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DATASHEET

BASIC INFORMATION

Country(ies) Project Name
Azerbaijan Employment Support Project
Project ID Financing Instrument Environmental and Social Risk Classification
| Proj
P171250 r_westr.nent roject Moderate
Financing
Financing & Implementation Modalities
[ ] Multiphase Programmatic Approach (MPA) [ 1 Contingent Emergency Response Component (CERC)
[ ] Series of Projects (SOP) [ ]Fragile State(s)
[ ] Disbursement-linked Indicators (DLIs) [ 1Small State(s)
[ ] Financial Intermediaries (Fl) [ 1Fragile within a non-fragile Country
[ ] Project-Based Guarantee [ 1 Conflict
[ ] Deferred Drawdown [ ] Responding to Natural or Man-made Disaster

[ ] Alternate Procurement Arrangements (APA)

Expected Approval Date Expected Closing Date
05-Mar-2020 31-Dec-2025
Bank/IFC Collaboration

No

Proposed Development Objective(s)
The Project Development Objective is to improve vulnerable people's access to employment.
Components

Component Name Cost (USS, millions)
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1. Enhancing the scope and effectiveness of the Self-Employment Program (SEP)
2. Strengthening employment services and programs

3. Project Management, Monitoring and Evaluation

Organizations

Borrower: Republic of Azerbaijan

Implementing Agency: Ministry of Labor and Social Protection of the Population (MLSPP)

PROJECT FINANCING DATA (USS, Millions)

SUMMARY

Total Project Cost
Total Financing
of which IBRD/IDA

Financing Gap

DETAILS

World Bank Group Financing

International Bank for Reconstruction and Development (IBRD)

Expected Disbursements (in USS, Millions)

WB Fiscal Year 2020 2021 2022 2023 2024
Annual 10.53 23.39 22.51 21.64 21.52
Cumulative 10.53 33.92 56.43 78.07 99.58
INSTITUTIONAL DATA

Practice Area (Lead) Contributing Practice Areas

Social Protection & Jobs Finance, Competitiveness and Innovation

95.50

2.00

2.50

100.00

100.00

100.00

0.00

100.00

2025

0.42

100.00
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Climate Change and Disaster Screening

This operation has been screened for short and long-term climate change and disaster risks

SYSTEMATIC OPERATIONS RISK-RATING TOOL (SORT)

Risk Category

1. Political and Governance

2. Macroeconomic

3. Sector Strategies and Policies

4. Technical Design of Project or Program
5. Institutional Capacity for Implementation and Sustainability
6. Fiduciary

7. Environment and Social

8. Stakeholders

9. Other

10. Overall

COMPLIANCE

Policy

Does the project depart from the CPF in content or in other significant respects?

[ 1Yes [V]No

Does the project require any waivers of Bank policies?

[ 1Yes [V]No

Rating
Substantial
Moderate
Moderate
Substantial
Substantial
Substantial
Moderate

Moderate

Substantial
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Environmental and Social Standards Relevance Given its Context at the Time of Appraisal

E & S Standards Relevance
Assessment and Management of Environmental and Social Risks and Impacts Relevant

Stakeholder Engagement and Information Disclosure Relevant

Labor and Working Conditions Relevant

Resource Efficiency and Pollution Prevention and Management Relevant

Community Health and Safety Relevant

Land Acquisition, Restrictions on Land Use and Involuntary Resettlement Not Currently Relevant
Biodiversity Conservation and Sustainable Management of Living Natural Relevant

Resources

Indigenous Peoples/Sub-Saharan African Historically Underserved Traditional Not Currently Relevant

Local Communities

Cultural Heritage Not Currently Relevant

Financial Intermediaries Not Currently Relevant

NOTE: For further information regarding the World Bank’s due diligence assessment of the Project’s potential
environmental and social risks and impacts, please refer to the Project’s Appraisal Environmental and Social Review
Summary (ESRS).

Legal Covenants

Sections and Description

No later than thirty (30) days after the Effective Date, establish and thereafter operate and maintain, throughout
Project implementation a Steering Committee responsible for Project oversight and coordination, led by MLSPP,
and with the composition and functions set forth in the Project Operational Manual.

Sections and Description
No later than thirty (30) days after the Effective Date, establish and maintain, throughout Project implementation, a
Working Group led by the PIU, with the composition and functions set forth in the Project Operational Manual.

Sections and Description

No later than two (2) months after the Effective Date, approve and implement an annual training program on the
Environmental and Social Standards, according to the terms and conditions set forth in the Project Operational
Manual.
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Conditions

Type
Effectiveness

Type
Effectiveness

Description

The PIU has been established by the Borrower, through MLSSP, with the staffing, functions
and resources set forth in the Project Operational Manual, which include, inter alia: (i) a
director, (ii) a procurement specialist, (iii) a financial management specialist, (iv) an
environmental specialist, and (v) a social specialist.

Description

The Project Operational Manual has been adopted by the Borrower in a manner and with
content acceptable to the Bank.
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I. STRATEGIC CONTEXT

A. Country Context

1. Over the last 15 years, strong economic growth has propelled Azerbaijan into the upper-middle-
income status. The country’s gross national income (Atlas method) per capita rose from US$610 in 2000
to US$4,080 in 2017.! The rapid transformation was made possible by the exploitation of hydrocarbon
resources (oil production) and high levels of public expenditure. Mining, which mainly represents oil and
gas, contributed about 50 percent to the total gross domestic product (GDP) from 2005 to 2012 (State
Statistical Committee [SSC]). Among the non-oil sectors, the biggest increase took place in the
construction sector. However, in the last few years economic growth slowed substantially. A collapse in
global oil prices in 2014-2016 led to a decrease in real GDP by 3.1 percent. The resulting macroeconomic
instability wiped off the external surplus and sharply reduced government revenues. Many sectors,
especially in the non-oil industry, remain underdeveloped and grew only marginally over the years. While
services became more important in Azerbaijan’s economy, most service activity takes place in non-
tradable sectors such as transportation, public administration, and education.

