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EXECUTIVE SUMMARY 
 

This report validates, from an independent perspective, the final review of the results of 
operations conducted by the Asian Development Bank (ADB) in Azerbaijan from 2000 to 2011. 
It assesses the quality of the final review as a self-evaluation exercise, and has been prepared 
in a timely manner to identify lessons and recommendations for improving the design and 
implementation of the Country Partnership Strategy (CPS) 2013–2017, planned for approval in 
mid 2013. This is the first country level assessment that ADB’s Independent Evaluation 
Department has prepared for the Azerbaijan program since it joined ADB in 1999.  

 
Azerbaijan had a population of 9.24 million in 2011 and its gross national income per 

capita was at upper middle-income country level (about $5,290 using the Atlas method). 
Increases in economic growth rate from the oil and gas sector, starting with the first oil contract 
of 1994, resulted in a rapid rise in gross domestic product at an annual average rate of about 
15% between 2005 and 2012. This rapid growth has occurred after an initial contraction of the 
economy following its independence in 1991 and conflict with Armenia between 1988 and 1994 
over the disputed Nagorno-Karabakh area. About 62% of households were below the poverty 
line in 1995. The conflict with Armenia led to about 1 million internally displaced persons (IDPs), 
and about 20% of the country’s territory in the west and south is still viewed as occupied.  

 
The ADB country team in the Central and West Asia Department prepared a final review 

of existing country planning and programming approaches in March 2012 called Self Evaluation 
Report of Azerbaijan Operations. It assessed operations conducted from 2000 to 2011 
satisfactory (successful). It listed inclusive growth, improved quality of deliverables given 
capacity constraints, and increased contribution to economic diversification efforts as priorities 
for the next CPS. It recommended continued focus on infrastructure and private sector 
operations. Other areas identified were governance, knowledge products, and gender. 

 
This validation report concurs with the final review’s overall rating of the ADB-supported 

activities as successful and also the identified lessons and recommendations. However, this 
report assessed strategic positioning less than satisfactory, a downgrading from the final 
review’s satisfactory rating, on account of the poorly explained shift over the decade in strategic 
priorities, the late addition to country programming of a country results framework, and the 
incremental setting of targets. This report presented the effectiveness rating as likely effective—
the final review rated it effective. The qualification of likely effective was given since about 80% 
of the interventions approved since 2000 (a program of $1.2 billion) are still ongoing; the smaller 
portion of the portfolio that was completed showed good results. Other final review ratings have 
been confirmed by this validation as relevant, less than efficient, likely sustainable, and 
satisfactory in terms of development impact. The overall successful rating is based on initial 
outcomes achieved from multi-tranche financing facilities (MFF) for roads and urban services, a 
power project, ADB’s first nonsovereign infrastructure investment for a cement project, 
combined with improvements in portfolio performance over the last 2 years.  

 
This validation report criticizes the lack of a CPS for many years in Azerbaijan, and the 

very slow cultivation of a partnership with the government, although this has improved in recent 
years. ADB’s Interim Operational Strategy in 2000, four Country Strategy and Program Updates 
that covered 2001 to 2006, and a Country Operations Business Plan for 2011–2013 guided 
operations from 2000 to 2006 and after 2011. There was no strategic document covering the 
period 2007–2010 when 48% of operations was approved. The absence of a country strategy 
and program or CPS for over 10 years is contrary to ADB guidelines. Insufficient explanation of 
this situation rendered the quality of the final review less than satisfactory. ADB has the second 
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largest portfolio among international financial institutions after the World Bank. In terms of 
sectors, transport and information and communications technology (roads), energy (power), and 
water and other municipal infrastructure and services (urban services) account for about 92% of 
total country approvals. 

 
The evaluation period witnessed a shift in the government’s approach to economic 

growth from early expeditious development of its oil and gas resources, to a more broad-based 
approach looking to long-term growth to reduce poverty and raise living standards from 2006. 
This economic growth, fuelled by the oil and gas sector, coupled with effective targeted social 
assistance programs, has translated into a significant drop in poverty to about 8% in 2011. 
Income inequality has also declined; the Gini index (where 0 reflects equality and 100 reflects 
inequality) using per capita consumption expenditure, was 31.0 (2008 data). However, there 
remains a spatial disparity, with more than three quarters of the population living outside 
wealthier Baku and most of the richest 5% of the population living in Baku. 

 
ADB’s strategy also shifted during the evaluation period from a poverty reduction focus 

to an infrastructure-led economic growth orientation from 2006. Until 2006, ADB’s programs 
focused on direct support to IDPs, agriculture and rural development, water supply and 
sanitation, and rural roads. From 2007, the focus shifted to the transport, water supply and 
sanitation, and energy sectors. Improvements in the country’s repayment capacity after high 
economic growth rates showed that ADB could prudently increase its level of ordinary capital 
resources. However, this strategic and programmatic shift was primarily ADB-driven. While the 
country is eligible for concessional finance through the Asian Development Fund, it opted not to 
borrow from it since 2008.  

 
The lending activities include nine loans totaling $1.09 billion, with three completed and 

six active operations. Contract awards and disbursements have been slow, but are expected to 
improve significantly in 2012. The ADB-wide average on disbursements for sovereign 
operations in 2010 and 2011 were 23% and 22%, respectively, but they were only 11% and 
20% for Azerbaijan. There have been delays in signing loan agreements, procurement, and 
other delays owing to weak contractor performance for civil works. Issues that have affected 
implementation include land and right-of-way acquisition; institutional and organizational 
weaknesses in executing and implementing agencies; and the capacity of individual staff. 
The pace of implementation is expected to increase, for example, through efforts to internalize 
recommendations proposed by ADB’s Safeguards Review Mission in July 2012 that covered the 
road MFF. A twinning arrangement under the urban services MFF planned between the 
executing agency and an established international water utility is expected to strengthen 
institutional and organizational capacity.  

 
Sustained economic performance by Azerbaijan is an issue as oil and gas reserves are 

expected to plateau in the coming decades. While it has weathered the global economic crisis, 
there is a need for a diversified economy, increased competitiveness, and strengthened social 
services. Monopolies, a strong currency, and mismatches between the education curriculum 
and market needs have been impediments to diversification. Economic activities have tended to 
focus around Baku and the Absheron peninsula, resulting in an infrastructure gap in areas 
outside Baku. Existing infrastructure, built to meet subregional needs, is a legacy from the 
former Soviet times, and reconfiguration to country contexts is still a work in progress. Further, 
the IDPs-to-population ratio remains among the highest in the world. 

  
This validation makes the following recommendations for the Central and West Asia 

Regional Department to consider during the preparation of the forthcoming CPS: 
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(i) ADB must always have a valid country strategy under which to operate. Thought 
needs to be given as to how to deal with the long duration MFFs in the next 
country strategy which is for five years and the needed flexibility in case of 
unforeseen changes in economic, political, or portfolio conditions. Annual country 
programming and portfolio exercises should pay special attention to the status of 
such long term MFFs, and annually track the financing envelope available for the 
sector supported by each MFF, the actual tranche approvals, capacity 
improvements in executing and implementing agencies, and development results 
on the ground. Should large delays build up or capacity not be improved in the 
medium term, ADB needs to be able to scale back MFFs; 

(ii) ADB needs to support the continuation of inclusive growth in the long run by 
channeling infrastructure investments and private sector initiatives directly 
towards secondary towns and rural populations; and 

(iii) ADB needs to prioritize public and private sector operations that help diversify 
the economy given that oil and natural gas resources are finite.  



 
 

 

I. INTRODUCTION 

A. Validation Purposes and Procedures 

1. The purpose of this validation is to: (i) assess independently the operations department’s 
final review of the results of operations conducted by the Asian Development Bank (ADB) in 
Azerbaijan from 2000 to 2011, based on an interim operational strategy (IOS) issued in 20001 
and four Country Strategy and Program Updates (CSPUs) covering 2001 to 2006,2 and the 
Country Operations Business Plan (COBP) of 2011;3

 

 (ii) assess the quality of the final review as 
a self-evaluation; and (iii) identify lessons and recommendations to improve the design and 
implementation of the Country Partnership Strategy (CPS) planned for 2013.  

2. The ADB Operations Manual views the evaluation of a completed country strategy as an 
essential step towards the preparation of a new strategy. 4

 

 In instances where a country 
assistance program evaluation is not undertaken by the Independent Evaluation Department 
(IED), the originating regional department prepares a brief final review of the strategic focus of 
the country strategy and the progress achieved, using a country results framework. ADB 
prepared an Interim Operational Strategy, four CSPUs that were actually updates to the IOS, 
and a COBP to guide operations between 2001 to 2006, and 2011.  

3. It is evident from the above list of documents upon which this assessment is based that, 
to date, no full country strategy and program (CSP) or CPS has been prepared, and this is 
contrary to ADB guidelines. The CSPU for 2006 indicated that a full CSP, to be issued by end-
2006, would be aligned with the government’s poverty reduction strategy. This CSPU identified 
education, energy, transport, urban development, and water supply and sanitation as focus 
areas. A country environmental analysis, prepared in November 20055

 

 after completion of the 
urban profile, noted that its purpose was to inform the full CSP, which was to replace the 
annually updated IOS that had guided operations from 2000 to 2005. However, the planned 
CSP was not prepared because (i) the government had lost interest in borrowing from 
international financial institutions, and (ii) the program going forward lacked clarity.  

4. In the past, ADB experienced considerable difficulty in cultivating a partnership with the 
government, but significant progress has been made in recent years. Azerbaijan joined ADB in 
1999, with ADB establishing a resident mission in 2004. However, the government’s enthusiasm 
for a partnership with ADB waned in 2007. Thus, the resident mission was scaled down and the 
international staff withdrawn. Nevertheless, ADB was successful in reengaging with the 
government as it developed a road sector program, approved in September 2007,6 and a water 
supply and sanitation sector program, approved in October 2009, 7  through multi-tranche 
financing facilities (MFFs); a power project in August 2008;8

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

 and four nonsovereign operations 

2 ADB. 2001. Country Strategy and Program Update: Azerbaijan, 2001–2004. Manila; ADB. 2003. Country Strategy 
and Program Update: Azerbaijan, 2004–2006. Manila; ADB. 2004. Country Strategy and Program Update: 
Azerbaijan, 2005–2006. Manila; and ADB. 2005. Country Strategy and Program Update: Azerbaijan, 2006. Manila. 

3 ADB. 2011. Country Operations Business Plan: Azerbaijan, 2011–2013. Manila. 
4  ADB. 2010. Country Partnership Strategy. Operations Manual. Operational Procedures. OM Section A2/BP, 

page 2, para. 5. Manila. 
5 ADB. 2005. Country Environmental Analysis. Azerbaijan. Manila.  
6 ADB. 2007. Proposed Multitranche Financing Facility Road Network Development Program (Azerbaijan). 

The approved amount was up to the equivalent of $500 million. Manila.  
7 ADB. 2009. Proposed Multitranche Financing Facility Water Supply and Sanitation Investment Program 

(Azerbaijan). The approved amount was up to equivalent of $600 million. Manila.  
8 ADB. 2008. Proposed Loan Power Transmission Enhancement Project (Azerbaijan). Manila.  
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totaling $576 million, approved between 2007 and 2010. These activities, undertaken without a 
full CSP in place, and well beyond the scope of the IOS of 2000, amounted to about 48% of 
total country approvals between 2000 and July 2012.  

 
5. In March 2012, the ADB country team prepared a final review of existing country 
planning and programming approaches, called the Self Evaluation Report of Azerbaijan 
Operations. This final review was provided to IED on 20 March 2012 for validation. It assessed 
operations conducted over 2000–2011 as satisfactory (successful). It listed inclusive growth, 
improved quality of deliverables, and increased contribution to economic diversification efforts 
as priorities for the next CPS. It recommended continued focus on infrastructure (including 
logistics) and private sector operations. Other areas identified were good governance, 
knowledge products, and gender mainstreaming. 

 
6. IED conducted the following activities to validate the final review document: (i) a desk 
review of country planning and programming documents; (ii) finalization of an evaluation 
approach paper that identified key issues prior to in-country consultations; (iii) fielding of an 
independent evaluation mission9 from 29 May to 5 June 2012;10

 

 and (iv) headquarters-based 
interviews with the country team. A questionnaire survey was administered to ten focal points 
across agencies and in-country stakeholders to elicit feedback on key areas where ADB has 
been active. Six responses were received.  

