided
agendas with the result that the CPA lacked a firm azimuth.

Rajiv Chandrasekaran: So your suggesting that the CPA’s client should have been the State of
Irag? If it was to be a commonweal organization — and by definition a professional
organization? Is there a clear instance when this tension manifested itself?

Lieutenant Colonel Jackson: The aggressive privatization effort of the State Owned
Enterprises was a shining example of the absence of a commonweal approach. Many argued that
it was not in the best interest of the State of Iraq to liquidate its assets while they were not in
control.

Rajiv Chandrasekaran: Do you think it is fair criticism of the CPA officials — many who were
White House appointees — to act contrary to the Commander-in-Chief’s intent?

Lieutenant Colonel Jackson: It is a fair criticism if you undermine the first pillar of economic
development — whether it is practiced in Irag or Franklin County. | would like to point out that
the professional orientation was clear to the senior military leaders — it was the State of Iraq.
Lets take a step back because this is instructive. This outlook is the result of the United States
Army officer corps professional orientation. The writings of Huntington and others clearly point
out that the military is a commonweal organization whose client is the state (and not a particular
administration). A professional officer corps does not engage in partisan politics does not
support a party, a candidate or a government official. An officer corps that does engage in such
activities is prone to usurp the system and to “move out of the barracks” to undermine the
civilian leadership and the civilian institutions that they are intended to defend. The soldiers’
oath is to support and defend the Constitution of the United States and the public at large is not
well served by an officer corps that ceases to remain professional and that turns away from its
commonweal orientation. It was this orientation — that the development effort needed to focus
on Iraq as the client - that marked the success of General Petraus — the commander of the 101st
Air Assault Division — in the northern provinces of Iraq. Petraus’ orientation resulted in an
outcome far different from the Coalition Provisional Authority’s results in Baghdad. The press
throughout the first year of the reconstruction effort played upon this.



Rajiv Chandrasekaran: So you extend this orientation to your leadership role as an economic
developer in Franklin County?

Lieutenant Colonel Jackson: | believe the orientation of the economic development
professional must similarly be one that is commonweal. My client is the County of Franklin-at-
large and (like my orientation as an Army officer) not a particular party, legislator or municipal
official. The public at large is not well served by partisan development — crony capitalism — or
back door deals between politicians and their supporters. Only a professional orientation can
defend the integrity of the economic development effort. When this is compromised — the
institution’s mission is compromised. The result being that the client becomes disillusioned in
the development process. This became the fate of the CPA’s mission in Iraq. It has always been
my intent to defend the professionalism of the Agency to defend a process and not to attack
political positions. Because the other key element of the client relationship is that they exercise
external control. The client has an oversight role to judge performance — but oversight does not
translate into interference. (et this is what unfortunately happened in the pre-combat planning
for the invasion with the result that we were inadequately prepared for the peace).

Rajiv Chandrasekaran: The other elements of professional organizations — that they assume a
corporate orientation — you point out was also largely absent. What do you mean by this?

Lieutenant Colonel Jackson: Professional entities have a corporate orientation: that there is a
group consciousness-a colleague group that associates to maintain the integrity of the expertise.
The practical nature of the Authority prohibited this orientation. The talent within the Coalition
Provisional Authority was compromised by the neo-conservative agenda of some of the key
policy makers. There were many voices crying against the “cancellation of public debts” policy
— to include me because of the negative impact it would have on the balance sheets of the State
Owned Enterprises. These voices included the economists and treasury officials within the
Ministry of Finance who were shocked by the policy’s implication to reestablishing an effective
monetary policy for the State of Irag (a policy that obliterated any existing public debt
instruments and any formal money market within the State of Irag). The integrity of the
expertise — advising against such a policy - was not maintained.

Rajiv Chandrasekaran: You indicate that the second pillar of development is managing
expectations? Did the CPA mismanage this?

Lieutenant Colonel Jackson: The mismanagement began before them. The expertise of the
military officer corps — the first individuals on the ground — is in Laswell’s dictum, “The
management of violence.” It was a substantial paradigm shift for the commanders on the ground
who had just completed combat operations to now reconsider that the required expertise they had
to practice was the “management of expectations.” | remember a Marine Corps officer who was
leaving the Civil-Military Operations Center that was established at the Palestine Hotel just after
combat had ended in the City. He had heard the exhaustive list of requirements that the civic
officials identified. Upon his exit a throng of wounded civilians were calling upon him.
Exasperated he blurted, “What they do expect of me? To heal the sick!”

