Aid for Trade Project Concept Notes for the SPECA Region
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	Project Title
	Support to SMEs’ in the regions

	Outcome
	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:  
	$ 1,000.000                 

	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

The economy of Azerbaijan and especially its exports are heavily concentrated in the oil industry, mainly crude oil and its derivatives. The Government of Azerbaijan has together with its international partners seen the importance of diversifying the economy, and also further broadening and developing the current export portfolio of the country. In the same time, the development of the regions through increased employment, especially women’s employment, and investments have been set as priorities. 

The State Program on Development of Entrepreneurship in Azerbaijan mentions the following as activities until 2012: “Creation of the models of support for entrepreneurship; Widening of network of agricultural business services; Popularize the entrepreneurial activities in mountainous and frontier regions; and Motivation of vulnerable groups of population (such as women, youth, disabled) for involvement into entrepreneurial activity.” This project will support all of these activities. 

In addition, the State program on socio-economic development of the regions mentions that one of the priority tasks of the Azerbaijani Government is to achieve a balanced development of the economy through directing oil and gas revenues to the non-oil sector and an acceleration of the development of regions.      
2 Justification
According to State Programme on Development of Entrepreneurship in Azerbaijan the International competitiveness of private enterprises in the non-oil sector should be increased. This project targets its support to the development of the non-oil sector and an increase in its competitiveness. The same Programme identifies the agro-industry as an important non-oil sector in Azerbaijan. On the other hand the USAID Domestic Research Cost report confirms that Azerbaijan is competitive in a number of agricultural and agro-industrial products. At the moment though, most of the products are exported in their original form to foreign markets and no additional value is created to the final product.
This project will suggest two ways of giving additional value to agricultural products. First, adding value trhough the refinement, i.e. tomato into tomato pulp, of agricultural products. The project would initially only focus on a few products already known to be competitive, some few specific varieties of fruits and tomatoes and tomato products
. The products chosen should be validated at a later stage. Second, adding value though packaging. The packaging component of the project will be wider as this part would be mainly managed by a lead private company. Both ways would add value to existing products and this way strengthen the country’s competitive advantage in the sector.

Refinement
With regards to the first one, a micro processing facility could be set up in the region. Similar kind of kitchens have emerged in the United States, Canada, Ireland and the UK as a means to stimulate business development in both rural and urban areas
. Most foods produced for sale cannot be processed (cooked, canned, frozen, packaged or otherwise altered for sale and consumption) in a typical home kitchen. Rather, in order to sell prepared food, it must be processed in a kitchen that meets conditions of layout, equipment, sanitation, and management and passes regular inspection. It is also important that the kitchen is of a size which allows commercial volumes to be processed.

Giving access for small scale farmers to a micro processing facility (kitchen) increases options for adding value to products, since investing in and maintaining a kitchen of their own would require a big investment and most likely be unprofitable as their use by small scale farmers is often limited to occasional processing during harvest time and they tend to have a small volume of production. As a result, few farmers are able to launch a business enterprise that involves processing their products for sale.

These kitchens allow new farm and non-farm enterprises to get started and eventually to be profitable. Typically producers bring their product, use the kitchen to process the food, and then take the resulting product to market. Producers thus become temporary tenants of a cooperative kitchen, paying rent for the time used (usually by the hour) and sometimes for storage, equipment and other costs. In the beginning, products might end up on the national market but in the long run, the target would be the international markets in order to ensure best possible price for the products. A special emphasis would be given to the inclusion of women in the activities in order to increase women’s employment in the regions.

Packaging

With regards to packaging, the centre would provide packaging for the refined products, but also the facilities for the packaging of plain agricultural products. Azerbaijani fruits and vegetables are mostly sold through a network of Azerbaijani traders to the markets of Moscow. However, if these products were properly packed to avoid damage, they would not only be sold for significantly higher prices in the stores, but each delivery would result in much lower wastage, thus increasing effectiveness. Furthermore, packaging itself is known to be very labour intensive and would therefore have a large employment creation potential in the rural areas. A package does not only ensure protection and conservation of the products during and after transportation, but it provides also important product information to the final consumer, often required or at least appreciated at the end of the chain.
In addition to increasing the employment in the non-oil sector of the economy in the regions and enhancing entrepreneurship, refinement and packaging would create additional value to the agricultural products and support issues like food safety, quality standards and to a certain extent provide economies of scale. UNDP has extensive experience in the region with similar kind of activities. One example is a UNDP project in Georgia
, namely the Kachreti Food Micro-processing facility but also to some extent the UNDP Black Sea Trade initiative
. Lessons learned from prior projects would be most beneficial for the case in Azerbaijan.
3 Expected Output(s)

The overall objectives of the project are to support the employment of the non-oil sector of the economy in the regions, enhance entrepreneurship and support the diversification of exports. 

