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NONSOVEREIGN SECTOR PROGRAM ASSESSMENT  

This is an abbreviated version of the document that excludes information that is subject to exceptions to 

disclosure set forth in ADB’s Public Communications Policy 2011.  

======================================================== 

 
A. Introduction 

 

1. This sector assessment reviews the contribution made by the Private Sector Operations 

Department (PSOD) to the Asian Development Bank (ADB) program in Azerbaijan, 2011–2017. It forms 

part of the country assistance program evaluation (CAPE). During the review period, there were five 

approvals for six transactions totaling $1.145 billion of financing in ADB’s targeted sectors of 

infrastructure and financial markets. Four approvals made prior to 2011 totaling $77 million were 

completed during the review period.
1
 

 

2. The previous country level assessment was a validation of the final review of ADB’s operations in 

Azerbaijan over the period, 2000–2011, the first country level assessment by ADB’s Independent 

Evaluation Department (IED) since Azerbaijan joined ADB in 1999.
2
 The validation found that four private 

sector loans ($95 million) and one guarantee ($232.4 million) were approved during the period. The 

guarantee was subsequently cancelled. No separate private sector operations review was prepared, and 

the validation’s recommendations were for the Central and West Asia Regional Department (CWRD). 

However, two of its the recommendations could also have applied to private sector operations and they 

are noted here: (i) ADB needs to deepen its inclusive growth focus by increasing infrastructure 

investments and private sector initiatives that directly benefit secondary cities and rural populations; and 

(ii) ADB needs to prioritize public and private sector operations that help diversify the economy given 

that oil and gas resources are finite. 

  

3. This review has five sections: (i) sector context, (ii) ADB’s sector strategy and portfolio,  

(iii) evaluation of the assistance provided, (iv) thematic issues, and (v) key findings, lessons, and 

suggestions. The sector context is a brief overview of the sectors in which PSOD is active in Azerbaijan. 

The strategy and portfolio section presents PSOD’s strategy and portfolio of approvals for Azerbaijan. 

The evaluation section reviews the overall portfolio using the Guidelines for the Preparation of Project 

Performance Evaluation Reports on Nonsovereign Operations.
3
 With the consent of PSOD, no evaluation 

mission was fielded to Azerbaijan for this review of PSOD’s program. Due to the limited number of active 

client relationships and the overlap of the energy sector clients being reviewed in this assessment, only a 

desktop review was conducted. PSOD’s support for this sector assessment is greatly appreciated by IED.   

 

B. Sector Context 

 

4. Azerbaijan’s gross domestic product (GDP) increased from AZN52.082 trillion in 2011 to 

AZN60.394 trillion in 2016.
4
 The economy is highly dependent on hydrocarbons to drive growth and 

finance government expenditures. In 2015, oil and gas exports accounted for 89% of goods exports and 

26% of nominal GDP, providing 69%–70% of consolidated government revenues.
5
 Average oil prices 

were $79.50 a barrel in 2011, peaking at $111.67 in 2013. From July 2014 they began dropping until 

they reached an average of $52.39 in 2015.
6
 Azerbaijan’s GDP peaked at AZN59.01 trillion in 2014 and 

                                                           
1
 These figures do not include the 2009 $1.0 billion Trade Finance Facilitation Program (TFP). TFP is available to support trade 

throughout ADB’s member countries including Azerbaijan. Including the entire amount of the approval in the Azerbaijan figures 

would distort them; the approval is included in this sector assessment’s portfolio and evaluation sections. 

2
 Independent Evaluation Department. 2012. Azerbaijan: Validation of the Final Review of Country Operations, 2000–2011. Manila.  

3
 IED.. 2014. Guidelines for the Preparation of Project Performance Evaluation Reports on Nonsovereign Operations. Manila: ADB.  

4
 ADB. 2017. Key Indicators for Asia and the Pacific 2017 – Azerbaijan. https://data.adb.org/sites/default/files/azerbaijan-key-

indicators.pdf. Manila. 

5
 Moody’s Investors Service. 2017. Governments of Azerbaijan and Kazakhstan Peer Comparison. New York. 

6
   British Petroleum. 2018. BP Statistical Review of World Energy June 2018. London.  

https://data.adb.org/sites/default/files/azerbaijan-key-indicators.pdf
https://data.adb.org/sites/default/files/azerbaijan-key-indicators.pdf
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decreased 7.9% in 2015 to AZN54.38 trillion. In February 2015, the Central Bank depreciated the AZN by 

one-third against the US dollar. In December 2015 the Central Bank switched to a floating rate, causing 

further depreciation that took the AZN to 50% of its original value. The move was intended to improve 

economic diversification and the competitiveness of the non-oil sectors. The immediate impact on the 

finance sector was a significant reduction of bank and nonbank capital adequacy, given their significant 

foreign currency lending.
7
 In late 2017, oil prices began to recover to reach $79.44 a barrel in June 2018. 

However, Azerbaijan’s production volumes have steadily declined, from 932,000 barrels a day in 2011 to 

795,000 barrels a day in 2017. The expansion of the Shah Deniz gas field is expected to strengthen the 

economy in late 2018, although the gas exports will not be sufficient to fully replace the erosion of oil 

exports.
8
   

 

5. Sector constraints and challenges. For the private sector, the economic disruption has affected 

the government’s support to diversify the economy away from the oil and gas sectors. Oil revenues have 

funded government social transfers and public works programs to increase incomes of the poor, and the 

government’s strategy Azerbaijan 2010: Look Into The Future had economic diversification as a key 

priority.
9
 In March 2017, Moody’s reported that public investment had fallen by AZN3.0 billion and was  

51% lower than the 2011–2014 average (footnote 5). The ADB country partnership strategy, 2014–2018 

included a summary private sector assessment which identified the main impediments to development 

of the private sector as: corruption, unofficial monopolies, limited access to finance, high inflation, the 

lack of a skilled workforce and poor educational standards, and weak coordination in policy making 

among government departments. It noted that, although progress had been made in infrastructure 

investment, challenges remained, alongside an overconcentration of resources in Baku. Progress in 

taxation policy was noted as a success.   

 

6. Banking is a key sector for nonsovereign operations.  ADB funds are onlent through the banks to 

support micro, small, and medium-sized enterprises (MSMEs) in many sectors, including agriculture. The 

economic disruption has resulted in increased non-performing loan ratios and higher bank borrowing 

costs. Public confidence in the banking system has been undermined, resulting in lower deposit rates. 

This, combined with high levels of foreign borrowing, has resulted in capital shortfalls and bank closures. 

In 2016, the Central Bank of Azerbaijan revoked the licenses of 6 banks and the Financial Markets 

Supervisory Authority (FIMSA), which was established to restructure banks and strengthen the banks’ 

capital base revoked licenses of 5 banks. FIMSA also revoked the license of one more bank in 2017. In its 

August 2017 banking sector assessment, Standard & Poor’s continued to view the banks as being in a 

correction phase, vulnerable to market movements, with challenging access to funding. Government 

support for systemically important banks was considered likely to become more unpredictable. The banks 

continued to lend in foreign currencies, which substantially increased foreign currency loans as a 

percentage of loans in 2016 following the revaluation of loans due to the currency devaluations. In 

previous years, the Armenian manat was pegged to the dollar and the practice of foreign lending did not 

cause so much concern. The assessment concluded that large credit losses will likely persist through 

2019.
10

 Access to finance for individuals continues to be difficult, with the 2017 Global Findex report 

statistics reporting that only 13% of young adults (age 15-24) had accounts with financial institutions, 

increasing to 35% of adults (over age 25), but decreasing to 20% for rural populations (age 15+).
11

 

 

7. Government strategies and plans. Broader economic plans were announced through the 

Azerbaijan 2020 program adopted in 2012. In March 2016, the government approved the Basic 

Directions of the Strategic Roadmap on the National Economy and Main Economic Sectors. Moody’s 

reports that the government hired McKinsey in September 2016 to assist it in developing an economic 

                                                           
7
  Moody’s Credit Outlook. 2015. Azerbaijani Currency Devaluation is Credit Negative for Banks with High Foreign-Currency 

Exposures. 23 February. 

8
  Moody’s Investors Service. 2018. Government of Azerbaijan FAQ on Impact of Oil Prices on Growth and Public Finances, and 

Prospects for Economic Diversification. Singapore. 

