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BASIC DATA 
 
A. Loan Identification 

 1. Country Azerbaijan 
 2. Loan number and financing source 3486, ordinary capital resources 
 3. Program title Countercyclical Support Facility Program 
 4. Borrower Republic of Azerbaijan 
 5. Executing agency Ministry of Finance 
 6. Amount of loan $500 million 
 7. Financing modality Countercyclical support facility 

  
B. Loan Data 

 1. Fact Finding 
  – Date started 
  – Date completed 

 
19 July 2016 
27 July 2016 

 2. Loan negotiations 
  – Date started 
  – Date completed 

 
2 September 2016 
2 September 2016 

 3. Date of Board approval 7 December 2016 
 4. Date of loan agreement 8 December 2016 
 5. Date of loan effectiveness 
  – In loan agreement 
  – Actual 
  – Number of extensions 

 
7 January 2017 
23 December 2016 
None 

6. Program completion date 
– Appraisal 
– Actual  

 
28 February 2017 
2 February 2017 

 7. Loan closing date 
  – In loan agreement 
  – Actual 
  – Number of extensions 

 
28 February 2017 
2 February 2017 
None 

8. Financial closing date 
  – Actual 

 
2 February 2017 

 9. Terms of loan 
  – Interest rate 
  – Maturity (number of years) 
  – Grace period (number of years) 

 
LIBOR plus 200 basis points 
5 
3 

 
 11. Disbursements 

  a. Dates 

 Initial Disbursement 
23 December 2016 

 

    Final Disbursement 
    23 December 2016 

 

     Time Interval 
     0 months 

 

 
 

Effective Date 
23 December 2016 

 

Actual Closing Date 
2 February 2017 

 

Time Interval 
1.35 months 

 

 
 

 



 
ii 

 

  b. Amount ($ million) 

Category 

Original 
Allocation 

(1) 

Increased 
during 

Implementation 
(2) 

Cancelled 
during 

Implementation 
(3) 

Last 
Revised 

Allocation 
(4=1+2–3) 

Amount 
Disbursed 

(5) 

Undisbursed 
Balance 
(6 = 4–5) 

Loan 500 - - 500 500 - 

 
 12. Local costs (financed) – Not applicable 

 
C. Program Data 

 1. Program cost ($ million) 

Cost Appraisal Estimate Actual 

Foreign exchange cost 500 500 
Local currency cost - - 
 Total 500 500 

 
 2. Financing plan ($ million) 

Cost Appraisal Estimate Actual 

Implementation cost   
 Borrower financed -     - 
 ADB financed 500 500 
 Other external financing -     - 
  Total implementation cost 500 500 

Interest during construction costs   
 Borrower financed - - 
 ADB financed - - 
 Other external financing - - 
  Total interest during construction    

cost 
- - 

 
 3. Cost breakdown by program component ($ million) 

Component Appraisal Estimate Actual 

Countercyclical support facility  500 500 

 

 4. Program schedule – Not applicable 

 5. Program performance report ratings – Not applicable 

 
D. Data on Asian Development Bank Missions 

Name of Mission Date 
No. of 

Persons 

No. of 
Person-

Days 
Specialization of 

Members 

Reconnaissance 30 March – 14 April 2016 1 15 Principal Public Management 
Specialist 

Consultation 30 May – 1 June 2016 1 2 Principal Public Management 
Specialist 

Fact finding 19-27 July 2016 1 8 Principal Public Management 
Specialist 

  



     
 

 

 

I. PROGRAM DESCRIPTION 
 
1. The Asian Development Bank (ADB) approved a loan of $500 million for the 
Countercyclical Support Program in Azerbaijan in December 2016 to help the Government of 
Azerbaijan (GOA) mitigate the direct and indirect macroeconomic effects of the sharp fall in 
hydrocarbon prices.1 The fall in the global price of hydrocarbons resulted in a massive devaluation 
of the local currency (manat) after the foreign exchange reserves had been severely depleted.2 
This negatively impacted consumers and threatened banking sector stability, triggering 
expenditure-led recessionary pressures in the economy.3 Gross domestic product (GDP) declined 
by 3.1% and the inflation rate soared to 12.4% in 2016.4 
  
2. These developments forced the GOA to consider the adoption of countercyclical 
measures of both fiscal and financial policy nature. Assets of the State Oil Fund of Azerbaijan 
(SOFAZ) had slid from $37.1 billion in 2014 to $33.6 billion in 2015, which affected the space for 
budget transfers. The foreign exchange reserves of the Central Bank of Azerbaijan (CBA) had 
plummeted by 71% from $13.7 billion in December 2014 to $4 billion in 2016. On the fiscal front, 
the consolidated budget position shifted from a surplus of 2.9% of GDP in 2014 to a deficit of 
4.8% in 2015. The devaluation of the manat helped to improve competitiveness but worsened 
bank balance sheets and increased the dollarization of deposits. In 2016, the central government 
budget was balanced; however, without the transfers from SOFAZ, the budget deficit was 
calculated to be 13.4% of GDP.5 To overcome recessionary developments, the GOA initiated the 
implementation of a countercyclical stimulus effort during 2016 and for 2017. ADB’s financial 
support helped the government in mitigating the adverse impact of the external shock (Table 1).  
 

Table 1: State Budget Execution in 2016 and 2017 (AZN, million) 

State Budget  

2016 2017 Executed Budget 

(EB) for 2017 as 

% of EB for 2016 

Original 

Budget 

Revised 

Budget 

Executed  

Budget 

Executed 

Budget 

Revenues 

of which SOFAZ transfers 

14,566.0 

6,000.0 

 16,822.0 

7,615.0 

17,505.7 

7,615.0 

16,516.7 

  6,100.0 

94.3 

80.1 

Expenditures 16,264 18,495 17,751.2  17,594.5 98.9 

Deficit 1,698.0 1,673.0 245.6    1,077.8          438.8 

CSF = countercyclical support fund, SOFAZ = State Oil Fund of Azerbaijan. 
Source: Ministry of Finance of the Republic of Azerbaijan. 

 
3. To ensure the effectiveness and quality of public expenditures, the government adopted 
a three-pronged strategy covering social assistance programs, economic diversification toward 
strengthening the non-oil sector, and employment generation. The government budgeted $1.4 
billion for countercyclical measures in 2016. 

                                                
1  ADB. 2016. Report and Recommendation of the President to the Board of Directors: Proposed Loan and Technical 

Assistance Grant to the Republic of Azerbaijan for Countercyclical Support. Manila. 
2   With reserves falling and external shocks intensifying, the CBA devalued the manat and shifted to a managed floating 

exchange rate regime. 
3  Given that hydrocarbon revenues account for about 30% of GDP, 60% of budget revenues, and over 90% of export 

revenues, the plunge in prices had a significant negative effect on the economy. 
4  The recession emanated from a combination of factors including lower hydrocarbon revenues, a reduction in public    

investments, and reduced domestic demand. From a surplus of 14% of GDP at end-2014, the current account slipped 
to a deficit of 3.6% in 2016. Lower commodity prices resulted in a 47% decrease in export revenues in 2015, while 
the inflow of remittances suddenly dropped by 31% to $1.2 billion. Exports further declined by 15.2% in 2016, while 
imports declined by 7.9% because of lower imports for the oil sector and restrictions on government imports. The 
drop in oil prices also affected other economies in the region, notably Russia and Kazakhstan, which are among the 
main trading partners of Azerbaijan. 

