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EXECUTIVE SUMMARY

In 2017 the CBA operated on the backdrop of relatively improved
Iinternational situation and recovered non-oil economy. Higher global oil prices,
decreasing imports and expanded non-oil exports contributed to surplus of the

balance of payments (BoP) aided by rise in strategic foreign exchange reserves.

The CBA pursued anti-inflationary monetary policy over 9 months — money
supply sources were effectively managed aided by the adequate interest rate policy.
The parameters of the interest rate corridor were set in light of indicators of the
economic cycle, particularly the dynamics of inflation, and processes under way in
various segments of financial markets. Monetary policy related decisions were

taken in view of monetary policy transmission factors.

The CBA continued efforts to improve the monetary policy’s strategic
framework. The exchange rate of the manat reacted to supply — demand in the FX
market. As a result of prevalence of the supply over demand in the FX market the
national currency appreciated and was accompanied by de-dollarization having a

downward effect on inflationary expectations.

Overall, the implemented policy measures yielded and strengthened positive

trends on safeguarding macroeconomic stability over 9 months of 2017.
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1.1 Global economic trends

l. GLOBAL ECONIOMIC
ENVIRONMENT AND THE
EXTRERNAL SECTOR

1.1 Global economic trends
Global

relatively

economic recovery

accelerated. Growth
exceeded forecasts particularly in
DDCs, while wider economic reforms
in DGCs had a positive effect on global

growth.

Global economic

Global economic recovery accelerated

growth.

over the period. Stronger business and
consumer confidence, and rise in
investment, trade and industrial
production  factored in  global

economic activity.

Business and consumer
OECD

countries. The indices have been

confidence elevated in
continuously rising since August 2016
(Chart 1). The Business Confidence
Index rose by 1.2%, while the

Consumer Confidence Index rose by

0.6% - both have peaked since the

global financial crisis.

Graph 1. Business and Consumer
Confidence indexes in OECD countries
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Actual output prevailed over
real potential in the USA due to
improved confidence and financial

conjuncture.

The euro zone grew amid higher
exports and stronger domestic demand
— growth forecast as of the end-2017
was revised up by 0.3 p.p. versus

previous year forecasts.
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1.1 Global economic trends

Graph 2. Quarterly economic growth
(quarter on quarter)
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The UK stamped on memories
with relatively abated economic
growth. The cheaper pound moderated
population’s real income and private
consumption. Economic growth per-

sisted in Japan amid fiscal expansion.

Growth varied across DGCs.
Growth prevailed over expectations
due to accommodative monetary
policy decisions in China. The
negative effect of exchange rate and
tax reforms of 2016 and 2017 in India
remain noticeable. CIS countries

revived amid a better financial

condition and rising oil prices.

Commodity exports jumped in Turkey.

Graph 3. Unemployment rate, %
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Source: OECD
Global commodity prices that

increased in the second half of 2016
decreased over the period. The
Commodity Price Index dropped by
1.8% on the result of 8 months versus
the early year. Wavering over the year
the food price index slightly decreased
in August (0.7%) compared to the
early year. The Metal Price index rose
by 7.9%.
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1.1 Global economic trends

Graph 4. Price indices (2005=100)
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Whereas the price for Brent oil
dropped by the end of Quarter II, it
rose in Quarter I (up by 8.8% early
September versus early year). The
average daily price of 9 months of
2017 was 24.2% higher compared to

the previous year’s relevant indicator.

Prices for natural gas have
decreased by 8.9% since the early year,
mainly due to seasonal factors, while

yly rise was 1.2%.

Graph 5. World oil market, production-
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Global financial markets and
the monetary policy. Central banks of
the USA and a number of DDCs
continued transition to a tight
monetary policy. The ECB, that
continues with the loose monetary
policy, is expected to start tightening
the monetary policy in the year to

come.

