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Key developments and challenges
The global financial crisis and the resulting sharp drop  
in oil prices have emphasised the need for greater 
economic diversification. Measures to improve the 
business environment through fighting corruption and 
breaking up monopolies are essential for the sustained 
development of the non-oil sector.

The National Bank of Azerbaijan has tightened banks’ 
regulatory requirements and undertaken timely measures 
to provide liquidity. In addition, improvements in the 
portfolio and risk management skills of banks are needed 
to ensure financial sector stability in the long run.

Lower oil prices and the ensuing fall in fiscal revenues 
have further underlined the need to improve investment 
efficiency in the public sector. This requires the 
successful implementation of the recently established 
rules for the selection, execution, monitoring and auditing 
of public investment projects. 

Country data 
Population (in millions)  8.4
Area (’000 sq km)  86.6
GDP (in billion US$, 2008) 46.4
Average transition score (scale: 1 to 4.33)  2.63

Progress in structural reform  

Business environment and competition
Azerbaijan’s participation in programmes related to the 
European Neighbourhood Policy (ENP) and Eastern Partnership 
will gradually bring its laws and regulations more in line with 
European standards and encourage stricter implementation. 
Nevertheless, the effectiveness of government institutions  
and the quality of regulation remain below the standards  
of the transition region. According to the 2008/09 Business 
Environment and Enterprise Performance Survey (BEEPS IV), 
firms cite state inspections and certification as particular 
obstacles to their development. Significant challenges also 
remain in the enforcement of competition policy and ensuring  
a level playing field for all businesses.

Corruption continues to be a major issue and 87 per cent of 
the firms included in BEEPS IV reported it as an obstacle. In 
Transparency International’s 2008 Corruption Perception Index, 
Azerbaijan scored well below others in the transition region and 
was ranked 158th out of 180 countries globally. In June 2009 
the President issued a decree on strengthening the fight 
against corruption. The administration is working on defining 
rules for inspections, regulations and legal Acts related to 
corruption. In addition, a Corruption Fight Department was 
established in July 2009 under the Ministry of Taxes to deal 
with corruption by the tax administration.

In July, the President signed into law 46 amendments to the 
tax code that are expected to help small and medium-sized 
enterprises (SME) development. The changes, taking effect 
from January 2010, include a reduction in the maximum rate  
of personal income tax from 35 to 30 per cent. The corporate 
profit tax will also be reduced from 22 to 20 per cent and the 
income tax for individual entrepreneurs will be 20 per cent. 

Infrastructure
The state-owned power company, Azerenerji, remains the 
dominant utility in the power sector and continues to be 
subsidised by the government owing to high technical and 
financial losses and low collection rates. Work has started on 
the rehabilitation of the power sector infrastructure as well as 
on plans to increase electricity production. However, the plans 
to introduce Independent Power Producers (IPPs) and increase 
competition in the sector have been abandoned so that little 
progress has been made with unbundling the sector over the 
past year.

Improving road infrastructure remains an important priority  
for the government and public investment in the sector has 
increased significantly over the past years. However, a key  
pre-requisite is the further strengthening of the quality 
and efficiency of the procedures for public investment, 
including better procurement rules. At the end of 2008  
the President issued a decree to establish clear rules for  
the selection, execution, monitoring and auditing of public  
investment projects.

In July 2009 the President issued a decree to transform the 
state-owned railway monopoly, Azerbaijan Dovlet Demir Yolu 
(ADDY), into a joint-stock company, Azerbaijan Railway (ADY). 
This new wholly state-owned joint-stock company intends to 
commercialise its activities and will prepare the future 
privatisation of a number of railway services.

While the fixed-line telecommunication market continues to 
be dominated by state-owned company, Aztelecom, competition 
has intensified in the mobile telephone market after the 
privatisation of Azercell in February 2008. The penetration  
rate of mobile phones increased significantly during the first 
half of 2009, reaching more than 80 per cent.

