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1.  Background and Situation Analysis

Following the “Rose Revolution,” the Government of Georgia initiated the Management System Reform process, which aims at facilitating the improved management of local resources, increase efficiency of the regional and local government units and enhanced participation of local authorities in the decision making process. Moreover, in 2004, the State Commission on Effective Management System and Territorial Arrangement Reform was created with the task of drafting legislative acts for the implementation of a decentralisation strategy, which led to the implementation of the organic law of Georgia on Local Self-Government in December 2005, including provisions for the administrative and territorial reform of Georgia. 

The new Organic Law of Georgia on Local Self-Government. establishes for each self-governance unit a representative body (Sakrebulo) and an executive body (Gamgeoba or City Hall). Citizens of the territory of the Sakrebulo elect members of the Sakrebulo for a four year term (1 majoritarian for each community and 10 by proportional system per territory). Each Sakrebulo then elects a Chairman and a Deputy Chairman from their members, while the Gamgebeli or the Mayor is appointed by the Sakrebulo on a competitive basis. The Mayor appoints the heads of structural units and the head of the territorial body of the City Hall and Deputy Mayor. The Sakrebulo decides on its structure as well as of the Gamgeoba. In addition, it is responsible for the overall management of the territory, ranging from the provision of services to the population, to the elaboration of a socio – economic development plan and a budget of the self-governing unit. The revenue of the self- governing units includes local taxes and fees; capital revenues, equalization transfers, loans, grants, etc. 

A number of laws and many other activities are yet to be finalised to complete the decentralisation reform. Currently there are three laws under discussion in the Parliament these are : the law on Supervision, the law on Local Budgets and the law on Participation. These will define the kind of control that the central government will exercise on the local authorities. The Government of Georgia intends to complete the administrative and territorial reform before the next local elections which are envisaged to take place in November 2006, so that the new local government units can be established and the law easily implemented.   

The proposed strategy for decentralization leaves some open questions as far as the implementation is concerned. A number of important powers, functions and budgets are meant to be transferred to the local government, which presently is unable to set-up and implement well defined economic programs, and ensure precise budgetary and finance management procedures due to the lack of adequately trained staff. In addition, the adopted law gives little scope for consultation with the local authorities and the population at large, which may, in the medium term, have negative political consequence in general and specifically for the territorial integrity in some regions of Georgia populated by minorities. A review of the strategy outcomes regarding the competences and responsibilities of the Regional Governor, ensuring consistency and coherence on the different level of governance, has not yet been considered

Turning to the regional development issues, the European Commission has recently commissioned a review of the legislation that will bring about a clear picture of the gaps and inconsistencies of the proposed reform and territorial re-organization, as well as of the responsibilities at the different levels of local governance (governor/region, district, community). This is expected to lead to:

· A draft Regional Development Strategy and Programme of the Government.

· An assessment of the mechanism put in place by the three projects in the region, to draft a socio-economic development plan, including a priority investment programme. 

· A set of recommendations/best practices for designing of specific regional socio-economic development plan, including definition of responsibilities at institutional level (both for private and public institutions), etc.

Therefore, the governance structure is undergoing changes and the regional development acquirs growing importance in Georgia. UNDP is already supporting the State Commission on Effective Management Systems and Territorial Arrangement Reform, thus placing it at the leading edge of the decentralisation debate in terms of what is happening at central, regional and local government. Regional development cuts across all three layers of government, involves civil society and the private sector. The main responsibility for Regional Development is  assigned to the Office of the National Security Council (NSC). 

Donors Assistance

A number of organizations are beginning to focus on regional development, namely:

· EC: is implementing 3 rural development projects (Kvemo Kartli, Samtskhe Javakheti and Samagrelo- Zemo  Svaneti ) and has awarded a framework contract (12 months) to develop a national policy / strategy and programme for regional development;

· WB: has completed the Samagrelo – Zemo Svaneti regional economic and social development plan;

· DFID: plans to support regional development planning for the Samtske Javakheti region;

· Others: GTZ and OSCE are coordinating their activities with the EC.

However, there is a significant need for further assistance in this field. The process is still ongoing and it is unclear which organizations will make regional development a key element of their activities in the future. Regional development is closely related to the issue of governance, which is one of the priorities of the country, and no single organization has the capacity or resources to deal with all issues. 

Reason for Assistance

The Kakheti region is neither the wealthiest nor the poorest in Georgia. In a country where 39.4% of households fall below the poverty line, all regions require development support. However, there is a further reason for focusing on this region. The Russian embargo on Georgian fresh agricultural products (fruits, vegetable and nuts) in December 2005, combined with the ban on Georgian wines and mineral water in April 2006 will not only negatively affect the Georgian economy in general (estimates of a loss of up to $138 million in export potential to Russia – AgVANTAGE, May 2006) but  also threaten the future development of Kakheti since the region is very much dependent on the production of grapes and wine. 

To illustrate the importance of the problem, about 80% of Georgian wine exports were to Russia (in March 2006, over 5 million bottles of wine were exported). Wine exports have now collapsed (about 250,000 bottles the month after the Russian embargo was introduced). Over 30 wineries are located in the Kakheti region. Although some have their own vineyards, the vast majority of the grapes are supplied either by contracted SMEs or by small-scale farmers (an estimated 50% of the grapes supplied to the wineries in the region holding up to 1.5 hectares of land). There are an estimated 70,000 of small-scale suppliers in the Kakheti region. A rough calculation (average of 4 persons per household) suggests that as many as 280,000 or 70% of the population (397,000 inhabitants) of the region could be adversely affected, threatening to plunge the region into severe economic crisis and significantly increasing the already high degree of poverty.
Furthermore, the Kakheti region has an ambitious and pro-active leadership, though donor support/activity is lacking. On the positive side, embryonic initiatives are underway such as the creation of a Regional Development Agency (RDA) and Development Programme, introduced by the regional authorities in cooperation with the local authorities. And finally, there is a strong interest and understanding vis-à-vis the need for the regional planning and development activities among the authorities and various stakeholders.
2. Goal and Objectives

The goal of the proposed project is to contribute to poverty reduction and promote sustainable forms of human development in the Kakheti region of Georgia. Through the use of the regional development tools (strategy, programme and agency), the project will focus on the region’s ability to respond to external threats and, in the process, assist in becoming more economically diversified generating new employment opportunities, thus counteracting poverty or the threat of poverty. 

The project has the following objectives, each of which is elaborated in detail below:  

1. Establishing a basis for the regional policy and development;

2. Creating the basis for sustainable rural livelihood development in the region;

3. Improving access to resources, including financial, for small-scale entrepreneurs;

4. Improving the capacity of governmental counterparts (national, regional and local); and

5. Improving national policy-making by developing an up-steam policy link.

Stakeholders

The project will have a number of stakeholders:

· Regional: the main stakeholder will be the Office of the Governor of Kakheti region, as well as the regional structures, such as the Regional Development Agency;

· National: any national body having responsibility for the regional development (currently the Office of the National Security Council) will be a stakeholder. Government will benefit from the up-stream policy linkage as well as capacity building measures;  

· Local: All eight new municipalities (Mayors and relevant local economic development staff) will be involved in the project, and would benefit from the capacity building measures focusing on the regional / local economic development;

· NGOs / Civil Society / Communities / private sector. 

Cooperation with Donors, UN Agencies, NGOs and Local Private Entities

The project document has been elaborated following the consultations with other donors, including USAID, World Bank, EC, etc. It is clear that there is scope for collaboration with the donor community. This project will contribute to the following process:

At the regional level, the Governor recognises the importance of donor coordination in ensuring strategic and effective use of limited funds. The proposed Regional Development Strategy and Programme would represent an ideal basis for donor coordination, involving monthly meetings at the regional level and bi-annual meetings at the national level (see below).

Moreover, as a part of the process of developing this project document, meetings were held with the relevant donors, governmental bodies, NGOs, International Financial Institutions (IFIs), and Micro Finance Institutions (MFIs). A meeting was also held in the Kakheti region at which all relevant NGOs, donors, UN agencies etc. were present. The project concept was presented and the participants agreed (a) with the concept proposed, and (b) the need to coordinate their activities around the priorities established by the regional strategy/programme, thus contributing to the region’s overall strategic goals. 

Gender Mainstreaming

Addressing the issue of gender equality is of crucial importance in the development interventions. The project will support the empowerment of rural women and their participation in local social, political and economic life. Specifically, efforts will be made to ensure that women entrepreneurs equally benefit from access to micro finance, as well as the capacity building programmes run by the project. Moreover, the poverty reduction initiative will focus on women-headed households, which are typically the poorest in rural areas.

3. Strategy

The background highlighted the possible external threat (the Russian embargo), which could have a significant poverty impact on the Kakheti region. A strategy is needed which will enable the Kakheti region not only to respond to this threat, through focusing on the wine making industry, but also to diversify (in terms of markets, products, etc.). In this context, some initiatives are underway to counteract the possible consequences of the wine ban, such as stepping-up the fight against illegal wine production, creation of a juice processing unit to take grapes, the international advertisement campaign, etc., however it is essential for these to be complemented by a process of improving the quality/certification (national), branding, marketing of the wine, diversification of agricultural products, enhancing productivity and efficiency (e.g. farmers’ associations / cooperatives), know-how (capacity building on seeds, varieties, organic, etc.) as well as capturing greater levels of value added (agro-processing), etc. The above would need to be combined with a structured process of diversification of the local economy from agriculture to services. For example, the Kakheti region in known to have a potential for heritage tourism (1000+ places of culture and heritage value), eco tourism, adventure tourism, vineyard tourism (associated with the wineries), etc. 