In September the US Fed
decided to reduce its swollen balance
sheet in the aftermath of the global
financial crisis. The Fed is planning to
gradually sell securities and other

assets in its balance sheet in upcoming
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1.1 Global economic trends

years. The benchmark rate is expected
to be raised in December 2017 once
again. Although inflation in the UK is
higher than the target, interest rates
were left unchanged due to relatively
slack economic growth in the past
period of 2017 (0.25%). The ECB kept
interest rates at 0%. No changes to
interest rates are expected in the year
to come, yet the policy of assets
purchase is expected to be halted. In
August the interest rate was increased
to 0.25% in the Czech Republic, where
the target rate has been 0.05% over

recent 2 years.

Graph 6. Dynamics of financial indexes

- 1,600
20500 - ’\/ [ 1550
19500 - / L 1,500
18500 - - 1450

- 1,400
17500 -
1,350

16500 - /\/ N/ - 1,300
15500 1,250

[ -

July 17
August 17

August 16
Septembe
Octobe
January
February 17
March 17
September 17

&' Novembe
2 Decembe

O
o
s
)

e NI KK
FTSEurofirst (right scale)

Source: Reuters

Some central banks of DGCs
loosened, while others tightened the

monetary policy over the period. The
refinancing rate was decreased by 1
p.p, to 8.25% in Brazil in September, it
was decreased by 0.25 p.p. to 6% in
India in August. Russia reduced the
refinancing rate to 8.5% in September
due to higher than expected economic
growth, the inflation close to the 4%
target and lower inflation expectations.
In total, the refinancing rate has been
decreased in 4 stages in Russia since
early year (in March, April, June and

September, total 1.5 p.p.).

Graph 7. Key rates of central banks
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1.1 Global economic trends

Having depreciated against the
currencies of DDCs (the pound, the
euro, the yen) over 3 quarters of the
year the USD is expected to relatively
appreciate by the yearend. It
depreciated by 5.5% against the
Russian ruble, 5.7% against the
Chinese yuan, while it appreciated by

3.6% against the Turkish lira.

The English pound, having
appreciated against the USD, slumped
against the euro amid lingering Brexit
related uncertainties. The ongoing
recovery in the euro zone was critical

in strengthening of the euro.

Forecasts and risks. Economic
growth outlook improved on the years
to come. The IMF in its recent outlook
predicted 3.6% global economic
growth in 2017 from 3.2% in 2016 (0.1
p.p. up from previous year’s outlook).
In 2017 DDCs are expected to grow by
2.2%, while DGCs by 4.6%. Global
growth is expected to be 3.7% in 2018.

Monetary Policy Review e January - September 2017

Expected to be higher than in
2016 in nearly all DDCs (1.7%),
inflation in DGCs is expected to

decrease by 0.1 p.p. to 4.2%.

Higher than expected economic
growth in DGCs in the past period of
2017 resulted in revising up the global
growth outlook for the yearend.
Economic growth is expected to stand
at 2.2% in 2017 and 2.3% in 2018. The
accelerated recovery in the euro zone
stemmed from a favorable financial
condition and lower political
uncertainties — it is expected grow by
2.1% in 2017, and 1.9% in 2018 (0.4
and 0.3 p.p. higher than previous year
outlook  respectively).  Economic
growth is expected to relatively slow

down in the UK and continue in Japan.

According to forecasts, Chinese
reforms will yield high growth (6.8%
in 2017). Having witnessed 1%
recession in 2016 Latin American
countries will grow by 1.2% in 2017.
Recession of 2015 and slack growth of
2016 in CIS countries will be offset by



1.1 Global economic trends

2.1% economic growth. Higher than
expected growth in Turkey in the past
period of 2017 resulted in 5.1% growth

forecast for the yearend.

Graph 8. Global economic growth,
annual
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1.6% economic growth in
Azerbaijan’s trade partners in 2016

will increase to 3% in 2017.
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1.2 Azerbaijani external sector developments

1.2 Azerbaijani external sector

developments

High global oil prices, relatively
improved economic situation in trade
partners, in parallel with efforts to
widen non-oil exports and substitute
imports weighed in on the foreign

economic position of Azerbaijan.