Financial sector 
The direct impact of the global financial crisis on the 
Azerbaijani banking sector has been relatively modest because 
of its limited integration with international financial markets. 
Measures taken by the National Bank of Azerbaijan (NBA) to 
contain rapid credit growth in the first half of 2008 have also 
contributed to banks’ resilience. Since the deepening of the 
financial crisis in October 2008, the NBA repeatedly reduced 
its reserve requirements: to 0.5 per cent as of August 2009. 
The NBA also reduced its policy rate from 15 per cent in mid-
October 2008 to 3 per cent in March 2009 and provided 
liquidity support to solvent banks. However, banks’ loan 
portfolios have been shrinking month on month since the 
beginning of 2009, although a reversal has been seen since 
June. Bank lending grew by little over 13 per cent in annual 
terms as of July 2009 (compared with 86 per cent a year 
earlier). Banks’ non-performing loans have started to increase 
in the wake of slower economic growth, and the reduced value 
of collateral, amounting to more than 4.5 per cent in June 
2009 compared with 2 per cent at the end of 2008. 
Nevertheless, in general, banking sector liquidity  
and capital ratios remain sound. 
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Fiscal balance and current account balance
■ Fiscal balance (% of GDP)   ■ Current account balance (% of GDP)

Interest rates and inflation
■ Money market rate (% average-over-period)   ■ Consumer price index (% year-on-year)

Macroeconomic performance 

Signs of economic recovery are emerging as the annual GDP 
growth for the first eight months of 2009 reached 5 per cent, 
an increase from 3.6 per cent during the first half of the year, 
reflecting a recovery in oil prices and an improved global 
economic outlook. Although this is a relatively strong growth 
performance regionally or even globally, it reflects a marked 
slow-down when compared with growth rates of over 
20 per cent annually during the past three years. This slow-
down mainly reflects sharply lower oil prices compared with  
a year ago. Industrial output, dominated by oil production  
that accounted for 60 per cent of GDP in 2008, grew by only 
3.9 per cent in the first eight months of 2009. Inflation has 
slowed due to lower demand and the annual inflation rate was 
negative from May, reaching -0.4 per cent in August 2009 
compared with 22 per cent at the end of 2008. Lower oil prices 
have also affected budgetary revenues. Tax revenues had fallen 
by about 20 per cent by the end of June 2009 compared with  
a year earlier, implying an annual increase in total budget 
revenue of little over 1 per cent during the same period. 
Despite some recent cuts, overall budget expenditures – in 
particular for infrastructure investments and social spending – 
have increased as part of the government’s crisis response, 
resulting in an estimated budget deficit of about 2 per cent  
of GDP in the first half of 2009.

Lower oil prices and weaker demand for hydrocarbons has  
also significantly affected exports, which had dropped by 
77 per cent by the end of August 2009 compared with a year 
earlier. As imports dropped by only 15 per cent over the same 
period, the trade surplus narrowed by almost 78 per cent 
compared with the same period in 2008, although it still 
amounted to 7.8 per cent of GDP in August 2009. 

Lower foreign exchange inflows following the large decline in 
exports outstripping the decline in imports has put pressure on 
the currency. The NBA has so far supported the currency and 
lost about 19 per cent of its foreign exchange reserves during 
the first three months of 2009. Consequently, the exchange 
rate has remained relatively stable and reserves have gradually 
increased again since March to US$ 4.8 billion in August 
although they remain about 22 per cent lower than at the  
end of 2008.