9
  ADB. 2014. Country Partnership Strategy: Azerbaijan, 2014–2018. Manila. 

10
 S&P Global Ratings. 2017. Ratings Direct Banking Industry Country Risk Assessment: Azerbaijan. Moscow. 

11
 World Bank. 2017. The Global Findex Database 2017. https//globalfindex.worldbank.org 
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diversification plan. In December 2016, the government issued a number of “strategic road maps” which 

identified key focus areas for diversification, including agriculture, consumer goods, financial services, 

heavy industry and machinery, tourism, and transport and logistics, with progress on tourism and 

transport and logistics appearing to be most advanced in implementing the strategies to produce results. 

Tourist arrivals grew 22% year-on-year in 2016 and are estimated to have directly contributed 4% of GDP 

and employment in 2016. Transport and logistics seek to connect the People’s Republic of China with 

Europe, and Russia with Iran and South Asia; a new port is to be completed in 2017, situated in a free 

trade zone with an airport and railway (footnote 8). The government also endorsed plans for the 

development of reasonably priced housing and for vocational and educational training.
12

  

 

8. ADB’s nonsovereign operations sectors are banking and infrastructure. In the banking sector, the 

government is seeking to stabilize the sector by increasing capital requirements and consolidation, 

supervised by the Central Bank and the Financial Markets Supervisory Authority. In the energy sector, 

ADB has provided technical assistance to support increased participation of the private sector. Previous 

private sector pilots were not successful due to a lack of supporting policy, legal, and regulatory 

framework. In 2014, ADB approved TA to develop a road map, recommend changes to the enabling 

environment, and identify private sector demonstration projects.
13

 This work is ongoing.   

 

9. Other development partner programs. Other development partners with nonsovereign 

operations programs in Azerbaijan are European Bank for Reconstruction and Development (EBRD), 

International Finance Corporation (IFC), European Investment Bank (EIB), and KfW. EBRD, IFC, and KfW 

have representative offices in Baku with other support from their headquarters. The numbers of staff for 

private sector operations in these institutions are not known as they are generally not resident in Baku. 

 

10. The programs and financing commitments provided by these institutions to private sector 

sponsors over 2011–2017 appear comparable to ADB’s program, based on available information. EBRD’s 

project summary documents list nine approvals for commitments ranging from $5 million to $500 million 

(total $900.4 million).
14

 AccessBank Azerbaijan, Demirbank, and Lukoil Overseas are clients of both EBRD 

and ADB and approvals to them account for seven of the nine EBRD approvals made over 2011–2017. 

An equity investment in the manufacturing and services sector was cancelled, and the remaining approval 

is a loan for the transport sector. IFC approved seven financial commitments over 2011–2014, with no 

approvals reported after 2014. The commitments range from $7 million to $25 million (total $74 

million).
15

 AccessBank Azerbaijan and FINCA Azerbaijan are clients of both IFC and ADB and account for 

three of the seven IFC approvals. A separate approval is shown for an IFC advisory services commitment 

to support the investment climate for small businesses and agribusinesses. EIB approved four 

commitments over 2013–2018 for €101 million.
16

 AccessBank Azerbaijan is also an EIB client. 

International Bank of Azerbaijan is an EIB client and was formerly an ADB client. EIB approved €1.25 

million for commitments to the energy sector in Azerbaijan through its regional Green Growth Fund. KfW 

is also a development partner to Azerbaijan, reporting two commitments totaling €4.8 million; no specific 

borrower details were found.
17

    

 

                                                           
12

 Azerbaijan State News Agency. 2016. Azerbaijan endorses strategic road maps for development of national economy and main 

economic sectors. December 6 2016. https://azertag.az/en/xeber/Azerbaijan_endorses_strategic_road 

maps_for_development_of_national_economy_and_main_economic_sectors-1016958. 

13
 ADB. 2014. Technical Assistance to the Republic of Azerbaijan: Preparing an Enabling Environment for Private Sector 

Participation in the Power Sector. Manila.  

14
 EBRD. 2018. https://www.ebrd.com/azerbaijan-data.html 

15
 IFC. 2018. https://disclosures.ifc.org/#/enterpriseserachresultshome/azerbaijan 

16
 EIB. 2018. https://www.eib.org 

17
 KfW. 2018. https://www.kfw-entwicklunggsbank.de/international financing/kfw-development-bank/projektc 

https://azertag.az/en/xeber/Azerbaijan
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C. ADB’s Private Sector Operations: Program Strategies and Portfolio 

 

11. Sector strategy. The PSOD strategy is to support ADB’s Strategy 2020
18

 by working closely with 

private sponsors, investors, and financiers in promoting investment opportunities that contribute to 

reducing poverty throughout the region. PSOD works within ADB’s Private Sector Development 

Strategy.
19

 Under this strategy, ADB public sector projects and technical assistance can provide support 

to the government to develop the required enabling environment for private sector projects under ADB’s 

broad sectors of infrastructure and financial market development. PSOD monitors the progress of public 

sector projects and identifies opportunities in the private sector so it can build on the public sector 

projects. PSOD also monitors broader government policy developments and changing market conditions 

in its sectors to identify development opportunities beyond those tracked through ADB’s public sector. 

Private sector projects supported by PSOD are intended to provide clear development impacts, to be 

financially viable, and to fit within the infrastructure and financial market development sectors.
20

  

 

12. At the country level, the focus areas for PSOD are included in country partnerships strategies 

(CPSs). The program for Azerbaijan for 2011–2017 had a CPS for 2014–2018, with 2011–2013 programs 

agreed through country operations business plans (COBPs).
21

 Throughout the period, the programs 

sought to support economic diversification to develop growth outside the oil sector. In line with 

government priorities, the COBP, 2011–2013 primarily targeted infrastructure development, focused on 

transport, energy, water supply and sanitation, alongside consideration of climate-proofing measures to 

mitigate the effects of climate change and greenhouse gas emissions. Throughout the period, the 

purpose of the transport projects was to increase regional connectivity within the Central Asia Regional 

Economic Cooperation (CAREC) region. The COBP, 2012–2014 prioritized transport, urban services, and 

private sector development, with continued dialogue regarding the energy sector and continued 

engagement in the social and financial sectors through technical assistance. The CPS, 2014–2018 sought 

to support Azerbaijan’s transition to a diversified, knowledge-based economy and to bolster sustainable, 

non-oil sector growth to stimulate economic growth, promote inclusive growth, and reduce urban–rural 

disparities. The sector focus continued to be on transport, urban infrastructure and services, energy, and 

access to finance. Support to create an enabling environment for private sector development, public–

private partnerships (PPPs), governance, environmental sustainability, gender equity, and knowledge 

solutions were included in the CPS. The COBPs for 2015–2017 and 2016–2018 maintained the focal areas 

of the CPS, although the COBP, 2016–2018 acknowledged the changed conditions for Azerbaijan due to 

the decrease in oil prices (followed by two currency devaluations in 2015). Therefore, the approval of 

certain projects was rescheduled, following the government’s decision to reduce public investment 

spending.
22

 

   

13. Recognizing that the timing for private sector transactions depends upon a combination of 

market factors and that the PSOD pipeline is commercially sensitive, private sector transactions are not 

identified in the CPS or COBP. Rather, the broad sectors of infrastructure and financial market 

development are outlined and agreed subsectors are noted; projects that are not within agreed subsector 

areas are not pursued without express approval. The specific areas noted in the COBPs and CPS over 

2011–2017 reflect the government areas of preference for the scope of private sector operations, 

summarized in Table 1.    

 

 

 

                                                           
18

 ADB. 2008. Strategy 2020: The Long-Term Strategic Framework of the Asian Development Bank, 2008–2020. Manila. 

19
 ADB. 2000. Private Sector Development Strategy. Manila; ADB. 2006. Private Sector Development: A Revised Strategic Framework. 

Manila. 

20
 ADB. 2012. ADB Private Sector Operations: Innovation, Impact, Integrity. Manila. 

21
 ADB. 2014. Country Partnership Strategy: Azerbaijan, 2014–2018. Manila. ADB. 2011; Country Operations Business Plan 

Azerbaijan, 2011–2013. Manila; ADB. 2012. Country Operations Business Plan: Azerbaijan, 2012–2014. Manila. 

