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| NTRCDUCT1 ON

1. An interimUnited Nations office was opened in Baku in 1992, and
transformed into a UNDP of fice in Novenber 1995, sharing common premises with
the United Nations Popul ati on Fund (UNFPA), the United Nations Children's Fund
(UNICEF), the Wrld Food Programme (WFP) and the United Nations Departnent of
Hurmani tarian Affairs (DHA), under the coordination of the United Nations

Resi dent Coor di nat or

2. In July 1993, a short-termcountry cooperation framework (CCF) for
Azerbaijan was formul ated, which was then followed by the fornulation of a first
UNDP country programe (1994-1996), approved by the UNDP Executive Board in

Sept enber 1995. The proposed CCF will take into account the experience of the
first four years of UNDP and United Nations system operations in Azerbaijan, and
conti nuous consultations with the Governnment of Azerbaijan and the donor

comuni ty.

. DEVELOPMENT SI TUATI ON FROM A SUSTAI NABLE HUVAN
DEVELOPMENT PERSPECTI VE

3. During its 70 years as a republic of the Soviet Union, Azerbaijan's
economc role was primarily as a supplier of petroleum natural gas, capita
equi prent for the petroleumindustry (80 per cent of Soviet demand), and
petrochem cals. The Sungait industrial zone, 35 kilonetres from Baku, was
designed to be one of the main production areas of the above for the Sovi et
Union as a whole. Azerbaijan was also an inportant producer of certain
agricultural products, such as grapes, cotton, vegetables, fruit and tobacco.
Whi | e being one of the poorer republics, its relative econom c inportance
enabled it to enjoy a relatively high |l evel of human devel opnent in terms of
education, health services, enploynment and standards of living. However, after
i ndependence in August 1991, ties with the Soviet Union were broken and the
market for these products was ruptured, largely due to finance trade
transactions. As a result, gross donestic product (GDP) fell an average

20 per cent annually from 1992 to 1994, although this rate of decline has since
sl owed.

4. The situation was aggravated by the occupation by Arnenian forces of about
20 per cent of Azerbaijan's territory, including the enclave of Nagorno-Karabakh
and the surrounding area. As a result of the conflict between Arnenian and
Azerbaijani forces in 1992-1993, 20,000 Azerbaijanis lost their lives, and over
900, 000 peopl e (13 per cent of the Azerbaijani popul ation) were displaced from
Armeni a, the Nagorno-Karabakh region and the Azerbaijani areas occupi ed by
Armeni an forces, into other areas of Azerbaijan, causing great personal hardship
and financial cost to the Governnment. Substantial nmaterial danmage was al so
caused to infrastructure (houses, schools, nedical facilities, roads,
enterprises, etc.). |In 1994, a ceasefire was negotiated, but a fornal peace
agreenent has not yet been signed.

5. The country has thus been faced with a dramatic fall in the standard of
living and incone levels for the majority of its 7.1 mllion people. The
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situation is exacerbated for internally displaced persons (IDPs) fromw thin
Azer bai jan and refugees from Arneni a, who have added to the rise in the nunber
of unenpl oyed. The country has also had to maintain a high level of mlitary
readi ness in the event of a breakdown of the ceasefire. These factors have
deprived the governnent budget of funds for the social sector, such as
education, health, social welfare, pensions, etc.).

6. A | ong-standing | ack of concern for the environnment has resulted in high
| evel s of pollution, particularly in the Caspian Sea, fromoil and natural gas
drilling, as well as air and solid waste em ssions fromthe Sungait industrial

region. This man-made environnmental crisis will be aggravated by the continued
natural rise in the level of the Caspian Sea, if current rates (2.3 nmetres over
the last 17 years) continue. This will affect about 850 kil onmetres of coastline
in Azerbaijan, Russia, Turkmenistan and Kazakstan, and coul d cause materia
damage to coastal human settlenments, oil drilling and processing
infrastructures, industrial and other establishnments, resulting in high socia
and econom ¢ costs for all the countries invol ved.

