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The key goal of the review is to address financial stability analyses and 
expectations of the Central Bank of the Republic of Azerbaijan (CBA). Another 
goal of the present review is to regularly deliver possible impact of the financial 
stability decisions taken by the CBA on the banking system to the public. The 
review is quarterly disclosed to the public four times a year.  
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CBA – The Central Bank of Azerbaijan

AMF  –  The Azerbaijan Mortgage Fund under the Central Bank 

  of the Republic of Azerbaijan 

AZIPS  –  The Real Time Gross Settlement System 

IMF  –  The International Monetary Fund
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In January-June of the current year the Azerbaijani banking system operated 
amid vulnerable global economic environment and high performance in the non-
oil sector of the country economy.

The global economy continued to grow, but remained fragile affecting the 
stability of the global financial system in the first half of the current year. 
under these circumstances economic growth processes proceeded in the 
Azerbaijani economy and macroeconomic stability was maintained. Growth and 
diversification processes in the non-oil sector accelerated.   

Over the period the CBA’s financial stability policy targeted safeguarding 
financial sustainability of the banking system and widening financial 
intermediation. 

Implemented policies resulted in effective management of systemic risks in the 
Azerbaijani banking sector and maintenance of financial stability on the banking 
sector. Capital adequacy and liquidity indicators of the banking system were 
maintained at an acceptable level. Financial deepening of the sector continued to 
grow, and the possibilities to access financial services widened.   



 Overview of the banking sector performance 

1.1. Recent trends on the global 
financial stability 

In the first half of 2013 the global economy 
continued to grow. However, despite large-
scale policies pursued by central banks and 
governments a number of countries display high 
level of unemployment and a fragile financial 
system. While signs of growing economic 
performance were observed in the US and 
Japan, recession trends continued in Euro 
area. Economic growth slowed down in many 
developing countries. However, the measures 
to settle debt crisis and support economy led 
to some positive trends in the global financial 
system as well.   

The world economy is growing slower than 
expected1. Initial information suggests that global 
economic growth made up 2.75% over the first half 

of the year. However, the risks of the weakening 
of global economic growth are increasing due to 
the following factors:    

i) High fragility of economic growth 
in developing countries. This is related to a 
decreased growth rate of external demand, a 
decline in prices of main export commodities, 
increased danger of disruptions in financial 
stability, weaker incentives and infrastructure 
limitations;   

ii) Deeper recession in Euro area than 
expected. This arises from weak demand, 
lower confidence and fragile financial system, 
and interaction of tough fiscal and financial 
environment;    

iii) Lower growth rate in the US economy 
than expected. This is primarily related to a 
decline in the growth rate of private demand as a 
result of the fiscal consolidation.  
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I. OVERVIEw OF THE BAnkInG 
SECTOR PERFORMAnCE 

1 IMF world Economic Outlook, April 2013

Table 1.1. GDP growth rate, y.o.y., % 

Forecast Compared to April 

2011 2012 2013 2014 2013 2014
Global economy 3.9 3.1 3.1 3.8 -0.2 -0.2
DDCc 1.7 1.2 1.2 2.1 -0.1 -0.2
    US 1.8 2.2 1.7 2.7 -0.2 -0.2
    Euro area 1.5 -0.6 -0.6 0.9 -0.2 -0.1
    Japan -0.6 1.9 2.0 1.2 0.5 -0.3
DGCs 6.2 4.9 5.0 5.4 -0.3 -0.3
   Central and Eastern Europe 5.4 1.4 2.2 2.8 0.0 0.0
   CIS 4.8 3.4 2.8 3.6 -0.6 -0.4
   Developing Asia 7.8 6.5 6.9 7.0 -0.3 -0.3
   Latin America and Caribbean 4.6 3.0 3.0 3.4 -0.4 -0.5

Source: IMF World Economic Outlook, July, 2013
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According to the IMF, the world economy 
is forecasted to grow by 3.1% in 2013, 3.8% 
in 2014. It is assumed that the uS and Japan 
economies will continue to grow, while 
the Euro will witness recession. Economic 
prospects in DGCs are likely to deteriorate.  

The global financial system remains fragile 
amid weak economic performance. The key 
risks to global financial stability are: (i) debt 
overhang; (ii) financial bubbles; (iii) low 
interest rates and their growth danger. 

Debt overhang is one of the crucial financial 
risks for developed and developing countries 
in the environment of uncertain economic 
prospects. Debt overhang occurs as a result 
of loan operations, REPO operations, and 
derivative transactions. Thus, indefinite value 
of debt overhang, vulnerability of their prices 
to changes in rankings and market conjuncture 
could have a substantially negative impact on 
sustainability of the secured loan market, and 
recovery of insecured lending. 

Global investors’ quests for acceptable 
profitability become stronger amid the adaptive 
monetary policy pursued by central banks of 
DDCs. This increases bubble threats in separate 
market segments of both DDCs and DGCs. In 
many DGCs the issue of mortgage market 
overheating is of particular importance. Thus, in 
countries like Hong-kong, S.korea, Singapore, 
Thailand and Philippines macroprudential tools 
such as loan-to-value ratio – LTV and debt-to-
income ratio – DTI are used in order to reduce 
the default risk on mortgages and regulate 
borrowers’ debt burden.  

keeping interest rates at record lows in a 
long-run may significantly threaten the global 
financial stability. Thus, an increase of interest 
rates after long term low levels may bring 
cumulative risks into focus. negative impacts 
of an interest rate rise may spread throughout 
the financial sector via a number of channels 
(market risk, credit risk, interest risk, etc.). 
Realization of risks may manifest itself in an 

increase of borrower defaults, deterioration of 
credit portfolio quality, etc.     

In addition to the above, some recovery 
trends are being observed in the global 
financial system. For instance, financial market 
risk indicators like sovereign debt yield and 
stock market volatility substantially improved 
compared to the same period of the previous 
year.      

Stock indices of DDCs increased by 10.6%, 
while those of DGCs decreased by 5.8%.