Such a broad ranging, medium-term process is typically implemented through a regional development project involving the creation of a strategy and a programme, as well as the capacity to implement it. In this respect, the Kakheti region is well placed to make the most of such an approach:

· It has already created a preliminary Regional Development Plan, demonstrating that the regional/local authorities already recognize the importance of the regional development. The regional administration has a staff complement of 25 in the region, which also implies a degree of capacity, however, a key factor is that the authorities are committed to the regional development process, partly in recognition of the need to position the region both to counteract the possible effects of the wine ban, as well as enable it to maximise its economic opportunities from the medium to long term. Part of it in charge of the economic/financial aspects with a staff complement of three. This would suggest that the regional structure is well placed to take a lead in the regional development process, using an inclusive and community oriented approach;

· Moreover, the region has already established a Regional Development Agency (RDA) in the form of a publicly owned company
. The RDA has a staff complement of 3 and its Board is made up of the Governor and the heads of all 8 Districts, as well as individuals and enterprises. This effectively means that the region has already established an embryonic partnership for regional development, as well as an implementing agent (RDA) for the regional strategy/programme. These are important preconditions for the effective development and Kakheti is moving in the right direction – the RDA is one of only two such bodies in Georgia;

· Finally and the regional authorities are prepared to underline the commitment to the regional development project by providing an in-kind contribution in the form of offices for the project staff and cash contribution to the project. This is a very good basis for the future since a critical issue typical to development projects, namely the need to secure sustainability of institutions and capabilities generated by the project, has effectively been secured. Moreover, the possibility exists that the 8 local authorities will contribute to the project. Since the current districts’ mandate is about to be terminated, such commitments should be left to the new local government structures to be created in early 2007 (see below). Regardless of the volume of the contributions, it would suggest real commitment to the regional development project.

All this bodes well for the implementation of the project, as well as its future sustainability. However, an issue of importance affecting the overall approach/strategy relates to the proposed changes to local government, alluded to above. In October 2006, elections will be held for the new local government units that will replace the current district structure. Following the elections, new Councils will be formed, led by Mayors. These local authorities will create new departmental structures and employ staff to implement their competencies. The new remit includes Local Economic Development (LED), which is expected to become a major focus of the new local authorities. The LED process will inevitably be connected with the broader process of regional development, to be led by the regional authorities and the RDA and which the current districts/new municipalities are/will be members of. The full staff complement will only be available in spring 2007, however, it is vital that these new local government structures are fully involved in the process of creating the regional development strategy and programme. This has implications for the sequencing of the project. 

4. Outputs and Activities

Project Overview

· Duration: 24 months project (with the scope for a 12 month extension).

· Staffing: Initial: 1 Project Manager, 1 Regional Development Officer and 1 Microfinance Officer (see Annex 1). Additional staff will be engaged depending on the resources mobilized.

· Budget:

· 2006: USD 138,465

· 2007: USD 1,074,267

· 2008: USD 771.233

The total budget for the project over 24 months is USD 1,983,964. To start the project, initial funding for 12 months will be provided by UNDP for the activities as indicated in the Budget (Section 8: Budget, Table 1). However, to allow for the full implementation of the project (as outlined into Section 8: Budget, Table 2), additional resources will be mobilized by UNDP, Regional and National Authorities. 

Project Components

A. Regional Policy and Development (Regional Development Unit)

The primary focus of the project will be to build up the capacity of the region and the RDA to understand and coordinate the process of the Regional Development through three main sets of activities:

A.1 Creation of the Regional Development Strategy;

A.2 Creation of the Regional Development Programme;

A.3 Creation of a Regional Development Partnership and Implementing Agent (RDA).

A.1 Creation of the Regional Development Strategy

Regional Development Agencies (RDAs) are created in order to implement regional planning. They are normally tasked:

· To further economic development;

· To promote business competitiveness;

· To promote employment;

· To enhance development and application of skills relevant to employment; and

· To contribute to sustainable development.

Upon being created, they are required to work with their partners in the region to draw together a Regional Development Strategy that sets out for the whole region how these objectives will be met and the region developed. The whole region, not just the RDA, owns these strategies. Importantly, they provide the context for all other economic development activities in the region and provide a framework that sets out the direction that their policies in that region should support. Each regional development strategy reflects the needs and opportunities of its region and is therefore unique; they all contain the following elements:

· A vision for the strategic development of the region over at least the next years;

· The main priorities for the development and action to deliver this vision;

· Analysis of the strengths, weaknesses, threats and opportunities that the region faces;

· Information on the region and its economy and the key relevant Government policies for developing the region.

The above will be the features of the development strategy for Kakheti region. 

A.2 Creation of the Regional Development Programme

Whereas the strategy sets out the broad vision and identifies the priorities for development, including the sectoral focus, the regional development programme (or can be titled as Action Plan) takes this process to the detailed level. For each priority or objective, the RDA will focus on developing the specific actions, timeframe, responsibility, resources, outcomes, etc. The programme will be the key regional planning tool for the RDA’s activities during the implementation phase.

A.3 Creation of a Regional Development Partnership andIimplementing Agent (RDA)

Although this process has begun in the region (see section 3 above), the EC project previously alluded to will result in a framework focusing on “the recommendations/best practices for designing a specific Regional Socio-Economic Development Plan, including a definition of responsibilities at institutional level (both for private and public institutions)”. This is expected to effectively result in a “blueprint” for regional development work that all regions will be working towards for reasons of consistency.

The activities typically involved in the process include:

· Statistical Profile of the Region;

· Creation of Regional Development Working Groups (1 for region and 1 for each of the local authorities);

· SWOT analysis for the municipalities and the region;

· Clear link to/localisation of the Millennium Development Goals (MDGs)
;

· Draft Regional Strategy and Programme for consultation and feedback;

· Approval of the Strategy and Programme by the RDA/Regional Development Partnership.

In assisting the Kakheti region to undertake regional planning and development, the project will establish a Regional Planning Unit (RPU) within the RDA to work within the regional structures. This will consist of the following staff: 1 Project Manager, 1 Regional Development Staff, 1 Administrative/Finance Assistant and 1 Microfinance Officer (see Annex 1 for their ToRs). Additional staff will be engaged depending on the resources mobilized. The Project Manager will manage the overall project, liaise with relevant partners (local government, private sector, government, NGOs, donors, etc.) and be instrumental in the up-stream policy work (see below). It is anticipated that the project staff will be located in the offices of the regional authorities/RDA. Every effort should be made to ensure that the staff is recruited from the region. The intention is that, upon the termination of the UNDP support, they are absorbed into the RDA structure, thus making the activities more sustainable. In addition, a microfinance officer will be recruited to concentrate on the microfinance project component and will be located in the UNDP Country Office.

In undertaking this process, a significant degree of the capacity building will be carried out in relation to the Governor’s office, the local authorities and the RDAs. The objective and work plan for this component is set out below. A key fact in the preparation of the work plan is the fact that the local authorities will only be elected at the end of 2006 and able to participate in the regional development process from early 2007 onwards.

The objective and the work plan for this component is set out below.

Objective 1:  Establish a basis for regional policy and development.

2006 (6 months) activities:

Activity 1.1.1 Preparation of Project Memorandum (including issues such as the co-financing of the project, role and involvement of the new local authorities, incorporation of the project staff into the RDA/regional structure, co-financing of the project by the region and districts; and sustainability of RDA at project end).

Activity 1.1.2 Selection of a Project Manager, a Regional Development Officer and an Administrative/Finance Assistant to be based at the RDA/Regional authorities’ office and later absorbed into the RDA structure. Selection of a Microfinance Officer to be located in NDP Country Office.

Activity 1.1.3 Data collection and analysis leading to the creation of the regional and 8 district statistical profiles according to the methodology to be developed by the EC.

Activity 1.1.4 Establishment of the methodology for the creation of the Regional Development Strategy and Programme such as SWOT analysis, Working Groups, etc. (based on the EC methodology for consistency and coordination purposes).

Activity 1.1.5 Analysis of the nature of the existing RDA and recommendations of possible changes in remit/board, etc. that might be required in order to create a transparent, focused and broad-based/representative partnership for the regional development and implementation of the Strategy and Programme (to be finalised once the 8 new local authorities have been established in 2007).

Activity 1.1.6 Programme of capacity building of the regional authorities’ office/RDA focusing on the regional development issues (see below).

Activity 1.1.7 Preparatory work with local communities, NGOs, etc. through meetings to discuss the project through the region / districts.

Activity 1.1.8 Initiation of donor coordination activities, starting with monthly regional meetings.

Activity 1.1.9 Commencement of a number of “quick impact” initiatives (regional Web Site, directory of “who is who” in the regional development (national, regional, local authority), list of possible donors (national, international, local, etc.), etc.

2007 (12 months) activities:

Activity 1.2.1 Creation of the regional partnership composed of the current members of the RDA and any other relevant public-private partners and approval of the revised RDA (after local government elections).

Activity 1.2.2 Preparation of a study tour involving the regional and local authorities, their relevant staff and RDA staff. Consideration will be given to the possibility of involving the other 11 regional authorities and some of the key national government players.

Activity 1.2.3 Establishment of representative Regional Development Working Groups to undertake detailed consultation with local communities, NGOs, etc.

