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EXECUTIVE SUMMARY 

In Quarter I of the current year the CBA operated in a complex external 

economic environment. Prices slumped in the global oil market in parallel with 

worsened economic growth outlook in a number of trade partner countries. At the 

same time, national currencies depreciated in most partner countries. Direct and 

indirect impact of the external economic environment significantly increased 

foreign currency demand in the FX market. 

Over the reporting period the CBA implemented the monetary and exchange 

rate policy taking into account new trends in the balance of payments and the FX 

market. The Bank’s decisions on exchange rate policy directed to boosting 

strategic sustainability of country’s international solvency. Over the period the 

CBA introduced a new operational framework of the exchange rate policy. 

Inflation remains contained in single digits in Quarter I, 2015. The prices of 

key consumer goods maintained at an acceptable level.    

Overall, the Azerbaijani economy continued its dynamic growth in Quarter 

I, 2015 amid complicated global processes in the world economy. 

 

 



1.1. Global economic trends 

 

Monetary Policy Review ● January - March 2015 5 
 

I. GLOBAL ECONOMIC 
ENVIRONMENT AND THE 
EXTERNAL SECTOR 

1.1.Global economic trends 

 In Quarter I, 2015 the global 

economic growth rate was lower than 

expected. Equally, global economic 

growth varied across regions. 

According to preliminary 

estimates, global economic growth 

was 2.4% in Quarter I, 2015, which is 

lower by 0.9% points comparatively 

with previous quarter. DDCs grew 

1.5% (1.9% - previous quarter), while 

DGCs grew 3% (4.5% - previous 

quarter) (the Barclays Bank). 

Estimations suggest that growth 

in DDCs in Quarter I was lower than 

expected. Despite relative 

improvement in the US labor market, 

harsh winter negatively affected 

consumer demand. Although the 

depreciated exchange rate 

comparatively stimulated export in 

the euro zone, the fragile business – 

investment activity hindered 

economic growth. The depreciated 

Japanese national currency had a 

positive contribution to the economic 

activity through higher export. 

The key reasons for low 

economic growth in DGCs are weak 

internal demand, slump in prices for 

raw materials, capital outflow due to 

tapering expectations in the USA, as 

well as the higher geopolitical 

tension. Initial findings of surveys 

suggest that the global business 

activity was affected by low demand 

in Asia, particularly in China.   

Source: OECD (www.oecd.org) 
Slump in oil prices has a 

negative effect on economic growth in 

major oil exporters and is 

accompanied with deterioration of 

external balance. Deficit of the 
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Current Account Balance in most 

countries further escalated with 

parallel pressures on exchange rates 

of national currencies. At the same 

time, major oil exporters are facing 

the necessity for public spending cuts.  

Source: UBS 

The IMF in its recent (April) 

release left its global growth 

projection for 2015 unchanged 

compared with the previous one. 

Global growth is predicted to be 

3.5%, 2.4% in DDCs, and 4.3% in 

DGCs. As for projections across 

countries, growth is revised up on 

certain countries (e.g. Japan), while it 

is revised down on others (e.g. Russia, 

China).  

Source: IMF 

The economic growth rate in 

our main trade partners is decreasing. 

Particularly, observable negative 

economic dynamics in Russia and 

Ukraine takes down the overall 

weighted growth rate on trade 

partners. Estimations based upon IMF 

projections across countries suggest 

that recession in Azerbaijan’s 15 trade 

partners is expected to be 0.8% in 

2015 (non-oil export weighted).  

Source: Estimations of the IMF and the CBA 
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International ratings of partner 

countries are deteriorating on this 

backdrop.  

Weak global growth reflects 

itself in the dynamics of 

unemployment. Global employment 

has not so far reached the pre-crisis 

level. Unemployed people are 

numbering about 200 m. throughout 

the world.   

As of the end-reporting period 

unemployment was 5.5% in the USA, 

and 11.3% in the euro zone, while 

remaining unchanged in Japan in 

Quarter I (3.4%).   

Source: Eurostat, US Department of Labor 

Amid the weak global trade 

growth rate, prices in world 

commodity markets were prone to 

decline over Quarter I, 2015.  

Table1. Shifts in world commodity prices, 
March, 2015, in %   

 
Relative to 
beginning 

of the 
year,% 

Compared 
with the same 

period of 
the previous 

year,% 
Commodity -10.2 -35.8% 
Non-fuel  -7.6 -18 
Food -8.5 -20.2 
Metal -9.5 -18.4 
Gold -0.5 -8.8 
Fuel -12.1 -45.1 
Natural gas -14.7 -18.4 
Source: IMF 

Over the period the Commodity 

Price Index and the Food Price İndex 

dropped accordingly 10.2% and 8.5%. 

Price decline trends in global markets 

are explained by both demand and 

supply factors.  

Source: IMF 
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The World Bank projects 9.4% 

drop in food prices in 2015.  

Metal prices declined more 

than fuel prices in the global market, 

which displays that supply factors 

prevail in the fuel products market.  

