© 2003 International Monetary Fund April 2003
IMF Country Report No. 03/105

Azerbaijan Republic: Poverty Reduction Strategy Paper

Poverty Reduction Strategy Papers (PRSPs) are prepared by member countries in broad consultation
with stakeholders and development partners, including the staffs of the World Bank and the IMF,
Updated every three years with annual progress reports, they describe the country's macroeconomic,
structural, and social policies in support of growth and poverty reduction, as well as associated
external financing needs and major sources of financing. This country document for the

Azerbaijan Republic, circulated to the IMF’s Executive Board on April 17, 2003, is being made
available on the IMF website by agreement with the member country as a service to users of the IMF
website.

To assist the IMF in evaluating the publication policy, reader comments are invited and may be sent

by e-mail to publicationpolicy@imf.org.

Copies of this report are available to the public from

International Monetary Fund » Publication Services
700 19" Street, N.W. « Washington, D.C. 20431
Telephone: (202) 623-7430 » Telefax: (202) 623-7201
E-mail: publications@imf.org « Internet: hitp://www.imf.org

Price: $15.00 a copy

International Monetary Fund
Washington, D.C.



REPUBLIC OF AZERBALJAN

STATE PROGRAMME ON
POVERTY REDUCTION AND ECONOMIC DEVELOPMENT
2003-2005

Baku - 2003



ACRONYMS:

ADB - Asian Development Bark

AIDS - Acquired Immune Deficiency Syndrome

ARRA - Agency for Rehabilitation of Reconstruction of Liberated Areas
ARWC - Absheron Regional Water Company

AZM . - Azerbaijan National Currency (Manat)

BA - Bankers” Association

BEP - Baku Executive Power

BSSD - Baku Sewerage System Department

BSTDB - Black Sea Trade and Development Bank

CH - Chamber of Accounts

CIDA - Canadian International Development Agency
CMAR - Cabinet of Ministers of Azetbaijan Republic
CMNAR - Cabinet of Ministers of Nakhchevan Autenomous Republic
EBRD - European Bank for Reconstruction and Development
ECCD - Early Child Care and Development

£F - Eurasia Foundation

EU - European Union

EU TACIS - European Union Teclmical Assistance to Commonwealth of Independent States
FIAS - Foreign Investments Advisory Services

FSIS - Food Security Information System

GAVI1 - Global Alliance for Vaccination and Immumnisation
GEF - Global Environmental Fund

GER ~ Gross Enrolment Rate

GTZ - German Agency for Technical Co-operation

HBS - Household Budget Survey

HIV - Human Immune Deficiency Virus

HPS - Hydro Power Station

IAS - International Accounting Standards

ICS - Indicator Cluster Survey

IDA - International Development Association

IDB - Islamic Development Bank

IDP - Internally Displaced Person

IFRC - International Federation of Red Cross and Red Crescent Societies
ILO - International Labour Organisation

10M - International Organisation for Migration

I-PRSP - Interim Report on Poverty Reduction Strategy Paper
JBIC - Japanese Bank of International Couperation

KF - Kuwait Fond

LEB - Local Executive Bodies

LFPR - Labour Force Participation Rate

MA - Ministry of Agriculture

MASHAY - International Co-operation Agency of the Ministry of Foreign Affairs of Israel
MC - Ministry of Cultare

ME - Ministry of Education

MED - Ministry of Economic Development

MENR - Ministry of Ecology and Natural Resources

MF - Ministry of Finance

MFE - Ministry of Fuel and Energy

MH - Ministry of Health

MIA - Ministry of Tnternal Affairs

MICS - Multi-Indicators Cluster Survey

MJ - Ministry of Justice

MLSPP - Ministry of Labour and Social Protection of Populatlon



MTEF
MTr
MYST
NB
NOC
OXFAM

- Milli Mejlis {Parliament)

- Ministry of Taxes

- Medium Term Expenditure Framework

- Ministry of Transport

- Ministry of Youth, Sport and Tourism

- National Bank of Azerbaijan

- Naticnal Olympic Committee

- Oxford Committee for Famine and Relief

- Para Olympic Committee

- Public Investment Progratmme

- Poverty Monitoring Unit

- Presidential Office

- Purchasing Power Parity

- State Agency for Standardisation, Meteorology and Patent
- State Programmie on Poverty Reduction and Economic Development
- State Customs Committee

- State Committee for Construction and Architecture
- State Committee for Amelioration and Iirigation

- State Committee for Refugees and Internally Displaced Persons
- State Committee for Securities

- State Committee for Soil and Mapping

- State Committee on Woman Affairs

- Social Development Fund for IDPs

- Saudi Fund

- Swiss Government

- Small and Medium Enterprises

- State Qil Company of Azerbaijan Republic

- State Qil Fund Azerbaijan Republic

- Social Protection Fund

- State Statistics Committee

- State TV and Broadeasting Company

- Sector Working Group

- Urgent Environmental Investment Projects

- UN Development Programme

- UN Environmental Programme

- UN Population Fund

- UN High Commissioner for Refugees

- UN Children Fund

- UN Development Fund for Women

- UN World Food Programme

- United States Trade Development Agency

- United States Agency for International Development
- US Dollars

- World Bank

- World Health Organisation



TABLE OF CONTENTS:

Introduction 5.6
Executive Summary 7-20
1. Poverty in Azerbaijan — An analysis of the Current Situation 21-44

1.1. Demographic Background

1.2. Poverty Incidence

1.3. Poverty Profile

1.4, Urban / Rural poverty

1.5. Regional Differences in Living Standards
1.6. Gender and Poverty

1.7. Income Distribution and Inequality
1.8. IDPs and Refugees

1.9. Social Protection System

1.10. Employment

[.11. Health

1.12. Education

1.13. Children and Poverty

1.14. Environment

2. Carrent Economic Status 45-49
2.1. The Macroeconomic Background
2.2, Achievements
2.3. The Challenges

3. Social Policies Aimed at Poverty Reduction : 50-76
3.1. Social Insurance and Social Assistance Reform
3.2. Social Protection of Most Vulnerable Groups
3.3. Labour Market, Wage and Employment Policy
3.4. Education Reform
3.5. Promotion of Culture and Protection of Cultural Heritage
3.6. Health Sector Reform
3.7. Promotion of Sports and Physical Education
3.8. Gender Policy
3.9. Social Policy and the Refugee - IDP Population

4. Economic Policy and Poverty Reduction 77-97
4.1. Maintaining Economic Stability
4.2. Tools for Balanced Growth
4 3 Sectoral Strategies for Balanced Growth

5. Institutional Framework for the Poverty Reduction Strategy 98-101
5.1. Public Administration Reform
5.2. Juridical Reforms
5.3. Decentralisation: Role of Municipalities in Poverty Reduction
5.4. Combating Corruption



6. The Participatory Process 102-110
6.1. The Role, Significance and Objective of the Participatory Component
6.2. The Main Players
6.3. Empirical Evidence
6.4. Main Findings
6.5. Achievements and Drawbacks: A Critical Assessment
6.6. Possible Ways to Deepen and Broaden the Process
6.7. The Information Campaign: Public Education on Poverty

7. Implementation, Monitoring and Evaluation 111-116
7.1. Selection of Monitoring and Evaluation Indicators

7.2. Data Sources and Instruments
7.3. Institutional Capacity

APPENDIXES:

Appendix 1. Policy Matrices of Action Plans

Appendix 2. Medium Term Expenditure Framework (MTEF)
Appendix 3. Methodology on Poverty Measurement

Appendix 4. Organisation of Participation Process



Introduction

Poverty reduction is a global challenge for the international community. While until now,
poverty has been largely measured by a population’s income level and food security, now this
phenomenon has gained a broader sense. Today, poverty reduction means improving access of
the population to basic resources, including land and water, as well as to employment, education
and health care services, ensuring equal rights for men and women at all levels, meeting needs
for infrastructure and utility services, improvement of sanitary and hygienic conditions and
providing adequate living standards for the population.

Many countries throughout the world recognise the need to address poverty problems. The
World Development Report (2000/2001) prepared by the World Bank suggests that at the
beginning of the 21¥ century almost half of the world’s population (2.8 bin. people) live on less
than 2 USD per day, and 1.2 bln. people on less than | USD per day. For every 100 newborn
infants, 6 die before they reach one year, and 8 before they reach 5 years. 23 out of every 100
school-aged children have no access to education. In order to tackle these problems poverty
reduction strategics are currently being developed in over 70 countries throughout the world.
International experience shows that macroeconomic stability and reforms aimed at the formation
of a market-based economy are crucial for reducing poverty.

The World Development Report defines 3 main directions for poverty reduction:
1. Promoting economic opportunities;

2. Expanding rights and access;

3. Increasing financial security.

Promoting economic opportunities under the current conditions of economic growth implies
ensuring that economic reforms lead to improved income-generation opportunities for the
population. Measures for expanding rights and access are largely related to the need to link
social and political processes. The main objective here is to increase the efficiency of state
administration and legal institutions and remove existing obstacles for relations with the civil
society. Increasing financial security implies measures for protecting the population against
economic and natural disasters, disability and human violence, and reducing such risks.

It is broadly recognised by the international community that poverty alleviation measures need
joint efforts. In the World Summit for Sustainable Development, which was held in
Johannesburg, in August-September 2002 it was stated that all efforts towards reducing poverty
should be joint and coordinated. Poverty alleviation measures cannot be formulated just by
national governments and donor organisations; there is also a need to involve all the
representatives of civil society in the formulation process.

Although poverty is also a problem in the Republic of Azerbaijan, it has some specific features.
During the late 1980s and early 1990s political repression in USSR, the disruption of economic
relations, mass strikes in all regions throughout the country that were generated by the
separatism movement which started in Nagorni Karabakh led to the closure of many enterprises.
During that time GDP decreased by an average of 10-15% per annum with the process of
hyperinflation gaining speed.

Following national independence in 1991 the Republic of Azerbaijan underwent sweeping
changes in its social and economic foundation and transition from one socio-¢conomic
development pattern to another led to new, unprecedented political, institutional, juridical,
economic, social and psychological challenges. These problems on one hand, and Armenian
occupation, up to a million refugees and IDPs, an economic and information blockade and
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unstable political situation in the country on the other hand, prompted a sharp decline in the
living standards of the population.

Following the achievement of a ceasefire agreement and signing of the first oil contract in 1994
the govemment embarked on comprehensive economic reforms conducted in close collaboration
with IMF and WB. These led to an increase in investment, financial stabilisation, economic
growth and a drop in inflation.

On the other hand, work towards government-building based on global values and democratic
principles has started in the country and considerable achievements have been made in this
regard. Thus, the achieving of political and macro-economic stability created the conditions
under which the government of Azerbaijan could make poverty reduction a priority for social
and economic policy.

A State Commussion led by the Prime Mimister of the Republic of Azerbaijan was established
and instructed to develop a State Programme on Poverty Reduction and Economic Development,
in accordance with the Decree No. 636, dated March 2 2001 by HE. Heydar Aliyev, the
President of the Republic of Azerbaijan with a view to achieving this high goal and undertaking
necessary measures in a systematic way.

An interim report was prepared, which was approved by the WB and IMF in July 2001, 15
Sector Working Groups (SWG), with members from government institutions, non-government
organisations, and civil society were established to prepare the final document. A Secretariat,
supported by foreign experts, was established at the Ministry of Economic Development with the
task of coordinating the work of the SWGs, as well as facilitating the participation and
contribution of international donors in the process. As the Programme is of national significance,
attempts have been made to incorporate the comments and recommendations from all strata of
civil society.

All policy measures envisaged in the Programme have been checked for consistency with the
available sources of finance, all the proposed items of government expenditure are included in
Medium Term Economic Framework (MTEF), and indicators for monitoring implementation of
the measures have been defined. Care has also been taken to ensure that the objectives of the
State Programme on Poverty Reduction and Economic Development (SPPRED) are consistent
with the Millennium Development Goals as developed in the United Nations Millennium
Declaration,

The SPPRED that covers a period of 3 years (2003-2005) and it will be revised annually in line
with monitoring of the implementation and effectiveness of the envisaged policy measures.

The Programme provides estimates of existing poverty and an examination of the causes of
poverty; defines main directions of institutional reforms aimed at reducing poverty in economic
and social spheres; and emphasises the need to tackle the problems faced by the most vulnerable
groups of the population, including refugees and IDPs,

Immplementation of the measures outlined in the State Programme on Poverty Reduction and
Economic Development will lead to increased income-generation opportunities, improvements
in the system of social protection, the introduction of targeted social assistance benefits to the
most needy strata of the population, increased quality of education and health care services, and
improved living standards for refugees and IDPs,



Executive Summary
Poverty in Azerbaijan: An Analysis of the Existing Situation

There are many different ways to define and measure poverty. The main objective of the
SPPRED is to define and measure poverty in Azerbaijan using a variety of indicators, identify
the causes of poverty, and develop a strategy to address these causes.

Poverty — dimensions, characteristics and causes

In 2001 the State Statistical Committee of Azerbaijan (SSC) introduced a new Household Budget
Survey, and the first results have been used to provide estimates of poverty in the country. Using
an absolute poverty line of 120,000 AZM (25.8 USD) per capita per month, it is estimated that
49% of the population is living in poverty. Using a relative poverty line set at 72,000 AZM
(15.5 USD) it is estimated that 17% of the population is living in extreme poverty.

The main conclusions with regard to the characteristics of the poor and the causes of poverty are:

Poverty is greater in urban areas than rural areas (55% vs 42%). Poverty in Baku is neither below
nor above the national average (49%), but it is lower than in other urban areas. However, the
largest group of poor, one quarter of the total poor population is situated in Baku.

The higher incidence of poverty in urban areas is linked to the loss of non-agricultural
employment and the importance of access to land and home produce in protecting rural
inhabitants from poverty. The rural population is relatively better protected due to the value of
produce consumed from its own household production. However, other participatory studies
have shown that rural areas and small towns suffer from unreliable supplies of energy and gas,
declining infrastructure, and less access to basic health and education services. Access to land is
important in protecting the rural population from poverty, but in many cases cannot be used for
more than subsistence farming.

The data so far do not allow strong conclusions to be made about differences in living standards
across different regions of the country. These require further monitoring.

Large households have a greater risk of being poor: houscholds with one or two members have a
very low poverty risk (8-18%) compared to households with over 6 members (61%). Households
with more than three children have a higher risk.

Children have a higher poverty risk than the elderly. The increasing vulnerability of part of the
child population is also manifested in the increase in the number of children being put into
institutional care by parents (so-called “social orphans™), and in the increase in the numbers of
street children.

According to the HBS results, the poverty risk for men and women is equal. However, there is
evidence that women are more vulnerable on the labour market, in that they face a higher risk of
unemployment, and females tend to dominate those sectors where wages are below the national
average. '

Households where the head of household has higher education have a slightly lower poverty risk.



Households where the head has refugee or IDP status are more likely to be poor (poverty
incidence of 63% for IDP households). Poor temporary housing and living conditions contribute
to the vulnerability of this group. A large part of this population has no permanent employment
(around 70% of the IDP population), and is dependent on state transfers and humanitarian aid.
School facilities are also ofien temporary, and health indicators are in many cases below the
national average.

Employment is one of the most important ways of protecting houscholds from poverty. Official
registered unemployment is currently 1.2%, but estimates based on the 1999 census data suggest
that non-registered unemployment is about 15.8%. Growth in agricultural employment from 31%
of total employment to 41% over the last decade is the result of land reform, but much
employment in this sector is self-employment in subsistence farming.

Labour force participation remains high, but many are engaged in temporary jobs, and many in
the public sector earn low wages. High employment rates do not therefore imply higher income
security. Females, young people, and graduates of vocational education dominate the registered
unemployed. Labour force participation rates are higher for men than for women, suggesting that
women are retreating from the labour market with implications for female poverty and
vulnerability.

In the period immediately following independence, most health indicators deteriorated. There
have been signs of improvements in some indicators since the mid 1990s. With the help of
international organisations there have been successful efforts made to combat the spread of
infectious diseases in the country. According to official data there has been a decline in infant
mortality, under 5 years morality and maternal mortality rates since 1995, but there is a need to
improve data collection and health statistics in order to get the full picture. Fertility rates have
been declining apart from the 15-19 age group, with worrying implications for the education and
health of teenage girls.

Azerbaijan has a high literacy rate (98.8%), a net enrolment rate of 86% for the 6-16 year age
group. School enrolment rates for obligatory education are relatively good, but there have been
problems with deterioration in the quality of school education, due to lack of textbooks, poor
physical infrastructure, outdated curricula, low pay and shorta%e of teachers. There are signs of
falling rates of enrolment for the higher grades of school (8-11" classes), and also for vocational
and higher education.

Azerbaijan inherited several environmental problems from the Soviet period. Environmental
problems are particularly acute in large economic centres such as Baku, Sumgait, Ganja and Ali-
Bayramli. The water resources, land, air, and flora and fauna have been negatively affected by
the Soviet environmental practices and also the economic difficulties of the 1990s.
Environmental problems are increasing the vulnerability of some sections of the population, m
that it affects the land which can be used for agriculture. On the other hand, poverty is also
aggravating some environmental problems due to, for example, over-fishing in the Caspian Sea,
over-grazing due to the poor management of commeon grazing areas. The country’s forests are
threatened by uncontrolled logging, due to the pressure on poor households to find fuel or
heating and cooking given the lack of guaranteed gas and electricity supplies.

Poverty Strategy

On the basis of what is known about poverty and living standards in the country, the goverhment
has designed a Poverty Reduction Strategy based on six key strategic aims:



(1) the facilitation of an enabling environment for growth of income-generating opportunities; (ii)
maintenance of macroeconomic stability; (iii) improvement in the quality of, and equity in
access to, basic health and education services; (iv) improvement of infrastructure (including
roads, delivery of utility services, communications, irrigation); (v} reform of the existing system
of social protection to give more effective protection to the vulnerable; and (vi) improvement of
the living conditions and opportunities of the refugees and IDP population.

Current Economic Status

From the point of view of economic trends, the post-independence period can be divided into
two distinct sub-periods, namely the 1991-95 period, and the post 1995 one.

At the beginning of 1990s the economy of Azerbaijan was characterised by high inflation, which
was largely fuelled by production decline, rapid growth of the money supply, and unreformed
financial institutions. In the 1991-95 periods, some policy measures were taken to try to ease
social tensions, but these just spurred on the inflation process, and did not tackle the root
problems. There was a cumulative real GDP drop of about 60%, hyperinflation, sharp currency
depreciation and nearly depleted foreign exchange reserves. It is estimated that GDP in 1995 was
only 44% of the 1990 level, and that household consumption expenditures also declined by circa
50% in the same period.

Immediately after Heydar Aliyev came to power by the request of the people in June 1993, a
degree of social and political stability was restored in the country starting from the end of 1994,
which made it possible to embark on a series of economic reforms. Since 1995, 3 government
programmes aimed at achieving macroeconomic stabilisation, structural adjustment, and
resumption of economic growth have been launched. A comprehensive stabilisation programme
was launched, supported by the IMF and WB. As a result of these programmes, the budget
deficit has been cut from 10% of GDP in 1994 to 1-2%; and credit from the National Bank is no
longer used to cover the deficit; the lending rate of the National Bank has been lowered from
250% in 1994 to 7%; and foreign exchange reserves equal to 4 — 5 times non-oil imports has
been created. The inflation rate has been kept below 2%, falling to 1.5% in 2001 and the
currency made fully convertible domestically. The process of privatisation was started, and the
private sector now accounts for more than 70% of GDP. Land reform was carried out, and 1.3
million hectares of agricultural land distributed to rural residents. Banking reform has been
undertaken, and efforts made to bring the accounting system, payment system, banking
supervision and banking legislation up to international standards. In the 1995-2001 periods, the
pattern of economic recovery was dominated by the oil sector; but at the same time the economnty
registered economic growth across different sectors, including agriculture. Overall in the 1995-
2001 period, GDP increased by 2.5 times, industrial production by 3.5 times and foreign trade by
2.2 times.

Economic Challenges

The six key poverty reduction strategy aims were outlined above. The challenge is to design
economic and fiscal policies which support these aims. In particular, fiscal policy has to reflect
the aim of maintaining macroeconomic stability; economic policy has to support the aim of
promoting income-generating opportunities, which is dependent on development of the non-oil
sector and regional development. Both fiscal and economic policies have to reflect the need to
obtain public and private sector investment in infrastructure. '



Social Policies Aimed at Protecting the Poor and Human Capital Development

Although economic growth has been impressive over the last years and has been generally
resulted in increase on the living standards of the population, the relevant actions will still be
continued in this regard. Social policies will be implemented to support the key strategic aims of
introducing targeted social assistance to support the most vulnerable, improving the delivery of
core health and education services, and providing support to the IDP/ refugee population.

Improving Social Protection for the Vulnerable: Social Insurance and Social Assistance Reform

There are two urgent reforms required, namely pension reform and reform of targeted social
assistance benefits. Social insurance and social assistance benefits have become
indistinguishable, due to the fact that there are not enough funds collected from pension
contributors to finance pensions. There is no longer any link between the size of the pension and
the length of contributions. The state budget is used to pay supplements to pensioners. There is a
large number of social assistance benefits allocated on the basis of categories of the population
rather than on need. As a result existing resources are spread over a large section of the
population, rather than providing meaningful support to the poorest sections.

A Concept Paper on pension reform has been prepared, and the main objectives of social
insurance reform are: reliable and regular payment of pensions, increasing the size of pensions,
introducing forecasting models, equalising of retirement age between men and women and
eliminating occupational privileges, changes in the social insurance contributions ensuring full
collection of social security contributions, improving the administration of pension provision,
and developing an automated social insurance and pension system based on individual accounts,
thus creating a link between contributions and size of pensions.

The main task for the government with respect to social assistance policies is to define an
effective safety-net that will enhance the targeting efficiency, support the poorest and most
vulnerable groups and will mitigate the social impact of new public utility policies in the short-
run. The mam objectives for reform of the social assistance system are to ensure that social
benefits are targeted to the poor and that the policies are efficient and effective, and secondly to
improve the management and administration of the social assistance system. It 1s hoped to begin
with better targeting of the child benefit, which constitutes one of the largest items in the social
assistance budget. In order to develop an improved system of targeted social assistance, the
following six sets of policy actions have been identified. All actions are of similar priority and
are to be executed more or less simultancously. (i) establishment of an effective administrative
structure; (ii) development of the necessary legal framework for targeted social assistance
policies; (iii) development of a Social Assistance Strategy paper; (1v) development of a targeting
mechanism for the identification of the poorest and most vulnerable groups of the population; (v)
creation of a system of adequate compensation for the poorest against the impact of new public
utility policies; (vi) Creation of a monitoring and evaluation system for the development and
implementation of social assistance policies.

Children in Institutions

Institutional care can have detrimental effects on children’s education and development. The
increase in the numbers in institutions is partly due to the increasing inability of poor families to
feed and cloth their children. The main thrust of the child protection strategy is to prevent
children being put in institutions and to develop alternative policies aimed at providing support
to families in need. In order to achieve this it is necessary to: (i) develop new family support
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services to try to help families who are having difficuity in caring for their children (ii) develop
services for families with children that need special care (iii) develop legislation on foster care,
as an alternative to institutional care (iv) rationalise the resources currently spent on institutions
for children, and direct the savings towards supporting families and re-integrating children.

The Disabled

Apart from social benefits to the disabled the main policy direction is to integrate as far as
possible the disabled into society. The government will continue to install the necessary facilities
for the disabled in transport and public places. It is envisaged to increase the number of centres
such as Para-Olympic health-sport centres for the disabled. Rehabilitation services and centres
will be developed, with special emphasis on providing services in the regions.

Promoting Employment Creation and Protecting the Unemployed: Labour Market, Employment
and Wage Policy

The government will stimulate demand for labour through economic and investment policies.
With regard to wage policy, the government intends to increase wages and decompress wages in
the public sector in order to improve delivery of health and education services, and to improve
the meotivation of civil servants. Regional coefficients will be introduced in order to atiract
qualified professionals to the regions.

The government will develop labour market policies aimed at ensuring that the unemployed are
protected in the restructuring caused by privatisation and public sector reform. New advisory
services and labour exchange offices will be set up in the regions, and training and re-training
courses designed. Job creation schemes for the long-term unemployed will also be used.

There is a need for reliable data on the labour force and employment in designing the

development of passive and active labour market policies. The government intends to design and
implement a regular labour force survey to help fill this information gap.
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Investing in Human Capital: Improving Delivery of and Access to Education and Health
Services

Education: In order to improve delivery of basic education services, the government will
gradually take over the financing of provision of textbooks for all school children. Enrolment
rates in primary and basic education remain relatively high, but there are concerns about the
quality of education being offered. Wage increases for teachers will help to motivate the teaching
staff, while review of the curricula and teaching methods will help improve educational
attainments. Physical conditions at many schools are poor due to lack of repair, while in some
areas there is overcrowding. The government will take some steps to tackle this problem by
allocating funds for the repair of 200 schools, and construction of 28 secondary schools.

The content of vocational education no longer matches the skills required in the current labour
market, and reform of vocational education is planned.

The introduction of new education technologies will help ensure that children from all
backgrounds are introduced to modern computer technology.

The number of children attending pre-school education has decreased in recent years, and the
government will promote the establishment of alternative institutional, family and community
based facilities in order to increase access to early childhood development programmes.

Health: Health sector reform was launched in 1998 with the establishment of a State
Commission charged with organising and implementing reform in the health sector; and in 1999
a concept paper for health care reform was adopted. The main thrust of health sector reform is
currently reform of primary health care services. The principle health problems faced by the poor
are communicable diseases, acute respiratory diseases, diarrhoea, and other illnesses, which are
best and most efficiently approached on an ambulatory basis rather than hospital care. The health
reform efforts are therefore now focused on improving the capacity to provide accessible and
good quality primary care services. A number of reform measures have been implemented in
five districts over the past three years, and it is intended to expand the programme in the 2003-
2005 period.

The second main thrust of reform is that of developing cost-effective health care services; i.e.
elaborating specific interventions that have proved to be effective in the improvement of the
population’s health status and which can be provided at relatively low cost. Such measures
include health education campaigns, improved immunisation programmes, and improved
treatment practices, such as Integrated Management of Child Illnesses (IMCI), safe motherhood
and new-born care, the salt iodisation programme.

Apart from co-operating with donors on comprehensive primary health care reform, the
government plans to increase expenditure on the health sector; establish in co-ordination with
donor organisations the cost of a basic per capita package of primary health care, and work
towards gradually increasing government expenditure to ensure this; increase the salaries of
health sector employees; design a system of targeted exemption from paid medical services; take
over full state financing of immunisation programmes (excluding hepatitis B), design public
awareness campaigns to help improve maternal and new-born weifare, as well as campaigns to
reduce the incidence of TB, malaria, iodine-deficiency and HIV/AIDS; design public awareness
campaigns for health life styles and nutrition, especially targeted to poor, improve the protection
of the population’s reproductive health; improve the information collection system for producing
the main health indicators and adoption of international standard definitions for key health

12



indicators; improve training of health sector staff, including raising awareness of the need to shift
to more user-friendly services and the need to concentrate on prevention rather than just
treatment of the illnesses most prevalent among the most vulnerable sections of the population;
and finally monitor access to clean drinking water as well as other environmental factors
affecting health.

Social Policy and the Refugee/IDP Population

Efforts are being made to improve the living conditions of refugees and IDPs who have poor
living and housing conditions. New settlements are being constructed using funds allocated from
the State Oil Fund. Schools, pre-school facilities, hospitals and medical centres are also being
built. Repair is being carried out of buildings in densely inhabited IDP settlements, and the
infrastructure and sanitation are being improved in others. The government is carrying out this
work together with private sector organisations and also international organisations.

A high proportion of the working age IDP population is unemployed and efforts are being made
to address the employment problems by promoting the provision of micro credits for SME
developments and for agricultural activities, and also by provisionally allocating land to 20,000
IDP households.

Food assistance is being provided by the state and by donor communities. IDPs and refugees are
also entitled to a monthly food subsidy of 25,000 AZM. Efforts will continue to be made to
ensure that this section of the population does not suffer from lack of access to school education
or health services.

Since there are differences in living standards within the IDP/ refugee population, better
monitoring of this group is required through regular surveys in order to design and target
assistance to the most vulnerable.

Economic Policy and Poverty Reduction

The Poverty Reduction Strategy includes two main challenges for economic policy. Firstly fiscal
and monetary policies must be flexibly and carefully used in order to maintain macroeconomic
stability. Secondly, the government must now foster balanced growth of the economy. The need
for balanced growth is linked to the need to stimulate the non-oil sector and to create jobs
especially outside of the Absheron peninsula.

Macroeconomic stability: In order to maintain macroeconomic stability, the NB will continue to
use monetary policy to maintain low inflation rates {2-3%); the government will limit its
expenditure to a level that is sustainable over the medium term and is non-inflationary; and the
government will increase the effectiveness of its fiscal planning and control, by making
institutional improvements to key economic and financial agencies. Institutional improvements
will involve improvement of the budget process, including the preparation of a medium-term
expenditure framework (MTEF) ensuring balanced expenditures and revenues and defining the
government’s expenditure priorities. A Public Investment Programme will also be prepared with
details of major tnvestment. Revenue management will be improved through improvements in
the Tax Code and Customs Code, as well improvements in their organisational structure and
processes, and capacity building for staff. State debt management will be improved, issuance of
new state guarantees limited, and the financial discipline for guarantees strengthened.
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Balanced economic growth: The government will use three sets of tools to promote balanced
growth, namely public finance policy, regulation and privatisation. These tools will be used to
bring about improvements in some of the key economic sectors: to improve the investment
climate, increase access to credit among businesses and entrepreneurs, to develop infrastructure,
to develop small and medium enterprises, to develop the regions and agriculture, to improve the
environment, to reform energy generation and distribution and to promote tourism.

Investment in Human Capital

As part of the Poverty Reduction Strategy, the effectiveness of the government’s spending on
human capital development, particularly in social security, health and education will be
improved. Health care expenditure will more than double and will account for 6% of total
government expenditures; use of the funding will also be rationalised in line with the reform in
primary health care provision, Education spending will increase, but its share in total expenditure
will fall from 17% to 16.4%. Resources will be re-allocated within the education budget to
ensure improvements in the equality of education, and equal access to school materials and
facilities.

Agriculture and Regional Development

Development of the agricultural sector, within the framework of a comprehensive rural
development policy, is alse crucial for development of the non-oil sector and regions. A rural
development policy will encompass development of agriculture on the basis of sustainable use of
the country’s natural resources, and will encompass development of infrastructure, irrigation and
drainage, and promotion of non-agricultural employment. For sustainable use of natural
resources, better management of the land and soil quality will be obtamed. The creation of new
forms of organisations such as Farmers’ Unions will be supported in order to enable small
farmers to reduce the costs of production and processing as well as to build up economies of
scale. Better information services will be provided to farmers through local advisory services
providing information on micro-credits, best use of land practices, etc.

Privatisation of some veterinary services will be promoted, while the state will retain
responsibility for the protection of public health by improving food safety through better control
at state laboratories, improved coverage of veterinary vaccines, and upgrading quarantine control
at the bordets.

Most of the country’s agriculture is dependent on irrigation and drainage systems. Public
investment is required to rchabilitate these systems. Improvement in management is also
required, and the further development of Water Users’ Associations will be supported with this
purpose in mind.

Polices aimed at improving national-level environmental problems include cleaning up mercury
sludge and improving waste management; reconstruction of purification units and sewerage
systems in selected areas; protection of the bio-diversity of the Caspian Sea; protection of soil
from pollution and re-cultivation of polluted soil; improved management of the country’s forests
and prudent re-forestation projects; improvement of the monitoring of environmental indicators.
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Energy Sector Reform

Lack of reliable energy supplies is considered a major problem by the rural population. Equally
important, the provision of energy at subsidised rates represents a large drain on the state budget.
The government has adopted the government programme "On Strengthenming of Financial
Discipline in the Energy Sector" for sequential implementation of the reform agenda in this
sector. The policy measures planned include several steps. First, it is intended to make the
implicit subsidies explicit by making sure that they are recorded clearly in the state budget
documents. It is planned to increase the payments to SOCAR from the utility companies
gradually between the years 2002 and 2006. In the this period, in order to make the subsidies
explicit, the Ministry of Finance will issue securities to Azerenergy and Azerigas for the amount
of money which it cannot pay to SOCAR for fuel.

Budget organisations and state enterprises will be transferred enough funds to pay for energy and
gas consumption, and limits will be put on their consumption. If they surpass these limits, they
will face sanctions, including disconnection. There will be compulsory installation of meters.
This should stop the accumulation of debts, and also encourage less wasteful consumption.

Improvement of the collection rates from households will need careful planning. Installation of
meters will take some time and enforcement of collection rates will have to be accompanied by a
new compensation benefit for low-income households. It is also planned to carry out public
awareness campaigns (for organisations and households) on energy saving methods.

It is planned to improve the management of utility supply by transferring the management of
regional clectricity, gas and water supply networks to the private sector. Transfer the
management of the regional electricity distribution networks in Baku, Sumgait, Ganja and Ali-
Bayramli have already been completed. Restructuring of SOCAR, Azerenergy and Azerigas will
continue. The regulatory functions performed by the state will be carried out by the Ministry of
Fuel and Energy, while SOCAR and the utility companies will be responsible for commercial
operations. A tariff board has been established to advise on tariff levels, and to regulate them.
The aim is to achieve a gradual reduction in the distinction between domestic and world prices
for oil, oil products and natural gas.

Tourism

Azerbaijan is a large and varied country with some goeod potential for both domestic and
international tourism. This potential can only be utilised with a well co-ordinated set of policies,
bringing together the public resources and the private sector for a sustainable development of
tourism. The tourist industry is strongly linked with several other main areas of the government’s
strategy for poverty reduction through income generation. Tourism can generate income at
regional and local levels by creating demand for specific services, ranging from high-skill to
low-skill jobs. It can attract SMEs in a variety of activities, and at local levels. It will also
enhance local participation in environmental preservation and development. The government
will help encourage tourism through public investment in infrastructure.

The Institutional Framework for Poverty Reduction
The main strategic objectives of institutional reform can be summarised as follows: (i) to re-
define the role of the state in the changing economic environment, including the clear and

precise separation of regulatory and commercial activities; (ii} to rationalise and improve the
professionalism and transparency of the public administration system; (iii) to promote

15



decentralisation and local self-governance; (iv) to reform the juridical system; and (v) to fight
corruption at all levels.

Institutional reform in Azerbaijan is closely tied to the process of redefining the role of the state
in the transition to a market economy. The regulatory role of the state is very important for
improving the business and investment environment in the country. Over the last five years the
state has taken important steps to withdraw from commercial activities. The process redefining
the role of the state will be continued.

Another important part of institutional reform is the rationalisation and improvement of public
administration structures. In this regard, some measures have been taken to rationalise through
the merging of government agencies. So far nearly 30 central government structures have been
either liquidated or merged and new ones established. A civil service reform is underway, with
the aim of improving the professional and managerial capacity of civil servants and
decompressing the wages within the civil service will be undertaken so that pay levels
correspond to levels of responsibility and qualifications. Institutional reform is also being
undertaken in those bodies responsible for the country’s fiscal and monetary policies. These
were outlined above, and are aimed at improving revenue collection, better management of state
debt, and improvement of the budget process.

The government has been trying to decentralise management within the public sector. The
creation of municipalitics can be considered an important step in this process. As part of the
process of decentralisation, the municipalities can contribute to the strengthening of local
governance and decision making by improving allocation of resources at the local level,
promoting regional development and allowing local communities to participate more actively in
decision making.

TJuridical reforms are also being undertaken with the aim of improving the legal qualifications of
judges, prosecutors, defence attorneys; improving the court procedures for handling legal cases;
improving legal access to the public and allowing public participation in trials; making sure that
the legal profession has the background to ensure that new laws and legislation are consistent
with the requirements of a market economy; and improving the performance of law enforcement
agencies.

As part of institutional reform, the government is undertaking a number of active measures to
reduce corruption and increase transparency in the public administration system. Since 1995 a
series of Decrees were issued by the President of the Republic in this regard, and in June 2000 a
Law on Combating Corruption was drafted. The draft law has already passed its first reading in
the Milli Mejlis.

The Participatory Process
The Role, Significance and Objectives

The role of a participatory dimension in the SPPRED is to ensure a comprehensive and genuine
process of consultation with the civil society. This is crucial for several reasons: to complement
the formal data on poverty and its causes through methods of direct observation and
consultation; to identify solutions which are more congruent with the needs, aspirations and
potentials of those affected by poverty; to better inform the policy makers of the scope, method
and impact of their poverty reduction policies; to develop capacity at local levels for the
implementation and monitoring phases of the SPPRED.
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The Scope

The Participatory component of the SPPRED in Azerbaijan marked the initial step in bringing
together the government officials and a broad spectrum from the civil society into direct,
working contact, both in Baku and in five regions of the country (Guba, Nakhichavan, Massally,
Ganja and Sheki). It was carried out at sectoral, regional and national levels, applying
appropriate methodology for each. A number of international donor organisations supported this
process. The preliminary constructed interviews and the regional consultation and workshops
process covered 63 villages and cities, with around 120 Focus Groups sessions conducted (i.e.
about 2,000 participants), plus about 1000 individual interviews and questionnaires.

Empirical Evidence

The main purpose of this elaborate process has been to draw attention to the multi-facet feature
of poverty. In particular, it brought into focus the phenomenon of “New Poverty”. That is, people
who would not have been ordinarily poor, but are so due to the transition and the resulting
dramatic changes in the economic structure. This includes a large part of professionals (teachers
and health workers in particular), the IDPs and refugees, children and pensioners. The process
also stressed the large and growing gap between Baku and the rest of the country in terms of
opportunities and access.

The participatory process highlighted the following issues for policy considerations:

e Land ownership, in itself did not make the households feel any less poor, unless they
could utilise it productively and profitably.

¢ High unemployment is mainly due to lack of opportunities not skills, especially amongst
the IDPs. The high rate of unemployment amongst the highly skilled, in addition to those
with low or no skills, requires specific labour market policies.

o Poverty and Social Exclusion are strongly related. Proximity to city centres has an impact
on the general outlook about prospects for change. More remote areas generally appeared
skeptical or apathetic about the prospects for a visible improvement in their living
standards. Accordingly, the difference in motivation for participation between the
unemployed and those earning some income through work was quite pronounced. The
difference was most visible amongst the 1DPs.

e There is a need for a long and sustainable strategy for poverty reduction, which shouid
include intensive training in public education on participation.

The participatory exercise also revealed some crucial components for this process to be

successful, as listed below.

The Significance of Public Education on Environment

The protection and preservation of the environment is both a source and an outcome of sustained
economic growth, However, for the poor communities, the priorities are not always necessarily
in the direction of preserving the environment, but rather meeting their urgent needs for
subsistence.

A useful way of extending and implementing the participatory process would be to provide

public education on environmental issues, and to recommend monitoring measures at local and
community levels too.
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Gender Dimension

Participation amongst women remained generally low. During the first round of regional
missions around 37% of the whole respondents, and during Focus Group Meetings at around a
mere 10%. This reinforces the need to address the issue of a higher social presence for women in
the next phases. One particular priority expressed by women participants was the need for
special business training facilities for women entrepreneurs.

Protection of the domestic market

There is a common notion amongst the farmers that the agriculture sector is suffering due to the
competition from some neighbouring countries. It had to be stressed that the government strategy
will focus on increasing the productivity and competitiveness, rather than resorting to market-
protecting measures as such.

Role and capacity of Municipalities

Municipalities have emerged as one of the most crucial msututions, reflecting the
democratisation process in the country, as well as facilitating the registration of economic and
social needs at local and community levels. They can become very usefil institutions for the
process of decentralisation, and the mutual flow of information between regions and Baku. They
have 2,700 branches throughout the country, can work closely with local NGOs, and are related
to the development of socio-economic programmes at regional and community levels. They also
have a direct interest in the development of SMEs and economic activities in their regions.

However, in order to use their potential in participatory implementation and monitoring of
poverty reduction programmes, the municipalitics themselves should be the subject of
improvements in their organisation, training, and capacity building.

The Time Horizon

While poverty reduction is a long-term process, the need to do something about at least some of
its aspects requires short-term, even urgent, measures. There is reasonable capacity of relevant
skills and local knowledge within the communities to mobilise their resources to tackle the most
immediate needs of poverty reduction, provided that they can be supported with some
management back up and tangible incentives.

Possible Ways to Deepen and Broaden the Process

There is need for training, information dissemination, clearer definitions, and broader regional
coverage, monitoring indicators and mechanisms, impact assessment of participation and
reporting mechanisms. In short, the civil society should know what they are expected to do by
participation, why they should do it, how they can do it, and should be able to see the result of it.

Implementation, Monitoring and Evaluation

The policy matrix attached to this document gives a summary of the list of policy actions
envisaged, and the indicators which will be used to monitor implementation. For poverty levels
and poverty profile, the data were derived from the Household Budget Survey (HBS) results for
2001. The same survey, welfare indicator and poverty lines will be used to monitor changes in
the poverty levels over the coming 3 years, and also changes in the poverty profile.
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With regard to other indicators, it should be noted that it is considered necessary 1o improve
relevant information sources before full monitoring can be carried out as there is still a
considerable information gap.

In order to monitor the successful implementation of measures aimed at promoting the creation
of income-generating opportunities, there is a need for a labour force survey. Proxy indicators
include growth in the non-oil sector and the number of annually registered SMEs, and
bankruptcy data in the private sector.

For targeting of social benefits, the HBS survey will be used to look at receipt of benefits by
expenditure of income deciles, and to look at inclusion and exclusion errors. Administrative data
will be used to monitor the decrease in the number of children in institutional care.

In order to monitor improvements in infrastructure, administrative data on public investment
figures will be used. Participatory research will also be used to monitor this aspect of the Poverty
Reduction Strategy, and the government will cooperate with donors in carrying out rural and
urban infrastructure surveys.

Improvements in the delivery of health services will be monitored by reductions in infant, under
5 years and maternal mortality rates, as well as reduction in the incidence of certain diseases,
including malaria, TB, acute respiratory diseases among children, and the number of children
covered by immunisation programmes. It is also planned to monitor the reduction in the number
of teenage births. Collection of data and definitions have to be improved in order to monitor
implementation. Intermediate indicators will include increases in salaries to health sector
workers, reduction in the number of hospita! beds by raion accompanied by a corresponding
increase in the numbers being treated in outpatient facilities.

The final indicators for education will be maintenance and improvement in the net enrolment
rates, and increases in attendance rates by gender. For this recording and publication of
attendance rates needs to be improved. The intermediate indicators will include increases in
salaries to education workers, increases in the budget allocated for materials, and number of
pupils receiving free text books.

With regard to the IDP/ refugee situation, the main administrative indicator will be the number
of IDPs in tent camps and temporary accommodation; the numbers being voluntarily re-settled in
new settlements; and the numbers receiving soft micro-credits for agricultural or other
commercial activities.

For economic growth and macroeconomic stability, the main indicaters will be: inflation rates
kept at 2-3%, international reserves kept at least at the level of 16 weeks of non-oil imports,
increase in credits to enterprises and individuals, fiscal deficit kept at a sustainable level of not
more than 3% of GDP, and state debt kept at a level of not more than 30% of GDP.

Data Sources and Instruments

The main source of information will be the HBS. The quality of the field work and other aspects
of the survey will be improved in order to guarantee regular and reliable survey data to monitor
national and regional living standards. Information from the FSIS Unit at the SSC will also be
used. The government will cooperate with donors in introducing and carrying out regular labour
force surveys, rural infrastructure studies, surveys of the IDP/ refugee population, MICS, and
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environmental monitoring. Participatory methods and research will also be used to supplement
the quantitative survey methods, and gender-disaggregated results will be published whenever
possible.

Institutional Capacity

In the period 2003-2005, the SPPRED Secretariat will have overall responsibility for
coordinating the implementation process, and also for monitoring this process. It is planned that
the SPPRED Secretariat will be responsible for publishing an annual review of the
implementation process. This will report on how the monitoring indicators have been used to
monitor progress in implementation, and will also include a review of the pelicy measures,
making suggestions on how to improve and adapt these in accordance with evidence on their
poverty impact.

In the preparation phase, it has been found that institutional capacity for analysis of living
standards data is still quite weak. There is still very little capacity within the relevant government
structures for poverty analysis. It is planned to set up a Poverty Monitoring Unit attached to the
SPPRED Secretariat to use survey and other data for living standards analysis. The core team at
the unit will have the main responsibility for carrying out living standards analysis, and should
then train staff in other government bodies to use the data for policy-making and evaluation. The
main poverty indicators will be monitored by analysing the HBS daia on an annual basis. As new
survey data becomes available from other sources (e.g. labour force survey), the type of analyses
which can be carried out by this group will be broadened, and the links between various aspects
of poverty made clearer. :
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Chapter 1. Poverty in Azerbaijan — An Analysis of the Current Situation

Poverty is usually understood to be a multi-dimensional phenomenon, with the living standards
and welfare of individuals and households being influenced by different factors. This chapter
uses the available data to determine how many people and which population groups in
Azerbaijan are most affected by different dimensions of poverty.

The most commonly used dimension of poverty is that defined by levels of per capita
consumption or income. This has not been done on a regular basis in Azerbaijan.

In 2001 the State Statistical Committee of Azerbaijan (SSC) introduced a new Household Budget
Survey (HBS), and this will now be carried out on a regular basis to provide grounds for poverty
estimates based on income and expenditure welfare indicators. The first results are now
available, and have been used as the basis for estimates of poverty in the country, using a new
revised absolute poverty line and also a relative poverty line.

Poverty as characterised by low income or consumption as a whole usually reflects limit of
opportunity. This is closely linked to labour market and employment issues, since employment
provides jobs and regular income generation opportunities for the population. But opportunities
are not only connected to employment, but also to ownership of assets; for example, access to
land, and the opportunities to exploit land as an source of income.

However, poverty cannot be defined purely in terms of low income or consumption levels.
Health and education indicators can be used to measure the difference in capabilities between
different population groups. The two dimensions of poverty are linked, in that poor education,
illness, malnutrition tend to lead to low income and income poverty. In this regard, the same
survey data would ideally be used to look at the correlations between income / consumption
levels and health and education. However, the available HBS data do not yet permit us to make
such connections. Therefore, sometimes other information sources as well as official data on
health and education indicators are used in order to show the links between low income and poor
health and education.

While the HBS results on income poverty reported below give no clear indication of a gender
dimension to poverty, it is important to note that other aspects of poverty affect men and women
in different ways. Poverty is also connected with vulnerability and insecurity. Vulnerability and
insecurity are linked to other dimensions of poverty, such as unemployment, risk of illness.

Azerbaijan has a refugee and IDP population of circa 1,000,000. Most of them are those who
have been deported from Armenia and become refugees or IDPs due to the occupation of 20% of
the country’s territory by Armenia. While poverty in Azerbaijan cannot be explained solely by
the refugee / IDP problem, it is true that the IDP and refugee population represent a particular
social policy problem for the country in that there are concentrations of extreme poverty among
sections of the IDP/refugee population.

Severa) studies have been carried out in Azerbaijan with the participation of the poor to help
define ways of reducing poverty. As part of the preparation of the SPPRED, meetings were held
with poor people and representatives of civil society in several regions of the country. The
results of these meetings are also used to help build up the full picture of the various dimensions

of poverty.
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This chapter begins with a brief summary of the demographic situation in the country, and then
provides an estimate of the extent of poverty in the country using a monetary welfare indicator
(consumption expenditure). The available results are used to build up a picture of the poverty
profile for Azerbaijan, and the categories or regions of the population, which are most at risk of
being poor.

1.1. Demographic Background

During the last decade of independence the country’s resident population grew from 7,131,900 to
8,016,200; the urban population grew from 3,847,300 to 4,086,400 with an increase of 6.2%
while the rural population grew from 3,284,600 to 3,929,800 with an increase of 19.6%.
Currently, 51.7% of the population live in urban areas, and 48.3% in rural areas. The share of
male and female population is 48.9% and 51.1% respectively.

As was mentioned above circa 12% of the population are refugees or IDPs, many of whom are
still living in unsatisfactory and unsanitary temporary living quarters.

According to the data for the year 2000, 4,617,331 or 57.6% of the population were of working
age, while 2,469,000 were under working age, and 930,000 of retirement age. There has been an
aging of the population during the last decade, with the share of population under working age
decreasing, and the share of working age and above-working age increasing.

The birth rate and natural growth rate of the population has been decreasing; while infant and
maternity mortality rates increased in the 1990-99 period. The annual population growth rate
declined from 1.7% in 1985 to 0.4% in 1997'. Marriage rates have also decreased, while the
number of illegitimate children has increased. There has also been a negative migration balance
in the 1990-99 periods; this is mainly due to the out-migration of working-age men. Overall, the
demographic situation in the country is characterised by low population growth.

1.2. Poverty Incidence

The SSC introduced a new HBS in 2001. Analysis of the poverty levels in the country given here
is based on data from the first year of this survey. The choice of welfare indicator is per capita
consumption expenditure. Here two poverty lines are used: the first is an absolute poverty line of
120,000 AZM (25.8 USD?) per person per month. This line is based on the cost of a minimum
food consumption basket, which guarantees a daily calorie intake of 2,200 kilocalories. The food
share in the total minimum consumption basket is calculated at 70%, which corresponds to the
actual food share in the household expenditure structure as reported in the HBS results. Using
this povert% line, we get a poverty rate for the country as a whole of 49% for the year 2001
(Table 1.1.)".

The second poverty line used is a relative one*, set at 60% of the median per capita consumption
expenditure level, which was 72,000 AZM (15.5 USD}) for the year 2001. Using this second

' UNICEF, MICS, 200

? the nominal exchange ratc is used here and in the dollar equivalents quoted throughout the text.

* Note that here we use the data from the HBS to get the share of individuals living below the poverty line, not households. In the SSC bulletin
with tables from the HBS (“Main Results of Househoid Budget Survey in 20017, Baku 2002) the distribution of households by per capita
expenditure levels is given in Table 37. In this table, il cun be seen that 42% of households have a per capita expenditure level below 120,000
AZM. However, the share of individuals {s higher (49%) due to the fact that the households in the lower expenditure decies tend to have larger
household sizes.

* The rclative approach is used by several countries, and is the one cwrrently recommended by Eurostat. The government of Azerbaijan will
monitor peverty levels using both an absolute approach (ihe 120,000 AZM line), and a relative one (60% of the median per capita consumption
level).
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poverty line poverty incidence is estimated at 17%. The results using this second poverty line
can be taken as an estimate of extreme poverty in the country.

1.3. Poverty Profile

The new HBS data have been used to build up a picture of poverty in the country. Here the
results which are “robust” for both of the chosen poverty lines have been reported. Although the
number of the poor changes with the poverty line, the characteristics of the poor remain the
same. The main results arec summarised in Tables 1.1. and 1.2. below. The survey data suggest
the following’:

o Individuals living in urban houscholds have a higher risk of being poor than rural households
(poverty rates of 55% in urban areas compared to 42% in rural areas; 60% of the poor live in
urban areas). Poverty in towns is slightly worse than in larger cities (58% and 54%
respectively). Poverty in Baku is neither below nor above the national average (49%), but it
is less than in other urban areas. However, the largest group of the poor is alse concentrated
in Baku city: one quarter of the total number of the poor.

« The larger the household, the greater the poverty risk. Households with one or two members
have a very low poverty risk (poverty rates of 8 — 18%), compared to households with over 6
members (poverty rate of 61%). The presence of up to two children does not have a
particularly strong influence on the probability of being poor, but the risk increases
particularly when households have more than three children. Conversely, households without
children have a lower then average poverty rate (38%).

» Children aged 1-15 years have a higher risk of poverty than the elderly aged over 60 years
(52% compared to 44%)

« From the point of view of per capita expenditure, gender does not influence the poverty risk
— both male and female members of the population have an almost equal probability of being
poor (48% for males and 50% for females). The sex of the head of household also does not
influence the likelihood of a houschold being poor; i.e. female-headed households are not
more likely to be poor than male-headed ones (both 49%).

¢ Households where the head of household has IDP or refugee status have a higher poverty risk
Poverty rates of 55% when the head of household has refugee status and 63% if the head has
IDP status.

e Households where the head of houschold has higher education are less likely to be poor
Poverty rates of 42% compared to 54% for households where the head of household has less
than secondary education.

# All results reported below are calculated using the absolute poverty line of 120,000 AZM.
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Table 1.1. Poverty Incidence by Categories of the Population (individuals).

Category of Population Poverty Incidence Poverty Incidence

(Individuals) Absolute Poverty Line Relative Poverty Line
(120,000 AZM or 25,8 USD) (72,000 AZM or 15.5 USD)

Total population 49% 17%

Urban 55% 20%

Of which

Large city 54% 18%

Town 58% 24%

Rural 42% 13%

Nakhchivan AR 45% 8%

Absheron-Guba 58% 25%

Mugan-Salyan 51% 20%

Ganja-Gazakh 50% 16%

Sheki-Zagatal 49% 27%

Lankaran-Astara 45% 8%

Shirvan 38% 14%

Karahakh-Mil 54% 21%

Baku 49% 13%

Male 48% 16%

Female 50% 17%

0-15 years 52% 18%

16-29 years 50% 17%

30-39 years 50% 18%

40-49 vears 48% 15%

50-59 years 45% 14%

60 + years 44% 15%

Source: SSC, HES, 2001

Table 1.2. Poverty Incidence by Characteristics of Household and Head of Household.