Activity 1.2.4 Finalisation of the district analysis/priorities leading to regional strategy and programme (SWOT, localised MDGs, etc.)

Activity 1.2.5 Consultation and approval of the Regional Strategy and Programme by RDA/partnership, preferably with approval from 8 local councils.

Activity 1.2.6 Capacity building of districts (new structures and staff), regions and RDAs (see section D. Capacity Building below).

Activity 1.2.7 Implementation of the strategy/programme by RDA, with UNDP support.

2008/9 (6 months with possible 12 month extension) activities:

Activity 1.3.1 Implementation of strategy/programme.

Activity 1.3.2 Phasing out UNDP involvement.

Activity 1.3.4 Transfer of full responsibility to RDA, including the regional development officers.

Activity 1.3.5 Focus on securing sustainability of RDA.

B. Creating Sustainable Rural Livelihoods

The Regional Development Strategy along with Programme elaboration and implementation will form the framework for the project. However, irrespective of the exact nature of the Regional Strategy/Programme a number of project activities are required to ensure that the external threat to the region (wine ban) does not have the anticipated consequences on the levels of poverty in the region, all calling for urgent actions. This relates to the need of creating sustainable rural livelihoods in the Kakheti region and the approach involves a number of inter-related elements, such as:

B.1 Support to the Wine / Grape Industry;

B.2 Establishment of Farmers’ Associations / Cooperatives;

B.3 Capacity building programme for small farmers ;

B.4 Feasibility Studies for agro-processing facilities and installation of small industrial and market sites
B.5 Diversification of the Economy (non-agricultural activities);

B.6 Pilot initiative - income generation for poorest households

B.7 Vocational and Educational Training

B.1 Support to the Wine / Grape Industry

Some initiatives are underway to counteract the possible consequences of the wine ban, such as reducing illegal wine production, a juice processing facility, and an international campaign to encourage Georgian wine export, however, further efforts are required to ensure that Kakheti wines are able to gain larger markets domestically as well as internationally. Issues that could be explored by the project include: the development of the regional branding (generally and for wine); regional logo; the assessment of the certification scope for domestic wines, for health and safety issues on one hand, and on the other  to ensure that legal wines are able to gain a greater market share than at present; a domestic advertisement campaign to encourage a shift in purchasing patterns to legal wines, as part of the process of encouraging the industry / region, etc. It is envisaged that the RDA would establish a Working Group consisting of the Governor, local authorities, wine industry and experts to develop a strategy for this sector.

B.2 Establishment of Farmers’ Associations / Cooperatives

A key disadvantage of the privatisation process is that it has resulted in very mall plots of land. Most households engaged in agriculture have smallholdings, typically 1.25 hectares in the Kakheti region. These are quite uneconomical smallholdings and with insufficient returns  there is little financial incentive to invest in high quality inputs .A necessary step is to develop mechanisms enabling farmers to consolidate their holdings into a single piece of land. It would not only address inefficiency problem but also provide a scope for market integration and some degree of market power. Through the promotion of association/cooperatives, institutional changes at local level can have direct positive impact on the production side, as it will be possible to prepare and harvest land with machinery through cooperation or rental arrangements. Promotion of cooperatives is increasingly recognized in the Caucasus  as a way of overcoming the existing situation and it is envisaged that the Project will work closely with the Ministry of Agriculture and other stakeholders to develop the cooperative sector in the region.
B.3 Capacity Development Programme for Small Farmers 

It is important to initiate a programme of diversification to reduce the dependence on grapes and enable local farmers to increase income levels. Both new seeds/products and more economical cultivation techniques resulting in higher yields will be explored, as well as the possibility of developing the organic produce. Below (D.4), we set out the nature of the proposed capacity development.

B.4 Studies for Agro-Processing Facilities and Installation of Small Industrial and Market Sites
There is an urgent necessity for assistance to stimulate the development of agro-processing activities in the region. The reasons for this are obvious: the wine ban is likely to result in the reduced demand for grapes, prices for primary agriculture are decreasing in real terms and profits are shifting to the other parts of the value chain, such as the food and agro-processing sector. This is likely to be a key priority arising from the Regional Development Strategy and Programme. The project will, therefore, set aside resources to undertake market assessment and feasibility studies. Once the scope for agro-processing is clear, the RDA will be assisted to attract domestic and foreign direct investment. Possible types of processing activity include: juices / concentrates, milk and cheese, ice cream and yoghurt, jams and preserves, greenhouses for seed production, etc.

Agro-processing and other private sector development predominantly for small and medium enterprises will also be encouraged by the installation of small industrial sites. These will be encompassed within a fenced and levelled site, with asphalted access, internal roads and utilities delivered to each unit. Units will be leased or sold to companies, while the firm concerned will be responsible for buildings and installations. 

There will follow the assessment/ study of the agro-processing potential in the region. The choice of the location will be mainly based on a competitive process within the region. Municipalities will be asked to bid for the installation of such sites in terms of financial or in-kind contributions to construction and maintenance, and inducements to companies to locate. This would provide an assessment of the potential and the willingness of communities to create an enabling environment and provide practical support. External finance would thus meet part of the costs of establishing the sites, with a variable proportion paid by the recipient municipality depending on the offer made in the competitive process. In addition, it is expected that there will be beneficial temporary employment effects from construction of the markets. A similar approach to the location of the local markets will be taken, with municipalities asked to bid in terms of financial or in-kind contributions to construction and maintenance, and charges to traders. The given project activity is elaborated in more detail in Annex 2.

B.5 Diversification of the Economy (non-agricultural activities)

The project will explore the possibilities of economic diversification in Khakheti. There is a potential for tourism sector development (agro-tourism, wine tasting / vineyard tourism, cultural tourism, etc.) and significant effort will be devoted by the RDA to explore the scope of  maximising the existing capacity, in close cooperation with the tourism sector (hotels, restaurants, culture and heritage venues, tour operators, travel agencies, etc.). There will also be a scope for new job opportunities, especially for women, through the promotion of specific services, products and crafts with the prospective manufacturing for the tourist, regional, national and possibly export markets. This activity will focus on the improvement and development of new quality services /products/ crafts rooted in the cultural heritage of the region, and facilitating access to the new markets through various market promotion activities. The project will focus on:

· Identifying the non-agricultural potential;

· Incorporating into the regional strategy and programme;

· Identifying the local international, national, regional and local partners; and

· Mobilising resources for the implementation of the pilot initiatives revealing the  existing potential.

B.6 Pilot Initiative - Income Generation for the Poorest Households

This initiative will be specifically target the women headed families/refugees/IDPs, especially in Pankisi Valley and follow an approach developed elsewhere in the Caucasus by UNDP. It basically involves the following steps:

· Selection of 30 women headed households with 3+ children (most vulnerable families)/refugees/IDPs in the Pankesi Valley;

· Provision of training (cultivation, storage, organic food, bio-humus, processing, etc.);

· Provision of training on the Mitleider Method of gardening;

· Distribution of Secrets of Gardening handbook;

· Provision of seeds for own gardens and seeds for common cultivation; 

· Provision of 10 cows (or goats, sheep, etc. as relevant);

· Provision of bio-humus (manure and vegetable remnants);

· Provision of irrigated reserve land, barn, storage, etc. (discussion required with pubic authorities with fallow land);

· Provision of support (e.g. transportation, market access, etc.);

· Provision of facilities for small scale processing activities (e.g. milk, cheese, fruit, etc.), greenhouse, etc. as applicable.

If the experience from elsewhere is replicated, this piloting initiative is expected to lead to:

· Empowerment of the women involved;

· Greater levels of nutrition and vitamins for them and their families;

· Spillover benefits to the poorest families (30+30+30 families benefiting from seeds; and 10+10+10 calves due to the “cascade” effect);

· In-kind support to the rest of the community (milk, vegetables, cheese, etc.) for kindergartens, poor families, etc.

B.7 Vocational and Educational Training

The project will also respond to the expected raise in unemployment resulting from intensive outflow of labour from the wine industry following the Russian embargo on Georgian wine imports. The short-term response to the Russian embargo and, in the medium-term, the development in the rural areas will partially depend on the increased productivity and on value-added. Productivity can be addressed through improved farm husbandry, hence vocational and educational training (VET) in agriculture will gain importance, more so that the agricultural diversification is amongst the key project activities.

The project will work with VET training centres in Kakheti and the Ministry of Education and Science for comprehensive definition of  training needs for the agriculture in the region. This will include consultation with the agro-processing and other related industries to ensure a cohesion between training and needs. Training curricula and materials will be prepared, trainers will be selected and trained. This will be coordinated with agriculture VET being developed at other VET centres in order to allow common curricula and materials where possible, and to facilitate the roll-out of the programmes at other VET centres as appropriate. This project activity is elaborated in more detail in Annex 3.

The objective and work plan for this component is set out below.

Objective 2: Creating the basis for sustainable rural livelihood development in the region.

2006 Activities

Activity 2.1.1 Study of the impact of the Russian ban on the small-scale farmers in the region, together with the recommendations/strategy for regaining the market share (domestic and international).

Activity 2.1.2 Study of the diversification scope of the rural economy (services, tourism, use of ICT, etc.) and food processing industry(types and locations).

Activity 2.1.3 Studies on agro-processing potential and industrial/market sites.

Activity 2.1.4 Study on the scope and method of establishing Farmers’ Associations and Cooperatives (based on experience in other regions of Georgia and similar countries).