According to the State Customs
Committee (SCS), foreign trade
turnover amounted to $14.3 billion:
exports $ 8.1 billion and imports $6.2
billion, resulting in trade surplus ($1.9
billion).

Graph 9. Trade balance, USD bn.
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Azerbaijan traded with up 174

countries.

Graph 10. Main trade partners, 2017 9
months, %
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Source: SCS

EU countries account for 35%
of trade turnover: ltaly 41%, Germany
12%, Czechia 8%, and Portugal 7%.

CIS countries account for 16%
of trade turnover: Russia 63%, and
Ukraine 21%.

Other countries account for 35%
of trade ties: Turkey (39%), China
(20%), USA (13%), and Georgia (8%).

Export of commodities
decreased 13.4% due to the oil sector —
the value of exports dropped by 20%

on crude oil and 10.2% on oil products.
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1.2 Azerbaijani external sector developments

Graph 11. Change in export of 9.7%, Ukraine 5.1%, Germany 4.57%,
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Non-oil  exports increased

driven by high exports of tea, fruits and

vegetables, cotton vyarn, electricity, -80.0
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cotton yarn, 2.8 times on electricity, Source: SCS

and 21.6% on aluminum. The situation in economic

partners affected dynamics of money
Key export partners were ltaly

(22.2%), Turkey (13.1%), China
(5.4%), Russia (4.8%), Israel (4.6%),
and Georgia (4.3%).

remittances along with  non-oil
exports. According to initial data,
money remittances to the country

amounted to $751.4 million.
Commodities import rose 0.4%,

import on public sector dropped 9.4%.

Russia accounts for 16.9%,
Turkey 14.5%, USA 9.9%, China
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1.2 Azerbaijani external sector developments

Graph 13. Inflow of remittances, M.$
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FDIs kept flowing from foreign
entities and organizations. According
to the SSC, FDIs constituted AZN 6.6
billion equivalent (59.5% of total

investments). They grew at 5.6%.

Graph 14. Foreign investments, M.
manat
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Great Britain, Turkey, Russia,
Iran, the USA, Japan, Malaysia,
Switzerland, Czechia and Norway
account for major part of investments

to fixed capital stock among foreign

countries and international

organizations.

Strategic  foreign exchange
reserves were maintained at a critical
level. As of end 9 months of 2017 they
made up $41.9 billion, sufficient to
cover 33 month import of goods and
services exceeding the sovereign debt

by 3.6 times.
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2.1. Aggregate demand

1. MACROECONOMIC
PROCESSES IN AZERBAIJAN

2.1. Aggregate demand

Economic growth was mainly

driven by domestic demand as before.

According to the SSC, final
consumption  expenditures  yly
increased by 20.8% in nominal terms.
The real growth rate of consumption

expenditures was 6.1%.

Nominal  final consumption
expenditures amounted to AZN 31.1
billion, 85.8% of household income.
Average consumer purchased on
average AZN 3625 worth of
commodities and services monthly

(y/y up by AZN 47.2).

Monetary Policy Review e January - September 2017
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Goods and services sold in the
consumer market to meet consumer
demand increased by 1.9% to AZN
31.7 billion.

Retail trade turnover increased
by 2.1% to AZN 24.8 billion. Retail
non-food trade turnover amounted to
AZN 12.2 billion.

Consumers spent 50.6% of their
funds on food, beverage and tobacco

at trade outlets.
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2.1. Aggregate demand

Table 1. Share of spending items in trade

outlets over 3 months of 2017, in %

Share, %

2016 2017
9 months 9 months

Food, beverage and 49.8 50.6
tobacco
Knitwear, clothing and  17.6 18.1
shoes

Spending item

Electric appliances and 6.6 6.3
furniture
Computers, 0.8 0.7

telecommunication
equipment and others

Pharmaceuticals and 1.4 1.4
medicals

Fuel 5.7 5.2
Other non-food stuff 18.1 17.7

Source: SSC

An average consumer monthly
purchased on average AZN 143.5
worth of food, beverage and tobacco
and AZN 139.9 worth of nonfood
items for private consumption in retail

trade.

