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IMF Executive Board Concludes 2025 Article IV Consultation 
with the Republic of Azerbaijan 

FOR IMMEDIATE RELEASE 

Washington, DC: On March 21, 2025, the Executive Board of the International Monetary 

Fund (IMF) concluded the Article IV consultation1 with Azerbaijan and endorsed the staff 

appraisal, as well as the 2024 Financial System Stability Assessment. 

Following a slowdown in 2023, growth accelerated, and inflation picked up. Real GDP 

increased by 4.1 percent in 2024, up from 1.4 percent in 2023, supported by strong growth in 

construction, communication, transportation, and hospitality sectors. After declining by 2 

percent in 2023, hydrocarbon GDP stabilized in 2024, as moderate gas production expansion 

compensated for the decline in oil output. Inflation picked up in the second half of 2024, partly 

reflecting adjustment in administered prices, reaching 4.9 percent at the end of the year, still 

within the CBA target of 4 ±2 percent. The 2024 Financial Sector Assessment Program 

(FSAP) found the financial sector to be broadly resilient against severe shocks. 

The decline in oil and gas prices reduced the 2024 external surplus, but fiscal 

consolidation resumed. After recording a surplus of 11.5 percent of GDP in 2023, the 

current account balance is projected to weaken in 2024. During the first three quarters of 

2024, the current account surplus has been about 50 percent lower than in the same period 

last year. The combined CBA and SOFAZ reserves reached about US$ 71 billion by end-

2024, covering 41 months of next year’s imports. After remaining broadly unchanged in 2023, 

the nonoil primary deficit declined in 2024 to 20.5 percent on nonoil GDP, from 22.1 percent of 

nonoil GDP in 2023, reflecting strong nonoil tax revenues.    

Looking ahead, growth is projected to moderate and inflation to remain within the CBA 

target. Growth is projected to slow down to 3.5 percent in 2025, reflecting a slowdown in 

investment and flat hydrocarbon production. In the medium term, growth is projected to be 2 ½ 

percent, in line with potential growth. Assuming broadly stable international food and energy 

prices, inflation is projected to remain within the CBA target of 4 ±2 percent. External position 

is projected to weaken in the medium term as hydrocarbon production declines, but FX 

reserves will remain strong. 

Risks to the outlook remain broadly balanced but external uncertainty is high. Reduced 

hydrocarbon prices as a result of higher supply or lower demand could adversely affect 

growth, external position, and fiscal revenues. Conversely, intensification of conflicts could 

push hydrocarbon prices higher, providing a temporary boost to external and fiscal position. 

Deepening geoeconomic fragmentation, as well as trade and investment shocks, could affect 

 

1 Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with members, usually every year. A staff 

team visits the country, collects economic and financial information, and discusses with officials the country's economic developments 
and policies. On return to headquarters, the staff prepares a report, which forms the basis for discussion by the Executive Board. 
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prospects for development of the nonhydrocarbon sector and economic diversification, and 

slower global growth could weigh on Azerbaijan’s prospects. On the other side, trade and 

investment diversion to the region could also provide new opportunities. On the domestic side, 

pressures to increase budgetary spending could increase inflation, delay fiscal consolidation, 

and weaken the fiscal position and fiscal rule credibility. The presence of inefficient SOEs 

could undermine the development of the private sector, which is key to diversifying the 

economy and boosting growth.  

Executive Board Assessment2 

In concluding the AIV consultation with Azerbaijan, Executive Directors endorsed the staff’s 

appraisal as follows: 

Executive Directors agreed with the thrust of the staff appraisal. They noted that Azerbaijan’s 

growth has remained resilient, supported by robust non-oil sector activity, and inflation is 

contained. Directors concurred that risks to the outlook are broadly balanced but are subject to 

significant uncertainty. They called for continued prudent policies and reforms to support 

diversification and sustainable growth over the medium term. 

Directors welcomed the authorities’ adherence to the fiscal targets under the fiscal rule. 

Cautioning that the expansionary 2025 budget would be procyclical, they broadly called on the 

authorities to continue with the fiscal adjustment in 2025, including by saving any revenue 

overperformance or expenditure shortfall to help contain inflationary pressures and reinforce 

fiscal sustainability. While recognizing Azerbaijan’s investment needs, Directors urged the 

authorities to pursue fiscal consolidation over the medium term to ensure intergenerational 

equity, underpinned by revenue and expenditure measures and reforms to strengthen the 

fiscal rule framework. They noted the benefits of a potential TADAT and PIMA to support 

these efforts. 

Directors viewed the central bank’s current monetary policy stance as appropriate, with 

inflation within the central bank target band and the recent increase appearing transitory. They 

emphasized the need to closely monitor inflation risks and to be prepared to act swiftly if 

needed. Directors welcomed the enhanced monetary policy transmission and called for 

continued efforts to improve the monetary policy framework to prepare for a possible transition 

to a hybrid inflation targeting regime.  

Directors welcomed the 2024 FSAP’s assessment that Azerbaijan’s financial system is 

broadly resilient, and the banking sector is well-capitalized. They commended the authorities 

for the significant progress in reinvigorating the regulatory reform agenda, and bolstering 

banks’ capital and liquidity buffers to reinforce financial stability. Directors encouraged 

continued progress in strengthening prudential oversight and the financial safety net and 

expanding the systemic risk analysis and stress testing frameworks to address remaining 

vulnerabilities. In this regard, they underscored the importance of fully implementing 

consolidated supervision, developing early warning indicators and triggers for supervisory 

actions, reinforcing the resilience of domestic systemically important banks, and strengthening 

the emergency liquidity assistance framework.  

 

2 At the conclusion of the discussion, the Managing Director, as Chairman of the Board, summarizes the views of Executive Directors, 

and this summary is transmitted to the country's authorities. An explanation of any qualifiers used in summings up can be found here: 
http://www.IMF.org/external/np/sec/misc/qualifiers.htm.  

http://www.imf.org/external/np/sec/misc/qualifiers.htm
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Directors emphasized the need for private sector development to support economic 

diversification. They called for continued reforms to strengthen corporate governance in 

state-owned enterprises, and to create a level playing field for the private sector. Directors 

also called on the authorities to continue efforts to improve governance, combat corruption, 

and further strengthen the AML/CFT framework. They encouraged the authorities to intensify 

efforts to increase private sector access to finance and contribute to the global climate 

agenda. 
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Azerbaijan: Selected Economic and Financial Indicators, 2022–30 
                    

   Est. Projections 

  2022  2023  2024  2025  2026  2027  2028  2029  2030  

 (Annual percentage change, unless otherwise specified) 

National income          
   GDP at constant prices 4.7 1.4 4.1 3.5 2.5 2.4 2.4 2.5 2.5 

      Of which: Oil sector 1/ -2.4 -2.0 0.3 0.2 -0.5 -0.5 -0.5 -0.5 -0.5 

                          Non-oil sector 9.1 4.5 6.2 4.5 3.7 3.5 3.5 3.5 3.5 

   Consumer price index (period average) 13.9 8.8 2.2 5.7 4.5 4.0 4.0 4.0 4.0 

   Consumer price index (end of period) 14.4 2.1 4.9 5.2 4.0 4.0 4.0 4.0 4.0 

Money and credit 
         

   Domestic credit, net 29.9 14.7 5.0 9.1 6.9 7.0 6.8 6.9 6.9 

      Of which: Credit to private sector 17.4 14.7 15.9 10.0 8.0 8.0 8.0 8.0 8.0 

   Manat base money -2.8 19.4 0.4 9.0 9.0 9.0 9.0 9.0 9.0 

   Manat broad money  23.8 19.6 9.0 10.6 7.9 8.4 8.3 8.4 8.4 

   Total broad money 23.6 5.3 11.9 9.2 6.5 7.0 7.0 7.0 7.0 

External sector 
         

Exports f.o.b. 94.6 -30.8 -8.8 10.8 -10.0 -9.9 -8.0 0.3 0.3 

Of which: Oil sector 105.1 -34.0 -10.1 10.8 -12.0 -12.5 -10.7 -0.9 -0.9 

Imports f.o.b. 29.7 21.4 2.7 12.0 0.9 3.0 5.1 6.5 6.6 

Of which: Oil sector 56.3 12.2 -6.9 1.4 1.5 1.7 2.1 0.0 0.0 

Real effective exchange rate 11.8 8.1 -1.1 … … … … … … 

 (In percent of GDP, unless otherwise specified) 

Gross investment 12.1 18.3 17.8 18.3 16.2 14.6 13.7 13.7 13.7 

   Consolidated government  8.0 12.2 11.3 11.7 10.0 8.8 8.1 8.1 8.1 

   Private sector  4.1 6.1 6.5 6.7 6.2 5.8 5.6 5.6 5.6 

      Of which: Oil sector -6.3 -0.3 1.1 1.3 1.5 1.6 1.7 1.6 1.6 

Gross national savings  42.1 29.8 25.7 26.1 20.4 15.1 11.3 10.4 9.6 

Consolidated general government finances 2/ 
         

   Total revenue and grants  32.1 40.6 37.1 34.4 32.8 31.0 29.8 29.5 29.2 

   Total expenditure 26.2 32.7 33.8 35.6 34.5 33.4 32.5 31.7 31.0 

  Current expenditure 18.2 20.5 22.5 23.9 24.4 24.6 24.4 24.4 24.0 

  Net acquisition of non-financial assets 8.0 12.2 11.3 11.7 10.0 8.8 8.1 7.3 7.0 

   Overall fiscal balance 6.0 7.9 3.2 -1.3 -1.7 -2.4 -2.8 -2.1 -1.8 

   Non-oil primary balance, in percent of non-oil GDP -22.4 -22.1 -20.5 -22.1 -18.6 -16.3 -14.5 -12.7 -11.3 

   General government debt 3/ 17.3 21.8 20.9 21.0 22.2 22.7 23.1 23.8 23.8 

   General government and government-guaranteed debt  26.9  28.9  27.6  27.6  28.6  28.9  29.1  29.6  29.4  

External sector 
         

   Current account (- deficit) 29.8 11.5 7.8 7.8 4.1 0.5 -2.4 -3.3 -4.2 

   Foreign direct investment (net) -6.5 -2.9 -0.7 -0.4 -0.2 0.0 0.2 0.4 0.5 

Memorandum items: 
         

   Gross official international reserves (in millions of U.S. 

dollars) 

8,996 11,281 10,960 10,760 10,560 10,360 10,160 9,960 9,760 

in months of next year's non-oil imports f.o.b. 5.4 7.7 6.6 6.4 6.1 5.7 5.3 4.9 4.6 

   Nominal GDP (in millions of manat) 133,973 123,128 126,337 134,078 139,182 145,847 153,556 162,135 171,522 

   Nominal non-oil GDP (in millions of manat) 69,764 78,990 85,712 94,674 102,595 110,434 118,825 127,903 137,675 

   Nominal GDP (in millions of U.S. dollars) 78,807 72,429 74,316 78,870 81,872 85,792 90,327 95,373 100,895 

   Oil Fund Assets (in millions of U.S. dollars)  49,034 56,070 60,031 60,911 61,797 61,864 61,594 62,222 62,949 

   Assumed oil price, WEO plus $2-$3 premium (in U.S. 

dollars per barrel) 

98.4 82.6 81.2 78.6 73.5 71.6 70.6 72.0 73.4 

   Assumed natural gas price, WEO plus a premium (in 

U.S. dollars per thousands of cubic meters) 

1340.0 460.1 389.0 517.4 424.7 342.2 290.2 290.2 290.2 

   Exchange rate (manat/dollar, end of period) 1.7 1.7 1.7 … … … … … … 

   Sources: National authorities; and IMF staff estimates and projections. 

   1/ Includes the production and processing of oil and gas. 

2/ Consolidates State Budget, State Oil Fund of Azerbaijan (SOFAZ), Nakhchevan Autonomous Region (NAK) and State Social Protection Fund. 

3/ Starting in 2021, includes guarantees issued to Aqrakredit for its acquisition of distressed assets from the IBA. 

 



 

 

REPUBLIC OF AZERBAIJAN  

STAFF REPORT FOR THE 2025 ARTICLE IV CONSULTATION 

KEY ISSUES 

Context. Growth accelerated in 2024, while inflation remained within the target band. 

Azerbaijan’s main challenges are to maintain the fiscal adjustment momentum to build 

fiscal buffers for intergenerational equity and resilience against shocks and to 

accelerate private sector-led diversification, considering dwindling hydrocarbon 

reserves and the global energy transition.  

Policy Recommendations. 

• Remain focused on fiscal consolidation. The authorities have been meeting their 

fiscal rule that anchors the fiscal consolidation since its reintroduction in 2022. 

However, further consolidation is needed for intergenerational equity and long-

term fiscal sustainability, based on boosting nonoil revenues and spending 

discipline. The fiscal rule needs strengthening, including greater clarity on the 

escape clause and correction mechanism. Repeated changes to the operational 

targets should be avoided as they would weaken fiscal rule credibility.   

• Keep monetary policy on hold but keep an eye on inflation. Staff supports the 

CBA’s decision to remain on hold. However, the CBA should remain vigilant, given 

the pickup in economic activity, strong credit growth, and external risks from 

international food prices. Strengthening the monetary transmission mechanism to 

lay the ground for the possible transition to hybrid inflation targeting should 

continue.   

• Continue strengthening banking supervision and regulation. The recent FSAP 

pointed to a resilient banking sector, but some vulnerabilities remain, owing to 

Azerbaijan’s heavy dependence on the hydrocarbon sector and still high 

dollarization. The authorities should continue aligning banking sector capital and 

liquidity requirements with Basel III, complete the transition to a risk-based and 

consolidated supervision framework, and strengthen financial safety nets.  

• Develop a conducive environment for the private sector to drive 

diversification. The government has outlined export diversification plans that 

leverages Azerbaijan’s geographic advantages. Reforms to enhance the role of the 

private sector should continue, including improving the performance of major SOEs 

and increasing the participation of the private sector, implementing the anti-

corruption strategy, and deepening capital markets.  

 
March 6, 2025 
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Approved By 
Zeine Zeidane 

(MCD) and Koshy 

Mathai (SPR) 

Discussions with the authorities were held in Baku, during January 

22–February 5, 2025. The staff team comprised of Anna Bordon 

(head), Hoda Assem, Jiri Jonas, Francois Painchaud, and Gustavo 

Ramirez (all MCD), Zsuzsa Munkacsi (FAD), Julian Chow (MCM), with 
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CONTEXT  

1.      Following a moderation in growth in 2023, economic activity accelerated in 2024, 

while inflation remained subdued. Growth slowed down in 2023, following technical problems in 

oil extraction and the expected moderation in non-hydrocarbon growth from post-pandemic peaks. 

With the normalization in oil production and an increase in investment, economic activity picked up 

in 2024. Inflation, which peaked in October 2022, has remained below the CBA’s upper bound target 

since September 2023.  

2.      The external environment presents risks and opportunities for Azerbaijan. The country 

continues to face the challenge of accelerating private sector-led diversification while saving for the 

future generation, amidst a highly uncertain environment. While election results last year signaled 

the continuation of the status quo, the global shift to renewable energy combined with Azerbaijan’s 

limited hydrocarbon reserves bring greater urgency to finding new sources of growth. Existing oil 

and gas reserves are expected to deplete in about 25 years (oil) and 40 years (gas) at the current 

rate of extraction. Meanwhile, sanctions on neighboring countries, along with a possible peace 

agreement with Armenia, provide openings for greater trade integration and investment in the 
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region. The situation requires strengthening policy frameworks and institutions for greater resilience 

and higher potential growth.  