22
 ADB. 2015. Country Operations Business Plan: Azerbaijan, 2015–2017. Manila; ADB. 2015. Country Operations Business Plan: 

Azerbaijan, 2016–2018. Manila. 
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Table 1: Private Sector Operations Department Activities in Azerbaijan Country Operations Business 

Plans and the Country Partnership Strategy  

COBP or CPS Period Agreed Strategy for Private Sector Operations Department Activities 

COBP, 2011–2013
a
 Private sector operations are a priority in Azerbaijan. PSOD is looking at various investment 

opportunities in the transport and logistics, energy, and financial sectors.  

COBP, 2012–2014
b
 ADB’s PSOD is looking at investment opportunities in the infrastructure and financial 

sectors. ADB will continue to support trade finance and funding for financial institutions. 

It will also explore other private sector investment opportunities. These may include 

projects in energy efficiency and environmental improvement, non-oil strategic industries, 

the gas sector (as well as downstream products in that sector), transport and logistics, and 

agribusiness.  

CPS, 2014–2018
c
 ADB will expand its private sector operations in Azerbaijan to assist with economic 

diversification. It will help the private sector play a greater role in industry, trade, SMEs, 

and infrastructure development. ADB may consider financing select projects in the 

downstream petrochemicals processing sector, whose large scale could be transformative 

although such operations are difficult to finance through conventional financing. ADB’s 

participation would be instrumental in attracting commercial sources of credit which 

normally take a cautious approach to projects in the region.
d
  ADB’s presence will facilitate 

the adoption of international due diligence, governance, and transparency standards. For 

projects in other sectors, ADB participation may be one of the few sources of finance 

available, given the nascent stage of these sectors in Azerbaijan. In addition to the non-oil 

sector, ADB is examining opportunities in the extractive industries that would help 

Azerbaijan improve energy efficiency and reduce environmental impact. PSOD will seek to 

leverage third-party funding and private sector participation whenever possible. It will also 

target individual banks and nonbank institutions to (i) promote rural financial inclusion by 

providing funding to financial institutions for onlending to MSMEs and farmers outside of 

the capital region; (ii) establish credit facilities for MSMEs; (iii) expand the housing 

mortgage market; and (iv) deepen leasing and insurance. The TFP will continue to support 

selected banks in Azerbaijan to fill market gaps and mobilize private sector capital by 

providing guarantees and loans. 

COBP, 2015–2017
e
 PSOD will assist with the diversification of the economy, help leverage private sector 

financing, and improve transparency and environmental standards. Operations are 

expected to focus on support to commercial banks for onlending to SMEs, including agro-

businesses, and on opportunities arising from gas extraction. 

COBP, 2016–2018
f
 PSOD will continue to focus on supporting commercial banks in onlending to SMEs, 

including agro-businesses, and in relation to opportunities arising from industries such as 

the gas sector. 

ADB = Asian Development Bank; COBP = country operations business plan; CPS = country partnership strategy; MSMEs = micro, 

small, and medium-sized enterprises; PSOD = Private Sector Operations Department; SMEs = small and medium-sized enterprises; 

TFP = Trade Finance Facilitation Program. 

a
 ADB. 2011. Country Operations Business Plan: Azerbaijan, 2011–2013. Manila. para 5. 

b
 ADB. 2012. Country Operations Business Plan: Azerbaijan, 2012–2014. Manila. para 9. 

c
 ADB. 2014. Country Partnership Strategy: Azerbaijan, 2014–2018. Manila. para 26. 

d
 ADB. 2014. Country Partnership Strategy: Azerbaijan, 2014–2018. Manila.. Interventions in this sector have not been discussed 

yet by ADB and the government, but large projects recently announced in the sector make it relevant for potential ADB private 

sector finance participation.  

e
 ADB. 2015. Country Operations Business Plan Azerbaijan 2015–2017. Manila. Para 3. 

f
 ADB. 2015. Country Operations Business Plan Azerbaijan 2016–2018. Manila. Para 4. 

 

14. At the project level, PSOD staff are organized into: Private Sector Infrastructure Finance Division 

1 (PSIF1), Private Sector Financial Institutions (PSFI), and Private Sector Investment Funds and Special 

Initiatives (PSIS).
23

 PSFI coverage for Azerbaijan includes two staff outposted to the Georgia resident 

mission. PSIF1 has two positions in the Kazakhstan resident mission. The fourth division, Private Sector 

                                                           
23

 Private sector infrastructure is led by two divisions, PSIF1 and PSIF2 separated along geographic lines. PSIF1 includes Azerbaijan. 

The PSFI and PSIS divisions were created in 2012, dividing the former Private Sector Capital Markets (PSCM) into two groups to 

allow increased specialization, separating investments made through financial institutions (PSFI) from those made through 

private equity funds (PSIS). For the purposes of this sector assessment, the current divisional structure is used for portfolio 

attribution. It is also noted that private equity funds are not part of the strategy for Azerbaijan over the review period. 
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Transaction Services (PSTS), includes safeguard specialists to bring safeguard expertise as needed to 

support transactions originated by PSIF1, PSFI, and PSIS. Cofinancing product specialists are in the 

Guarantees and Syndications Unit of the Office of the Director General PSOD.
24

 The fifth division, Private 

Sector Portfolio Management, contributes to ongoing portfolio management. 

 

15. Portfolio by sector. Over the period 2011–2017 there were five approvals for six transactions 

totaling $1.145 billion of financing commitments to be invested in Azerbaijan. A complete list of 

approvals over 2011–2017 is in Appendix 1. Table 2 shows the private sector operations approvals by 

year for 2011–2017. Table 3 shows the approvals prior to 2011 which were ongoing or completed during 

2011–2017. 

 

Table 2: Private Sector Operations Department Approvals by Year, 2011–2017 

($ million) 

Approval 

Year 

Number of 

Approvals 

 

Equity 

 

Loan 

B Loan 

and/or 

Guarantee 

Total by 

Year 

2011 0     

2012 0     

2013 1  50  50 

2014 1  20  20 

2015 2
a
  345 230 575 

2016 1  500  500 

2017 0     

Total 5 0 915 230 1145 

a 
One of the approvals, Improving Financial Service Outreach for Agriculture, provides finance for 

two separate transactions 

Source: Asian Development Bank database. 

 

Table 3: Private Sector Operations Department Approvals Prior to 2011 Ongoing or 

Completed, 2011–2017 ($ million) 

Approval 

Year
a
 

Number of 

Approvals 

 

Equity 

 

Loan 

B Loan 

and/or 

Guarantee 

Total by 

Year 

2006 1  4  4 

2007 2  46  46 

2010 1  27  27 

Total 4
b
 0 77  77 

a 
The table only shows

 
approvals which continued or were completed during 2011–2017 

b 
Total does not include $1 billion approved for the Trade Finance Facilitation Program, approved 

in 2009 and continuing throughout 2011–2017. 

Source: Asian Development Bank database. 

 

16. Portfolio by sector. The approvals contribute to ADB’s country and sector strategies and programs 

in effect for 2011–2017. Using the classifications specified in the appraisal documents, Table 4 shows the 

five approvals for 2011–2017 by sector; Table 5 shows the four approvals ongoing or completed during 

2011–2017. 

 

 

 

 

 

 

 

                                                           
24

 The Guarantees and Syndication Unit was moved from PSTS to the Office of the Director General PSOD in 2018. 
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Table 4: Private Sector Operations Department Approvals by Sector, 2011–2017 

Approval Sector 

In RRP 

Number of 

Approvals 

Amount  

($ million) 

Percentage by 

$ Volume 

INF/Oil and Gas Transmission 

and Distribution 

2   975   85 

FI/Banking Systems and 

Nonbank FIs 

1
a
   100     9 

FI/MSME 2     70     6 

Total 5 1145 100 

FI = financial institutions; INF = infrastructure; MSME = micro, small, and medium-sized 

enterprises; RRP = Report and Recommendation of the President. 

a 
This approval provides finance for two separate transactions. 

Source: Asian Development Bank database. 

 

Table 5: Private Sector Operations Department Approvals by Sector, 2011–2017 

Approval Sector 

In RRP 

Number of 

Approvals 

Amount  

($ million) 

Percentage by 

$ volume 

INF/Energy Efficiency  1 27   35 

FI/Banking Systems 3 50   65 

Total 4
a
 77 100 

FI = financial institutions; INF = infrastructure; RRP = report and recommendation of the 

President. 

a 
Total does not include $1 billion approved for the Trade Finance Facilitation Program, 

approved in 2009 and continuing throughout 2011–2017. 