Catering turnover increased by
3.2%, while paid services to the

population increased by 0.8%.
Consumer demand was driven
by rise in population’s nominal

income. In January — September 2017

1 Source: http://www.maliyye.gov.az/

population’s money income increased
by 8% nominally. Population’s per
capita money income rose by 6.9%,
and disposable income increased by
11.5% to AZN 33.2 billion.

Nominal average monthly salary
yly increased by 7.4% to AZN 524.7.

Bank loans to households, one
of the components of consumer
demand, dropped by 16.7%. Retail
consumer lending portfolio constituted
AZN 4.9 billion as of the end-period.

The population channeled AZN
1.4 billion worth of income to savings
(3.9%).

Government expenditures were
one of the critical factors of domestic
demand. According to the Ministry of
Finance of the Republic of Azerbaijan
state budget expenditures amounted to
AZN 12.8 billion®.

economic
classification, 38.1% (AZN4.9 billion)
of state budget expenditures were

Following the

Monetary Policy Review e January - September 2017
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2.1. Aggregate demand

channeled to social spending (salary
fund, pension and social allowances,
drugs and food), y/y up by 7.8% or
AZN 351.4 million.

Investment expenditures.
Investment to the economy vyly
decreased by 1% to AZN 11.1 billion.
AZN 6.5 billion worth of investments
were channeled to the oil, while AZN
4.6 billion to the non-oil sector.
Public sector accounts for 32%, and
private sector for 68% of total

investments.

40.5% of funds channeled to
fixed capital stemmed from domestic,

while 59.5% from foreign sources.

Table 2. Investment sources, %

2016 2017
9months  9months
Funds of enterprises
and organizations Hlol I
Bank loans 9.8 12.2
Budget funds 13.4 12.7
Off-budget fuds 1.1 1.4
Population’s own 38 55
funds
Other funds 0.2 0.7
Source: SSC
Funds of  entities and

organizations prevailed in total

investments (67.5%).

Monetary Policy Review e January - September 2017
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2.2. Aggregate supply and employment

2.2. Aggregate supply and
employment

Economic growth kept pace with

aggregate supply over 9 months.

Economic growth. According
to the SSC, in January — September
nominal GDP made up AZN 50.1
billion. Per capita GDP was AZN
5149.4.

The mining industry extracted
28.8 million tons of crude oil, and 13.5
million m3 of natural gas. Oil
extraction dropped by 8%, while gas
extraction dropped by 3.4%.

Graph 16. Sectoral economic growth, %
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Source: SSC

The value added in the non-oil
sector y/y increased by 2.5% in real
terms to AZN31.3 billion (62.6% of
GDP).

Graph 17. Share of the sectors in the
growth of non oil-gas sector,%
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Source: SSC

The non-oil sector posted

growth across all areas.

Graph 18. Sectoral growth of economy,
over previous year, %
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The oil and gas industry grew by
3.7% over the period.

17
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2.2. Aggregate supply and employment

Employment. As of the end-
period economically active population
was numbering 5071.6 thousand

persons.

According to the SSC, as of 1
September 2017 the number of hired
labor y/y increased by 0.4% to 1526.3

thousand persons.

Graph 19. Number of employed
population, end of period, thousand
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Source: SSC

23.5% of hired labor employed
by entities and organizations was
involved in production: 7.5% in
construction, 6.8% in processing, 3.2%

in agriculture, and 2.2% in mining.

18
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2.3. Inflation

2.3. Inflation

The annual inflation rate was

falling towards the end-period;

surveys  suggest that inflation

expectations relatively slackened.

Consumer Price Index (CPI).
According to the SSC, average annual
inflation was 13.9%. CPl components
— food prices changed by 17.9%, non-
food prices by 12.5%, and services by

9.6% on average annual.

