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I. Background 
 
1. The Azerbaijan economy had average real gross domestic product (GDP) growth of 
10.6% per annum during 2000–2004. This growth was mainly driven by oil revenues which 
made up nearly 40% of Azerbaijan's GDP in 2004. In an effort to diversify and further develop 
and strengthen the economy, international financial institutions (IFIs) have sought to expand 
private sector participation in the Azerbaijan economy by supporting local banks as a means to 
increase the level of bank intermediation. In 2004, total bank assets were only 19.9% of GDP, 
which was low by international standards. Efforts to improve bank intermediation have included 
those by the European Bank for Reconstruction and Development (EBRD), which provided 
lending facilities to seven Azerbaijan banks for an estimated aggregate total of $15.0 million and 
introduced its regional trade finance program in the country. Other initiatives have included SME 
loan facilities provided by the International Finance Corporation (IFC) to private banks, and 
equity investments by the IFC and KfW in the Microfinance Bank of Azerbaijan. Deutsche 
Investitions- und Entwicklungsgessellschaft (DEG) has also provided equity, making an 
investment in Bank Respublika. 
 
2. ADB's initial private sector activities in Azerbaijan were formulated in the report and 
recommendation of the President, Proposed Assistance to Private Banks and Leasing 
Companies in Azerbaijan, which was approved by the Board in March 2006. The approval was 
for total assistance of up to $15.0 million, consisting of loans and equity investments to private 
banks and leasing companies. A screening of candidate institutions for ADB assistance 
narrowed the list to 10 Azerbaijani banks. Fact finding and due diligence missions resulted in 
the eventual selection of three banks: Azerigazbank (AGBank), Bank Respublika, and 
Microfinance Bank of Azerbaijan. 
 
3. ADB entered into a term loan facility agreement with AGBank on 14 December 2006. 
The agreement provided for a $4 million senior secured floating rate loan. ADB and AGBank 
also entered into a pledge-of-rights agreement to secure the loan. Subloans were required to be 
made only to subborrowers operating primarily in Azerbaijan and engaged only in (i) the 
production, service, trade, and agriculture sectors for investment projects; (ii) service sector 
projects; (iii) working capital requirements; and (iv) the purchase of cars, vans, trucks, or 
equipment for the conduct of business in trade, production, or services. 
 
4. In December 2006, ADB signed a facility agreement with Bank Respublika for a $4 
million senior secured loan, the proceeds of which were disbursed in March 2007.  
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5. In November 2007, ADB provided additional assistance to Bank Respublika in the form 
of a subordinated loan of up to $10 million in order to strengthen the bank's capital position and 
underpin the expansion of its lending activities, particularly to SMEs. 
 
II. Project Scope and Objectives 

6. The project was expected to strengthen the private bank and leasing sector at a critical 
point in its evolution and contribute to sustainable economic growth and private sector 
development. The increased extension of small and micro loans by the targeted private banks 
was expected to support the creation of employment and livelihood opportunities outside the oil 
and gas sector. 
 
7. The purpose and objective of the ADB loan to AGBank was to (i) strengthen the 
private bank and leasing sector to contribute to sustainable economic growth and private sector 
development, and (ii) increase private sector bank financing of small and medium-sized 
enterprises and microenterprises to generate employment and livelihood opportunities outside 
of the oil and gas sector. 
 
8. The purpose and objectives of the ADB senior secured and subordinated loans to 
Bank Respublika were (i) strengthening the private bank and leasing sector to contribute to 
sustainable economic growth and private sector development, (ii) supporting the creation of 
employment and livelihood opportunities outside the  oil and gas sector by increasing the 
extension of small and micro loans by private sector banks, and (iii) supporting the development 
of the banking sector by strengthening private sector bank capital. Expected medium and long-
term outcomes of the interventions were: 

(i) Sustainable operations of emerging private banks and leasing companies—
delivering increased financial intermediation while coping robustly with the 
inevitable business cycles; 

(ii) Gradual reduction of dominant market share of public sector banks; increased 
pressure on public sector banks to deliver competitive services, and possibly, 
privatization; and 

(iii) Increased employment and livelihood opportunities for lower-income groups from 
the growth of small-scale business activities outside the oil and gas sector. 

 
 

III. Objectives and Scope of Proposed Project Performance Evaluation Report (PPER) 

9. Objective. The main objective of the independent evaluation is to assess performance 
and derive lessons from the project, which can then be used to assist in the design and 
implementation of future ADB private sector operations in the region, particularly investments in 
similar projects. The evaluation findings are also expected to provide inputs to the planned 
Special Evaluation Study on Development Outcomes of Private Sector Operations.   
 

10. The output of the independent evaluation mission (IEM) will be to produce two PPERs: 
(i) PPER for ADB loan to AGBank; and (ii) PPER for ADB loan to Bank Respublika. 
 

11. Scope. The IEM will assess the project against the evaluation criteria of development 
impacts and outcomes, ADB profitability, ADB work quality, and ADB additionality in accordance 
with the Guidelines for Preparing Project Performance Evaluation Reports on Nonsovereign 
Operations.  
 

12. Specifically, the evaluation will focus on the following major areas: 
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(i) Contributions to private sector development. The PPERs will assess whether 

the project contributed to the growth in the private banking industry in Azerbaijan.  
To the extent possible, the PPERs will attempt to study the improvements in 
governance standards, credit assessment standards, business practices, and 
capitalization of the private banks to enable them to be self sustaining through 
deposit mobilization and bond issuance;  

 
(ii) Contributions to employment and livelihood opportunities outside the oil 

and gas sector. The PPER will attempt study the growth in loans to SMEs and 
how they have contributed to the Government’s goal of developing the non-oil 
sector and in providing increased employment, specifically for low-income 
groups;   

 

(iii) ADB’s Catalytic Role and Additionality. The PPER will assess whether ADB 
played a catalytic role at the inception of the project and whether ADB 
demonstrated value addition to the project on an ongoing basis. 

 

13. The IEM will include the following activities: (i) desk review of all relevant project 
documents; (ii) gathering and review of secondary data including relevant reports on the 
Azerbaijan economy and private sector; (iii) discussions with project staff from operating 
department; (iv) discussions with officials of relevant government offices; (v) meetings with the 
borrowing banks; (vi) recalculate the financial and economic rates of return of the project; and 
(vii) draft and finalize the PPER. 
 

 