Houschold Poverty Incidence Poverty Incidence
Absolute Poverty Line Relative Poverty Line
(120,000 AZM or 25.8 USD) (72,000 AZM or 15.5 USD)

Higher education 42% 12%

Secondary 51% 18%

Lower than secondary 4% 20%

Household with no children 38% 12%

Household with 1 child 49% 15%

Household with 2 children 51% 18%

Household with 3 children 55% 19%

Household with 4+ children 63% 25%

Age of head of household

18-29 years 38% 11%

30-39 years 46% 15%

40-49 years 49% 15%

50-59 years 48% 15%

60 + years 53% 20%

Housshold with 1 member 8% 1%

Household with 2 members 18% 4%

Household with 3 members 30% 5%

Household with 4 members 42% 12%

Household with 5 members 50% 16%

Household with 6+ members 51% 23%

Head of household Refugee 55% 20%

Head of household IDP 63% 26%

Head of household male 49% 17%

Head of household female 49% 17%

Source: S5C, HBS, 2001
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1.4. Urban and Rural Poverty

According to the HBS data, the urban population has consistently higher poverty rates than the
rural population. For example, 55% and 42% poverty levels for urban and rural areas
respectively could be found using the 120,000 AZM (25.8 USD) absolute line.

The higher risk of poverty in towns can be attributed to the importance of land and home
produce as a safety net. The rural population is relatively better off because of the value of
produce consumed from the household’s own agricultural plot or livestock. The structure of cash
expenditures only shows that urban houscholds spend meore overall, and in particular on food,
than rural households. Table 1.3. below shows that total average per capita monthly expenditure
in cash is 143,912 AZM (30.9 USD) for urban houscholds, and 95,344 AZM (20.5 USD) for
rural households; expenditure on food is 86,368 (18.5 USD) and 53,981 AZM (11.6 USD)
respectively.

Table 1.3, Consumption Expenditures by Urban — Rural (Per capita per month in AZM)

Urben | Rural Urban | Rural
in AZM In USD

Total consumption expenditure 143,912 95,344 309 205
Food 86,368 53,981 185 11.6
lAlcohol and tobacco 4,142 4 066 0.89 0.87
Clothes and footwear 5,298 4715 1.1 1
Housing, water, electricity, gas and other
fuels 7,009 7,805 1.5 17
[Furnishings, household equipment and
routine maintenance of the house 9,469 2,253 2 0.5
[Health 3,568 2,210 0.3 0.5
Transport 7479 5,441 1.6 12
Commumications 2,270 1,298 0.5 03
[Recreation and culture 3,631 3536 0.8 08
[Education expenditures 2,201 1,462 0.5 03
[Restaurants, cafes and etc. 7,632 4942 16 1.1
Miscellaneous goods and services 4 846 3,637 1 0.8

Source: $5C, HES 2001

As stated before, poverty is not only measured using monetary indicators, but also in terms of
access to essential goods and services. The regional discussions and Town Hall Meetings in
Azerbaijan revealed that many among the rural population do not have access to basic sanitation
and health services, even if they wanted to spend money on them. The lack of availability was
only partly explained by their price. More notably, they were explained by a noticeable absence
of such goods and services, dug to the collapse of the infrastructure or to badly needed repairs.

1.5. Regional Differences in Living Standards

Regional differences in living standards have been influenced above all by the concentration of
economic growth in the oil and gas industries, and the development of the related service
industries being concentrated in and around Baku. However, this has not meant that all of the
Baku population are richer than the rest of the country: Baku has a full range of rich and poor
categories.

The SSC uses 9 economic regions: Nakhchivan, Absheron, Mugan-Salyan, Ganja-Gazakh,
Sheki-Zagatala, Lankaran-Astara, Shirvan, Karabakh-Mil, and Baku city. The available HBS
survey data is still not complete enough to give a full picture of regional differences in living
standards. However, the picture emerging suggests that poverty is relatively higher in Absheron,
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Karabakh-Mil and Sheki-Zagatala. Baku has neither the highest nor lowest poverty risk (49%).
Nakhchivan, Lankaran-Astara and Shirvan are relatively better off.

Nakhchivan faces a difficult situation, since it is physically separate from the rest of the country,
and due to the conflict with Armenia, is effectively under a blockade. However, it benefits from
proximity to Iran and Turkey, and cross-border trading with the latter.

Small scale surveys have shown that energy supply is much less reliable in the regions outside
Baku and the Absheron peninsula. Electricity supply is often guaranteed for only several hours
per day. This affects household welfare directly, and also indirectly, in that lack of guaranteed
electricity is a major disincentive for the development of business in the regions.

The HBS data do not yet give any clear indication of regional differences in living standards.
Poverty appears to be spread quite broadly over the country. Baku and the Absheron peninsula
appear to be more privileged than other regions in terms of infrastructure and services, but a
large section of the poor population are also situated there.

1.6. Gender and Poverty

The HBS results give no clear correlation between the sex of the head of houschold, and the
likelihood of the household being poor, i.e. the poverty incidence is 49% whether the household
head is male or female (Table 1.2.). If we look at the results for individuals we find that females
and males have more or less the same likelihood of being poor, in that women have a 50%
poverty rate, and men 48%. Thus, the HBS results for the year 2001 do not give any clear
indication of a gender dimension to poverty.

However, as stated above, poverty cannot be measured purely on the basis of income and
expenditure indicators. Men and women are affected in different ways by other aspects of
poverty, and more research is required in order to document these in Azerbaijan. For example,
employment data suggest that females have a higher risk of unemployment. Employment of
working age men exceeds the rate for women by 13 percentage points (67.3 percent and 53.9
percent), despite the fact that the retirement age for females is 5 years lower.
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Figure 1.1. Economically active, employed and underemployed by gender and age groups in 1999,
% (ILO definitions).
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It is a worldwide phenomenon that women and men dominate different sectors of economy and
different occupations, with female dominated occupations often having lower status and pay than
those dominated by men, The available data on gender in Azerbaijan show that women tend to
concentrate in the social services sector, such as health and social care, education and other
public services. Wages in the health sector are circa 30% of the national average, and education
70%. However, the gender employment statistics cover only the formal sector of economy, and
due to the lack of a regular labour force survey not much is known about the sectoral distribution
of labour in the economy as a whole.

In Azerbaijan, wage statistics by gender are scarce but the available data confirms that even in
female dominated sectors of economic activities, such as health care, social work and education,
wage levels for females are much behind the levels for males.

Figure 1.2, Females® wages as % of males’ wages.
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Source: S5C and WB, 2002.

Thus, while there is currently no clear evidence that women have a higher income poverty risk
than men in Azerbaijan, there is evidence that they are more disadvantaged in the labour market.
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1.7. Income Distribution and Inequality

The following chapter shows that country has made notable progress in achieving
macroeconomic stability and positive growth figures. At the same time, there exists inequality in
the incomes of the population.

The Gini-coefficient is usually used as the indicator of income inequality in a country. In 1999,
the World Bank estimated a Gini-coefficient of 0.44 for Azerbaijan’. But initial results from the
2001 Houschold Budget Survey put the Gini-coefficient at 0.35, indicating a more equal
distribution that the former. The Gini-coefficient will be monitored from now on using the HBS
results, thus ensuring comparability across years.

1.8. IDPs and Refugees

As a result of the ethnic purging policy pursued by Armenia in a planned way during 1988-1992,
250,000 Azerbaijanis were deported and expulsed from their native land to Azerbaijan. The
refugee population also includes about 50,000 Meshetian Turks from Central Asia who sought
refuge in Azerbaijan from 1990.

As a result of Armenia’s armed aggression against Azerbaijan in 1988, 20% of the country,
including the territory of Nagorni Karabakh and 7 regions attached to it have been occupied.
Thus, 60,000 Azerbaijanis from Nagorni Karabakh and over 600,000 Azerbaijanis from
neighbouring regions have become [DPs. They are currently living in circa 1,600 temporary
accommodations in 62 cities and districts of the Republic. Additionally, about 100,000
Azerbaijanis whose lives were at risk have been obliged to leave their permanent residences
situated along the borderline with Armenia through Nakhchivan Autonomous Republic,
Aghstafa, Tovuz, Aghjabedi, Gadabay, Tartar.

The armed aggression resulted in the occupation of the most productive land of 17,000 km?,
which previously provided 35-40% of agricultural production, has brought ruins to 900 towns
and villages, 7,000 industrial and agricultural units, 700 educational establishments and 665
health facilities, motor roads covering an area of 800 km, 160 bridges as well as 15,000 km of
water lines and 23,000 km of electric lines. The socio-psychological damage aside, the war has
caused damage amounting to 22 billion USD to the economy of Azerbaijan. As a result of the
armed aggression 20,000 Azerbaijanis have died, 100,000 have been wounded and 50,000
became disabled. There are now 8,000 martyrs” families, 5,000 war invalids, 5,400 children who
have been deprived of parental care in the country.

Currently there are circa 1 min. refugees and [DPs in the country, which makes up approximately
12% of the country’s overall population. Although 14 years have passed since the beginning of
Armenia-Azerbaijan conflict over 1,722 refugee households have not still been permanently
settled. 10,000 refugee households became IDPs after the occupation of the districts where they
had settled.

Within the IDP population, there is still a sizeable group living in unsatisfactory and sometimes
unsanitary living quarters. After 10 years, over 55,000 of them still live in tent camps, 32,000 in
prefab houses, 57,000 in farms and dig-outs, 8,000 in railway cars and the rest of them live in
hostels, public buildings, in incomplete buildings, and other unsatisfactory and unsanitary living

5 World Bank Development Indicators, 2000
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quarters with no utilities. Many new families have already appeared within the TDPs whose
separate housing has become an urgent problem.

Table 1.4, Temporary IDP Accommodation (as of 2002)

Type of Accommodation No. of Households No. of Individuals
Total 178,259 760,020
including

Tent Camps 11,392 55,154
Prefab Houses 6,458 32,793
Railway and Freight Vehicles 1,905 8,353
Farms and dug-outs 14,463 57,502
Schools and kindergartens 15,664 58,139
Hostels 21,179 103,150
Public Buildings 29,462 113,932
Sanatoriurms 4,163 16,130
Pensions and Guest Houses 2,876 10,987
Tourist Centres 1,448 5,477
Along the roads 3786 15350
Illegally occupied flats 13,663 54,141
Incomplete Buildings 21,791 74,005
With relatives 21,287 121,344
Houses constructed with the funds of SCRIDP 2,106 9,125
Houses constructed with the funds of international 6,014 24,436
humanitarian organisations

Source: SCRIDP, July 1, 2002

Since 2001 the government has taken serious measures to re-allocate IDPs from the worst
conditions in tent camps temporarily to new settlements and to provide them with land for
agricultural purposes. ARRA and Azerbaijan National Agency for Mine Action is operating with
support from EU, IDB, IFRC, USAID, UNDP, UNHCR, UNICEF, WB and some donor
countries to alleviate the results of military conflict and to provide housing to the population in
the liberated areas.

The Household Budget Survey results confirm that households with refugee or IDP status have a
relatively higher risk of being poor, especially IDPs. Poverty incidence among IDPs is 63%
using the absolute poverty line. However, the sample size is too small to allow us to look further
at differentiation within the IDP/ refugee group. Anecdotal and other smaller survevs suggest,
however, that there 1s considerable differentiation in living standards within the IDP/ refugee
population. Apart from the housing conditions/ unsanitary conditions, the vulnerability of some
of this group is often increased through loss of main breadwinners due to death or invalidity
caused by the war.

There is much concem among the IDP women in terms of issues related to gender, family
planning, protection of child health and etc. Currently, 40,000 IDP women suffer from various
diseases (infectious, gastrointestinal infections, virus infections, skin diseases, malaria,
diphtheria, typhoid, nervous disorders, tuberculosis, anaemia, diabetes) and disease incidence
among children is increasing due to poor living conditions and lack of access to clean drinking
water. Infant mortality is 3-4 times higher than the republican average.

The table below illustrates the extent to which health indicators for IDPs are below the national

average levels. It is estimated that 26% of IDP households suffer from malnutrition, compared to
10% nationwide; and 30% of children (aged 6-59 years) suffer from chronic malnutrition,
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compared to 21% nationwide. The indicators for anaemia arc also worse for IDPs (children,

women and men).
Table 1.5. Comparison of Health Indicators for the IDP population with the National Average.

Diseases % of IDP's % Nationwide
Households with malnutrition 26.3 10.4

Children of 5 years with diarthoea 234 152

Children of 6-59 months with acute malnutrition (body mass deficiency) 13 3.0

Children of 6-59 months with chronic malnutrition (physical retardation) 305 21.5

Elders with malnutrition 10.1 13.7

Children 12-59 months with anaemia 46.1 433
Non-pregnant women with anaemia 407 355

Men with anaemia 344 250

Adults with 1 grade goitre 23.0 98

Source: MH, SCRIDP, 2(HML

The literacy level among IDP population can be considered as high as in other sections of the
population. Thus, 60% of this population have general, secondary and higher education.

Women and children are considered the most vulnerable subgroup of this population group.
200,000 of the TDP population are children; more than 86,000 are under school age, and about
98 000 are schoolchildren. In order to involve children in education over 703 schools have been
established, some in prefab buildings, some in sub-standard buildings. Schools werk shifts due to
the lack of classrooms. This as well as the lack of modern educational technical equipment affect
negatively the quality of education.

Provision of employment to IDPs remains a problem. It is estimated that, 300,000 out of 400,000
able-bodied IDPs are without work; over 70% of the working-age IDP population. A certain
share of IDPs is employed in non-permanent and part-time jobs. Unemployment problems are
particularly acute among IDP women, in that 175,000 out of 380,000 are able-bodied. 38,000 of
them have been provided with employment.

Most displaced households currently depend on assistance from the government and
humanitarian organisations for their survival. But humanitarian assistance has been decreasing
sharply in scale especially during the last 2-3 years. Thus, the number of IDPs receiving food aid
from those organisations has decreased to 214,000 during the last 2 years and also the volume of
food provision per capita has been reduced from 20 kg. to 4-5 kg. These difficulties have
adversely affected the natural increase of the IDP population and this indicator has decreased 2-3
times compared to 1990.

Conclusions:

The IDP population in general is considered to be the most vulnerable group of the population
with poor living standards, low income and employment levels and increased health risks.

Despite the measures undertaken by both government and international humanitarian
organisations there is a need to provide some part of IDPs with food on monthly basis, improve
the social-living conditions of those with the worst living standards, upgrade health and
education services, and create micro-financing capacity for expanding employment and income
generation opportunities.
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In this regard, recent policy measures aimed at providing more permanent housing solutions to
certain part of those IDP households living in tent camps will contribute to improving the living
conditions of some of the most vulnerable, and contribute greatly to their integration into society.

1.9. Social Protection System

Social Protection in Azerbaijan comprises a number of social insurance and social assistance
benefits. In principle social insurance benefits are paid from social security contributions made
by the working population, and social assistance benefits are paid from the state budget to the
most vulnerable.

Social Insurance

The main social insurance payments currently available are as follows: old age pensions;
disability pension; survivor’s benefit; pension for the years of service; unemployment benefit etc.
Social insurance payments amounted to 3.1 % of GDP in 2001.

Pension Provisions

In 2001 there were 1,245,079 receiving pensions in Azerbaijan (15.5% of the total population).
Of these, 734,758 received old age pensions, 179,514 disability pensions, 136,189 loss of
breadwinner pensions, 194,618 for the years of service and social pensions.

As a result of recent measures the average size of the monthly old age pension i1s 92,900 AZM
(19.2 USD). Working old age pensioners have the right to receive 50% of granted pension
regardless of their salaries.

The state Budget makes various kinds of supplements to pensions. Pensions are supplemented by
a total of 23 benefits. Thus, according to the Order by the President of the Republic of
Azerbaijan dated May 22 1996, a supplementary benefit of 11,000 AZM (2.3 USD) is paid to
non-working pensioners, and according to the Decree issued 17 June 1997, a supplementary
benefit of 20,000 AZM (4.1 USD) is paid to single pensioners over 70 years. Benefits are paid to
the disabled of the Great Patriotic War, martyrs’ families and those who have become disabled
for the territorial integrity and sovercignty and constitution building of the Republic of
Azerbaijan, and those affected by the 20™ of January 1990 and Chernobyl NPP accident.

According to the Order “On Increasing the State Assistance for the Disabled and a Group of
Underprivileged Citizens from Other Categories” issued by the President of the Republic of
Azerbaijan in December 29, 2000, a benefit of 70,000 AZM (14.4 USD) per month is paid to the
disabled of the first category; 60,000 AZM (12.4 USD) to those of the second category and;
50,000 AZM (10.3 USD) to those of the third category by increasing the monthly supplements to
the pensions of those who have become disabled while protectmg the Republic of Azerbaijan
from Armenian aggression and during the events on the 20™ of January 1990. As a result the
size of the pensions of the people in this category has been increased up to 30%.

According to the legislation in force, pensions for the number of the years of service as well as
social pensions are funded by SPF. The SPF also finances childbirth ailowances, childcare
allowances for mothers with children under 3 years and funeral benefits. All are entitled to these
benefits, not just those who have paid social insurance contributions. The childbirth allowance is
currently 70,000 AZM(14.4 USD) and the funeral benefit 150,000 AZM (30.5 USD).
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Pension expenditures account for 60% of the overall social insurance and social assistance
payments. Old age pensions make up 63.2% of the whole Pension Fund. Thus the elderly benefit
from a major part of social insurance and social assistance payments. In this regard, the social
protection of elderly people is much better organised than those in other categories, including
children.

The size of the disability pensions is defined according to the cause and extent of disability.
These pensions are financed by social insurance contributions and supplemented by allowances.
These allowances too are determined according to the cause and extent of disabiiity. The
supplementary allowances for disabled are not targeted according to the income level of the
recipients.

Households without a breadwinner are paid benefits from the Social Protection Fund from
obligatory social insurance contributions. While pensions are supplemented by allowances each
member of the household who is entitled to this pension is taken into account. The minimum
amount of these pensions is set at 70,000 AZM (14.4 USD) per household member,

Able-bodied people who have been registered as job seekers in the state employment service
offices and who have no jobs and earning opportunities, but are prepared to start working, are
entitled to the status of unemployed.

The State Employment Service Office provides the applicants who have been registered as job
seckers with the status of unemployed if they do not receive any eligible job offer by the
employment service for 11 days after submitting the necessary documents. If the people with
status of unemployed have had a paid job for 26 weeks in the previous 12 months before
unemployment, their benefits are determined at 70% of the last average monthly wage. In other
cases, a minimum benefit is paid. After the new Law on Employment was adopted (August
2001) the minimum level of the benefit was increased from 5,500 AZM (1.2 USD) to 30,000
AZM (6.2 USD). After the increase, the average size of the unemployment benefit was 67,000
AZM (13.8 USD) in the first half of 2002 compared to 37,000 AZM (8 USD) in 2001.

According to the legislation the benefit is paid only to those registered at the State Employment
Service Offices. The maximum level of the benefit is set at the level of the national average
monthly salary.

Social assistance

Social assistance benefits include child benefits for low-income families, child birth allowances
and child care allowances.

One main component of the social assistance is benefits and compensations. Benefits paid to low
income families with children take a special place amongst these payments. Currently, 1,320,000
children and 303,000 working people receive such benefits from the Ministry of Labour and
Social Protection. Every year over 15 billion AZM (3.09 mln USD) are spent for this purpose. It
is paid if the per capita monthly income of the household is less than 16,500 AZM (3.4 USD).
The size of this benefit is 9,000 AZM (1.9 USD) per month per child under 16 years (or under 18
years if the child studies and receives no grant).

The income assessment carried out for this benefit is very rough, and is based on formal wages.

The benefit is low and non-targeted as it covers most of the children. There is a need to review
income assessment procedures for increased, targeted benefits.
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Other types of social assistance include the food allowance benefit paid to 1DPs, social services
provided through the offices of the Ministry of Labour and Social Protection, and allowances
paid to pensioners, allowances for the children from certain families {(families of martyrs and the
war disabled) irrespective of their income. Again, the food allowance benefit (25,000 AZM or
5.2 USD) paid to IDPs 1s not targeted as it covers all IDPs,

Until 2001, there were non-tax privileges related to utilities, communications, ¢ducation, health
and transport services, as well as supply of medicine. Overall, 1.5 million individuals in 25
different categories of the population were granted with these privileges. These privileges were
abolished in January 2002, and now compensations are paid to 10 most needy groups of the
population instead of the privileges.

Overall, the system of social assistance is not targeted. Therefore, there it is necessary to
improve the targeting and transparency of the system.

Table 1.6. Size of Social Benefits Compared to Monthly Average Wage, 2001.

Monthly | Mmimum | Minimum | Average Old | Minimum Child Unemployment
Average Wage Subsistence | Age Pension | Pension Benefit Benefit
Wage Level, {0-16
per capita years)
In AZM 260,000 27,500 120,000 92,900 70,000 9,000 37,000
In USD 55.8 59 258 192 14.4 1.9 8

Source: MLSPP

The biggest item of social protection in terms of expenditure is utility subsidies, which are in fact
a very inefficient way of protecting the poor. This issue is discussed further in Chapter 4. The
government has taken some important steps towards the removal of these subsidies with
adoption of the State Programme "On Strengthening of Financial Discipline in the Energy and
Water Sectors”. There is a need to design and implement a targeted social assistance scheme in
order to help needy houscholds cope with the increases in costs for utilities.

The key problems in the current social protection system can be summarised as follows:

e There is no mechanism for benefits to be specifically targeted at the poor

e Due to shortage of funds for social insurance payments, the state budget is used to make
supplements to pensions and other benefits, meaning that there is no clear definition of
social insurance and social assistance payments.

e Despite the huge socio-economic changes which have occurred since 1991 the system of
the social protection does not reflect the new reality and remains practically unchanged.

¢ There is an urgent need to develop a new targeted social assistance benefit.
There are problems in pension provision as a main sector of social protection system:
difficulties in collecting obligatory social security dues and its relation to pension
amounts. A new system of individual records has to be introduced in order to bring the
pension provision up to intemational standards. The main objective of the system is to
provide a direct link between the obligatory social security payments and individual
pension payments.




1.10. Employment

Paid employment is one of the most important ways of protecting the population from poverty. If
citizens do not have the possibility to generate income for their families, the risk of poverty and
vuinerability increases.

In 2000, the labour force in the Republic was 4,685,800 which exceeded the figure for 1990 by
17%. The economically active population grew by 0.3% in 2000 and became 3,748,200 in 2000,
of these 3,704,500 were emploved in all kinds of economic activities.

There has been a decline in the industrial and construction sectors, and a growth in the
agricultural sector in the period 1991-2000.

Table 1.7. Distribution of Employed Population by Economic Sector in 1991 and 2000.

1991 . 2000
Total employment (1000} 3,732 3,705
Industry (% of total employment) 12 7
Agriculture 32 41
Construction 7 4
Services 49 48

Source: CIS Statistical Handbook. 10 years of the C1S, Moscow 2001,

As can be seen from the table, in 2000 industry accounted for only 7% of the economically
active population, and construction for 4 2%. The service sector accounted for 48% of the overall
employed population. In 1991 the agricultural sector accounted for 31.8% of the overall
economically active population, while it increased to 41% in 2000. It is important to note that
growth in agricultural employment is directly related to a land reform, which has resulted in the
allocation of small land plots to most of the rural population. However, as mentioned above,
agriculture on the whole still remains poor in investment and capital. Thus, it is important to
accelerate the implementation of the necessary measures to develop this sector,

The number of employed in the public sector was 2,618,900 in 1990, while it declined to
1,278,200 in 2000. However employment in the private sector is growing. There were 2,426,300
employed in the non-government sector in 2000, which was 2.2 times more than the figure for
1990. Currently, the process of creating organisations of collective or private ownership is
underway. This partly provides employment for the work force that is unable to find a job in the
public sector. Analysis of the employment in the private and public sectors suggest that, public
sector employment rate is much higher than the republican rate (34.5%) in Nakhchivan (45.1),
Khojavand (45.5), and in Sheki (44.5).

According to the 1999 census data, 64.6% of population over 16 years was employed (73% of
males and 57.2% of females). By international standards this is also a relatively high labour force
participation rate (LFPR: those whe are employed, and the unemployed who are seeking
employment). Among the working age population the LFPR is 71.9% (78.2% among males and
65.7% among females; working age — 16-62 years for males and 16-57 for females).
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Table 1.8. Distribution of Population of 16 Years and Over by Economic Activity,
(1999 census data, %)

Age group Labour Economically active Economically | Economic status
force Total of which; inactive not defined
' employed unemployed
Males
Working age 100 782 67.3 10.9 214 04
Pengion age 100 200 15.4 4.6 79.8 0.2
Females
Working age 100 65.7 539 11.8 339 0.4
Pension age 100 152 10.2 5.0 84.6 0.2
Urban 100 593 45.6 13.7 40.3 04
population at
age 16 and
over
Rural 100 70.5 63.5 70 29.1 04
population  at
age 16 and
OVver

Source; SSC 2001 and WB 2002,

Although overall participation rates are quite high, many are engaged in temporary jobs in the
informal sector, which leads to insecurity, and many of those in the formal sector, especially the
public sector, earn low wages. Overall employment levels have not dropped nearly as much as
GDP levels: despite falls in output, unemployment did not rise proportionally. This can be
explained by the fact that workers are willing to accept reduced pay or hours of work; and it is a
clear sign that real wages, through lower labour productivity, have decreased dramatically
(Figure 1). Thus the relatively high employment and participation levels cannot necessarily be
interpreted as implying higher income security. Although there 1s relatively low open
unemployment, there is much hidden unemployment, with workers being retained on low wage,
low productivity jobs.

Figure 1.3. The dynamics of employment, real wages and
GDP in 1991-2000, %
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With regard to unemployment, in 2001 there were 48,446 unemployed registered with the State
Employment Services (giving an unemployment rate of 1.2%), but the 1999 census data suggest
that among the able-bodied and economically active population there were 519,000 unemployed.
This shows that non-registered unemployment is higher (15.8%). This gives an unemployment
rate of 14.2% for men and 18.6% for women.
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The main characteristics of the registered unemployed are presented in Table 1.9. Females
dominate among the registered unemployed, as well as the youth aged less than 30 years. The
share of highly educated unemployed among the pool of registered unemployment 1s extremely
high in Azerbaijan: in late 1990s and in 2000, more than 60 percent of the unemployed had
higher or secondary special education. 56.9% of the registered unemployed are graduates of
higher and vocational educational establishments; 24.5 percent of registered unemployed left
their previous job voluntarily and only 13.8 percent — due to staff reduction. This suggests that
many of the professional education establishments produce workers with skills that are not in

demand in the labour market.

Table 1.9. Registered Unemployment (end-December)

1991 1995|1996 [1997 (1998 1999 2000 2002
Total 3,969  |28314 |31935 [38306 (42329 45211 [43,739 |48.44¢
of which:
Males 1,452 [11411 (13,086 16,227 [18,234 ]19,622 [19,283 |21,808
Females 2517 [16903 |18849 [2207% 124,085 (25589 [24.456 21,633
% of females out of total 63.4 59.7 39.0 57.6 56.9 56.6 559 55.0
At age less than 30 vears, % 380 499 43 4 43.5 494 49.1 426 430
Share of unemployed having higher or
secondary special education 51.5%  |38.1 459 47.2 62.7 62.5 61.1 60.1
Recetved unemployed benefit till the end
of report year. - 2981 3266 |3.113 (2685 2387 2768 9339
Of which:
Males - 1,162 [1,445 (1423 (1,142 1,173 |1.313 |4,808
Females - 1,319 1,821 1,690 1,543 1,214 1,455 4,531
Registered vacancies 18,584 [2,083 9459 10,078 [8,034 6,556 |5,197 [4,748
Unemployed over one year, % of total 8.8**  |39.7 21.2 28.4 399 5355 5%.6 59.6
Unemployed between 6 and 12 months, %
of total 17.5%*% (127 11.4 333 32.5 13.9 11.4 11.2
1992, %% 1993,
Source: S3C
Table 1.10. Employment by Type of Economic Activity
Share of
1000° In % female
workers, %
1999 2000 1999 2000 2000
Total 3,7028  [3,70435 {1000 100.0 45.7
Agriculture, nting and forestry 15663 [|1,5665 42.3 423 21.8
Fishing 0.5 0.5 0.0 0.0 7.6
Mining and quatrying 39.6 39.6 1.1 1.1 22.6
Manufacturing 180.6 180.7 4.9 4.9 35.0
Electricity, gas and water supply 38.8 38.8 1.0 1.0 21.9
Construction 154.7 155.0 42 42 10.6
‘Wholesale and retail trade; repair of cars, motorcycles and
personal and household goods 376.4 377.0 15.6 15.6 25.9
Hotels and restaurants 58 9.8 03 0.3 34.6
Transport, storage and communications 168.4 168.6 4.5 4.5 23.9
Financial intermediaries 15.2 152 04 04 41.3
Real estate, renting and business activities 98.7 98.7 27 2.7 48.7
Public administration and defence; compulsory social
security 2602 260.2 7.0 7.0 35.7
Education 299.6 2996 8.1 8.1 68 8
Health and social services 168.2 168 4 4.5 4.5 75.3
Qther community, social and personal service activities  |125.5 1256 34 34 59.8
Extra-territorial organisations and bodies 0.3 0.3 0.0 0.0 -

Source: SSC and WB, 2002
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The overall conclusions from the available labour market data are as follows:

Participation rates are quite high, but in all age groups men participate more than women, and
the gap is especially significant in the most active years of work. This implies that women are
retreating from the labour market, and has implications for female poverty and vulnerability.

Rural employment is slightly better than urban, due to the opportunities for agricultural self-
employment promoted by land reform. However, the opportunities to develop agricultural assets
are limited, and this self-employment is more of a survival/coping strategy rather than income
generation.

Youth unemployment is high, especially among young people with secondary special and
vocational education. Vocational education does not appear to be giving young people the skills
they require to be competitive on the labour market.

1.11, Health

Poor health outcomes and low education achievement not only decrease well-being, but also
limit people’s income-earning potential. They are dimensions of poverty, which interact and
reinforce income poverty. There is a general recognition of the fact that the country experienced
a worsening of the health status of the population in the period immediately following
independence. However, there is less consensus on the trends in health status since the mid-
1990s, when many of the national health status statistics have indicated an improvement.

Table 1.11. Selected Official Statistics on Health Status and Health System Performance

1989 1990 1995 1999 2000 2001
Infant Mortality Rate, per 1,000 live births | 262 23.0 233 16.5 12.8 125
Under 5 Mortality Rate, per 1,000 live 456 405 432 317 259 248
births
N.Iaternal Mortality Rate, per 100,000 256 93 370 5.4 376 254
births
Total Fertility Rate 28 28 23 20 1.9 1.8
Average Life Expectancy:
Male 66.6 67.0 65.2 68.1 68.6 68.6
Female 74.2 74.8 72.9 75.1 75.1 75.2
Average yearly male population 34466 | 35020 |3,7787 | 38996 |39364 | 39716
(thousands)
Average yearly female population 36178 | 36723 | 39062 | 40832 | 41222 | 41306
{thousands})
Female per 100 Male 104.9 104.8 103.4 103.7 104.5 104.2
Number of marriages 71,874 73,119 43,130 37,382 39.611 41,861
Number of divorces 11,436 14,040 5,669 5013 5478 5,382
Number of abortions 39,022 24,611 28,700 20911 17,529 18.361
Abortion Rate (Number per 1,000 women 291 142 142 04 77 79
15-44)
- —
% of pregnant women receiving pregnancy | .. 95.6 978 675 979 948
consultations
% of women at term with anaemia 5.0 61 14.5 15.6 20.0 19.0
Number of midwifes 15,373 12,439 11,965 10,952 10,321 10,222

Sonrce: MH



Table 1.12. Infant Mortality Rate (per 1,000 live births)

IMR, 1989 [ 1990 | 1991 | 1992 | 1993 | 1994 | 1995 1996 | 1997 [ 1998 | 1999 | 2000 [ 2001
Azerbajjan | 262 [ 230 [253 | 255 282 |252 233 |199 (196 [166 |1635 128 | 123
Kyrgyzstan | 20.4 186 [ 179 | 185 [171 151 142 [ 155 | 154 | 147 154 |- -
Armenia 432 407 [406 | 459 (470 [406 309 |312 279 {234 |194 |- -
Tajikistan 1989 | 1990 | 1991 | 1992 | 1993 | 1994 | 1995 [ 1596 | 1997 | 1998 | 1999 | 2000 | 2001

Source: MH and WEB

There are gender differences in some health indicators. For example, the number of cases of
tuberculosis has been growing, and this has especially affected men (3,780 cases registered,
compared to 1,320 for women).

With regard to reproductive health, there has been a reduction in abortions compared to 1989,
thanks to efforts by international organisations and the government to extend family planning
services to the population. And with regard to maternal mortality, the risk of this is growing
among poor sections of the population, due to the lack of financial means to pay for maternal
care in matemity homes or hospitals,

In the 1985 — 1997 periods, the total fertility rate declined from 2.9 births per woman to 1.9,
while the crude birth rate declined from 27 per thousand to 17 per thousand. While fertility has
decreased dramatically, the decrease occurred in all age groups apart from that of 15-19 years.
For this age group, fertility increased by 2 times. This is worrying due to the early age of
childbirth, the implication being that these girls will miss some of their obligatory education with
negative consequences for their future employment opportunities.

UNICEF carried out a survey in the year 2000, with the aim of establishing the health, education,
and overall welfare status of children and women in Azerbaijan (the Multiple Indicator Cluster
Survey, MICS). This is a nationally representative sample survey, which, like the HBS, aims to
show the links between the different aspects of women and child welfare. One finding, for
example, is that children whose mothers have at least college or vocational school education are
the least likely to be underweight and stunted compared to children of mothers with less
education, Using the survey results and international definitions, UNICEF calculates a maternal
mortality rate of 79 per 100,000 for 1988. This is considerably higher than the rate reported in
Table 1.11. above.

Since the mid 1990s attempts have been made by the government of Azerbaijan with the help of
international organisations to combat the spread of infectious diseases in the country. Thus, by
1996 Azerbaijan had succeeded in eliminating polio and received Certificate on Polio-Free
Country in Europe in 2002, Additionally, diphtheria has almost been eradicated, there as been a
reduction in the number of cases of malaria, infectious hepatitis, measles, whooping cough and
tetanus.

1.12. Education

The HBS results show a link between the education level of the head of household and poverty
risk, i.e. the higher the education level, the lower the likelihood of the household being poor
(Table 1.2.). Access to good quality education is therefore one factor, which can help protect the
population from vulnerability. This is partly due to the fact that the better educated are also more
competitive on the labour market: the 1990 census data confirms that employment levels of
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those sections of the population with higher and incomplete higher education are significantly
higher in all age groups.

Azerbaijan inherited relatively good education indicators from the Soviet period. However, the
results of the HBS give some worrying indicators of how the education system is struggling to
preserve the country’s strong educational heritage. In the 30-40 year age groups, 13-14% have
higher education; 16-18.5% in the 40 — 60 year age group; compared to 11% in the 20-25 year
age group (Table 1.14). According to the administrative statistics, only 16% of the 3-6 year old
age category attends kindergarten, meaning that the system of pre-school education has almost
collapsed in the post-Soviet period.

Overall literacy rates and school enrolment rates remain good, but there are problems with
deterioration in the quality of the education being offered. It has also been noted above that
unemployment among young people is high, and this is partly a direct result of inappropriate
methods and subjects being taught in the general and vocational education system. Also, there is
no systematic collection and analysis of school attendance rates, which would give a better
indication of changes in the access to and quality of education being received by different
sections of the population, and the extent to which there are gender differences in attendance and

access.

Education enrolment and literacy rates

Azerbaijan has a high literacy rate (98.8%), high school enroiment rates (165,870 students have
been enrolled in secondary schools in 2001/2002, that is 84.1% of total population of the age
group 6 to 16 {1,971,200)), and good teacher/ pupil ratios (1:10).

Formal school education lasts 11 years, and is free and compulsory. Primary education consists
of the first 4 years of this period. Studies conducted for and by the Mmistry of Education show
that there is a trend towards decreasing attendance of children in schools, especially in grades 8-
.

The number of vocational educational institutes, as well as the number of students studying in
them, has declined over the last decade. While in 1990 there were 176 vocational schools with
82,188 students; at the end of 2001 there were 109 vocational education schools with 21,619
students. However, higher educational establishments experienced a relatively mild drop in the
number of students — from 107,945 in 1991/92 to 89,155 in 1994/1995 but by 2000/01, the
number of students already exceeded the pre-transition level — 119,683 students were enrolled in
higher schools.

Tabhle 1.13. Number of Public Education Establishments and Students in 2001

Number Number of Students Enrolled
Pre-school institutions 1,794 111,352
Secondary Schools 4538 1,658 570
Vocational Schools and Lyceums 109 21,619
Special secondary education (state) 66 47,726
Special secondary education (non-state) 3 1,477
High schools (state) 25 98,959
High schools (non-state) 15 21,494

Source: $3C
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Table 1.14. Level of Education of Population by Age Groups in 1999, %

Age Level of education
groups | Higher and | Secondary Secondary Incomplete Vocational
incomplete higher | special general secondary
2529 123 13.4 63.4 5.8 4.3
30-34 12.8 152 60.1 58 5.1
35-39 14.8 16.9 558 6.0 54
40-44 17.8 18.5 506 6.8 49
435-49 206 193 452 54 4.1
50-54 211 17.5 414 11.3 34
55-59 14.6 14.4 40.1 16.2 33
60-64 10.3 11.6 352 19.4 29
Source: S8C

Data on the gender distribution of students in the education system show that there are some
gender differences in the enrolment at different types and levels of education.

Table 1.15. Gender Distribution in Enrolment in Different Types and Levels of Educational
Facilities. (1997-2000)

Secondary Vocational Technical Technical |- University University Post-graduate
school (state) Colleges Colleges (state) {private)
(state) {privats)

M F M F M F M F M F M F M F
1997 [ 509 |491 |[685 (315 [351 |649 - 100 [ 569 | 431 [672 (328 |754 |246
1998 [ 51.0 [ 490 |69 31 349 | 651 |114 | 886 |[586 |414 |687 |313 | 683 |317
1999 [509 [491 |[655 |345 326 |674 |35 965 |[586 414 | 638 362 | 687 |313
2000 (515 |485 |676 324 |310 690 |47 953 |[577 |423 | 604 396 | 649 |351
Source: 55C

While secondary school enrolment is slightly lower for females, the difference is not very
striking. However, the table shows that females are over-represented in both state and private
technical colleges; while males are over-represented in state and especially private universities.
Post-graduate studies are also dominated by male students. This suggests that there is an
increasing tendency towards the feminisation of certain vocational studies, and that this will
probably be reflected then in the feminisation of certain types of employment. There is a
tendency for the share of females in university and postgraduate education to grow, but the
higher education levels, and therefore access to more prestigious jobs, are more accessible to
men,

Quality of Education

Although the basic indicators in education remain good, there are several urgent problems
relating to the quality of education being provided, which will have long term effects on the
country’s education outcomes unless they are tackled. The problems in the education sector can
be summarised as follows:

1. The quality of the learning environment has deteriorated at all levels of education, but
especially in primary and secondary education. This is manifested in the poor condition of
physical infrastructure, lack of textbooks, basic education materials and supplies, poor teacher
training or shortage of teachers in remote regions. In addition, outdated cumricula and teaching
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methods, poor teaching skills, and low wages have also had negative effects on the quality of
education. The quality of teaching personnel has deteriorated considerably due to sharp drops in
real teacher salaries, deteriorating conditions of the school environment, and poor teacher
training. Such factors have prompted many of the best teachers to leave the system, de-motivated
the existing teaching staff and reduced the demand for teacher training. Low salaries are one of
the main reasons for the deterioration of the quality of education. The average monthly wage for
the teachers working in general education establishments in 2001 was 193,200 AZM (41.5
UsD).

2. Almost all education institutions lack basic textbooks and teaching materials and supplies to
perform an acceptable high standard. Teaching and educational facilities for various subjects are
not available. By law, the state is supposed to provide free textbooks for elementary grades 1-4,
but it is reported that only 35 or 40 percent pupils receive free textbooks due to shortages. There
have also been reductions in the budget funds available for maintenance and repairs, resulting in
deterioration in the overall physical conditions of many school buildings, especially in rural
areas.

3. OQutdated school curmricula and teaching methods, which were inherited from the Soviet
system, bear little relevance to the needs of an emerging market economy and an independent
country. Teaching methods usually do not reflect modem teaching practices.

4. An inappropriate linkage between education and the labour market, which requires substantial
changes in the content of the education programmes being offered (in general secondary,
vocational, higher education) to respond to the new skill demands in a market economy. In
addition, there is still a major need for development of new curriculum, particularly for grades 7-
11. Vocational education is reported to be more accessible to the poorer sections of the
population, yet it offers training in skills which are not in demand on the labour market.

There is a need to develop policies to address the problems. These are discussed in Chapter 3.
1.13. Children and Poverty

The results from the HBS reported above show that children have a relatively high poverty risk,
especially if they are members of large families. Children under the age of 15 years have a
higher poverty rate than the over 40 year-old age groups (52% compared to 44-48%). The
poverty rate for members of households with four or more children is 63%, compared to the
national average of 49%.

Since independence, there have been two other visible pieces of evidence pointing to the
increasing vulnerability of part of the child population. Firstly there has been an increase in the
numbers of children in institutionalised care. Anecdotal evidence suggests that this is often due
to the fact that families cannot afford to feed their children. Secondly, the problem of street
children has become more visible. This is in many ways related to the problems of
institutionalised care, since many of the street children have either run away or graduated from
institutionalised care. There is also some cvidence that the children of some sections of the IDP
population have had to take to the streets to try to earn some money not just for themselves but
for thetr families.

The table below shows that over 17,000 children are currently living in various forms of

institutions and boarding schools. These include orphaned children, but alse an increasing
number of “social orphans”; i.e. children who have been placed in institutions by their parents,
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because they cannot afford to feed and cloth the children themselves. Once children are in
institutions they are segregated from society, and many have problems re-integrating when they
leave.

Table 1.16, Children in Institutions in Azerbaijan {end of each year)

1990 | 1995 1996 1997 | 1998 ([ 199% | 2000 | 2001 Responsible

Ministry
Number of
institutions for 4 4 4 4 4 4 4 4
infants
Number of children 241 166 159 181 181 184 197 191 MH
Number of 5 4 4 415 5|6 6
orphanages
Number of children 397 395 435 461 548 608 684 705 ME
Number of Internat
schools for
orphanages and for 2 2 2 2 2 2 2 2
children deprived
from parental care
Number of children 505 548 633 610 575 569 554 540 ME
Number of special
schools for children 16 13 11 13 14 14 13 13

with disabilities

Number of children 2811 1,607 1,938 2,132 12359 [ 2,498 | 2,079 | 2,731 ME

Number of special
sc.hools for children 5 2 2 2 2 2 2 2 2
with mental
disabilities

Number of children 515 271 228 262 302 300 300 348 MLSPP

Number of general "
type Internat schools 50 38 38 . ]38 37 38 38 39

Number of Children
{in thousands)

194 | 152 16,3 165 |161 171 [176 |178 ME

>

Source; ME

It is the right of every child to grow up in a family environment. The policies needed to help
ensure that this right is realised in Azerbaijan are discussed in Chapter 3.

1.14. Environment

The well-being of the population is also affected by the environmental conditions in which it
lives. Poverty and vulnerability are closely linked to environmental problems, in that land which
has been ruined by environmentally detrimental practices cannot be used for agriculture; polluted
air and drinking water leads to increased health risks for the population.

Azerbaijan inherited several environmental problems from the Soviet period. Environmental
problems are particularly acute in large economic centres such as Baku, Sumgait, Ganja and Ali-
Bayramli. The water resources, land, air, and flora and fauna have been negatively affected by
the Soviet inheritance and also the economic difficulties of the 1990s.

Water:

Water sources are decreasing, while water consumption and supply is wasteful. Only 50% of the
population has piped water. Rivers are lakes are polluted to various degrees. Clean water is
becoming a privilege of the rich, since they can afford filters, minerat water etc. This leads to
increased risk of infection through polluted water for the poorer sections of the population.
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Land:

Degradation of land surface leading to soil erosion, salinisation, is affecting the ability of the
rural population to use the land to generate income. Use of harmful chemical fertilisers means
that they are absorbed into the soil and ultimately penetrated into the food system, with a
negative impact on the population’s health.

Forests:

Forest and woodlands are currently at risk. In particular, insufficient energy provision to the
regions has given rise to harmful use of woodland resources. International experience shows that
creating opportunities for participation of communities and user groups in managing these
resources can help reverse this process. Participatory forest management and monitoring can
have a positive impact on agro-pastoral practices in the areas concerned. Appropriately-designed
tree plantation schemes both on state-owned and private land can improve watershed protection
systemn, and preserve the biological diversity.

Air:

Emission of toxic pollutants into the air is mainly caused by power plants, industry and transport.
Health outcomes for the population living in Absheron peninsula are negatively affected, since
70% of such units are located here.

The other main environmental problem linked to the living standards of the people of Azerbaijan
is the pollution of the Caspian Sea. The livelihood of large sections of the population is
connected with the Caspian Sea, whether due to the oil industry, or the fishing industry. The
Baku bay area can be considered virtually dead from a biological point of view. Attempts are
needed to protect the Caspian Sea from further pollution through limitations on fishing and
prevention of biomass reduction, which in turn will adversely affect the livelihood of many
coastal inhabitants.

Conclusions

Poverty is a multidimensional phenomenon. The new Household Budget Survey in Azerbaijan
allows us to begin to define more clearly the characteristics of the poor in the country. The HBS
data, as well as the results of smaller one-off surveys and administrative sources suggest the
following:

There is a strong correlation between poverty and household size, and children have a higher
poverty risk than the older age groups, including the pension-age group. This has implications
for the design of social assistance and social protection policies: children are a very vulnerable
group in this country.

The older the head of household, the more likely the household is to be poor. The poverty rate
for individuals in households where the head is more than sixty years old is 53%. On the other
hand, individuals where the head is 18-29 years old have a poverty rate of just 38%. Thus
pensioners as a group are not particularly vulnerable, but if the head of the household is of
pension-age, the vulnerability increases significantly.

Access to land is important in protecting the rural population from poverty, but is not enough to
let them use it for income generation rather than subsistence farming.
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The IDP/ Refugee population have a higher than average poverty risk. Not all of this section of
the population are poor, but there are pockets of severe poverty and vulnerability which require
specific solutions.

Rural regions appear to be better protected from income poverty and unemployment, but suffer
more from declining infrastructure, and irregular energy supplies.

Regional differences in living standards are largely connected to the one-sided character of
economic growth in the last vears.



Chapter 2. Current Economic Status

2.1. The macroeconomic background

Although Azerbaijan has started the independent government building and economic
transformation process, it has inherited a lot of problems from the Soviet period. It was one of
only two Soviet Republics which did not receive subsidies from the centre (the other being
Russia), and it ranked tenth in terms of living standards among the 15 Soviet Republics. In 1990,
average monthly wages were approximately 30% below the average for the Soviet Union, and
were 50% lower than those of the Baltic republics. Official statistics from 1990 show that 35%
of the population had per capita incomes below the national minimum subsistence level.

After gaining independence, Azerbaijan was faced with serious political, military, economic and
social problems. It was exposed to military aggression by Armenia, as a result of which 20% of
the country’s territory remains occupied by Armenian military units; and about one million
Azerbaijanis were forced to leave Armenia and the occupied territories. This gave rise to a large
refugee and IDP population, many of whom are still living in temporary accommodation, with
no regular employment, and dependent on aid coming from different channels.

The system of economic relations established under the Soviet Union did not allow for full
development of the country’s ecanomic potential. During that period 80-95% of industrial
produets and 30-35% of agricultural products were exported to other parts of the Soviet Union in
the form of semi-finished products and raw materials. The processing industry was
underdeveloped. The collapse of the unified economic complex resulted in the breakdown of the
system of existing division of labour, a drastic drop in production and increase in unemployment.

At the beginning of 1990s the economy of Azerbaijan was characterised by high inflation.
Actually inflation was impossible to manage at that time. Market mechanisms did not work
normally. There was a deficit of food products in the country. The unstable intemnal political
situation also made it difficult to launch substantial economic reform, and made Azerbaijan
unattractive to foreign investors.

Analysis of the reasons for high inflation and the fast devaluation of the national currency
showed that, along with the decline in production, other factors were an unnecessarily large
monetary emission, and financial institutions inherited from the administrative-command system
which were incompatible with the market economy. The increase of cash volume which had with
no links to the economic situation had paralysed the country’s financial system and served to
increase the uncertainty in the performance of economic units.

In the 1991-95 periods, some policy measures were taken to try to ease social tensions, such as
the periodic doubling and tripling of official wage rates, the establishment of a minimum wage
and the introduction of numerous state benefits and privileges. But these just spurred on inflation
and did not tackle root problems. There was a cumulative real GDP drop of about 60%,
hyperinflation, sharp currency depreciation and a nearly depleted foreign exchange reserve:
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Table 2.1 Economic Indicators, 1990-1994

1990 1991 1992 1993 1994
GDP in real terms (1990=100) 100.0 99.3 768 59.1 474
GDP per capita at current prices, USD 346 98 180 180 218
Investments from all sources of financing (1990=100) 100 79 474 29 54.8
Inflation {CPI}), annual % change - 100.6 9123 11291 1663.5
State budget deficit, % of GDP 0 30 1.5 14.4 9.4
Gross International Reserves (NB), min USD - - - - 164
Foreign trade balance, mln USD - - - - -125
Exchange rate average, AZM/USD - - - 100 1209

Source; S8C

During this period, elements of the market economy emerged and developed to a certain extent,
particularly in trade, service sector, transport, middleman and retail trade, and banking. This
development was, however, often informal and frequently tinged by criminal elements.

All of the above contributed to a continuing slide in the economy and the population’s standard
of living. It is estimated that GDP in 1995 was only 44% of the 1990 level, and that household
consumption expenditures also declined by about 50% in the same period:

Figure 2.1, Inflation, Real GDP and Household Consumption in 1990-1994

Inflation (annual %% change) Real GDP and Household Consumption

1990 1991 1092 1993 1994
1891 1982 1993 1984

Source: S5C

2.2. Achievements

Immediately after Heydar Alivev came to power in June 1993, a degree of social and political
stability was restored in the country, which made it possible to embark on a series of economic
reforms. Since 1995, three government programmes aimed at achieving macroeconomic
stabilisation, structural adjustment, and resumption of economic growth have been launched. A
comprehensive stabilisation programme was launched, supported by the IMF and WB. The State
Oil Company (SOCAR) signed a number of production sharing agreements with foreign
investors.
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Figure 2.2. Inflation, Real GDP and Houschold Consumption in 1994-2001

Inflation {annual % change) Real GDP and Household Consumption
Source: 88C
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As a result of these programmes there have been several achievements. The budget deficit has
been cut from 10% of GDP in 1994 to 1-2%; and credit from the National Bank of Azerbaijan is
no longer used to cover the deficit. The lending rate of the NB has been lowered from 250% in
1994 to 7%; and an adequate gold and foreign exchange reserve has been created, which is equal
to four to five times the value of monthly imports. Currently the strategic foreign exchange
reserve of the country including SOFAR’s assets has reached 1.3 billion USD. This all allows the
effective manoeuvring on the exchange market and contributes to maintenance of financial
stability, low inflation, stable exchange rates, and a rise in gold and foreign exchange reserves.
Overall, the inflation rate has been kept below 2%, falling to 1.5% in 2001 (Figure 3.2); and the
currency made fully convertible domestically within a short period of time.

Table 2.2. Economic Indicators, 1995-2001

1995 1996 1997 1998 1999 2000 2001

Change in real GDP (1994=100), % 882 889 943 1116 1222 1360 1494
GDP per capita (at current prices), USD 319 416 513 571 572 652 709
Investments from all sources of financing (1994=100) 82 172 287 416 403 413 442
Inflation (CPI), annual % change 4118 199 3.7 08 85 18 1.5
State budget deficit, % of GDP 52 2% 24 -18 24 10 04
Gross International Reserves (NB), min USD 250 268 5502 3213 7269 6914 6984
Foreign trade balance, min USD -30 -329 232 641 -105 573 883
Exchange rate average, AZM/USD 4414 4303 3986 3868 4119 4474 4656
Source: S5C

The process of privatisation has been started and more than 29,000 small enterprises together
with over 1,000 medium-sized and large enterprises have been privatised through cash and
voucher auctions. The private sector now accounts for more than 70% of GDP. Land reform was
carried out through the free distribution of over 1.3 million hectares of agricultural land among
rural residents. They have the right to buy and sell plots. The result has been the establishment of
more than 40,000 individual farms and 5,000 other farming units.

