
Improving Governance and Public Sector Efficiency Program, Subprogram 2 (RRP AZE 51059) 
 

SUBPROGRAM 2 IMPLEMENTATION CHALLENGES AND ADJUSTMENTS 
 

1. At the time of Board approval of Subprogram 1, in November 2017, 22 indicative reform objectives were set for Subprogram 2. Some 
of these were refined further during Subprogram 2 implementation based on government capacity, specific reform circumstances, and the 
earlier feedback from the discussions held during the ADB Board approval of Subprogram 1. In relation to Subprogram 2, ADB Board members 
at the time flagged that there seemed to be: (i) areas where more granularity was necessary, (ii) indicative reform targets in which 
sequencing/pace needed to be better adjusted to the likely reform complexities, and (iii) reform areas where ADB and the government could 
be more ambitious. This feedback was taken on board during Subprogram 2 implementation. 
 

2. Nonetheless, Subprogram 2 reforms progressed broadly as expected in terms of the main objectives of reform, and the adjustments 
that were required to achieve the underlying policy objectives more effectively and reflect concrete reform realities are presented and explained 
in Table 1 below. In some areas, the effectiveness of the policy dialogue resulted in more concrete reform achievements and in new associated 
reform efforts. Some key legal reforms also progressed faster than originally expected (or were only found to be necessary during Subprogram 
2 implementation, contrary to earlier perception, and were henceforth pursued). In two specific cases, reforms were slowed down to reflect the 
size and complexity of the envisaged reforms: in the area of medium-term budgeting, for example, international experience has shown that it 
takes a minimum of three budget cycles to prepare an MTFF and sometimes take up to 10 years before the framework is fully operational and 
consistently applied. The original targets set in November 2017 in this regard were thus clearly too ambitious. All Subprogram 2 policy actions 
were achieved before August 2019.  

 
Table 1  

Original Indicative Policy Targets for 
Subprogram 2 

Final Policy Actions for 
Subprogram 2 Comment 

Output 1: Rule-based fiscal planning introduced. 

1. Government (i) approves the fiscal rules 
for budget making, and (ii) develops a 
Medium-Term Budget Policy document, 
including a Fiscal Policy Statement with 
three-years rolling medium-term fiscal 
framework (MTFF) projections based on 
the fiscal rule adopted, a Macroeconomic 
Strategy, a Statement of Fiscal Risks, and 
National Spending Priorities as part of 
2019 budget documentation. 

1. Government:  
 

(i) approves the fiscal rules for budget making;  
 

(ii) implements medium-term budget planning that 
ensures observance with new fiscal rules and 
includes information on four-years rolling medium-
term fiscal projections (1+3), macroeconomic 
forecasts and fiscal management targets 
(including key fiscal risk exposures), and National 
Spending Priorities, as part of 2019 budget 
documentation;  

Timeline was adjusted, and wording of 
the policy action was made more 
granular to properly sequence the 
required reform subtasks. Also, the 
original timeline was much too 
ambitious.  
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Original Indicative Policy Targets for 
Subprogram 2 

Final Policy Actions for 
Subprogram 2 Comment 

 
(iii) approves non-oil budget deficit ratio targets (and 

calculation methodology)a  
 

(iv) adopts an enhanced MTFF for 2020 (e.g. new 
budgetary procedures for prioritization and fiscal 
resource envelope)  

 

2. Government presents the annual 
budget for 2019 based on the MTFF and 
the fiscal rules. 

2. Government:  
 
(i) presents the annual budget for 2019 based on 

fiscal rules-compliant medium-term fiscal 
projections; 
 

(ii) initiates the preparation of the 2020 budget on the 
basis of the enhanced MTFFb  

 

Timeline was adjusted, and wording of 
the policy action was made more 
granular. The original timeline was 
much too ambitious. 

 

3. Government approves the MTEF for the 
selected ministry and initiates the 
preparation for another two large 
spending ministries. 

3. Government:  
  
(i) approves the rules for MTEF preparation for all 

ministries,  
 

(ii) approves new functional, economic and 
administrative (and reporting) budget 
classification in line with international standards 
and starts applying it in budget documentation for 
2020, 

 
(iii) issues guidelines for the development of sector 

strategic plans to strengthen the strategic 
planning/budgeting link,  

 
 

Approach was modified to launch the 
MTEF for all ministries in complement to 
the piloting approach. 
 