Outlook and risks

For 2009 moderate economic growth of around 3 per cent is 
expected, with a likely increase in 2010. Higher oil and gas 
production will underpin further investments in the sector. 
Notwithstanding the significant drop in hydrocarbon exports 
expected this year, the current account balance will remain in 
surplus. The NBA will focus its policy on ensuring adequate 
liquidity. Risks to the economic outlook continue to reflect 
Azerbaijan’s dependence on the hydrocarbon sector. Another 
sharp drop in oil prices would have significant knock-on 
effects, particularly on real estate prices. Lower collateral 
values and a worsening of the portfolio quality of banks could 
thus undermine the latter’s lending capacity, affecting growth 
prospects for the non-oil sector. 
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Real GDP (1989=100)
■ Azerbaijan   ■ Average, transition countries

Transition indicators 2009
■ Azerbaijan   ■ Maximum, transition countries   ■ Minimum, transition countries
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Structural and institutional change indicators

Liberalisation and 
privatisation

Current account convertibility 
– full

Controls on inward direct 
investment – no

Interest rate liberalisation – 
full

Exchange rate regime – 
managed float

Wage regulation – no

Tradeability of land –  
limited de jure

Business environment  
and competition 

Competition office – yes

Quality of insolvency law – low

Secured transactions law – 
under development

Infrastructure

Telecoms regulatory 
assessment compliance – low

Independence of the 
electricity regulator – no

Separation of railway 
infrastructure from operations 
– no

Independence of the road 
directorate  – full

 

Financial sector

Capital adequacy ratio 
 – 12 per cent

Deposit insurance system – 
yes

Private pension funds – no

Social reform

Share of population living in 
poverty – <2.0 per cent 
(2005) 

Government expenditure on 
health – 1.0 per cent (2008) 

Government expenditure on 
education – 2.6 per cent 
(2008)

Household expenditure  
on power and water –  
3.5 per cent

2003 2004 2005 2006 2007 2008 2009

Enterprises
Privatisation revenues (cumulative, in per cent of GDP)  2.6 3.0 3.2 na na na na
Private sector share in GDP (in per cent) 60.0 60.0 60.0 60.0 75.0 75.0 75.0
Private sector share in employment (in per cent)  68.5 68.4 68.1 68.0 67.5 67.0 na
Budgetary subsidies and current transfers (in per cent of GDP) 12.1 10.7 7.7 7.1 6.5 na na
Share of industry in total employment (in per cent) 6.7 6.9 7.0 7.1 7.1 4.8 na
Change in labour productivity in industry (in per cent) 5.9 1.3 29.7 31.9 23.5 55.4 na
Investment/GDP (in per cent) 53.2 58.0 41.5 29.9 20.1 na na
EBRD index of small-scale privatisation 3.7 3.7 3.7 3.7 3.7 3.7 3.7
EBRD index of large-scale privatisation 2.0 2.0 2.0 2.0 2.0 2.0 2.0
EBRD index of enterprise reform 2.0 2.0 2.0 2.0 2.0 2.0 2.0

Markets and trade 
Share of administered prices in CPI (in per cent) 6.0 7.0 na na na na na
Number of goods with administered prices in EBRD-15 basket 3.0 3.0 3.0 3.0 3.0 3.0 na
Share of trade with non-transition countries (in per cent) 70.0 67.4 66.9 71.9 76.5 na na
Share of trade in GDP (in per cent) 73.5 84.4 90.6 87.1 87.2 82.5 na
Tariff revenues (in per cent of imports) 6.0 4.9 8.4 9.0 13.5 na na
EBRD index of price liberalisation 4.0 4.0 4.0 4.0 4.0 4.0 4.0
EBRD index of forex and trade liberalisation   3.7 3.7 4.0 4.0 4.0 4.0 4.0
EBRD index of competition policy 2.0 2.0 2.0 2.0 2.0 2.0 2.0