Source: Asian Development Bank database. 

  

17. Portfolio by individual approvals 2011–2017. This sector assessment’s evaluation of PSOD’s 

2011–2017 approvals and their contribution to the Azerbaijan program is based on the results of each 

approval. Each approval is analyzed for its fit with ADB’s country and sector strategies and the progress 

it has made toward development results. The type and purpose of financing approved, and any direct 

links between CWRD’s work and the PSOD approval are noted. For each approval, its report and 

recommendation of the President (RRP), extended annual review report (XARR), extended validation 

report (XVR) and/or project performance evaluation report (PPER) were reviewed. The results are 

summarized using the ratings scale for nonsovereign operations evaluations (footnote 3). If XARRs and/or 

XVRs and PPERs had not been completed, recent annual monitoring reports (AMRs) were reviewed. 

Financial results for individual transactions are confidential and are not presented in this sector 

assessment. 

  

18. Each 2011–2017 approval made, or those approved prior to 2011 but ongoing or completed 

during 2011–2017, is presented by subsector in order as follows: (i) infrastructure/oil and gas 

transmission and distribution; (ii) infrastructure/energy efficiency; (ii) financial institutions/banking 

systems and nonbank financial institutions; (iii) financial institutions/MSMEs and SMEs. 

 

19. Infrastructure/oil and gas transmission and distribution. The two oil and gas transmission and 

distribution approvals contribute to gas field development and gas transmission and distribution from 

the Shah Deniz gas field. This project has separate financing from both CWRD and PSOD. Only the PSOD 

approvals are included in this assessment, with the energy sector assessment considering the ADB 

contribution to the larger project.    

(i) Lukoil Overseas Shah Deniz: Shah Deniz Stage II Gas Field Expansion 

(ii) Southern Gas Corridor CJSC: Shah Deniz Gas Field Expansion 

 

20. Lukoil Overseas Shah Deniz: Stage II Gas Field Expansion. This 2015 approval is for a 12-year loan 

of up to $250 million and a 10-year B loan of up to $225 million to Lukoil Overseas Shah Deniz (LOSD) 
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for the Shah Deniz Stage II Gas Field Expansion Project.
25

 Shah Deniz is one of the world’s largest gas 

fields with 938 billion cubic meters (m
3
) of gas reserves. In 1996, the State Oil Company of the Azerbaijan 

Republic (SOCAR) signed the Shah Deniz Production Sharing Agreement (SDPSA) with six foreign oil and 

gas companies led by British Petroleum (BP) for the exploration, development and production of natural 

resources from the Shah Deniz gas field. Following the discovery of a new high-pressure reservoir within 

the Shah Deniz gas field, in December 2013, the SDPSA partners announced the development of Stage II 

of the field. The Stage II project is the largest gas field development project to date in Azerbaijan and will 

help increase the country’s total gas production from 20 billion m
3
 per annum in 2014 to 36 billion m

3
 

per annum by 2020. The project is an important contributor to the Azerbaijan economy and also provides 

an alternate source of gas supply to Europe.
26

  

 

21. Each SDPSA partner is to fund the $28.59 billion project in proportion to its ownership share. 

Lukoil has a 10% interest in the SDPSA and approached ADB in June 2014 for project financing to support 

its share of the project capital expenditure. [Confidential information deleted.]
27

 Both EBRD and the Black 

Sea Trade and Development Bank committed financing to the project alongside ADB. The project is 

Category A for Environment, B for Involuntary Resettlement, and C for Indigenous Peoples. [Confidential 

information deleted.] ADB’s B loan attracted five international commercial lenders who committed  

$225 million to the project.
28

 [Confidential information deleted.] 

 

22. Southern Gas Corridor CJSC: Shah Deniz Gas Field Expansion. This 2016 approval is for a 15-year 

loan of up to $500 million to Southern Gas Corridor CJSC (SGC) for the Stage II expansion of the Shah 

Deniz Gas Field;
 29

 the loan is guaranteed by the Republic of Azerbaijan through its Ministry of Finance.
30

 

The nonsovereign loan was approved together with a $500 million sovereign partial credit guarantee 

(PCG) which supports the same project, developing a one-ADB approach to provide $1 billion of support 

for the project as requested by Azerbaijan. The PCG provides an ADB guarantee to a separate consortium 

of commercial lenders in the event of nonpayment by SGC and subsequent nonpayment by the Ministry 

of Finance under its guarantee.
31

 [Confidential information deleted.] 

 

23. SGC is owned by the Republic of Azerbaijan (51%) and SOCAR (49%). [Confidential information 

deleted.] The project is described in para.20. SGC is has a 16.7% interest in the SDPSA and approached 

ADB in 2016 for finance for its share of the capital expenditures. SGC is an entity established by the 

government of Azerbaijan to consolidate, manage, and finance the government’s interests in the 

development of the Shah Deniz gas field and the three projects that comprise the Southern Gas Corridor. 

[Confidential information deleted.]   

 

                                                           
25

 ADB. 2015. Report and Recommendation of the President to the Board of Directors Proposed Loan to Lukoil Overseas for the 

Shah Deniz Stage II Gas Field Expansion Project in Azerbaijan. Manila. 

26
 Gas will be delivered from Azerbaijan to Europe via the Southern Gas Corridor, a separate project to the gas field expansion. 

With British Petroleum (BP) acting as the sales agent on behalf of the project sponsors, collectively the group has entered into 

25-year gas sale agreements to nine European buyers and one Turkish buyer, and options with buyers in Azerbaijan and Georgia. 

Each party to the Shah Deniz Production Sharing Agreement (SDPSA) also has the right to sell the by-product condensate in 

proportion to their shareholding, and Lukoil Overseas Shah Deniz (LOSD) has signed a separate 5-year sale agreement for 

condensate. 

27
 The SDPSA partners designated BP as the project operator, responsible for construction and operation of the Shah Deniz gas 

field. Lukoil is purely a financial investor in the project. 

28
 The B lenders are UniCredit BankAustria AG, Raiffeisen Bank International AG, ING Bank N.V., Bank of China, Ltd (London Branch), 

Societe Generale (London Branch).  

29
 ADB. 2016. Report and Recommendation of the President to the Board of Directors Proposed Loan Southern Gas Corridor CJSC 

Shah Deniz Gas Field Expansion Project (Azerbaijan). Manila.   

30
 The guarantee through the Ministry of Finance is not a sovereign guarantee in the context of ADB operations as there are no 

cross-default provisions with the sovereign lending portfolio. 

31
 ADB. 2016. Report and Recommendation of the President to the Board of Directors: Proposed Partial Credit Guarantee for the 

Shah Deniz Gas Field Expansion Project  in Azerbaijan. Manila. This approval is not within the scope of the nonsovereign 

operations assessment. (Note: the anchor investment to support the partial credit guarantee is the private sector operations 

2015 approval for LOSD.) 
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24. Infrastructure/energy efficiency. This subsector is included to recognize one transaction approved 

in 2010 and completed during 2011–2017. 

 

25. Garadagh Cement OJSC: Expansion and Energy Efficiency Project. This 2010 approval is for a 5.5-

year loan of up to €20 million ($27 million equivalent) to Garadagh Cement OJSC to expand the 

production capacity of a cement facility using more energy-efficient technology.
32

 At appraisal, the  

€360 million ($487 million) project was to expand capacity by replacing the existing four wet-type kilns 

with one modern dry-type kiln, raising annual production from 1.3 million tons per annum to 1.7 million 

tons per annum while reducing the specific production fuel consumption by 48%. This was ADB’s first 

nonsovereign infrastructure financing in Azerbaijan. In 2008, EBRD was mandated to arrange the senior 

debt for the project. While several commercial banks had previously expressed interest in the planned B 

loan, they withdrew due to the global financial crisis and EBRD encouraged the sponsor to approach 

ADB. Opportunities for private sector finance outside the oil and gas industry are limited, and this project 

supports infrastructure development in Azerbaijan.  

 

26. An XARR and an XVR were prepared for the project.
33

 [Confidential information deleted.]   