7. The country has significant potential to respond to the chall enges noted
above due to its substantial natural resources, particularly oil and natura

gas. Foreign interest in oil and gas devel opnent has been high, and a nunber of
i nportant exploration and production agreenents have been signed with foreign
conpani es and consortia. |nprovenents in econonic indicators have begun to
show. While Azerbaijan used to possess a relatively well-devel oped
infrastructure for transport, energy, telecommunications, and industry, this
needs substantial nodernization and, in particular, adaptation to environnental
requi renments. Furthernore, while the country possesses a highly skilled

wor kforce, skills need to be adapted to the needs of a grow ng market econony.
The above resources shoul d hel p Azerbaijan nmake renewed progress along a path of
sust ai nabl e hunman devel opnent, for which priority needs to be given to the

al |l ocation of resources and capacity-building, and for which the establishnent
of a social investment fund coul d be useful

[1. RESULTS AND LESSONS OF PAST COOPERATI ON

8. Since UNDP operations started in Azerbaijan, a total of 15 projects have
been approved and inmplemented for a total of $3.1 million in critical areas
where UNDP has been able to play a lead role in advocacy and resource
nobi | i zati on. These include support to the reconstruction and rehabilitation of
rural areas affected by the Nagorno-Karabakh conflict, and the rehabilitation of
the Sungait industrial conplex. |In addition, the national human devel opnment
reports for 1995 and 1996 provi ded a val uabl e opportunity for nationa
specialists to reflect on the country's situation froma sustai nabl e human

devel opnent point of view, and to put forward proposals for an eight-point
programe for an eventual sustainable human devel opment strategy. UNDP has al so
provi ded short-term assi stance in areas such as conputer training, |abour market
surveys, civil aviation planning, and national preparations for internationa
conf erences.

9. An inportant |esson that emerged from past cooperation is the value of
active pronotion of specific devel opment initiatives, such as the regeneration

l...
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of the Sungait industrial conplex and environmental nanagenent, and | ong-term
reconstruction and rehabilitation. On the other hand, the difficulties of
nmobi i zing formal cost-sharing, as opposed to parallel inputs, are evident in
the low | evel of cost-sharing conmtted for Azerbaijan. Furthernore, greater
use of the programre approach, through increased enphasis on the fornmul ation of
nati onal programes that provide a stronger conceptual and operational framework
for UNDP and donor support, could strengthen |inkages between UNDP interventions
and i nprove coordi nation and resource nobilization

[11. PROPOSED STRATEGY AND THEMATI C AREAS

10. The Governnment considers that its main priorities are the enhancenent of
oil extraction, an early and lasting settlenent of the Nagorno-Karabakh
conflict, poverty alleviation of refugees and IDPs in the context of the
reconstruction and rehabilitation of the territories affected by this conflict,
and the establishnment of a free econonic zone in Sunpait.

11. In light of the above, and taking into consideration observations in the
first two national human devel opnent reports, discussions with the Governnent
and donors, UNDP proposes to concentrate its future cooperation in three main
thenatic areas:

(a) Poverty alleviation, through support to the relief-to-devel opnent
continuumin four selected areas of Fizuli, Agdam and Terter, fornerly occupied
by Arnenian forces (60,000 people), and the Autononobus Republic of Nakhichevan
(350, 000 peopl e);

(b) Sustainable livelihoods in the Sungait industrial zone, stressing
i ndustrial regeneration, investnent pronotion, enploynent creation, and tackling
environnental problens. Wth respect to the environnent, this should be
addressed in the context of wider environmental initiatives at the national and
regi onal (Caspian Sea) |evels;

(c) Governance, by strengthening the mechani sms and capacity in areas of
public admnistration related to the above, including the promotion of
non- gover nnent al organi zati ons (NG3s) and attention to gender issues.

A. Poverty alleviation in areas affected by conflict
t hr ough support to the Azerbaijan Reconstruction
and Rehabilitation Progranme

12. The CGovernnent wants to give particular attention to (a) ensuring that the
Aut onompbus Republ i c of Nakhi chevan does not suffer fromits isolation resulting
fromthe conflict with Arnmenia, and can fully exploit its natural and hunman
resources for its own devel opnent; and (b) supporting the reintegration of
Azerbaijani |1DPs and refugees into nore permanent settlenents in the areas of

Fi zuli, Agdam and Terter

13. In this connection, a particular concern of both the Governnent and the
i nternational community has been the need for support to nove nore rapidly from

/...
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t he phase of humanitarian assistance targeted at |1DPs and refugees, to one of

| onger-termreintegrati on and devel opment. Up until now, substantial assistance
has been received fromnmultilateral, bilateral and NGO donors, with the

col  aboration of the United Nations Department of Hunmanitarian Affairs (DHA).

In the next phase, attention needs to be given to the preparation and

i mpl ementation of a longer-termreconstruction and rehabilitation programe at
both the national and |local levels, to provide a framework for future support
and nobilization of the required resources.

