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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.  
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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

SSC  –  The State Statistics Committee of the Republic of Azerbaijan

HHI  –  Herfindahl-Hirschman Index
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MF  –  The Ministry of Finance of the Republic of Azerbaijan

REER  –  Real Effective Exchange Rate

ROA  –  Return on Assets

ROE  –  Return on Equity

GDP  –  Gross Domestic Product

Acronyms



Financial Stability Review Q3/2013 

INTROdUCTION 

4

In January – September 2013 the Central Bank of the Republic of Azerbaijan 
implemented its financial stability policy amid fragile growth in the world 
economy, lingering hefty global risks, relatively abated uncertainties in the world 
financial and commodity markets. 

The CBA targeted the optimum level of inflation, the stable exchange rate 
of manat, and amplification of development and sustainability in the banking 
– financial sector amid maintained macroeconomic stability and diversified 
economy.

With a view to preserve financial sustainability of the banking system, the 
CBA took measures to boost the risk management capacity of banks, improve 
the supervisory – regulatory system, and magnify the banks’ capitalization level. 
In parallel, the Bank focused on further financial intermediation of the banking 
system.  

The measures taken resulted in deeper development processes in the Azerbaijani 
banking system, and sustained financial stability over the period. The banking 
sector’s capital and liquidity positions remained benign, and banks expanded 
their resource base through sustainable sources.



Overview of the banking sector performance

1.1. Recent trends on global financial stability  

The global economy continued to grow aided 
by relatively subdued financial stability risks in 
the current year.    

Over the past six months the policymakers 
of DDCs succeeded in elimination of the 
two severest risks for the global recovery in 
a short-term horizon: (i) disintegration in the 
Eurozone; and (ii) hefty budget cuts in the 
USA to result from the fiscal cliff.  

Albeit relatively improved outlook for 
DGCs, the growth follows uneven and diverse 
trajectory (Table 1.1.). Hence, while private 
demand is more dynamic in the US, it lies low  
in the Eurozone. 

Recovery of the lending and housing 
markets in the USA supports private demand. 
However, real GDP growth is projected to 
be 2% in 2013 due to more-than-expected 
budget consoloidation in the country. Budget 
consolidation in the Eurozone contains revival 

of the corporate sector and the activity of 
the population, the key reason for which is 
that banks offer restricted lending owing 
to capital shortfall and low profitability. 
Moreover, continuing budget consolidation, 
competition-related challenges and banks’ 
weak balance sheets have a downward effect 
on the economic activity. Given the above 
and other factors in the current year, the year 
over year decline in the GDP growth rate is 
assumed to be 0.25 percent. The real GDP 
growth rate in Japan is projected to reach 
1.5% by the end-year as a result of fiscal and 
monetary stimuli. 

In general, the effect of factors, containing 
the economic activity in DDCs is projected 
to gradually wane. According to analytics, 
fragile economic revival observed in the first 
half of the current year is likely to surge by 
the yearend. The GDP growth rate in DDCs is 
projected to be slightly over 2% in the second 
half of 2013 and equal 2.5% in 2014. The US 
economy will drive economic growth. 
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Table 1.1. Real GDP components in DDCs, % (annual change)

Average Projection

1995-
2004

2005-
2014 2008 2009 2010 2011 2012 2013 2014

Private consumption expenditures, % (annual change)
ddCs 3.0 1.4 0.0 -1.2 2.0 1.5 1.0 1.1 1.8
  USA 3.7 1.6 -0.6 -1.9 1.8 2.5 1.9 2.0 2.3
  Euro zone - 0.4 0.4 -1.0 0.9 0.1 -1.3 -1.0 0.8

Public consumption, % (annual change)
ddCs 2.2 1.1 2.1 3.3 1.2 -0.5 0.1 -0.7 0.7
  USA 2.1 0.4 2.2 4.3 0.9 -2.3 -1.3 -3.1 1.2
  Eurozone - 1.1 2.3 2.6 0.7 -0.1 0.0 -0.2 0.1

Source: IMF
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DGCs and transition economies witnessed an 
accelerated economic activity over the period.

Stable consumer demand and revived export 
contributed to economic growth in these 
countries.  The real GDP growth rate in 
DGCs is projected to be 5.3% in the current 
year and 5.7% in 2014. However, certain 
factors are expected to have a downward effect 
on the economic recovery. Thus, sluggish 
growth of demand in the Eurozone – the 
key export market for developing European 
countries, restricted bank lending channels, 
banks overloaded with toxic assets and non-
completion of public finance remediation 
will contain economic growth in Europe. On 
the other hand, developing Asian countries 
are widely sensitive to continuing monetary 
stimuli in the US (QE3). Termination of the 
QE3 program will trigger long-run interest rate 
upswings, which refreshes the risk of elevated 
debt servicing expenses of the corporate and 
public sectors.  

Leading financial institutions in their recent 
releases1 project 3 ¼ percent global economic 
growth by the yearend and 4% in 2014 ( Table 
1.2.).