Activity 2.1.5 Assessment of the scope for establishing the Pilot initiative on Income Generation for the Poorest Households, focusing on land availability and customisation of the approach to the Georgian environment.

Activity 2.1.6 Development of a website, a logo, branding strategy and initial domestic promotional campaign.

Activity 2.1.7 Consultation with agro industry, Ministry of Education for defining detailed training needs. Agreement with VET centres from Kakheti. Preparation of the curricula and materials for VET, and training of trainers.

2007/8 Activities (Subject to resource mobilisation)

Activity 2.2.1 Implementation of the programme/strategy to support the wine industry (regional branding, logo, scope for certification of domestic wines, health and safety issues, etc.).

Activity 2.2.2. Implementation of the programme for establishing Farmers’ Associations/Cooperatives.

Activity 2.2.3 Implementation of the programme for diversification of seeds, crops, fertilizers, etc.

Activity 2.2.4 Implementation of the know-how programme to be delivered to farmers (associated with diversification).

Activity 2.2.5 Implementation of the feasibility studies – agro-processing facilities linked to potential investors.

Activity 2.2.6 Implementation of the programme for diversification of the economy away from agriculture.

Activity 2.2.7 Implementation of the pilot initiative on income generation for the poorest households.

Activity 2.2.8 Installation of the industrial and market sites.

Activity 2.2.9 Delivering the VET in agriculture to small farmers.
C. Improving Access to Finance for Development

All enterprises, whether informal/formal or small/large, require capital in order to start-up, survive and grow. In Georgia, all businesses express the concern that the lack of loans for working capital and investment is hampering the development and that the terms and conditions, such as interest rates and collateral requirements are too demanding. Nevertheless, some foreign direct investment is being attracted and, as in other transition countries, the success of the commercial micro finance banks has demonstrated that it is highly profitable to lend commercially to enterprises, even in small quantities. The consequence is that Georgian commercial banks are beginning to invest in enterprise development. Moreover, circa 12 Micro Finance Institutions (MFIs) are operating in Georgia. All this bodes well for the future, however, it is important to note that lending is largely restricted to urban areas. Although some MFIs are beginning to lend in rural areas, the activities are limited in scope with the demand far exceeding the supply. In this context, it would be expedient for the project to intervene in improving the access to finance in the region, albeit in a targeted manner.

To address this issue, the project foresees three main sets of activities:

C.1 Microfinance provision; 

C.2 Information provision, signposting and support to access finance; 

C.3 Kakheti Regional Development Fund.

C.1 Microfinance provision 

Two options will be pursued under this aspect of the project:

C.1.1 Assist small-scale farmers to access micro finance to rent machinery

This is justified since the demand for agricultural credit exceeds the supply available through MFIs, however, the usual commercial assessment criteria apply. Instead of simply providing additional micro finance, project support will be used to assist small scale farmers to access finance specifically for the Machinery Centres that are in the process of being created in the region. This would involve local MFIs using their standard products, but the focus would be on accessing farming equipment and machinery. It would contribute to increased productivity and profit for the small farmers concerned, while at least 50% of the funding would go to female entrepreneurs. Since other regions in Georgia will similarly be establishing Machinery Centres, it is expected that the project seed funding ($25,000) will have a wider effect beyond the region.

C.1.2 Assist the development of a new financial product – micro leasing: 

Another effective use of the project resources ($25,000) would be to pilot test a new type of commercial micro product, which could subsequently be up-scaled throughout the MFIs and commercial banks in Georgia, provided it proves to be profitable,. Such a product is micro leasing, which is ideally suited for the enterprises (small scale farmers) in the Kakheti region. In micro leasing, credit is given in the form of a productive, income-generating asset to the client. The asset is purchased by a leasing institution and given to applicants on periodic rentals for a specified term of, usually 3 to 5 years. Moreover, since the title to the asset is vested in the leasing operator rather than the enterprise, no additional security or collateral is required. Thus, the key barriers in accessing the credit may be overcome through micro leasing and, upon the expiration of the lease period, the asset is transferred to the lessee typically at no extra cost. Micro leasing is thus an instrument which ensures that the credit is utilized exclusively for productive and income generating purposes.
Project resources would be used to test the market and develop the product, promotion, etc. Links will be developed with USAID’s Finance Forum to discuss the SMEs’ access to finance with financial institutions. The selected MFI would put up the funds to implement the micro-leasing product. A tender exercise will be initiated by the project to select the best partner offering to put up the most of its own funds to capitalize the scheme. The success of the product will be promoted through the SME Finance Forum as well as other means to ensure that other financial institutions take up the idea and promote throughout the country. 

The two initiatives highlighted above would comply with the recent “Donor Guidelines on Good Practice in Microfinance.” The guidelines note that certain “core or frontier issues” remain unresolved as far as microfinance is concerned, such as:

· Extending rural (and especially agriculture) finance in sparsely populated areas;

· Expanding the outreach to poor people of services like micro insurance, micro leasing and remittance management (2004, p.13).

Therefore, the development of a product such as micro leasing in Georgia would have a double benefit: adding to the palette of financial products available in the country and contributing to policy making in an area which is underdeveloped. 

C.2 Information provision, signposting and support to access to  finance

Part of the problem experienced by both SMEs and small scale farmers in the region is a general lack of awareness of the nature of financial products generally (bank loans, micro finance, insurance, etc.), financial providers (which organisations they can access), the type of products available (agricultural loans, working capital, investment loans, etc.) as well as the terms and conditions, which are constantly changing (interest, collateral, maturity, default, etc.).

Therefore, with relatively limited investment, the RDA would be able to collect such information on a regular basis and disseminate widely to local authorities, business centres, etc. thus facilitating access to up-to-date and valuable information. This would be combined with collaboration with all relevant financial institutions, thus enabling presentation of types of product, terms and conditions and facilitation of preparation of application forms to enhance success rates. 

C.3 Kakheti Regional Develop Fund 

(Subject to resource mobilization)

Upon completion of the Regional Strategy and Programme, it is important for the project to demonstrate early successes, thereby gaining the trust and confidence of all the communities involved, whilst at the same time raising the visibility of the regional development activities. Therefore, the project aims to establish a Regional Development Fund to assist in the implementation of the priorities identified in the Regional Strategy and Programme. The funding available are likely to be relatively modest, however, may increase in subsequent years subject to resource mobilisation (from 2007 onwards). 

· 2007 (forecast): minimum of USD 200,000

· 2008 (forecast): minimum of USD 300,000

The types of activities to be financed are likely to include the following in 2007:

· Rehabilitation of small basic social infrastructure (community, educational, health, etc. facilities);

· Creation of sustainable livelihoods and economic development.

In 2007, UNDP will work closely with the RDA to put together the application forms for funding; but in 2008, the RDA will take the lead in the process. Moreover, in order to further build capacity and encourage communities to begin tackling the economic priorities in the regional strategy / programme, the focus of the eligibility criteria for the fund will shift (in 2008) to themes such as:

· Support to non-farm activities (e.g. handicrafts, tourism, etc.);

· Assistance to start-ups / early growth firms / farmers’ associations / cooperatives;

· Support to higher level economic functions such as agro-processing.

The exact focus for funding in different years and the criteria to be applied will be finalised once the Development Plans are available. The main purpose of the Regional Development Fund would be to ensure that the region (RDA, region, local authorities, entrepreneurs as well as NGOs and local citizens) develops the competence in project applications / project preparation. This is a critical component in terms of developing sustainable regional development. Once the Project is terminated, the RDA will have the skills to enable it to draw down funding from donors, IFIs, Government, etc. in subsequent years.

An appropriate Governance structure will need to be developed to ensure that the RDF is operated in a transparent and accountable manner.  The resources will be mobilised by regional/local authorities and UNDP. Payment will be made in the form of grants following successful applications according to UNDP determined rules and regulations.

The objective and work plan for this component is set out below.

Objective 3: Improve access to resources, including financial resources for small-scale entrepreneurs.

2006 Activities

Activity 3.1.1 Discussing the scope for delivery of the micro finance and leasing products with the financial institutions 

Activity 3.1.2 Invitation to a tender for financial institutions to implement the micro finance and leasing products.

Activity 3.1.3 Evaluation and negotiations leading to signed agreement with a financial institution for the delivery of the micro finance and leasing products.

Activity 3.1.4 Database, dissemination of information on all MFIs and commercial banks offering financial products in Kakheti (products, interest, collateral, repayment terms, terms, etc.) to be established in RDA and 2 Business Centres (up-dated 3 monthly basis).

Activity 3.1.5 Regular monthly meetings / workshops (farmers/MFIs/banks) involving all MFIs/banks highlighting products and offering support to farmers in applying for credits.

Activity 3.1.6 Database of all possible sources of finance: 22 WB supported Project Implementation Units, ministries, IFIs (WB, KfW, etc.), Donors (USAID, DFID, IFAD, EU), etc.

Activity 3.1.7 Participation in SME Finance Forum in order to disseminate experience of micro finance and leasing products.

2007/8 Activities 

(Subject to resource mobilization)

Activity 3.2.1 Mobilisation of funds for the Regional Development Fund.

Activity 3.2.2 Capacity building programme for region, RDA, districts, business centres: applying for funds, FDI, regional investment projects, CBA, etc.

Activity 3.2.3 Establishment of the Regional Development Fund, its governance structure and procedures. Call for proposals and disbursement of funds in 2007 and 2008

Activity 3.2.4 Focus on additional access to funds (other than the Regional Development Fund) for priorities identified in strategy / programme.