The policy action was also strengthened 
with the submission to Cabinet of a 
governing methodology for tax incentive 
requests for all Government agencies. 
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Original Indicative Policy Targets for 
Subprogram 2 

Final Policy Actions for 
Subprogram 2 Comment 

(iv) implements enhanced MTEF with budget 
documentation for 2021 utilizing sector strategic 
plans and resource envelope availability for 3 
ministries (piloting), and  

 
(v) directs all ministries to prepare costed and time-

bound action plans for the preparation of a MTEF. 
 
3.b) MOF submits to Cabinet a proposal to establish 
a governing methodology for tax incentives that 
includes internal frameworks to estimate Tax 
Revenue and Revenue Foregone impacts of tax 
incentives. 
 

4. Government creates a specialized 
group in the Ministry of Finance with in-
house skills for the regular preparation of 
MTFF and MTEFs. 

4. Government creates a specialized group in the 
Ministry of Finance with in-house skills for the regular 
preparation of MTFF and MTEFs. 
 
4.b) A high level coordination council is charged with 
the responsibility of ensuring coordination and the 
implementation of MTEF reforms. 
 

To support the implementation of policy 
actions #1, #2 and #3 above, the 
Government strengthened the 
institutional solutions to monitor and 
support the effective adoption of MTFF 
and MTEFs across Government line 
ministries and budgetary agencies.  

5. Government develops and approves a 
plan for implementing Integrated Financial 
Management and Information System 
(IFMIS). 

5. Government develops and approves a plan for 
implementing a Financial Management and 
Information System (FMIS) and prepares the RFP 
documents for procurement of a Budget Preparation 
and Allocation Module as a first step. 
 

Policy action strengthened to also 
incorporate the first step of 
implementation of the roadmap. 

6. Ministry of Finance and the Ministry of 
Labor and Social Protection of Population 
establish a joint working group to exactly 
calculate state budget’s liabilities on 
pension expenses. 

6. Ministry of Finance and the Ministry of Labor 
and Social Protection of Population establish a joint 
working group to exactly calculate state budget’s 
liabilities on pension expenses. 
 

No adjustment/changes were made. 



4 
 

Original Indicative Policy Targets for 
Subprogram 2 

Final Policy Actions for 
Subprogram 2 Comment 

7. Government restructures the Public 
Debt Management Agency (PDMA) by 
operationalizing a separate unit for debt 
recording and reporting in the Debt 
Management System. 

7. Government restructures the Public Debt 
Management Agency (PDMA) by operationalizing a 
separate unit for debt recording and reporting in the 
Debt Management System. 
 
 

No adjustment/changes were made. 
 
[Note: A major restructuring of the 
PDMA, with expansion of scope and 
mandate to cover e.g. SOE-related 
fiscal contingencies and PPP fiscal risk 
vetting, was also achieved as a result of 
the policy dialogue during subprogram 2 
implementation. This has been formally 
embedded in the establishment of a 
new Public Debt Management Agency 
on October 16, 2019]. 
 

8. Based on the debt management 
strategy, an updated version of the Law on 
State debt is drafted with a view to 
consolidate legal framework on public 
debt management including the authority 
to borrow and procedures for negotiating 
and contracting external loans. 

8. On the basis of a comprehensive debt 
management strategic policy (e.g.: with quantitative 
targets to ensure sustainability of public debt; with 
explicit ceilings on foreign currency and variable rate 
borrowing to minimize related risks; with explicit 
objectives on the development of domestic debt 
securities markets; with significant restrictions on the 
issuance of loans and state guarantees to SOEs and 
financial institutions; etc.), an updated version of the 
Law on State Debt is approved in Parliament to 
consolidate the legal framework on public debt 
management (which includes creation of a separate 
Safeguard Fund within the state budget for meeting 
debt service obligations related to invoked 
guarantees, fixing of the upper limit for internal and 
external public debt and the amount of government 
guarantees to be paid over the year). Implementation 
regulations (by Presidential decree) set the authority 
to borrow and procedures for negotiating and 
contracting external loans. 