3.      Policy implementation was broadly in line with past Fund advice. The authorities are 

focused on prudent fiscal policy, centered on moderate spending growth, and saving part of the oil 

revenues. In 2023, a portion of budgeted spending was saved, although the consolidation paused. 

The consolidation resumed in 2024. The CBA reduced interest rates only after the decline in inflation 

has been well established, and since May 2024 kept them unchanged. The CBA has also been 

making further progress in improving monetary policy transparency and transmission. The recently 

completed FSAP stability module concluded that the authorities are taking steps to address 

remaining weaknesses in banking regulation and supervision.  

RECENT DEVELOPMENTS 

4.      Following the slowdown in 2023, growth picked up in 2024. Real GDP increased by 4.1 

percent in 2024, up from 1.4 percent in 2023, driven by a 6.2 percent increase in non-hydrocarbon 

GDP, particularly in the construction, communications, transportation, and hospitality sectors. 

Hydrocarbon GDP shrank by 2.0 percent in 2023 but eked out a small increase of 0.3 percent in 

2024, with stable crude oil production and moderate expansion in gas output. The estimated output 

gap turned positive in 2024.  

5.      Inflation picked up in the second half of 2024 but remains within the central bank’s 

target band. After peaking in 2022, inflation eased over 2023, reaching 2.1 percent in December 

2023. Inflation continued to ease to around zero in April 2024, before picking up in the second half 

of 2024, reaching 4.9 percent in December 2024, still within the CBA target of 4±2 percent. The 

recent increase in inflation is driven in part by a one-off adjustment in energy and other 

administered prices (transportation and utilities). Still, core inflation also increased from 2.3 percent 

in December 2023 to 4.4 percent (y-o-y) in December.  

6.      The moderation in oil and gas prices reduced the external surplus. The current account 

balance recorded a surplus of 11.5 percent of GDP in 2023 (from 29.8 percent in 2022). While the 

current account remained positive in the first three quarters of 2024, it is about 50 percent lower 

compared to the same period in 2023. The combined CBA and SOFAZ reserves nonetheless reached 

41 months of next year’s imports and about US$71 billion by end-2024. Strong foreign currency (FX) 

buffers continue to support the de facto peg, although demand for FX in official auctions increased 

in 2024. Following continued real exchange rate appreciation particularly in 2023, the external 

position is now assessed to be weaker than the level consistent with medium-term fundamentals 

and desirable policies (Annex I).  

7.      Following a pause in 2023, fiscal consolidation resumed in 2024. In 2023, the nonoil 

primary deficit (NOPD) remained broadly unchanged compared to 2022 at around 22½ percent of 

nonoil GDP. The NOPD was nonetheless about 2 percent of nonoil GDP lower than projected, 

reflecting stronger nonoil sector tax revenues and the slight under-execution of budget spending. 

For 2024, preliminary data point to an NOPD reduction of about 2 percent of nonoil GDP compared 
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to 2023, supported again by robust nonoil revenue growth and slight under-execution of budget 

spending, while lower oil revenues led to a decline in the overall budget surplus.  

8.      Credit growth accelerated in 2023 and 2024. Growth in total credit accelerated further to 

22 percent (y/y) in 2024, from 19 percent (y/y) in 2023, precipitated by a sharp increase in nonbank 

lending. In particular, credit growth has been driven by loans to households and to legal entities, 

mainly industry and manufacturing whose share in total loans increased from 5 to 8 percent during 

2024. In response to macroprudential measures, growth of household borrowing moderated in 2023 

and 2024 but remains brisk. 

  

Figure 1. Azerbaijan: Recent Developments 
Non-oil sector growth picked up in 2024, while oil production 

stabilized… 

•  
…and remittance inflows normalized from the 2022 peak. 

 

•  

 

Inflation retracted from the 2022 peak… •  …with the CBA keeping policy rate positive in real terms.  

 

•  

 

Imports reflect the economic pick-up. 
•  The capital adequacy ratio remains high, despite tighter 

regulations. 
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9.      The banking sector continues to be resilient, but some vulnerabilities remain. 

Financial soundness indicators have strengthened and are in line with regional peers. The capital 

adequacy ratio stood at 17.6 percent as of end-2024, while the systemwide total and foreign 

currency liquidity coverage ratios have exceeded the minimum requirements. Asset quality has been 

improving, and the nonperforming loan (NPL) ratio has fallen to 2.4 percent as of December 2024, 

from 3.8 percent at end-2022, as loans expanded despite some tightening of prudential regulations 

on consumer loans while the NPL amount has remained broadly constant. Profitability remains 

strong, underpinned by wide interest margins. The main vulnerabilities in the banking sector include 

high reliance on potentially volatile wholesale corporate deposits, high—albeit declining—deposit 

dollarization, and credit concentration. 

OUTLOOK AND RISKS 

10.      Growth is projected to moderate in 2025, and inflation will remain within the CBA’s 

target band. Growth is projected to decelerate to 3.5 percent in 2025, as the impact of investment 

diminishes and hydrocarbon production remains subdued, and the output gap closes by 2026. The 

economy is projected to expand by 2½ percent in the medium term. The external position is 

expected to weaken in the medium term, with declining trade balances from lower hydrocarbon 

production and prices and subdued non-hydrocarbon exports, but FX reserves will remain strong. 

Inflation is projected to remain in the CBA target band of 4±2 in the medium term, assuming 

broadly stable international food and energy prices and resumption of fiscal consolidation.   

11.      Risks to the outlook remain broadly balanced, but external uncertainty is high (Annex 

III). Higher supply or lower demand of oil and gas, including from the green transition, could reduce 

hydrocarbon prices, significantly affecting growth, the external position, and fiscal revenues. Other 

risks have a more uncertain impact. The intensification of conflicts could improve Azerbaijan’s terms 

of trade, if hydrocarbon prices increase, and worsen it, if food prices increase. Deeper fragmentation, 

as well as trade policy and investment shocks, could undermine efforts to develop the 

nonhydrocarbon sector, but if trade and investment are diverted to the region, could also provide 

Figure 1. Azerbaijan: Recent Developments (Concluded) 
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opportunities. Domestic risks continue to arise from pro-cyclical fiscal policies, fiscal risks from SOEs, 

and extreme climate events that would affect agricultural production, food security, and inflation.  

12.      The authorities expressed a more optimistic growth outlook while broadly agreeing 

with staff’s view on the risks to the outlook. The authorities anticipate non-oil growth of 5 

percent and overall GDP growth of about 3.5 percent in the medium term, exceeding staff’s 

forecasts. The authorities believe growth will be supported by significant reconstruction and 

infrastructure investments and economic diversification efforts. They highlighted Azerbaijan's 

potential as a transit country for clean energy between Central Asia and Europe via interconnected 

electricity grids, while planning to stabilize oil output. The authorities’ inflation forecasts align with 

staff’s projections, and they recognized the need to maintain current account surpluses for 

intergenerational equity. The authorities acknowledged risks related to geopolitical tensions, 

inflationary pressures, and tariffs, necessitating further infrastructure investments to enhance 

competitiveness and market access. However, authorities consider fiscal risks from state-owned 

enterprises to be manageable due to recent reforms and improved performance. 

POLICY DISCUSSIONS 

Policy discussions focused on: (i) fiscal policy in the near and medium term, including the fiscal rule 

and measures to maintain fiscal sustainability and intergenerational equity; (ii) monetary policy under 

projected moderate inflation and further steps to improve the effectiveness of monetary policy; (iii) 

banking sector soundness and risks, and prudential, regulatory, and supervisory measures; and (iv) 

measures to promote private sector-led diversification.  

A.   Fiscal Policy: Staying Focused on Fiscal Consolidation 

13.      Staff baseline projections show an increase of the NOPD in 2025, reflecting the 

approved budget, before declining in the medium term. Compared to the preliminary 2024 

outcomes, the 2025 budget envisages a weakening of the overall fiscal balance by about 4 ½ 

percent of GDP, from a surplus to a small deficit, while the NOPD is projected to increase by about 

1.5 percent of non-oil GDP. Beyond 2025, staff’s projections reflect the authorities’ current medium-

term spending plan, do not reflect the possible modification of the pace of fiscal adjustment (see 

¶17), and are subject to considerable risks. It assumes continued moderate growth in current 

spending and a decline in capital spending as the current reconstruction spending winds down. On 

the revenue side, it assumes the expiration of the private nonoil sector PIT exemption by end-2025 

and no further tax revenue losses due to new tax holidays and exemptions. In the baseline scenario, 

the overall risk of sovereign stress is assessed to be low (Annex IV). 

14.      Continued fiscal consolidation is needed for cyclical reasons in 2025 and to ensure that 

future generations benefit from hydrocarbon wealth. From the cyclical perspective, given robust 

economic growth and the projected positive output gap, fiscal easing is not appropriate in 2025. 

Instead, starting in 2025, an annual fiscal adjustment of about 1 ½ to 2 percentage point of non-oil 

GDP should be maintained for about 10 years until the NOPD approaches the estimated level that 
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ensures real annuity across generations—currently estimated at 6 ½ percent of non-oil GDP (Annex 

V). Adhering to this consolidation plan, which is broadly consistent with earlier Presidential Decrees 

on the fiscal rule, would represent an important step towards intergenerational equity. Further 

revisions and backloading of the fiscal adjustment would weaken the fiscal rule credibility and 

complicate efforts to preserve assets for future generations. 

15.      Achieving substantial fiscal consolidation would require a comprehensive strategy. The 

authorities need to implement a range of measures, including broadening the tax base (the 

authorities estimate annual revenue loss from tax expenditures in excess of AZN 2 billion, or about 

1.5 percent of GDP), continuing to strengthen tax administration and tax compliance, and reviewing 

the current tax system to identify new sources of revenues. Undertaking the TADAT would help 

identify potential weaknesses in tax administration and assist in the effort to improve revenue 

collection. On the expenditure side, the authorities should pursue the moderation of wage bill 

growth and rationalization of subsidies. In this context, staff welcomes the recent increase in fuel 

and public transport tariffs and administered prices. Gradual unwinding of public investment 

spending while focusing on improving investment efficiency should also contribute to fiscal 

consolidation. In this context, the authorities could consider undertaking a PIMA.   

16.      Sustained fiscal adjustment should be supported by a strengthened fiscal rule. While 

the authorities have so far been meeting the fiscal rule targets, largely due to significant 

overperformance in 2022, the medium-term deficit reduction target has been shifted (Annex V). 

Avoiding similar changes in the future and sticking to the targeted deficit reduction path are 

essential to boost the credibility of the fiscal rule. In addition, in the context of planned changes to 

the budget legislation system, the authorities could consider specifying a clearer and more limited 

escape clause to minimize changes to the fiscal rule targets and putting in place an automatic 

correction mechanism. Efforts to more closely link the annual budget to the fiscal rule and to take 

stock of fiscal risks should also continue.  

17.      The authorities confirmed their commitment to fiscal consolidation but are 

considering a slower pace to accommodate priority spending. The authorities plan to continue 

containing growth in current spending, but they pointed to significant reconstruction and 

infrastructure investment needs. Accommodating these would require an increase in the NOPD in 

2025, followed by a slowdown in the reduction of the NOPD to less than 1.5 percent annually. To 

support the fiscal consolidation, the authorities envisaged further progress in tax administration, and 

broadening of the tax base by reducing ineffective tax exemptions and holidays. To further improve 

tax administration, the authorities have requested a training program to familiarize staff on the 

TADAT. The authorities are also planning to amend the fiscal rule to allow for greater flexibility in the 

near term by focusing less on annual targets and incorporating a correction mechanism. The 

authorities noted that the fiscal rule already contains an escape clause but did not exclude further 

improvements in the context of planned changes to the budget legislation. 
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B.   Monetary and Exchange Rate Policy: Staying Vigilant and Committed to 

Enhancing the Framework 

18.      As inflation fell rapidly in 2023 and the first half of 2024, the CBA responded by 

gradually cutting policy rates. Even as inflation began to decline from its peak of 15.6 percent in 

October 2022, the CBA initially continued to increase its refinancing rate in the first half of 2023, 

from 8 percent to 9 percent. However, the continued sharp 

decline in inflation to around 2 percent by end-2023 and to 

zero by April 2024 prompted the CBA to reduce the policy 

rate to 7.25 percent by May 2024. The sharp disinflation 

was driven by lower imported inflation (slowing food 

inflation), together with continued nominal effective 

exchange rate appreciation. Since mid-2024, inflation 

began to increase again, reaching 4.9 percent by end-2024, 

and the CBA kept monetary policy on hold, assessing its 

policy stance as broadly neutral and expecting inflation to 

remain within its 4 ±2 percent target range in 2025 and 

2026.  

19.      With inflation projected to stabilize within the CBA target range, staff recommends 

keeping monetary policy on hold while remaining vigilant, forward-looking, and responsive 

to incoming data. To some extent, the recent increase in inflation reflects the adjustment in 

administered prices. Considering current and projected inflation, the CBA’s refinancing rate remains 

broadly neutral in real terms.1 However, both domestic (demand pressures from budget expenditure 

growth and strong credit growth) and external risks (geopolitical tensions, disruptions of global 

supply chains) of inflation remain, and the CBA needs to remain vigilant, monitor these risks closely, 

and be prepared to respond should these risks materialize.    

20.      The CBA should continue to further strengthen monetary policy transmission. The new 

liquidity management instruments introduced in 2022 have helped to improve the transmission of 

the policy rate to the interbank rate. Activity in the unsecured interbank market has increased, and 

the average interest rate on one-day unsecured transactions (1D AZIR) has been within the CBA 

interest rate corridor since November 2023. The CBA also strengthened monetary policy 

communication, including by publishing their forecasts. The authorities should build on these 

achievements and continue to further enhance monetary transmission, including the simplification 

of interbank transaction processes in secured markets, as well as steps to elevate monetary policy 

communication. These steps should further improve the efficacy of monetary policy, increase 

confidence in the domestic currency, and lay the ground for a possible transition to a hybrid 

 
1 Chapter 2 of the MCD Regional Economic Outlook estimated a long-run neutral real rate of 2 ¼ percent. 

Uncertainty around these estimates is large.     

https://www.imf.org/-/media/Files/Publications/REO/MCD-CCA/2023/April/English/ch2.ashx
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inflation targeting regime in the medium term. Closer coordination between the government’s debt 

management operation and the CBA’s liquidity management operations is also required (Annex VI).  

21.      The authorities agree with staff’s recommendation that in the period ahead, caution is 

required before proceeding with further monetary policy easing. They consider the present 

monetary policy stance as broadly neutral and appropriate. The CBA views the recent pickup in 

inflation as largely transitory and expect inflation to stabilize within the target band, while 

recognizing elevated external and domestic uncertainties to the inflation outlook. The CBA noted 

that significant progress has been made in improving monetary policy operational framework and 

strengthening the transmission from the CBA policy rates to long-term interest rates. Regarding the 

possible transition to a hybrid inflation targeting regime, the authorities noted that they will 

continue working on creating pre-conditions for implementation in line with the Socio-economic 

Development Strategy of the Republic of Azerbaijan in 2022–26. 

