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Initial Concept Note
Potential priority areas for ENPI National Indicati ve Programme (NIP) for the
Republic of Azerbaijan 2011-2013

Introduction

The National Indicative Programme (NIP) for the Relc of Azerbaijan 2007-2010 sets
out the key priority areas for EC assistance torBaigan. As this will expire in 2010, a
new NIP to cover 2011-2013 needs to be prepared

This paper aims to list potential priority and suimrity areas for the new NIP on the
basis of the EUAzerbaijan ENP Action Plan and the Country StratBgper for 2007-
2013. The Action Plan, jointly agreed in Nov 2066ts out the strategic objectives of the
cooperation between Azerbaijan and the EU, ancetbier forms the basis for intensive
EU- Azerbaijan cooperation. The Country StrateggeP@utlines the priorities of the EC
assistance to Azerbaijan, drawing together allrfai@ instruments. A mid term review
of the document has assessed that the prioritiéseoCSP largely remain valid for the
next programming period of 2010-2013. However, didiaon the new priorities of the
bilateral track of the proposed Eastern Partnerahgptaken into account to reflect the
broader policy framework of the EU-Azerbaijan redas in 2010-2013.

This paper aims to identify key priority areas ged of financial assistance, which could
be financed under the national envelope of the gean Neighbourhood and Partnership
Instrument (ENPI). These may include areas for tviatlow-up assistance is desired to
previous EC programmes. In total, a maximum_of grweerall priority areas can be
identified in the NIP. As this indicative programmwél be valid for three years, the aim
should be that no more than three sub-prioritiesdentified per priority.

This paper will be used as a basis for initial dsstons with the government of

Azerbaijan, other stakeholders including Civil Sxgj EU Member States, and other
donors, with a view to identifying the key prioes and sub-priorities for EC assistance
under the ENPI for 2011-13.

The conclusions drawn in this paper for each sagjoresent an initial desk-assessment
for further discussion with stakeholders. The EQcammes input from all stakeholders on

specific needs and opportunities which there ar&eipn areas, on areas of the highest
priority, on areas which may need better coordomgtiand input on the lessons that
stakeholders have learned in key areas.

! This process will be carried out for all ENPI caies during 20009.
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Next Steps

Initial feedback to the concept note is expectenimfrthe government, and other
stakeholders and donors. The inputs required aesvirom stakeholders on the needs
and possibilities for assistance in key areas, lwhidl be analysed in order to propose a
set of priority areas for inclusion in the NIP. @ms basis, the draft NIP will be drafted.
The programming mission to discuss the draft veiket place in early April 2009 with
officials from the Commission visiting Azerbaijaarfdiscussions with the government,
and other stakeholders and donors.

Lessons Learned

Due to the comparatively long lead-in times for thplementation of EC programmes,
no projects under the current NIP have been coeglét Azerbaijan at this time.
Therefore, there are no lessons learned from EbiRhe time being.

Azerbaijan has had considerable budget surplustbegpast years due to the high prices
of hydrocarbons. Due to high public expenditurebas been able to afford considerable
public investments. It has done successful econoeiarms, while there has been only
limited progress on the political reforms, notalty the area of human rights, the

fundamental freedoms and the rule of law. Recettily,government’s focus has been on
the diversification of economy.

As compared to other donors, the EC sees its catiparadvantages in areas such as
democratisation and the rule of law, institutionlding including public administration
reform, public finance management, alignment with $fandards and regulatory reform,
promoting economic and social cohesion and divieetibn of economy.

The Neighbourhood Investment Facility has beenbésted by the EC to provide grant

funding in support of lending operations by Int¢im@al Financial Institutions, and this,

rather than the ENPI National Programme shouldhieekey source of EC funding for

infrastructure construction and for large investteenn energy, transport and

environment sectors. Initially, Azerbaijan will kefit from a new NIF project supporting

Financial Intermediaries. In the future, there seémbe huge potential for the transport
and energy projects.

Key horizontal issues representing global policknties for the EU such as Climate
change, Migration, Aid for Trade, Rising Food Psi@ad Drugs will be considered in the
drafting process. Whenever possible these issumddshe included under other priorities
rather than leading to the definition of specifioopties and sub-priorities.
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Donor Coordination and aid effectiveness

The EU should operate to offer its support and digee in legislative reform and
approximation and institutional capacity buildifgdugh instruments such as Twinning,
and through larger programmes to support wideoseetorm. Where appropriate, other
EU Member States are encouraged to participateimh programming processes in order
to maximise the impact of donors.