The danger of economic slowdown, low yield 
of the corporate sector, a decline in commodity 
prices had an effect on dynamics of stock 
indexes in emerging markets. Thus, indexes 
in Latin American, emerging European, and 
Asian markets fell by 11.1%, 7.3% and 5.7%, 
respectively.  

Massive capital flows to debt and equity 
markets of DGCs continued in 2013. Y.o.y. 
increase in capital flows to DGCs made up 64% 
over the first five months of the current year. 
An increase of capital flows to DGCs up to the 
maximum level stemmed from accommodative 
financial conditions and adaptive monetary 
policies pursued by central banks of high income 
countries (Chart 1.2.).   

The size of syndicated bank loans increased 
significantly due primarily to Europe and Central 
Asia. Turkey and Russia have a predominant 
role in terms of loan attractions from European 
banks (mainly loans to sectors on natural 
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Mənbə: Beynəlxalq Valyuta Fondu

Mənbə: Beynəlxalq Valyuta Fondu

Macroprudential policy – is a set of preventive 
measures to minimize the systemic financial crisis 
risk. The systemic risk is defined as “the risk of failure 
to render financial services as a result of a deteriorating 
situation of the financial system or a part of it” 
in the Guidance to assess the systemic importance 
of financial institutions, markets, and instruments 
that was prepared by the International Monetary 
Fund and the Bank for International Settlements, and 
the Secretariat of the Financial Stability Board and 
published in 2009. In reports of international financial 
institutions financial services are defined as financial 
intermediation services, risk management, payment 
and settlement services, etc. Macroprudential policy 
takes place between the monetary policy pursued by 
a central bank to achieve macroeconomic targets, and 
micro-prudential regulation implemented to ensure 
the stability of separate financial institutions, and 
supervise the implementation of their obligations to 
creditors, customers and investors.    

Macroprudential policy has four features: 
• Responsibility for overall sustainability 
of the financial system; 
• Minimization of systemic risks; 
• use of a specific set of instruments; 
• Mutual cooperation with other 
government entities; 
Macroprudential policy object: Financial 

intermediaries, markets, financial market infrastructure, 
and mutual relations between the financial system and 
the real economy.  

Macroprudential policy goals: 
• Support the financial system’s sustainability 

against aggregate shocks, including  recession and 
external shocks; 

• Limit total risks that the financial system 
undertake; 

• Smooth the financial cycle: prevent bubbles 
that may be hazardous to the stability of the financial 
system or economy. 

Macroprudential policy tools: 
Macroprudential policy is based upon the 

macroprudential regulation framework in terms of 
the tool arsenal used. Macroprudential policy applies 
prudential norms – capital and liquidity requirements, 
risk-related limits, etc. International practice 
demonstrates two approaches on the application of 
macroprudential tools:    

• variable approach – use of prudential norms 
with gradually (depending on the situation) changing 
parameters;   

• fixed approach – use of mandatory permanent 
prudential norms with fixed parameters 

• Macroprudential policy has two 
characteristics to support the competitive environment, 
unlike macroprudential standards identical for all 
participants:  

• application of higher standards for 
systemically important institutions, markets and tools 
is implied; 

• should be countercyclical (dynamic) to resist 
creation of bubbles and disbalances; 

Box 1. Macroprudential policy concept 

Sources: 
Guidance to assess the systemic importance of financial institutions, markets and instruments: initial considerations.
International Monetary Fund, Bank for International Settlements, Financial Stability Board, November 2009.
Enhancing Financial Stability and Resilience: Macroprudential Policy, Tools, and Systems for the Future. Group of Thirty, 
October 2010.
Itai Agur and Sunil Sharma. Rules, Discretion, and Macro-Prudential Policy, IMF Working Paper 13/65 (Washington: IMF).
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resources). However, a slowdown in economic 
growth rate, relatively pessimistic expectations 
on the economic activity, risks of overheating 
in financial markets and other factors have a 
restrictive impact on capital flows. Thus, capital 
flows to the region are expected to be smaller 
than it was in 2012.     

weaker growth prospects, failure to fully 
resolve risks, and emergence of new risks create 
new challenges for global economic recovery, 
high employment, and global rebalancing. 
under these conditions international financial 
institutions recommend to take measures 
that support economic growth taking country 
specifications into account.     

The IMF recommends that leading DDCs 
take measures supporting economic growth 
and ensuring the sustainability of state budget 
in a short run. On the backdrop of low inflation 
and existence of forces of production not used 
to a large extent, incentives are considered 
advisable to continue. This will also enable 
to implement the budget correction more 
smoothly in the near future. 

Regulatory and macroprudential tools are 
recommended in order to neutralize negative 
impacts of the measures taken. According 
to international financial institutions and 
economists, restructuration and reforms in 
the financial system should be continued for 

recapitalization of banks, and strengthening of 
monetary policy transmission to economy. 

In the Euro Area problem assets and quantity 
requirements for extra capital should be 
determined through the inspection of bank 
assets. Direct recapitalization may be required 
at the expense of the European Stability 
Mechanism as needed. It is advisable that 
measures to reduce the financial fragmentation, 
stimulate demand, and implement reforms in 
labor and commodity markets should be taken 
in order to support economic growth and create 
new job vacancies.    

Above all, accommodative monetary policy 
is recommended in order to avert the risk of 
decline in economic growth rates in various 
DGCs. The recommendation is based on limited 
inflation expectations in most countries.  

Furthermore, all leading countries should 
continue structural reforms to increase the 
global economic growth rate and support 
global rebalancing. This implies firstly the 
implementation of measures to increase 
demand (in China), investments (in Germany), 
and competitiveness (in other countries).  

1.2. Macroeconomic processes in Azerbaijan 

In January-June, 2013 the economy continued 
to grow in the environment of a favorable 
foreign position and high internal demand.