The price for the Brent oil slumped 

4.3% relative the beginning of the 

year and made USD 55.8 as of the 

end-Quarter I. The average oil price 

y.o.y decreased to USD 55 in Quarter 

I. In current January the oil prices 

plunged to historical low in recent 5 

years, with USD 48 monthly average.  

The expectations associated 

with low economic growth and oil 

demand in Asia and Europe, high oil 

supply across non-OPEC and OPEC 

countries. High military – political 

tension in certain oil exporters had an 

ascending effect on global oil prices. 

The IMF projects the global oil 

price (Brent, WTI, and Dubai Fateh - 

middle) to be USD 58.14 in 2015, and 

USD 65.65 in 2016.   

Source: The International Energy Agency (www.iea.org) 

Inflationary pressures drop on 

major countries amid low global 

commodity prices.  

The IMF projects 0.4% 

inflation in DDCs and 5.4% in DGCs 

as of end-2015. High inflation in 

certain DGCs can be attributed to 

devaluation.    

Regional differences in global 

growth lead to the synchronized 

monetary policy across countries. The 

US Fed is expected to tighten the 

monetary policy from the second half 

of the year onward. The ECB, as it 

had declared, launched QE over the 

reporting period (monthly EUR 60 b). 

The support program to spread up to 



1.1. Global economic trends 

 

Monetary Policy Review ● January - March 2015 9 
 

September, 2016 is accompanied with 

the depreciation of euro. Over the 

reporting period, of 30 leading 

countries base interest rates declined 

in 15 countries, rose in 1 country and 

remained stable in 14 countries 

(JPMorgan).The policy rate decreased 

4 p.p. in Russia and 0.25 p.p. in 

Turkey over the quarter. The China’s 

Central Bank pumped liquidity to the 

economy by reducing reserve 

requirements.  

Source: JPMorgan 

The probability of the tighter 

monetary policy by the US Fed is 

accompanied with appreciation of the 

US dollar against a number of other 

currencies. Over the period while the 

US dollar appreciated by 12.5% 

against the euro, 20.8% against the 

Georgian lari, and 12.5% against the 

Turkish lira, it depreciated 2.1% 

against the Swiss franc. 
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Box 1. Seven Questions about the Recent Oil Slump 
Being of current interest, IMF experts attempted to answer seven key questions about the oil 

price decline: 
1. What are the respective roles of demand and supply factors? Oil prices have fallen by nearly 

50 percent since June, the two thirds of which is associated with supply factors. November decision by 
OPEC to maintain a production ceiling of 30 million barrels a day, faster than expected recovery of 
Libyan oil production, and unaffected Iraq production, despite unrest had a downward effect on prices. 
Also lower oil demand amid a fragile economic activity takes prices down. 

2. How persistent is this supply shift likely to be? The drop in oil supply depends on production 
by OPEC, and in particular Saudi Arabia, and capital expenditure on oil sector. According to Rystad 
Energy, overall capital expenditure of major oil companies is lower for the third quarter of 2014 
compared to 2013. At current prices (around $55 per barrel), the level of oil production could decline but 
only moderately by about less than 4 percent in 2015. The reduction in Saudi Arabia’s oil production 
related to strategic, geopolitical and economic factors.  

3. What are the effects likely to be on the global economy? Effects on global economy are 
estimated under two simulations. The first assumes that the supply shift accounts for 60 percent of the 
price decline, while the second also assumes that the supply shift accounts for 60 percent of the price 
decline at the start but that the shift is partly undone over time. The first simulation implies an increase in 
global output of 0.7 percent in 2015 and 0.8 percent in 2016 relative to the baseline, in the second 
scenario; the effect on output is smaller, of the order of 0.3 percent in 2015 and 0.4 percent in 2016. 

4. What are likely to be the effects on oil importers? Lower oil prices may have an upward effect 
on consumption and investments through the increase in real income and profitability. This effect is 
pronounced in countries with higher energy intensity and dependency on imported oil (China, India, and 
Indonesia). According to simulations, for China, GDP increases 0.4-0.7 percent above the baseline in 
2015, and 0.5-0.9 percent in 2016. For the United States, GDP increases 0.2-0.5 percent above the 
baseline in 2015, by 0.3-0.6 percent in 2016.  

Decline in oil prices also affects prices in oil importers. According to simulations, when headline 
inflation decreases by 1 p.p. due to lower oil prices core inflation might decrease 0.2 pp. in the USA, the 
euro zone and Japan.   

5. What are likely to be the effects on oil exporters? Oil exporters depend much more on oil than 
oil importers. To take some examples,energy accounts for 25 percent of Russia’s GDP, 70 percent of its 
exports, and 50 percent of federal revenues. In the Middle East, the share of oil in federal government 
revenue is 22.5 percent of GDP and 63.6 percent of exports for the Gulf Cooperation Council countries.  

Amid higher degree of dependence on oil lower prices increases fiscal risks in exporters. The 
break-even prices range from $54 per barrel for Kuwait to $184 for Libya with a notable $106 for Saudi 
Arabia. Furthermore, decline in oil prices may have a downward effect on real income and profitability 
of oil production in exporters. 

