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PRIVATE SECTOR ASSESSMENT (SUMMARY)1 
 

1. Overview 
 
1. Azerbaijan’s economy has been growing rapidly since 2006, with average annual real 
gross domestic product (GDP) growth of over 11.6% during 2006–2013. Economic growth 
declined to 0.1% in 2011 and 2.2% in 2012 as a result of lower oil production—an indication of 
the economy’s vulnerability to oil production fluctuations. Growth in the non-oil sectors has been 
strong since the early 2000s, driven by public investments in infrastructure and increased wealth 
of households. The private sector share in GDP is more than 80% and it contributes 72.4% of 
tax revenues.  
 
2. The diversification and development of the non-oil sectors is a key priority in the 
government’s development agenda. 2  Other priorities include strengthening infrastructure, 
creating new jobs, and continuing as an energy provider and transport hub. Acknowledging the 
importance of diversifying growth across sectors, the Government of Azerbaijan is increasing its 
support to small and medium-sized enterprises (SMEs). Despite constituting 94% of the 
economic entities, SMEs’ combined assets are equivalent to only 2% of GDP. In addition, SMEs 
provide only about 43% of total employment.  
 
3. Women constitute 17.9% of entrepreneurs. Nearly 60% of women entrepreneurs are 
registered in the regions and about 40% are in Baku. During 2002–2013, over AZN46 million in 
concessional loans were provided to women entrepreneurs by the National Fund for Enterprise 
Support. 
 
4. In its 2006 private sector assessment, ADB highlighted the main impediments to 
development of the private sector.3 These included 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. These weaknesses, 
to some extent, continue to thwart the growth of businesses. Progress in infrastructure 
investment has been considerable, although some challenges remain. The overconcentration of 
resources in Baku and the slow pace of development of an industrial base can affect long-term 
development prospects. Progress in taxation policy has been one of the success stories since 
the last assessment, although it still poses challenges to private sector development. 
 

2. Key Constraints to Private Sector Development 
 
5. Business environment. Licensing, inspections, and business registration have 
improved. In relation to business start-ups, Azerbaijan ranks 10 (out of 189) in the ease of 
starting a business in the World Bank’s Doing Business 2014.4 Business registration has been 
streamlined and an electronic registration system for domestic investors was introduced in 
2012. Additionally, in accordance with the decree of the Azerbaijan President No. 119 dated 
3 March 2014 (additional measures to develop entrepreneurship), costs, procedures, and timing 
required for single-window registration will be reduced. However, the Doing Business rankings 
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also show that Azerbaijan continues to rate low in three key areas: dealing with construction 
permits, getting electricity, and trading across borders.  
 
6. The business environment still needs to promote competition, reduce informal 
monopolies, and enforce a level playing field for all players. The size of the informal economy 
has been estimated at 30% of GDP, 5  mainly as a result of weaker institutional quality. 
Corruption continues to be cited as the main problem for doing business. 6  Rent-seeking 
practices are perceived to affect cross-border trade in particular. It is a main concern of the 
government, which has placed the fight against corruption high on the administration’s agenda 
since 2011 with the introduction of a no tolerance policy. Expediting ongoing reforms in customs 
and tax administration could improve this environment. 
 
7. Taxation has improved substantially through an online system to file and pay taxes, and 
provided the basis for integrating the activities of the Ministry of Taxes with other ministries. The 
government has also reduced the tax burden by decreasing the corporate income tax and other 
tax rates applicable to businesses. Although overall tax rates on business income are not 
abnormally high, high social security taxes on payroll discourage employers from transparency 
in reporting wages and income. The Ministry of Taxes’ policy of paying bonuses to tax 
inspectors out of a fund created from penalties may have created conflict of interest and is 
perceived as unfriendly to businesses. The taxation regime incentivizes hydrocarbon activities 
with low rates and other favorable taxing provisions.7 Effective rates are low by international 
standards—reducing government revenues. The government turns to the State Oil Fund of 
Azerbaijan (SOFAZ) to meet budget shortfalls, which poses risks to budgetary discipline.   
 
8. The functioning of the justice system has been improving, although inefficiencies remain. 
Legal counsels need to strengthen their capacity. The courts have improved their legal 
competence but need to make more progress, and sanctions are not uniformly enforced. 
 
9. Business activity remains concentrated in Baku and the Absheron Peninsula. The region 
has received the lion’s share of investment in infrastructure, attracting businesses and people 
who seek jobs and accommodation with access to better services. Although a state program 
has been in place since 2004 for the economic development of the regions, success has been 
limited. Active policies to promote microenterprises and SME development, rural development, 
and rural housing in the regions should be encouraged.   
 
10. Access to finance. The limited availability of affordable sources of capital is a major 
impediment to the development of business in Azerbaijan. Although credit has expanded 
significantly since 2005, financial intermediation is still relatively low, with financial assets 
representing less than 35% of GDP. Large corporations have the potential to tap international 
markets at competitive rates. These routes are not open to microenterprises and SMEs, which 
indicate that access to credit is one of their key obstacles to grow. The increased coverage of 
the public credit registry and easier access to these data through an online platform are 
expected to reduce the information asymmetries and facilitate access to finance. Government 
initiatives such as the Azerbaijan Investment Company and the National Fund to Support 
Entrepreneurship have been set up to finance priority projects supporting development of the 
non-oil sectors. Since the mid-2000s, AZN1.2 billion was lent to 19,400 entrepreneurs. The 

                                                
5
  Y. Abdiah and L. Medina. 2013. Measuring the Informal Economy in the Caucasus. Washington, DC.  

6
  World Economic Forum. 2013. The Global Competitiveness Report. Geneva. 

7
  The revised tax code’s depreciation schedule for corporate assets favors investments in oil and gas exploration. 



3 

Azerbaijan Investment Company invested $190 million in nine projects with a total cost of 
$1.1 billion. 
 