Financial sector 
Number of banks (foreign-owned) 46 (4) 44 (5) 44 (5) 44 (5) 44 (6) 46 (9) na
Asset share of state-owned banks (in per cent) 55.3 56.1 55.2 51.0 42.4 42.5 na
Asset share of foreign-owned banks (in per cent) 5.2 5.8 6.6 6.1 7.5 9.1 na
Non-performing loans (in per cent of total loans) 14.6 14.5 14.9 12.0 8.1 5.2 na
Domestic credit to private sector (in per cent of GDP) 7.0 9.3 9.5 11.7 15.2 16.5 na
Domestic credit to households (in per cent of GDP)  2.0 3.0 3.1 4.1 5.8 3.6 na
– Of which mortgage lending (in per cent of GDP) na na na 0.3 0.7 1.9 na
Stock market capitalisation (in per cent of GDP) na na na na na na na
Stock trading volume (in per cent of market capitalisation) na na na na na na na
Eurobond issuance (in per cent of GDP) 0.0 0.0 0.0 0.0 0.0 0.2 na
EBRD index of banking sector reform 2.3 2.3 2.3 2.3 2.3 2.3 2.3
EBRD index of reform of non-bank financial institutions 1.7 1.7 1.7 1.7 1.7 1.7 1.7

Infrastructure 
Fixed-line (mobile) penetration rate (per 100 inhabitants) 11.3 (12.7) 12.1 (17.4) 12.9 (26.5) 13.8 (37.9) 14.5 (52.4) 15.1 (75.0) na
Internet users (per 100 inhabitants) 4.2 4.9 8.0 9.7 10.7 10.7 na
Railway labour productivity (1989=100) 31.9 32.0 39.9 45.0 41.6 40.2 na
Residential electricity tariffs (USc kWh) 2.0 2.0 2.1 2.2 7.0 7.3 na
Average collection rate, electricity (in per cent) 21 27 26 na 55 64 na
GDP per unit of energy use (PPP in US dollars per kgoe) 2.1 2.3 2.8 na na na na
EBRD index of infrastructure reform 1.7 2.0 2.0 2.0 2.0 2.0 2.0
– Electric power 2.3 2.3 2.3 2.3 2.3 2.3 2.3
– Railways 2.3 2.3 2.3 2.3 2.3 2.3 2.3
– Roads 2.3 2.3 2.3 2.3 2.3 2.3 2.3
– Telecommunications 1.0 1.7 1.7 1.7 1.7 1.7 1.7
– Water and wastewater 1.7 1.7 1.7 1.7 1.7 1.7 1.7



Macroeconomic indicators
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2003 2004 2005 2006 2007 2008 
Estimate

2009 
Projection

Output and expenditure (Percentage change in real terms)
GDP 11.2 10.2 24.3 30.5 23.4 10.8 5.0
– Private consumption 6.0 6.9 6.3 18.9 3.8 10.0 na
– Public consumption 11.1 4.6 1.9 16.9 27.0 18.0 na
– Gross fixed capital formation 72.6 13.0 -0.5 15.2 3.5 17.0 na
– Exports of goods and services 9.2 -9.0 52.7 73.7 66.6 25.8 na
– Imports of goods and services 45.6 -9.5 -1.9 20.1 11.5 4.8 na
Industrial gross output 6.1 5.7 33.5 36.6 25.0 6.0 na
Agricultural gross output 5.6 4.6 7.5 0.9 4.0 6.1 na

Employment (Percentage change)
Labour force (end-year) 0.6 1.7 1.1 9.2 0.7 -2.1 na
Employment (end-year) 0.6 1.7 1.1 3.2 1.0 0.2 na

(In per cent of labour force)
Unemployment (end-year) 1.4 1.4 1.4 6.8 6.5 4.3 na

Prices and wages (Percentage change)
Consumer prices (annual average) 2.2 6.7 9.6 8.3 16.7 20.8 2.5
Consumer prices (end-year) 3.6 10.4 5.5 11.4 19.7 22.0 5.0
Producer prices (annual average) 16.1 12.9 10.6 17.7 12.8 15.1 na
Producer prices (end-year) 11.2 21.9 10.8 17.1 11.3 11.6 na
Gross average monthly earnings in economy (annual average) 21.4 26.2 21.9 19.8 51.5 25.2 na