2. During 2017-2018, the Azerbaijan economy began to recover, albeit at a sluggish pace,
supported by favorable terms of trade and stable oil production. Economic growth was only 0.1 percent
in 2017 and accelerated to 1.4 percent in 2018, with the non-oil sector leading the modest recovery.
Agricultural growth averaged 4.5 percent, fueled by higher exports to the Russian Federation, and output
in most service sectors recovered to the prerecession levels. Construction remains an exception to this
pattern, still posting negative growth rates. Oil sector output growth was limited by Azerbaijan’s
participation in the agreement between Organization of the Petroleum Exporting Countries (OPEC) and
non-OPEC countries. On the expenditure side, caps on oil sector output resulted in modest exports
contribution to growth, while domestic demand was held back by subdued wage and credit growth.

3. Since 2015, slower economic growth and high inflation have impaired economic performance
in Azerbaijan, posing a threat of reversing the progress attained by the country on poverty reduction.
Azerbaijan experienced significant and steady poverty reduction, with the poverty rate? declining between
2005 and 2015 from 29 percent to 4.6 percent and the middle class® growing from 18.9 percent to 55.6
percent over the same time period. There are also significant spatial disparities in welfare across regions
as well as between rural and urban areas within each region. Poverty in Azerbaijan is concentrated in rural
areas, and the leading areas in development are mainly urban, including Baku. Azerbaijan’s progress
toward achieving the World Bank Group’s twin goals was brought about by public sector-driven growth,
in combination with increases in wages and social transfers.

4, The growth model has been driven by strong foreign direct investment inflows and the oil
boom, though it has not created enough high productivity jobs. Employment growth has not been
keeping pace with the growth of the country’s economy. The economic boom caused a huge increase in
productivity in mining, which is not labor intensive (employs only about 1 percent of the workforce). The
majority of the workforce is employed in low productivity sectors: 36 percent of workers work in
agriculture (the share is higher in rural areas), most in subsistence agriculture, and 6.7 percent in trade

1 http://www.doingbusiness.org/data/exploreeconomies/azerbaijan.
2 Using the international upper-middle-income poverty line of USS5.5 per day per capita in 2011 prices.
3 Where middle class is defined as earning USS11 or more per day per capita in 2011 prices.
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services. Very few workers are employed in productive sectors with export potential, such as financial and
business services (4 percent) and manufacturing (7 percent). Self-employment is high (45 percent),
especially in rural areas (84 percent of those working in agriculture are self-employed). Self-employment
is also fairly prominent as a share of total employment in construction (58 percent) and transportation
(45 percent). Financial and business services also have a high proportion (44 percent) of self-employed,
possibly due to the prevalence of independent professions and highly skilled consultants in these areas.
While self-employment can be a very heterogeneous category, encompassing both high-growth
entrepreneurs and subsistence work, the vast majority (over 90 percent) of self-employment in Azerbaijan
is own-account work, that is, people working for themselves without employees. This suggests that self-
employment is of a small-scale, subsistence nature, rather than reflecting truly entrepreneurial activities.

5. Employment outcomes are lower for women, youth, internally displaced persons (IDPs), and
people with lower levels of education. While Azerbaijan’s overall labor force participation rate (71
percent in 2016, approximately 5 million people) is in line with that of other Europe and Central Asian
countries, low female labor force participation is a concern (labor force participation rate is 54 percent
for women as opposed to 75 percent for men).* Labor force participation is higher in rural areas, mostly
because the rural workforce is employed in subsistence agriculture. Highly educated individuals are
significantly more likely to participate in the labor force. IDPs have lower employment rates and higher
inactivity rates than non-IDPs. They have few income-generating options and are highly dependent on
state transfers and subsidies as their main source of income. Youth face significant challenges entering
the labor market, and many young women are not in employment, education, or training (NEET). The
NEET rate for youth 15-24 years old in Azerbaijan was about 24 percent in 2015. However, the gender
gap is substantial: at 32 percent the female NEET rate is three times higher than that of young men (11
percent). The high female NEET rate is due to limited job opportunities, skill mismatches, and family
responsibilities for women. Many employers report a lack of adequate skills among potential employees,
highlighting the importance of high-quality education (Rutkowski 2015).> Overall, unemployment is quite
low at 5 percent, although unemployment is higher for youth and for people ages fifty and above
indicating that the labor market is only partially able to absorb older, more experienced, workers.

B. Sectoral and Institutional Context

6. Though Azerbaijan has recently increased investment in social policies, social protection
spending is still low compared to the regional average. The Government has made significant
improvements related to social and labor policies in 2019, such as increasing the coverage of the main
social assistance program, increasing the minimum wage and pension benefit amounts, and launching the
first DOST® office in Baku to improve the efficiency of the social services delivery. The share of the total
government budget” allocated to social protection including social insurance, social assistance, and labor
market programs was 10.3 percent (AZN 2.3 billion) in 2019. This was 11 percent higher than the previous

4 World Bank. 2019. “Improving Employment Outcomes in Azerbaijan”, Working Paper, Washington, D.C., World Bank.

5 Rutkowski, Jan. 2015. Demand for skills: main results of the Azerbaijan STEP employer survey, Washington, D.C.: World Bank.

6 DOST, the Azerbaijani acronym for Centers for Sustainable and Operational Social Security, is a one-stop shop center to
administer the front office functions related to the administration of social services (pensions, disability benefits, and social
assistance benefits). The first DOST center was launched in Baku in May 2019. Three more centers are expected to be launched
in 2020 throughout the country. DOSTs are under the jurisdiction of the Ministry of Labor and Social Protection of the Population
(MLSPP).

71n 2019, the total government budget was AZN 25 billion, 11.2 percent higher than the previous year, in part to address social
issues.
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year, representing about 5 percent of GDP. This level of spending is below the average among Europe and
Central Asia countries (8.6 percent of GDP) and the European Union (EU) (19 percent of GDP). Social
insurance (pensions) accounts for about 85 percent of social protection spending. Spending on social
assistance is among the lowest in the region, around 0.8 percent of GDP. The Targeted State Social
Assistance (TSSA), the main poverty targeted cash transfer program, is the largest social assistance
program in the country, representing around 38 percent of the total social assistance expenditure in 2017,
equivalent to 0.3 percent of GDP. This share has declined since 2014—when the share of TSSA in social
assistance spending was 42 percent—due to the gradual decrease in the total coverage of the program
(in turn due to implementation issues related to the new automated application system). The TSSA
program’s scale rebounded only recently, in 2019. Spending on labor market programs is still low—about
0.04 percent of GDP in 2017—though the budget allocated to the Unemployment Insurance Fund has
increased significantly in the past two years driven by an expansion of the Self-Employment Program (SEP)
and unemployment benefits. Labor market programs include unemployment assistance, vocational
training, SEPs, and employment services delivered through the State Employment Service (SES) (Table 1).