7. This validation is divided into three chapters. The first chapter presents background 
information, which includes purposes for preparing this validation and the procedures followed. 
It summarizes the country’s economic development, government’s development plans, and 
priorities and roles of other development partners. The second chapter validates the final review 
based on six assessment criteria with the following weights: strategic positioning (10%), 
program relevance (10%), and efficiency, effectiveness, sustainability, and development impact 
(20% each), in addition to ADB and borrower performance. It culminates in an overall 
assessment with lessons and recommendations. The third chapter assesses the quality of the 
final review.  
 
B. Summary of the Country’s Development Context and Government Plans 

8. Azerbaijan had a population of 9.24 million and a gross national income per capita of 
$5,290 in 2011, using the Atlas method.11 Increases in the economic growth rate stemmed from 
the development of the oil and gas sector, starting with the first oil contract in 1994. As a result, 
gross domestic product (GDP) has risen rapidly at an annual average of about 15% between 
2005 and 2012, after starting from a low base of $409 per capita in 1996.12

                                                
9 The Mission consisted of Rajesh Vasudevan (Evaluation Specialist) and Peter Choynowski (Consultant). 

 This rapid growth 

10 The Mission conducted interviews with focal points in (i) Ministry of Economic Development; (ii) Ministry of 
Transport; (iii) Azer Road Service Open Joint Stock Company; (iv) Azerbaijan Railways Closed Joint Stock 
Company; (v) Azerenerji Open Joint Stock Company; (vi) Azersu Joint Stock Company; (vii) State Amelioration and 
Water Management Agency; and (viii) Garadagh Cement Open Joint Stock Company. Further interviews were 
undertaken with representatives of the World Bank, United Nations Development Programme, and United States 
Agency for International Development. Interviews were also held with the Chairperson of the Oil Workers Rights 
Protection Organization that has partnered with ADB-supported investments in road and water supply sectors. 
Field visits were undertaken for the arterial and rural roads being reconstructed and rehabilitated under ADB 
support in the Baku–Georgian border segment of the East-West Highway. 

11 This is equivalent to an upper middle income country. The country groups are: low income, $1,025 or less; lower 
middle income, $1,026–$4,035; upper middle income, $4,036–$12,475; and high income, $12,476 or more.  

12 The full development of the Azeri-Chirag-Gunashli oil fields in the Caspian Sea began in 2001 and the construction 
of the associated Baku-Tbilisi-Ceyhan oil pipeline was launched in 2002. Further, the development of the Shah-
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has occurred in spite of a contraction of the economy after its independence in 1991 and an 
armed conflict with Armenia over Nagorno-Karabakh between 1988 and 1994. As also a result 
of this, about 62% of households were below the poverty line in 1995. The conflict resulted in 
about a million people becoming internally displaced persons (IDPs), the loss of over 300,000 
livelihoods, and the current occupation of roughly 20% of the country’s territory towards the west 
and south.  
  
9. The government’s early approaches to economic growth until 2005 focused on 
expeditious development of the oil and gas resources. It saw revenues from oil and gas as an 
opportunity to lay a foundation for a market-based economy, capable of generating growth, 
employment, and diversification. This principle is reflected in both the Interim Poverty Reduction 
Strategy Paper of July 200113 and the State Program for Poverty Reduction and Economic 
Development, the country’s first poverty reduction strategy approved in 2003.14

 
  

10. GDP grew at an average annual rate of 13% between 2001 and 2005, driven by foreign 
direct investment in the oil and gas sector. Progress was made in implementing structural 
reforms in 2002 and early 2003, with headway in enhancing the transparency and accountability 
of public finance management and energy subsidies. There was limited success in other areas, 
such as privatization, competition, and demonopolization of the economy.  

 
11. Oil production from the newly developed oil and gas reserves in 2006 (footnote 12), 
accelerated real GDP growth to 35% in 2006 and 25% in 2007. Subsequently, it slowed to 11% 
and 9% in 2008 and 2009, respectively. Oil sector growth helped support the growth of the 
emerging non-oil economy, which grew at an average rate of 10% over 2005–2009. In 2010, in 
the wake of the global financial crisis, the economy grew by only 5%, and in 2011 it barely grew 
even though the non-oil sector expanded by 9%. The sharp slowdown in growth was also due to 
a fall of almost 11% in oil production because of maintenance work in the main oil fields. 

 
12. Between 2006 and 2008, the government significantly increased public spending to 
address critical infrastructure problems that had been deterring broad-based development. 
It also increased social spending to provide support to nearly one-quarter of its 9.24 million 
people, who were then living in relative poverty. So the economic growth, fuelled by the oil 
sector, coupled with the presence of effective targeted social assistance programs with transfers 
from the country’s oil fund, resulted in a drop in poverty rates from 62% in 1995 to about 8% in 
2011. Income inequality also declined; the Gini index (where 0 reflects equality and 100 reflects 
inequality) using per capita consumption expenditure data, was 31.0 (2008 data), with higher 
inequality in cities (32.8) than in towns (28.7) and rural areas (27.1). It has been further 
estimated that two-thirds of the richest top 5% of the population live in cities, which underscores 
a geographic disparity.15

 
  

13. The State Oil Fund of Azerbaijan, created in 1999, has significantly contributed to 
management of oil revenues with a focus on savings and well-defined rules on transfers to the 
national budget for public investments.16

                                                                                                                                                       
Deniz offshore gas field and the construction of the South Caucasus Pipeline, which is to deliver gas from Shah-
Deniz to Turkey were sanctioned in early 2003. All of these were completed in 2006.  

 The purpose of the fund is to ensure the accumulation, 

13 Azerbaijan Republic. May 2001. Poverty Reduction Strategy Paper (Interim Report). Baku. 
14 Azerbaijan Republic. May 2003. Poverty Reduction Strategy Paper. Baku. 
15 World Bank. 2010. Azerbaijan Living Conditions Assessment Report. Washington, DC. 
16 ADB. 2007. Economics and Research Department. How effective are Oil Funds? Managing Resource Windfalls in 

Azerbaijan and Kazakhstan. Manila.  
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management, and use of income generated from oil and gas exploration, and development 
agreements for the citizens and future generations.17

 
 

14. The government’s strategy has become more broad-based since 2006, looking to long-
term growth to reduce poverty and raise living standards. The nine priority areas of the State 
Program on Poverty Reduction and Sustainable Development, approved in September 200818

 

 
and covering 2008 to 2015, include eradication of extreme poverty, improved social protection, 
direct assistance to IDPs, access to and quality of basic services, gender and development, and 
good governance.  

15. However, sustained economic performance is an issue as the oil and gas reserves are 
likely to plateau over the coming decade. Development of the non-oil sector is a priority, and 
human development is recognized as a key to achieving the country’s long-term development 
objective. Although Azerbaijan has weathered the global economic crisis, it has underlined the 
need for a diversified economy, increased competitiveness, and strengthened social services. 
Monopolies, a strong currency, and mismatches between the education curriculum and market 
needs have been impediments to the diversification of the economy.  

 
16. Further, the economic activities have focused on Baku and the Absheron peninsula, 
resulting in an infrastructure gap in rural areas, where three-quarters of the population live. 
In response, the government initiated the State Program on Socio-Economic Development of 
Regions for 2004–2008 and 2009–2013.  
 
17. The existing infrastructure facilities, which are a legacy from Soviet times, were usually 
built to meet the demand of larger subregions at the time, rather than the present smaller 
republics. The electricity grid in Azerbaijan, for example, previously covered the larger 
subregion that included Georgia and Armenia. Reconfiguration of these facilities to meet the 
needs of the individual country is still a work in progress. 
 
18. The IDPs, estimated at around 1 million after the conflict with Armenia, continue to be 
vulnerable because they lack assets and employment opportunities and are heavily dependent 
on state transfers. It is estimated that the country has one of the highest IDP-to-population ratios 
in the world, with 586,013 IDPs remaining in 2010. 
 
C. Summary of the CPS Coverage and Priorities and the Roles of Major Development 

Partners 

19. Country Strategies. The IOS of 2000 and the four CSPUs, that covered 2001 to 2006, 
guided ADB operations from 2000 to 2006; while the COBP of 2011 is providing guidance for 
2012. The strategic objectives of the IOS, which was approved by the Board in February 2001 
and guided operations between 2001 and 2003, included (i) enhancing human development, 
(ii) promoting sustainable growth, and (iii) supporting good governance and institutional 
strengthening. The operations adopted a twin track approach with direct support to the poor, 
specifically refugees and IDPs; and poverty reduction through non-oil sector development in 
order to address concerns related to the resource curse, including the downside of excess 
reliance on the oil sector. 
 
                                                
17 The State Oil Fund of Azerbaijan’s assets have increased about 60 times since 2001, reaching $29.8 billion in 

2011. This is about 45% of the total $66.3 billion raised in revenues.  
18 Program on Poverty Reduction and Sustainable Development in the Republic of Azerbaijan for 2008–2015. 

This was approved by Decree #3043 of the President of the Republic of Azerbaijan dated 15 September 2008.  
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20. Taking into account the weak institutional capacity and limited absorptive capacity, the 
ADB program was set at an annual lending level of $60 million to $80 million and technical 
support of $4 million to $5 million. In light of the weak portfolio performance (fall in annual 
commitments, slow disbursements, delays in counterpart funding, procurement issues) of the 
World Bank through the mid-1990s, which Azerbaijan had joined in 1992, the IOS identified 
operational risks, coping mechanisms, and performance indicators in the agriculture, education, 
health, and road sectors. The operational risks identified at entry included changes in the 
direction of transition at the country level, and deceleration in the pace of reforms at the sector 
level. These were to be tracked through selected social and economic performance indicators 
during periodic country economic reviews and reviews of performance of the CSP, which 
eventually did not materialize.  
 
21. The first CSPU of July 2001 highlighted positive implications of increased economic 
growth on the ready availability of counterpart funding. It noted the favorable signals given to 
development partners that the government was seeking to corporatize state-owned enterprises 
in energy, transportation, and telecommunications. The operational focus was on poverty 
orientation through poverty data analysis and preparation of a national poverty reduction 
strategy. Sector investments were to have a poverty focus through water supply, sanitation, and 
community level infrastructure in some secondary towns. Direct support to IDPs was also to be 
initiated in the Mingechevir region through a Japan Fund for Poverty Reduction (JFPR) grant.  

 
22. The second CSPU of September 2003 identified the government’s lack of familiarity with 
ADB procedures as the reason for the slow progress in lending activities. By that time, 
10 technical assistance (TA) activities and two JFPR grants had been approved. The CSPU 
concluded that progress towards achievement of strategic sector objectives was less than what 
had been planned in the IOS. 
 
23.  The third CSPU of July 2004 reinforced the validity of the priority areas identified by the 
IOS. It noted that the country portfolio was still young, with the first loan, the Flood Mitigation 
Project, being approved in December 2003. 19

 

 It stated that implementation delays in TA 
activities were primarily due to government’s lack of familiarity with ADB procedures. However, 
this was expected to be reduced with the establishment of a resident mission. 

24. The fourth CSPU of January 2006 explained the reason for the shift in strategy away 
from a poverty reduction focus to an infrastructure-led economic growth orientation. 
It highlighted that an assessment of Azerbaijan’s repayment capacity in light of the oil-led 
economic growth rates showed that the country could prudently increase its level of 
nonconcessional borrowing. It argued that the shift towards less concessional financing would 
necessitate a readjustment in the emphasis of ADB’s country program. It added that the 
government had indicated its willingness to use ordinary capital resources (OCR) financing for 
projects in transport, energy, and water supply and sanitation. Although a full CSP was planned 
for later in the year, it was not finalized due to changes mentioned in paras. 3 and 4. 

 
25. While the primary objective of ADB operations remained unchanged after 2006, in 
practice, the focus narrowed to supporting physical infrastructure. ADB also increased its 
involvement in the private sector to strengthen undercapitalized banks and to develop private 
infrastructure. The COBP 2011–2013 has been an interim step in the preparation of a CPS that 
is planned to be approved in 2013. 