6. What are the financial implications? The drop in oil prices contributed to depreciation of 
national currencies of most oil exporters, including Russia and Nigeria. Depreciation of national currency 
exacerbatesfinancial risks for oil exporters whose debt is denominated in dollars. However, the global 
banking system’s exposure is likely not to be large enough and should be partially offset by improving 
credit quality in oil importing countries. 

7. What should be the policy response of oil importers and exporters? Lower oil prices fuel the 
economic activity amid the negative output gap and exhaustion of traditional monetary policy stimuli in 
most DDCs. However, current prices elevate the risk of deflation and against this backdrop, use of 
forward guidance is crucial.  

Lower fiscal revenues imply the need for some decrease in government spending in oil exporting 
countries. The size of consolidation may depend on the fiscal space.  
Source: Rabah Arezki, Olivier Blanchard “Seven Questions About The Recent Oil Slump” IMF, 2014  
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Source: Bloomberg 

Deeper regional variances in 

global growth, as well as high shifts 

in capital flows and commodity prices 

lead to different economic exposures 

across country groups and countries.  

The key risks in DDCs include 

low demand, particularly weak 

investment activity, low factor 

productivity (the euro zone), 

appreciation of the dollar (the USA) 

and deflationary expectations (the 

euro zone). 

The key risks in DGCs include 

weak response of export to high 

demand, geopolitical expansion, drops 

in prices of energy and unstable assets 

prices.  

Given weak growth projections 

and risks, international financial 

institutions recommend continuing an 

accommodative monetary policy, 

increasing infrastructure investments 

and accelerating institutional – 

structural reforms to boost 

productivity. 
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1.2. Azerbaijan’s external sector 

developments 

 The conjuncture in the global 

commodity market and the economic 

situation in key trade partners have a 

significant impact on foreign 

exchange inflows to the country. 

 According to the State Customs 

Committee (SCC), in Quarter I, 2015 

foreign trade turnover constituted 

USD 5.8 b., of which export accounts 

for USD 3.4 billion, while import 

accounts for USD 2.4 billion. 

Source: SCC 

Over the period the surplus 
of trade balance was USD 1 billion 
with export prevailing over import by 
39.3%.  

 61.5% of export was supplied 

to EU countries and 2.3% to CIS 

countries. The EU accounts for 25.4% 

and the CIS – 19.4%of import. 

 In Quarter I y.o.y decrease in 

export was 37.1%, which is primarily 

on the non-oil sector with a higher 

share in export. Export dropped 

42.4% on crude oil, 28.6% on oil 

products and 48% on natural gas. 

 Export of fruits and vegetables, 

products of the chemical industry, 

aluminum and materials posted a high 

growth rate. Export of fruits and 

vegetables went up 77%, chemical 

products – 3 times and aluminum –

14.9%. 

 

Source: SCC 
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Y.o.y increase in import was 

37.7%. Also import on the public 

sector increased 38%. Import on a 

number of products declined due to 

expansion of domestic production.   

 
Source: SCC 

 The current situation in 

economic partner countries affected 

the dynamics of remittances. 

According to initial estimations, 

remittances to the country in Quarter I 

y.o.y decreasing 36% and constituted 

USD 224.1 m. 

Source: CBA 

 Over the reporting period FDIs 

continued to flow to the country.  

According to the SSC, the size of 

FDIs to the country economy equaled 

to AZN 1.5 b. in Quarter I, 2015, 

which constitutes 46.9% of total 

investments. The y.o.y growth rate of 

FDIs made 67%. 

 
Source: SSC 
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Investments from Great Britain, 

Norway, Turkey, Russia, Iran, the 

USA and Japan account for most part 

of investments from foreign countries 

and organizations (84.5 %). 
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II. MACROECONOMIC 

PROCESSES IN AZERBAIJAN 

2.1. Aggregate demand 

 The key components of aggregate 

demand positively affected economic 

growth over the reporting period. 

 Final consumption expendi- 
tures. In Quarter I, 2015 population’s 
consumption expenditures y.o.y 
increased 11.5% to AZN 7.2 b., which 
constitutes 75.7 % of population’s 
income. 

Source: SSC 

High consumption expenditures 

conditioned growth of retail 

commodity turnover. Over the quarter 

every consumer purchased on average 

AZN 269 worth of commodities and 

chargeable services with y.o.y AZN 

25.7 increase. Over the period the size 

of commodities and services sold in 

the consumer market to meet 

consumers’ demand increased 8.7% to 

AZN 7.7 b. Trade accounted for 

81.6% and services accounted for 

18.4% of real growth on the consumer 

market.

Source: SSC 

 Retail trade turnover increased 

9.6% to AZN 5.8 b.  

Over the reporting period 

consumers spent 50.2% of their funds 

on food, beverage and tobacco in 

retail trade outlets. 