The situation in financial markets is of the 

key factors, which support economic recovery. 
Financial markets have been undergoing overall 

growth since mid-2012. Directive interest 
rates, in general, are adequate to expectations. 
Central banks of a number of countries (both 
DDCs and DGCs) eased the interest rate policy 
to support economic dynamics (Chart 1.1.). 

The dynamics of financial markets and 
processes in the real sector reflect slight 
abatement of financial stability risks.  

i) Securities quotes rose about 15%, while 
volatility declined to the level of 2008 (Chart 
1.2.). Although issue of high yield bonds in the 
USA considerably exceeds the pre-crisis level, it 
does not cause the investment boom. 
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Table 1.2. GDP growth rate, % (y.o.y)

Projection Vis-a-vis January, 
2013 

2011 2012 2013 2014 2013 2014
World economy 4.0 3.2 3.3 4.0 -0.2 0.0
ddCs 1.6 1.2 1.2 2.2 -0.1 0.1
  USA 1.8 2.2 1.9 3.0 -0.2 -0.1
  Eurozone 1.4 -0.6 -0.3 1.1 -0.2 0.0
  Japan -0.6 2.0 1.6 1.4 0.4 0.7
DGCs 6.4 5.1 5.3 5.7 -0.2 -0.1
  CEE 5.2 1.6 2.2 2.8 -0.3 -0.4
  CIS 4.8 3.4 3.4 4.0 -0.4 -0.1
  Developing Asia 8.1 6.6 7.1 7.3 0.0 -0.1
  Latın America and Caribbean 4.6 3.0 3.4 3.9 -0.3 0.0

Source: IMF

1 IMF World Economic Outlook April 2013

Source: IMF
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ii) Sovereign spreads of the Euro zone 
periphery shrank. However, it cannot be 
reckoned sustainable due to lingering 
uncertainties in Italy and Cyprus and highly 
volatile financial markets. On the other hand, 
the volume of lending in the Euro zone tend 
to decline and lending standards tend to 
tighten.

iii) Risk spread of public and corporate debts 
of DGCs receded, which attributes to  recovery 
of capital flows. Issue of bonds and syndicated 
loans peaked. However, albeit   improvements 
in financial markets, the bank lending channel 
remains slack (Chart 1.3.).

Gradual recovery of bank lending in the 
USA and high enough tight lending rules are 
prone to ease. The subdued market risk,  price 

hikes in the real estate market, high cost of 
households assets, banks’ amplified balance 
sheets and profitability additionally contribute 
to moderate financial terms. However, debt 
burden of the population is still high. 

Given the above, interest rates are likely 
to remain low in most DDCs. It will trigger 
more dynamic growth of bank lending amid 
an ongoing trend of subdued financial stability 
risks. The newly approved program aims at 
creating supplementary monetary stimuli for 
the Japanese economy and easening of the 
monetary policy to hit the 2 percent inflation 
target.  

In a number of DGCs and emerging 
markets the high lending and activity stick 
together. Although increased interest rates and 
introduction of macroprudential tools decrease 
credit growth rate in certain countries, the 
rate of indebtedness in a number of Asian and 
Latin American countries remains high, and 
the credit-to-GDP ratio rises.

Accordingly, financial stability risks are 
under transformation (Chart 1.4.).

Macroeconomic risks overall remain 
steadfast, despite moderate global economic 
growth expectations. Moreover, factors, 
containing global economic growth, are up-to-
date.
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High interest rates and risk premiums 
translate into additional volatility in financial 
markets triggering liquidity and market risks.

DGCs are exposed to high risks, the reasons 
for which are weak outlook for economic 
growth, non-friendly foreign environment, and 
sensitivity to internal and external shocks.

Low risk appetite leads to accelerated capital 
outflows from certain DGCs (Chart 1.5.).

Credit risks remained unaltered at large, 
which mainly relates to the quality of assets and 
laggard elimination of risks, surfaced during the 
crisis.

The monetary and financial condition did 
not alter and is supportive. However, high risk 
premium in DGCs tightens financial conditions 
there (Chart 1.6.).

Given the country-based specifics, 
international financial institutions recommend 
financial stability supportive measures.

i) The growth rate of the US economy paves 
the way to normalization of the monetary poli-
cy. To smoothly transition from the supportive 
monetary policy to the normal one, incremen-
tal volatility in markets, structural liquidity 
shortfalls and systemic fragility factors need 
to be managed,  and relevant policy measures 
taken. The adequate communication strategy 
is imperative to keep the society informed on 
the policy implemented and measures taken. In 
parallel, financial institutions need to be highly 
supervised.

ii) External pressures will be channelled 
to DGCs through government securities and 
liquidity shortfall in the FX market. Shifts 
in investors’ risk appetite lead to the risk of 
high capital outflows. Given the above, these 
countries are recommended to prevent high 
indebtedness of the corporate sector and the 
population, and banking supervisory authori-
ties need to focus on banks’ foreign currency 
denominated lending. At the same time, to neu-
tralize rising volatility risks, macroeconomic 
imbalances need to be eliminated and adequate 
reserves created.