14. In close coordination with the Governnent and the Wrld Bank, UNDP
initiated the organi zation of a longer-termreconstruction and rehabilitation
programe for areas affected by conflict with target for resource assignnent
fromthe core (TRAC) 1.1.3 funds. As a result, in March 1997, a joint Wrld
Bank/ UNDP mi ssion identified a potential pilot reconstruction project to be
considered for a future |oan of about $25 million, focused on the |iberated but
destroyed districts (rayons) of Fizuli (Araz region), Gazakh, Terter, northern
Agdam and of Sadarak (Nakhi chevan Aut ononbus Republic).

15. UNDP has thus been requested to focus its attention on these four areas, in
the context of support to an Azerbaijan Reconstruction and Rehabilitation
Programme (ARRP). In the first instance, attention will be given to preparing
an appropriate poverty alleviation strategy, financed under the UNDP Poverty
Strategy Initiative. Secondly, support will be given to institutiona

strengt hening of the newy established Azerbaijan Reconstructi on and

Rehabi litation Agency (ARRA), which will be responsible for assisting the

rel evant | ocal authorities in inplementing ARRP activities in each area.

Support to area devel opnent progranmes: Fizuli, Agdam and Terter

16. Support to Fizuli, Agdam and Terter will be provided on the basis of area-
speci fic needs, under the broader ARRP, and be consistent with the approach
pursued in the Nakhi chevan region. Follow up UNDP assistance totalling about
$2.1 mllion is envisaged fromboth TRAC 1.1.1 and 1.1.3 (humanitarian and
energency-rel ated) resources to build on an earlier UNDP project by supporting
ARRP activities assisting about 60,000 returnees to the Fizuli and Agdam areas.
The aim of the above is to strengthen the capacity of local conmunities in the
reconstruction of infrastructure related to housing, water, school and health
facilities, tel ecommunications, power, and | and-m ne renoval, as well as to
facilitate the socio-economc reintegration of I1DPs, etc. UNDP assistance will
be provided in the context of w der support furnished by the Wrld Bank, the
Ofice of the United Nations H gh Conmmi ssioner for Refugees (UNHCR), WP, DHA,
UNI CEF, the European Union, the Islamnm c Devel opment Bank, the Internationa
Committee of the Red Cross, and NGOs including Arerican NGOs financed by the
United States Agency for International Devel opnent.

17. The intended inpact of UNDP assistance will be strengthened nationa
institutions and trained staff in the above two areas of intervention; the

achi evenent of concrete results in terms of infrastructural rehabilitation in
the project areas; greater involvenent of |ocal populations and comunities in
reconstruction and rehabilitation activities; and increased enpl oynent, incones,
personal security and sustainable |ivelihoods.
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Support to area devel opnent progranmes: Nakhi chevan Aut ononbus Republic

18. In the context of activities foreseen in the Nakhi chevan conponent of the
ARRP, UNDP will contribute to a nunber of activities in this region,
particularly in Sadarak, including through the devel opnment of a Poverty Strategy
Initiative for Nakhichevan Autonomous Republic. In the context of preparing a
nati onal poverty alleviation strategy, UNDP, under its UNDP Poverty Strategy
Initiative, will assist in a joint project with bilateral donors and

i nternational NGOs, in fornulation of a regional poverty alleviation strategy
for Nakhi chevan, which will also serve as a regional devel opment programme.

This programme will take into account ongoing capacity-building initiatives with
the M nistry of Labour and Social Protection in support of programes for self-
enpl oynent and incone generation, linked to a "business incubator" project to
stinul ate the establishment of new SMEs.

B. Sustainable livelihoods through regeneration of
the Sunpait industrial zone

19. The industrial zone of Sungait, 35 kilonetres north of Baku, represents a

m crocosm of the chall enges facing an econony in transition in general, and of
Azerbaijan in particular. Conceived in the 1940s as a centre for heavy industry
serving the Soviet Union, Sungait experienced a dramatic fall in output as a
result of the collapse of the Soviet State and of the dismantling of previous
economc ties, leaving a large industrial void. Furthernore, nost of the
technol ogi es used in industrial enterprises were outdated, energy inefficient
and pol | uti ng.

20. Wiile the disintegration of the Soviet market was catastrophic for

i ndustrial devel opment in Azerbaijan and the Sungait region in particular,
paradoxically it had the beneficial consequence of alleviating the chronic
pol l ution previously caused by petrochemical, chemcal, alumniumand pipe-
rolling plants. Sungait today has a productive infrastructure w thout markets,

| acki ng the necessary technology to conpete with other producers, and with an
unaccept abl e | egacy of environnmental and pollution problens. It is hone to
about 275, 000 people, many of whom are unenpl oyed, in addition to the 60,000
IDPs who fled to Sungait from Nagorno-Karabakh and Arnenia conflicts, nmaking the
regeneration of industry and the provision of jobs absolutely critical.