2.1 Aggregate demand 

 

Monetary Policy Review ● January - March 2015 16 
 

Table2. Share of spending items in trade 
outlets in Quarter 1, 2015  

Spending item Share, in 
% 

Food, beverage and tobacco  50.2 
Knitwear, clothing and shoes 17.8 
Electric appliances and 
furniture 5.7 

Computers, 
telecommunication equipment 
and other devices  

0.8 

Pharmaceuticals and medicals  1.2 
Fuel 6.6 
Other non-food stuff 17.7 
 

Source: SSC 

Overall, over the quarter retail 

trade turnover rose 3.2% on food and 

17.4% on non-food products.Every 

consumer monthly purchased on 

average AZN 101.7 worth of food, 

beverage and tobacco and AZN100.7 

worth of non-food products retail 

trade outlets for private consumption.      

 To note, a portion of non-food 

products was purchased via e-trade. In 

January – March, 2015 consumers 

purchased AZN 2.7 m. worth of 

consumer goods via e-trade, y.o.y 

increase being 1.7 times.  

 In January – March, 2015 y.o.y 

increase in catering turnover was 

14.4% and paid services to the 

population 5.3%.  

 Expansion of consumer 
demand in the first instance stemmed 
from rise in income of the population. 
Over the period income of households 
rose 5.3% in nominal and 2.5% in real 
terms.  

 Per capita income rose 4% in 
nominal and 1.2% in real terms. 
Disposable income of the population 
increased 5.3% to AZN 8.6 b. 

 Average monthly salary 
nominally increased 4.3% to AZN 
444.5 in Quarter I.   

Source: SSC 

In Quarter I consumer demand 

was also affected by loans issued to 
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households. The volume of the 

lending portfolio of households as of 

the end-quarter I approximated AZN 

8.3 b., with 7.3% rise relative the 

beginning of the year.  The number of 

credit cards rose 1% in Quarter I.  

Government spending. Public 

expenditures were the one of the key 

factors of internal demand in Quarter 

I, 2015. Government's consumption 

expenditures were primarily directed 

to expenses on goods and services 

from the state budget. Budget 

spending totaled AZN 2.7 b., and the 

AZN 80.1 worth of surplus from the 

budget implementation constituted 

1.1% of GDP.   

AZN 1.4 b. worth of budget 

expenditures (53.7%) were channeled 

to the development of the economy, 

AZN 359,1 m. (13.4%) to social 

protection and welfare of the 

population, AZN 140.2 m. (5.2%) to 

financing of education, and AZN 60.6 

m. (2.3%) to financing of healthcare. 

Investment expenditures. In 

Quarter I, 2015 investment to the 

country economy rose 3% to AZN 3.2 

b. In January – March investments to 

the oil sector constituted AZN 1.5 b., 

while investments to the non-oil 

sector made AZN 1.7 b.  

Y.o.y increase in the size of 

investments was 16.6% in segments 

of industry, 84% in transportation and 

warehousing, 3.8 times in information 

and communication, 15% in trade, 

66% in real estate related operations, 

13.7 times in tourism and catering, 

and 34% in financial and insurance 

activities. 

In Quarter I y.o.y increase in 

the overall residential area was 10.9% 

to 414.5 thousand square meters.  

54.7% (AZN 1.8 b.) of funds 

channeled to capital stock stemmed 

from domestic sources, while 45.3% 

(AZN 1.4 b.) from foreign sources. 
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Source: SSC 

As in previous years funds of 

entities and organizations prevailed in 

total investments over the reporting 

period. 

Source:SSC
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2.2. Aggregate supply and employment 

In Quarter I, 2015 GDP kept 

pace with aggregate demand.   

 Economic growth. In Quarter I, 

2015 GDP rose 5.3% in real terms to 

nominal AZN 11.5 b.  

Source:SSC 

GDP growth was mainly driven 

by the activity in the non-oil sector.  

Over the reporting period the oil 

sector grew 3.4%, while the non-oil 

sector raised 7%.The non-oil sector 

accounted for 68% of GDP, which 

made 3.8. p.p. contribution to total 

growth. About 80% of GDP stems 

from the private sector.  

As seen from the below chart, 

over the quarter all sectors of the non-

oil sector posted growth.  

Source:SSC 

The highest growth rate among 

sectors was in tourism and catering, 

construction, trade and repairs of 

vehicles, as well as information and 

communication.  
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Box 2. A productivity perspective on the future of growth 
The global economy today is six times its size in 1964, having risen from $14 trillion to $84 

trillion. In that time, the global economic balance has shifted between regions, particularly from 
Western Europe and North America to Japan, China and Eastern Asia.  

Throughout history, economic growth has been fueled by two factors: a) the expanding pool 
of workers and b) their rising productivity.  Labor productivity is the result of production and 
operational factors, technological advances, and managerial skills. According to estimations more 
than half of the 3.8 percent average annual historical growth in GDP has come from rising labor 
productivity—53 percent. 

The rising share of labor productivity’s contribution to global growth is important because 
the coming years will see the dramatic effects of a slowdown in the growth of population. In the 
world as a whole, the United Nations forecasts an average of just 0.03 percent annual growth in the 
number of employed persons during the next 50 years, compared with 1.8 percent in the last 50. 
Productivity is expected to fall from 3.8 percent over the last 50 years to 3.2 percent over the next 
50 years. 

