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Abstract

Azerbaijan, a major energy exporter, has witnessed substantial economic growth, propelled by
its advantageous geographical position, thereby attracting substantial investments into its oil
and gas sector. This growth, influenced by global energy prices, solidifies Azerbaijan's position
as a major energy supplier with potential as a regional transportation hub. Key economic
indicators suggest a multifaceted economy, with ongoing attempts to preserve stability and
curtail inflation. According to the predictions made by the World Bank and other institutions
specializing in economic forecasting, the global economy is expected to undergo a period of
moderate growth. A primary objective of this period of growth will be the reduction of reliance
on oil. Inflation and exchange rates are pivotal economic indicators in Azerbaijan, necessitating
a nuanced approach to policy decisions. The nation's macroeconomic development, as
evidenced by the rise in GDP and the continuity of reform initiatives, signifies a future that is
directed by sustainable growth and meticulous economic planning.
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Introduction

The country has attracted investments in recent years in part due to its strategic location as a
major energy exporter. The oil and gas facilities and exploration activities in the region have
also been the focus of substantial interest. Azerbaijan's economic growth in 2023 and 2024 was
significantly influenced by the increase in world oil and gas prices. Azerbaijan has an
established international role as a major energy supplier and the developments in the context of
globalizing economy as well as a diverse regional intergovernmental system have contributed
to the increased significance and potential for the country as a regional transportation_hub. A
newly-signed deal between Azerbaijan and the European Union will also aim to develop
Azerbaijan's export potential in renewable energy, among it the offshore wind and green
hydrogen fields. In recent years, there have been increasing attempts at diversifying the national
economy to avoid the continuous dependence on oil revenues that ranges between 80 and 90
percent of the country's income.
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From an economic perspective, the services sector is likely to continue to play a key role in the
country's efforts of moving towards a higher value-added, knowledge-based development
model, as it is associated with a higher level of employment generation than any other sector of
the Azerbaijani economy. Although in a downward cycle, the oil and gas industry still
dominates, contributing around 90 percent of total exports. From here, this sector provides 50
percent of the country’s GDP, and more than half of its state budget incomes. The economy of
Azerbaijan is a complex one which is strong focus on oil and gas production, international trade
and heavy government control.

Azerbaijan’s economic key figures

(Forecas
t)

Nominal gross domestic product in billion USD 78.7 76.1 74.9 78.5
Gross domestic product/capita to purchasing 17.45 18.40 19.198 20.013
power parity in USD 0 0

Population in million 10.4 10.4 10.5 10.5
Real economic growth in % 4.6 1.7 2.6 2.7
Inflation rate in % (year-end) 13.8 8.8 4.0 4.1
Unemployment rate in % 6.4 6.1 5.5 5.6
Fxcl)lange rate of local currency (manat) to Euro 1.81 1.88 1.90 1.96

avg

The country's exports of goods in billion USD 42.2 38.9 254 21.8
The country's imports of goods in billion USD 13.5 14.7 11.6 9.1

Source: The State Statistical Committee of the Republic of Azerbaijan

GDP growth
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https://mgimo.ru/science/diss/Guseynov_diss_ok.pdf
https://mgimo.ru/science/diss/Guseynov_diss_ok.pdf
https://www.stat.gov.az/index.php?lang=az

The World Bank has revised its growth forecast for the Azerbaijani economy, predicting a 2.6
percent increase for 2025 and 2.4 percent for 2026. The report indicates that the bank has
incorporated its forecast for Azerbaijan's GDP growth in 2027 into its revised projections,
anticipating a 2.3 percent expansion in the country's economy during that year. According to
estimates by the World Bank, the Azerbaijani economy is projected to expand by an average of
2.43 percent between 2025 and 2027. Concurrently, Azerbaijan's growth prospects are
anticipated to be influenced by several factors, including declining oil production, weakening
global demand, and lower oil prices, as projected by the World Bank and other economic
forecasters. The decline in global demand and prices for raw materials is expected to have a
mixed impact not only on Azerbaijan but also on other countries in the South Caucasus and
Central Asia. The impact of this dynamic is anticipated to be deleterious for energy exporters,
such as Kazakhstan and Russia, as well as metal exporters that are particularly vulnerable to
China's economic slowdown, including Tajikistan. Conversely, energy importers such as
Turkey stand to benefit from this shift.

