
46 MPO Apr 21 

Key conditions and 
challenges 
 
Azerbaijan is an upper-middle-income 
economy rich in hydrocarbon resources. 
Since the 2000s, inflows of FDI to the oil 
and natural gas sectors have driven a 
surge in exports, propelling economic 
growth and reducing poverty. However, 
economic performance has stalled in 
recent years as hydrocarbon production 
plateaued and prices fell, revealing sys-
temic macroeconomic and structural 
challenges. A large state footprint, a 
small and fragile financial sector, and 
weak institutions impede economic di-
versification and the development of a 
vibrant private sector. Additionally, re-
gional inequality persists, informality is 
widespread, and a considerable part of 
the population remains socially and eco-
nomically vulnerable. Azerbaijan’s hu-
man capital indicators lag its regional 
and income group peers. The country’s 
human capital constraints, which trans-
late into a shortage of skilled labor, 
could worsen with more automation in 
the future. 
Simmering tensions with Armenia esca-
lated into a military conflict in late 
2020. In addition to a significant human 
toll, the conflict also inflicted high socio
-economic and environmental costs. 
Numerous facilities, infrastructure and 
residential areas were destroyed or 
damaged, and natural habitats devas-
tated. 

Recent developments 
 
In 2020, Azerbaijan was hit by the triple 
shocks of the COVID-19 pandemic, re-
duced oil prices, and the armed conflict.  
The economy experienced its second re-
cession since 2015, contracting by an esti-
mated 4.3 percent. Three waves 
of  COVID-19 induced lockdowns halted 
activity in nonhydrocarbon sectors, partic-
ularly travel, hospitality, and domestic 
trade. The energy sector contracted by 7 
percent, as adherence to OPEC+ oil pro-
duction quotas slashed oil output. On the 
demand side, investment fell by 8.3 per-
cent as business confidence plummeted. 
Private consumption was also affected, 
but wage hikes in late-2019 prevented a 
deeper slump.  
The lockdowns were successful in con-
taining new coronavirus infections and 
easing pressures on the health care sys-
tem. However, a spike in new cases fol-
lowed the eventual relaxation of contain-
ment measures, prompting the authori-
ties to alternate between loosening and 
tightening restrictions throughout the 
year. Azerbaijan launched a COVID-19 
vaccination campaign using China’s Si-
novac vaccine in late January 2021. 
Azerbaijan’s consolidated budget rec-
orded a large deficit of 6.5 percent of 
GDP in 2020, as revenues collapsed and 
spending rose, including to finance the 
pandemic policy response (estimated at 
2.7 percent of GDP). The deficit was 
financed by State Oil Fund (SOFAZ) 
assets. 
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FIGURE 1 Azerbaijan / Nonoil GDP growth and Oil Price  FIGURE 2  Azerbaijan / Official Poverty Rate and Unemploy-
ment  

Sources: State Statistical Committee, World Bank data, and World Bank staff 
estimates.  

Source: State Statistical Committee. Note: The World Bank has not reviewed the 
official national poverty rates for 2013–19.  

The COVID-19 pandemic and plunging 

oil prices and production drove Azerbai-

jan’s economy into recession in 2020. 

Poverty is estimated to have risen as 

households experienced job losses and 

financial hardship. Azerbaijan’s economy 

is projected to recover gradually over the 

medium term, aided by the vaccination 

effort and increased public spending. 

However, downside risks remain acute 

and stem from the possibility of a slower-

than-expected vaccine rollout, sluggish 

recovery in oil output, and persistent 

structural rigidities.  
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Table 1 2020

Population, million 1 0.1

GDP, current US$ billion 42.5

GDP per capita, current US$ 4205.4

School enro llment, primary (% gross)
a 97.9

Life expectancy at birth, years
a 72.9

(a) WDI for school enrollment (201 9); life expectancy (201 8).

Source: WDI, M acro Poverty Outlook, and off icial data.
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A narrowing merchandise trade surplus, 
together with falling services receipts 
and rising capital outflows, resulted in a 
balance of payments deficit of 5.9 per-
cent of GDP in the first nine months of 
2020. The deficit was financed by in-
creased sales of foreign exchange by SO-
FAZ. 
Depressed domestic demand and a sta-
ble exchange rate contained 12-month 
inflation to 2.7 percent in 2020. The Cen-
tral Bank of Azerbaijan (CBA) cut the 
policy rate five times during the year, 
lowering it from 7.5 percent to 6.25 per-
cent. 
Bank performance was uneven in 2020, 
suggesting that financial sector condi-
tions remain fragile. Bank credit de-
clined by 5 percent year on year owing 
to plummeting economic activity and the 
revocation of four banks’ operating li-
censes.  Deposits fell by 4.4 percent year 
on year as households and firms tapped 
their savings to weather the downturn. 
Household welfare deteriorated marked-
ly in 2020. Poverty is estimated to have 
risen due to a rise in unemployment as-
sociated with the recession. The number 
of unemployed increased by an estimat-
ed 124,300 persons in 2020. Fiscal 
measures only partially mitigated the 
pandemic’s negative impact on house-
holds. 