7. Almost two-thirds of the population benefits from social protection transfers, although
coverage of the poor people with social assistance is low. In 2017, about 50 percent of households were
recipients of contributory social insurance transfers (mostly pensions) and about 25 percent of households
were recipients of social assistance programs. The TSSA program covers about 60,000 households, less
than 5 percent of the population as of July 2019; only one out of five households in the poorest quintile
were beneficiaries of the TSSA program in Azerbaijan as of 2015 (based on the latest household survey
data available to the team).

Table 1. Spending on Labor Market Policies in Azerbaijan (AZN, millions)

2014 2015 2016 2017 2018 2019
Unemployment benefit 5.60 5.90 15.20 17.50 12.80 2.20
SEP 0.00 0.00 0.00 6.00 30.10 55.10
Vocational training and additional education 0.90 0.90 1.10 0.90 1.00 1.50
Professional orientation 0.00 0.00 0.00 0.00 0.60 1.30
Public works 0.20 0.20 0.08 0.10 0.10 0.90
Labor fairs and labor exchanges 0.40 0.50 0.50 0.60 0.80 0.10
Total 7.10 7.50 16.80 25.10 45.40 61.20

Source: MILSPP.

8. The SES offers a limited array of active labor market programs (ALMPs). The SES is an agency
subordinated to the MLSPP and is responsible for the implementation of public employment services
(PESs) and programs. It has about 86 local offices in the country and approximately 713 staff. Programs
available to registered unemployed people include job search, job counseling, vocational training, vacancy
fairs, public works, the SEP, and unemployment assistance benefits (accounting for one-third of the
budget).® Jobseekers’ registration and job intermediation functions will be increasingly implemented in
coordination with DOSTs. As of December 2019, the SES had about 78,000 individuals registered as

8 By law, both public and private employers are required to submit available vacancies to the SES. However, only a fraction of
vacancies available in the economy are intermediated through SES channels as most employers do not register their vacancies
with the SES. Vacancies registered at the SES tend to be for unskilled or semiskilled workers and, consequently, mostly for low
wage jobs.
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unemployed (about 30 percent of the total unemployed in the country). The ‘unemployment status’ is a
requirement for being eligible to the menu of SES employment service.’ Few of the registered unemployed
belong to vulnerable groups. Among the registered unemployed people, the shares of IDPs, disabled
people, and beneficiaries of the TSSA are very low (11.5 percent, 1.4 percent, and 1 percent, respectively).
A third of the registered unemployed are women and 30 percent of them are youth (18-29 years). Almost
two-thirds are short-term unemployed (having been unemployed for less than six months), whereas only
one out of five is long-term unemployed (having been unemployed for more than two years). Almost half
of them (26,000) have completed tertiary education, and most of the unemployed have at least completed
general secondary education.®

9. The SEP was launched as an instrument to provide a ‘productive safety net’ to poor and
vulnerable people and reduce their dependency on public support. The SEP is the largest ALMP in
Azerbaijan managed by the SES under the MLSPP. The program, originally piloted in 2014 by International
Labour Organization (ILO),*! was scaled up nationally in 2016, based on a presidential decree. The SEP
provides basic business training, support to prepare a business plan, and in-kind assets (with an average
value of AZN 7,000)*? to vulnerable unemployed people with the objective to promote their self-
sufficiency through livelihood support and reduce dependency on public support. The priority groups for
the program participation were ‘socially marginalized and not protected people’ and persons with
disabilities (PWDs). The original objective of the SEP was to provide ‘active’ support to workable
vulnerable individuals, complementing the TSSA which provides regular ‘passive’ monthly cash transfers
for poor and vulnerable people who are not able to work due to illness, family duties, and other
constraints. In that sense, the SEP was launched as a graduation pathway for the TSSA workable
beneficiaries. The rationale for the in-kind assets transfers is that poor and vulnerable individuals lack
collateral to borrow through commercial banks and have limited access to markets (in addition to higher
skills and mobility constraints).

10. Building on the experience of the pilot, a presidential decree mandated the Government to
scale up the SEP to other rayons.'? Program funding amounted to approximately AZN 6 million in 2017,
which supported the scale-up to 84 regions and cities. In 2018, the Government invested AZN 35.8 million

9 The unemployment status is obtained as follows: when a person registers at the SES, he/she is treated as a ‘jobseeker’ for five
business days. Within this period, the SES tries to place the jobseeker in a private sector job or with public works. If the jobseeker
receives a job placement, he/she either accepts the job and leaves the SES, or rejects the job offer and consequently cannot stay
registered with the SES. If the person does not receive a job offer within five days, he/she automatically becomes registered as
unemployed and can subsequently access the SEP and other ALMPs.

10 SES data as of June 2019.

11 The SEP was piloted in the Goychay region in 2014 with support from the ILO. The pilot was very small in scale: 21 beneficiaries
(17 men and 4 women) and four trainers. Emphasis was placed on the background of the applicants, especially whether they had
any previous experience in the economic activity they were planning to undertake and whether they had any connections or
relations that could help with the activity implementation, such as education and family background. Both the future trainers and
program participants were trained together for a period of two months. The two-month-training focused primarily on the (a)
legal requirements, (b) development of a business plan, (c) tax rules, (d) basic accounting, (e) marketing tools and activities, (f)
social insurance requirements, and (g) employment principles (for those who may employ workers later).

12 The average and maximum monetary value of in-kind assets is subject to changes proportionally to changes in the Consumer

Price Index. Changes will be introduced through a procedure established in the Project Operational Manual.

13 Decree of the President of the Republic of Azerbaijan dated April 7, 2016, "On Additional Measures to Ensure Employment of
the Population.”