The project specific outputs are the following: 

Output 1. A packaging facility in the Ganja region is created.

Output 2. Small scale farmers have access to a micro processing facility that gives additional value to their agricultural products.

Output 3. The insitutional capacity of AZPROMO central Office and regional office in Ganja is developed.
4 Proposed Approach & Strategy, including Capacity Development Strategy

The project will be implemented in partnership with AZPROMO. The Azerbaijan Investment Promotion & Advisory Foundation was established in 2003 with the purpose of maximizing the inflow of FDI into the non-oil sector of the Azerbaijani economy. In August 2005 it was agreed to expand the Foundation’s mandate to also include export promotion and to change the name of the Foundation to the Azerbaijan Export & Investment Promotion Foundation (AZPROMO). The main goal of AZPROMO is to support the achievement of balanced development of the economy both from sector and regional perspectives and implement measures necessary for the promotion of export & investment primarily in the non-oil sector, improvement of business environment in the country and increased international competitiveness.

The project is divided in three components: packaging, refinement and capacity development of AZPROMO. 

1. The packaging of agricultural products
The project is proposed to be done also together with the Azerbaijan Investment Company (AIC; Equity fund). The AIC has indicated that an Israeli business is interested in setting up a packaging business (focus on cardboards for agricultural purposes, including adjacent services) near Ganja. This would be established by the AIC together with the Israeli company. The use of the premises as well as potential tenants is still to be determined. The idea though would be to engage Azerbaijani SME in the development of this centre and to create a packaging industrial cluster / value chain wherein the Israeli company would take up the governance role. 

Building up a project intervention around just one company might be seen as critical, but certainly not as unusual. More often than not, projects start on a pilot base with just one or two lead companies (or associations) and supporting small producers to become productive partners in the supply chain of such company. 

In the envisaged centre the lead company would produce the packaging material and SME’s would provide specialized services and input products to the lead company, facilitate distribution, and would especially cater for clients whose lots are too small to be profitable for a large scale production. These services would be particularly in the area of

· packaging of products; 

· labelling of small lots;
· design of labels and packages.
The centre’s set up would be the following: 

· Production of the packaging materials run by the Israeli company;
· Packaging and labelling services provided by a local SME; 

· Cold storage facilities, i.e. function of the so called middleman, buying the packaged/labelled products from farmers.
So as an example, a farmer would bring her products to the centre, refine the products in the kitchen by processing the products (paying a user fee). Then s/he would have the product packed and labelled and bought by the cold storage provider. The cold storage provider would then have the products transported to the final markets. So basically, the centre would work as one company, but set up by a few SMEs’, with several farmers contributing in the production of the products. The farmer would get a better price as s/he would have the possibility to give some additional value to the product, using the services of the centre.  

2. The refinement of Agricultural products
The Micro processing facility would be set up within the premises of this centre and serve the farmers in the region, on a cost recovery basis. As mentioned before, initially it would concentrate on specific products considered to already have a competitive advantage in the market. 

With regards to the managment of the kitchen, a manager would be recruited to be in charge of the daily operations. Cost recovery through a user fee is essential to ensure the financial sustainability of the kitchen and ultimately, for replacement of equipment once obsolete. 

3. Capacity Development of AZPROMO
AZPROMO would have its offices within this centre and support the SME’s in the regions with regards to trainings on certifications, exporting, branding of products, food preparation techniques/processing, food safety to local farmers (HACCP, other specific for EU, WHO/FAO) and the promotion of GSP+. This component would further develop the services already provided by AZPROMO in the regions, hence further strengthening the institutional capacity of AZPROMO. It would be beneficial to bring together producers, refining and packaging capacity, and the services that AZPROMO provides. 