Against this backdrop the key issues are to develop management framework, accelerate 
technological advancement and improve organization of functions and tasks. The first way is the 
ability of individual countries to catch up to the productivity level of the world’s top performer (the 
USA). The possibilities stand out at three levels: across economies, within economies, and within 
industries:  
            Falling barriers to trade and foreign direct investment. MGI case studies show that 
countries and sectors can make rapid productivity gains when international barriers to trade and 
foreign direct investment fall. In the 1990s, removing these barriers led to rapid gains in areas as 
diverse as the automotive sectors of India and Mexico, Europe’s freight-transport industry, and 
Brazil’s agriculture. 

Regulatory changes that increase competition and performance pressure. These types of 
reforms, which occur within rather than across economies, are particularly important in local 
services. Sectors with high potential for upcoming productivity improvements include retailing in 
Japan and South Korea if land-related constraints to large-scale retailing are opened up. 
Liberalizing the environment for Europe’s professional-service providers also holds strong potential 
given the restrictive laws that currently constrain them. Public services, whose efficiency and 
quality could rise dramatically through new incentives and managerial practices, are another very 
large opportunity across the globe 

Private-sector companies that catalyze industry change.The rise of leading companies in 
the private sector, their innovations may increase the sector’s competitive intensity. In the United 
States, Wal-Mart contributed to a retail-productivity boom in the late 1990s through managerial 
innovations that increased the sector’s competitive intensity and propelled the diffusion of 
managerial and technological best practices.  
 

Source: A productivity perspective on the future of growth, James Manyika, JaanaRemes, and 
Jonathan Woetzel, McKinsey Quarterly, 2014 
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The construction sector made 

2.5 p.p. contributions to 7% growth 

of the non-oil sector. 

 

Source: CBA estimations based upon SSC data 

Efforts of previous years led to 

ongoing positive trends in the non-oil 

industry. Overall, the non-oil industry 

posted 4.6% growth in Quarter I, 

2015. Excluding oil industry, the 

highest growth rate in the industry 

stems from manufacturing of leather 

and leather products, shoes, jewelry, 

musical, sports and medical 

equipment, installation and repairs of 

machines and equipment, chemicals, 

pharmaceuticals, and production of 

rubber and plastic materials.  

Over the reporting period the 

mining industry yielded 10.5 m. ton 

crude oil, 5.2 million/m3 natural gas, 

18.6 kg silver, and over 530 kg gold. 

Employment. As of the end 

reporting period the economically 

active population in the country 

numbered 4851.5 thousand persons, 

of which 95.1% was engaged in 

various segments of the economy and 

the social sector.  

Source:SSC 

Over the quarter newly created 

jobs numbered 30,000, as well as 

25,000 permanent jobs, which 

contributed to the increase in the 
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share of the employed in the 

economically active population.  

According to the SSC, the 

number of hired labor was 1514.1 

thousand people as of end-February. 

Of the hired labor engaged in 

enterprises and organizations 22.7% 

are engaged in production and 77.3% 

in services. 

Source:SSC 

High economic growth of the 

non-oil sector also contributed to 

employment. The number of hired 

labor engaged in the non-oil sector 

y.o.y increased 18.4 thousand to 

1477.3 thousand people. Overall, 

97.6% of hired labor is engaged in the 

non-oil sector, while 2.4% in the oil 

sector. 

 



2.3. Inflation  

 

Monetary Policy Review ● January - March 2015 23 
 

2.3. Inflation 

In Quarter I, 2015 price 

stability was maintained and inflation 

was at an acceptable level. 

  Consumer Price Index (CPI). 

Average annual inflation was 2.8% in 

Quarter I, 2015. 

Source: SSC 

The CPI components - food 

prices changed 3.9%, non-food prices 

2.4%, and services1.6%. 

  Estimations suggest that 1.7 

p.p. of the 2.8% average annual 

inflation stemmed from rise in food 

prices, 0.6 p.p. from rise in non-food 

products and 0.5 p.p. from rise in 

services. 

Source: CBA estimations based upon SSC data 

  As can be seen from the graph, 

food prices made higher contribution 

to average annual inflation vs. other 

components over the reporting period. 

Prices for vegetable-oil and fatsy.o.y 

gained 9.6%, fruits 9.1%, coffee, tea 

and cacao 8% in January – March.   

  The average annual core 

inflation, which is inflation adjusted 

fro m s wings  in  p r ices  fo r  

commodities regulated by the 

Government and seasonal factors 

made3.2%. 
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Source: SSC 

In Quarter I, 2015 the NEER, 

inflation expectations and seasonal 

factors had an upward effect on 

prices, with a downward effect by 

shifts in the money base and global 

food prices. 

Average annual inflation in 

foreign trade partners was 7.4%, 4.6 

p.p. more than the one in Azerbaijan. 

CBA estimations built upon IMF –

projections suggest that average 

annual inflation in key trade partners 

will be 7.9% in 2015.   

Source: IMF 

 International organizations 

project single-digit inflation in 

Azerbaijan in 2015.    