iii) It is a critical and complicated task to limit 
financial system risks in China. The country is 
recommended to restrict lending growth and 
reduce overheating in the real estate market and 
strengthen prudential regulation of financial 
institutions.

iv) It is critical to proceed with deleveraging 
and remediation of banks balance sheets and 
improvement of the financial architecture in 
the Euro zone. To this effect, in the first place 
it is recommended to introduce capital build-
up mechanisms; the ECB is recommended 
to continue with monetary stimuli, and the 
European Investment Bank with the lending 
support. 

Source: IMF

Source: IMF
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Experts think that the adequate response to 
particular economic policy tasks and economic 
reforms will ensure smooth transition to the 

normal monetary policy, the highly sustained 
financial system, accelerated economic growth 
and the remediated financial system.

Overview of the banking sector performance

Most banks failed during the recent global 
economic crisis enjoyed an investment grade before, 
which decreased confidence in rating agencies and 
questioned the quality of credit ratings. The ECB 
experts analyzed the quality of ratings issued for 
European and US banks in 1990 – 2011 by three 
rating agencies (Standard and Poor’s, Moody’s 
and Fitch). To note, the quality of credit ratings 
is defined with the gap between banks’ credit 
rating and  the frequency of expected default for 2 
upcoming years*. 

The study drew the following conclusions:
● The quality of a rating is counter-cyclic. 

Credit ratings become more meaningful at the onset 
of a financial crisis. 
● Expected default probabilities two 

years later for banks graded A- and above do 
not considerably vary. According to this finding, 
assets placed at highly rated banks need to be 
included to the same risk category. Under Basel 
II recommendations, exposures to financial 
institutions are assigned a 20% risk-weight if the 
external credit rating is between AAA and AA-, a 
50% risk-weight if the external rating is between 
A+ and A- and a 100% risk-weigh if the external 
rating for the lowest investment grades between 
BBB+ and BBB-.
● The bank size has a considerable effect 

on a credit rating. Large banks are rated higher in 
terms of default probabilities, as a result of which 

agencies heighten the dominancy of large banks and 
deepen the “too big too fail” problem. 
● Cooperative banks are rated high compared 

to others. 

The study suggests obtaining credit rating related 
data from alternative sources given low quality of 
credit ratings. To that effect, bank reports need to 
be accessible for the public. To note,  Bloechlinger 
Leippold and Maire (2012) showed that it is possible 
to qualify a credit rating of any company without 
additional cost through information disclosed to the 
public. The study concludes that  the dominancy 
of  large rating agencies in the credit rating 
market relates to their “privileged” role in banking 
regulation. To note, the US Dodd-Frank Act implies 
outsource particular segments of the rating market 
to not-for-profit institutions to lessen regulatory 
dependency on rating agencies in future.

* SRKF(a,i.t,k) =   
[GDT (i,t+k)-Credit rating (a,i,t)]

             (N-1)

where,
Credit rating (a,i,t) - t, i credit rating issued for 

bank by a rating agency;
GDT (i,t+k) - bank’s default frequency at an 

expected t+k;
SRKF(a,i.t,k) - absolute difference between these 

values.

Box 1. Quality of bank ratings

Source: 
Harald Hau, Sam Langfieldand, David Marques-Ibanez, “Bank ratings? What determines their quality?”, 
the European Central Bank, October 2012
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1.2. Macroeconomic processes in Azerbaijan

Over 9 months of 2013 amid benign foreign 
position and high internal demand the country 
economy continued to grow.

Over 9 months of the current year the 
foreign position of the country was favorable. 
According to the State Customs Committee, 
the foreign trade turnover constituted USD26.1 
billion, USD18 billion of which falls to the 
share of export, while USD8 billion to import. 
Over the reporting period surplus of the foreign 
trade balance was USD10 billion. The IMF 
projects the surplus of the current account 
balance to take 13% of GDP as of end-2013. 
The country is the leader in the CIS in terms 
of this indicator and takes one of the leading 
places among DGCs. The Fund’s estimates 
indicate that large scale surplus will also 
endure in a medium run.

According to the SSC, the size of foreign 
direct investment equaled USD4.3 billion, 
having climbed over 66% in January – 
September.

Country’s FX reserves rose USD3.3 billion or 
7% and constituted USD49.4 billion, sufficient 
for about three-year commodities and services 
import. FX reserves surpass  the external 
government debt by 9 times as much. 

Over 9 months of 2013 all components of 
the aggregate demand, including the final 
consumption expenditures, investments and 
high public expenditures had a positive effect 
on economic growth. Over the reporting 
period y.o.y. increase in money income of 
the population was 7.6%, while per capita 
money income rose 6.2%. Average monthly 
wages and salaries  having nominally risen 
6.8% made AZn413.8 against the relevant 
period of the previous year. Y.o.y increase in 
money income of the population being 7.5% 
constituted AZn23.1 billion.