Foreign trade has been liberalised, making it possible to increase foreign trade turnover. Thus,

balance of payment and foreign trade are in surplus now. Preliminary work has been completed
to prepare for accession to the WTO and bilateral and multilateral negotiations are on-going.
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Table 2.3 Structure of Direct Foreign Investments by Sector, in mln. USD

[1994 [1995 [1996 [1997 [ 1998 | 1999 [2000 | 2001

By sectors

Industry 44 162 467 916 1148 | 773 604 851.5

Of which oil sector 22 140 417 780 944 553 574 8205
Construction 25 20 32 104 154 29 31 25
Trade and services 45 21 23 74 100 55 17 26.1
Transport and communications 4 4 6 21 37 38 17 36
Other 32 11 12 40 41 42 286 153.4
Source: MED

Stabilisation of the monetary situation allowed more determined steps to be taken to deepening
the banking sector reforms, along with increasing business activity. The restructuring of state
banks has been accomplished, and important steps have been made to consolidate and capitalise
privately-owned banks. Currently 47 banks are operating in Azerbaijan: two of them with state
capital and 14 with the participation of foreign capital. Certain steps have been made in terms of
improving banking services in the regions and as of 1 July 2001 the number of bank branches
was 192. Efforts have been made towards bringing the accounting system, payment system,
banking supervision and banking legislation up to international standards, to develop financial
markets and to build capacity for banking personnel. As a result of recent measures, the real
growth in credit investment to the economy had increased six times over the last seven years,
including long-term credit investment — 3.6 times, deposits of population — 13 times, cash
volume in AZM — over 4 times, while consolidated bank assets had increased to 17% of GDP,

Structural reforms have been carried out at the institutional level, in about 30 ministries and
other state organisations and new joint-stock companies created, the quota system abolished,
export tax eliminated, etc.

In the 1995-2001 periods, the pattern of economic recovery was dominated by the oil sector; at
the same time the economy registered economic growth across different sectors, including
agriculture. In 2001 compared to 1995, GDP has increased by 2.5 times, industrial production by
3.5 times and foreign trade by 2.2 times.
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Figure 2.3 Structure of GDP, 1995 and 2001
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The key poverty reduction strategy aims were outlined in the previous chapter. The challenge for
the government is to implement economic and fiscal policies which support these aims. In
particular, fiscal policy has to reflect the aim of maintaining macroeconomic stability; economic
policies have to support the aim of promoting income-generating opportunities, and to promote
development of the non-oil sector and regional development. Both fiscal and economic policies
have to reflect the need to obtain public and private sector investment in infrastructure. The
policies to achieve these aims are presented in Chapter 4.
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Chapter 3. Social Policies Aimed at Poverty Reduction

It has been noted that economic growth has been increasing during recent years. But, the living
standards of the population have not yet reached an acceptable level. Increased inequality in
income distribution, growing differences between Baku and the rest of the country are the
important issues 1o be tackled.

Thus, while the main overall directions of economic policies now have to be to make sure that
broad sections of the population have access to income-generating activities; the main aim of
social policy is to ensure income re-distribution. While the former has the aim of achieving
structural adjustments in the economy and further stimulating the private sector by ensuring
growth in the non-oil sector and regional economic development, the second one requires the
development of a comprehensive and cost-effective system of social protection.

3.1. Social Insurance and Social Assistance Reform
Social Insurance Reform

The current social protection system in Azerbaijan comprises mainly of provision of social
insurance and social assistance. Azerbaijan inherited the foundations of this social protection
system from the Soviet period. Since 1997, there have been some changes introduced to the
system, however there has been no fundamental reform of either social insurance or social
assistance. Thus while socio-economic conditions have changed dramatically, the system of
social protection has not been adjusted accordingly.

In principle social protection benefits can be divided into those of a “social insurance” type, and
those of a “social assistance” type. Social insurance benefits are designed to protect individuals
from falling into poverty when special events occur (e.g. old age, disability, and unemployment).
Pensions are financed from social insurance contributions that are made by the working
population (and employers). The size of the pensions should be linked to the length of
contributions. Unemployment benefits are funded from employer and employee contributions.
Social assistance benefits on the other hand, are financed from the state budget. There is a need
for redistributing resources to insure that the poor have a minimum consumption level. One of
the main problems in Azerbaijan is that there is no longer any clear separation between these two
social protection schemes particularly with regard to old age pensions. This is because the size of
the pension received by a former contributor does not correspond to the amount and length of
previous contributions and state supplements are paid to pensioners and funded trom the state
budget.

With regard to social assistance, there is still a heavy reliance on redistribution based on
categories of the population rather than on need. As a result, existing resources have been spread
very thinly over a large section of the population, rather than providing meaningful support to a
more restricted number of the poorest sections. Until now there has been no survey data, no
poverty line, nor the necessary information base for studying poverty and need; nor has any
effective means-testing capacity for targeting the most vulnerable been developed. Another
problem is that there is a multitude of different small benefits, making application and receipt of
social assistance benefits unnecessarily complex.

The government is committed to carrying out reforms in the energy sector, and to removing
explicit and implicit subsidies in order to guarantee sound market conditions. However, this will
involve a notable increase in the energy bills for most households, and not all households will be
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able to afford these increases. It is therefore essential that a new social assistance programme be
developed and introduced in parallel to the energy sector reform. This new programme should
target assistance specifically to low-income families.

Another problem has been the inefficient way of administering both social insurance and social
assistance, with various different organisations being involved in the collection of dues, delivery
of benefits and services.

The main objectives with respect to social insurance reform are as follows:
- Achieving reliable provision of pensions to the population;
- Increasing the role of pension provision in improvement of welfare of the population and
adjusting this system to the principles of market economy
- Ensuring full collection and meaningful use of contributions;
- Increasing the efficiency of pension provision system by improving its administration
- Creating a link between social insurance contributions and size of pensions.

The President of the Republic of Azerbaijan approved a concept paper on the “Pension Reform
in Azerbaijan” in 2001 July 17. The concept paper outlines the provision of a mandatory social
insurance pension, where the pension rate will be based on each participant’s amount and length
of contribution. It separates out the roles of mandatory pension insurance and social assistance
benefits. For those who have not acquired the rights to receive social insurance pensions during
their working life, the social assistance system will be responsible for providing adequate
protection. In a later phase, the concept envisages the establishment and development of a
private pension system based on voluntary participation.

The concept paper outlines the steps the government will have to take in order to reform the
pension system.
1. Design of a new soclal insurance system;
2. Establishment of an effective administrative structure for an efficient management and
delivery of pensions;
3. Development of an automated social insurance and pension system based on individual
accounts.

The introduction and use of forecasting models will play an important role in the development of
the new pension system. It will permit the modelling of various scenarios regarding the
demographic composition of the population, economic development, the size of the formal
labour market and the social insurance contribution rates, and improving the legislative
framework accordingly. An improved legislation for the compulsory pension system will specify
the retirement age (gradual elimination of occupational privileges, equalising retirement age for
men and women in phases), the compulsory social insurance contribution period (increasing the
minimum period) and shares of the social insurance contribution to be paid by employers and
employees (gradual equalisation of this share), the calculation of the pension size (number of
vears and reference wage taken into account), and possible indexation. Social pensions, and
pensions which are not based on social insurance contributions will be paid from the state
budget.

Administration of the pension system will be concentrated in a new established executive body.
This executive body will be responsible for collection of pension contributions, keeping and
fulfilling individual records, control on provision of pensions, collection of statistic data about
modifications in the levels of pension expenses and income.
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The most expensive part of the envisaged reform of the social insurance system is the
development and implementation of an automated system for the management of pensions and
social insurance policies based on individual accounts. Major investment are needed in this area.
The government already prepared legislation that will enable the introduction of individual
accounts in Azerbaijan and some preparatory work has been done with the assistance of the EU
TACTS. The introduction of individual accounts has to be planned carefully, and the same
applies to the needs with respect to information technology. An IT plan would specify the
necessary hard and software, the data management methods and the financing sources. Based on
a model office, the government plans to assess the needs for a new fully automated
administration system. However, the government wilt need additional assistance in order to
finance and implement the desired system. Once there is an administrative system, which allows
the storing and management of individual records, individual pension numbers can be issued, the
benefit formula will be revised, making it possible to have more differentiation in pension levels
thereby increasing incentives to contribute to the social insurance system, and finally making it
financially sustainable.

Social Assistance Reform

The main task for the government with respect to social assistance policies is to define an
effective safety-net strategy that will enhance the targeting efficiency, support the poorest and
most vulnerable groups and will mitigate the social impact of new public utility policies in the
short-run. The following are the main objectives for reform of the social assistance system:

1. Ensuring that social benefits are targeted to the poor and that the policies are efficient and
effective;

2. Adjusting the system of social assistance to the developing market conditions, and
increasing the efficiency of social assistance provision through improving the
management and administration of social assistance system.

The government has already done some work in the area of social assistance. With the assistance
from EU TACIS, a pilot preject has been developed in order to test some of the envisaged policy
principles. In order to develop an improved system of targeted social assistance, the following
six sets of policy actions have been identified. All actions are of similar priority and are to be
executed more or less simultaneously.

Establishment of an effective administrative structure;

Development of the necessary legal framework for targeted social assistance policies;

Development of a Social Assistance Strategy paper;

Development of a targeting mechanism for the identification of the poorest and most

vulnerable groups of the population,

5. Creation of a system of adequate compensation for the poorest against the impact of new
public utility policies;

6. Creation of a monitoring and evaluation system for the development and implementation

of social assistance policies.

Wik —

The main task for social assistance reform is to remove subsidies and the current array of small
allowances, and to replace these with one social assistance benefit that is targeted to poor
households. These social assistance benefits will be financed from the state budget in order to
keep them strictly separated from insurance-type benefits. The preparation of a strategy paper is
the first step in the development of a revised social assistance system and includes the
formulation of the overall objective of social assistance policies. It has above all to identify
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monitoring indicators for the evaluation of social assistance system. The result 15 a streamlined
menu of benefits. Ex-ante evaluation and social budgeting methods will help to estimate the
amount and costs of the new benefits and set eligibility rules. Considering the limitations of the
state budget in the coming years, the new social assistance benefits (amount and eligibility) are
going to be based on the budget limits of the government.

One of the main policy priorities that have been identified for the reform of the social protection
sector is to improve the targeting of the social assistance benefits. The limited resources
available have to be well targeted, reaching the poorest and most vulnerable groups of the
population in order to ensure an effective safety net policy. In order to set per capita income
limits, more precise information on poverty is needed. If the purpose is to bring household per
capita income up 10 a certain minimum level, then that level has to be set taking into account
fiscal constraints, Work on this is being carried out now, and will be further developed. Another
principle of the social assistance should be administrative simplicity: the system for applying and
assessing eligibility has to be made as simple and transparent as possible. In order to assess
eligibility, a new system of means testing will have to be developed and introduced, i.e. targeting
can no longer be done on the basis of “categories”. Since widespread employment in the
informal sector makes estimation, checking of earning levels and formal income very difficult, it
will be important to develop alternative approaches to means-testing, using, for example, proxy
means-testing.

While the last sections have identified measures to be taken in the short to medium run, it is
planned to develop a short-term strategy that will cushion the effects of envisaged changes in the
public utility sector. The energy sector is planning to gradually improve the payment compliance
rate of its clients and to increase energy prices in the future to reflect a more realistic price level.
An increase in payment enforcement will hurt the poorest proportionally more. An energy price
increase will have an even more serious impact on their living standard and the available income
to consume other basic necessities. The government is therefore initiating a study outlining the
preconditions under which it is meaningful to install a benefit compensating for the removal of
utility subsidies. The results will be presented in a policy paper together with a proposal for the
type of support to be offered as well as the target group that is going to benefit. The
compensation is only a temporary support and will be reconsidered together with all other social
benefits as outlined above.

Monitoring and evaluation of policies is a crucial element in any reform process and 1s necessary
for the development of sound policies that are effective and efficient. The need to establish a
monitoring and evaluation system is immediate. Monitoring of the policy starts immediately with
its implementation. Therefore, a monitoring plan has to be outlined simultancously with the
policy proposal. It includes the definition of monitoring indicators. Data for these indicators need
to be collected during the policy implementation and evaluated. The government and the public
need to be regularly informed about the failure or success of a certain policy and of social
policies in general. Therefore, a monitoring system should be nstalled and a Poverty Monitoring
Unit given the responsibility for regular monitoring and evaluation of the implemented policies.
It is fully understood that only systematic evaluations will help to improve the existing policies.
Some necessary work will be carried out at the Poverty Monitoring Unit towards training and
capacity building for analysis and evaluation of policy outcomes. Poverty has to be monitored
constantly in conjunction with menitoring of the effectiveness of social assistance policies in
protecting the poor. :
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3.2. Social Protection of Most Vulnerable Groups
Children in Institutions

It was noted in Chapter 1 that there has been an increase in the numbers of children in
institutionalised care in recent vears. This has detrimental effects on children’s education and
development. The increase in the numbers in institutions is partly due to the increasing inability
of poor families to feed and cloth their children.

The government is concerned to develop alternative strategies in order to prevent children being
put in state care. These strategies are being developed with the support of NGOs and
international organisations. One good example is provided by Youth Azeri Parcel Service
(YAPS) started in 1997 with the support of UNICEF.

In recent years, a number of programmes and laws have been adopted which address children’s
issues, including the Family Code. More responsibility for child welfare is being delegated to the
local executive powers, however these bodies need assistance in building up capacity to take on
these responsibilities. The main thrust of the child protection strategy is to prevent children being
put in institutions and to develop alternative policies aimed at providing support to families in
need. In order to achieve this it is necessary to:

» Develop new family support services to try to help families who are having difficulty in
caring for their children

= Develop services for families with children that need special care

» Develop legislation on foster care, as an alternative to institutional care

= Rationalise the resources currently spent on institutions for children, and direct the
savings towards supporting families and re-integrating children

Crucial to all of these four strategies is the development of social workers as a profession
Azerbaijan, There is therefore also a need to develop a curriculum for social worker training, and
to organise training courses in the Ministry of Education in collaboration with higher education
institutes. Training and re-training will be required, as social workers will need to increase their
skills in family social work and care.

Family Support Social Workers will be trained and they will work with families who are in crisis
or have social problems. It is considered advisable to start by training existing staf’ within
children’s institutions. They can take on some of the initial tasks of working with families in
need of support, and help with the re-orientation of the old policy. They will also work with
children who are already in institutional care to help their parents or relatives to regain the child
from state care. Once social workers are trained and active, they can also get further training in
the methods of recruiting, assessing, selecting and supporting foster families. Foster care families
will also have to be trained initially to assess for themselves whether they have sufficient
motivation and capability to take care of other children.

Social care centres will be created (at the local offices of the MLSPP or at existing children’s
institutions ), which can serve as information and service centres for foster families with children
that need special care.

It should be stressed that this approach requires training, and some re-organisation, but that it
does not require large budget implications. Initial assistance will be required to train and pilot the
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system, but recurrent costs should be covered by savings from the cost of keeping children in
institutionalised care.

This strategy will require an inter-sectoral approach involving the MLSPP, the ME, the MYTS.
It is also proposed to establish a State Coordination Council on child problems at the Cabinet of
Ministers. At the local level the (city and district) the commission on minors should be involved,
as should the commission on guardianship and adoption.

The Disabled

Apart from social benefits to the disabled, mentioned above, the main policy direction 1s to
integrate as far as possible the disabled into society. The government will continue to install the
necessary facilities for the disabled in transport and public places. It is planned te increase the
number of centres such as Para-Olympic health-sport centres for the disabled. Rehabilitation
services and centres will be developed, with special emphasis on providing services in the
regions.

3.3. Labour Market, Wage and Employment Policy

It was noted in Chapter 2 that economic growth has been achieved since 1995, But that growth
has not been sufficiently accompanied by increases in productive employment. Economic and
" social policies have to complement each other, with the end aim of ensuring more equitable
growth. In a market economy, the state plays a limited role in the direct creation of jobs. Its role
is rather to stimulate entreprencurship and create a favourable business environment. Policies
aimed at these objectives are comprehensively discussed in Chapter 4.

Wage Policy

The average monthly wage in 2001 was 260,000 AZM (55.8 USD), although there are
significant regional differences in wage levels (there 1s no gender dlsaggregated data on average
monthly wage).

Wages from employment are one of the main contributions to the household budget, and are
therefore crucial in ensuring household welfare. The state can do little directly to influence the
size of wages, since in a market economy wages are defined by supply and demand in the labour
market. The role of the government consists in creatmg conditions, which allow the market to
function more effectively.

The government sets a minimum wage in order to protect the low-skilled and low-income
workers. This is currently set at 27,500 AZM (5.7 USD). The minimum wage will be adjusted
upwards, following increases in economic growth and productivity.

In the public sector, the government is developing policies to deal with increasing the low level
of wages, and rationalising staffing structures. Low wages in the health and education sectors
mean that the better-qualified staff is leaving the sector. The MTEF envisages an increase in
expenditure to raise wages in these sectors. In education wage increases will also be
accompanied by a gradual reduction in the numbers employed in the sector. It is also planned to
introduce regional wage coefficients in the public sector.
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The government is also committed to decompressing wages for civil servants. A wage structure,
which takes into account the different responsibilities and functions will provide a better
incentive for individual civil servants and should make them more motivated and productive. A
more professional civil service should help improve the efficient allocation of available financial
resources and increase the quality and delivery of public services.

Wages in other scctors will be largely determined by the market. As part of the redefining of the
state’s role in the economy new regulations are being worked out to govern the tripartite
relations between the state, employers and employees.

Employment Policy

At present one of the main directions of State’s employment policies is the development of the
government’s employment policy aimed at social efficiency of employment of the population
and rational use of labour force.

One of the main concerns of the government is significant redundancies associated with
enterprise privatisation and restructuring, A list including 450 enterprises in machine building,
oil, chemical, and trade sectors has been prepared to be privatised during 2001-2003, which will
eventually lead to significant layoffs. As noted above, increases in wages in the educational and
other public sectors will be accompanied by rationalisation measures, which will also result in
redundancies. The task of the state is to get ready for these redundancies, and make sure that
labour market policies are in place to help those affected by them.

The social protection measures described above will minimise the risks for individuals affected
by restructuring. Unemployment benefits should help in the first six months, and then targeted
social assistance should be available to those who have not found alternative employment.
However, the restructuring has to be accompanied by policy measures, which encourage
investment and development of the private sector, so that this wave of redundant individuals can
find new and productive work activities.

In order to facilitate this process, the government intends to develop micro-credit schemes, and
also establish entreprencurship support centres to promote the development of private enterprise
in the regions.

In all cities and villages of the Republic, as well as in Baku, the Employment Department of the
MLSPP will continue carrying out measures, such as vacancy fairs and labour exchanges.

The government also intends to reform the system of vocational education in order to ensure that
the training being offered in the vocational education institutes matches the skills required i the
current labour market. The system of vocational education in Azerbaijan covers 105 educational
institutions with 22,000 students and 5,000 pedagogical and other staff. It was pointed out in
Chapter 1 that graduates of vocational education are one of the groups highly represented among
the registered unemployed.

Vocational education is currently provided by the system of professional schools under the
Ministry of Education. The Ministry of Education plans to draw up a policy paper setting out
how it sees the objectives of a reformed vocational education system. The training offered has to
be re-orientated to the needs of a growing private sector.
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It is necessary to regulate and give flexibility to the institutions of vocational education in
designing their educational plans. It is necessary to arrange a connection between small and
medium enterprises and the system of vocational education. In the framework of social
partnership (with participation of state organisations, private enterprises, non-governmental
organisations, etc.) it is necessary to develop services of employment for the graduates of
technical colleges and universities.

Apart from this, training courses will be organised to help women engaged in crafts and
agriculture to develop their skills and find outlets for their products.

Information and Monitoring

There is a need for reliable data on the labour force and employment in designing the
development of passive and active labour market policies. Special and regular labour force
monitoring is needed to analyse the data on economic migration, employment, underemployment
and unemployment, including seasonal, occasional and informal employment, earnings and
incomes generated; working hours, by occupational groups, regions, in the formal and in
informal sector, houschold production, etc. The absence of special, regular and reliable
information on the labour market does not allow flexible adjustments in labour market
interventions by the government. For this reason, there is a need for a regular labour force survey
to be carried out and for training to be provided to local experts in the use of labour force survey
data for policy analysis.

3.4, Education Reform

Azerbaijan started the transition peried with relatively good education indicators. However it
was shown that at present Azerbaijan is struggling to sustain achieved education outcomes and
that it is also struggling to re-orient its education system to the needs of a market economy and
an independent country.

With regard to poverty and equity, there is little or no evidence of differences in access to basic
primary/ secondary education (classes 1 — 11), although there are concerns about differences in
the quality of the teaching, facilities, and access to textbooks at this level.

For the long term, poverty reductien is dependent on investment in the country’s human capital,
Growth in labour productivity will also require a highly qualified workforce. Continuing
investment in education will be required to develop a skilled and well-educated labour force. As
mentioned above, there is an urgent challenge to redefine the goals of vocational education in
order to provide the future workforce with skills which are relevant to the new market
environment.

The overall strategic objectives of policy measures in the education sector are: (i) to provide
equity in access to good quality education, including removal of differences in quality between
urban and rural areas; (ii) to ensure that the content of education is revised and teaching methods
modernised; (iii) to improve the motivation of teachers through increased wages and bonus
system based on performance evaluation; and (iv) to ensure that vocational education provides
skills appropriate to market economy.

In 1998 a State Reform Commission was established to help the government carry out the reform

process in the education sector more effectively. The Reform Programme was approved in June
1999, and was launched at the beginning of the 1999/2000 school year.
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The following policy directions will be pursued to tackle the problems outlined in Chapter 1 with
regard to falling standards in education, and to achieve the above strategic objectives:

» Ensuring equity in the quality of primary and secondary education by guaranteeing text
book provision to all pupils;

e Improving the quality of teaching by rationalisation of staffing, increasing teachers’
salaries; and introducticn of a bonus system based on performance evaluation

» Improving the quality of the content of education through curriculum development, and
changes in teacher training and re-training

¢ Improvement of the material-technical base of educational institutions, in order to
guarantee a basic standard of school environment for all pupils

» Establishing Special Assistance Funds at the local (raion) level to help poor families
provide clothing and materials for their children to attend school

+ [Introduction of new educational technologies; improving training of pupils and teachers
in use of information technology.

» Improving the life skills of adolescents by incorporating reproductive health, healthy life
style and gender issues into the school curriculum

e Improving equality of opportunity of all young people to embark on higher education by
developing a new grant system based on some type of means testing

¢ Improving early childhood care and development though establishment of alternative
institutional, family and community based facilities to ensure equal access to pre-school
education

¢ Increasing equality of access to learning materials by improving school library services

o Introduction of a more decentralised flexible budgeting system and improving
transparency in this context.

e Improving the system for regular monitoring of quality and access to education

1. Improving equity in the quality of primary and secondary education by guaranteeing free
textbook provision for all pupils

In schools today, one of the most urgent problems concerns textbooks: on the one hand, there is a
lack of appropriate and necessary textbooks and other educational materials; and on the other
hand, poor and needy families are unable to purchase existing textbooks due to financial
difficulties. It is therefore necessary to take measures to ensure (i) that new textbooks are
developed, and (i) that both old and new textbooks are available for all schoolchildren,
including the children from poor and needy families.

2. Improving the Quality of Teaching

All teachers are paid from the state budget and the average wage for the education sector is low.
The best teachers are leaving the profession, and those remaining have little incentive to improve
the quality of their work. The number of male teachers has more than halved in recent years.

Increasing teachers’ wages would contribute to reducing the pressure to make informal payments
to teachers, which also penalises lower income families.

Presently, there are 1,658,000 students and 163,200 teachers (i.e. 10 students per teacher) in the
primary / secondary schools (the obligatory 11 year school) of Azerbaijan. For comparison it is
to be noted that the average international indicator is 17-18 students per teacher. Therefore, one
of solutions of this problem would be a reduction in the total number of teachers and
consequently increasing the basic wages. Bonuses for teachers should also be paid on the
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principle of «experience and knowledge», instead of age characteristics, and the criteria for
hiring and promotion should be merit-based.

All these factors influence the quality of teaching and efforts that the teacher puts into the work.
It will be possible to develop a system of classification ranks for teachers, professors, senior
lecturers and other faculty staff. In accordance with this system it is possible to introduce a
system of bonuses for those teachers, who participate actively in the improvement, development
and introduction of new ideas, methods and technologies in the educational system of
Azerbaijan. Such an approach will considerably increase the efficiency of education process, as
well as the motivation of Azerbaijani teachers.

3. Improving the Quality of Curriculum and Teacher Training and Re-training

It is essential to update the content of education ensuring the continuity of the programmes for
various levels of education (each preceding step should completely meet the requirements of the
following). During the period of realisation of the Reform Programme it is necessary to shift
from rigid standardisation of education into a personality-oriented education; also considering
the particular interests of poor and needy sections of the population.

There is not only a shortage of textbooks; most textbooks are based on outdated curricula. There
is a need to redesign the content of primary and secondary school education.

There is also a need to invest in and improve the system of training and retraining of teachers
and managers at all levels of the educational system. As part of the reform, the content of the
curricula will change (what is taught); and also the methods used to teach (how it is taught).

There is also a need to explore possibilities of introducing new information technology mto
school curricula and into teacher training institutions. All of these issues are being addressed
under the current Education Reform Programme. '

4. Improvement of material and technical base of educational institutions

This is the policy direction associated with most expense, ie. the improvement and
modernisation of the existing material-technical base of the education sector: construction, repair
works, reconstruction and re-equipment of classrooms, laboratories and other facilities.

At present, the condition of the material and technical base of educational institutions and
especially secondary schools does not correspond to accepted international standards and
requirements. Because of the shortage of budgetary funds, almost no school construction and
sufficient purchase of inventory, technical equipment, etc. has been possible in Azerbaijan in the
past ten years. As a consequence, in many schools, especially in the schools based in rural areas,
there is no opportunity for introduction of new approaches and technologies in the educational
process.

School buildings and the material base of education are in decay. Rates of capital investment
have sharply decreased. The majority of schools work on a 2-3 shift basis, many of the school
buildings need to be repaired. It is unrealistic in the short-mid term to try to solve this problem
purely through use of budget funds. A more optimal and effective settlement of the problems
could be an increase in state financing coupled with attempts to attract additional off-budget aid
to support the schools (partial self-financing). A certain part of the population (parents,
businessmen and others) could be asked to undertake some portion of school expenditures. At
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the same time it is important to introduce some financial incentives for this (including exemption.
of these contributions from tax).

Today there are also problems in the distribution of various educational institutions (including
specialised education) throughout the country, including Baku. For example, in Baku most of
special educational institutions are located in the centre of the city, which again leads to lack of
equality in the access to them: it is difficult for talented children and the children from poor and
needy families, living in the suburbs and outside of the urban areas to attend these schools. In
some rural areas, schools with only 9-year education cause problems for pupils in the 10™ and
11" grades. This means that providing a certain quality of educational services in each city
district and each region of the country, and the establishment of 10™ and 11™ grades in rural
schools must become a priority policy.

5. Establishing of Special Assistance Funds at the Raion Level

The children from poor households can be prevented from attending school due to lack of shoes
and clothing. Such households also cannot afford the relatively small expenditure required for
other school materials, such as pencils, pens etc. It is therefore proposed to set up Special
Assistance Funds, to be administered at the local level with the participation of the
municipalities. Local knowledge of living standards and of the families’ situation will be used to
identify those households which are in need of such help.

6. Introduction of new educational technologies

One of the main priorities of the Ministry of Education is to establish a computer-integrated
educational system in Azerbaijan and to create an environment for children from poor families to
have access to information technology. In this area the Ministry of Education plans to cover the
whole range of inputs: all necessary training materials (computers), software and other
educational systems, constant training of teachers and technical support.

Introduction and organisation of financing of distant education should be carried out m
accordance with a specially developed «National Programme of Distant Education» that will
considerably improve the efficiency and quality of educational services, especially in regions.
The programme should provide a needs-analysis for the system of distant education in the
country, new educational plans with integration of new technologies, implementation plans, etc.

Creation of such a system can also facilitate the establishment of an education monitoring system
based on modem technologies. Distant education is an important way to improve access 1o
education and training. The respective departments of higher educational institutions can enable
the students in the remote regions who do not have opportunities to attend the classes regularly
{mainly students from poor and needy families) to receive fresh knowledge and skills.

It is planned to create regional educational technology centres with elements of distant education
(completely equipped with computers etc.). Thus, the Ministry of Education can solve through
computer technology some of the problems of guaranteeing access to education of children from
poor and needy families, and also to families of refugees living in regions, enabling them to have
access to the modem educational programmes.
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7. Improving the Life Skills of Adolescents

Adolescence is a crucial period for ensuring that young people make use of their capabilities and
the opportunities available to them to limit the risk of being poor in the future, or to help them
move out of poverty. It is also a period in life when young people tend to take risks, or be open
to peer pressure to experiment with drugs and other forms of substance abuse.

It is therefore planned to introduce lessons on reproductive health, healthy lifestyle and gender
issues in the school curricula. Support will also be given for the establishment of extra-curricular
activities and resource centres for young people, through which the development of life skills can
also be encouraged.

8. Equality of Opportunity to Enter Higher Fducation

At present, non-paying students’ of state higher and secondary qualification educational
institutions receive a monthly grant of as noted below.

Table 3.1. Monthly Grant Received by State Higher and Secondary Education Students

. Amount of Grant
Level of Education in AZM in USD
High Education 16.500 - 18.500 35-38
Techmnical College 15.500 - 16 500 32-34

Source; ME

Every year the government spends 17-18 billions AZM (3.5-3.7 mln USD) for these purposes.
However, the grant is not sufficient to cover basic needs. Therefore, it is necessary to increase
the size of the grants. There is a need for a means-testing system, which would allow grants to be
given only to those who cannot afford to study. Thus the available resources would be targeted
on those who really need it.

9. Early Child Care and Development (ECCD)

Early Child Care and Development (ECCD) is an integral part of the Education strategy. It has
traditionally been provided through pre-schools and kindergartens. However, in recent years, the
number and quality of these facilities has decreased with the declining ability of the national and
district level social systems to support this public service. Total enrolments and gross enrolment
rates (GER) have both declined significantly since 1990. Provision and participation in early
childhood education in rural areas is particularly low (GER of less than 10%) compared to urban
arcas (GER of almost 25%). A further issue relates to gender parity. In all areas of the country,
fewer girls than boys attend early childhood education programmes and this disparity is
particularly significant in urban areas. Moreover, very few IDP and refugee camps have some
kind of organised care for young children.

The formative role that public kindergartens played in ECCD has been shifted to the home where
the stresses of the cwmrent transitional period make parental education and improving
opportunities for ECCD more urgent than ever.

7 All students have to sit an entrance exam to be admitted to higher education. A certain proportion (those with the
highest marks) are entitled to free education, while some (those with lower marks) are offered places for which fees
have to be paid.
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To arrest the alarming problem of declining welfare of the general population of children and
especially the most vulnerable poor and IDP/refugee's children, the government intends to
facilitate the development of child-centred community and family-based kindergartens.

It is also proposed to raise parents' knowledge, skills, and awareness of childhood care and
development, by promoting good parenting skills, and stressing the importance of supporting
children's education through media, advocacy, and educational programmes.

10. Improving Equality of Access to Learning Materials through Better Library Services

School libraries currently suffer from a deficit of books, particularly ones in the Latin alphabet.
Stocks are old, and mainly in Cyrillic. The government proposes to support the publication of
new textbooks, literature and scientific books in the Latin alphabet. These new books will be
supplied to school libraries, so that children from all regions and sections of the population have
the possibility to use them. It is also intended to introduce information technology in the
libraries, and use them as centres where children can have access to the Internet.

11. Efficient and Flexible Management of Budget

One of the main directions of reform is to move away from the very centralised model of
educational management inherited from the Soviet period. Decentralisation of management will
improve management efficiency and contribute to the process of moving away from the model of
teaching where the student is the passive receiver of information.

With regard to the budget, the Ministry of Finance is responsible for allocating funding to
schools, early childhood institution and all other education institutions. For general schools the
allocation is done through the District Finance Offices. There is a need for schools to have
greater control and independence in the aliocation of their budgets.

Since 1997, schools have been permitted to have special bank accounts, which can be used for
funding provided by sponsors, parents, and local companies. (Funds from the state budget are not
kept in these accounts). Such funding is used to improve the material basis of schools. Although
the district education office is responsible for paying non-salary items, the budget is usually in
deficit. Therefore there is a continual shortage of funding for repair and maintenance of school
facilities and for supplies.

It is necessary to increase the autonomy and financial independence of schools. Broad autonomy
in running the school budget will increase the efficiency of schools. With a flexible and
transparent budget system, the saved financial recourses can be transferred from one budget item
to another. This would increase the motivation among management at the schools. The financial
contributions of individuals, local and foreign companies to educational establishments should
be given a legal basis and be tax-exempt.

Decentralisation of the education system can be an auxiliary tool in organising the necessary
support for development of educational system. However the state should keep the necessary
control in places, so that the standards of education are observed in all areas of the country. This
process should include careful control and regulation of the activities of local authorities. It 1s
necessary to determine the possible forms of decentralisation and, for example, with this purpose
to organise one pilot project in one pilot region.
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12. Monitoring the Quality of and Access to School Education

To have regular and reliable information on the quality of education in different regions of the
country for policy formulation, there is a need to develop a new national system of student
assessment for the 1-11 classes. Equality of access will be better monitored through regular
collection and monitoring of school attendance rates, disaggregated by gender,

3.5. Promotion of Culture and Protection of Cultural Heritage

The cultural heritage is a valid indicator of any nation’s creative capacity. Its protection and
development is an integral part of human societies’ progress and their aspirations for higher
achievements beyond mere economic spheres.

Azerbaijan has a rich and varied cultural heritage, as reflected in its many museums, public
libraries, music and arts schools, monuments, parks, archeological sites, a number of them with
international reputation. The sheer number of its artists, musicians and crafispeople, from all
ages and regions, denotes the fact that cultural education has been a long-standing feature of the
life style in this land.

As a country in transition, Azerbaijan is experiencing a sharp decline in the overall conditions of
its cultural set up. Most of its public cultural outlets (museums, libraries, parks, theatres and
concert halls) are in dire need of repair and upgrading. This 1s due to the weakening of the
system whereby public funding would be available both for the infrastructure and for the
students and staff engaged in the arts. Whatever the cause of it, the decline in arts and the loss of
cultural heritage are not compatible with the overall goals of economic development. The
government has outlined the main strategic steps for turning the declining trend, and for
promoting the cultural dimension within its overall poverty reduction goals.

Cultural Development and Poverty Reduction

As pointed out throughout the document, poverty is a multifaceted phenomenon, and
encompasses income and non-income factors. The government plans for fostering the cultural
heritage and development and its further development will have an impact on its overall poverty
reduction efforts in two main ways. These are reflected in details in the Policy Matrix.

The current level of salaries and wages in the arts are particularly low at the moment. Through
increasing the wages and salaries for the arts teachers (as part of the overall improvement of pay
system in the education sector) and the other service staff in public cultural entities, there will be
an improvement in the living standards of the people concerned. This will be followed by other
incomes policy measures, such as decompression and rationalisation. This economic incentive is
also aimed at improving the quality of services and the development potential, making the
cultural activities more attractive to the public.

The second main economic tool for reducing poverty through development of cultural entities
comes in the form of public spending on rehabilitating and upgrading a selection of public
libraries, museums, theatres and arts venues, particularly in the regions. This will generate some
new jobs, as well as demand for complementary activities such as construction, transport,
printing and other sectors.

On the non-income aspects of poverty reduction, the government intends to encourage and
improve access to the arts schools, arts professions and cultural entities, particularly to the poorer
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sections of the population and the IDPs. Social exclusion, as pointed out in Chapter 1, is one of
the hidden faces of poverty. Expanding and improving equity in the access, information, and
choice of social activities and participation is therefore a crucial component of poverty reduction
strategy.

The following illustrate the links of culture with other goals of the poverty reduction strategy,
like private sector development, regional development and human capital development.

Private Sector Development

Like most other countries in the world, the fundamental development and maintenance of
cultural heritage remains within the public funding domain as an integral part of government
policy. However, through linkages, the private sector can be induced to participate in
complementary activities. This includes various training programmes, organising artistic events,
cultural site tours, transport, information technology and publishing, as well as other retail
activities. Moreover, some of the cultural sites can be managed by the private sector. All these
will have a direct impact on income generation, and are fully in line with the government
development policy.

Regional Development and Tourism

By expanding the cultural attraction in the regions, mainly through the initial public funding in
rehabilitation of viable entities, tourism may be further developed. However, the government
will use every caution to be selective in its funding, where there are obvious and relevant
prospects for job and income generation and / or where access is very important to the public,
such as public libraries and arts schools. Development of tourism can also have a function of
encouraging local-level participation in implementation and menitoring of related activities.

Development of Human Capital

Promotion of cultural activities and more equitable access will have a direct and immediate
impact on enhancing the current wealth of cultural capabilities in the country. It will also
complement the government’s efforts in bringing about a more equitable distribution of
resources and prospects for fulfilling individual potentials in the years ahead. Lastly, a successful
rehabilitation of cultural entities will do justice to Azerbaijan’s international image in this
sphere, and thereby facilitating influx of external resources and arts grants when appropriate.

3.6. Health Sector Reform

In the first half of the 1990°s the situation in the health sector dramatically deteriorated: there
was a decrease in real wages in the sector, lack of funds meant that immunisation programmes
could not be fully implemented and there was an increase in infectious diseases, and health
indicators worsened (Chapter 1). From 1995 onwards, a series of measures were undertaken to
improve the situation. As part of this, changes were made in some medical services, and there
was some privatisation of the health care services, particularly the pharmaceutical part. In 1998,
a State Commission was established with the aim of organising and implementing reforms in the
health care system, and in 1999 a concept paper for health care reform was adopted.

The main thrust of health sector reform is currently reform of primary health care services. In the

- Soviet period, the emphasis was on provision of inpatient treatment to the population —
construction of hospitals, increasing hospital beds. However, the principle health problems faced
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by the poor are communicable diseases, acute respiratory diseases, diarrhoea, and other illnesses,
which are best and most efficiently approached on an ambulatory basis. The health reform efforts
are therefore now focused on improving the capacity to provide accessible and good quality
primary care services. A number of reform measures have been implemented in five districts
over the past three years. From this experience, it would appear that the reforms which were
implemented have had a positive impact on the health care of the population in terms of access to
better quality care, particularly for the poor. The government will implement a Primary Health
Care Project with UNICEF and World Bank support in an additional five districts over the next
three years.

The second main thrust of reform is that of developing cost-effective health care services; i.<.
elaborating specific interventions that have proved to be effective in the improvement of the
population’s health status and which can be provided at relatively low cost. Such measures
include health education campaigns, improved immunisation programmes, and improved
treatment practices, such as Integrated Management of Child Illnesses (IMCI), safe motherhood
and new-born care, the salt iodisation programme.

These two main directions of health care reform outlined above (rationalisation of primary health
care and introduction of cost-effective health care interventions) are complex and expensive.
They require careful planning and piloting. Such interventions are therefore being implemented
step by step in coordination with international donors.

In line with the Millennium Development Goals, the strategic objectives include reduction of
infant, children under 5 year years, and maternal mortality rates in the country, and also
monitoring of access to safe drinking water. Goals for achieving these will be set as part of the
overall health reform effort, which also has the goal of improving access to and the quality of
basic health services. The reform also envisages a move away {rom the focus on “treatment” to
“prevention and treatment” of the most common discases.

Apart from cooperating with donors on comprehensive primary health care reform, the
govemment envisages the following to achieve these objectives.

e Increase expenditure on health sector (MTEF);

Introduce a system of flexible budgeting to ensure that rationalisation efforts are not
penalised by subsequent reductions in budget allocations;

e Establish in coordination with donor organisations the cost of a basic per capita package
of primary health care, and work towards gradually increasing government expenditure to
ensure this, Parallel to this, design a system of targeted exemption from paid medical
services, and develop health insurance;

¢ Increase the salaries of health sector employees;

e Full state financing of immunisation programmes (excluding hepatitis B);

¢ Design public awareness campaigns to help improve matemal and new-bormn welfare, as
well as campaigns to reduce the incidence of TB, malaria, iodine-deficiency and
HIV/AIDS,;

e Design public awareness campaigns for healthy life styles and nutrition, especially
targeted to the poor;

s Take measures to protect the population’s reproductive health

s Adopt international standard definitions for key health indicators and improve methods of
data collection;



e Improve training of health sector staff, including raising awareness of the need to shift to
more user-friendly services and the need to concentrate on prevention rather than just
treatment of the illnesses most prevalent among the most vulnerable sections of the
population,

e Monitor access to clean drinking water as well as other environmental factors affecting
health,

Below we give a brief sketch of some of the elements of the primary health care reform, and then
look at some of the particular areas of concern for improving the delivery of health care services
and ensuring access to the poor.

1. Reform of the Primary Health Care

The main clement of the reform is to ensure the rationalisation of health services in order to
reduce the number of hospital beds and reallocate staff and resources to outpatient services. The
reform also includes re-focusing services from being based on treatment of illnesses, to the
introduction of preventative interventions, which are often cheaper and more effective.

Another important element is improving the provision of essential drugs and promoting rational
drug use. This envisages training medical staff in rational use of drugs and drug management to
avoid waste and excess use of drugs. As part of this, so-called revolving drug funds are being
introduced on an experimental basis in some distriets.

Another important element is the introduction of an “Integrated Management of Childhood
Ilnesses” (IMCI). This covers nutrition, immunisation, treatment of acute respiratory infections
and diarrhoea diseases, and malaria.

Reform of primary health care also involves improvement of health management techniques and
promotion of community participation through the establishment of community health councils,
educational campaigns etc.

One of the principal problems of the health system, particularly for the poor, is access to good
quality pharmaceuticals at reasonable prices. At present, in the absence of other altemnatives,
patients arc usually obligated to seek pharmaceuticals in the private sector, often at prices
considerably higher than those which could be offered by a well-integrated system with the
ability to purchase drugs on a large scale at discount prices. The reform programme is trying to
tackle this problem through training in rational drug use, and experimenting with various
schemes to improve access of the most vulnerable.

2. Ensuring a Complete Child Immunisation Package

Infant and child mortality rates among the poor are considerably higher than the rest of the
population. The average figures in 1998 were 17 per thousand live births of infants under one
year of age. UNICEF has estimated that in poor populations the rates may be as high as 102 and
133. The proper way of preventing serious child illness and death is to provide immunisation
against serious communicable diseases. Azerbaijan has in place a relatively comprehensive
system of immunisation. UNICEF has supported the introduction of a national policy on the
Expanded Programme on Immunisation (EPI) and vaccine procurement, as BCG, DTP, DT,
Measles and Polio. With support from GAVI, vaccinations for Hepatltls B are also being
introduced.
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Excluding Hepatitis B, the entire vaccination programme costs about 10 USD per child. It not
only saves lives and costs for all families, and especially the poor, but also avoids the more
expensive costs of hospitalisation. Excluding Hepatitis B, which is provided free through the
GAVI programme, the vaccines themselves cost about 2 USD per child. In the past, vaccines
have been provided entirely by UNICEF, but an agreement has been reached that from 2003 the
government will cover 100% of the costs incurred excluding Hepatitis B.

The government will also work with intemational organisations to improve monitoring of the
coverage and effectiveness of the immunisation programmes.

3. Improving Maternal Health and Care of New-born Infants

The government is concemned to improve access to matemal health care services and to care for
new-born children. This is part of primary health care reform, and reflects the government’s
commitment to reducing infant and maternal mortality.

Maternal mortality rates will be improved through improvement in the quality of maternal health
services and improving access to these services. The Ministry of Health, with donor assistance, is
working on a Safe Motherhood and New-born Care project. This will involve capacity building
of health staff especially at the primary health care level, raising awareness of pregnant women
and adolescent girls on healthy life styles, improving access to essential maternal health services,
promoting a mother-baby-friendly environment at maternity units, and ensuring the availability
of maternal services with special focus on the vulnerable population including the IDPs and
refugee population.

One appropriate way of improving maternal and new-borm welfare is to encourage breastfeeding.
According to surveys, most women who have given birth are aware of the benefits of
breastfeeding and intend to do so for 6 months. But according to the UNICEF MICS survey,
carried out in 2000, less than 10% of newborns were exclusively breastfed during their first 3
months. The widespread practice of providing formula milk implies costs of 15-20 USD per
month which the poor can ill afford. Efforts therefore have to continue to educate women to
exclusively breastfeed for the first 6 months and these efforts need to be particularly focused and
targeted on the poor. Another effective intervention is the introduction of “baby frendly
hospitals”. This initiative has already been tested in Baku and in some regions, and has had
positive results.

Another key component of health sector reform is “Integrated Management of Childhood
Tliness” (IMCI). This aims to improve the management of childhood illness with regard to
nutrition, immunisation, acute respiratory infections, control of diarrhoea diseases, and malaria.
This component involves improving provision of essential drugs, health education materials,
training of health personnel, and further public awareness on better childcare.

Efforts are also continuing to improve the system of monitoring maternal, infant, and young
child mortality rates. These include improving the system of collecting information, and moving
towards consistent use of internationally accepted definitions.

4. Tuberculosis
In the year 2000 there were 5,123 tuberculosis patients, which imply 63.7 per 100,000

population. While this is below the levels of other CIS countries, it is still significantly higher
than the EU level of about 12, or the Eastern European average of about 50. While there exists
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no specific evidence, it is likely that most of these people are poor, since tuberculosis is a disease
aggravated through poor sanitary conditions.

The Ministry of Health jointly with the WHO has promoted the "Directly Observed Treatment -
DOT" strategy, which was implemented in 1995 in 3 pilot districts. This programme focuses
primarily on training physicians and nurses to treat patients with free medications taken under
direct observation. It also includes educational programmes for both tuberculosis and healthy
lifestyles.

In general, tuberculosis is best tackled through timely intervention, as well as education
campaigns aimed at prevention. The disease is easier and cheaper to cure at the early stages. The
govemnment will also cooperate with international donors on improving coverage of the
population with the BCG vaccination against tuberculosis.

5. lodine Deficiency Disorders (IDD) and Universal Salt lodisation

After the collapse of the Soviet Union, iodised salt was no longer imported, and an epidemic of
iodine deficiency was observed particularly in small children in rural areas, particularly in the
north, south and western arcas of the country. This not only causes goitres, but first attacks the
central nervous system causing multiple problems of growth and capacity. The government
adopted a law in 2001 prohibiting the production, import and sale of non-iodised salt for the
mass treatment of IDD.

6. Malaria

There was a rapid increase in the reported cases of malaria from the beginning of the 1990s
onwards. However, since 1996 the trend has been reversed. In 1999, the reported incidence of
malaria was less than half of 1998, and continued to fall in 2000 to about 19 per 100,000 or
about 1600 cases and in 2001 about 1,058 cases.

Here the government is committed to raising community awareness of the dangers of this disease
and how to prevent its spread. One innovative programme is the planting of large numbers
cucalyptus trees in endemic areas. These trees grow quickly and absorb large quantities of water,
reducing the breeding places of mosquitoes.

7. Promotion of Healthy Life Styles

Many of the problems of public health are directly affected by the lifestyles of the population.
Unhealthy food, hygiene practices, alcoholism, smoking, unsafe sexual practices are serious
CONCETNS.

The Ministry of Health, with the help of numerous international organisations and NGOs,
attempts to influence healthy lifestyles through counselling and health education. Campaigns
targeted specifically at the young population have been developed. These efforts have to be
continued. Other sectors and institutions must also participate in this effort; for example, health
education will be introduced into the curricula of the schools in cooperation with the Ministry of
Education. Campaigns against alcohol, drug and other substance abuse¢ have also been
undertaken, and will be continued.

Clearly special attention needs to be placed on combating the sexually transmitted diseases, both

through educational efforts and the provision of drugs. UNFPA has developed guidelines on STI
prevention. The guidelines include the sections for facilitators and for participants as well and is
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intended for service providers working in rural areas of Azerbaijan. The government will also
strengthen its work on public awareness campaigns on HIV/AIDS, especially for young people.

8. Protection of Population’s Reproductive Health

One of the major causes of spiralling poverty is big families. Larger families among the poor
lead to increasing costs, including health care, and contribute significantly to malnutrition since
there is often simply not enough food to go around. The HBS results reported in Chapter 1 show
that households with more than 6 members have a particularly high risk of being poor.

According to a UNICEF survey, about 55% of couples use some method of family planning, but
modemn methods are used less than one third, and use various considerably between economic
groups. Traditional methods are much less effective, and probably their widespread use
contributes to the high rate of abortions (one abortion for every four live births). For the poor, the
cost of modern methods of family planning is an obstacle to their use. As a consequence, they
use ineffective methods, and often resort to the much more costly abortion.

Clearly to protect the poor from the economically negative results of large families and the costs
and suffering of abortions, modern methods of contraception should be made avatlable to them.
This requires active promotion, education and access to modem methods.

The Programme on Reproductive Health and Family Planning has been functioning in
Azerbaijan since 1994 with the support of UNFPA. The first part of the Programme — Family
Planning was implemented in the country in the period 1994-1999. 7 centres have been
established in the framework of the Programme: Gusar, Sheki, Masalli, Ganja, Nakhchivan and 2
centres in Baku. The centres were supplied with equipment and contraceptives. 12 trainers were
trained to arrange a training programme on family planning for obstetrician-gynecologists and
midwives working in the medical facilities in Azerbaijan. Thus, 1,000 obstetrician-gynecologists
and midwives on family planning passed the training aimed at improving the access of the
population to quality services and data. Booklets, brochures and posters were pubhshed with a
view to raising awareness of patients.

The second part of the Programme — “Protection of Population’s Reproductive Health” - was
launched in 2000. Currently implementation of the Programme is followed up by the National
Office on Reproductive Health and Family Planning which was established within the Ministry
of Health of the Republic of Azerbaijan for this purpose. A National Strategy on Reproductive
Health of the Population of Azerbaijan has been developed. This will provide access for the
families living far from cities and hospitals, including refugees and IDPs, poor and low-income
people to services. In the framework of this stage of the Programme 8 more centres have been
established in Aghdash, Shamakhi, Ismaill, Gabala, Jalilabad, Lankaran, Salyan and Khachmaz
regions. At this point of time, the Ministry of Health and the National Office are making joint
efforts to integrate the RH / FP centres established by international organisations in the areas
populated by the large number of refugees and IDPs in Barda, Tartar, Aghdam, Mingachevir and
Yevlakh. In the framework of the project about 350 obstetrician-gynecologists have been trained
in Baku and other regions of the Republic, and brochures on protection from STD and RH / FP
published for adolocents. It is proposed to bring the number of centres for reproductive health up
to 21 in the future.
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9. Availability of clean water

One of the primary causes of morbidity and mortality in children is diarrhoeal disease, usually
resulting from contaminated water. This not only results in additional health care costs and loss
of income, but also aggravates malnutrition by reducing the capacity to absorb the few nutrients
available. It is of the utmost importance that all communities be provided with adequate sources
of clean water.

According to UNICEF’s MICS survey (2000) about 76% of the population has access to clean
drinking water. This may be an over-estimate, since it assumes that all piped water is safe. The
rural areas are particularly lacking in clean water supplies, as are specific areas of the country,
particularly the south.

The only function of the health sector with respect to water is to monitor its quality. Availability
is the responsibility of local and central authorities. It is intended to establish a system of regular
and reliable monitoring.

10. Monitoring Indicators

One of the requirements for improving management is the availability of timely and accurate
information related to all aspects of health care delivery. Without good information, effective
decision-making is greatly weakened. As accurate and timely information has rarely been
available, decisions have rarely been made on the basis of information, and thus the value of
information is not fully appreciated.

A strong foundation on the national level has been developed, but there are many other aspects
which require development. The first is an accurate system of vital statistics upon which to base
the critical indicators of the health sector. This system focuses on births and deaths, and includes
information related to each birth and information related to the deceased and the cause of each
death. Without such a system, it is difficult to target specific populations, principally the poor, to
better direct activities. The system has been designed and implementation has been authorised by
a Ministerial decree from the beginning of 2002. Some computer hardware is in the process of
being purchased, and sofiware is presently being developed. Implementation of an accurate
system of vital statistics will be carried out by a team which will train and supervise
implementation at the regional level. Initial funding to train this team, prepare a manual, and
implement the system in several regions will be provided by UNFPA. Further funding will be
necessary to expand the system te other regions.

As noted in the text above, the system of data collection for monitoring infant, under 5 years, and
maternal mortality has to be improved, and the definitions made consistent with standard
international ones. Also, a system for monitoring access to clean water has to be developed and
implemented.

UNICEF has cooperated with the SSC in the fielding of a “Multiple Indicator Cluster Survey” in
order to increase the government’s ability to monitor health indicators in the country. Elements
of this survey, particularly the collection of anthropometric measurements, could be incorporated
into the HBS on a regular basis. For example, a special module could be developed, and fielded
as part of the HBS once very 3-4 years. '
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11. Budgeting and Administration

Four main issues should be noted with regard to budgeting in the health sector. First an overall
increase is required in state expenditure. The amount allocated to health expenditure has dropped
from 1.4% of GDP in 1995 to 0.9% in 2001. Attempts to reverse this trend are incorporated into
the MTEF for 2002 — 2005 (Appendix 2).