Rajiv Chandrasekaran: What is the difficulty with managing expectations?

Lieutenant Colonel Jackson: The difficulty in managing expectations is that you cannot satisfy
everyone’s development concerns. Even in the relative peace of Franklin County this is the
expectation. The difficulty with marketing a place — is that it is unlike marketing a product.



Place marketing requires one to simultaneously appeal to all end users — “a great place to
invest... a great place to vacation... a great place to live... to shop... to work... etc. etc. In the
Adirondacks there is an inherent tension between those who invested in a great place to retire
without the congestion of the big city and those who desire to see development and employment
opportunities. In Irag the simultaneous appeal and requirements were overwhelming: restore
public order, prevent cholera outbreaks, deliver electricity, open the banks, rebuild the water and
sewer infrastructure, create employment opportunities, get the schools up and running, establish
a monetary system, fix the hospitals. It was impossible to accomplish this all at once. Priorities
and the rationing of resources were necessary. One outcome of this is that it negatively affected
the State Owned Enterprises. Electricity allocation to industry was a last priority — the result
many factories could not get back up and running. Yet Iragi expectations in the beginning were
high — we were the great superpower.

Rajiv Chandrasekaran: And being the super power implied we had the resources to do it all at
once?

Lieutenant Colonel Jackson: There was substantial disinformation about our resource
capability that the CPA never fully combated. Our attempt to reestablish the electricity grid also
confronted substantial misperceptions about the system’s capabilities. But these perceptions
shaped the reality the coalition confronted. This is why it was so difficult to manage
expectations. When you are only resourced to maintain the status quo — the outcome will be the
status quo. When you are resourced less than what the situation requires — you will fail to
achieve forward progress.

Rajiv Chandrasekaran: Your third pillar of development is capacity development. Where did
the CPA fail on this?

Lieutenant Colonel Jackson: Capacity development was misplaced. Organizational capacity
in the right institutions must occur for development to happen. Napoleon’s dictum: “Institutions
alone fix the destinies of nations”, finds some support in the latest economic research on
economic development. A number of economists believe that the policies advocated in the 1980s
and 1990s — stabilize prices, liberalize trade, privatize industries matter less than the institutions
that stand behind those policies and practices. In the beginning — there was very little emphasis
on empowering the Iragi Ministries (there were some exceptions but they were driven by the
CPA’s senior advisors to those ministries). The senior policy makers deliberately intended to
curtail the Ministry of Industry and Minerals managerial ability to stand up the “commanding
heights” of the Iraqi economy: cement, fertilizers/phosphate, petro-chemicals, pharmaceuticals.
These were critical requirements to the reconstruction effort.

Rajiv Chandrasekaran: How did the CPA curtail the Ministry’s ability?

Lieutenant Colonel Jackson: Several policy decisions restricted the Ministry. First the CPA
instituted that the State Owned Enterprises were entities independent of Ministerial control. The
SOE's had the ability to source their own materials and to sell their products to whom ever they
desired without Ministry interference. The difficulty with implementing this policy was that the
SOE's were operating entities only: they received inputs from the Ministry to manufacture their
products and they delivered their output to the Ministry to sell. The Ministry was the “holding
company.” The SOE's had no logistical, administrative, financial, marketing or sales
departments. They were incapable of operating independently. Couple this with the CPA’s
decision to curtail hiring (because every Ministry employee was receiving a pay check — whether



they were working or not) prevented us from even getting these companies the talent they needed
to operate independently. It wasn’t until the end of 2003 that we succeeded in getting the CPA to
change the policy to “empower the Ministry.”

Rajiv Chandrasekaran: What was the CPA’s rational for implementing this policy?

Lieutenant Colonel Jackson: They were determined to eliminate corruption — even if it meant
nothing happened. They had ideological designs for these assets — what | would call economic
regime change. Private resources — and not the public purse — would be the basis for
reemploying these factors of production. Time however was not on our side — it would require
years to establish the necessary legal framework. The CPA hoped to move aggressively on this —
thus these industries would lie fallow and the Ministry would be marginalized in the interim.

Rajiv Chandrasekaran: How else did they curtail the Ministry of Industry?