Outlook 
 
Azerbaijan’s economic recovery is ex-
pected to be gradual, with output return-
ing to pre-COVID-19 levels only by end-
2022. The early launch of Azerbaijan’s 
vaccination initiative and significantly 
higher public post-conflict reconstruction 
spending suggest that the recovery may 
materialize faster than previously antici-
pated. 
In 2021, an acceleration of domestic de-
mand will support economic growth, but 
this will be conditional on an improved 
health situation and increased public 
spending. Higher oil prices are forecast to 
narrow fiscal deficit and help current ac-
count return to surplus. Beyond 2021, 
without major structural reforms, the pace 
of the economic revival is likely to be 
moderate owing to a protracted recovery 
in oil output and anticipated fiscal tight-
ening (amid rising fiscal pressures). 
Inflation is projected to rise in the medium 
term as a recent administrative price hike 
passes through to prices more generally, 
and demand begins to recover. Once the 
government phases out measures to sup-
port the financial sector, some banks are 
likely to experience a deterioration of cap-
ital and profitability ratios. 

Downside risks to this forecast will re-
main substantial in the medium term. The 
existing oil market equilibrium is fragile 
and largely depends on the OPEC+ agree-
ments. In addition, the evolution of the 
pandemic is still uncertain and will de-
pend on the speed of the vaccine rollout. 
Finally, regional geopolitical risks will 
remain elevated in the foreseeable future. 
Significant SOFAZ reserves—over 100 
percent of GDP at end-2020—will help 
shield the economy from these risks. 
The long-term poverty and inequality 
trajectory will depend on the severity and 
duration of the crisis. The longer the pan-
demic’s duration, the deeper and broader 
the impact, particularly on employment 
and wages in the services sector, which 
would lead to more severe effects on 
household welfare and poverty.  
Azerbaijan’s recently announced 2030 
national development vision outlines a 
renewed, long-run commitment to ad-
dressing systemic macroeconomic, struc-
tural, and governance challenges. Ad-
dressing these challenges could unlock 
new nonhydrocarbon sources of economic 
growth and achieve sustainable, resilient, 
and inclusive development. 
 
 

TABLE 2  Azerbaijan / Macro poverty outlook indicators (annual percent change unless indicated otherwise) 

2018 2019 2020 e 2021 f 2022 f 2023 f

Real GDP growth, at constant market prices 1.5 2.2 -4.3 2.8 3.9 3.4

Private Consumption 3.0 3.8 -5.1 3.7 3.6 3.5

Government Consumption 1.5 7.9 4.0 4.7 3.6 3.6

Gross Fixed Capital Investment -0.2 -3.1 -6.5 4.2 1.2 3.2

Exports, Goods and Services 1.0 1.5 -8.1 2.1 4.1 2.3

Imports, Goods and Services 1.5 2.2 -10.5 3.5 3.0 1.7

Real GDP growth, at constant factor prices 1.5 2.2 -4.4 2.8 3.9 3.4

Agriculture 4.6 7.3 1.9 2.5 3.2 3.2

Industry -0.7 0.4 -5.2 2.8 3.3 2.0

Services 5.1 4.3 -4.4 2.9 5.1 5.7

Inflation (Consumer Price Index) 1.6 2.4 2.7 3.9 3.2 3.0

Current Account Balance (% of GDP) 12.8 9.1 -1.0 2.8 3.9 3.1

Net Foreign Direct Investment (% of GDP) -1.7 -2.9 -1.5 1.3 1.2 1.1

Fiscal Balance (% of GDP) 5.6 9.0 -6.5 -2.5 2.8 4.0

Debt (% of GDP) 18.9 18.9 18.2 17.1 16.7 16.5

Primary Balance (% of GDP) 6.8 9.8 -5.7 -1.9 3.3 4.5

Source: World Bank, Poverty & Equity and M acroeconomics, Trade & Investment Global Practices.
Notes: e =  estimate, f = forecast.
NA


