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Social and Economic Background of Azerbaijan

According to World Bank estimates, in 2004, Azerbaijan had a population of 8.27 million people, 66% of whom were between the ages of 15 and 64. In 2001, 3.7% of Azerbaijan’s population lived on under US$1 per day and 33.4% lived on under US$2 per day, based on the World Bank World Development Indicators. The 2004 PPP adjusted GDP per capita in terms of current international dollars was $4174. Azerbaijan had an unemployment rate of 1.4% in 2003, according to data provided by the International Labor Organization. The Consultative Group to Assist the Poor (CGAP) estimates that Azerbaijan’s informal sector is 60.6% of its GNI. In 2004, the remittances Azerbaijan received amounted to US$178 million according to the IMF. According to the UN, the GINI coefficient for Azerbaijan in 2001 was 0.37. The World Bank and OECD estimate that Azerbaijan’s M2/GDP ratio was 0.15 in 2004. In 2003, Azerbaijan had received US$3,285 million in foreign direct investment net inflow and US$296.3 million foreign aid and development assistance, according to the IMF and the OECD.  

The currency of Azerbaijan is the Azerbaijani manat. The average exchange rate was Manat4,860.8:US$1 in 2002, Manat4,910.7:US$1 in 2003 and Manat4,913.5:US$1 in 2004, according to the Economist Intelligence Unit (EIU). 

Azerbaijan will participate in the World Bank and IMF’s Financial Sector Assessment Program (FSAP).

Doing Business in Azerbaijan

The World Bank uses several indicators to assess the business environment of a country. In Azerbaijan, entrepreneurs are required to go through 14 steps to launch a business, at a cost of 14.7% of GNI per capita in 2004. Registering property requires 7 steps. It costs 9.2% of GNI per capita to create collateral. Azerbaijan scores 2 on a scale from 0 to 7 on the Disclosure Index, which measures the government protection of private business owners and investors.  

There is no domestic credit history evaluation system or official credit registry of business owners and individuals in Azerbaijan. The National Bank of Azerbaijan (NBA) is working on creating a “Credit Registry System” (CRS). Azerbaijan scores 0 on a scale from 0 to 6 on the World Bank’s Credit Information Index. 
Regulatory and Legal Environment of Azerbaijan

According to the World Bank, it takes 25 procedures and 267 days from the time a plaintiff files a lawsuit to when he or she is actually compensated. The cost of enforcing contracts in terms of legal and court fees reaches 19.8% of debt value. Filing bankruptcy takes about 2.7 years with a cost of 8% of estate value. The recovery rate for creditors in Azerbaijan is $0.33 per USD.  

According to the CGAP, legislation relevant to microfinance regulation includes: Law of the Azerbaijan Republic about the National Bank of the Azerbaijan Republic and Law on Banks.  However, the current Law on Banks specifically excludes non-bank financial institutions and limits their activity to “cash credit.” Like Azerbaijan’s commercial banks, the microfinance institutions and credit unions are supervised by the National Bank after they apply for a Non-Bank Financial Institution license that allows them to issue credit. The registration of microfinance institutions as legal entities is administered by Azerbaijan’s Ministry of Justice.

According to CGAP and the Asian Development Bank (ADB), though there are no minimum capital requirements for forming non-banking credit organizations. There are four features of legislation that are restrictive for microfinance institutions or credit unions. First, NGOs are not allowed to register as credit organizations; they must register as a commercial entity in order to receive a license from the National Bank. The registration process can last from several months to a year. Recently, some newly formed organizations report that the process takes less than 2 months. Without a registration or license, NGOs cannot provide legal banking services. Second, microfinance organizations are subject to commercial taxation. Third, there is no specific legislation or regulation governing these institutions. Fourth, MFIs are prohibited from collecting any form of savings or from borrowing from other local sources according to their licensing regulations. According to CGAP, commercial banks are allowed to provide microfinance services. 