 Industrial Producer Price 

Index (IPPI). In Quarter I, 2015 the 

IPPI decreased 41.6%, due to 45.4% 

downswing in the mining and 15.4% 

in the processing industries.  

The Agricultural Producer 

Price Index (APPI) grew 10.3% in 

Quarter I, 2015. Price hike was 2.4% 

on animal products, 18% on plant 

products and5.8% on fish and fish 

products.  
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 Real estate prices.According to 

the SSC, prices in the housing market 

y.o.y. gained 10% in Quarter I, 2015. 

 Prices in secondary and 

primary markets respectively grew 

by10% and 12.7%.  

Source: SSC 

 The highest price hike in 

the secondary market was observed 

in low-quality apartments (13.3%), 

and in the primary market in well-

designed apartments (18%). 
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III. THE MONETARY AND 

EXCHANGE RATE POLICY 

3.1. The FX market and the exchange 

rate of Manat. 

 Over the reporting period the 

CBA implemented its exchange rate 

policy in the foreign exchange market 

with increasing demand for foreign 

currencies. 

 Slump of oil prices in global 

commodity markets from the end of 

2014, parallel to the psychological 

impact of high devaluation trends in 

our country’s key trade partners 

triggered high demand for foreign 

currencies, particularly US dollar in 

the domestic FX market.  

 Demand for foreign currency 

was high in both segments of the 

domestic FX market – cash and non-

cash FX markets alike.  

 Over the reporting period total 

size of the FX market y.o.y grew 2.6 

times. 91% of transactions were 

conducted in the US dollar, while 9% 

in other currencies. The size of 

turnover of currency transactions in 

the US dollar y.o.y increased 2.3 

times, while the volume of euro 

operations rose 2.4 times.   
Table 3.Size of FX market turnover, 
million.currency units 

 2014 
(Q I) 

2015 
(Q I) 

y.o.y 
growth, 

in % 
Size of USD 
operations, in 
dollars  

7789 18341 235 

Size of EUR 
operations, in 
euros 

612 1491 244 

Source: CBA 

 Banks sold 2.1 times as much 

net cash foreign currency to the 

population.  

Source: CBA 
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Frank/Avro  

Box 3. Switzerland’s exchange rate policy 
In 2007 investors directed their capital to Switzerland, which they found safe amid the 

onset of the global economic crisis. As a result, the Swiss franc appreciated against all 
currencies, including the euro. The franc appreciated against currencies of key trade partners 
35% in real terms through August, 2011. 15 p.p. of this strengthening occurred within 4 months 
before the SNB imposed a cap on its currency. The SNB set the ceiling of 1.20 Swiss francs / 
euro on 6 September 2011 to neutralize deflation due to low import prices from revaluation and 
pressures on export. 

In 2014 the ECB reduced the refinancing rate and launched economic stimulus programs 
on the backdrop of low economic growth projections, which triggered depreciation of the euro 
against all key currencies. The Swiss franc pegged to the euro depreciated against currencies of 
trade partners. For instance, the franc depreciated 12% and 10% against the currencies of the 
USA and India respectively, which accounts for 20% of Swiss export. Against this backdrop, 
given groundlessness to keep with the current exchange rate policy, the SNB removed the 1.2 
franc / euro cap on 15 January 2015. The day the cap removal was announced the Swiss franc 
appreciated 16%. 

 

The SNB reduced interest rates considerably prevent undesirable shrinkage of the monetary 
policy due to the removal of the cap. The interest rate charged on the balances of the sight 
deposit accounts at CNB which exceeds the set threshold by 0,5 basis points was reduced to -
0.75% starting from 22 January 2015. It further moved a target corridor on three-month Libor to 
a negative zone. The corridor shifted from the range of -0.75% and - 0.25% to -1.25% and -
0.25%. Lower interest rates make franc investments less attractive and soothe effects of 
abandoning the minimum exchange rate policy. 

Growth of tourism, the fourth biggest export industry of Switzerland, declined due to the 
new decision, fond indices and consumer prices dropped, franc denominated loans appreciated. 
The Swiss Government revised its 2.1% and 2.4% economic growth projections for 2015 and 
2016 down to 0.9% and 1.8% respectively. However, positive effects of growth anticipated in the 
euro zone and the USA on the Swiss economy is expected to partially compensate this 
contraction. 
Sources: i) The Swiss Central Bank; ii) The Economist; iii) Reuters; iv)  The Centre for 
Economic Policy Research; v) State Secretariat for Economic Affairs - SECO 
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The Management Board of the 

CBA decided to set the exchange rate 

of US dollar against AZN at AZN 

1.05 as of 21 February 2015 in light 

of the situation in the FX market. The 

decision was taken to create 

additional stimuli for the 

diversification of the national 

economy, further enhance its 

international competitiveness and 

export capacity, and ensure strategic 

sustainability of the balance of 

payments and country’s international 

solvency.  