5  Ministry of Finance of the Republic of Azerbaijan. 
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II. DESIGN AND IMPLEMENTATION 
 
A. Program Design and Formulation 
 
4. The program followed the objectives of the ADB countercyclical support facility (CSF) 
policy, i.e., to provide budget support to developing member countries (DMCs) undertaking fiscal 
stimulus during an economic crisis through a countercyclical development expenditure program 
to make up for “lost aggregate demand.”6 In line with these policies, the GOA’s request for CSF 
eligibility was screened against six main access criteria. 
 
5. Criterion 1: An adverse impact from an external, global shock. The sharp drop in oil 
prices in 2014 and the cascading effect of the macroeconomic situation on both the monetary and 
fiscal side had profound repercussions on various sectors of the economy. These shocks were 
external in nature and of macroeconomic significance. The oil price setback exposed the country’s 
predominant reliance on one commodity (crude oil) to steer and carry its economy. Lower oil 
revenues meant lower budget expenditure, especially capital expenditure. The current account 
balance quickly moved from a surplus to a deficit, thereby putting pressure on the local currency 
(manat). This led to a heavy depletion of foreign exchange reserves, since the CBA had to sell 
dollars to maintain the exchange rate. The situation was further exacerbated by the impact of 
recessions in Azerbaijan’s main trading partners, notably Kazakhstan and Russia. Owing to weak 
regional demand and currency devaluation by its trading partners, the manat lost 57% of its value 
in 2015. The devaluation caused a sharp rise in the domestic inflation rate as the prices of the 
consumption basket (which is largely based on imports) became dearer. Further, the devaluation 
affected financial sector stability, leading to the dollarization of deposits in banks and the 
worsening of the asset quality of loans to customers. This prompted sharp increases in loan loss 
provision requirements, severely eroding banks’ capital base. Twelve banks were unable to 
mobilize additional equity injections by their shareholders and lost their licenses in 2016. In sum, 
these macroeconomic adversities were significant. Addressing this situation required (i) swift 
international financial support, and (ii) a well-calibrated macroeconomic policy response. 
 
6. Criterion 2: Planned countercyclical development expenditures. CSF requires a DMC 
to have a countercyclical development expenditure program in place (public infrastructure plans 
and social safety nets). The GOA adopted several initiatives that fit this requirement. These 
included fiscal measures to boost public expenditures such as: (i) a 10% increase in the wages 
of public sector employees in the social security, education, science, culture, and agriculture 
sectors; (ii) fixing of the minimum pension at 110 manat per month; (iii) a 10% increase in the 
amount of social benefits, health benefits, and food allowances for both public and private sector 
employees and refugees; (iv) support from the President’s reserve fund to low-income families; 
(v) support for affordable housing through the creation of agencies like the State Housing Agency; 
and (vi) support for entrepreneurship activities through the National Fund for Entrepreneurship 
Support, which provided loans through authorized lending institutions and helped small and 
medium-sized enterprises (SMEs) by setting up the Credit Guarantee Fund (later combined with 
the Mortgage Fund to become the Mortgage and Credit Guarantee Fund). 
 
7. Important measures were taken to improve infrastructure by investing in railways and 
financing the Southern Gas Corridor. The GOA was strongly committed to implementing these 
countercyclical measures. Some of the measures that were embarked upon (e.g., measures 
related to entrepreneurship and SME development) are also being continued under the ADB-

                                                
6  ADB. 2013. Policy-Based Lending. Operations Manual. OM D4/BP. Manila. (footnote 8). 
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funded Improving Governance and Public Sector Efficiency Program that was designed as a 
sequel to the CSF program for implementing some crucial structural reforms in the economy.7 
 
8. Criterion 3: Pre-shock record of generally sound macroeconomic management. 
Evidence of robust macroeconomic management in Azerbaijan is provided through the 
achievement of strong economic growth till 2014 with single-digit inflation and a state budget 
surplus. The debt-to-GDP ratio was low at 11.2% in 2014 while SOFAZ’s capital increased from 
$22.8 billion in 2010 to $37.1 billion in 2014. The country had investment grade status. With the 
onset of the crisis, the government swiftly initiated structural reforms in the financial sector. These 
reforms included the CBA’s move to a managed floating exchange rate regime; establishment of 
the Financial Market Supervision Authority (FMSA) as a single regulator for banking, insurance, 
and capital markets; the restructuring of problem banks; and the setting up of the Financial 
Stability Board chaired by the Prime Minister to monitor the macroeconomic situation. The CBA 
remained credible in its mandate to address price stability and keep inflation under control.  
 
9. On the public financial management (PFM) front, the World Bank’s Public Expenditure 
and Financial Accountability (PEFA) assessment of 2014 indicated that the GOA had significantly 
improved the credibility and comprehensiveness of the budget along with better predictability and 
control in budget execution. Areas where further effort was required included independent scrutiny 
and oversight in tax administration, procurement, and internal and external audit. These have 
been taken up in the Public Financial Management Action Plan approved by the Ministry of 
Finance (MOF) in 2015. Moreover, the technical assistance (TA) envisaged under the 2017 
policy-based loan aimed to reform the management of public finances through the introduction of 
a medium-term fiscal framework and rule-based fiscal transfers, and a debt management strategy 
to ensure debt sustainability.  
 
10. Criterion 4: Structural Reforms. The economic repercussions of the plunge in oil prices 
underscored Azerbaijan’s vulnerability in its dependence on hydrocarbon revenues. The GOA 
acknowledged that achieving sustainable development going forward was only possible through 
significant economic diversification. It became a top priority to implement critical structural reforms 
for the development of the non-oil export sector and improvement in the business climate, as well 
as fiscal and financial governance. This was also reiterated in MOF’s Development Policy Letter 
dated 8 November 2016 to ADB, which provided assurances that important steps were being 
taken to transform the economy in the medium to long term into a vibrant and diversified economy 
that supports broad-based and inclusive growth. The 2014–2015 oil price drop and the 
subsequent economic recession impelled the GOA to urgently shift its policy focus towards private 
sector-led and productivity-based development. In December 2016, the President of Azerbaijan 
approved the Strategic Roadmaps on National Economy Perspective (SRNEP) for 11 core 
sectors with the objectives of (i) facilitating labor-intensive growth in the short to medium term, 
and (ii) enabling the transition to productivity-based growth in the long term.8  
 
11. The GOA then embarked on a series of structural reforms contained in the SRNEP, 
including strengthening public institutions, facilitating access to finance, and increasing the 
efficiency of PFM. To enhance the effectiveness of its reform plans, the government sought ADB 
TA and programmatic assistance from the outset to support its structural reforms in 
macroeconomic and fiscal management, improving public sector efficiency and accountability, 

                                                
7  ADB. 2017. Report and Recommendation of the President for the Proposed Programmatic Approach and Policy-

Based Loan for Subprogram 1 for the Republic of Azerbaijan Improving Governance and Public Sector Efficiency 
Program. Manila. 