The Government of Azerbaijan has requested the ADB to help it draft a Law of Microfinance. New features in the draft law include allowing MFIs to mobilize savings and simplifying registration and licensing procedures. The Government of Azerbaijan has also requested the ADB to provide technical assistance (TA) to develop a collateral framework and microfinance regulations in February 2004. The TA aims to promote the development and outreach of commercial banks and MFIs in Azerbaijan. They are expected to include: 1) an improved legal structure for collateral and debt enforcement, 2) a centralized collateral registry framework, 3) an increase in public awareness about collateral issues, 4) MFI regulations that are in line with international best practice, and 5) a framework for effective supervision and compliance with MFI regulations. 

Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in Azerbaijan

According to the National Bank of Azerbaijan, there are 45 commercial banks in the country. The ADB reports that Azerbaijan’s bank deposits are equivalent to 8% of GDP while credit outstanding amounts to 10% of GDP. Most bank deposits and loans are short-term; few borrowing and lending periods have maturities greater than 1 year. The Micro Finance Bank of Azerbaijan (MFBA) is a large commercial bank that considers microfinance its primary market. According to the Azerbaijan Micro-finance Association (AMFA), in June 2005, the MFBA served 4,217 active loan clients, with an outstanding loan portfolio of over US$11.4 million. The MFBA provides savings, business credit, and pawn credit services. 
According to the ADB, there are 28 credit unions in Azerbaijan. There is no information available about the total number of clients or products and services provided. 

In 2005, AMFA reports that there were 16 MFIs in Azerbaijan of which at least 6 are sustainable and have incomes able to cover operating costs. As of March 2005 these institutions were serving over 52,000 clients and had outstanding loan portfolios of over US$38 million. However, microfinance services provided by MFIs have reached only 5.9% of an estimated 670,000 rural households. MFIs provide a wide range of products and services, including savings, loans, foreign exchanges, precious stone deposits, and bank guarantees. 

The Azerbaijan Microfinance Association (AMFA) was established in December 2001 and officially registered in 2004 as the liaison for MFIs in Azerbaijan. There are currently 14 AMFA members. The AMFA provides services of information dissemination, performance monitoring, and policy advocacy as well as training and educational opportunities for members and government. Due to the AMFA’s advocacy efforts, government agencies have gained a better understanding of microfinance. AMFA successfully persuaded the government to reduce the registration fee to approximately US$100 and is currently engaged with the government on taxation issues and regulation of MFIs.
Activities of Azerbaijan’s National Committee

The National Committee of Azerbaijan was established in December 2004. Most sectors of society are represented by the Committee. Representatives from the government include: the Ministry of Economic Development , the Ministry of Finance, the Ministry of Communication and Information Technologies, the Ministry of Justice, and the Ministry of Youth, Sport and Tourism, the central bank, the Azerbaijan National Bank, and the Azerbaijan Banks Association.  Non profit representation includes the Azerbaijan Microfinance Association, National Entrepreneurs Confederation, Credit Unions Association and the Azerbaijan Microfinance Bank. The UNDP of Azerbaijan is present and other multilateral agencies include the World Bank and the European Bank for Reconstruction and Development. 

In January 2005, the Committee established 6 working groups and developed its logo. By March, the Committee had held a conference “Micro-financing in Azerbaijan: the current situation and development perspectives” and established a web site www.microfinance.az
The National Committee of Azerbaijan has activities in progress to address all the goals of the IYM. To fill information gaps, the Committee is planning to provide marketing and training services and offer advice and legal support to stimulate the development of microentrepreneurship and explore problems in microfinance and related legislation. The Committee is actively raising public awareness with events that include distributing booklets, brochures and magazines to provide entrepreneurs and other groups with information; holding business-forums, credit fairs and exhibitions in agricultural regions to support problem solving in these regions; preparing a biannual report on the celebration of IYM in Azerbaijan; awarding microfinance institutions that have made achievements; organizing a display of products produced by active microloan beneficiaries; holding a final event with microfinance institutions and other organizations related to the IYM and giving microfinance achievement awards. 
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