The policy action was significantly 
strengthened to reflect the development 
of a new and much more effective, 
detailed and comprehensive multi-year 
debt strategy, as well as to include the 
actual formal enactment of all of the 
ensuing legal and regulatory 
frameworks to centralize debt and 
contingent debt management decision-
making and control in Azerbaijan. 
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Original Indicative Policy Targets for 
Subprogram 2 

Final Policy Actions for 
Subprogram 2 Comment 

 
PA8.b Government approves regulations to (i) 
strengthen institutional processes leading to the 
decision regarding contracting of loans and issue of 
guarantees by the state (ii) outline the processes 
involved in finding the right credit agency and 
subsequent negotiations of loans/ guarantees 
leading to finalization of loan agreement and (iii) 
allocate responsibilities for various agencies once the 
loan is taken/ guarantee issued. 
 
PA 8.c. Government implements and complements 
the guidelines for SOE borrowings (on their own risk, 
without state involvement or guarantee) by, e.g.; (i) 
setting out clear annual borrowing limits for each 
SOE, and (ii) specifying the approval process for 
SOE borrowings. 
 

9. Government operationalizes the 
selected Debt Management System 
covering loan types, maturity, interest 
payments, guarantees and other relevant 
benchmarks. 

9. To strengthen public debt management’s 
technical and functional capacity to record, process, 
monitor, report, disseminate and analyze (external 
and domestic) public debt (and promote operational 
reliability, data integrity, statistical reporting and 
effective analysis), Government formalizes a 
contractual arrangement with UNCTAD to 
operationalize the selected Debt Management 
System covering loan types, maturity, interest 
payments, guarantees and other relevant 
benchmarks. 
 

Wording of the policy action was made 
more granular and reflective of the 
magnitude of the institutional and 
systems development effort at play. 

Output 2: State-owned enterprises restructured and private sector participation in economic activities strengthened. 

10. Government implements the action 
item nos. 1, 3, 5, 6 and 7 of the approved 

10. Government implements the action item nos. 1, 
5, 6 and 7 of the approved Action Plan for the large 

Wording of the policy action was 
adjusted to reflect the implementation 
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Original Indicative Policy Targets for 
Subprogram 2 

Final Policy Actions for 
Subprogram 2 Comment 

Action Plan for the large SOEs and 
submits an Action Taken Report on the 
same. 

SOEs and submits an Action Taken Report on the 
same. 
 
[Official Translations: 

Sl No 1 of Action Plan: To submit proposals on 
transformation of large state-owned 
companies into the organizational legal form 
defined by the legislation, as per institution.c 

Sl No 5 of Action plan: To specify the current 
accounts payables of large state-owned 
companies based on the acts of reconciliation, 
approval of payment schedule, making 
payments in accordance with the schedule 
and submitting the reports to the Ministry of 
Economy of the Republic of Azerbaijan and to 
the Ministry of Finance of the Republic of 
Azerbaijan, in this connection.d 

Sl No 6 of Action Plan: Formulation of a single 
database (finance, accounting, personnel 
records and etc.) in regard to large state-
owned companies.e 

Sl No 7 of Action Plan: Making the annual 
financial reports and the consolidated financial 
reports public, together with the audit opinion, 
in the cases determined by the law.f] 

 
10.b) Strategic plans for 9 SOEs are approved and 
implementation remains on track. Remedial actions 
towards the remaining SOEs are endorsed by MOE 
to accelerate compliance with requirements under 
the December 2016 Cabinet Order. 
 

challenges on the action item no. 3 that 
required approval of strategic plans by 
all major 20 SOEs and the partial 
progress on that front. Policy Action 
#10.b) specifies that partial degree of 
accomplishment.g 
 
Additions to the policy action wording 
however also take into account the 
need to remedy weaknesses and 
strengthen the mechanisms of 
monitoring and for compelling progress 
by SOEs in complying with Cabinet-
issued directions. With Policy Action 
10.c) a new institutional solution was 
established to monitor and rate financial 
performance of SOEs (in complement 
with Policy Action #13 below, and now 
fully integrated with Policy Action #11), 
while other reforms to strengthen the 
underpinnings of financial transparency 
of SOEs were also approved and 
included in the revised wording of this 
policy action [Policy Action 10.d)].  
 