However, an increase in overall funding will not solve all the problems, especially since planned
increases have to be realistic and be linked to increases in budget revenue. The Ministry of
Health has already tried to increase resources available by introducing charges for some medical
services representing circa 10% of budget allocations. However in the current economic
situation, many groups of the population are granted exemption from payment (currently about
75% of the population). Therefore, at present it is not realistic to consider further increases from
this source. The funds from paid services can be used by health institutions to improve the social
welfare of employees and strengthen their material-technical base. It is therefore important that
increases in the budget achieved through charging for medical services should not be used as
justification for reducing rather than increasing state funding. However, attempts can be made to
improve the targeting of exemption. This can be done in ling with moves towards targeting of
other social protection measures, as outlined in the section on social assistance reform above.

The second issue is linked to the rationalisation of resources. Since the health sector can not
expect to solve all its problems through increased budget allocations and increased revenue from
paid services, it has to undertake measures to rationalise the use of available resources. Much of
this can be achieved through the shift from hospital services to ambulatory primary health
services, and through other measures being piloted with UNICEF and WB support.

The third issue is to ensure new budget norms and budget flexibility. The budget for the country
and for each raion is allocated on the basis of norms, namely the number of hospital beds,
medical specialists and pharmacist and other indicators. These are rigid, and standardised, and do
not take into account particular needs (e.g. increased incidence of disease) of different regions.
The norms for allocation have to be changed and calculated either on a per capita basis (number
of residents in the region), or on the basis of regional characteristics or disease incidence. As part
of this, there is a need to calculate the cost of a minimum package of basic primary care services
and to budget on the basis of the per capita cost of such a package.

The fourth issue is to ensure the increase of wage levels in the health sector. Although half of the
budget goes on wages, these are very low. Health sector wages represent circa 30% of the
national average in 2000 (50,216 AZM (10.4 USD)). This decreases staff motivation, and also
encourages informal payments in the health sector.

The MTEF envisages increases faster growth in health sector wages in the coming 3 years.

71



Table 3.2, Total Health Expenditure as a Share of GDP; share of wages and other budget items
within the total sector budget, in %

1998 1999 2000 2001
Health sector expenditure | 0 Q 1.0 09 09
as share of GDP
Total health expenditurc 100 100 100 100
Wages 45 52 51 54
Drugs 9.6 97 113 11.8
Equipment and supplies 122 134 103 10.7
Repairs of furniture and 4.6 28 2.5 25
equipment
Repair of huildings 03 03 0.2 04
Bed linen 1.7 1.3 1.3 113
Source: MH

Also critical for managing the resources in the health sector is a system of monitoring all
financial flows in that sector. The system is still in a preliminary stage, but represents an
important step towards improving financial management and transparency within the Ministry of
Health. It is intended to expand and improve this system.

3.7. Promotion of Sports and Physical Education

Promotion of sports relates to the poverty reduction objectives in several ways. By encouraging
physical exercise, a healthier life style will be induced, particularly amongst the youth. Positive
outcomes may include generally higher levels of health awareness, and reduction in tendencies
towards harmful habits such as smoking and drugs and substance abuse. The importance of
promoting healthy life style has been stressed in the government’s policy measures for health
reform, and part of this includes improving access to sport facilities, especially for young people.

Ensuring a more equitable access to sports facilities will also be part of the social inclusion of the
poorer sectors of the country. While the government will undertake to construct Olympia Centres
in regions, repair the National Child Recreation and Health Centre and rehabilitate sport-health
centre within Olympia and Sport Lyceum, it is planned to encourage municipalities and
communities to play a role in providing basic sports facilities and public parks for outdoors
sports.

The government plans to repair and upgrade the youth sports schools in the regions, and also to
construct new sport centres. Part of the reason for the decline in availability of public sports
facilities is the fact that some of them were used to provide temporary accommodation for [DP
families. As IDP families are voluntary re-settled, these sports centres will be gradually re-
constructed and re-opened to the public. In particular, the government plans to re-open the
Mingachevir Rowing Centre by the year 2003.

Hence, apart from the direct impact on health promotion and social inclusion, there will also
follow a more equitable regional balance as a result of promoting sports and its infrastructure.

3.8. Gender Policy
Integration of gender policy into the country’s overall development strategy will ensure

increased efficiency in the implementation of this programme and equal access to the benefits
envisaged in the programmes directed at economic growth and social welfare of the poor.
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The nature, causes and impact of poverty can be various;, men and women can experience
poverty in different ways. It is of great importance that this is taken into account by policy
makers in general and in the sector policy-making process. It is necessary to deepen the
diagnosis of poverty with more gender analysis as a basis for developing more appropriate
strategies.

Gender issues are discussed in various sections of this document. This section gives a brief
summary of the main directions of gender policy.

The current gender policy in Azerbaijan has its root in the “women issues” of the Soviet period.
In that period, women enjoyed formal equality: there were legal guarantees of equal pay for
equal work; a quota system which ensured women were represented at all levels of government;
and other types of legislation that guaranteed women most rights. The “women’s soviets”
regulated women affairs. These soviets represented women’s interests at all levels and they had
the tasks of protecting women’s rights. At the end of the 1980s the women’s issue was de-
ideologised and was no longer an explicit part of the government’s policy. At this point, NGOs
representing the concermns and rights of women began to be formed.

Discussion of women issues in line with international practise emerged during the independence
period of Azerbaijan. As part of the preparation for the IV International Conference on Women
{Beijing 1995), all govemment and non-government women’s organisations were mobilised to
address women’s problems. In this regard, in 1994, a National Preparatory Committee was set up
according to a Decree issued by the President of the country. This Committee included
representatives of women from government agencies, and leaders of women’s NGOs. In 1995
Azerbaijan ratified the “Convention on the Elimination of All Forms of Discrimination against
Women.” The women’s delegation from Azerbaijan took an active part in the work of the
Beijing conference.,

In 1998 the State Committee for Women Affairs was established in the Republic and a
Presidential Decree on the Measures to Promote Women’s Role in Azerbaijan™ was issued. The
responsibility of the Committee is to address issues related to the status of women in various
fields. In 1997-2000 a joint government and UNDP project “Gender in Development in
Azerbaijan” was launched. This project included the activities of organising gender
institutionalisation, dissemination of gender related information, logistical support and backup to
the newly formed State Committee on Women Affairs and Women’s NGOs.

In March 2000 the President of the Republic of Azerbaijan issued a Decree “On the
Implementation of State Policy on Women’s Issues in Azerbaijan” With the Resolution of the
Cabinet of Ministers related to the implementation of this Decree, responsible persons for
women issues were appointed to supervise gender policy in the state owned enterprises and a
programme for provision of employment to refugee and IDP women was approved. According to
the Decree the SSC was commissioned to develop statistics on the position of women. At the
same time the National Action Plan on Women’s Issues was adopted. This plan envisages taking
measures on 12 “strategic objectives” of the Beijing Action Platform as a collaborative effort by
ministries, state committees and NGOs,

Taking all these into consideration it was decided to focus on the following fields within the
framework of Poverty Reduction Strategic Paper. -
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Employment: this objective covers the need to promote credit availability for women wishing to
set up private businesses; organisation of special courses to train female entrepreneurs in legal
and business matters; special employment initiatives for female single parenis; promotion of
self-employment opportunities in rural areas; provision of legal services to low income women,
in order to help them get better information on their legal rights and rights to economic
resources; involve female entrepreneurs in economy strategy development; help with technical
and vocational training for women;

Education: this objective covers the need to promote equal participation of women in education;
development of programmes for women to develop their legal and economic knowledge, gender
awareness.

Health: promote education on family planning; promote government support to women NGOs to
help in health services to women; prepare recommendations on women’s reproductive health and
ecological problems; prepare recommendations on the problems of unmarried mothers.

Violence: Adopt and implement international conventions related to the human trade as well as
women and child trafficking; provide medical, psychological and other kinds of consultation to
women subject to domestic violence and during the military aggression and to offer legal advice
to them.

Refugees and IDPs: assist in promoting availability of credit to IDPs and refugees; expand
medical, social and education services to [DPs and refugees; promote social protection and
employment of women refugees,

Girl Teenagers: To provide special training for developing work skills of girls;

Decision-making process: To take relevant measures ensuring gender balance of women in
electoral, political and social life, to ensure more active involvement of women in social life.

The aim of the Poverty Reduction Strategy is to identify and implement policies, which will
benefit both men and women, and thus maximise the benefits targeted to poor households.

New HBS (2001) is designed primarily to provide information on income poverty. In order to
supplement the HBS it will also be necessary to take carry out special surveys to study the
gender dimensions of different aspects of poverty more closely. The ground has aiready been
prepared for this. The UNDP has already supported the project “Gender in Development n
Azerbaijan” and CIDA has supported the development of gender-disaggregated statistics in
Azerbaijan. This has contributed notably to the ability of policy makers to study gender related
problems in the country, and to be aware of the gender aspects of current or proposed policies.
For example, gender indicators were included in latest (1999) census, and statistics in many
spheres are presented on the basis of gender-disaggregated statistics. Since 1998 an annual
statistical report entitled “Women and Men in Azerbaijan” has been published. Along with this
there is great need to extend the coverage, dissemination of available gender disaggregated
statistics, and to publish these gender-disaggregated statistics regularly.

There is already official recognition in Azerbaijan that poverty can affect women and men in
different ways and that policies have to take into account these differences. At present
international organisations extend support and assistance to measures related to gender and
women issues. The following should be emphasised among them: UN Agencies (UNDP,
UNICEF, UNIFEM, UNFPA, UNWFP and IOM), OSCE, OXFAM and OSL
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Great efforts have been made to ensure that gender issues are reflected in the priorities
formulated in this SPPRED. One of the main conditions for successful implementation of the
SPPRED will be further attempts to increase gender awareness in programme monitoring in the
implementation phase.

3.9. Social Policy and the Refugee - IDP Population

It was stated in Chapter 1 that refugees and particularly IDPs have a higher than average poverty
risk.

Within recent years a legal framework for the social protection of these people has been
established based on international practice. The President of the Republic of Azerbaijan has
issued about 24 Decrees and Orders, the Parliament has adopted 13 laws (including the law on
the Status of Refugees and Internally Displaced Persons (IDPs), the law of the Republic of
Azerbaijan “On protection of 1IDPs and those who have equivalent status”), The Cabinet of
Ministers has adopted about 140 orders and resolutions. The State Programme on the Solution of
Problems of Refugees and IDPs has been approved by the Order of the President of the Republic
and a Social Development Fund for IDPs has been set up.

Over 60 intemational organisations, about 54 Ministries, Committees, companies of the Republic
are actively involved in refugees’ and IDPs’ settlement, improvement of water supply, sanitation
conditions, addressing problems related to their education and health care.

Currently about 357,000 IDPs are provided with food assistance. About 143,000 of them are
provided with assistance by UNWFP (the programme was prolonged to the end of 2005), and
214,000 by the state (until the end of this year). UNHCR is financing local and international
organisations and coordinating their activities to improve housing, water supply and sanitation,
income generation, health status of IDPs etc. Despite budget limits, each IDP and permanently
settled refugee is paid 25,000 AZM (5.2 USD) a month as a food subsidy.

As a result of substitution of privileges for subsidies for permanently settled refugees and IDPs
since early 2002, 15,000 AZM (3.1 USD) monthly subsidy per person is directly transferred to
the utility companies from the state budget.

In order to improve the social and living conditions of 5,019 IDP families provisionally settled in
refugee camps, and to provide permanent settlement to 1,722 refugee families, 359 billion AZM
(74 min USD) has been allocated from the State Oil Fund, in accordance with the respective
Decree of the President of the Republic of Azerbaijan. Alongside with the infrastructure, it is
intended to build 15 secondary schools, 14 kindergartens, and 15 hospitals and medical centres
in the new settlement.

About 60,000 ha of land have been allocated to 20,000 provisionally settled IDP families, and
611 farmer households in order to contribute to the solution of employment problems of IDPs.
However, only 400 out of them have been given privileged credits at the expense of a billion
AZM (215 thousand USD) allotted from the state budget in 2001. In this area there is a need for
support from the international organisations.

529 refugee and 92,000 IDP families provisionally settled in camps, prefab houses, and other
temporary housing and in the villages are provided with paraffin in the autumn and winter
seasons. Refugee and IDP children like the local population get free education at secondary
schools and members of the 15-4" grades are provided with free textbooks. Refugees and IDPs
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are also granted exemption from income tax, and from tuition fees in the paying sections of the
state high and secondary education establishments and are transported at the expense of the state
budget when they move houses.

The living conditions of Refugees and [DPs should be periodically analysed in order to increase
the targeting and efficiency of social protection measures, to focus them on the most vulnerable
people. Surveys and monitoring of the living conditions of these people through international
financial and humanitarian organisations is expedient. This will also enable the government to
monitor the extent of poverty among the refugee and IDP groups of the population.

The complete solution of refugees’ and IDP’s social problems will only be possible when the
Nagomi Karabakh conflict comes to an end, and the return to their homeland is secured. But the
implementation of special measures should be continued for improving the living standards of
these people in order to avoid loss of human capital by the time this contlict is solved. In this
important work the support of international financial and humanitarian organisations is necessary
to complement the efforts of the state authorities.
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Chapter 4. Economic Policy and Poverty Reduction

The Poverty Reduction Strategy includes two main challenges for economic policy. Firstly,
fiscal and monetary policies must be flexibly and carefully used in order to maintain
macroeconomic stability. Tt was already noted in Chapter 2 that since 1995 Azerbaijan has
enjoyed considerable success in this regard; the task now is to continue and consolidate these
successes. Secondly, the government must now foster balanced growth of the economy.
Transfers to households have until now been considered the major tool to alleviate poverty,
although it was shown in Chapter 3 that in fact they are in general too low to have any major
impact on living standards. There is still an important role for targeted transfers in the poverty
strategy, but it is increasingly obvious that transfers alone will not resolve all the issues of
poverty. Therefore, the government will focus on promoting business activity and
entrepreneurship in order to generate employment and income.

As was shown in Chapter 2, Azerbaijan has achieved significant growth in the o1l sector, which
is the leading sector for the national economy. However, foreign investment in Azerbaijan’s
petreleum wealth creates relatively limited job opportunities. In 2002, about 5,000 people are
employed in foreign oil companies in Azerbaijan (mostly living in Baku), and about 61,000 for
SOCAR (of which 74% are men and 26% women) out of total labour force of about four million.
Oil and gas sector development plays an important role in increasing state revenues but only
creates a limited number of employment opportunities.

The government will attempt to achieve balanced economic growth through development of the
non-oil sector for job creation and promoting regional development. It should be noted, however,
that the government will stimulate job creation, not create jobs itself. Job creation will be
stimulated through various aspects of economic policy, for example investment policy, regional
development programmes, privatisation, developing the financial and banking sector, and
encouraging the growth of small and medium enterprises (SMEs).

The remainder of this chapter is divided into three parts. First, the need for continued stability,
and the achievements which have been made, are highlighted. Second, an overview of the
government’s medium-term expenditure strategy, which will support the reduction of poverty, is
provided. Finally, sectoral initiatives which will promote balanced growth are explained. These
include plans to provide a supportive environment for businesses, and to reform the energy and
agricultural sectors.

4.1. Maintaining Economic Stability

As a result of the prudent economic policies pursued by the President of the Republic of
Azerbaijan, with support from international financial institutions, economic stability was
restored in the country in 1995. The government stopped the practice of borrowing from the
National Bank in order to finance the state budget deficit, and the inflation rate was reduced to a
minimum. The National Bank refinancing rate feli from 250% to 7% while the exchange rate
stabilised. The state budget deficit was cut from 9% of GDP in 1994 to the current level of 1 —
2% (This excludes Social Funds and inflows into the State Oil Fund. The Consolidated budget,
which includes SOFAR receipts, is now in surplus by about 1% of GDP. )

The government of Azerbaijan set up the State Oil Fund (SOFAR) to mitigate the potentially
negative impacts of rapid inflows of oil revenues to the state budget, and to preserve an
appropriate portion of the oil wealth for future generations. Careful management of oil wealth is
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of the utmost important for the maintenance of macroeconomic stability. In the absence of such
measures Azerbaijan would be very much at risk of suffering from “Dutch disease™.
International experience has shown that countries which enjoy rapid increases in their exports of
oil or gas often suffer from shrinking manufacturing and agriculture sectors caused by an
appreciation of the real exchange rate.

In Azerbaijan, as in other countries, rapid changes in the prices of goods and services have hurt
the poor much more than the rich. Therefore, one of the key planks in the government’s Poverty
Reduction Strategy is to maintain macroeconomic stability. This will be realised in three forms:
first, the NB will continue to use monetary policy to maintain low inflation rates taking the new
environment into account; second, the government will limit its expenditure to a level that is
sustainable over the medium term and is non-inflationary; and third, the government will
increase the effectiveness of its fiscal planning and control, by making institutional
improvements to key economic and financial agencies.

Monetary Policy and Maintaining Price Stability

The achievements in economic development have led to new challenges in economic policy,
including monetary policy. The National Bank will continue to use menetary policy to support
macroeconomic stability and poverty reduction. The main aims of exchange rate policy will
continue to be maintaining a low rate of inflation and maintaining exchange rate stability. It is
proposed to limit inflation to 2-3%.

The maintenance of foreign exchange reserves at a sufficient level will be ensured, and efforts to
liberalise the foreign exchange regime will be sustained. Thus, it 1s planned to gradually bring
about the external convertibility of national currency, the domestic convertibility of which has
already been achieved.

It is planned to improve monetary policy tools and broaden their scope according to the current
macroeconomic conditions in order to increase the effectiveness of the monetary management
mechanism. Flexibility of monetary policy will be ensured to facilitate expansion of the
economy as well as the banking-fiscal sector.

To achieve the goals, efficient links between monetary policy and other aspects of
macroecconomic policy will be ensured.

Efforts will continue to be made to ensure that the efficiency and credibility of monetary policy
are guaranteed through bringing transparency in the policy up to international standards.

Increase Efficiency of Expenditure

Azerbaijan has established a strong record of limiting fiscal deficits to low levels. Since 1996,
the government budget deficit (excluding flows into SOFAR) has not exceeded 4.5% of GDP; it
was 2.2% of GDP in 2000, and 2.1% in 2001.® This prudence has left the country with low levels
of debt, both domestic or external. Furthermore, Azerbajjan is in the fortunate position of
anticipating rapid increases in the resources available for poverty reduction. For the years 2003 —
2005 the total receipts available to the govemment will increase by an average annual 9% in
nominal terms, while the state budget is expected to grow by an average annual 15% in nominal

¥ The deficit of the state budget (which does not include extra budgetary funds, and extra budgetary funds of
budgetary organisations} was 0.4% of GDP in 2000,
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terms (inflation is expected to be about 2.5% per annum, so that real growth of the resource
envelope will be about 6% annually). This strong revenue growth is driven by very high levels of
investment in the oil sector, and is supported by appropriate levels of external borrowing, all of
which will be available on concessional terms.

Improvement of the Budget Process

The Milli Majlis has adopted a new Law “On the Budget System” with a view to improving the
budget process and ensuring transparency in expenditures. The law endorses a move from a one-
year to a medium term fiscal forecast.

Budget planning in Azerbaijan has until now been undertaken on an annual basis. This has
helped to maintain financial stability, but has not especially supported the reduction of poverty.
A number of key economic and social expenditure programmes cannot be implemented within
one fiscal year. Furthermore, the country’s revenues will soon undergo a dramatic change, as oil
revenues begin to be paid to the state budget from the offshore oil and gas projects. Therefore a
need has emerged to produce forecasts for several future years in order to increase opportunities
for more efficient management of public expenditures and revenues.

The new Law “On the Budget System” requires preparation of budgets for the upcoming year as
well as for the three following years. For this purpose, firstly, mid-term economic forecasts
should be prepared and on the basis of these budget revenues determined and thus a medium
term expenditure framework (MTEF) worked out, ensuring balanced expenditures and revenues
and defining the government’s expenditure priorities. Within the framework of the MTEF a
Public Investment Programme (PIP) will be prepared. Both documents will be annually updated
in keeping with the changing economic environment, and the PIP will be presented to the Milli
Majlis as part of the annual budget package.

Consolidation, balancing and coordination of budgets at all levels will be improved. The mid-
term expenditure framework will be fully consolidated (which is to say, it will include the State
Budget, Social Protection Fund, SOCAR budgets, and expenditure on projects funded with
foreign credits). This will provide a more effective and longer planning horizon for public
expenditure aimed at reducing poverty.

New rules for the preparation, introduction, revision and implementation of the budget will be
developed and a new budget classification will be adopted in line with international standards.
Norms and standards used in forecasting budget expenditure will be improved.

At the same time, changes in procedures will result in better management of extrabudgetary
funds. Some extrabudgetary funds will be eliminated, while remaining extrabudgetary funds of
budgetary organisations’ will be consolidated with the state budget. Additionally, all budgetary
and extrabudgetary funds will follow the same procedures for expenditures: any expenditure
(except for the State Oil Fund meeting its own administrative expenses) must be recorded and
enacted by the Treasury. The Ministry of Finance and the two exirabudgetary funds (SOFAR and
SPF) will continue to work closely together. A consolidated budget will be presented to the Milli
Majlis, showing the revenues and expenditures of each of these three budgets.

The Ministry of Finance will continue upgrading the Treasury system, including a
computerisation and capacity building program, which has already commenced. This will result

® Extrabudgetary funds result from charges made for the use of public services, for example hospital user fees.
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in strengthened capacity to control the expenditures of the budgetary organisations, and to
produce timely and accurate financial reports in compliance with the Budget System Law.

At the same time, audit functions implemented by the newly formed Chamber of Accounts will
be strengthened, in order to ensure that budgetary funds are used for the purposes for which they
are intended. The Chamber of Accounts will prepare proposals on preventing deviations which
have been noted as well as on the improvement of the budgetary process as a whole, and will
submit them to the Milli Majlis. These are aimed at ensuring that the funds of the state budget
and extrabudgetary funds are allocated according to the time schedule and purposes indicated in
the expenditure items of the approved state budget.

The simplified norms and standards used as the basis for expenditure budgeting by appropriate
executive bodies will be updated. While there is an intention to move to output-based budgeting
in the future, there is a need to revise existing norms and standards i order to manage
expenditure in a more rational way.

Finally, the government will undertake relevant measures to build up capacity for self-
sufficiency of municipalities. Active participation of the municipalities in the country’s social
and economic life as part of the participatory process is very important. Therefore, it 1s planned
to develop an action plan on increasing the local budget revenues in order to reduce the
dependence of municipalities on the state budget and to improve their financial epportunities.

Revenue Management

In order to provide greater opportunities for business development and employment creation, the
government is committed to continuing reform of its revenue raising policies and institutions.

Significant improvements of the tax system were made with the enactment of the Tax Code in
2001, which now provides a sound and transparent basis for taxation.

It is planned to amend the Tax Code to remove current problems in the tax legislation related to
calculation, collection and payment of taxes. The Code will also be amended to allow for the
payment of interest, where necessary, to taxpayets who have over paid to the budget, and dispute
settlement processes which will take into account any legitimate concern of taxpayers.

The Ministry of Taxes will begin by improving regulations relating to the Tax Code, by
consolidating the regulations into one book and renumbering them so that they correspond to the
relevant section of the Tax Code. The Code itself is in need of some further amendment, so that
the administrative law on taxation is itself contained in the Code, and not in other legislation, For
example, the penalties for late payment of taxes are currently contained in the Administrative
Code, when they should properly be found in the Tax Code. These moves will complete the
development of a coherent and taxpayer friendly code of law for taxation. The Customs Code
will also be improved, to simplify procedures for importers and exporters.

The Ministry of Taxes will continue to reform its organisational structure and processes with a
view towards enhancing taxpayer compliance, increasing revenues and minimising expenditure.
This will include enhancing the Large Taxpayers Unit with more stafl and better training
opportunities. There will be fewer audits for compliant taxpayers, and an increased focus on non-
registered and non-compliant taxpayers. It is recognised that an effective and impartial appeals
procedure is an essential part of creating a culture of compliance among taxpayers — to this end
the appeals procedure will be reviewed and improved. Modemised and systematised practices
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and procedures for return filing, returns and payments processing, and collection of overdue
returns and debt will be implemented.

The qualifications and motivation of tax and customs officials will be enhanced. A new Tax
Training Centre has opened for officials of the Ministry. There are plans to develop a special
higher pay scale for highly-qualified tax officials. This would mean increased pay for Large
Taxpayer Unit staff, audit staff in local offices, and key staff in the Ministry.

In order to enhance compliance, a programme of taxpayer education will be developed and
implemented by both the Ministry of Taxes and State Customs Committee. Taxpayer
information brochures, which clearly set out taxpayers’ rights and obligations will be published
and made widely available. Information services will be set up at each local office of the
Ministry of Taxes. Key returns will be simplified and modermised.

Both organisations will expand the scope of international cooperatlon with a view to aligning
their processes with international best practices.

State Debt Management

The government remains committed to maintaining appropriate levels of debt and debt service,
and intends to take action to improve mechanisms for debt management. As part of the MTEF, a
statement about the borrowing over the medium term will be made to the Milli Majlis, and
detailed information will be provided on state debt and state guarantees. The government will
continue to limit new borrowing to a level sustainable in the medium term, and to make that
commitment public in the annual Budget.

Two new legal documents will help the government to better manage its debt. The law “On State
Debts and Guarantees”, which is now before the Milli Majlis, will enable the Ministry of Finance
to better track external official obligations. The regulations for the law “on Foreign Loans
Registry,” will formalise the recording of official debts and guarantees in a public registry.

The government intends to limit the issuance of new state guarantees through a close
examination of applications for such undertakings. Financial discipline for guarantees will be
strengthened, as the Ministry of Finance continues to take action to recover loan payments made
on the government’s behalf for defaulting enterprises.

4.2. Tools for Balanced Growth

While stability is a prerequisite to the alleviation of poverty, it is not enough on its own.
Opportunities to find work or to start businesses are essential. The challenge for the government
is to create growth and opportunities in all regions of the country, and in all sectors.

As Azerbaijan continues to move towards a market economy, the government can no longer

provide jobs directly to the population. Instead, it will rely upon three sets of tools which can
support balanced growth: public finance policy, regulation, and privatisation.
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Public Finance Policy

Use of public finance, through both expenditure and tax policies, will have an important role in
reducing poverty and encouraging balanced growth. Tax policy will be used to enhance equality
by redistributing income, and can provide implicit subsidies to particular sectors or regions by
offering reduced rates of taxes.

The government’s spending plan affects human capital formation {including spending on health
and education), poverty alleviation through state transfers to households, and public investment
in mfrastructure.

Despite the importance of these policies, in the past, the government has not been always taken a
strategic view of its expenditures. Instead, 1t has indiscriminately applied across-the-board
increases to many functional and economic'® categories of expenditure. The lack of restructuring
has meant that public expenditure has not reduced poverty. The government recognises the very
real need to restructure spending within each spending category and full details of the
expenditure strategy are found in Appendix 2: Medium Term Expenditure Strategy. In this
chapter the relationship between the MTEF and the government’s focus on promoting balanced
growth is explained.

One important methed by which the government will improve its spending is through the
implementation of a Public Investment Programme {PIP). All major capital projects financed
from different sources will in the future be undertaken only as part of the PIP to ensure
transparency of decision making and co-ordination of their implementation. The PIP itself will
be fully consistent with the government’s Poverty Reduction Strategy. In order to ensure that this
occurs, it is intended to strengthen the newly established PIP Division in the Ministry of
Economic Development, with support from international donors. The Division will evaluate
public investment projects on technical, financial and economic bases, and will select and
prioritise capital works. The PIP will be presented as part of the MTEF to the Milli Majlis with
the annual budget, and will show expenditure on {(and, where relevant, revenues from) approved
investment projects.

Regulation

The government will promote pro-poor economic activity directly to improve the lives of the
poor. At the same time, it will eliminate regulations that disadvantage the poor or limit their
income generating opportunities.

Providing a framework in which farmers’ associations can properly function is an example of
regulation working directly to alleviate poverty. By cooperating to share equipment and
knowledge, such associations can help farmers to improve their livelihoods. Similarly, setting up
an Export Promotion Fund can help entreprencurs to sell their products to other countries,
allowing them to expand their businesses and employ more people.

Some regulations, many of which have their origins in Soviet times, are stopping the poor from
improving their lives. For example, onerous licensing conditions have been a real barrier to

1 Expenditures are often classified into two different sets of categories: functional and economic. Functional
classifications describe the purpose or objective of government spending (for example, spending on health or
education). Economic classifications describe the nature or economic effect of the spending (for example, wages or
capital expenditure).
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starting up new businesses. With the recent announcement of a reduction in the number of fields
for which licences are required, this barrier will be greatly lessened. Similarly, entrepreneurship
has in come cases been stifled by the overlapping role of the state as both owner of commercial
businesses and regulator of the sector. Structural adjustments to relevant ministries and state
entities, including clear separation of commercial and policy functions, will be part of the
government’s policy. The prevalence of corruption also inhibits business growth, and will be
reduced by introducing new legislation.

Privatisation

Privatisation is an essential step in order to attract new investment. The government believes that
in a properly regulated competitive market, the private sector is more efficient at providing
goods and services than the state. When properly managed, privatisation increases the efficiency
of privatised firms. Privatisation also brings capital for upgrading of networks and technology,
introduces best practice management techniques and lays the basis for competition among
providers. It should be noted that privatisation is a tool that the government can use to promote
better corporate governance, increased efficiency, and to stop the drain on state resources.
Privatisation is not an end in itself.

The adoption of the “Second State Programme on Privatisation of State Property of the Republic
of Azerbaijan” in August 2000, has brought additional impetus to the process of decentralisation
of state property.

As per adopted legislative acts, certain measures are applied with regards to the enterprises to be
privatised, such as pre-privatisation rehabilitation, restructuring (including debt management),
application of certain tax exemptions, provision of financial support as needed, including other
methods of revitalisation, such as post-privatisation technical, legal and financial support.

To encourage foreign investment in the privatisation process, the option mechanism, which was
a kind of ceiling for participation of foreign investors in privatisation, was fully liberalised. Now
the only case where options are required for foreign investors is in the case of cheque
privatisation; in all the other cases this requirement has been eliminated. At the same time, 1t was
determined that foreign investors can participate in privatisation without options when
investments are made with revenues earned from business operations in Azerbaijan.

Certain problems go along with achievements in the course of privatisation. Thus, some of the
privatised enterprises either completely or partially ceased their operations. This is result of the
government’s emphasis on privatising large numbers of enterprises, the collapse of commercial
relations, the loss of market and equipment becoming outdated.

The government will, where possible, revitalise large enterprises before they are privatised.
Additionally, foreign and domestic strategic investors which have successful records of
managing privatised enterprises will be encouraged to participate in the privatisation process.

The Presidential decrees of 22 and 29 March 2001 made possible the privatisation of enterprises
in certain attractive fields which had until then not been scheduled for sale. The list of these
fields includes machinery, chemistry, communications, and air transport.

To increase the efficiency of privatisation process, the government will use such privatisation

mechanisms as investment competitions and individual project approaches to revitalise large
enterprises which are considered of great importance to the economy
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Given the importance of transparency and attracting strategic foreign investors, the services of
well known international privatisation consultants will continue to be used.

The government will also pursue regulatory reforms which allow the objectives of privatisation
to be met where the sale of an enterprise to a strategic shareholder is not practical. For example,
as outlined in the section on infrastructure development below, the government may sign long-
term management contracts with private enterprises to manage public utilities.

4.3 Sectoral Strategies for Balanced Growth

As outlined in the previous section, public finance policy, regulation and privatisation are three
sets of tocls which will be employed to encourage balanced growth of the economy. These tools
will be used to bring about improvements in some of the key economic sectors: to improve the
investment climate; to increase access to credit among businesses and entrepreneurs; to develop
infrastructure; to develop small and medium entrepreneurship, to develop the regions and
agriculture industry; to improve the environment; to reform energy generation and distribution
and to promote tourism.

Poverty is a multidimensional problem, and cannot be solved with a single approach. The
strategies below work together to help solve the problems which have so far inhibited balanced
growth. For example, the growth of small businesses outside of Baku will be assisted by
strategies to improve the investment climate, to increase access to credit, and to improve
infrastructure. Farmers will benefit from increased access to credit, improved infrastructure and
regional and agriculture development.

Improvement of the investment climate

Azerbaijan’s impressive record of attracting foreign investment in the oil industry has not,
unfortunately, been matched in the non-oil sector. The govermment will take steps in order to
encourage investment, by both international and domestic investors. Rebuilding infrastructure
and ensuring better access to credit are important strategies. At the same time, the government
will examine tax rates, and reform its regulation of businesses, in order to encourage investment.
Special attention will be paid to the needs of entreprencurs, and to small and medium enterprises.
SMEs are often very labour intensive, and can create new jobs In regions where large-scale
investment rarely take place.

Regulation

It is planned to improve the existing legal and regulatory base in order to attract investment to
the non-oil sector and to develop regions of the country outside of Baku. A draft law “on
Investment Activities” will be submitted to the Millt Majlis. This law will provide for equal
treatment of domestic and foreign investors, and will replace all existing investment laws. A
draft law “on Establishment of Special Economic Zones” will also be submitted.

Regulations for businesses have already been considerably simplified. Up to the present time,
according to legislation 75 types of business fields have been subject to licensing. These fields
have been broken into certain activities (communications, mining, alcohol and tobacco
production) resulting in 270 types of activities being subject to licensing. Licensing and
supervision have been implemented through 27 central and local executive power authorities,
their departments and other entities.
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As a result of the meeting of the President of Azerbaijan Republic with the local and foreign
business community, steps are now being taken to improve legislation and procedures. Based on
the Presidential decree of 2 September 2002, the number of activities for which licenses will be
required will be sharply reduced, to only 27.

It 1s planned to conduct regular studies on the investment environment in the country, and to
discuss the results jointly with the representatives of public and private sectors and undertake
relevant measures in this regard. An Entrepreneurs Council has recently been established (by the
Presidential decree of August 27, 2002), which will represent both local and foreign
entrepreneurs.

A comprehensive programme of support for entrepreneurs was announced on August 17, 2002,
when the President of the Republic of Azerbaijan issued a decree approving the “State
Programme on Small and Medium Enterprise Development.” The programme includes over
sixty specific measures, which are grouped into six broad areas: improving regulation of
entrepreneurship; financial and investment support for SMEs, assisting structural and
technological progress; human resource development; promotion of regional development, and
strengthening the legal rights of entrepreneurs.

A Tariff Council was established in early 2002 with the participation of government officials and
private sector representatives in order to ensure the improvement of the tariff system of the
country and flexible regulation of the level of tariffs based on the requirements of the economy.
Regular adjustment of tariffs from the point of view of entrepreneurs’ interests through capacity
building for this organisation would be of great importance.

The government also plans to undertake several measures in order to promote exports. Several
initiatives are currently being considered, including the creation of a database to increase
marketing opportunities for local products, arrangement of trade fairs, establishment of
exhibition centres and bonded warchouses as well as opening trade representations in potential
partner countries and establishing an Export Promotion Fund.

The government plans to continue with efforts to move to International Accounting Standards
(IAS). As part of the process, joint stock companies with tumover exceeding a prescribed level
will be required to develop their reports in line with IAS.

The government will strengthen the fight against corruption that is considered to be a worldwide
social menace. Thus, in 2003 the government plans to adopt and enforce the law “On Fight
Against Corruption” which has passed its first reading in the Milli Majlis. The law will aim to
prevent, uncover and investigate corruption related infringements and to eliminate their
consequences, to protect human rights and civil liberties by means of punishment of the
individuals guilty of such infringements, to protect public interests and state security, to ensure
efficiency and lawfulness of the activities of the public and local municipal organs and of public
officials. This law also will intend to strengthen the confidence of the populace towards the state
and its individual structures thereof, and to encourage professionals to enter public or local
municipal service, and to create conditions excluding involvement of the staff of such organs
from corrupt practices.

It is planned to continue the process of applying for admission to the World Trade Organisation.
Bilateral and multilateral trade negotiations will be held for this purpose. The WTO offers
Azerbaijan the opportunity to participate in a rules-based multilateral trading system (as opposed
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to a bilateral trading system, where differences in economic power often decide the outcome of
trade disputes).

Public Finance Policy

With regard to tax rates, changes are planned in the 2003 budget for the rate of social
contributions. It seems clear that social insurance contribution rates are unhelpfully high, and are
discouraging both compliance with the tax regime, and the growth of employment in the country.
Steps have already been taken to reduce this tax burden by consolidating Disability and
Employment Funds with the Social Protection Fund, and reducing taxes accordingly. It is
intended to further reduce social insurance contributions by lowering the rate levied upon
employers on employee’s pay from 29% to 27%. At the same time, the rate to be paid by
employees will be raised from 1.5% to 2.0% of their wage. These changes will make it less
expensive for businesses to comply with their legal obligations, and less expensive to hire
additional employees.

The National Fund for Entrepreneurship has been operating since 1993, providing both
concessional credits and advice and training to small businesses. Over the period of 1993-2001
the National Fund for Entrepreneurship has implemented over 100 businesses development
investment projects on a concessional basis. The amount of soft loans given to entrepreneurs
from the state budget during 1999-2001 was 5.4 billion AZM (1.1 million USD). According to
the Presidential Decree, it is planned to allocate 250 billion AZM (51.5 million USD) to increase
financial support for the development of entrepreneurship.

The government has already taken an important step for the purpose of education, counselling
and information provision, by organising training and seminars and sending entrepreneurs to
foreign countries to gain experience. The government intends to continue its efforts in this field.

Increased Provision of Credit

A major problem which entrepreneurs and small and medium sized businesses face is the lack of
credit, to start up or expand their businesses. This is because the Azeri financial sector, which is
dominated by banks, is small and still needs to be developed. Increased availability of credit will
come about primarily as a result of improvements to the banking sector, although there will be
some targeted provision of credit by the state. These improvements will increase the public’s
trust of the banking system, and so encourage them to deposit their savings in banks. At the
same time, better run banks will be better able to provide credit to entrepreneurs and mvestors.

Trust in the banking system is low, and consumers largely keep their savings outside the
banking system, so bank deposits, mainly in dollars, amount to just over 7% of GDP. At the
same time, borrowers do not finance much investment through banks — with loans, many of
them bad loans, amounting to just 9% of GDP — since the cost of borrowing is very high. To
improve competitiveness and so attract more deposits and lower the cost of loans the NB wiil
develop and implement a strategy of banking system reform. This will include several measures,
designed to lead to the expansion of banks’ role in the economy, improvement of opportunities
for credit and especially to the decrease of interest rates, which in tum will improve credit
provision to entrepreneurs and increase employment opportunities.

Privatisation
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The government will sell much of its stake in the International Bank of Azerbaijan and will also
improve the operational and management system of the Universal United Joint Stock Bank
(BUS Bank) to prepare it for privatisation.

Regulation

The minimum capital requirements for banks will be increased. It is also planned to undertake
measures to improve the competitive environment in the banking services market.

The expansion of the number of regional bank branches, establishment of the regional banks and
financial institutions, as well as the promotion of credit unions are planned within the
framework of the institutional development of the banking sector. It is planned to develop
microcredit banks, which will provide credits to SMEs and to further liberalise foreign capital
participation regime.

As in many countries, in Azerbaijan not all entreprencurs feel confident in depositing the
receipts from their businesses in the banking system. Some fear that they have not fully
complied with the tax regime, while others prefer the convenience of keeping funds in cash,
Keeping these funds in cash form prevents banks from making loans to other businesses. Many
countries have attempted to tackle the problem of encouraging legitimate businesses to deposit
their funds with banks, while discouraging the laundering of money eamed from illegal
businesses. Thus, it is also intended to study international practices in order to encourage holders
of cash to use their funds to finance entrepreneurs, and to create new jobs.

Completion of the small payments system, development of the intrabank payment system,
completion of the transition to international accounting standards, improvement of the bank
control system, and the establishment of credit bureaus are amongst the measures to be
undertaken.

It is also planned to introduce deposit insurance for individuals, taking into account
reconstruction and enhancement of the banking system. Deposit insurance will increase the
confidence of the population, and will prevent small depositors or depositors with poor
knowledge about banking activity from losing their deposits due to a bank’s inability to repay.
This measure will play an important role in transforming free resources into investment and thus
will lead to the acceleration of economic growth and improvement of social welfare by
strengthening banks’ role as financial intermediaries.

At the same time, there will be a continued focus on the improvement of human resource
management systems, and the development of intemal information systems of the banks.

In order to provide a better environment for banks, the government will establish a centralised
and simplified collateral registration system, and will set up an effective land market, as noted in
several sections in this document. Special emphasis will be placed upon the stimulating non-cash
transactions and limiting dollarisation of the economy in order to ensure healthy money turnover
and its effective regulation.

Improvement of banking legislation is of particular importance for the development of banking
infrastructure. In this regard, it is planned to amend the Law of the Republic of Azerbaijan “On
the National Bank™ and to adopt a new Law “On Banks in the Republic of Azerbaijan™. These
changes are necessary in order to implement better supervision of banks by the National Bank,
and provide for the deposit protection scheme.
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Development of Infrastructure

The unreliability of infrastructure such as gas, electricity and water supplies, and the poor quality
of transport infrastructure is a serious impediment to economic development and the standard of
living of the Azeri population. Lack of reliable power supplies outside of the Absheron Peninsula
limits the opportunity for private sector investment, and stifles the creation of new jobs. Given
the importance of underinvestment in infrastructure, the government intends to undertake
comprehensive actions in this regard during 2002-2003, as reflected in relevant sections of this
document and the Policy Matrix.

Public Finance Policy

As noted above, all new infrastructure including major maintenance and repairs will be
undertaken only as part of the Public Investment Program. Planned expenditure on capital works
will increase from 17% to 21% of total government expenditure; it will total 2,015 billion AZM
in 2005, a 111% increase in nominal terms from expenditure in 2001.

This increase takes into account many pro-poor capital projects which have already begun. These
include rebuilding essential transport infrastructure such as roads, railways and ports.
Improvements to the Trans Caucasus Highways have as a specific focus improving the quality of
transport services for the low income rural population living in the vicinity of the highway and
the tertiary road network connected to it. Rehabilitation of the port will emphasise minimising
the negative environmental impact of the operations on- the Caspian Sea. Improvement of
transportation will help to promote trade and economic growth, and will help to spread the extent
of growth to include regions outside of Baku.

[mprovements to the Baku water supply system have also been designed with the poor in mind.
The reconstruction of the Greater Baku water supply system is focused on emergency short-term
improvements of water supply, especially supplies for the poorer elements of the population.

As is shown in the policy matrix, the programme of capital works includes the following:

e building 28 new schools, and rebuilding 200 schools;
building new houses for refugees and IDPs, and upgrading facilities in IDP camps;
anti-pollution measures, including the treatment of mercury and radioactive waste;
rebuilding irrigation and drainage facilities;
conversion of oil-fired power stations to natural gas-fired, and building of new power
plants;
reconstructing underground gas storage facilities;
building Olympic centres in regions;
s rebuilding cultural and art centres, and preserving cultural heritage.

Regulation

These improvements to public infrastructure are funded by the government. It does not seem
likely that there will be significant interest from the private sector in investing in infrastructure in
the medium-term. However, the government is already pursing new methods of improving
govemance for existing infrastructure. For example, the management of the Baku and Sumgait
electricity network has been let to a private company, Barmek Holdings, and Ganja and Ali
Bayramli electricity networks to “Baku High Voltage Power Equipment” ISC for a 25 year
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period. This sort of public-private partnership will be used in the future, and may extend to
include management of other utilities.

Investment in Human Capital

In the long term, poverty reduction is dependent upon investment in the country’s human
capital. Building up human capital embraces a broad spectrum from meeting basic needs to
empowering and enriching capabilities. As such, it rests on making a more efficient use of the
existing capacity, as well as creating additional human capital through developing capacity,
skills and know-how. As part of its Poverty Reduction Strategy, the effectiveness of the
govermment’s spending on human capital development, particularly in social security, health and
education, will be improved. As has been noted above, the government has developed a strategic
medium term expenditure plan which provides for a more raticnal use of public funds in order to
fight again poverty.

Public Finance Policy

As has been described, there is a pressing need to increase expenditure on health care. Health
care expenditure will more than double over the life of the SPPRED program, and will account
for 5.4% of total govermment expenditure (up from 3.8% i 2001). Spending reforms will
support the reform of primary health care delivery, and the introduction of cost-effective health
care interventions. At the same time, the wages of health sector employees will be significantly
increased. As noted in Chapter 3, increased spending from the state budget cannot solve the
problem of poor health care outcomes. In addition to increased funding, resource use will be
rationalised, and the emphasis of care will shift from hospital services to ambulatory primary
health services. Furthermore, it is planned to review budget norms, and possibly to budget on the
basis of a per capita, rather than a per bed basis.

The increase in education funding will be relatively modest. Until there is significant
restructuring of expenditures in the education sector, additional funding will probably have little
impact upon educational attainment by students. Thus, the share of total expenditure on
education will fall, from 17.0% to 15.2% of total government spending. Within this total, it is
planned to reduce the total number of teachers, and to increase pay for those who remain. A
bonus system will be implemented, which will reward teachers who participate in the
improvement and development of the education system. Resources are being allocated to help
ensure that all children receive equally high quality education, including providing free
textbooks to all children, and to build or significantly improve over 200 schools.

Agriculture and Regional Development

A key element of the Poverty Reduction Strategy is the development of the non-oil sector and
reducing differences in living standards between Baku and the other regions of the country.

The government intends to umplement a number of measures within the framework of the
Poverty Reduction Strategy to stimulate business ocutside of the Baku area. In addition to that,
preparation and implementation of specific proposals on preferential wage indexation, and
preferential tariff rates on energy carriers, to local producers in mountainous and border regions
and Nakhichivan, is planned. Additionally, in the areas mentioned special consideration will be
given to promoting investment by providing tax breaks or soft loans. The government will also
support the expansion of financial services in the regions, whether provided by banks, credit
unions, or micro-finance institutions.
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Development of the agricultural sector, within the framework of a comprehensive rural
development policy, is also crucial for development of the non-oil sector. Over the last decade
the numbers employed in agriculture have grown from 1,144,000 in 1990 to 1,515,000 in 2001.
Over 40% of the economically active population is now employed in agriculture, of whom 21%
are female. This growth in agricultural employment is largely a result of the land reform, but is
also a result of the loss of employment in villages and small towns due to the closure of state
factories.

Although the land reform has been completed successfully, it has not led yet to higher living
standards for the rural population. Wages in the agricultural sector were reported to be only 30%
of the national average in 2000, and although 40% of the workforce is employed in agriculture,
the sector accounts for only 16% of GDP. Amongst the most important factors hindering better
economic outcomes are the small size of the land plots; the need to develop a land market;
pressure on common grazing lands; shortage of inputs such as seeds, water and equipment; tack
of market outlets; poor transport, and poor efficiency of irrigation and other crucial elements of
rural infrastructure; as well as lack of access to credit and lack of collateral to secure credit.

The agricultural sector is crucial to the rural economy, with strong linkages to non-farming
activities such as the agro-processing industry, handicrafts, retail, distribution, transport,
construction and other aspects of rural infrastructure. As such, any improvements in the
performance of the agricultural sector in Azerbaijan will have far reaching effects in increasing
demand and generating growth and development in the rural economy as a whole, and in the
regions. For this reason the government considers it important to place development of the
agricultural sector in the context of an integrated rural development policy. Such a policy will
take into account environmental concemns, since rural development will only be successful if it is
based on sustainable use of the country’s natural resources. It will also encompass development
of infrastructure, and promotion of non-agricultural employment. The government has already
taken first steps in the direction of developing a rural development strategy with the Presidential
Decree on National Food Security Policy Framework and Programme of March 2001.

Regulation

The integrated rural development policy will take into consideration the achievements already
obtained through the land reform. The government is committed to continuing the land reform
and to developing the necessary institutional and legal framework to enforce and secure the
property rights stemming from the Land Reform Law. However, the current level of
fragmentation of land plots and the poorly developed land market are hindering the
establishment of viable agricuitural businesses. The government will therefore facilitate the
formation of Farmers® Associations to help the process of consolidation of land plots. The
government will also strengthen the Land Committee Regional Cadastre Centres which will play
a key role in regulating land distribution, land demarcation, delivery of remaining land
certificates, and will help to create a transparent and functioning land market.

The government will continue institutional reforms in the agricultural sector in order to improve
the management of the country’s natural resources and create conditions for sustainable
agricultural production. Institutional reforms will result in a more transparent distribution of
responsibilities between governmental organisations, and help prevent further degradation of
land and other resources. The overuse of land, lack of maintenance of water infrastructure,
reduction of pasture share and poor management practices have resulted in land erosion, the
raising salinity of soils and pollution of water resources. There is currently a duplication of
functions between the Ministry of Agriculture, State Amelioration and Water Resources
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Committee, State Committee for Soil and Mapping and Ministry of Ecology and Natural
Resources, which hampers good management. Institutional reform will also serve to bring about
a clearer separation of the state’s regulatory role from its commercial functions in the
agricultural sector. The govemment will form an inter-ministerial commission to prepare a
comprehensive proposal for institutional reforms of the agrarian institutions.

The government will develop policies aimed at guaranteeing sustainable use of the country’s
natural resources.

Azerbaijan has a large variety of climatic zones and types of agricultural land. In the
mountainous areas, livestock is more important than cultivation of crops, making pasture
administration is particularly important. Hence it is important that the regulation of pastureland
be improved, in order to ensure that there is not too much pressure on the pasturcland located in
the immediate vicinity of the villages. It is equally important to prevent any irresponsible
exploitation of summer and winter pastures, and to ensure that the rights of access of poorer
herders are protected. The involvement of municipalities in the regulatory process will be
beneficial to the communities concerned.

In order to improve the land protection and soil quality, it is proposed to develop a State
Programme for Soil Conservation, which will include specific measures aimed at protecting soil
from wind and water erosion, as well as to carry out amelioration programmes to reduce the
levels of soil salinity.

The creation of new forms of organisations in rural areas, such as farmers’ unions, will serve to
promote private initiatives and will help small farmers increase productivity through better
access to appropriate technology and inputs, and also to access markets. It will also enable them
to reduce costs of production and processing as well as to build up economies of scale. The
govenment will facilitate and promote the establishment of the Farmers Associations or Unions
with these objectives in sight by preparing the necessary legislation for their development.

Easier access to micro-credits, and transparency in licensing procedures, are required to
encourage the development of alternatives to current farming technology. These are also required
to help private suppliers to set up, and fill the gap left by the dismantling of former state-owned
machine-tractor parks and the collapse of the agro-processing industry. Small farmers cannot
afford to buy equipment, but they can afford to lease it for short periods. Access to seeds and
other inputs is alse limited at present, and private supply of these has to be stimulated.

Another problem to be addressed is the need to promote the creation of marketing channels for
farmers’ products. As mentioned in Chapter 6, many rural inhabitants are demanding a return to
state orders, whereby produce was bought at favourable prices; and increasing customs duties to
protect domestic producers. Such solutions are incompatible with the need to develop a market
economy, but alternative solutions need to be found. That is why the attraction of private sector
to the agricultural products processing in rural areas in order to increase its capacity is part of the
country’s agricultural sector development strategy. At the same time the preparation for WTO
accession will be continued.

Privatisation
As has been noted, land has largely been privatised. The government is planning to rebuild the

Sumgait superphosphate plant through privatisation in order to increase the provision of
fertiliser. It is envisaged that a comprehensive privatisation programme will also facilitate the
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supply of the other vital inputs into the agricultural sector by the private sector, including
equipment and services. Promotion of participation of the private sector in veterinary services,
medication provision and technical services is considered one of the priorities.

Public Finance Policy

Improved management of the country’s natural resources also requires better supply of
information to local farmers. There is a need to continue the development of an effective and
accessible extension network providing advisory information services to farmers in order to
promote adequate technical and managerial know how, while also showing the need to respect
the ecological balance. This information will cover the different approaches and practices that
are best suited to local soil and agro-ecological conditions. Tt is planned to expand local advisory
services for farmers providing information on micro-credits, increase the number of technical
and management associations etc. These centres will also be used to provide training for local
farmers, and to distribute information leaflets on best farming practices for local conditions. The
centres will build on the existing experience of both public and private service delivery and will
strengthen linkages with national and regional research and academic institutions.

Favourable conditions for the establishment of rural micro-financing institutional capacity, such
as credit unions and micro-credit banks, will be created. There will also be an increase in state
transfers to agriculture for the purpose of improving financial provision to farmers.

The state will retain responsibility for the protection of public health by improving food safety.
In order to improve the quality of livestock, and reduce the risk of human brucellosis and
tuberculosis, it is planned to improve the coverage of veterinary vaccinations and introduce
improved measures of epizootic control in the country. For this, the provision of veterinary
vaccines will be improved, and laboratory conditions and equipment modemised. The Khanlar
production complex will be rebuilt to improve production of veterinary preparations, and the
facilities and equipment in the national diagnosis laboratory and in three regional laboratories
will be modemised in order to improve epizootic control. It is also important to improve the
control of food safety by the state laboratories, and to upgrade the quarantine control at the
borders.