Areas which require only small-scale assistanceillshoot be identified as priorities in
the NIP but will be discussed with other donorsi exception to this may be made when
sub-priority areas are identified under the headihéggislative reform, approximation,
and institutional capacity building, which can hegued using the twinning instrument.

Civil Society Cooperation

The EC has dedicated instruments for funding csokiety projects, notably the
European Instrument for Democracy and Human Rigirid, the Thematic Programme
for Non-state Actors and Local Authorities in Deynent, and these should remain the
primary funding mechanisms for civil society orgaations (CSOs) looking for project
funding.

CSOs have several important roles to play in thezgss of developing the new NIP.
Their advice, information and expertise in key armsaextremely useful in understanding
and defining priorities. CSOs have a role in mamiig the progress made both by the
government of Azerbaijan and donors such as theTB€ process of developing the new
NIP should go beyond obtaining input from CSOs, gmdmote dialogue not just

between the EC and CSOs, but between Civil Soeietlthe government of Azerbaijan
as well.

Potential priorities of intervention

e Support for Democratic Development and Good Govermace, including
Institution Building ?
o Rule of law and judicial reform
0 Public administration reform and public finance mgement
0 Anti Corruption
o0 Human rights, civil society development and loaayeynment

2Support for democratic development and good govemmis the first priority area in the current NIP.
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EC Assistance

The EC is preparing a Sectoral Budget Support siicki Reforms with 16M€ (AAP
2008). Twinning programmes will shortly be launchedsupport the Anti-corruption
Department of the Prosecutor’s office and to supita Parliament. On the protection of
human rightsthe EC launched the EIDHR country based schemg&zarbaijan early
2009.

Initial Analysis

This is clearly a key area for intervention, andhat heart of the EU-Azerbaijani ENP
Action Plan. Follow up activities can be envisagadthe area of judiciary. Initial
consultations have concluded that, the judiciadnfremains an area with real needs.

The EC should take steps to ensure that CSOs lsaweuah access as possible to the
EIDHR and the horizontal programme for Non-Statéofgand Local Authorities.

Conclusion

Some experience with the use of the sector budg®iast in this area will be available
after the implementation of the AAP 2008 on thepgupto the justice reform will start.
A widening of twinning could also be a realisticsgibility in this area.

« Support for economic and social development
0 Support to the diversification of economy (incluglinpromoting
entrepreneurship)
Support to agriculture and regional developrfient
Support to environment and environmental governance
Human resources development, including education
Poverty reduction

© O 0O

EC Assistance

AAP 2009 will provide support to Agricultural anduRal Development Policy support
(14 M€£). In 2006, the EC initiated a € 3.4 millioagional economic development
project. The EC has also been involved in the Feecurity Programme (1996-2006). In
2008, the EC launched "Vocational Education andnimg reform Strategy and Pilot
Implementation in a selected region in Azerbaijproject of € 3 million. Azerbaijan also
benefits from Tempus and Erasmus Mundus programmes.

3 Support for economic and social development isaify in the EaP. In the current NIP, this prigris
called “socio-economic reform”.
* EaP focus under bilateral track.
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The EC has launched a twinning project on the FQadlity and Safety Assurance and
Certification Requirements of Azerbaijani Fisherpducts.

Initial Analysis

This area is a central one in the implementatiothefAction Plan, and will be one of the
priorities of the EaP in its bilateral format. Eronment and climate change have also
been identified as horizontal EC priorities, ane tharticipation of Azerbaijan in the
Kyoto mechanism could be one area of attention.

It may be useful to build on the large programnmeagricultural and rural development,
and the previous Food Security programme. The fottisis area should be on planning
for regional development and on capacity building Ibcal authorities, rather than on
direct infrastructure investment.

Conclusion

This could be a key area of EC intervention. Thetaal budget support requires
complementary smaller, targeted activities suchvaisining.

« Support for trade and requlatory reform®

o Promoting trade and exports, including approxinrated trade related
legislation, support to the functioning of customs

o Further convergence of economic legislation (intigdstandardisation,
accreditation, conformity assessment and markeesglance)

0 Sector-specific regulatory aspects, including ia ttansport, and energy
sectors

0 Sanitary and phytosanitary issues (incl. food safetnimal health,
phytosanitary and veterinary services)

EC Assistance

The EC is providing technical assistance to theidtiiy of Economic Development (3
MEUR) with a specific component on Trade and the QVa&ccession; as well as
assistance to support the Export Investment clif@fdEUR). EC launched a twinning
on the Legal Approximation and Structural Reformthe Energy Sector of Azerbaijan,
(1 MEUR), and a twinning on the Strengthening ofar8ardisation, Metrology,
Conformity Assessment and Accreditation in SASMBtandards Agency Azerbaijan
(1.4MEUR).