As in recent years, over the first 6 months 
of the current year the foreign position of the 
country was favorable. According to the State 
Customs Committee, in the first half of 2013 
foreign trade turnover comprised uSD 17.1 
billion, uSD 12 billion of which falls to the 
share of export and uSD 5.2 billion to import. 
Surplus of the foreign trade balance made up 
uSD 6.8 billion. The IMF’s estimations indicate 
that large scale surplus will endure in a medium 
run as well.

In addition to export, dynamics of foreign 

Source:  Institute of International  Finance 
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money remittances and capital flows also 
contributed to foreign exchange inflows. Initial 
information suggests that uSD 774 million 
worth money remittances entered the country. 

According to the SSC, the amount of foreign 
investments to the country economy climbed 
over 40% and exceeded uSD 2.4 billion in 
January - June.

Strategic foreign exchange reserves of the 
country made up uSD 47.7 billion in the 
first half of 2013 having increased by uSD 
1.6 billion or 3.5% which is sufficient for a 
three-year commodities and services import 
and exceeds the external debt about 8 times as 
much. Strategic foreign exchange reserves equal 
roughly 70% of GDP. Foreign exchange reserves 
of the CBA made up uSD 12.7 billion having 
increased by 8.8% from the beginning of the 
year – sufficient for a nine-month commodities 
and services import. 

All components of the aggregate demand, 
including the final consumption expenditures, 
investments and foreign demand had a positive 
effect on the economic growth in the first six 
months of 2013. High average monthly salary 
and wages, high number of the population 
engaged in the economy and high consumer 
loans of individuals resulted in overall high 
consumer activity. Income growth contributed 
to the growth of retail turnover.  

Over the reporting period, total investment to 
the economy increased 22.9% and constituted 
AZn 7.4 billion. Investments to the non-oil 
sector increased by 19.5% the share of which in 
total investments made up 69.4%.  

Over the first half of the current year, GDP 
rose 5% in real terms and constituted AZn 27.2 
billion in nominal terms. Over the reporting 
period, the oil sector decreased 0.7%, while 
the non-oil sector grew 10.9%. The share of 
manufacturing sector in the value added was 
2/3, service sector 1/3.

The government, the Central Bank, as 
well as international organizations forecast 

continuous economic growth in the country in 
a short-run. 

Over the first half of 2013 price stability 
was preserved, while inflation was maintained 
within the forecasts.

Average annual inflation made up 2%. Prices 
rose only 1.2% against the year launch, y.o.y 
increase being only 3.1%.  

In the first half of 2013 the exchange rate 
policy targeted equilibrium between demand 
and supply, and on this basis, exchange rate 
stability of manat against uSD. Parameters of 
the exchange rate policy were set considering 
the stance of the balance of payments, and 
targets of maintaining financial stability in the 
banking sector and competitiveness of the non-
oil sector.

Supply exceeded demand in the foreign 
exchange market in the environment of 
large surplus in the balance of payments of 
the country. However, in order to prevent 
considerable strengthening of manat in the FX 

 Overview of the banking sector performance 

Source: SSC

Source: SSC
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market and neutralize negative impacts on the 
competitiveness of the non-oil sector, the CBA 
sterilized uSD 1209.3 million worth currency 
over the first half of the year.

In the first 6 months of 2013 broad money 
supply kept pace with the demand of the 
economy, money supply in manat rose 3.6%. 
The structure of money supply continued to 
improve. 
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2.1. Dynamics of key indicators of the banking 
system

In the first half of 2013 the banking sector 
preserved growth dynamics and financial 
intermediation kept growing.

As of end-current Q2 assets of the banking 
sector constituted AZn 18 186,3 million. Over 
the period banks assets rose AZn 1656.26 
million or 10%. Loans increased 12.5% against 
the year launch and reached AZn 13420 
million as of 01.07.2013, which makes 74% of 
bank assets.

whereas funds, attracted by banks from 
financial and non-financial sectors declined 
1,9%, deposits of individuals rose 15.8% 
and reached AZn 5922.2 million in January-
June. 

The banking system continues to financially 
deepen. In recent 5 years the bank assets to 
GDP ratio grew by 40 p.p. and made up 67%. 

High financial depth leads to the expansion 
of financial services usage. Thus, as of end-Q2 
the Centralized Credit Registry (CCR) collected 
data on more than 1.7 million borrowers, which 
exceeds the early year indicators by 13.1%. 

The banking system is less concentrated. 
The share of large banks (top 5 in terms 
of the volume of assets) in systemic assets 
declined from 57.8% to 52.1%, while in 
credit investments it contracted from 54.2% 
to 51.6%. The HHI2 (applied to estimate 
concentration in the banking system) 
manifests a decline trend since 2008-2009. 
HHI shows that the concentration is currently 
at an average level.

Ongoing capitalization processes in the 
banking system, as well as measures to 
strengthen banks’ management potential, 
normalize assets, increase financial reserves 
and regulate risks eventually heighten 
attractiveness of banks for foreign investors. 

Development of the banking system 

Table 2.1. Growth rate of key indicators of the banking system, %

 2010 2011 2012 01.07.2013
Assets 13.9 7.3 26.5 10.0
Loans 9.0 8.1 23.0 12.5
Deposits of legal entities       4.3 16.1 -0.2 -1.9
Deposits of the population 29.8 36.0 24.1 15.8
Aggregate capital 7.8 12.7 37.0 11.7

Source: CBA  

Source: CBA

2 Herfindahl-Hirschman index equals to the sum of squares of the share of banks in the banking system.

II.  DEVELOPMEnT OF THE BAnkInG SYSTEM 

Q2  2013
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A large theoretical and empirical literature exists 
on the impact of financial deepening on economic 
growth. As known, a changing, dynamic and 
developed financial sector may bring more economic 
benefit.  

Investigation findings suggest that the development 
of financial markets and the effect of banks on 
economic growth display heterogeneity depending on 
country types on regions, oil and non-oil exporters, 
and the income level. For instance, the effect is 
generally smaller in a number of oil exporting 
countries; in certain regions, such as the Middle East 
and north Africa (MEnA); and in lower-income 
countries. This result is based on a dynamic panel 
estimation using a rich dataset for 150 countries for 
the period of 1975-2005. 

