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Introduction

Throughout history, the South Caucasus has been a
complex and strategically important region due to
its location at the crossroads of East and West. The
three modern-day South Caucasus republics — Ar-
menia, Azerbaijan and Georgia — are situated at the
frontier between Europe and Asia and lie between
the Black and the Caspian Sea. The region, which is
crisscrossed by vital energy routes, is surrounded by
Russia, Turkey and Iran. All three countries are sub-
ject to the competing interests of major geopolitical
actors. Several unresolved territorial disputes, ignited
by each country’s exit from the Soviet Union, have
created now-frozen conflicts that hinder develop-
ment and jeopardize the stability of the region as
a whole.

Since the end of the Soviet Union, Switzerland has
increased its engagement in the South Caucasus.
Its active commitment to assisting these countries is
based on the Swiss tradition of solidarity. At the same
time, Switzerland, as a highly-globalized country, de-
pends for its security and prosperity on a stable en-
vironment. [t has thus developed strong diplomatic
ties with all three republics and has contributed to
their development as well as to preventing and re-
solving conflicts. Switzerland is considered a reliable
partner by the governments of Armenia, Azerbai-
jan and Georgia thanks to its sustained mediation
efforts in the various conflicts and its contributions
in humanitarian, technical and financial matters. Ad-
ditionally, Switzerland has a protecting power man-
date in Georgia, where the Swiss Embassy represents
Russian interests.

Swiss engagement with the South Caucasus coun-
tries dates back to the devastating 1988 earthquake
in northern Armenia and has since expanded and
intensified. In 1999, Switzerland opened a Regional
Cooperation Office in the Georgian capital of Thilisi.
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The new Swiss Cooperation Strategy South Caucasus
2017-2020 seeks to affirm the Swiss government’s
continued commitment to the region’s stability and
growth by building on the results achieved through
the implementation of the Swiss Cooperation Strat-
egy 2013-2016.

The new Swiss Cooperation Strategy South Cauca-
sus 2017-2020 was jointly developed by the Swiss
Agency for Development and Cooperation (SDC),
the State Secretariat for Economic Affairs (SECO),
and the Human Security Division (HSD) of the Fed-
eral Department of Foreign Affairs and has been de-
signed to carefully address the targeted needs of the
partner countries, in line with the principles of Swiss
development policy as defined in the Dispatch on
Switzerland’s International Cooperation 2017-2020.
It also aims to contribute to the 2030 Agenda for
Sustainable Development adopted by the United Na-
tions, while taking into account the demands of the
rapidly evolving and volatile context on the ground.
Furthermore, given the clear need for cooperation at
a regional level to address shared challenges such as
climate change and unresolved conflicts, Switzerland
will focus on the promotion of cross-border initia-
tives.

We trust that the activities to be carried out under
the Swiss Cooperation Strategy will contribute to the
South Caucasus’ future development in an effective
and targeted manner, and we are very much looking
forward to another four years of rewarding develop-
ment partnership.

We invite you to discover the new Swiss Cooperation
Strategy South Caucasus 2017-2020.

Bern, December 2016
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Executive Summary

Twenty-five years after the collapse of the Soviet
Union, Armenia, Azerbaijan and Georgia are still
facing major challenges that prevent them from real-
izing their economic and social potential: Unresolved
conflicts — over Abkhazia and Tskhinvali Region/
South Ossetia in Georgia, and over Nagorno-Kara-
bakh between Armenia and Azerbaijan — the lack
of economic opportunities, and governance deficits
continue to hamper prosperity, stability and security
in the region.

Over the years, some encouraging reforms have
been implemented and the economic situation has
improved in all three countries. Yet, social, eco-
nomic and regional disparities remain high and
the transition to pluralistic democratic systems has
been unevenly embraced. The region as a whole is
still affected by problems of governance, including
the lack of sufficient transparency and weak rule of
law, although to varying levels in accordance with
the national and local contexts. Growing pessimism
about the future and distrust of political leadership
and institutions are worrying. Therefore, continuing
Switzerland’s efforts to assist the region to further
develop its human and socio-economic potential is
crucial.

The new Swiss Cooperation Strategy for the South
Caucasus is based on the parameters set out in the
Dispatch on Switzerland’s International Coopera-
tion 2017-2020 and has been developed in line with
each respective national government’s policies and
their development priorities. It sets the framework
for Swiss cooperation in the South Caucasus for the
four years to come, building on Switzerland'’s long-
standing experience in the region. Jointly developed
by the Swiss Agency for Development and Coopera-
tion (SDC), the State Secretariat for Economic Affairs
(SECO) and the Human Security Division (HSD) of
the Federal Department of Foreign Affairs (FDFA),
the new Strategy focuses on streamlining interven-
tions and strongly promotes a regional approach for
the benefit of the entire South Caucasus region. It
encompasses the following two domains of inter-
vention:

Inclusive and sustainable
economic development

Building on its experience, Switzerland will continue
to promote broad-based economic development
with a strong focus on improving agricultural value

chains, supporting rural SMEs, improving framework
conditions and exploring opportunities to foster
cross-border economic initiatives. In addition, Swit-
zerland will support reforms to enable improvements
in the business environment, facilitate access to
finance and support rural economic development.