   

27. Financial institutions/banking systems and nonbank financial institutions. The five transactions in 

this subsector include two transactions through one approval made in 2015 and three transactions 

approved in 2006–2007 which were completed during the review period. 

(i) AccessBank Azerbaijan: Improving Financial Service Outreach for Agriculture, 

(ii) Finca Azerbaijan: Improving Financial Service Outreach for Agriculture, 

(iii) AccessBank Azerbaijan: Private Banks and Leasing Companies, 

(iv) Bank of Baku, and 

(v) International Bank of Azerbaijan.  

 

28. AccessBank Azerbaijan: Improving Financial Service Outreach for Agriculture. This 2015 approval 

is for both AccessBank Azerbaijan (ABA) and Finca Azerbaijan (FIA) to improve financial inclusion and to 

extend the low outreach of the formal financial sector to agriculture, which contributes to the low 

agricultural productivity.
34

 The support was also intended to instill public confidence in the financial 

markets following the 21 February 2015 currency devaluation by continuing operations with 

commercially sound financial institutions. The approval for ABA is a 7-year $75 million loan structured in 

several tranches, each with a 5-year maturity and all to be fully drawn within a 2-year period. 

[Confidential information deleted.] Technical assistance (TA)
 35

 was designed to improve ABA’s manat 

resource mobilization (retail term deposits and contractual investment products) and agriculture finance 

product offerings.
36

 ABA was established in 2002 and at the time of appraisal was the leading lender to 

MSMEs in Azerbaijan (160,000 borrowers). ABA is predominantly owned by international financial 

institutions: Black Sea Trade and Development Bank, EBRD, IFC, and KfW each hold 20% of the shares; 

Access Microfinancing Holding AG holds 16.5%, and LFS Financial Systems 3.5%. The transaction’s 

intended outcome was to sustain financial services to farmers and agriculture MSMEs, targeting an 

increase in agribusiness loans to $500 million by 2022 (from $190 million in 2014), and an increase in 

local currency deposits from retail customers to AZN500 million in 2002 (from AZN203 million in 2014). 

 

29. [Confidential information deleted.]   

                                                           
32

 ADB. 2010. Report and Recommendation of the President to the Board of Directors: Proposed Loan Garadagh Cement Expansion 

and Energy Efficiency Project in Azerbaijan. Manila. 

33
 ADB. 2014. Extended Annual Review Report: Loan Garadagh Cement Expansion and Energy Efficiency Project (Azerbaijan). Manila; 

IED. 2015. Validation Report Azerbaijan: Garadagh Cement Expansion and Energy Efficiency Project. Manila: ADB. 

34
 ADB. 2015. Report and Recommendation of the President to the Board of Directors: Proposed Senior Loans to AccessBank 

Azerbaijan and Finca Azerbaijan for Improving Financial Service Outreach for Agriculture (Azerbaijan). Manila. 

35
 ADB. 2014. Technical Assistance to the Republic of Azerbaijan for Capacity Building for Rural Financial Inclusion. Manila. 

36
 This approval is the third approval for ABA; each supports a different aspect of ABA’s business. The second approval for ABA was 

made in 2013 to support rural MSME, discussed in the MSME section. The first approval was made in 2006 (completed in 2011) 

to support the banking sector’s development, discussed below in this section. 
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30. Finca Azerbaijan: Improving Financial Service Outreach for Agriculture. This 2015 approval for 

Finca Azerbaijan (FIA) is for a 6-year $20 million loan structured in several tranches, each with a 4-year 

maturity and all to be fully drawn within a 2-year period; and a 4-year $5 million B loan (footnote 33). 

TA was planned to support FIA’s outreach to remote villages and farmers through mobile banking and 

financial literacy programs (footnote 35). FIA was established in 1998 and at the time of appraisal was 

the leading nonbank lender to microenterprises and farm households (156,000 borrowers). FIA is owned 

by Finca Microfinance Cooperatief UA, Netherlands, ultimately 62% owned by Finca International Inc. 

New York, a not-for profit corporation in the United States, and 38% by international financial 

institutions. The transaction’s intended outcome was to sustain financial services to farmers and 

agriculture MSMEs, targeting an increase in agribusiness MSME loans to $260 million by 2022 (from 

$130 million in 2014), while the portfolio at risk remains less than or equal to 5% of gross SME loans. 

After loan approval, the economic environment deteriorated substantially, negatively impacting FIA’s 

operations. [Confidential information deleted.] Finca subsequently elected to curtail its business 

development in Azerbaijan and the approval was canceled.  

 

31. AccessBank Azerbaijan: Private Banks and Leasing Companies. This 2006 approval was for  

$15 million to be lent to three banks in Azerbaijan, through which a 4.5-year $4 million loan was 

approved for ABA to strengthen its operations and expand support to MSMEs, to help diversify the 

economy into non-oil and gas sectors.
37

 The loan was fully disbursed in October 2006 and fully repaid in 

February 2011. An XARR and an XVR were prepared for the financing.
38

 [Confidential information 

deleted.] 

 

32. Bank of Baku. This 2007 approval is for a 5-year senior secured loan of up to $4 million and a 2-

year senior secured loan of up to $2 million equivalent in AZN to Bank of Baku for onlending to SMEs.  

The ADB loans are secured by the rights and receivables under the subloans to SMEs.
39

 Along with the 

support for SME growth, the transaction sought to increase confidence in the banking sector and to 

demonstrate the utility of local currency financing. Bank of Baku was one of the first commercial banks 

in Azerbaijan, established in 1994 under the name of Tugay Bank. The name was changed in February 

1997. Following a 2005 merger with OJSC Ilkbank, Bank of Baku became one of the 10 largest banks in 

Azerbaijan. At appraisal, Bank of Baku was owned by a consortium of individuals, each holding from 

10%-40% of the shares. [Confidential information deleted.]   

 

33. An XARR and an XVR were prepared for the financing.
40

 [Confidential information deleted.] 

 

34. International Bank of Azerbaijan. This 2007 approval is for a subordinated loan (tier 2 capital) of 

up to $40 million to International Bank of Azerbaijan (IBA) to strengthen the bank’s capital position and 

underpin the expansion of its lending, particularly to SMEs and retail clients.
41

 At the time of appraisal, 

IBA was the largest bank in Azerbaijan, accounting for almost half the total assets and loans in the 

banking sector, and more than half of the deposits. Increasing the SME retail business would diversify 

IBA’s exposure from state-owned enterprises. IBA was established in 1990 as a successor to the 

Azerbaijan branch of Vnesheconombank, the foreign trade bank of the former Soviet Union, following 

                                                           
37

 ADB. 2006. Report and Recommendation of the President to the Board of Directors: Proposed Assistance for Private Banks and 

Leasing Companies in Azerbaijan. Manila. The other banks selected were Azerigazbank and Bank Respublika. These loans were 

completed prior to the review period and are not included in this sector assessment. 

38
 ADB. 2011. Extended Annual Review Report Loan Private Banks and Leasing Companies in Azerbaijan (Azerbaijan). Manila; IED. 

2013. Validation Report Azerbaijan: Private Banks and Leasing Companies in Azerbaijan (AccessBank). Manila: ADB.   

39
 ADB. 2007. Report and Recommendation of the President to the Board of Directors: Proposed Loans to the Republic of Azerbaijan 

for Debt Financing to Bank of Baku. Manila. Note: While the primary focus of the financing appears to have been SME lending, 

the transaction’s primary classification in the RRP is Banking Systems. 

40
 ADB. 2011. Extended Annual Review Report Debt Financing to Bank of Baku (Loan 2341-AZE). Manila; IED. 2013. Validation 

Report Azerbaijan: Bank of Baku. Manila: ADB.. 

41
 ADB. Report and Recommendation of the President to the Board of Directors: Proposed Subordinated Loan to the International 

Bank of Azerbaijan. Manila. 
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the dissolution of the Soviet Union. In 1991, IBA was incorporated as a state-owned bank; in 1992 IBA 

became a joint-stock commercial bank and the Ministry of Finance became the major shareholder.  

 

35. An XARR and an XVR were prepared for the transaction.
42

 [Confidential information deleted.] 

 

36. Financial institutions/MSMEs and SMEs. The three transactions in this subsector include two 

approvals made during the review period and the ongoing Trade Finance Facilitation Program. 

(i) AccessBank Azerbaijan: Promoting Rural Financial Inclusion, 

(ii) DemirBank: Supporting MSMEs, and 

(iii) Trade Finance Facilitation Program.  