C.   Financial Sector Policy: Addressing Vulnerabilities 

22.      The banking sector financial soundness 

indicators continue to be strong, but some 

vulnerabilities remain. As the recently completed 

FSAP concluded, the banking sector remains resilient, 

and bank solvency stress tests point to adequate 

capitalization under baseline and adverse scenarios, 

although some banks with thin capital buffers could 

breach the regulatory minimum in the adverse 

scenario. Also, reflecting the large role of the 

hydrocarbon sector in Azerbaijan’s economy, 

potentially volatile wholesale corporate deposits may 

pose a liquidity risk. Financial dollarization—while declining—remains elevated and could also be a 

source of vulnerability (Annex VII). Moreover, strong growth of unsecured consumer lending could 

be a source of cyclical risk. 

23.      Staff welcomes the authorities’ continued 

efforts to strengthen prudential oversight and the 

financial safety net. The CBA has made important 

progress in establishing new financial sector 

regulations and macroprudential policies to enhance 

prudential oversight, corporate governance, and risk 

management standards to underpin a more resilient 

banking sector that is better positioned to support 

economic growth. In response to recent strong credit 

growth and rising positive credit-to-GDP gap, the CBA 

implemented a requirement for an additional counter-

cyclical capital buffer of 0.5 percent of banks’ total 

regulatory capital starting March 1, 2025. Additionally, measures have been taken to mitigate 



REPUBLIC OF AZERBAIJAN 

12 INTERNATIONAL MONETARY FUND 

liquidity risks, including higher reserves requirements for banks with high deposit concentration. 

Staff would like to emphasize the importance of further progress in the following macro-critical 

areas: (1) reinforcing the resilience of domestic systemically-important banks (D-SIBs) by introducing 

differentiated higher loss absorbency buffer requirements; (2) expediting legal and prudential steps 

to ensure full adoption of a consolidated supervision framework; (3) bolstering financial safety nets 

by finalizing resolution plans for D-SIBs and other banks whose failure would have systemic 

consequences; and (4) strengthening the emergency liquidity assistance (ELA) framework. 

24.      The authorities consider the banking sector as fundamentally healthy, posing little 

risks to financial stability. Both favorable macroeconomic conditions and active macro and micro 

prudential policies have contributed to enhanced financial resilience of the banking sector. Still, the 

CBA is taking steps to further beef up the banking sector capital strength and liquidity position and 

expect the transition to Basel III capital requirements to be implemented in line with the Financial 

Sector Development Strategy 2024–26, including the implementation of capital conversation buffer 

and D-SIB differentiated high loss absorbency requirements. The CBA noted that the banking sector 

is already well capitalized, and all banks exceed regulatory capital standards. Thus, the transition to 

Basel III should not adversely affect bank lending. The CBA recently approved and published the 

Macroprudential Policy Framework and are discussing steps to further reduce deposit dollarization; 

progress is being made with technical (testing of most suitable risk-based supervision models), legal, 

and prudential steps to ensure the adoption of a risk-based and consolidated banking supervision. 

D.   Structural Reforms: Enabling Private Sector-Led Growth 

25.      Diversification remains Azerbaijan’s most 

urgent challenge, given limited hydrocarbon reserves 

and the ongoing energy transition. The economy has 

diversified in terms of output in recent years, but exports 

remain highly concentrated, even more so than other 

resource-rich economies. The authorities have been 

positioning Azerbaijan as a logistics, transport, and 

green energy hub that would connect Central Asia with 

Europe. Azerbaijan 2030 recognized the role of the 

private sector to drive investment, growth and 

employment, and the government simplified business 

procedures and licensing and has started taking steps to 

develop financial markets. Further growth is however constrained by major state presence in the 

non-oil sectors, governance issues, and limited access to skilled labor and capital. Staff urges the 

government to continue to create the conditions to attract private investment, minimize risks to 

public finances, and pursue several key reforms:  

• Reducing the footprint of the state and improving SOE performance. The government 

established the Azerbaijan Investment Holding (AIH) in 2020 and the Azerbaijan Transport and 

Communications Holding (AZCON) in 2024 to improve the performance of several strategic 

state-owned enterprises (SOEs). Since 2020, the AIH has introduced several reforms on their 

https://president.az/en/articles/view/50474
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portfolio companies, including establishing supervisory boards and committees, enhancing 

financial reporting and independent audit, and setting up KPIs and developing a monitoring 

dashboard. Following the OECD review of the AIH and SOEs, the authorities developed an action 

plan to implement the recommendations. Staff looks forward to progress on several key areas, 

such as developing an ownership policy, leveling the market playing field where SOEs compete, 

introducing independent board members, and improving transparency and disclosure practices. 

Applying good governance standards to all large SOEs and implementing the privatization 

roadmap should also be prioritized.  

• Sustaining gains in transparency, countering corruption, and AML/CFT. Azerbaijan has 

made progress in enhancing fiscal transparency, ranking 23rd out of 125 countries in the 2023 

Open Budget Survey, and implementing its anti-corruption policy and action plan. The 

authorities should continue efforts to close the gaps identified by the OECD, including by 

finalizing the draft law on conflict of interest, applying more transparent and competitive public 

procurement practices, operationalizing the asset disclosure system for public officials, and 

strengthening the enforcement of corruption offences. On AML/CFT. the authorities should also 

prioritize addressing MONEYVAL recommendations, building on recent initiatives to increase 

resources and build capacity on countering ML/FT, set up a centralized beneficial ownership 

registry, and enhance the sanctioning regime.   

• Promoting private sector access to finance. Despite recent improvements, Azerbaijan’s 

financial and capital markets remain underdeveloped, and access to finance remains an obstacle 

to faster private sector-led growth. The authorities have made progress towards achieving a 

stable banking sector, a necessary but insufficient condition for financial deepening. However, 

improving corporate governance, strengthening accounting and auditing standards in the 

private sector, and modernizing the legal framework on capital markets are some reforms 

required to support capital market development. Given their large number, improved access of 

SMEs to financing is also particularly important for future growth and diversification. The 

authorities’ Financial Sector Development Strategy 2024–26 appropriately seeks to address 

these constraints. 

26.      Climate policies will prepare Azerbaijan for the global energy transition and contribute 

to reducing emissions and enhancing adaptation. As host of COP29, Azerbaijan played a 

significant role in advancing the global climate agenda. 

In addition, the government finalized its National 

Adaptation Plan and is expected to submit more 

ambitious mitigation targets this year, while efforts to 

meet its current NDC target of 35 percent reduction by 

2030 compared to 1990 levels continue. The authorities 

have laid out electrification plans and initiatives to 

upgrade the transmission grid and enhance energy 

efficiency in buildings and transportation. Although the 

Carbon Border Adjustment Mechanism is not expected 

to have a significant impact on current trade with the EU 

https://www.oecd.org/content/dam/oecd/en/publications/reports/2024/09/oecd-review-of-the-corporate-governance-of-azerbaijan-investment-holding-and-its-state-owned-enterprises_278b440d/6764976e-en.pdf
https://www.oecd.org/content/dam/oecd/en/publications/reports/2024/03/baseline-report-of-the-fifth-round-of-monitoring-of-anti-corruption-reforms-in-azerbaijan_205af1d6/a17aca4c-en.pdf
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in the near term, diversification to the metals and chemicals sectors could be affected, and the oil 

and gas sectors could be covered in the medium term. Staff welcomes efforts by the authorities to 

expand the share of renewables in installed capacity to 30 percent by 2030 and the state oil and 

company’s net zero and methane reduction targets. Staff reiterates the need to withdraw direct and 

indirect fossil fuel subsidies to induce more efficient use and to free up resources for green 

technology investments as well as the more vulnerable. 

27.      The authorities broadly agreed with staff regarding structural reform priorities. They 

emphasized the importance of continuing economic diversification efforts and promotion of private 

sector development. The authorities highlighted that majority of employment is now in the private 

sector, and noted progress in boosting non-oil exports. They reiterated their commitment to SOE 

reforms, highlighting milestones such as increased profitability, improved corporate governance, 

and successful privatization efforts. The recently adopted PPP law should increase pressure on SOEs 

to increase efficiency and profits, and not rely on budgetary support. On the climate reform agenda, 

the authorities acknowledged the economic benefits of reducing domestic fossil fuel demand and 

have embarked on electrification, energy efficiency initiatives, and renewable energy projects. 

However, they also emphasized that energy transition needs to be based on sound feasibility 

studies. The authorities reported progress on governance, anti-corruption, and AML/CFT, addressing 

gaps identified by the OECD assessment and aligning the AML/CFT Law with FATF standards and 

Moneyval recommendations. 

STAFF APPRAISAL 

28.      Azerbaijan’s economy has remained resilient, and the outlook is favorable, amidst a 

highly uncertain external environment. Growth accelerated in 2024 with robust economic activity 

across several non-oil sectors helping to more than offset stable oil production. Inflation was 

contained and the external position remained strong, although the current account is estimated to 

have declined with lower oil and gas prices. The external position in 2024 is assessed to be weaker 

than implied by fundamentals and desirable policies. Growth is projected to moderate somewhat in 

2025 and the medium term, and inflation to remain within the central bank’s target band. Risks are 

broadly balanced, with external shocks potentially presenting risks and opportunities. The 

authorities should continue to pursue policies and reforms that will allow Azerbaijan to manage 

downside risks should they materialize and benefit from opportunities. 

29.      The authorities should stay focused on fiscal consolidation and maintain the 

momentum. The authorities have been meeting their non-oil primary balance target since the fiscal 

rule was reintroduced in 2022. In 2025, the authorities should press on with the adjustment, instead 

of the planned expansionary policy, and save any revenue overperformance or expenditure shortfall. 

This will help ease any inflationary pressures and bring the non-oil primary balance closer to the 

level that would ensure intergenerational equity. Given the still sizable fiscal adjustment required to 

achieve this objective, the authorities should avoid softening the fiscal consolidation effort. They 

should identify and start implementing a range of revenue and expenditure measures to support 

continued consolidation, including gradually reducing tax expenditures, continuing to strengthen 
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tax administration, moderating current spending growth, and improving investment efficiency. 

Strengthening the fiscal rule framework, by specifying clear and limited escape clauses and 

automatic correction mechanisms, would also help sustain the fiscal adjustment. 

30.      The central bank’s monetary policy stance is appropriate, along with commendable 

efforts to enhance monetary policy operations. With inflation within the central bank target and 

recent increases driven by one-off factors, the central bank kept policy rates on hold. The central 

bank should continue to monitor inflation risks, considering continued strong growth in credit and 

the non-oil sector, the projected expansionary fiscal policy reflected in the 2025 budget, and 

potential global supply chain disruptions. Meanwhile, the authorities have successfully strengthened 

the transmission of the policy rate to interbank market rates and to some deposit rates. Creating the 

conditions for a more active interbank market and elevating monetary policy communications will 

further strengthen the interest rate instrument which, under a future hybrid inflation targeting 

regime, is critical for achieving inflation goals. 

31.      The central bank should continue to address remaining vulnerabilities in the banking 

sector. The overall banking sector is resilient, as reflected by strong financial sector indicators, 

thanks to the central bank’s efforts to strengthen prudential oversight, corporate governance, and 

risk management standards. However, pockets of vulnerabilities remain, particularly from 

weaknesses at the individual banks level, high reliance on potentially volatile wholesale corporate 

deposits, high deposit dollarization, and credit concentration. The central bank should complete the 

transition to a risk-based and consolidated supervision framework, beef up financial safety nets, and 

reinforce the resilience of D-SIBs.  

32.      Structural reforms should focus on increasing the role of the private sector in driving 

diversification. Reforms to increase the profitability of and strengthen corporate governance in 

SOEs, as well as to level the market playing field where SOEs compete should continue, to pave the 

way for greater private sector participation in the future and to reduce risks to the state budget. 

Building on the anti-corruption strategy and action plan, the authorities should implement the asset 

disclosure requirements for public officials, finalize draft laws on conflict of interest, enhance 

transparency and competition in public procurement, and strengthen the enforcement of corruption 

offences. The government should also intensify efforts to increase private sector access to finance. 

Finally, Azerbaijan should continue to contribute to the climate agenda, including by continuing to 

gradually reduce energy subsidies and increase energy efficiency standards.  

33.      It is recommended that the next Article IV consultation takes place on the standard 

12-month cycle. 
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Figure 2. Azerbaijan: Real Sector Indicators 
Growth slowed down in 2023, after two consecutive years of 

strong expansion,…  
•  

… and recovered in 2024. 
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The labor market is normalizing. 
•  

Inflationary pressures have remained low… 
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…across the consumer basket… 
•  

… despite regulated price adjustments during the summer. 
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Sources: National authorities, Haver, and IMF staff calculations. 
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Figure 3. Azerbaijan: External Sector 
The external position remained favorable, despite lower oil 

and gas prices after the 2022 pick-up… 
•  

       … and an increase in nonoil imports. 
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Exports remain highly concentrated in hydrocarbon products. 

 

 

 

 

 

 

 

 

 

 

 

 

       Despite net outflows of FDI and other investments… 

 

 

 

  

 

 

 

 

 

 

 

 

•  
       …reserves continue to accumulate. 

 

 

  

 

 

 

 

 

 

 

 

 

Sources: WITS, Haver, and IMF staff calculations. 
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Figure 4. Azerbaijan: Fiscal Sector 
Oil revenues are an important part of total government 

revenues … 

•  … with tax revenues relatively low, particularly direct tax 

revenues. 

 

•  

 

Total expenditures increased moderately in 2024, driven by 

higher current expenditures.  

 The overall budget balance moves in line with oil budget 

revenues. 

 

•  

 

The nonoil primary deficit remains high and the breakeven 

oil price remains below the WEO oil price. 

•  After peaking in 2020, public and publicly guaranteed debt as 

percent of GDP has declined markedly. 

 

•  

 

Sources: National authorities, Haver, IMF World Economic Outlook, and IMF staff calculations. 
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Figure 5. Azerbaijan: Monetary and Exchange Rate Developments 
Money growth has broadly slowed down since 2023… 

•  
… while credit to non-financial corporates accelerated in 2024 

and the growth of credit to households moderated.. 
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The CBA has recently paused easing monetary policy … 
•  

…but bank LC lending and deposit rates remain broadly stable 

while FX rates have risen.  
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The real effective ER has been appreciating since 2020. 
•  

Since Q2 2021, FX demand has been mostly below supply. 
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Figure 6. Azerbaijan: Banking Sector 
Banks’ capital position remains strong, as the decline from the 

2020 peak reflects the unwinding of regulatory easing. 
 

The nonperforming loans ratio has been declining. 

 

 

 
Bank profitability remains solid. 

 
Manat deposits are the main source of manat loans funding, 

but FX deposits exceed FX loans. 

 

 

 
Loan and deposit dollarization have been declining in recent 

years, though deposit de-dollarization has stalled … 

 …reflecting the recent slowdown in manat deposits growth 

and acceleration of FX deposits.. 