Estimations suggest that, one of the factors that 
cause heterogeneity is a resource curse. Financial 
system underperformance in resource rich countries 
has a negative impact on economic growth. The 
resource curse generally transfers the negative 
externalities from the predominant resource-
exporting sector to the rest of the economy. 

According to study findings, when loans to private 
sector exceed 110% of GDP every extra deepening 
on economic performance becomes negative. 

High capitalization were experienced by some 
oil exporters over a 30-year period even while 
their growth rates are lower on average than in oil 
importing countries. The reason may be that oil 
exporters tend to exhibit lower financial depth. In 
addition, in oil exporting countries the effect of 
banking depth on economic growth becomes smaller 
as oil dependence increases.  

In Middle East and north Africa (MEnA) countries 
banking sector depth produces a lower growth impact 
than in the rest of the world. It can be concluded that 
there is a «quality gap» in financial intermediation of 
the MEnA region, which could be related to strong 
state ownership, lack of competition and financial 
reforms. In other words, MEnA countries achieve 

2/3 of growth benefit that other countries get despite 
having the same banking depth.  

Although the volume of bank loans on both 
country groups mentioned above is large, it is not 
sufficient to fully provide firms and households with 
loans, which does not correspond to the efficiency 
and competitiveness of the banking sector. 

The effect of financial deepening on economic 
growth in lower income countries is equal and varies 
depending on income level. The effect is negative 
in the lowest income countries, and positive in 
countries with higher per capita income.  

Differences in access to financial services and 
degree of banking competition can be another 
possible factor leading to heterogeneity. Comparison 
of lower income countries to others demonstrates 
that differences in access to financial services are 
greater than differences in banking depth among 
these countries.  

Differences in bank ownership may also play a 
role in heterogeneity. Many countries in the MEnA 
region are characterized by a relatively high share of 
state banks and a relatively small share of foreign-
owned banks. State banks with a relatively high share 
have a significantly negative impact on economic 
growth owing to two factors: low levels of financial 
depth and low institutional quality. Foreign bank 
presence, on the other hand leads to improvements in 
banking sector performance and competition.  

In general, policymakers in these countries are 
faced with a complex challenge. In addition to 
implementing financial reforms which paves the way 
to financial deepening both in banking and stock 
markets, efforts must be made on two additional 
fronts. First, impediments to credit expansion 
must be eliminated. Second, policymakers should 
pursue actions that support the development of 
bank intermediation. ultimately, these actions should 
result in benefits in terms of higher and more 
sustainable long-run growth. 

Box 2. The relationship between financial deepening and economic growth: Do all countries benefit equally? 

Source: 
Adolfo Barajas, Ralph Chami, Seyed Reza Yousefi. “The Finance and Growth Nexus Re-Examined: 
Do All Countries Benefit Equally?” IMF, May 2013.
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Over the first half of the current year the 
volume of foreign capital investments to the 
banking sector increased AZn 14.8 million 
(4.5%) and reached AZn 345 million. The 
number of banks with foreign capital reached 
22 as of 01.07.2013. 

Expansion of the regional network of the 
banking-financial system continued over the 
period in order to improve economic entities’ 
access to financial resources. Over the first 
half of the current year banks opened 26 
new branches (total 676) and 2 new bank 
department (total 134). nBCIs also expanded 
their network. 

The number of nBCIs rose to 139 from 133. 
Over the first half of the year 6 new credit 
unions, and 2 new credit institutions funded 
by international humanitarian organizations 
were granted license. One nBCI (Aqrar Credit) 
renders financial services along with credit 
unions and institutions. The number of their 
branches rose to 129 as of 01.07.2013 over the 
period (102 as of 01.01.2013). 

The number of branches of AzerPost LLC, 
which is expanding access of the population to 
banking and financial services did not change 
over the period (63 as of 01.07. 2013), while 
the departments are numbering 953 (945 as of 
01.01.2013).

2.2. Liabilities of the banking system

In the first half of 2013 the resource base of the 
banking system increased due primarily to funds 
attracted from the domestic market.

In the first half of 2013 banks’ liabilities rose  
1.6% (AZn 241.1 million) and reached AZn 15329.3 
million. Also, banks’ resources attracted from the 
domestic market rose by 6.6% and reached AZn 
11400 million and took 74.4% of total liabilities.    

Deposits of the population rose 15.8% over 
the quarter and reached AZn 5922.2 million., 
whose share in banks liabilities made 38.6% as 
of the end of the reporting period.

As of 01.07.2013 the share of term deposits in 
total deposits was 80% and made AZn 4719.3 

Source: CBA

Source: CBA

Source: CBA

AZN million
AZN million
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million. Higher quality of banking services 
achieved through implementation of bank 
reforms to ensure banks’ stable performance had 
a positive impact on growth dynamics of long-
term deposits over the reporting period. Long-
term deposits rose 26.7% and made 42.4% of 
total deposits.

Deposits in the national currency rose 21% over 
the quarter, and reached AZn 3583.8 million 
which makes 60.5% of total deposits (58% early 
year). 

Deposits of non-resident individuals increased 
19.1% compared to the year launch.

Deposits of legal entities (financial and non-
financial institutions) made AZn 5477.7 million 
as of 01.07.2013. The share of term deposits in 
total deposits of legal entities was 53.2%.       

Financial Stability Review Q2/2013 

Source: CBA

Source: CBA

In response to the global financial crisis, a 
number of countries increased the coverage and 
size of insured deposits in order to ensure financial 
stability. Given the significance of the topic, the 
world Bank specialists analyzed the effects of 
deposit insurance on financial stability. 