Lieutenant Colonel Jackson: This “Holding Company” was by our estimates a $2.3 billion
operating company. It suffered from twelve years of sanctions: closed export and import markets
meant no spare parts for machinery or equipment (never mind capital expenditures for new
machinery and equipment). It also suffered from closed minds — decades of Socialist thinking.
Add to this the 2003 war set backs: extensive damage to property and equipment ($300 million),
significant loss of inventory ($150 million), complete loss of payment terms, six months of
production lost, all cash in bank accounts frozen, all customers facing the same massive trauma,
much of the top leadership fired. In July of 2003 the CPA Ministry of Finance offered the Iraqi
Ministry of Industry the paltry sum of $60 million for the resumption of manufacturing (to be
doled out over equal monthly payments). Keep in mind there was no functioning bank in the
Country — no mechanism for getting them bank loans.

Rajiv Chandrasekaran: How did you overcome this?

Lieutenant Colonel Jackson: 1 strongly suggested to the Ministry that they prioritize their
efforts to a few key industries (their political realities and socialist thinking made this difficult).
We helped them to assess which companies would be most economically viable. We inventoried
the entire country to identify assets to monetize. Discretely we empowered the Ministry to assert
management controls. We heckled the Ministry of Electricity for load sharing. | pleaded with
the military commanders to secure our sites — or allow the Ministry’s firms to do so.

Rajiv Chandrasekaran: You certainly don’t have to deal with this in Franklin County?

Lieutenant Colonel Jackson: Only to the extent that there is very little willingness (and very
few resources) to empower or resource the institutions of economic development — which
according to Napoleon will determine the destiny of the region. The US military in lIraq
understood that what needed to be done was to create the conditions for success — to create the
organizational capacity to get the job done, to empower the organization to get the job done and
to robustly resource the organization to get the job done.

Rajiv Chandrasekaran: But is it enough to just create organizational capacity? | mean after all
the institutions themselves must execute?

Lieutenant Colonel Jackson: Which brings me to my fourth pillar.

Rajiv Chandrasekaran: Which is planning. The entire post war effort has been criticized for
the planning failures from the top down and much has been written about the faulty and perhaps
rosy assumptions that went into the post-war planning environment. What is your take on what



happened?

Lieutenant Colonel Jackson: The military mind is decidedly pessimistic: “No plan survives
first contact — yet plan!” The military decision making process is deliberate and continuous.

Take away the neo-conservative agenda and assumptions prior to the war and you still come to
the conclusion that the initial plan did not survive first contact. However there was no effective
planning transition from pre-war to post war or from ORHA to CPA. The Iraqi’s were fond of
saying that CPA was an acronym that meant, “Can’t plan anything.” There was no effective
planning cell until the military came into the palace to establish that capability.

Rajiv Chandrasekaran: One comes to the conclusion that if it were not for the military — and
the civil affairs soldiers involved — than this nation building effort would have been far worse.

Lieutenant Colonel Jackson: It could have been better. There was a riff between the Civilian
Authority Paul Bremer and the military commander General Sanchez. Thus the planning effort
was not as fully integrated, as it should have been. The military’s strategic paradigm is to think
in terms of ends-ways-means across the full spectrum of capabilities (military, economic,
diplomatic, information, etc.) after thoroughly understanding yours and your enemy’s strengths
and weaknesses; opportunities and threats. Without the full involvement of the civilian expertise
we could not complete this assessment on the ground. The result, we did not fully understand
the centers of gravity involved with economic reconstruction or with the insurgency. We never
fully articulated: where we were, where were we going, and how were we going to get there —
the end product of any strategic and operational deliberation. Only with this can an organization
execute.

Rajiv Chandrasekaran: Your fifth pillar of development is to understand the market. Your
notion is that markets work and markets fail needs to be appreciated by development officials.
The CPA was keen on establishing a market economy in the new Irag — as part of regime
change. The talent within the CPA must have understood this.

Lieutenant Colonel Jackson: The irony is that there was not one policy in place to provide a
market incentive for the SOE's to get back up and running. First, all employees were paid
(management and labor) regardless if they were working or not — so why work? Second, ninety
percent (90%) of profits would be transferred from the SOE to the Ministry of Finance. This
disincentive to maximizing profits sounded very much like the Marxian formula, “from each
according to his ability to each according to his need.” Third, the SOE's lacked the freedom to
operate: they could not set prices (one which we were able to overcome for a few key industries)
nor could they hire and fire.

