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	Project Title
	Strengthening of a logistics cluster

	Outcome
	1.1 National policies and institutions are strengthened to increase private sector competitiveness, remove trade barriers, especially for exports, while reducing the vulnerability of the economy and population to external shocks.

	Indicative Funding Requirements
	Total estimated budget:  
	$ 1,300.000                 

	Potential Sources of Funding
	[Donor(s)]:   

[Development Bank(s)]:    

Other Resources:
	$

$ 



	Expected start date
	End of 2011

	Expected Duration
	3 years

	Implementing Organisation(s)
	UNDP

	Country/Countries
	Azerbaijan

	Submitted by
	UNDP Country Office Azerbaijan and UNDP Bratislava Regional Center

Contact persons: jacek.cukrowski@UNDP.ORG; daniele.gelz@UNDP.ORG                                     


1 Background
Among other issues, the State Program on Socio Economic Development envisages implementation of following tasks in order to achieve set goals: To ensure fast development of the non-oil sector, while efficiently using natural and labour resources of the country; To carry on measures aimed at improving infrastructure provision; To implement purposeful measures on improvement of business climate and further acceleration of development of entrepreneurship; To continue attracting investment for development of the economy; To stimulate production of export oriented goods and; To establish modern infrastructure facilities and align existing facilities to international standards. It goes further by mentioning that the priority directions in the future will be “the development of export potential of the country, taking of Azerbaijani goods and services to foreign markets, creation of favorable condition for that purpose and implementation of activities for ensuring efficient integration of national economy into the world economy“. A functioning and effective logistical cluster supports the achievement of these goals.  
2 Justification
Azerbaijan is at the cross road from Central Asia to Europe, and on the North-South corridor from Russia to Iran and beyond. The EU funded initiative TRACECA (Transport Corridor Europe-Caucasus-Asia) is one of the examples of the identified regional importance for the East-West route. Since Iranian trucks are not allowed to enter Russia, the goods are being reloaded in Azerbaijan onto Azerbaijani trucks, usually in Absheron. Though landlocked, it has thus the chance to develop this geographic positioning into a long-term competitive advantage.  Other countries of the region are likely to strive into the same direction (e.g. the transit route China-Kazakhstan-Russia).  

Azerbaijan would benefit from defending its competitive advantages and constantly striving to make it the most trade and transit friendly country. Investments to the infrastructure have been good but by further improving transparency and increasing the competitiveness of Azerbaijan’s logistics industry even better results could be achieved. Some specific measures could be considered, as to strive to make Baku a logistic centre for the region that may bring other value added creating activities like various ancillary services, re-labelling, packaging and light processing.

In general the transport sector could be a strategic sector for Azerbaijan, wherein the country is assumed to enjoy as well a competitive advantage. For SME however, logistics are seen as an important obstacle to foreign trade.
 Still, according to official statistics, 19,660 businesses engage in transport, storage and communication (thereof 18,850 individual entrepreneurs).
 As such, the sector is in itself an important provider of employment.

Transport companies suffer from more than technical and infrastructural shortcomings: as in other sectors, simplified and clear licensing procedures and permits would help the situation. On a positive note, businesses engaged in the transportation of cargo and passengers are not required to register for VAT and can pay taxes according to the simplified regime.

The creation of a competitive infrastructure of logistics companies will not only significantly facilitate international trade, but also domestic trade. It can safely be assumed that one successful logistics cluster will find imitations in other parts of the country, thus having the potential to encompass also other regions. The impact of those clusters will not only be through direct employment creation, but especially through improved access to markets from farmers, and through better knowledge and capabilities to securely and safely transport perishable and other products. As experienced in numerous other countries, wastage during transport can be very high, thus significantly reducing the profit of the producer, and/or increasing the market price.

Logistics businesses are integrated service providers into all value chains. They exist in sufficient quantity in Azerbaijan because of which the promotion of start-ups is not required. However, they seem to work rather isolated, with limited managerial and technical capacities, and based on a very limited supportive physical infrastructure. Since most infrastructures are rather large scale investments, a larger number of small enterprises need to come together to justify the investment.  It is thus beneficial to focus on clustering. 

The main characteristics of an industrial cluster are: 

· geographic concentration, a spatial proximity of businesses with a long term orientation;
· specialization around a core activity/product to which all actors relate;
· multiple actors, including firms, public authorities, academia, members of the financial sector and collaborative institutions;
· competing and cooperating actors. 

This specific climate also fosters innovation. A critical mass to achieve sufficient inner dynamics is necessary.

