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• GDP growth rebounded in 2012 supported by 
strong activity in the non-oil sector, while 
declining hydrocarbon output remained a 
drag. 

• The authorities continue to heavily rely on 
windfall gains from the hydrocarbon sector to 
support economic activity, raising concerns 
about long-term fiscal sustainability. 

• Encouraging of the non-oil economy should 
be further pursued, including through 
strengthening competition, ensuring more 
favourable business environment and trade 
deepening. 

Macroeconomic and financial developments 

Economic activity rebounded in 2012 after the 
abrupt halt in 2011. GDP growth accelerated to 
2.2% in 2012 from 0.1% in the previous year. The 
recovery was fuelled by the on-going expansion of 
the non-oil sector (plus 9.7%) - that remained 
driven by fiscal transfers from the windfall 
hydrocarbon sales - contributing to further 
diversification of the economy from the energy 
sector. Oil production contracted for the second 
consecutive year, again slowing down the 
economic performance. The pace of contraction 
moderated to 5.0% year-on-year from nearly 10% 
in 2011, when extraction activities were also 
temporarily suspended due to maintenance works. 
Substantial state transfers from oil and gas sales 
again supported investment activity and household 
consumption in 2012, acting as the main growth 
drivers. The steep disinflation throughout the year, 
coupled with further wage and credit growth, 
favoured higher consumption. At the same time, 
net trade had a negative contribution to GDP 
growth in 2012 due to a further decline of oil 
exports and the gradual rise of imports.  

On the supply side, retail turnover grew by 9.6% 
year-on-year in 2012. The strongest expansion was 
reported in communication (16%), although the 
sector still has a small share in the economy. 
Agricultural production rose by nearly 6%. At the 
same time, there was a 2.3% drop of industrial 
output due to lower oil and gas production.
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Graph IV.12.1: Azerbaijan - GDP
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Graph IV.12.2:Azerbaijan - inflation and monetary policy
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Graph IV.12.3:Azerbaijan - State budget execution and 
transfers from SOFAZ
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Supported by a further increase of oil-revenue 
transfers to the real economy, GDP growth 
accelerated to 5.0% in the first half of 2013. The 
non-oil sector expanded by nearly 11% in the 
period, remaining the main growth driver. The 
strong year-to-date performance suggests the 4% 
GDP growth projection of the authorities for 2013 
is within reach despite the inauspicious external 
environment. 

The pick-up of economic activity in 2012 affected 
positively the labour market and contributed to a 
further decline of the survey-based unemployment 
rate to 5.2% from 5.4% a year earlier. Wages 
retained their fast growth pace in the year despite 
the fact that inflation declined to very low levels. 
Their growth was 9.1% in 2012; close to the one 
witnessed a year earlier. 

Robust real wage growth and significant state 
investments failed to translate in higher inflation. 
On the contrary, there was a steep disinflationary 
trend during the entire year, with the average CPI 
inflation coming at only 1.1%, its lowest level for 
more than ten years, from 7.9% in 2011. The 
reason was the fall of food prices on international 
markets and the good local harvest. Inflationary 
pressures are likely to re-emerge in 2013 due to 
high government spending and a likely rebound in 
food prices. Still, the tightly managed exchange 
rate of the local currency will ensure these are 
relatively subdued. The Central Bank of 
Azerbaijan (CBA) reduced its key refinancing rate 
by cumulative 50 basis points in December 2012 
and in February 2013 to 4.75%, utilising the low 
inflationary environment to encourage economic 
activity. 

As a result of the growing reliance on hydrocarbon 
proceeds to finance investments in the non-oil 
sector, the state budget expenditures again 
expanded at a double-digit pace in 2012. However, 
their growth moderated markedly, to 11% year-on-
year from more than 30% in 2011, as the 
authorities adopted prudent spending policies at 
the end of the year. This also seems to be 
necessitated by falling proceeds of the sovereign 
oil wealth fund SOFAZ, mainly due to lower 
production. The state budget finished the year with 
a surplus of 0.3% of GDP, better than the target for 
a slight deficit. However, the non-oil deficit 
(excluding transfers from SOFAZ) is estimated to 
have further expanded, reaching 18.0% of GDP 

(up from 17.0% in 2011). Thus, the growing 
reliance on windfall oil revenues to finance 
expenditure weakens the budget fundamentals and 
raises concerns about the long-term sustainability 
of the public finances. (89) These seem to be 
somewhat mitigated by the high fiscal flexibility, 
as nearly half of the expenditures is directed to 
capital spending. 