                                                
19 ADB. 2003. Proposed Loan and Technical Assistance Grant for the Flood Mitigation Project (Azerbaijan). Approved 

in December 2003, became effective in December 2004, and closed in January 2011. The appraisal estimate was 
$22.0 million, while $23.07 was disbursed. The PCR rated the project successful.  
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26. The COBP included for the first time a results framework with new sector outcomes and 
indicators that cover the period 2011–2015. Prior to this COBP, targets were set iteratively at 
the sector level including through the design and monitoring frameworks of the MFF for roads 
and urban services, and of the power project, which have remained the sectors of engagement. 
 
27. The World Bank prepared a Country Assistance Strategy in December 2006 that 
covered the 4 years until December 2010. It identified a number of risks at entry that helped to 
set the context for the support to Azerbaijan: 

(i) bad macroeconomic management, especially in the context of the oil boom and 
slow implementation of reforms to stimulate the growth of non-oil sectors; 

(ii) governance issues regarding state capture and corruption; 
(iii) regional security issues and the still unresolved Nagorno-Karabakh conflict; 
(iv) lack of implementation capacity after a scaling-up of World Bank portfolio in 

2008; and 
(v) the weak implementation capacity of counterpart agencies and the absence of 

effective implementation staff.  
 

28. Country Program. The resource envelope available to Azerbaijan when it joined ADB in 
December 1999 was determined by its then per capita gross national income of $550 and its 
limited debt repayment capacity. It was categorized as a blend country with predominant access 
to the Asian Development Fund and a limited window to OCR for revenue earning projects.20

 
  

29. The CSPU 2006 highlighted improvements in Azerbaijan’s repayment capacity and the 
decision of ADB to increase the window of nonconcessional borrowing. Rapid economic growth 
was primarily fuelled by the shifting of oil sector investments to production (footnote 12). 
The OCR resource envelope allocated by ADB for 2005–2006 grew to $174 million. The current 
work program and budget framework has estimated $155 million for each year between 2012 
and 2014. So the resource envelope available for Azerbaijan has increased exponentially during 
the 2000s. Table 1 shows the shifts in the ADB strategy from essentially a poverty focus to an 
infrastructure-led economic growth orientation.  
 

Table 1: List of Country Strategy and Programming Reports Prepared in 2000–2012 
 
Approved in 2001–2006  Approved in 2007–2010 Approved in 2011–2012 
• IOS (2000);  
• CSPU (2001) 2001–2004;  
• CSPU(2003) 2004–2006;  
• CSPU (2004) 2005–2006;  
• CSPU (2005), 2006. 
Sectors identified: Support to IDPs, 
Rural Development, Water Supply, 
Rural Roads within Transport 
sector (Health and Education in 
IOS, but not in CSPUs) 
 
 
 
 

No country strategy or country 
programming documents were 
prepared.  
 
 
Sectors identified: Transport, Water 
supply and Sanitation, Energy by 
CSPU 2006. While a full CSP was 
planned for 2006, the change in the 
Government’s interest in borrowing 
from international financial 
institutions following the oil boom, 
and lack of clarity in the program 
going forward resulted in the 
planned CSP being put on hold. 

COBP (2011) 2011–2013 
 
 
 
 
Sectors identified: Under the CSPU 
2006 ADB intended to work on 
education, finance, social, rural 
development, transport, energy, and 
urban service sectors. However, at the 
request of the government, ADB 
ended up working on energy, 
transport, water supply, sanitation 
(COBP, para. 5). 
 

                                                
20 Group B countries are eligible for Asian Development Fund (ADF) and OCR financing based on the two main 

criteria used to classify ADB developing member countries. These are gross national income per capita and 
creditworthiness. Group B1 countries are those that have access to ADF with limited amounts of OCR; Group B2 
countries are those that have predominant access to OCR with limited amounts of ADF. 
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Approved in 2001–2006  Approved in 2007–2010 Approved in 2011–2012
% of total country portfolio 
approved: $127 million or about 
11% of $1.2 billion 

% of total country portfolio 
approved: $576 million or about 
48% of $1.2 billion 

% of total country portfolio approved: 
$500 million or about 41% of $1.2 
billion 

ADB = Asian Development Bank, COBP = country operations business plan, CSPU = country strategy and program 
update, IDP = Internally Displaced Person, IOS = interim operations strategy. 
Source: Independent Evaluation Department, Final Review Validation team. 
 
30. ADB’s portfolio in Azerbaijan is the second largest among international financial 
institutions, behind only the World Bank. The total approved resource envelope for ADB-
supported activities between 2000 and 2012 is about $1.2 billion (Table 2). See Appendix 1 for 
a list of sovereign and non-sovereign operations approved during this period.  
 

Table 2: Approvals for Azerbaijan, 2000–2012 
 

 Sovereign Nonsovereign 
 Loans PPTA Advisory 

TAa 
JFPR 
Grantb  

Loans and 
Equityc Total 

Number 9 11 13 1 5 39 
Amount 
($ million) 

1,094.40 7.23 6.11 2.50  95.00 1,205.24 

% 90.8 0.6 0.5 0.2 7.9 100.0 
ADTA = advisory technical assistance, JFPR = Japan Fund for Poverty Reduction, PPTA = project preparatory 
technical assistance, TA = technical assistance. 
a The 13 ADTAs include 3 small-scale TAs, while the 11 PPTAs include 2 small-scale TAs. 
b Three JFPR grants were approved during the evaluation period although two totaling $2.5 million were cancelled.  
c Nonsovereign operations do not include 1 guarantee totaling $232.32 million that was cancelled.  
Source: Independent Evaluation Department, Final Review Validation team. 
 
31. The lending activities include nine loans for a total of $1.09 billion. While three of these 
loans have been completed, six are ongoing with a net loan amount of $990.28 million, out of 
which $211.69 million has been disbursed (about 21%). Table 3 presents the list of completed 
and active loans as of 31 July 2012.  
 

Table 3: List of Nine Loans—Three Completed and Six Active  
(as of 31 July 2012) 

 
Loans Status
Completed = 3   

Flood Mitigation Project; December 2003; $22 million Completed, January 2009 
Urban Water Supply and Sanitation Project; December 2004; $30million  Completed, June 2011 
East-West Highway Improvement Project; December 2005; $52 million  Completed, June 2010 

Active = 6  
MFF on Roads - Road Network Development Program;  Active 

Tranche 1; September 2007; $200 million,   
Tranche 2; August 2008; $55.71 million,  
Tranche 3; December 2011; $200 million (signed but not effective yet)  

MFF on Urban Services -Water Supply and Sanitation Investment Program Active 
Tranche 1; October 2009; $75 million,  
Tranche 2; June 2012; $300 million (signed but not effective yet)  

Power Transmission Enhancement Project; September 2008; $160 million  Active 
MFF = multi-tranche financing facility. 
Source: Independent Evaluation Department, Final Review Validation team. 
 
32. The non-lending activities include a $2.5 million JFPR grant, 24 TA activities (11 project 
preparatory [PPTA] and 13 advisory [ADTA]) for an approved amount of $13.34 million on the 
public sector side. There have also been five nonsovereign operations for $93.0 million, 
excluding a guarantee for $232.3 million that was cancelled after its approval in June 2010. 
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33. The country program spread across seven sectors through the evaluation period. 
The three sectors that accounted for about 92% of the $1.2 billion loan portfolio are (i) transport 
and information and communications technology at $510.26 million and the largest share of 
42.3%, (ii) water and other municipal infrastructure services at $409.58 million or 34%, and 
(iii) energy at $188.85 million or about 15.7%. The remaining sectors include finance at 
$69.20 million (5.7%), agriculture and natural resources at $23.20 million (1.9%), public sector 
management at $3.56 million (0.3%), and health and social protection at $600,000. See 
Figure 1 for the distribution of the ADB program by sector.  

 
34. In addition, seven regional TA activities that included Azerbaijan totaled $3.62 million. 
Areas covered by the regional TAs included analytical work for solid waste management, 
financial sector development, implementation of environmental safeguards, mainstreaming land 
acquisition and resettlement safeguards, gender and development, improving the social 
protection index, and public sector management. 
 
35. Portfolio Implementation. The evaluation period from 2000 to 2012 can be divided into 
three phases based on the country planning or country programming reports that were 
prepared. Figure 2 shows approvals during each of these three phases. The first phase (2000–
2006), saw the preparation and approval of the IOS (2000) and four CSPUs (2001–2006). 
During the second phase, (2007–2010), no country strategy or programming report was 
approved, and although work on a full CSP started in 2007, it was put on hold. During the third 
phase (2011 onwards) a COBP was prepared. 
 
  

 
Figure 1: Approvals by Sector, 2000–2012 

Total $1.20 billion through 39 activities 
($ million) 

 

 
 

ANR = agriculture and natural resources, ENE = energy, FIN = finance, HSP = health and social protection, PSM = 
public sector management, TRP = transport and information and communications technology, WMI = water and other 
municipal infrastructure and services.  
Source: Independent Evaluation Department, Final Review Validation team. 
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Figure 2: Approvals in 2000–2006, 2007–2010, and 2011–2012 

($ million) 

 
Source: Independent Evaluation Department, Final Review Validation team. 

 
36. Table 4 lists all the activities programmed between 2000 and 2012 in terms of these 
three phases. All the activities approved after 2007 are ongoing. The total active portfolio is 
$990.28 million, out of which about 21% has been disbursed as of 31 July 2012.  
 

Table 4: Activities Programmed and Approved during 2000–2012  
 

Approved during 2000–2006 
Completed 

Approved during 2007–2010 
Active 

Approved during 2011–2012 
Active 

Flood Mitigation Project; PCR Rating: 
Successful 
 
Urban Water Supply and Sanitation 
Project; PCR Rating: Less than 
successful  
 
East-West Highway Improvement 
Project; PCR Rating: Successful  
 
One nonsovereign loan.  
Private Banks and Leasing 
Companies in Azerbaijan  
PPER rating: Less than Successful 
 
Seven PPTA and 10 ADTA activities.  
TCR Ratings:  
PPTA – 1 successful, 1 less than 
successful;  
ADTA – 3 successful, 6 less than 
successful  
Three JFPR out of which two were 
cancelled; 
ICM Rating: Overall satisfactory 
 
Three SSTA activities.  

MFF for Road Sector – Two tranches.  
To be completed in December 2012 and 
December 2013, respectively.  
 
MFF for Urban Services – First tranche 
to be completed in June 2014.  
 
Power Transmission Enhancement 
Project 
To be completed in December 2012. 
 
Four nonsovereign loans:  
Debt Financing to Bank of Baku; 
International Bank of Azerbaijan Bank; 
Respublika Open Joint Stock Company; 
Garadagh Cement Open Joint Stock 
Company; 
(one guarantee for $232.4 million was 
cancelled) 
 
Three PPTA approved.  

MFF for Road Sector – Third tranche 
To be completed in December 2014.  
 
MFF for Urban Services – Second 
tranche. To be completed in June2017.  
 
One SS-PPTA approved in April 2012 
 
Second Road Network Development 
Investment Program for $500 million 
approved in October 2012 
 

ADTA = advisory technical assistance, JFPR = Japan Fund for Poverty Reduction, MFF = multi-tranche financing facility, 
PCR = project completion report, PPER = project performance evaluation report, PPTA = project preparatory technical 
assistance, SSTA = small-scale technical assistance, TCR = technical assistance completion report.  
Note: Shaded columns show completed operations while unshaded columns show active operations. 
Source: Independent Evaluation Department, Final Review Validation team. 
 

37. Key Development Partners’ Strategies and Programs. The level of coordination 
across the 27 in-country multilateral and bilateral development partners has been weak at the 

127.47m 
11% 

575.55m, 
48% 

500.22m, 
41% 

2001−2006 2007−2010 2011−2012 
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strategic level, although this has happened better at the operations level. Despite this, the 
problem has been discussed rather cursorily in the final review under the section on ADB and 
borrower performance. The United Nations Development Programme (UNDP) is now taking the 
lead to help the country develop its Vision 2020 in an effort to bring about a strategic 
perspective that is shared more widely across the different development partners.  
 