 

Y.o.y. increase in total investments in 
9 months of 2013 grew 19% and made 
AZn11.8 billion, which equals to 27.7% of 
GDP. Investments to the non-oil sector rose 
16.4%. 

In 9 months of the current year GDP rose 
5.4% in real terms and nominally constituted 
AZn42.7 billion. Over the reporting period the 
non-oil sector posted 10.4% growth. The share 
of the manufacturing sector in  the value added 
was 2/3 and the service sector 1/3. The share of 
the non-oil sector in GDP was 56%; this sector 
made  6 p.p. contribution to the economy.

The Government, the CBA, as well as 
international organizations project ongoing 
economic growth in the country in the short 
run. 

In 9 months of 2013 price stability was 
maintained, and the level of inflation was 
within the target set by the CBA.

Source: SSC

Source: CBA estimates based upon the SSC data
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Average annual inflation was 2.3%. Prices in 
September rose 0.2% vis-a-vis the year launch, 
y.o.y. increase being 2.7%. 

In 9 months of 2013 the exchange rate policy 
targeted rebalancing demand and supply in 
the FX market and stability of AZn against 
USD on this basis. Amid large surplus of the 
country’s balance of payments, supply prevailed 
over demand in the FX market. However, the 

CBA sterilized USD1.67 billion worth foreign 
currency over 9 months to prevent extreme 
exchange rate strengthening and avert negative 
impact on the competitiveness of the non-oil 
sector.

Over 9 months of 2013 broad money supply 
kept pace with the demand of the economy, 
broad money supply gained 7.3%.
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2.1. Dynamics of key banking sector    
indicators 

In 9 months of 2013 the banking sector 
sustained growth dynamics and further escalated 
financial intermediation. 

As of the end-Q3 of the current year banking 
sector assets made AZn19400 million. Over 
the period bank assets rose AZn2870 million 
or 17,4%. Loans grew 20.4% against the early 
year and reached AZn14401 million as of 1 
October 2013, which accounts for 74.2% of 
bank assets.

Funds, banks attracted from the financial 
and non-financial sectors, climbed 2% and 
deposits of individuals rose 22% and reached 
AZn6237,4 million. 

Further financial deepening expanded the 
use of financial services. As of the end-Q3 
of the current year the Centralized Credit 
Registry collected data on over 1,8 million 
borrowers, which exceeds the early year 
indicators 20%. 

The banking system is less concentrated. 
The share of large banks (top 5 in terms 
of the volume of capital) assets shifted to 
54.1% from 57.8%, while the share in credit 

investment to the economy shifted to 54% 
from 57.8%. The Herfindahl-Hirschmann 
index2 (applied to estimate the concentration 
level in the banking system) displays a slight 
decline in concentration compared to the early 
year. 

Banks remained attractive for foreign inves-
tors due to continuing financial sustainability 
processes, higher capacity of bank administra-
tors, modernization of banking operations, and 
measures aiming risks regulation. In current 
9 months the number of banks with foreign 
capital was 22 and the volume of foreign capital 
investments to the banking sector reached 
AZn426,5 million as of 1 October 2013 having 
jumped AZn96 million (29,1%). 

Table 2.1. Growth rate of key banking sector indicators, %

 2011 01.10.2012 2012 01.10.2013
Assets 7.3 14.7 26.5 17.4
Loans 8.1 15.3 23 20.4
Deposits of legal entities 16.1 0.2 -0.2 -6.4
Deposits of the population 36.0 10.6 24.1 22
Aggregate capital 12.7 29 37 22.4

Source: CBA  

Source: CBA 

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

II.  DEVELOPMEnT OF THE BAnkInG SYSTEM

Financial Stability Review Q3/2013 
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The financial ombudsman (or public conciliator 
in financial markets) is the structure established 
to resolve disputes between financial institutions 
and individuals without applying to court. This 
structure mostly deals with problems in the banking 
sector, the securities market and the insurance 
sector.

The first financial ombudsman was established 
in England in 1981 as the Insurance Ombudsman 
Bureau. The first universal financial ombudsman 
was established in Germany in 1992. Currently 
there are financial ombudsmen in more than 40 
countries (Germany, England, France, netherland, 
Denmark, Lithuania, the SAR, Poland, Pakistan, 
Italy, Sri Lanka etc.). In some of them they function 
under the legislation, while in others based upon a 
mutual agreement with financial institutions. 

Only individuals may apply to the ombudsman, 
the service is free of charge. The Ombudsman 
service fee is paid by members of banks association.  
Application to the Ombudsman does not block off 
applying to court. However, in the process of 
dispute settlement the individual promises not to 
apply to law enforcement bodies. Prior to applying 
to the Ombudsman the individual should issue a 
complaint to a bank, which needs to be reviewed 
within 30 days. The Ombudsman and its employees 
inform the complainant on his/her duties and 
responsibilities and issue recommendations for the 
problem settlement. 