D. Capacity Development

The key component of the project will be capacity development of the region so that, at  the project end, the stakeholders are in a position to continue the activities independently. The focus of the capacity building will be on coaching and mentoring, hence the reason why there will be Project Manager and Regional Development Officer working closely with the regional counterparts. Consequently relatively well-qualified and experienced individuals will need to be selected for these positions. This will be supplemented with international perspectives (for example, the study tour) as well as targeted training (for example, writing applications for funding) and consultancy support. The following activities will be undertaken under this component:

D.1 Study tour;

D.2 Capacity development of regional structures;

D.3 Capacity development of local self government;

D.4 Capacity development of small-scale farmers.

D.1 Study tour

A one-week study tour is designed to raise awareness of what regional development can achieve, as well as how regional development partnerships, strategies and programmes are created on an inclusive basis. A particular focus will be placed on the role of RDAs and how they can create impact and promote sustainability. The study tour is also expected to deliver “non-technical” benefits, such as ensuring that people from the region get to know each other better and that trust develops. This is an important basis for the success of regional development. A customised technical programme will be developed. Subject to resource mobilisation, the following are expected to participate in the study tour: the Governor / Deputy Governor, local authorities (Mayor and/or LED staff) and RDA staff. Consideration will be given to the possibility of involving other Governors and some of the key national government players such as the relevant members of  the National Security Council.

D.2 Capacity development of regional structures

The project will deploy a Project Manager and regional development officer to focus on the activities envisaged. A key element of their job will be not simply to provide technical know-how and coordinate the process of regional development, but also to work closely with the regional partners to ensure that local skills and capabilities are developed over time. This will involve a large degree of hands-on coaching and mentoring, especially of the RDA, the regional authorities’ office (Economic Development Department), as well as the key local authority staff (see below) and local counterparts. 

The key elements of the formal training is likely to involve the following:

· Training Needs Assessment (RDA and Economic Development Department of the regional administration);

· National Policy Environment (institutions, policies, resources, etc.);

· EC regional development methodology as applied to Georgia (strategy, programme, consultation, SWOT, visioning, scenario setting, SMART strategies, setting goals and targets, etc.);

· Role of RDA in implementing the strategy / programme;

· Attracting Foreign Direct Investment to the region;

· Writing applications for funding;

· Undertaking feasibility studies, cost benefit analysis and environmental impact assessments;

· Consulting local stakeholders in relation to the regional strategy and programme;

D.3 Capacity development of the local self government

Although the focus is primarily on the regional administration and the RDA, some capacity development will also be directed at local authorities (Development / Planning / Economic Development Units):

· Undertaking local economic development (LED);

· Supporting enterprise development;

· Role of local government in supporting regional development;

· Local government performance budgeting;

· Linking regional and economic development to performance budgeting, etc.

D.4 Capacity development of small-scale farmers

As previously discussed, it is important to initiate a programme of diversification to reduce dependence on grape production and enable local farmers to increase their level of income. This will require careful market analysis to ensure that the products can be transported, stored and sold. Both new seeds/products and economical techniques to cultivate existing produce resulting in higher yields will be explored, as well as the possibility of developing the organic produce. Close links will be established with the AgVANTAGE project for project synergy purposes.  The type of assistance to be delivered include:

· Technical advice / training on alternative produce which could be farmed;

· Technical advice / training in new production agricultural methods;

· Training on seeds, tools, small equipment, pesticides, or other critical inputs;

· Marketing/sales training;

· Input purchasing training, etc.

The objective and work plan for this component is set out below.

Objective 4: Improve the capacity of governmental counterparts (national, regional and local) and small-scale farmers.

2006 Activities

Activity 4.1.1 Assess the needs and develop a Training Plan for regional and local-self government officials and structures

Activity 4.1.2 Assess the needs and develop a Training Plan for small-scale farmers

2007/2008 Activities 

(Subject to resource mobilization)

Activity 4.2.1 Organise, commission and deliver training courses

Activity 4.2.2 Assessment of training results and effects and preparation of further training plan (if required)

Activity 4.2.3 Asses and organize a study tour to regions in Georgia offering valuable experience for the regional development processes 

Activity 4.2.4 Asses and organize a study tour to municipalities in CEE country offering valuable experience for the regional development process

Activity 4.2.5 Assist capacity building of regional/local institutions and associations and facilitate exchange of information and experiences with relevant EU institutions 

Activity 4.2.6 Organise mechanisms for co-operation and arrangements for transfer of experience and expertise among the countries 

E. Up-steam Policy Link

It is essential for the projects to have an up-stream policy link, and to link to other UNDP interventions. Namely, UNDP is already actively involved in supporting a wider process of decentralisation in close collaboration with the State Commission on Effective Management System and Territorial Arrangement Reform. The regional development debate is in its infancy in Georgia. Therefore, the “Regional Development in the Kakheti Region” project is ideally placed not only to achieve impact in the region, but also to ensure that the experience and know-how arising from the locality can be used to shape national policy, initiatives elsewhere in Georgia and assist with the future resource mobilisation and other regions. This can be achieved through three main elements:

E.1 Project Steering Group;

E.2 Coordination with donors;

E.3 Communication and upstream policy link.

E.1 Project Steering Group

A Project Steering Group (PSG) will be created, with the main function of guiding the project development and assisting in the strategic issues associated with the implementation (see section 5 below). The PSG will be chaired by the Governor of Kakheti and include the national body with the responsibility for the regional development (currently the National Security Council), local authority associations and other relevant stakeholders in the regional development sphere. The UNDP Project team will act as the secretariat for the PSG and regular meetings will be organized. 

E.2 Coordination with donors

The experience of other UNDP projects has underlined the necessity for close collaboration with other donor organisations such as EC, WB, etc. to ensure project coordination and effective implementation. Therefore, the Project will organise three types of donor coordination:

· Regular (monthly) meetings with key local partners in the region, run by the Governor (Kakheti);

· In addition, six monthly meetings will be organised with potential project partners (such as MCG, WB, PIUs, relevant NGOs, donors, etc.);

· Where there is potential to collaborate in the implementation of the Project, issue specific meetings will be organised in order to more effectively coordinate relevant donor expenditure that could benefit the Kakheti region.

E.3 Communication and upstream policy link

Regular reports will be produced during the course of implementing the sub-components of the project. These will form the basis for mobilisation, communication and engagement in upstream policy debates designed to influence national policy-making. Such activities will include the following:

· Communication such as preparation of project website (including the scope for donor commitments arising from the regional development strategy / programme);

· Codification of knowledge: good practice reports on project implementation, as well as the annual conference on project activities and good practice (see below);

· Policy link: stakeholder workshops on specific issues (arising from project), contribution to topics of national policy interest, such as the development of associations / cooperatives, agro-tourism, micro leasing, diversification of the rural economy, income generation for poorest households, etc;

· Annual conference on the regional development (government, districts, regions, donors, NGOs, IFIs, media).

The objective and work plan for this component is set out below.

Objective 5: Improve national policy making by developing an up-steam policy link.

2006 Activities

Activity 5.1.1 Introduce the Regional Development concept and methodology of the project

Activity 5.1.2 Define all regional and local partners, finalize legal documentations and arrangements for initiation of the project

Activity 5.1.3 Prepare and print project documentation for distribution; set up a project web page
Activity 5.1.4 Sign-up organizations to form the PSG

Activity 5.1.5 Convene monthly meetings with key local partners in the region

Activity 5.1.6 Organize meetings with potential project partners (at the end of the year)

2007/2008 Activities

(Scope will be subject to resource mobilization)

Activity 5.2.1 Conduct six monthly meetings with the PSG on project development to incorporate ideas and views

Activity 5.2.2 Present the annual reports/reviews of the project to the PSG and obtain feedback

Activity 5.2.3 Use the PSG as a means of disseminating the good practice arising from the project

Activity 5.2.4 Organise an end of project conference, jointly with the members of the PSG

Activity 5.2.5 Convene regular monthly meetings with key local partners in the region 

Activity 5.2.6 Organize regular meeting with potential project partners and on specific topics

Activity 5.2.7 Produce good practice reports on project implementation, as well as the annual conference on project activities and good practice 

Activity 5.2.8 Organize stakeholder workshops on specific issues as contribution to topics of national policy interest (such as the development of associations / cooperatives, agro-tourism, micro leasing, diversification of the rural economy, income generation for poorest households, etc.).

Activity 5.2.9 Commission independent evaluation of the project and disseminate evaluation findings.

5. Implementation arrangements

Overall Management 

The project will be implemented under Direct Execution modality (DEX) with full responsibility of the UNDP Country Office in Tbilisi. UNDP Country Office will take full responsibility for the administration of the financial and human resources, which is justified on the basis of the urgent character of the envisaged activities and the variety of partners to be involved. In addition, this is a critical year for the Government and the principal project counterparts in terms of implementing the ambitious reform programme, which limits their capacity to implement the project

The implementation of all Project activities shall be managed and overseen by the Project Unit (PU), whose staff will be selected and recruited by UNDP, in consultation with the Governor of Kakheti, based on UNDP rules and procedures. The Project Manager will be responsible for the day-to-day management of the Project.

The Project Manager would be responsible for reviewing and making recommendations concerning the following:

· Implementation of work-plans;

· The use of funds;

· Practical problems and obstacles faced during the implementation;

· Project reports and results;

· Consistency and Integrity of the methodology applied.