Effective democratic institutions,
human safety and security

Switzerland will pursue efforts to increase the effi-
ciency and effectiveness of government institutions,
including strengthening both local governments and
public finance management. To contribute to a safe
and secure environment, engagement in integrated
environmental risk management will continue, with
a focus on sustainable development in rural and
mountainous areas. Switzerland will also actively
engage in the conflict transformation processes by
promoting dialogue and connectivity across conflict
lines. Together, these actions will help improve the
government’s response to its citizens’ needs and
strengthen the accountability of governments. By
seeking to build greater trust between the citizens
and their respective governments, Switzerland ulti-
mately endeavors to make the South Caucasus a less
fragile and overall safer region.

With the aim to promote regional cooperation in
the face of common challenges, Switzerland will
seek to encourage initiatives that both engage the
region as a whole and create or strengthen linkages
among the three countries in specific areas. For this
approach, Georgia will play an important role as a
connection point to encourage regional coopera-
tion. In light of political constraints, the strategy will
focus first and foremost on areas of mutual interest
that are of only moderate political sensitivity, such as
local economic cooperation and climate change
adaptation. In Azerbaijan, primarily SECO will be
active. Whenever possible, the SDC will involve
Azerbaijan in regional projects in rural economic
development, cross-border economic initiatives and
natural disaster risk management.

The principles of gender equality, good governance,
and conflict-sensitivity are integrated in all Swiss-
supported endeavors as cross-cutting topics.

The total financial resources allocated for the time
frame 2017-2020 will be around 67 million Swiss
francs (CHF).



1 Context

The South Caucasus is home to highly diverse landscapes and faces growing
disparities between mountainous and isolated areas like this village
in Georgia’s Ajara region...

Located between the Black and Caspian seas — and
between the Russian Federation, Turkey, Iran and
Europe — the South Caucasus has always been a re-
gion of significant geo-political strategic interest and
economic value. The countries are influenced by dif-
ferent cultures and climates and have adopted differ-
ent foreign policy orientations, yet confront common
challenges. All three countries share a similar legacy
of struggle after the collapse of the Soviet Union,
characterized by a difficult transition to a market
economy and democracy, serious and chronic gaps
in economic and social development, and issues
related to territorial disputes and the inclusion of
minorities. All three also face the need to reshape
their ties and relations with the Russian Federation
25 years after independence.

Since 1991, the three countries have followed diver-
gent foreign policy paths, which have affected their
domestic policies. From 2003, Georgia has steadily
pursued a pro-Western, open market orientation, as
signalled by its signing of an EU Association Agree-
ment in 2014 and free-trade agreements with EFTA
and China in 2016. After an initial rapprochement
with the EU, Armenia opted to reinforce its ties with
Russia and joined the Eurasian Economic Union (EEU)
in early 2015. Although the country still seeks coop-
eration opportunities with the EU, its dependence on
Russia has markedly increased in recent years. Azer-
baijan, in contrast, has maintained a non-aligned
position by supplying oil and gas to Europe, forging

stronger strategic links with Turkey, and maintaining
strong relations with Russia.

The South Caucasus always has been subject to
competing powers who have sought to influence
its allegiances. At the moment, the three countries
face challenges to maintain their sovereignty as key
powers are inclined to pursue their narrow interests
and meaningful international cooperation seems
more difficult to achieve. Factors that will shape the
development of the South Caucasus in the coming
four years include: the conflict in Ukraine; Russia’s in-
tervention in Syria and its unpredictable relationship
with Turkey; the re-positioning of Iran as a regional
power; the relative withdrawal of the United States
as a regional actor; and the tensions between Russia
and the West.

These powers are particularly relevant to the
unresolved territorial disputes resulting from the
collapse of the Soviet Union. Russia, for exam-
ple, remains a central player in the various conflict
stabilization and resolution processes. Since the
2008 Russia-Georgia war, Russia has continuously
strengthened its influence over Abkhazia and the
Tskhinvali region/South Ossetia. Recent Abkhaz ef-
forts to decrease isolation and signs of Georgian
interest to engage, however, could allow for some
pragmatic rapprochement in economic and social
areas. Tensions between Armenia and Azerbaijan
over Nagorno-Karabakh, on the other hand, have
escalated in recent years, culminating in a four-
day war in April 2016. While the conflict is not ex-
pected to reignite into a full-scale war, the situation
remains unpredictable and the status quo seems
increasingly unsustainable. Russia plays a cru-
cial role as a mediator between the different par-
ties. While there has been no progress in relations
between Armenia and Turkey, the opening up
of Iran may provide new economic and political
opportunities in the coming years.

Poverty remains pervasive in all three countries
and significantly higher rates persist in rural areas.
Roughly half of the region’s population reside in
rural areas, which are plagued by poor livelihood
prospects, sparse opportunities for quality educa-
tion, and limited access to formal employment as
they continue to struggle to recover from the post-
Soviet economic collapse. In all three countries,
women remain underrepresented in governance
structures; have less access to finance, education
and labour markets; and carry a disproportionate



burden of unpaid domestic work. Gender inequal-
ity also remains entrenched in strong social and
religious traditions.

After a period of robust economic growth that fos-
tered positive economic and social developments,
particularly in urban environments, the region has
been negatively affected by several global economic
events and trends: the recession in Russia, the sharp
decline of oil and gas prices, falling remittances and
export revenues, depreciating currencies, and rising
inflation. Regulatory reforms, an improved business
environment, and robust commodities exports have
helped mitigate their impact. High unemployment
and inadequate public and financial infrastructure,
however, hamper the effective provision of public
services and hinder economic activity, particularly the
emergence of a solid small and medium-sized enter-
prises (SMEs) sector. All three countries are in urgent
need of reforms and greater commitment to diversify
their respective economies, particularly in rural areas.
Sectors such as agriculture, tourism and information
technologies have substantial growth potential.

