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TRANSPORT SECTOR PROGRAM ASSESSMENT 

 

A. Introduction 

 

1. In the first decade of the millennium, the economy of Azerbaijan grew rapidly, averaging more 

than 12% annual growth. This had a positive impact on poverty reduction as less than 6% of the 

propulation lived in poverty in 2016, down from 49% in 2001. However, this growth was almost entirely 

based on the performance of the oil and gas sector. The economy is poorly diversified and with the 

downturn in the world economy in 2008 and sharp cuts in oil prices in 2014, the economy was deeply 

affected. For the past 2 years, it been shrinking. This has had a marked impact on trade, which has 

contracted significantly. The economic trends are directly reflected in the transport sector which increases 

in times of economic growth but contracts during periods of decline. While the hydrocarbon sector will 

remain dominant, there is a requirement to diversify the economic base to include other sectors such as 

agriculture and tourism. To achieve this, the country will need to place even greater emphasis on its 

transport infrastructure and services as transport provides the vital connectivity required to support a 

more diversified economy.  

 

2. This transport sector assessment supports the country assistance program evaluation (CAPE) for 

Azerbaijan. The CAPE is designed to cover 2011–2017 but this assessment of the transport sector broadly 

covers 2007–2017 since this period coincides with the approval of the first multitranche financing facility 

(MFF) for the road sector, tranche 1 of which was implemented over the 10-year period.  

 

B. Sector Context  

  

3. The transport system is dominated by road and rail. The maritime sector has an important role 

in providing trans-Caspian shipping and ferry services with neighboring countries and air transport links 

larger communities domestically and provides international air services to worldwide destinations. 

 

4. Roads. The road network in Azerbaijan is under the responsibility of the State Agency of 

Azerbaijan Automobile Roads
1
 and consists of about 25,000 kilometers (km) classified in three tiers as 

international roads (1,500 km), respublica roads (5,500 km), and state roads (the remainder).
2
 

 

5. The vehicle fleet has expanded rapidly from 438,600 vehicles in 2000 to 1,342,300 in 2017. The 

bulk of the fleet is passenger cars (86%), the remainder being trucks (11%) and buses (3%). The rapid 

rise in vehicle ownership reflects the sharp growth in per capita incomes over the period.  

 

6. Road transport is the dominant mode of transport, carrying about 79% of total passenger traffic 

and 12% of freight. Before 2010, the volume of freight sharply increased in the roads sector. Over the 

15-year period (1995–2010),  road freight increased over twenty-fold from 0.53 billion ton-km to 11.33 

billion ton-km.  

 

7. Roads are particularly important for facilitating economic and social development, especially in 

the early phases of development. In Azerbaijan, the need to provide a more extensive and better quality 

road network was a priority enshrined in development plans to address poverty reduction, increase 

inclusiveness, and deliver a better quality of life to all parts of the country. The Road Network 

Development Program for  2006–2015 provided for the reconstruction and rehabilitation of 9,500 km of 

roads at an estimated cost of $5.3 billion (at 2006 prices). At the time the plan was considered ambitious 

but implementation was hampered by delays in land acquisition and resettlement, constraints on 

                                                
1
  Prior to 2016 the Ministry of Transport was responsible for the road sector with AzerRoadServices Open Joint-Stock Company as 

the road manager. In 2016 AzerRoadServices was separated from the ministry and reported directly to the Cabinet of Ministers. 

In 2017 it was renamed the State Agency of Azerbaijan Automobile Roads (Azeravtoyol). 

2
  M roads are expressways and R roads are major arterial roads. 
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preparing detailed engineering designs and procurement as well as a lack of implementation capacity 

and capability. An update to the plan in 2012 retained the overall physical targets but extended the 

implementation period to 2022.  

 

8. Before the evaluation period, the Asian Development Bank (ADB) identified four key problems in 

the sector: poor road conditions, program delivery, road maintenance, and quality of construction. About 

70% of the network was in poor condition, resulting in high transport costs, long delivery times, and an 

excessive number of road accidents. The government’s road sector strategy was designed to tackle 

inadequate funding of road maintenance, excessive vehicle overloading, and high fatality rates.  

 

9. Railways. The railway network consists of 2,096 km, of which 802 km are double-track and the 

remaining 1,294 km single-track. The system uses the 1,520 millimeter Russian gauge. The main network 

has four international routes between Baku and the Russian border in the north (206 km), the Trans 

Caucasus route from Baku through Ganja to the Georgian border at Beyuk Kasik (488 km), the previous 

main line from Alyat to Armenia (closed to through traffic since 1993), and the southern line to Astara 

on the Iranian border. Rail ferries also operate trans-Caspian services between Alyat and Turkmenabashi 

in Turkmenistan and Aktau in Kazakhstan. 

 

10. Before 1991, the railway was the dominant mode of transport but the move to a market economy 

brought significant challenges from roads. Budgetary constraints also affected operations as fewer 

resources were available for investment and maintenance, which resulted in a continual deterioration in 

track quality and train speeds. Today, many assets are old and in poor condition, and the availability of 

spare parts is an increasing problem. A high proportion of the locomotives are not operational and a 

large percentage of the rolling stock is beyond its economic life. These issues are compounded by a large 

workforce, falling productivity, and outdated management support systems.  

 

11. The railway provides core services for important sectors of the economy including oil and gas, 

agriculture, and construction for the movement of bulk commodities. However, the poor state of the 

system, coupled with economic downturns and greater competition in the transport market has resulted 

in a sharp reduction in freight volumes from a peak of 26.5 million tons in 2006 to 15.5 million tons in 

2016. Passenger services are not as important as freight but nonetheless after reaching a peak of 964,000 

in 2006 the number of passengers had fallen to 448,000 in 2016, a reduction of more than 50%. The 

freight sector faces competition not only from roads but also from alternative railway routes linking Asia 

with Europe. These have had a significant impact on the demand for the volumes using the East–West 

Silk Road corridor. For passenger traffic, competition is primarily from the road sector.  

 

12. While the railway has significant financial issues, it operates with a surplus on working expenses. 

It has high costs associated with loans utilized for a catch-up investment program, foreign exchange 

losses from the 2015 devaluation, and severely overvalued assets. A financial assessment has indicated 

that the priority should be financial restructuring and the government has developed a major reform 

strategy. Overall, the railway system is in a difficult situation, requiring significant restructuring, 

management reform, and operational efficiencies, including substantial investment to improve 

infrastructure and rolling stock to support better quality and more efficient services.  

 

C. ADB’s Sector Strategies and Portfolio 

II.  

 1. ADB Strategies 

  

13. ADB’s support for the transport sector over 2011–2017 has been in line with the country 

partnership strategy (CPS), 2014–2018 and the 3-year rolling annual country operational business plans 

(COBPs), updated annually since 2011. 
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14. Country strategy before 2014. During the early years of the century, ADB country strategy was 

guided by an interim operational strategy that was approved in 2000.
3
 This had a primary focus on 

reducing poverty by enhancing human development, promoting sustainable growth, and supporting 

good governance and institutional strengthening. It was followed by a series of country strategy and 

program updates over 2001–2006. This was followed by a period of rapid change during which ADB 

maintained a flexible approach to adjusting its operational strategy to meet national priority needs. 

Regular annual COBPs were introduced from 2010.  

 

15. Country partnership strategy, 2014–2018. The CPS was designed to support the country’s 

transition to a diversified sustainable economy with greater reliance on the non-oil sectors. It placed high 

importance on selecting sectors that would create employment, especially in rural areas. The CPS 

priortized infrastructure, particularly transport, urban infrastructure, and energy, as these play an 

important role in fostering inclusive growth and diversification by creating and expanding economic 

opportunities, and increasing access to them. The strategy considered that transport infrastructure would 

provide better connectivity for rural areas, promote access to facilities and services, as well as reduce 

production and transport costs.  