Development of agriculture and alternative employment in rural areas is closely linked to the
infrastructure. Unreliable power, water and gas supply, as well as poorly developed
communications and transport systems discourages the development of entrepreneurship. It is
planned to eliminate the above-mentioned problems through investment and privatisation
programines, in particular through the PIP.

Most of the country’s agriculture is dependent on irrigation and drainage systems. Public
investment is required to rehabilitate much of these systems and make them more efficient. But
efficiency and effectiveness also require improved management and control of the irrigation and
drainage infrastructure. Therefore, “Water Users’ Associations” involvement will be further
expanding in this regard. It is important to introduce cost recovery systems to assure
sustainability of public investment. Until full cost recovery is achieved, it is necessary to allocate
public money for operation and maintenance of state owned infrastructure.

The future sustainable development of agriculture will also depend on human resources’

development through applied research aimed at capacity building for experts in this field, as well
as improvement and modemisation of capacity and the quality of the technical training provided
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by the Agrarian Academy and Agrarian Studies/Research Institutes, and to promote cooperation
with foreign universities for student/researcher exchange programmes in agricultural science.

Environmental Improvement

Economic development which upsets the environmental balance cannot be sustainable.
Environmental pollution has a negative effect on the population’s ability to earn income; firstly
through adverse affects on the health of individual citizens, and secondly, as has been shown
above, by leading to a depletion of the natural resources available for income-generating activity
in agriculture and other sectors. The government therefore needs to develop a poverty strategy,
which takes into account environmental concerns. This involves tackling large-scale national and
international projects, such as those concerning the Caspian Sea, and also measures such as those
outlined in the Agriculture Section above, aimed at improving management of the country’s
natural resources. There is also a need to improve regular monitoring of environmental poliution,
and to conduct campaigns to raise public awareness of the need to respect the ecological
balances. Local communities will be involved in monitoring, regulating, and providing
information on the environment.

Public Finance Policy

Among the most urgent problems to be tackled are the need to clean up mercury sludge and
improve waste management. With regard to water purification and sewerage system
management, it is planned to reconstruct the purification units and sewerage system m Sumgait,
expand the purification facilities in Baku, and finish construction of new facilities in Ganja.

The government is cooperating with GEF, UNDP, WB, UNEP and EU on a project to protect the
bio-diversity of the Caspian Sea. It is planned to protect the traditional spawning areas for
sturgeon in the Kura and Araz rivers, and to treat the contaminated water discharged from the
Zykh and other lakes into the Caspian Sea.

Soil pollution has to be monitored systematically. In the Absheron peninsula, efforts will be
made to re-cultivate the oil-pelluted soil. The radioactive waste in the coal storages at Ramany,
New-Surakhany and Nefichala iodine-processing plants will be treated.

It is noted in Chapter 6 that the country’s forests are threatened by uncontrolled logging, due to
the pressure on poor households to find fuel or heating and cooking given the lack of guaranteed
gas and electricity supplies. There is a need to control this practice, and also to undertake re-
planting operations. Forests will be planted along the banks of the Kura and Araz river, covering
an area of 5000 ha. There will be further planting of forests covering an area of 6000 ha, and
native vegetation and plants will be planted to cover an area of 4500 ha. The process of re-
forestation will in turn have a positive impact on reducing the level of salinity in the areas
concerned. Tt will be preceded by a feasibility study, which will ensure that the re-forestation is
compatible with the government’s overall rural development strategy, and that it does not limit
further the access of local communities to land for grazing and cultivation.

Regulation

In the long term, the government is planning to develop alternative energy sources, and with this
in mind it will conduct a study to define profitable geo-thermal energy sources, will develop a
national programme on solar and wind power generation, and work on the restoration of Guba
and Gusar Power Stations.
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Environmental protection should be enforced through the improvement of monitoring of
environmental indicators. Administrative reforms are planned to improve management, as is the
provision of regional laboratories with the necessary equipment for monitoring. The Geographic
Information System will be improved, and the municipalities and communities involved in the
assessment of the environmental impact of regional economic development projects.

Waste collection and disposal and rehabilitation of sewage systems at municipal level will be
developed taking advantage of best available technology at affordable costs to introduce
recycling practices and reduce water and soil contamination.

Energy Reform

Lack of reliable energy supplies is considered a major problem by the rural population. It limits
employment opportunities and limits opportunities for investment. Equally as important, the
provision of energy at subsidised rates represents a large drain on the state budget. These
subsidies are not targeted, and the benefit is disproportionately enjoyed by better-ofl segments of
the community. Thus, energy reform, especially improvements to financial discipline, are the
government’s top priorities.

Public Finance Policy and Regulation

The energy sector is intrinsically linked to the Poverty Reduction Strategy due to the way in
which utility subsidies have been used as a form of social protection. Currently consumers of
energy and gas receive huge subsidies from the state budget, but these subsidies are hidden, in
that they are never explicitly calculated or published. At present many budget organisations,
businesses and private households do not pay their wtility bills. This means that the two main
utility suppliers, Azerenergy and Azerigas, are unable to pay SOCAR for the mazut and gas
which they nced as inputs. (In 2001, SOCAR received only 0.5% of the valuc of the fuel
supplied to Azerenergy and 1.3% of the value of supplied gas to Azerigas). As a result, SOCAR
has major shortfalls in its revenue, and cannot pay its full tax liabilities. Thus the state budget
also loses significant amounts of revenue. The IMF has estimated that i 2001 the government
paid roughly 50 percent more to subsidise the activities of Azerenergy and Azerigas than it spent
on health and education.

The average level of collection for the entire country is 27% for electricity and 30% for gas.
Such explicit and implicit subsidies for electricity, gas and water have a detrimental effect on the
economy and negatively impact public expenditures, in that energy producers are unable to pay
their taxes. The money collected for consumption of gas and electricity is enough to cover
salaries and operational expenses, but nothing more.

With regard to households, utility subsidies are a cost-ineffective form of social protection. Since
- the amount of subsidy received by households depends on the quantity they consume, those who
consume more benefit most. Both rich and poor households benefit from these subsidies.
However many low-income families have no access to the subsidies because they have either
limited or no services. As a result of non-collection of payments and arrears (the implicit
subsidies) the utility companies have no money to invest in maintenance, and improved supply,
especially to rural areas. The present widespread failure to pay for utilities is a de facto subsidy
to houscholds, in particular those living in urban areas, and the use of these implicit subsidics as
a form of social protection is neither pro-poor, nor cost-effective.
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The government has taken some important steps towards the removal of these subsidies. In
particular it has adopted the government programme "On Strengthening of Financial Discipline
in the Energy Sector”. The policy measures planned include several steps. First, it is intended to
make these implicit subsidies explicit by making sure that they are recorded clearly in the state
budget documents. It is planned to increase the payments to SOCAR from the utility companies
gradually between the years 2002 and 2006. In the this period, in order to make the subsidies
explicit, the Ministry of Finance will issue securities to Azerenergy and Azerigas for the amount
of money which it cannot pay to SOCAR for fuel.

Budget organisations and state enterprises will be transferred enough money to pay for energy
and gas consumption, and limits will be put on their consumption. If they surpass these limits,
they will face sanctions, including disconnection. A list of consumers will be kept, and there will
be compulsory installation of meters. This should stop the accumulation of debts, and also
encourage less wasteful consumption.

Payment cards will be used for all utility services, and this will ensure a significant increase n
collections. These cards will only be valid for payment of utility service fees.

Improvement of the collection rates from households will need careful planning, Instailation of
meters will take some time (in rural areas, 13% of households do not have metering of electricity
consumption, and metering of gas consumption is available to only 10% of households), and
enforcement of collection rates will be accompanied by a new compensation benefit for low-
income households (Chapter 3). It is also planned to carry out public awareness campaigns (Tor
organisations and households) on energy saving methods.

It is planned to improve the management of utility supplies by transferring the management of
regional electricity and gas supply networks to the private sector. Transfer the management of
the regional electricity distribution networks in Baku, Sumgait, Ganja and Ali-Bayramli have
already been completed.

Restructuring of SOCAR, Azerenergy and Azerigas will continue. The regulatory functions
performed by the state will be carried out by the Ministry of Fuel and Energy, while SOCAR and
the utility companies will be responsible for commercial operations. There are two main
problems with regard to increasing the financial viability of the utility suppliers. One involves
improving collection rates, as has been discussed above. The sccond involves gradually
increasing tariffs to bring them in line with world prices. Estimates show that even if consumers
make full payments to Azerenergy and Azerigas, these companies would stili not be in a position
to pay all their bills to SOCAR. A tariff board has been established to advise on tariff levels, and
to regulate them. The aim is to achieve a gradual reduction in the distinction between domestic
and world prices for oil, oil products and natural gas.

With regard to the future development of the sector, it is planned to achieve an efficient
exploitation of the remaining reserves in the oil fields, and to take measures to ensure stable
increase in oil and gas output levels. It is planned through construction and rchabilitation of
energy infrastructure to switch thermal power plants from heavy fuel oil to gas, which is more
efficient and is less damaging to the environment. The export potential of the sector will be
increased by the construction of new oil and gas pipelines, and the energy supply system will be
improved through the integration of Azerbaijan into the regional energy supply systems (linking
with Russia, Turkey, Georgia and Iran). The following targets have been set for 2005:

» 10 increase gas storage capacity to 3.5 bin. m3;

¢ to increase oil export capacity 50 mln. t/year;

95



e to increase gas export capacity to 7 bln. m3;
e to have additional 2,600 mWt power production.

Both the government and foreign companies involved in the development of the country’s oil
and gas sectors will respect environmental considerations, since the energy sector has in the past
been responsible for much of the country’s pollution problems.

Improved collection rates and increased tariffs will ultimately lead to more funds for investment
in the supply and distribution systems, especially in rural areas. In the short-term, capital
investment will be undertaken in new power plants in line with the PIP.

Promotion of Tourism

Azerbaijan is a large and varied country with some good potential for both internal and
intemmational tourism, especially if better integrated into a kind of network with other tourist-
attracting countries in the region of Southern Caucasus and Caspian sea (e.g. Georgia,
Uzbekistan, Turkey, Iran). This potential can only be utilised with a well co-ordinated set of
policies, bringing together the public resources and the private sector for a sustainable
development of tourism.

The tourist industry can play a role in the overall development and growth of the country. It is
strongly linked with several other main areas of the government’s strategy for poverty reduction
through income generation.

Tourism, by definition, implies flow of resources to the regions. Given the climatic and natural
variety of Azerbaijan, the development of tourism will enhance the government policy of
regional growth, This takes the form of long-term, infrastructural investment, as a prerequisite
for tourism to flourish, as well as flow of income through tourists’ spending in the regions.

Tourism can generate income at local levels by creating demand for specific services, ranging
from high-skill to low-skill jobs. Given the present situation of unemployment levels in the
regions, a boost in demand for low-skill jobs, mainly in services, will lift some of the immediate
economic constraints at local levels, and would foster the poverty reduction objectives in the
country. In a longer term perspective, as the demand for higher skills in tourist industry may rise,
so will the human capital by way of training for new skills in the regions.

Tourism can attract SMEs in a variety of activity lines, and at local levels. Essentially a service-
based sector, tourism requires relatively little capital. This makes it a labour-intensive sector.
With relative abundance of labour, compared to capital, the entry barriers for SMEs into tourism
at the local level may be modest. This in tum would comntribute to the overall government’s
strategy for attracting the private sector into new lines of income-generating activities, and in
generating more gainful employment in the regions.

A boost in tourism can also have positive impact towards improving and maintaining the artistic
and cultural heritage of the country. This again will enhance the regional development, as many
sites, museums and cultural monuments are located outside the capital.

The development of tourism is dependent on better and healthier natural environment. As such,
the linkages with environmental improvement are obvious, and strongly in line with the
government’s policy on the issue of environmental safety and preservation.
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The development of tourism can facilitate a more equitable distribution of income and resources,
in favour of the poorer income groups. Provided appropriate implementation and monitoring, it
can also make the non-income aspects of poverty less pronounced for the poor, by facilitating
familiarity and access to cultural and artistic wealth in the regions to the local population.

With concern for all these major aspects of development and balanced growth strategy, the
government plans to encourage the development of the tourist industry. The role of the state in
this process is important by way of creating a favourable environment for the private sector.

Public Finance Policy

The state, through its public investment policy (PIP), will try to ensure that the necessary
infrastructure for the development of tourism is in place. While Azerbaijan can boast
considerable natural beauty, the government will focus on improving roads, electricity supply,
telecommunications, water supply and sewage systems to support tourism development and
contribute to the country’s regional economic development. In this regard, the role of
municipalities and the local communities are very important.

The government will also encourage the development of so-called green and rural tourism,
concentrating initially on domestic tourism. In this particular respect, the existing capacity and
quality of museums, arts galleries and music venues need considerable upgrading in the urban
centres and in the regions, as these can bring in regular visitors from nearby, as well as from
farther away.

The govemment will set up tourist information centres in Baku and in seven regions of the
country. These centres will coordinate work on the advertising and publicity for tourism, as well
as providing brochures with information on local services and sights for tourist. It is planned to
develop well-defined tourist routes within the country, to guide tourists to the most interesting
sights. The government will also organise courses to train specialists in the tourism industry.

Regulation

The government will prepare and approve a new licensing rules for simplification of licensing in
tourism industry.

The government will also make an effort to ensure that the tourist visa regime is as simple as
possible, to ensure that entry and exit procedures are mmproved, and to help encourage foreign
tourists.

In line with the measures envisaged to encourage SMEs development, the government will try to
ensure that access to credit is improved, in order to allow the development of the private sector

in tourism.
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Chapter 3. Institutional Framework for the Poverty Reduction Strategy

Institutional reform in Azerbaijan i3 closely tied to the process of redefining the role of the state
in the transition to a market economy. As mentioned in Chapter 4, the regulatory role of the state
is very important for improving the business and investment environment in the country. Over
the last five years the staie has taken important steps to withdraw from commercial activities.
The process of redefining the role of the state will be continued.

Another important part of institutional reform is the rationalisation and improvement of public
administration structures. In this regard, some measures have been taken to rationalise through
the merging of government agencies. So far nearly 30 central government structures have been
either liquidated or merged and new ones established. A civil service reform is underway, with
the aim of improving the professional and managerial capacity of civil servants; and
decompression of wages within the civil service will be undertaken so that pay levels correspond
to levels of responsibility and qualifications.

The government has been trying to decentralise management within the public sector. The
creation of municipalities can be considered an important step in this process. As a part of the
process of decentralisation, the municipalities can contribute to the strengthening of local
governance and decision making by improving allocation of resources at the local level,
promoting regional development and allowing local communities to participate mere actively in
decision making.

Juridical reforms are also being undertaken with the aim of improving the legal qualifications of
judges, prosecutors, defence attorneys; improving the court procedures for handling legal cases;
improving legal access to the public and allowing public participation in trials; making sure that
the legal profession has the background to ensure that new laws and legislation are consistent
with the requirements of a market economy; and improving the performance of law enforcement
agencies.

As part of institutional reform, the government is undertaking a number of active measures to
reduce corruption and increase transparency in the public administration system. Since 1995 a
series of Decrees were issued by the President of the Republic in this regard, and in June 2000 a
Law on Combating Corruption was drafted. The draft law has already passed its first reading in
Milli Mejlis.

The main strategic objectives of institutional reform can be summarised as follows: (i) to re-
define the role of the state in the changing economic environment, including the clear and
precise separation of regulatory and commercial activities; (ii) to rationalise and improve the
professionalism and transparency of the public administration system; (iii) to promote
decentralisation and local self-governance; (iv) to reform the juridical system, and (iv} to fight
corruption at all levels.

Institutional reforms will consequently contribute to economic efficiency, social safety, good
governance and transparency.

5.1. Public Administration Reform

The govemnment aims to provide key social and economic services for the citizens and help to
remove impediments to growth and employment in the non-oil sectors through efficient
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management of the country’s natural resource wealth. In order to achigve this it is important to
improve the existing govemance, policies and institutions for public expenditure management.

The overall aims of public administration reform are:
e To improve governance, financial discipline and transparency
e To improve resource allocation and use
e To improve the efficiency of programmes and services

Although 30 central government structures have been reformed, it is still considered necessary to
continue with these reforms in order to rationalise the existing government structures. Public
administration reform envisages a close review of the mandates and expertise of separate
government agencies since there is still significant duplication of functions in most of the
govemnment agencies dealing with economic issues. Therefore, it is intended to continue
structural reforms with a view to ensuring the efficient functioning of different government
agencies particularly in the agricultural sector.

The government continues with its efforts to improve transparency in the management of public
financial resources. A Budget System Law has been adopted, almost all extra-budgetary funds
abolished and consolidated into the state budget. All budget operations are currently
implemented by the Treasury. Transformation of the implicit subsidies to explicit ones notably
with regard to the structural reforms in the energy sector is one of the important steps towards
improving transparency in budget reporting.

The preparation of SOFAR’s and the government’s budgets will be coordinated to ensure
agreement on the key macroeconomic and fiscal aggregates, and to ensure that domestic
investment and expenditure of the Oil Fund are coordinated with the budget and implemented
through the Treasury.

The existing situation of SOCAR’s financial resources will be discussed and published by its
Supervisory Board on a quarterly basis for public dissemination.

Work is being carried out towards a clearer separation of commercial and administrative
functions, On the one hand, companies such as SOCAR, Azerenergy, Azerigaz, Azerbaijan State
Railway Department, and Azerbaijan Airlines have been stripped of all policy development or
regulatory functions. On the other hand, the establishment of the Ministrics of Fuel and Energy
and Transportation is part of the process of re-enforcing the state’s regulatory role.

The recent Law “On Civil Service” is designed to strengthen recruitment policy. A competitive
mechanism is being developed as the basis for hiring civil servants, and a periodic performance
review will be carried out to assess the professional level of the staff. Capacity building
measures to improve management skills are also envisaged, including a system which will allow
senior civil service employees to gain work experience in the private sector.

As discussed in the MTEF (Appendix 2), a pay reform for civil servants is also envisaged. Thus,
there will be significant decompression of wage levels, and pay levels of senior civil servants
will be increased to correspond to their responsibilities and achievement in order to attract and
retain senior qualified staff.

In order to ensure the successful implementation of the SPPRED, a Poverty Monitoring Unit will
be established with technical assistance from international institutions in the SPPRED
Secretariat, within the Ministry of Economic Development. The main objective in establishing .
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the Unit is to analyse the impact of poverty reduction policies in the country, using the HBS data
from SSC and also the results of other surveys and to prepare recommendations on new policy
priorities.

5.2, Juridical Reforms

The strategic aims of juridical reform are (i) to improve access of the population to information
on the law and their legal rights and their access to legal institutions (including secured
guarantees for the rights of the accused); (ii) capacity building of the legal profession to ensure
development of the relevant legal framework.

In order to improve the access of the population, especially the underprivileged to information
about their legal rights, local legal advisory services {citizen advice bureaus) will be set up in the
regions. It is also proposed to improve and simplify the working of the courts and procedures for
processing legal cases, and to increase the possibilities for the public to participate in trials.

The work carried out towards capacity building for legal personnel, ensuring the independence
and competence of judges, improving the performance of the agencies that are responsible for
the execution of court rulings and ensuring observance of human rights is underway in order to
develop a legal framework in line with the requirements of the market economy and this will
remain a priority area for the government.

It is important to note that, a significant step has already been taken towards protecting human
rights in the country and a new independent structure “Ombudsman” was set up in July 2002,

5.3. Decentralisation: Role of Municipalities in Poverty Reduction

In December 1999, the first municipalitics’ elections were held and circa 2,700 municipalities
were established in Azerbaijan. Of these 200 began as city (town) municipalities and 2,500 as
rural (village) municipalitics. Delegating some decision-making responsibilities to the
municipalities plays an important role in strengthening the sense of responsibility and
participation of the regions in their own development. Communities should be given the
opportunity to participate to a greater extent in the decisions affecting their living conditions and
environment.

The municipalities also can play an important role in targeting assistance to the poor. They can,
for example, help to define the most vulnerable as they have better knowledge of local
conditions. They are also in a position to prepare proposals on social and economic policy issues,
which would have an effect on improving living standards in their locality.

Furthermore, municipalities can play a role in attracting investors, partly by providing necessary
information to potential investors, and also by helping local inhabitants with the problem of
providing collateral. It may be possible in the future to use municipality property as collateral for
communal projects. The municipalities also have a role to play in improving the information
flow from the regions to the centre, and thus in ensuring that national level policy decisions are
better informed.

Municipalities can take on a role in controlling and preventing environmental degradation in
their locality.
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The creation of municipalities in 1999 proved a successful step towards improving local self-
governance and deepening democratic development in the country. Parliament has adopted a
Law “On the Financial Basis of Municipalities” and a Law “About Municipal Services”.
However, a lot more work has to be done to improve the work of these local self-governance
bodies. For example, there is still no clear definition of the role and functions of municipalities,
and no clarity between the authority of the municipalities and that of the local executive bodies
and no clear definition of their relationship with the central government agencies. Municipalities
still do not have full use of the property which is allocated to them, and the funding which they
are entitled to from the central budget.

As noted in Chapter 1, living standards in rural areas have been particularly affected by the
deterioration in rural infrastructure, including school buildings, public health centres, water
supply and roads. Although the management responsibility for most of this infrastructure has
been transferred from the central government to the municipalities, the municipalities do not yet
have adequate capacity for taking over this responsibility.

Thus, the main direction of the government’s decentralisation policy will include further defining
of the role of municipalities, capacity building and support for municipalities in terms ensuring
their rights to property and financing. Decentralisation policy will also involve prometion of the
municipalities’ role in encouraging the creation of income generation opportunities in the
regions.

The role of national non-government organisations (NGOs) should be mentioned along with that
of the municipalities in the implementation of decentralisation policy within the framework of
SPPRED. NGOs with various profiles have managed to varying degrees to establish broad
relations with either local populations or the international community and create their own
infrastructure as independent structures. There are many specialists working in NGOs with
intemational experience as well as experience of working in production and administration
spheres, and who have implemented large-scale projects and programmes.

The participatory process has been strengthened through the involvement of NGQOs, which are
one of the main elements of the civil society. National NGOs have been closely involved in the
development of the SPPRED and have helped to ensure national ownership of the document.

The positive experience with national and international NGOs during the preparation of the
SPPRED has shown the necessity of using their potential and expertise in the implementation of
the programme in future. It is envisaged to involve them firstly in the development of a NGO-
government partnership for the implementation of policy measures outlined in SPPRED,
capacity building for municipalities and joint monitoring of poverty in the country.

5.4. Combating Corruption
The government is taking active measures to reduce corruption and increase transparency in the
public administration system. Since 1995 the President of the Republic issued a series of Decrees

in this regard. In June 2000 a Decree of the President called for the drawing up of a Law on
Combating Corruption. The draft law has passed its first reading in the Parliament.
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Chapter 6. The Participatory Process

6.1. The Role, Significance and Objective of the Participatory Component

The role of the participatory process in the SPPRED is best defined by one of its key features:
the combination of a top-down approach with a bottom-up approach, making an almost full
circle of the government and the civil society’s aspirations in combating poverty.

The participatory component of the SPPRED in the preparation phase essentially has
encompassed two activities. The first one consists of direct work with the government officials
appointed as SWG heads and their respective members. The second activity concerns
communicating directly with the representatives of civil society, particularly in the regions most
affected by the emergence and expansion of “New Poverty”. The Houschold Budget Survey
suggests that poverty is widespread across all regions, therefore this second activity is ambitious
in scale, and could only be tackled on a limited scale in this first phase of developing the Poverty
Reduction Strategy. This activity will be expanded and intensified in the implementation phase.
A full account of the methodology for the entire process is given in Appendix 4.

The aim of the participation process was to provide a sound and realistic feed back from society
at large for the formulation of a strategy that will be viable only if it can reflect both the reality
and potential of the country. In order to achieve this as fully as possible, the participatory process
was designed to be effective at three distinct, but related levels: Inter-sectoral, Intra-sectoral and
National,

6.2. The Main Players

The Poverty Reduction Programme in Azerbaijan has attracted an extensive and high degree of
interest, matching its complexity and scope. As such, listing all the organisations, institutions and
individuals actively involved in it would be outside the scope of this document. Therefore, just a
short list of the main actors is given.

All the line and sectoral ministries are involved, with the ultimate supervision authority resting
with the State Commission. The Secretariat at the Ministry of Economic Development has
played a leading role in efficient co-ordination and successful organisation of the participation
process. Apart from these, the local authorities played an active role. On the civil society side,
the Parliament, the national and international NGOs, the municipalities and the media are the
most easily identifiable. An inclusive cross section of the civil society will be increasingly
involved in the process. This will ensure a representative inclusion of the private sector, trade
unions, women groups, and particularly vulnerable sub-groups of the population, such as the
IDPs and refugees, the pensioners, the unemployed and the inhabitants of remoter areas of the
country.

International donors and government representatives are the other main counterparts actively
involved in the process. In October 2001, a Participation Action Plan was prepared with UNDP
suppert, which formed the basis for the further participation by all international donors in the
SPPRED process. Additionally, a number of conferences, seminars, workshops, as well as direct
consultancy input by all international donor organisations in Azerbaijan, have been instrumental
to achieving a participatory approach in the formulation of the Poverty Reduction Strategy. In
April and May of this year, conferences on “Poverty and employment problems” and “Impact of

102



poverty on children and women” were held with the support of UNDP and UNICEF. Other
organisational and project links between the Secretariat and the international donor organisations
are enriching the scope of the participatory process. Recently, a series of detailed empirical
surveys was carried out in several remote areas by the EU-Food Security Programme on the
patterns of production and consumption of farming households that provides concrete examples
of this enriching process.

In preparation for the next phases of SPPRED, i.¢. implementation and monitoring, a number of
international donor organisations are considering the continuation of their participatory
contribution to the programme.

6.3. Empirical Evidence

Based on the observations from the regional missions, a summary picture was obtained for each
region. It has to be noted that it will be possible in the future to obtain a fuller picture once the
scope and depth of the regional coverage is extended. These initial findings are by no means
complete “monographs” of the regions. Their main function was to provide a clear and simple
working document to facilitate the open debates during the regional workshops between the
government officials and the civil society participants.

The empirical findings of the focus group regional field trips provide an interesting account of
the participatory process, and how it could be improved. These are briefly covered here. A more
systematic set of findings relevant to the pelicy actions proposed in the policy matrices of the
SWGs emerged from the Town Hall Meetings and are detailed in Appendix 4.

Inside Perceptions and Self-assessment

The range of concerns mentioned by the local community was broad and varied: from putting in
a wooden floor at the local school to building a bridge, repairing 2 mechanical water pump,
rehabilitating energy and irrigation infrastructure, reopening food processing and textile factories
in the area and rchabilitating tea plantations. However, from a relative point of view, each one of
them was top priority for the community concerned.

Closely connected to this “subjective” element in assessing needs and priorities, is the notion of
poverty itself. When encountered with requests to rank the local population according to levels
of living standards, most of the village participants challenged the terms “rich, middle class and
poor”. On many occasions, they preferred to rank the community members by their degree of
“poverty” rather than their degree of “wealth”. They would hence rather rank families, and
themselves, as “more poor” or “less poor”.

Land ownership is often used as a common proxy for measuring the level of poverty. However,
land privatisation on its own has not necessarily created better living conditions for the rural
population. During the brief focus group observations, this point was made very clearly, when
even households with access to land would count themselves poor, as they would often not be
able to utilise the land, Shortage in complementary inputs (seeds, equipment, irrigation, transport
and market) would hinder use of the land for farming purposes. Rather, ownership of herds or
poultry, or access to {(and not necessarily ownership of) land and water and houses would
determine the relative living standards of the rural population. On the other hand, despite
poverty in many of the regions and villages visited, there was little evidence of lack of food.
Even the poorest members of these communities apparently do not go starving, mainly due to the
sense of community and solidarity. However, malnourishment and food deficiency was quite
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visible in some areas amongst the children. On several occasions, the communities would cite a
regular income, no matter how little, as a source of being considered “rich”. As such, even
pensioners and local state employees were considered amongst the richest in the communities
concerned.

Poverty and Social Exclusion

Proximity to city centres has an impact on the general outlook. More remote areas generally
appeared sceptical or apathetic about the prospects for a visible improvement in their living
standards. However, those closer to larger towns or city centres scemed more optimistic on these
issues. In other words, the sense of apathy and exclusion, while a general feature amongst most
of the poor, came across more strongly in the areas farther away from other villages and main
cities.

Those with more limited access to economic well being, including education, health and
communication would be more cut-off from the process of participation. Employment is vital in
creating a network of economic and social cohesion, without which many forms of social
inclusion would be impossible.

During the focus group meetings, some subtle differences were observed in the motivation for
participation between the unemployed and those earning some income through work. The
difference was most visible amongst the TDPs.

Voice for the Poor

The process of comprehensive participation has already started in the country and it will be
improved in the further stages. Giving a genuine voice to the poor, which could then be usefully
and effectively utilised in formulating and carrving out a long strategy for poverty reduction 1s its
main challenge. This would need intensive training in public education on participation,
establishing a clear understanding on what it is that they are invited to partictpate in, working out
a system of regular channelling of the feedback into the decision making bodies, assessing the
impact of the participation {of the poor, in particular), and feeding back the information to civil
society in a transparent way.
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6.4, Main Findings

The results of the Regional Workshops shed light on some of the earlier findings of the regional
missions, as well as enriching the government’s and civil society’s understanding of the scope of
the tasks ahead. As in the regional missions and focus group discussions, the range of priorities,
as expressed by the civil society participants, varied according to the overall economic condition
of the region. For instance, in Ganja city, although unemployment was visibly high, the main
problems as expressed by the Regional Workshops’ participants evolved around the issue of the
IDPs and their economic and social integration, while in Nakhchivan the first priority was seen
as the region’s full access to the mainland. Again, the degree to which these priorities related
direetly to poverty reduction, and the means of achieving this varied; they were partly subjective
and partly location- specific. To the extent that these findings could be fed back into the other
chapters of the present document, they have been.

The common issues of concern are summarised below:

In arcas with previous industrial texture, the main concern was to restore the hydro and electric
power stations and factories. There was still a strong sense of resorting to the older style of mass
employment in large enterprises, as unemployment has hit hardest in those areas dominated in
the past by large state enterprises. There is a clear tendency to search for the past solutions in
these expectations: the idea being that the large state enterprises should retain their workforce,
with no consideration for economic viability or efficiency. These are certainly not practical
solutions in the process of reforms currently underway. However, the fact remains that people
affected by these changes feel poorer than before, and therefore it is necessary to deepen the
process of social dialogue and participation to move forwards to find new and viable solutions to
new problems. The participatory approach should be used to identify these new solutions,
especially at community level.

The unempioyed in these regions are normally highly skilled, but unfortunately the lack of
demand in the labour market, has gradually made them unemployable despite the considerable
amount of social investment in their education and skills. Therefore, it is mentioned in Chapter 3
that, it is crucial to carry out thorough reforms in vocational education.

In agrarian communities, it would be mainly the question of water and access to land, equipment,
and the marketing of their produce. In some regions, the rehabilitation of tea plantations and foed
processing factories were also a strongly expressed desire. As mentioned earlier, the lack of
ability to use the land, rather than access to land itself is the most frequently cited factor for
unemployment in the rural areas. In some regions, a process of re-consolidation of land has also
started, as poorer households sell or rent their land, and work as farm labourers, if and when
possible.

Common to both agricultural and previously industrial communities was the issue of lack of
credit facilities, and lack of training and information on the use of it. Land, as the only collateral
that most rural communities can afford, is not normally viewed a valid asset, compounded by the
fact that there is effectively no land market. This issue is covered in more detail in Chapter 4.

In the social and cross-sectoral spheres, strong concems were infrastructure in health, education,
water, energy and roads, salaries, indexation of pensions, modification of the tax system in
favour of poor families, specific social protection for women and children, lack of legislation on
various issues or the lack of information on them, as well as a sense of exclusion from the
process of decision making. Most importantly, creation of jobs and social welfare for the poor
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and the disadvantaged came across most frequently. In this respect, almost all the necessary steps
were expected from the government. Such findings reinforce the need for more participatory
work to explain the possibilities in the current situation and involve communities in finding these
possibilities.

On more specific issues, the feedback from the Regional Workshops can be grouped into the
following issues; social integration of the IDPs, special social protection measures for students
from poor families and families in mountainous and border areas and reform of labour relations
and property laws.

Apart from these, there are at least four issues, emerging from the regional missions and the
Regional Workshops which merit specific and brief mention here:

The Significance of Public Education on Environment

The protection and preservation of the environment is both a source and an outcome of sustained
economic growth. However, for the poor communities, the priorities are not always necessarily
in the direction of preserving the environment. Rather, meeting the urgent needs of their
subsistence living often leads to environmental degradation and destruction. Cutting trees for
heating or over-fishing are obvious examples. These “vices” cannot be remedied until and unless
poverty is reduced and alternative sources for heating and feeding are available at prices within
their means. However, part of the environmental degradation is caused by complete lack of
information on alternative methods of doing things, which are at the same time affordable by the
community. Rotting rubbish disposal in the open and public areas, pollution of drinking water,
burning toxic materials are examples of practices which could be avoided or reduced by public
education and /or minimum necessary investment and organisation. Their impact on public
health and the quality of life of the poor could, by contrast, be enormous.

A useful way of extending and implementing the participatory process would be to provide
public education on environmental issues, and to monitor the measures at local and community
levels too. As pointed out in Chapter 7, there is a need to establish appropriate monitoring
indicators for rational use of land and environmental resources. This would be consistent with
economising and mobilising community level resources, as well as the decentralising policy
direction of the government.

Gender Dimension

Some points are made in Appendix 4 about the community’s attitude (including those of the
women themselves) towards women’s participation in the regional focus groups. With regard to
issues relating specifically to women, it is interesting to look at some figures. During the first
round of regional missions with questionnaires, out of 200 respondents, 80 were women (40%).
During the second round of questionnaires, 57 out of the total 163 respondents were women
(35%). Hence, a total of 38% of all respondents during these first two rounds were women.

The focus groups (i.e. open, public discussion groups), covering more than 1,800 participants,
included a mere 10% of women. This perhaps reinforces the point for the need to address the
issue of a higher social presence for women in the next phases.

Apart from the social protection issues fully covered in Chapter 3, it has to be mentioned that the

participatory meetings also revealed that there is a very acute need for pre-natal care and
reproductive health services for poor women, living in more remote areas. The bad transport and
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roads system often leads to complications in the birth or indeed to the loss of life of either the
mother or child, as well as general difficulties of access to everything else concerning
improvement in their living conditions. Early teenage marriage amongst girls was one of the
problems cited in more remote areas, where economic hardships lead to under-age marriages.
Furthermore, as pointed out in Chapter 1, there is a need for complementary surveys and
qualitative studies with a certain degree of gender-sensitivity to provide a fuller picture of some
aspects of poverty, which may not necessarily be captured by the currently available data.

Many women in all the regional missions also indicated the need for special business training
facilities for women entrepreneurs. Some steps have been taken in this direction at local level in
Sheki, where a special training and consultancy centre is established and run by a group of
professional local women. They could be considered as models in some way for a broader and
systematic coverage.

Protection of the domestic market

During the participatory missions, it was frequently mentioned that the agriculture sector is
suffering due to the competition from some neighbouring countries that export their cheaper
products to Azerbaijan. Most of the basic food items and fruits were in this category, according
to the regional meetings. The solution by the local communities, therefore, was assumed to lie in
some degree of domestic market protection, in order to enable the local growers to sell their
products in the home market. Apart from the implications of this on the budget, as well as the
clear conflict with strict conditionality by some major donors, there is another issue involved
here. Promoting competitiveness on the basis of protection, rather than higher productivity and
cost efficiency means higher prices for basic food items. This is in direct contrast to the aims and
scope of a poverty reduction programme. As mentioned in Chapter 4, the development of social
and economic infrastructure will be crucial to attract the development of the private sector, and
hence sections of civil society, into the process of generating wealth and income. The problem of
facilitating access to market for their products through investment in the infrastructure (including
transport, storage and wholesale set-up) is one, which could very usefully be tackled by policy
makers.

Role and capacity of Municipalities

Municipalities have emerged as one of the most crucial institutions, following the recent reforms
in Azerbaijan. Apart from reflecting the democratisation process in the country, they have been
instrumental in facilitating the registration of aspirations at focal and community level regarding
economic and social needs. Most importantly, they can become very useful institutions for the
process of decentralisation, and the mutual flow of information between regions and Baku. This
would be of crucial significance for sustaining a healthy and timely feed back, as well as keeping
the participatory process alive. They can actively participate in monitoring the progress of the
poverty reduction programme, in line with the appropriate indicators {Chapter 7). Additionally,
municipalities have the following advantages in co-operating with NGOs; they have branches
throughout the country (in total 2,700 of them), they are closely related to the development of
socio-economic programmes at regional and community levels, they have a direct interest in the
development of small and medium enterprises and economic activities in their regions as they
have been authorised by the land reform Act to manage 33% of land and to lease the property
under their disposal.

However, in order to carry out these demanding tasks, the municipalities themselves should be
the subject of improvements in their organisation, training, and capacity building. This is
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necessary to help maintain their independence from the central government, so that they can
provide honest and practical feed back for successful implementation of the strategy.

Close cooperation with local NGOs would contribute to building up the knowledge and skills of
municipalities. An agreement signed between the National NGO Forum and the Permanent
Commission on Regional Issues at Milli Majlis, as well as the NGO Forum and Municipalities
provides a basis for this cooperation. Besides this, NGO Resource and Training Centres and
Forum’s sector on municipalities could play a significant role in increasing the municipalities’
potential.
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The Time Horizon

While poverty reduction is a long-term process, the need to do something about at least some of
its aspects requires short-term, ¢ven urgent, measures. Therefore, it is useful to take info account
what steps can be taken in the immediate future and what in the longer term. Something which
emerged through the participatory work, was that there in fact exists a reasonable capacity within
the communities to mobilise their resources to tackle the most immediate needs of poverty
reduction, provided that they can be supported with some management back up and tangible
incentives. Labour, skills and experiences, which are relevant to the living conditions of the
villages, are often found in sufficient supply within the community to bring about some
immediate improvement. Other complementary inputs, however, will accompany such efforts.

This may in turn generate the incentive for longer term and more demanding objectives to
receive initiatives and participation from the very sections of the society, which are the subject of
the strategy.

6.5. Achievements and Drawbacks: A Critical Assessment

As mentioned earlier, the participatory process is part of a broader experience of learning and
gaining experience on the way of fulfilling the objectives of the economic and social reforms. As
such, the first phase has offered valuable insights and lessons, which no doubt will enrich the
next stages.

The first lesson learnt was the realisation that there was a gap in the understanding of the main
actors: the government (including local authorities) and civil society. This is true with regard to
the scope, the purpose and the possibilities of the Poverty Reduction Strategy. While the
enthusiasm for “participation” itself was generally high, knowledge of and mcentive to leamn
about government measures was not. Apart from a general initial apathy on the part of civil
society, as mentioned earlier, more often than not, the perception of participation was poor, and
the expectation was that the missions themselves would be carrying out direct and immediate
actions to alleviate poverty.

This could be explained as a need for information dissemination, on a direct and one-to-one
basis. Time consuming it may have been, but it proved very effective in removing some barriers
in understanding, and in attracting genuine interest and participation.

Given how young this experience is in Azerbaijan, however, the results so far have been very
encouraging, and point the way to the next phases.

As a result of the participatory regional missions a wealth of good information has been
gathered, and reflected in the following documents. Most of these are still working documents,
and need to be developed and built upon for the future phases. These include the questionnaires I
and II, village summary reports, regional summary reports and tabulations (The Focus Group
findings), the Event Recorders findings (Regional Workshops), the Hand Book on Public

Education and Outreach Programme (World Learning).
6.6. Possible Ways to Deepen and Broaden the Process

There is need for training, information dissemination, clearer definitions, broader regional
coverage, monitoring indicators and mechanisms, impact assessment of participation and
reporting mechanisms. '
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The civil society should know what they are expected to do by participation, why they should do
it, how they can do it, and should be able to see the result of it.

In order to cover a sufficiently representative cross section of the civil society, specific
programmes will be adopted, in addition to the universal ones, for example ones especially
directed at youth or at IDPs.

It will be necessary to maintain the co-operation between the government and as many of the
donors, which are willing to co-finance and co-operate on any of these crucial areas.

6.7. The Information Campaign: Public Education on Poverty

Participation, as a social process, is a process of public education, learning and change. As
mentioned earlier, this has only recently started in Azerbaijan, and will be strengthened during
the next phases of the Poverty Reduction Programme.

Preparihg and disseminating clear and useful information on the programme is crucial to its
success, and will ensure an effective feedback from all the interested parties.

Since February 2001, a number of steps have been taken towards informing the population at
large about the SPPRED. Most of these have been Baku-based and through the media. Given the
diversity of the country and the gap in access to information between Baku and other cities and
regions, special activities will have to be formulated for guaranteeing a more comprehensive
coverage.

The initial findings about the amount of information available to the public on the SPPRED
suggest that almost all regions are poorly informed about the SPPRED, except for the contacts
established during the participatory regional missions and meetings. A UNDP sponsored seminar
at Khazar University in early June, 2002 revealed that even the university students and academia
were not particularly enlightened on the programme. This reinforces the need for special
information programmes to attract the interest and participation of vatious social groups.

Further, it is normally assumed that the flow of information is, or ought to be, from the capital to
the region. However, it is considered that future phases of the SPPRED will ensure a mutual
flow of information, i.e. also from the regions to the capital. Again, the role of municipalities and
NGOs can be significant in this.
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Chapter 7. Implementation, Monitoring and Evaluation

The main points of the Poverty Reduction Strategy have been set out in the chapters above, and
summarised in the policy matrix attached to this document. The timetable for implementation is
also set out in the policy matrix, as are the monitoring indicators for each policy action.

As was mentioned, the main directions of the policy actions included in the Poverty Reduction
Strategy can be summarised as (i) the facilitation of an enabling environment for growth of
income-generating opportunities; (ii) maintenance of macroeconomic stability;, (iil) improvement
in the quality of, and equity in access to, basic health and education services; (iv) improvement
of infrastructure (including roads, delivery of utility services, communications, irrigation), (v)
reform of the existing system of social protection to give more effective protection to the
vulnerable; and (vi) improvement of the living conditions and opportunities of the refugees and
IDP population.

As was stressed in the previous chapters, the success of the Poverty Reduction Strategy is
intrinsically linked to economic and sectoral reform, as well as to institutional reforms. In
particular, fiscal and monetary policies play an important role in the sound management of the
country’s resources to guarantee macroeconomic stability. The Public Investment Programme
(PIP) can help improve infrastructure, and investment policy to create the enabling environment
for the development of the non-oil sector. Energy sector reform is essential to guarantee stable
supplies of gas and electricity to the population, especially the rural population. Agricultural
reform will help the rural population use the land to generate additional income, rather than as a
copying strategy and will help to provide productive rural employment.

It has been shown in the document that improvements in the welfare of the population will only
be ensured if economic and sectoral reforms are accompanied by institutional reform. A
successful Poverty Reduction Strategy depends on active measurcs being taken to combat
corruption and increase transparency in the public administration system.

The Poverty Reduction Strategy also has to be based on sound use and management of the
country’s natural resources, and therefore requires a well-thought-out environmental policy
framework; combined with the necessary institutions to monitor and enforce environmental
protection issues.

7.1. Selection of Monitoring and Evaluation Indicators.

The policy matrix attached to this document gives a summary of the list of policy actions
envisaged, and the indicator which will be used to monitor implementation. The main indicators
which will be used to monitor the impact of the policy actions on poverty levels and living
standards are summarised in this chapter. '

At the beginning of the document poverty levels in the country are reported using per capita
consumption expenditure as a welfare indicator, and a poverty line of 120,000 AZM (25.8 USD)
per capita per month. A measure of extreme poverty is also reported, using the same welfare
indicator, but a poverty line of 60% of the median per capita consumption level. Data on per
capita consumption levels were derived from the Household Budget Survey (HBS) results for
2001. The same survey, welfare indicator and poverty lines will be used to monitor changes in
the poverty levels over the coming three years, and also changes in the poverty profile. For the
moment it is not possible to give an exact target for poverty reduction by the year 2005. The
HBS is still young, and the first year’s results may not be suitable to use as a base year. In this
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regard, the Secretariat will monitor changes in the coming year, where possible analyse the effect
of policy on poverty results, and set a target for poverty reduction for the year 2010.

The document gives an overview of the main directions of the Poverty Reduction Strategy and
shows the main indicators, which will be used to monitor progress in implementing them. The
monitoring indicators used can be divided into two groups: direct indicators or output indicators
(e.g. number of schools constructed, training courses held etc.) and indirect monitoring
indicators or outcome/impact indicators (e¢.g. employment level and share of private sector in
GDP).

It should be noted that it is considered necessary to improve relevant information sources before
full monitoring can be carried out as there is still a considerable information gap.

1} Creation of income-generating opportunities

The ideal indicators here would be derived from a regular labour force survey, which would
supply us with regular and reliable information on employment and unemployment levels,
employment in the formal, informal, state, private, agriculture and other sectors. It is one of our
policy actions to implement such a survey, but until then, proxy indicators for employment levels
will be found. One proxy indicator will be absolute growth in the non-oil sector, which will give
some indication of the growth in job opportunities. The number of registered SMEs will also be
monitored.

2) Targeting of Social Benefits

The HBS allows us to look at the receipt of benefits by expenditure or income deciles, and to
look at the prevalence of “inclusion” and “exclusion” errors; i.e. the extent to which the targeting
mechanisms and eligibility criteria used to award benefits are failing to exclude the richer
sections of the population (inclusion errors) and the extent to which the poor are not actually
receiving benefits (exclusion errors). The HBS can also be used to look at the effectiveness of
the benelfits in protecting households from poverty; i.e. analysts can look at household per capita
income or expenditure levels before receipt of benefit, and after, and judge whether the benefit
actually helps lift households above the poverty line.

Alternative adminisirative data will be used to monitor the number of children in institutional
care, and the effect of altemative policy measures designed to provide family support services
and prevent children being put into institutions.

3) Improving of Infrastructure, especially in Rural Areas

This is difficult to monitor with existing data sources. The HBS gives some indication of access
to drinking water, access to public transport, and housing conditions, but not enough, and it does
not supply enough details on stable supply of gas, electricity, etc. Administrative data on public
sector investment figures will be used to look at increases in investment in irrigation, electricity
lines, water pipes, sewage. It is hoped to repeat the type of rural infrastructure survey carried out
by the WB in 2000 in order to monitor improvements. Similar studies of urban infrastructure are
also required. :

It is necessary to develop and maintain the participatory element throughout the implementation

and monitoring. This is not only in keeping with the conditionality of several donors, but also
viewed as crucial by the government,
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4) Improving Delivery of Basic Health and Education Services

The improvement of health and education services will be measured by intermediate and final
indicators.

The final indicators in the case of health will be a reduction in infant and maternal mortality
rates, a reduction in mortality rates for children under 5 years, as well as reduction in the
incidence of certain diseases: malaria, TB, acute respiratory diseases among children; and the
number of children covered by immunisation programmes. It is also planned to monitor the
reduction in the number of teenage births.

The intermediate indicators will include increases in salaries to health care workers, and
reduction in number of hospital beds by raion accompanied by a corresponding increase in the
numbers being treated in outpatient facilities.

The final indicators for education will be maintenance of the current high enrolment rates, and
increases in attendance rates by gender. For this recording and publication of attendance rates
has to be improved. The intermediate indicators will include increases in salaries to education
workers, increases in amount allocated for materials, and number of pupils receiving free text
books.

5} Improving the Living Standards of IDPs and Refugees

It was mentioned above that a comprehensive survey of living standards among IDPs and
Refugees is currently being carried out with assistance from the WB and UNDP. The results of
this survey are not available in time to be included here. It is hoped in the future to repeat this
survey on an annual basis in order to monitor the effect of policies on IDP living standards, and
to compare IDP/ refugee living standards with those of the rest of the population. The main
administrative indicator will be- the number of IDPs in tent camps and temporary
accommodation; the numbers being voluntarily re-settled in new settlements; and the numbers
receiving soft micro-credits for agricultural or other commercial activities.

6) Macroeconomic Stability, Sound Fiscal Management, and Econontic Growth

The Poverty Reduction Strategy has stressed the importance of maintaining macroeconomic
stability, sound fiscal management and economic growth. The main indicators for fulfilment of
these goals are: inflation rates kept at 2-3%, international reserves kept at least at the level of 16
weeks of non-oil imports, increase in credits to enterprises and individuals, fiscal deficit kept at a
sustainable level of not more than 3% of GDP, and state debt kept at a level of not more than
30% of GDP.

7) Gender-Desegregated Indicators

This is possible for survey data on living standards (the HBS data), and will in the future be
possible for labour force survey data, and for data emerging from the survey of IDPs/ Refugees.
Administrative data should also be presented in a gender-disaggregated form. The SSC has
already recetved assistance from the UNDP in gender-disaggregated statistics, and has produced
a bulletin on Women and Men in Azerbaijan. It is important that this type of bulletin be
produced regularly, and that in the other publications produced by the SSC data are presented in
a gender-disaggregated form wherever possible.
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7.2. Data Sources and Instruments

The main scurce of information for monitoring poverty and living siandards will be the
Household Budget Survey. The SSC has received technical assistance from the WB, UNICEF
and ADB in order to design and implement this new survey, and it is now carrying it out
independently on a regular basis. The quality of the survey data will improve as interviewers,
supervisors, data entry operators and survey managers gain experience. This data will provide
the basis for monitoring changes in poverty using income and expenditure indicators. It will also
be used to monitor changes in regional living standards.

UNICEF has carried out one Multiple Indicator Cluster Survey in order to look at the links
between income poverty and health and education indicators. This survey produced interesting
results. It provided a good comparison with the administrative statistics collected on matemnal
and infant mortality; and also used anthropometric measurements to measure the extent of
“wasting” (low weight for age group) and “stunting” (low height for age group) among children.
This latter is a very useful indicator of poverty and its effects on children. It is planned to repeat
this survey with UNICEF support, and to work towards including some aspects of the survey in
the regular houschold budget survey, for example, to carry out anthropometrical measurements
at periodic intervals.

As was stated above, there is a lack of a regular and reliable labour force survey in the country. It
is hoped that this can be introduced with technical assistance from donors, and then mtroduced
into the regular activities of the SSC. At present employment data are collected through
administrative sources. Enterprises and budget organisations supply the SSC with data on
number of employees, and the State Employment Offices provide data on registered
unemployment. However, private sector enterprises do not always comply with the SSC
requests for data, and the number of registered unemployed is very low due to the low incentive
to register (low level of unemployment benefit) and does not reflect the full picture with regard
to unemployment.

There is a need for a regular monitoring of IDP living standards to allow us to monitor changes
in their conditions, and also their living standards in comparison to other sections of the
population. The SCRIDP collects full and regular administrative data on IDPs, including
settlement type, employment, incidence of disease, school enrolment. However only survey data
will allow us to look at differentiation in living standards within IDP/ refugee population, and to
compare these with living standards for the rest of the population. This is necessary to evaluate
the effectiveness of existing policies to help IDPs/ refugees, and to establish which sections of
the IDP/refugee population are particularly vulnerable, and on which sections most resources
should be targeted. It is considered to co-operate with the WB, UNDP and other donors in the
future to carry out regular surveys of the IDP/ refugee population.

There is a lack of regular information gathered on environmental issues. There is a need to
establish control indicators to monitor air pollution levels, soil erosion, and de-forestation. For
soil erosion, useful indicators for monitoring include measuring areas where protective structures
are built, areas with high salinity, which have been ameliorated, as well as arcas which have been
positively affected by re-plantation and rehabilitation of native vegetation. The latter two factors,
i.e. re-plantation and rehabilitation of native vegetation, are themselves very good indicators for
monitoring the process of de-forestation.
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Most of the indicators for soil erosion and de-forestation can be monitored regularly at the local
level, provided the training and equipment exist. This would be highly effective in increasing the
public awareness of environmental preservation issues and significance, and in motivating them
to participate in safeguarding and improving their surrounding environment.

During the SPPRED preparation process, valuable information on living standards in the
country, and on the population’s perceptions of the main factors adversely affecting their living
standards, was collected through participatory methods, including focus group discussions and
in-depth interviews with representatives of civil society in 5 regions of the country. It is planned
to continue this work in the implementation phase, and to gain useful insights into how the
strategy can be improved and revised as implementation proceeds. As mentioned in some detail
in Chapter 6, there are a number of proposals being prepared for participatory actions involving

-the poorer sections of the rural areas in particular, to provide clear feedback on the ways in
which timely measures may be taken towards viable solutions to their numerous problems. This
in particular involves their basic sanitation, health care and infrastructure.

7.3. Institutional Capacity

It is essential that the poverty reduction programme be monitored in the implementation period,
in order to evaluate the effectiveness of the policy measures in achieving the expected results.
However, implementation does not depend on a series of independent actions by different
ministries and government agencies: on the contrary, many of the policy actions require
coordinated action between different government bodies as well as with donor organisations and
other stakeholders. In the period 2003-2005, the SPPRED Secretariat will have overall
responsibility for coordinating the implementation process, and also for monitoring this process.

