
MANAGEMENT RESPONSE TO IED’S COUNTRY ASSISTANCE PROGRAM 
EVALUATION: AZERBAIJAN, 2011–2017 

 
 

On 14 January 2019, the Director General, Independent Evaluation 
Department, received the following response from the Special Senior Advisor to 
the President on behalf of Management: 
 
 

I. General Comment 
 
1. Management acknowledges that the Country Assistance Program 
Evaluation (CAPE) for Azerbaijan, 2011–2017 has rated ADB’s strategy and 
program for the country as overall successful. The CAPE provides important inputs 
to the preparation of the next Country Partnership Strategy (CPS) for Azerbaijan, 
2019–2023, which will focus on supporting economic diversification and inclusive 
growth. We appreciate and agree with the CAPE’s strategic and operational 
recommendations. In fact, most of the recommendations of the CAPE are already 
under implementation.  
 
II. Management Response 
 
2. Strategic Recommendation 1: The ADB program should have a 
greater focus on building human and social capital in parallel with 
developing and improving physical infrastructure and supporting policy 
reform. 
 
Management agrees. During the evaluation period, ADB’s and other IFI’s work in 
Azerbaijan focused on physical infrastructure reflecting the government’s priorities 
on the use of external financing to support major transport and energy projects. At 
the same time, however, and even during the current CPS, ADB has maintained 
policy dialogue with the government on selected aspects of the education sector. 
For example, in 2016–2017, ADB developed policy briefs for the Ministry of 
Education on moving to K+12 system and rationalizing expenditure in the technical 
and vocational education and training (TVET) sector. Also, ADB prepared a 
scoping study for delivery of student accommodation through public-private 
partnerships (PPPs). This engagement laid the platform for a transaction technical 
assistance (TA), financed from the Asia-Pacific Project Preparation Facility and 
approved in January 2018, to support the preparation and transaction of the 
country’s first-ever two PPP projects. 
 
The next CPS—through its third strategic pillar—envisages support to 
strengthening the education sector, including TVET, through building links 
between education, science, and the private sector; promotion of private delivery 
of public education services and infrastructure; and raising private provision of 
education through innovative demand-based instruments.1 However, given the 

                                                
1 The overall objective of next CPS is to support diversified and inclusive growth in Azerbaijan per 
the government’s Strategic Roadmaps. This objective will be achieved through implementation of 
ADB’s operations under three strategic pillars: (i) acceleration of economic diversification, (ii) raising 
public sector efficiency, and (iii) enhancement of infrastructure and human capital. 



government’s conservative stance on public borrowing in the initial years of the 
CPS, ADB’s support will focus on policy advice and institutional strengthening. For 
example, at the request of the Ministry of Labor and Social Protection, ADB will 
continue to provide policy advice on the: (i) development of legal framework for 
alternative (private) pension schemes; and (ii) rationalization of the country’s 
extensive social allowances and targeted social assistance systems. Under the TA 
on PPPs for student accommodation, institutional capacity of the Ministry of 
Education in managing PPPs will be strengthened. This upstream work will lay a 
platform for a more tangible engagement in the human capital area (including the 
development of skills for economic diversification) in the outer years of the CPS, 
if—as expected—the public borrowing stance eases. 
 
3. Strategic Recommendation 2: ADB should use a broader range of its 
instruments and modalities as part of a new strategy in Azerbaijan. 
 

Management agrees. Prior to 2015, the portfolio comprised solely of investment 
loans—majority through the Multitranche Financing Facility (MFF)—reflecting the 
government’s vision on the use of external financing for infrastructure 
development. Since 2015 and in response to the changing country environment 
and the government’s needs, ADB has applied a more diverse range of financing 
modalities, such as the countercyclical support facility, programmatic policy-based 
lending, partial credit guarantee, and a sector development program. 
 

Considering Azerbaijan’s evolving challenges, the tight external borrowing space, 
and the country’s upper-middle income status, the next CPS envisages provision 
of smart and integrated financing solutions drawing on the full spectrum of ADB’s 
instruments and modalities. Given the government’s interest in ADB’s further 
support to structural reforms, the next CPS will continue programmatic policy-
based financing for the next phase of public sector reforms. Through the project 
readiness financing modality, ADB will support preparation of smart and innovative 
projects (including PPPs) via engagement of high-quality advisors. ADB will also 
seek to support microentrepreneurs and small- and medium-sized enterprises 
(SMEs) through a financial intermediation loan to eligible nonbank financial 
institutions. ADB will seek to provide such financing in local currency, subject to 
obtaining government approvals for issuance of debt instruments in the domestic 
capital market. 
 

4. Strategic Recommendation 3: ADB support for the diversification of 
the economy must include more analytical work, a focus on the non-oil 
tradeable sectors, and a more proactive involvement in private sector 
operations in Azerbaijan beyond simple onlending operations. 
 