The region is highly vulnerable to natural and man-
made disasters, which disrupt economic develop-
ment, especially in mountainous areas. This vulner-
ability is worsened by the impact of ongoing climate
change, land degradation, and deforestation. The
effects of climate change in particular require a
coordinated response across national borders,
which has thus far failed to materialize due to
political tensions across the region.

Further institutional strengthening is necessary for
the executive and the judiciary bodies to mitigate
the impact of power struggles and the risks of popu-
list legislators. Decisive action is needed to further
promote good governance, rule of law, separation
of powers and transparency. Growing public dissat-
isfaction with political leadership and limited eco-
nomic opportunities have led to numerous street
protests. Civic participation, however, remains rather
low and there has been limited changes to the politi-
cal elite. While active civil society groups do exist in
Georgia and Armenia, their interaction with the gov-
erning agencies could be much stronger. In Azerbai-
jan, civil society continues to be strongly controlled
by the government. Yet, the pronounced economic
downturn in Azerbaijan may provide a window of
opportunity for institutional and economic reforms.
Cooperation in the area of human rights, however, is
expected to remain challenging.

...and urban areas like Baku, the capital of Azerbaijan

For the period 2017-2020, Switzerland anticipates
moderately positive developments in the South Cau-
casus. Global economic stagnation will most likely
continue to have a negative impact on the region.
The region’s geo-political environment will remain
largely unpredictable, while the respective orienta-
tions of the three countries vis-a-vis the West, Russia
and others are unlikely to change. A “fragile stabil-
ity” is the most likely scenario for the territorial dis-
putes, although temporary flare-ups of armed con-
flict over Nagorno-Karabakh cannot be excluded.
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2 Rationale for the Cooperation
between Switzerland and the
South Caucasus Region

While hazelnut processor Ismayil struggled in the beginning, today he is one of the
most successful businessmen in Zagatala, Azerbaijan.

Since 1988, Switzerland’s cooperation with the region
has contributed to strengthening its political links
with the three countries of the South Caucasus. Due
to the contributions of its long-standing humanitar-
ian, development and financial cooperation and its
efforts to promote peace, Switzerland is viewed as
an impartial and trustworthy partner by all three
countries. The SDC was one of the first development
partners to invest in rural economic development
and is well-respected for its experience and expertise
in local governance reforms, disaster risk reduction
and affordable housing. In Azerbaijan, SECO is rec-
ognized for the expertise it provides to financial and
the non-oil sector development as well as its macro-
economic support, including building more transpar-
ent and accountable public financial management.
The HSD’s engagement in conflict transformation
and peace-building has fostered Switzerland’s image
as a neutral and honest broker in peace mediation
efforts in the region.

The three countries have become of high political
and economic relevance for Switzerland. After the
rupture of diplomatic relations between Georgia
and Russia in 2008, Switzerland agreed to act as a
protecting power for both Russia and Georgia: the
Russian Federation’s Interests Section in Thilisi and
the Georgian Interests Section in Moscow are now
part of the respective Swiss Embassies. In 2011,
Switzerland facilitated the signature of a Customs
Monitoring Agreement between Georgia and Rus-
sia, opening the path for the latter’s accession to the
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WTO. In addition, a Swiss diplomat was tasked to
lead the EU’s Independent Fact-Finding Mission on
the 2008 conflict. Switzerland also contributed to
a breakthrough in Turkish-Armenian relations with
the signature of the Zurich Protocols in 2009; despite
the suspension of their implementation, these docu-
ments remain the benchmark for any rapprochement
between the two countries. Overall, Switzerland
continues to be engaged in a number of mediation
efforts concerning the conflicts in the region, either
directly or via the Organization for Security and Co-
operation in Europe (OSCE). Through its support to
the Geneva International Discussions and dialogue
projects across conflict lines, Switzerland has steadily
supported conflict settlement efforts.

Swiss engagement in the South Caucasus is in line
with the priorities of the Swiss Foreign Policy Strat-
egy 2016-2019, in particular the third (peace and
security) and fourth (sustainable development and
prosperity) priorities. Switzerland closely coordinates
with other donors in the South Caucasus and its in-
terventions are aligned with the respective needs of
each country. The main donors active in the South
Caucasus include the EU, the United States, Germany,
Sweden, the United Kingdom, Japan and Austria,
as well as UN organizations (UNDP, UNWOMEN,
FAO, IFAD, UNHCR), international financial insti-
tutions (World Bank Group, IMF, EIB, ADB, EBRD),
and the ICRC. Azerbaijan is a member of the Swiss
constituency in the World Bank (WB), the Interna-
tional Monetary Fund (IMF) and the Global Environ-
ment Facility (GEF); it is also an important partner for
Switzerland in terms of energy supplies.



3 Past Achievements and Experiences

The Swiss Cooperation Strategy 2013-2016 with
a budget of roughly CHF 111 million was structured
along the three domains of intervention: (i) economic
development and employment; (i) governance and
public services; and (iii) human security and protection.

31 Economic Development

and Employment

Veterinary pharmacies are well-equipped to serve local
farmers along all parts of the various value chains.