8  Decree of the President of the Republic of Azerbaijan on approval of the Roadmap on National Economy and Main 
Sectors of the Economy dated 9 December 2016. See para. 44 below. 
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and promoting SME development. During 2017, with the support of this TA, ADB made a number 
of reform proposals and key reform preparatory steps were developed and delivered. On 6 

December 2017, the ADB Board endorsed the programmatic approach by approving a loan of 
$250,000,000 to the Republic of Azerbaijan for the first of two subprograms under the Improving 
Governance and Public Sector Efficiency Program (IGPSE).9 Implementation of subprogram 2 is 
now coming to its completion, and its presentation to the ADB Board is expected in October 2019 
with additional TA to support a Post-Program Engagement Framework for 2019–2021. The reform 
activities under the IGPSE are summarized in the section on Sustainability, as well as key pillars 
of the broader reform agenda that the GOA has been implementing (paras. 31–34). 
 
12. Criterion 5: Debt Sustainability. ADB’s CSF policy required confirmation of the 
borrower’s debt sustainability, including potential impacts of the prospective CSF assistance.10 
According to the International Monetary Fund (IMF) Article IV consultation report for 2016, since 
more than 70% of Azerbaijan’s public debt was denominated in foreign currencies, the debt-to-
GDP ratio could have increased from 11% in 2014 to 38% in 2016 in view of the devaluation and 
new borrowings. However, even in this scenario, these debt levels were considerably lower than 
the 50% threshold that usually warrants higher scrutiny under the IMF’s debt sustainability 
assessment framework. The debt sustainability of Azerbaijan was not in question. Even though a 
continuation of the weak economic outlook in 2017 could have been expected to further affect 
fiscal and resource-related revenues or trigger unexpected outlays,11 the fiscal outlook of 
Azerbaijan was still stable and perceived to be manageable going forward. A significant 
advantage for Azerbaijan’s fiscal management with regard to other countries was that the large, 
foreign-currency denominated financial assets of SOFAZ— equivalent to around 88% of GDP at 
the end of 2016—helped maintain confidence in the government's position as a significant net 
creditor.  
 
13. Criterion 6: Co-ordination with the IMF. DMC governments needed to have conducted 
recent (formal) consultations with the IMF prior to ADB’s approval of a CSF operation. IMF 
counterparts’ mission findings need to be taken into account in the ADB review of macroeconomic 
policy and public finance of a potential CSF borrower.12 The IMF’s Article IV consultation mission 
concluded in June 2016 underscored the effects of a series of negative shocks to Azerbaijan’s 
economy because of the fall in oil prices. The IMF also provided ADB with its Assessment Letter 
on 31 August 2016.13 IMF was involved in aspects of the crisis response and was providing 
technical and advisory assistance to the government in supporting the development of fiscal rules 
and in strengthening financial sector activities. IMF had also endorsed a series of crucial reforms 
embarked upon by the GOA. These included transitioning to a managed floating exchange rate 
regime, increasing interest rates in 2016 to address rising inflation, and implementing a 
countercyclical fiscal stimulus focused on raising wages, old-age pensions, and targeted social 
assistance, as well as completing existing investment projects. 
 

                                                
9  ADB. 2017. Report and Recommendation of the President to the Board of Directors: Proposed Programmatic 

Approach and Policy-Based Loan for Subprogram 1 Republic of Azerbaijan: Improving Governance and Public 
Sector Efficiency Program. Manila. 

10  ADB. 2016. Policy-Based Lending. Operations Manual. OM D4/BP. Manila. para. 27. 
11 The weakening of Azerbaijan's fiscal and economic strength was driven by the ongoing impact of lower oil prices, 

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

12  ADB. 2016. Policy-Based Lending. Operations Manual. OM D4/BP. Manila. para. 27. 
13  Part of linked documents in ADB. 2016. Report and Recommendation of the President to the Board of Directors: 

Proposed Loan and Technical Assistance Grant to the Republic of Azerbaijan for Countercyclical Support Facility 
Program. Manila. http://www.adb.org/Documents/RRPs/?id=50145-001-3. 

http://www.adb.org/Documents/RRPs/?id=50145-001-3
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B.  Program Outputs 
 
14. The CSF program envisaged achievement of four outputs with measures implemented to: 
(i) provide a social safety net to citizens; (ii) facilitate social housing; (iii) create additional jobs; 
and (iv) identify and initiate specific structural reforms. See the Design and Monitoring Framework 
(DMF) in Appendix 1. The measures for all four outputs were implemented. 
  
15. Output 1: Measures to provide social safety net to citizens. To provide state 
sponsored social protection to vulnerable groups, the GOA instituted numerous measures, such 
as a 10% increase in the wages of public employees in select sectors; fixing the minimum pension 
at 110 manats per month; and an increase of 10% in the social benefits, health benefits, and food 
allowances for public and private workers as well as refugees. The GOA also made budgetary 
provisions to support low-income families by allocating 20 million manats from the President’s 
Reserve Fund. In total, the GOA spent 700 million manats ($402 million) on these specific 
measures in 2016. Other GOA initiatives, such as tax exemptions and customs reforms as part 
of countercyclical measures, amounted to 429.2 million manats ($246 million) and affected tax 
revenue collection.14 The number of pensioners increased by 9,064 to reach 1.29 million in 2016.15 
Targeted state social assistance benefits to low-income families increased by 36,340 to cover 
451,538 families in 2016.16 The number of unemployed people benefiting from social benefits 
increased from 338,231 at the beginning of 2015 to 368,773 at the beginning of 2017.17 These 
policy reform measures were particularly crucial for people in the low-income groups who received 
partial relief from the adverse effects of the crisis. Output 1 was fully achieved (see corresponding 
performance targets in the DMF). 
 
16. Output 2: Measures to facilitate social housing. Under Presidential Decree No. 1125 
dated 24 November 2016, the State Agency for Housing Construction was established to meet 
citizens’ housing needs, improve living conditions, and ensure that construction activities follow 
environmental and energy efficiency requirements. Furthermore, a limited liability company called 
“MIDA" was created under the oversight of the State Housing Agency to provide affordable 
housing for the citizens through the construction of multistory residential buildings. The State 
Housing Agency promptly approved the first project to construct apartment buildings with around 
2,000 flats in the Yasamal district of Baku. Construction of the first building commenced in 
December 2016 and the project is expected to be completed in 2019. However, apartments have 
been gradually available for sale from mid-2018. Construction work under several other projects 
also started in 2017. These measures helped the government create jobs and expand economic 
activity in construction-related industries (e.g., production of cement and other construction 
materials). Output 2 was fully achieved (see corresponding performance targets in the DMF). 
 
17. Output 3: Measures to create additional jobs. The GOA has been finalizing its national 
employment strategy for 2017–2030 with support from United Nations agencies and based on the 
International Labor Organization employment policy formulation methodology. In 2016, the GOA 
formed the ABAD (Easy Support to Family Business agency) to support rural family businesses 
in producing, branding, and promoting their products. The government also adopted a pilot 
program for self-employment. State-owned enterprises (SOEs) and local authorities hired 35,000 

                                                
14  Exchange rate considered based on project appraisal date (1 AZN=$ 0.5743); based on MOF estimates. 
15  Government of Azerbaijan, State Statistics Committee. 2019. Number of Pensioners. Baku. 

https://www.stat.gov.az/source/healthcare/az/002_1_2.xls.  
16  Government of Azerbaijan, State Statistics Committee. 2019. Addressed public social aid granted to poor families. 