 

 

 

 

 

Sources: National authorities, Haver, and IMF staff estimates. 
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Table 1. Azerbaijan: Selected Economic and Financial Indicators, 2022–30 
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Table 2a. Azerbaijan: Balance of Payments, 2022–30 

(In millions of U.S. dollars, unless otherwise specified) 
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Table 2b. Azerbaijan: Balance of Payments, 2022–30 

(In percent of GDP, unless otherwise specified) 
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Table 3a. Azerbaijan: Statement of Consolidated Government Operations, 2022–30 1/ 

(In millions of manat) 
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Table 3b. Azerbaijan: Statement of Consolidated Government Operations, 2022–30 1/ 

 (In percent of non-oil GDP) 
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Table 4. Azerbaijan: Summary Accounts of the Central Bank, 2022–30 

 (In millions of manat, unless otherwise specified) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Table 5. Azerbaijan: Monetary Survey, 2022–30 

 (In millions of manat, unless otherwise specified) 
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Table 6. Azerbaijan: Banking Sector Financial Soundness Indicators, 2019–24 

(In percent, unless otherwise specified) 

 

Capital Adequacy

Regulatory Capital to Risk-Weighted Assets 22.2 25.1 19.2 19.3 17.5 17.6

Tiet I Capital to Total Regulatory Capital 83.0 86.0 84.0 79.0 77.0 77.2

Risk-Weighted Assets to Total Assets 55.0 52.0 62.0 57.0 65.0 66.8

Asset Quality

Nonperforming Loans (NPLs) to Total Loans 8.3 6.2 4.5 3.8 2.6 2.4

Nonperforming Loans (billions of manat) 1.2 0.9 0.7 0.7 0.6 0.7

Share of Restructured Loans 12.4 14.5 8.8 5.8 3.6 4.0

Loan-loss provisioning to nonperforming loans ratio 117.1 55.0 57.5 58.1 63.5 73.5

Liquidity

Instant Liquidity Ratio 59.0 61.0 62.0 60.0 52.0 51.9

Liquid Assets to Total Assets 1/ 29.0 33.0 36.0 37.0 27.0 27.0

Liquidity Coverage ratio 2/ … … … … 134.0 150.1

FX Liquidity Coverage Ratio 2/ … … … … 118.0 178.0

Profitability

Bank Return on Assets 1.6 1.8 1.8 2.7 3.0 2.1

Bank Return on Equity 24.9 12.7 13.6 18.5 20.3 18.1

Foreign Currency Position and Dollarization

Deposit Dollarization 57.2 53.2 47.6 47.1 38.4 37.5

Loan Dollarization 35.3 30.2 26.2 20.1 18.8 16.1

Net Open FX Position -36.9 -25.3 -11.3 2.7 1.4 -5.3

2/ CBA introduced in 2023.

Sources: Central Bank of Azerbaijan and IMF staff caulculations.

2019 2020 2021 2022 2023

1/ Liquid assets include cash and cash equivalents, claims on the CBA, Nostro accounts, and deposits with financial institutions.

2024
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Annex I. External Sector Assessment 

Overall Assessment: Staff assesses the external position in 2024 to be weaker than implied by fundamentals 

and desirable policies. Oil and gas prices have moderated from the high 2022 levels while hydrocarbon 

production contracted in 2023 and slightly increased in 2024, leading to oil export revenues declining and the 

external position weakening in strength for two consecutive years. Moreover, the real effective exchange rate 

appreciated in 2023 and 2024, and non-oil imports grew faster than non-oil exports. A larger and more 

sustained current account (CA) surplus is however needed to preserve intergenerational equity. With the 

global supply of oil and gas expected to remain high, global energy prices are projected to stay below 2022 

levels. If external conditions persist and without a more competitive non-oil sector, the CA balance will likely 

continue to be weaker than the level needed for future generations. This overall assessment is subject to a 

high degree of uncertainty related to the future path of oil and gas prices. 

Potential Policy Responses: Given the projected decline of hydrocarbon production and revenues, fiscal 

consolidation should be sustained to preserve some level of intergenerational equity and help increase the 

saving-investment balance. The central bank should also be prepared to use its tools to keep inflation within 

the target band, while continuing to strengthen the monetary policy framework and gradually transition to 

hybrid inflation targeting. More importantly, these policies should go in tandem with reforms to attract private 

investment and develop a competitive and export-oriented non-oil sector. 

Current Account 

Background. The CA surplus for 2024 is estimated at 7.8 percent of GDP, well below the 11.5 percent in 

2023 and the 29.8 percent in 2022, but a surplus large enough to increase external buffers. Despite Brent oil 

prices remaining above $80 per barrel and oil and gas production stable in 2024, the dollar value of oil 

exports declined by 10 percent. Nonoil imports are estimated to remain high at about 19 percent of GDP in 

2024, despite growing only by about 5 percent following two years of double-digit growth. Nonoil exports 

remain low at 4.5 percent of GDP and the nonoil CA deficit increased from 12 percent of GDP in 2023 to 13 

percent of GDP in 2024. The CA surplus is projected to remain at 7.8 percent of GDP in 2025 on the back of 

higher projected gas exports and only a slight decline in prices. Beyond 2025, the CA balance is projected 

to gradually decline in tandem with the projected reduction of oil prices and expected decline in oil export 

volumes. Rising demand for gas in Europe could generate additional business opportunities, but this will 

require significant capital investments. 

Assessment. Overall, staff assesses the external position to be weaker than the level consistent with 

medium term fundamentals and desirable policies. This assessment is based on the EBA-lite commodity 

module’s consumption model, which in turn is based on the permanent income hypothesis (PIH). 

Specifically, staff assesses the CA gap to be negative, around -2.9 percent of GDP, based on the constant 

real annuity estimated by the EBA-Lite commodity approach. The results are highly sensitive to the 

assumed oil price. 
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• The EBA-Lite commodity approach1 is preferable for assessing the CA position in Azerbaijan because it 

is based on PIH and reflects the fundamental goal of achieving intergenerational equity in a country 

with nonrenewable resources. Assuming the annuity is constant in real terms, the CA norm is estimated 

at 10 percent of GDP in 2024, implying a CA gap of -2.9 percent of GDP.2 The gap is expected to remain 

negative over the medium term at -5.7 percent of GDP, implying that Azerbaijan’s declining CA balance 

could remain below the level needed to preserve intergenerational equity and further efforts to build 

additional buffers will be required.   

• The current account model, which estimates an equilibrium level of the CA consistent with the gamut of 

structural and policy factors in the IMF’s multilaterally consistent External Balance Assessment-Lite 

framework, suggests that the CA was substantially stronger than implied by fundamentals and desirable 

policies in 2024. The CA norm is estimated at 2.5 percent of GDP, implying a favorable gap of 4.6 

percent of GDP, after adjusting for the remaining cyclical effects and other exogenous factors. 

Figure I.1. Azerbaijan: Real Effective Exchange Rates and Contributions to Current Account 

 

•  

 

 

•  

 

Sources: National authorities, IMF World Economic Outlook, and IMF staff calculations.  
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Table I.1. Azerbaijan: Model Estimates for 2024 

(In percent of GDP) 

 

Real Exchange Rate 

Background. The manat continued to appreciate in real terms in 2023 and 2024. It has been de facto 

pegged to the dollar at a rate of 1.7 since April 2017. The real effective exchange rate (REER) was 35 percent 

stronger than 2017 and 2.3 percent stronger than 2023, at the end of 2024.   

Assessment. The current account and REER models suggest a REER gap in a wide range of -15 to 12.9 

percent. The EBA-lite commodity model—the preferred approach—points to a negative REER gap, in line 

with the negative CA gap implied by a constant real annuity. 

Capital and Financial Accounts: Flows and Policy Measures 

Background. Azerbaijan has been a net supplier of capital. The capital and financial accounts recorded net 

cumulative outflows in 2023 and in the first three quarters of 2024, reflecting the CA surplus.  

Assessment. Azerbaijan’s capital and financial accounts are generally open but domestic financial markets 

are underdeveloped compared to those in regional and global peers. Capital inflows are dominated by FDI, 

mostly related to the oil sector, and portfolio inflows, while outflows include oil fund portfolio investments, 

trade credits, bank outflows, and outward FDI, mainly by the national oil company. 

FX Intervention and Reserves Level 

Background. With the CA surplus, the CBA’s gross international reserves increased, reaching $11 billion (15 

percent of GDP, 6.6 months of next year’s imports) by end-2024. The CBA’s reserves are complemented by 

the liquid part of foreign assets held by the State Oil Fund (SOFAZ). This liquid part, mostly fixed income 

instruments, equities, and gold, represents about 75 percent of the $60 billion in assets (81 percent of GDP) 

at end 2024. Together, CBA and SOFAZ liquid assets are equivalent to 45 months of next year’s imports. In 

2024 SOFAZ FX sales have more than doubled compared to 2023, with weekly auctions now close to the 

government programmed amounts, unlike in 2023. 

Assessment. The external reserve coverage remains more than adequate. Azerbaijan scores much better 

than most EMs on all criteria of the IMF’s Assessing Reserve Adequacy (ARA) metric, which combines 

information on exports, broad money, short-term debt, and other investment liabilities (yellow diamonds 

lower left chart). This is the case even after adjusting the ARA metric for the country’s heavy reliance on oil 

exports (green diamond in same chart). Reserve coverage scores are projected to remain strong into 2029, 

given expected CA surpluses, rising reserves, and limited increases in external debt (red diamonds). 

 

CA model 1/ REER model 1/
Consumption 

model

CA-Actual 7.8 7.8

  Cyclical contributions (from model) (-) 0.1 0.1

  Natural disasters and conflicts (-) 0.6 0.6

Adjusted CA 7.1 7.1

CA Norm (from model) 2/ 2.5 10.0

  Adjustments to the norm (+) 0.0 0.0

Adjusted CA Norm 2.5 10.0

CA Gap 4.6 -3.7 -2.9

  o/w Relative policy gap 4.4

Elasticity -0.3

REER Gap (in percent) -15.0 12.1 9.6

1/ Based on the EBA-lite 3.0 methodology

2/ Cyclically adjusted, including multilateral consistency adjustments.

(in percent of GDP)
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Figure I.2. Azerbaijan: Exchange Rates and Reserve Adequacy 

 

 

 

 

 

 

Sources: National authorities, Haver, IMF FAD Reserve Adequacy Tool, and IMF staff calculations. 

Note: The data for EM refer to a sample of 47 emerging markets. 

1/ Bems, R., and I. de Carvalho Filho, 2009, “Exchange Rate Assessments: Methodologies for Oil-Exporting Countries,” IMF 

Working Paper 09/281. 

2/ The estimated norm is sensitive to the choice of model parameters, such as the GDP growth rate, interest rate, and population 

growth rate, as well as the underlying oil prices. 
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Annex II. Data Issues Annex 

Figure II.1. Azerbaijan: Data Adequacy Assessment for Surveillance 

 

Table II.1. Azerbaijan: Data Standards Initiatives 
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Table II.2. Azerbaijan: Table of Common Indicators Required for Surveillance 

As of February 14, 2025 
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Annex III. Risk Assessment Matrix1 

Risk Description Likelihood  Possible Impact  

External Risks and Spillovers 

Trade policy and investment shocks. 

Higher trade barriers or sanctions reduce 

external trade, disrupt FDI and supply 

chains, and trigger further U.S. dollar 

appreciation, tighter financial conditions, 

and higher inflation.  

High Medium. Prospects for 

economic diversification could 

be affected. Trade barriers or 

sanctions could slow the 

development of the non-oil 

sector. Slower global growth 

could also weigh on Azerbaijan, 

though some trade and 

investment diversions could be 

beneficial. 

Accelerate structural 

reforms and promote 

private sector 

development. Enhance 

integration with the world 

economy, including by 

accelerating Azerbaijan’s 

WTO accession process.  

Deepening geoeconomic fragmentation. 

Persistent conflicts, inward-oriented 

policies, protectionism, weaker 

international cooperation, labor mobility 

curbs, and fracturing technological and 

payments systems lead to higher input 

costs, hinder green transition, and lower 

trade and potential growth. 

High Medium. Prospects for 

economic diversification could 

be affected, potentially 

shrinking the market for non-oil 

exports. Moreover, slower 

global growth could weigh on 

Azerbaijan, though 

reconfiguration could however 

provide opportunities, as 

exports and trade routes would 

be diverted towards Azerbaijan 

(e.g., higher demand for gas 

from the EU, development of a 

China-EU trade route through 

the region). 

Accelerate structural 

reforms and promote 

private sector 

development. Enhance 

integration with the world 

economy, including by 

accelerating Azerbaijan’s 

WTO accession process. 

Commodity price volatility. Supply and 

demand volatility (due to conflicts, trade 

restrictions, OPEC+ decisions, AE energy 

policies, or green transition) increases 

commodity price volatility, external and 

fiscal pressures, social discontent, and 

economic instability. 

 

 

Medium High. Rising food prices could 

lead to higher inflation. 

Budgetary spending will also 

increase to protect the 

vulnerable. However, given the 

large dependence on 

hydrocarbon production and 

exports, volatility of oil and gas 

prices would have a more 

significant impact on the 

balance of payments, budget, 

and economic activity. It could 

also adversely affect bank’s 

asset quality, profitability, and 

financial intermediation. 

Follow a prudent fiscal 

policy to avoid adding to 

inflationary pressures. Use 

fiscal space for emergency 

spending. Enhance banks’ 

resilience by raising capital 

buffers in line with Basel III 

requirements. In the 

longer term, pursue 

structural reforms to 

reduce the economy’s 

dependence on 

hydrocarbons.  

 
1 The Risk Assessment Matrix (RAM) shows events that could materially alter the baseline path (the scenario most 

likely to materialize in the view of IMF staff). The relative likelihood is the staff’s subjective assessment of the risks 

surrounding the baseline (“low” is meant to indicate a probability below 10 percent, “medium” a probability 

between 10 and 30 percent, and “high” a probability between 30 and 50 percent). The RAM reflects staff views on 

the source of risks and overall level of concern as of the time of discussions with the authorities. Non-mutually 

exclusive risks may interact and materialize jointly. 
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Risk Description Likelihood  Possible Impact  

Climate change. Extreme climate events 

driven by rising temperatures cause loss of 

life, damage to infrastructure, food 

insecurity, supply disruptions, lower 

growth, and financial instability.  

Medium Medium. Severe drought could 

affect agricultural output and 

increase food prices.  

Use fiscal space to 

temporarily support the 

most vulnerable. Build 

resilient infrastructure and 

accelerate efforts to 

promote a more 

sustainable and green 

economy.  

Domestic Risks 

Loss of spending discipline, leading to a 

procyclical fiscal policy. Higher oil and 

gas prices boost budget revenues, leading 

to increased spending pressures.  

Medium 

 

Medium. Pressure to increase 

spending, instead of saving the 

oil windfall revenues, could lead 

to a procyclical fiscal policy, 

increase inflation, and delay 

fiscal consolidation, weakening 

the long-term fiscal position 

and fiscal rule credibility. 

  

Gradually but steadily 

reduce the nonoil primary 

deficit by maintaining 

spending discipline, saving 

most of the oil windfall 

revenues, and increasing 

nonoil budget revenues. 

Weak SOE performance. Failure to 

improve the financial performance of weak 

SOEs will result in losses, with negative 

impact on economic growth and on the 

effort to diversify the economy. It could 

also renew the accumulation of contingent 

liabilities to the budget. 

Low 

 

 

Low. The number of SOEs 

remains high, although large 

SOEs have recently turned a 

profit and government 

guarantees have been limited 

and have not increased in 

recent years. Inefficient SOEs 

nonetheless would hamper 

efforts to promote the private 

sector, diversify the economy, 

and increase potential growth. 

Weak SOE’s performance could 

also adversely affect banks.  