A substantial engagement in rural economic devel-
opment based on agricultural value chains supported
different private sector actors (e.g. input suppliers,
services providers, producers) along value chains
such as milk, meat and fruit. As a result, there was
a significant improvement of the quality and acces-
sibility of farm support services (including veterinary
pharmacies, finance, and extension services), which
increased farm and cattle productivity, e.g., in Geor-
gia, more than 53% of branded cheese (equivalent
to approx. 1400 tons of cheese per year) is sourced
from project participants. Overall, the income of
more than 170,000 farmers and their families sub-
stantially increased, and several thousand jobs were
created in agriculture-related businesses. Thanks
to women taking a more active role in animal hus-
bandry and farm management, their involvement
in decision making on investments also increased.
This success helped reduce migration pressure, e.g.,
in Armenia, target areas experienced two times less
outward migration than other regions. In Azerbaijan,
results achieved included an increase in income for
milk producing farmers and dairies, enhanced skills
of veterinarians, strengthened vocational and edu-
cation schools, and better employment opportuni-
ties in the milk value chain. Unfortunately, the SDC
had to prematurely close its agricultural projects in
Azerbaijan in 2015 since the registration of the Swiss
implementing partner was not extended by the
Azerbaijan authorities.

Enterprises have doubled their production due to
improved knowledge of dairy technology, food safety,
business, and marketing.

The financial sector in Azerbaijan was modernized
and diversified due to Swiss efforts. The introduction
of new e-services, e.g., online business registration,
resulted in significant cost reductions (USD 13 mil-
lion per year). The national post office “Azerpost”
substantially increased access to finance and services
for the rural populations by providing new financial
services, including money orders and transfers, cur-
rency exchanges, and issuance of debit cards.

In Georgia, Switzerland has actively contributed to
policy-making related to Internally Displaced Per-
sons (IDPs), vulnerable people and natural disaster
victims. As a consequence, concerns regarding IDPs’
livelihoods and housing have been addressed in the
government’s IDP Livelihoods Action Plan and IDP
Action Plan. Newly created income opportunities for
181 households and repairs of small community in-
frastructure (such as ambulances or kindergartens),
which is serving more than 3,700 families, contribut-
ed to the socio-economic integration and enhanced
well-being of vulnerable people in Georgia.

People in rural communities can now transfer,
exchange, and receive funds due to new financial
services and products offered by “Azerpost”.

1"



3.2  Governance and Public Services
Under the domain Governance and Public Services,
Switzerland supported reform efforts to delegate
greater responsibilities to regional and local authori-
ties, better integrate citizens in planning and decision-
making processes, and utilize state resources more
transparently and efficiently. In Armenia and Georgia,
national, regional and local authorities are better able
to develop legal frameworks and to establish social
and economic development strategies and budg-
ets thanks to Swiss support. “One-stop-shops” and
e-governance have been established and have im-
proved delivery of administrative services. Armenia’s
community enlargement process, which is supported
by Switzerland, has led to more cost-effective and
higher quality public services for 165,000 inhabitants
so far. Women'’s participation in political decision-
making processes has also been strengthened. In
Azerbaijan, the co-financing of public infrastructure
investments and technical assistance led to improved
public service delivery, including better utility services
and easier real estate registration.

With the rehabilitation and construction of water infrastructure, rural populations in
Azerbaijan now have access to potable water on a regular basis.

In Armenia and Georgia, Swiss support improved
natural disaster risk management and its sustainabil-
ity. In Armenia, 1.75 million inhabitants (65% of the
country’s population) benefit from a more profession-
al capacity to respond to natural disasters. For first re-
sponders, Switzerland developed and trained regional
rescue teams according to international standards and
improved continued professional development. Swit-
zerland also helped Armenia create, train, and equip
emergency medical response units as well as establish
a system for skills recertification. In Georgia, Swit-
zerland improved national and local governments’
capacities for integrated risk management of natural
hazards, resulting in the better protection of people
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and their assets. In addition, Switzerland helped the
national government start to develop a country-wide
mountain rescue system by supporting efforts to train
and equip specialized mountain rescue units.

Approximately 20,000 residents enjoy the services
provided by a “one-stop-shop” opened in Alaverdi,
Armenia.

Switzerland also continued its longstanding work in
affordable (social) housing in Georgia. Syllabi on top-
ics including social space and urban development,
social housing, social work, and homelessness were
designed for the first time and integrated into the
academic programs of Georgia's three leading uni-
versities. The Ministry of Economy and Sustainable
Development adopted urban planning standards and
architectural standards for affordable housing.

The deteriorating civil society situation in Azerbaijan
hindered meaningful progress on human rights and
democracy. Progress was made, however, in Azer-
baijan’s public finance management. Swiss support
strengthened the external audit system by diversifying
the types of audits used and improving its manage-
ment capacities. A well-received e-registration plat-
form was launched, which improved the cadastre and
real estate registration process.

In Georgia, social housing was built to provide better
living conditions for the most vulnerable population
groups.



3.3  Human Security and Protection / -

Swiss assistance improved livelihoods and protec-
tion for conflict-affected populations in all three
countries. Through its work on both sides of the
administrative boundary line between Georgia and
the break-away region of Abkhazia, Switzerland re-
inforced its impartiality. Swiss support substantially
improved living conditions for 197 conflict-affected
and returnee families in Abkhazia and the region
of Shida Kartli, which borders the Tskhinvali region/
South Ossetia. Individual grants to 158 families
generated better livelihood opportunities by either
increasing their self-sufficiency or expanding SME
growth. Approximately 4,000 families in both con-
flict-affected areas benefited from repairs to com-
munity infrastructure, such as kindergartens, schools
or irrigation systems. Through its response to UNHCR
and ICRC's respective annual appeals, the SDC con-
tributed to greater protection of the conflict-affected

populations in Armenia, Azerbaijan and Georgia. Irakli Kobalia and his friends share a green-house using natural resources for heating
in Tsaishi, Georgia. Using a small grant from Switzerland, he managed to expand the
business and increase production by 35%.
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meetings in Ergneti and Gali. In the framework of
its regional program, the HSD supported civil society
initiatives which complemented the Geneva Discus-
sions with local and international partners and which
helped to advance the issue of “connectivity” in the
region.