The authorities continued to follow expansionary 
fiscal policies in early 2013. This is evidenced by 
the 60% year-on-year surge in state expenditures 
in January-April. At the same time, revenues grew 
by a much lower 25% in the period despite a 
substantial increase of fiscal transfers from 
SOFAZ. The accommodative budgetary policies 
precede the presidential elections that will take 
place in October 2013. 

Supported by hydrocarbon sales, Azerbaijan’s 
external position remains comfortable with annual 
current account surpluses of above 20% of GDP. 
However, reduced oil output in 2012, coupled with 
stagnation in crude oil prices, resulted in a decline 
of the surplus to 22% of GDP in 2012 from 28% 
on average for 2007-2011. The narrowing of the 
oil trade surplus was the key factor behind the 
contraction, but worsening of the current transfers 
also added to this. The latter was mainly due to 
increased remittance outflows. The deficit of the 
financial account doubled year-on-year to USD 8.0 
billion in 2012 due to rising investments abroad by 
the oil fund. FDI inflows, which are mainly 
directed in the energy sector, rose by 20% year-on-
year to USD 5.3 billion (or 7.7% of GDP), but the 
net figure was below USD 1 billion due to 
significant investment repatriation. 

The high current account surplus enabled 
Azerbaijan to continue building up foreign 
exchange reserves, although at a slightly slower 
pace than in 2011, due to falling oil proceeds and 
growing transfers to the budget. The combined 
assets of SOFAZ and the central bank rose by 
USD 5.6 billion in 2012 to USD 45.8 billion at the 
end of the year, or 67% of GDP. The sound reserve 
position, coupled with a low level of public debt, 
significantly mitigates the risks stemming from the 

                                                           
(89) Transfers from SOFAZ accounted for approximately 57% 

of the state budget revenues in 2012 compared to less than 
10% in 2007). Overall, oil-related proceeds form more than 
70% of the budget revenues. 
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volatility of oil prices, providing enough space for 
countercyclical policies in case of external shocks. 
It also instils stability in the local currency by 
ensuring that the central bank has sufficient 
resources to defend the exchange rate, if needed. 

Following relatively subdued credit expansion in 
2010 and 2011, bank lending growth accelerated 
strongly in 2012 as a result of strong demand by 
both businesses and households, to exceed 20% 
year-on-year. Thus, the share of overdue loans 
declined slightly throughout the year to 
approximately 6%, but stronger oversight and 
prudential policies by the CBA will be needed to 
avoid worsening of the asset quality in the future. 
The Bank has already introduced a number of 
prudential measures in an attempt to curtail the fast 
expansion of retail lending and plans more 
restrictive moves if needed. 

Overall, the banking sector remains liquid and well 
capitalized although its performance is negatively 
affected by high provisioning expenses and a weak 
capital position of the International Bank of 
Azerbaijan, which accounts for about a third of the 
total assets. The state intervened in early 2012 to 
help the bank to meet the minimum capital 
requirement. However, the planned privatisation of 
the lender, needed to improve management 
practices, strengthen competition in the sector and 
reduce contingent liabilities on the state, has come 
to a halt. In a move to strengthen the capital base 
of the banking system, the CBA raised the 
minimum capital requirements to 50 million manat 
from previous 10 million. The new rule, which will 
be applicable as of 2014, is expected to also 
contribute to consolidation of the sector. 

Policy reforms and measures 

Azerbaijan has achieved significant progress in 
improving the business environment, with notable 
advance in areas such as tax payment, investor 
protection and starting a business, according to the 
World Bank’s Doing Business 2013 report. 
Progress was also made in improving the quality of 
public services by the encouragement of the e-
government and the recent introduction of a state 
agency (ASAN) that acts as a one-stop shop for 
provision of various public services. However, 
much more active policies should be pursued in the 
area of trade integration, where the country is 
among the weakest performers. These would 

support trade diversification from the dominant 
role of the oil industry at present. The 
diversification has been largely successful for now 
and efforts should be focused on making it more 
self-sustainable by gradually downscaling state 
support, which is benefiting from windfall oil 
proceeds. This should be done by re-enforcing 
market reforms to improve the business 
environment and by strengthening the judicial 
system as the country scores high in corruption 
perception rankings. (90) More resolute measures 
to reduce the role of oligopolistic structures and 
improve access to financing will also boost the 
country’s appeal for investors and support business 
activity.  

Resolute reforms are also needed in the area of 
public finance management to enable Azerbaijan 
to build sufficient buffers for the time oil and gas 
reserves start diminishing, as well as to ensure fair 
distribution of the oil wealth among generations. 
These reforms could include the introduction of 
fiscal rules that would ensure public spending is 
not dependent on oil price dynamics. This will also 
lead to higher credibility and transparency of the 
fiscal policy. 

