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RISK ASSESSMENT AND RISK MANAGEMENT PLAN 
 

Risk Description Rating Mitigation Measures Responsibility 

Reform Sustainability 

Leadership and political will 
to complete the next phase 
of reforms (i.e., beyond the 
program) weakens 
because of e.g. vested 
interests. 

M The Government of Azerbaijan has been 
implementing reforms since mid-2015. The 
program’s implementing agencies (i.e., Central 
Bank of Azerbaijan, FMSA = Financial Market 
Supervisory Authority, MOE, and MOF) were 
strongly engaged in discussions with ADB and 
ADB technical assistance experts over the most 
challenging reform needs during the policy 
actions for subprograms 1 and 2. Conceptually, 
this already demonstrated reform leadership and 
political will, which did not weaken in the face of 
resistance by vested interests (e.g., resistance to 
change inside state-owned enterprises). Neither 
did the turnover of key officials prove to be an 
issue: training and high-level reform drive were 
effective in maintaining reform confidence. 
ADB’s engagement going forward, through the 
Post-Program Engagement Framework, will 
remain institutionally anchored to MOF, as both 
the natural and formal coordinator of the current 
reform drive. Political economy challenges will 
continue to be identified upfront, and reform 
tactics modified accordingly. 

MOF and ADB 

The government is not able 
to mobilize resources to 
continue supporting the 
financial costs of sector 
road maps (e.g., heavy 
industries, tourism, 
agriculture, 
telecommunications and IT, 
and financial services) 
beyond the program. 

L Even though a continuation of the weak 
economic outlook could jeopardize fiscal and 
resource-related revenues, or trigger 
unexpected outlays,a the fiscal outlook of 
Azerbaijan remains stable and manageable,b 
and the economy is now steadily recovering. A 
significant advantage for Azerbaijan’s fiscal 
management with regard to other countries is 
that the large, foreign-currency-denominated 
financial assets of SOFAZ help counter any 
deterioration in tax revenues and will maintain 
the government's position as a significant net 
creditor. This net creditor position (defined as the 
difference between SOFAZ assets and the 
government's direct and guaranteed debt) was 
close to 30% of gross domestic product by the 
end of 2018. 

MOF 

The government is not 
willing to mobilize 
resources to support the 
fiscal implications of sector 
road maps (e.g., heavy 
industries, tourism, 
agriculture, 
telecommunications and IT, 
and financial services) 
beyond the program. 

L The government considers the development of 
heavy industries, tourism, agriculture, 
telecommunications and IT, and financial 
services a crucial pillar of its economic strategy 
to diversify the economy. Its ongoing financial 
support for the strategy has been and is 
expected to remain substantial.  

MOF 

Regional geopolitical 
instability and reduced 
country economic growth 
could affect Azerbaijan’s 
social acceptance of 
reforms in future. 

M Strong incentives exist to maintain oil and gas 
flows to Western markets through the Caucasus 
region. Turkey and Georgia, in particular, benefit 
from socially stable conditions in Azerbaijan, and 
Iran is prioritizing the development of transport 
connections to Azerbaijan in order to exploit its 
potential transit role from South Asia to Russia. 
These factors cooperate to generate a compact 

Outside 
stakeholders’ control 
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of geopolitical support for regional stability. 
Tension along key borders is not likely to alter 
the regional geopolitical equilibrium. 

A global economic 
slowdown or rising 
geopolitical risks in major 
oil suppliers could impact 
oil prices and hurt 
Azerbaijan’s growth 
prospects. Tensions 
surrounding Azerbaijan’s 
major trade partners (the 
Russian Federation and 
Turkey) could have a 
contagion effect, spurring 
renewed capital outflows. 

M Strengthened macroeconomic buffers, as well as 
a more flexible exchange rate regime, will help 
limit the impact of the external shocks on the 
economy. 