From 2009 to 2014, Switzerland supported Armenia
to establish 27 medical units with 540 healthcare
professionals to complement rescue teams in six
regions. The medical teams are trained to provide
emergency medical care at the scene.

Switzerland continued to play an important role in
supporting peace building efforts in the region. Un-
der the Swiss and Serbian tenures as OSCE Chair-
person in 2014 and 2015, respectively, the Special
Representative of the OSCE Chairperson-in-Office  Vocational education and computer courses are a

for the South Caucasus co-chaired the Geneva Inter- ~ rewarding opportunity for IDP and refugee women and

. . . - girls in Azerbaijan to improve their livelihoods.

national Discussions and helped to find “status-neu-

tral” solutions for problems related to the conflicts

in the Georgian context. Switzerland also introduced

a plan for “structured and intensified negotiations”

intended to advance a comprehensive peace agree-

ment for the Nagorno-Karabakh conflict. In 2016,

Switzerland continued to support the Special Rep-

resentative for the South Caucasus of the OSCE

Chairperson-in-Office during Germany’s tenure as

Chairperson. Thanks to the Co-Chairs’ engagement,

the Geneva Discussions continued in a constructive

atmosphere and the parties were assisted to identify

pragmatic solutions, e.g., within the Incident Pre-

vention and Response Mechanism (IPRM) monthly
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4. Implications for the Future Programme

is well positioned to foster regional cooperation due
to its long-term engagement in agriculture, economic
development and disaster risk management; its track
record as a reliable partner in development coopera-
tion; its physical presence through its representations
in all three countries; and its respected neutrality.

As direct cooperation between Azerbaijan and
Armenia remains highly unlikely, Georgia will serve as
a base to foster increased collaboration and coopera-
tion across the region. The efforts will focus on areas
of mutual interest for the three countries which are of
moderate political sensitivity, such as economic coop-
eration (primarily cross-border trade and developing
related enabling policies and frameworks), women'’s
empowerment, disaster risk management, and cli-
mate change adaptation.

Al : vl é'v “!,: L -4 SRt
This bridge in Ajara was destroyed by a flood. Natural disasters like floods destroy

local infrastructure, cutting off rural villages from their markets and destroying fields.
Protective measures aim at reducing damages to riverbank farms.

Agriculture-based economic development contin-
ues to offer significant livelihood opportunities for

While the unresolved conflicts and mistrust between
involved parties pose certain limits to strengthening
regional cooperation, both national and international
actors agree that many of the region’s challenges
can only be solved through collaboration. Such a
regional approach can be built through both exist-
ing mechanisms of cooperation (e.g., notably in the
areas of trade, transport or energy) and established
academic and professional networks in various fields
(e.g., sustainable mountain development and gender
equality). Consequently, the Dispatch on Switzer-
land’s International Cooperation 2017-2020 foresees
strengthening the regional approach in the South
Caucasus. Previous focus areas, such as rural eco-
nomic development; disaster risk management and
climate change adaptation; governance reforms (e.g.,
decentralisation processes); and conflict transforma-
tion, continue to form the foundation of the Swiss
Cooperation Strategy 2017-2020, since they remain
highly relevant in the regional context and to the
three countries’ political priorities.

Using integrative processes to foster bridges between
countries should (i) strengthen the ability of the three
South Caucasus countries to handle external negative
influences and shocks; (ii) enhance economic coop-
eration among the three countries despite different
political orientations; and, possibly, (iii) contribute to
confidence-building between the Georgian and Ab-
khaz sides. Raising awareness about the benefits of
stronger regional cooperation is expected to help ease
political tensions between the countries. Switzerland
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the substantial rural population of the three coun-
tries. Switzerland’s systemic approach has success-
fully strengthened selected value-chains. Reforms
encouraging economic diversification and weakening
monopolies will be encouraged. There is a window of
opportunity to further support framework conditions
by easing access to finances for SMEs and promot-
ing entrepreneurship, with a special focus on wom-
en. Targeted programs on women's empowerment
will ensure gender equality improves as the societies
develop as a whole. Further strengthening efficient
and effective municipal service provision remains
crucial given local authorities’ role in both economic
development and social welfare. Overall, greater
emphasis needs to be placed on policy dialogue
and close collaboration with the authorities, both at
local and national levels, in order to amplify results
and ensure their sustainability.

In Azerbaijan, Switzerland will provide support in the
areas of financial market supervision and public fi-
nancial management, given the importance of a well-
diversified, well-governed financial infrastructure to
economic development. Swiss support in this area
will possibly grow, seeking to capitalize on the cur-
rent reform momentum spurred by Azerbaijan’s eco-
nomic crisis. In addition, mechanisms to foster public-
private dialogue, including cross-border exchanges,
should be established in order to foster economic de-
velopment. Civil society organizations and the private
sector also require support to more actively advocate
for economic and governance reforms, including in-
creased female participation in decision-making.



