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GDP to grow at low single-digit levels 
The draft budget projects Azerbaijan’s economy to grow 1.0% y/y in 2017 and 1.5% 
y/y in 2018. In nominal AZN terms, GDP is expected to reach AZN 61.4bn, up 13.0% 
compared to the actual 2015 GDP figure. In US$ terms, however, GDP is projected at 
US$ 38.4bn, almost half of the record high of US$ 75.2bn reached in 2014. Our 
calculations indicate that these figures are realistic, with upside driven by the oil sector, 
while the non-oil sectors look likely to face serious challenges, particularly given the 
cuts to public capex.  
 
Fiscal deficit to narrow 
The government has announced a conservative 2017 budget, based on an oil price 
assumption of US$ 40/bbl. The document projects consolidated budget revenues of 
AZN 19.7bn, 8.6% higher than actual 2015 revenues (see note on the second page). 
Revenues for 2017 are projected at 32.1% of GDP, less than the historical average, 
suggesting upside potential. The government plans to spend AZN 21.0bn in 2017, 
which is 0.5% less than actual 2015 budget expenditures. As a result, the consolidated 
budget deficit is set at AZN 1.2bn, or 2.0% of GDP, compared to the actual 5.3% figure 
seen in 2015. Given that there is revenue upside and a likelihood that the government 
will underspend, there is a possibility that fiscal balance might even be achieved. 
 
Preference given to medium- to long-term fiscal sustainability 
Expenditures are to be decreased by reducing public capital investments. The draft 
budget puts capex from the state budget at AZN 3.7bn, which is 45.6% less than 
actual public capex in 2015. The cut is even more pronounced in US$ terms, with 
capex budgeted at US$ 2.3bn in 2017 compared to US$ 6.5bn (actual) in 2015. With 
overall expenditure down, transfers from the State Oil Fund (SOFAZ) are to be 
decreased to AZN 6.1bn, which is 19.9% lower than the transfers set in the 2016 
budget and almost half of the level transferred in 2013. Moreover, excluding transfers, 
SOFAZ expenditures are to come down to AZN 0.9bn, which is 17.3% less than in 
2015. Current expenditure, however, is budgeted almost flat compared to the 2016 
budget and 7.8% more than the 2015 actual figure. These figures suggest that the 
government is committed to medium- to long-term fiscal sustainability. This policy will 
likely cause debt/GDP to remain low and SOFAZ reserves to last longer. The flipside is 
the challenges likely to be faced by the economy given the cuts to public capex. 
 

Figure 1: GDP growth rate, y/y %  

 
Source: Ministry of Finance, IMF 

Figure 2: Consolidated budget revenue,  
% of GDP 

 
Source: Ministry of Finance 
Note: Non-oil revenue % of non-oil GDP 
 

Figure 3: State budget expenditure, 
AZN bn 

 
Source: AzSTAT  
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Azerbaijan Economy 

From public to private 
 
Azerbaijan’s recently published draft budget indicates that the country will continue to 
consolidate its fiscal policy in 2017 by reining in current expenditures while cutting 
public investment. The revenue projections in the document are based on an oil price 
of US$ 40.0/bbl and 1.0% GDP growth. This assumption appears realistic, given the 
current trend in oil prices, and we see minor upside. The growth rate in non-oil sectors 
might be lower than forecast, though this will probably be compensated for by better-
than-forecast performance in the oil sectors. Downside risks to the targeted non-oil 
GDP growth may be eliminated if private investment increases, specifically from 
abroad since foreign investment, has a higher efficiency in generating growth and 
financing the external deficit,. There is theoretical upside, subject to policies that 
attract investors, particularly in light of the stock of foreign investment in non-oil 
sectors. 
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2017 draft budget summary 

Government expects subdued growth. The official draft budget for 2017 has growth 
in 2017-20 being based mainly on non-oil sectors. The government expects growth to 
be subdued in 2017 (1.0%) and 2018 (1.5%), due to a contraction in oil GDP. The oil 
sector is expected to post relatively strong growth in 2019 (due largely to the 
commencement of Shah Deniz stage 2), helping the overall economy to grow by 2.8%. 
However, as the boost from the oil sector retreats, GDP growth is forecast to slow to 
2.4% in 2020.  