An Advisory Board from representatives of the Government, civil society, international
organisations and donor community will be established to co-ordinate efficiently the above
mentioned stakeholders’ efforts in the regular monitoring process of SPPRED and to keep
discussion process open on financing of the proposed actions and their evaluation. This would
have added-value through increase the efficiency of donor organisations contribution to the

country.

It is planned that the SPPRED Secretariat will be responsible for publishing an annual review of
the implementation process. This will report on how the monitoring indicators have been used to
monitor progress in implementation, and will also include a review of the policy measures,
making suggestions on how to improve and adapt these in accordance with evidence on their
poverty impact.

Monitoring, implementation and evaluation involve three main sets of activities: data collection,
data analysis, and dissemination of results. The SSC has prime responsibility for data collection.
But, as was indicated above, data collection for some indicators is not yet possible on a regular
basis, and the government will cooperate with international organisations on improving the data
collection (notably through a labour force survey, IDP survey, women and child welfare survey
infrastructure surveys, and environmental monitoring surveys). [t will be important to involve
civil society also in data/ information collection through the involvement of NGOs in qualitative
research activities.

In the preparation phase, it has been found that institutional capacity for analysis of living

standards data is still quite weak. The main poverty indicators will be monitored by analysing the
HBS data on an annual basis. As noted above, the SSC is responsible for carrying out high
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quality survey fieldwork and systematic quality control checks. However, there is still very litile
capacity within the relevant government structures for poverty analysis. It is therefore proposed
to set up a poverty monitoring unit attached to the SPPRED Secretariat, staffed by four local
experts, who will be trained in the use of survey data for living standards analysis (Chapter 5).
This core team will have the main responsibility for carrying out living standards analysis, and
should then train staff in other govemment bodies to use the data for policy-making and
evaluation. As new survey data becomes available from other sources (¢.g. labour force survey),
the type of analyses which can be carried out by this group will be broadened, and the links
between various aspects of poverty made clearer.

Every government ministry has different aspects of poverty to monitor and tackle, and they will
use the survey data flexibly in order to evaluate the effectiveness of policy measures.
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APPENDIX 1. POLICY MATRIX OF THE STATE PROGRAMME ON

POVERTY REDUCTION AND ECONOMIC GROWTH FOR REPUBLIC OF AZERBAIJAN'
2003-2005

ECONOMIC DEVELOPMENT AND EMPLOYMENT GROWTH

Date of

Responsible

Financing (US$ thousand)

' Gender factor has been considered in alf the actions and policies mentioned in the matrix.

Measures and Actions implementation Bodies Indicators Committed Budgeted Financing
External Domestic G Total
. g - ap
Funding Financing
Fiscal Policy
General
1 inereasing the effectiveness of planning and
expenditure by improving the budget process:
= Develop and adopt budget legislation in ongoing-2005+ MF, CMAR Budget Systerm Law
keeping with international standards to enacted by MM;
improve budget process Budget System Law
Regulations approved;
= Consolidating extra-budgetary funds of 2003 MF, CMAR Consolidation of extra-
budgetary organisations into state budget budgetary funds info
State Budget.
1 Preparing mid-term consolidated budget Mid-term budget forecast
forecast in order to provide for lenger planning presented ta MM in
horizon appropriate for effective poverty reducing budget envelope,
expenditure:
- Preparing estimate of total resources 2003-2005+ MF, MED, MT,
available to Government, making an explicit SCC, SOFAR,
statement about the desired fiscal deficit SPF
= Submitting the costed poverty reduction 2003-2005+ MED; MF;
measures by the Sectoral agencies Relevant
Ministries




Financing {US$ thousand)

= Prioritising expenditures, in accordance with | 2003-2005+ MED, MF
the resource constraint and impact on
poverty reduction
= Preparing mid-term budget forecast ongoing-2005+ MF, MED
3 Preparing action plan on increasing 2003-2005 MED, MF Increased financial
municipalities’ revenues, in order to reduce their independence of
dependence on the State Budget municipalities.
Revenue
3 Improving tax and customs legislation:
=  |mproving regulations to Tax Code (including | 2003-2004 MT, MF, CMAR, Approval of Regulations
consolidation and renumbering) of Tax Code by Cabinet
of Ministers;
= Improving the existing legislation to 2003-2004 SCC, MF, CMAR, | Amendments to the Tax
consolidate articles regulating tax MM Code submitted to MM;
administration with Tax Code
= Simplifying procedures in Customs Code 2003-2004 SCC, MF, CMAR, | Amendments to Customs
MM Code submitted to MM.
2 Increasing tax collections and social insurance
fees by legalizing non-registered economy:
+  Registering all non-recorded businesses 2003-2005 MT, SCC, SFF, Tax revenues as
Md proportion of non-oil GDP
increased.
2 Examining opportunities and taking decisions
about reducing income tax:
»  Revising income tax bands and rates 2003 MF, MT Decisions incorporated in
2003 Budget.
3 Examining opportunities and taking decislons
about reducing taxes on business to promote
private sector development:
*«  Examining possibilities to reduce profit tax ongoing-2003 MF, MT Decisions incorperated in
2003 Budget;
= Expanding scape of simplified tax system ongoing-2003 MF, MT
= Examining the possibilities to reduce tariff ongoing-2003 MF, SCC Cabinet of Ministers

rates and exemptions

approve amended tariff
rates ar exemptions.




Financing (US$ thousand)

2 Increasing administrative capacity and
transparency of tax and customs systems:

= |ncreasing skills of tax and customs officials

= Expanding cooperation between customs
and tax bodies and international
organisations, and studying international
practice

ongeing-2005

ongoing-2005

MT, SGC, EU

MF, MT, SCC, EU

Increased collection rates
for customs and taxes;

Flow of taxes {o ather
countries prevented, Tax
and customs systems
improved on the basis of
international practice;

1,460

780

1,480

780

] Increasing transparency by giving ongoing-2005 MT, SCC Public awareness
information to the public on taxes and duties campaign carried out.
and collection procedures

1 Reducing social insurance contributions to
encourage employment:

=  Reducing the level of employers’ 2003-2005 MF, SPF Reduced cost of job
contributions to Social Protection Fund : creation.

Expenditure
1 Preparing a programme oh rationalisation of Increased efficiency of
public expenditure: budgetary resource

- . allocation.

*  Examining the number of public-sectar 2003-2004 MF, MLSPP,
employees and wage bill, employees’ 88C,
preductivity and assessing the need for Line Ministries
decompression

*  Reviewing the expenditure by budgetary 2003-2004 MF, Line
organisations Ministries

= Preparing a programme on rafionalisation of | 2003-2004 CMAR, MF, Line
public expenditure Ministries

1 Providing finance to support poverty reduction Ongoing-2005+ MF, relevant Funds dishursed as

priorities:

*  Reform public pay system, and decompress
and increase public sector wages { In
keeping with budgetary constraints)

=  Providing targeted social benefits and
implementing necessary reforms in that
system

= Basing government expenditure on capital
goads on poverty reduction priosities

ministries and
organisations

autlined in the action
plan;

Increased workers’
productivity.




Financing (US$ thousand)

= Increasing expenditure on other goods and
services, while making an appropriate
allowance for increased payment for utilities
by budgetary arganisations

= |ncreasing expenditure on education
moderately, to reflect the goal of better use
of existing funding.

= [ncreasing budgetary allocation to the health
sector, in order to increase the provision of
primary health care

= Increasing expenditure substantizlty on
economic services and state financial
support for SMEs development.

1 improving control over use of budgetary
resources:

= Strengthening the capacity o monitor and
control expenditure by budgetary
organisations through improving the
performance of the Treasury

= Completing the computerisation of the
Treasury

= Strengthening the auditing system on budget
resources

ongoing-2005

ongoing-2005

ongoing-2005

MF

MF, IMF, IDA,
USAID

CA, MF

Expenditure budget
allocated through
treasury controiled;

Accurate financial reports
which are highly
disaggregated are
produced and are
published regularly in
compliance with the
Budget System Law,

Increasingly efficient use
of budgetary resources.

5,750

166

5816

2 Updating and simplifying the norms and
standards used as a basis for expenditure
budgeting:

= Nomms and standards to be prepared by
sectoral ministries

2003-2005

Line ministries

Norms to be approved by
Cabinet of Ministers.

Debt

2 Maintain appropriate levels of debt and debt
services, by improving mechanisms for debt
management:




Financing (US$ thousand)

Enacting the law “On State Debts and
Guarantees™

Enacting Regulations on Foreign Loans
Reqistry

improve assessment of applications for state
guaraniees

2003

2003

2003-2004

MF, NB, CMAR,
MM

MF, CMAR

MED, MF

Approval of legislation;

Approval of regulations;

Reduced number of
overdue payments by
agencies receiving state
guarantees.




Financing (US$ thousand)

. Date of Responsible . i
Measures and Actions implementation Bodies indicators Committed Budgeted Financing
External Domestic G Total
" - N ap
Funding Financing
Monetary policy and banking sector development
1 Maintaining inflation at an appropriate level:
«  Continuing the policy of Government’s not Ongoing-2005+ NB, MF Inflation maintained at 2
bomowing from NB for financing deficit — 3 % per annurm;
« Increasing effectiveness of monetary policy Ongoing-2005+ NB Increased effectiveness 250 250
toals and regulation of bank system liquidity of monetary palicy,
development of financial
market;
= Increasing the level of financing of economy | Cngeing-2005+ NB Increased flow of
without damaging financial stability investment credit into the
economy.
2 Improving exchange rate policy:
= Continuing sterilisation of oil revenues Ongoing-2005+ NB, CMAR, Appreciation of Manat
through SOFAR and other methods of SCFAR (national currency)
preventing excessive real exchange rafe avoided;
appreciation
»  Maintaining & satisfactory level of Ongoing-2005+ NB, CMAR Sufficient international
international reserves reserves to finance at
least 15 - 16 weeks of
non-oil impaorts;
= Stimuiating the development of domestic Ongoing-2005+ NB Increased
production and increasing the competitiveness of
competitiveness of exporters, without losing domestic production;
control over inflation
= Continuing the liberalisation of the currency Ongeing-2005 CMAR, NB Restrictions gradually
control regulations removed.
1 Institutional development of the banking system:
*  Creating conditions for development of Ongoing-2003 EBRD, IFC, GTZ, Micre-credit institutions
micro-credit institutions to provide loans to 857DB, NB established;
individuals and small and medium
enterprises
=  Promoting expansion of the banking network | Ongoing-2005+ NB, BA Development of regional

by establishing financial institutions in the

banking infrastructure;




Financing (US$ thousand)

regions
=  Promoting the expansion of credit unions’ Cngoing-2005+ NB Increased provision of 13,800 13,800
networks credit to farmers and
SMEs.
1 Restructuring and privatising state-owned
banks:
. Reducing the Government’s share in the 2003-2005 MED, MF, NB Government's share in 130 130
capital of the International Bank of IBA privatised,;
Azerbaijan
= Improving operations and management Cngoing-2004 MED, MF, NB, Plan for privatisation of 1,500 210 1,710
systems of BUS Bank, and preparing BUS DA BUS Bank announced.
Bank for privatisation
1 Developing privately-owned banks:
= |ncreasing minimum charter capital of Ongoing-2005+ NB Stack capital of privately-
privately-owned banks owned banks increased
by 5 min. USD by 2005;
= Further liberalisation of limits of share of 2003 NB Limits on maximum share
foreign banks' capital in domestic bank of foreign bank capitat
services market fully eliminated.
2 Increasing the regulatory capacity of the
National Bank:
*  Improving banking supervision system Ongoing-2005+ NB Improvement of
management of bank
risks;
* Intraducing amendments fo the Law “On the | 2003 NB, MM Amendmenti to the Law.
National Bank of Azerbaijan
2 Develop banking infrastructure:
= Adopt a new law “On Banks® 2003 NB, MM Adoption of the Law;
*  Implementing system of small payments and | Ongoing-2004 NB, 1DA Clearance centre 2,030 320 2,350
developing inter-bank payments system established and plastic
card payments
automated;
«  Completing transition to International 2003 NB Recommendation for 250 250
Accounting Standards (|AS) complete implementation
of IAS prepared and
implemented;
= Establishing a deposit insurance system Ongoing-2003 NB, BA Deposit Insurance Fund 350 350

established;




Financing (US$ thousand)

Establishing credit bureaus

Improving human resources management
systermns in banks

Stimulating non-cash transactions

Establishing and modemising of corporate
management and risks regulation systems in
banks

Establishing a centralised and simplified
credit and mortgage register

Ongoing-2003

Ongeing-2003

Ongoing-2005+

Cngoing-2003

Ongoing-2003

NB

NB, BA

MED, MF, NB

NB, BA

CMAR, MJ, MED,
SCS8

Preparation and
implementation of
centralised credit bureau
ragistration,;

Syslem of transactions
introduced;

Maney circutation
improved;

Preparation and
implementation of
standards on corporate
management and risk
regulation;

Centre for registration of
mortgages established,

300

300

850

300

300

650




Financing (US$ thousand)

accounting system in private enterprises and

accounting system

- . Date of Responsible . -
Measures and Actions implementation Bodies Indicators Committed Budgeted | o cing
External Domestic Ga Total
Funding Financing p
Investment Policy
1 Improving the legislative framework:
»  Analysing the legal-regulatory base of 2003-2004 MM, MED, MT, New law “On Investment
investment activity and privatisation and SCC, MF, SCS, Activity” adopted;
preparing proposals for their improvement; IFC Law "On Special
Economic Zones®
adopted;
= Formulating the legislative framework to 2003-2004 PO, MM, relevant | Law "On Fight Against
cambat corruption. ministries Corruption” adopted.
2 Institutional improvement of the investment
process:
=  Ensuring capacity building of the MED Ongoing-2005+ MED, EU Crganisational capacity 1,562 1,562
of the management of the
investment strengthened
+  Completing diagnostic study of investment Ongoing-2005+ MED, MT, SCC, Volume of investments 1,470 165 1,335
climate, holding joint discussions on findings 1DA increased,
with participation of public and private . .
sectors, carrying-out relevant actions to System of licensing and
reduce barriers. permits improved;
Council for Entrepreneurs
established,;
=  Designing and implementing relevant Ongoing-2003 CMAR, MTr, Separation of regulatory 976 976
structural reforms in transport sector; MED, relevant and commercial functions
’ ministries and in energy, transport,
organisations, EU | communications and
= Designing and implementing relevant 2003-2004 CMAR, MC, MED | ©er Public sectors; 1,000 1,000
structural reforms in communications sector;
= Design and implement relevant structural Ongoing-2004 CMAR, MFE, 1,460 1,480
reforms in energy sector, as per Energy MED, EU
Palicy Sector?
= Continuing transition to the international Ongoing-2005+ MF, MED, EU The international 1,070 1,070

? This is also mentioned in the Energy Policy Section.



Financing (US$ thousand)

organisations.

introduced and

implemented.
1 Improving management of the investment
process:
= Preparing priority public investment projects | 2003 MED, MF, Public Investment
for 2003-2005 based on SPPRED relevant ministries | Programme prepared,
= Ensuring capacity building for the Project 2003-2004 MED, ADS, IDA Volume of domestic and 800 44 844
Appraisal Division of the MED foreign invesiments
increased;
»  Designing regional investment maps to 2003 MED, UNDP Investment maps 50 50 100
reflect social-economic capacity of each available;
region .
Investments in the
regions increased;
- Establishing free bonded warehouses 2003 MED, MT, SCC Bonded warehouses 500 500
established.
1 Increasing effectiveness of the privatisation
process:
*  Expanding the use of investment competition | Ongoing-2005+ MED Increased share of
methods and privatisation on the basis of private sector in GDP,;
individual projects
«  Continuing the pelicy of invelving consulting | Ongoing-2005+ MED Improved financial-
companies in the privatisation process ecenomic indicators in
privatised enterprises;
= Selling ithe state share in joint stock Ongoing-2005+ MED, relevant
enterprises ministries
= Using appropriate international experience Ongoing-2005+ MED, relevant Fair competition 800 110 910

to privatise or management take-over of
infrastructure sectors (gas, water, heating,
sewerage, fransporf)®

Opening new sectors for privatisation
including infrastructure, special machine
building, atc.

Liquidating unprofitable enterprises by
declaring them bankrupt and selling them in
parts, when applicable

3 This is also mentioned in Energy Policy section.

QOngoing-2005+

2004-2005+

ministries, IDA

MED, relevant
ministries

MED

environment developed;

Country's expott capacity
increased;

Expansion of viable
private sector;

10



Financing (US$ thousand)

» Improving enterprises of special importance | 2003-2005+ MED increase in the volume of 10,000 10,000
for country’s economy before privatisation investments;
= Providing support ( technical, legal, financial | Cngoing-2005+ MED, MF Growth in private sector
etc.) for privatised enterprises productivity.
1 Developing entrepreneurship in the regions:
. Establishing an informaticn data base for 2003 MED, MC, S5C Data base established;
entreprenaurs
= Improving and simplifying tax regime for Cngoing-2003 MT, MF, MED Efficient tax system for
small enterprises small enterprises
developed;
. Drafting legal-regulatory documents on the 2003 MED Relevant norms
formation of professional assaciation of introduced and
entrepreneurs and craftsmen in regions implemented;
*  Preparing and implementing concrete 2003-2004 MED, MF, MFE,
proposals on preferred wage coefficient, MLSPP, MT, NB
incentive tariff rate on energy carriers,
provision of tax holidays for tax payers and
soft foans to local production in mountainous
and border regions, as well as in
Nakhchivan.
*  Establishing local market infrastructure of Ongoing-2005+ MED, relevant Share of private sectorin | 1,172 1,472
entrepreneurship (consulting, training, ministries, EU GDP increased.
information and etc.):
2 Strengthening the competitiveness of domestic
production and increasing the country’s export
capacity:
= Continuing the process of admission ta WTO | Ongoing-2003 MED, relevant Improved international 1,000 1,000
through fair trade negotiations ministries, USTDA | irade status;
= Ensuring capacity building in the Tariff 2003-2005+ CMAR, MED, Number of foreign trade 400 400

Council

Reviewing customs import duties by the
Tariff Cauncil

Undertaking relevant measures with regard
to introduction of anti-dumping mechanisms
when necassary

Ongoing-2005+

Ongoing-2005+

relevant ministries

CMAR, relevant
ministries

CMAR, MED,
relevant ministries

partners and earning
from exporis increased.

Participation of local
producers in domestic
market increased;

il



Financing {(US$ thousand)

Promoting exports trough formation of the
support infrastructure

Stimutating investment-criented imports and
production of import-substiluting consumer
goods

Increasing marketing capacity of domestic
production (arranging fairs, establishing
database, management training etc.)

Establishing Trade Fair Centres

Opening Trade Representations in foreign
countries

Strengthening the system of quality control

2003-2005+

Ongoing-2005+

Ongoing-2005+

2003-2005+

2004-2005+

Ongoing-2005+

MED

MED, MT, SCC

MED, EU

MED

MED, MFA

MED, SASMP,
relevant ministries

Export Promotion Fund
and export support
cenires established;

Increase in export
revenues;

Campetitiveness of
domestic production
increased;

Trade Fare Centres
established: Number of
fares held;

Access to international
markets improved;

Normative base for
International Quality
System prepared.

488.2

488.2




Measures and Actions

Date of

Responsible

Financing (US$§ thousand)

: : : Indicators Committed Budgeted .
e tion Bodies
implementati : External Domestic Flné:clng Totai
Funding Financing P
Energy Policy
1 Improving energy supply to the population
through strengthening financial discipline in the
fuel-energy sector:
. Making implicit subsidies explicit in the State | 2003-2005+ MF, MED, MFE Transparency of implicit
Budget subsidias ensured;
=  Improving the payment system for Ongoing-2005+ MF, MED, MFE Collection level
consumption of energy carriers and ) increased,
imposing sanctions on the consumers
violating financial discipline Financial indicators
impraved;
Efficiency and
flexibility in the payment
of energy bills ensured;
Timely and complete
realisation of
commitments {o the
budget;
= Ensuring liquidation of bad debts 2003 MF, MED, MFE Reduction in arrears to
suppliers;
. Regulating mutual debts 2002 CMAR, MF, MED, | Reduction in debfors’
MFE and creditor's debts of
enterprises;
= Approving limits for energy consumed by 2003-2005+ MF, MFE, Lirits approved and
budget organisations, non-settled refugees SCRIDP enforced,
and IDPs )
Payment of energy bills
by budget organisations
increased,
=  Preparing payment schedule for energy Ongoing-2003 MED, MFE, MF Payment schedules
consumed by state enterprises prepared and enforced;
*  Providing meters to each consumer to Ongoing-2005+ MFE, MED Number of meters

ensure strict control over energy
cansumption

installed;

13



Financing {US$ thousand)

. Increasing public awareness of energy Ongoing-2005+ MFE, MED, MF, Changes in the level of
saving policy and methods through the mass STRBC consumption of energy;
media

= Introducing payment card system for 2003-2005 MED, MFE, MF Improved payment
payment of utility bills records.

2 Implementation of structural reforms:

= Continuing structural reforms in SOCAR, Ongoing-2003 MFE; MED; MF, Effective management
«Azerenerji» and «Azeriqaz» EU ensured;

. Providing social protection for redundancies Ongoing-2003 MED, MF, MFE,
resulting from the restructuring and MLSPP
privatisation process

= Transferring to the private sector the leng- 2003-2004 MED, MFE, IDA Sustainabie and safe use
term management of regional gas of gas and electricity
distribution networks distribution networks

ensurad.
3 Development of carbohydrate capacity:

»  Exploiting the remaining reserves in old Ongoing-2005+ MFE
fields, developing the geoiogical-technical
and technological measures ensuring a
stable increase of oil and gas exploration

3 Introducing efficient price policy:

= Preparing new proposals on the prices of Ongoing-2005+ MED, MFE Cost-effectiveness
energy carriers (tariffs) and submitting them increased and energy
to the Tariff Council cansumption savings

increased.
Reduction in losses.

=  Developing special cost norms in line with Ongaing-2005 MFE Existing cost norms

medern energy production matched with modemn
requiremeants.
- 2 Improving the energy supply system:

»  Expanding the integration of Azerbaijan into | Ongoing-2005+ MFE, MED Uninterrupted energy
regional energy power systems with the supply;
neighbouring countries (Russia, Turkey, .
Georgia, Iran) Improved quality of

energy.

»  Developing a national programme on 2003 MFE, MENR

utilisation of alternative energy rescurces.
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Finaneing (US$ thousand)

Regional differences in
wages.

. Date of Responsible . -
Measures and Actions implementation Bodies Indicators Committed Budgeted { . ncing
External Domestic Total
h . . Gap
Funding Financing
Labour Market and Employment
1 Stimulating the demand for labour through
promoting regionally-balanced employment
growth in the non-oil sector
= Developing micro-credit schemes for various | Ongoing-2005+ MF, MED, NB Micro-credit funds
sections of the population intending to set up established,
business* .
Number of population
taking up micro-credits;
= Establishing  entrepreneurship  support | Ongoing-2005+ MED, SCWA, Increase in numbers 100 100
centres (including women and family relevant Ministries | employed in private
businesses) in different regions to promote and organisations | enterprises in regions;
development of entrepreneurship
*  Preparing Regional and Sectoral Ongoing-2003 MED, UNDP Employment and wage 250 250 500
Development Programmes levels improved in
regions.
2 Helping to match labour supply with demand
*  Redesigning the system of vocational Ongoing-2005+ ME, MED, MF, Palicy document on 2,085 2,085
education LEB vocational education
prepared;
Nurnber of graduates
from vocational education
employed;
= Organising {raining courses according to | 2003-2005+ MED, SCWA, Number of women
regional characteristics (carpet weaving, MLSPP employed in skills offered
fruit-growing, sericutture, vegetable growing, by training courses;
atc) to reduce unemployment among women
= Establishing regional wage coefficients 2003 CMAR, MLSPP, increase minimum wage 6,000 6,000
MED, MF level and wages;

2 Providing incentives to attract and retain well-

* This is mentioned in Monetary Policy section.
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Financing {US$ thousand)

qualified and motivated civil servants through civil
service wage reform

= Improving the wage structure for the public | Ongoing-2005+ CMAR, MLSPP, New wage structure 56,200 56,200
sector, including salary increases MF, MED, EU adopted and introduced.
2 Providing support to the unemployed through
policies for facilitating their re-entry into the job
market
= Developing a strategy to cushion the effects | Ongoing-2005 CMAR, MLSPP, Strategy on redundancies | 400 52 439
of redundancies related to structural reforms MED, MF, IDA prepared; implementation
commenced;
= Improving management of the State | Ongoing-2005+ MLSPP Administrative structure 800 800
Employment Service and capacity building and staff skills or State
for staff Employment Service
improved,
= Establishing new Advisory Services and | Ongaing-2005+ MLSPP, SPF Advisory Services and 108 152 258
Labour Exchange Offices for the Labour Exchange Offices (SPF)
unemployed and other job seekers established in 5 regions;
«  Improving the system of training and training | 2003-2005
services:
= Development of a strategy CMAR, MLSPP, Strategy published; 10 10
ME, MED
=  Establishing regional centres MLSPP, SPF Regional centres 500 500 1,000
established; {SPF)
. Developing and implementing employment | Ongoing-2005+ MLSPP, UNDP Number of unemployed 145 10,000 11,855 22,000
programmes placed in jobs.
3 Regulation of Labour Relations
= Preparing an action plan on the development | 2003 CMAR, MLSPF Action Plan prepared. 10 10
of social dialogue between employers,
employees and trade unions
2 Monitaring the labour market in order to make
better-informed policy interventions
*  Establishing a national informafion system | Ongoing-2005 MLSPP, MH, S8C, | Labour Force Survey 100 900 1,000
on the labour market and employment, as SPF, PMU introduced; (SPF)

well as industrial safety norms and
standards

Information system
operated;

New normative acts on
safety adopted;
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Financing {US$ thousand)

Establishing efficient regulation of migration
processes:

= Developing a National programme

«  Establishing an information centre

2003

2003 - 2004

CMAR, MLSPP,
1OM
MLSPP, ICM

State Programme on
Reguiation of Migration
adopted and infarmation
centre established.

50

300

S0

300

17



SOCIAL POLICY AND HUMAN DEVELLOPMENT

Financing (US$ thousand)

regions);

* This is also indicated in the Social Protection Section

. Date of Responsible " -
Measures and Actions . - : Indicators Commitied Budgeted . .
implementation Bodies External Domestic Flngnclng Total
" . . ap
Funding Financing
Education policy
1 Increasing equality of opportunity in basic
education through provision of free text books to
school children:
=  Providing free text-books to all public 2003 ME, MF Provision of textbooks to 1,500 1,500
school students in grades 1-5 and o IDP students in relevant
and refugee students in grades 1-11; classes.
+  Providing free text-books to all public 2004 ME, MF 1,500 1,500
students in grades 1-7, and IDP and refugee
students in grades 1-11
= Providing free text-books o all public school | 2005 ME, MF 1,500 1,500
students in grades 1-11%
2 Improving the quality of teaching:
*  |mproving school curriculum and developing | Ongoing-2005+ ME, UNICEF New curriculum 90 100 190
standards in education; introduced;
=  Encouraging pro-aclive teaching methods in | Ongoing-2005+ ME, UNICEF New teacher training 200 200
educational institutions; programmes introduced;
*  Improvement of in-service training for current | Ongoing-2005+ ME Number of teachers 120 120
teaching staff attending in-service
training;
= Increasing teachers’ salaries®: Ongoing-2005+ MF, ME Salaries increased;
= Improving performance-related award Ongoing-2005+ MF, ME Performance-related
system award system introduced.
1 Improving the material-technical base of
education and ensuring equal access to
secondary education:
= Constructing 28 secondary schools 2003-2005+ ME, MED, MF, SF | Construction work 11,500 13,020 24,520
with1296, 844, 694 and 422 and 300 completed; (2, 511 from
classrooms (8 in Baku and 20 in other SOFAR®)

13



Financing {US$ thousand)

= Promotion of community pre-school facilities;

=  Promotion of family-based pre-schoaol
facilities;

*  Development of new teaching models for
pre-school

*  Training of pre-school staff in community
and family-based facilities

= Information campaigns for parents on the
importance of early child development

Number of community
hased pre-school
facilities;

Number of family-based
facilities;

Number of children
attending pre-school
facilities;

Number of pre-schoal
workers trained;

Infarmation materials
distributed to local
communities.

*  Repairing 200 secondary schools (100 in 2003-2005+ ME, MED, MF Repairing completed. 8,000 8,000
Baku and 100 in other regions)
1 Improving equality of access to school
education through assisting poor families with
clothing for the children attending schooi:
=  Establishing speciat Assistance Funds 2003-2005+ ME, MED, MF, Number of children from 19,200 19,200
LEB poor families provided
with clothing and
attending school.
3 Introducing new educational technologies:
= Creating information Technology Ongoing-2005+ ME, MED, MF Access of children from 300 1,420 1,720
infrastructure in the basic school system poor families to
computers,
3 Improving life skills education of adolescents:
= Incorporating reproductive health, healthy 2003-2004 ME; UNFPA, Relevant teaching 200 200
lifestyle issues, and gender issues into UNICEF materials developed and
school curriculum introduced;
*  Supporting institutions dealing with extra- 2003-2005+ ME; MLSPP; Number of young people 200 200
curricular activities and establishing resource UNICEF; S8CRIDP | attending extra-cumicufar
centres for youth and adolescents. activities and resource
centres.
2 Promotion of Early Childhood Care and 2003-2005+ ME; SCRIDP; 250 250
Development: UNICEF; ADB

€ Itis allocated for construction of 15 secondary schools for IDPs
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Financing (US$ thousand)

3 Increasing equality of access to learning 2003-2005 ME, MED, MF, 150 150
materials by improving the material and technical UNICEF
base of school libraries:
= Preparing new publications in Latin alphabet New textbooks. books
and scientific material in
Latin alphabet published;
.= Introducing information technoiogy School libraries provided
with relevant children
literature, classical and
other publications;
Specialised data base
with access to internet
created.
3 Introducing more flexible budget management 2003-2005 MF, ME, IDA Flexible budgeting 250 37 287
systems for schools system intreduced.
2 Monitoring Quality and Access to Education:
=  Development and implementation of system | 2003 - 2005+ ME A new National system of
of student assessment student assessment for
classes 1-11 introduced,;
=  Systematic collection and publication of 2003 - 2005+ ME; S5C; PMU Attendance rates,

school attendance rates, disaggregated by
gender.

disaggregated by gender;

Publication of the
attendance rates.
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Financing (US$ thousand)

7 Exchange rate used for October 25, 2002 (0.9763 USD per Euro)

- Date of Responsible . -
Measures and Actions implementation Bodies Indicators Committed Budgeted | pooicing
External Domestic G Total
Funding Financing ap
Culture
2 Improving equity of access to cultural and art
centres
«  Modemising National Libraries, the Library Ongoing-2005+ MC; MF; ARRA; Digital catalogue, search | 624.67 500 2,150 3,284.8
for the Blind and the State Art Museum EU and conservation (650 Euro)
systems and computer
network established in
the libraries and
rmuseum;
Trained staff for the use
of new system;
*  Modernising regionai theatres {Ganja, Sheki, | 2002-2005+ MC; MF; LEB Madern tachnologies 3,000 3,000
Mingachevir, Lankaran, Salyan and (voice, lighting etc)
Nakhchevan) introduced,
Audience number
improved in regional
theatres;
*  Creafing folk art scheols and workshops in 2003-2005 MC; MF: LEB Appropriate houses of 950 950
the capital city and other regions (Ganja, culture supplied with
Nakhchivan, Lankaran, Guba, |smailly, necessary equipment,
Shamakhi and Gobustan) folk art schools and
workshops established;
Number of students and
teachers increased;
=  Modernising “Azemeshr” state publishing 2003-2005+ MC; MF; MJ Publishing house 300 2,050 2,350
house and publication of series of World provided with flexible
Classics, schoolchildren’s and Children's polygraphic basis, 5
literature in Latin script thousand series of
editions with total 175
volumes published;
=  Devselopment of dubbing through state 2003-2005 MC; MF Mobile cinema-laboratory 700 550 1,250
orders purchased; 20-30 feature
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Financing (US$ thousand)

films dubbed each year;

= Enhancing material and technical basis of 2003-2005 MC; MF Relevant establishments 100 900 1,000
choreographic as well as musical, art and provided with necessary
painting schools for chiidren modern equipment.
»  Rehabilitating State Philharmony named ongoing-2003 MC, MF Complefion of 11,800 11,900
after M. Magomayev restoration.
1 Stimulating art workers and improving their
skills
= Increasing efficiency of the pay structure 2003-2005 MC, MF; MLSPP Decompression of wages
and performance-related
pay structure introduced,
= Impraving personnel and information supply | 2003-2005 MC; MF; MJ Information-Resource 100 100
Centre established.
3 Protection of cultural heritage
= Reconsiructing the second storey of Cngoing-2005 MC, IDA Rehabilitation completed | 3,718 832 4,550
Shirvanshahlar Palace and conservation of and number of visitors
Divankhana (court house), rehabilitating increased,
Sheki Khan Palace, Momuna Khatun tomb
and the tomb situated in Garabaghiar village.
=  Developing and Implementing of the general | 2003-2005+ MC; MF Archagological digging 2,500 2,500

plan far the reconstruction of Icheri Shahar,

carried out in Ichari
Shahar, rehabilifation and
reconstruction of religious
and civil buildings.

22



Financing {U5$ thousand)

: Date of Responsible . -
Measures and Actions implementation Bodies Indicators Committed | Budgeted Financing
External Domestic G Total
. . p ap
Funding Financing
Health
1 Guaranteeing access to basic health services Ongoing-2005+ MH, WHO, IDA, 5,000 290 5,000 10,290
through strengthening of the Primary Health Care UNICEF, USAID
System (beginning in 10 regions):
=  Rationalising health services through Reduction of hospital
reduction of excessive number of beds; staff beds, andincrease in
to be reatlocated to outpatient services; outpatient services;
= Providing essential drugs and rafional drug Nurnber of community
usa through establishment of community revelving drug funds
revolving drug funds; established and
operating;
= Prompoting comrnunity participation through Community heaith
establishment of community health councils. councils established.
1 Strengthening the material-technical base of 2003-2005+ MH, MF, MED, Number of hospitals 40518 4,468 8,519.6
health sector and expanding access to health ARRA, EU rehabilitated and new (4,150 Euro)
services health facilities
constructed.
1 Reducing infant and under 5 years mortality Ongring-2005+ MH, GAVI, 2486 1,217 473 1,938.6
rates, as well as incidence of child disease, UNICEF, ADB

through expanding programme on immunisation
and gradual increasing of state financing for its
implementation;

=  Purchasing vaccines and syringes;

=  Strengthening and maintenance of ¢old
chains system

=  Putting in place safe immunisation practice
{containers, burning ovens)

= Arranging training courses

*  Promoting public awareness

Coverage of appropriate
age groups with
vaccinations;

100% state financing of
vaceination programme
{excluding hepatitis)
starting in 2003;

Number of heaith
workers trained in
immunisation
procedures;

Relevant literature and
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Financing (US$ thousand)

public fraining

programmes.
1 Promoting Safe Motherhood and Essential Care | Ongoing-2005 MH, UNICEF 500 500 1,500 2,500
for the Newborn:
=  Preparing the necessary legal and normative Lower maternal, infant,
basis to promote breastfeeding under 5 mortality rates;
*  Encouraging breastfeeding; A law promoting
breastfeeding adopted
and enforced;
= Capacity building of health staff;
= Raising awareness of pregnant women, Increase in number of
maternal units and
outpatient clinics with
exclusive breastfeeding;
=  Raising awareness of adolescent girls on Reduction in teenage
health risks of teenage births; births;
= |mproving access to essential matsrnal
health services;
= Promoting mother & baby-friendly Increass in number of
environment at maternity units; mothers using maternal
and post natal servicas;
=  Ensuring access to maternal services, Number of IDPs visiting,
especially for IDPs and the poor and quality of services.
2 Improving management of childhood ilinesses: Ongoing-2005 MH, UNICEF, 300 200 700 1,200
WHO

*  Providing essential drugs;

=  Preparing heatth education material:

= Training of health personnel on case
management;

Reduction in incidence of
childhood ilinesses;

Education materials
praduced, distributed and
displayed in health
centers;

Number of health
workers trained in
prevention and control of
childhood ilinesses;

Number of trained
persannel on case
management.
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Financing {US$ thousand)

«  Providing training equipment;

= Raising public awareness.

Training equipment
distributed;

Relevant literature and
public education made
available.

2 Preventing malaria and reducing malaria Ongoing-2005+ MH, WHO, 57.2 416.5 83.5 557.2
incidence: UNICEF
= Training health and technical staff on malaria Training courses held;
diagnosis;
= Strengthening health care services regarding Reduction in cases of
malaria malaria:
Number of health
workers trained in
malaria control;
= Providing disinfection faciliies Number of disinfection
facilities increased;
= Providing laboratory equipment and
reagents
= Carmying out information campaign ta Relevant materials
increase public awareness on malaria prepared, published and
prevention and encourage community distributed.
participation
2 Reducing incidence of TB: ©ngoing-2005+ MH, ARRA, WHO, 3,319.5 2,636 1,386 7,341.5
GTZ, UNICEF, EU (3,400 Euro)
= Increasing provision of drugs; Reduction in TB
- ) incidence;
Training on TB management for health staff; Number of haalth
workers trained in TB
caontrol;
=  Raising public awareness on TB. Retevant materials
prepared, published and
distributed.
= Reconstructing Bina Prison TBC Unit
3 Providing access fo contraceptives from reliable | Ongoing-2004 MH, UNFPA, 550 50 600
supply systems: UNICEF

= Improving the system of delivaring high
quality contraceptives and medicines

= Facilitating the provision of relevant services

New Centres for Family
Planning established;

Training on Family
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Financing (US$ thousand)

ta the public

plarning held within
primary heatth care
system;

2 Reducing lodine Deficiency Disorders: Ongeing-2005 MH, UNICEF, 950 28 285 1,264
ADB

*  Raising public awareness on the importance Reduction in IDD;

of consumption of iodised salt; Universal iodisation and
provision of access.
Adopted law enacted;

= Capacity building of health and education Number of frained staff;
staff;

= Providing equipment for salt iodisation to Equipment supplied and
factories. installed;

«  Strengthening laboratory services far
monitering and control;

[ Preparing national standards and norms faor Relevant standards and
monitoring the content and the process of norms introduced.
iodisation.

2 Reducing health risks through promoting Ongoing-2005 MH, ARRA, 2,017 250 2,030 4,297
healthy lifestyle and health education to prevent UNDP, EU, Soros
substance abuse (tobacco, alcohol, drugs) and to Foundaton,
reduce sexually transmitted infections and UNICEF, Global
HIVIAIDS: Fund, UNAIDS,
WHO, UNFPA

Capacity building of health staff;

Establishing a National Committee on
prevention of substance abuse and
reduction of STls and HIV/AIDS;

Establishing youth-friendly resource centres
in the framework of existing Primary Health
Care services

Providing equipment and establishing
medical genetic cabinets

Raising public awareness

Integrating The Prevention of Mother to
Child Transmission of diseases into Mother
and Child Health services

Reduction inincidence of
substance abuse, and of
STls, HiV! AIDS;

Number of youth
resource centres
established;

Realevant literature and
public education made
available;

Decline in the incidence
of PMTCT.
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Financing (US$ thousand)

+  Establishing per capita cost of a basic
package of primary health care, and using
this as a basis for calcutating budgets at
national and regional levels;

* Increasing salaries of health sector
employees®

*  Improving financial management in the
health sector.

Cost of basic per capita
package calculated;

fncrease in real wages;

Legislation on fiexible
budgeting norms.

2 Improving health information system; Ongoing-2005 MH, WHO, New health indicators 150 180 1,050 1,380
-— . . UNICEF, UNFPA, | introduced.
= Shifting 1o internationally accepted health iDA. USAID. CIDA
indicators and improving quality of health ' ’
data collection
2 Designing and introducing a system for 2003-2005 MH, UNICEF 225 225
monitoring access to safe drinking water:
- Assessing the access of population to safe Monitoring system
drinking water introduced.
3 Improving budget efficiency and financial Ongoing-2005 MH, WHO, IDA, 250 37 400 687
management in health sector: UNICEF

B This is also indicated in the Social Protection Section.
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Measures and Actions

Date of
implementation

Responsible
Bodies

Indicators

Financing {US$ thousand)

Cemmitted
External
Funding

Budgeted
Domestic
Financing

Financing
Gap

Total

Sport

1 Improving children’s health status through
developing sport and improving the access of
children from underprivileged families to sport
centres:

=  Enhancing material and technical basis of
Youth Sport Schools in regions

= Rehabilitating Republican Lyceum of
Olympia and Sport

*  Rehabilitating Republican Lyceum of
Olympia

2003-2005+

2003-2004

2003-2004

MYST, MED, MF

MYST, MED, MF

MYST, MED, MF

Quality and availability of
sports facilities;

Relevant sports centres
rehabilitated.

3,610

2,200

210

3,610

2,200

210

2 Ensuring access of children from
underprivileged families to health centres:

=  Repairing the National Child Recreation and
Health Centre located in Shuvalan
settlement

. Repairing sport and health centre within
Olympia and Sport Lyceum located in
Nabran settiement

2003-2004

2003-2004

MYST, MF, MED

MYST, MF, MED

Health centres repaired.

60

350

60

350

2 Reconstructing sport centres by re-
accommodating refugee and IDP families
temporarily settied in those buildings in new
settlements:

=  Rehabilitating Mingachevir Rowing Sport
Centre®

2003

SCRIDP, MED,
MF, SOFAR

The relevant sports
Centre rehabilitated.

® This is mentioned also in the IDP Section
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Date of

Responsible

Financing {US$ thousand)

Y This is mentioned also in the Energy Section.

Measures and Actions . . " Indicators Committed Budgeted . .
implementation Bodies External Domestic Flngl’al(:ing Total
Funding Financing P
Social Protection System and Pension Reforms
1 Creating a system of targeted social assistance:
=  Developing a Social Assistance Strategy 2003 CMAR, MLSPP, Policy document an 700 109 809
Paper based on models forecasting the MF, MED, SPF, improvement of
social budget and a streamlined menu of IDA administrative structure
sacial assistance benefits and new siructure
established;
= Improving the administrative structure foran | 2003-2005 CMAR, MLSPP, New targeting 120 1,080 1,200
efficient management and delivery of social MED, MF, EU mechanism for sccial
assistance policies beginning with targeted assistance established;
child benefits
= Developing a targeting mechanism for social | 2003-2005 CMAR, PMU, 100 100
assistance to identify the paor strata of the MLSPP, MF,
popuiation MED, SPF, EU
= Creating a system of adequate 2003-2004 CMAR, MLSPP, Targeted Compensation
compensation from the state budget for the MF, MED, MFE, Payment System
poorest section of the population for removal PMU, SPF introcluced;
of utility subsidies®
*  Crealing a monitoring and evaluation system | 2003-2005 MLSPP, MF, A system for monitaring 50 450 500
for the development and implementation of MED, PMU and evaluation of social
targeted social assistance policies. assistance policies
introduced,
= Creating a mechanism for providing 2003-2004 MLSPP, MF, SPF | Number of low-income
reimbursement for the expenditure on families reimbursed.
children’s food for low-income families.
1 Reforming the pension and social insurance
sysiem:
=  Designing a new social insurance palicy Ongoing-2004 MLSPP, MF, MJ, Legislation improved, 580 450 500
framewaork through use of forecasting MED, SPF . (SPF)
models, improving the existing legislation Farecasting results
and creating a monitering and evaluation available;
system Monitoring plans ready;




Financing (US$ thousand}

»  Improving the administrative structure for 2003-2005 CMAR, MLSPF, New administrative 100 $00 1,000
efficient management of the pension system SPF structure and training of (SPF)
staff completed;
= Developing and implementing an automated | 2003-2005 SPF Automated system and 1,400 12,600 14,000
system for the management of pensions individual accounts (SPF)
based on individual accounts. introduced.
2 Improving the legislative framework:
=  Monitoring and improving the legislation on Cngoing-2005+ CMAR, MLSPP, Impraved monitoring and 100 100
labour and social issues including M., IOM legisiation;
remuneration of labour, 1abour relations,
employment, migration, social security and
social assistance
= |mproving the necessary legislative 2003-2005+ CMAR, MLSPP, Meonitoring of national
framework relating to the introduction of MJ, MED, MF legislation carried out and
targeted social assistance normative acts prepared;
= Preparing for membership of the European Ongoing-2004 CMAR, MLSPP, Stale pregramme on
Social Charter MJ, MF, MED, introduction of the norms
MYST, MH, MFA, | envisaged in the
ME, SPF European Social Charter
prepared;
Ratification of European
Sacial Charter.
3 Population Development: 75 75
*  Developing and implementing a State 2003-2005+ CMAR, MLSPP State programme
Programme on demographic and population prepared and
developmant implemented;
= Establishing a State Council for Coordination | 2003 CMAR, MLSFP, State Council established,;
of the issues an population development MH
=  Establishing a Population Development 2003-2004 MLSPP, UNFPA National Population
Research Centre Development Research
Centre established;
A comprehensive data
base on country's
population development
established.
1 Social Integration of the most vulnerable groups
of the population:
»  Developing a national strategy directed at 2003-2005+ CMAR, MLSFP, Increased social 50 50
the protection of children, women, the ME, MH, MJ, protection of children,
disabled and the elderly rights and improving MYST women, the disabled,
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Financing (US$ thousand)

the regulatory framework governing the
protection of child rights

Establishing a systematic database for
monitoring and evaluating existing child and
woman policies

Developing an action plan to improve social
re-integration of children that need special
care, including the disabled and street
children

Undertaking relevant measures ta re-
integrate children in institutions to their
biological ar fostering families;

Creating alternative child care centres and
organising family support services to poor
families.

Developing a social care system for families
with children that need special care.

Establishing a State Coordination Council on
Chitd Problems

Improving education and training system for
social workers, including the employees
working in child care institutions.

Rehabilitating Disabled Children Centres
and orphanages

Developing methodical and organisational
base for medical-social rehabilitation within
individual rehabilitation programmes for the
disabled

Establishing a commaon information system
an the disabled

Constructing houses for the disabled

2003-2004

2003

2003-20056+

2003-2005+

2003-2005

2003

2003-2005+

Cngoing-2004

2003-2004

2003-2004

Ongoing-2005+

UNDP, UNICEF

MLSPP, MYST,
SCRIDP, MH, ME,
MIA, SSC, UNDP

CMAR, MYST,
MLSPP, #MH, ME,
MIA

CMAR, MYST,
MLSPP, SCWA,
MH, ME, MIA,
UNICEF, EU

CMAR, MLSPP,
ME, MH, MYST

CMAR, MLSPP,
ME, MH, MYST,
UNICEF, EU

CMAR

MLSPP, MH, ME

ME, MLSPP,
ARRA, EU

MLSPP, MH, ME,
MF, MED, UNBDP

MLSPP, UNDP

MLSPP, MF,
MED, SPF, LEB

elderly, and peaple living
alone;

Relevant policy
document adopted,

Monitoring of child rights
carried out;

Action plan developed,;

Reduction of numbers of
children in institutional
care;

Number of children
returned to their
families.or to foster
families;

Social workers frained,;
Number of poor families

receiving chiid care
support;

Number of child problem
cases referred to the
Council;

Number of centres and
orphanages rehabilitated

New rehabilitation
programmes available;

Information system
established;

Facilities/ equipment for
the disabled installed in

1,708.5
(1,750 Eurc)

701

10

10
(SPF)

500
(SPF)

150

20

120

150

2,409.5

30

130

500
(SPF)
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Installing necessary facilities for disabled
people in transport and public places

Creating Para Olympic health-sport centres
for the disabled

Strengthening targeted sacial protection of
the disabled who need care and assistance
including disabled women, disabled people
living alone, and for families with two or
more disabled members

Creating guidance centres to provide
medical, pedagogical and psycholagical
assistance 1o the parents of mentally
retarded children

Creating regional rehabilitation centres for
the disabled

Establishing a psychological rehabilitation
centre

Improving social services for the elderly and
people living azlone

Salving the problems of illegal migrants and
preventing human frafficking and human
trade

2003-2005+

2003-2005

2003-2005+

2003-2005

Ongoing-2005+

2003-2005

2003-2005+

2003-2005+

CMAR, MLSPP

PC, MLSPP

MLSPP, SPF,
SCWA, MF

ME, MH

MLSPP, MF, SPF

MLSPP, ME, MH,
MF, UNDP

MLSPP MF, SPF

CMAR, MLSPP,
MFA, MF, MED,
MIA, MJ, IOM

public places and houses
constructed,;

Number of disabled
children attending
mainstream schools and
sport facilities increased;

Sport-health centre
established;

Package of measures
developed and
implemented

Guidance Centres
established;

Number of referrals;

Regional rehabilitation
centres created;

Psychological
rehabilitation centre
created;

Special programimes to
improve social services
for the elderly and people
living alone introduced:;

Action plan developed
and implemented;

Repatriation programme
introduced.

Financing (US$ thousand)

3,000

3,000

50

8,000

1,000

50

3,000

50

11,000

1,000

50
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Financing (US$ thousand}

. Date of Responsible . - -
Measures and Actions . . N Indicators Committed Budgeted . .
implementation Bodies External Domestic Fm(a;nclng Total
: . . ap
Funding Financing
Refugees and IDPs
1 Returning the IDPs to their permanent place of
residence: )
*  Developing new Repatriation Programme 2003 SCRIDP, IOM
("Great Return™)
*  Rehabilitating the liberated areas Ongoing-2005 SCRIDP, MF, 11,300 895 12,195
ARRA, IDA, ADB
1 Impraving the social living conditions of
refugees with no permanent place of residence
and the IDPs in the worst living conditions:
= Housing for refugee families with no 2003 SCRIDP, MF, New settiements 4120 4,120
permanent place of residence as a result of SOFAR, ARRA completed; (SOFAR)
the Armenian conflict :
= Constructing 98 houses in Number of households in
Nakhchivan Autonomous Republic, those categories
126 in Shamkir region, 160 in resettied in the new
Sabunchu district of Baku, 58 in settlements;
Absheron region, 17 in Agkhstafa
region, 65 in Yeviakh region and 51 in
Ismailly region
= Completing the construction of 322
houses unfinished since 1995
= Constructing new settlements (excluding 2003 SCRIDP, MF, New setllements 25,000 25,000
schools, nurseries and health facilities) SOFAR, ARRA, completed; {SOFAR)
aimed at resettlement of 5,019 IDP families SDFIDP
(22,841 individuals) currently housed in tent
camps and railway cars:
s Constructing 10 settlements in Fizuli Number of households in
region, 4 settlements in Aghdam region those categories
and 13 setflement in Bilasuvar resettled in the new
séttlements;
»  Reconstructing 1000 houses damaged 2003-2004 SCRIDP, ARRA Number of houses 5,800 5,800
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Financing (US$ thousand)

during the war

reconstructed;

Number of settled

households;
= Providing land plots and financial grant 2003 SCRIDP, MF, Households provided 1,300 1,300
assistance to 6,741 refugee and |DP families MED, MA, SCSM, | with land plots and (SOFAR) (SOFAR)
to be settled used for agricultural production LEB financial grant
assistance.
*  Repairing 37 buiidings in densely inhabited | 2003 SCRIDP, MF, LEB 2,000 2,000
IDP setflernents in Baku, Sumgait and Ganja
with 2,960 households
*  Re-setiling of 412 IDP houssholds which 2003 SCRIDP, MED, 2,500 95 2,596
have been living in rowing / sports centres MF, LEB, ADB
and schools in Mingachevir in new
settlements
*  Replacing the exemption from utility 2003-2005 SCRIDP, MF 60,000 60,000
payments with direct compensation for non-
settled refugees and IDPs
1 Upgrading the infrastructure in IDP camps 2003-2004 SCRIDP, MF, 5,638 10,340 15,978
consisting of prefab houses: ARRA, SDFIDP,
LEE, EU, IDA,
DB
= Reéal_?gi?g thfe old electricity distribution lines Improved distribution
ana 7L transtormers lines and transformers in
= installing 57 water pumps; place;
. Water pumps installed;
*  Repairing 54 km. roads in settlement areas;
= Purchasing 32,000 kerosene/ gas stoves for d .
heating during winter Roads repaired and gas
stoves purchased;
v Purchasing kerosene fuel for 92,000 IDP Fuel provisian of IDP
families for autumn/winter seasons families improved;
*  Constructing irrigation complex in Fizuli and Industrial and drinking
Aghdam : .
water supply improved,
*  Rehabilitating 205 artesian wells in Aghdam,
Tartar, Goranboy and Agjabadi
*  Rehabilitating enerji supply system of Tartar, Electricity provision
Goranboy, Agjabedi, Gazakh and Gadabay improved.
1 Addressing the employment problems of IDPs:
= Promoting micro-credits provision for SME 2003-2005 SCRIDP, Number of credits issued | 2,100 2,100
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Financing (US$ thousand)

" This is mentioned alsa in the education section.

development SDFIDP, IDA to IDP households;
= Extending soft credits to 20,000 IDPs who 2003-2005 SCRIDP, MF, MA, | Number of employed 8,000 8,060
have temporarily rented land plots SCSM IDPs;
= Providing technical and financial assistance 2003-2005 SCRIDP, MF, MA | Technical & financial 120 120
to 29 agro-husinesses and farms owned by assistance provided,
the State Committes for Refugees and IDPs
»  Providing soft credits and fuel suppiy to 611 | 2003-2005 SCRIDP, MF, Fuel supply improved,; 1,260 1,260
farms set up by IDPs MFE
«  Establishment of small production facilities 2003-2005 SCRIDP, MED, Praduction facilities 2,000 2,000
(carpet weaving, textile weaving, knitting) in MLSPP, MF established.
densely inhabited residencies of IDPs
1 Providing education to IDPs’ children:
. Constructinq 15 schools in new 2003 SCRIDP, ME, MF, | Number of schoals
seitlements’ SOFAR, SDFIDP, | constructed;
ARRA, EU
' Constructing 14 pre-school facilities (1,240 2003 SCRIDP, ME, MF, | Number of pre-schools 1,856 1,856
places) in new settlements SDFIDP facilities constructed; (SOFAR)
- Enhancing the material and technical base 2003-2005 SCRIDP, ME, MF, | Number of students 3,300 3,300
of existing schools i LEB attending schools.
1 Improving health care services to refugees and
IDPs:
=  Constructing 15 health care facilities in new 2003 SCRIDP, MF, Number of new medical 614 614
settlemenis SOFAR, MH, facilities; (SOFAR)
ARRA, SDFIDP
= Impraving the existing health care services 2003-2005 SCRIDP, MF, MH, | Reduction in incidence of 4,124 4124
and facilities in IDP settlements SDFIPP, LEB decease amongst
refugees and IDPs;
Infant and maternal
mortality rate amongst
refugees and IDPs.
1 Improving food provision io IDPs:
=  Providing the monthly compensation to 2003-2005 SCRIDP, MF, LEB | Number of IDP 91,790 2,510 94,300
519,000 1DPs for food (bread) expenditure households receiving
food aid;
= Providing monthly supply of food to 214 258 | 2003-2005 SCRIDP, MF, Malnutrition incidence 18,116 6,532 24648
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IDPs previously having access to food SOCAR, LEB amaongst children, elderly (SOCAR)
assistance provided by International people reduced.,
humanitarian organisations and latsly
deprived from the support due to the
termination of their activity

= Providing monthly food supply to 143,000 2003-2005 SCRIDP, UN 20,000 20,000
IDPs WFP

= Providing one meal-a- day to 1,500-2,500 2003-2005 SCRIDP, UN 500 500
IDPs’ school children WFP

= Providing food 2id to 300,000 IDPs having { 2003-2008 SCRIDP, MF, LEB 35,600 35,600

no food provision from International
humanitarian organisations singe 1993

3 Ensuring financial transparency through explicit | 2003-2005 MF, SCRIDP All transfers/ aids to iDPs
budget allocations specified in budget
documents, including
transfers made through
SOCAR and relevant
ministries.