Rajiv Chandrasekaran: Can you tell me more about the pricing issue?

Lieutenant Colonel Jackson: One of the most critical commodities in the post war
environment was cement. It was the essential construction material in a region where everything
had to be rebuilt. Prior to the war the market price was $24 per ton. After the war with the
County’s production at 12% of capacity the import price — which established the market price —
was upwards of $80 to $120 per ton. However the Ministry’s Northern Cement Company was
selling cement at the pre-war price of $24 per ton. It wasn’t long before armed gunmen were
pulling up to the gate demanding an allocation of cement. When coalition security resolved that,
it was followed by local officials or contractors with letters from local officials demanding an
abundance of cement at $24 per ton. The CPA Ministry team had to intervene unilaterally to stop



a black market or mafioso development. There was very little courage at the plant level to
contradict these local edicts. The CPA had marginalized the Ministry’s ability to exert influence
and in this case pricing power. It was up to the guy in a military uniform - to trump them. “On
my neck” (in Iraqi speak) I gave one of the few Ministerial decrees to stop the practice and to
sell cement at the market price. This brought protestations from regional officials, but I think
they did protest too much.

Rajiv Chandrasekaran: Did this resolve the issue?

Lieutenant Colonel Jackson: General Petraus understood that higher prices now meant lower
prices later. The extraordinary profits would provide the Northern Cement Company with the
capital they needed to rehabilitate the other two production lines and to expand production —
supply. It would also send signals to the market place that would result in new production plants
coming to lraq — thereby increasing supply (and the Ministry’s State Owned Geological
Company had lead activity from five separate European and Middle Eastern firms to establish
new production facilities in Irag). Increases in supply were the only long-term solution to a
pricing problem that was making it difficult for provincial governments to fund public works or
for private households and business to rebuild or invest. Political pressure from Iraqi provincial
officials for lower prices aimed at a marginalized Ministry with little to no influence resulted in
the pricing decree being overturned. Even a Bremer decree that the Ministries control the
operations of the SOE's and not the provinces did not find full support in the Iraqi Governing
Council. Only five (out of twelve) of Iraq’s State Owned cement companies were ‘limping
along” when I left Iraq.

Rajiv Chandrasekaran: And you deal with market failure as an economic developer in New
York State?

Lieutenant Colonel Jackson: Markets are not always allowed to achieve equilibrium.
Asymmetries (information, price, agglomeration factors, etc.) exist that distort market outcomes
and market performance. Asymmetric markets do exist in regional economies and urban
network systems to the detriment of peripheral regions such as the North Country - limiting
investment opportunities and capital formation. This market failure is an additional challenge to
economic development.

Rajiv Chandrasekaran: | am beginning to appreciate your sixth pillar of development: Never
assume you’re in control.

Lieutenant Colonel Jackson: Iraq was a lot like Jurassic Park, “We never had control! That’s
the illusion.”

Rajiv Chandrasekaran: And this has certainly been playing out politically.

Lieutenant Colonel Jackson: You can’t create an institution and control it. The CPA’s
experience with the governing council is a good example of that. You can’t extend authority to
institutions with out embracing the principal of “subsidiary function.” The CPA’s initial success
in reestablishing the Ministries did not translate into complete empowerment free from
interference.

Rajiv Chandrasekaran: Why was this principal of subsidiary function important for the
reconstruction effort?

Lieutenant Colonel Jackson: In an earlier deployment in the Balkans | was introduced to the



work of individuals (Capellin, 1991; Horvath 1994) who articulated the logic for this principal
(of subsidiary function) in a European context with respect to regional and economic
development. Centralism and hierarchical control was not the means to the regional
development of the urban networks (amongst economists the paradigm has already shifted away
from the relevance of national economies or political administrations as the basis for economic
development and shifted towards the relevance of territorial production systems). It was
cooperation. Regional development requires principles of self-government, which offers synergy
and flexibility, and not the principles of central authority based on legal rights. Regional
development requires a respect for differentiation and not homogeneity; for influence and
leadership and not dependence and control; for negotiation and not coordination. The political
ideal for regional development is not liberty or equality — but fraternity. This is the paradigm the
Administration must adopt with Irag. It’s a shame the CPA did not embrace it. Our problems
were compounded by the fact that the CPA believed it was in control?