Baku.  https://www.stat.gov.az/source/healthcare/az/002_1_9.xls. 
17 Government of Azerbaijan, State Statistics Committee. 2019. Social benefits allocated by the government to 

employed people. Baku. https://www.stat.gov.az/source/healthcare/az/002_1_7.xls.   

https://en.wikipedia.org/wiki/Yasamal_raion
https://en.wikipedia.org/wiki/Baku
https://www.stat.gov.az/source/healthcare/az/002_1_2.xls
https://www.stat.gov.az/source/healthcare/az/002_1_9.xls
https://www.stat.gov.az/source/healthcare/az/002_1_7.xls
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minimum wage workers on temporary contracts.18 Until 2014, the number of unemployed people 
expressed as a percentage of the economically active population had consistently declined, from 
10.9% in 2000 to 4.9% in 2014. However, in 2015 and 2016 the number increased slightly to 
5.0%, while the number of employed persons in the economy rose from 4.67 million in 2015 to 
4.76 million in 2016.19 Employment in the “non-state” sector increased from 3.49 million in 2015 
to 3.58 million in 2016. Output 3 was fully achieved (see corresponding performance targets in 
the DMF). 
 
18. Output 4: Measures to identify and initiate specific structural reforms for economic 
diversification. In 2016 the GOA undertook several measures to support private sector activities, 
including the introduction of new tax and customs incentives. The main measure was the 
expansion of one-stop windows—the ASAN service centers—which received budgetary support 
of AZN6 million.20 The state budget transferred AZN70 million to the National Fund for 
Entrepreneurship Support and AZN32 million to “Aqrolizinq” OJSC to lease agricultural equipment 
to farmers. In total, the GOA spent AZN155.9 million ($90 million) to support these activities.21 
The GOA introduced an "Investment Promotion Document" that outlined the procedure for 
obtaining an “investment certificate”. 22 This certificate was issued for 7 years to an investor in 
specific regions for investments exceeding a threshold (AZN200,000 in rural regions and AZN10 
million in urban areas). The certificate provides a 50% reduction in income taxes, VAT-free import 
of technological equipment, and exemption from payment of property or land tax. 
 
19. To support small and medium-sized businesses, the amount of their taxable transactions 
subject to simplified tax was increased from 120,000 manats to 200,000 manats.23 In addition, 
an advance tax ruling procedure was introduced, under which a taxpayer could obtain 
confirmation of the tax and legal consequences of a transaction before it being carried out.24 The 
payment of customs duties through the brokerage system was stopped. Import and export duties 
are now directly channeled to the government treasury. To increase transparency and minimize 
bureaucratic hurdles in doing business, the tax administration was significantly enhanced with the 
introduction of electronic services for the payment of taxes and duties and for the issuance of 
electronic invoices through the internet portal of the Ministry of Tax. Output 4 was fully achieved 
(see corresponding performance targets in the DMF). 
 
20. These reform measures to mitigate the effects on businesses from the effects of 
recessionary macroeconomic conditions were only the beginning of a much broader structural 
reforms implementation effort in Azerbaijan that, broadly charted at the end of 2016, has since 
involved a wide range of fronts and has not slowed down to date. See a summary in the section 
on Sustainability (paras. 31–34). 
 
 
 
 
 

                                                
18  IMF Article IV consultations 2016. 
19  Figures reported from https://www.stat.gov.az/?lang=en. Figures related to employment in 2017 are not available at 

the time of writing this program completion report. 
20  ASAN Service is aimed at modernizing the public administration and improving service delivery. 
21  Republic of Azerbaijan, Ministry of Finance. 2016. Budget Execution Report, 
22  Decree of President of the Republic of Azerbaijan dated 18 January 2016 on “Additional Measures to Promote 

Investments”. 
23  Law of the Azerbaijan Republic on amendments to the Tax Code of the Republic of Azerbaijan, 25 October 2015. 
24  Law of the Azerbaijan Republic on amendments to the Tax Code of the Republic of Azerbaijan, 16 December 2016. 

https://www.stat.gov.az/?lang=en
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C. Program Costs and Financing 
 
21. ADB provided a loan of $500,000,000 from its ordinary capital resources to mitigate the 
adverse impact of the economic recession. A comprehensive $1,200,000 TA program was also 
instituted to identify critical structural reforms for the economy.25 
 
D. Disbursements 
 
22. The entire loan amount of $500,000,000 was disbursed in a single tranche on 23 
December 2016. 
 
E. Program Schedule  
 
23. The program was closed in February 2017 as envisaged. 
 
F. Implementation Arrangements 
 
24. The implementation arrangements were satisfactory. The MOF, as the executing agency 
for the CSF program, monitored budget execution and the flow of funds for countercyclical 
measures. The program implementation period was January 2016 to February 2017.  
 
G. Technical Assistance 
 
25. The advisory TA approved with the CSF supported ADB’s follow-up programmatic 
engagement in Azerbaijan, the IGPSE. The TA is still ongoing, and it has been instrumental in 
backing up reform efforts in public fiscal management, SOE reforms, and financial sector 
development. This TA has helped sustain ADB’s ongoing programmatic engagement and the 
underlying policy dialogue to incorporate important lessons from international experience 
(especially in fiscal and PFM, and financial sector and SOE reform programs from other 
countries). The IGPSE is ADB’s first policy-based lending engagement in Azerbaijan, and its 
implementation has often emphasized the need to promote more context-specific solutions that 
only contemporaneous TA implementation work and reform analysis could unveil.26  
 
H.  Monitoring and Reporting  
 
26. The loan was declared effective within 15 days of loan agreement signing on 8 December 
2016. The program complied with all 12 covenants (Appendix 2). The covenants were in general 
relevant. 
 
 
 
 
 
 

                                                
25  ADB. 2016. Technical Assistance to the Republic of Azerbaijan for Improving Public Sector Efficiency. Manila. 
26 Para 59 of Country Assessment Program Evaluation’s Public Sector Management (PSM) Assessment recognizes 

that “The experience with the PSM program also suggests it is worthwhile buttressing some of the reforms with more 
capacity building, especially via TA. Complex reform processes are full of pitfalls that are difficult to navigate for an 
inexperienced government. Brainstorming and handholding may be needed to address unforeseen quirks that are 
typical of such reforms. TA is the best instrument that ADB can use to help a reforming government team succeed”. 
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III. EVALUATION OF PERFORMANCE 
 
A. Relevance 
 
27. The CSF program is assessed as highly relevant for the moment when the loan was 
formulated, given the urgent need to provide budget support for Azerbaijan’s fiscal stimulus 
program. The sense of urgency was justified by the contemporaneous global oil price crisis and 
the impeding indications of economic recession in Azerbaijan. The underlying policy response 
program was also highly relevant in its potential to address the adverse effects of plummeting oil 
prices on Azerbaijan’s economy. The loan resources was used to fund part of the budget deficit 
resulting from increased public expenditure in line with the government’s countercyclical stimulus 
package in 2016 and 2017. During the program implementation period, the expenditure was 
effectively targeted at extending the social security benefits of vulnerable groups and creating 
additional jobs to support livelihoods. Structural reforms for economic diversification were also 
implemented to promote private investment through tax incentives and an impetus for 
entrepreneurial activities. 
 