Continue reforms to 

improve corporate 

governance and the 

efficiency of SOEs. Divest 

SOEs that are not 

strategically important 

and could operate on a 

commercial basis.  
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Annex IV. Summary of Sovereign Risk and Debt Sustainability 

Assessment  

Table IV.1. Azerbaijan: Risk of Sovereign Stress 
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Figure IV.1. Azerbaijan: Debt Coverage and Disclosures 
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Figure IV.2. Azerbaijan: Public Debt Structure Indicators 

Debt by Currency (In Percent of GDP) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Azerbaijan: Public Debt Structure Indicators
Debt by Currency (In percent of GDP)

Note: The perimeter shown is general government.

Public Debt by Holder (In percent of GDP) Public Debt by Governing Law, 2023 (In percent)

Note: The perimeter shown is general government. Note: The perimeter shown is general government.

Debt by Instruments (In percent of GDP) Public Debt by Maturity (In percent of GDP)

Note: The perimeter shown is general government. Note: The perimeter shown is general government.

Commentary: The projected declining share of external debt reflects the authorities' plan to reduce the dependence on external borrowing. 

Increased central bank share in 2021 reflects the recognition of guarantee to Aqrarkredit, a government-controlled credit agency, on the bond it 

issued to acquire bad assets from the IBA during the 2015-16 crisis.
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Table IV.2. Azerbaijan: Baseline Scenario 

(In percent of GDP unless indicated otherwise) 
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Figure IV.3. Azerbaijan: Realism of Baseline Assumptions 
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Figure IV.4. Azerbaijan: Medium-Term Risk Analysis 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Azerbaijan: Medium-term risk analysis
Debt Fanchart and GFN Financeability Indexes

(In percent of GDP unless otherwise indicated)

Indicator Value

0 25 50 75 100

Fanchart width 69.6 1.0

Probability of debt not stabilizing (pct) 84.0 0.7

Terminal debt level x institutions index 12.6 0.3

Debt fanchart index … 2.0

Average GFN in baseline 3.0 1.0

Bank claims on government (pct bank assets) 8.1 2.6

Chg. in claims on govt. in stress (pct bank assets)1.9 0.6

GFN financeability index … 4.3

Legend: Interquartile range ▌ Azerbaijan

Final Fanchart (In percent of GDP) Gross Financing Needs (In percent of GDP)

Banking crisis Commodity prices Exchange rate Contingent liab. Natural disaster

Medium-Term Index Medium-Term Risk Analysis

(In index number)

Prob. of missed crisis, 2024-2029 (if stress not predicted): 18.2 pct.

Prob. of false alarm, 2024-2029 (if stress predicted): 39.8 pct.
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Commentary: Of the two medium-term tools, the Debt Fanchart Module is pointing to a moderate level of risk, reflecting 

mainly past elevated macroeconomic volatility, while the GFN Financeability Module suggests a low level of risk. The 

commodity price stress test shows a moderate worsening of debt and GFN path relative to the baseline, which already 

includes the projected oil production decline. The risk of sovereign debt distress is also mitigated by large SOFAZ assets 

which are about four times higher than public debt. About one half of SOFAZ assets are in liquid fixed income instruments.
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Figure IV.5. Azerbaijan: Long-term Risk Analysis 

Large Amortization Trigger
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Commentary: Amortization payments are projected to increase as a result of the gradual increase in borrowing and a shift from external to domestic borrowing.  The historical 

10-year average scenario underscores how Azerbaijan has benefited in the past from high oil revenues. Over the long-run, debt amortization will be steadily increasing as 

hydrocarbon production and related revenues decline, necessitating more borrowing in the absence of adjustment. Moreover, in line with the new Debt Management Strategy, 

the authorities aim to reduce external borrowing and rely more on domestic debt issuance which tends to have shorter maturities. However, the authorities understand the fiscal 

implications of declining oil revenues and are committed to implement spending and revenue measures to ensure fiscal sustainability. Also, with the development of domestic 

securities market, gradual lengthening of domestic debt maturitites is likely. Therefore, the long-term fiscal risks stemming from the decline in hydrocarbon production and 

switch from external to domestic borrowing are expected to remain manageable.
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Annex V. Fiscal Anchors and Rules in Azerbaijan1 

Resource revenues are an opportunity: they can support fiscal stabilization and sustainability, economic 

development, and intergenerational equity. At the same time, each resource-rich country faces 

numerous challenges, such as the finite nature of resources, and uncertainty around resource prices and 

production costs. Using the IMF’s stylized framework for designing fiscal strategies in resource-rich 

countries, we calculate fiscal anchors for Azerbaijan and find that significant consolidation is needed to 

reach even the least-conservative of them. Furthermore, although the re-introduction and revision of the 

fiscal rules in 2022 are welcome, continued efforts to increase credibility are essential to further 

strengthen the framework. 

A. Background 

1. Azerbaijan is rich in oil and gas. In 2024, 32.2 

percent of its nominal GDP and 52.0 percent of its total 

consolidated government revenues came from resources. 

The two main resources are oil and gas, with oil 

accounting for about 2/3 of hydrocarbon revenues. 

Relatedly, the country’s resource fund assets largely 

outweigh its debt resulting in a net financial wealth of 42.9 

billion USD in 2023. Meanwhile, as of 2021, an estimated 7 

billion barrels and 2.5 trillion cubic meters of oil and gas 

reserves, respectively, remain untapped. 

  

2. Nonetheless, total resource revenues are projected to gradually decline. Although there is 

uncertainty about the exact year and the relative share of 

oil and gas along the path, running out of natural 

resources will mean losing about half of the currently still 

available revenues. Namely, assuming no change in 

policies, the authorities will have to make larger transfers 

from SOFAZ, the state oil fund, to finance expenditures in 

the state budget. As such, re-designing and enhancing 

fiscal policies, both in the medium (fiscal anchor) and 

shorter terms (fiscal rules), is critical. 

B. Fiscal Anchors  

3. For resource-rich countries, a fiscal anchor is typically a version of the permanent 

income hypothesis, translated into a target for the non-resource primary fiscal balance. A 

permanent income hypothesis (PIH)-based anchor serves as a long-term reference point, which can be 

complemented with short- or medium-term fiscal rules (see section C). In principle, a resource-rich 

 
1 Prepared by Zsuzsa Munkacsi (FAD). 
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country can run a non-resource primary fiscal deficit (to enhance development, e.g.),2 financed by 

income generated from future resources. A key goal is to delink public expenditure from the volatility 

of resource revenues and prices. Under the PIH, a constant non-resource balance is maintained over 

an infinite period.  

4. Three PIH-based fiscal anchors can be considered to guide medium- to long-term fiscal 

policy (Basdevant, 2021a, 2021b). Generally, future generations should also derive benefits from 

current resource wealth. The three fiscal anchors differ according to how the constant non-resource 

balance is defined. According to the real annuity per capita approach, to achieve an equal distribution 

of resource consumption across generations, the resource balance should be constant in real per 

capita terms. Under the second approach, the resource balance is constant as a share of non-resource 

GDP. Many countries define the anchor this way as it facilitates fiscal planning, being directly 

translatable into a budgetary framework. However, if economic growth exceeds population growth, it 

favors future generations compared to current ones. Under the third approach, the real annuity 

approach the resource balance is constant in real terms. This would however result in a declining real 

per capita consumption (with population growth).  

5. Our estimates are highly sensitive on macroeconomic projections and assumptions, and 

projections of resource revenues. Staff macroeconomic projections are considered until 2028 and 

then extrapolated till the end of the projection horizon by assuming that the historical trend will 

continue. Assumptions about the long-term macroeconomy are also made as follows: the long-term 

real non-resource GDP growth is assumed to be 3.5 percent, population growth 0.8 percent, the GDP 

deflator growth 4 percent, and the real interest rate 4 percent. Staff assumes the extraction of 7 billion 

barrels of oil and 2.5 trillion cubic meters of gas for about 25 and 40 years, respectively. Changes to 

these assumptions would have a significant impact on the fiscal anchor. In general, higher resource 

revenues—say, owing to the discovery of more oil and gas reserves—and higher return to financial 

wealth would lead to less fiscal consolidation under all approaches. A higher deflator would lead to 

more fiscal consolidation, given the need to maintain the 

non-resource balance constant in real terms. Meanwhile, 

a higher non-resource GDP growth increases the need 

for fiscal consolidation under the second approach, 

because the non-resource balance would have to rise as 

much as nominal GDP to keep the ratio of non-resource 

primary balance to non-resource GDP constant. A higher 

population growth increases the need for fiscal 

consolidation under the real per capita GDP approach. 

The estimated fiscal anchors are therefore subject to 

significant uncertainty.  

6. Under the assumptions above, the estimated fiscal anchors imply a significant fiscal 

consolidation. Even though the different anchor methodologies point to different magnitudes, 

according to all of them, the non-resource primary deficit should be significantly lower. To achieve an 

 
2 In this annex, the term “non-resource” fiscal balance/deficit/GDP is used in place of the “non-oil” fiscal 

balance/deficit/GDP. 
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equal distribution of resource consumption across generations or a constant resource balance, the 

real annuity per capita approach and the real annuity approach point to a non-resource primary 

deficit of 5.5–6.5 percent of non-resource GDP in 2034 and 2035, respectively. This envisions a rather 

significant improvement, given that the non-resource primary balance stood at -20.5 percent of non-

resource GDP in 2024. Without a consolidation, a considerable rise in public debt can be expected in 

Azerbaijan. 

 

7. A multi-year fiscal adjustment is needed to achieve intergenerational equity. In line with 

previous IMF recommendations, this can be achieved by a combination of revenue and expenditure 

measures and reforms: 

• Revenue side. Boosting non-resource revenues should be a priority. Possible measures include 

broadening the tax base by reducing tax holidays, tax exemptions and reduced tax rates for 

selected sectors and activities, reforming the personal income tax system (no new exemptions, 

progressive taxation) and modernizing the property tax system (market value assessments), and 

reducing tax expenditures from extensive exemptions.3,4 Further information is available in Annex 

V of the 2021 AIV report. 

• Expenditure side. 

o The ongoing consolidation has relied largely on spending restraint. However, there could still 

be some scope to further rationalize spending in the areas of public wage bill, and goods and 

services. Following a 40 percent increase in the public sector wages in 2019 and another 

significant hike in 2021, anchoring wage increases on labor productivity can help preserving 

the country’s competitiveness. A reduction of ghost employees would be advisable, too 

(OECD, 2016). Furthermore, as advised previously, after adjusting and liberalizing some 

regulated fuel prices and water tariffs in January 2021, further rationalization of subsidies is 

warranted, while protecting the most vulnerable. 

o On top of spending rationalization, improving the efficiency of public investment and 

prioritizing growth-enhancing projects are warranted. Azerbaijan’s public investment 

management scores below average compared to other developing and emerging market 

economies (Medas and co-authors, 2017). Azerbaijan is a country with rich resources of 

renewable energy sources which should be better utilized, too. 

C. Rule-Based Fiscal Framework 

8. Medium-term fiscal anchors should be accompanied by short- or medium-term fiscal 

rules. A fiscal anchor is not expected to be binding in every annual budget but should be achieved 

over the medium term (Eyraud and co-authors, 2023). The annual budget should be constrained by 

operational rules instead. In resource-rich countries, the main purpose of the operational rules is to 

 
3 Experience suggests that significant efforts would be required to realize revenues from property taxes. 

4 Staff recognize that any personal income tax reforms would need to be delayed until after the seven-year sunset 

clauses of the 2019 reforms expire. 
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contain and stabilize spending: countries should not fully spend all their revenues in good times to be 

able to protect spending in bad times and make sure that the fiscal position remains sustainable. 

9. The return to the revised fiscal rules in 2022 is welcome, but clarifying and meeting the 

operational rules going forward will be critical for credibility. In accordance with Article 11-1 of 

the Budget System Law, the reformed rules consider limits on the non-resource primary balance 

(NRPB) to non-resource GDP ratio and the public debt-to-GDP ratio. Targeting the non-resource 

balance and public debt is in line with international best practices and previous IMF 

recommendations. However, three Presidential Decrees specified targets for years on a rolling basis 

(text table), and the recent medium-term deficit target of 17.5 percent has shifted from 2026 to 2027, 

according to the October 2023 Decree, as investment needs emerged. The public debt to GDP ratio 

ceiling was set to 30 percent. 

Azerbaijan: Non-resource Primary Deficit as a Share of Non-resource GDP 

 2021 2022 2023 2024 2025 2026 2027 

Pres. Decree 

Mar 2022 

No. 1637 

 27.5   20.0   

Pres. Decree 

Dec 2022 

No. 1950 

  25.0   17.5  

Pres. Decree 

Oct 2023 

No. 2332 

   24.0   17.5 

Actual 23.7 22.4 22.5 20.5    

 

10. Further steps are also needed to enhance transparency when observing the rules and 

avoid any potential slippages in an accountable way. In line with previous IMF recommendations, 

measures related to escape clauses and correction mechanism should be carried out as follows: 

• Escape clauses. Cross-country experience shows that credible and effective escape clauses should 

specify (i) the nature of the triggers; (ii) the authority to activate and monitor the escape clauses; 

and (iii) the procedures for returning to rule compliance. 

o Triggers should be restricted to unexpected significant events—such as natural disasters, 

epidemics, or a state of emergency—outside the control of the government. 

o Quantitative triggers linked to economic conditions (e.g., growth during recession) should be 

used. 

o The provision could indicate which aspect of the rule (e.g., NRPB and/or debt ceiling) is 

suspended. 

o Pre-specifying how long the fiscal rule is suspended is desirable. A duration of 2 years is 

appropriate-it would allow for a swift response through supplementary budgets in the year 

the shock hits and a subsequent response in the next year budget. 
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o A policy statement should describe concrete measures the government would take to return 

to the fiscal rule after exiting the escape clause, and reporting on the progress ex-post would 

be good practice. 

• Correction mechanism. The correction mechanism should specify the duration and magnitude of 

adjustments needed to comply with the fiscal rule. Remedial action should take place within the 

next 2 years to return to the limits in the fiscal rule, and, to allow a gradual process, annual 

adjustment magnitude for current deviation could be a minimum between the actual deviation 

and a maximum of 2 percent of non-oil GDP in non-oil primary balance. 

11. Moreover, the debt ceiling could be based on risk analysis, and all the rules should be 

reviewed periodically, ideally not more frequently than once every 4–5 years (to avoid a loss in 

credibility). 

12. Although there is the Chamber of Accounts, mandating an independent institutional 

body (fiscal council) to monitor and report on the application of fiscal rules could further 

enhance credibility and transparency. Azerbaijan does not have an independent fiscal council,5 and 

we suggest establishing one. The Chamber of Accounts is part of the government, while fiscal councils 

are non-partisan, technical bodies entrusted as a public finance watchdog. As a permanent agency 

with a statutory or executive mandate, they can strengthen credibility by assessing publicly and 

independently from partisan influence fiscal policies, plans and performance against macroeconomic 

objectives related to the long-term sustainability of public finances, short- to medium-term 

macroeconomic stability, and other official objectives (IMF, 2013). 

13. The fiscal framework could be further strengthened by improving fiscal reporting and 

macro-fiscal capacity. Currently, fiscal reporting that forms the basis of the non-oil primary balance 

is not fully consistent with Government Finance Statistics Manual (GFSM) 2014. External debt 

repayment is treated as an expenditure above the line. Moreover, fiscal reporting also does not 

include public law entities. With the help of ongoing IMF technical assistance, the Ministry should 

finalize the GFSM-consistent presentation of their fiscal reports and expand fiscal coverage and use 

the new reports as the basis for the annual and medium-term budgets and subsequently the fiscal 

rule. Finally, ongoing improvements in macro-fiscal capacity should continue. Building capacity would 

ensure both timely data and good-quality (macroeconomic, fiscal and resource price) forecasts for the 

calibration of fiscal rules (the upper limits for fiscal rule targets are calculated based on the export 

price of crude oil) or re-assessing the fiscal anchors.   