The financial ombudsman may assist in 
restructuring the debt (loan repayment terms – 
maturity, payment amount), debt re-financing 
(obtain a new loan to repay the existing loan). At 
the same time, it may review whether the lender 
is legitimate. Where banks do not concede to their 
customers and avoid dialogues with them people 
may employ financial ombudsman’s services. 

Internationally, an ombudsman operates in 
various forms. In England  it is considered to be a 
“big car”, its annual budget constitutes 100 million 
pounds at the expense of annual payments and one-
off  dues per complainant. The staff  includes 1000 
persons who review up to 1 million applications 
per year. 

Germany observes a slightly different design. 
The institution reviews only written applications, 
the office hosts only 10 employees. The financial 
ombudsman’s budget is about EUR 1 million.

In Russia this structure has been established by 
the Banks Association and has been functioning 
since 2010 on a contractual basis. This structure has 
entered into contract with 26 financial institutions. 
7682 persons applied to ombudsman from October 
2010 to July 2012  of which  3946 cases were 
settled. 

Accordingly, the ombudsman institute is widely 
applied  in the West and experts find it useful 
both for banks and customers, since settlement of 
problems at court damages their reputation. 

Box 2. Who and what for is financial ombudsman?

Source:
Hosking, Patrick; Wighton, David. «The Times - Can you trust the Ombudsman?». London: Business.timesonline.co.uk. 2011

Development of the banking system
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The regional network of the banking – 
financial system kept expanding to increase 
access of economic entities to financial 
resources; nBCIs broadened activities and 
scope, along with banks. Thus, as of 1 October 
2013 functioning banks are numbering 43. In 9 
months of the current year banks launched 33 
new branches (total 683) and 5 new divisions 
(total 136). Half of functioning bank branches 
are located in regions.

The Bank continued to license nBCIs. The 
number of nBCIs shifted to 146 from 133. 
Over 9 months 9 new credit unions obtained 
licenses, credit unions currently are numbering 
111, 6 new credit institutions financed by 
international humanitarian organizations 
obtained licenses and their number reached 
34. Their branches are numbering 140 as of 1 
October 2013 (114 as of 1 January 2013). 

Over 8 months the number of branches 
of the AZERPOST LLC, which broadens 
population’s free access to banking – financial 
services remained unchanged (63 as of 1 
October 2013), the number of post offices 
reached 952 (945 as of 1 January 2013).

2.2.  Liabilities of the banking system

Over the period the resource base of the 
banking system primarily gained at the expense 
of funds attracted from the domestic market.

As of the end-Q3, 2013 banks liabilities rose 
16,3% (AZn2272 million) and reached AZn16247 
million. Also resources, banks attracted from the 
domestic market, having grown 11,5% increased to 
AZn11929 million, which accounts for 73.4% of 
total liabilities.  

Over 9 months of the current year deposits of 
the population rose 22% and reached AZn6237,4 
million; their share in banks’ liabilities made 
38.4% as of the end-period.

As of the end-Q3, 2013 the share of term 
deposits in total deposits being 79% made 
AZn4925,6 million. Economic stability, stable 
and sustainable banks, high confidence of the 
population in the banking system had an upward 
effect on the growth tendency of long-term 
deposits during the reporting period. Over 9 

Source: CBA 

Source: CBA 

Source: CBA 

Financial Stability Review Q3/2013 
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months long-term deposits rose 32,5% and took 
42% of total deposits.

As of the end-Q3 deposits in the national 
currency rose 28,6% and reached AZn3810,2 
million, which accounts for 61,1% of total 
deposits (58% as of the early year).

 The scale of deposits placed by non-residents 
jumped 27% vs the early year.

As of 1 October 2013 deposits of legal 
entities (financial and non-financial institutions) 
constituted AZn5692 million. The share of term 
deposits in total deposits of legal entities was 55%.       

The scale of funds attracted from non-resident 
banks and international financial institutions rose 

32.3% as of the end of 9 months and constituted 
AZn3003 million. However, the share of foreign 
funds in total liabilities (18.5%), despite slight 
increase, is lower than historical peaks. 

     
2.3.  Assets of the banking system

Over the reporting period use of financial 
services kept expanding. Lending remains the 
key active  bank operation.

Changes in banks assets (17.4% growth in 
9 months) mostly relate to credit investments. 
Credit investments made AZn14401 million 

Source: CBA 

Source: CBA 

Development of the banking system

Source: CBA 

3 *Survey findings are estimated by the “balance method”. The balance method is defined as the gap between the share of respondents answered “increase” (easening) in the 
number of total respondents with those answered “decrease” (“tightening”). The gap is called an index, marking any manifestation on a component and is estimated with 
percentage points. Index’s change ranges between -100 and +100.
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having increased by 20.4% in 9 months. The 
CBA survey suggests that demand for bank loans 
rose in current Q3, stemming from high activity 
in the non-oil sector. There is high demand 
for long-term large business loans. Individuals 
are increasingly in need of credit cards and 
mortgage lending. Banks are optimistic in terms 
of the upcoming quarter and project even higher 
demand. Out of consumer loans, there was slight 
easening in interest rates on and the maximum 
scale of standard loans.