Graph 20. Average annual inflation, %
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Food prices account for 7.6%,
non-food 3.3%, and services for 3% of

average annual inflation.

Average annual inflation was
0.7% (y/y down by 0.3%). The highest

inflation was in January (2.3%), while
the lowest prices were in June (1%
deflation).

The diffusion index — a measure
of change dynamics pertaining to the
number of goods and services with
rising and falling prices in the basket
of consumer goods also followed a

downward pattern across months.

Graph 21. Scale of inflation, %
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Overall, prices of 93 out of 521
items of goods and services declined

and remained unchanged for 94 items.

The analyses display that
inflation mainly stemmed from non-
monetary factors — expectations and
inertia. Foreign inflationary factors are

19
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2.3. Inflation

still highly volatile. High food imports
and rising global food prices (5.3%),
also elevated administrative prices had

an upward effect on inflation.

The annual core inflation
averaged at 13.1%, if to skip the items
of goods and services, as well as
seasonal agricultural products the
prices of which are regulated by the

Government.

Graph 22. Consumer Price Index, 2017,
15 annual average
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As it was noted, expectations
also contributed to swings in
consumer prices. Overall heightened
under certain cost factors, they were
prone to lowering. Regular RSM by
the CBA

expectations in trade fell in home

revealed that price

appliances and vehicles, and elevated
in furniture for upcoming 3 months.
They  hiked in

transportation, hotels, and tourism.

services —

Price expectations fell in processing -
food and beverages, chemical, textile,
machinery, plastic mass and relatively

rose only in construction.

The producer price index.
According to the SSC, the GDP
deflator, that measures price swings of
all domestically produced goods and

services, was 18%.

Having changed most on
industrial products the IPPI y/y rose by
41.1%, mostly due to price hikes in
mining,  electricity and steam
generation, gas production (41% and
58.1% respectively). Prices rose by
41.2% in oil and gas extraction, and by

16.6% in metal extraction.

Prices in processing hiked by
32.2% - in tobacco products (40%),
knitting industry (43%), oil processing
(42%), the chemical industry (37.7%)
and metallurgy (43.6%).

20
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2.3. Inflation

Graph 23. Annual average change in PPI,
%
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The APPI increased by 11.6%,
driven by price hikes for animal
products (beef and poultry) (13.2%).
Prices rose by 7.1% on forestry and by
1.8% on fish and fishery products.
Prices for plant growing products rose
by 10.2%, mainly owing to price hikes
of imported fruits and vegetables.

Transportation tariffs increased
by 8.4%, attributable to 9.5% rise in
prices for cargo services. Although
prices for passenger transportation
rose by 5.8%, prices  for
communication and postal services

remained unchanged.

21
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3.1. The FX market and the exchange rate of manat

I11. THE MONETARY AND
EXCHANGE RATE POLICY
3.1. The FX market and the exchange

rate of manat

The exchange rate of manat
against foreign currencies was
adequate to the behavior of BoP amid
higher exchange rate flexibility.

The FX market diminished in
size yly: USD denominated
transactions decreased 20.4%, while
EUR transactions decreased 7%.

Transactions in USD account for
83%, and other currencies for 17 % of

FX market transactions.

Graph 24. Turnover in FX market, m.
currency unit
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The Interbank FX market
accounts for 24%, while the
Intrabank FX market accounts for
76% of currency transactions.
58.1% of USD denominated
transactions in the Interbank FX
market aimed to control banks’
currency positions. 95.6% of
transactions on the Intrabank FX
market comprise currency sales to

legal entities.

The FX cash market also
downsized. Net cash sold by banks in
USD was $117 million ($281 million
over 9 months of 2016) attributable to

the stability of manat.
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3.1. The FX market and the exchange rate of manat

Graph 25. Net sale of cash foreign
currency, m. USD
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Packaged efforts to safeguard

macroeconomic and financial stability,
and macroeconomic resilience related
policy decisions contributed to a more
flexible exchange rate. To make the
exchange rate further flexible the CBA
changed the currency auction facility
from 12 January 2017 onward, under
which auctioned currency is sold at
prices quoted by market participants.
In other words, the auction completes
with the sale of currency from the
bank offering the highest to the one

offering the lowest price.