According to forecasts by the Azerbaijani Ministry of Economy, the country's Gross Domestic
Product (GDP) is projected to increase by 3.7 percent in 2025, 3.2 percent in 2026, and 3.6
percent in 2027. International credit rating agencies have issued divergent forecasts. According
to S&P Global, the projected annual growth rate for 2025-2026 is 2 percent, while Fitch Ratings
anticipates 3,5 percent growth in 2025 and 2.5 percent growth in 2026. Conversely, Moody's
forecasts a 2.5 percent growth rate. The International Monetary Fund predicts growth of 3.5
percent and 2.5 percent for 2025-2026, the European Bank for Reconstruction and Development
forecasts 3 percent for 2025 and 2.5 percent for 2026, and the Asian Development Bank
forecasts 3.4 percent and 3.3 percent.

Azerbaijan GDP growth forecast for 2025 (in percent)
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Source: own compilation based on the IMF, Moody's, World Bank, EBRD, ADB, Fitch Ratings
and Azerbaijan's Ministry of Economy data
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https://report.az/en/finance/wb-updates-azerbaijan-s-economic-growth-forecast-for-2025/
https://the-tenge.kz/articles/vb-prognoz-0625
https://www.azernews.az/business/243833.html
https://www.azernews.az/analysis/243256.html
https://www.azernews.az/analysis/243256.html

Based on the various forecasts by different entities, it appears that there is a consensus among
the Azerbaijani Ministry of Economy, the International Monetary Fund, and the Asian
Development Bank in predicting a positive growth trajectory for Azerbaijan's Gross Domestic
Product (GDP) over the next few years. The Azerbaijani Ministry of Economy projects a
gradual increase in GDP growth rates from 2025 to 2027, while the International Monetary
Fund and the Asian Development Bank also anticipate steady growth rates for 2025 and 2026.
However, there are divergent forecasts from international credit rating agencies such as S&P
Global, Fitch Ratings, and Moody's, which present varying growth rate predictions for the same
period. This disparity in forecasts highlights the uncertainty and differing perspectives among
analysts regarding Azerbaijan's economic performance in the coming years.

Inflation

Azerbaijan's Consumer Price Index (CPI) rose by 6.3 percent year-on-year in April according
the State Statistical Committee. Annual inflation in Azerbaijan corresponds to the projected
trajectory, with reference to the Central Bank of Azerbaijan. According to the bank, in April
2025, the 12-month inflation was 6.3 percent, and the monthly inflation was 0.3 percent. The
annual price increase for food products and services was 7.6 percent, and for non-food products
2.7 percent. Annual core inflation was 4.8 percent.


https://www.azernews.az/business/241729.html

Inflation, annual percent change in the CPI (Semtember, 2024-April, 2025)
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Its inflation path for 2025 hinged on a fragile balance between the successful execution of its
domestic reform process, the influence of external shocks (such as the Middle Eastern war),
and the fluctuation of global commodity prices. The country started 2025 with moderation with
an optimistic feeling, since a sublimation phase was experience in between 2022 and 2023. This
explosion of inflation can be traced to a number of factors, including rising global food and
energy prices and supply-chain disruptions. Inflation had weakened from 13.9 percent in 2022
to 8.8 percent in 2023 following tighter monetary policy and as external cost pressures
diminished, according to the State Statistical Committee of the Republic of Azerbaijan.

The Bank continues to target inflation of 4 £2 percent, and the latest policy statements suggest
that it was adopting a strategy of cutting rates and using liquidity management to ensure
expectations remain entrenched. The direction of inflation path in 2025 in Azerbaijan will be
determined by the following factor. Prospective Fiscal Policy. Fiscal policy in Azerbaijan is
oriented at an expansion, with higher public spending on rehabilitation of the territories
recaptured in the course of the Azerbaijani-Armenian war and infrastructure projects. However,
demand-management tools to promote economic growth are still adding pressure on core
inflation, beyond mainly from cost of construction materials and service.