Over the reporting period long-term loans 
contributed to increase in credit investments. 
Whereas short term loans declined 14,1% over 
the period, long-term loans gained 29%. As of 
1 October 2013 the share of long-term loans in 
the credit portfolio was 78.2% (70.6% as of 1 
January 2013). 

The currency structure of the credit portfolio 
underwent changes in 9 months. 

Hence, over the reporting period the growth 
rate of loans in the national currency (23.1% 
growth) prevailed over the growth rate of 
those denominated in the foreign currency 
(2.1% growth). As a result, the share of loans 
in manat in the credit portfolio shifted to 71% 
from 67%. 

Over current 9 months loans to legal entities 

issued by banks climbed 15.3% and made 
AZn8308 million as of the end-period (the 
share in the portfolio 57.7%). However, retail 
loans enjoyed a higher and more stable growth 
rate.        

Over the reporting period household loans (by 
banks) rose 32.2% and constituted AZn5307,5  
million as of the end-period.

In 9 months consumer loans (on all credit 
institutions) rose 32.5% and took 77.2% of 
household loans. 50% of loans to individuals 
relates to car and real estate loans.

Over the reporting period loans issued to 
individuals for real estate construction and 
repairs jumped 19,1% and as of  1 October 2013 
constituted AZn838 million. The share of these 
loans in the households credit portfolio was 
14.7% as of the end-period. Loans to individuals, 
engaged in entrepreneurship, rose 54% and took 
8% of households’ credit portfolio.

In current 9 months long-term loans to 
individuals rose 30.2% (on all credit institutions), 
whose share in total portfolio was 75% (AZn4 
257 million). 

In total, households account for over 1/3 of the 
banking system’s total credit portfolio. 

Compared to the previous reporting periods 
the key portion of loans to the real sector were 

Financial Stability Review Q3/2013 
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directed at the sectors, in need of longer-term 
loans. Thus, in 9 months loans to agriculture 
and processing rose 32%, transportation and 
communication 20.1%,  industry and production 
13.1%, construction and property 80.2%. Credit 
growth on plastic card operations was 70%.

In 9 months of 2013 credit institutions 
continued regional crediting. Over the period 
credit investments to regions rose 30%. Loans 
to regions in the national currency prevailed 
over foreign currency denominated loans as in 
previous periods and as of 1 October 2013 took 
76% of the credit portfolio. Long-term loans 
account for the major part of credits in regions 
(74.4%).

In current January – September bank invest-
ments to securities declined 1.1% and reached 

AZn1485,6 million as of 1 October 2013 
(AZn1503,6 million as of 1 January 2013). At 
the same time, the share of securities in assets 
also declined vs the early year and made 7.7% 
(9.1% as of the early year) as of 1 October 
2013.  

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

Sector
01.10.13

Growth in 9 month, %
AZn million Share in credit portfolio, %

Trade and services 2 196.7 15.3 -17

Households 5 307.5 36.9 32.2

Agriculture and processing 705.1 4.9 32

Construction and property 2 283.8 15.9 80

Industry and production 1 467.4 10.2 13.1

Transportation and communication 515.5 3.6 20.1

Other 1 925 13.2 8.8

Source: CBA 

Table 2.3. Loans and deposits on regions (excluding Baku), AZN million

date
Credit investments deposits

Total in AZn in foreign currency Total in AZn 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

01.10.2013 2 004.3 1523.8 480.5 432.6 330.3 102.3

 Source: CBA 

Development of the banking system
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2.4.  Financial indicators of the banking sector 
performance 

Over the reporting period financial indicators 
of the banking sector were overall positive. 

In Q3, 2013 banks generated AZn263.9 
million worth profit. net profit after taxes 
constituted AZn246.7 million.

Profitable banks numbered 38 (33 as of 
01.10.2012), while those operating with loss 
numbered 5 (10 as of 01.10.2012).

Over first 3 quarters of 2013 profit growth 
in commercial banks is attributed to the high 
lending activity and better assets quality.

Over the period y.o.y. increase in banks’ 
interest income on loans to customers  was 
33.2% (AZn1100,5 million as of Q3, 2013, 
AZn826,2 million as of Q3, 2012). The interest 
income to average assets ratio made 8.2% as of 
Q3.

Income from other interest bearing operations 
(interbank exposures, investments and financial 
leases) rose 17.7% and made 0.7% against 
average assets. 

In January – September y.o.y. increase in 
banks’ total non-interest income was 16% and 
made AZn310,9 million. non-interest income 
primarily sourced from commissioning fees on 
accounts servicing, income from FX operations 
and other commissioning fees.