11. Long-term funding is increasing, as is competition in the market. The government should 
continue to strengthen the supervisory framework and prudential regulations of the banking 
sector. Attracting large foreign banks would encourage competition and set new standards for 
the sector. The nonbank financial sector, including nonbank credit institutions, is still in the early 
stages of development.  
 
12. Bank branch networks are expanding to regions and the capital base has increased. 
Measures are being taken to improve the regulatory framework for nonbank credit institutions 
and increase their access to funding sources.  
 
13. Poor financial record keeping and weak transparency in business practices also 
constrain firms’ access to finance from banks and capital markets. Although the law has been 
amended to provide for the use of International Financial Reporting Standards (IFRS) and 
International Accounting Standards (IAS), public access to audited accounts is still limited. 
Introducing an online registry for filing of accounts could serve as a public repository. For 
effective implementation of these new standards, it is necessary to increase the limited pool of 
IFRS-trained accountants and auditors and to enhance management’s understanding of the 
value of IAS audits and IFRS accounts. Corporate governance needs to be strengthened.  
 

14. Shortage of skilled human capital. Generating employment opportunities and 
enhancing the productivity of the labor force are crucial elements to support the foundations of a 
modern market economy and development of the non-oil sector. The high growth rates of the 
economy have helped to absorb the increases in the economically active population. The 
unemployment rate was about 5.4% in 2011.  
 
15. The low productivity of the labor force, however, remains a critical factor going forward. 
Employment remains concentrated in low value-added activities. Agriculture is still the largest 
employer, comprising about 38% of total employment, while generating 5.3% of total GDP. The 
oil and gas sector, on the other hand, while generating the majority of the GDP, contributes 
around 1% to total employment. The public sector remains the main employer.  
 
16. The shortage of workers with managerial and administrative skills is a persistent 
complaint of the business sector. Both the public and private educational sectors are taking 
initiatives to improve the quality of education but challenges remain. National policies are 
developing, including the development of a National Qualifications Framework, stronger quality 
assurance, new curricula, and pilot testing the introduction of an International Baccalaureate 
program into some state secondary schools. But limitations of the education providers and 
supporting institutions remain a key constraint for effective implementation of these changes. 
Salaries for teachers are still low. Tertiary education is also failing to produce graduates with the 
skills demanded by the market—a quality problem that is compounded with the very low 
enrolment rates at this level of education.  
 
17. Regulatory capacity and coordination in policy making. Weak institutional capacity 
in public governance is another constraint to growth. Stronger institutions support the 
formulation and implementation of policies and regulations that promote private sector 
development. Coordination among government departments appears weak. In addition, 
government agencies often have limited ownership of the decisions made, thereby lessening 
government effectiveness and the quality of policy formulation and implementation. This is partly 
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the result of limited skills of the civil service and insufficient delegation of decision-making power 
and responsibilities.  
 
18. Infrastructure. The overall physical infrastructure has improved significantly, including 
power, transport, and water supply. This has had positive impacts on the development of 
business opportunities. However, centrally set tariffs are below market prices and do not allow 
for cost recovery. Major problems still exist with power distribution. Access to electricity is rated 
very low in the Doing Business ranking. For instance, even local delivery of power in Baku is still 
affected by a poor distribution network, contributing to regularly low and fluctuating voltage in 
the city as well as intermittent power cuts.  
 
19. In addition to power distribution, railways, the Baku metro, and water quality require 
attention. However, to ensure the financial viability of utilities and encourage private 
investments, a more market-oriented pricing structure will be needed for these services. Further, 
the government could do more to encourage private investment in infrastructure. 

 
20. Limited integration into the global economy. Azerbaijan has limited integration into 
the world economy, constraining the long-term development of its non-oil sectors. Only 4.3% of 
firms export, the second lowest percentage in the Europe and Central Asia region. The 
percentage of exporting firms has declined from 2002 to 2009, and a similar trend occurred for 
firms using inputs or supplies of foreign origin. Customs problems and trade costs are the main 
barriers to greater integration. Azerbaijan ranks among the worst countries on the Doing 
Business indicators related to cross-border trade. 
 
21. Closer integration will improve productivity and the competitiveness of the economy. 
Accession to the World Trade Organization would pave the way for deeper trade in non-oil 
goods and services, and provide a stable and predictable framework for importers and 
exporters. 
 

3. Conclusions 
 
22. Azerbaijan’s economy has made significant reforms since the 1990s. Diversification of 
the economic activity is under way and a key governmental priority. Development of the 
hydrocarbons sector—if broadly defined to include the oil and gas service sector, 
petrochemicals and plastics, waste management, ship-building, and other industries—can be a 
significant provider of jobs and an area of long-term economic growth that can be leveraged for 
developing the non-hydrocarbons sector.  
 
23. However, much of the economic activity is linked to government contracts, and 
constraints to private sector development remain. Attracting foreign direct investment will help 
the transfer of technology, skills, and managerial practices; and could provide capital for large 
investment projects. The expansion into world markets is also important for long-term sustained 
growth. To achieve all this, improvements in government transparency, effectiveness, and 
progress in the fight against corruption will be required. Increasing access to finance, improving 
conditions for cross-border trade, and upgrading human capital will also be cornerstones in this 
process.  