The region remains prone to a high number of dev-
astating natural disasters. Risk conscious planning
and hazard mapping are therefore essential for sus-
tainable economic development, notably in rural and
mountainous areas of all three countries. National
and municipal capacities for integrated risk manage-
ment need to be further developed. Joint efforts
in disaster risk management could also strengthen
regional cooperation mechanisms. Continued pro-
gramming will build on previously achieved results
and also link them with efforts to adapt to climate
change, while collaborating with established region-
al academic networks and encouraging the three
countries to share best practices.

The government of Georgia has shown a certain
willingness to intensify its efforts for reconciliation
with the break-away regions of Abkhazia and the
Tskhinvali Region/South Ossetia. Such expanded
efforts by the Georgian government might include
partnering with donors and investing its own re-
sources into confidence-building and reconciliation
activities on both sides of the administrative bound-
ary lines. Initiatives considered would likely include
agriculture and trade across the administrative
boundary lines. If this commitment persists, it offers
a window of opportunity for the SDC to expand its
efforts to strengthen regional economic links to Ab-
khazia, which would be a complementary engage-
ment to the HSD's continuing efforts for conflict
transformation.

The strategy intends to build bridges among the three countries,
e.g., through a regional approach for animal identification and traceability.



5. Strategic Orientations and
Priorities for 2017-2020

5.1. Overall aim

The Swiss Cooperation Strategy 2017-2020 for the
South Caucasus is a shared strategy of the SDC,
SECO and HSD. Its overall aim for Swiss engagement
is “With enhanced regional dialogue and coopera-
tion, the three South Caucasus countries cope better
with external economic, political and natural disaster
shocks, their populations benefit from inclusive eco-
nomic development as well as more democratic and
legitimate institutions; peace promotion activities
help to find political solutions for conflicts and con-
tribute to increased human security.” Gender equal-

ity and good governance are cross-cutting topics.
With its focus on these topics, the Swiss Coopera-
tion Strategy seeks to address interdependent issues
at the nexus of peace and development. Meaning-
ful and inclusive economic development requires a
safe and secure environment with sound govern-
ance structures; it is also essential to prevent further
conflict and promote better provision of public ser-
vices. The Swiss Cooperation Strategy 2017-2020
thus pursues the following two complementary
domains: (i) inclusive and sustainable economic
development, and (i) effective democratic institu-
tions, human safety and security.

Cultivated farm land on the road to Nakhchivan, Azerbaijan.
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5.2. Domain “Inclusive and
sustainable economic

development”

The goal for this domain is: Women and men in the
South Caucasus benefit from more inclusive and
sustainable economic development in the region.
Agriculture-based economic development remains
a clear priority in the region to tackle the pervasive
rural poverty. For this purpose, Switzerland will en-
gage in three axes of cooperation.

First, agricultural value chains will continue to be
promoted with an enhanced focus on supporting
entrepreneurship in rural areas and increasing links
and exchanges across the three countries. For in-
stance, the establishment of animal identification
and traceability systems will be supported in Geor-
gia and concurrently collaboration will be fostered
among the South Caucasus countries with the in-
tention to develop compatible systems in Armenia
and Azerbaijan. Having such harmonized systems in
place will create supportive framework conditions for
regional trade of live animals and animal products.
A strong emphasis will be placed on the economic
inclusion of both women and the poorest strata of
the population, including conflict-affected groups.
This inclusion will be achieved through the strategic
selection of value chains as well as the use of analy-
sis of the differing obstacles and constraints faced
by women and men along the value chains selected.

Second, framework conditions and opportunities for
integrative processes will be explored to facilitate
cross-border initiatives (e.g., trade). As a critical and
strategic connecting point in south-north and east-
west cooperation across the wider region, patterns
of potential economic integration will be taken into
account.

Third, together with the SDC, SECO will continue its
support to improve the business environment and to
foster access to finance for SMEs that have consider-
able growth potential, including those based in rural
areas. In this respect, efforts will focus on agricul-
ture and private sector policies, standards definition
and implementation, as well as access to finance,
skills, and financial literacy for (rural) SMEs. SECO
will deepen its engagement in the development and
diversification of financial infrastructure, e.g., en-
hanced support for the development of mobile pay-
ment and banking services, and improved access for
women to financial services. In addition, the private
sector will receive support to actively advocate for
a sound legal and institutional framework for eco-
nomic activity.

Wool offers a considerable export potential for local
farmers.

e Bl
Small dairy factories up-scaled and diversified their

production by introducing new hard cheese varieties to
local markets.

Bees from the high mountains in Ajara settled
on the terrace of one of the hotels in Batumi, Georgia,
to produce honey for hotel guests.
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Domain “Effective democratic
institutions, human
safety and security”

5.3.

The goal for this domain is: People in the South Cau-
casus benefit from and make use of stronger and
more democratic institutions as well as human safety
and security. Functioning democratic governance
mechanisms and institutions, respect for human
rights, and a safe and secure environment constitute
the conditio sine qua non for sustainable and inclu-
sive development.

This domain complements the other domain of
“Inclusive and sustainable economic development”
by supporting the governance framework neces-
sary for economic development. Within this domain,
Switzerland will selectively engage in the following
areas of cooperation.

Through continued support to institutional capac-
ity building, public finance management will be im-
proved to enhance the efficiency and transparency
of government spending and institutions, notably
in Azerbaijan. Specific topics will include financial
market regulation and supervision, as well as debt
management.