Risks and outlook 

GDP growth is likely to further consolidate in 
2013, again driven by the non-oil economy that 
will continue to benefit from generous state 
transfers of energy proceeds. Oil production is 
projected to grow not earlier than in 2014 when 
new capacities are expected to be launched. The 
main risk for the Azerbaijan’s economy stems 
from its high reliance on oil exports that makes it 
exposed to a potential fall of energy prices. 
Another threat is slower-than-expected progress 
with development of oil and gas finds and 
transport corridors for their exports. The global 
environment is also a major risk, as weaker 
activity could negatively weigh on crude oil prices. 
The geopolitical situation also poses a threat due to 
the unresolved dispute with Armenia over 
Nagorno-Karabakh as well as the on-going 
tensions between Israel and Iran. 

                                                           
(90) Azerbaijan ranks 139th (out of 176 countries) in the 2012 

corruption perception ranking of Transparency 
International. Thus, the country is the worst performer in 
the Eastern Neighbourhood after Ukraine. 
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Despite the high vulnerability from its oil price 
dependence, the country is in a very comfortable 
position due to the huge pile-up of assets in the last 
few years and their prudent management. Reforms 
that will encourage competition, including through 
trade deepening, could be an important channel for 
higher potential growth in the long term. In this 
respect, efforts to accelerate the country’s entry in 
the WTO and possibly enable it to expand trade 
relations with the EU, through an agreement on a 
DCFTA, should be followed to support

productivity and growth. Successful reforms of 
quasi-fiscal entities and of the pension system will 
also improve the outlook for the country as will 
efforts to enhance the efficiency of capital 
expenditures, which currently absorb nearly a half 
of the state spending. Strengthening of the 
monetary policy transmission mechanism, 
including through allowing a greater exchange rate 
flexibility and expanding the tools available to the 
central bank, would be also important for sound 
economic policy management in the future. 

 

 

 

 
 

 
 
 

Table IV.12.1:

Azerbaijan - Main economic indicators 2009 2010 2011 2012 2013

projection

Real sector
   Real GDP (% change) 9.3 5.0 0.1 2.2 4.0

   Real non-hydrocarbon GDP (% change) 3.7 7.9 9.4 9.7 8.6

   GDP nominal (USD, billion) 44.3 52.9 64.8 68.7 74.3

   GDP per capita (USD) 5,018 5,922 7,156 7,491 7,930

   Inflation (%, average) 1.5 5.7 7.9 1.1 2.4

Social indicators
   Unemployment rate (survey-based, %) 5.7 5.6 5.4 5.2 5.1

   Population (million) 8.9 9.1 9.2 9.3 9.4

   Poverty ratio (population below national poverty line, %) 10.9 9.1 7.6 6.0 5.8

Fiscal sector
   State government revenues (% GDP) 29.0 26.9 30.7 32.0 33.3

   State government revenues (excl. SOFAZ transfers, % GDP) 15.2 12.9 13.1 13.7 n.a.

   State government total expenditures (% GDP) 29.7 27.7 30.1 31.7 35.0

   State government balance (% GDP) -0.7 -0.9 0.6 0.3 -1.7

   State government balance (excl. SOFAZ transfers, % GDP) -14.5 -14.8 -17.0 -18.0 -19.5

Monetary sector
   Key policy rate (%, end-period) 2.00 3.00 5.25 5.00 4.75

Domesti c credit to the private sector (% end-period) 25.6 6.6 18.1 20.8 17.4

   Broad money (M3, % change) -0.3 24.3 32.1 20.7 n.a.

   Dollarisation of total deposits (%)* 63.1 58.0 54.7 52.7 50.0

External sector
   Trade balance (% GDP) 29.3 34.0 32.9 28.1 26.0

   Current account balance (% GDP) 23.0 28.4 26.5 21.7 16.0

   Net FDI (% of GDP) 0.3 -0.6 1.4 1.2 1.6

   Gross official reserves  (USD billion, end-period) 5.2 6.4 10.5 11.7 13.3

   Assets held by SOFAZ (USD billion, end-period) 14.9 22.8 29.8 34.1 34.0

External debt (% of GDP, end-period) n.a. 7.4 7.3 10.6 n.a.

Exchange rates
   Exchange rate (Manat per EUR, average) 1.1 1.1 1.1 1.0 1.0

   Exchange rate (Manat per USD, average) 0.8 0.8 0.8 0.8 0.8

   Real effective exchange rate (% change, + is appreciation) -5.2 10.6 -0.4 4.1 n.a.

Sources: National authorities, IMF, Commission estimates; * - incl deposits of non-residents and central government