2017 budgeted public revenues realistic, with upside potential. The 2017 draft 
budget is based on an oil price of US$ 40.0/bbl, which yields consolidated budget 
revenues of AZN 19.7bn, or 8.3% more than actual revenues in 2015. Receipts are set 
to be driven by a 16.8% increase in non-oil revenues and a 6.5% increase in SOFAZ 
revenues, while oil taxes are expected to decrease 16.0% compared to the 2015 
actual figures. 1 There is upside potential, as oil prices might be slightly higher than the 
budgeted US$ 40.0/bbl and the government may boost non-oil revenues through 
various efficiency-enhancing steps. Thus, on the revenue side, upside is larger than 
downside. 

                                                           
1
 2016 has been omitted as the budget was revised early in 2016 based on an oil price of US$ 25.0/bbl, but the average oil price was 

US$ 43.0/bbl in 9M16, meaning that actual budget revenues should be far higher than budgeted. Moreover, official data indicate that the 
government has been underspending. Thus, there is a high probability that actual 2016 figures will be significantly different from the budgeted 
ones, so comparing the 2017 budget with the 2016 one might be misleading. 

Figure 4: GDP change, %   Figure 5: Contributions to growth, % 

 

 

 
Source: Ministry of Finance, Galt &Taggart Research   Source:  Ministry of Finance, Galt &Taggart Research 

Figure 6: Consolidated budget revenues, AZN bn  Figure 7: Consolidated budget expenditures, AZN bn 

 

 

 
Source: Ministry of Finance, Galt &Taggart Research   Source: Ministry of Finance, Galt &Taggart Research  

Note: transfers have been eliminated to obtain categories to sum up to total expenditure 
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Budgeted public capex 45.6% lower than the 2015 actual figure. Expenditures in 
2017 are set at AZN 21.0bn or 0.5% less than in 2015. Excluding transfers to the State 
Social Protection Fund and Nakhchivan Autonomous Republic, state budget 
expenditure is slated at AZN 14.3bn or 9.4% less than in 2015. The government plans 
capital investment of AZN 3.7bn, which is 45.6% less than in 2015, while current 
expenditures are set to be AZN 11.2bn, or 7.8% more than in 2015.  
 
Consolidated budget deficit at 2.0% of GDP. With revenues of AZN 19.7bn and 
expenditure at AZN 21.0bn, the consolidated budget deficit should be AZN 1.2bn, or 
2.0% of GDP, compared to a deficit of 5.3% of GDP in 2015. However, the deficit 
could be even lower if the oil price rebounds and the budget is further underspent. 
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Growth and investment 

Growth driven by investment. Growth is generally driven by investment, particularly 
in developing economies. Azerbaijan’s non-oil GDP posted annual growth rates above 
9.0% from 2011 to 2013, thanks to investments of above 40.0% of non-oil GDP. As 
investment started to retreat, so did non-oil GDP. However, official data indicate that 
most of the non-oil investment was public capex, with the share of foreign investment 
negligible. Public capex in AZN terms was already down 16.7% y/y in 8M16, while 
domestic private investment was down 71.5% y/y, based on our calculations. The 
result has been a 5.8% y/y contraction in non-oil GDP. 

 
Around US$ 3.0bn of private investment would be needed to achieve targeted 
2.5% y/y growth in non-oil GDP in 2017. Simple calculations indicate that if state 
investment contracts 45.0% in 2017 (compared to 2015), there will be a need for US$ 
3-5bn of private sector investment in non-oil sectors to support the officially expected 
2.5% y/y growth of non-oil GDP. Given the state of the domestic entities and the 
problems faced by the banking system, such high domestic investment seems 
unlikely. The most viable option would be to attract foreign investment. Assuming that 
private foreign investment will be more efficient, and using the low base of 2016, the 
targeted growth might be achieved even with less than US$ 3.0bn. However, to attract 
this investment, foreign-investment-friendly reforms would need to be implemented. 
Along with driving growth, foreign investment will finance the external deficit, thereby 
lessening the need to curb imports. 
 