 

16. Within this framework, ADB strategy aimed to develop a total systems approach to the creation 

of a transport network that supports non-oil development. The primary focus was to support the core 

economic corridors, the east–west and north–south routes which are both important conduits for 

domestic and international trade. Expansion and improvement of these routes was expected to increase 

opportunities for rural communities and it was envisaged that local roads would be included to improve 

access to markets, educational facilities and health and social centers for rural populations. Lending 

operations would enhance sector performance across a wide range of issues embodied in various loan 

covenants such as those included in the MFFs for the road sector.   

 

 2. Transport Portfolio 

 

17. ADB’s support for the transport sector over the evaluation period totaled $1.4 billion. It consisted 

of two MFFs for the road sector: the Road Network Development Program approved in October 2007 

(MFF 1)
4
 and the Second Road Network Development Investment Program approved in October 2012 

(MFF 2), each totalling $500 million.
5
 The Railway Sector Development Program was financed by a policy-

based loan of $250 million and an investment loan of $150 million. These were approved in December 

2017 so implementation has only recently commenced.  

 

18. The two MFF operations provided seven loans for road improvement, five of which were for the 

construction of four contiguous sections of the M3 expressway linking Shorsulu with Astara on the border 

with Iran in the south of the country.
6
 Under MFF 1, three loans were provided for the Masalli to Astara 

sections and under MFF 2, two loans were provided for the Shorsulu to Masalli sections. Construction of 

the expressway sections was completed between September 2017 and June 2018. At the time of the 

CAPE mission, no sections of the expressway were yet open for public use.
7
 Tranches 2 and 4 of MFF 1 

were complete and open for public use. Procurement of tolling equipment and its installation had only 

recently been approved and the operation of the expressway as a tolled facility was not expected until 

late 2020. Under MFF 1, tranche 2 provided a loan to improve the Ganja bypass on the east–west highway 

                                                
3
  ADB. 2000. Economic Report and Interim Operational Strategy for Azerbaijan. Manila. 

4
  Although this MFF was approved before the evaluation period, it has been included in the evaluation because all four tranches 

were substantially implemented during the period under review.  

5
  ADB. 2007. Multitranche Financing Facility Republic of Azerbaijan: Road Network Development Program. Manila; ADB. 2012. 

Multitranche Financing Facility Republic of Azerbaijan: Second Road Network Development Investment Program. Manila. 

6
  ADB-funded sections form the southern section of the expressway and adjoin the northern sections between Alyat and Shorsulu 

constructed with World Bank assistance. 

7
  Several sections of the expressway were formally inaugurated in September 2017 but the facilities were not opened for public 

use. 
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linking Baku with Georgia. This 37.5-km stretch of road was originally included in an earlier ADB-funded 

east-west highway project
8
 but it had to be deleted from the scope due to cost overruns. The seventh 

loan, MFF 1, tranche 4, provided resources for the improvement of four bridges and five local roads in 

the Gazakh region. Table 1 summarizes the details of the loans for the transport sector over the 

evaluation period. 

 

Table 1: ADB Loans to the Transport Sector, 2007–2017 
Loan Operation Loan 

No. 

Amount 

($ million) 

Approval 

Date 

Closing Date PCR Rating 

Roads       

MFF 1   500.00    

 Tranche 1 2354 190.00 4 Oct 2007 12 Jan 2018 tbd 

  2355 

(SF) 

10.00 4 Oct 2007 Active tbd 

 Tranche 2 2433 55.40 22 Aug 2008 24 Apr 2013 Successful 

 Tranche 3 2831 200.00 14 Dec 2011 12 Jan 2018 tbd 

 Tranche 4 3116 45.00 27 Mar 2014 Active tbd 

MFF 2   500.00    

 Tranche 1 2921 250.00 25 Oct 2012 31 Dec 2020 Not yet due 

 Tranche 2 3144 250.00 29 Jul 2014 31 Dec 2020 Not yet due 

Railway       

SDP Policy 3614 250.00 6 Dec 2017 30 Jun 2022 Not yet due 

 Investment 3615 150.00 6 Dec 2017 30 Jun 2022 Not yet due 

      ADB = Asian Development Bank, MFF 1 = multitranche financing facility for the Road Network Development Program,  

MFF 2 = multitranche financing facility for the Second Road Network Development Investment Program, PCR = program 

completion report, SDP = sector development program, tbd = to be determined.  

     Source: Asian Development Bank database. 

 

19. All construction under the loans included under MFF 1 has been completed but only tranche 2 

has a completed project completion report (PCR) which rated the project successful. The loans for 

tranches 1 and 3 were closed in January 2018 while those for tranche 4 and the ADF loan component of 

tranche 1 remain active. For MFF 2, the expressway sections were scheduled for physical completion in 

June 2018. However, both tranches under MFF 2 experienced significant cost underruns and a major 

change in scope was approved in June 2018 to utilize the cost savings. This action added one road for 

improvement under each tranche and both tranches are now scheduled for completion by the end of 

2020.  

 

20. The loans for the railway sector were approved in December 2017 so few activities were 

undertaken within the evaluation period. 

 

21. The transport sector was a major recipient of ADB technical assistance (TA), receiving $5.73 

million, equivalent to about 37% of the total allocation for Azerbaijan. Table 2 describes the key features 

of the TA program in the transport sector.  

 

22. In the road subsector, two project preparatory TAs were approved. The first in April 2012 for 

$0.225 million was to prepare the MFF 2 program. The second, approved in December 2014 for $1.40 

million was to prepare a future lending pipeline but following a change in government priorities, it was 

cancelled in May 2016.  

 

23. The railway subsector received three TA grants totaling $2.33 million, two of which were used to 

prepare the sector reform program and accompanying investment. Subsequently, a policy advisory TA to 

support capacity development and assess detailed reforms in the sector was attached to the sector 

development program (SDP) loans. These TA projects remain active. 

                                                
8
  ADB. 2005. Report and Recommendation of the President to the Board of Directors: Proposed Loans to the Republic of Azerbaijan 

for the East-West Highway Improvement Project. Manila. 
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24. The urban transport subsector received three grants totaling $1.78 million to prepare a 

sustainable urban transport system for Baku. Due to changing priorities by the executing agencies, two 

additional supplementary grants augmented the original grant to widen the analysis and expand the 

scope of the assistance. Overall, there were considerable delays in implementation together with a lack 

of commitment and ownership to the TA outcomes. As a consequence, the TA did not result in an 

intended urban transport sector loan and the TA completion report rated the TA less than successful.  

 

Table 2: Technical Assistance to the Transport Sector, 2010–2017 
Subsector TA No Title Type Total 

Amount ($) 

Approval 

Date 

Closing 

Date 

TCR 

Rating 

Roads        

 8071 Second Road Network 

Development Program 

PP 225,000 13 April 

2012 

24 

October 

2013 

 

 8790 Third Road Network 

Development Investment 

Program 

PP 1,400,000 12 

December 

2014 

30 May 

2016 

Cancel 

Railway        

 9154 Railway Sector 

Development Program 

PP 1,000,000 4 July 2016 Active  

 9154 Railway Sector 

Development Program 

Supplementary 

PP 330,000 6 

December 

2017 

Active  

 9439 Capacity Development 

and Reform Support for 

Railway Sector 

Development 

PA 1,000,000 6 

December 

2017 

Active  

Urban 

Transport 

       

 8152 Baku Sustainable Urban 

Transport Investment 

Program 

PP 925,000 6 

Sepember 

2012 

30 April 

2016 

LS 

 8152 Baku Sustainable Urban 

Transport Investment 

Program (Supplementary) 

PP 120,000 24 October 

2014 

30 April 

2016 

LS 

 8152 Baku Sustainable Urban 

Transport Investment 

Program (2nd 

Supplementary) 

PP 730,000 15 

December 

2014 

30 April 

2016 

LS 

LS = less than successful, PA= project advisory, PP = project preparatory, TA = technical assistance. 