B. Effectiveness 
 
28. The CSF program remained effective as an external financial support effort to the GOA’s 
own fiscal efforts. The outcome statement for the CSF program was: “expenditures for fiscal 
stimulus introduced”. The GOA borrowed from ADB to meet the budget deficit stemming from the 
adoption of various countercyclical measures to boost public expenditures during adverse 
economic conditions. These measures played a crucial role in protecting the vulnerable from the 
shocks of an economic recession. The program therefore helped the GOA to greatly reduce the 
debilitating effects of the crisis. The recession ended in 2017 as higher oil prices and gains in 
services and agriculture offset a decline in industry and returned the current account balance to 
surplus. The countercyclical efforts and the oil price recovery helped stabilize the macroeconomy 
and brought a return to growth in 2018; GDP grew by 0.1% in 2017 and by 1.4% in 2018 (non-oil 
GDP grew by 1.8%). The economy is now forecast to grow by 2.0% in 2019, driven by the non-
oil sector’s growth, reviving oil prices, a return to growth in key regional trading partners, and the 
start of production at the Shah Deniz II gas field (Figure 1).27 
 

                                                
27 One of the largest in the world, the development of the Shah Deniz II gas field is part of the South Gas Corridor 

(SGC) project that is set to almost triple Azerbaijan’s annual gas production capacity. Another part of the SGC project, 
the Trans-Anatolian Pipeline which will carry gas from Azerbaijan to Europe, became operational in June 2018.  
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29. GDP grew by 0.1% and poverty declined to 5.4% in 2017. Inflation accelerated slightly to 
12.9%, reflecting the lagged effect of currency devaluation and a rise in fuel and electricity tariffs 
in December 2016. However, this one-off inflationary process tapered at end of 2017, and inflation 
came down to levels below 3.5% from early-2018 onwards.  
 
C. Efficiency 
 
30. The program is rated as highly efficient in achieving its objective and scope, as it was 
efficiently managed by both the MOF and ADB. The loan was processed and made available to 
the GOA relatively quickly. It helped to complement a well-designed and targeted fiscal stimulus 
package that the GOA already had in place to counter the adverse effects of the fall in 
hydrocarbon prices. 

 
D. Sustainability 
 
31. The program is most likely sustainable. This sustainability will be conditioned by success 
of the ongoing efforts to resolve the asset quality problems in Azerbaijan’s banking system and 
on the development of the non-bank financial sector. Progress is being made on both fronts, and 
its acceleration is crucial to support the ongoing economic recovery and bring the economy back 
to pre-crisis growth rates.  
 
32. In a deeper sense, structural reforms are crucial to address the economic and financial 
vulnerabilities that were exposed by the external shocks of 2014–15. Institutional pro-cyclical 
fiscal inefficiencies and other complex challenges had contributed over the years to the under-
development of the non-oil tradable sectors, and to the Azeri economy’s significant vulnerability 
to external terms-of-trade shocks. The need for economic diversification in Azerbaijan became 
clear to policy decision-makers with the crisis, and there has been a growing awareness for the 
fact that this lack of economic diversification (i) was not only the result of the processes of real 

                  Figure 1: Azerbaijan’s Real GDP Growth Outlook 
                    

 
 
GDP = gross domestic product, f = forecast.  
Source: State Statistics Committee of Azerbaijan; Asian Development Outlook 2018. 
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appreciation and deindustrialization that accompanied Azerbaijan’s recent economic history,28 but 
that it (ii) was also due to an inefficient financial sector, a weak enabling environment for non-oil 
private sector development, and inefficiencies in the public utility service delivery that a vibrant 
private sector depends on. Key weaknesses in public financial and fiscal management and public 
sector planning had also stood in the way of proper public policy responses to these challenges 
over the years.29 In other words, the effective implementation of a comprehensive economic 
strategy going forward also required crucial mechanisms for multi-year public fiscal and financial 
planning that were, simply put, absent.   
 
33. The government’s response to 2015-2016 external shocks laid the foundation for a wider 
structural reform effort. In December 2016 the President of Azerbaijan approved the country’s 
new development strategy—the SRNEP, reflecting three horizons: strategic vision for 2020, long-
term vision 2025, and aspirational vision for post-2025.30 An important focus of the new strategy 
was the strengthening of the country’s institutional mechanisms to deliver policy directions.31 The 
SRNEP promotes a two-pronged approach: (i) facilitate labor-intensive growth in the short and 
medium term given the current labor force; and (ii) enable a transition to productivity-based growth 
in the long term. This was expected to be achieved through very significant and comprehensive 
reform plans to strengthen fiscal sustainability and ensure a robust monetary policy; increase 
privatization and SOE reforms; and develop human capital and a conducive business 
environment. Economic diversification prospects for an economy like Azerbaijan’s will necessarily 
be a very gradual process.32 However, the GOA’s strong commitment to macroeconomic 
sustainability, together with its institutional capacity to focus on program reform outcomes and 
other structural reforms, remains encouraging.  
 
34. Key results of the comprehensive effort described above are already being achieved in 
key fronts. Some of these results have for example been captured in international rankings. As a 
result of reform efforts undertaken till early-May 2018 and already considered in the Doing 
Business 2019 report, Azerbaijan leaped 40 places (since end 2016) to 25th among the 190 
currently-ranked economies.33 This mostly reflected measured progress in four aspects of these 
international institutional comparisons: 

                                                
28  Azerbaijan’s economy was relatively broad-based back in the early 1990s with more than 50 products with revealed 

comparative advantage (RCA) in 10 product groups. In 2016, the country had less than 25 products with RCA. 
Services with low sophistication still dominate with trade and transportation accounting for more than 3/4 of the 
services sector. Growth in transportation is largely due to the export of oil and gas through the pipelines. 

29 These weaknesses actually generated fiscal pro-cyclical biases that exacerbated macroeconomic vulnerabilities. 
Windfall oil revenues led to an unsustainable size of public expenditures and vulnerability of the budget to the 
fluctuation of global oil prices and production. SOFAZ, a sovereign wealth fund, was established in December 1999. 
In January 2019, SOFAZ had assets amounting $39 billion (92% of 2017 GDP). During 2013–2017, SOFAZ transfers 
made up about 48% of total budget revenues. During 2015–2017, government expenditure in Azerbaijan averaged 
36.7% of GDP against the average of 27.3% of GDP for Caucasus and Central Asian countries. Expansionary budget 
spending during 2005–2014 contributed to an appreciation of the real exchange rate and hence adversely affected 
the non-oil tradable sector.  

30 President’s Decree no. 1138 dated 6 December 2016 on approval of the Strategic Roadmaps on National Economy 
Perspectives and Main Sectors of the Economy. The main sectors are: (i) oil and gas, (ii) agricultural production, (iii) 
small and medium-sized enterprises, (iv) heavy industry and machinery, (v) tourism, (vi) logistics and trade, (vii) 
technical and vocational education, (viii) social housing, (ix) financial services, (x) communication and information 
technologies, and (xi) utilities (electricity, water supply and sanitation, heating, and gas supply). 

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

32 In the short term, the country’s development will continue to largely rely on the export of oil and gas. The upward 
trend in oil prices and the gas production from Shah Deniz stage 2 gas field suggest positive economic growth 
prospects and less constrained fiscal space due to the increased revenues of SOFAZ, a major contributor to the 
state budget. This favorable external dynamic ought not to disincentivize reform ambitions and has not had, to date, 
any slowing down effect on the implementation of reform activities. 