Overall, y.o.y. increase in banks total income 
in current January – September (interest and non- 
interest) was 28.2%. 

Over the period interest expenses made 
AZn604.5 million, which include interest 
expenses on term deposits and loans from other 
banks. Y.o.y. increase in the interest expenses 
to average assets ratio  being 0.1 p.p. made 
4.5%.

In January – September non-interest ex- 
penses rose 21.2% and constituted AZn524.8 
million. The non-interest expenses to ave-
rage assets ratio was 3.9%. Bank’s total 

Source: CBA 

Financial Stability Review Q3/2013 

Table 2.4. Profit structure, AZN million 

 Q3, 2012 Q3, 2013 Change,  %  

Interest income 862.2 1100.5 33.2

Interest expenses 3906 604.5 21.5

non-interest income 268 310.9 19.4

non-interest expenses 433.2 524.8 21.2

Total income 1173.3 1504.5 28.2

Total expenses 912.7 1129 23.7

net operational profit 260.7 375.2 43.9

Deductions to loan loss provisioning 158.2 111.3 -30

Source: CBA
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expenses (interest and non-interest) grew 
23.7% (AZn216,7 million) and constituted 
AZn1129,3 million. 

Compared to first 9 months of the previous 
year deductions to loan loss provisioning 
declined 30%, which is indicative of better 
assets quality – low reserves decrease banks’ 
aggregate expenses and increase banks’ net 
profit. 

In current half year banks’ profitability 
boosted. ROE reached 14.3%. High ROE 
relates to better assets quality and considerable 
reduction in the scale of deductions to loan loss 
provisioning. As of September 2013 ROA was 
1.85%. Profitability indicators did not enjoy 
hefty growth over the year.

In general, the banking system’s capital 
multiplier4 equaled 8,5 over the year, which is 
indicative of stable leverage accumulation in 
banks. 

As of current Q3 net interest margin5 shifted 
to 3.9% from 3.5%, since growth in net interest 
income prevailed over growth in average income 
bearing assets. 

2.5.  Capital of the banking sector   

Over the period the capital base of the banking 
system continued to strengthen,  system’s capital 
adequacy indicators were favorable.

As of the end-period banking system’s 
aggregate capital rose 22.4% or AZn578 
million and reached AZn3160,2 million. 
As in previous quarters of the current year 
the key driver of aggregate capital growth 
(80.4%) was authorized capital. Thus, the 
paid-up capital climbed AZn420 million or 
20%, while reserves rose 18.8% (AZn35,9 
million). Investments to shares of subsidiaries 
and other credit institutions, and non-tangible 
assets increased 9% and constituted AZn329,7 
million (AZn302,6 million as of the early 
year). 

The capital adequacy of the banking sector 
was above the threshold (12%) and made 
17.3% over 9 months.

As of the end-current Q3 Tier I Capital gained 
0.4 p.p. and made 13.4%, which surpasses the 
threshold (Tier I Capital adequacy ratio – 6%) 
over 2 times.

2.6.  Interest rates in banks

Over 9 months of 2013 average weighted 
nominal interest rates on national and foreign 
currency denominated loans and deposits 
declined.

Source: CBA Source: CBA

4 Capital multiplier – assets/capital, or ROE/ROA, indicates the share of assets per manat of capital.  
5 net interest margin - (net interest profit)/( average interest bearing assets)
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Y.o.y decrease in average interest rates on 
loans in AZn was 1.3 p.p. and made 14.14%. 
In the same period nominal average interest 
rates on deposits in AZn shifted to 9.45% 
from 10.21%. Interest rates on foreign currency 
denominated loans and deposits respectively 
declined 1.1 p.p. and 0.5 p.p. Average interest 
rate spread in AZn was 4.7%, while in foreign 
currency it was 4.4%.

Average weighted interest rates on newly 
issued loans and attracted deposits, as well as 
interbank loans contracted (Chart 2.13.). 

As of end-September 2013 interest rates on 
interbank loans in AZn contracting 0.7 p.p. 
compared to the early year made 8.4%, while in 
foreign currency this indicator made 4% upon 
1.6 p.p. decline.

Source: CBA
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In Q3, 2013 risks in the banking system 
remained on a manageable level. Better term 
and currency structure of banks’ deposit base 
contributed to the manageability of liquidity.

Over the reporting period owing to revived 
lending activity, despite slight decline (11%) 
in the share of liquid assets in total assets 
relative to the early year,  it remained above the 
threshold (10%). As of the end-quarter the share 
of liquid assets in current liabilities was 56.8%. 
Instant liquidity ratio was 63.4% (67% as of 1 
January 2013), which is in harmony with the 
CBA requirement (the threshold – 30%).

Average daily balance of highly liquid assets 
increased AZn241.5 million (11.3%) relative 
to the early year and constituted AZn2112,1 
million. 