The management of project funds will be carried out according to UNDP financial rules and regulations, based on a work plan with a detailed budget. Project team will be responsible for developing detailed project work plan (at the beginning of project implementation), proposing its revisions as well as the reporting on the resources allocated and project achievements. 
Close coordination and integration of project activities with the Government initiatives regarding the economic development and decentralization reform will be ensured through the Project Steering Group, which will serve as a main coordinating body for the implementation of the project and will be composed of: 

· The Governor of Kakheti (Chair);

· Office of the National Security Council/Commission on Effective Governance System and Territorial Arrangement;

· The Ministry of Agriculture;

· The Ministry of Economic Development;

· The Ministry of Education and Science;

· Local Authority Association (if available);

· NGOs / donor, etc.

The specific duties and responsibilities of the Project Steering Group will include: 

· Facilitating and supporting the institutional arrangements that are necessary for effective project implementation;
· Providing policy guidance and recommendation regarding project strategy;

· Promoting the project and mobilize resources to expand project activities;

· Approving the work plan and ensuring that they adhere to projects’ priorities;

· Reviewing implementation reports;

· Reviewing evaluation and assessment reports and endorse recommendations;

· Reviewng programme strategy taking into account current opportunities and risks;

· Removing possible technical obstacles threatening timely programme implementation;

The UNDP Project team will act as the secretariat for the PSG. 

Staffing

· 1 Project Manager: extensive experience of rural / regional development, resource mobilization, close contacts with relevant Government departments, IFIs, donors, etc. and extensive project management experience.

· Regional Development Officer: 

· Agricultural specialist: experience of farmers’ associations / agricultural cooperatives, agro-processing, agronomy, farming, etc.

· 1 Microfinance Officer: extensive experience in the area of investment banking, financial management and financial product design; and expertise in micro and small financing both traditional and non-traditional financing options.

· 1 Administrative/finance assistant.

The project staff will be located in the offices of the regional authorities/RDA, while the microfinance officer will be located in UNDP Country Office. It should be noted that the RDA has three staff of its own that will also be used to implement all aspect so the project. These posts are funded by the RDA and it is anticipated that the project staff will be absorbed into the RDA structure upon project termination. Subject to resource mobilization additional members to the project team will be recruited in 2007, namely a Chief Technical Advisor and additional Regional Development Officer
.

Project activities will be managed as close to the local level as practicable, with the regional/local administration (Regional authorities/administration and RDA) teams carrying out most of the operational tasks, with the support of project staff, consultants and trainers. Project will obtain office space from the Governor (in-kind support) large enough to accommodate both the RDA and the Regional Planning Unit, thus ensuring synergies, capacity building, reduced costs, as well as coverage of their maintenance costs.

Duration of the Project:

The project implementation shall commence in September 2006 and will be finalized in 24 months. As indicated in the project activities and budget (section 8), the project will be initiated with limited UNDP funding, while its full implementation will be subject to resource mobilization, to be jointly done by UNDP, regional and national authorities. 

In addition, possibility for project extension for additional 12 months is envisaged, depending on resources mobilized.  

6. Monitoring and Evaluation

Monitoring, evaluation and review represent an ongoing effort in order to answer the questions: “How are we doing?” and “What can we do better?” Monitoring will be carried out on a regular basis by both the Regional Planning Unit as well as the backstopping UNDP staff. 

Work Plan: the Project work plan will be used to set targets for the delivery of outputs and to develop a strategy for ensuring the achievement of Project objectives. The work plan will be reviewed and updated regularly by the Project Manager in cooperation with key stakeholders. Performance measures will be identified to evaluate the progress in implementing the Kakheti Regional Development Strategy / Programme. The measures will assess the effectiveness of the Project in meeting the objectives of promoting socio-economic development, rural revitalisation and poverty reduction.

Quarterly Progress Reports: will be produced by the Project Manager for presentation to the Country Office and the Project Steering Group. The Progress Reports will be drafted reflecting progress towards results, factors contributing to or impeding achievement of results and lessons learnt.

Final Evaluation: an independent final evaluation will be carried out 3 months prior to the project completion (month 21). The substantive recommendations will be used to decide whether the project should be extended by a further 12 months and to design the content / work plan for the final phase of the project. 

Terminal Project Report: the Report will be prepared at the end of the period of  the implementation (either 24 or 36 months). The Report will include an assessment and analysis of Project performance over the reporting period, including outputs produced, constraints, lessons learnt and recommendations for avoiding key problems in future projects. 

Preparation of the monitoring, evaluation and review is the responsibility of the UNDP project team. The project team will devise the system for project monitoring, review and evaluation. The project team will allocate sufficient resources to this task and will invite an outside party to conduct the mid-term review and final evaluation.

7. Legal Context

This Project Document shall be the instrument referred to as such in Article I of the Standard Basic Assistance Agreement between the Government of Georgia and the United Nations Development Program, signed by the parties on 1 July 1994. The host country implementing-agency shall, for the purpose of the Standard Basic Assistance Agreement, refer to the government co-operating agency described in that Agreement.

The UNDP Resident Representative is authorized to effect in writing the following types of revisions to this Project Document, provided that he/she is assured that the other signatories to the Project Document have no objection to the proposed changes:

a) Revision of, or addition to, any of the annexes to the Project Document;

b) Revisions which do not involve significant changes in the immediate objectives, outputs or activities of the project, but are caused by the re-arrangement of the inputs already agreed to or by cost increases due to inflation;

c) Mandatory annual revisions which re-phase the delivery of agreed project inputs or increased expert or other costs due to inflation or take into account agency expenditure flexibility; and

d) Inclusion of additional annexes and attachments only as set out here in this Project Document.

8. Budget 

The total budget for the project over 24 months is USD 1,983,964. To kick off the project, initial funding for 12 months will be provided by UNDP funds for the activities as indicated in the bellow Table 1. The full implementation of the project will depend on the resources mobilized as outlined in the Table 2. The project extension (12 months) would ask for further costs (not budgeted below).

Table 1: Project Budget to be funded by UNDP

	Key Activities and Inputs 
	Unit
	# of units
	Unit rate ($)
	UNDP

	
	
	
	
	2006
	2007
	Total

	1. Project Staff
	 
	 
	 
	 
	 
	 

	Project Manager (NOB)
	Per month
	12
	1,509
	6,036
	12,072
	18,108

	Regional Development Officer (NOA)
	Per month
	12
	1,170
	4,679
	9,357
	14,036

	Microfinance Officer (NOA)
	Per month
	12
	1,170
	4,679
	9,357
	14,036

	Administrative/finance assistant (G5)
	Per month
	12
	868
	3,471
	6,943
	10,414

	Total Project Staff
	 
	 
	 
	18,865
	37,729
	56,594

	2. Equipment and supplies
	 
	 
	 
	 
	 
	 

	Furniture and computer equipment
	 
	4
	1,500
	6,000
	 
	6,000

	Office supplies
	Per month
	12
	100
	400
	800
	1,200

	Local travel
	Per month
	12
	200
	800
	1,600
	2,400

	Utilities
	Per month
	12
	100
	400
	800
	1,200

	Total Equipment and supplies
	 
	 
	 
	7,600
	3,200
	10,800

	3. Implementation of Project Components
	 
	 
	 
	 
	 
	 

	Component 1 – strategy and programme
	 
	 
	 
	20,000
	 
	20,000

	Component 2 – sustainable rural households
	 
	 
	 
	 
	 
	0

	- Studies on:
	 
	 
	 
	 
	 
	 

	    Wine sector
	 
	 
	 
	10,000
	10,000
	20,000

	    Agro-processing industries
	 
	 
	 
	10,000
	10,000
	20,000

	    Small industrial/market sites
	 
	 
	 
	10,000
	10,000
	20,000

	    Diversification of the economy
	 
	 
	 
	10,000
	10,000
	20,000

	- Vocational and educational training
	 
	 
	 
	20,000
	 
	20,000

	Component 3 – access to finance
	 
	 
	 
	 
	 
	0

	- Microfinance and micro leasing
	 
	 
	 
	25,000
	25,000
	50,000

	Component 5 – up-stream policy link
	 
	 
	 
	 
	 
	0

	- Website
	 
	 
	 
	2,500
	 
	2,500

	- Stakeholder workshops / conferences
	 
	 
	 
	2,000
	 
	2,000

	Total Project Components
	 
	 
	 
	109,500
	65,000
	174,500

	4. Other
	 
	 
	 
	 
	 
	 

	Translations and interpretation
	 
	 
	 
	500
	 
	500

	Publicity, information, visibility
	 
	 
	 
	2,000
	 
	2,000

	Total Other
	 
	 
	 
	2,500
	0
	2,500

	Total Budget
	 
	 
	 
	138,465
	105,929
	244,394

	GRAND TOTAL
	 
	 
	 
	138,465
	105,929
	244,394


Table 2: Project Budget to be funded by other donors

	Key Activities and Inputs 
	Unit
	# of units
	Unit rate ($)
	Other donors

	
	
	
	
	2007
	2008
	Total

	1. Project Staff
	 
	 
	 
	 
	 
	 

	Project Manager (NOB)
	Per month
	12
	1,509
	6,036
	12,072
	18,108

	Regional Development Officer (NOA)
	Per month
	12
	1,170
	4,679
	9,357
	14,036

	Microfinance Officer (NOA)
	Per month
	12
	1,170
	4,679
	9,357
	14,036

	Administrative/finance assistant (G5)
	Per month
	12
	868
	3,471
	6,943
	10,414

	Regional Development Officer (NOA)
	Per month
	20
	1,169
	14,024
	9,349
	23,373

	Chief Technical Advisor (ALD 4) 
	Per month
	20
	10,000
	120,000
	80,000
	200,000