 

37. AccessBank Azerbaijan: Promoting Rural Financial Inclusion. This 2013 approval to ABA is for a 

5-year $50 million loan to support ABA’s plan to increase lending to MSMEs in the underserved regions 

outside Baku, including in secondary towns and rural districts. [Confidential information deleted.] The 

assistance also provides access to longer-term finance for the MSME segment.
43

 The transaction’s 

intended outcome was growth of MSMEs financed by a sustainable ABA, with targeted financial ratios 

for ABA and increases in the number of MSME borrowers with up to 100 employees and increased total 

MSME loans to $700 million in 2019 (from $436 million in 2012). [Confidential information deleted.]  

 

38. DemirBank: Supporting MSMEs. This 2014 approval is for a $20 million loan
44

 to DemirBank, 

which is one of the six banks that participated in the first MSME lending initiative of the Azerbaijan 

government in 2004.
45

 At the time of appraisal, DemirBank was one of the leading midsized banks in the 

country. It was owned by the Hajiyev family (40%), EBRD (25%), FMO (10%), Roman Amirjanov (5.4%), 

and other small shareholdings (together 19.6%). The transaction’s intended outcome was sustainable 

growth of DemirBank’s MSME loan portfolio. [Confidential information deleted.]   

 

39. Trade Finance Facilitation Program (TFP)–regional. This 2009 approval was for a major change in 

scope and amount to enable the TFP to extend its term of operation to December 2013, increase the 

overall exposure limit for the program from $150 million to $1 billion, and to increase the maximum 

tenor of loans under the TFP from 2 years to 3 years.
46

 The purpose of the TFP is to address the lack of 

access to trade finance by DMCs, providing support for trade throughout ADB member countries. The 

significant program increase in 2009 was a direct response to the global financial crisis that severely 

affected the availability of trade finance. In 2012, the ADB Board of Directors endorsed a major change 

to remove the 2013 sunset clause and introduce a maximum 3-year reporting requirement. In 2016, a 

paper was circulated to the Board to review the 2012–2015 program and provide projections for 2016–

2018. In 2018, the Board approved an increase in the program exposure limit to $1.35 billion.
47

 

  

40. In the context of this sector assessment for Azerbaijan, the TFP has supported $4.32 million of 

trade finance for Azerbaijan imports and exports through four transactions in 2011–2012. The weakened 

financial performance of the banking sector in Azerbaijan reduced the number of TFP partner banks in 

Azerbaijan from four to zero over 2011–2015.
48

 The primary focus of the banks during this time has been 

on managing nonperforming loans resulting from the currency devaluation, rather than on growing loan 

portfolios through trade finance or other lending activities. In the second half of 2017, the TFP began to 

                                                           
42

 ADB. 2011. Extended Annual Review Report Debt Financing to Bank of Baku (Loan 2341-AZE). Manila; ADB. 2015. Validation 

Report Azerbaijan: International Bank of Azerbaijan. Manila. Independent Validation Department.  

43
 ADB. 2013. Report and Recommendation of the President to the Board of Directors: Proposed Senior Loan to AccessBank 

Azerbaijan for Promoting Rural Financial Inclusion in Azerbaijan. Manila. 

44
 ADB. 2014. Report and Recommendation of the President to the Board of Directors Proposed Senior Loan DemirBank Supporting 

Micro, Small, and Medium-Sized Enterprises in Azerbaijan. Manila. 

45
 This was under the German-Azerbaijan Fund, established in 1998 as a joint initiative of the German Ministry for Economic 

Cooperation and Development and the Azerbaijan government to provide financing to domestic banks for onlending to MSMEs. 

46
 ADB. 2009. Major Change in Scope and Amount Trade Finance Facilitation Program. Manila. 

47
 ADB. 2018. Proposed Guarantees Loans and Risk Participation Products for Additional Financing – Trade Finance Program Manila. 

48
 The TFP partners were ABA, Bank of Baku, Bank Respublika, and DemirBank.  
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receive expressions of interest in reactivating trade finance operations, with new requests for TFP support. 

The TFP remained engaged with Azerbaijan by annually reviewing banks’ financial performance and by 

providing capacity building to banks through regional seminars and online training on risk management, 

anti-money-laundering activities, and trade finance. The regional seminars are for the eight countries in 

the Central Asian region. Four banks from Azerbaijan participated in the TFP’s regional seminars in 2016–

2017.     

 

D. Evaluation of ADB’s Nonsovereign Operations Sector Program in Azerbaijan 

41. This section reviews the overall portfolio using the ratings methodology in the Guidelines for the 

Preparation of Project Performance Evaluation Reports on Nonsovereign Operations (footnote 3). 

Documents on file (i.e., reports and recommendations of the President, extended annual review reports, 

extended validation reports, project performance evaluation reports and annual monitoring reports) were 

reviewed for the 10 approvals,
 
 on-going projects, and projects that have been completed

49
  over the 

review period 2011–2017 to review the portfolio as a whole and provide an overall assessment of the 

contribution of nonsovereign operations to Azerbaijan.    

 

42. The nonsovereign operations ratings methodology requires four categories to be rated to 

produce an overall result: (i) development results, (ii) ADB investment profitability, (iii) ADB additionality, 

and (iv) ADB work quality. The ratings scale is: excellent, satisfactory, less than satisfactory, and 

unsatisfactory. 

 

43. Rationale and objectives. All the RRPs documented the intended rationale and objectives, citing 

specific Azerbaijan and ADB policies and strategies that the proposals were intended to support, 

including any previous work by ADB. The overall approach was guided by the ADB Private Sector 

Development Strategy and the country programs as reflected in the COBP and CPS documents. The three 

infrastructure projects were intended to support infrastructure for Azerbaijan’s critical economic sectors. 

They have or are expected to achieve their objectives. The seven financial sector projects were intended 

to support financial inclusion through improving access to finance across various subsectors. The 

development results discussion below, finds that the projects approved and largely completed prior to 

the currency devaluations were generally able to achieve their objectives while the more recent projects 

that sought to support the banking sector through difficult times were generally not able to do so, 

although such projects were aligned with ADB sector plans. Overall, the portfolio of approvals meets the 

plans stated in the COBP and CPS documents within the limitations of the operating environment in 

Azerbaijan. 

 

44. Development results. Development results are determined by: (i) contribution to private sector 

development and ADB strategic development objectives; (ii) economic performance; (iii) environment, 

social, health, and safety performance; and (iv) business success. 

 

45. Contribution to private sector development and ADB strategic development objectives. At June 

2018, the Azerbaijan portfolio contained projects at various stages. Some had been completed and finally 

assessed, others were well progressed but had not yet been finally assessed, and some had only recently 

been approved. To develop an overall result for the purposes of this sector assessment, the contributions 

of each approval were grouped into informal categories: (i) successful, (ii) not successful, (iii) in progress, 

and (iv) canceled.   

 

46. The four commitments categorized as successful each made a tangible contribution to private 

sector development. The Garadagh Cement OJSC: Expansion and Energy Efficiency Project delivered a 

new energy-efficient facility to support non-oil and gas sector development and its demonstration effect 

contributed to two subsequent projects in the same industry. The Trade Finance Facilitation Program 

                                                           
49

 There were five approvals made during 2011–2017 and five approvals prior to 2011 which were completed or are ongoing during 

2011–2017. 
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made a start to supporting trade finance with transactions early in the review period and continuing 

annual reviews. It provided capacity building to enable transactions to resume when market conditions 

improve. The financial institutions transactions for Bank of Baku and ABA (2006 approval) contributed to 

increased MSME and SME lending, the development of new products, improved banking practices, and 

greater confidence in the banking sector. 

 

47. The four commitments categorized as not successful were financial institutions transactions. 

Three of these, to ABA (2013 and 2015 approvals) and to DemirBank, were affected by the currency 

devaluations and the economic downturn. [Confidential information deleted.] 

 

48. The two commitments categorized as in progress are infrastructure approvals to support the 

Shah Deniz gas field development. [Confidential information deleted.] 

 

49. The canceled commitment is a financial institution that revised its business plans for Azerbaijan 

as the economic situation deteriorated, taking a decision to curtail business development in Azerbaijan 

and therefore eliminating the need for the approved ADB financing. 