 

 

 
5 https://www.imf.org/en/Data/Fiscal/fiscal-council-dataset. 

https://www.imf.org/en/Data/Fiscal/fiscal-council-dataset
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Annex VI. Liquidity Management: T-Bills or Central Bank Notes?1 

A. Introduction 

1. In recent period, the challenge of achieving both debt management and monetary 

policy objectives has emerged. The effort of the Central Bank of Azerbaijan (CBA) to mop up 

excessive liquidity, understandable from the monetary policy perspective, impacted debt management 

and government securities issuance as it resulted in (temporary) tightening of liquidity conditions and 

increasing yields on government securities. This brings out the question how best to achieve both 

liquidity management and debt management objectives.  

2. In September 2022, the central bank expanded the maturities of its securities to manage 

liquidity more effectively. As part of the package of measures to improve the management of 

liquidity in the banking sector and strengthening the monetary policy transmission, the CBA extended 

the range of maturities of CBA notes issued to withdraw liquidity from the banking system by adding 

to the 28-day paper notes with longer maturities of 3,6, and 9 months (Figure VI.1). Between 

September 2022 and mid-2023, the outstanding amount of CBA notes tripled, from 500 million manat 

to over 1,600 million manat. At the same time, yields on CBA notes of all maturities broadly doubled, 

from around 4 percent to 8–9 percent. Even as the volume of outstanding CBA notes subsequently fell 

back to around 300 million by end-2024, yields remained elevated, in the range of 6–8 percent.  

Figure VI.1. Azerbaijan: Government Bonds and CBA Notes 

 

 

 

 

 

 

 

 

 

 

 

 

Sources: Central Bank of Azerbaijan and IMF Staff estimates. 

 

3. At the same time, the Ministry of Finance has been increasing the issuance of domestic 

debt, leading to increased competition between central bank and government securities. Partly 

as a result of the new debt management strategy to rely more on domestic rather than external debt 

to finance state budget deficits, the amount of outstanding domestic government securities increased 

from 4.2 bn manat in December 2022 to over 9 bn manat by December 2024 (Figure VI.1, left), and the 

share of domestic public debt in total public debt (excluding government guarantees) jumped during 

the same period from 27 percent to 53 percent. The increasing use of CBA notes to absorb excessive 

 
1 Prepared by Jiri Jonas (MCD). 
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liquidity in the banking sector at the same time that the government ramped up its domestic debt 

issuance has had implications for the government securities auctions. A combination of increased CBA 

notes issuance and the increase in reserve requirements on manat deposits led to tightened banking 

sector liquidity, resulting in a temporary problems with government securities’ issuance. 2 As shown in 

Figure VI.2, on several occasions during 2023 and 2024, the ratio of bids to offers on the securities 

auction declined and even fell below 1 at some auctions (suggesting that there were less bids than the 

offered amount, regardless of the price). As a result, there was an increasing negative cumulative 

difference between actually placed amounts (accepted bids) of government securities and the offered 

amount (supply) during 2024. The Ministry of Finance even cancelled some auctions. While such step 

could be understandable from the point of view of minimizing the costs of borrowing, it would also 

make the issuance less predictable and would eventually undermine the development of well-

functioning government securities and broader financial market—an important policy objective.  

Figure VI.2. Azerbaijan: Government Securities Auctions 

Sources: Central Bank of Azerbaijan and IMF Staff estimates. 

 

4. The pressure in the government securities’ auctions could be seen in the changes of the 

bond yields. Figure VI.3 shows the weighted average of the 3-year bond (since mid-2023 the longest-

issued maturity). From 6 percent by the end of 2023, the yield increased sharply to around 10 percent 

by mid-2024, around the previous peak in February 2023. The increase in yield is even more 

prominent when adjusted for inflation: during the spike in inflation in 2022–23, bond yields were 

deeply negative in real terms, but a combination of rapidly falling inflation and rising nominal yields in 

2023–24 pushed the real yields sharply in the positive territory.  

5. Effort could be made to reduce elevated bond yields and the cost of government 

borrowing in a market-friendly and sustainable way. The above-discussed developments highlight 

the importance of close coordination between monetary policy (liquidity management) and debt 

management (government securities issuance). This requires a close cooperation and coordination 

between the Ministry of Finance responsible for the issuance of government securities for budget 

financing, and the CBA responsible for the issuance of CBA notes for liquidity management (section 

 
2 The CBA increase required reserves on manat deposits in two steps in August and December 2023 from a single rate 

of 5 percent to a range of 5–25 percent.  
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C). In this context, the question also arises whether the CBA note is the preferable instrument for 

liquidity management, or whether CBA should use short-term government securities (T-bills) instead.  

Figure VI.3. Azerbaijan: Government Bond Yields 

 

 

 

 

 

 

 

 

 

 

 

 
Sources: Central Bank of Azerbaijan and IMF Staff estimates. 

1/ Nominal yield less y/y CPI inflation.  

 

B. CBA Notes vs. T-bills to Manage Banking Sector Liquidity 

6. The use of central bank notes or government securities to effectively manage liquidity 

varies across countries. To manage banking sector liquidity, central banks could issue their own 

notes, or they can use government securities. In advanced economies, central banks typically use 

government securities to manage liquidity through open market operations. In these countries, the 

benefits of using government securities rather than central banks’ paper are well established. 

However, under certain circumstances that are likely to prevail particularly in developing markets, 

issuing central bank securities can be a viable option (see IMF and the World Bank, 2001, for a more 

detailed discussion).  

7. There are several points to consider when deciding which securities to use for open market 

operations: 

• Government securities: 

o Pros: Government bond markets are generally larger and more liquid than markets for 

central bank papers, making it easier for central banks to buy and sell securities to influence 

liquidity without significantly affecting prices. Using government securities for primary 

market operations could also support financial market development and improve monetary 

policy transmission. Using government securities also allows a central bank to avoid 

potential conflicts with the government over the issuance of its own notes, thus providing 

more scope for autonomous monetary policy decisions. Finally, the costs of monetary policy 

tightening are explicitly and transparently allocated to the budget.  
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o Cons: Using government securities for monetary policy operations requires a high degree of 

coordination between central banks and treasuries. In the absence of effective coordination, 

central banks’ operational autonomy could be weakened.  

• Central bank securities: 

o Pros: Provide flexible tool for liquidity management. Particularly in situations where precise 

control over short-term liquidity is needed, or where government securities markets are not 

well developed, central bank securities can be more effective. Provides central banks more 

operational independence – though under the condition of coordination with the issuance 

of government securities.  

o Cons. Using central bank securities could result in certain circumstances to the reduction of 

central bank profits or—in case of large issuance—even generate central bank losses, 

ultimately requiring central bank recapitalization. Issuance of central bank paper also 

required cooperation with the treasury to avoid creating segmented and illiquid markets.3  

8. The assessment of the pros and cons of the two options for central bank liquidity 

management does not yield a clear-cut answer. While some authors (Nyawata, 2012) argue that 

treasury bills are the first best option for both debt management and monetary policy/liquidity 

management purposes, others (Quintyn), 1997) argue that there is no clear dominance of government 

securities or central bank notes and that both options could work well in practice. The importance of 

the pros and cons of the two options must be assessed in the context of specific circumstances and 

policy priorities of Azerbaijan.   

C. Conclusions and Recommendations 

9. The current system of using CBA notes for monetary purposes has been working 

reasonably well, but the episode of temporary difficulties with government securities auction 

points to the importance of close cooperation between the CBA and the Government. The CBA 

has been issuing its own notes to conduct OMOs and manage liquidity for some time, and the system 

works reasonably well, but when resulting in tighter liquidity conditions, it could impact the 

government securities market and increase the cost of government borrowing. While the reduction of 

yields on government securities is an important objective, it should not be pursued at the cost of 

compromising monetary policy objectives. Thus, close cooperation between the CBA and the 

government is necessary to minimize the problems and avoid any surprises. Improved reliability of the 

calendar of government securities issuance should allow the CBA to improve its own medium-term 

liquidity projections and better calibrate the issuance of its notes. Making the government securities 

auctions’ system less cumbersome would reduce issuance fees and market distortions. And allowing 

the government securities’ market pricing to operate and avoiding auction cancellations and haircuts 

 
3 However, depending on the fiscal conditions of the country, the risk of a reduction in central bank profits or even 

central bank losses potentially necessitating recapitalization is not entirely absent even when central bank uses 

government bonds for liquidity management. 
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would promote a formation of well-established yield curve and development of domestic financial 

market, thus creating conditions for sustainable reduction in the government borrowing costs. 

10.      Some modifications of the current system of CBA notes issuance for monetary policy 

purposes could be considered, to minimize the impact on debt management objectives. While 

replacing CBA notes with government securities could bring some benefits, there does not appear to 

be an immediate need of such transition. First, the government does not currently issue any treasury 

bills as it uses its balances in the Treasury account with the CBA to meet any short-term liquidity needs. 

Thus, the only government securities currently available are longer-term government bonds, which are 

not appropriate as instruments for liquidity management. Second, the concern that issuing its own 

debt would increase CBA interest expenses, weaken its profitability, and balance sheet, and potential 

compromise its independence and monetary policy conduct, does not (yet) seem relevant for 

Azerbaijan.4 However, some minor adjustments of the current practice could be considered. Once 

excess structural liquidity declines sufficiently as a result of the recent CBA mopping operations, the 

authorities could consider shortening the maturity of the issued CBA notes. In the future, the CBA 

should focus solely on controlling the very short end of the yield curve (less than 12 months), and 

long-term issuances should have a market development purpose, especially as there is limited 

outstanding government issuances. At a minimum, the CBA could phase out the issuance of the 9M 

notes. Relatedly, with the possibility that the government will have to return at some point to the 

issuance of short-term securities for its cash management, increased attention will have to be paid to 

the coordination of CBA and government issuance.5 

11. Looking further ahead, the relative benefits of using treasury bills for liquidity 

management are likely to increase. Therefore, it could be desirable to periodically assess whether 

the CBA should replace its notes with treasury bills for OMOs. The main argument in favor of switching 

over time to treasury bills is the need to promote the development of deep and liquid market for 

government securities as an important step towards financial sector development. In turn, a well-

developed government securities market is an important pre-condition for further improving monetary 

policy transmission and thus the CBA’s ability to pursue its price stability mandate. The experience of 

other countries supports this conclusion: a number of countries switched from using the central bank 

notes to treasury bills and most of the advanced economies are now using treasury bills for monetary 

policy purposes.  

 

 
4 According to the 2023 financial statement, even as its interest expenses almost doubled in 2023 relative to 2022, 

interest income increased even more, and the CBA recorded 350 million manat profits. See Central Bank of Azerbaijan 

(2023). 3de4195af5ea6820b9eeb1f40.pdf. 

5 This could require either issuing government securities and CBA notes with the same characteristics (which would add 

liquidity when both markets are expected to remain thin for an extended period of time), or clear differentiation of the 

two securities to reduce direct competition (which would usually mean an issuance of very short maturities, say 1M or 

less, by the CBA, and longer (3-9M) maturities by the ministry of finance. For more detail, see Quintyn (2012).  

https://uploads.cbar.az/assets/3de4195af5ea6820b9eeb1f40.pdf
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Annex VII. Dollarization in Azerbaijan: Developments, Risks and 

Prospects1 

A. Dollarization: Causes, Costs, and Challenges 

1.  The level of financial dollarization reflects country characteristics, economic 

fundamentals, and economic policies. The literature identifies a so-called “natural” or 

“benchmark” level of dollarization that reflects country characteristics, such as openness to trade 

and capital flows, remittances, and FDI.2 But financial dollarization often exceeds the estimated 

“benchmark” level of dollarization. High financial dollarization – widespread use of foreign currency 

as a unit of account, medium of exchange, and store of value, – has usually reflected a history of 

high and volatile inflation and exchange rate volatility, caused by mismanaged economic policies, 

particularly monetary policies.  

2.  Azerbaijan’s dollarization is closely linked to history of macroeconomic instability. As a 

result of large fiscal deficits and money printing in late 1994, monthly inflation reached a 

hyperinflation level of 50 percent, and the currency lost about 40 percent of its value, leading to 

significant dollarization of the economy. Even as inflation subsequently fell, deposit dollarization 

remained over 80 percent till about late 2005. Continued exchange rate stability and generally low 

inflation eventually brought dollarization down to below 40 percent by 2015, when another bout of 

macroeconomic instability following a sharp decline in oil prices led to inflation and currency 

devaluation, and another spike in dollarization.  

3.  Dollarization could carry significant costs and risks and pose major challenges for 

policymakers. High levels of dollarization and associated currency mismatches make economies 

more vulnerable to exchange rate volatility. A banking sector with mismatches between FX assets 

and liabilities could be exposed to currency mismatch risk from exchange rate movements. Banks 

could also face increased credit risk if they extend foreign currency credit to customers without 

either financial hedge or natural hedge in the form of FX income or assets as depreciation could 

weaken the balance sheet and debt servicing capacity of such borrowers. In addition, banks with 

foreign currency (FX) deposits are exposed to higher liquidity risks in case of central banks’ lower 

capacity to provide emergency FX liquidity assistance. High dollarization also exposes the public 

sector balance sheet to exchange rate risks, making countries less tolerant to large exchange rate 

fluctuations because of its contractionary impact on aggregate output and leading to the “fear of 

floating” (Calvo and Reinhart, 2002). Finally, high dollarization implies loss of seignorage and 

weakens monetary policy’s transmission and effectiveness, making it more difficult to achieve low 

inflation and macroeconomic stability.3  

 
1 Prepared by Ece Ozge Emeksiz (MCM) and Jiri Jonas (MCD). 

2 See Della Valle G. et al., 2018. 

3 Dollarization could also bring some benefits: in countries with history of macroeconomic instability, deposit 

dollarization could support financial intermediation and deepening. 
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B. De-dollarization Trends and Drivers in Azerbaijan 

4. Following the peak in 2016, deposit dollarization in Azerbaijan has been declining 

steadily. In the aftermath of the 2015 banking crisis and currency devaluation, deposit dollarization 

peaked in early 2016 at around 80 percent from a low level of 40 percent. The crisis episode, 

preceded by a decline in oil prices and a procyclical fiscal policy, undermined confidence in the 

domestic currency, leading to a sudden sharp switch to FX deposits. After the spike, it began to 

decline gradually, driven by both households and corporations, returning to around pre-crisis levels 

by the end of 2023 (Figure 1). To the extent that households are more sensitive to the confidence in 

domestic currency stability, while corporations’ FX holdings are more likely to reflect their business 

needs, the decline in household deposit dollarization suggests increased confidence in 

macroeconomic and currency stability. Both high oil prices and improved macroeconomic policy 

conduct have likely contributed to this outcome. 