One possibility would be to create a brand with the expertise of AZPROMO for the products produced in the centre (ex. Tomato Juice - “Ganja Valley Gardens”). This way it would be easier to get the products produced in the centre integrated into existing value chains and get them into wholesalers and retailers.

4. The primary purpose of this center for SMEs‘ in the regions is:

· enhanching the professional growth of entrepreneurs and emerging food businesses, and providing support to existing businesses in the food-manufacturing sector; and

· enabling farmers to add value by food processing and packaging;
· employment creation in packaging and labelling of products; 
· provide training in above mentioned areas. 

Opportunities for Cross-Practice Collaboration

In order to promote women‘s employment in the rural areas, special conditions could be considered. Through targeted polls, major contraints for women‘s participation could be identified, whether it be the lack of transport or absence of child care. A child care system in the villages headed by the elderly women of the community could be considered. The project would also specifically target SMEs‘ owned companies or womens cooperatives and reserve a certain amount of places of training for women. 

It might be considered controversial that while introducing packaging to agricultural products and thus creating additional value in the economy, the project in fact simultaneously contributes to increased amount of waste produced. It is a known fact that the amount of waste produced correlates strongly with economic development of any given country. However, this would be taken into consideration in the discussion with the Israeli company, and environmentally friendly packaging materials would be preferred.

With regards to other opportunities, USAID’s major PS development program –PSCEP- has a sectoral and value chain focus. It works with poultry, fruits/vegetables, diary, aquaculture, ICT and finance sectors/value chains, mostly however limited to the upstream part of the Value chains. The value chain analyses made by USAID would give valuable information about the current status and needs. USAID could be consulted throughout the process.  
5 Annual Work Plan

Year: 

	PLANNED ACTIVITIES

List activity results and associated actions 
	Timeframe
	Planned Budget

	
	2011
	2012
	2013
	Amount USD

	Output 1. A packaging facility in the Ganja region is created.
	
	
	
	

	Activity 1. Packaging equipment is procured and installed.
	
	X
	
	200.000

	Activity 2. Capacity development of Project Staff to operate machinery
	
	X
	
	75.000

	Activity 3. Training to local entrepreneurs in different packacing alternatives, requirements for labeling and exporting. 
	
	X
	X
	75.000

	
	
	
	
	

	Output 2. Small scale farmers have access to a micro processing facility that gives additional value to their agricultural products.
	
	
	
	

	Activity 1. A cooperative kitchen is procured and installed
	
	X
	
	300.000

	Activity 2. Staff is employed and trained to operate the kitchen
	X
	X
	
	75.000

	Activity 3. Awarness raising activities in the local communities about the center and its services, how cooperatives can use the services and create additional value for their products.
	X
	X
	X
	150.000

	
	
	
	
	

	Output 3. The insitutional capacity of AZPROMO central Office and regional office in Ganja is developed.
	
	
	
	

	Activity 1. Travel to Georgia to get to know the cooperative kitchen already been set up. 
	X
	
	
	25.000

	Activity 2. Capacity development in providing advisory services to the local cooperatives with regards to packaging, labeling and incorporation of products into bigger value chains. Also advise on how to export products to foreign markets.
	X
	X
	
	100.000

	TOTAL
	
	
	
	
	
	
	
	1,000.000
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� (USAID study of 2009 / Domestic Resource Cost approach, and a UNDP study of 2009 / Revealed Comparative Advantage approach).





��HYPERLINK "http://www.agincubator.org/AIF/NOCK2.html"�http://www.agincubator.org/AIF/NOCK2.html�;  �HYPERLINK "http://www.foodcentrewales.org.uk/English/index1.htm"�http://www.foodcentrewales.org.uk/English/index1.htm�; �HYPERLINK "http://kitchenchicago.com/"�http://kitchenchicago.com/�  


� Food Microprocessing Facility � HYPERLINK "http://groups.undp.org/t/3438066/547927/4827/0/" �Development Concept Final 04 02 2010.docx�


� � HYPERLINK "http://www.undpforblacksea.org/links.htm" �http://www.undpforblacksea.org/links.htm� 