 

50. The portfolio included some important successes over 2011–2017, although the economic 

environment meant that some financial institutions transactions were not successful [Confidential 

information deleted.] The transactions that are in progress are large approvals for projects that appear 

to be on track. Overall, the portfolio’s contribution to private sector development is borderline less than 

satisfactory (at the borderline of satisfactory).   

 

51. Economic performance. The primary indicator for contribution to economic development is the 

investee’s economic investment return (or a proxy for this return). For nonsovereign investments, this 

information is confidential and is not included here. Four of the transactions have been evaluated, three 

of which meet the criteria for satisfactory economic performance. Three of the transactions without 

evaluations are for the two financial institutions [Confidential information deleted.] that are not expected 

to meet the criteria for a satisfactory economic performance. No calculation was done for the Trade 

Finance Facilitation Program. The Shah Deniz projects are too recent for any economic results to be 

calculated. [Confidential information deleted.] While recognizing that overall there are important projects 

that are ongoing, the borderline less than satisfactory (at the borderline of satisfactory) rating appears 

most appropriate at the time of this writing. 

 

52. Environment, social, health, and safety performance. This category considers the portfolio’s 

compliance with ADB safeguard policies. Compliance with ADB safeguard policies and on-going 

monitoring are the criteria for the rating. All completed projects have complied with ADB’s policies and 

ongoing projects appear to be complying. The portfolio rating for environment, social, health, and safety 

performance is satisfactory. 

 

53. Business success. The primary indicator for business success is the investee’s FIRR (or a proxy 

calculation). For nonsovereign investments, the information is confidential and specific details are not 

included here. The business success results follow the same pattern as the economic performance results 

and, using the same considerations for the portfolio as a whole based on information available at June 

2018, the business results rating is borderline less than satisfactory (at the borderline of satisfactory). 

 

54. Overall rating for development results. The overall rating for development results combines the 

four ratings to produce an overall rating for the 2011–2017 program of borderline less than satisfactory 

(at the borderline of satisfactory). 

 

55. ADB investment profitability. This category considers the profitability of ADB’s investments for 

ADB. The loans that have been disbursed all complied with ADB’s pricing requirements as approved by 

ADB’s Investment Committee. The criterion also considers whether the loan interest and principal 
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payments were in accordance with loan documents. All four of the loans with validated assessments 

were satisfactory for ADB investment profitability. [Confidential information redacted.] Considering the 

portfolio as a whole, the ADB investment profitability rating is borderline less than satisfactory (at the 

borderline of satisfactory). 

 

56. ADB work quality.  The assessment of ADB work quality considered (i) screening, appraisal, and 

structuring of operations, and (ii) monitoring and supervision. Nonsovereign operations are generally 

well-structured to incorporate all ADB policy requirements as well as appropriate financial and 

information covenants. Sponsors are chosen for their ability to deliver projects and programs and because 

they have management teams expected to be able to increase operations because of their previous track 

records or because ADB can offer additional knowledge sharing. Ongoing monitoring tracks the 

operations’ compliance with ADB requirements.   

 

57. The portfolio has a range of results for work quality. For the four projects that have been formally 

assessed, one project was rated excellent for screening, appraisal, and structuring, recognizing the 

importance of the screening process to protect ADB’s reputational risks and the use of a local currency 

loan with a mechanism to protect ADB from currency depreciation. Another was rated less than 

satisfactory because the sponsor did not appear to have been well-chosen to deliver the agreed 

development program and the business model had structural issues that could have been identified at 

appraisal. The other two were satisfactory, with one XVR report noting that the project was well-chosen 

as ADB’s entry point for infrastructure in Azerbaijan. The monitoring results were satisfactory for three 

of the four, with ADB’s efforts to address issues as they arose recognized. The fourth project was also 

monitored closely for financial performance matters but was downgraded because the loan document 

did not have a provision requiring the financial institution to provide annual environmental reports.  

 

58. For the four projects that have not yet been formally rated, the two financial institutions were 

selected for their fit with ADB’s development objectives and their market position and governance 

standards at the time of appraisal. The financial sector risks at the time were recognized in the appraisal 

documents, and the support was provided to help the institutions during difficult times. The situations 

were closely monitored as the sector was affected by greater economic deterioration than had been 

expected. [Confidential information deleted.] The remaining two infrastructure projects are ongoing and 

appear to meet all the requirements for satisfactory results at this early stage of these approvals. This 

assessment also considered the project that was cancelled, noting that the financial institution selected 

for ADB financing appeared to have been well-chosen to support expansion of MSME lending in 

Azerbaijan given its management and established business. These suggested it would be able to expand 

its operations. However, the economic deterioration in Azerbaijan following the approval led the 

borrower to curtail its operations there and the cancellation did not appear to be due to any weakness 

in the appraisal process. Overall, ADB’s work quality was satisfactory. 

 

59. ADB additionality. This category considers (i) the extent to which ADB finance was a necessary 

condition for the timely realization of the project, through direct mobilization of funds and/or indirectly 

improving the risk perception of other financiers; and (ii) ADB’s contribution to the design of the project 

to improve the allocation of risk and responsibilities and to enhance development impact. The need for 

ADB financing is described in all the appraisal documents and these adequately presented the funding 

gaps ADB intended to address. It is recognized that in Azerbaijan commercial financing is limited and 

therefore all of ADB’s clients have been supported by other international financial institutions and 

multilateral development banks, which have been a source of capital during times when commercial 

finance was unavailable because of risk perception, the economic situation, the project’s large size, or a 

combination of these factors. For the four projects that were formally assessed, three were rated 

satisfactory for ADB additionality. The fourth was less than successful because ADB’s loan was small and 

the provision of tier 2 capital to the financial institution may not have been an appropriate choice to help 

the institution rapidly increase its involvement with the private sector. For the more recent transactions, 

ADB’s use of commercial cofinancing products is recognized. The B loan for the Lukoil Overseas 
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transaction attracted five international commercial lenders to commit $225 million to support the Shah 

Deniz gas field expansion. The use of risk transfers with several insurers for four ADB loans helped ADB 

to manage its exposure and to increase the insurers’ engagement with Azerbaijan. Taking into 

consideration Azerbaijan’s ability to attract commercial financing, and the contributions ADB has made 

by providing funding, particularly during difficult times and especially its contribution to restructuring 

two financial institutions, the overall portfolio rating for ADB additionality is satisfactory. 

 

60. Overall rating. The rating for the ADB nonsovereign operations 2011–2017 program for 

Azerbaijan is borderline less than successful based on the component ratings (Table 6). 

 

Table 6: Asian Development Bank Nonsovereign Operations 2011–2017 Portfolio Rating 

Item Development Results ADB Investment 

Profitability 

ADB Work 

Quality 

ADB 

Additionality 

Overall 

Rating Borderline less than 

satisfactory
a
 

Borderline less than 

satisfactory
a
 

Satisfactory Satisfactory Borderline less 

than successful
b
 

a
 At the borderline of satisfactory. 

b
 At the borderline of successful. 

 
E. Thematic Issues 

 

61. The CPS identified five crosscutting thematic issues to be supported through ADB’s programs. 

The nonsovereign operations portfolio supports these issues through the projects approved and 

implemented in requirements with ADB’s policy and financing documentation requirements.  

 

62. Support for inclusive economic growth. Support for inclusive growth is a key theme for the 

financial sector approvals which targeted MSMEs and agribusiness. These approvals were for ABA (3 

approvals), DemirBank, Finca Azerbaijan, Bank of Baku, and IBA. The appraisals’ design and monitoring 

frameworks included specific targets.  

 

• ABA (improving financial service outreach for agriculture): increase credit to farmers and 

agriculture SMEs; test two agricultural value-chain financing channels; introduce new local 

currency retail products in 10 branches, at least five of which are outside of Baku; increase the 

number of female clients.  

• ABA (promoting rural financial inclusion): increase number of branches outside Baku, increase 

MSME loans in the regions outside Baku.  

• ABA (private banks and leasing companies) was approved in 2006 before design and monitoring 

frameworks were fully implemented across ADB. The purpose of the loan was to support the 

emerging private banking sector in a transitioning economy. Banks were still relatively small and 

required support to upgrade their operations.  

• DamirBank (supporting MSMEs): increase the number of MSME borrowers, the number of female 

borrowers, and the number of MSME borrowers in regions outside Baku.  