21. In 1994, UNDP offered to assist in the quest for solutions, focusing on
three main areas: (a) a review of new economic possibilities, in particular the
establi shment of a Special Economic Zone (SEZ); (b) a review of environmental
rehabilitation requirenents; and (c¢) investnent pronotion activities. The
result of this work has received the whol ehearted support of the Government and
brought new hope into the lives of the people of Sungait. It has succeeded in
identifying the action needed to establish the judicial and/or econom c policies
that can lead to longer-termsolutions to the industrial challenges of the area.

22.  UNDP proposes continued assistance to the Sungait Industrial and
Envi ronnent al Regeneration Programme, focused on
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(a) Industrial regeneration, using the UNDP/ United Nations Industrial
Devel opnent Organi zati on (UNIDO) diagnostic analysis of the industrial structure
of the region ("Azerbaijan, Sungait - The Cty of Tonorrow'), and the
devel opnent concept of an SEZ supported by the SEZ devel opment agency, the
Sungait I nvestnment Centre, in order to encourage foreign and |ocal investnents
and the Sungait Services Centre in support of business pronotion

(b) Environmental rehabilitation, through the Sungait Environnent Centre
which will operate as an environnental information and technol ogy centre,
i ncluding the preparation of project ideas for consideration by the donor
community, and a health information system conmponent; and

(c) Environmental managenent, through ongoing or planned projects relating
to (i) the environnmental sustainability of Sungait; (ii) national capacity-

buil ding in environmental nanagenent; (iii) a Caspian Sea regional environnenta
managenment project, with the Wrld Bank, the d obal Environment Facility (GEF),

t he European Uni on, and the United Nations Environnment Programe (UNEP); and
(iv) environmental planning, through the preparation of a periodically published
State of the Environnent and involvenent in the preparation, with Wrld Bank
assi stance, of a National Environnental Action Programme.

23. The inpact of UNDP support will be a strengthened government capacity to
stinmulate the rehabilitation and reconstruction of the Sungait industri al

conpl ex, to reduce environmental pollution, to increase investnent and occupancy
by both foreign and national investors, and a restored confidence in the ability
of Sungait to play a significant role in the country's future economc

devel opnent, and in an environnentally friendly way.

C. Governance relating to public adm nistration and
non- governrental organi zation participation

24. The main concerns that will be addressed in this thematic area are

(a) strengthening of government institutions; (b) redefinition of the
traditional central role of government by the pronotion of greater popul ar
participation in governance, through the denocratic process, and a greater role
of NGO>s in Azerbaijani society; (c) strengthening the role of wonmen in the
country's devel opnent; and (d) encouraging reflection on the use of future
petrol eum revenues fromthe point of view of sustainable human devel oprent.

25. UNDP proposes to assist in:

(a) Human devel opnent advocacy through (i) annual national human
devel opnent reports that will engage an ever-w deni ng debate on inportant
i ssues; (ii) enphasizing gender issues through a project to be linked to the
regi onal gender-in-devel opnent project, which will support the establishment of
a wonen's unit in the Cabinet of Mnisters and a national gender-in-devel opnent
programe ai med at advocating and incorporating gender issues in all sectors,
and in promoting gender initiatives in the country as a whole; and
(iii) supporting activities within the framework of the Joint United Nations
Programe on H V/ Al DS (UNAI DS);
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(b) Public administration capacity-building and reformthrough inprovenent
of governnent efficiency and responsiveness. The current rapid, accelerating
political, econom c and social changes create enornous chall enges for
Azerbaijani political and governnental institutions. The Governnment and UNDP
intend to ensure that conducive policy environnments and practices be in place
for achi eving sustai nabl e human devel opnent ;

(c) The non-governnental sector through capacity-building of NGOs/
conmmuni ty- based organi zati ons (CBGs) focusing on support to the establishnent of
an NGO resource centre and an associ ation of NGOs in Azerbaijan, education, and
advocacy, in close coordination with DHA

26. The expected inmpact of UNDP assistance in the above areas will vary
according to the thene, but in general will be measured through indicators of

i ncreased capacity, trained human resources, |egislation, inplenentation of work
pl ans and project activities, etc.