5.  Dollarization of loans to households and corporates has been displaying a more 

divergent trend. Loan dollarization also increased in 2015. For legal entities, it doubled from 30 to 

60 percent. For households, loan dollarization peaked at 40 percent in 2016 (Figure 2). During the 

period 2015–2020, outstanding FX loans to corporates represented about one half of total corporate 

loans before declining to about 40 percent by end-2023. In contrast, the share of FX loans to 

households in total household loans has been declining since 2016 to close to zero by end-2023, 

with regulatory restrictions contributing to this trend. Almost all outstanding loans to households 

are now in manat. Looking at new loans shows even more stark de- dollarization. Since 2020, the 

amount of newly extended manat loans has accelerated, but the amount of FX loans has been 

broadly unchanged, resulting in an increasing share of manat loans.  

Figure VII.1. Azerbaijan: Trends in Deposit De-dollarization 

The share of both household and legal entities’ FX 

deposits in total deposits has been declining steadily 

after peaking in early 2016 … 

… but the share of legal entities’ FX deposits in total FX 

deposits has been increasing while the share of households’ 

FX deposits declining.  

  

 Sources: Central Bank of Azerbaijan, staff calculations.  
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6. The level of financial dollarization in Azerbaijan has been in line with or below that of 

other countries. Deposit dollarization at around 40 percent by end-2023 is broadly in line with 

average dollarization in the Caucasus and Central Asia (Cakir et al. (2022)). Loan dollarization in 

Azerbaijan is however below the CCA average and Latin American median of close to 30 percent and 

40 percent, respectively (M. Vargas and J. Sanchez, 2023). 

 

C. Benchmark Level of Dollarization 

7. The literature has identified several factors that drive dollarization in a country. These 

factors can be positive and negative. For instance, dollarization can stem from growing trade and 

financial integration. Exporters earning revenue in foreign currency may prefer FX borrowing to 

hedge against exchange rate risks, while consumers might hold FX savings to protect against 

domestic price fluctuations of imported goods. On the other hand, financial dollarization can also 

Figure VII.2. Azerbaijan: Dollarization of Loans  

Figure VII.3. Azerbaijan: Dollarization in CCA Countries 

Sources: Country authorities; IMF staff calculations.  

1/ Data as of January 2023, for Azerbaijan August 2024. 
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reflect less benign factors, such as macroeconomic instability and high inflation, which undermine 

confidence in the domestic currency and make foreign currency savings more attractive. 

8.  These factors can be used to determine a benchmark level of dollarization, and an 

indication of the potential for further de-dollarization. The benchmark level of dollarization is 

the level of dollarization that an economy is expected to experience given its structural 

characteristics, while accounting for its macroeconomic performance. This can be estimated by a 

cross-country panel regression of dollarization rates on variables that proxy for factors that drive 

dollarization. The difference between the actual dollarization level and the estimated benchmark 

level of dollarization provides an indication of the potential scope of de-dollarization policies. 

9.  A cross-country panel regression of deposit dollarization rates on structural and policy 

variables was conducted to estimate the benchmark level of dollarization. Following the 

approach of IMF (2021), the regression covered 102 countries and included both structural and 

policy variables. Structural variables represent factors that policymakers have limited control over in 

the short to medium term, such as the country’s economic size (measured by population and real 

GDP per capita), trade openness (as a percentage of GDP), capital account openness (proxied by the 

IMF's Financial Account Restrictiveness Index (FARI)), and remittances (as a percentage of GDP). In 

contrast, policy variables under policymakers' control include current and lagged inflation, as well as 

the optimal mean-variance portfolio (MVP),4 which considers the effects of real exchange rate 

depreciation and the variances and covariance of inflation on dollarization (Della Valle G., V. Kota, R. 

Veyrune, E. Cabezon, and S. Guo, 2018). 

10. Results show that Azerbaijan’s deposit dollarization remains above the benchmark 

level. In the text chart, the blue line shows the deviation of actual dollarization from the benchmark 

level suggested by the model. While the level of 

dollarization in Azerbaijan is above the benchmark, 

the difference is declining and is currently around 10 

percentage points, consistent with results reported by 

R. Gondo and M. Singh (2024). The bars capture 

individual drivers of deviation of the actual 

dollarization from the benchmark. High trade 

openness, and to a less extent lagged inflation and 

the MVP, together with remittances inflows in some 

years, have been the main characteristics contributing 

to high dollarization. On the other side, the results 

 
4 The minimum variance portfolio has been shown in Ize and Levy Yeyati (2003) to explain levels of dollarization 

across countries. The optimal portfolio share of foreign currency is given by:  

𝑐𝑀𝑉𝑃 𝑠ℎ𝑎𝑟𝑒 =  
𝑉𝑎𝑟(𝜋)+𝐶𝑜𝑣(𝜋,𝑑𝑒𝑝)

𝑉𝑎𝑟(𝜋)+𝑉𝑎𝑟(𝑑𝑒𝑝)+2𝐶𝑜𝑣(𝜋,𝑑𝑒𝑝) 
.  

A high volatility in inflation relative to the volatility in real exchange rate depreciation makes foreign currency more 

attractive as a store of value as it lowers the variance of the portfolio – even if uncovered interest parity holds. 
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show a relatively strong (negative) impact on dollarization of real growth, population, and the FARI, 

suggesting that increased growth and population together with further progress in financial 

openness should support further de-dollarization. However, the results indicate that the residual has 

been the dominant driver of dollarization in Azerbaijan, spiking during the 2015 devaluation and 

steadily declining since but remaining relatively high. The residual likely reflects lingering concerns 

about currency depreciation, driven by Azerbaijan's dependence on oil and gas exports and 

vulnerability to oil price shocks.  

D. Policy Recommendations   

11. De-dollarization has been supported by a combination of improved macroeconomic 

policies and macroprudential measures. Azerbaijan has achieved significant progress in reducing 

dollarization. Following the devaluation, Azerbaijan has strengthened its macroeconomic policy 

framework and implementation, supported recently by high oil prices. Less procyclical fiscal policy 

and the introduction of fiscal rule have removed a major source of macroeconomic instability, and 

timely monetary policy response to inflationary pressures succeeded in bringing inflation down 

quickly and maintaining confidence in manat. Macroprudential measures introduced in recent years 

have reduced incentives for financial intermediation in foreign currency and made the financial 

system more resistant to adverse shocks such as a decline in oil price. Banks are extending loans 

mainly to hedged borrowers, have significantly reduced their NOP, and their FX liquidity is high. 

12.  Looking ahead, further reduction in dollarization is likely to be more gradual and 

requires a combination of policy measures to improve confidence in the domestic currency:  

• Continued commitment to macroeconomic stability. The evidence from a broader sample of 

countries suggests that achieving a significant de-dollarization takes time, because confidence in 

the local currency is not renewed overnight.5 For further de-dollarization, it will be crucial to 

maintain high growth, low inflation, and confidence in the currency even during less favorable 

external circumstances, such as lower oil prices. In this respect, continued adherence to prudent 

fiscal policy and the fiscal rule targets, monetary policy focused on maintaining low inflation, 

and further modernization of the monetary policy framework will play a key role.   

• Development of the local capital market. A more developed capital market, active public debt 

management including regular issuance of benchmark bonds and the development of the 

domestic investor base, should support demand for longer-term local currency instruments, help 

to reduce the dollarization of public debt, and create more confidence and investment 

opportunities in local currency.  

• Structural reforms to diversify the economy. Gradual diversification of the economy away 

from hydrocarbon production will be a key factor determining the ultimate success of de-

dollarization. As long as the hydrocarbon production and exports play a dominant role, the 

 
5 For example, Yeyati (2021) found that during the period from 2000 to 2018, 16 Latin American countries reduced on 

average dollarization of term deposits by about 20 percentage points. 
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currency value will remain vulnerable to swings in oil and natural gas prices. Sound 

macroeconomic policies could not fully isolate the economy from the impact of large price 

swings on external balance and inflation. Only a more diversified structure of production, 

exports, and budget revenues could reduce this structural source of vulnerability.  

• Macroprudential measures. While the authorities have already adopted a number of 

macroprudential measures with the objective to reduce dollarization and/or banking sector’s 

vulnerability due to dollarization, further measures could be considered. Specifically, the 

authorities could consider a widening of the required reserves (RR) wedge between local 

currency and FX deposits. Presently, the maximum wedge between the local currency and FX 

deposits is 2.5 percentage points and is only 1 percentage point for smaller deposits or zero for 

some deposits of legal entities. In several countries, including some in the CCA region, this 

wedge has been much higher (see Cakir et al., 2022). Increasing the wedge would reduce relative 

attractiveness of FX deposits and could help in further deposit de-dollarization, as well as a 

reduction in banks’ net open position.  

13. As dollarization is likely to remain elevated for some time, it is important to manage 

the related risks to financial stability. The CBA has in recent years introduced a number of 

macroprudential and regulatory measures to reduce the financial stability risk of dollarization. These 

include restrictions on FX loans to households, higher risk weights for FX loans to corporates, 

separate liquidity coverage ratios for FX, and limits on net open currency position. Going forward, 

further strengthening data collection and monitoring is desirable, to better understand and manage 

the potential risks and vulnerabilities of the financial system to exchange rate volatility. This requires, 

among others, addressing data gaps on: (i) FX income, hedging, and exchange rate risk exposure of 

non-financial corporate borrowers; (ii) FX assets, liabilities, and open currency exposures of nonbank 

financial institutions. 
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RELATIONS WITH THE FUND  

(As of January 31, 2025)  

Membership Status: Joined: September 18, 1992; Article VIII  

 

   

General Resources Account: SDR Million Percent Quota 

       Quota 391.70 100.00 

       IMF's Holdings of Currency (Holdings Rate) 333.90 85.24 

       Reserve Tranche Position 57.83 14.76 

 

   

SDR Department: SDR Million Percent Allocation 

       Net cumulative allocation 529.00 100.00 

       Holdings 451.71 85.39 

 

   

Outstanding Purchases and Loans:   None 

 

   

Latest Financial Arrangements: 

Type Approval Date Expiration Date Amount Approved Amount Drawn 
   (SDR Million) (SDR Million) 

ECF Jul. 06, 2001 Jul. 04, 2005 67.58 54.71 

ECF Dec. 20, 1996 Mar. 19, 2000 93.60 81.90 

EFF Dec. 20, 1996 Mar. 19, 2000 58.50 53.24 

   

   

Implementation of Multilateral Debt Relief Initiative (MDRI)  

Not applicable.  

Implementation of HIPC Initiative  

Not applicable.  

Implementation of Catastrophe Containment and Relief Initiative (CCR)  

Not applicable 

 

   

Exchange Rate Arrangements  

The de jure exchange rate arrangement is free-floating, and the de facto exchange regime is 

classified as a stabilized arrangement. The currency of Azerbaijan is the manat, which became sole 

legal tender on January 1, 1994. Azerbaijan has accepted the obligations under Article VIII, 

Sections 2(a), 3, and 4 of the IMF Articles of Agreement, and maintains an exchange system that is 

   

https://www.imf.org/external/np/fin/tad/exquota.aspx?memberKey1=51&date1key=2025-01-31
https://www.imf.org/external/np/fin/tad/exportal.aspx?memberKey1=51&date1key=2025-01-31&category=CURRHLD
https://www.imf.org/external/np/fin/tad/exportal.aspx?memberKey1=51&date1key=2025-01-31&category=EXCHRT
https://www.imf.org/external/np/fin/tad/exportal.aspx?memberKey1=51&date1key=2025-01-31&category=RT
https://www.imf.org/external/np/fin/tad/exportal.aspx?memberKey1=51&date1key=2025-01-31&category=SDRNET
https://www.imf.org/external/np/fin/tad/exportal.aspx?memberKey1=51&date1key=2025-01-31&category=SDRNET
https://www.imf.org/external/np/fin/tad/extarr2.aspx?memberKey1=51&date1key=2025-01-31
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free of multiple currency practices and restrictions on the making of payments and transfers for 

current international transactions, except for restrictions maintained for security reasons that have 

been notified to the Fund pursuant to Executive Board Decision No. 144-(52-51).  

Article IV Consultation  

Azerbaijan is on a 12-month Article IV consultation cycle. The previous Article IV consultation was 

concluded on January 11, 2024.  

Resident Representative  

Since November 2009, the IMF no longer has a Resident Representative in Azerbaijan, but the IMF 

Office in Baku headed by an office manager continued to operate, until its closure in June 2023. 
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RELATIONS WITH OTHER INTERNATIONAL 

INSTITUTIONS  

(As of January 31, 2025)  

Information about Azerbaijan’s relations with the World Bank Group and other international financial 

institutions can be obtained from the following webpages. 

World Bank Group:  

• Country page: https://www.worldbank.org/en/country/azerbaijan   

• Overview of Word Bank Group lending: https://financesapp.worldbank.org/countries/Azerbaijan /  

• IBRD-IDA project operations: https://projects.worldbank.org/en/projects-operations/projects-

summary?lang=en&countrycode_exact=AZ  

Asian Development Bank:  

• Country page: https://www.adb.org/countries/azerbaijan/main   

• ADB projects and results: https://www.adb.org/countries/azerbaijan/results-adb-supported-

operations   

European Bank for Reconstruction and Development:  

• Country page: https://www.ebrd.com/azerbaijan.html   

• EBRD projects: https://www.ebrd.com/work-with-us/project-finance/project-summary-

documents.html?1=1&filterCountry=Azerbaijan 

 

https://www.worldbank.org/en/country/azerbaijan
https://financesapp.worldbank.org/countries/Azerbaijan
https://projects.worldbank.org/en/projects-operations/projects-summary?lang=en&countrycode_exact=AZ
https://projects.worldbank.org/en/projects-operations/projects-summary?lang=en&countrycode_exact=AZ
https://www.adb.org/countries/azerbaijan/main
https://www.adb.org/countries/azerbaijan/results-adb-supported-operations
https://www.adb.org/countries/azerbaijan/results-adb-supported-operations
https://www.ebrd.com/azerbaijan.html
https://www.ebrd.com/work-with-us/project-finance/project-summary-documents.html?1=1&filterCountry=Azerbaijan
https://www.ebrd.com/work-with-us/project-finance/project-summary-documents.html?1=1&filterCountry=Azerbaijan


 

Statement by Patrick Loszewski, Executive Director,  

and Rashad Hasanov, Advisor for the Republic of Armenia 

March 21, 2025 

 

On behalf of our Azerbaijani authorities, we thank staff for the constructive discussions during 

the Article IV and FSAP missions, which have resulted in comprehensive and insightful reports. 

The authorities appreciate the staff’s thorough assessment of the macroeconomic situation and 

welcome staff’s policy recommendations, which provide valuable input for the authorities’ 

policy agenda.  

 

Recent macroeconomic developments 

 

Azerbaijani economy has demonstrated remarkable resilience in the face of a highly uncertain 

external environment, supported by effective macroeconomic policies. Following moderate 

growth in 2023, economic activity gained momentum in 2024, with real GDP expanding by 4.1 

percent. The output growth was primarily driven by the non-hydrocarbon sector, which grew by 

6.2 percent. Robust non-hydrocarbon GDP growth was supported by double-digit growth in the 

transportation (14.1 percent), communication (11.4 percent), and hospitality (12.9 percent) 

sectors. The construction sector also posted a strong growth of 9.6 percent, fueled by increased 

public investments, most notably in large-scale reconstruction projects in the Karabakh and 

Eastern Zangezur economic regions. The hydrocarbon sector returned to growth in 2024, 

expanding by 0.3 percent, driven by stable crude oil production and moderate gains in gas 

output, despite lower oil and natural gas prices compared to 2023.  