REGIONAL POLICY AND INFRASTRUCTURE DEVELOPMENT

Measures and Actions

Date of

Responsible

Indicators

Financing (US$ thousand)

impl : Bodi Committed Budgeted
implementation odles External Domestic | Financing Gap Total
Funding Financing
Public Investment in Utilities and Infrastructure
2 Transport:
=  Rehabilitating transport infrasfructure: Regional transport
system i d.
»  Reconstructing motor-roads Ongoing-2005+ | MED, MTr, IDA. ysiem Improve 90,200 32,471 156,600 279,271
EU, EBRD, KF,
ADB, ADF, SF,
DB
. Reconstructing Trans-Caucasus Cngoeing-2003 MED, MTr, EU, 5,700 5,700
railway ) EBRD
»  Construction of new railway road 2003-2005+ MED, MTr 40,000 40,000
Astara (Iran) — Astara (Azerhaijan)
* Reconstructing Baku Sea Port 2003-2005 MED, MTr, EBRD 16,000 16,000
=  Reconstructing Nakhchevan airport Ongoing-2003 MTr, MED, MF 22,500 22,500
»  Completing Hazi Aslanov Metro Station | Ongoing-2003 MED, MF, ARRA, 3,854 1,278.3 5,232.3
EU (4,050 Euro)
» Rehabilitating car fieet of Metro 2003-2005+ MED, MF 31,665 31,685
1 Water and sewerage:
»  Reconstructing Great Baku water supply Ongeing-2005+ MED, ARWC, IDA | Drinking water 1,290 13,000 14,290
system supply improved;
*  Reconstructing sewerage system in Baku 2003-2005+ MED, BEP, BSSD | Sewerage systems 1,358 1,358
city reconstructed.
*  Rehabilitation of purification facilities in Baku | 2003-2005+ MED, BEP 55,161 55,161
city
=  Reconstructing and completing of sewage 2003-2005+ MED, CMNAR 700 3,448 4,145
system in Nakhchevan city (Nakhchevan
AR)
=  Completing sewerage purification system in 2003-2005+ MED, SCCA, 804 804
Ganja city MENR, LEB
»  Reconstructing and completing of sewage 2003-2005 MED, CMNAR 140 140
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system in Shahbuz district (Nakhchevan AR)

«  Rehabilitating water supply systems in urban | 2003-2005+ MED, SCAC, 22,000 6,700 46,800 74,700
and rural settiements ADB, Kiw
- Urgent assistance to utility infrastructure 2003-2005 MED, MF, SCCA, 12,800 12,800
KW
1 Melioration and lrrigation:
- Ensuring soil protection from wind and water | 2003-2005+ SCSM, MA Increase in arable 3,960 3,860
erosion (823, 000 ha) land;
s Treating the soil salinity (1,700,000ha) 2003-2005+ SCSM, MA Number of ha of 30,000 30,000
land treated for
salinity,
Improvement in soil
quality and use of
soil;
= Reconstructing and rehabilitating of irrigation | Ongoing-2005+ SCAI DA Irrigation of land. 31,754 3,086 34,837
and drainage infrastructure
«  Constructing Khanark canal (| phase) Ongoing-2003 SCAl IDB 1,633 451 2,084
«  Consfructing Khanark canal (I phase) Ongoing -2004 SCAl, IDB 8,432 2,497 10,929
= Constructing Shamkir-Mashin canal 2003-2005+ SCAIl, ARRA, EU 22553 1,336 7,458 11,049.3
(2,310 Euro)
= Reconstructing and development of water
reservoirs
» Constructing Vayxir reservoir and { 2003-2005+ SCAIl, MED, 14158 26,700 251168
irrigation of land ARRA, EU (1,450 Euro)
3 Energy:
«  Constructing of gas pipeline from Garadakh Ongoing-2004 MFE, JBIC 45,032 45032
to Severnaya Power Station and gas
compressor unit in Garadakh
= Reconstructing underground gas storages Ongoing-2005 MFE Gas storage 160,000 160,000
and increasing gas capacity capacity brought up
to 2.5 billion m* ;
= Rehabilitation of system of gas provision in 2003-2005+ MFE 24,258 24,258
Nakhchevan AR
* Increasing export potential of oil and gas Ongoing-2005+ MFE

= BTC main export oil pipeline

Cil export capacity
increased up to 50
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= BTA gas export pipeline

= Narthern and Southern export
pipelines

Increasing the existing power capacity and
constructing new energy blocks

=  Consfructing the 9th blogk of AZDRES;
capital repair of the 1st and 8th blocks

« Constructing power unit at Sumgait
Heatl-Power Centre

= Constructing Il 4GOMWL Unitin
Severnaya Power Plant

=  Reconstructing Power Station in
Nakhchevan

= Constructing 100MW1t power stations
in each of 3 most needy regions of the
country

Rehabilitating the power transmission lines

2003-2005+

2004-2005+

Ongoing-2005+

2004-2005+

2003-2005+

2003-2005+

MFE, MED, MF,
EBRD, IDB, KF,
SF, ADF

MFE, MED, MF
MFE, JBIC
MFE, MED, MF,

SF, ADF
MFE, MED, MF

MFE, MED, MF,
KW

billion tan;

(Gas expert capacity
increasedup to 7
billian m®per annum;

Additional 2,600
MWt power capacity
ensured by 2005 to
existing 5,000 MWL,

100,000

40,000

24,000

17,338

10,000

1,830

180,000

130,000

110,000

180,000

40,000

24,000

130,000

19,168
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facilities:

*  Developing the land market

*  Sirengthening the Land Committee Regional
Cadastre Centres

»  Putting in place a self-sustainable rural
financial sysiem

"2 Other aspects of rural development are coverad in the investment policy and public investment sections

Unification of registration
system for all land and
real estate categories
implemented in
Nakhchivan;

System in place to
register agricuitural land
titles and land
transactions in regional
centres;

Number of credit
cooperatives established;

Number of smallholders
receiving credit;

Level of credit repayment

. Date of Responsible . _
Measures and Actions implementation Bodies Indicators Committed Budgete_d Financing
External Domestic Ga Total
Funding | Financing P
Rural Development: Agriculture, irrigation, land protection and water resources '>
1 Development of a Rural Development Strategy 2003-2004 CMAR, MED,MA, | Strategy is developed
SCAl, SCSM, and discussed,
MENR, EU, IDA, .
UNDP, USAID= CapaCIiy of Guvemmen1
to formulate strategies for
MASHAV ;
agriculiural sector
increased.
3 Institutional reform of agrarian institutions 2003-2004 CMAR, MA, SCAl,
SCSEM, MENR,
MED
»  Creation of an Inter-Ministerial commission Inter-Ministerial
to prepare comprehensive propasal for commission created.
insfitutional reform
1 Agricultural development and access to credit Ongoing-2005+ MA, IDA 32,300 1,400 33,700
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improved,
= Developing extension services Number of trained
farmers.
1 Regulating credit provision, insurance pelicy Ongoing-2004 MA, IDA, EU Number of farmers and 21,176 800 21,976
and customs duties for rural areas entrepreneurs in the
regions recaived crediis,
Rural Investment
Foundation further
developed.
2 Development of mountain areas: Cngoing-2005+ MA, IFAD Development of 8,090 305 8,305
. agriculture in mountain
= Improving marketing channels arsas while protecting
= Improving access of small farmars to pasture ecologica balance.
land
= Improving animal husbandry services
«  Providing and improving essential public
services
1 Land protection and soii quality:
= Defining a comprehensive and unified 2003-2004 SCSM, MA Policy document g 9
National Programme for Soil Conservation prepared;
inctuding specific measures for scil
protection from wind and water erosion
=  Praparing projects on re-cultivation of land 2003-2004 SCsSM, MA Number of ha of re- 400 400
cultivated tand.
1 Ragulation of ﬁasture shares
*  Updating fhe review of actual conditions of 2003-2005+ MA, SCAIl, SCSM | Improved management of 29,400 25,400
pastures. Rehabilitating summer and winter pasture shares,
arability of pasture lands and protecting
them from erosion Improved access to
comman pasture land.
2 Strengthening national veterinary and piant
control services:
=  Improving the supply of veterinary products 2003-2004 MA, MED Reconstructing the 415 415

biological complex in
Khanlar;

Improved provision with
vaccinges;

Share of livestock

41



Financing (US$ thousand}

covered by vaccination
increased;
= |mproving measures for epizootic and 2003-2004 MA Meodemising the 2,000 2,000
phytosanitary control on main public health equipment of the national
and production threatening diagnosis laboratory;
Establishment of 3
regional veterinary and
plant quarantine
laboratories;
Number of cases of
human brucellosis
reduced;
= Introducing private firms into veterinary 2003-2005+ MA Number of private
services veterinaries and private
pharmacies.
2 Increasing farmers’ managerial and technical 2003-2005 MA Training courses held; 1,346 1,346
skills:
= Further extension of information advisory Number of farmers
services receiving training;
=  Maodernisation of farmer-oriented agricultural Publication of brochures
knowledge system increased.
2 Capacity development in applied agrarian 2003-2005 ME, MA, AA 3,000 3,000
science:
= Modemising the Agrarian Academy
= providing scholarships for higher education
studies abroad
1 Impraving Irrigation:
- Furthe_r developing Water Users Cngoing-2005+ SCAl Impraved supply of water
Associations and irrigation to rural
areas;
* Repairing and constructing irgation objects | Ongoing-2005+ SCAI, MED Regular water supply to 31,900 31,800
within farms through government subsidies agricultural land;
Improved amelioration of
land.
2 Flood protection:
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»  Constructing protective dams for floed Ongoing-2005+ MED, SCAI, Decrease in flooding 12,2187 3,543 16,761.7
protection ARRA, ADB, EU incidence.
3 Impreving the provision of nitric and phosphoric
fertilizers:
»  Reconstructing Sumgait superphosphate 2003-2004 MA, MED Inerease in supply of
plant through privatisation mineral fertilizers.
2 Development of whole sale, agro-business and
market access systems:
= Encouraging the private sector invelvement | 2003-2005 MA, MED Share of non-agricultural 2,469 2,469
in whole-sale, agro-processing and other employment in rural
relevant activities areas;
ingrease in sales;
Increase in exports,
=  Encouraging private sector involvement in 2003-2005 MA, MED 958 958

supply of technical equipment and chemical
services to farmers
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Date of

Responsible

Financing (US$ thousand)

Measures and Acticns implementation Bodies Indicators Committed Budgetqd Financing
External Domestic G Total
. . g ap
Funding Financing
Environmental Safety
2 Air:
*  Development of monitoring system for 2003-2005 MENR, MIA Air pollution level defined. 50 450 500
emissions from transport and other sources
1 Water and sewerage:
= Preparing project documents on expansion 2003-2004 MED, SCCA, Documents prepared.
of purification units in Baku MENR, BEP
»  Preparing project documents on 2003-2004 MED, SCCA,
reconstruction of purification units and MENR, LEB
sewerage system in Sumgart
= Environmental protecting Jeyranbatan Dam 2003 MENR, ARRA, EU 1,449.8 1,449.8
(1,485 Euro)
2 The Caspian Sea: Sources polluting the
Caspi d;
*  Preparing the national action plan 2003 MENR, GEF, aspian Sea treated;
UNDP, DA, Biological rescurces of
UNEP, EU Caspian sea preserved.
2 Soil:
*  Re-cultivating oif polluted soil in the territory | 2003-2005+ MENR, MFE, Reduction of oil 300 2,700 3,000
of Absheron region (UEIP) LEB, IDA contamination;
*  Treating Mercury waste (UEIP) 2003-2004 MENR, DA Reduction in mercury 8,000 e85 8,065
contamination of land;
= infroducing Waste Management (UEIP) 2003 MENR, IDA Efficient waste 800 800
management.
3 Fauna and Flora (Biodiversity)
= Giving traditional sturgeon hatchery areas in | 2003-2004 CMAR, MENRP New protected areas
Kur and Araz rivers the status of officially established;
protected areas
=  Constructing sturgeon hatchery plant {UEIP) | 2003 MENR, MF, IDA nerease in number of 6,100 2,500 8,600
sturgeons;
= Creating biclogical stations and nurseries for | 2003-2005 MENR, MA, LEB 4 nurseries and 5 2,000 2,000

rare and endangered species of animals

biological stations
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environmental impact

created,;
= Planting long-life endogenous plants 2003-2005+ MENR, LEB Planting in 4500 ha area; 600 5,400 6,000
*  Planfing forests along the Kura and Araz 2003-2005+ MENR, LEB Forest planted in 5000 ha 600 5,400 6,000
river coasts area;
=  Concentrated planting of the forest 2003-2005+ MENR, LEB Planting in 6,000 ha area. 200 2,700 3,000
*  Restoring Shahdag National Park 2003-2005+ MENR, LEB, DA 6,200 830 7,030
= Establishing new protected areas (Ordubad, | 2003-2005 CMAR, MENR
Shahbuz, Talysh and others)
3 Studying the opportunities for expandinq the 2003-2005 MENR, MFE Gradual increase in the
introduction of alternative energy sources™ energy from
inexhaustible energy
sources.
2 Radioactive pollution:
*  Treating radioactive coal storages at 2004-2005 MENR Radioactive pollution 4,000 4,000
Ramany, New- Surakhany and Nefichala sources discovered and
iodine-processing plants : liquidated.
= Refurbishing and expanding ISOTOP Cenire | 2003-2005 MENR, ARRA, EU 3,905.2 3,905.2
for storage and treatment of radicactive (4,000 Euro})
sources
3 Institutional development:
*  Providing necessary equipment to regional 2003-2005 MENR Environmental 30 270 300
laboratories; management improved,
*  Improving Geographic Infanmation Sysiem 2003-2005+ MENR 30 70 100
*  Preparing educational programmes and 2003-2005+ ME, MENR Environmental issues 30 70 100
public awareness campaigns incorporated into the
= Involving the public in assessment of 2003-2005+ MENR, LEB gurticulum af secondary 30 30

3 i . . .
"* This is mentioned also in energy section,
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Financing (US$ thousand)

. Date of Responsible . N
Measures and Actions implementation Bodies Indicators Committed Budgete.d Financing
External Domestic G Total
" g g ap
Funding Financing
Tourism
2 Creating an enabling investment environment
for development of tourist businesses:
= Simplifying licensing in tourism industry 2003 CMAR, MYST Licensing rules prepared
and approved;
= Creating a more favourable tourist visa 2003-2004 CMAR, MYST, Tourist entry and exit
regime MFA, MNS, MIA, procedures improved,
SCC .
Increase in the number of
foreigr tourists.
3 Improving the advertising and pubilicity in the
tourism sector:
=  Establishing centres for advertising, publicity | 2003-2004 MYST, UNDP Information centres 64 64 128
and coordination in Baku, Sheki, Ganja, established in Baku and
Lankaran, Shamakhi, Nakhchevan, Guba in 7 regions.
and Khachmaz
3 Training and upgrading in tourism skills 2003-2004 MYST, ME, UNDP | Increase in the number of | 56 56 112
trained specialists;
Increased participation of
women in the trainings.
1 Allocating funds for improvement of tourist 2003-2005+ MED, MF, MYST Regional and rural
infrastructure {roads, telecommunications, electric infrastructure improved.
power, gas and etc.) through Public Investment
Programme
3 Development of tourism in regions:
= Developing green and rural tourism in 2003-2004 MYST, MF, MED New jobs created; 950 950
Gusar, Guba, Shamakhi, Sheki, smayilly, . .
Lankaran, Ganja, Khizi, Lerik, Masalli, Tourism potential of
Zagatala, Khachmaz, Gazakh, Gabala, regicns re-activated.
Oghuz and Nakhchevan
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INSTITUTIONAL REFORMS AND CAPACITY BUILDING

Date of

Responsible

Financing (US$ thousand)

Measures and Actions . - p Indicators Committed | Budgeted ] .
implementation Bodies External Domestic chaigcmg Totat
Funding Financing P
Juridical Reforms
1 Increasing the awareness of the poor regarding
their civil rights:
*  Establishing Legal Advisory Services 2004-2005+ MJ Legal awareness of the 100 300 400
centres in 20 regions poor increased;
Free advisory services
far underprivileged
families established.
2 Upgrading and capacity building of legal
profession:
= Enhancing material and technical basis of Ongoing-2005 MJ, EU Training process in line 1,460 15 45 1,520
Legal Training Centre and training of legal wilhh modern
professionals through consideration of requirements in Legal
gender factor Training Centre;
Skills in legal
proceedings in courts
improved;
Number of women
trained.
3 Improving legal expertise of laws:
-»  Capacity buiiding in Legislation and Legal 2003-2005+ Ml Laws in line with 22 23 45
Public Awareness Departments within the international standards
Ministry of Justice designed and passed
expertise,
3 Improving legal awareness and living conditions
of the accused and prisoners and securing their
health care rights:
=  Adjusting the penitentiaries to acceplable 2003-2005 MJ, MH 17 68 85
hygienic and sanitary norms
*  Improving the health care in special medical 2003-2005 MJ, MH 103.5 103.5

facilities within the penitentiaries with a view
to providing modern health care and
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Financing {US$ thousand)

treatment for sick prisoners

«  QOrganising courses far legai training of 2003-2005 M.
prisoners
3 Ensuring the re- integration and adaptation of
prisoners t_o the society:
= Ensuring professional qualifications for 2003-2005 MJ, MLSPP 1,035 1,035
income-bearing jobs to prisoners both in '
penitentiaries and afier their release
2 Ensuring equal access to legal institutions:
= Construction of court buildings in Astara, 2003-2005 MJ, MED, MF Court buildings 153 153

Gobustan, Agsu regions

constructed in 3 regions,
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Measures and Actions

Date of

Responsible

Indicatars

Financing (US$ thousand)

impl tation Bodies Committed | Budgeted : :
fmplemantat External Domestic Flng:;lng Total
Funding Financing
Poverty Monitoring
1 Increasing capacity for menitoring poverty in the
country:
= 3etting up a Poverty Monitoring Unit (PMU) 2003-2005+ SPPRED PMU established; 160 414 574
at the SPPRED Secretariat Secretariat, MED,
UNDP
= Providing training to staff of the Poverty 2003-2005+ SPPRED Trainings held. 400 55 455
Monitoring Unit in poverly analysis Secretariat, MED,
techniques, as well as use of statistical S5C, UNDP, IDA
programmes far analysis of survey data
1 Preparing annual data base from HBS for use by
Poverty Monitoring Unit, other local experts, and
international organisations;
=  Preparing documentation on database for 2003 S5C, SPPRED Annual data base from 36 36
users Secretariat, MED HBS accessible on
int t and on CD Rom,
= Making the annual data base available on | 2003-2005+ SSC, SPPRED ineme 20 20
website of SSC and on CD Rom Secretariat, MED
1 Integration of information from FSIS Unit at the 2003-2005+ SSC, MED, Quarterly bulletins.
8S5C into the regular poverty monitoring carried SPPRED
out at the PMU in coordination with the inter- Secretariat; PMU,
ministerial working group on food security EU
=  Publication of quarterly bulletins on food
security vulnerability and food security
assessment
1 Publishing and improving poverty monitoring
indicators on an annual basis:
=  Reviewing poverly indicators and inequality QOngoing-2005+ MED, SPPRED Publication of annual
measurements on an annual basis Secretariat, PMU review;
»  Publishing poverty results and poverty Ongoing-2005+ MED, SPPRED Publication of annual 20 20
profile, using the same paverty lines and Secretariat, PMU, | poverty bulletin,
indicators as in the current SPPRED 88C,
document on an annual basis
2 Using the results from the periodic Multiple 2005+ MED, MH, ME, Incomporation of results 150 150
Indicator Cluster Surveys {MICS) to monitor health PMU, 8§5C into annual poverty
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Financing (US$ thousand)

and education indicators and the links between UNICEF bulletin.
these and income poverty in the country
1 Carrying out regular a Labour Force Survey to
monitor employment in the formal and informal
sectors of the economy:

. Imp]ementing labour force survey on an 2003-2005+ MED, MLSPP, Labour force survey 145 145

annual basis S58C, SPPRED conducted;
Secretariat, PMLU
= Analysing of the survey data on an annual- 2003-2005+ MED, SPPRED Annual results published. 15 15
basis Secretariat, PMU

1 Carrying out a annual survey of the refugee and Ongoing-2003 MED, PMU, SSC, | Incorporation of results 50 50
IDP pepulation to monitor changes in their SCRIDP, iDA inte annual poverty
conditions bulletin.
2 Developing gender disaggregated statistics and | 2003-2005+ S8C, SCWA, Publication of annual 35 35
publication of annual bulletin with focus on MED, SFPRED bulletin for gender
gender disaggregated statistics derived from Secretariat stalistics.
survey and administrative data
3 Carrying out new surveys an gender and poverty | Ongoing-2005+ SCWA, SPPRED Information pubfished. a5 95
using qualitative and quantitative methods Secretariat
1 Carrying out regular qualitative/ parlicipatory 2003-20056+ SPPRED incorporation of results 40 40
work on population’s perceptions of the definition Secretariat into annual poverty
of and reasons for poverty in the country bulletin.
3 Menitoring and improving the legislative base 2003-2005 MED, MLSPP, MJ | Relevant normative 150 150
an minimum living standard documents prepared.
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Notes on Policy Matrix

Priorities

Priorities are indicated for each policy action (1-high, 2-medium and 3-low priority). These priorities refer to the relevance and
importance of the action in the strategy to reduce poverty. At this stage, the priorities have been ranked within each section of the policy
mafrix. Thus an action marked as high priority, is considered high priority within the range of actions listed for that section, but does not
necessarily have the same priority as an action marked as high priority in a different section. Thus, the priority of actions cannot be
compared across sections.

Note also that all items which have budgeted domestic financing, or committed external financing, will take place. Some of the actions in
the policy matrix are included, because they are already in process, or have been agreed with donors before the formulation of the
SPPRED. In the implementation phase, there will be an annual review of ongoing policy actions, and their priority will be re-evaluated in
accordance with the effect they are considered to be having on the achievement of the key poverty reduction strategies identified in the
SPPRED.

Date of Implementation

“Ongoing” means that the program was already underway as of 2003, while “2005+” means that the program will continue indefinitely, or
will conclude after 2005. For example: '

2003 - 2004: Program implementation will begin in 2003 and will be concluded in 2004

2003 — 2005+ program implementation will begin in 2003, and will continue indefinitely, or will be concluded after 2005.

ongoing — 2004: the program is already underway as of mid-2002, and will continue to 2004 _ _

ongoing — 2005+: the program is already underway as of mid-2002, and will continue indefinitely, or will be concluded after 20056.

Responsible Bodies
The first agency listed is the lead agency.

Indicators

Indicators may be either a monitoring indicator, to be used to assess the impact of the policy action, or may be outcome indicators, used
to judge whether the policy action has been completed. R

Financing
The first two columns indicate the total amount of funding which is already committed and budgeted, from external and domestic
sources respectively. The third column indicates an expense associated with the policy action which for which financing has not been

identified. Financing may be allocated from domestic sources (i.e. the state budget, or State Oil Fund), or international finance may be
sought. The final column indicates the total cost of the action.
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In cases where financing from domestic sources is indicated, that financing is fully compatible with the medium term expenditure
framework. The relationship between the policy matrix and the MTEF is explained in appendix 2.

Note that some items have no costs associated with them. This may mean that there is little or no cost associated with the action
(changes in regulation or administrative procedure, for example), or may mean that it has not been possible to quantify the cost.

Note also that for some actions there are discussions ongoing with internationat financial institutions/donors on financing the action.

Financing estimates are for the period 2003 — 2005 only.
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Appendix 2. Medium Term Expenditure Framework (MTEF)

Introduction to Expenditure Policy and MTEF

The reduction of poverty, from an economic perspective, is dependent upon two sets of
conditions; economic stability and economic growth. As noted in the chapters 2 and 4
stability has largely been achieved. The MTEF will ensure that such stability is maintained,

and that expenditures facilitate opportunities for economic growth.

In order to succeed it is necessary to spend prudently, in keeping with internal revenues and
achievable and sustainable levels of borrowing. At the same time, it is necessary to avoid

resorting to monetary financing (which would give rise to a growth in inflation).

As is noted in Chapter 4, the government will begin preparing a medium term fiscal
framework with the annual budget, in keeping with the “Budget System Law” of the
Republic of Azerbaijan. Lengthening the forecasting period will help the government to
manage its resources better, as all policy makers will have a better idea of the constraints
under which they will be operating in vears to come. This will contribute significantly to
increasing the effectiveness of expenditure in Azerbaijan. The medium term expenditure
framework will be consistent with the poverty reduction strategy and will be updated

annually.

This appendix is divided into four parts. First, the resource envelope is described. Second, the
strategy which informs expenditure planning is outlined. The detailed expenditure plans are
then explained. Finally summary tables showing forecasts of ecconomic growth and
Consolidated and Statc Budget revenues and functional and economic classifications of

expenditures are presented.



Part 1. Resource Envelope

Growth in revenue is largely a function of growth in the economy. In order to ensure
sustainability of expenditures, a projection of macroeconomic growth has been made. In total,
growth of the gross domestic product is expected to average about 11% annually in real terms
for the period 2003 - 2005’ The oil sector is forecast to grow very strongly, averaging 15%
annually. The non-oil economy is also forecast to perform well with growth averaging 10%

annually,

It is necessary to note that these growth rates will not be evenly spread throughout the 2003 —
2003 period. Major spending on oil developments will not begin until 2005,

Table 1: Economic Growth Forecast

2002e  2003f  2004f  2005f Average Average
2000 - 2002 2003 - 2005

Real

GDP 8.2% 9.5% 75% 16.0% 10.1% 11.0%
Qil GDP 8.9% 51% -0.6% 41.0% 6.4% 15.2%
Non oil GDP 9.5% 11.3% 108% 7.3% 11.1% 9.7%

Nominal

GDP 9.3% 13.9% 8.5% 168% 15.1% 13.0%
Qil GDP 3.3%  135% 1.4% 41.0% 19.4% 18.7%
Non oil GDP 11.9% 141% 113% 8.0% 12.0% 11.1%

On the basis of this growth forecast, an estimate of tax and non-tax revenues has been
prepared. These estimates show that the growth of tax revenues will be strong, averaging
10% per annum in real terms. These estimates are based on the following assumptions, which
are supported in Chapter 4:
« There will be increases in revenue collections at the Ministry of Taxes and State
Customs Committee, by virtue of better administration, as outlined in Chapter 4.
- In order to encourage entrepreneurship and the growth of employment, the taxes on
businesses will be lowered, as explained in Chapter 4. Changes will be made to the

rate of profit tax, and the simplified tax system.

! Iflation is forecast to be 2.5% annually. Unless otherwise noted, as here, all figures are nominal.



« The forecast is based on a declining rate of social contributions. In 2003 the
employers’ contribution rate will be reduced from 29% to 27%. This will reduce
flows to the social protection fund by 210 bln AZM from 2003 - 2005, although this
is largely offset by increased collections from meore highly paid public employees.

- Non-tax revenues are forecast to grow in line with growth of the economy as a whole.

«  Beginning in 2003 some extra-budgetary funds of budgetary organisations will be
eliminated. Those that remain will be included as part of the state budget.

« No profit tax will be paid to the State budget from foreign oil companies {although
estimates have been made of employees' income tax, and payments by foreign oil
companigs to the State Ol Fund).

- It is forecast that SOFAR's financing of pro-poor capital projects will increase
substantially

«  Utility subsidies will be included as part of the consolidated budget from 2003. No
estimate was made of additional payments to the State Budget from SOCAR,
Azerenergi and Azerigas resulting from increased financial discipline for provision of
utilities.

The government remains committed to honouring its limit on contracting external debt.

New external debt will be limited to USD 200 million in 2003, and USD 250 million

annually thereafter, and all borrowings will be on concessional terms. It is assumed that

USD 100 million of new loans will be contracted each year during 2003 — 2005, and that

a USD 60 million Poverty Reduction Support Credit will be agreed with the World Bank.

With existing loans, funds will be disbursed as follows:

Table 2: External Financing (USD millions)

2002f 2003f 2004f 2005f Average
2003 - 2005
Foreign loans for deficit financings
(SAC Il, PRSC) 30 30 30 30 30
Net project loans 205 113 198 195 169
Loans to the government 69 54 27 39 40
Net foans on-lent to state-owned
enterprises 137 58 171 156 128
Disbursements 148 70 183 168 140
contracted 148 70 123 68 87
New 0 &0 100 53
Repayments " 12 12 12 12
contracted " 12 12 12 12
New 0 0 0 0 0
Total external financing (bin AZM)
1142 714 1176 1180 1023
Memo: new leans confracted &0 100 160 100 120




Until banking sector reform has progressed substantially, there will remain limited capacity

for additional domestic borrowing.

Table 3: Domestic Financing {AZM billions)

2002f 2003f 2004f 2005f  Average Average
2000 — 2002 2003 - 2005
T-bills 36 40 40 40 47 40
State Lottery Bonds 20 10 10 10 8 10
Privatisation Receipts 150 130 100 100 124 110
Total Domestic 206 180 150 150 179 160

Financing

The “resource envelope” is the sum of the government’s tax and non tax revenues, flows

from the SOFAR, and financing, as shown below:

Table 4: Resource Envelope (AZM billions)

2002fF 20031 20041 2005f  Average

2003 -

2005
Tax and Mon tax Revenues 5674 6310 8906 7553 8923
Transfers from State Qil Fund 336 642 515 525 561
Domestic and External Financing 1338 894 1326 1330 1183
Total 7347 7845 8747 9408 8667
Annual change 6.8% 11.5% 7.6% 8.6%
Table 5: Deficit Measures (AZM billions)

2002f 2003f 2004F 2005f Average Average
2000 - 2002 2003 - 2005

State Budget Revenues (%) 4780 8092 8621 7198 4091 6637
State Budget Expenditure {*) 5130 6423 6925 7505 4329 6951
State Budget Deficit -350 -3 -304 -308 238 -314
State Budget Deficit (% of GDP) -1.2%  -1.0% -0.8% -0.7% -0.9% -0.9%
General Government Revenues 5674 8810 7421 8078 4903 6923
General Government Expenditure 7010 7704 8747 9408 5810 8620
General Government Deficit -1336 -85 -1326 -1330 -a07 -1183
General Government Deficit (% of GDF) -46% -2.7% -3.7% -3.2% -3.4% -3.2%
Consolidated Revenues 6455 7224 7655 8570 6001 7816
Consolidated Expenditure 7347 7845 8747 9408 5823 8667
Fiscal Deficit -892 622 -1091  -B38 78 -851
Fiscal Deficit (% of GDP) -3.1%  -1.98% -3.1% -2.0% 0.5% -2.3%

(*} from 2003 including SOFAR transfers to the budget and extrabudgetary revenues and expenditures of
budgetary organisations



Part IL. Overview of Expenditure Strategy

Although the government has achieved economic stability, there remains much to be done in
restructuring public expenditures in order to have a better focus of poverty reduction. After
the initial years of independence, economic decision-making was focused on achieving and
maintaining stability, by prudently forecasting revenues and expenditures on a year-by-year
basis, and by reducing and eventually eliminating budgetary financing by the National Bank.
This short-term view was helpful in stabilising the economy, but was not complemented by a
longer-term strategic view of appropriate expenditures. While focusing on stabilisation, the
government applied indiscriminate across-the-board increases to many functional and

economic’ categories of expenditure.

Well-intentioned increases in expenditure have not improved the quality of public services.
Instead, additional funds have been matched by deteriorating outputs, as outlined in Chapter
1. For example, the public sector wage bill has risen, but restructuring has been slow. There
remain too many public servants, many of whom are paid less than the absolute poverty line
referred to in Chapter 1 (120,000 AZM, or 25.8 USD per month). As the same time, while
total spending on social assistance has risen, there has been little success in targeting the
spending on needy households. A large portion of the population, including those not in need,

receives assistance, and the amount paid is often too low to provide any meaningful suppott.

The government will overcome these problems by directing funds in a much more strategic
and targeted manner, and by beginning and moving forward with programs of restructuring,
As noted above, the government’s resources will expand considerably over the next three
years, by about 9% on average. The government will direct the bulk of this new expenditure
to those areas which are in need of additional resources, which will help to reduce poverty,

and where restructuring is occurring.

The government’s medium term expenditure framework for the years 2003-2005 is based

around the following principles:

2 Expenditures are classified into two different sets of categories: functional and economic. Functional
classifications describe the purpose or objective of government spending {for example, spending on health or
education). Economic classifications are describe the nature or economic effect of the spending (for example,
wages or capital expenditure).



L.

3.

All expenditure reform will be consistent with macroeconomic stability. Stability and

the prospects for growth will not be endangered by unsustainable increases in

expenditures.

The system of public sector pay will be reformed. The government will work towards

unification of pay scales for employees and rationalise the public sector workforce.

This means that lower paid sectors (health, culture and agriculture) will have their pay

increased more rapidly than higher paid sectors. Productivity will be improved by

increasing pay for remaining employees, and decompressing wages in order to

provide better incentives.

Rationalisation of expenditure on health care, education, and social assistance will

occur:

The education budget will increase only modestly, as the emphasis will be on
increasing the efficiency of resource use. Resources will be used to ensure equally

high quality education, better teaching and facilities for all children.

Health care expenditure will be increased, in recognition of the decline of
expenditure over the last decade. Funds will be used more efficiently, as a result
of programmes outlined in Chapter 3. There will be an increased provision of
primary health care (which is the main component of structural reform and which
will result in more cost-effective delivery of basic health services) to ensure that
there is universal access to basic health care, and to increase the quality of care by

increasing incentives to health care workers.

The government will begin to reform the social assistance and social security
systems, introduce targeted social benefits, and prepare a programme of active and
passive labour market policies to help cushion the effect of redundancies. These
reforms will rationalise existing budget allocations, while additional allocations
will help with the implementation of reform measures. In the short-term, there is a
need to increase pensions and to provide compensation to households in line with
the increases in utility collection rates/prices envisaged in the energy sector

reform program.



4. In order to support economic growth, the government will substantially increase
expenditure on economic services. Economic services includes expenditure on
housing and public affairs, fuel and energy; agriculture, forestry and fisheries;
industry and construction; and transport and communications. Much of this
expenditure is by its nature pro-poor, being either capital expenditure on building or
rehabilitating infrastructure, or spending on programs to support the poor, such as

provision of subsidised credit to farmers and entrepreneurs.

5. Govermnment expenditure on capital goods will be based on the Public Investment
Program. The PIP will allow for both increased social security (though rehabilitating
schools, resettling refugees, etc.) and faster economic growth (through rehabilitating

infrastructure).

6. Expenditures on operational costs will be increased, in order to allow for increased
payment for utilities by budgetary organisations. This is in keeping with the energy

sector reform program.

As the table below shows, the consolidated budget is already very much oriented towards
spending which is poverty-focused. In 2001 about 30% of consolidated expenditure was
directed towards housecholds as transfers, for example, while 17% was used for new capital
works and maintenance of existing facilities. Fully 50% of the consolidated budget was spent
on health, education, and social protection, while only 10% was spent on defence. However,

as noted above, these funds are not always used effectively.

Over the next three vears, the pattern of expenditure will change, in line with the reform
strategy outlined above. Comparing 2005 with 2001, the following key changes are planned:

« Capital expenditure, which includes major rehabilitation of existing infrastructure,
and building new infrastructure, will rise from 17% to 21% of total spending. This
rise in capital expenditure is also reflected by a change in the share of expenditure on
economic services, which will rise from 22% to 27% of total expenditure’.

- Health expenditure will rise from 4% to 5% of total expenditure, in recognition of

serious underfunding in recent years;

3 Most capital expenditure (an economic classification), is classified within Industry and Construction (as
Investment expenditures) , which is an economic service (functional classification).



« Education expenditure will fall from 17% to 15% of total expenditure. This allows for
greater expenditure on other areas, and reflects the expectation of savings resulting
from reform of the teaching profession. Within the education sector, wages and
salaries will drop from 82% to 79% of total expenditures, while spending on goods
and services will increase from 15% to 18%.

« Expenditure on social insurance and social assistance will fall from 29% to 27% of
total expenditure. Better use will be made of existing resources. Again, relatively less

expenditure increase in these areas will allow for greater spending on other areas.

Table 6: Structure of Consolidated Expenditure

2001 2005 2001 2005 Growth
% in total % In total bn AZM %

nominal nominal real

Total 5467 9408 100% 100% 3941 2%  56%
Economic items
Personnel Emoluments and Transfers {o

households 2828 4497 52% 48% 1669 59%9 44%
Personnel Emoluments 1195 2008 22% 21% 813 68% 52%
Transfers to households 1633 2489 30% 26% 856 32% I8%

Purchases of goods and services 1196 2183 22% 23% 987 8294 65%

Capital expenditure 954 2015 17% 21% 1061 111% 9%

Other 489 714 9% &% 225 4634 32%

Functions

State operating functions 1265 2038 23.1% 21.7% 773 61% 46%

" Social and walfare functions 2821 4635 51.6% 49.3% 1814 4% 49%
Education 931 1432 17.0% 15.2% 501 54% 19%
Health 210 503 3.8% 5.4% 295 140% 118%
Social protection and social security 1570 2490 28.7% 26.5% 920 59% 44%,

State Budget 216 354 3.9% 318% 139 4% 49%
Social Protection Fund 1354 2136 24.8% 227% 782 58% 43%
Culture, arts and religion 110 208 2.0% 2.2% 98 89% 71%

Economic Services 1177 2562 21.5% 27.2% 1384 118% 9%
Investment 791 1638 14.5% 17.4% 847 107% 88%

QOther items 205 178 3.8% 1.9% -27 -13%  -21%

The challenge, then, is not to spend a greater percentage of the budget on pro-poor items
(although this will be an outcome of the government’s MTEF), but to improve the impact of

existing spending.



I Part. Sectoral Expenditure Plans
Wages and Salaries

Public sector wages have a great impact upon the quality of services being provided by the
state. Low wages provide poor incentives for public employees to provide high quality
services (the poorest paid employees, who occupy the first grade on the pay scale, are paid
only 27,500 AZM per month). This encourages corrupt behaviour. Health care workers, for
example, simply cannot survive on their average monthly wage of about 51,000 AZM. They
must either take second jobs (and so often be absent from their main place of employment),
or solicit extra payments from patients in order to make ends meet. Of course, it is very
difficult to retain good people in the public service with low wages. This is especially true of
employees who have very marketable skills, such a tax specialists, lawyers, accountants, etc,
A World Bank paper* suggests that public sector wages should be not more than 80 — 95
percent of private sector wages. By this measure, public sector wages, which average less

than 30% of private sector wages, are not providing adequate incentives in Azerbaijan.

The public sector wage bill will be increased within the budgetary constraint. A wage
increase is planned for 2003, but devising new pay scales will take some months. Therefore,
the increase in pay will not be effective until about the middle of 2003. The total wage bill
will increase 7% in 2003, 15% in 2004 (this is mostly the effect of implementing the wage
increase midway through 2003), and 9% in 2005. Part of these increases will not be reflected
in rising real wages, as the cost of living is expected to increase in line with increased utility
collection rates. Such an increase will not be adequate to attract and retain meotivated

employees. Further increases will depend upon a significant pay reform program.

The reform plan will move forward on three fronts. First, pay scales will be unified. A
unified pay system was introduced in 1996. Since that time, ad hoc and sector specific
changes have been introduced, and the system has become highly fragmented. An important

effect of this unification will be to raise the wages of workers in sectors which are now very

% Salvatore Schiavo-Campo, et. al, “An Intemational Statistical Survey of Government Employment and
‘Wages,” Policy Research Working Paper No. 1806. World Bank, 1997.



poorly paid, notably those in health, agriculture, culture and arts. This is a prerequisite for

decompression, as noted below.

The result of increases on average pay is shown below:

Table 7: Public Sector Wages

2001 2005 Growth

bn AZM %

nominal  nominal real
Wages and salaries, total bn AZM 1187 1992 805 68% 52%
Education 593 895 303 51% 37%
Health 87 245 157 180% 154%
Culiure, arts and religion 29 60 31 108% 88%
Agriculture, Forestry and Fishing 28 62 33 114% 94%
General State Service 140 249 109 78% 61%
Average monthly wage, AZM 133730 238967 105236 79% $2%
Education 158314 239181 80867 51% 37%
Health 50849 165373 114725 227% 196%
Culture, arts and religion 79087 164408 85321 108% 88%
Agriculture, Forestry and Fishing 79596 170218 90621 114% 954%
General State Service 378129 673041 254913 78% B1%

Regional coefficients will be introduced, beyond those which now exist for employees in
mountainous regions. This is in recognition of the difficulty in attracting skilled employees to

work outside of the major centres, and to support regional development.

Secondly, the government will rationalise employment in cach sector. Progress has been
made in rationalising the number of public sector employees: in 1997 there were 592,926
employees ; this had fallen by 18% to 483,562° in 1999. The large numbers of employees
makes it impossible to raise public sector pay, and to provide resources for productive
nonwage expenditure. The reform plans for the general state services and health care workers
are discussed below. It is expected that these will be followed by a rationalisation plan for the
education sector. Such plans will be supported by preparation of quarterly reports on

payments to employees from the State Treasury.

® State Statistics Committee
& Schiller, Christian, Gabriela Inchauste and Jan Walliser, “Azerbaijan: Continuing Public Expenditure
Reforms”. IMF, August 2000, p. 10.
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Finally, the government will begin to decompress the salary scale within each sector, so that
highly skilled and highly productive employees are rewarded. In some sectors, such as health,
agriculture, and culture and arts wages are too low to allow for decompression now. These
workers now earn less than the absolute poverty line (120 000 AZM or 25.8 USD per month).
Decompression will only be possible with additional funds in order to raise some salarics,

while keeping others constant.

Education

Overall expenditure on education will increase by at least 12% in 2003, 10% i 2004 and 7%
in 2005, Expenditure may be more, depending upon the outcome of the Public Investment
Programme, as described below. In 2001, education expenditure occupies 17% of total

consolidated government expenditure. This will fall to 15% of total expenditure in 2005.

Table 8: Educational Expenditures (billions AZM)

‘Education expenditure

2001 2001 2002 2003 2004 2005 2005 Growth

% in % in %
total total
Nominal  real
Total 931 100% 1082 1216 1339 1432 106% 54% 39%
Personnel Emoluments and
Transfers to households 782 84% 897 933 1105 1160 81% 48% 34%
Personnel Emoluments 768 82% 879 912 1083 1137 79% 48% 34%
Transfers to households 14 2% 18 21 22 23 2% 62% 46%
Purchases of goods and services 138 15% 174 202 222 259 18% 88% 70%
Capital expenditure 11 1% 11 81 12 13 1% 16% 5%

The most important single determinant of education spending in Azerbaijan is pay for
teachers and administrators. In 2001, there were more than 312,000 public employees in
public education sector. Total expenditure on education in 2001 was 931 billion AZM, of
which 82% or 768 billion AZM was for personal emoluments. Only 15% of the total was
spent on other goods and services, such as textbooks, utility payments and maintenance of

schools and facilities.
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At the same time, employees in education are relatively well paid, compared to employees
working in the health carc and agricultural sectors. The average monthly wage in the
education scctor in 2001 was about 158,000 AZM, compared to about 80,000 AZM in the
agriculture sector, and only 51,000 AZM in the health sector. This is despite working
conditions which do not permit teachers to achieve as high a level of productivity as their
colleagues in other countries. Today, the average teacher works only twelve hours a week in

the classroom, and teaches an average of only 10 students.

The appropriate policy, then, is do not allocate expenditure only for salaries and wages, but

also towards the purchase of goods and services over the next three years.

It is recognised that the budget for other goods and services has been inadequate, and has
been sacrificed to maintain the high spending on public sector wages. It is proposed to
substantially increase the budget for school books, materials, utility payments, etc., by
increasing the allocation for other goods and services. Specifically, a program of providing
free textbooks for schoolchildren will be implemented, so that by 2005 all students will

receive free textbooks.

Capital expenditurc, at 11 billion AZM, accounted for just over 1% of the education budget
in 2001 (akthough there was also a capital expenditure of 16 billion AZM from
extrabudgetary funds and investment expenditure). The very low allocation for maintenance
of schools has resulted in considerable decay of schools and buiidings, and almost no new
schoois have been built in the last ten years. Funds will be provided to repair 200 schools
between 2002 and 2005, Like health, social protection, and economic services, the education
sector will also be able to bid for additional capital funds as part of drawing up the public
investment program, as explained in Chapter 4. Funds have been allocated sufficient to build

28 new schools.
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Health

Spending on health care has been inadequate to provide for the needs of the poor. The state
budget for health expenditure totalled 210 billion AZM, or about 0.8% of GDP in 2001
(extrabudgetary and investment expenditure and allocations from the reserve fund of the state
budget was worth an additional 26 billion AZM), compared with an average level of 1.2% of
GDP for low-income countries’. This will increase to 1.2% of GDP by 2005. From its low
base of only 3.8% of total expenditure in 2001, expenditure will be increased to at least 5.4%

of total expenditure by 2005.

Table 9: Health Expenditures

2001 2001 2602 2003 2004 2005 2005 Growth
% of total % of total %

Nominal Real

Total

210 100% 270 301 390 505 100% 140% 118%
Personnel Emoluments 114 54% 142 148 222 311 €62% 174% 148%
Pur¢hases of goods and services 39 43% 117 133 148 173 34% 94% 8%
Capital expenditure 7 3% 1 17 19 21 4% 185%  1568%

It is recognised that there is a need to refocus health expenditure on providing primary health
care (in 2001, 63% of total health expenditure was associated with hospitals). As outlined in
Chapter 3, the government and Ministry of Health intend to refocus expenditure away from
tertiary, and towards primary health care. The government intends to enhance its cooperation
with UNICEF and the World Bank, by providing 10% (1 bln AZM) of the cost of a ten
district pilot project aimed at improving the quality of primary healthcare. The government
will also provide additional funding in support of the national policy on the Expanded
Programme on Immunisation. As described in Chapter 3, the program was initially entirely
funded by UNICEF, but the government will contribute 10% of total costs m 2002, and
starting from 2003 100% (excluding Hepatitis B). The government also intends to finance

7 Schiller, Christian, Gabriela Inchauste and Jan Walliser, “Azerbaijan: Continuing Public Expenditure
Reforms”. IMF, August 2000,
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programs in malaria and tuberculosis reduction, child and maternal health, and healthy

lifestyles.

At the same time, the allocation for personal emoluments will be sharply raised. In 2001,
54% of the budget for health was used to pay employees. This will increase to 62% of the
very much larger overall allocation by 2005. Wages and salaries for public employees in the
health sector will increase by about 50% in 2003 (from the middle of the year), 25% in 2004
and 40% in 2005. In other words, by 2005 the wage component will be 2.7 times that which it
was in 2001, '

Some rationalisation in the number of employees will take place. The pilot projects on
primary healthcare will assist in developing a program of downsizing the workforce. This
will further boost the average wage in the sector. It is forecast that average monthly wages
will rise from the 2001 current level of 51,000 AZM, to 165,000 AZM. Such a sharp increase
in pay will have very positive effects upon staff morale, and is expected to result in notable

reductions in corruption and an increased quality of service.

Like education, social protection and economic services, the health sector will be eligible to

bid for extra funds for capital expenditare. This may increase overall spending on this sector.

Social insurance and social assistance

Qver 30% of the consolidated budget is already earmarked for transfers to households. By
any standard this is a very large proportion of the budget. As explained in Chapter 3, it
includes many transfers which benefit the poor, but few of which are specifically targeted
towards them. It also includes payments to IDPs, and payments to compensate privileged
groups (such as war veterans) for the loss of their free access to utilities. Large increases
would only limit the scope for additional spending on other pro-poor areas, such as health and
education. The emphasis on social insurance and social assistance, then, must not be on rapid
increases in budgets. Instead, more careful targeting of the spending must be undertaken, so
that funds are directed towards the truly needy, and not disbursed to the relatively better off

members of the community.
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The government recognises this need, and has begun working on a major reform program for
social insurance and social assistance. As explained in Chapter 3, a concept paper for reform
of the pension and social insurance system was approved in July 2001, while a concept paper

and pilot project have been prepared for social assistance.

Realistically though, these reforms will take many years to complete, and as the programs are
still be finalised, it has not been possible to estimate their cost. In the medium term, the
overall expenditure on social protection and social security will increase by 12% in 2003, 9%
2004, and 8% in 2005. These funds have been allocated to child allowances and pensions,

both of which are relatively well targeted towards low income households.

Certain privileged groups used to benefit by not paying for their utilities. These privileges
were eliminated in 2002, and replaced with direct payments as compensation, An allocation
has been made to finance these payments; this allocation will be revised annually as

necessary.

It is intended to review expenditure on social assistance and social insurance as the reform

plans develop, as part of the annual budget.

Again, like health, education and economic services, there may be additional allocations
made for spending on capital works for social protection and social security. This will depend

upon projects being put forward for public investment.

Economic Services

“Economic services” includes a whole range of functional classifications, including
expenditure on housing and public affairs; fuel and energy; agriculture, forestry and fisheries;
industry and construction; and transport and communications. Much of this expenditure is by
its nature pro-poor, being either capital expenditure on building or rehabilitating
infrastructure, or spending on programs to support the poor. Examples include spending to
provide veterinary services, and payments to maintain and operate irrigation systems. These
sorts of expenditures often promote the establishment of small and medium enterprises, by

providing the infrastructure needed in order to participate actively in the market economy.
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Overall expenditure on economic services will increase rapidly, from 4.5% of GDP in 2001

to 6.2% in 2005,

The wages and salaries for the public employees in agriculture, fishing and forestry will be
increased by 50% nominally in 2003, implemented from about the middle of the year, 15% in
2004 and 10% in 2005. As workers in these sectors are amongst the poorest paid public

servants, the move to unify public sector wages will result in large wage increases.

Capital spending will be allocated through the mechanism of the PIP. Although shown as
expenditure on economic services, the PIP will reallocate capital expenditure away from

economic services, and towards health, education and social assistance.

Capital Expenditure

For a country of its present per capita income Azerbaijan has a relatively well-developed
physical infrastructure — in transport, irrigation, health and education. This is largely a legacy
of the Soviet period, and it has suffered degradation through lack of maintenance. This
decline in the quality of infrastructure affects the poor both directly and indirectly. As health
facilities and schools have become run down, the quality of health and education has
deteriorated, having a direct impact upon the poor. At the same time, inefficient irrigation
canals, poor reads, and unreliable telecommunication links make life difficult for all
businesses — slowing their growth, limiting their ability to hire new employees, and curtailing

opportunities for entrepreneurs.