The CBA holds currency
auctions twice a week upfront
informing market participants on
parameters via Bloomberg terminal.

The CBA  scrapped the
requirement for banks to buy or sell
cash and cashless foreign currency at
+4% from the officially set exchange
rate on 12 January 2017.

The Bank held total $2486
million worth of 72 currency auctions
(yly down by 37.3%) to organize
currency sales of the State Oil Fund of
the Republic of Azerbaijan (SOFAZ).

Graph 26. SOFAZ's currency sales, m.
usb
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On non-auction days the
interbank FX market operated on the

Bloomberg platform. The size of out-

23

Monetary Policy Review e January - September 2017



3.1. The FX market and the exchange rate of manat

of-auction interbank FX market

transactions amounted to $811.7

million.

Graph 27. The volume of interbank FX
operations on Bloomberg, m. USD
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The official exchange rate of the
manat was set on the basis of the
exchange rate  on interbank
transactions (both auction and off-
auction). Manat reacted to supply and
demand in the FX market with several
appreciation and depreciation waves.
Having appreciated in January and the
first half of February, the USD started
to lose value from the second half of
February. Whereas the USD/AZN
exchange rate stood at AZN1.7707, it

peaked to AZN 1.9200 on 01.02.17,
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and slided to AZN 1.7002 on 27.09.17.
As of the end-period the USD
depreciated against AZN by 4%. An
average daily official USD/AZN
exchange rate was AZN 1.7279.

Graph 28. USD/AZN exchange rate
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Bilateral exchange rates affected
multilateral exchange rates. Total
trade weighted non-oil REER

appreciated 0.5%.

Graph 29. Dynamics of REER,
(2000=100)
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3.1. The FX market and the exchange rate of manat

3.3% depreciation of the NEER
has a downward effect, while inflation
differences in partner countries has an
upward effect on the REER.

The new exchange rate regime
allows the CBA to maintain reserves at
a required level. As of 30 September
2017 CBA’s foreign exchange
reserves constituted $5.2 billion,
exceeding internationally set
sufficiency standards (coverage of
three month import of goods and
services, the ratio to money supply in

the national currency etc.).
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3.2. Monetary policy tools

3.2. Monetary policy tools

Monetary policy tools were
employed in light of inflation and
money supply targets and monetary

policy’s pass through capacity.

Having discussed interest rate
parameters for several times since
early year the CBA decided to leave
the refinancing rate unchanged. In
parallel, given the macroeconomic
stance and the situation in the money
market the Management Board of the
CBA took a decision to move the floor
of the refinancing rate 2 p.p. down at
its 21 June 2017 meeting. As of the
end-period the ceiling of the interest
rate stood at 18%, the refinancing rate
at 15%, and the floor at 10%.

The Bank kept various term (1,
7, 14 and 28 day) standing facilities
and open market operations active to
meet economy’s demand for money

and effectively manage liquidity.

Graph 30. Parameters of interest rate
corridor,%
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CBA’s sterilization tools are in
higher demand on the backdrop of
accumulated excess liquidity. The
Bank held 47 deposit auctions on
attraction of available funds in the
national currency and 37 auctions and
placement of notes as of the end-
period. Maturity of deposits was 14
days, while notes were placed for 28
days. Total outstanding amount of
funds attracted at deposit auctions and
placement of notes made up AZN800

million.
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3.2. Monetary policy tools

Graph 31. Volume and yield of Central Bank's
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AZNZ200 million worth of funds
were attracted at deposit auctions,
while AZN600 million worth of funds
were attracted via placement of notes.

Deposit and short-term notes
placement operations both sterilize
excess money supply and promote
development of the money market,
meanwhile contributing to
improvement of the monetary policy’s
operational framework and the

interbank market.