® In the current NIP, the third priority is callesupport for legislative and economic reforms in the
transport, energy and environment sectors”.



DRAFT FOR DISCUSSION ONLY

Initial Analysis

This is an important area of engagement in Azesbaiwhich is gaining even more
importance in case of Azerbaijan’s accession to VARA the prospect for deeper trade
relations under the Eastern Partnership. Sanitad/ @hytosanitary issues may be a
potential area for smaller, targeted assistan@itir Twinning etc.

Conclusion
Investigation of further focus of potential sectovghin this important area is needed.

Instruments like Twinning would appear to best pthtor this type of intervention.

» Justice, Freedom, Security
0 Support to integrated border management
o0 Money laundering financial and economic crime
o Fight against organized crime (including traffiakim human beings)
0 Asylum issues

EC Assistance

Azerbaijan participates in the Integrate Border Bement Programme for South
Caucasus under the ENPI Regional Programme.

Initial Analysis

This might be an important sector, which may beconuge relevant once the Eastern
Partnership proposal, including mobility and setgugsues, will be adopted.

Conclusion
This is a potential sector for inclusion in the NfRthere is a realistic possibility for

progress on mobility issues under the EaP. It lgddo the priorities under EaP in the
bilateral track.

Additional area of intervention — pending on the plitical circumstances

» Conflict Settlement and settlement consolidation
0 Support to the settlement and settlement consaiaif the Nagorno
Karabakh conflict
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EC Assistance

It has been very difficult to implement projects foonfidence building measures to
support establishing contacts with the civil societ Armenia, Azerbaijan and Nagorno
Karabakh.

Initial Analysis

Depending on the political circumstances, this aresy require attention in the next
programming period. The EC has the InstrumentSiability at its disposal for short-
term actions for conflict resolution, and for rapictions should a settlement be reached
and ENPI Regional programmes can be used to finamagmber of activities including
people-to-people contacts. However, the NIP shoulktlude a provision conflict
settlement and potential post-settlement activitrdsich can be activated depending on
the political circumstances.

Conclusion

Settlement of the NK conflict should be a priority the new NIP, depending of the
political circumstances.
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ANNEX — Outline of the current ENPI Azerbaijan NIP 2007-2010

ENPI National Programme

The ENPI National Indicative Programme for the @&ri2007-2010 outlines three
priority areas and an allocation of € 92 milliorfimancial assistance:

Priority Area 1:
Support for Democratic Development and Good Govermnace €30m
Priority Area 2:

Support for socio-economic reform (with emphasis omregulatory
approximation with the EU acquis), fight against peerty and €32m
administrative capacity building
Priority Area 3:

Support for legislative and economic reforms in thetransport, €30m
energy and environment sectors

Total | €92nf

Priority Area 1: Support for Democratic Development and Good Gover nance

Sub-priority 1: Public administration reform and public financamagement
Sub-priority 2: Rule of law and judicial reform

Sub-priority 3: Human rights, civil society development and logavernment
Sub-priority 4 : Education, science and people-to-people contaatBanges

Priority Area 2. Support for socio-economic reform (with emphasis on regulatory
approximation with the EU acquis), fight against poverty and administrative capacity
building

Sub-priority 1: Promoting mutual trade, improving the investmeasiimate and
strengthening social reform

Sub-priority 2: Supporting the implementation of the SPPRED/SHPRSf the State
Programme for the Regional Development and of gowent plans for the non-oil sector
(strengthened competitiveness and diversificaticih@ economy).

Sub-priority 3: Sector-specific regulatory aspects, includingligudccounting

® From 2009 annual ENP budget, Azerbaijani allocatias reduced by 4 MEUR (from 24 MEUR to 20
MEUR). Thusthe total actual NIP allocation forAzerbaijan for 2007-2010 is 88 MEUR
’ Stands for poverty reduction.



DRAFT FOR DISCUSSION ONLY

Priority Area 3. Support for legislative and economic reforms in the transport, energy
and environment sectors.

Sub-priority 1: Energy, including reforms of the domestic lediska framework and
markets

Sub-priority 2: Transport, including reforms of the domestic $afive framework and
markets

Sub-priority 3: Environment