 

Inflation has significantly declined from its peak of 13.9 percent in February 2022, reaching 4.9 

percent in December 2024, well within the Central Bank of Azerbaijan’s (CBA) target range of  

4 ±2 percent. Disinflation was driven by lower inflation in trade partners, appreciation of manat’s 

nominal effective exchange rate, and policies aimed at maintaining price stability. Moreover, the 

unemployment rate edged down from 5.5 percent at the beginning of 2024 to 5.3 percent by 

year-end, reflecting steady labor market improvements and continued economic growth. 

 

Despite moderation in oil and gas prices, the current account remained in surplus at 7.2 percent 

of GDP in the first three quarters of 2024, reflecting the economy’s resilience. Meanwhile, the 

combined reserves of the CBA and the State Oil Fund of Azerbaijan (SOFAZ) reached USD71 

billion (96 percent of GDP) by the end of 2024. These reserves provide a strong external buffer, 

covering 41 months of next year’s imports and reinforcing economic stability. 

 

Azerbaijan's fiscal position remains robust, with a consolidated budget surplus of 4 percent of 

GDP in 2024 and a modest state budget deficit of just 0.4 percent of GDP. The nonoil primary 

deficit (NOPD) continued to improve in 2024, narrowing by approximately 2 percent of nonoil 

GDP, supported by strong nonoil revenue growth and prudent fiscal management. Public debt 

remains low relative to GDP and sovereign fund assets. As of January 1, 2025, total public debt 
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stood at 21.7 percent of GDP, well below the fiscal rule limit of 30 percent, and external debt 

stood at a modest 6.9 percent of GDP. 

 

Financial soundness indicators continue to point to a resilient and well-capitalized banking sector 

which recorded a strong credit growth and improved asset quality in 2024. Total credit expanded 

by 22 percent in 2024, driven by increased lending of nonbank credit institutions and higher 

loans to households and businesses, particularly to industry and manufacturing sectors. The 

banking sector capital adequacy ratio stood at 17.6 percent at the end-2024, while liquidity 

coverage ratios remained above minimum requirements. Asset quality has improved, with the 

nonperforming loan ratio declining to 2.4 percent, from 3.8 percent in 2022. Profitability remains 

robust, supported by strong interest margins.  

 

Outlook and risks 

 

The authorities anticipate a favorable growth outlook, projecting real non-oil growth to reach 5 

percent in the medium term, while overall GDP growth is expected to stabilize at around 3.5 

percent. They expect that significant public and private investments, particularly in the Karabakh 

and Eastern Zangezur economic regions, along with the ongoing economic diversification 

efforts, will drive medium-term growth. The authorities are actively positioning Azerbaijan as a 

strategic logistics, transport, and green energy hub, serving as a key corridor between Central 

Asia and Europe. Azerbaijan plays a crucial role in the Middle Corridor and North-South 

Transport Corridor, driven by major infrastructure investments focusing on developing railways, 

ports, and road networks. The completion of the Baku-Tbilisi-Kars railway and the expansion of 

Baku International Sea Trade Port are increasing capacity for the transit route for trade between 

Asia and Europe. The authorities view large-scale solar and wind projects, and the country’s 

emerging role as a green electricity and hydrogen exporter to Europe as a potential growth 

driver. Moreover, the Karabakh and Eastern Zangezur economic regions boast fertile farmland 

and water resources, creating opportunities for intensive agriculture. Their successful 

reintegration into the national economy will contribute to long-term sustainable growth. The 

authorities’ near-term inflation projections of 5.1 percent in 2025 and 4.3 percent in 2026, 

remain well within the CBA’s target range. 

 

The authorities view risks to the outlook as broadly balanced, acknowledging potential external 

challenges such as sticky inflation in key non-oil trade partners, higher tariffs, and global 

fragmentation. They remain vigilant in monitoring these risks to ensure economic stability. 

Additionally, the authorities see fiscal risks from state-owned enterprises (SOEs) as minimal, 

given recent corporate governance reforms, a reduction in SOEs’ debt to acceptable levels, and 

improvements in their performance and profitability. 

 

Fiscal policy and public financial management (PFM) 

 

The stronger-than-expected 2024 budget outcome reflects both higher-than-projected revenue 

collection and expenditure savings. The growth of nonoil tax revenue continued to outpace 
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nonoil GDP growth, driven by improved tax administration, higher compliance, reduced tax 

evasion, a shrinking shadow economy, greater labor market transparency, and an improved 

investment climate. On the expenditure side, savings stemmed from unfilled vacancies in the 

public sector, lower than budgeted utility payments and purchases of goods and services, and 

stricter budget discipline among spending agencies.  

 

To strengthen budget discipline and ensure fiscal and debt sustainability, the authorities 

introduced the fiscal rule in 2018, as part of broader PFM reforms, with implementation 

beginning in 2019. Although the fiscal rule was temporarily suspended over the 2020–2022 

period due to the COVID-19 pandemic and oil price shocks, it was reinstated in 2022. At the 

same time the fiscal rule was amended and enhanced with the support of the Fund’s TA. Since 

2018, the authorities successfully reduced the NOPD by 11.5 percentage points, from 32.1 

percent of non-oil GDP in 2018 to 20.6 percent in 2024. In 2024 the NOPD outperformed the 

target by 3.4 percentage points, driven by higher non-oil revenues, strong non-oil GDP growth, 

and expenditure savings. The authorities remain committed to a gradual reduction of the NOPD, 

ensuring a balanced approach that aligns fiscal sustainability goals with the investment needs and 

key national programs, including the Socio-Economic Development Strategy for 2022–2026 and 

the “Great Return” program, consistent with the overarching Azerbaijan’s 2030 National 

Priorities. The “Great Return” program supports reconstruction, revitalization, and demining of 

the Karabakh and Eastern Zangezur economic regions, facilitating the long-awaited return of 

internally displaced persons to their homes. The authorities also plan to amend the fiscal rule to 

enhance its near- term flexibility by shifting its focus away from strict annual targets to medium-

term target and incorporating a correction mechanism.  

 

To support fiscal consolidation, the authorities plan to strengthen tax administration and broaden 

the tax base by reducing ineffective tax exemptions and tax holidays. Given Azerbaijan’s 

relatively high effective tax burden compared to its peers, their focus remains on broadening tax 

base and improving revenue collection rather than increasing tax rates. While acknowledging the 

importance of incentives for development of industrial parks, the authorities are conducting a 

thorough review of tax expenditures to ensure that various tax incentives are indeed achieving 

their intended objectives. Tax incentives will be subject to strict time limits and will expire 

unless proven effective. Additionally, to further strengthen tax administration, the authorities 

have expressed openness to undertake a Tax Administration Diagnostic Assessment (TADAT). 

 

Azerbaijan faces a low overall risk of sovereign stress, as public debt remains low as a share of 

GDP. In line with the Medium- and Long-Term Debt Management Strategy, the authorities are 

gradually shifting the debt composition by reducing external debt while increasing reliance on 

domestic borrowing, to reduce external vulnerabilities. 

 

As part of the PFM reforms, the implementation of the medium-term expenditure framework and 

the transition to program-based budgeting have been successfully carried out since 2019, aimed 

at enhancing budget efficiency and effectiveness. Initially introduced in three pilot sectors, 

program budgeting is gradually being expanded to five additional sectors. 
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Monetary policy and financial sector developments 

 

The authorities have pursued a cautious and data-driven approach to monetary policy in response 

to evolving inflation dynamics. As inflation declined sharply in 2023 and early 2024, driven by 

lower imported inflation and nominal exchange rate appreciation, the CBA gradually eased its 

policy stance, reducing the policy rate to 7.25 percent in May 2024. As inflation rebounded to 

4.9 percent by the end of 2024—primarily due to short-term supply shocks, higher agricultural 

producer prices, and adjustments in regulated tariffs—the CBA maintained its policy rate in 

March 2025, considering recent price increases as largely transitory. The CBA projects that 

under the current neutral monetary policy stance, inflation will remain well within the target 

band in both 2025 and 2026. While the authorities acknowledge elevated uncertainties, they 

remain committed to responding swiftly to emerging risks. In line with staff recommendations, 

they emphasize a cautious approach to further monetary easing, ensuring that inflation 

expectations remain well-anchored. 

 

The authorities have made significant progress in improving monetary policy transmission. Since 

the introduction of the new liquidity management instruments in 2022, the transmission from the 

key CBA policy rate to long-term interest rates has improved. Excess liquidity in the banking 

system has been reduced and activity on both secured and unsecured interbank market has 

increased, allowing the CBA to better control the interbank interest rates and keep them within 

the interest rates corridor. The changes in short-term interest rates now start affecting deposit and 

lending rates, as well as yields on securities. The CBA is currently working on putting in place 

the preconditions for the transition to the inflation targeting regime, in line with the Socio-

Economic Development Strategy for 2022-26, and will reassess these preconditions at the end of 

the strategic period.   

 

The banking sector remains resilient, with recent FSAP findings confirming adequate 

capitalization even under adverse scenarios. The CBA has made significant strides in 

strengthening financial sector regulation and macroprudential policies aimed at enhancing 

prudential oversight, corporate governance, and risk management frameworks. In response to 

strong credit growth and a widening credit-to-GDP gap, the CBA has introduced an additional 

0.5 percent counter-cyclical capital buffer, effective from March 1, 2025, to ensure that banks 

remain well-capitalized through the economic cycles. To further mitigate liquidity risks, the 

CBA has also implemented higher reserve requirements for banks with high deposit 

concentration, reinforcing financial stability and resilience. 

 

The CBA continues to enhance capital strength and liquidity management within the banking 

sector. Following the activation of the counter-cyclical capital buffer, the transition to Basel III 

capital requirements is set to be completed by end-2025, including the introduction of capital 

conservation buffers and higher loss absorbency requirements for domestic systemically 

important banks. The banking sector is well-capitalized, with all banks’ capital at the end of 

2024 exceeding regulatory capital minimum, ensuring a smooth transition to Basel III capital 

requirements without negatively impacting bank lending. Additionally, following the 
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introduction of the Liquidity Coverage Ratio in 2023, preparations are underway for the adoption 

of the Net Stable Funding Ratio, and the authorities are currently assessing its impact on banks’ 

maturity transformation. The CBA recently adopted a Macroprudential Policy Framework. In 

line with the 2024–2026 Financial Sector Development Strategy and the FSAP 

recommendations, the CBA is implementing measures to further reduce deposit dollarization. 

Progress is being made with technical, legal and prudential steps to ensure an adoption of a risk-

based and consolidated banking supervision.  

 

Structural reforms 

 

While hydrocarbon production remains a key pillar of the economy, Azerbaijan has made 

notable progress in diversifying its economy. This progress is evident in the employment 

structure, as in 2024, for the first time in recent history, private sector employment surpassed 

public sector employment. Additionally, both the range of exported products and the number of 

export markets have increased, reflecting a broader and more diversified economic base.  

 

The Azerbaijan 2030 National Priorities emphasize the private sector’s crucial role in fostering 

investments, growth, and employment. To support private sector development, the government 

has simplified business procedures and licensing and initiated development of domestic financial 

market, with the objective to promote a more dynamic and investment-friendly economic 

environment. 

 

The authorities remain committed to SOE reforms, emphasizing the recent implementation of 

milestone reforms that improved accountability, profitability and corporate governance of major 

SOEs under Azerbaijan Investment Holding (AIH). Regarding privatization, the authorities 

successfully completed the IPO of the country’s largest state-owned bank last year and are 

preparing privatization roadmaps for other SOE. Following the OECD review of the corporate 

governance of AIH and its SOEs, the authorities developed an action plan to implement the 

OECD recommendations. Building on the AIH model, the government established AZCON, a 

dedicated holding company for SOEs operating in transportation and communications sectors, to 

leverage synergies and strengthen Azerbaijan’s role as a logistics hub between Central Asia and 

Europe. Looking ahead, plans are underway to integrate additional large SOEs into either AIH or 

AZCON, with a view of improving their positioning for potential privatization. 

 

The authorities have undertaken significant reforms in recent years to enhance budget 

transparency, strengthen accountability, and improve fiscal governance. These efforts have been 

positively recognized in the Open Budget Index 2023 report, published by the International 

Budget Partnership in May 2024. Azerbaijan achieved a score of 67 points, reflecting a 10-point 

improvement from the previous assessment and exceeding the global average of 45 points by 22 

points. This progress propelled the country from 44th to 23rd place among 125 participating 

nations, marking a 21-position jump and placing Azerbaijan in the category of countries with 

adequate budget openness. 
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The authorities have also made significant progress in strengthening governance, anti-corruption, 

and AML/CFT frameworks. The recent OECD Report on Anti-Corruption Reforms in 

Azerbaijan highlights strong performance in anti-corruption policy implementation, 

strengthening judicial independence, and improvements in public procurement transparency and 

public service digitalization. The country’s anti-corruption policy framework was highly rated, 

with a score of 83 (outstanding), reflecting a well-developed strategy. The report recognizes 

progress in strengthening judicial independence and points to notable improvements in legal 

regulations and judicial selection processes. The new public procurement law has improved 

transparency and competition, leading to a decline in single-source tender cases. Azerbaijan has 

also made notable advancements in e-governance and use of digital tools that have helped reduce 

corruption risks. To address key gaps identified in the OECD assessment, the authorities are 

preparing new legislation on conflict of interest and plan to implement an automated asset 

declaration system based on international best practices. Additionally, they have committed to 

addressing the deficiencies identified in the 2023 MONEYVAL assessment, with significant 

progress already made, including aligning the AML/CFT Law with FATF standards and 

updating corresponding regulatory frameworks. 

 

Moreover, as host of COP29 and current COP President, Azerbaijan has been playing a key role 

in advancing the global climate agenda. The authorities remain committed to ambitious climate 

reforms. The government has finalized its National Adaptation Plan and is expected to submit 

more ambitious mitigation targets this year, while continuing with efforts to achieve its current 

NDC target of 35 percent reduction in emissions by 2030. While Azerbaijan’s contribution to 

global emissions remains small, reducing domestic fossil fuel consumption would lower carbon 

intensity in non-oil exports and support non-oil sector growth. To achieve this, the authorities 

have launched electrification and energy efficiency programs in construction and transportation 

sectors, alongside renewable energy projects aimed at doubling the share of renewables in 

installed capacity by 2030. The newly established Energy Efficiency Fund will support energy 

efficiency measures in the country. Solar and wind power projects are primarily financed through 

private sector investments and public-private partnerships (PPPs) to minimize fiscal pressures, 

while also noting the need to monitor risks associated with PPPs as they gain traction. Azerbaijan 

is also emerging as a regional green energy hub, positioning itself as a key exporter of green 

electricity and green hydrogen to Europe. Large-scale wind and solar projects, developed in 

collaboration with international energy companies   are advancing Azerbaijan’s renewable 

energy transition. A landmark agreement with Georgia, Hungary and Romania will facilitate the 

export of green Azerbaijani energy via an undersea cable beneath the Black Sea, linking planned 

Caspian Sea wind farms to the European grid. As part of its sustainability efforts, Azerbaijan has 

declared the Karabakh and Eastern Zangezur economic regions a "Green Energy Zone", ensuring 

that all electricity in these regions would come exclusively from renewables. Additionally, the 

authorities have been gradually reducing fuel subsidies and supporting State Oil Company’s 

efforts to decarbonize operations. The authorities are also conducting preliminary studies on 

carbon pricing mechanisms and emissions trading systems in select industries to further align 

with global climate policy trends. 