Overall, this policy action was 
significantly strengthened in its potential 
results. 
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Original Indicative Policy Targets for 
Subprogram 2 

Final Policy Actions for 
Subprogram 2 Comment 

10.c) Government approves a complete set of 
standards to measure performance and monitor the 
financial efficiency of SOEs (introducing assessment 
criteria to assign ratings to the state-owned 
enterprises and link managerial remuneration to 
performance of the SOEs) and approves the high-
level institutional division of responsibilities for setting 
efficiency targets for SOEs and monitoring their 
financial/corporate performance (for both financial 
and non-financial SOEs). 
 
10.d) Government continues to establish 
underpinnings of corporate governance for all SOEs 
(in line with e.g. recommendations of the ‘Network on 
Corporate Governance of State-Owned Enterprises 
in Asia)h by e.g. requiring SOEs to engage certified 
chief accounting officers. 
 

11. Commission annually monitors the 
budget of the selected SOEs and submits 
regular reports to the government with 
recommended actions. 

11. Commission annually monitors the budget of 
the selected SOEs and submits regular reports to the 
government with recommended actions. 
 
11(b) MOF submits for interministerial consultations 
proposed amendments to the SOE Borrowing 
Control Guidelines to bring it in line with the quarterly 
reporting requirements of MOE and budget 
preparation processes. 
 

Policy action adjusted to reflect an 
additional effort to strengthen the 
monitoring of SOEs. 

12. Government approves the Corporate 
Governance Standards/ Rules and issues 
a circular to make it mandatory for 20 
large SOEs. 

12. Government approves (i) the Corporate 
Governance Standards/ Rules for all SOEs (that are 
either JSCs and LLCs), and (ii) rules for 
performance-based remuneration (bonuses). 

Policy action strengthened to reflect a 
more ambitious scope of application of 
the new corporate governance 
standards and the introduction of a key 
element of governance in performance 
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Original Indicative Policy Targets for 
Subprogram 2 

Final Policy Actions for 
Subprogram 2 Comment 

remuneration. The new framework is 
mandatory to all SOEs. 
 

13. 50% of selected SOEs submit 
compliance report of implementing 
Corporate Governance Rules. 

13. Government approves the institutional division 
of responsibilities for monitoring compliance with 
corporate governance rules for both financial and 
non-financial SOEs, including annual self-reporting 
requirements for SOEs. 
 

Reform approach altered to no longer 
depend solely on self-reporting. 
Compliance will be monitored by two 
higher-level bodies (Special Committee 
and Financial Stability Council) and 
respective secretariats (MOF and 
FMSA). Rules are mandatory to all 
SOEs. 
 

14. Government submits a compliance 
report on the implementation of 
international and national accounting 
standards in at least 20 large SOEs. 

14. Parliament approves amendments to the law on 
accounting to bring it line with IFRS, and Government 
submits a compliance report on the implementation 
of international accounting standards in at least 20 
large SOEs. 
 

Policy action to reflect a change in 
reform approach (i.e. to replace NAS by 
IFRS) and the ensuing need for 
Parliament enactment of amendments 
to the law on accounting. This a 
significant upgrade in reform ambition. 
 

15. Government approves a PPP policy 
incorporating a mechanism to monitor and 
report on the fiscal risks and liabilities from 
PPP projects. 

15. Government:  
 
(i) Through MOE, submits a PPP policy/program to 

Cabinet to set high-level policy objectives and 
awareness; 
 

(ii) Through SMEDA, establishes a PPP 
Development Center to operationalize all aspects 
of the PPP development agenda; and;  

 
(iii) Through MOF, establishes an internal 

methodological regulation for fiscal risks 
identification and vetting for PPP projects. 