 

Public Financial Management  

Azerbaijan’s public 
financial management 
capacity 
(i) is still characterized by 

weak fiduciary controls 
and staff capacity for 
expenditure 
forecasting and 
rigorous budget 
analysis; 

(ii) limits planning 
effectiveness (e.g., 
between line ministries 
and sector agencies), 
including financial and 
project management, 
thus constraining the 
multiyear planning and 
execution of priority 
projects and reforms; 
and 

(iii) makes public scrutiny 
of public expenditures, 
for instance, difficult. 

M Overall, public financial management systems in 
Azerbaijan are effective for internal control. 
Other weaknesses have been and continue to be 
addressed. For example, recent and ongoing 
reform efforts included the following: 
(i) Rule-based fiscal management, with 

ongoing efforts to build capability for 
medium-term expenditure and 
macroeconomic forecasting. A medium-
term public debt management strategy 
was also developed, and its 
implementation challenge has been and 
is being strengthened with a proper 
institutional and regulatory framework. 

(ii) Alignment of sector strategies with long-
term national development strategies, 
and strengthening of public investments 
by improving feasibility and project 
management capacities. 

(iii) Integration of financial management 
systems and better analysis of planned 
and actual budget data.  

(iv) Strategic budgeting, based on multiyear 
rolling MTEFs and MTFFs, is being 
introduced to improve the allocation of 
public resources.  

(v) Stronger enforcement of accounting 
standards and introduction of IT-based 
systems to eliminate widespread use of 
manual practices. 

MOF and ADB 

Azerbaijan’s public 
procurement practices in 
the past have created risks 
of corruption.  

M In December 2018, the country’s public 
procurement law was amended so that, among 
other things, e-procurement was introduced; the 
link between procurement planning and the 
budgeting process was strengthened; and a 
code of conduct for staff engaged in public 
procurement was introduced. To start 
implementing the e-procurement system, a 
website (etender.gov.az) was launched in April 
2019 to fully automate public procurement 
processes for all state agencies on one online 
platform. These efforts are expected to raise 
levels of transparency and control across the 
board. 

MOF and ADB 
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Other  

Coordination between ADB 
and other development 
partners is inadequate. 

L Coordination has been effective, also because of 
the small subset of stakeholders in each sector, 
the well-identified sector policy needs and 
issues, and the leadership of MOF and MOE in 
coordinating different stakeholders. 

MOF and MOE 
 

ADB = Asian Development Bank, H = high, IT = information technology, L = low, M = moderate, MTEF = medium-term 
expenditure framework, MTFF = medium-term fiscal framework, MOE = Ministry of Economy, MOF = Ministry of 
Finance, S = substantial, SOFAZ = State Oil Fund of Azerbaijan. 
a  The weakening of Azerbaijan's fiscal and economic strength is driven by the ongoing impact of lower oil prices, the 

country's declining oil production potential, and a weak banking system. Weak economic conditions can also trigger 
contingent liabilities associated with the borrowings of state-owned enterprises, for instance. 

b Moody's Investors Service expects the growth of additional direct debt and contingent obligations stemming from 
financial support to Azerbaijan's restructure of the banking industry and its large hydrocarbon sector projects to level 
off by 2020, partly as a result of the implementation of a set of fiscal rules intended to shrink the government's non-
oil budget deficit from 2018 onward (see https://www.moodys.com/printresearchdoctopdf.aspx). Moody's rating of 
the Government of Azerbaijan's issuer and senior unsecured debt is Ba2, and the rating outlook is stable. The stable 
rating outlook reflects broadly balanced risks to the sovereign credit profile over the medium term, and assumes that, 
over time, the government will manage fiscal policy and its own balance sheet, and the assets of its sovereign wealth 
fund in a way that will improve flexibility and capacity to effectively buffer the impact of lower-for-longer oil prices and 
ongoing declines in oil production. Most importantly, despite the steep rise in gross government debt, Azerbaijan is 
expected to remain a net creditor in the future, which provides significant support to the Ba2 rating. 

Source: Asian Development Bank. 

https://www.moodys.com/printresearchdoctopdf.aspx