Shortly before the decision 

making, the exchange rate of Manat 

peaked against currencies of partner 

countries. Manat appreciated on 

average 30% against currencies of 

trade partners from early 2014 to 

February, 2015. Within this period the 

Russian ruble depreciated against the 

USD 86%, the euro 20%, the Kazakh 

Tenge20%, the Turkmen Manat 22%, 

the Moldova Leu 17%, the Belarus 

Ruble 52%, the Ukrainian 

Hryvnia169%, the Turkish lira 13%, 

the Iranian real 12%, and the 

Georgian Lari 31%. Thus, adjustment 

of the exchange rate neutralized 

average weighted appreciation of 

Manat against the above currencies 

with the 33.55%. 

Source: CBA 
Also the CBA changed the 

operational framework of the 

exchange rate policy over the 

reporting period considering the new 

situation in the FX market. The CBA 

abandoned the dollar peg and started 

to target the currency basket value 

comprising USD and EUR. 

The main advantage of the 

currency basket mechanism lays 

under the potential of partly 
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distribution of changes in USD/EUR 

exchange rates in global markets, 

between USD/AZN and EUR/AZN 

exchange rates. In parallel, the 

currency value is regulated in relation 

to the situation in the FX market, 

inflation, and financial stability 

targets. Otherwise stated, the 

regulated basket value allows to 

reflect swings in EUR/USD exchange 

rate on the one hand and the stance of 

the balance of payments on the other 

hand in the exchange rate.  

The advantage of targeting the 

currency basket value over targeting 

bilateral exchange rate is that this 

framework eventually enables to 

persistently influence the effective 

exchange rates of Manat against all 

currencies. It also further improves 

the CBA influence on the money base 

and interest rates enabling the 

exchange rate to be determined by the 

market. 

 

Inclusion of the euro and the 

dollar to the basket relates to the use 

of these currencies in country’s 

foreign economic ties.  At the same 

time, since exchange rates of other 

currencies are affected by the 

exchange rates of the dollar and the 

euro, they may be assessed as the 

dollar group and the euro group 

currencies.  

The CBA remains active in the 

FX market in the currently applied 

framework. The CBA intervenes in 

the FX market within the corridor 

(range between buying and selling 

rates). 

Currently, market players are 

gradually adapting to the new 

exchange rate regime.  

As a result of the policy 

decisions the nominal bilateral 

exchange rate of Manat depreciated 

against the currencies of major partner 

countries as of end-Quarter I. The 

dynamics of the nominal bilateral 

exchange rate of Manat caused shifts 
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in real bilateral exchange rates. The 

real bilateral exchange rate of Manat 

depreciated 21.1% against the US 

dollar, 10.7% against the euro, 13.2% 

against the Turkish lira, 21.1% against 

the Russian ruble, while it appreciated 

2.5% against the Belarus ruble. 

The REER (non-oil trade 

weighted) depreciated 15.9% over the 

reporting period stemming from 

17.3% depreciation of the NEER.  

 
Source: CBA 

The depreciated REER 

positively affects the competitiveness 

of the non-oil sector, offsets import 

and stimulates the development of 

export oriented sectors.  
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3.2. Monetary policy tools  

 In Quarter I, 2015 the CBA 

used policy tools in light of the 

dynamics of money supply, economic 

growth prospects, as well as price and 

financial stability targets.  

 The CBA left the parameters of 

the interest rate corridor unchanged 

over the reporting period in 

consideration of the inflation rate, 

aggregate demand factors affecting 

economic growth and growth rates of 

money supply. Currently, the CBA’s 

refinancing rate is 3.5%, the corridor 

ceiling is 5%, and the corridor floor is 

0.1%. 

Source: CBA 

The CBA deployed the above 

parameters to regulate liquidity 

injections and absorptions of the 

banking system. 

Open market operations and 

required reserves were conducted to 

adjust growth rates of money supply 

and the liquidity level in the banking 

system over the reporting period. 

The CBA decreased the reserve 

requirement to 0.5% from 2% in view 

of recent trends in movements in 

money supply and in an effort to 

support economic growth through 

allowing drops in interest rates in 

Quarter I. Accordingly, required 

reserves of banks with the CBA were 

decreased by AZN 226 million.
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Box 4. Loan support programs: international experience and Bank of Russia instruments 
Loan support programs are non-standard measures taken by a central bank to increase lending 

activity and expand domestic demand by increasing the accessibility of loans for target groups of 
borrowers, in particular small and medium-sized enterprises (SMEs). During the term of such programs, 
credit institutions can obtain refinancing from a central bank on preferential terms, and thus, as a rule, they 
take on certain obligations in terms of lending to the economy For example, such programs were 
launched in Great Britain (Funding-for-Lending Scheme, FLS) and Hungary (Funding-for-Growth 
Scheme, FGS), and in part in the USA (Term Asset-Backed Securities Loan Facility TALF). The Bank of 
Russia also has an experience in implementing lending support programs. 

To incentivize lending in Great Britain (FLS), the Bank of Englandprovides credit institutions with 
treasury bonds in exchange for a wide range of assets for a term of up to 4 years. The treasury bonds can 
be used by banks as collateral on Bank of England main refinancing operations or for raising funds in the 
interbank market. Thus, the cost of refinancing for banks exceeds the central bank key rate. The total 
volume of the program is unlimited, though there are individual limits on the amount of treasury bonds 
exchanged under the FLS. The initial limit for a bank is set at 5%of its loan portfolio. In the future, the 
limit is due to be increased in proportion to the net growth of the bank's loan portfolio. 