The capacities of local authorities to promote lo-
cal economic development, provide relevant public
services, and to guarantee mechanisms for citizens’
participation (e.g., public-private dialogue) will be
fostered. Switzerland will support the use of inte-
grated development approaches and closer collabo-
ration with private sector and civil society partners to
better inform decision-making. Regionally, opportu-
nities will be explored for cross-border cooperation
among local authorities to strengthen regional eco-
nomic cooperation as well as for regional exchanges
on experiences and good practices in local govern-
ance and decentralization.

Building on the positive results of Swiss contributions
to institutionalize disaster risk management, a stra-
tegic engagement in climate change adaptation and
integrated risk management will be developed. It will
focus on rural and mountainous areas and provide
support to existing transboundary academic and
civil society networks for regional collaboration and
advocacy. This effort will increase the safety of
people and communities as well as the sustainability
of investments and economic development.

Mainly through the program of the HSD and with
possible complementary support of the SDC in
economic development in Abkhazia, dialogue, confi-
dence-building and enhanced connectivity in the re-
gion will continue to be promoted as well as efforts
to help find political solutions to the conflicts.
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Clsosmatif*

Improved public finance management will contribute
to the development of more efficient and accountable
state institutions in Azerbaijan.

e ——

The "one-stop-shop” is literally one office offering
multiple services. As a result, in many parts of Armenia
citizens can pay property taxes, obtain references or
permits, or meet the municipal staff under one roof.

A timber crib wall has been built to ensure safe passage
for residents of Joko, Ajara. Previously people relied on
a narrow, unpaved road on a landslide-prone slope.



5.4. Arts and Culture

In line with the SDC’s culture and development policy,
promotion of arts and culture in the three South
Caucasus countries will be an important element of
Switzerland’s engagement in the region. The unify-
ing potential of arts and culture will be better ex-
plored by employing it more deliberately through
the Strategy’s regional approach. Switzerland aims
to create spaces and opportunities where artists
from the three countries can develop and exhibit
their vision for the South Caucasus, contributing to
a broader discussion on the future of the region.
Simultaneously, the cultural scenes of each country
will be supported.

The contemporary dance festival in Tbilisi brought together artists from the region and beyond, providing a unique
opportunity for creative exchange and learning.



6. Programme Implementation

and Management

The Swiss Cooperation Strategy 2017-2020 provides
the basis for the joint engagement of various Swiss
government entities involved in the South Caucasus
region. Particular attention will be focused on test-
ing the assumptions that (i) integrative processes can
enhance resilience to external shocks for the region;
and, (i) existing networks can foster more regional
dialogue and cooperation. For this purpose, an in-
tensive dialogue on regional cooperation potentials
has been launched with like-minded development
partners such as the Deutsche Gesellschaft fir In-
ternationale Zusammenarbeit (GIZ) and the Austrian
Development Agency (ADA), as well as with multi-
lateral organizations, such as the UN, the Bretton
Woods Institutions and the European Investment
Bank.

Given the political context and constraints across the
three countries, Georgia will be a connection point
for this regional approach. Switzerland will work
with a mix of partners, instruments (e.g., contribu-
tions to multilateral agencies, bilateral interventions,
support to the civil society and the private sector),
and aid modalities (e.g., bilateral and regional pro-
jects, global initiatives, multi-donor and topical trust
funds) to help mitigate risks and increase efficiency
and effectiveness. Switzerland will cooperate with
like-minded donors to promote reforms through
policy dialogue and joint initiatives, while keeping
an independent position. For sustainability purposes,
particular attention will be paid to the institutionali-
zation of interventions and the use of country sys-
tems.
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In the Swiss Cooperation Strategy 2017-2020, the
number of intervention domains has been reduced
to two, in order to render Switzerland’s engagement
more compact and to further increase its impact.
While the engagement of the SDC's Humanitarian
Aid ends in 2016, the continuation of select activities
in the fields of disaster risk management and climate
change adaptation, as well as in the conflict region
of Abkhazia, will help build on the positive results
achieved and further use the depth of knowledge
acquired over past years for the benefit of the South
Caucasus.

Starting in 2017, the Swiss Cooperation Offices in
Armenia, Azerbaijan and Georgia, which operate
as a single regional office, will be administratively
integrated with the Swiss Embassies in the three
countries. This consolidation will increase efficiency
and effectiveness and will create stronger coherence
between the interventions of the different Swiss
entities. While shared premises already exist in Baku
and Yerevan, a solution for Thilisi will be realized in
the coming years.

Security will remain an important component.
Cultural and regional diversity among the staff of the
three Embassies and the regional Cooperation Office
will be promoted as a means to improve understand-
ing of the overall context in the country and region,
notably as part of a conflict-sensitive management
process. Current staff capacity will be adapted to
the new program needs based on the phase-over of
Humanitarian Aid and the concomitant consolida-
tion and selective expansion of the portfolio. The-
matic teams across the three Swiss representations
in the region will steer program implementation and
facilitate learning among the offices in line with the
comparative advantages and experiences of their
respective theme. With the deployment of a Human
Security Advisor, the HSD will enhance the Swiss
presence in the region.



1. Steering and Monitoring

A management team led by the Regional Head of
Cooperation will be based in Thilisi and — together
with Cooperation staff from the Embassies in Yere-
van and Baku — will oversee program implementa-
tion. Developments in each country will be closely
monitored, both in the overall program and in specific
projects, and as per the attached scenarios (Annex
3). Particular attention will be paid to: (i) the imple-
mentation of reforms and the enabling environment;
(i) the situation in disputed territories and of ethnic
minorities in bordering regions; and (iii) the status
of regional dialogue and cooperation. Ongoing
result monitoring will be undertaken at national and
regional levels. Efforts to understand and reduce
gender gaps will be maintained throughout in pro-
gram monitoring and steering. The SDC, SECO and
HSD staff in all three countries will continue to work
as a regional team, with joint planning and review
workshops at least twice a year, complemented by
regional learning and steering exercises.