Page 9 of 73



The World Bank
Azerbaijan Employment Support Project (P171250)

on the SEP from the Unemployment Insurance Fund.* The number of beneficiaries increased from 1,281
in 2017% to close to 8,000 in both 2018 and 2019, respectively. The state budget investment for the next
years is expected to cover 10,000 beneficiaries annually. The criteria for the distribution of funds among
regions has been based on local consultative activities and labor market analysis carried out by the MLSPP,
including data on the unemployment rate and the number of farms. Based on administrative data shared
by the SES, 83 percent of the SEP activities are generated from livestock assets transfers, while the
remaining 17 percent are activities in manufacturing (for example, textiles and furniture); food processing
(for example, butchery and bakery); services (for example, mechanic and barber); and non-livestock
agriculture (for example, intensive gardening) generated from assets different from livestock. Only about
40 percent of the program beneficiaries belong to a vulnerable group (as defined by the law: women,
youth, IDPs and refugees, TSSA beneficiaries, veterans, and PWDs). Only 20 percent of the program
beneficiaries are women.

11. Existing evidence on the SEP’s performance points to general positive feedback among
beneficiaries and to specific areas to improve the program’s effectiveness. According to a 2018 survey
of SEP beneficiaries administered by the MLSPP, the general feedback on skills acquired through the
program was positive. The SEP beneficiaries are optimistic about their income-generating activities
prospects, though they could not answer when asked about business forecasting. The effectiveness of the
SEP could be improved by carrying out training and supervision not only at the end of the project, but
during the life span of the project. Specifically, the evaluation recommends the inclusion of (a) individual
business coaching to further develop skills and ensure the continuity of knowledge acquired during the
business training, (b) additional ‘on-the-job training’ to develop practical skills, (c) vocational training in
addition to business training, and (d) the development of monitoring plans for in-kind assets. Focus groups
with the SEP beneficiaries as part of stakeholder consultations suggest that (a) beneficiaries’” main
motivation for applying for the program was to become an entrepreneur; (b) the program achieves a
higher gender balance in urban than rural areas as the SEP supports mainly livestock rearing in the latter,
which is traditionally a male activity; (c) beneficiaries were unhappy with the long duration it took for
them to receive the assets; and (d) beneficiaries complained about not being able to reapply to the
program. Furthermore, consultations with the SES employees revealed the SEP beneficiaries’ strong
preference to receive more training in relevant areas.

12. An assessment conducted as part of the EU twinning project!® suggests that the implementation
and monitoring and evaluation (M&E) capacity of the SES is low. The SES staff caseload—the ratio of
clients to employment counseling staff—is quite high. By the end of 2019, on average, there were 300
registered jobseekers for one SES staff (within the EU, the average staff caseload is around 1:150; the
figure recommended by the ILO is 1:100.). However, the current selection practices of SES staff do not
ensure that staff have the competencies required for employment services. Hiring decisions are made
based on the general hiring procedure for civil servants, which does not take into consideration skills

14 The Unemployment Insurance Fund was created in 2018 as part of the country’s reform of the Law on Employment. Both
employers and employees contribute 0.5 percent of the employee’s salary to the fund. The fund’s objective is to finance
unemployment benefits and ALMPs. A total of 40 percent of the fund’s overall budget is dedicated to the SEP.

15 A total of 1,767 applicants were selected, of whom 1,644 completed a two-month training; 1,339 business plans were approved
and finally, 1,281 participants received assets (58 dropped out, while waiting for the assets). Each of the awarded participants
received, on average, an asset in the amount of AZN 4,000.

16 Report by the EU Twinning Project No. AZ13 ENI. Twinning is an EU instrument for institutional cooperation between public
administrations of the EU member states and beneficiary or partner countries. In the case of Azerbaijan, Lithuanian officials
provided technical assistance to the SES.
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specific for SES employees. Furthermore, it does not guarantee that new hires have sufficient information
technology (IT) skills, which are a prerequisite for being effective at their job. Currently, the SES does not
provide any introductory training to its staff and has no recruitment channels for hiring of specialists such
as social workers or psychologists. Lastly, the SES does not provide opportunities for employees to
specialize in functions, such as case management, nor does it conduct any profiling of clients, and has
limited interactions with employers. At the same time, some SES staff has undergone job-specific
trainings; and SES is currently finalizing its training strategy for 2020.

13. The vocational training centers (VTCs), operated by the MLSPP, require upgrading of curricula
and training materials, as well as stronger links with employers if they are to provide labor market-
relevant skills training. The MLSPP operates two VTCs in Baku and Goychay,? providing short-term
vocational training (up to a maximum of three months) for unemployed individuals registered with the
SES. The primary purpose of these training centers is to train active jobseekers (registered with the SES
with an ‘unemployed’ status) to improve their employability as well as retrain existing workers, especially
those at risk of losing their job and develop their capacities and assist them in job-to-job transitions. The
supply of certified vocational training courses by the VTCs is very limited and the scale is small: about
3,000 people are trained every year. An assessment of the VTCs, conducted as part of project
preparations, found that the choice of training modules is based largely on the supply of programs
available at the school and is not responsive to labor market needs. The VTCs have outdated workshops
and equipment and limited resources to retrain instructors.

14. The proposed project builds on previous lending and analytical engagement. The Social
Protection Development Project (P105116)—which closed in 2015—supported the MLSPP to improve the
delivery of labor market and social protection interventions through strengthened institutions, enhanced
institutional and human resources capacity, and improved targeting of social safety net programs. It
contributed to strengthening institutions and human resources capacity and improving the targeting of
social safety net programs. The recently completed South Caucasus Jobs Diagnostics and Advisory Services
(P168811) conducted a review of the SEP (as well as of all social protection and labor programs)® and an
assessment of hiring constraints among employers that was included and framed in the report titled
‘Improving Employment Outcomes in Azerbaijan’. The analysis indicates that lack of skills (technical,
interpersonal, and noncognitive) is among the main constraints employers face when hiring skilled labor.