Source: Asian Development Bank database. 

 

D. Evaluation of ADB Assistance  

 

25. The assessment of transport sector performance covers nine sovereign loans which financed two 

MFF programs for the road sector and a sector development program for the railway sector. The two 

facilities for the road sector, approved in October 2007 and October 2012, provided support for seven 

project loans for road improvement and rehabilitation. They were primarily for major arterial roads, 

although one loan covered improvement of roads and bridges on local roads. The sector development 

program for the railway sector approved in December 2017 provided a development policy loan to cover 

the costs of the reforms required for improved corporate and financial governance and restructuring, 

together with an investment loan to cover the rehabilitation of the double-line main track between 

Sumgayit and Yalama. At present, only one loan covering tranche 2 of the Road Network Development 

Program (MFF 1) has been fully completed. The PCR rated the program successful. As a result, no projects 

have been post-evaluated.  
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1. Relevance 

 

26. The ADB Board of Directors approved MFF 1 in September 2007, providing a lending commitment 

of  $500 million with a first tranche approval of $200 million. Three more tranches were approved in 

April 2008 for $55 million, December 2011 for $200 million, and March 2014, $45 million. The program 

supported one of the government’s priorities, the development of road infrastructure as embodied in 

two state programs: (i) State Program on Poverty Reduction and Economic Development for 2008–2015,
9
 

and (ii) State Program on Socioeconomic Development of Regions for 2009–2014.
10

 The MFF program 

was also consistent with the Government’s Road Network Development Program for 2006–2015. In ADB’s 

2006 country strategy and program update,
11

 roads were identified as a priority area for ADB assistance. 

Connectivity, both domestically and internationally, was considered important to achieving sustainable 

development in Azerbaijan. The COBPs for 2011–2013 and 2012–2014 covered the rationale for providing 

further assistance under tranches 3 and 4.  

 

27. The Second Road Network Development Investment Program (MFF 2) approved in October 2012, 

provided $500 million in financial support from ADB and approved the first tranche of $250 million. The 

second tranche, also for $250 million, was subsequently approved in July 2014. Both MFF 1 and MFF 2 

were designed to support the government’s long-term road network development plan, which was 

originally a 10-year plan covering 2006–2015. Due to the economic problems and inflation that 

Azerbaijan experienced in 2007–2008 and the general economic downturn and devaluations in 2014–

2015, the original plan experienced problems and budgetary shortfalls in meeting its targets. As a 

consequence, the plan was extended to 2022 so it could achieve its strategic goal for road reconstruction. 

The plan established a road map for the development of an efficient, safe, sustainable, and internationally 

and domestically integrated transport network to support the country’s economic and social 

development. The government’s program set a target for the reconstruction and rehabilitation of about 

9,500 km of roads during 2006–2022. In this respect, both MFF 1 and 2 were designed to support the 

government’s priority projects.  

 

28. ADB approved the Railway Sector Development Program for $400 million in December 2017. It 

was ADB’s first intervention in the railway subsector and provided a program loan to support railway 

sector development reforms in management autonomy and governance, financial restructuring, 

reporting and control, operational efficiency, and corporate restructuring. It also provided project 

financing for the rehabilitation of the track and structure of the Sumgayit–Yalama rail-line, a key link in 

the north–south railway corridor within the Central Asia Regional Economic Cooperation (CAREC) 

network. The MFF programs and the Railway Sector Development Program were consistent with the CPS 

for 2014–2018.
12

 The MFF supported the strategic objectives of restoring macroeconomic and financial 

stability and fostering economic diversification, while the Railway Sector Development Program is 

appropriate for the needs of the government as it enables multiyear assistance to be provided for a 

sector-focused reform program and investment financing agenda. These activities were included in the 

ADB COBP, 2016–2018.
13

   

 

29. ADB assistance for non-physical support, especially the policy loan for railway reform, is 

consistent with the lessons in the validation in 2012 of the Azerbaijan country operations final review by 

the Independent Evaluation Department (IED). The validation report found that (i) ADB support needs to 

shift from investment program financing to providing more knowledge dissemination and technology 

facilitation in upper middle-income country contexts; and (ii) ADB should focus on non-physical 

                                                
9
 Republic of Azerbaijan. 2008. State Program on Poverty Reduction and Economic Development, 2008–2015. Baku. 

10
 Republic of Azerbaijan. 2009. State Program on Socioeconomic Development of Regions, 2009–2014. Baku. 

11
 ADB. 2006. Country Strategy and Program Update (2006): Azerbaijan. Manila. 

12
 ADB. 2014. Country Partnership Strategy: Azerbaijan, 2014–2018. Manila. 

13
 ADB. 2015. Country Operations Business Plan: Azerbaijan, 2016–2018. Manila. 
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components, specifically capacity development, which is essential to maximize the effectiveness of 

investments in physical components.  

 

30. The design and monitoring frameworks (DMFs) of the MFF programs were well developed and 

identified performance targets. The MFF modality was appropriate as it provided the government with a 

greater degree of certainty on the long-term financing plan for the road sector. In addition, the 

government was able to align its borrowing requirements with progress on project preparation and 

implementation. The MFF likewise facilitated the establishment of a long-term partnership between ADB 

and Azerbaijan. Overall, ADB’s transport program is considered relevant. 

 

2.  Effectiveness 

 

31. At the time of the CAPE evaluation mission in May 2018, all tranches of MFF 1 were physically 

complete, although only roads built under tranches 2 and 4 were open to traffic.
14

 Roads under tranches 

1 and 3, which comprised contiguous sections of the Masalli to Astara expressway, were complete but 

remained non-operational. The two adjoining expressway sections to the north funded by MFF 2 tranches 

1 and 2, were also physically complete but not yet open to traffic.
15

 These were opened to traffic in 

September 2018, but tolling is anticipated to begin by the summer of 2019. A PCR was available only for 

tranche 2 of MFF 1. The Railway Sector Development Program was approved only in December 2017 and 

thus it is too early to assess any of its achievements.  

 

32. Tranche 2 of the MFF 1 rehabilitated 37.5 km of the two-lane paved road bypassing Ganja, 

Azerbaijan's second largest city. The project road is part of the country's primary east–west highway 

linking the capital, Baku, to the Georgian border. The Ganja bypass road was originally intended to be 

financed under ADB loan for the East-West Highway Improvement Project approved in December 2005. 

However, the project experienced severe cost overruns because of sharp increases in the prices of fuel, 

utility and major road construction materials, and insufficient funding was available to finance the project 

road. The project was deleted from the scope of the East-West Highway Project and the government 

asked ADB to finance it from tranche 2 of the MFF.  

 

33. The 37.5-km two-lane paved Ganja bypass is not only an important international route for both 

trade and passenger movement but is also an important arterial national road linking the agricultural 

productive regions of the country with the capital, Baku. According to the PCR, the road contributed to 

significant socioeconomic development in Azerbaijan and its international links with Georgia through an 

improved road network, increased traffic, and expanded trade through an efficient, safe, and sustainable 

road network, linking Azerbaijan domestically and internationally. The DMF set four outcome indicators: 

(i) daily traffic on the Ganja bypass road increased from 1,500 vehicles in 2007 to 2,200 vehicles in 2013, 

(ii) international roughness index value for the Ganja bypass road improved from more than 6.0 in 2007 

to 2.5 in 2013 after project completion, (iii) travel time reduced when using Ganja bypass road and not 

entering Ganja city, from 40 minutes in 2009 down to 20 minutes in 2013, and (iv) fatal road accidents 

reduced by 10% in 2013. The PCR concluded that all targets had been achieved as (i) daily traffic had 

increased from 1,500 vehicles in 2007 to 4,485 vehicles in 2013; (ii) the international roughness index 

value had improved from more than 6.0 in 2007 to about 2.5 in 2013 after project completion; (iii) the 

travel time on Ganja bypass road had been reduced to about 20 minutes in 2013; and (iv) accident 

fatalities per 10,000 vehicles fell from 13.5 in 2007 to 10.1 in 2012. 