The relation between deposits insurance and 
financial stability may be viewed from two various 
aspects. “Moral hazard” hypothesis suggests that 
deposit insurance stimulates bank managers to 
invest in risky assets. Thus, insured depositors’ 
weak control over banks’ performance, and their 
insurance fee payments on deposit insurance 
regardless of the risk level of banks conditions 
a riskier portfolio choice for banks.   On the 

contrary, stabilizing hypothesis suggests that 
deposit insurance has a downward impact on the 
systemic risk increasing public confidence in banks 
particularly during crisis periods.  

Econometric calculation results suggest that 
deposit insurance increased bank risk during the 
pre-crisis period (2004-2006).  On the contrary, 
deposit insurance had a stabilizing effect during the 
global crisis (2007-2009). In total, negative effect 
was larger than positive one which conditioned 
an increase of bank risk. Alternatively, analysis 
findings show that effective prudential supervision, 
particularly aggregate capital requirements may 
have a downward effect on moral hazard.   

Box 3. How does deposit insurance affect bank risk? 

Source: 
Deniz Anginer, Asli Demirguc-Kunt, Min Zhu, “How Does Deposit Insurance Affect Bank Risk. 
Evidence from the Recent Crisis”, World Bank, 2012.

AZN million

AZN million
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The scale of funds attracted from non-resident 
banks and international financial institutions 
rose 16.2% and made AZn 2686.2 million 
as of the end-period. The level of foreign 
funds in total liabilities is below the historical 
maximum.

     
2.3. Assets of the banking system

In the first half of 2013 financial intermedia-
tion of the banking system further deepened and 
access to financial services kept expanding. 

In the first half of the current year bank 
assets grew 10%, which is primarily related 
to capital investments. Credit investments of 
commercial banks to the economy rose 9.48% 
over the period and reached AZn 13052.7 
million. 

The CBA survey suggests that demand for 
business and consumer loans was generally 
reviving in the first half of the current year. 
Consumers chiefly need long term loans out of 
business loans. Demand for loans on purchase 
of commercial real estate and loans on the 
national fund for entrepreneurship support 

program remained stable. High demand for 
loan products also affected bank’s supply. 
Thus, in the environment of decreasing demand 
for short-term loans cut down their short-term 
loan supply. In general, banks are optimistic on 
their supply and demand expectations for the 
next three months.

In the first half of the current year, demand 
for credit cards and mortgage loans posted 
particular growth. Lower demand for 
automobile loans increased banks’ activity on 
mortgages and credit cards.

The CCR data also exhibit broader credit 
operations. Thus, in the first half of 2013 
y.o.y. increase in the number of loan inquiries 
was 2.6 times and reached 988367 (380150 
in 2012), out of which 986009 inquiries were 
issued by credit institutions and 2358 by 
individuals. 

Over the reporting period credit investments 
rose through long term loans. They rose 20.6% 
and took 76.5% of the credit portfolio. As in 
the previous quarter, the share of short-term 
loans in the portfolio continued to drop (5.1 
p.p. decline over the reporting period).

Source: CBA

Chart 2.7. Demand for loans: 2013 Q2 (findings of the credit survey)
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Over the reporting period loans in the national 
currency grew by 15.8% and loans in a foreign 
currency by 5.3%. The share of loans in the 
national currency in the structure of credit 
portfolio was 70.8% as of the end-period (68.8% 
as of the year launch). 

As of 01.07.2013 banks issued AZn 8575 
million worth loans (share in the portfolio 
62.3%) to legal entities. Loans to households 
rose 10.1% (on banks) in the first half of the 
current year and made AZn 5199 million as of 
the end-period which is equal to 38% of the total 
credit portfolio.  

As of 01.07.2013 loans issued for individuals 
for real estate construction and purchase 
amounted AZn 763 million. The share of these 
loans in loans to households was 14.7%. Loans 
to individuals engaged in entrepreneurship rose 
36.8% and took 7.8% of loans to households 
over the reporting period.

As of end-Q2 the share of long-term loans 
to individuals in total portfolio was high 
(74.6%). 

Loans to agriculture and processing increased 
22.9%, construction and property 67.9%, 
transportation and communication 3.2%. As of 

Financial Stability Review Q2/2013 

Table 2.2. Sectoral structure and dynamics of banks’ credit portfolio

Area
01.07.13

AZn million Share in credit portfolio, %

Trade and services 2 162.5  15.7

Households 5 199.0 37.7

Agriculture and processing 671.3 4.9

Construction and property 2 132.2 15.5

Industry and production 1 342.1 9.7

Transportation and communication 442.9 3.2

Energy and natural resources 317.6 2.3

Other 1 506.3  10.9

Source: CBA

Source: CBA 
Source: CBA 

AZN million
AZN million
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the end of the period credit growth on plastic 
card operations was 41.1% and made up AZn 
275 million.

In the first half of 2013 credit institutions 
continued crediting of regions. Over the period 
credit investments to regions grew 10.4% 
against the relevant period of the previous 
year. As in the previous periods, the share of 
economic regions in the portfoilo was as follows 
– Absheron (22.3 %), Aran (34.9 %), Ganja-
Gazakh (13.2 %), Lankaran (10.2 %).

Loans to regions in the national currency 
exceeded those in the foreign currency as and as 
of 01.07.2013 took 74.8% of the credit portfolio. 
Long-term loans take 77% of loans to regions.

Bank investments to securities made AZn 
1469.7 million as of  01.07.2013. 

.

2.4. Financial indicators of the banking sector 
performance 

Over the reporting period banking 
system’s overall financial results were 
satisfactory.

In the first half of 2013 banks generated AZn 
174.1 million profit. net profit after taxes was 
AZn 162.3 million. 

The number of banks operating with profit 
and loss were respectively 40 (33 as of 
01.01.2013), and 3 (10 as of 01.01.2013).   

In the first half of 2013 revival of credit 
performance and improvement of asset 
quality contributed to growth in profits of the 
banking system. In other words, high interest 
income and low reserve oriented resources 
increased profits compared to the relevant 
period of the previous year. 