The emphasis for capital spending, then, must be on repair and rehabilitation of existing
infrastructure, rather than on expansion of existing facilities. Capital spending does not only
include new construction — it also includes major works of maintenance and upgrading of

facilities.
In recent years, major capital works have been financed by concessional, external lending.

This is expected to continue, but a new source of financing is now available: the State Qil

Fund of Azerbaijan (SOFAR). It is expected that in addition to any expenditure related
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directly to oil investments (such as possible financing of the Baku-Tbilsi-Ceyhan Pipeline),
SOFAR will spend money for projects directly related to social protection and economic
development. In 2002, this spending was in support of IDPs, and resulted in the construction
of new housing. It is intended to allocate more funds for the voluntary resettlement of [DPs

currently living in ten camps.

Capital expenditure will not be increased equally for all sectors. Those sectors which are not
poverty-related, such as defence, receive increases of 2% per annum in 2004-2005 following
the sharp increase in 2003. The allocation for the four key pro-poor functions — education,
health, social protection and social security, and economic services — will almost double by

2005.

Table 10: Capital Expenditure (bn AZM)

2000-02 200305 2003-06/2000-02

nominal Y%
Total expenditure 17769 26001 8232 46%
Total capital expenditure 3289 5470 2081 61%
Domestically financed 1347 2863 1516 113%
Budgetary 1007 1181 174 17%
Oil Fund 340 1882 1342 395%
Foreign financed project loans 2042 2607 565 28%
Gaovernment foans 470 616 146 31%
Net On- lend loans 1572 1992 419 27%
Total capital expenditure, % to GDP 4% 5% 1%
Capital expenditure on education, health,
social protection and economic services 3262 5192 1830 59%
Other 127 278 151 120%

Allocation between these sectors will be defined by the public investment program, as
explained in Chapter 4. In brief, projects will be financed insofar as they are pro-poor. As
financing is limited only the most attractive projects will be funded. These projects will be
poverty focused or will provide opportunities for businesses to grow and employ more

people.
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State operating functions and other expenditure

State operating functions and other expenditure refers to those functions which have not been
specifically mentioned above, such as general state services; defence; courts, law
enforcement and security; culture, arts and religion; and some other items including
repayment of debt. Expenditure on these functions will grow slowly, with the exception of

wages for civil servants, and employees in the science, culture and arts.

A reform plan for public sector pay in the general state service is already in place, and will be
continued over the next two years. This will result in continued reform and rationalisation of
central government agencies (such as the Cabinet of Ministers and Presidential Office) and
will result in substantial wage decompression, and pay increases for those employees

remaining in their posts.

For law enforcement and defence officials, a substantial pay increase will be granted in the
2003 budget. In recognition of this increase, there will be no wage increases in 2004, and a
5% increase in 2005. This will compensate these employees for the increases cost of living

associated with increased utility collections.

Funds have been allocated to finance the establishment of Legal Advisory Service centres in
twenty regions and to build three new courthouses ~ both of these activities will increase the
access to legal institutions by poor populations. Skills of judicial officials will be enhanced
by providing additional funds for the Legal Training Centre and Ministry of Justice, as
outlined in Chapter 5.

Utility Reforms

The reform program for utility collections has been outlined in chapters 2 and 4. As
explained, this program is not yet complete. A key element of this program is increasing
financial discipline for users of utilities. The program will begin with a focus on budgetary

organisations. In order to encourage greater efficiency of utility use, these agencies will be

18



limited to using only the amount of water, electricity and gas for which they can pay.

Additional allocations have been made for this purpose.

Data on energy provision and payments are being collected throughout 2002. Tt is not
expected that ali households and enterprises will be in a position to pay fully for their utility
use until after 2005. In order to improve the budgeting process, and enhance transparency, the
government will include in the budget a statement of implicit subsidies which are being
provided to consumers. Until these data are gathered and analysed, it is not possible to

include them in the budget or MTEF.

Thus, the estimations presented in this document do ntot take imto account all of the effects of

increased utility collection rates or increased fiscal discipline. These effects will take two

forms:

= Additional revenues will be received by the State budget as consumers pay Azerenergy
and Azerigas for utilities consumed, and as these two agencics pay SOCAR for their
inputs. SOCAR itself will be abie to pay additional amounts to the State budget in the
form of taxes (SOCAR now does not pay its full tax obligation). Furthermore, arrears
will be restructured and accounted for, which will eventually bring about additional
revenues (and possibly expenditures) for the budget. These changes have not been
reflected in the revenue forecast.

s There is a need to increase public sector wages to reflect the higher cost of living
associated with increased utility collection rates. Allocations for salaries and wages have

been increased in recognition of this.
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Table 11: Growth forecast

2000 2001 2002f 2003f 2004f 2005f

Nominal output

Nominal GDP 23,580 26,342 28,797 32,800 35,600 41,500
ofw oil sector nominal GDP 7,021 7,759 8,012 9,084 8217 12,994
ofw non-oil sector nominal GDP 16,569 18,583 20,785 23,706 26,383 28,506

MNominal GDP growth, % 246% 11.7% 9.3% 13.9% 8.5% 16.6%
ofw cil sector nominal GDP growth 90.1% 10.5% 3.3% 13.5% 1.4% 41.0%
o/w non-oil sector nominal GDP growth 8.8% 12.2% 11.9% 14.1% 11.3% 8.0%

Prices

GDP deflator {annual change, %) 12.0% 1.6% 0.1% 4.0% 1.0% 0.5%

Qil Price $28.80 $24.80 $23.00 $19.50 $20.00 $20.00

Exchange rate: average USDIAZM 4474 4656 4850 5000 3130 5250

Real output

GDP growth, real 11.1% 9.9% 9.2% 9.5% 7.5% 16.0%
o/w oll sector 21% 7.9% 8.9% 5.1% -0.6% 41.0%
ofw nen oil sector 13.2% 10.7% 9.5% 11.3% 10.6% 7.3%

Table 12: Revenue and Financing Forecast = Resource Envelope (billions of AZM)

2000 2001 2002 2002e 2003fF 20041 20051
VAT 937 1266 1635 1635 1808 2252 2554
Income tax 476 474 530 530 580 878 758
Profit tax 629 588 700 700 770 810 881
Royalty 251 238 420 420 640 597 610
Excises 114 554 495 495 300 341 387
import duty 312 260 290 290 300 314 315
NBA dividend 100 140 140 140 100 10 102
EC Grant 111 28 47 47 50 52 26
Other 622 372 523 523 642 712 789
Extrabudgstary revenuas of budgetary
organisations am 250 250
Oil Fund Transfer to Budget 500 515 525
State Budget 3572 3920 4780 4780 6092 6621 7198
Extrabudgetary revenues of budgetary 202 208 250 250
organisations
Private sector paymenis to SPF 523 530 643 643 718 800 881
Disability & Employment funds 42 39
General Government Revenues 4379 4784 5674 5674 6810 7421 8079
Cil Fund / Qil Bonus Transier to Budget 128 4 336 336 142
Receipts from borrowing 1188 1188 764 1226 1230
Privatisation Fund revenues 40 &8 150 150 130 100 100

7348 7347 7845 8747 8408

Resource Envelope
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Table 3. MEDTUM-TERM EXPENDITURE FRAMEWORK, 2000-2005 (CONSOLIDATED BUDGET)

2000 2001 2002 2003 2004 20035 2001 2002 2003 2004 2005
budget  forecast forecast forecast budpet  forecast forecast  forecast
bn manats Nominal growth, %
Revenue 5739 5755 6455 T224 7655 8570 0.3%  12.2% 11.%% 6.0% 12.0%
Expenditure 4955 5467 7347 7845 8747 9408 10.3%  34.4% 6.8%  11.5% T.6%
Economic classification
Personnel Emaoluments TR} 1193 1524 1516 1849 2008 9.6% 17.5% 40% 14.5% B.6%
Wages and Salaries 1084 1187 1502 1603 1815 1992 w.5% 28.5% 5.7% 14.5% 8.6%
Employer's Contribution § 8 2 13 15 16 333% 1739% A00% 11.7% %
Purchases of gouds and services 1150 1196 1430 1816 1961 2183 4.0% 19.6% 27.0% 8.0 11.3%
Transfers to households 1563 1633 1957 2135 2323 2989 4.5% 15.8% %1% |8% 1%
Soctal Protection Fund 135} 1355 1315 1808 1983 2136 L.0% 11.8% 19.3% 97% T.7%
Transfers 1o Households from State Budget pr] 278 442 327 340 353 25.2% 9% 264N 3.8% 39%
Capital expenditure 698 954 1728 1530 1926 2013 35.6% &81.1% -11.4% 25.9% 4.6%
budget 314 2L MM 324 38% 457 =8.0% 39.8% =19 7% 20.0% 20.0%
project loans 384 661 088 564 1021 1022 72.0% 4.5% -429% 81.2% 1%
0il Fund ] 4 36 542 515 525 - $304.0% ol.1% -19.8% 1.59%
All other itoms 303 a9 479 591 511 317 -1.6% 65. 7% 23.4% -13.6% 1.2%
Primary expenditure 4804 5267 7118 7689 R3T0 9211 6% 35.1% 8.0% 11.5% 15%
Debt service 151 200 229 158 m 198 325% 14.5% =3L.2% 12.1% 11.%%
interest 93 92 115 02 o8 114 -1.1% 25.0% =20 1% H.8% 15,9
principal 58 108 114 Go 78 84 86.2% 5.6% 42 4% 19, 4%, 6,9%,
Functionsl classiffcation
Stare operating fimetions 1118 1265 1601 1864 1920 2038 131% 26,6% 16.4% 30% 6.1%
General State Service 261 303 436 551 57 598 16.2% 43.3% 26.3% 3™ 4.7%
Defence 485 533 609 683 kL) 6 0.8% 142% 12.3% o 1% 6.8%
Conrs, law enforcement. secusity 37z 419 557 630 as Gdd 15.2% 29.9% 13.1% -4, 2% 6. 7%
Social and welfare functions 2731 2821 3377 3798 4228 433 33% 19T 12.5% 11.3% 9.0%
Education cxpendiiurg Sy 931 082 1216 1339 1432 2.4% 16.2% 12.4% 1% T
Healih expenditare 205 210 270 M 300 505 2.7% 28 5% 11.5% 9.5 20.6%
Social Protection and Secial Seeurity 1314 1570 1896 s 2308 2490 3% 20.8% 11.5% 91% T.9%
Stale Budget 173 216 381 307 325 354 24.4% 0. T% -19.5% 5.8% 9 1%
Social Protection Fund 1341 i3sd 1515 1808 1083 2138 1.0% 11.9% 19.3% 0. 7% T
Culture, arts and religion 103 110 128 i) 192 208 7.0% 16.8% 26.7% 151% 8.3%
Economic Scrvices 99 1177 2076 1895 2404 2562 31.0% 6.3% -5.7% 20.9% 6.6%
Housing and Public Services w3 82 03 Il 127 139 -12.4% 16.9% 22.2% 9.2% 92%
Fuel and Energy Affairs ¢ 2 1 0 [ 1] - -l 1% -100.0% - -
Agriculture. Forestry amd Fishing 170 171 248 279 34 95 0.4% 45.5% 12.3% 23.2% 15.0%
Indusiry and Construction 13 14 iR 82 24 28 2.7% 31.9% 350.3% -T0.8% 16. 7%
Investment 517 791 1488 1130 1573 1638 531% AR 1% -24.1% 30 2% 43%
Seate budget 133 126 165 425 37 50 4.7% 303% 157.7% -51.3% 144 7%
State Ol Fund 1] 4 336 142 515 525 - B300.0% -51.% 262.7% 1.9%
Ieet forergn fnanced project loans 3nd 661 et 564 21 1622 T2.0% 49.5% -42.9% B1.2% U.1%
Transpor and Communicatians 102 118 172 223 240 258 15.8% 45.1% 30.0% T.4% 7.5%
Qther economic affairs and sctvices 3 3 52 L] %6 104 17 156L.5% 23.4% 49.3% 1.9%
Other items 208 205 203 238 194 17% -L.4% 42.9% -1.6% -32.6% -8.2%
Expenditore nut included in major groups 273 280 3T 611 517 598 26% 321% £3.1% -3, 6% 3 6%,
Employer contribution to SPF 277 -269 -327 =322 =383 -4i9 -29% 21.6% -1.4% 18.6% 9.6%
Extrabudpetary cxpendilure 202 194 250 o o i 4.0% 28.9%  -100.0% - -
Privatzzation Fund di dgetary) 0 u 0 [ o n 100 0% - - - -
Deficit 784 238 -392 622 BT -838 -633%  409.6%  -30.3% 75.5% -23.2%



2000 2001 2002 2003 2004 20035 2000 2001 2002 2003 2004 2005

budget  forecast forecast forecast budget  forecast forecast forecast
% in GDP Share, %
Revenue 24.3% 21.9% 12.5% 22.0% 21.5% 20.7% 115.8% 1053% . 87.9% 92.1% 87.5% 91.1%
Expenditure 21.0%  208%  25.6%  23.9%  2.6% I1nT% 100.0% 100.0% 100.0% 1000% 1000%  100.0%
Economic clussification
Personnel Emoluments 4.6% 4.5% 3% 4.9% 52% 4.8% 22.0% 21.9% 20.7% 20.6% 21.1% 21.3%
Wages and Salaries 4.6% 4.5% 52% 4.9% 52% 4.8% 21.9% 21.7% 20.4% 20.4% 21.0% 21.2%
Employer's Comtribution 0.0% 0.0% 0.1% 0% 0.0% 0.0% 0.1% 3.1% 0.3% 0.2% 0.2% 0.2%
Purchases of goods and services 4.9% 4.5% 5.0% 5.5% 5.5%. 53% 23.2% 21.9% 19.5% 23.2% 22.4% 23.2%
Transfers to households 66% 6.2% 6.8% 5% 5.53% 6.0% 31.5% 29.9% 26.6% 27.2% 26.6% 26.5%
Social Protection Fund 5.71% 5.1% 5.3% 5.5% 5.6% 5.1% 27 1% 24 8% 20.6% 23.0% 22.7% 227%
Transfers to Households from State Budpet 09% 1L1% 1.5% 1.0% 1.0% 0.9% 4.5% 51% 6.0% 4.2% 3.0% 338%
Capital expenditure 3.0% 316% b% 4.7% 54% 4.9% 14.1% 17.4% 23 5% 19.5% 22.0% 21.4%
budget L3% 11% 1.4% 1.0% 1.1% 1.1% f.3% 5.3% 5.5% 4.1% 4.5% 50%
project loans 1.6% 2.5% 34% 1.7% 2.5% 2.5% T.8% 12.1% 13.4% 7.2% 11.7% 10:9%
Ol Fund {R12Y 0.0% 1.2% 240% 1L4% 1.3% 0.0% U1% 4.6% §.2% 5.0% 5.6%
All ciher items 1.3% 11% L7% L8% 1L4% 1.2% 6.1% 5.3% 6.5% 7.5% 5.8% 5.5%
Primpry expenditurc Ar A% 20.0% 24.8% 234% 24.0% 22.2% 97.0% 96.3% 96.9%, 08 14 OR.(% 97.9%
Debt service 0.6% 0.8% 0.3% 1.5% 5% 0.5% 3.0% 37% 1% iM% 2.4% 2.1%
interest (4% 0.3% 0.4% 3.3% 0.3% 0.3% 1.9% 1.7% 1.6%, 1.2% 1.1% 1.2%
principal 0.2% 0.4% 0.4% 0.2% 1.2% 0.2% 1.2% 2.0% 1.6% 0.8% 0.9% 0.9%
Furtctional classificatinn
State operating functions 47% . 48% 5.6% 5.9 5.4% 1% 22.6% 23.1% 21.8% 23.8% 22.0% 21.7%
General State Service 1.1% 1.2% 1.5%, 1.7% 1.6% 1.4% 5.3% 5.5% 39% T.0% b.5% 6.4%
Detence 21% 0% 21% 2.1% 1% 1.9% “B% 9.7% ¥.3% B7% B 5k 8.5%
Couns, law enforecment. sceurity 1.6% 1.6% 1.9% 1.9 1.7% 1.6% 7.5% 78% 7.6% 8.0% 6,9% 6.5%
Social and welfare functions F1L.6% 10.7% 11.7% 11.6% L1.0% 11.2% 55.1% 51.6% 46.0% a8.4% 48.3% 49.3%
Edncation expenditure 3.9% 3.5% 38% 3% 3.8% 35% 18.3% 17.0%% 14.7% 15.5% 15.3% 13.2%
Health cxpenditure 09% 0.8% 0.9% 19 L1% 1.2% 4,1% 3.5% 3,7% 3.8% 4.5% 5.4%
Social Protection and Social Securivy &.4% 5.0% b6 £.4% 6.5% £0% F06% IR 7% 25.8% 27.0% 26.4% 26.5%
Staie Budget 7% 0.8% 1.3% 0.49% 0.9% 0.9% 3.5% 3.9% 32% 3.9% 17% 3.8%
Social Pratection Fund 5.7 51% 5.3% 5.5% 5.6% 5.1% 2N 1% 24,8% 20.6% 23.0% 22.7% 22.7%
Cultur. ants s religion 4% 0,4% 0.4%, 4.5% 0 5% 3% 1% 2.0% L% 2.1% 22% 2.2%
Economic Services 38% 4.3%, 72% 5.8% 6.8% 2% LB 1% 21.5% 28.3% 24.2% 27.5% 27.2%
Housing and Puhlic Sarvices ’ 4% 0.3% 0.3% 0.4% 0.4% 3% 1.9% 1.5% 1.3% 1.5% 1.5% 1.5%
Fuel and Energy Affairs g 0.0% 0.0% 2.0% D% 0.0% 0.0% 00% 0% 0,0% 0,0% 0,0%
Agriculiure, Forestry and Fishing 0.7% 0.6% 0.9% s 1.0% 1% 3.4% 3% 3.4% 3.6% 3.9% 4.2%
Industry and Consiruction 1% 0.1% 0.1% 2% 0.1% 0.1% 0.3% 3% 2% 1.0%a 0.3% 3%
Investment 22% 3.0% 3.2% 3.4% 4.4% 3.9% 4% 14,5% 20.3% 14.4% 18.6% 17.4%
Starc budget 0.6% 0.5% 0.6% 1.3% 0.1% 02% 2.7% 23% 12% 5.4% 0d% L%
Sizte Oil Fund 0.5% 0.0% 1.2% 4% L4% 1.3% 0.0% U 1% 4.6% 1.8% 55% 5.6%
Met forcign finpnced project loans 1.5% 2.5% 34% 1% 25% 2.5% 1.8% 12.1% 13.4% 1.2% 11.7% 10 9%
Transport 3nd Communications 4% 0.4% 0.6% 7% 0.7% 6% 2.1% 2I% 3% 2.8% 2.7% 2.7%
Cither economic affairs and services 0% 0,0% 0.2% 2% 0.3% 0.3% 1% 0. 1% 0.7% 0.5% 1.1% 1%
Other items 0.9% 0.8% 1.0% 2% 054 0.4% 4.2% 3.8% 4 0% 3% 2.2% 1.9%
Expenditure not included in major groups 1.2% 1.1% 1.3% 1.9% 1.6% La% 5.5% 51% 5.0% 1.8% 6.6% 6.4%,
Empley er contribution to SPF -1.2% -1.0% -1.1% -1 -1.1% -1.0% -3.6% -4.9% -1.5% -4.1% =1.4% -4,5%
Eximnbudgetary expenditure 0.9% 0.7% 0.5% L% 0.0% 0.0%% 4.1% 3 5% 3.4% 0.0% G.0% U.0%
Prix atization Fund expendimre (exmabudperary) 10% 0.0% 0.0% Q% 0.0% 1L0% 0.2% 0.0% 0.0% 0.0% 0.0% 0.0%

Deficit 3.3% 1.1% -3.1% -1.4% A% 2.0% 15.8% 53%  -124% 8% -125% 89%



Tuable 4. MEDIUM-TERM EXPENDITURE FRAMEWORK, 2000-2005 (STATE RUDGET)

2000 2001 2002 2003 2004 2005 2001 2002 2003 2004 2005
badget forecast forecast forecast budget  forecast forecast  forecast
Revenue 3572 3924 4780 6092 6621 7198 9.8%  21.8%  274% 8.7% 8.7%
Expenditu re 3319 4038 5130 6423 6925 7505 5.7% 27.0% 25.2% 7.8% 3.4%
Economic classification
Personnel Emoloments 1367 1464 1851 1938 2252 2427 T.1% 26.4% 4.7% 15.2% R.8%
Wages and Salaries 1084 1187 1502 1603 1835 1692 5% 16.5% 6. 7% 14.5% 8.6%
Employer's Contribution 283 i 349 336 397 435 -2.1% 25.8% 5.7% 18.4% 9.6%
Purchases of goods and services 1150 1196 1430 1816 ~ 1961 2183 4.0% 19.6%  27.0% B.0% 11.3%
Transfers to households Tt 793 987 1095 1141 1189 3% 24 4% 11.0% 4.2% 4.2%
Transfers to Secial Protection Fund 524 515 545 768 . 801 838 -1.7% 5.8% 40.9% 43% 4.3%
Other 222 278 442 327 340 353 252% 58.9% -25.9% 3.8% 3%
Capital expenditure 314 289 404 824 04 992 -8.0% 39.8% 104,1% 9.7% 9.7%
All other items 91 a6 220 501 311 317 5.5% 139.0% 157.8% -13.7% 1.2%
Primary expenditure 3668 3838 4801 G264 6749 7308 4.6% 27.7% 27 9% 7% 8.3%
Deht service 151 200 229 158 177 19% 32.5% 14,5% -31.2% iz.1% 11.9%%
interest 93 92 113 9z 08 114 -1.1% 25.0%% -20.1% 6.8% 15.9%
principal 53 08 114 66 73 84 86.2% S6%  .42.4% 19.4% 6.0%
Functional ification
State operating functions Iis 1265 1601 E864 1920 2038 13.1% 26.6% 16 4% 3.0% 6,1%
General State Service 261 303 436 551 571 398 16.2% 43.8% 26.3% 3% 4. 7%
Defence 485 533 609 GB3 746 796 Q8% 14.2% 12.3% 21% 6 8%
Courts, law enforccment, serurity 372 429 &57 630 603 Gdd 15.2% 20.9% 13.1% -4.2% 6.7%
Social and welfare functions 1914 1982 2407 2758 3046 3354 3.6% 21.4% 14.6% 10.4% 9.5%
Education cxpenditurs 909 93 1082 1216 1339 1433 2.4% 16.2% 12.4% 10.1% 7.0%
Health expenditure ) 205 210 2y am 390 05 2. 7% 28.5% 11.5% 29.5% 20.6%
Social Protection and Social Security 697 731 926 1075 1126 1190 4.8% 26.7% 10.1% 4. 7% 5.7%
Social insurance 524 513 6590 768 801 836 -1 7% 34.0% 11.3% 4.3% 4.3%
Secial assistance 173 216 236 307 325 5354 24.4% 9.5% 30.0% 58% e 1%
Culwre, arts and religion 103 110 128 166 192 208 T.05% 16.8% 29.7% 15.1% 8.3%
Economic Services 515 512 752 1190 1383 1539 -0.5% 46.8% 38.2% 16,2% 11.3%
Housing and Public Services 93 2 95 116 127 139 -12.4% 16.9% 222% 92% 9.2%
Fuel and Energy Affair 0 2 i 0 0 [ - -169.1%  -100.0% - -
Apneultore, Forestry and Fishing 170 171 248 279 344 395 0.4% 45 5% 12.3% 23.2% 15.0%
Industry and Constrechon 13 14 18 82 24 28 2.7% 3.9% 350.3% -T0. 8% 16, 7%
[nvesement 133 126 165 425 552 613 E 30.3% 157 7% 30.0% 11.5%
Trapsport and Conmunications 102 118 172 223 240 258 15.8% 45 1% 30.0% 4% 7.5%
Other economic affairs and senicns 3 3 52 64 96 104 -1.7%  1561.5% 23.4% 43 3% 7.9%
Expendilure not included in major groups 273 280 370 611 577 508 2.6% 32.1% 65,1% -5.6% 3.6%
Deficit -247 -114 350 331 -3 -308 538%  2069% -5.3% 8.1% 1.0%
Deficit financing 247 116 350 331 5304 308 -52.9% 201.2% -5.4% -8.0% 1.0%%
Domestic financing 118 tlé 206 180 150 150 -1.8% 77.3% -12.6% -16.7% 0.0%
NBA loans
Treasury Bills ((GKO) 31 54 38 40 an 40 7.3% -33.9% 11.1% 0.0% 0.0%
Lottery bords 0 3 20 10 10 10 566.7% -50.0% 0.0% 0.0%
Privatisation Revenue 120 102 150 130 100 160 -13.2% 47 5% -13.3% -23.1% 0.0%
Other (alteration to balance) =52 43 o U] ] 4] -18.0%%  -100.0% - - -
Foreign financing 128 N ET 151 154 158 S1000% - 4.9% 2.3% 2.0%
Gil bonus 128 0 a 0 0 ) =100.0% - - - -
Eureign loans 1] 0 144 151 154 158 - - 4.9% 23% 2.0%
reeeipt a 0 144 151 154 158 - - 4.9% 2.3% 2.0%



2000 2001 2002 2003 2004 2005 2000 2001 2002 2003 2004 2005
budger  forecast  forecast  forecast budget  forecast forecast forecast
Revenrue 15,1% 14.9%  166%  18.6%  18.6%  17.3% 93.5% 97.2%  93.2%  94.8%  95.6%  95.9%
Expenditure 162% 153% 17.8% 19.6% 19.5%  18.1% 100.0%  100.0% 100.0% 100.0% 100.0% 160.0%
Economic classification
Personne] Emoluments 5.8% 5.6% 6.4% 5.9% 6.3% 28% 35.8% 36.3% 36.1% 30.2% 322% 323%
Wages and Salaries 4.6% 4.5% 5.2% 4.9% 32% 4.8% 28.4% 29.4% 29.3% 25.0% 26.5% 26.5%
Empleyer's Contribution 1.2% 1.1% 1.2% 1.0% 1.1% 1.0% T.4% 6.9% 6.8% 52% 5.7% 5.8%
Purchases of goods and services 4.9% 4.5% 5.0% 5.5% 5.5% 53% 30.1% 29.6% 27.9% 283% 28.3% 291%
Transfers to households 3.2% 3.0% 3.4% 33% 3.2% 2.9% 19.5% 1%.6% 19.2% 17.1% t6.5% 15.8%
Transfers to Social Protection Fund 2.2% 2.0% 1.9% 2.3% 23% 2.0% 13.7% 12.8% 10.6% 12.0% E1.6% 11.1%
Other 0.0% 1.1% 1.5% 1.0% 1.0% 0.9% 5.8% 5%% R.6% 5.1% 4.9% 4.7%
Capital expenditure 1.3% 1.1% 1.4% 2.5% 2.5% 2.4% 8.2% 7.2% 7.9% 12.8% 13.1% 13.2%
All other items 0.4% 0.4% 0.8% 1.8% | 4% 12% 2.4% 2.4% 4.5%; 92.2% 7.4% 6.9%
Primary expenditure 15.5% 14.6% 17.0% 19.1% 19.0% 17.6% 96.0% 95.0%4 95.5% 97.5% 97.5% 97.4%
Debt service 0.6% 8% 0.8% 0.5% 0.5% 0.3% 4.0% 5.0% 4.5% 2.5% 2.5% 2.6%
interast 0.4% 0.3% 0.4% 0.3% 0.3% 0.3% 2.4% Z.3% 2% 1.4% L.4% 1.5%
principal 0.2% 0.4% 0.4% 0.2% 0.2% 0.2% 1.5% 2.7% 22% 1.0% 1.1% 1.1%
Funetional classification
State operating functions 4.7% 4.8% 5.6% 5.7% 5.4% 4.5% 29.3% 31.3% 31.2% 29.0% 27.7% 27.2%
General State Service 1.1% 1.2% 1.5% 1.7% 1.6% L. 4% £.8% 7.5% 8.5% 8.6% 8.2% 8.0%
Defenee 2.1% 2.0% 205 21% 2.1% 1.8% 12.7% 13.2% 11.9% 10.6% 10-8% 10.6%
Courts, law enforcoment. seourity 1e% 1.6% 1.9% 1.9% 1.7% 1.6% 9.7% 10.6% 10.9% 9.8% 8.7% 3.6%
Social and welfare functions 81% 75% 8.4% 8.4% 8.6% 8.0% 50.1% 49.1% 46.9% 42.9% 44.0% 44.4%
Education wxpenditurs 19 35% 38% 317 18% 3.5% 23.8% 23.1% 21.1% 18.9% 19.3% 19.1%
Health expenditure 0.9% (8% 0.9% 0.5% 1.1% 1.2% 5 4% 5.2% 3.3% 4.7% 5.6% 6.7%
Sacial Pratection and Social Sseurity 3.0% 2.8% 31.2% 3.3% 32% 2,0% 18.3% 18.1% 18.1% 16.7% 16.3% 15.9%
Sacial msurance 22% 2.0% 2.4% 2.3% 2.3% 2.0% 13.7% 12.8% 13.5% 12.0% 11.68% 11.1%
Social assistance 0.7% 0.8% 0.8% 0.9% 0.9% 0.9% 4.5% 53% 4.6% 4 8% 4. % 4.1%
Colture, arts and mehymon 0.4% 0.4% 0.4% 0.3% 0.5% 0.5% 2% 2.7% 2.5% 2.6% 2.8% 2.8%
Economic Services 2.2% 1.9% 2.6% 36% 39% 3.7% 13.5% 12.7% 14.7% 18.5% 0.0% 20.5%
Housing and Public Services 0.4% 0.5% 0,3% 0.4% 0.4% 0.3% 2.4% 2.0% 1.9% 1.8% 1.8% 1.8%
Fuel and Energy Atthirs 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%% 0.0% 0.rg 0.0% 0.0%
Agricultuze, Forestry and Fishing 0.7% 0.6% 0.9%% 0.9% 1.0% 1.0% 4.5% 4.2% 4.8% 4.3% 5.0% 5.3%
Industry and Construction 0.1% 0.1% 0.1% 0.2% 0.1% 0.1% 0.4% 0.3% 0.4% 1.3% 0.3% 0.4%
[nyestment 0.6% 0.5% 0.6% 1.3% 1.6% 1.5% 31.5% 31% 3.2% 6.6% 8.0% 8.2%
Transport and Communications 0.4% 0.4% 0.6% 0.7% 0.7% 0.6% 2% 2% 313% 3.5% 3.5% 3.4%
Other econpmic attirs and servieey 0.0% .00 1.2% 0.2% 3% 0.3% 0.1% 0.1% 1.0% 1.0% 1.4% 1.4%
Expenditure nct incladed in major groups 12% 1.1% 1 3% 1 %% 1.6% 1.4% 7.2% 6.5% 7.2% 9.5% 33% 8.0%
Deficit -1.0% -0.4% -1.2% -1.0% 05% 0.7% -6.5% -2.8% -6.3% -5.2% 4.4% “4.1%
Defigit financing 1.0% 0.4% 1.2% 1.0% 0.9 0.7% 6.5% 2.5% 6.8% 520 4.4% - 4.1%
Domestic financing 0.5% 4% 0.7% 0.5% 0.4% 4% 3 1% 29% 4,0% 2.8% 27% 2.0%
NBA loans
Treasury Bilis (GKO) 0.2% 0.2% 0.1% 0.1% 0.1% 0.1% 1.3% 1.3% 0.7% 0.6% 0.6% 0.5%
Lottery bonds 1300 0% 0.1% 0.0% 0.0% 0.0% 0.0% 0,1% 0.4% 0.2% 0.1%% 0.1%
Privatisation Revenue 0.5% 0.4% 0.5% 0.4% 0.3% 0.2% 3% 2.5% 2.9% 2.0% 1.4% 1.3%
Qther {aiteration to balance) -0.2% -0.2% 0.0% 0.0% 0.0% 0.0% -1.4% -1.1% 0.0% 0.0% 0.0% 0.0%
Foreign financing 0.5% 0.0% 0.5% 0.5% 04% 0.4% 3 4% 0.0% 2.8% 2.4% 22% 21%
il bonus 0.5% 0.0% 0.0% 3.0 0.0% 0.0% 34% 0.0% 0.0% 0.0% 0.0% 0.0%
Foreign loans 0.0% 0.0% 0.5% 0.5% 0.4% 0.4% 0.0% 0.0% 2.8% 2.4% 2.2% 2. 1%
receipt 0D.0% 0.0% 0.5% 0.3% 0.4% 0.4% 0.0% 0.0% 2.8% 24% 2.2% 21%



Appendix 3. Poverty measurement methodology

1. Data source

The poverty estimates given in Chapter 1 of the SPPRED are based on the data from the Household
Budget Survey (HBS) which is carried out on a regular basis by the SSC. A new version of the HBS
was introduced in 2001, based on an annual sample of 8,000 households. The sample is based on
random probability sampling methods, and is designed to give nationally representative results, as
well as to allow comparisons between regions and different categories of the population. The annual
sample is achieved in an accumulative manner, in that 2,000 households are interviewed each
quarter, and at the end of each quarter the households are replaced by the next 2,000. The survey
collects information on household income and expenditure, as well as access to and use of land,
housing conditions, ownership of consumer durable goods, education and employment. An
introductory interview is conducted with the household at the beginning of the quarter, the
household is asked to fill in an expenditure diary for a two week period, and a final interview takes
place at the end of the quarter, when the household is asked about large expenditure items, as well

as the income and employment of individual household members.
2. Welfare Indicator

One of the key decisions to be made when trying to measure poverty is which welfare indicator to
use. Poverty analysis is usually based on either household income or expenditure. Most countries
prefer the expendiﬁue-based indicator, since household income may fluctuate during the year, while
expenditure tends to be more constant. Also, households tend to hold back information on income,
but to be more open about reporting real expenditure levels. In Azerbaijan “per capita consumption
expenditure”, is the preferred welfare indicator. This is based on expenditures made by households
to consume goods and services. It includes not only expenditures made in cash, but also the
estimated value of consumption from household agricultural production, as well as the value of gifts
received free of charge (the value of consumption from own production is based on the regional
prices for purchase of the same items; and the regional prices are derived from survey (HBS)
records on prices paid by households for the purchase of the same items.). Consumption
expenditure includes expenditure intended for the direct satisfaction of the needs of the household,

but excludes expenditure incurred for business and production activities.



3. Poverty Line

Two poverty lines have been used in this document for the purposes of measuring poverty in the

country: one is an “absolute” poverty line and the second is a ‘relative” one.

The absolute poverty line is based on a minimum consumption basket: the basket of goods which is
considered the minimum monthly consumption requirement for each individual member of the
population. This is costed, and a minimum per capita income line established. Most countries using
this approach calculate the cost of a minimum food consumption basket, and then calculate the
poverty ling by taking the average share of food expenditures in total consumption expenditure; €.g.
in Azerbaijan houscholds spend on average around 70% of their total expenditure on food, and

therefore food represents 70% of the minimum consumption basket, and 30% is added on for non-

food items.

Relative poverty lines are used to define the poor relative to the average living standards in the
given country. A relative poverty line defines the poor population as those with per capita
expenditure (or income) levels below a certain percentage of the mean or median for the country.
60% of the median per capita expenditure level is used as a relative poverty line. This was 72,000

AZM (15.5 USD) in 2001.

The difference between the two approaches lies in the fact that the absolute poverty line is “fixed”,
in that the minimum basket of goods remains the same, although the monetary value of the basket
will change in line with inflation. Relative poverty lines are not “fixed”, in that they change in line
with the average expenditure levels in the country. The higher the average expenditure level, the
higher the relative poverty line. Using the relative line, an overall rise in the standards of living in a
country does not necessarily result in a drop in the share of the poor population, if living standards
increase uniformly over all strata. Both approaches have advantages and disadvantages, and it is

considered desirable to monitor poverty in Azerbaijan using both.

Another absolute poverty line which is often used, especially for comparisons between countries, is
the 1 USD per day (or 2.14 USD per day) line. This has not been used due to lack of consensus on
which Purchasing Power Parity (PPP) rate to apply in order fo convert dollars into AZM.



The absolute poverty line is set at 120,000 AZM (25.8 USD) per capita per month. It is based on the
food basket detailed below, which is designed to give a daily intake of 2,200 kilocalories. The HBS
data was used to check that the composition of the food basket corresponds broadly to actual
consumption patterns; i.e. that the food products are in fact those most commonly consumed by the
population. The HBS data for 2001 shows that food accounts for more than 70% of houschold
expenditure (apart from the top expenditure decile), and the minimum food consumption basket is
therefore assumed to represent 70% of the minimum (food and non-food) consumption basket. The
minimum food basket is costed using the prices actually paid by households, as recorded in the
HBS. The minimum food basket is based on the Interim Methodological Guidelines drawn up by
the Ministry of Health and Ministry of Labour and Social Protection in January 2002. These
Guidelines contain recommended daily intakes for different categories of the population (working

age men, working age women, pensioners, children aged 0-6 years and children aged 7-15 years).

Using the 120,000 AZM (25.8 USD) poverty line, it is estimated that 49% of the population were
living in poverty in 2001; and using the relative line (set at 60% of the median expenditure level) of
72,000 AZM (15.5 USD) we get an estimate of 17%.

4. Equivalence Scale

Equivalence scales are often used in poverty analysis in order to convert household consumption
expenditure into a measure of individual consumption. The reasoning behind such scales is that
individuals in households benefit from economies of scale, for example in housing and utility
expenditures, and therefore deriving the per capita measurement from total household expenditure
will underestimate the welfare of the individuals in the household. Equivalence scales are also
considered useful in that they can be used to adjust for the different consumption needs of adults

and children (the per capita measurement will overstate the cost of children).

However, the choice of equivalence scale is often controversial, and can have a significant effect on
the poverty estimates. Discussion on the advisability of applying an equivalence scale in Azerbaijan

will be continued in the implementation phase.



Table 1, Composition of the Minimum Food Consumption Basket (kilogrammes, annual)

Food Item Average per capita consumptien
I Bread and Flour Products 127
Wheat flour . 23
Wheat bread 91
Rye bread 36.5
Rice 4
Semolina 1.5
Buckwheat 1.5
Pasta 6
2 Potatoes 40
3 | Vegetables 78
Cabbage 16
Tomato 17
Carrot 11
Cucumber 6
Beetroot 3
Onion 8
Greens 2
Other vegetables 15
4 Fruit 50
Apple 26
Pomegranate 4
Other fruits 20
5 Meat and meat products 25
Beef 12
Mutton 6
Chicken 6
Sausage 0.8
6 | Milk and diary products : 177
Milk 70
Kefir 35
Sour cream 3
Cottage cheese 7.3
Hard cheese 2
7 | Fish and fish products 5
Fresh fish (excluding sturgeon) 3.5
Herring 1.5
8 | Eggs (number) 120
9 | Sugar and confectionary 17
Sugar i3
Confectionary 92




10 | Yegetable oil and margarine 9.5
Vegetable oil 6.5
Margarine 3

11 | Butter 6.5

12 | Other goods 4
Tea 1
Salt 3




Appendix 4. Organisation of participation process
Sector Working Groups: Macre Approach to SPPRED
The Beginning

Fifieen Sector Working Groups (SWGs) were formed in the late summer of 2001, spread over some
15 policy areas, and embracing mainly the government officials deemed most relevant, as well as
some NGO representatives. Parliamentary representatives responsible for social, economic, regional

and gender issues also participated in the work of the SWGs.

Activities of all the SWGs have been coordinated by SPPRED Secretariat at the Ministry of
Economic Development. The task of the SWGs was to develop the first draft of their Sector Policy
Notes (SPNs), which would then function as the main working documents for the open discussions

held at the Roundtables and the Regional Workshops in late January and April of 2002.

There was a general guideline comprising of a brief account of the current situation in each sector,
the main issues and problems, a matrix of objectives for 2003-2005, a plan of action, and a costing

plan. This stage of the work was predominantly of an “intra-sector” nature.

The SWGs received comments from the World Bank experts and the international Participatory

Technical Assistance from the EU-Food Security Programme.
Roundtables

There were a series of roundtables held during January 28" and February 2™ 2002. They were
designed to bring into contact various SWGs, as well as a range of observers and commentators
from the International Donor Organisations and/or their Technical Assistants, Donor Embassies,
some International and National NGO’s and Parliamentarians. It was deemed that this series of
Roundtables would initiate a more comprehensive perspective, by moving out of the specific
sectoral approaches towards a more national integrated strategy. However, the predominant theme at

this stage was “intra-sectoral”.



Each of the first three Roundtables embraced one broadly defined block of topics; economic, social,
and legislative. As each session included the heads of the relevant SWGs, it provided a useful forum

for discussing comments and possible revisions to the policy objectives and action plans.

During each of these sessions, detailed comments were invited by the Secretariat from the Heads of
each SWG. Cross-SWG comments were also encouraged. Various observations and comments were
received from the floor, both from national and international participants. These were co-ordinated

by the Secretariat.

A fourth Roundtable was then organised to bring together all the SWGs. This session was presided
by the Minister of Economic Development, and senior officials from the main donor international
organisations involved in the SPPRED process to that date, namely the World Bank, the IMF, the
EU and the UNDP.

The revised versions of the SPNs were then to take on a dual function; they would be used to brief
the Civil Society during the Regional Focus Groups Meeting and Workshops on the aims and
actions prioritised by the government to combat poverty, and they would also be used as the basis
for preparation of the Draft NPPR. These were the first steps towards the “National” level of
participation.

Regional Dimension: Focus on “The Poor”, Micro Approach to SPPRED

Objectives, Structure, Size and Mechanisms

The focus on the macro aspects of the SPPRED, and addressing the issues mainly from a formalistic
statistical perspective would have provided an incomplete text. Available data on poverty, as
elaborated in Chapter 1, suggest that extensive poverty exists both in urban and in rural areas of
Azerbaijan. While rural areas may be slightly better protected from income poverty due to self-
consumption of agricultural produce and community-level social network, there is also evidence that
rural areas suffer more than urban areas from poor quality infrastructure, deterioration in the quality
of basic health and education services, and irregular supplies of gas and electricity. In turn, there

seems to be a large gap between the income-generating opportunities in Baku as opposed to the



other regions, and between Baku and the other main cities such as Ganja, Guba, Sheki, Lankaran &
Massaly and Nakhichivan. However, it should be noted that while Baku has more opportunities, it

also accounts for about one quarter of the poor population (Chapter 1).

To get a more comprehensive feedback from the population on their perceptions on the causes and
dimensions of poverty, a series of regional studies were deemed necessary. Another objective of this
regional dimension of the SPPRED which proved to be equally vital, was to narrow the existing
information gap among the population on the government policies and plans for reducing poverty.

This aspect started the direct “information dissemination” process.

A further benefit of the regional participation was of course to re-enforce the national ownership of
the SPPRED by ensuring as broad a participatory basis as possible. This phase of the process
therefore served to strengthen the “National” aspect of the SPPRED.

A team of six local experts were recruited in late December to contribute to the fulfilment of these
tasks by engaging in the regional Participatory process and five priority regions were selected by the
Ministry of Economic Development, Ganja, Shaki, Nakhichivan, Lankaran and Guba. The first

round of regional field work commenced in early January 2002,

Concepts and Methods

Two sets of methods were applied in combination in order to facilitate the collection of necessary

information in time to provide feedback for the Draft SPPRED.

The first of the two methods employed in the SPPRED regional participation phase was based on a
questionnaire for a one-to-one structured interview, It was a modified version of a typical
questionnaire for self-assessment of poverty. This was used in the first round of regional visits in
January and early February, in order to establish a mutual and interactive impression between the
SPPRED local experts and the civil society participants. The interviewees were selected randomly
and on an individual basis. On the whole, the response rate was very high: respondents were
enthusiastic and keen to participate, although not at all aware of the national plan for poverty
reduction. Direct information dissemination, therefore, became one of the visible benefits coming

out of the regional missions.



This phase of the participatory process covered 63 villages and cities, with around 120 Focus
Groups being conducted (i.e. about 2,000 participants), plus 495 individual interviews and

questionnaires.

A second, complementary questionnaire was then devised for the more systematic “Focus Group”
phase, starting in early February. This was a bridge between classical questionnaires and open-ended
discussion sessions, as it was felt necessary to have some element of guided discussion points, due
to the lack of experience in social participation. The discussion points in this one are designed so
that they could be directly translated into Policy options for SPPRED. As such, it is designed to
identify the specific aspects and dimensions of poverty affecting the person / household or social
group concemed. Tt includes detailed policy-related questions on Health, Education, Services,
Gender, Environment, Infrastructure and Social Protection, amongst other things. This also reflects
some deviation from standard Focus Group, open-ended practices, where there are very few topics
discussed. As the policy measures covered a broad range of sectors and issues, the design and
methodology had to be specifically tailored to the needs and purposes of the SPPRED Participation
idea. Moreover, it also tends to draw on some of the issues specified in the SPNs, in order to provide
an intellectual bridge between the two main partners in perceiving poverty and its main causes and

remedics.

This questionnaire supplements the widely used “Rapid Appraisal Method” and can be used either
for individual ‘key informants” in each village or community, or for very small “Focus Groups™. Its
advantage is that it can provide a good background and supplement to “open-ended” community

debates very cffectively, as described below.

Hence, the second method is based on open-ended focus group discussions, whereby the participants
are encouraged to reflect on their own notion of poverty as it affects them. The expert has the role of
a facilitator, keeping the discussions focused, and helping the groups in exploring their own
thoughts on their prime poverty problems, and the possible solutions to their poverty. This is a

proven method in Participatory programmes, which can give a genuine voice to those most affected

by poverty.



In this method, a focus group, rather than an individual, is the target. The formation of the focus
group could be a matter of prior arrangements (based on the profession, on the location of the
housing state, on the work-place, on gender or age grounds, etc.), or purely randomly and

spontaneously. Both these formations were applied in the SPPRED regional phase.

Once the focus group’s discussion and findings were completed, then a small number of people with
good knowledge of the community would be selected by the group as their “Key informants™. These
people would then be interviewed on individual basis for more detailed responses to the
questionnaires. However, this section could in practice also precede, rather than follow, the group

discussion with the focus group.

The practical training and the first mission combining this method with the first one was carried out
by assistance of technical assistance of EU Food Security Programme in Baku and Imishly over the

week of January 31 — February 7°.

As the outcome in Imishly proved effective both in obtaining a high rate of participation and in
information dissemination, th¢ method continued to be applied for all the five regions in the

following seven weeks.
Coming Together of the Main Players: Open Debates

Regional Workshops

The final stage of Regional Consultations was designed to bring the two main actors of the
participatory process into face-to-face, open debates on the SPPRED. The policy feed back from
within sections of civil society was meant to strengthen the relevance and effectiveness of the
strategy for poverty reduction in many ways. This would take the form of five regional workshops,
incorporating NGO’s, municipalities, private sector, parliamentarians, the¢ relevant government

officials and a selection of civil society members.

The location for the focus Group meetings varied, ranging from mosques, schools, and hospitals to

local tea-houses. On occasions, it would take place at the local Executive Committee’s offices.



One main problem concerned IDPs and invalids. Not only they represent some of the most
vulnerable groups, it was noted that they were also the least accessible, as they did not normally

have the physical means to attend a meeting, even in the same community.

The composition of the discussion groups varied considerably also from region to region. In the
villages and small towns with some background in industrial activities, the participation of
professionals (often unemployed) was relatively higher; as was the participation of women in these
areas, although by and large the women remained seriously under-represented in these discussion
groups. Part of the lack of enthusiasm was from within the women groups themselves, as they did
not see it “appropriate” to take part in open discussions along with men. This, notably, included also
professional women in some villages. On these occasions, the women who felt it right to speak, but
did not wish to do so in public, would ask the focus group experts to arrange separate meetings with
them. However, on most occasions, the pressure was from without, for the women not to attend,
even if the women themselves were willing to do so. On more than one occasion, when there would
be women present in the discussion groups, the men would tend to answer for them, even when the
questions were specifically related to the women’s health and reproductive health. The same
tendency was observed on some other occasions where the Ex-Coms or the municipality officials
would try to speak for everyone else. These of course were noted as leamming points for the
improvement of the participatory education at every step. Still more fundamentally, the public
training on participatory philosophy and methodology should be taken as a long-term process.

Based on a broad division of responsibilities, in April 2002 the SPPRED Secretariat agreed with the
USAID and the EU FSP to form a joint team to carry out the Regional Consultations between the
government officials and civil society representatives (Town Hall Meetings). Their close co-
operation continued in recording the main findings, and exploring opportunities for participatory
process during implementation and monitoring phases through training programmes. The co-
operation has proved very effective in mutually complimenting the resources, in providing Inter-

Agency Collaboration results, offering a commendable example of solid cooperation and good will.



The Regional Workshops were carried out according to the following scheme:

Region Sectoral Topics Participants Workshop date
training Date

Guba Eco-Tourism / Economic Development / Education  Apiil 1, 2002 April 2, 2002
/ Health

Nakchivan Health / Energy / Agriculture / Social Protection April 4, 2002 April 5, 2002

Ganja IDPs & Refugees / Municipalities / Economic April 8, 2002 April 9, 2002
Development / Health

Sheki Environment / Investment / Social Protection / April 11, 2002 April 12, 2002
Education / Tourism

Lenkoran / Masally Municipalities / Judicial reforms / Apriculture / April 18, 2002 April 19, 2002

Economic Development

Another such example was for the UNDP to complement the EU-FSP in financing the international
and the local team of experts and the support staff on the Participatory component.

The Structure, Composition and Selection for Regional Workshops

A total number of 40 actual participants from both the government and civil society’s side was
envisaged for each Town Hall Meeting. However, the actual number of participants was usually
more than 40, which in turn could be viewed as a positive sign of the growing appreciation of the

participatory approaches within both government organisations and civil society.

Overall Appraisal

As the very first experience of such open and direct contacts on policy issues, it has to be pointed
out that it had all the hallmarks of a new ¢xperience; it had successes as well as shortfalls. However,
overall, it proved a very significant and encouraging step. Its function went beyond consultation
with civil society: it proved to be a genuine vehicle for initiating public awareness of the
democratisation process, as well as SPPRED information dissemination. Equally important was its
impact on mainstream political corporate thinking and attitudes by bringing the high-level decision
makers and official authorities into close and open contact with those most affected by poverty in
Azerbaijan. Although several national and international NGOs took part in various SWGs,
Roundtables and Regional Workshops, their systematic and extensive inclusion will no doubt bel

crucial in the future. This should, however, be implemented as a genuine and comprehensive process



of decentralisation and participation, and fully backed by training for, and close monitoring of, both

municipalities and NGOs, rather than a token step.

The following is a list of activities, which have been carried out for dissemination of information on

the SPPRED.

1. TV coverage, on both state and private channels, of the International Donors Roundtable,
February 12 2002. Additionally, interviews were given by the Secretariat to press representatives
after each of the 4 roundtables held in the period January 28"-February 12%;

2. A serics of debates on the radio, both in Azeri and in Russian languages, to discuss SPNs;

3. Live interview given by the Secretariat on SPPRED preparation to Space TV, with full coverage
across the country, February 2002;

4. Interviews by the Secretariat in each region following the Town Hall Meetings;

Guba: 12 April 2002

Nakhchivan: 5 April 2002
Ganja: 9 April 2002
Shaki: 12 April 2002
Masally: 19 April 2002

5. Various TV and press interviews, National NGO Forum;

6. Information about gender aspects of Poverty has been disseminated and discussed in many parts
of the country since November 2001. In particular, through the UNIFEM Regional
Information Campaign, UNFPA seminars, and various training programmes on gender issues;

7. The material from relevant sections of the Beijing Platform of Actions
including Beijing+5 was distributed to the representatives of all SWGs by the Secretariat’s local
expert on gender issues;

8. Currently the Secretariat is setting up a comprehensive reference library of Poverty Reduction
materials, including materials on gender issues;

9. Open seminar and debate held by the Secretariat at Khazar University, June 7th 2002 (UNDP-
sponsored);

10. Comprehensive discussions on the SPPRED held by National NGO Forum in December 2001 on
the occasion of its monthly assembly with the participation of the SPPRED Secretariat and more
than 230 NGO representatives;



11. Discussions on the SPPRED held by National NGO Forum in February 2002 in Ali-Bayramly,
Barda, Gabala, Shamkir and Guba regions in the Regional Resource and Training Centres with the
participation of 53 regional NGO representatives;

12. Discussion of the participation of NGO’s in the SPPRED at the seminars on 15 sectors held by
National NGO Forum in April and May 2002.

The followings are being considered for media coverage and involvement to during the

implementation stage:

* A series of monthly TV and Radio Programmes on the SPPRED in Azerbaijan;

e A series of TV talk-shows on economic and social aspects of the SPPRED;

e Publications of articles in the newspapers "Zerkalo”, "Ayna", "Azerbaijan", "Xalq gazeti",
"Republic" and etc;

» Publishing of leaflets, booklets and posters, describing SPPRED aims and process;

e Pybiishing of a quarterly information bulletin on the SPPRED;

o Conducting seminars, meetings on the SPPRED in the regions of the Republic, dissemination of

all published materials in the regions.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