Government sector (In per cent of GDP)
General government balance1 -0.8 1.0 2.6 -0.2 2.4 25.5 9.2
General government expenditure 28.5 25.9 22.7 27.4 27.4 27.6 na
General government debt 20.0 18.6 14.2 10.8 9.4 9.7 na

Monetary sector (Percentage change)
Broad money (M2, end-year) 28.3 31.9 16.2 128.5 141.8 38.2 na
Domestic credit (end-year) 26.1 39.4 50.0 75.4 98.5 33.7 na

(In per cent of GDP)
Broad money (M2, end-year) 7.3 8.0 6.4 9.7 16.4 16.0 na

Interest and exchange rates (In per cent per annum, end-year)
Refinance rate (6 months) 7.0 7.0 9.0 9.5 13.0 8.0 na
Interbank interest rate (3 months)2 20.3 16.6 15.3 14.3 16.1 16.6 na
Deposit rate 9.5 9.2 8.5 10.6 11.6 12.2 na
Lending rate 15.5 15.7 17.0 17.7 19.1 19.8 na

(Manats per US dollar)
Exchange rate (end-year)3 1.0 1.0 0.9 0.9 0.8 0.8 na
Exchange rate (annual average)3 1.0 1.0 0.9 0.9 0.9 0.8 na

External sector  (In millions of US dollars)
Current account -2,020.7 -2,588.0 167.0 3,707.0 9,013.0 16,425.6 2,024.2
Trade balance -97.7 162.0 3,299.0 7,745.0 15,224.0 23,010.4 7,956.6
– Merchandise exports 2,625.0 3,743.0 7,649.0 13,014.0 21,269.0 30,584.8 15,690.0
– Merchandise imports 2,722.7 3,581.0 4,350.0 5,269.0 6,045.0 7,574.4 7,733.4
Foreign direct investment, net 2,353.0 2,351.0 458.0 -1,300.9 -5,200.6 -555.2 -870.8
Gross reserves, excluding gold (end-year)4 803.0 1,075.0 1,178.0 2,500.0 4,273.0 6,467.0 na
External debt stock 2,744.3 3,488.8 4,345.3 4,865.9 5,835.1 6,400.0 na

(In months of imports of goods and services)
Gross reserves, excluding gold (end-year) 2.0 2.0 2.0 3.8 5.8 7.7 na

(In per cent of exports of goods and services)
Debt service 5.2 3.6 1.3 1.1 0.8 1.1 na

Memorandum items (Denominations as indicated)
Population (end-year, million) 8.3 8.3 8.4 8.4 8.4 8.4 na
GDP (in billions of manats) 7.1 8.5 12.5 18.7 26.9 38.0 35.5
GDP per capita (in US dollars) 880.9 1,050.9 1,576.8 2,497.9 3,729.6 5,508.2 na
Share of industry in GDP (in per cent) 37.2 38.3 47.5 57.3 59.1 55.6 na
Share of agriculture in GDP (in per cent) 12.2 10.8 9.0 6.7 5.9 5.6 na
Current account/GDP (in per cent) -27.8 -29.8 1.3 17.7 28.8 35.5 4.9
External debt - reserves (in US$ million) 1,941.3 2,413.8 3,167.3 2,365.9 1,562.1 -67.0 na
External debt/GDP (in per cent) 37.7 40.2 32.8 23.2 18.6 13.8 na
External debt/exports of goods and services (in per cent) 89.8 82.4 52.2 35.5 26.3 20.2 na

1 General government consolidates all levels of government, except for municipalities and state-owned enterprises, and includes the State Oil Fund and other extra-budgetary funds.
2 90-day interbank offer rate in manats, nominal.
3 In January 2006 Azerbaijan introduced a new currency denomination. One new manat is equal to 5,000 old manat. All data are retrospectively converted in new manat.
4 By end-December 2008 there were additional foreign exchange assets of approximately US$ 11.2 billion in the State Oil Fund.