 

34. During implementation, the design of the bypass road was expanded from two lanes to four to 

match the road standards in other improved stretches of the east–west highway. The government 

                                                
14

  Tranche 4 is physically complete and all roads and bridges are open for use. However, at the time of CAPE the loan remained 

active. Loan closure is expected soon. 

15
  At the time of the evaluation mission, the Masalli to Jalilabad section was complete and the adjoining Jalilabad to Shorsulu 

section was expected to be completed by end June 2018. However, both tranches had additional roads included as part of a 

major change in scope approved on 5 June 2018 which extended their closing dates to December 2020. 
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decided that the additional two lanes would be implemented by a different civil works contractor and 

supervision consultant funded under financial assistance from Republic of Korea. While this did not 

significantly impede the work under the project, there were occasions when complications caused by the 

existence of two contractors impacted construction progress.  

 

35. Observations by the CAPE mission indicated that, after 5 years of operation, the road remained 

in good condition, which suggests that routine maintenance is adequate. However, it also observed that 

herds of livestock were crossing the bypass at different locations causing a significant road safety hazard 

due to the complete lack of animal crossing underpasses and a central road barrier separating the two 

carriageways. Animal crossings had made possible in some locations by the removal of the safety barrier. 

This is a major design flaw that should have been addressed during the design phase, especially when 

the decision was made to upgrade the road from two to four lanes with a central barrier. Today, remedial 

action to provide proper animal crossing facilities will require high investment, significantly more than if 

the facilities had been incorporated in the original design. Based on the list of major covenants, a road 

safety audit was not a requirement of the project. 

 

36. Tranches 1, 3, and 4 of the MFF 1 have been physically completed, although PCRs for these 

tranches have yet to be undertaken. Tranches 1 and 3 financed (i) the construction of about 59 km of a 

new four-lane expressway between Masalli and Astara on the border with Iran on the southern corridor—

the southern segment of the new expressway between Alyat and Astara, and (ii) 120 km of local roads. 

During implementation, the last 2.8-km stretch to the border was excluded from the project scope as 

there was no agreement with the Iranian authorities on the proposed new border crossing facility 

location. Given that the project was designed in part to support international trade, the Azerbaijan 

authorities need to engage with their counterparts in Iran so the international road link can be properly 

completed. 

 

37. The local roads component included in tranche 1 was dropped from the project as the bid prices 

for works were considered excessive. The inclusion of local roads in the scope was designed to extend 

the benefits of the expressway to people living in the rural hinterland. These are densely populated areas, 

especially in the south part of the expressway, and have a vibrant agricultural economy. Expressways 

generally cater to long-distance traffic and rural populations are often unable to access and benefit from 

them unless specific measures are taken to improve links to the surrounding towns and villages. The 

deletion of this component was a missed opportunity to connect the rural areas and ensure that the 

benefits from the investment reach local farmers and businesses through “last mile” connectivity.  

 

38. Tranche 4 constructed four bridges and rehabilitated 41.3 km of rural roads. The works included 

the reconstruction of the road pavement, reconstruction of existing culverts, improvement of drainage 

structures, and installation of road signs and markings for traffic safety. In the villages serviced by the 

rehabilitated rural roads, average travel time was significantly reduced after the roads were improved. 

Village residents reported that transport costs were also lower and that taxi services were available on 

some routes. The evaluation team referred to the project perfomance evaluation report of the East–West 

Highway Improvement Project in 2017, which suggested that more emphasis be placed on improving 

links to rural towns and villages along the corridor. Overall, the local roads and bridges appear to be 

effective and they have improved access to towns and villages in their hinterlands. It is anticipated that 

the PCR findings will provide a positive assessment. 

 

39. The PCR of tranche 2 of the Road Network Development Investment Program is silent on 

achievements of non-physical support. However, the evaluation mission noted that each of the key 

institutional sector issues included in various loan covenants under both MFF programs had been delayed 

despite 10 years of implementation. It was noted that (i) toll arrangements had not yet been finalized; 

(ii) road maintenance plans and adequate funding for these plans had not been delivered; (iii) road safety 

had not been institutionalized, and (iv) no assurance that vehicle overloading regulations were now being 

enforced. Compliance with these issues needs to be resolved. IED’s consultation mission in December 
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2018 confirmed that the road agency started conducting road safety audits of projects during design 

and pre-opening stages and in coordination with the Road Safety Commission.
16

 The road agency 

submitted to ADB project-specific road safety plans as required under the loan agreements. These were 

approved by ADB. The road agency also submitted pre-opening road safety audit reports for entire 

sections of the ADB-financed expressways before opening to traffic. 

 

40. MFF 2 approved in October 2012 was designed to construct the remaining portions of 

expressway M3 between Masalli and Jalilabad in two tranches. Since this is a new alignment, it can only 

be used when both loan segments are complete. Both tranches experienced significant delays in attaining 

loan effectiveness and both were impacted by devaluations in 2015. The latter resulted in savings of 48% 

of the loan commitment, which was subsequently used to improve two additional roads following 

approval of a major change in scope. However, it took over 2 years to take the actions necessary to use 

the loan savings. The construction of both MFF 2 tranches was completed in September 2017 and June 

2018 respectively but the facility does not yet have toll equipment, which is being procured following 

the major change in scope. There was thus a mismatch between the physical construction and 

establishment of toll facilities which would have been avoided with better sector management.  

 

41. Overall, ADB’s transport program in Azerbaijan is rated less than effective. 

 

3.  Efficiency 

 

42. In tranche 1 of MFF 1, approved on 25 October 2012, a number of delays were encountered 

during implementation due to land acquisition and procurement issues. Increases in the price of 

construction materials resulted in higher bid costs. Consequently, sections B and C were excluded from 

tranche 1 implementation. Originally, the loans for tranche 1 were expected to close on 30 June 2010 

but, due to continuing issues and delays, the loan closing date was extended several times and the loan 

eventually closed in January 2018, almost 7.5 years behind the original schedule.  

 

43. Tranche 2 financed the Ganja bypass, which was originally funded under the East–West Highway 

Improvement Project approved in 2005 but was deleted from the project due to a significant cost overrun. 

Under tranche 2, there was a 13-month delay in completion. The project experienced start-up delays due 

to coordination issues among local authorities, the contractor, and subcontractors. The contractor was 

slow to mobilize. During implementation, the project also faced inclement weather that seriously 

hampered physical progress. The re-estimated EIRR at completion ranged between 11.92% and 13.24%. 

The project validation report notes that 5% was added to the vehicle operating cost and time savings to 

reflect other benefits, such as socioeconomic development in the project area, poverty reduction, lower 

accident costs, and maintenance savings. The validation recalculated the EIRR excluding the 5% benefits 

added and (i) including the residual value of the investment (12.71%) and (ii) excluding the residual value 

of the investment (12.56%). The results show that the project’s economic viability was marginal.  

 

44. Tranche 3 was formulated to cover the cost overruns of tranche 1 and to include sections B and 

C of the Masalli to Astara expressway which were dropped from the tranche 1 (para. 17). The tranche 

encountered further delays during implementation due to issues related to land acquisition and changes 

in design to correct some deficiencies. Originally, the loan was supposed to close on 31 December 2014 

but due to delays encountered during implementation, it was eventually closed on 12 January 2018. A 

total of $13.4 million, or 6.7% of the approved loan amount, was cancelled, primarily because of the 

devaluation of the local currency. 

 

45. The devaluation also impacted tranche 4, which resulted in savings that could have been used to 

further finance additional relevant project-related activities. The original plan of tranche 4 was expected 

                                                
16

 The Road Safety Commission includes members from various ministries and agencies including but not limited to Health Ministry, 

State Police Department, local administrations in respective regions, and the road agency. 
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for processing in 2012, but due to delays in the earlier tranches, tranche 4 was approved only in March 

2014, a delay of 2 years. This placed pressure on implementation activities and some items, such as 

procurement of the material testing and laboratory equipment, were cancelled due to the limited time 

available before the project closing date. Time constraints also excluded any additional local road 

infrastructure component. 