• Finca (improving financial service outreach for agriculture): increase the number of SME and 

MSME borrowers, increase the number of rural customers served through branchless banking 

services, increase the number of female clients.  

• Bank of Baku and IBA: increase the number of SME borrowers and support the emerging banking 

sector.  

 

63. The two approvals for the Shah Deniz gas field expansion also identify inclusive growth 

as a key theme, recognizing the economic opportunities and job creation resulting from the 

project.    
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64. Support for environmentally sustainable growth (focusing on climate change). The approval for 

Garadagh Cement specifically targeted energy-efficient operations for the plant’s expansion. The financial 

sector approvals all require the establishment of an ESMS, with policies and operating procedures that 

meet ADB requirements.  

 

65. Support for regional cooperation and integration. The two approvals for the Shah Deniz gas field 

expansion identified regional cooperation as a strategic goal of the project, as the project was specifically 

intended to export gas to European trading partners. 

 

66. Support for economic diversification (in part through private sector development). Garadagh 

Cement was selected  as part of ADB’s support for non-oil sector development. The project supports 

energy-efficient cement supply that can be deployed to support the construction of infrastructure 

projects across sectors. ADB’s support for financial institutions sought to broaden access to finance for 

non-oil sector borrowers.  

 

67. Support for capacity development. ADB loans require compliance with ADB policies, often 

supported through technical assistance to support capacity development or other provision of advice 

through ADB. In the case of the Azerbaijan portfolio active over 2011–2017, specific additional support 

for these matters appears to have been done mostly through portfolio monitoring rather than express 

capacity development support. Given the scarcity of commercial finance for Azerbaijan, the portfolio has 

a significant degree of involvement from development partners, and, while ADB’s specific development 

targets and policy requirements are recognized, capacity development support appears not have been 

needed from ADB.  

 

F. Conclusion: Key Findings, Lessons, and Suggestions 

68. Key findings. This review finds the following: 

 

• ADB continued to provide support for projects throughout the economic downturn, approving 

two large loans to support the expansion of the Shah Deniz gas field as well as four transactions 

for financial institutions as the impacts of the decrease in oil prices and currency devaluation 

began to be seen. The support appears to have been well-aligned with ADB’s development 

mandate and strategies. ADB’s program is comparable to those of EBRD, EIB, and KfW; IFC 

appears to have curtailed its support for Azerbaijan, with its last approval dated 2014.  

• The one-ADB approach delivered the necessary financing commitmentfrom both sovereign and 

nonsovereign operations for the Southern Gas Corridor CJSC. [Confidential information deleted.] 

• The use of commercial cofinancing products has added to ADB’s contribution to Azerbaijan and 

strengthened its risk management. The B loan for the Lukoil Overseas transaction attracted five 

international commercial lenders to commit $225 million to support the Shah Deniz gas field 

expansion. The use of risk transfers with several insurers for four ADB loans has helped manage 

ADB’s exposure and has increased the insurers’ engagement with Azerbaijan.  

• Local currency financing would have been more helpful to the financial institutions, which were 

seriously affected by the economic downturn and currency devaluation due to foreign currency 

exposures. The devaluation exposed the banking system’s weaknesses; if ADB loans could be 

made in local currency, this would alleviate a source of pressure on the system.   

• Development of new transactions will take time. It appears that the government is developing 

strategies and plans for non-oil sector transactions, but the enabling environment for private 

sector participation is still on-going. Rating agencies seem to believe the bottom of the economic 

downturn has been reached, but the situation is still evolving and identifying new partners will 

require thorough analysis of portfolios and opportunities. The CPS private sector assessment also 

noted the on-going concerns with corruption. Projects that have been approved to date have all 

undergone extensive integrity due diligence reviews. 
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69. Lessons. The portfolio supported the aims of the COBP and CPS documents throughout the 

review period. This review has two lessons.  

 

• Opportunities for private sector transactions are limited. Due to the risks and limitations for 

operations in Azerbaijan it is difficult to identify opportunities to provide support for the private 

sector. It appears useful for private sector operations to identify transactions and share risks with 

other development partners, and continue to monitor the evolving situation closely to identify 

opportunities that may follow public sector TA work or other market opportunities following 

from the implementation of the government’s strategic plans. 

• While it could be argued in hindsight that the financial sector approvals in 2014–2015 were too 

risky, the speed, volume, and duration of the precipitous decline in oil prices that began in mid-

2014 was beyond forecasts at the time. The devaluation in 2015 was unprecedented, and the 

switch to a floating rate later that year was not anticipated. ADB’s operations with financial 

institutions were specifically intended to restore confidence in the sector and to increase access 

to finance during difficult times. The robustness of the downside scenarios at appraisal should 

be carefully reviewed for future approvals in similar circumstances, although it is recognized that 

not all situations can be usefully modelled if ADB is to continue to support economic 

development through economic downturns.   

   

70. Suggestions. This assessment offers the following suggestions. ADB should:  

 

• Continue to monitor the enabling environment for non-oil opportunities in infrastructure, 

vocational education, health, agriculture, and the financial sector. 

• Ensure staffing levels are adequate for the extensive transaction development time and local 

knowledge required for transactions in Azerbaijan. The coverage that was provided through 

ADB’s Georgia resident mission for PSFI operations appears to have been helpful and the Trade 

Finance Facilitation Program appears to have a regular on-going review program for partner 

banks. PSIF1 covers the region through two positions in the Kazakhstan resident mission. As the 

business case evolves for Azerbaijan, it is important that sufficient staff are available to identify 

and develop opportunities.     

• Develop a local currency lending product. This will be especially critical for the financial sector’s 

recovery and stabilization. 

• Continue the focus on commercial cofinancing products which expand market involvement in 

Azerbaijan and help to manage ADB’s risks. 

• While the one-ADB approach to support the Southern Gas Corridor was a constructive solution 

to support a critical project, consideration needs to be given to whether this was the best use of 

PSOD resources. [Confidential information deleted.] 

• For approvals intended to provide support during times of crisis, such as the later approvals to 

the financial institutions, thorough consideration of the appropriateness of the timing and of 

ADB’s ability to structure the financing to mitigate its risks must be done. 
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PRIVATE SECTOR OPERATIONS DEPARTMENT APPROVALS AND ONGOING TRANSACTIONS, 2011–2017 

 

The approvals for private sector operations during 2011–2017 are presented in Table A.1. The approvals 

made prior to 2011 but still ongoing or completed during 2011–2017 are presented in Table A.2. 

 

Table A.1: Private Sector Operations Department Approvals, 2011–2017 

($ million) 

No. Approval 

Date 

INV 

No. 

 

Project Name 

 

Equity 

 

Loan 

B Loan/ 

Guarantee 

 

Total 

1 July 2013 7388 AccessBank Azerbaijan:  

Promoting Rural Financial Inclusion 

   50      50 

2 December 

2014 

7441 DemirBank:  

Supporting MSMEs 

   20      20 

3 April 2015 7446 AccessBank Azerbaijan: Improving 

Financial Service Outreach for 

Agriculture 

   75      75 

  7447 Finca Azerbaijan: Improving Financial 

Service Outreach for Agriculture 

   20     5     25 

4 August 

2015 

7453 Lukoil Overseas Shah Deniz: 

Shah Deniz Stage II Gas Field 

Expansion 

 250 225   475 

5 December 

2016 

7499 Southern Gas Corridor CJSC: 

Shah Deniz Gas Field Expansion 

 500    500 

Total by category 0 915 230 1145 

CSJC = Closed Joint Stock Company, INV = investment, MSME = micro, small, and medium-sized enterprises, No.= number. 

 

Table A.2: Private Sector Operations Department Approvals Ongoing or Completed, 2011–2017 

($ million) 

No. Approval 

Date 

INV 

No. 

 

Project Name 

 

Equity 

 

Loan 

B Loan/ 

Guarantee 

 

Total 

1 March 

2006 

7229 AccessBank 

Private Banks and Leasing Cos 

  

  4 

  

  4 

2 August 

2007 

7258 Bank of Baku    6    6 

3 November 

2007 

7266 International Bank of Azerbaijan  40  40 

4 June 2010 7313 Garadagh Cement OJSC  27  27 

Total by category 0 77 0 77 

INV = investment, No.= number, OJSC = open joint stock company. 

 

 

 

 