The program to revive lending to SMEs and to support financial stability in Hungary (FGS) 
envisages for the Bank of Hungaryto provide refinancing secured by a portfolio of loans extended to 
SMEs under the program. The funds provided can be channeled into lending to SMEs to finance fixed or 
working capital or refinancing outstanding foreign currency loans. The Bank of Hungary provides funds 
at a zero interest rate for a term equal to the term of the SME loan, but not exceeding 10 years. The 
maximum amount of funds which can be provided under the FGS mechanism has been set at 9.1 billion 
euros. 

Throughout the financial crisis, the US Federal Reserve also introduced a range of additional 
instruments to stabilize the financial markets, stimulate lending and revive economic growth. Not only 
credit institutions, but also all companies registered in the USA holding certain assets meeting the 
program criteria were able to participate in the TALF program launched in 2009. The program was 
aimed at supporting lending to households and a small business by incentivizing the securitization of loans 
provided to such borrowers (car loans, student loans, credit cards, small business loans) and was conducted 
in collaboration with the US Treasury. Later, commercial mortgages and loans to cover insurance 
premiums were added to the list of eligible assets. Under this program, the Federal Reserve Bank of New 
York provided funds against the collateral of bonds backed by eligible types of loans, which should have 
a guarantee of a high credit quality from leading ratings agencies. The borrowing term was initially 
limited to one year, but later the decision was made to provide funds for terms of up to three and five 
years against certain collateral types. Interest rates under the TALF program were dependent on the term 
and collateral type and were linked to market rates (LIBOR, OIS). The maximum amount of funds 
approved under the TALF program totaled $200 billion and this was spread out in fixed amounts for 
each month. This program ended on 30 June 2010. 

TheBank of Russiauses other special mechanisms to stimulate lending, aimed at supporting lending 
to SMEs, as well as to export-oriented industries. Since August 2009, the Bank of Russia has been 
providing the open joint-stock company Russian Bank for Small and Medium Enterprises Support (SME 
Bank) with loans, for a term of up to one year at a fixed interest rate, which is currently set at 4% p.a. 
Since August 2013, in order to provide indirect support to export-oriented businesses the Bank of Russia 
has been providing credit institutions with funds against the collateral of claims under loan agreements. 
Loans are provided to banks for terms of up to one year at a fixed interest rate of 6.5% p.a. The unique 
feature of this mechanism is the absence of any claims from the Bank of Russia to ultimate borrowers. 
The risks associated with these borrowers are offset by insurance agreements. Program involves 9 credit 
institutions.  

Source: Bank of Russia, Monetary Policy Report, N-2(6), June 2014 
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3.3. Money supply 

 Over the reporting period 

money supply in Manat was affected 

by seasonal factors and the processes 

in the FX market. 

In Quarter I of the current year 

the money base decreased 27.7% to 

AZN 8339.4 m. CBA’s currency sales 

had a decreasing, while other factors 

(CBA’s market operations etc.) had 

an increasing effect on shifts in the 

money base. 

 The money multiplier of the 

banking system remained nearly 

unchanged over the quarter, which 

y.o.y increased by 3.1%. 

Source: CBA 

Over the quarter broad money 

supply in Manat (M2) dropped 28.3% 

to AZN 12493.1 m. as of the end-

period. 

 
Source: CBA 
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Table 4.Money aggregates, m. Manat 

 

 

 

 

 

Source: CBA 

Cash money supply in Manat 
decreased by 27.1% in Quarter I. 

Over the quarter broad money 

supply (M3) decreased by 9.6% to 

AZN 19516.4 m. as of 01.04.2015. 

The M3 money aggregate y.o.y rose 

0.7%. The decline in the M3 money 

aggregate is associated with the drop 

in net foreign assets. Net foreign 

assets accounted for 55%, while net 

domestic assets for 45% in the 

decrease of the broad money supply. 

Foreign currency denominated 

deposits accounted for 57.9% of total 

savings and deposits as of the end-

period. 

 

 

 

 

 

 

 

 

 
Source: CBA 

The share of foreign currency 

denominated deposits and savings in 

the M3 money supply was 36% as of 

the end period. Whereas deposits and 

savings in Manat decreased 30%, 

deposits and savings in foreign 

currency gained 69.8% in Quarter I.   

 01.01.13 01.01.14 01.01.15 01.04.15 

M0 (Cash) 9256.6 10458.7 10152.5 7396.6 

M1 (Cash, demand savings and deposits) 11107.9 12736.9 12830.4 
 

9292.7 

M2 (Cash, demand and terms savings and 
deposits, in manat) 13806.4 16434.8 17435.8 12493.1 

M3 (Cash, demand and terms savings and 
deposits, in manat and foreign currency) 16775.3 19359.8 21566.4 19516.4 
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