There is already a small cluster of logistics companies in Absheron. Most are SME based, where one or a few people operate one truck. A customs warehouse is present, but cooling facilities, loading ramp and similar infrastructures are missing. Potential other sites for such clusters could be at the main border crossings to Russia (for trade to Russia and Central Asia) and Georgia (for trade to Georgia and Europe).

3 Annual Work Plan

Year: 

	PLANNED ACTIVITIES

List activity results and associated actions 
	Timeframe
	Planned Budget

	
	2011
	2012
	2013
	Amount USD

	Output 1: The selected cluster avails of a feasible development strategy agreed by all participants.
	
	
	
	

	Activity 1: Identify feasible existing cluster and cluster site, or identify new cluster based on key evaluation criteria (competitive potential, pro-poor linkages/impact, number, density and kind of participating companies, development stage, interest of stakeholders, proximity and interest of supporting institutions).
	X
	
	
	25.000

	Activity 2: Identify cluster stakeholders and build interest and participation.
	X
	
	
	10.000

	Activity 3: Identify cluster leadership/governance and obtain a mandate for it. Consider legal codification.
	X
	
	
	10.000

	Activity 4: Support the leadership in diagnosing the cluster.
	X
	
	
	50.000

	Activity 5: Engage relevant state institutions, banks, academia and other support organisations into the cluster, and elaborating with all stakeholders a cluster development strategy.
	X
	
	
	30.000

	Activity 6: Develop a monitoring, evaluation and documentation system and ensure its constant implementation through cluster representatives.
	X
	
	
	20.000

	
	
	
	
	

	Output 2: Institutional and other services and linkages actively support the development of the cluster
	
	
	
	

	Activity 1: Support the creation and formalisation of networks/linkages between the cluster and relevant support stakeholders.
	X
	X
	
	10.000

	Activity 2: Support the promotion and marketing of the cluster, its integration in value chains, and its linkages with markets they serve (especially rural markets).
	X
	X
	X
	150.000

	Activity 3: Support government authorities to extend the existing customs point to a model customs point located in the cluster, including all relevant infrastructure and procedures. Support especially the introduction of e-customs facilities for this customs point.
	
	X
	X
	250.000

	Activity 4: Support banks and potentially micro-finance institutions in adjusting their credit portfolio and conditions to the specific demands of the cluster participants.
	
	X
	X
	75.000

	Activity 5: Support providers of transport related non-financial business services (consulting, training, communication, marketing, packaging, design, etc) in connecting to the cluster and providing demanded services.
	
	X
	X
	50.000

	Activity 6: Link the cluster up with existing private sector institutions, with the surrounding communities, 
	X
	X
	X
	10.000

	
	
	
	
	

	Output 3: Cluster participants and representatives are capacitated to implement the cluster development strategy.
	
	
	
	

	Activity 1: Conduct a capacity assessment of all cluster participants, identify capacity gaps and agree on strategies to overcome those gaps.
	X
	
	
	100.000

	Activity 2: Assess the requirement and benefits of a temporary financial subsidy system for cluster participants to contract demanded services, and implement such system.
	X
	
	
	75.000

	Activity 3: Support the representatives of the cluster to obtain the required physical infrastructure to successfully fulfil their tasks.
	X
	
	
	10.000

	Activity 4: Support the cluster to identify needs for physical infrastructure (incl. a service centre) and identify mechanisms for its financing, and support the satisfaction of these needs. Consider partial subsidies.
	X
	X
	
	15.000

	Activity 5: Design and implement a capacity building programme for all cluster representatives. 
	
	X
	X
	65.000

	Activity 6: Ensure the development of a cluster specific market for all demanded services.
	
	X
	X
	10.000

	
	
	
	
	

	Output 4: A vibrant cluster has obtained a voice at the regional and national level and supports replication or scaling.
	
	
	
	

	Activity 1: Support the creation of conditions and mechanisms that ensure constant, vibrant networking partnerships between cluster participants, and the cluster and its environment (incl. surrounding communities)
	
	X
	X
	50.000

	Activity 2: Create enabling conditions for developing innovative technologies.
	
	X
	X
	25.000

	Activity 3: Strengthen the capacities of the cluster to engage in policy dialogue and lobbying, and facilitate the engagement into these activities at the relevant policy/government level.
	
	X
	X
	100.000

	Activity 4: Support the cluster to engage in dialogue and exchange of experiences with private and public representatives of neighbouring countries.
	
	X
	X
	10.000

	Activity 5: Create awareness in the cluster of the benefits of replication/scaling, and facilitate its support to such initiatives.
	
	
	X
	150.000

	
	
	
	
	

	TOTAL
	
	
	1,300.000
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� Cf.: IFC: “Study on SME in Azerbaijan”, p. 10


� Dto., p. 30


� Dto., p. 113