 

46. Under MFF 2, tranche 1, disbursements were substantially lower than expected due to the 

devaluation of the Armenian manat, which resulted in a savings of around $92 million. These were used 

subsequently to finance the reconstruction of a new road section (R32 Ujar–Zardab–Agjabadi road about 

70 km), another priority national road
17

 under the road investment plan. 

 

47. MFF 2, tranche 2, covering the last remaining stretch of the M3 expressway between Jalilabad 

and Shorsulu, was approved in July 2014. While there were initial delays in loan effectivity, the primary 

concern was with the impact of devaluation of the manat against the US dollar which caused a large cost 

underrun. Overall, savings of $146 million were estimated and, as noted under the discussion of tranche 

1, following a major change in scope, the loan savings were used to include an additional road for 

improvement (the M5/R57 Yavlakh–Zagatala–Georgian border and connecting to M5 Sheki road, a total 

of about 55 km). The implementation progress of the expressway section proceeded in accordance with 

the original schedule, despite difficult ground conditions. At the time of the CAPE mission, the 

construction was substantially complete and was expected to be fully finished ahead of schedule by end 

June 2018.  

 

48. The planned implementation of the Railway Sector Development Program is at an early stage of 

implementataion and it is too early to assess its efficiency.  

 

49. Delays and cost overruns were critical issues during the implementation period. Tranche 3 of MFF 

1 covered the significant cost overrun of tranche 1. All tranches experienced delays due to issues 

concerning resettlement, cost, and capacity skills of contractors. Under MFF 2, the key issue was the cost 

underrun attributable to the devaluation, which amounted to a 48% saving of the total loan amount of 

the MFF 2 ($238 million). While the issue is ouside the influence of the road authorities, it took more 

than 2 years to decide the appropriate remedial actions. It is considered that this delay could have been 

acted upon much sooner given the magnitude of the overall loan savings.  

 

50. The CAPE rates the transport portfolio less than efficient, primarily because of the delays in 

implementation progress under both MFFs.  

    

4.  Sustainability 

 

51. The maintenance of national roads is financed through the road fund administered by the 

Ministry of Finance, which is funded from seven categories of road user charges that primarily consist of 

the vehicle registration tax, import duties, and inspection fees. However, it does not include fuel taxes, 

which are assigned to the general budget. The project performance evaluation report (PPER) of the East–

West Highway Improvement Project noted that the road maintenance budget had increased steadily from 

$114 million in 2007 to $276 million in 2015. Funds for maintenance are allocated according to a needs-

based approach. In practice, the PPER mission observed, and the CAPE mission agreed, the road surfaces 

of the completed roads are in a good condition and have not deteriorated over the 5-year period since 

the completion of MFF 1, tranche 2.  

 

52. At the highest level, there was recent disruption when responsibility for the planning, 

construction, and maintenance of roads was removed from the Ministry of Transport and transferred to 

                                                
17

 A major change in scope of the Second Road Network Development Program was approved on 5 June 2018 to use loan savings 

from tranches 1 and 2. Two additional roads were added, one under each tranche.  
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Azeravtoyol.
18

 Many senior staff who had been involved with the projects were not taken on by 

Azeravtoyol, leading to concerns about continuity and sustainability. At the local level, regional 

maintenance units are responsible for the routine maintenance of all main and local roads. Their activities 

include (i) cleaning shoulders and road drains, (ii) making minor repairs, (iii) identifying cracks and 

reporting them to the head office, and (iv) repairing cracks. Given that the road surface condition had 

not deteriorated 5 years after the completion of the project, the evaluation mission notes that there is a 

certain level of institutional capability to maintain roads sustainably.  

 

53. A recent review by ADB
19

 indicated that Azeravtoyol has received considerable support from the 

World Bank for road maintenance. This has produced a full inventory of the state road network, including 

external auditing of the information collected to ensure its quality, and the creation of a road data 

management unit responsible for data collection, management and analysis. Staff have been trained in 

processing and use of the data in the Highway Design and Management 4 model to assess road network 

status and maintenance needs. The assessment concluded that the amount of maintenance funding is in 

line with needs but the allocation needs to be improved, with higher priority given to periodic 

maintenance and to roads in good-to-fair condition.  

 

54. Activities of the maintenance units of Azeravtoyol need to shift from being input-based to being 

output-based. Azeravtoyol is planning to introduce performance-based contracts into a few maintenance 

units that were recently established as separate limited liability companies to maintain highways. The 

loan agreement for tranche 1 of MFF 1 called for best efforts to be made to enter into a road maintenance 

concession agreement with a private sector entity for at least the 20 km of local roads included under 

the project. However, due to the lack of a legal framework for road public–private partnerships at that 

time, this covenant was not fully complied with. This was among the reasons for transferring this 

covenant to tranche 1 of the Second Road Network Development Program. It is also noted that the local 

road component of the project was deleted from the scope as Azeravtoyol considered the improvement 

costs to be excessive. Similarly, the lack of a legal basis as well as the lack of an alternative road was also 

a hurdle for introducing the toll arrangements. Given that only the Ganja bypass under tranche 2 and 

the local roads under tranche 4 are operational, the effectiveness of road maintenance has yet to be 

tested on the project roads. Further discussions on road maintenance need to be undertaken with the 

road agency to ensure the quality and timing of appropriate maintenance practices.   

 

55. Overloading of trucks has been a serious problem, resulting in pavement degradation and 

increased maintenance costs. Both MFF 1 and MFF 2 mention this issue. Before appraisal, although the 

government had developed regulations to limit vehicle axle loads to 13 tons, enforcement was weak due 

to limited institutional capacity and the lack of weighing facilities. Five weigh stations have been built on 

the road network, four of which received ADB support. Responsibility for the operation of the weigh 

stations was recently transferred from the Ministry of Transport to the traffic police. The CAPE mission 

visited one of the new weigh stations but other than viewing the new infrastructure the officials were 

unable to provide data or information on the operations of the facility or to indicate its effectiveness. 

Discussions with Azeravtoyol indicated that overloading is not as prevalent as before and that the 

provision of facilities and strengthened on-road enforcement is having positive results. However, there is 

a requirement to undertake a full assessment of the weigh stations and, through analysis of data, to 

confirm that the overloading issue has been addressed in a meaningful way. 

 

56. Road safety is a major issue identified in both MFFs. It is difficult to ascertain the magnitude of 

the MFFs’ impact in this area although national statistics show a decrease in the annual number of 

fatalities. Over the decade 2006 to 2016 the annual number of recorded fatalities from road crashes has 

reduced from 1,003 to 759, a 25% reduction, and injuries have reduced from 3,570 to 2,003, a 44% 
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 See footnote 1. 

19
 ADB 2018. Compendium of Best Practices in Road Asset Management, Central Asia Regional Economic Cooperation (CAREC) 

Program. Manila. 
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reduction. Road agencies are generally responsible for only promoting the “Safer Roads
20

” component 

of road safety as this is directly under their responsibility and control. Discussions with supervision 

consultants indicated that road safety was an important component under MFF 2 implementation and 

road safety audits were undertaken at key stages of the project. A pre-opening safety audit was planned 

prior to the finalization of civil works under tranche 2 in June 2018. Discussions with Azeravtoyol on the 

mainstreaming of road safety within the road agency were limited since the project implementation unit 

was not aware of detailed activities outside of its area of responsibility and could not provide any details 

of road safety activity undertaken by the agency.  

 

57. While there are indications that the road safety audit is being taken seriously, it is not clear 

whether other aspects of road safety, such as roadside hazard management or traffic control at road 

works, are being undertaken. It would be prudent for the forthcoming PCR missions for each of the MFFs 

to follow up on road safety issues and the measures being adopted by the road authorities. This review 

should also include road safety activities outside the road agency. 