38. ADB’s priority sectors since 2007 have been roads, water supply and sanitation, and 
energy, and the major development partners have tended to focus their operations on the same 
sectors; a full division of the work along sector lines has not taken place. This runs the risk of 
the government being able to play off donors against each other, if donor coordination is 
insufficient. In the energy sector, key players include the European Bank for Reconstruction and 
Development (EBRD) (policy and regulatory framework), the International Finance Corporation 
(energy efficiency and small and medium-sized enterprise [SME] development on logistics for 
the oil sector value-chain), and UNDP (sustainable energy). In public sector management, the 
focus of the World Bank is on capacity development in infrastructure sectors. 
  
39. In transport, while EBRD focuses on policy and regulatory issues, the World Bank is 
present in the roads and railways subsector. In water supply and sanitation, the World Bank 
covers water supply and solid waste management, while the Korea International Cooperation 
Agency is active in deploying related infrastructure. In the area of private sector development 
and finance, the International Finance Corporation, German Agency for International 
Cooperation, and European Union are active in SME development, access to finance, the 
housing sector, and rural infrastructure. 
 
40. The World Bank assists in the water supply and sanitation and roads sectors, as well as 
in some social sectors and agriculture. The Islamic Development Bank is involved in water 
supply and sanitation, roads, and agriculture; the Kreditanstalt Für Wiederaufbau (German 
Development in energy and water supply and sanitation; and the Japan International 
Cooperation Agency in water supply and sanitation and power.   
 
41. ADB initiated quarterly portfolio reviews from 2010, and the annual portfolio review that 
was conducted in November 2011 was a joint effort with the World Bank. This has been useful, 
as the presence of multiple agencies in planning and implementing development projects, such 
as the Office of the President, Cabinet of Ministers, Ministry of Finance, and Ministry of 
Economic Development, has underscored the need for continued dialogue on implementation 
issues. The validation mission found that ADB has also coordinated individual operations with 
other international financial institutions, including the World Bank, International Monetary Fund, 
UNDP, EBRD, and the Islamic Development Bank, as well as with bilateral aid agencies such 
as the United States Agency for International Development.  
 

II. VALIDATION OF FINAL REVIEW REPORT OF AZERBAIJAN OPERATIONS 

A. Strategic Positioning 

42. The final review rated ADB’s support to Azerbaijan satisfactory on the basis that ADB’s 
strategic positioning was consistent with the government’s development strategies from 2001 to 
2010. With poverty at 62% (for 1995, the earliest available data) and per capita GDP of $663 in 
2000, ADB’s focus on poverty reduction was consistent with the Interim Poverty Reduction 
Strategy of the government. It was also consistent with ADB’s 1999 Poverty Reduction 
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Strategy;21 2004 Enhanced Poverty Reduction Strategy;22 and its Medium Term Strategies I and 
II,23 approved in 2001 and 2006, respectively, which focused on the poorest of the poor. The 
ADB country program was also consistent with Strategy 2020, ADB’s current long-term strategic 
framework for 2008–2020.24

 
  

43. As indicated in the final review, the initial ADB priorities listed in the IOS (approved in 
December 2000) were direct support to IDPs, public resource management, infrastructure, and 
the business environment for private sector development. From 2001 to 2005, the focus 
narrowed to IDPs, agriculture and rural development, water supply and sanitation, and roads as 
a response to changes in the country’s development needs and economic conditions. Also, in 
2003, the government approved the State Program for Poverty Reduction and Economic 
Development and, in 2004, the State Program on Socio-Economic Development for the 
Regions, to which ADB responded by adding rural finance development to its country program. 

 
44. The final review did not elaborate on the circumstances surrounding the shift in strategic 
focus from IDPs, agriculture and rural development, water supply and sanitation, and roads until 
2006 to the present focus on transport, water supply and sanitation, and energy from 2007. 
Findings of the evaluation are that this change in strategic direction was ADB-driven, especially 
in the context of ADB’s Medium Term Strategy II approved in 2006. However, at a time when 
economic growth in the country was accelerating, and issues of poverty and IDPs were still 
unresolved, the drastic shift would have needed more justification. 
 
45. The CSPU, approved in January 2006, made the following observation: “… an 
assessment of Azerbaijan’s repayment capacity shows that it can prudently increase its level of 
nonconcessional borrowing. However, the shift toward nonconcessional financing will 
necessitate an adjustment in the emphasis of ADB’s program. The government has indicated its 
willingness to use OCR-financing for projects in transport, energy, and water supply and 
sanitation” (para. 15). The assessment of Azerbaijan’s repayment capacity refers to an 
information paper of September 2004.25

 

 The final review also did not explain why no full CSP or 
CPS was finalized subsequent to the IOS, although there were such plans in 2006.  

46. The COBP that was approved in May 2011 included a country results framework, with 
new sector outcomes and indicators covering the period 2011–2015. Prior to this country results 
framework, targets were set ad hoc, including through the design and monitoring frameworks of 
the MFF for roads and urban services, and of the power project. This makes assessment of the 
contributions of past ADB support rather problematic.  

 
47. The absence of a country strategy after the IOS meant that activities tended to be 
prepared without the benefit of an analysis of what had worked and not worked, and what new 
areas ADB could have entered. A series of MFFs, starting with the road MFF in September 
2007 and the urban services MFF in October 2009, straddled several years without a CSP or a 
CPS. Perhaps the final review raised this concern with the observation that “... ADB’s operations 
could have benefitted from more continuity in its CSPU programming focus ...” A more thorough 
and candid assessment would have been helpful. This validation has, therefore, downgraded 
the final review’s rating of strategic positioning to less than satisfactory. 
 
                                                
21 ADB. 1999. Fighting Poverty in Asia and the Pacific: The Poverty Reduction Strategy. Manila. 
22 ADB. 2004. Enhancing the Fight against Poverty in Asia and the Pacific: The Poverty Reduction Strategy of the 

Asian Development Bank. Manila. 
23 ADB. 2001. Medium Term Strategy. Manila; and ADB. 2006. Second Medium Term Strategy. Manila. 
24 ADB. 2008. Strategy 2020: Working for an Asia and Pacific Free of Poverty. Manila. 
25 ADB. 2004. Azerbaijan - Reassessment of Debt Repayment Capacity. Manila.  
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B. Program Relevance 

48. The final review rated ADB’s program relevant on the basis that the government needed 
advisory support and program funding to meet its objectives. The final review also stated that a 
better enabling environment was required for the private sector to grow. It then followed up with 
a description of the support that ADB had provided. Although this validation agrees with the 
rating of relevant, the final review’s approach was too descriptive and provided little analysis. 
This section should have assessed how ADB’s program addressed the key sector issues and 
government sector objectives and how the program reflected the country and sector strategies 
found in the IOS and CSPUs. It should have further assessed the design quality of ADB’s 
support and the evaluability of the design and monitoring frameworks (formerly, project 
frameworks) of key projects. 
 
49. The IOS indicated that the important areas for ADB support were direct support to the 
poor including the refugees and IDPs, and poverty reduction through non-oil sector 
development to overcome the problems posed by the reality of the resource curse. Non-oil 
sector development included agriculture, rural development, private sector development 
(especially SMEs), urban infrastructure, education, and health (nutrition). Support for transport 
infrastructure, particularly in the rural areas, was also included.  

 
50. In terms of policy orientation, the IOS noted that ADB operations were to focus on 
(i) institutional capacity development at central and local levels; (ii) regulatory and policy reforms 
in key social and infrastructure sectors; and (iii) improving the business environment for private 
sector development. It also pointed out that ADB operations would have to contend with a 
limited absorptive capacity in the country. The CSPU of 2001 suggested that ADB extend 
support for improvements in governance and strengthening of public institutions. 

 
51. The first three years of operations in Azerbaijan adhered closely to the IOS’ suggested 
areas of intervention. In 2001, ADB approved three ADTA projects for capacity development of 
strategic economic policy formulation in the Ministry of Finance, capacity building for poverty 
data analysis, and preparation of a medium-term national poverty reduction strategy. These 
were followed by a JFPR grant in 2002 to pilot integration of IDPs into society.  

 
52. In 2003, ADB approved four ADTA projects on capacity building for the medium-term 
poverty reduction strategy implementation, microfinance sector development, development of a 
competition policy framework, and supporting river basin and flood management planning. 
By 2003, ADB had also approved three PPTA activities for urban water supply and sanitation, 
early childhood development, and flood mitigation. 

 
53. The CSPU for 2004–2006 that was approved in September 2003 confirmed the strategic 
directions in the IOS and the previous CSPU. In 2004, ADB approved (i) an urban water supply 
and sanitation project along with TA for institutional strengthening, (ii) two ADTA projects, for 
capacity building at the Ministry of Economic Development and for developing microfinance 
regulations and a collateral framework, and (iii) a PPTA for preparing a social infrastructure 
project for IDPs. These interventions were in line with the IOS and the CSPU of 2001 and with 
the government’s priorities. 

 
54. In 2005, ADB approved an ADTA for a transport sector development strategy and a 
PPTA for the southern road corridor improvement. Further, an ADTA activity for participatory 
strategy development for achieving the Millennium Development Goals was also initiated. ADB 
also approved PPTA for a renewable energy project and a loan for improvement of the East-
West Highway. Support for transport and renewable energy was not entirely consistent with the 
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IOS of 2000 and the CSPU of 2001 (the focus of transport was rural roads and energy was not 
included). However, the CSPU approved in January 2006 indicated the government’s 
willingness to use financing from ADB’s OCR envelope for projects in transport (roads), energy 
(renewable energy and gas supply in underdeveloped regions), and water supply and 
sanitation.  

 
55. The CSPU of 2006 also stated that ADB would support privatization and private entities 
in key economic sectors and the approach to addressing the IDP issue was to be broadened to 
build the capacity of local institutions in support of the government’s policy of decentralization 
and local empowerment. Investment in basic education was also to be a priority area. However, 
the agriculture and rural development sector was no longer to be part of the forward assistance 
pipeline. In essence, the 2006 CSPU justified ex-post the support ADB had provided in 2005. 
 
56. In 2006 and 2007, ADB provided support to the financial sector through its private sector 
operations and to the transport sector. This comprised loans to five private sector banks and an 
MFF for a road network development program (ongoing), which was consistent with the IOS and 
the CSPU of 2006. In 2008, ADB provided a loan for a power transmission enhancement project 
(ongoing) and a PPTA of $1 million for a railways sector development program.  

 
57. In 2009, ADB approved an MFF for a water supply and sanitation investment program 
(ongoing) that was consistent with the CSPU of 2006. In 2010, ADB provided a loan to 
Garadagh Cement to expand existing facilities, improve energy efficiency, and increase private 
sector development. ADB operations after 2006 were consistent with its strategic directions, 
except for the PPTA for the railways sector development program. Support to railways was not 
envisaged in the IOS or subsequent CSPUs. 
 
58. The design quality of the three completed projects that were approved between 2000 
and 2006 (see Table 3) was satisfactory, notwithstanding the severe cost overruns and the 
subsequent reductions in scope. Given the rapid changes in the prices of inputs at the time, cost 
overruns were likely unavoidable.  

 
59. The evaluability of the design and monitoring frameworks of the completed projects 
could have been better, particularly with respect to the Flood Mitigation Project. The project 
should have provided for a monitoring and evaluation unit, rather than depending on the 
executing agency to comply with the related covenant.  
 
60. The COBP that was approved in May 2011 included a results framework with new sector 
outcomes and indicators for the period 2011–2015. Prior to this results framework, targets were 
set through the design and monitoring frameworks of the MFF modalities in roads and urban 
services, and projects in power and flood mitigation. This has made assessing contributions of 
ADB support problematic. However, on balance, this validation concurs with the final review’s 
rating of program relevance as relevant. 
 
C. Efficiency 

61. The final review rated ADB support less than efficient. It stated that delays in the 
processing of projects and TA activities occurred in the earlier years of ADB operations because 
of the government’s unfamiliarity with ADB procedures and, at the same time, ADB’s 
unfamiliarity with the government’s procedures. It added that cost overruns for two projects, the 
East-West Highway Improvement Project and the Urban Water Supply and Sanitation Project, 
had resulted in reduced scopes and higher transaction costs for ADB and the government from 
the processing of follow-up loans to complete the original expected outputs. 
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62. The project completion report (PCR) for the Flood Mitigation Project provided an 
economic internal rate of return (EIRR) estimate of 29.5%. However, the monitoring and 
evaluation system provided under the project was ineffective and, therefore, the estimates of the 
economic benefits of the project may well be inaccurate. The PCR (Appendix 9, para. 2, 
footnote 1) noted that “... the scope of the project monitoring and evaluation system as designed 
was not sufficiently detailed to provide the data required to undertake an economic evaluation.”  