C. Relevance to Higher Level Objectives

15. The proposed operation is built around supporting the SEP implemented by the Government of
Azerbaijan. The proposed activities aim to improve and scale up the program, consistently with the
recently adopted ‘Employment Strategy of the Republic of Azerbaijan for 2019-2030’'° and its Action Plan,
laid out in the ‘Law on Employment’ (No. 1196-VQ adopted on June 29, 2018). The third priority direction
on ‘increasing the scope and efficiency of the ALMPs and strengthening the integration of citizens in need
of social protection and those who have difficulties in finding an employment into labor market’ points to
the need to enhance the effectiveness and scale of interventions supporting entrepreneurship and self-

17 The other VTC center in Ganja will be operational in 2020.

18 World Bank. 2018. “Azerbaijan. Recent Crisis, Welfare and Social Protection.”

19 On October 30, 2018, the President of the Republic of Azerbaijan ordered a Decree on “Approval of the Employment Strategy
of the Republic of Azerbaijan for 2019-2030."
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employment through ‘ABAD’?° centers and the SEP. Article 24 in the Law on Employment specifies the
form of self-employment as materials, equipment, and other property that is provided to the beneficiary
on a contractual basis for two years: design parameters of World Bank support have been developed
consistently with this requirement.? The project also seeks to design private sector pathways for the SEP
beneficiaries with high potential to grow.

16. The proposed project is in line with the objectives of the World Bank Group’s Country
Partnership Framework (CPF) for Azerbaijan for the period FY16-20 (Report No. 95860-AZ, June 3, 2015).
The recently completed Performance Learning Review (PLR) of the CPF extends the implementation
period of the CPF until FY21 and reconfirms the importance of increased investments in human
development to address the existing social challenges, including high informality, underemployment, and
low labor force participation, particularly among women and youth. Increased investment in human
development would help address rural-urban disparities, as well as those across income groups and
gender. One of the priorities for the remainder of the CPF mentioned in the draft PLR is to contribute to
the Government’s SEP. In this sense, the proposed project is in line with Focus Area 1, in particular
Objective 1.2: Support access to, and satisfaction with, public services, and Focus Area 2 of the CPF
(Economic Competitiveness), according to the updated structure outlined in the PLR.

Il. PROJECT DESCRIPTION

A. Project Development Objective

17. The Project Development Objective (PDO) is to improve vulnerable people’s access to
employment. Vulnerable people are defined in accordance with the Law on Employment as beneficiaries
of the TSSA program, IDPs, refugees, women, youth, PWDs, long-term unemployed, individuals with less
than two years until retirement, and former convicts. The project will target in particular four of these
groups: the TSSA beneficiaries, IDPs, women, and youth who are either inactive or unemployed registered
with the SES. Employment refers to both self-employment and wage employment opportunities.

PDO Level Indicators
18. The achievement of the PDO will be measured by the following indicators:
(a) Share of SEP businesses in operation 24 months after asset transfer, by vulnerable group

(b) Employment rate among registered jobseekers, by vulnerable groups, including gender

20 ABAD stands for “ASAN support for family businesses” and provide support for family-owned small and medium enterprises
(SMESs) in rural areas of Azerbaijan.

21 During project preparation, the team has (a) discussed the option of providing cash grants versus in-kind transfers and (b)
offered lessons in a technical seminar from interventions providing microloans to entrepreneurs from marginalized communities,
based on the experience of the Hungarian ‘Kiutprogram’ microcredit facility. Neither option was deemed applicable as a result of
the referenced legislative framework.
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B. Project Components

19. To achieve the PDO, activities will support improved self-employment opportunities and also
build institutional capacity. Against its PDO, the project establishes three components, with the following
respective subcomponents:

. Component 1: Enhancing the scope and effectiveness of the Self-Employment Program (SEP)
o  Subcomponent 1.1: Expanding the program scale and scope of support

o  Subcomponent 1.2: Testing the introduction of complementary business support
services for selected SEP beneficiaries

o Subcomponent 1.3: Improving the governance and coordination mechanism of SEP
° Component 2: Strengthening employment services and programs
o  Subcomponent 2.1: Labor market assessment and development of a VTC strategy

o  Subcomponent 2.2: Outreach, profiling, skills assessment, and case management for
jobseekers

. Component 3: Project management, monitoring, and evaluation
o Subcomponent 3.1: Project management
o  Subcomponent 3.2: Monitoring and Evaluation

20. The project will be implemented through the network of local SES centers under the leadership
of the MLSPP. In agreement with the MLSPP, the project will start operating in 27 selected rayons®? in
2020 and then expand to other rayons (as approved by the World Bank) to support only SEP beneficiaries
requesting non-livestock-related assets. SEP beneficiaries requesting livestock® will be supported by the
government-sponsored SEP. The initial 27 rayons to be supported by the project in 2020 have been
selected based on agreed objective criteria to represent different economic-geographic conditions in
Azerbaijan. The Government ranked rayons (and subrayons in Baku) based on their combined percentage
of (a) the country’s population, (b) the share of registered unemployed residing in that area, and (c) the
share of all individuals who have applied to the SEP. Starting from 2021, the project will be gradually
scaled up to other rayons (as approved by the World Bank).

22 The 27 rayons include Binagadi, Khazar, Yasamal, Nasimi, Surakhani, and Khatai sub-rayons in Baku; the Sumgait rayon in
Absheron, Ganja-Nimazi, Shamkir; Tovuz rayons in Ganja-Gazakh; the Gabala and Shaki rayon in Shaki-Zagatala; the Masali and
Lankaran rayon in Lankaran; the Khachmaz and Guba rayon in Guba-Khachmaz; the Shirvan Mingachevir, Yevlakh, Barda,
Goychay, Imishli, and Salyan rayons in Aran; the Agyhdam and Fuzuli rayons in Yukhari-Garabagh; and Ismayili and Shamaki rayons
in Daghlig Sirvan. Project activities will only be carried out in areas controlled by the Government.