	Total Project Staff
	 
	 
	 
	152,888
	127,078
	279,967

	2. Equipment and supplies
	 
	 
	 
	 
	 
	 

	Furniture and computer equipment
	 
	1
	1,500
	1,500
	 
	1,500

	Office supplies
	Per month
	12
	100
	400
	800
	1,200

	Local travel
	Per month
	12
	200
	800
	1,600
	2,400

	Utilities
	Per month
	12
	100
	400
	800
	1,200

	Vehicle
	 
	1
	12,000
	12,000
	 
	12,000

	Total Equipment and supplies
	 
	 
	 
	15,100
	3,200
	18,300

	3. Implementation of Project Components
	 
	 
	 
	 
	 
	 

	Component 1 – strategy and programme
	 
	 
	 
	80,000
	 
	80,000

	Component 2 – sustainable rural households
	 
	 
	 
	 
	 
	0

	- Farmers’ associations / cooperatives
	 
	 
	 
	80,000
	80,000
	160,000

	- Studies on:
	 
	 
	 
	 
	 
	 

	    Small industrial/market sites
	 
	 
	 
	20,000
	 
	20,000

	    Diversification of the economy
	 
	 
	 
	10,000
	20,000
	30,000

	- Income generation scheme for poorest
	 
	 
	 
	70,000
	30,000
	100,000

	- Small industrial and market sites
	 
	 
	 
	100,000
	100,000
	200,000

	- Vocational and educational training
	 
	 
	 
	60,000
	20,000
	80,000

	Component 3 – access to finance
	 
	 
	 
	 
	 
	0

	- Regional Development Fund
	 
	 
	 
	200,000
	300,000
	500,000

	Component 4 – capacity building
	 
	 
	 
	 
	 
	0

	- Study tour
	 
	 
	 
	30,000
	 
	30,000

	- Regional and local authority  training
	 
	 
	 
	30,000
	 
	30,000

	- Small scale farmers training
	 
	 
	 
	10,000
	 
	10,000

	Component 5 – up-stream policy link
	 
	 
	 
	 
	 
	0

	- Good practice reports
	 
	 
	 
	10,000
	10,000
	20,000

	- Stakeholder workshops / conferences
	 
	 
	 
	10,000
	8,000
	18,000

	Total Project Components
	 
	 
	 
	710,000
	568,000
	1,278,000

	4. Other
	 
	 
	 
	 
	 
	 

	Translations and interpretation
	 
	 
	 
	1,000
	500
	1,500

	Review, monitoring and evaluation
	 
	 
	 
	20,000
	20,000
	40,000

	Publicity, information, visibility
	 
	 
	 
	6,000
	2,000
	8,000

	Total Other
	 
	 
	 
	27,000
	22,500
	49,500

	Total Budget
	 
	 
	 
	904,988
	720,778
	1,625,767

	GMS (7%)
	 
	 
	 
	63,349
	50,454
	113,804

	GRAND TOTAL
	 
	 
	 
	968,338
	771,233
	1,739,570


Annex 1: Terms of Reference of Project Staff 

Project Manager

Reporting to the UNDP Georgia Country Office, Project Manager will be responsible for the overall coordination and implementation of the Kakheti regional development project. S/he will be based in Kakheti region and travel regularly to Tbilisi throughout the project duration. S/he will be responsible for the management of the Regional Development Unit, identification  of the need and engagement of short-term experts and will be the principal point of contact for all communications, drafting and deliver of reports and coordination of all technical aspects of the project. 

Qualifications and skills

The project manager will be stationed in the Kakheti region and should ideally have the following background:

· University level education in a relevant subject (e.g. economics, planning, geography, agronomy, etc)

· Good communication and reporting skills

· Excellent leadership (team leader) and management skills

· Full computer literacy

· Fluency in English

Professional experience

· 10 years of experience in planning and implementation of development initiatives

· Familiarity with best practice with respect to regional / planning / economic development interventions

· Good knowledge of project identification process, proposal preparation, monitoring and evaluation

· Good knowledge of key Georgian, donor and IFI institutions active in the regional development sphere

· Good knowledge of resource mobilisation

Duties and responsibilities

· Coordination of operational activities of the Project.

· Maintaining direct contacts with the UNDP Georgia Country Office and the Beneficiary.   

· Carrying out general management of the Project (administrative, managerial, financial, etc.).

· Supervision of the Project staff
· Supervision of activities of all components of the project

· Support of Project Steering Committee

· Participation in planning and monitoring of the activities of the project

· Preparation of operational working plan

· Preparation of official and progress reports and other Project documentation;

· Participation in planning, leading and monitoring of capacity building courses;

· Participation in preparation and organization of tenders / competitive bidding envisaged by the Project; participation in tender / competitive bidding commissions;

· Coordination and provision of implementation of events envisaged by the Project.

· Participation in resource mobilisation for expansion of the project activities 

· Other duties, as required

Regional Development Officer

Reporting to the Project Manager, Regional Development Officer will be responsible for the detailed activities leading to the successful implementation of the Kakheti regional development project. S/he will be based in Kakheti region and assist in capacity building of project partners, as well as undertaking the process of regional development strategy, programming and their implementation, together with the staff of the RDA. 

Qualifications and skills

The Regional Development Officer will be stationed in the Kakheti region and should ideally have the following background:

· University level education in a relevant subject (e.g. economics, agricultural economics)

· Good communication and reporting skills

· Full computer literacy

· Fluency in English

· Ability working in a team

Professional experience

· 3-5 years of experience in planning and implementation of development initiatives

· Familiarity with best practice with respect to economic / rural development interventions

· Experience with international development projects covering such aspects as: farmers’ associations / agricultural cooperatives, agro-processing, non-farming activities / diversification of economy, micro finance, feasibility studies, business plans, applications for funding, etc. 
Duties and responsibilities

· Information collection, analysis, presentation and up-dating

· Capacity building of RDA and regional staff (training, coaching, mentoring, etc.)

· Preparation of regional development strategy, programme, work plans, etc.   

· General administration of the Project (administrative, managerial, financial, etc.).

· Implementation of al activities of all components of the project

· Support of RDA and Governor’s office, consistent with framework of the UNDP project

· Participation in implementation and monitoring of the activities of the project

· Preparation of all project research, studies, etc.

· Preparation of project applications concepts and for funding

· Preparation of call for proposals (preparation, launch, implementation and monitoring of grant schemes)

· Assistance to the Project Manager in preparation of all project documentation

· Other duties, as required.

Microfinance Officer

Reporting to the Project Manager, Microfinance Officer will be responsible for the detailed activities leading to the successful implementation of the microfinance component of the Kakheti regional development project. S/he will be assist in development and introduction of the new financial products in Kakheti, setting appropriate arrangements and capacity building for information provision, sing posting and support to access finance to project beneficiaries. In addition, the Microfinance Officer will substantively contribute to the development of relevant arrangements, governance and documentation of the Regional Development Fund. 

He/she will be also expected to undertake an assessment of the operating and enabling environment for the deepening and broadening of the financial sector in Georgia to serve low-income populations through a review of issues influencing sector development. Based on that he/she will identify potential investment opportunities for UNDP in the microfinance sector including partnerships with other donors/stakeholders and/or financial institutions in the sector

Qualifications and skills

The Microfinance Officer should ideally have the following background:

· University level education in a relevant subject (economics)

· Good communication and reporting skills

· Full computer literacy

· Fluency in English

· Ability working in a team

Professional experience

· Expertise in micro and small financing both traditional and non-traditional financing options.

· Experience of at least five years in the area of investment banking, financial management, internal control and financial product design.

· Familiarity with best practice with respect to microfinance interventions

· Experience with international development projects covering aspects of micro financing. 

Duties and responsibilities

· An analysis of the economic and legal and regulatory framework to understand how the current environment would influence the project 

· Identification of current donors/investors in the microfinance and financial sector, particularly in Kakheti

· Analysis of the market for micro and small finance services, particularly in Kakheti

· Analysis of the technical support needs of micro and small finance service providers

· Proposal and preparation of the concept for the new microfinance products

· Preparation of technical documentation and tendering process for new products 

· Regular monitoring and reporting on the implementation of the products 

· Consultation and preparation of development of arrangements, governance and documentation of the Regional Development Fund. 

· Propose the opportunities for UNDP in the sector and develop a UNDP project strategy 

· Assistance to the Project Manager in preparation of all project documentation

· Other duties, as required
Annex 2: Support to the Development of Agro-Processing and Marketing in Kakheti

Background

Rural areas in Georgia have benefited only modestly from the recent strong economic growth and, with few off-farm opportunities, the rural population heavily depends on small farms for survival. Agriculture, with its substantially subsistence orientation, thus provides a social safety net. Nationally, agriculture is the major employer in Georgia (54% of employment), but wage rates in this sphere are low at 44% of the national average.

These outcomes point to excess labour absorption by agriculture. Widespread resort to subsistence and semi-subsistence agriculture has kept unemployment low in Kakheti (5.2% in 2004 in comparison with a national rate of 12.6%) and in most other regions, while at the same time driving down wage rates. 