 
63. The PCR for the East-West Highway Improvement Project recalculated the EIRR at 
20.4%. The final review incorrectly stated that this project was rated inefficient. The PCR for the 
Urban Water Supply and Sanitation Project calculated an EIRR of 8.9% for one town and 
calculated no EIRR for the other two towns because the assets created were “not yet being 
used for delivery of water services, as the intake facilities need to be supplemented by concrete 
improvements in distribution networks.” The project was viewed as inefficient. 

 
64. The Implementation Completion Memorandum for the integration of IDPs through the 
JFPR project stated that “the actual cost per housing unit is one of the lowest in the country as 
compared to other similar settlements,” indicating the project’s cost effectiveness.  
 
65. The active portfolio, as shown in Figure 3, totals $990 million. It consists of six projects, 
three of which are in the transport sector MFF, two projects in the urban services MFF, and one 
project in power. The earliest of these six projects was a tranche approved under the road MFF 
in October 2007. The most recent approvals are the second project within the urban services 
MFF (in June 2012) and the third project within the road MFF (in July 2012).  
 

 
66. Figure 3 shows the net loan amount, contract awards, and disbursement rates of the 
active loan portfolio between 2010 and 2012. The contract awards and disbursements have 

 
Figure 3: Active Portfolio—Cumulative Approvals, Contracts Awards, Disbursements 

($ million) ($990.28 million for six projects out of $1.20 billion as of July 2012) 

 
 
Source: Independent Evaluation Department, Final Review Validation team. 
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been slow, although they were expected to be faster than the ADB average for 2012 set at 23%. 
The ADB-wide average on disbursements for sovereign operations in 2010 and 2011 was 23% 
and 22%, respectively.26

 

 There have been delays in implementation as reflected in the gaps in 
elapsed time and physical progress, with four of the six active projects extended between 
6 months and 2.5 years.  

67. There were delays in signing loan agreements, procurement delays, and delays due to 
weak contractor performance for civil works components. Further, some generic issues that 
have emerged during implementation include inaccurate cost estimates prepared by feasibility 
studies; price escalation, cost overruns, truncation, and carry forward of project components to 
subsequent MFF tranches; land acquisition issues and delays in acquiring right-of-way; and the 
varied capacity of staff in the executing and implementing agencies.  
 
68. Two out of the six active projects have been rated to have potential problems by their 
respective project performance reports in early 2012, with the sixth active project only signed in 
July 2012. The 2011 ADB average on the performance of sovereign operations rated 
satisfactory during implementation was 91%, while the target for 2012 has been set at 80% 
(footnote 26). So the country’s average has remained lower than the ADB average. 

 
69. On the government side, the presence of multiple agencies in planning and 
implementing development projects has underscored the need for sustained dialogue on 
implementation issues. This included the Office of the President, the Cabinet of Ministers, 
Ministry of Finance, and Ministry of Economic Development. In response, the ADB resident 
mission has initiated country portfolio reviews from 2011. In addition, an annual portfolio review 
was conducted for the first time in 2011, in collaboration with the World Bank. The World Bank 
portfolio has faced similar implementation challenges and in fiscal years 2010 and 2011 
numerous projects were aggressively restructured and weakly performing ones cancelled. 

 
70. The final review did not discuss the efficiency with which the TA activities were 
implemented. Out of the 13 ADTA activities that were approved during the evaluation period 
totaling $6.11 million, only 3 totaling $1.35 million (about 22%) were self-assessed successful or 
higher, while 5 totaling $2.86 million (about 47%) were self-assessed less than successful or 
lower. Two of the completed ADTA activities do not have technical assistance completion 
reports (TCRs) available, with the remaining three being small-scale TA projects. Thus, a 
considerable portion of the funds supported ADTA activities that were less than successful.  

 
71. The final review implied that the resources for several PPTA projects were used 
inefficiently as no project materialized. There were five such PPTA projects, namely, the 
microfinance sector development project, early childhood development project, social 
infrastructure for IDPs and vulnerable persons project, the renewable energy development 
project, and the railways sector development program. These five totaled $3.14 million, which is 
more than 40% of the total $7.23 million for PPTA activities. In addition, two of the three JFPR 
grants totaling $2.5 million were cancelled, and this is not discussed in the final review.27

 
 

72. This validation concurs with the final review’s less than efficient rating.  

                                                
26 ADB. 2011. Development Effectiveness Review: 2011 Report. Manila. 
27 ADB. 2005. Proposed Grant Assistance to Azerbaijan for the Mahalla Business Development Project. Manila 

(JFPR-9075), approved in September 2005 for $1.5 million and was cancelled during implementation; ADB. 2005. 
Proposed Grant Assistance to Azerbaijan for the Affordable Services and Water Conservation for the Urban Poor 
Project. Manila (JFPR-9086), approved in February 2006 for 1 million and was also cancelled during 
implementation.  
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D. Effectiveness 

73. The final review stated that the completed projects that were approved between 2000 
and 2006 generally delivered the expected outcomes, and therefore rated the ADB-supported 
program effective (only the Water Supply and Sanitation Project was rated less than effective). 
In addition, it highlighted the contribution of ADB support to institutional and organizational 
development by strengthening the procurement capacity of executing agencies and promoting 
financial management, transparency, and high integrity standards. The final review noted that 
the performance of three loans to private sector banks was mixed, with two being rated less 
than successful and the third successful. It further added that ongoing programs and projects 
approved between 2007 and 2011 are expected to achieve the intended outcomes. 
 
74. Effectiveness needs to be viewed in terms of the likelihood that the stated outcomes will 
be achieved, as a major part of the portfolio is still under implementation (Figure 4). Only three 
of the total nine sovereign projects have been completed as of July 2012. These three 
completed projects are Flood Mitigation Project approved with a loan of $23.57 million in 
December 2003 and completed in January 2009, Urban Water Supply and Sanitation Project 
approved with a loan for $30 million in December 2004 and completed in June 2011, and East-
West Highway Improvement Project approved with a loan for $52 million in December 2005 and 
completed in June 2010. The net loan amount of the three completed projects is $94.07 million. 
 

 
Figure 4: Approvals and Disbursements for Active and Completed Projects  

($ million) 
 

 
 

Source: Independent Evaluation Department, Final Review Validation team. 
 
75. The six active sovereign projects include the road MFF with its three tranches, the urban 
services MFF with its two tranches, and one power transmission project. The total resource 
envelope for the six active sovereign projects is $990.28 million, out of which about 
$211.69 million has been disbursed as of July 2012, which is about 21%. Further, as mentioned 
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in para. 60, prior to the COBP approved in May 2011 that included a country results framework 
with prospective performance indicators, the sector targets were set incrementally on a sector-
by-sector basis through the design and monitoring frameworks of the MFF in roads and urban 
services, and of the projects in power and flood mitigation. 
 
76. The outcomes for the East-West Highway Improvement Project included improved 
quality and efficiency of transport on the East-West Highway and selected rural roads. The PCR 
prepared in November 2011 assessed the project effective, with about 94 kilometers of road 
rebuilt in the Gazakh-Georgian border and Yevlakh-Ganja sections. However, cost estimates 
that were prepared by feasibility studies for the project were inaccurate. Consequently, the 
Ganja bypass road and rural roads components had to be carried forward to the subsequent 
MFF, while cross-border trade facilitation was dropped as it was financed by the government. 
This reduced the effectiveness of the project in the view of this validation. 
 
77. The anticipated outcome of the MFF for the road sector is the creation of an adequate, 
efficient, safe, and sustainable road network connecting the country domestically and 
internationally. 28

 

 The outcomes are specific increases in the share of roads in good to fair 
condition from 10% in 2006 to 50% in 2015, increase in freight traffic by 50% in 2015 from 7,536 
million ton-km in 2005, increase in passenger traffic by 30% in 2015 from 10,892 million 
passenger-km in 2005, and funding for road maintenance from $55 million in 2006 to at least 
$250 million in 2015, and a 10% reduction in road traffic accidents by 2015 from 3,179 in 2005. 
However, the results framework of the COBP has dropped the two outcome indicators on road 
maintenance and passenger traffic.  

78. This validation rates the activities under the ongoing MFF on the road sector likely 
effective (in line with the final review), despite challenges that are being faced during 
implementation. The primary issues in implementation have included inaccurate cost estimates 
prepared by feasibility studies; price escalation, cost overruns, truncation of activities, and carry 
forward of project components to subsequent MFF tranches; land acquisition issues and delays 
in acquiring right-of-way; and varied capacity of staff in executing and implementing agencies.  

 
79. Land acquisition and resettlement are central issues in the road activities, as securing 
the right-of-way in a timely manner has proved problematic. These are now being resolved on a 
case-by-case basis with an external monitoring agency validating resettlement activities in close 
collaboration with the government and selected civil society organizations, although there is still 
room for more transparency. ADB approved a Second Road Network Development Investment 
Program for $500 million in October 2012. This is to include two tranches and cover 
63 kilometers of roads in the North-South Corridor of the country.29

 
  

80. The Urban Water Supply and Sanitation Project and the active tranches of the MFF for 
urban services comprise the engagement in the water supply and other municipal infrastructure 
services sector. The outcome of the completed project was improved water supply and 
sanitation services in the three secondary towns of Agdash, Goychay and Nakhchivan. 
The PCR that was prepared in December 2011 assessed its effectiveness less than effective, 
given the change in scope that reduced investments for the distribution and sewerage networks. 

                                                
28 The MFF for the road sector, which has a total resource envelope of $500.00 million, consists of three tranches: 

(i) a first tranche for $200.00 million approved in October 2007, (ii) a second tranche for $55.50 million approved in 
August 2008, and (iii) a third tranche for $200.00 million approved in December 2011 and signed in 27 July 2012. 
As of July 2012, the amount disbursed under the MFF is about $89.63 million.  

29 ADB. 2012. Proposed Multitranche Financing Facility Republic of Azerbaijan: Second Road Network Development 
Investment Program. Manila.  
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These were moved to the Water Supply and Sanitation Investment Program MFF approved in 
September 2009.  

 
81. The planned outcomes of the MFF for urban services include an increase in water 
supply and sanitation services coverage to 100% in participating secondary towns—Agdash, 
Goychay, Nakhchivan, and Beylagan; a reduction of water loss from more than 60% in 2009 to 
less than 25% by 2017; and a higher percentage of wastewater collected and treated from less 
than 5% in 2009 to 100% by 2017. To date, two tranches have been approved and signed 
under the MFF for urban services—the first tranche of $75.0 million in September 2009, and the 
second tranche of $300.0 million in June 2012. About $29.5 million has been disbursed under 
the first tranche and so there is substantial ground still to be covered.  

 
82. This validation agrees with the final review’s assessment that activities under the 
ongoing MFF for urban services are likely effective, despite the substantial ground that needs to 
be covered in implementation and despite the issues that have emerged in the past. There have 
been problems related to disclosure of project related information to affected stakeholders. In 
response, a public information disclosure policy has been put in place, and this is being adhered 
to by the implementing agencies and the ADB resident mission.  
 
83. There have been demands for training and awareness campaigns that go beyond the 
nominal public consultations. In response, there are plans to pilot hygiene and sanitation 
awareness programs in partnership with the United Nations Children’s Fund across project 
towns. Capacity development of executing and implementing agencies is now a priority, and a 
twinning arrangement is planned between Azersu Open Joint Stock Company and an 
established international water utility. 

 
84. The Power Transmission Enhancement Project and a follow-up power distribution 
investment that is currently under preparation are ADB’s activities in the energy sector. 
Implementation of the original scope of the power transmission project is assessed effective and 
is expected to be completed by the end of 2012. These include construction of transmission 
lines, new substations, and expansion of substations. The amount that has been disbursed as 
of July 2012 is $92.51 million.  