33 Azerbaijan ranked 65th among 190 countries in the Doing Business 2017, and 57th in the Doing Business 2018. 
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• Dealing with Construction Permits. Azerbaijan streamlined its construction permitting 
process as construction permits are now solely obtained through the single-window of the 
Baku City Executive Office.  

• Getting Electricity. Azerbaijan made getting electricity faster by allowing customers to 
choose private contractors to carry out the external connection works. Azerbaijan 
improved the reliability of power supply by investing in grid infrastructure and establishing 
a national regulator to monitor power outages. Azerbaijan also made getting electricity 
faster and less costly by establishing a single window.  

• Getting Credit. Azerbaijan improved access to credit information by adopting a law 
allowing the establishment of credit bureaus. Azerbaijan strengthened access to credit by 
introducing a new secured transactions law and insolvency law, which implemented a 
functional secured transactions system, broadened the scope of assets that can be used 
as collateral and provided secured creditors with grounds for relief and time limits during 
an automatic stay. Azerbaijan also set up a unified, modern and notice-based collateral 
registry, and improved access to credit information by establishing a new credit bureau. 

• Protecting Minority Investors. Azerbaijan strengthened minority investor protections by 
increasing shareholder rights and role in major corporate decisions, clarifying ownership 
and control structures and requiring greater corporate transparency. Azerbaijan 
strengthened minority investor protections by increasing shareholders’ rights and role in 
major corporate decisions, clarifying ownership and control structures and requiring 
greater corporate transparency.34 
 

E. Development Impact  
 
35. The program’s impact is satisfactory. It is too early to rate the full impact of the program. 
As anticipated at appraisal, loan implementation did not result in any impacts related to 
environmental or social safeguards. The envisaged impact of the program was “sustained broad-
based inclusive growth.” ADB’s assistance was effective in reducing the fiscal and monetary risks 
in the short term, and the efforts of the GOA were successful in bringing the economy of 
Azerbaijan to its current growth recovery trajectory. In addition, the GOA broad-based effort to 
promote structural reforms that can deliver inclusive and sustained growth seems to be gathering 
momentum (Azerbaijan 2020: Look into the Future).35 A continuation of the current reform 
trajectory is expected to lead to a wide range of benefits for Azeri citizens, from more efficient and 
effective use of public funds to increase fiscal space to the creation of a more conducive business 
environment that will support job creation. 
 

                                                
34 Measured progress was also recorded in the remaining dimensions of Doing Business framework. For example: 

• Paying Taxes. Azerbaijan made paying taxes easier by introducing electronic invoicing (e-invoicing) and a unified 
tax return for social security contributions and enhancing the online platform for filing corporate income tax.  

• Trading across Borders. Azerbaijan made trading across borders faster by streamlining electronic customs 
procedures and fully implementing the “green corridor” gating system. 

• Resolving Insolvency. Azerbaijan made resolving insolvency easier by making insolvency proceedings more 
accessible for creditors and granting them greater participation in the proceedings, improving provisions on the 
treatment of contracts during insolvency and introducing the possibility to obtain post-commencement financing. 
Azerbaijan made resolving insolvency easier by providing for the avoidance of preferential transactions. 

• Enforcing Contracts. Azerbaijan made enforcing contracts easier by introducing a system that allows users to 
pay court fees electronically. 

• Registering Property. Azerbaijan made registering property easier by increasing the transparency of the land 
administration system. 

35 Government of Azerbaijan. 2012. Azerbaijan 2020: Look into the Future. Baku. 
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F. Performance of the Borrower and the Executing Agency 
 
36. The performance of the GOA and the MOF as the executing agency was satisfactory. The 
MOF effectively met the assigned responsibilities. The planned countercyclical development 
expenditures were executed swiftly and loan covenants were complied with. More fundamentally, 
in early 2016 the authorities acted very swiftly on the macroeconomic emergency by adopting a 
countercyclical expansionary fiscal policy package aimed at arresting the immediate impact of the 
crisis on the economy. This effort, buttressed by additional SOFAZ expenditure, was framed 
within a strategy that emphasized social assistance programs, and initiatives to support the non-
oil sector and employment generation. The social assistance programs targeted about one-third 
of the population and included wage increases for certain public employees, an increase in the 
floor for retirement benefits, a rise in social benefits for all workers and refugees, and special 
support for low-income families.  
 
37. To alleviate the impact of recessionary conditions on businesses, the government also 
provided private investors with incentives, such as tax preferences and export promotion. To 
stimulate employment, the government embarked on a revamping of vocational education, 
stressed the need for life-long learning, and prioritized employment of youth, women, and disabled 
and internally displaced persons. This was a significant response to the immediate 
macroeconomic situation. 
  
38. To support economic diversification toward a private-led non-oil economy, time, properly 
designed and implemented structural reforms, and a conducive mix of macroeconomic policies 
are all necessary. The critical developments of 2014–2016 helped the government realize the 
need for a significant multi-year effort of effective structural reforms. Its macroeconomic policies 
had been pro-cyclical, and reforms were now needed to expand the breadth and depth of the 
economy by promoting a private non-oil sector. This led to a resetting of short-term 
macroeconomic management, and the ongoing implementation of a new medium-term strategy 
that included recommendations from development partners. 
 
G. Performance of the Asian Development Bank  
 
39. The performance of ADB in designing and supporting CSF program implementation is 
rated as satisfactory. ADB communicated effectively with the GOA. Its approval of the loan was 
timely, and disbursement of loan funds occurred promptly. From conceptualization to actual loan 
disbursement it took 5 months, which is well within the regular response time of ADB in this 
modality. 
 
40. More fundamentally, ADB’s responsiveness to the government’s efforts to arrest the 
impact of the external shocks and success in becoming a reform partner in subsequent operations 
should be emphasized. After the countercyclical support program was approved in late 2016, ADB 
approved in 2017 a programmatic policy-based loan for improving governance and public sector 
efficiency, with two subprograms for 2017–2019. These ADB operations in governance and public 
sector management were developed for the most part while responding to the evolving strategies 
of the government, as well as to the country’s and the government’s fast evolving needs. Prior to 
the crisis, ADB had no strategic inputs on macroeconomic and governance issues. ADB is now 
the main development partner in policy-based operations in Azerbaijan. 
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H. Overall Assessment36 
 
41. The CSF program was successful. The effective high-level coordination among the MOF 
and development partners ensured that ADB’s CSF loan funds were used effectively and 
efficiently in achieving the program’s objectives. The program was implemented as conceived 
and was highly relevant to the GOA’s fiscal stimulus package and ADB’s strategic objective of 
maintaining critical public spending. It made an impact as the loan funds were used as an 
additional fiscal stimulus package to support the government’s countercyclical response to 
overcome the recessionary pressures that the economy faced in 2015–2016.37 The program 
supported fiscal measures that are likely to have improved conditions for businesses during the 
downturn. It also laid a strong foundation for ADB’s future role as Azerbaijan’s trusted 
development partner in carrying out economic reforms in the areas of fiscal management, 
improving public sector efficiency and accountability, and promoting SME development. ADB TA 
added significant value to ADB’s response to such request.38  
 

1. Overall Ratings 
Criteria Rating 

Relevance Highly relevant 
Effectiveness  Effective 
Efficiency  Highly efficient 
Sustainability Most likely sustainable 
Overall Assessment Successful 
Development impact Satisfactory 
Borrower and executing agency Satisfactory 
Performance of ADB Satisfactory 

ADB = Asian Development Bank. 
Source: Asian Development Bank. 
 