 

Wording of the policy action was made 
more granular and more realistic in 
terms of the pace of institutional 
development that is possible, as well as 
to convey more specifically what the 
PPP Policy is expected to produce 
versus actual legal/regulatory solutions. 
Given very low levels of institutional 
understanding of PPPs and capacity, 
the development of a PPP Development 
Center was prioritized. In order to 
ensure that, in the meantime, MOF’s 
fiscal gateway role for PPPs was also 
strengthened.  
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Original Indicative Policy Targets for 
Subprogram 2 

Final Policy Actions for 
Subprogram 2 Comment 

16. Government to implement 
 
(i) Priority 7.1.3 for heavy industries 

related to creation of central asset 
register,  

(ii) Priority 7.1.1 for Tourism related to 
setting up of a National Tourism 
Bureau and  

(iii) Priority No. 7.2.4 for agriculture related 
to improving private public cooperation 
for complex projects under the 
approved strategic roadmaps for these 
sectors and submit an Action Taken 
Report on the same. 
 

16. Government to implement:  
 
(i) Priority 7.1.3 for heavy industries related to 

creation of central asset register,  
 

(ii) Priority 7.1.1 for Tourism related to setting up of 
a National Tourism Bureau and  

 
(iii) Priority No 7.6.1 Improving market infrastructure 

for agricultural products, (Action 6.1.6.  
Improvement of electronic database on retail and 
wholesale prices of agricultural products).  

 
16(b). Government establishes additional regional 
women resource centers in at least three more 
regions to promote women entrepreneurship. 
 

Policy action slightly corrected for 
proper referencing (item ‘iii’). An 
element of gender mainstreaming was 
also pursued. 

Output 3: Enhanced access to finance and improved business environment. 

17. Government undertakes amendments 
to the laws related to (i) encumbrance of 
movable properties, (ii) Insolvency and 
Bankruptcy law, and (iii) Mortgage law as 
required under the Action Plan. 

17. Government undertakes amendments to the 
laws related to:  
 
(i) encumbrance of movable properties,  
(ii) Insolvency and Bankruptcy law, and  
(iii) Mortgage law as required under the Action Plan. 
 
17(b). FIMSA establishes and fully operationalizes a 
secured transactions registry. 
 

Policy action strengthened with an 
additional key reform achievement by 
FIMSA. 

  

18. Government submits a report on the 
number of credit guarantees provided for 
facilitating access to finance for SMEs. 

18. Government submits a report on the number of 
credit guarantees provided for facilitating access to 
finance for SMEs. 
 

No adjustment/change needed. 
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Original Indicative Policy Targets for 
Subprogram 2 

Final Policy Actions for 
Subprogram 2 Comment 

19. ADIF and the FMSA to establish a risk-
based pricing methodology to price 
premiums (on the basis of FMSA’s own 
prudential ratings). 

19. Government submits to the Presidential 
Administration a new draft law for operationalizing 
risk-based pricing of premiums on the basis of 
CAMEL methodology developed by FIMSA at ADIF. 
 
19(b). To enhance market discipline, FIMSA requires 
all listed banks to publish their quarterly reports (with 
links on FIMSA’s website). 
 

Wording of the policy action adjusted to 
(i) reflect the need, that had not been 
anticipated earlier, for a new legal 
framework for ADIF before 
operationalizing differentiated pricing of 
premiums; and (ii) incorporate efforts by 
FIMSA to strengthen public reporting by 
banks and market discipline. 
 

20. Government operationalizes the 
Credit Bureau and submits an 
Implementation Report on the same. 

20. Government (i) operationalizes the Credit 
Bureau and submits an Implementation Report on 
the same; and (ii) amends the Law on Banks to make 
reporting mandatory and in compliance with financial 
privacy rules. 
 

Wording of the policy action adjusted to 
reflect the need, that had not been 
anticipated earlier, for amendments to 
the related legal framework to make the 
reform effort much more effective. 

21. Government to implement at least two 
more significant reforms based on the 
World Bank’s Ease of Doing business 
framework 

21. Government to implement at least three more 
significant reforms based on the World Bank’s Ease 
of Doing business framework, and through that 
achieve a significant improvement in global rankings 
 
21.b) Government reduces tax compliance costs to 
promote formalization of economic activity, by 
significantly simplifying tax payment procedures, 
bringing under the same “roof” the collection of 
income tax and social contributions, and introducing 
innovative tools and approaches in tax administration 
such as the use of cash registers, registration of 
taxpayers on the principle of “center of economic 
interests”. The concept of Tax Ombudsman is 
introduced. 
 