The Azerbaijani external sector is exposed to the heavy fluctuations in world markets, since oil
and gas comprise most of the export product mix and budgetary revenues. High Brent volatility
directly affects the country's fiscal capability, and indirectly inflation (via the exchange rate
channel) even with the mercantile floating of the manat (AZM, Azerbaijani national currency).

Monetary policy 2025

The aim of monetary policy in 2025 and 2026 is to limit the annual inflation rate to within the
4 + 2% band (Social and Economic Development Strategy of the Republic of Azerbaijan for
2022-2026). As in previous years, the target for the next year will be the latest 12 month change
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https://regionplus.az/ru/articles/view/8583
https://resourcegovernance.org/sites/default/files/documents/rwi_erc_20140315.pdf
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in the consumer price index published by the State Statistical Committee.

As per the latest forecast of the Central Bank of Azerbaijan, annual inflation is forecast to be
around 5.3 percent in 2025 that is in line with the target. At the same time, several external and
internal threats to price stability are likely to continue. In the following year, the inflation trends
in the country will still be influenced by external factors such as global prices of commodities,
trends in luxury goods and economic performance of partner countries. In both cases of an
escalated geopolitical conflict, external signals should remain unstable.

Azerbaijani government estimates indicate that the currency channel will be the leading
mechanism for transmission of monetary policy at least until 2025. The manat’s nominal
effective exchange rate will remain an important driver of imported inflation. According to the
latest estimates of forecasting centers, manat 's real effective exchange rate will begin to
strengthen in 2025.

At the same time, we should recall that in 2026, the Board of the Central Bank of Azerbaijan
will become the main tool affecting the monetary conditions of the economy of the South
Caucasus state. Monetary policy decision will be based on shifts of the balance of risks of
external and internal conditions impacting inflation, as well as new macroeconomic projections.

Macro-economic indicators and social development of the country (January - May, 2025)

Indicators 2025 2025 January-May | For information: 2024
January- compared to 2024 January-May compared to
May, actual = January-May, 2023 January-May,

percent percent

Gross domestic product, 50 099.5 101.5 104.2

million manat

Including: non oil-gas 34 156.3 103.9 107.3

GDP

GDP per capita, manat 4 896.1 101 103.7

Industrial products, 26 020.3 98.4 100.4

million manat

including non oil-gas 8 128.5 106.4 107.0

industry

Investments directed to 6 694.6 99.2 111.0

fixed capital, million

manat

Including: non oil-gas 4735.8 111.7 112.1

sector

of which non oil-gas 911.3 328.0 79.1

industry

Agricultural products, 3706.1 101.5 103.1

million manat

Including: plant-growing 867.2 103.1 107.4

Cattle-breeding 2 838.9 101.0 101.7

Cargo transportation in 96.8 103.0 103.4

transport sector, million

tons

Passenger transportation 849.8 105.9 108.1

in transport sector, million


https://caliber.az/post/centrobank-azerbajdzhana-obnovil-prognoz-po-inflyacii-na-2025-god
https://report.az/ru/finansy/mvf-centrobanku-azerbajdzhana-sleduet-prodolzhit-ukreplenie-transmissii-denezhno-kreditnoj-politiki/

passenger

Information and 1416.9 107.3 112.5
communication services,

million manat

Retail trade turnover, 23 341.3 103.8 103.3
million manat

Paid services rendered to 5 680.2 109.7 106.3
population, million manat

Income of state budget, 17 138 107.1 114.6
million manat

Expenditure of state 13 691.8 101.6 120.9
budget, million manat

Surplus of state budget, 3446.2 X X
million manat

Nominal income of 34104 106.9 105.3
population, million manat

Per capita, manat 33329 106.4 104.8
Deposits of population in 14 853 110 110.5

banks for 01 May, 2025,
million manat

Credit exposure, for 01 29 898.8 115.1 123.7
May, 2025, million manat

including overdue credits 502.6 108.7 78.1
Average monthly nominal 1100.6* 109.2%* 110.2%**
salary, manat

Consumer price index” X 105.9 100.6
Number of population, 10 236.2 100.4 100.5
thousand person, for 01

May, 2025

Foreign trade turnover?, million USA dollars

Actual prices 16 419.1% 118.2%%* 86.0%**
Comparative prices X 103.0** 89.8***
Including: export

Actual prices 8 286.2* 98.3** 77.6%**
Comparative prices X 91.3** 9(.2%**
Of which export of non oil-gas

Actual prices 1 068.6* 116.1%* 77.5%%*
Comparative prices X 91.8** 69.8*%**
Import

Actual prices 8 132.9* 148.8** 103.2%%*
Comparative prices X 121.0** 89.1%**

Source: The State Statistical Committee of the Republic of Azerbaijan'

1* 2025 January-April.