Source: CBA

Table 2.3. Credis and deposits by regions (excluding Baku), AZN million

Date
Credit investments Deposits

Total in manat in foreign currency Total in manat in foreign currency

01.01.2012 1 271.7 940.1 331.5 327.6 242.7 85.0

01.07.2012 1 398.7 1 075.5 323.2 381.7 287.8 93.9

01.01.2013 1 546.1 1 144.5 401.6 359.1 270.7 88.4

01.07.2013 1 544.7 1 155.8 388.9 421.7 326.4 95.3

Source: CBA
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Over the period y.o.y. increase in banks’ 
interest income on loans to customers was 
29.3% (in the first half of 2013 AZn 707 
million, in the first half of 2012 AZn 546.9 
million). The interest income to average assets 
ratio was 7.7%.

Income from other interest bearing operations 
(interbank exposures, investments and financial 
lease) rose 26.3% and made 0.6% against 
average assets. 

The y.o.y. increase in banks’ total non-interest 
income was 19.4% and constituted AZn 194.7 
million. Rise in net income from foreign 
exchange operations and commissioning fees 

for other services and other commissioning fees 
contributed to this increase.

In general, banks’ total income (interest 
and non-interest) made AZn 960.9 million in 
January-June, the y.o.y. increase being 27% 
(AZn 204.1 million). 

Over the period interest expenses made AZn 
390.6 million, which comprise of interest 
expenses on term deposits. The interest expenses 
to average assets ratio dropped 0.1 p.p. against 
the first half of the previous year and made 
4.3%.

non-interest expenses rose 22.7% in the first 
half of the year and constituted AZn 344.3 
million. The non-interest expenses to average 
assets ratio dropped 0.1 p.p. and equaled 3.8%. 
Total expenses (interest and non-interest) 
having increased 21.2% (AZn 128.4 million) 
constituted AZn 734.9 million. 

Y.o.y. decrease in deductions to loan loss 
provisioning was 60%, which, in its turn, had an 
upward effect on minimization of banks’ total 
expenses, and on net income after taxes.  

Banks’ profitability considerably rose in the 
first half of the current year. ROE reached 14.8%. 

Source: CBA 

Table 2.4. Profit structure, AZN million 

 
January-June, 

2012 
January-June, 

2013
Change, %

Interest income 593.7 766.1 29.0

Interest expenses 321.5 390.6 21.5

non-interest income 163.0 194.7 19.4

non-interest expenses 285.0 344.3 20.8

Total income 756.7 960.9 27.0

Total expenses 606.4 734.9 21.2

net operational profit 150.3 226.0 50.4
Deductions to loan loss
 provisioning

132.0 51.8 -60.8

Source: CBA 
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High ROE is associated with stable assets quality 
and considerably less loan loss provisioning. ROA 
of banks made up 1.6% over the period.

Growth dynamics of the capital multiplier3  
indicates that banks raise their assets through 
borrowings. Thus, in the first half of the year this 
ratio approximated 8.5.

net interest margin4 was 5.44% in the first half 
of the current year, the reason for which is that 
growth of net interest income prevails over that 
of interest bearing assets. It displays better quality 
of interest bearing assets and broader access to 
cheaper resources.

2.5. Capital of the banking sector   

Over the reporting period positive trends continued 
in capitalization of the banking system and capital 
adequacy indicators of the system maintained an 
acceptable level.

In the first half of 2013 the volume of banking 
system’s aggregate capital increased 11.7% or 
AZn 301.2 million and reached AZn 2883.5 
million. As in the previous periods, the key 
source of aggregate capital growth (79.5%) was 
authorized capital. Thus, the authorized capital 
grew AZn 171.4 million or 8.1%. Total reserves 
rose 10.7% (AZn 20.4 million). Investments 
to shares of subsidiaries and other credit 

institutions, and intangible assets rose by 9.1% 
and made up AZn 330.2 million (AZn 302.6 
million as of the beginning of the current year).  

Capital adequacy on the banking sector was 
far above the threshold (12%) and made 17%, 
remaining stable over the period.  

As of the end of the first half-year, Tier I 
capital gained 0.4 p.p. and made 13.4%, which 
surpasses the threshold over 2 times (Tier I 
capital adequacy ratio 6%).

2.6. Interest rates in banks

In the first half of 2013 average weighted 
nominal interest rates on loans and deposits 
in manat and a foreign currency continued to 
decline.

Average interest rates on loans in manat 
dropped 1.6 p.p. compared to the relevant period 
of the previous year and equaled 14.1%. In the 
similar period nominal average interest rates 
on deposits declined to 9.6 from 10.3. Interest 
rates on foreign-currency denominated loans 
and deposits declined 0.7 p.p. Interest spread 
in manat averaged 4.5%, while in a foreign 
currency it was about 4.6%.

Source: CBA

Source: CBA

3 Capital multiplier – assets/capital, or ROE/ROA. It shows the share of assets in capital 
4 net interest margin – (net interest profit/ Average interest bearing assets)
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Average weighted interest rates declined on 
newly issued loans and attracted deposits, as 
well as interbank loans (Chart 2.14.). 

As of the end of the first half of 2013 
the interest rate on interbank loans in the 
national currency decreased by 1% against the 
year launch and made up 8.11%. The same 
indicator in a foreign currency fell by 0.9% and 
constituted 4.7%.  

Source: CBA
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In the first half of 2013 risks in the banking 
system were maintained at a manageable level. 
Improvement of term and currency structure of 
banks’ deposit base significantly contributed to 
maintenance of acceptable liquidity in the ban-
king system.  

while the share of liquid assets in total 
assets slightly decreased against the year launch 
(14.9%) due to revival of credit activity, it 
surpassed the threshold (10%) and made 11.5%. 
The share of liquid assets in current liabilities 
constituted 56.6% as of the end of the half-
year. The instant liquidity ratio5 was 59.5% 
(67% as of 01.01.2013), which meets the CBA 
requirement (30%). High liquidity was amongst 
the factors that support financial deepening in 
the country.

Average daily balance of highly liquid assets 
rose AZn 32.6 million (-1.5%) compared to the 
early year and reached AZn 2112.1 million as 
of the end-period.