Wording of the policy action adjusted to 
reflect the significantly more ambitious 
reform agenda currently under 
implementation in Azerbaijan to 
improve the investment climate, reduce 
costs of doing business, and promote 
entrepreneurship. 
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Original Indicative Policy Targets for 
Subprogram 2 

Final Policy Actions for 
Subprogram 2 Comment 

22. Government (i) submits a report on the 
utilization of NFES by authorized lending 
institutions showing an increase in 
utilization over the past three years i.e. 
2015-2017 and (ii) undertakes a 
performance review of NFES and submits 
a report on the same. 

22. Government:  
 

(i) establishes an entrepreneurship development 
fund as a public legal entity to replace the NFES, 
thereby (a) simplifying the underlying charter and 
expanding the range of services on offer to 
promote entrepreneurs’ access to finance, and 
(b) strengthening its financial governance and 
risk management capacity (i.e. viz-a-viz the 
NFES EDF); 
 

(ii) approves and operationalizes a new policy-
setting, public legal entity, to coordinate and 
improve the mechanisms of support for the 
entrepreneurship development activities in 
Azerbaijan, i.e. KOB/SMEDA, which ensures the 
official launch of a full-fledged tax initiative to 
support SMEs and entrepreneurial activity. 

 

Wording of the policy action 
substantially modified to reflect the 
significant progress in implementing 
and broadening the institutional 
architecture for SME and 
entrepreneurship support in Azerbaijan. 
On the basis of lessons from NFES 
operations, a new agency was 
established to replace it and strengthen 
the credibility and effectiveness of this 
public policy initiative. A new policy 
coordination institutional solution was 
also established, through KOB/SMEDA, 
to gradually bring more consistency and 
coordination to this area of reform and 
government support.  

ADIF = Azerbaijan Deposit Insurance Fund, FIMSA = Financial Markets Supervision Authority, MOE = Ministry of Economy, MOF = Ministry of Finance, MTEF = medium- 
term expenditure framework, MTFF = medium-term fiscal framework, NFES = National Fund for Entrepreneurship Support, PPP = public-private partnership, SME = small 
and medium-sized enterprise, SMEDA = SME Development Agency, SOE = state-owned enterprise. 
a  Non-oil budget deficit in percentage of Non-oil Gross Domestic Product.  
b  This already includes new circulars with explicit references to MTFF, as laid out in the Law on State Budget for 2020 
c  As of August 2019, all of the 20 largest SOEs, 18 have submitted proposals for legal transformation, . these These were actually all duly approved for 18 of the large 20 

SOEs, and these entities now all operate in a legal-organizational form that is in line with corporate law of Azerbaijan. Preparation of the legal transformation of the remaining 
2 SOEs is ongoing. 

d  As of August 2019, mutual current account payables of all large SOEs have been resolved and all the 20 SOEs for which debt repayment schedules were established 
remain current in their obligations. 

e  As of August 2019, the State Property Committee has developed and established a single database for large SOEs. 
f  As of August 2019, of the 20 largest SOES, 18 SOEs have met this requirement and the 2 SOEs that have not done so are being sanctioned according to existing legislation. 
g  The original SI No 3 of the Government’s Action Plan read as follows: “Elaboration of medium term and long-term strategic plans of the institution and approval by the 

supervisory councils”. As discussed with the ADB mission in April 2019, approved strategic plans were in place for 9 SOEs only, while preparation was reportedly underway 
for the remaining 11 SOEs. Policy dialogue then focused on proposals to strengthen the institutional pressure on SOEs for compliance with the President’s Decision of 
December 2016, and on options to address the apparent fragmentation of “SOE monitoring” in Azerbaijan. Bold steps going forward required a more fundamental solution. 
The way forward found was to further empower the Special Committee to perform this role for at least the non-financial SOEs. 
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h  Organisation for Economic Co-operation and Development (OECD). 2010. Policy Brief on Corporate Governance of State-Owned Enterprises in Asia. Paris: OECD. 