IV. ISSUES, LESSONS, AND RECOMMENDATIONS 
 
A. Issues and Lessons  
 
42. Three main lessons can be extracted from the successful outcome of the CSF program:  
 

(i) Ownership. The proper formulation and implementation of the proposed reform 
measures was only possible due to the strong ownership of the MOF and its 
competent and professional team.  

(ii) Interaction with the government team. A regular (often daily) dialog between the 
government team and the ADB team (comprising both headquarters and resident 
mission staff) was the key factor in collecting the needed supporting documents to 
justify the CSF program. The regular interaction also enabled the teams to discuss 
and agree on the steps necessary to ensure not only the implementation of 
relevant actions under this one-time intervention, but also to closely work on new 

                                                
36 Category C for safeguard purposes was retained during the program implementation. 
37  ADB. 2016. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the Azerbaijan 

Republic for the Countercyclical Support Loan. Manila. 
38 For example, by helping (i) identify critical policy actions for (based on preparatory works carried out during the 

preparation of) the IGPSE; (ii) leverage the coordination with development partners in ensuring some of their relevant 
TA investments were coursed to the design and execution of the programmatic approach; (iii) and provide technical 
assistance to sustaining subprogram 1 reforms as agreements were being reached. 
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reform measures supported by the afterwards-approved, first-ever policy-based 
loan to Azerbaijan. 

(iii) The right time for reform dialogue. The GOA’s countercyclical policies in 2015 
and 2016 helped tackle the downturn, achieve macroeconomic stability, and return 
the economy to modest growth in 2017 and 2018. It was an appropriate decision 
to focus the scope of ADB’s CSF solely and exclusively on the macroeconomic 
urgency of the time, rather than attempting to include policy conditionality special 
features. This avoided the shortcomings in ADB’s response to a similar crisis 
situation one year earlier in Kazakhstan, and seems to have fully incorporated the 
lessons from that experience.39 A slew of structural and institutional reforms, 
charted broadly at the end of 2016, have since been specifically designed and 
prepared during 2017 and are now under implementation with the ultimate 
objective of avoiding a recurrence of the economic situation that the country faced 
in 2015–2016. These reform efforts could not have been effectively designed, 
negotiated and properly supported in any specific terms in the midst of the crisis 
response mode that dominated government efforts in 2016.  

B. Recommendations  
 
43. Additional assistance. While ADB and Azerbaijan’s other development partners noted 
that macroeconomic management during this challenging period was adequate, they considered 
that several critical structural, regulatory, and public sector reforms needed to be carried out to 
sustain the restored trajectory of economic growth. The GOA led that recognition in many ways 
and initiated a wide range of structural and institutional reforms since then. A sub-set of these 
reforms have been designed and implemented with ADB under the ongoing IGPSE. But the 
GOA’s reform agenda goes well beyond the scope of ADB’s current programmatic assistance. 
ADB is well positioned to lead key coordination processed among the development partners in 
further supporting the envisaged reforms through effective and tailor-made TA. All stakeholders 
need to make a collective and continued effort to steer the reforms aimed at economic 
diversification and private sector-led development. The structural reforms that Azerbaijan has 
embarked upon need to be fully implemented to produce results, and capacity constraints are 
significant in many fronts. The critical reforms include rule-based fiscal budgeting and the 
adoption of a Medium-Term Fiscal Framework (MTFF) and Medium-Term Expenditure 
Framework (MTEF), along with other important reforms like implementation of the SOE reforms 
action plan and implementation of the newly enacted corporate governance rules for SOEs. 
  
44. Focus of attention. The crisis revealed economic vulnerabilities and inefficiencies directly 
and indirectly related to the lack of economic diversification. The oil price decline also exposed 
the country’s structural weaknesses in PFM mechanisms. The budget’s reliance on transfers from 
SOFAZ posed a risk to sustained public expenditure since it was pro-cyclical and lacked 
adherence to rule-based fiscal discipline to deal with adverse economic conditions.40 To avoid the 
recurrence of similar problems in the future, the government will need to undertake much stronger, 
bolder, and more robust measures to deepen diversification of the current economic structure and 
enhance public sector efficiencies. Successfully engineering the shift to a new development 
model will require persevering with reforms to the make the public sector more efficient, ensuring 

                                                
39 See Figure 1 and Para 49 of the ADB. 2017. Completion Report: Countercyclical Support in Kazakhstan. Manila. 

https://www.adb.org/sites/default/files/project-documents/49083/49083-001-pcr-en.pdf.   
40 ADB. 2017. Report and Recommendation of the President to the Board of Directors: Proposed Programmatic 

Approach and Policy-Based Loan for Subprogram 1 to the Republic of Azerbaijan for the Improving Governance and 
Public Sector Efficiency Program. Manila. aimed at addressing this issue among other reform measures. 

https://www.adb.org/sites/default/files/project-documents/49083/49083-001-pcr-en.pdf
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sustainable public resource management, and developing a deeper and more inclusive financial 
sector. This will also entail some painful institutional and sector reforms, not least when capacity 
constraints become binding. It is however also important that the government should stay on 
course to take some key reforms already under implementation to their logical conclusions in 
terms of effective solutions. Such focus could involve: 
 

(i) effectively implementing the MTFF and MTEF across the public sector, to ensure 

that multi-year planning efforts can help policy efforts actually target the initiatives 

that are conducive to diversification; 

(ii) help SOEs implement the newly-adopted rules and sector policies to strengthen 

the corporate governance and efficiency of SOEs;  

(iii) continue to simplify regulations in the SME sector to incentivize the private sector 

to invest in labor-intensive sectors (e.g., agriculture and tourism); 

(iv) accelerate steps to overcome the current problems in the banking sector by, for 

example, continue to enhancing the legal, financial, and management capacity of 

FMSA to resolve nonperforming loans, and incentivizing banks and non-banking 

credit institutions to come to the negotiating table with FMSA to discuss how they 

can meet the capital and other requirements; and 

(v) increasing the profile of non-bank financial institutions (e.g., improve their access 

to finance by adopting conducive legislation and supporting their needs for better 

and longer-term local currency borrowing). 

 

45. Agenda for the new country partnership strategy. ADB’s new country partnership 
strategy focuses on addressing the binding constraints to inclusive growth and economic 
diversification. In the medium to long term, ADB can support: (i) raising the efficiency and 
accountability of the public sector including reforms in SOEs; and (ii) strengthening the financial 
sector and private sector participation through promoting fiscally sustainable and favorable 
conditions for non-oil sector competitiveness. ADB’s support will also be valuable in regard to the 
measures outlined in para. 43. 
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DESIGN AND MONITORING FRAMEWORK 
 

Design 
Summary 

Performance Targets and /or 
Indicators 

Data Sources and 
Reporting Mechanisms  Achievement 

Impact: Broad-based inclusive growth sustained (Azerbaijan 2020: Look into the Future)41 

Outcome 

Expenditures 
for fiscal 
stimulus 
introduced 

By February 2017, the 
government spends $1.4 
billion on fiscal stimulus (2015 
baseline: None) 

Development Policy Letter, 

MOF estimates, Budget 

Execution Report 2016 

Fully 

achieved. 