Unemployment in Kakheti and other wine growing areas is likely to increase as a result of the Russian embargo on wine imports from Georgia. Even without this, a labour outflow from agriculture can be expected in the medium term as farms expand (as a result of consolidation of holdings, and land sales and rentals) and commercialise. Development in rural areas in the regions will therefore depend in part on increased productivity and on value-additions. Productivity can be addressed by improved farm husbandry, while value added will rest on diversification (in terms of the opportunities for value-additions that this brings), improved marketing arrangements, and the development of agro-processing.

Approach

The project will target areas of Kakheti Region with medium-to-high agricultural potential in non-wine sub-sectors, with actions embedded within a wider approach to development of the Region. Focusing on areas where there is evidence of, or potential for, increased agro-processing, it will seek to facilitate growth and employment in these areas with the intention of providing job opportunities to those in adjoining lower potential areas who are willing and able to travel to work, or temporarily or permanently migrate.

Agro-processing and other private sector development primarily of small and medium enterprises will be encouraged by the installation of small industrial sites. These will be encompassed within a fenced and levelled site, with asphalted access, internal roads and utilities delivered to each unit. Units would will be leased or sold to companies, with the firm concerned responsible for buildings and installations.

Following the assessment of the agro-processing potential in the region as a whole, the sites will be located in small towns with populations of at least 10,000 people. However the choice of location will be mainly based on a competitive process within the region. Municipalities will be asked to bid for the installation of such sites in terms of financial or in-kind contributions to construction and maintenance, and inducements to companies to locate. This would provide a valuation of potential and the willingness of communities to provide an enabling environment and practical support. External finance would thus meet part of the costs of establishing the sites, with a variable proportion paid by the recipient municipality depending on the offer made in the competitive process.

Ownership of the sites would be established through a trust or similar arrangement, which would also define arrangements for maintenance and the distribution of fees from the sites. It is expected that the construction of these sites will bring beneficial temporary employment effects to the areas concerned and, in the medium and longer term, further employment effects as a result of the firms locating in the sites. These temporary employment effects can be formalised by the requirement for contractors to use labour from the surrounding areas for a defined proportion of the work. 

Marketing development. Small local markets have been shown to result in higher producer prices and/or reduced marketing margins. Producers can bring their produce for retailing, while wholesalers have the opportunity to use the market themselves for retailing or to sell to retailers. Construction of such markets (with a concrete base, retailing cubicles and a roof) means that producers do not have to rely on roadside, or other very localised, sales. 

A similar approach to the location of local markets would be taken, with municipalities asked to bid in terms of financial or in-kind contributions to construction and maintenance, and charges to traders. Municipalities will also bid in terms of the size of market they require. There will be no minimum size of population and hence smaller rural settlements could potentially qualify. Again, it is expected that there would be beneficial temporary employment effects from construction of the markets.

Activities

· Define the areas eligible for support. In case of supporting  agro-processing, this will be done principally on the basis of the initial assessment of opportunities for agro-processing and availability of suitable locations for small industrial sites for agro-processing;

· Invite and evaluate bids from individual municipalities or groups of municipalities in the defined areas in terms of contributions to site development and other inducements;

· Once winning proposals have been agreed, contract works for site construction and installations;

· Prepare brochures and other advertising materials on the sites and contact companies potentially interested in locating to the sites.

Activities in market development will be similar, except that all municipalities within the target area will be entitled to make proposals.

Annex 3: Support to Vocational and Educational Training

Background

The Government of Georgia (GoG) is currently committed to limited intervention in labour markets. A new Labour Code which has been approved by the Parliament and, at the time of the mission, awaited Presidential signature. In line with GoG’s overall policy, it includes only limited intermediation between employers and employees. Neither the Labour Code nor the Government’s key policy documents (the Economic Development and Poverty Reduction Programme ratified in June 2003, together with the updated version set out in the form of a Progress Report issued in January 2005, and Basic Data and Directions for 2007-2010) include active labour market measures or other labour market interventions. Indeed, government policy emphasises demand-side measures for employment growth (economic growth, industrial and SME development through an improved enabling environment, and attraction of foreign direct investment). 

The exceptions are the development of a vocational and educational training (VET) system and limited job matching and employment information services. A draft law on VET has been prepared (with technical assistance from the EU) which reflects an agreed model of VET development in Georgia. VET is under the responsibility of the Ministry of Education and Science and, under this model, will be provided at existing training institutions to be renovated and equipped from domestic budgetary funds (in the first phase, 13 training institutions will be renovated and equipped). Training will be delivered in six core areas (agriculture, construction, hospitality services, tourism, IT and art), with a sub-set of the core areas taught at each training institution according to the forecast labour demand in the area concerned.

A working group has been established by the Ministry of Education and Science to define  the topics within these core areas and, on this basis, the curricula and materials will be developed and trainers trained. Formal consultation with the private sector is planned as a basis for ensuring alignment of training with needs. 

Approach

In Kakheti, a short-term response to the Russian embargo and, in the medium term, development in rural areas in the regions will depend in part on increased productivity and on value-added. Productivity can be addressed by improved farm husbandry and hence VET in agriculture (which is again one of the 6 core VET areas) will be important there. Agricultural diversification is also likely to be amongst the key activities in Kakheti.

The project will provide assistance to the Ministry of Education and Science and to the selected training institutions in the region to define VET programme within this core area and tailor them to the needs of the region. 

Activities

The project will work with VET training centres in Kakheti and with the Ministry of Education and Science to define in detail the training needs for agriculture in Kakheti. This will include consultation with the industries in order to ensure a conhesion between training and needs. Training curricula and materials will be prepared, and trainers selected and trained. This will be coordinated with agriculture VET being developed at other VET centres in order to allow common curricula and materials where possible and to facilitate the roll-out of the programmes at other VET centres as appropriate.

SIGNATURE PAGE

Country: 
UNDAF Outcome(s)/Indicator(s):



Reduced number of households living in poverty through the realization of the economic potential and provision of social welfare/Poverty level, Poverty gap ratio 

Expected Outcome(s)/Indicator (s):


Equitable economic growth promoted through close cooperation with private sector entities within the overall framework of corporate social responsibility/ Local urban and rural poverty reduction initiatives;  Level of regional disparities;  Unemployment rate;  Level of FDIs

Expected Output(s)/Indicator(s):

Models of good practice of participatory local economic development planning and implementation initiated in selected regions/ No. of regions with ED plans and capacities.

Implementing partner:
 

UNDP

Other Partners: Regional and local authorities of Kakheti, Commission on Effective Governance System and Territorial Arrangement, National Security Council, Ministry of Agriculture, Ministry of Economic Development, Ministry of Education and Science, Local Authority Association, NGOs private sector, donors


Agreed by UNDP:

Mr. Robert D. Watkins, Resident Representative

Agreed by Government: 

Mr. Petre Tsiskarishvili, State Representative of the President of Georgia in Kakheti Region
BRIEF DESCRIPTION





The overall aim of the project is to improve the socio-economic conditions of the population in Kakheti by supporting the regional development. The Russian wine ban represents a significant external threat which could have a very significant poverty impact on the  Kakheti region, potentially affecting up to 70,000 small scale farmers and their households. A strategy is needed to enable the Kakheti region not only to respond to this threat through a focus on the wine making industry, but also to diversify (in terms of markets, products, etc.). It is essential for the current initiatives to be complemented by the process of improving the quality / certification, branding, marketing of the wine; diversifying the range of agricultural products, enhancing productivity and efficiency (e.g. farmers’ associations / cooperatives), including know-how (capacity building on seeds, varieties, organic, etc.) as well as capturing greater levels of value added (agro-processing), etc. The above process has to be combined with a structured attempt to diversify the local economy from agriculture to services industry, such as tourism, as well as a focus on the poorest households in the region. 





The goal of the proposed project is, therefore, to contribute to poverty reduction and to promote sustainable forms of human development in the Kakheti region of Georgia. Through the use of regional development tools (strategy, programme and agency), attention will focus on the region’s ability to respond to external threats and, in the process, assist it to become more economically diversified and generate new employment opportunities, thus counteracting poverty or the threat of poverty. 


The project has the following objectives:  


Establishing a basis for regional policy and development;


Creating sustainable rural livelihoods in the region;


Improving access to finance for small-scale entrepreneurs;


Improving the capacity of the governmental counterparts (national, regional and local); and


Improving the national policy making by developing an up-stream policy link.











Budget: 			USD 1870,160


General Management Support Fee USD 113,804


Total budget:		USD 1,983,964 





Allocated resources:    	USD 244,394 


UNDP TRAC	USD 244,394





In kind contributions


Un-funded budget  USD 1,739,570	





Programme Period: 2006-2008


Programme Component: Regional/local economic development planning and implementation


Project Title: Regional Development in the Kakheti Region


Project Duration: September 2006-August 2008


Management Arrangement: DEX











�  The Kakheti Regional Development Agency is a legal entity under the Private Law. The founders are eight District Sakrebulos of Kakheti, three legal entities (private companies) and four physical persons.


� The process of localising MDGs involves building up support and momentum for the MDGs from the bottom-up, to assess local poverty challenges and to serve as an engine for comprehensive local development. As such, the process of creating a regional development strategy and programme, involving both the Kakheti region and its 8 local authorities, presents an ideal opportunity for the UNDP CO in Georgia to pilot localisation of MDGs.  


� Economist with extensive expertise of non-farming activities / diversification of economy, micro finance, feasibility studies, business plans, applications for funding, etc
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