23 The MLSPP defines livestock as asset transfers of cows, sheep, goats, and chickens. Transfers of bees (for honey production),
which have proved successful under the project pilot, are not classified as livestock.
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Component 1: Enhancing the scope and effectiveness of the Self-Employment Program (SEP) (US$95.5
million)

21. The objective of this component is to support the scale-up of the SEP and improve its
effectiveness by diversifying the economic sectors of SEP businesses and complementing the existing
SEP with additional services. Starting 2021,%* the project will support about 5,000 SEP beneficiaries per
year with non-livestock assets, in addition to about 10,000 beneficiaries per year receiving livestock assets
as part of the SEP sponsored by the Government. The project will support SEP beneficiaries who plan to
start an income-generating activity not related to livestock and hence will provide in-kind assets
exclusively in the form of machinery, tools, and equipment. The government-funded SEP will instead
support the SEP beneficiaries requesting to initiate activities related to livestock. The project will support
the scale-up of the program and enhance the program effectiveness by strengthening the business
training component; providing the technical skills needed to expand the scope of the SEP activities toward
manufacturing and services (reducing the predominance of the SEP activities related to livestock);
introducing complementary business support services for selected businesses with higher probability to
grow and expand after the SEP (mentoring visits, incentives to accumulate savings, and additional capital);
strengthening the program implementation capacity (including improving its targeting, monitoring, and
staff capacity); and coordinating with the TSSA program. To enhance the program’s impact among
women, this component—in particular, Subcomponents 1.1. and 1.2—will streamline training to
encourage motivation and the development of an entrepreneurial mindset (this has proven to be
especially impactful among women); provide financial incentives to open saving accounts; and build the
capacity for entrepreneurial activities in occupations (for example, identified by the Azerbaijan Rural
Investment Project 2 [AzRIP-2]) as preferred by women (for example, tailoring, food processing, and so
on).

Subcomponent 1.1: Expanding the program scale and scope of support (US593.3 million)

22. This subcomponent will support the scale-up of the SEP, diversification of SEP businesses, and
enhancement of the business training currently implemented under the program. This subcomponent
will:

(a) Enhance the 40-hour, class-based ILO ‘Start and Improve Your Business’ (SIYB) training
module,?® which is currently implemented as part of the SEP by strengthening the business
practices module, by adding an orientation day to strengthen the beneficiaries
understanding of the program and local economies, adding a financial literacy module,
adding psycho-motivational elements throughout the training to develop key behaviors
associated with a proactive entrepreneurial mindset, and showcasing success stories among
the previous SEP beneficiaries;

(b) Provide in-kind assets (with the exclusion of livestock assets which will be provided by the
government-sponsored SEP) to approximately 22,000 SEP beneficiaries over the course of
the project to support the start-up of income-generating activities based on approved
business plans;

24 Around 2,000 beneficiaries are expected to be supported in 2020 after project effectiveness.
25 The SIYB training consists of four modules: (a) generate your business idea, (b) start your business, (c) improve your business,
and (d) expand your business.
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(c) Provide follow-up visits to ensure that the knowledge acquired at the business training is
applied ‘on-the-job’;

(d) Subsidize the cost of opening a bank account for those who decide to open an account;

(e) Outsource to private providers the delivery of technical trainings for selected nonfarming
activities/occupations in demand by the SEP beneficiaries whose supply by the VTCs is
limited; and

(f)  Upgrade the curricula of selected courses and equipment in the two VTCs operated by the
SES.

23. The enhanced business and psycho-motivational training is meant to equip beneficiaries with a
minimum set of business practices, financial literacy, personal motivation, and entrepreneurial mindset
associated with successful entrepreneurship?® as well as to assist them in the preparation of business
plans (to be evaluated and approved). Exposure to success stories from peers (‘role models’) will be
mainstreamed in the business training to foster beneficiaries’ aspirations and their capacity to visualize
success. The maximum value of the in-kind grants will be AZN 7,000 consistent with the government-run
SEP. A list of potential in-kind assets to be financed by the project has been developed and costed based
on the demand from the existing SEP beneficiaries whose business plans requested assets other than
livestock.?” A participative approach through the involvement of existing consultative mechanisms
between local stakeholders and the SES will be leveraged to identify and encourage beneficiaries to
initiate potential business activities that respond to respective local economies and product markets. At
the orientation workshop, promising business areas will be presented to promote the diversification from
livestock-related activities and encourage SEP beneficiaries to start businesses in the manufacturing and
services sectors.

24, The provision of short technical training courses will be aligned with local labor market
conditions and demand from program applicants. The provision of the technical training will be carried
out through third-party private providers, and through the MLSPP VTCs, depending on their capacity. As
more VTCs are expected to be opened during the project life cycle, it is expected that more beneficiaries
will be trained in VTCs over the course of the project. Initially, the project will significantly outsource the
provision of specific basic technical training (of about one-month duration) to private providers through
a competitive bidding process. As most of the existing market for basic technical training consists of
nonaccredited providers (there is currently only one accredited private provider in Azerbaijan),
accreditation will not be considered as a requirement, though a set of qualification criteria will be
developed to allow only prequalified providers to bid. Every year, about 3,000 SEP beneficiaries are

26 Campos, F. et al. (2018): “Teaching personal initiative beats traditional training in boosting small business in West Africa”,
Science, Vol. 257, Is. 6357; McKenzie, D. & Woodruff, C. (2017): "Business Practices in Small Firms in Developing Countries,"
Management Science, Vol 63(9), pp.2967-2981. Bloom, N. & Van Reenen, J. (2007): "Measuring and Explaining Management
Practices Across Firms and Countries," The Quarterly Journal of Economics, MIT Press, vol. 122(4), pp. 1351-1408

27 Assets are provided for the following types of businesses: manufacturing of textile goods, car washing, footwear manufacturing,
beauty salon, barbershop, manufacturing of furniture, bakery, joiners shop, confectionery shop, car painting, car mechanic, car
electrician, photo studio, plastic door and window production, carpentry shop, tire repair shop, greenhouse farming, door and
window production, video operator, floor polishing, butcher shop, dairy processing, and household services (equipment repair).
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expected to participate in the technical training as part of the SEP package to optimize the use of assets
provided under the program.

Subcomponent 1.2: Testing the introduction of complementary business support services for selected SEP
beneficiaries (USS1.7 million)

25. This subcomponent will support additional services for those SEP businesses with higher
potential to expand. ‘Necessity entrepreneurs’—such as SEP beneficiaries—are often outside formal
access to finance markets. The objective of this subcomponent is to provide additional services and access
to further finance to promote business development for a small subset of SEP beneficiaries who have
higher prospects to grow their business beyond subsistence. It is expected that some of the businesses
supported by the SEP? will maintain their livelihoods based on the sector of their in-kind transfer, some
will exit their lines of business, while others will grow and hire additional labor.?® In addition, this
subcomponent seeks to raise awareness on existing private sector pathways and pilot a small-scale
intervention addressing informational, knowledge, and financial constraints that may prevent high growth
potential SEP businesses to grow.