** 2025 January-April compared to 2024 January-April.

#*% 2024 January-April compared to 2023 January-April.

Y Annual (May 2025 compared to May 2024) consumer price indices for May 2025 made 106,3 percent

2 Taking into account information on statistically estimated value of exported crude oil and natural gas registered

in the customs bodies during the reporting period but not completely officialized
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https://www.stat.gov.az/news/macroeconomy.php?page=1&lang=en

In the 2025 monetary policy of Azerbaijan, the Central Bank of Azerbaijan declared the
country's economic potential development as its strategic task. In 2025, a successful
synchronization of fiscal and monetary policy will continue to be key to impose expansion of
aggregate demand in line with Azerbaijan's production capacity. In view of these considerations,
the Central Bank will remain committed to higher co-ordination between the various branches
of monetary and economic policy.

Reform is to be extended in 2025, and the stability of alternative monetary policy is thought to
be strengthened. The exchange rate of the manat to the US dollar, which would be the anchor
for price stability, would be set at the average exchange rate of manat for US dollar auctions
and non-auction deals.

Some issues for consideration

Monetary policy in 2025 will depend on the global economic outlook, the country’s external
balance situation, fiscal policy, and the real sectors. The three major uncertainties that underlie
the forecasts of global economic growth in 2025 are geopolitical tensions, deflating inflation,
and the current sluggishness of the world economy. The world economy is forecast to grow 3.2
percent in 2025, 0.1 percentage point down from earlier estimates, the IMF says. Growth is
expected to be 1.8 percent in advanced economies and 4.2 percent in emerging market
economies, according to the IMF. By other IMF estimates, global inflation is expected to fall to
4.3 percent in 2025 (from 6.7 percent in 2023 and 5.8 percent in 2024).

In most of the advanced economies it is expected that generally inflation will return to target
levels by the end of 2025. Under such circumstances, the likelihood that central banks in
advanced economies will come to ease their monetary stance is rising. But if geopolitical
tensions escalated, then there could be short-term risks regarding inflation rising on the back of
trade disruptions. In the latest forecast, world trade is projected to grow by 3.4 percent in 2025,
which is still lower than the average growth rate of 4.9 percent recorded between 2000 and
2019. Following sluggish growth in 2023, growth in world trade should converge gradually
with that of global GDP. The cost of energy will remain dependent on worldwide economic
performance, geopolitics and the decisions made under the OPEC+ system?. For 2025, the
expected price of oil is estimated at USD 72.8 per barrel in the IMF’s October report, a 10.4
percent decline from the previous year. But other international think tanks have been more
upbeat in their predictions. The US Energy Information Administration, for example, estimates
the price of oil at about USD 81/barrel.

Dealing with highly unpredictable Azerbaijani economic environment, the Azerbaijan
Government Economic Program, projecting a variety of scenarios corresponding to the renewed
global contexts, has been put into place by the Central Bank on a regular basis. The current
account balance is forecast to remain in surplus in 2025. Under the baseline scenario (with an

2 OPEC+ is a group of oil-producing countries that includes the Organization of the Petroleum Exporting Countries
(OPEC) and other non-OPEC nations. Established in 2016, its primary goal is to regulate the global supply of oil

to influence prices. This is achieved by coordinating production levels among member countries.

11


https://br.az/read/79153/https:/br.az/economy/79153/gibridnye-celi/
https://www.imf.org/en/Publications/WEO
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https://ereforms.gov.az/files/review/pdf/ru/962e5391a00536ab77bbd576c2cd5fac.pdf
https://ereforms.gov.az/files/review/pdf/ru/962e5391a00536ab77bbd576c2cd5fac.pdf

oil price of USD 79.2/barrel and a gas price of USD 328 per 1,000 cubic meters), the surplus
on the current account will amount to USD 5.5 billion (7.2 percent of GDP) in 2025. The
balance of payments will be mainly determined during this period by geopolitical conditions,
world prices for the main export goods, level of macroeconomic development of trade partners,
opportunities to expand export potential of the non-oil and gas sector. The actual non-oil
economy in Azerbaijan is projected to further expand. Real output will expand by 3.3 percent
in 2025, following a 5.1 percent increase in the non-oil and gas sector, following the estimates
of the Central Bank.