 
85. The government has requested ADB for a follow-up activity to finance the rehabilitation 
of the power distribution system in the country. ADB’s view is that an MFF is the appropriate 
modality. A power sector master plan was prepared under ADB support and a power sector 
assessment was conducted during the power distribution investment program's due-diligence 
work.  

 
86. The Flood Mitigation Project was assessed by the PCR effective, a rating which was 
validated by IED. The outputs of the project were effective in improving protection against 
recurring flood damage and total beneficiaries across the 5 towns and 43 villages was estimated 
to be about 240,000 as per initial plans. The planned activities for structural measures through 
construction of physical infrastructure were completed. The non-structural measures included a 
community-based watershed management pilot that was, however, not scaled up; improved 
flood forecasting and warning capabilities in 13 meteorological stations; and strengthened 
disaster preparedness through institutional reforms and procurement of state-of-the-art 
equipment for channelization and riverbed shaping.  
 
87. Although there may well have been favorable outcomes of the project on the local 
economy, they were not documented. The monitoring and evaluation system was not adequate 
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to cover and report all achievements, which was in partial compliance with the covenants of the 
project. 

 
88. The final review could have discussed in greater detail the effectiveness of the 24 TA 
activities and 3 JFPR grants. Of the 13 ADTA activities, 6 were less than successful or lower 
and the TCRs noted that there was a lack of government commitment to the objectives of the 
ADTA activity. Further, three JFPR grants were approved for $5 million, two of which were 
cancelled, while the remaining one was implemented satisfactorily. Reasons for the cancellation 
of the two grants are unclear, but it appears that 2006 was a transition period in the 
government’s borrowing policy.  

 
89. The effectiveness of the PPTA activity for developing the railway sector program has 
been limited. It was approved in October 2008 for $1 million, out of which about $459,000 was 
disbursed. It was truncated and closed prematurely in July 2010. The validation mission 
gathered that the performance of the consulting firm and outputs prepared were suboptimal. 
While no TCR has been prepared, a railway project is still a possible option, as noted in the 
COBP of 2011. In-country consultations with Azerbaijan Railways Company highlighted an 
upcoming railway program totaling $3 billion for 2011–2015, although this is being driven by the 
World Bank and Czech Export Import Bank.  

 
90. The nonsovereign portfolio consists of three loans totaling $68 million and one 
infrastructure project for the expansion of a cement plant in Baku for $27 million. IED prepared 
project performance evaluation reports (PPERs) for two of the three loans to private banks in 
December 2011 and rated them less than successful. The PPERs recommended that targets be 
defined for on-lending to micro, small, and medium-sized enterprises, loan size, and the 
disbursement timeframe. It also proposed closer monitoring of the activities of beneficiary banks 
so as to ensure that the intended objectives are achieved.  

 
91. The first nonsovereign investment for an infrastructure project effectively expanded the 
capabilities of a cement plant. Activities have been completed to replace the wet type kilns with 
a single dry type kiln to increase production of clinker, reduce fuel consumption, and improve 
environmental standards. Through its $27 million loan, ADB provided 6.2% of the total financing, 
with EBRD accounting for 36.9%. The project also included a strong corporate social 
responsibility component with the construction of an employment and consultation center for 
unemployed workers in the nearby settlements of the cement plant and a disability center for 
children. 

 
92. Given that majority of the ADB-supported activities in the country are ongoing, this 
validation rates the effectiveness likely effective. This rating is based on the initial outcomes 
achieved from its continued focus on selected sectors, namely, roads, urban services, and 
power; and steady improvements in the country portfolio performance in the last 2 years. 

 
E. Sustainability 

93. The final review has rated two out of the three completed loan projects likely sustainable. 
Budgetary allocations for road maintenance exceeded the covenanted requirement and the 
operating entities for the water supply and sanitation project are generating sufficient revenues 
to cover maintenance costs. The final review highlighted that the sustainability of the Flood 
Mitigation Project was noted in the PCR as less than likely. The final review suggested that 
institutional capacity to implement, operate, and maintain projects were improving and the 
commitment to ensure sustainability after completion was strong. 
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94. This validation concurs with the final review that sustainability of the East-West Highway 
Improvement Project is likely sustainable. As stated in its PCR, ADB support has contributed to 
the creation of an institutional framework for the road sector, with the Ministry of Transport 
responsible for the policy and regulatory framework and Azer Road Service for road 
construction and maintenance, and a growing in-country construction capacity.  

 
95. This validation assesses the Urban Water Supply and Sanitation Project, whose 
activities were severely truncated during implementation, less than likely sustainable. This is 
due to the limited outcomes achieved and few outputs produced, especially after the change in 
scope four years into project implementation. With respect to the Flood Mitigation Project, the 
IED validation mission received assurances from the State Amelioration and Water 
Management Agency that sufficient funds are being allocated for operations and maintenance, 
and these are being directly allocated to the local offices of the agency. Since 2007, ADB has 
prioritized its efforts in fewer sectors—roads, urban services, and power—thereby increasing 
the potential to deepen the sustainability of its activities through continued sector engagement.  
 
96. The MFF for the road subsector is based on the government’s Transport Sector 
Development Strategy, which in turn was informed by the Transport Policy Paper funded 
through the ADTA activity approved in April 2005. The government developed a $3.4 billion 
program for 2006–2015 that includes construction and rehabilitation of 9,500 kilometers of 
roads, including 64 state and 58 secondary roads. The original non-physical components of the 
MFF included the development of a database for secondary roads, although this has been 
dropped after its inclusion in the World Bank’s activities. The MFF for the road subsector also 
included a component for the development of a legal and regulatory framework and operational 
procedures for toll roads. Selection of a firm to work on this activity is presently ongoing.  

 
97. The MFF for urban services is based on the government-supported program to ensure 
Baku’s 100% coverage with 24-hour water supply and 80%–85% coverage in 59 secondary 
towns by 2015. Focus areas for this $3.5 billion program include improved public infrastructure, 
sustainable environmental management, good governance, and institutional effectiveness. The 
financial viability of the ADB-supported subprojects under the first tranche of the MFF for the 
water supply and sanitation sector is dependent on periodic water tariff increases and viability 
gap funding to ensure full cost recovery. A twinning arrangement between Azersu, the executing 
agency, and an international water utility is also being finalized to ensure sustained institutional 
and organizational capacity development. Efforts are ongoing to further define the scope of 
engagement in the power sector.  

 
98. The final review does not provide much information on the sustainability of the TA 
activities or the scaling-up, if any, of the JFPR grant. It has noted improvements in 
organizational capacity within government ministries and agencies, especially in the areas of 
procurement and land acquisition. It has also noted gradual improvements in the institutional 
and organizational capacity of the executing and implementing agencies in the roads and water 
supply and sanitation sectors. However, not much information is available on the sustainability 
of individual capacity development efforts following the training and policy advice provided 
through several of the TA activities. Although the final review has mentioned knowledge 
products as a potential area of future ADB-supported activities, it has not added the need to be 
flexible and responsive to potential changes in the borrowing environment. 

 
99. The PPER for one of the private sector banks that received a loan from ADB for on-
lending to micro, and small and medium-sized enterprises suggested that sustainability is 
unlikely. One-third of the subloans from ADB’s loan were nonperforming. The real rate of return 
on invested capital, a proxy for the financial internal rate of return, is negative. On the other 



21 
 

hand, the PPER for the loan to the other private sector bank did not indicate any issues with 
these indicators. 
  
100. The investment in the expansion of the Garadagh cement plant is likely sustainable and 
the President of the Azerbaijan inaugurated the expanded facility on 10 July 2012. On balance, 
this validation concurs with the final review rating of likely sustainable. 
 
F. Development Impact 

101. The final review highlighted the development impacts of the main projects, namely, the 
Flood Mitigation, East-West Highway Improvement, and Urban Water Supply and Sanitation 
projects; integration of IDPs funded through the JFPR grant; expansion and energy efficiency 
improvement of the Garadagh cement plant; and two loans to private sector banks. It estimated 
that 350,000 people were provided with access to high quality and reliable drinking water and 
another 240,000 people were protected from the effects of flooding. The smaller scale project 
for integration of IDPs assisted 412 families by improving their living conditions, rehabilitating 
four schools, and providing loans for small-scale enterprises.  
 
102. The final review attributed some of the per capita income growth and growth in the non-
oil sector in the country to ADB support. It also highlighted the fact that the loans to the private 
sector banks were rated less than satisfactory to excellent in terms of development impact. The 
final review rated the development impact of ADB support satisfactory. 
 
103. The increase in oil and gas revenues has resulted in the rapid rise in gross domestic 
product per capita from $663 in 2000 to $7,003 in 2011. This, coupled with the presence of 
effective targeted social assistance programs, has led to a drop in poverty rates from 49.0% in 
2001 to 7.6% in 2011. However, this trend is expected to plateau in the medium term as the oil 
and natural gas reserves will be depleted in 10 to 15 years.  
 
104. Further, economic activities have focused around Baku and the Absheron peninsula, 
resulting in an infrastructure gap in rural areas, where three-quarters of the population live. Also, 
existing infrastructures are legacy systems from Soviet times, and a reoptimization or 
reconfiguration to the country context is yet to be undertaken. The contribution of non-oil sectors 
towards reducing unemployment, including among the youth, has not been significant as the 
enabling environment for business is constrained by trade barriers, governance issues, and 
mismatches between education curriculum and market needs.  

 
105. The final review touched upon development of the non-oil economic sectors as a key 
government priority and listed ways in which ADB-supported activities—flood protection, 
highways and local roads, water supply and sanitation in secondary towns and the autonomous 
province of Nakhchivan, electricity transmission, and access to finance—have contributed 
towards this. It has highlighted the need for ADB to continue engagement through private sector 
operations to contribute to the government’s economic diversification agenda. 

 
106. This validation concurs that the East-West Highway Improvement, Flood Mitigation, and 
Urban Water Supply and Sanitation projects have, to a certain extent, had a favorable impact on 
the country’s development. Support to the Garadagh cement plant also has had a favorable 
development impact by reducing the environmental issues that the wet kilns had caused in the 
past. The PPERs for two loans to private sector banks rated the development impact less than 
satisfactory, while the extended annual review report for the third loan rated the development 
impact satisfactory.  
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107. The Asian Development Outlook for 2012 has highlighted the development of a strong 
private sector in the country as the way forward for diversification and for maintaining long term 
growth.30 It further added that public investment in the non-oil sectors need to be increasingly 
financed by taxes rather than transfers from the state oil fund. And to develop the private sector, 
there needed to be increased access to finance and improved enabling environment. The reality 
in the country, however, makes this a difficult proposition to implement. A 2011 World Bank 
assessment on its contributions to country level governance and anti-corruption has highlighted 
low success rates in effecting improvements in investment climate in the non-oil sector, mainly 
due to the presence of “informal” and “anti-competitive” practices.31

 

 The final review report could 
have provided an assessment of the development impact of ADB-supported TA activities. 

108. The ongoing activities could potentially have significant positive development impacts. 
The MFF for roads includes three road projects in the north-south corridor (Masalli-Astara 
Highway) and the east-west corridor (Ganja Bypass Road). It includes six packages for 10 rural 
roads for a combined length of 64.5 kilometers. Four vehicle weighing stations are planned in 
order to curb overloading of trucks, in addition to a toll road study. The rehabilitation of the water 
supply and sanitation network in Nakhchivan was completed in October 2011, and work is 
ongoing to construct a water treatment plant. Progress has been quicker in Nakhchivan than in 
Goychay. This validation concurs with the final review rating for the development impact as 
satisfactory.  
 
G. ADB and Borrower Performance 

109. The ADB performance rating in the final review was satisfactory. The final review noted 
that it took time to develop a working partnership between ADB and the government, but, once 
established, performance improved. This partnership helped to instill a greater ownership of 
projects by the government. ADB has introduced regular quarterly portfolio review meetings and 
meetings with the executing and implementing agencies.  
 