26. This subcomponent will support the piloting and evaluation of a set of services to expand the
businesses of some SEP beneficiaries. To this end, this subcomponent will invest in services that could
turn promising SEP micro-businesses into growing businesses. Promising SEP businesses will be identified
based on their business performance and plan to grow about 12 months after receiving the in-kind asset.
Specifically, the subcomponent will finance the following services for a few selected SEP businesses:

(a) Provision of additional funding as a matching grant of maximum amount AZN 3,500 for those
SEP beneficiaries who intend to expand their line of business based on adjudication of their
expansion business plans;

(b) Larger business award to be awarded based on a business plan competition where proposals
to scale up the business will be prepared, by the SEP beneficiaries, and evaluated;

(c) Provision of individual mentoring visits and advisory services during the first four months of
business operation focusing on relevant business skills and practices, including market
development and intelligence, as well as management capacity; and

(d) Provision of informational sessions on the existing financial instruments with a focus on
existing concessional loans (including the subsidized agro-credit programs run by the
Ministry of Agriculture), opportunities with the movable collateral registry, business
development services (such as those offered by the Small Business Development Agency),
and other debt opportunities that SEP beneficiaries can use to attract additional financing
to scale up their business.

27. The design of this subcomponent is centered around self-selecting promising SEP entrepreneurs
and providing them with an opportunity to avail additional support through a mechanism that is publicly
funded but mimics practices in the private sector. Across the life of the project, 280 SEP beneficiaries are

28 Successful SEP beneficiaries are mandated to register their income-generating activity as a business within two years from
receiving the in-kind asset.
29 This is currently a major constraint for micro and small and medium enterprises in Azerbaijan.
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expected to receive matching grants and about 8 will be awarded business awards. This corresponds to
approximately half of one percent of the total SEP beneficiaries supported by the project.

Subcomponent 1.3: Improving the governance and coordination mechanism of SEP (USS0.5 million)

28. The project will support improved governance and coordination arrangements of the SEP
implementation. To this end, the project will finance the following:

(a) Introducing innovative information and communication technology solutions to streamline
access to the SEP through a dedicated beneficiary support portal and mobile app. These
services will allow for online application to the program and facilitate subsequent interaction
with SEP case officers (SEPCOs);

(b) Training the SES staff for improved engagement modalities with clients as well as improved
selection of beneficiaries with a special focus on working with vulnerable groups and
technical and social support to clients;

(c) Strengthening outreach and the selection process for the SEP (targeting) in local SES centers,
particularly for women to increase their participation in the SEP;

(d) Improving the coordination between the TSSA and SEP through the development of a TSSA
graduation strategy and trainings provided for welfare office frontline staff; and

(e) Upgrading the SES management information system (MIS) to improve the monitoring and
performance management of the programs as well as the analysis of the SEP beneficiary
data.

29. The selection of beneficiaries will be based on the existing jobseeker registry (approximately
200,000 unemployed as of end-2019), with an explicit (but not exclusive) targeting of jobseekers from the
categories of vulnerable individuals: youth, women, IDPs, and beneficiaries of the TSSA program. An
assessment of the country personal data protection policies and the MLSPP’s data systems will be
conducted during implementation to identify gaps. The objective will be to put in place a framework for
protecting personal data used in the program and strengthening the IT governance and capacity, as well
as to ensure that project personal data related activities are carried out in accordance with international
best practices.®

Component 2: Strengthening employment services and programs (US$2 million)

30. The objective of Component 2 is to improve the SES’ capacity to perform its core tasks including
clients’ assessment, counseling, job matching, and referral to appropriate employment programs. It also
aims to support the MLSPP’s efforts to expand and improve the VTCs. Beneficiaries of this component are

30 International Best Practice consists of the following: (i) (a) ensure the rights of individuals with respect to the fair and legitimate
processing of their data, including that the purpose of collection and use of data are known to those individuals, (b) only that
data which is necessary for the stated purposed are collected and used, (c) data be retained only for so long as is necessary for
such purpose, and (d) individuals whose data is collected and used have the right to ensure the confidentiality and accuracy of
that data, and (ii) data processors (a) take such measures as are necessary to ensure the security of such data and that such data
are processed transparently, (b) undertake not to transfer such data to third parties without the consent of those individuals, and
(c) provide procedures and mechanisms to enable the rights described above.
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the inactive and unemployed registered with the SES, with a focus on women, youth, IDPs, and the TSSA
beneficiaries. This component complements the first component in achieving the overall objective of the
project as it will allow the SES to adequately segment SES clients between the SEP and other employment
programs. Some SES clients might not have the skills or motivation required for entrepreneurship and
would therefore be better served through other forms of assistance. The SES is also expected to play a
very important role in mediating labor market inclusion of able-bodied poor and vulnerable adult
beneficiaries of the TSSA program. Thus, the SES should strengthen its outreach services to vulnerable
populations and offer flexible programs and multiple services to address this groups’ diverse needs. To
this end, Component 2 covers the introduction of a case management approach in the SES. Furthermore,
to perform its job-matching task, the SES needs to understand the skills of jobseekers and skills demanded
by employers. Component 2 will support developing necessary tools and capacity-building activities
related to exploring and updating this kind of information. Another technical support activity under
Component 2 is the development of a strategy for expansion and improvement of the VTCs to allow the
MLSPP to increase its VTC capacity in a sustainable and high-quality manner.

Subcomponent 2.1: Labor market assessment and development of a VTC strategy (USSO0.7 million)

31. This subcomponent will support the SES in assessing and responding to short- and medium-
term skills demanded by employers. To this end, the subcomponent will finance a comprehensive labor
market assessment to improve the SES’ capacity to identify critical occupations and skills most demanded
by employers. The results of the labor market demand analysis will help scale up the menu of employment
services and ALMPs offered to support jobseekers. In this regard, this subcomponent will also finance
technical analysis and quantitative/qualitative surveys. It is expected that the SES will regularly update
this analysis to meet the changing needs of the labor market. The subcomponent will finance the SES’
staff capacity-building activities such as staff training, producing user manuals, and so on to enable them
to regularly update the analysis on their own in the future.