V. MANAGEMENT ARRANGEMENTS

27. Execution and inplenentation. National execution will continue to be the
principal nodality for executing UNDP-assisted projects in Azerbaijan, although
the services of United Nations agencies for certain projects may be required.
Further training on the adm nistrative nodalities for national execution is
envi saged. Linkages between UNDP regional projects (relating to denocracy,
governance and partici pation; gender-in-devel opnent; small- and medi um scal e
enterprise pronotion; external resources nmanagenent; environnent; and poverty
al l eviation), and those of other major donors will be investigated and
encouraged. Enphasis will be placed on inplenmenting the progranmre approach,
particularly in connection with the ARRP and the Sungait Regeneration Programe
(SRP) .

28. Mnitoring, review and reporting. Al projects will be subject to norma
UNDP noni toring and eval uati on procedures, including progress and technica
reports, nmeetings and visits. Particular attention will be given to

est abl i shi ng benchmarks and success criteria for UNDP support. These will

i nclude a review of the inpact of UNDP support in the thematic areas. The
institutionalization of a |ocal programme review and advi sory committee made up
of governnent and UNDP representatives is foreseen

29. Coordination. UNDP will assist the Governnent in its coordination efforts,
in the organization of United Nations system coordination, and in the

organi zati on of theme groups to pronote exchange of information anong donors and
within the Government in each of the areas where UNDP assi stance i s being

provi ded.

30. Resource mobilization. Wile substantial co-financing fromdifferent
donors has been achieved, particularly for the reconstructi on and Sungait
programmes, little additional non-core-resources have been nobilized to date
through UNDP. It is thus proposed that UNDP core resources be used to nobilize
significant additional resources in support of national progranme objectives.
Tentative cost-sharing targets of about $25 million for activities in the three

/...
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main thematic areas are envi saged (see the resource nobilization target table in
annex), but it is hoped that in due course UNDP core resources will be nmore than
mat ched by cost-sharing contributions. These would be conpl enented by future
fundi ng from sustai nabl e devel opnent funds (e.g., CGEF, Capacity 21), and other
funds (e.g., the Poverty Strategy Initiative, UNAIDS, the United Nations
International Drug Control Programme), including a potential Azerbaijan Soci al

I nvest ment Trust Fund and Environnental Trust Fund. UNDP intends to fully
utilize all available resource nobilization nechanisns. Wth respect to
governnent cost-sharing, this may be provided through project cost-sharing, and
the use of grants and |oans, particularly fromthe Wrld Bank and the European
Union. The above brings the total potential available funds to an esti mated

$20 million.

31. Public information and nedia strategy. In the context of a future United
Nati ons systeminformation strategy, UNDP, in close cooperation with the United
Nations Information Centre and the CGovernnent, will assist in nmedia distribution
of relevant United Nations advocacy and public information materials. UNDP and
the United Nations Departnment of Public Information will have the task of
devel opi ng i nnovative and productive ways to reach out to the public with the
evol vi ng nessage of the United Nations.
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Annex

RESOURCE MOBI LI ZATI ON TARGET TABLE FOR AZERBAI JAN (1997-1999)

(I'n thousands of United States dollars)

Sour ce Anmount Comment s
UNDP CORE FUNDS
Estimated | PF carry-over 653
TRAC 1.1.1 6 097 Assigned i nmediately to country.
TRAC 1.1.2 0Oto 66.7 This range of percentages is
per cent of |presented for initial planning
TRAC 1.1.1 |purposes only. The actual
assignment will depend on the
availability of high-quality
programmes. Any increase in the
range of percentages would al so be
subject to availability of
resources.
TRAC 1.1.3 2 000
SPPD/ STS 210
Subt ot al 8 960?
NON- CORE FUNDS
Gover nnent cost-sharing 5 000 Subj ect to confirmation on basis of
mat chi ng funds.
Sust ai nabl e devel opnent funds 350
of whi ch:
GEF 200
Capacity 21 150
Third-party cost-sharing 20 000
Funds, trust funds and ot her 1 150
of whi ch:
Poverty Strategy Initiative 150
Sunmgait Environment Trust Fund 1 000
Subt ot al 26 500
GRAND TOTAL 35 460?

2 Not inclusive of TRAC 1.1.2, which is allocated regionally for subsequent country

appl i cati on.

Abbrevi ations: GEF = d obal

Envi ronnent Facility;
SPPD = support for policy and programme devel oprent;

TRAC = target for resource assignment fromthe core.

I PF = indicative planning figure;
STS = support for technical services; and