 

58. This sector assessment rates the transport program likely sustainable, considering that the road 

fund revenues and institutional capacity have increased and the incidence of overloading has decreased. 

However, there is a need to continue to improve maintenance practices in line with good international 

practices and to obtain data from weigh stations to ensure that they are having the desired impact.  

 

5.  Development Impacts 

 

59. The PCR of tranche 2 of the MFF 1 reported that the impact indicators that were designed to be 

achieved in 2015 were likely to be achieved. In 2012, poverty incidence was 6% while industrial 

production was valued at AZN175.8 million. Grain production was 215,483 tons in 2011.
21

 The PCR 

indicated that, with reduced travel time, most of the villagers were able to travel to town centers more 

frequently, up from five times a year to an average of 17 times a year after the project’s completion. It 

also noted that (i) poverty in the project area had been reduced through improved access to business 

opportunities for local communities, local companies, and freight forwarders; (ii) access to employment 

and income had been improved for the local people in and around the project area through roadside 

businesses and road improvement works; (iii) access to markets and social services had been improved; 

and (iv) lower prices of transport services, food, and other daily necessities had made possible by lower 

transport costs.  

 

60. The Masalli–Astara stretch of expressway (implemented as road sections A, B and C under 

tranches 1 and 3 of the MFF 1) was completed in late 2017. At the time of the CAPE site visit, the road 

was not open to traffic although an official inauguration ceremony had been conducted. The road 

authority, Azeravtoyol, was unable to provide a date when the road would open as this would depend 

on the finalization of the adjoining MFF 2 sections and the government’s decision on tolls. While there a 

decision had been taken to levy tolls the feasibility studies were incomplete and the equipment had yet 

to be procured.
22

 Completion of the civil works was achieved in June 2018. Procurement and installation 

of toll equipment will take about 2 years and toll stations will only be in place by mid-2020. Discussions 

between ADB and the government on initiating a toll system have been held regularly since the appraisal 

of MFF 1 in 2007 and the subject is a core covenant of both MFF 1 and MFF 2. With the approval of the 

recent major change in scope under MFF 2, it appears that the decision to implement tolls has been 

agreed, although toll charges and institutional arrangements are still under discussion.  

 

                                                
20

 The UN Decade of Action identifies 5 pillars for addressing road safety comprising (i) road safety management (ii) safer road 

infrastructure (iii) safer vehicles (iv) safe road user behavior and (v) post crash care. 

21
 The indicators in the six districts are (i) poverty incidence adjacent to the project area reduced from 37.2% in 2003 to below 15% 

in 2015; (ii) industrial production increased by 7% per annum from AZN62 million in 2003 to AZN140 million in 2015; and (iii) 

grain production increased by 4% per annum, from 149,400 tons in 2003 to 239,000 tons in 2015. 

22
 Completion of the study, procurement and installation of the equipment was provided for under the major change in scope 

approved 5 June 2018. 
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61. It is not clear when the completed civil works will finally be opened to traffic or whether the road 

will initially be operated as a toll-free facility until toll equipment and systems are installed.  The CAPE 

team’s opinion is that it would be preferable to operate the expressway as a toll-free facility initially so 

that users can benefit from the new investment rather than leaving it unused, generating no benefits 

over a 3-year period, from 2017 to 2020. This issue needs to be discussed with Azeravtoyol during the 

next review mission for MFF 2 by the Regional Department.    

 

62. Although no data are available for evaluation, the anticipated benefits from the Masalli–Astara 

expressway are expected to be realized when the project is operational. However, the exclusion of the 

local roads component will limit benefits to long-distance traffic; people living in the towns and villages 

in the hinterland will be less well served and the exclusion of local roads will also significantly reduce the 

inclusiveness of the investment. Overall, the operation of the new expressway will have a positive impact 

on road users by significantly reducing travel times and costs. The towns on the existing roads will benefit 

from substantial reductions in through traffic and, although this might have a dampening effect on 

passing trade, it will have positive environmental impacts of reduced traffic, fewer traffic accidents and 

conflicts, and potential improvements to the quality of life for residents. The expressway is expected to 

contribute to sustained economic development in the Lankaran region and to provide better links and 

cooperation with neighboring countries through increased passenger and freight traffic, and expanded 

trade. The road network, which will link Azerbaijan domestically and internationally, will facilitate a more 

efficient movement of goods and people, which will help stimulate economic activities, and promote 

non-oil sector development. 

 

63. The completed local roads and bridges under MFF 1 tranche 4 are having a positive impact on 

local people by providing access to markets, social and health centers. They are critical to achieving 

inclusive growth in the countryside. The PCR, which has yet to be undertaken, is expected to confirm the 

positive impacts of the project.  

 

 6. Environmental and Social Safeguards  

(i) Assessment of Safeguard Reviews and Plans During Project Preparation  

64. In general, safeguard documents were prepared and disclosed in accordance with ADB Safeguard 

Policy Statement (2009) requirements. Environmental and involuntary resettlement documents were 

developed based on ADB and government requirements. As required by the loan agreements, contracts 

were only awarded after ADB had cleared the land acquisition and resettlement plan (LARP).  

65. Azeravtoyol disclosed safeguard documents on its website as required by ADB’s Safeguard Policy 

Statement. However, this has yet to occur for the Azerbaijan railway, which prepared reports on the 

initial environmental examination (IEE) and the LARP for the rehabilitation of the Sumagit to Yalama line. 

Although both documents are posted on ADB website in English, the Azerbaijani versions have yet to be 

posted. However, the loan agreement for the Railway Sector Development Program requires (Schedule 

5, article 22) Azerbaijan Railways CJSC to create a project webpage on its website to disclose key reforms 

in the railway and information on the project, including safeguard documents. At the time of the CAPE 

Mission this activity was not yet due.  

66. In the past, safeguard documents prepared during project preparation have not been fully 

satisfactory. The primary reasons for this were:       

• recruitment of safeguard specialists with limited experience and skills; 

• poor cooperation between the TA consultant and the executing or implementing agency; 
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• lack of coordination between the relevant government and nongovernment organizations (for 

example, the Ministry of Ecology and Natural Resources, State Committee on Property Issues, 

Land Acquisition Inspectorate, and environmental and social-related NGOs).     

67. To improve the quality of safeguard documents, the following measures are recommended: 

• closer supervision by ADB project officer(s) in the selection of safeguard consultants; and 

• planning and agreement of safeguard-related activities by ADB and the executing agency, as well 

as continuous supervision of implemented activities to avoid last minute changes and 

adjustments.  

(ii) Implementation of Safeguard Plans and Monitoring During Project 

Implementation 

68. The quality of preparing (and/or updating) and implementing safeguard documents during the 

implementation stage is more important than during the project preparatory stage. The safeguard ratings 

of transport projects that are undertaken annually by the Central and West Asia Department’s portfolio 

safeguard and gender team have improved significantly. This has primarily been achieved by ADB's 

regional technical assistance, which focused on building the capacity of the executing agencies to enable 

them to comply with safeguard requirements. Other reasons for the improvement include the insertion 

of safeguard-related provisions in civil works contracts (included in loan agreements) and better 

safeguard monitoring and reporting. During the last 3 years, ADB has not received any complaints in 

Azerbaijan that required Compliance Review Panel review. Almost all complaints have been resolved at 

the project level within the framework of the grievance redress mechanism established under each 

project. During the last 2 years, only one grievance escalated to ADB and it was successfully resolved by 

the executing agency. All contractors maintain a grievance logbook and a summary of actions taken and 

these are presented in the semi-annual monitoring reports. There are no pending land acquisition and 

resettlement issues in ongoing road projects.  