32. The subcomponent will also finance the development of a strategy for expansion and
improvement of the VTCs. The strategy will involve all aspects necessary for the development of efficient
and effective VTCs, spanning physical infrastructure standards to training module
development/improvement guidelines to ensure the relevance of curricula and qualification offered to
labor market needs. This activity is complementary to the market demand analysis mentioned earlier.
Outputs of the labor market demand analysis will serve as inputs for this activity.

Subcomponent 2.2: Outreach, profiling, skills assessment, and case management for jobseekers (USS1.3
million)

33. This subcomponent will deliver further activities to improve job matching rates in SES. The
project will finance the following:

(a) Development and rollout of a communication and outreach strategy targeting both the
inactive and unregistered population as well as firms;

(b) Development of a statistical jobseeker profiling tool and a skills assessment test for
jobseekers;
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(c) Development of online instruments to integrate the profiling tool and skills assessment to
the SES MIS;

(d) Development and introduction of a case management model in the SES; and

(e) Production of user manuals and training materials and the delivery of SES staff training in
using these instruments.

34, To address the low rate of economic activity among women in Azerbaijan, outreach activities will
be tailored to suit inactive females, with a view to increase their registration with the SES as jobseekers.
Case management approaches will also be developed with a view to respond to gender-specific labor
market barriers (for example, care responsibilities or transportation constraints). To this end, gender
sensitivity trainings will be organized for a subset of the SES job counselors.

35. To serve difficult-to-reach populations and increase the number of registered vacancies in the
SES, communication and outreach activities are essential. This activity will ensure that employers and
vulnerable jobseekers are aware of SES services and are encouraged to participate. In addition,
implementation of outreach and communication activities to hard-to-serve populations and employers
will allow the SES to expand the coverage of vulnerable jobseekers, many of whom are now excluded, and
employers. This will be achieved through (a) developing a communication and outreach strategy and (b)
implementing it at the local level.

36. Once the SES reaches a more diverse population, it needs to segment clients based on their
employability. Counseling and employment programs that will be provided to jobseekers should depend
on their skills and needs. This activity aims to develop skills profiling and assessment tools and support
the capacity of the SES to employ those tools.

37. The project will also support the development of a case management approach in the SES. The
SES is expected to tailor its package of employment support services to beneficiaries, particularly those
who are difficult to serve. To this end, the component will include the development of a case management
approach which will include needs and skills assessment for at-risk jobseekers, referrals to counseling and
job search assistance, skills training, and/or placement in on-the-job training or job placement services
that are customized to the maximum extent to the needs of the individuals. The results of profiling and
skills assessment tools will provide inputs for the individual service strategy that will be implemented
under the case management.

Component 3: Project management, monitoring, and evaluation (US$2.5 million)

38. The objective of this component is to strengthen the capacity of the MLSPP to implement the
proposed project and use M&E data on labor market interventions that the ministry implements,
including through the SES. This component will inform evidence-based policy making by providing the
Government with a strengthened M&E system. This system will be a critical input to labor policy decisions
in the future.
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Subcomponent 3.1: Project management (USS1.3 million)

39. This subcomponent will finance a Project Implementation Unit (PIU) in the MLSPP to manage
the overall project. The PIU will be responsible for the procurement, financial management, social and
environmental requirements, as well as monitoring and regularly reporting on the implementation of the
three components, in compliance with World Bank fiduciary and reporting requirements. This
subcomponent will finance consultants’ fees for the PIU staff, equipment (including IT related) and
software as necessary for project management, and operational costs. It will also finance the required
annual financial and technical audits of the project.

Subcomponent 3.2: Monitoring and evaluation (US$1.2 million)

40. This subcomponent will support the MLSPP to strengthen its M&E system to better track project
implementation and monitor key labor market interventions. This will ensure that programs’ operations
follow expected design and procedures, receive systematic and organized feedback from beneficiaries
and employers, and assess key labor market interventions to foster a positive feedback loop into policy
making and program design updates. The proposed activities under this subcomponent and
Subcomponent 2.2 will be carried out in accordance with international best practices.

41. Specifically, the M&E capacity will be strengthened at three levels: SEP, SES, and ministerial.

. At the program level, the subcomponent will finance (a) upgrading of data collection
capabilities of the SEP module in the existing MIS system, (b) two process evaluations of the
SEP operations during Year 2 and 3/4 of the project, and (c) an impact evaluation of the SEP
in Year 3 of the project.!

. At the SES level, the subcomponent will finance (a) the development of a software to
generate key statistics on SES activities and outcomes; (b) two annual tracer studies of
trajectories of jobseekers placed through the SES; (c) regular training for SES staff to improve
data collection and analysis skills (including specialized training on large database,
cybersecurity, personal data protection, and IT management); and (d) an employer
satisfaction survey to collect their feedback on the SES’ services and programs .

° At the ministry level, the subcomponent will (a) support the development of a sectoral
Results Framework; (b) improve the capacity of the MLSPP Department of Employment
Policy and Demography to generate knowledge and analysis for evidence-based decision
making through training (including specialized training on large database, cybersecurity,
personal data protection, and IT management); (c) develop the concept, operational
guidelines, and the MIS module for a grievance redressal mechanism (GRM) system for the
SES; and (d) conduct two project beneficiary assessment surveys in Year 2 and 4 of the
project of a sample of registered jobseekers (including beneficiaries of the SEP).

31 Persons receiving state targeted social aid, PWDs, children under the age of 18, persons registered as unemployed for more
than one year, persons having less than two years until retirement, and unemployed persons released from places of detention
are given preference in the organization of the self-employment of unemployed people.
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C. Project Beneficiaries

42. Primary beneficiaries of the project are vulnerable groups in Azerbaijan. Vulnerable people are
defined in accordance with the Law on Employment as beneficiaries of the TSSA program, IDPs, refugees,
women, youth, PWDs, long-term unemployed, individuals with less than two years until retirement, and
former convicts.?? The project will target in particular four of these groups: the TSSA beneficiaries, IDPs,
women, and youth who are either inactive or unemployed registered with the SES. Employment refers to
both self-employment and wage employment.

43, Beneficiaries of Components 1 and 2 are unemployed people registered with the SES.
Component 1 targets vulnerable individuals identified as ‘priority groups’ by legislation® with a focus on
women, youth, the TSSA beneficiaries, and IDPs. To address gender gaps in activity and employment, the
project will encourage preferred participation of women in activities under both comp