Graph 32. Volume and yield of notes
placed by Central Bank
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To note, deposits are attracted
and notes are placed at interest rates
fluctuating between the floor of the
interest rate corridor and the
refinancing rate (currently 10%-15%).
Deposits were attracted at 10%-
14.87%, while notes were placed at
10.01%-14.99%. Decrease of the
corridor’s floor was accompanied with
drop in CBA’s yield on sterilization
operations.

Despite the drop in yield on
sterilization operations in Quarter IlI,
2017, demand prevailed over supply

multifold at deposit and note auctions,
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3.2. Monetary policy tools

attributable to excess liquidity in the
banking sector.
The reserve requirements were

left unchanged over the period.

Table 3. The reserve requirement, %

o Funds
Foreign It_iI:stiI: attrac
currency ¢ ted
denomin mi]nc? from
ated and
liabilitie precio non-
s us reside
metals nt
financ
ial
sector
01.05.11 2 2 2
01.07.11 3 3 3
01.08.14 2 2 2
01.03.15 0.5 0.5 0.5
30.12.15 0.5 0.5 0.5
03.03.16 1 0.5 0

Source: CBA

The reserve requirement on
liabilities in the national currency and
precious metals stood at 0.5%, 1% on
foreign currency liabilities, and 0% on
liabilities to the non-resident financial
sector and  settlements  with

international financial institutions.

Reserve requirements were still

applied on the averaging basis,

factoring in more flexible management

of liquidity by banks.

To effectively regulate money,
supply thereby supporting price
stability, changes made to the
‘Regulations on the rate, calculation
and maintenance of required reserves’
on holding required reserves on
liabilities in manat and precious
metals in correspondent accounts in
manat, and on foreign currency
liabilities in correspondent accounts in
foreign currency took effect on 1
August 2017; banks started to
maintain their reserves under new
requirements from 15 August 2017

onward.

Monitoring findings display
that banks’ cumulative balances on
correspondent accounts with the CBA
considerably exceeded amounts to be
maintained as required reserves

across all months of the period.
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3.3. Money supply

3.3. Money supply

The CBA controlled money
supply channels in coordination with
related authorities. Base money
became main operational anchor of

monetary policy.

Money base sources were
managed in coordination with related
public authorities. The Bank contained
money base growth early year in light
of exchange rate changes related
expectations, which resulted in stable
money supply after the exchange rate

stabilization.

Money base in manat increased
by 10.3% to AZN 8671.2 million as of
the end-period.

The structural element of money
base — cash in circulation rose by
11.2%. On the other hand, high money
base amid stagnant lending was
complemented by excess liquidity.
Balance of correspondent accounts in
manat jumped by 5.5 %.

Broad money supply in manat
(M2) amounted AZN 11464.5 million

Monetary Policy Review e January - September 2017

as of the end-period (AZN11546.3

million early year).

Cash  stock, savings  of
individuals and deposits of legal
entities in the structure of money
supply in manat (M2) performed
differently: cash stock increased by
11.2%, savings of individuals 30.6%,
while deposits of legal entities

decreased by 22%.

Table 4: Money aggregates, min. manat

01.01.16 01.01.17 01.10.17
MO 4776 6 377 7092
M1 6 897 8 960 9801
M2 8678 11546 11465
M3 21 287 20 890 21134

Source: CBA

Term deposits in  manat
decreased 35.7%, while demand
deposits increased 4.8%. Term
deposits of individuals increased by

21% relative the early year.

Broad money supply (M3)
increased by 1.2% to AZN 21134

million as of the end-period.

29



3.3. Money supply

Graph 33. Dynamics of money
aggregates, min. manat
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Dollarization  of  deposits

underwent no considerable changes.
Foreign currency denominated savings
and deposits accounted for 46% of M3
money aggregates as of the end-period
(44.7% early year).

Graph 34. Dollarization, %
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Savings of individuals in manat
increased by 30.6%, while those in
foreign currency decreased 15%. As a
result, dollarization of deposits of
individuals decreased to 71.8% as of

the end period from 79.6% early year.
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