69. The following recommendations are suggested to improve safeguard policy:  

 

• Issue: Changes were made in project designs to correct design deficiencies. For example, new 

underpasses were added (MFF 1 and MFF 2) and locations of access roads and bridges were 

changed (MFF 2). This occurred because of inappropriate consultation with local people to enable 

an understanding of the local situation requirements, especially for locating underpasses.   

Recommendation: Meaningful public consultations should be conducted during the project 

preparation stage. Local authorities, who know the local situation better than anyone else, 

should be consulted during project preparation.  

 

• Issue: Land acquisition was delayed because of absent landowners who were outside the country 

or could not be located, and because of missing heirs or heirs with disputes. 

Recommendation: In these cases, the executing agency should deposit compensation into an 

escrow account and obtain the court's decision, as required by the Land Acquisition Law (2010), 

to receive access to these land plots without delaying the project. In any case, acquisition of land 

and assets is not subject to dispute, as the important issue is the amount of compensation, which 

can be solved retrospectively.   

 

• Issue: Civil works contractors were mandated to replant trees that had been cut by the project. 

The site-specific environmental management plans (for all sections) specify that: "After 

completion of the road, indigenous trees will be planted along the carriage way on both sides 

where suitable". However, no information is available enable the situation to be assessed and to 

enable a determination of whether the remedial actions are adequate. 
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Recommendation: These activities should be monitored and reported in semi-annual monitoring 

reports and final environmental audits.  

 

70. The development impact of the transport portfolio is assessed satisfactory.  

 

7.  Overall Assessment 

 

71. The overall performance of the transport sector portfolio is rated successful. ADB interventions 

are rated relevant, likely sustainable and satisfactory in impact, but less than efficient as a result of delays 

and cost overruns and less effective due to the exclusion of local road components, the absence of animal 

underpasses on the Ganja bypass and ineffective resolution of loan covenants. Table 3 shows the 

consolidated ratings. 

 

Table 3: Sector Overall Performance Rating 

Rating Criteria Criteria Weight Assessment Score Weighted Average Score 

Relevance  0.2 Relevant 2 0.4 

Efficiency 0.2 Less than efficient 1 0.2 

Effectiveness 0.2 Less than 

effective 

2 0.2 

Sustainability 0.2 Likely sustainable 2 0.4 

Development Impacts 0.2 Satisfactory 2 0.4 

Overall assessment 1.0 Successful  1.6 

 Source: Asian Development Bank Independent Evaluation Department. 

 

E. Thematic Discussion  

 

1. Inclusion  

 

72. The primary benefit of the road network investment plan was to extend the accessibility benefits 

of intercity travel to passengers and freight transport nationally. The major thrust of this program was 

to improve about 3,570 km of national roads and about 6,000 km of secondary roads across the country. 

The bulk of ADB assistance was used to improve portions of the national highway, the M2, linking Baku 

to the Georgian border, and the M3, linking Baku with Iran to the south. Improvements to national roads 

provide broad-based development to hinterland populations as a whole and are generally gender neutral. 

Investment in national roads (which carry the bulk of the nation’s traffic) was expected to generate 

benefits for all road users, both direct and indirect. However, MFF 1, tranche 1 incorporated a substantial 

local roads component (120 km) which was specifically designed to rehabilitate local roads and extend 

the benefits of the investment to local towns and villages adjacent to the primary road network, which 

would mainly serve long-distance through traffic. Unfortunately this component was unexpectedly 

dropped by the executing agency when bid prices were considered too high. This significantly reduced 

the inclusiveness of the project and no attempt was made to investigate how local communities could 

gain more benefits from the new expressway. 

 

73. The bulk of the loan resources under both MFFs were allocated for the 162 km contiguous stretch 

of expressway serving Shorsulu–Masalli–Astara and only MFF 1 tranche 4 was for five local roads totalling 

41.3 km and four bridges in the Ganza–Gazakh region. Construction of this project was recently 

completed and the infrastructure is currently used by local traffic. While the PCR has yet to be undertaken, 

inspection of the individual roads indicates that they provide significant support to the villages and 

residents in their hinterland.  

 

74. The only tranche with a PCR is the Ganja bypass, which was completed and opened to traffic in 

2012. By 2013, the traffic had increased threefold and the PCR stated that, following interaction with 

local business, community and other stakeholders, the bypass had had positive socioeconomic impacts 

by supporting regional trade and improving access to markets, economic centers and social services. 
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While poverty in the project area had been reduced significantly since appraisal, it was primarily seen as 

an indirect benefit from improved access coupled with lower transport costs. This outcome is a general 

standard for road infrastructure that does not target specific groups.  

 

2.  Environmentally Sustainable Growth  

 

75. The transport sector program has not provided direct support for the environment although all 

loans ensure that any possible adverse impacts on the environment are properly mitigated. The 

construction of the M3 expressway between Shorsulu and Astara under four separate loan tranches 

required substantive environmental analyses as the new road was classified as category A, being new 

construction on a new alignment, portions of which were in potentially environmentally sensitive areas 

designated as wetlands. The various projects were implemented without environmental issues and 

mitigation activities were undertaken as agreed in the initially prepared impact assessment. 

 

76. It is anticipated that the non-road elements of the program (the railway and a sustainable urban 

transport plan for Baku) will have potentially greater positive impacts on the environment. The railway 

program, which was only recently approved, is expected to have positive impacts on the environment as 

it will divert some trips from roads. It is projected it will have a medium impact on climate change, with 

a potential reduction of CO2 of 56,000 tons annually. The Baku sustainable urban transport plan will have 

substantial positive impacts on the environment and will promote environmentally sustainable transport 

when adopted and implemented. The plan demonstrated the need to move toward greater use of public 

transport and nonmotorized modes if Azerbaijan’s rapidly developing and growing capital is to avoid the 

unsustainable transport issues currently experienced in many other major cities.  

 

3.  Regional Cooperation  

 

77. The location of Azerbaijan means that international cooperation is bound to be a major thrust 

of its development plans. Being landlocked, the country is dependent on international trade for all 

imports and exports, the bulk of which require land-based modes. Azerbaijan is at the center of two main 

axes: the east–west Silk Road route linking Georgia and Turkey in the west with Kazakhstan and 

Turkmenistan in the east, and the north–south route linking Russia in the north to Iran in the south. Thus, 

excellent transport links are important not only to Azerbaijan but also to its neighbors, which use the 

Azerbaijan road and railway networks as part of their trading routes.   

 

78. Azerbaijan plays an active role in international forums focusing on transport. These include 

participation in the Transport Corridor Europe-Caucasus-Asia (TRACECA)
23

 program supported by the 

European Union and CAREC supported by ADB. The CAREC programs have been instrumental in 

promoting regional cooperation and the transport sector has received a substantial share of CAREC 

resources. These have been used for road and rail-based transport, with a prime focus on facilitating 

improved cross-border movements, since borders are often a major bottleneck in international transport 

movements. A major thrust of the ADB program in Azerbaijan has been to support better regional links, 

including the border crossing with Georgia at Red Bridge. Since Russia and Iran are non-ADB members, 

they remain outside the CAREC program but the lessons learned from Red Bridge and other locations in 

CAREC can be applied at these locations.  

 

79. In terms of country assistance, the deletion of the last 2.8 km from the Masalli to Astara 

expressway leading to the border and new cross-border facilities will reduce the regional component of 

the new expressway link. This demonstrates that better cooperation and coordination is required 

regarding cross-border facilities, since the deletion was attributable to the unwillingness of the Iranian 

                                                
23

 The Transport Corridor Europe-Caucasus-Asia (TRACECA) is a technical assistance program initiated in 1993 by the European 

Union with 14 states of the Eastern European, Caucasian and Central Asian region designed to develop a transport corridor 

linking Europe, across the Black Sea, through the Caucasus and Caspian Sea to Central Asia. 
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authorities to relocate the border crossing. It is also not known whether the Iranian authorities are 

improving or planning to improve their complementary national road links.  