As of 01.07.2013 the share of cash funds, 
nostro accounts and state treasury bills in the 

structure of liquid assets respectively was 37%, 
20% and 15.5%. The share of banks’ accounts 
with the CBA in liquid assets made 27.6% as of 
the end-period. 

The maturity gap on assets and liabilities 
remained at an acceptable level and had a 
downward impact on the liquidity risk of the 
banking system over the period. Thus, banks 
reduced the gap on up to 90-day assets and 
liabilities in order to balance the liquidity risk. 
At the same time, while over the 365 day-gap 

Source: CBA

Source: CBA

Source: CBA

III.  RISkS In THE BAnkInG SYSTEM

Risks in the banking system

5 Instant liquidity ratio – average daily liquid (current) assets to average daily liquid (current) liabilities ratio. 
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The global crisis showed that the ability to understand, 
identify and manage risks is the key to successful and 
sustainable performance and development of the financial 
system.

Definition of the systemic risk. There is not a single 
accepted definition of the systemic risk in literature due to 
complexity and insufficient investigation of the issue. For 
instance, some researchers believe that the systemic risk is 
a potential hazard when such cases occur that give rise not 
to individual reaction of economic agents against emerging 
risks, and better distribution and diversification of those 
risks, but to general uncertainty and unsustainability.

Emergence and accumulation of systemic risks stem from 
macroeconomic stress and behavior of market participants 
which includes: 

i) identical (collective) behavior of financial 
intermediaries;  

ii) procyclical behavior of financial intermediaries; 
iii) interconnection and interdependence between 

financial institutions. 
 Any economic activity faces some types of risks, i.e. 

probability of new losses. Eventually most economic 
subjects make use of various tools and methods to neutralize 
and minimize risks: specialization in different spheres of 
the economic activity, diversification of securities portfolio, 
hedging, etc.    

The above mentioned tools and methods can be 
very effective in terms of minimizing (neutralizing) 
microeconomic risks (i.e. separate market agents – investor, 
issuer, bank, etc.). However, these measures have a very 
limited (even negative in some cases) effect in terms of 
mitigating collective risks on the activity of the system. 
Individual rational behavior of economic subjects develops 
systemic risks in a market by creating extra volatility. Thus, 
as a result of downswings in asset prices of a market, market 
participants try to collectively realize those assets in order to 
minimize possible losses. These measures, in turn, lead to 
further downswings in those asset prices and an increase of 
a systemic risk.    

Accumulation of the systemic risk may arise from an 
irrational (limited rational) behavior of market participants. 
For example, market participants do not reject to purchase 
an asset even if they are aware that it is overvalued. In 
this case market participants plan to sell an asset at a 
higher price before any price correction. Southeast Asian 

countries experienced a similar situation in 1997. Although 
macroeconomic indicators of these countries reflect markets 
overheating, foreign investors should reconsider their 
expectations.   

Expansion of systemic risks. The only reason of economic 
crises is not microeconomic risks and market participants’ 
behavior, but also problems in interconnection and 
interdependence between various segments and financial 
institutions. The type of interconnections between markets 
and institutions is determined through structural features of 
each market. 

In an economy based on financial intermediation 
(bank oriented) systemic risks expand through interbank 
relationships. In this case interbank crediting becomes risk 
transfer channel inside the system. The financial “infection” 
can occur both nationally and through the movement of 
capital flows between countries, globally.

On the other hand, the systemic risk may expand as a 
result of bankruptcy of various financial institutions. Thus, 
bankruptcy of a large bank, creating panic among population, 
may result in massive loan withdrawals thus endangering 
the whole banking system. The second channel of systemic 
risks’ expansion is a bankrupt bank’s failure to implement 
its obligations to bank-counteragents, which eventually 
generates “domino effect” and deteriorates the situation 
of banks that have not experienced any liquidity problem 
before.     

One of the characteristics of the systemic risk is the 
financial sector’s failure to eliminate reasons of the crisis 
independently and effectively. In this case the following 
approaches are applied: government intervention, 
microprudential supervision over banks’ activities, and 
macroprudential supervision that ensures overall risk 
management for the system.  

In general, large number and diversity of factors that 
causes the systemic risk complicates its modeling process. 
However, a number of countries and international financial 
institutions have conducted large-scale researches in 
prognosticating reasons and likelihood of crises over the 
last twenty years. Activities on development methodology 
of preventive indicators of the crisis have been accelerated, 
macroeconomic stress-testing and other methods worked out. 
Measures are under way on creation of a macroeconomic 
model – a significant component of an early warning system 
- that enables to assess results of stress scenarios in a middle 
run. 

Box 4. Systemic risk: definitions and characteristics 

Source: 
Guidance to assess the systemic importance of financial institutions, markets and instruments: initial considerations. 
IMF, BIS, FSB, November 2009. 
Acharya V, L Pedersen, T Philippon, and M Richardson. 2009. “Measuring Systemic Risk”, mimeo, New York University. 
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rose due to high lending activity, it remained at 
a manageable level.

The foreign currency structure of assets and 
liabilities was balanced to minimize exchange 
rate risks. Thus, as of 01.07.2013 the share of 
assets in a foreign currency in total assets made 
33.7% (34.1% as of 01.01.2013), and that of 
liabilities in total liabilities 45.4% (44.3% as of 
01.01.2013).

In the first half of the current year quality 
of the credit portfolio was maintained on an 
acceptable level, while credit risks remained on 
a manageable level. Thus, the share of overdue 
loans in total loans dropped to 5.8% from 6.2%. 

An acceptable level of liquidity and ongoing 
capitalization in banks elevate resilience of the 
system to possible shocks. 
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Over the reporting year payment systems 
ensured stable and uninterrupted operation. 
The scale and the number of transactions in the 
National Payments System increased. 

In the first half of 2013 AZn 62.6 billion 
worth 14.7 million pcs of transactions were 
executed in the national Payment System. 
Y.o.y increase in the number of transactions 
was 9.5% (1.7 million pcs), while total volume 
jumped 11.4% (AZn 6.4 billion).