Outputs 

1. Measures 
to provide 
social safety 
net to citizens 
implemented 

1a. By February 2017, the 
government covered 3.7 
million people under the new 
social safety net program 
(2015 baseline: None) 

Development Policy Letter 
and MOF estimates 

Fully 
achieved. 

1b. By February 2017, the 
government spent an 
additional $588 million for 
government workers’ benefits 
and social assistance (2015 
baseline: Total salary and 
pensions of government 
workers $6.1 billion) 

MOF estimates Fully 
achieved. 

2. Measures 
to facilitate 
social 
housing 
implemented 

2a. By February 2017, the 
government established a 
State Housing Agency to 
facilitate the provision of social 
housing (2015 baseline: None) 

Presidential Decree No. 
1125 dated 24th Nov 2016; 
Presidential Decree No. 
1125 dated 24th Nov 2016 

Fully 
achieved. 

2b. By February 2017, the 
government fully staffed and 
operationalized the agency 
with a regulatory framework to 
facilitate provision of 
affordable housing (2015 
baseline: none) 

Presidential Decree No. 
1125 dated 24th Nov 2016; 
Presidential Decree No. 
1125 dated 24th Nov 2016 

Fully 
achieved. 

3. Measures 
to create 
additional 
jobs 
implemented 

3a. By February 2017, the 
government created an 
additional 21,000 jobs in the 
public sector (2015 baseline: 
1.2 million government 
employees) 

Pg.  5, IMF Article IV 
consultation report, 2016 

Fully 
achieved. 

3b. By February 2017, the 
government facilitated the 
creation of new 63,000 jobs in 
the private sector (2015 
baseline: 87,500 private sector 
employment) 

https://www.stat.gov.az/?la
ng=en (figures for 2016 for 
“non-state” employees) 

Fully 
achieved. 

                                                
41 Government of Azerbaijan. 2012. Azerbaijan 2020: Look into the Future. Baku. 
Source: Asian Development Bank. 

https://www.stat.gov.az/?lang=en
https://www.stat.gov.az/?lang=en
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Design 
Summary 

Performance Targets and /or 
Indicators 

Data Sources and 
Reporting Mechanisms  Achievement 

4. Measures 
to identify and 
initiate 
specific 
structural 
reforms for 
economic 
diversification 
implemented 

4a. By February 2017, a 
comprehensive technical 
assistance program is in place 
to identify critical structural 
reforms (2015 baseline: None) 

ADB. 2017. Report and 
Recommendation of the 
President to the Board of 
Directors: Proposed 
Programmatic Approach 
and Policy-Based Loan for 
Subprogram 1 Republic of 
Azerbaijan: Improving 
Governance and Public 
Sector Efficiency Program, 
Manila 

Fully 
achieved. 

4b. By February 2017, budget 
expenditures to support 
entrepreneurial activities 
doubled (2015 Baseline; $43 
million) 

Budget Execution Report 
2016 

Fully 
achieved. 

4c. By February 2017, sector- 
and region-specific new tax 
and customs incentives 
(covering exemptions, lower 
rates, tax holidays for certain 
years, and procedural 
simplifications) are 
implemented to promote 
private investment (2015 
baseline: None) 

Presidential Decrees, MOF 
documents, IMF Article IV 
consultation report 2016 

Fully 
achieved. 

Key Activities with Milestones 
Not applicable. 
 
Inputs 
ADB: $500,000,000 (OCR loan) 
TA: $1,200,000 (TASF-other sources) 
 
Assumptions for Partner Financing 
Not applicable. 
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STATUS OF COMPLIANCE WITH LOAN COVENANTS 
 

Reference in 
Loan Agreement 

Covenant Status of 
Compliance 

Article IV 

Section 4.01 (a) The Borrower shall cause the CSF Program to be 
carried out with due diligence and efficiency and in 
conformity with sound applicable technical, financial, 
business and development practices. 

Complied with 

(b) In the carrying out of the CSF Program, the 
Borrower shall perform, or cause to be performed, all 
obligations set forth in Schedule 4 to this Loan 
Agreement. 

Complied with 

Section 4.02 The Borrower shall make available, promptly as 
needed, the funds and other resources, as required, 
in addition to the proceeds of the Loan, for the 
carrying out of the CSF Program. 

Complied with 

Section 4.03 The Borrower shall ensure that the activities of its 
departments and agencies with respect to the 
carrying out of the CSF Program are conducted and 
coordinated in accordance with sound administrative 
policies and procedures. 

Complied with 

Section 4.04 As part of the reports and information referred to in 
Section 7.04 of the Loan Regulations, the Borrower 
shall furnish, or cause to be furnished, to ADB all 
such reports and information as ADB shall reasonably 
request concerning (a) the Counterpart Funds and the 
use thereof; and (b) the implementation of the CSF 
Program, including the accomplishment of the targets 
and carrying out of the actions set out in the Policy 
Letter, until a Program completion report satisfactory 
to ADB is submitted to ADB in accordance with 
paragraph 7 of Schedule 4 to this Loan Agreement. 

Complied with 

Schedule 4: Program Implementation and Other Matters 

Implementation 
Arrangement 

1. The Borrower shall designate MOF as the Program 
Executing Agency or any successor thereto, which 
will monitor budget execution and flow of funds for 
countercyclical measures.  

Complied with 

Policy Dialogue 
and Structural 
Reforms 

2. The Borrower shall promptly discuss with ADB, 
problems and constraints encountered during the 
CSF Program implementation and appropriate 
measures to overcome and mitigate such problems 
and constraints. 

Complied with. 
No specific 
problems or 
constraints 
occurred. 

3. The Borrower shall keep ADB informed of policy 
discussions with other multilateral and bilateral aid 
agencies that may have implications for the 
implementation of the Program and shall provide ADB 
with an opportunity to comment on any resulting 
policy proposals. The Borrower shall take into 

Complied with. 
Several 
coordination 
meetings took 
place with the 
World Bank and 
SECO staff. 



Appendix 2 19 

 

Reference in 
Loan Agreement 

Covenant Status of 
Compliance 

account ADB’s views before finalizing and 
implementing any such proposal. 

Use of 
Counterpart Funds 

4. The Borrower shall ensure that the Counterpart 
Funds are used to finance the implementation of 
certain programs and activities consistent with the 
objectives of the Program. 

Complied with 

Governance and 
Anticorruption 

5. The Borrower shall: (a) comply with ADB's 
Anticorruption Policy (1998, as amended to date) and 
acknowledge that ADB reserves the right to 
investigate directly, or through its agents, any alleged 
corrupt, fraudulent, collusive or coercive practice 
relating to the CSF Program; and (b) cooperate with 
any such investigation and extend all necessary 
assistance for satisfactory completion of such 
investigation. 

Complied with 

Monitoring and 
Review 

6. The Borrower shall share with ADB until 6 months 
after the Loan Closing Date: (a) macroeconomic and 
financial sector reports; and (b) expenditures made 
from the state budget to support the countercyclical 
measures, and the budget execution reports.  

Complied with 

7. The Borrower shall ensure that within 6 months of 
Loan Closing Date, a CSF Program completion report 
is submitted to ADB. 

Complied with 6-
month delay due 
to the cycle for 
verification of the 
executed State 
Budget in 2017. 

 
 

 