 

80. Overall, ADB’s transport program provides significant support for regional cooperation. It covers 

both road and railway modes as well as facilitating improvements in complementary components such 

as cross-border facilities, including regulations, processes, and procedures. 

 

F. Other Evaluations 

 

1.  ADB Performance 

 

81. The performance of ADB is rated less than satisfactory. Use of the MFF lending assistance 

provided sufficient flexibility for ADB to support substantial investment in the road sector. The required 

investment in new expressway links and the expansion of major arterial roads was too great for the 

annual country operational plan to provide sufficient support. The MFF facility enabled synchronized 

assistance to be provided to construct successive sections of road to complete connectivity over the 

substantial distances required. It also provided flexibility in times of crisis. The substantial cost increases 

between 2007 and 2009 required the scope of tranche 1 of the first MFF to be reduced to accommodate 

the available resources but it also permitted the deleted road sections to be taken up in the subsequent 

tranche 3 of the facility. In MFF 2, the opposite occurred as cost savings due to devaluation of the manat 

enabled additional road sections to be included for improvement.  

 

82. While use of the MFF modality provided sound operational benefits, the management of the 

facility could have made greater use of ADB in-house technical skills to provide better oversight. While 

the basis of the MFF facility is the support of a long-term sector development agenda, ADB could have 

allocated more inputs to assessing implementation of the road plan as well as the implementation of the 

various loan covenants, especially those identified for the five tranches allocated for the expressway. 

Successive missions allocated time for specific project detail but little effort was made to assess the 

important sector issues that underpin the overall sector development and operation. As a consequence, 

the key sector covenants relating to road maintenance, road safety, overloading and tolling are still 

outstanding although ADB-support has been provided for 10 years. It is recommended that the PCRs for 

these tranches provide a detailed assessment of the status of the loan covenants.  

 

83. Preparation for MFF 1 indicated that over 31% of heavy trucks were overloaded, causing 

substantial road deterioration. While four weigh stations have been provided, none of which are actually 

on an ADB-assisted stretch, no statistics or information were available to determine their effectiveness. 

Delays in decisions on tolls have meant that stretches of expressway were completed in June 2018 but 

installation of toll equipment will not be completed for a further 2 years. These delays could have been 

avoided if greater sector dialogue had taken place during implementation.  

 

2. Borrower’s Performance 

 

84. The borrower’s performance is rated less than successful. This assessment is applicable to both 

of the MFFs and is a result of the numerous delays associated with the seven individual tranches for road 

development. In addition, the deletion of the 120-km local roads component in tranche 1 of MFF 1 led 

to a significant reduction in the project’s inclusiveness, while the required deletion of the end segment 

adjacent to the border in tranche 3 resulted in the expressway being a less effective international link, 

which was part of the rationale for its original approval. Similarly, the late decision to add a second 

carriageway to the Ganja bypass hindered implementation and the absence of animal crossing facilities 

reduced the road safety elements of the investment.  

 

85. The TA to develop a sustainable urban transport investment plan for Baku was not implemented, 

largely because of the lack of a suitable institutional framework. It suffered from weak commitment and 
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ownership from its executing agency and a lack of support to undertake necessary reforms. Despite 

significant efforts by ADB to adjust the scope of work to meet changing demands from the executing 

agency, and obtain additional financing to undertake the work, the resulting TA outputs, although of 

high quality, did not receive the required buy-in from national and local government stakeholders.  

 

G. Lessons and Suggestions    

 

86. During implementation the projects were subjected to a range of delays. Some of these were 

beyond the control of either the executing agency or ADB as they related to external events, including 

inflation and currency devaluation. The inflation experienced during the initial period of MFF 1 

implementation reduced the scope of the first tranche but the flexibility and long-term engagement 

through the MFF enabled the deferred road links to be funded under the subsequent tranche 3. This 

demonstrated a positive aspect of the MFF facility.  

 

87. The second external impact was the effect of devaluation in 2015. This resulted in large loan 

savings in both MFF 2 tranches, amounting to almost 48% of the total loan commitment ($238 million). 

Despite knowledge of these large savings, it took over 2 years for a change in scope to accommodate 

new roads under both tranches to utilize the loan savings to be approved. Actions could have been taken 

earlier to utilize the loan savings thus making better use of the committed funds.  

 

88. The other major reasons for delays were largely related to limited knowledge of ADB’s safeguard 

policies and their application. In the initial stages, the proposed payments for land were too low and 

required a review by government to reassess land prices and offer improved prices. Delays were also 

caused by difficulties in determining owners or by the need to contact absent landowners. While these 

cases were satisfactorily resolved, this took time.  

 

89. One of the requirements of MFF lending is that the sector program is tied to an appropriate long-

term sector plan. Such a plan was agreed in 2006, covering the development of the road sector over the 

2006 to 2015 period. It was used to underpin MFF 1 in 2007 as well as MFF 2 in 2012, when the same 

plan was extended to 2022 after a review. Despite the importance of the road plan, progress in its 

implementation does not appear to have been reviewed regularly. A regular formal review of the plan 

would have highlighted the issues and constraints associated with the road sector and enabled measures 

to be taken to address them.  

 

90. Both MFFs have covenants that address the same sector issues. These are road maintenance, road 

safety, overloading, tolling, vehicle emissions, and policy dialogue. Since approval of MFF 1 in 2007, little 

effort appears to have been made to resolve these issues, many of which remain outstanding. In some 

cases, action was expected to be undertaken by other donors such as for road maintenance planning 

and the adoption of performance-based contracting.  

 

91. Discussions with supervision consultants under MFF 2 suggested that the road safety audit was 

meaningfully applied to the road designs and pre-opening of the roads. This was a potentially positive 

outcome. However, the road agency was unable to confirm how the road safety audit process has been 

incorporated into the agency’s processes and this needs to be further assessed and confirmed. Under its 

CAREC program, ADB has recently released a series of training manuals on different aspects of road safety. 

It should support a training program among agency staff, using these guides. CAREC programs have also 

reviewed road safety and have confirmed that Azerbaijan has carried out significant road safety activity 

through the newly established National Road Safety Committee. Observations on the road site visits 

confirmed that traffic police patrol vehicles are commonly seen on the major roads and all major roads 

have cameras to detect speeding, unsafe driving behavior, and overtaking. Fines are regularly delivered 

via post and email to errant drivers using electronic evidence.  
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92. ADB assistance was used to construct four new weigh stations but these have not been located 

on project roads as required by the loan documents. The CAPE mission visited a new weigh station site 

but the information provided did not provide assurance that the system is an active deterrent for 

overloading. No statistics were available. There is a need for a detailed assessment of weigh stations and 

their operation to ascertain their effectiveness.  

 

93. Tolling is another issue that was highlighted in MFF 1 and this remains an issue. The government 

agreed that it would provide ADB with an endorsed framework and a definitive action plan for 

establishing toll roads on the expressway funded by the MFFs 6 months prior to their opening. A partial 

study of tolling was undertaken in 2014 but it did not provide sufficient detail to the government for 

decision taking. A new study will be undertaken using loan resources and MFF 2 will also provide funds 

for the procurement and installation of toll equipment on the M3 expressway constructed under the 

MFFs. While this will take place during the next 2 years, the physical works of the expressway portions of 

MFF 1 and 2 are already complete. The road agency was unable to indicate when these would be open 

to traffic or whether they might be opened, but toll-free initially, until 2020 when the toll equipment is 

installed.  

 

94. The deletion of a substantial length of local roads from the project scope is disappointing. 

Expressway projects are generally designed to cater to long-distance movements and experience 

elsewhere shows that local towns and villages often do not benefit significantly from such investments. 

The local roads component was designed to counteract this by linking rural communities with the core 

expressway route. The deletion of this component due to high bid prices resulted in a less inclusive 

investment and no further action was made by the government or ADB to revisit this aspect during the 

remainder of the MFF implementation period.   

 

 

 