Excluding mining and quarrying, foreign investment’s share in the economy has 
been minor. The charts below indicate how foreign investment in Azerbaijan has 
focused on oil and gas extraction. On average, 82.9% of all foreign investment per 
annum from 2001 to 2015 was in mining and quarrying (including oil and gas 
extraction) and 75.9% of total investment in mining came from overseas. Meanwhile, 
the share of foreign investment in other sectors was below 20.0%, with the exception 
of the “other industry” category, which includes electricity generation. For example, the 
share of foreign investment was at 2.9%, in trade and 7.7% in hotels and restaurants. 
These low shares may well make these sectors attractive to foreign investors. 
 
 
 
 

Figure 8: Non-oil investment and growth  Figure 9: Non-oil investment, AZN bn 

 

 

 
Source: AzSTAT  Source:  AzSTAT, Galt &Taggart Research  
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Investment in sectors of economy by source 

Figure 10: Mining & quarrying, AZN bn  Figure 11: Non-mining, AZN bn 

 

 

 
Source: AzSTAT  Source: AzSTAT 

Figure 12: Agriculture, AZN bn  Figure 13: Manufacturing, AZN bn 

 

 

 
Source: AzSTAT  Source: AzSTAT 

Figure 14: Other industry, AZN bn  Figure 15: Construction, AZN bn 

 

 

 
Source: AzSTAT  Source: AzSTAT 
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Figure 16: Trade, AZN bn  Figure 17: Hotels and restaurants, AZN bn 

 

 

 
Source: AzSTAT  Source: AzSTAT 

Figure 18: Transport, storage, communication (AZN bn)  Figure 19: Other sectors, AZN bn 

 

 

 
Source: AzSTAT  Source: AzSTAT 
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Conclusion 

Azerbaijan’s budget for 2017 is based on figures that we consider realistic, with upside 
potential on the revenue side. Revenues may be higher than budgeted if the oil price 
exceeds the US$ 40.0/bbl set in the draft budget and efficiency gains are achieved in 
tax collection. On the expenditure side, authorities remain committed to keeping 
current expenditures intact, while cutting capex, indicating a preference for medium- to 
long-term fiscal sustainability. However, doing so would pose serious challenges to 
growth for the next few years, as the economy has been driven by public investment 
for the last decade. Quick calculations indicate that actual growth might be less than 
targeted by the authorities if the reduced public investment is not substituted by private 
investment. As private investment is more efficient, targeted growth might be achieved 
with less private investment than public investment. Securing foreign investment would 
mean having sustainable financing for the external deficit without undermining imports 
(and thereby living standards). Overall, we believe that the draft budget looks realistic 
and should serve long-term fiscal sustainability. However, failure to attract private 
investment may translate into meager growth and persistent external imbalances. 
Alternatively, the budget may be revised to increase spending. This, however, could 
endanger medium- to long-term fiscal sustainability, put Azerbaijan’s sovereign ratings 
at risk, result in rapid depletion of reserves, and lead to inflationary pressure. 
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Disclaimer 

This document is strictly confidential and has been prepared by JSC Galt & Taggart ("Galt & Taggart"), a member of JSC Bank of Georgia group (‘Group”)  solely for informational purposes and 
independently of the respective companies mentioned herein. This document does not constitute or form part of, and should not be construed as, an offer or solicitation or invitation of an offer to buy, sell 
or subscribe for any securities or assets and nothing contained herein shall form the basis of any contract or commitment whatsoever or shall be considered as a recommendation to take any such 
actions. 
 