110. ADB has played a positive role in sharing knowledge on procurement, safeguards, and 
international good practice, and in promoting thematic issues such as climate change. ADB 
regularly fielded missions for programming, project appraisals, and project reviews so as to 
ensure proper supervision. It also played a catalytic role through the Central Asia Regional 
Economic Cooperation (CAREC) program. For example, the Customs Cooperation Committee 
of CAREC held its tenth meeting in Baku on September 2011, where issues such as 
improvement of cross-border trade services, cross-border energy trade, and implications of the 
Customs Union on CAREC member countries were discussed. 
 
111. ADB has adequately promoted coordination across development partners. In 2002, 
ADB, World Bank, and the UNDP signed a joint aide memoire on the operational framework and 
financing for implementation of the State Program on Poverty Reduction and Economic 
Development. The final review noted that ADB’s performance with respect to private sector 
operations was satisfactory.  
 
112. While this validation concurs with the above, it adds that the final review should also 
have noted that no CSP or CPS was produced by ADB after the IOS in 2000, and that no 
                                                
30 ADB. 2012. Asian Development Outlook 2012. Economic trends and prospects in developing Asia: Central Asia: 

Azerbaijan. Manila 
31 World Bank. 2011. Independent Evaluation Group Working Paper. Azerbaijan: World Bank Country Level 

Engagement on Governance and Anticorruption. Washington, DC.  
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programming documents were prepared between 2007 and 2010. Because these documents 
were not available, ADB’s strategic direction was based on sector-by-sector efforts and on the 
government’s wishes. A full CSP or a proper CPS might have highlighted the need for 
continuing work in agriculture and natural resources, since this sector accounted for three-
quarters of Azerbaijan’s population and was in great need of investment. Instead, the regional 
department’s division for agriculture and rural development was closed.  
 
113. Two PCRs and two TCRs noted that difficulties arose in the administration of their 
respective projects because of frequent changes in staff. For example, for the Flood Mitigation 
Project, the PCR stated that “three separate ADB officers were responsible for project 
administration” (para. 38 of the PCR). For the Urban Water Supply and Sanitation Project, the 
PCR stated that “this project changed project officers seven times and was handled by six 
different project officers” (para. 49 of the PCR). ADB also made insufficient provisions for 
establishing a monitoring and evaluation system under the Flood Mitigation Project. As a result, 
data was inadequate to estimate the EIRR after project completion. Despite these 
shortcomings, this validation concurs with the final review rating of ADB performance as 
satisfactory. 
 
114. The borrower performance rating in the final review is satisfactory. It stated that the 
government had recently been playing a more active role in identifying projects, and that 
counterpart funding had been timely, payments processed expeditiously, and covenants 
complied with. One area in which the government needed to improve was coordination across 
development partners. The government has not officially coordinated with development partners 
on its plans and strategies since 2002. This has, therefore, limited complementarities for optimal 
outcomes across development partners, including ADB.  

 
115. Although the setting for dialogue and agreement on plans and implementation of 
development projects has improved in recent years, there are numerous obstacles that still 
impede ADB’s operations. The government is highly centralized, and while the agencies have a 
certain degree of independence, they lack authority to finance and implement projects. Approval 
is needed from each of the main government entities of the Office of the President, Cabinet of 
Ministers, Ministry of Finance, and the Ministry of Economic Development, and this causes 
delays. There is no champion for specific projects, so the probability of projects dropping in 
priority is high. 

 
116. The government commitment to approved projects has often been mixed, in some 
cases, because of disagreements between several government entities. This was the case in 
the TA activities for capacity building for medium-term poverty reduction strategy 
implementation and for preparing the early childhood development project.  
 
117. The World Bank encountered similar difficulties. The Independent Evaluation Group’s 
annual report for 2011 summarized that, despite accepting in its strategy for 2007 the higher 
lending levels requested by the government, a series of implementation challenges and 
ineffective policy dialogue led to disappointing country outcomes.32

 
 

118. Nevertheless, the final review has highlighted that the government’s performance with 
ADB projects has improved significantly after some initial challenges. In addition, the 
government’s relationship with ADB has progressed to the present stage where it has 

                                                
32 Independent Evaluation Group of the World Bank. 2011. IEG Annual Report 2011. Results and Performance of the 

World Bank Group. Washington, DC. 
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expressed its intent to host the 48th Annual Meeting of the ADB Board of Directors in 2015. On 
balance, this validation concurs with the rating of borrower performance as satisfactory. 
 
H. Overall Assessment 

119. The final review rated the overall performance of the IOS and subsequent CSPUs and 
the associated program satisfactory (successful). This validation report concurs with the rating 
of overall performance in the final review as successful. This overall successful rating has to be 
interpreted carefully since the majority of the ADB-supported activities are still ongoing and the 
final results are as yet unknown. This assessment is based on (i) initial outcomes achieved from 
continued focus on priority sectors, namely, roads, urban services, and power; and (ii) 
improvements in the country portfolio performance, especially over the last 2 years. 
 
120. The rating for the strategic positioning criterion has been downgraded from satisfactory 
to less than satisfactory. It should be noted that there were issues regarding performance with 
respect to all six evaluation criteria, as was discussed in the earlier paras. This validation attests 
a successful overall performance and justifications for different ratings are in Table 5. 
 

Table 5: Ratings Comparison between Final Review and IED Validation Report 
 

  

Evaluation 
Criteria 

Final 
Review 
Ratings 

Validation 
Ratings Reasons for Rating Changes 

Strategic 
Positioning 

Satisfactory Less than 
satisfactory 

First, the final review did not provide reasons for ADB’s shift from a 
poverty reduction focus to a more infrastructure-led economic growth 
orientation, including dropping agriculture. Second, it also did not 
discuss why no full CSP or CPS was prepared subsequent to the IOS 
of 2000. Third, the COBP that was approved in May 2011 included a 
country results framework with new sector outcomes and indicators 
that covered the period 2011–2015. Prior to this results framework, 
targets were set iteratively through the design and monitoring 
frameworks of MFF modalities for roads and urban services, and of the 
power project. This makes assessment of ADB contributions 
problematic.  

Program 
Relevance 

Relevant Relevant  

Efficiency Less 
efficient 

Less than 
efficienta 

 

Effectiveness Effective Likely 
effective 

This assessment is based on (i) initial outcomes achieved from the 
continued focus on selected sectors, namely, roads, urban services, 
and power; and (ii) gradual improvements in the country portfolio 
performance. The majority of the operations are still ongoing. 

Sustainability Likely 
sustainable  

Likely 
sustainable  

 

Development 
Impacts 

Satisfactory Satisfactory  

Overall Rating 
 

Satisfactory 
(Successful) 

Successful The successful rating needs to be interpreted with some caution, 
because out of the total $1.2 billion resource envelope approved by 
ADB between 2000 and 2012, activities amounting to $990 million or 
about 80% of the total country portfolio are ongoing.  

ADB 
Performance 

Satisfactory Satisfactory  

Borrower 
Performance 

Satisfactory Satisfactory  
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ADB = Asian Development Bank, CSFR = country strategy final review, IED = Independent Evaluation Department, 
NA = not applicable. 
a   As of 1 May 2012, IED changed the previous rating category of “partly” or “less” to “less than” to clarify that such a 

category indicates “below the line” performance. 
Source: Independent Evaluation Department, Final Review Validation team. 
  
I. Lessons and Recommendations 

121. The final review has provided three paragraphs under the key lessons and 
recommendations section from its review of outcomes of ADB’s support. These relate to the 
areas of meeting the government’s development challenges and sector selectivity, improving 
the quality of deliverables, and engagement with private banks.  
 
122. The actions proposed within each of these areas include the need to: (i) continue to 
focus on infrastructure (including logistics) and private sector operations; strengthen good 
governance, mainstream gender equality interventions, promote knowledge sharing, and 
expand private sector operations; (ii) deliver its products better to avoid cost overruns and 
implementation delays; dedicate more time for up-front work and quality-at-entry review; select 
suitable lending and nonlending modalities; and (iii) continue engagement in the development of 
the banking sector through lending and advisory services. This validation report concurs with 
the lessons and recommendations identified in the final review.  
 
123. This validation report has identified the following lessons: 
  
124. A mechanism is required to secure government commitment to an ADB-supported 
forward program that is flexible in the context of shifting government priorities. 
ADB needs to adopt a flexible approach to its country program, in case the MFF tranches do not 
materialize as envisaged. MFFs are generally approved for periods of up to 10 years, whereas 
CPSs are approved for periods of 4–5 years. This flexibility could be either linked to updating 
the COBP or defining a low-lending case or a base case scenario with results of support defined 
at entry for priority sectors. The evaluation period witnessed a shift in government’s approach to 
economic growth from an early expeditious development of its oil and gas resources, to a more 
broad-based approach looking to long-term growth to reduce poverty and raise living standards. 
ADB initiated the shift in its strategic focus from direct support to IDPs, agriculture and rural 
development, water supply and sanitation, and rural roads until 2006, to the transport, water 
supply and sanitation, and energy sectors starting from 2007. While ADB failed to secure 
commitment from the government for its planned full CSP in 2006, it slowly and in an 
incremental manner developed its program in roads, water supply, and power.  
 
125. A shift from investment program financing to provision of more knowledge 
services and technology facilitation is needed in upper middle-income country contexts. 
With the majority of the ADB-supported projects still ongoing, chances are high that most would 
be carried forward into the next CPS period. However, like Kazakhstan, another upper middle-
income country in the region, ADB needs to look beyond provision of investment program 
financing to knowledge services that add value. In the roads MFF, efforts are ongoing to 

Evaluation 
Criteria 

Final 
Review 
Ratings 

Validation 
Ratings Reasons for Rating Changes 

Final Review 
Quality 

NA Less than 
satisfactory 

The final review is candid. However, it should have highlighted and 
discussed the issue of no country strategy since 2000 and its 
significance regarding ADB’s strategic directions and the program of 
support. More attention should have been given to assessing the TA 
program and its contribution to capacity development. 
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develop a study on a legal and regulatory framework and operational procedures for toll roads. 
Similarly, in the Urban Services MFF, a twinning arrangement is being finalized between 
Azersu, the executing agency and an international water utility for sustained institutional and 
organizational capacity development. ADB needs to build on these efforts to develop systematic 
policy advisory support and targeted capacity development in its sectors of engagement. Such 
an approach would enable continued ADB engagement in targeted sectors through a low-
lending scenario, even if there were changes to the government’s policy on external borrowing.  
 
126. A focus on non-physical components, specifically capacity development, is 
essential to maximize the development effectiveness of investments in physical 
components. The capacity of the executing and implementing agencies has varied across ADB 
sectors of engagement, and capacity development efforts in the past have been part of ADB 
investments. Much of the previous focus has been on developing organizational capacity 
through, for example, preparation of manuals and training materials. In-country consultations 
highlighted that non-physical components, and especially capacity development, need to be 
given more attention through the forthcoming CPS period.  
 
127. The World Bank experience has included the use of funding pools earmarked for 
preparation and implementation of projects in priority sectors, in addition to individual capacity 
development components within sector investments. While, the former approach raises 
sustainability issues after closure of funding pool, the latter approach raises difficulties in 
reporting improvements at institutional, organizational, and individual levels. Predefined 
actionable indicators, which cover policy, regulatory issues (upstream), corporatization issues of 
service providers in the sector (mid-stream), and service delivery (downstream) are needed. 
 
128. This validation has the following recommendations for the Central and West Asia 
Regional Department to consider during the preparation of the forthcoming CPS: 

(i) ADB must make sure that it always has a valid country strategy under 
which to operate. In addition, thought needs to be given on how to deal 
with MFFs in country strategies and the need for flexibility in case of 
unforeseen changes in economic, political, or portfolio conditions. Given 
the reliance on significant MFF inputs, the annual country programming and 
portfolio exercises should pay special attention to the status of MFFs. The annual 
country programming and portfolio exercises should track initial financing 
envelope available for the sector supported by each MFF, actual tranche 
approvals, capacity improvements in executing and implementing agencies, and 
development results on the ground. Should large delays build up or capacity not 
be improved in the medium term, ADB needs to be able to scale back MFFs. 
When planning a pipeline of activities in COBPs, firm commitment and ownership 
of the government must be obtained. It is particularly important that the Office of 
the President, Cabinet of Ministers, Ministry of Finance, and the Ministry of 
Economic Development are consulted. 
 