Management agrees. In response to the government’s new development policy 
framework, which is explicitly focused on economic diversification, ADB has 
stepped-up its diversification-related analytical and advisory work in Azerbaijan. 
For example, in 2017 ADB conducted the first-ever Country Diagnostic Study to 
define the most binding constraints to sustained economic growth in Azerbaijan 
and hence inform the government’s policy reform prioritization effort. In parallel 
and given the economic importance of state-owned enterprises (SOEs), ADB 
undertook an SOE Sector Review for Azerbaijan to inform the reforms on raising 
efficiency and reduce fiscal cost of the SOE sector. Both studies provided valuable 
inputs to the next CPS and are at the final stages of completion. To enable 



provision of just-in-time policy advice to priority reforms on economic 
diversification, in 2017 ADB approved a TA on rapid response to strategic reforms 
that supports such priority reforms as the development of a strategy on introduction 
of regulatory impact assessments on SMEs and operationalization of the country’s 
PPP Development Center. The next CPS envisages a scaling-up of ADB’s 
knowledge work in Azerbaijan to commensurate with its upper middle-income 
country status. ADB will offer knowledge products and services in the most suitable 
type and modality driven by demand and in conformity with the three strategic 
pillars of the next CPS. 
 

Support to the non-oil tradable sectors will be included in the focus of the next 
CPS’s first strategic pillar on acceleration of economic diversification to effectively 
raise the share of non-oil private sector in the economy. This will be done through, 
for example, strengthening the legal, regulatory, institutional, and funding 
frameworks of nonbank financial institutions to support microenterprises, farmers, 
and SMEs with a special focus on regions and agriculture, tourism, Information 
and Communications Technology, and manufacturing sectors. The next CPS also 
envisages raising ADB’s private sector operations in Azerbaijan that, subject to 
suitable market conditions and viable opportunities, may also entail direct 
engagement with eligible SMEs and support PPP projects through equity or debt 
finance. To strengthen the on-the-ground engagement with the private sector, ADB 
has already initiated strengthening of AZRM’s capacity in facilitating financial 
solutions via a proactive and coordinated response to market needs from different 
departments and offices in ADB. 
 
5. Operational Recommendation 1: ADB should step-up its due 
diligence and preparatory work for its operations to handle expectations 
properly and avoid delays or failures, especially in transport operations. 
 
Management agrees. We appreciate the importance of an in-depth and 
comprehensive due diligence (including on environment and social safeguards, 
gender equality, and financial sustainability) during project preparation to mitigate 
the risk of delays during project implementation that may adversely affect the 
scope or timeliness of the attainment of the intended development results. At the 
same time, we would like to note that in some cases, ADB had to fast-track project 
preparation due diligence because of the expectation of the government for an 
expeditious provision of financing. For example, this was the case during the 
processing of the first MFF for the road sector. The pace of implementation of road 
projects has also been affected by two exogenous factors: (i) the rise of 
construction input prices way beyond the expectations, and (ii) a sharp devaluation 
of the local currency against the US dollar in the aftermath of the oil price plunge 
in 2014. To raise quality-at-entry and subject to the government’s request for 
ADB’s project financing, the next CPS envisages the use of a PRF operation to 
enable the conduct of detailed due diligence, assessments, and designs to ensure 
the projects are “shovel ready” at approval. AZRM’s stepped-up project 
administration and portfolio management capacities will also help proactively 
mitigate implementation delays and raise development effectiveness. 
 
  



6. Operational Recommendation 2: ADB should expand its policy 
dialogue, drawing on the iterative and interpersonal approach that has 
proven valuable in areas such as fiscal and tariff reform.  
 
Management agrees. Increased demand for ADB’s policy advice, including in fiscal 
and electricity tariff reform, reflects the evolving nature of ADB’s operations in the 
country in response to the government’s new development policy framework as 
well as the trusted partnership established between the authorities and ADB. A 
critical factor to ADB’s growing policy advisory role has been the strong support, 
close involvement, and excellent facilitation by leadership and staff of the Ministry 
of Finance, the government agency responsible for ADB’s operations in 
Azerbaijan. With several new government institutions set up to drive the 
government’s policy agenda,2 the next CPS envisages expansion of policy advice, 
institutional strengthening, and capacity building assistance drawing from various 
support options, including regional technical assistance of CWRD and knowledge 
departments of ADB. During the next CPS and given their importance for project 
and sector sustainability, ADB will continue supporting utility tariff reforms and 
improving governance of state-owned enterprises (public utilities). To ensure 
synergy and relevance, AZRM’s capacity will be strengthened to be the single-
window through which the requests for and outputs of policy advice and knowledge 
products will be channeled.  
 

                                                
2 Among the new institutions are the Center on Analysis of Economic Reforms and Communication, 
Financial Market Supervisory Authority, Energy Regulatory Agency, Small and Medium Business 
Development Agency, Food Safety Agency, and the State Tourism Agency. 