The foreseen program disbursements within the
Swiss Cooperation Strategy 2017-2020 in the South
Caucasus amount to CHF 67.2 million, compared
to CHF 103 million (excluding management costs)
within the 2013-2016 Strategy (-35%, see Annex 4
for details). The proposed amount excludes manage-
ment costs, which will no longer be part of the frame

credit for the Cooperation with the East but will be
included in the global budget of the FDFA per coun-
try representation. Overall, the SDC's contribution
will amount to CHF 48.2 million, SECO’s to CHF 15
million, and HSD's to CHF 4 million.

The information on planned commitments and dis-
bursements for the four-year period of this strategy
is indicative. Actual disbursements will depend on
various factors, such as the framework conditions of
the partner country as well as available disbursement
credits authorized by the Swiss Parliament.

Others
CHF 1.8 Mio

Effective democratic
institutions and human
security

CHF 21.9 Mio

o

Access to credit is the engine for private sector development, including rural and self-employed households.
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Inclusive and sustainable
economic development
CHF 43.5 Mio



Annexes

1 Overview Results Framework

2 Results Framework for Domains of Intervention

3 South Caucasus Scenarios and Adaption of Program to Scenarios
4 Indicative Financial Planning
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Annex 1

Overview Results Framework

Overall Aim

With enhanced regional dialogue and cooperation, the three South Caucasus countries cope better with
external economic, political and natural disaster shocks; their populations benefit from inclusive
economic development as well as more democratic and legitimate institutions; peace promotion activities
help to find political solutions for conflicts and contribute to increased human security.

Domain Goals

Inclusive and sustainable economic
development

Women and men in the South Caucasus benefit
from more inclusive and sustainable economic
development in the region.

Effective democratic institutions, human safety
and security

People in the South Caucasus benefit from and
make use of stronger and more democratic
institutions as well as human safety and security.

Switzerland’s Domain Objectives

1. Farmers and SMEs establish and conduct
business activities more easily domestically
and across the region thanks to a conducive
regulatory framework and adequate financial
infrastructure.

2. Farmers, rural and other SMEs increase their
incomes and create new jobs through
improved access to economic opportunities
(finance, services, skills, information,
education and markets).

Local government institutions foster local
economic development (LED) and environmental
sustainability in the Region in close cooperation
with national governments, civil society and
private sector actors.

The financial sector is more transparent and
efficient; and national and local institutions
manage public resources effectively.

Dialogue and economic empowerment
contribute to confidence-building and enhanced
connectivity, particularly in Abkhazia.

Total Domain Budget

CHF 43.5 million

CHF 21.9 million

Crosscutting Topics / Approach

Gender, Governance, Disaster Risk Reduction, Conflict Sensitive Programme Management
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Annex 4

Indicative Financial Planning

Total planned disbursements 2017 — 2020 per year in CHF million (incl. disbursements committed before 2017)

Domain 2017 2018 2019 2020 Total
Inclusive and sustainable economic development 43.50
SDC 7.80 7.80 7.90 8.00 31.50
SECO 3 3 3 3 12

Effective democratic institutions and human security 21.90
SDC 3.60 3.60 3.80 3.90 14.90
SECO 0.75 0.75 0.75 0.75 3

HSD 1 1 1 1 4

Other interventions 0.60 0.40 0.40 0.40 1.80
Total 16.75 16.55 16.85 17.05 67.20
Management costs* 2.00 2.00 2.00 2.00 8.00
Grand total 18.75 18.55 18.85 19.05 75.20

Total planned disbursements 2017 — 2020 per organizational unit in CHF million (incl. disbursements committed before 2017)

Domain SDC SECO HSD Total
Inclusive and sustainable economic development 315 65% 12 80% - 43.5 65%
Effective democratic institutions and human security 14.9 31% 3 20% 4 100% | 21.9 32%
Other interventions 1.8 4% - - 1.8 3%
Total 48.2 72% 15 22% 4 6% 67.2 | 100%
Management costs* 5.4 2.6 - 8

Grand total 53.6 | 711% | 17.6 | 24% 4 5% 75.2 | 100%

The final allocation of funds will depend on the identification of suitable interventions, the absorption capacity as well as the
efficiency and effectiveness of the cooperation with the relevant partners in each partner country. Accordingly, the following
information on planned disbursements for the four-year period of this strategy is indicative. It cannot be considered a firm
commitment or claimed as such by the partner country. This information serves merely as a basis for the forward spending plans
that are reviewed each year by the Swiss Parliament. Actual disbursements will depend on various factors, such as the changes in
the project portfolio and the framework conditions of the partner country as well as available disbursement credits authorized by the
Swiss Parliament. Portfolio and planned disbursements are regularly discussed with the partner authorities.

*According to the FDFA-SDC Budget Process, the Programme management costs are not anymore part of the Frame Credit VI:
they are now included as "Own Operational Expenses" into the FDFA Global Budget. However the development cooperation

management costs are illustrated in the budget of the Cooperation Strategy.

Note: Development cooperation management costs according to percentage development cooperation catalogue of tasks
(Aufgabenkatalog) representations: 2/3 SDC, 1/3 SECO
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