Rajiv Chandrasekaran: There were a number of “orders” that the CPA issued from the Palace
to effect the reconstruction effort. The most notable order being the one that established the most
liberal market regime in existence: complete repatriation of profits, one hundred percent
ownership allowed by outside entities — by foreigners.

Lieutenant Colonel Jackson: And no one bothered to negotiate with the Ministry of Trade to
coordinate its implementation— who for months after it was issued was still using the Saddam era
Standard Operating Procedures for registering companies.

Rajiv Chandrasekaran: Nothing was further from the truth than the perception of control and
the reality of control. How do we empower the Iraqi’s to assert their control?

Lieutenant Colonel Jackson: | believe part of the failure is that we are not employing the full
spectrum of the elements of power (military, diplomatic/political, economic and informational).
There is a military dimension to this insurgency that we are addressing with standing up an Iraqi
security force. There is a political dimension to this insurgency that we are addressing by
standing up an Iragi democratic form of government and a written constitution. But, there is an
economic dimension to this insurgency that we are not addressing. We are not empowering the
Iragis to determine their economic fate.

Rajiv Chandrasekaran: What would you suggest we do to empower the Iragis economically?

Lieutenant Colonel Jackson: Give them the $18.7 billion (or whatever is left of it) to manage
their economic reconstruction. In the early 1900s we did not resolve an insurgency in the
Philippines until the puppet we installed was given the power of patronage and economic
incentives. This is what the Iragis need. To have their people see that Halliburton is bowing to
the State of Irag for contracts instead of seeing Iraqis bowing to Halliburton for work. The
sooner we so empower the Iragis — the sooner we will be able to exit Iraq. This point was
brought home to me when | brokered a meeting between Ministry officials and Halliburton
executives. The Ministry agenda was to secure contracts from the company. One Halliburton
executive commented on the irony of the situation, “ Twelve years ago the situation across the
table was reversed, we were the ones going begging.” It was at that moment I realized we had
lost the information operations campaign.

Rajiv Chandrasekaran: Your final pillar of development is to understand the local culture.
How did this negatively impact the development effort?



Lieutenant Colonel Jackson: In my case, the senior policy makers did not fully understand the
role of a Ministry of Industry and Minerals (MIM) in the Middle East Culture. The MIMs
primary role is as a holding company for the State Owned Enterprises. The other role — which
could have been most important in the new Iraq — is one of an “Inward Investment Agency.”
Again here is another example of where we should have created greater capacity. The British
who understood this — who unlike the US — have this model at the national level for economic
and industrial development strived toward this direction in Basra. The US is one of the few
countries that do not have such a federal agency.

Rajiv Chandrasekaran: What would this inward investment Agency do?

Lieutenant Colonel Jackson: As it implies. The entire privatization effort: the privatization of
SOE's, the reorientation toward a market economy, the marketing of Iraq, the front end for
foreign or domestic investment - all of this which is indispensable to economic development -
should have been an Iragi Ministerial effort. It was consolidated by the Director of Privatization
in the palace. The Iragi governing council appointed the right person for the job at the Ministry
of Industry. He was pro-market, anti-corruption and had the right pedigree. He was found of
telling me that the CPA’s biggest mistake was that instead of disbanding the army, it should have
disbanded the SOE's.

Rajiv Chandrasekaran: Couldn’t you say the cultural issue was much broader? This entire
effort of privatization — of transferring state assets or establishing property rights without a legal
framework suggests that there was an absence of a business culture?

Lieutenant Colonel Jackson: To the extent that the organization was largely career personnel
form the Departments of State and Defense — there was an absence of a business culture. The
exception was the treasury personnel within the Ministry of Finance who engineered a fantastic
success — establishing a stable currency with the conversion to the new notes.

Rajiv Chandrasekaran: What of the common understanding of the culture clash: western
values vs. Islamic values? Our lack of understanding of the Middle Eastern mind has also
created difficulties.

Lieutenant Colonel Jackson: Nothing was more frustrating to me than the culture of “en shah
Allah” (God willing). It leads to managerial cop-outs. There was no commitment to
accomplishing a task. The only way to get work done was to tell Iragi management to keep God
out of the equation. That did not go over well.

Rajiv Chandrasekaran: Brad | want to thank you for this discussion — and for your service.
Best of luck.