Projections for the period 2025-2030

There are several factors that affect inflation in Azerbaijan; some of the factors are directly
linked to the economy, while others are associated with global markets and regional politics.
The government has prioritized macroeconomic stability in recent years. Inflation reached its
peak of 13.9 percent by the middle of 2022 and it has gradually been declining since. Headline
inflation declined to 8.8 percent by the end of 2023 as a result of fiscal prudence, tighter
monetary policy, and lower imported food prices. At the heart of the process the Central Bank
of'the Republic of Azerbaijan has emerged as a central player. The Central Bank of the Republic
of Azerbaijan's strategy in support of a modest interest rate regime and the bringing to bear of
strong regulatory oversight of the financial system has been praised. Steps have been taken to
arrest inflationary trends.

Inflation rates are expected to decrease in 2025 and beyond in official projections. The
government's 2022-2026 socio-economic development strategy sets a goal of maintaining
annual inflation at 4-6 percent. Recent amendments to the Law on the Central Bank (effective
from 2024) explicitly reinforce the Central Bank of the Republic of Azerbaijan’s mandate to
pursue price stability as its main objective, thus enabling the Central Bank of Azerbaijan with
more instruments to address macroprudential policies interventions.

The government has indicated that it will implement key initiatives to ensure compliance with
these concerns. First, the government will step up supervision of consumer loans; second, it
will improve the transparency of pricing mechanisms for daily necessities; and finally, it will
work with the State Service for Antimonopoly and Consumer Market Control to rein in abuses
of the market and price manipulation. This is an attempt to neutralize supply- side shocks,
especially in the food and energy sectors, as they witness volatility because of the dependence
on external factors.

Forward projections into 2025-2030 suggest continued inflationary risks, largely related to
exogenous developments such as global energy price instability, climate-related agricultural
production shocks, and regional trade volatility. Nevertheless, as the non-oil sector continues
to diversify and integrate into regional trading arrangements and with the full implementation
of the new targeted inflation regime, medium-term forecasts by the Central Bank of the
Republic of Azerbaijan and the Ministry of Economy point to the stabilization of inflation
within the government’s target without unexpected external shocks.

Factors potentially contributing to Azerbaijan's robust economic growth include the
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government's efforts to diversify the economy, attract foreign investment and encourage
entrepreneurship. Ongoing infrastructure projects and initiatives to improve the business
environment have likely boosted economic activity in various sectors.

GDP growth in early 2025 underlines Azerbaijan’s economic resilience and potential for
sustainable development. The significant expansion in the non-oil and gas sector combined with
a stable performance in the oil and gas sector is promising indicators for diversification and
sustainable development goals in the coming years.

However, several risks could affect this positive outlook, even if most of them are challenged
by external uncertainties, which remain high. An escalation of conflicts, such as in Ukraine or
between Israel and the Gaza Strip, poses upside risks due to higher hydrocarbon prices and
increased demand boosting exports and tax revenues, but also downside risks in terms of food
security and inflation due to higher food prices. Domestically, risks arise from a pro-cyclical®
financial policy and fiscal problems in state-owned companies.

In addition, commodity price volatility poses similar mixed risks. A global economic slowdown
could have a negative impact on Azerbaijan’s terms of trade. Reinforced by the weak economies
of its trading partners, this will affect the overall outlook. Increasing geo-economic
fragmentation could also drive up input costs and disrupt payment systems, leading to a
diversion of trade flows to Azerbaijan. Extreme climatic events could affect agricultural
production and food security and further exacerbate inflation.

3 In the case of Azerbaijan, a procyclical fiscal policy can be summarized simply as governments choosing to
increase government spending and reduce taxes during an economic expansion, but reduce spending and increase

taxes during a recession.
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