Galt & Taggart is authorized to perform professional activities on the Georgian market. The distribution of this document in certain jurisdictions may be restricted by law. Persons into whose possession 
this document comes are required by Galt & Taggart to inform themselves about and to observe any and all restrictions applicable to them. This document is not directed to, or intended for distribution, 
directly or indirectly, to, or use by, any person or entity that is a citizen or resident located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be 
contrary to law or regulation or which would require any registration or licensing within such jurisdiction. 
 
Investments (or any short-term transactions) in emerging markets involve significant risk and volatility and may not be suitable for everyone. The recipients of this document must make their own 
investment decisions as they believe appropriate based on their specific objectives and financial situation. When doing so, such recipients should be sure to make their own assessment of the risks 
inherent in emerging market investments, including potential political and economic instability, other political risks including without limitation changes to laws and tariffs, and nationalization of assets, 
and currency exchange risk. 
 
No representation, warranty or undertaking, express or implied, is or will be made by Galt & Taggart or any other member of the Group or their respective directors, employees, affiliates, advisers or 
agents or any other person as to, and no reliance should be placed on, the fairness, accuracy, completeness or correctness of  this document and the information contained herein (and whether any 
information has been omitted from this document) and no reliance should be placed on it. This document should not be considered as a complete description of the markets, industries and/or companies 
referred to herein. Nothing contained in this document is, is to be construed as, or shall be relied on as legal, investment, business or tax advice, whether relating to the pas t or the future, by Galt & 
Taggart any other member of the Group or any of their respective directors, employees, affiliates, advisers or agents in any respect. Recipients are required to make their own independent investigation 
and appraisal of the matters discussed herein. Any investment decision should be made at the investor's sole discretion. To the extent permitted by law, Galt & Taggart, any other member of the Group 
and their respective directors, employees, affiliates, advisers and agents disclaim all liability whatsoever (in negligence or otherwise) for any loss or damages however arising, directly or indirectly, from 
any use of this document or its contents or otherwise arising in connection with this document, or for any act, or failure to act, by any party, on the basis of this document.  
 
The information in this document is subject to verification, completion and change without notice and Galt & Taggart is not under any obligation to update or keep current the information contained 
herein. The delivery of this document shall not, under any circumstances, create any implication that there has been no change in the information since the date hereof or the date upon which this 
document has been most recently updated, or that the information contained in this document is correct as at any time subsequent to the date on which it is supplied or, if different, the date indicated in 
the document containing the same. No representation or warranty, expressed or implied, is made by Galt & Taggart or any other member of the Group, or any of their respective directors, employees, 
affiliates, advisers or agents with respect to the accuracy or completeness of such information. 
 
The information provided and opinions expressed in this document are based on the information available as of the issue date and are solely those of Galt & Taggart as part of its internal research 
coverage. Opinions, forecasts and estimates contained herein are based on information obtained from third party sources believed to be reliable and in good faith, and may change without notice. Third 
party publications, studies and surveys generally state that the data contained therein have been obtained from sources believed to be reliable, but that there is no guarantee of the accuracy or 
completeness of such data. Accordingly, undue reliance should not be placed on any such data contained in this document. Neither Galt & Taggart, any other member of the Group, nor their respective 
directors, employees, affiliates, advisors or agents make any representation or warranty, express or implied, of this document's usefulness in predicting the future performance, or in estimating the 
current or future value, of any security or asset.  
 
Galt & Taggart does, and seeks to do, and any other member of the Group may or seek to do business with companies covered in its research. As a result, investors should be aware of a potential 
conflict of interest that may affect the objectivity of the information contained in this document. 
 
This document is confidential to clients of Galt & Taggart. Unauthorized copying, distribution, publication or retransmission of all or any part of this document by any medium or in any form for any 
purpose is strictly prohibited. 
 
The recipients of this document are responsible for protecting against viruses and other destructive items. Receipt of the electronic transmission is at risk of the recipient and it is his/her responsibility to 
take precautions to ensure that it is free from viruses and other items of a destructive nature. 
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