Over the reporting period average daily 
number of payments was 111 thousand pcs, 
while average daily volume was AZn 474.3 
million (In January-June, 2012 101.4 thousand 
pcs and AZn 425.5 million respectively). 

87.5% of cashless payments were made 
through AZIPS, whose total volume was AZn 
54.8 billion (233 thousand transactions). Y.o.y. 
increase in total volume of transactions was 
8.6% (AZn 4320 million). The amount per 
payment order averaged AZn 240.8 thousand. 

In terms of amount, 10.9% (AZn 6831 
million) of payments were made through the 
BCSS. In terms of number, the share of the 
BCSS was 87.5% and 12.8 million pcs of 
payments as of the end of the reporting period, 
which prevails over the relevant period of the 
last year by 39.3% (AZn 1927 million) in 
terms of amount and 7% (825 thousand pcs) 
in terms of number. Amount per payment 
averaged AZn 535.6. 

Commercial banks continued to develop the 
infrastructure on servicing to payment cards. 
In January-June 2013 bank payment cards 
were served through 37166 POS-terminals 
totally, including 2351 ATMs, and 35758 
retail, catering and other service businesses.    

note that, over the period the number of 
ATMs rose 4 percent across the country.  

In the first half of 2013 AZn 3949 million 
worth 24.631 million pcs of transactions were 
conducted via ATMs. The number of POS-
terminal operations was 4292 thousand pcs and 
the volume – AZn 431 million. 

Financial Stability Review Q2/2013 

IV.  PAYMEnT SYSTEMS

Source: CBA   

Source: CBA   

AZN million (right scale)
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Existing information and calculations demonstrate that 
the growth rate of real card usage and growth potential 
of card penetration are very high. Thus, 32% of global 
retail payments were made through cards in 2012. From 
2008, the annual average growth rate of payments through 
cards made up 7.7% - 2.6 times higher than the growth 
rate of cash payments. Moody’s Analytics studied 56 
countries that make up 93% of world GDP, over a five-
year span–2008 to 2012. According to the methodology, 
consumption was modeled as a function of real disposable 
income, real interest rates, and level of card penetration. 
The methodology is based on the following economic 
logic: an increase of the level of card penetration – 
expansion of banks’ resource base, decrease of real 
interest rates – expansion of consumption. 

Greater usage of electronic payment products added 
$983 billion in real (u.S.) dollars to GDP in 2008-2012 
($ 1.1 trillion in 2003-2008). Increased card usage 
contributed to average additional growth in GDP of 0.17 
percentage point per year across the 56 countries, which 
is equal to roughly 10% of average global GDP growth 
(1.8%) during that time period (15% in 2003-2008). In 
other words, without increased card usage, that growth 
would have been 1.6%, not 1.8%. The additional GDP 
growth is equivalent to creating 1.9 million jobs (4.9 mln 
in 2003-2008). 

Increased use of electronic payments added 0.8% to 
GDP across emerging markets and 0.3% for developed 
markets6. Emerging markets have had the greatest increase 
in GDP due to a high growth rate of card penetration. For 
example, a dramatic increase in card usage in China–from 

31% in 2008 to an estimated 56% in 2012–corresponded 
to a 1.7% increase in GDP (15% of overall economic 
growth) in that period. The same indicator is 0.18 (2% 
of total economic growth) for kazakhstan, 0.55 (8%) 
for Russia, 0.49 (8%) for Turkey, 0.18 (3%) for Czech 
Republic, 0.18 (9%) for norway, and 0.22 (10%) for the 
uS.        

Card usage raised consumption by an average of 
0.7%. This ratio made up 1.6% in emerging markets, 
and 0.4% in developed markets, including 0.25% in 
kazakhstan, 1.07% in Russia, 0.07% in Turkey, 0.36% 
in Czech Republic, 0.43% in norway, 0.31% in the uS. 
Card usage is likely to increase with a positive impact on 
consumption and economic growth in a medium-run as 
well. Thus, global consumption and economic growth are 
likely to increase by 0.25% and 0.16% respectively due to 
increased card penetration.    

There is a strong elasticity correlation between 
increased card usage and consumption, and economic 
growth. Thus, a 1% increase in card usage produces an 
annual increase of 0.056% in consumption and a 0.035% 
increase in GDP. For developed countries, the same 
metric constitutes a 0.042% increase in consumption 
and a 0.025% increase in GDP. For emerging markets 
the figure is 0.056% and 0.028% respectively. The 
greatest elasticity correlation belongs to China (0.129) 
and norway (0.112) in consumption and to Canada 
(0.061) and G.Britain (0.055) in production. The lowest 
elasticity correlation was observed in Rwanda (0.003) 
and India (0.007) on consumption, in Qatar (0.006) and 
ukraine (0.007) on production.      

Source: 
Moody’s Analytics, “The Impact of Electronic Payments on Economic Growth”, February, 2013.

Box 5. The impact of electronic payments on economic growth 

The number of payment cards increased 293 
thousand pcs and reached 5.301 million pcs 
over the quarter, which makes average 862.5 
pcs of payment cards per thousand (mature) 
persons. As of 01.07.2013 total card users 
are numbering 4.5 million persons across the 
country.

88% of payment cards are debit cards (out 
of which 55% social, 29% pay and 16 percent 
other cards), remainder 12% are credit cards.

Source: CBA   

6 Differences are related to the card penetration level accross countries, consumers’ reaction to the card infrastructure, etc. 
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Over the period 94.2% (AZn 4126 million) 
of total volume of transactions across the 
country were cash withdrawals, while 5.8% 
(AZn 254 million) were cashless operations. 

Internet-banking is expanding. Thus, in 

January-June AZn 171.4 million worth 28.3 
thousand pcs of transactions were executed 
through Internet-banking. AZn 283.3 thousand 
worth 19 thousand pcs of transactions were 
executed through mobile-banking.
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