(ii) ADB needs to deepen its inclusive growth focus through more 
infrastructure investments and private sector initiatives that directly benefit 
secondary cities and rural populations. Three-quarters of the country’s 
population live in areas outside of Baku, the issue of IDPs still remains 
unresolved, and the government’s reliance on the oil fund’s support of the budget 
to provide pensions and social protection is expected to plateau. ADB should 
support the continuation of inclusive growth in the long run by channeling 
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infrastructure investments and private sector initiatives more directly towards 
secondary towns and rural populations. 

 
(iii) ADB needs to prioritize public and private sector operations that help 

diversify the economy given that oil and gas resources are finite. ADB could 
encourage corporatization and privatization of state-owned enterprises, help 
reduce monopoly power, offer policy advice on approaches to enhance 
competition and develop market-friendly policies, address mismatches between 
the existing educational curriculum and market needs, and support the 
government’s diversification agenda for development of the non-oil sectors.  

 
III. CONCLUSION AND ASSESSMENT OF THE QUALITY OF THE FINAL REVIEW  

129. The final review was coherent, concisely written, and based on facts that were drawn 
from various documents including the IOS, CSPUs, PCRs, and TCRs. The facts were presented 
in their correct context. The final review was generally candid, but should have highlighted and 
discussed the issue of no country strategy since the IOS of 2000 and its significance regarding 
ADB’s strategic directions and the program of support. More focus on the results of the TA 
program would also have been good. The evaluation criteria were well understood and were 
applied in the prescribed manner. However, there was no strategic document covering the 
period 2007–2010 when 48% of operations was approved. The absence of a country strategy 
and program or CPS for over 10 years is contrary to ADB guidelines. Insufficient explanation of 
this situation rendered the quality of the final review less than satisfactory. 
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ppendix 1 
 

AZERBAIJAN COUNTRY PORTFOLIO 2000–2012 
 

Loan/Inv 
Grant/ 
TA No. 

 
Title Sector Type 

Approved 
Amount  

($ million) 

Disbursed 
Amount  

($ million) 
Approval 

Date 
Completion 

Date 
PPER/PCR/TCR 

Rating 
2068 L Flood Mitigation Agriculture and 

Natural 
Resources 

ADF 22.000 23.076 19-Dec-03 26-Jan-09 Successful 

2437 L Power Transmission 
Enhancement Project 
 

Energy OCR 160.000 92.512 10-Sep-08 Planned 
Dec-12 

— 

2205 L East-West Highway 
Improvement 
 

Transport and ICT OCR 49.000 39.348 08-Dec-05 15-Jun-10 Successful 

2206 L East-West Highway 
Improvement 
 

Transport and ICT ADF 3.000 1.048 08-Dec-05 15-Jun-10 Successful 

2354 L Road Network 
Development Program - 
Tranche 1 

Transport and ICT OCR 190.000 44.584 04-Oct-07 Planned 
Dec-13 

— 

2355 L Road Network 
Development Program - 
Tranche 1 

Transport and ICT ADF 10.000 2.249 04-Oct-07 Planned 
Dec-13 

— 

2433 L Road Network 
Development Program - 
Tranche 2 

Transport and ICT OCR 55.400 42.812 22-Aug-08 Planned 
Dec-12 

— 

2831 L Road Network 
Development Program - 
Tranche 3 

Transport and ICT OCR 200.000 0.000 14-Dec-11   — 

2119 L Urban Water Supply and 
Sanitation 

Water and other 
Municipal 
Infrastructure and 
Services 

ADF 20.000 20.928 07-Dec-04 30-Jun-11 Less than 
successful 

2120 L Urban Water Supply and 
Sanitation 

Water and other 
Municipal 
Infrastructure and 
Services 

OCR 10.000 9.671 07-Dec-04 30-Jun-11 Less than 
successful 

2571 L Water Supply and 
Sanitation Investment 
Program - Tranche 1 

Water and other 
Municipal 
Infrastructure and 
Services 

OCR 75.000 29.539 14-Oct-09 Planned 
Jun-14 

— 

2842 L Water Supply and 
Sanitation Investment 
Program - Tranche 2 

Water and other 
Municipal 
Infrastructure and 

OCR 300.000 0.000 22-Dec-11 Planned 
Jun-17 

— 
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Loan/Inv 
Grant/ 
TA No. 

 
Title Sector Type 

Approved 
Amount  

($ million) 

Disbursed 
Amount  

($ million) 
Approval 

Date 
Completion 

Date 
PPER/PCR/TCR 

Rating 
Services 

7313/2637 L/E Garadagh Cement Open 
Joint Stock Company 

Energy 
 

OCR 27.000 27.000 01-Jun-10 Active — 

7229/2233 L/E Private Banks and Leasing 
Companies in Azerbaijan 

Finance OCR 12.000 12.000 30-Mar-06 Active Less than 
Successful 

7258/2341 L/E Bank of Baku Finance 
 

OCR 6.000 6.000 01-Aug-07 Active — 

7258/2342 L/E Bank of Baku Finance 
 

OCR   01-Aug-07 Active — 

7266/2364 L/E International Bank of 
Azerbaijan 

Finance 
 

OCR 40.000 20.000 05-Nov-07 Active — 

7267/2365 L/E Bank Respublika Open 
Joint Stock Company 

Finance 
 

OCR 10.000 10.000 05-Nov-07 Active Less than 
Successful 

3864 TA Flood Mitigation Project Agriculture and 
Natural 
Resources 

PP 0.700 0.563 15-May-02 13-May-05  

4301 TA Supporting River Basin and 
Flood Management 
Planning 

Agriculture and 
Natural 
Resources 

AD 0.500 0.456 19-Dec-03 31-Jan-08 Less than 
Successful 

4726 TA Renewable Energy 
Development 

Energy PP 0.700 0.439 12-Dec-05 31-Jul-08 Less than 
Successful 

7069 TA Power Transmission 
Enhancement 

Energy 
 

PP 0.150 0.131 17-Mar-08 18-Sep-08  

7253 TA Power Distribution 
Development Investment 
Program 

Energy PP 1.000 0.942 20-Mar-09   

4093 TA Microfinance Sector 
Development 

Finance 
 

AD 0.400 0.393 11-Apr-03 30-Jun-05 Highly 
Successful 

4491 TA Developing Microfinance 
Regulations and Collateral 
Framework 

Finance AD 0.800 Cancelled 17-Dec-04 28-Nov-06 — 

4115 TA Early Childhood 
Development 

Health and Social 
Protection 

PP 0.600 0.510 14-May-03 31-Mar-06 Successful 

3629 TA Seminars on Bank 
Operational Policies and 
Procedures 

Public Sector 
Management 

AD 
(SSTA) 

0.150 0.150 02-Feb-01 23-Jan-06 No TCR 

3661 TA Capacity Building for 
Strategic Economic Policy 
Formulation in the Ministry 

Public Sector 
Management 

AD 0.762 0.600 31-May-01 31-May-04 Less than 
Successful 
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Loan/Inv 
Grant/ 
TA No. 

 
Title Sector Type 

Approved 
Amount  

($ million) 

Disbursed 
Amount  

($ million) 
Approval 

Date 
Completion 

Date 
PPER/PCR/TCR 

Rating 
of Finance 

3664 TA Capacity Building for 
Poverty Data Analysis 

Public Sector 
Management 

AD 
(SSTA) 

0.150 0.117 05-Jun-01 31-Mar-03  

3788 TA Preparation of the Medium-
Term National Poverty 
Reduction Strategy 

Public Sector 
Management 

AD 
(SSTA) 

0.150 0.144 07-Dec-01 30-Jun-03  

4087 TA Capacity Building for 
Medium-Term Poverty 
Reduction Strategy 
Implementation 

Public Sector 
Management 

AD 0.650 0.650 11-Mar-03 31-Dec-05 Less than 
Successful 

4126 TA Development of a 
Competition Policy 
Framework 

Public Sector 
Management 

AD 0.250 0.073 13-Jun-03 30-Nov-06 Unsuccessful 

4489 TA Capacity Building for 
Ministry of Economic 
Development 

Public Sector 
Management 

AD 0.600 0.325 17-Dec-04 31-Mar-08 Successful 

4621 TA Participatory Strategy 
Development and 
Implementation for 
Achieving the Millennium 
Development Goals 

Public Sector 
Management 

AD 0.850 0.325 21-Jul-05 30-Nov-07 Less than 
Successful 

4374 TA Feasibility Study on the 
Yevlax-Ganja Road 
Rehabilitation 
 

Transport and ICT PP 
(SSTA) 

0.150 0.132 12-Aug-04 29-Jun-06  

4582 TA Transport Sector 
Development Strategy 
 

Transport and ICT AD 0.350 0.349 28-Apr-05 07-Jun-06 Successful 

4684 TA Southern Road Corridor 
Improvement (Alyat-Astara 
Road) 

Transport and ICT PP 0.700 1.109 03-Nov-05 31-May-08  

4684 TA Southern Road Corridor 
Improvement (Alyat-Astara 
Road) (Supplementary) 

Transport and ICT PP 
(Suppl) 

0.430  20-Dec-06 31-May-08  

7150 TA Railways Sector 
Development Program 

Transport and ICT PP 1.000 0.459 17-Oct-08 16-Jul-10 No TCR 

8071 TA Second Road Network 
Development Program 

Transport and ICT PP 
(SSTA) 

0.225 0.013 13-Apr-12   
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Loan/Inv 
Grant/ 
TA No. 

 
Title Sector Type 

Approved 
Amount  

($ million) 

Disbursed 
Amount  

($ million) 
Approval 

Date 
Completion 

Date 
PPER/PCR/TCR 

Rating 
3774 TA Urban Water Supply and 

Sanitation 
Water and other 
Municipal 
Infrastructure and 
Services 

PP 0.740 0.706 15-Nov-01   

4465 TA Institutional Strengthening 
of Water Supply and 
Sanitation Sector in 
Secondary Towns 

Water and other 
Municipal 
Infrastructure and 
Services 

AD 0.500 0.407 07-Dec-04 30-Aug-07 Less than 
Successful 

4478 TA Social Infrastructure for 
Internally Displaced 
Persons and Vulnerable 
Population 

Water and other 
Municipal 
Infrastructure and 
Services 

PP 0.500 0.773 14-Dec-04 30-Jun-07 Less than 
Successful 

4478 TA Social Infrastructure for 
Internally Displaced 
Persons and Vulnerable 
Population (Supplementary) 

Water and other 
Municipal 
Infrastructure and 
Services 

PP 
(Suppl) 

0.340  18-Nov-05   

9075 Gr Mahalla Business 
Development 

Finance JFPR 1.000 0.00 20-Sep-05 Cancelled  

9013 Gr Integration of Internally 
Displaced Persons in 
Mingechevir Rayon 

Water and other 
Municipal 
Infrastructure and 
Services 

JFPR 2.500 2.500 30-Jan-02 31-Dec-04 Satisfactory 

9086 Gr Affordable Services and 
Water Conservation for the 
Urban Poor 

Water and other 
Municipal 
Infrastructure and 
Services 

JFPR 1.500 0.00 20-Feb-06 Cancelled  

2646 Gu Janub Gas-Fired Power 
Plant 

Energy OCR  0.00 22-Jun-10 Cancelled  

Total 1,205.247 393.033    
AD = advisory technical assistance, ADF = Asian Development Fund, Gr = grant, Gu = guarantee, JFPR = Japan Fund for Poverty Reduction, JSF = Japan Special 
Fund, L = loan, L/E = loans and equity, MFF = multi-tranche financing facility, OCR = ordinary capital resources, PCR = project completion report, PP = project 
preparatory technical assistance, SSTA = small-scale technical assistance, Suppl = supplementary, TA = technical assistance, TASF = technical assistance special 
fund, TCR = technical assistance completion report.  
Note: Disbursed Amounts are as of 31 July 2012. 
Sources: Loan and Grant Financial Information Services, Private Sector Operations Department's eStar. 
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LINKED DOCUMENT

http://www.adb.org/Documents/CPS/FRV/?id=AZE-2000

Azerbaijan: Self Evaluation Report of Azerbaijan Operations

http://www.adb.org/documents/azerbaijan-country-operations-business-plan-2011-2013

http://www.adb.org/documents/azerbaijan-country-operations-business-plan-2011-2013
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