As of 1 October 2013 the share of cash funds, 
nostro accounts, and state treasury bills in the 
structure of liquid assets respectively was 39%, 
19% and 14.3%. The share of banks accounts 
with the CBA in liquid assets was 28.3% as of 
the end-period. 

Over the reporting period banks managed the 
liquidity risk through maintaining an acceptable 
duration gap between assets and liabilities. Banks 
reduced the gap between up-to-90-day assets and 
liabilities to balance the liquidity risk. At the same 
time, while the gap over 90-180 days and 365 days 
is higher due to elevated lending activity, it is far 
above the threatening level. 

The currency structure of assets and liabilities 
was balanced to minimize the exchange rate 
risk. Thus, as of 1 October 2013 the share of 
foreign currency denominated assets in total Source: CBA

Source: CBA

Source: CBA

III.  RISkS In THE BAnkInG SYSTEM

Risks in the banking system
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Volatile financial markets force financial institutions 
to use and improve techniques, managing the interest rate 
risk. Since changes in interest rates have a huge effect on 
banks’ balance sheets and in parallel on interest income, 
banks attach great importance to management of assets 
and liabilities. To this effect, banks are always focused on 
immunization6. Interest rate swings impact banks’ capital, 
changing the market value of assets and liabilities. Duration 
gap enables managers to measure this impact and determine 
the extent of the potential interest rate risk. Duration gap 
and the link between net assets and liabilities are calculated 
through the following two equations:

DUR gap =  DUR a  –  ( L
A         ×  DURl  )                                 

∆ΝW ≈ – DUR gap×     ∆i
  A                            (1+i)

Where L – market value of liabilities, A – market value 
of assets, NW net assets, i interest rate, DURa and DURl 
respectively duration of assets and liabilities.

The first equation uses duration of assets and liabilities 
along with their market value. We may calculate how 
net worth will be affected by interest rate swings upon 
determining the duration gap; e.g. if the duration gap is 
positive (duration of assets is larger than the duration of 
liabilities), when interest rates drop, banks net worth will 
gain. For other scenarios see the table below: 

Banks identify through the duration gap how effectively 
they are immunized. While financial institutions use more 
complex models when measuring the interest rate risk, the 
duration gap helps managers have an initial understanding.

Box 3. Duration gap

Source: 
Armeanu D., Obreja C., Florentina B., Interest Rate Risk Management using Duration Gap Methodology, 2008

assets was 33.3% (34.1% as of 1 January 2013), 
while liabilities took 45,4% (44,3% as of 1 
January 2013 ) of total liabilities.

Over current 9 months quality of the credit 
portfolio was on an acceptable level, while 
credit risks on a manageable level.  The share 

of nPLs in total loans relative to the early year 
shifted to 5.5% from 6.2%. 

A manageable liquidity level and ongoing 
capitalization in banks elevate system’s 
sustainability against possible shocks. 

Duration 
gap

Interest rate 
changes

Changes in market (economic) value 

Assets Liabilities Capital

Positive Rise drop > drop → drop

Positive drop Rise > Rise → Rise

Negative Rise drop < drop → drop

Negative drop Rise < Rise → Rise

Zero Rise drop = drop → Zero

Zero drop Rise = Rise → Zero

6 Immunization- the strategy that ensures that a change in interest rates will not affect the value of a portfolio (assets, liabilities and indirectly share capital).
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The vital sub-sector of the financial sector of England 
hosts 534 thousand employees. Retail banking accounts 
for 75% of employment – 398 thousand persons, while 
corporate banking employs 136 thousand persons. London 
is considered to be the heart of corporate banking – 42% 
of relevant employees concentrated here. As a result of the 
global crisis the employment level in the corporate sector 
tends to decline due to redundancy. 

The conducted survey suggests that employees engaged 
in retail banking lack skills. Unlike corporate banking, retail 
banking enjoys high competitiveness relative to other retail 
service sectors (e.g. mobile phone and computer sale) with 
respect to attraction of qualified and skillful specialists. 77 
percent of respondents from retail banking covered by the 
survey mentioned lack of skills.  

Bank managers involved to the survey noted that 
employees in retail banking lack the following skills – 
low knowledge on the sector, self-motivation, positive 
management, business ethics, and proper identification of 
customer needs. Managers engaged in customer services 

lack the following skills – dynamic maneuvering (positive 
change), proper customer relationship, proper evaluation of 
risk, awareness of international practices and business ethics. 

Staff in corporate banking is more qualitative than 
in retail banking. The sector’s competitive motivation 
system, higher reputation,  use of more progressive methods 
in management enable to attract highly skillful persons. 
Increasingly more employees in the corporate banking have 
CFA (Charted Financial Analyst), CRM (Certified Risk 
Manager) certificates, which stimulate high staff quality. 

Along with the above, this sector also faces certain 
restrictions. Respondents mentioned the following 
challenges: lack of qualitative candidates (45%), problems 
in spotting manager fit candidates (33%), competition with 
other sectors on staff attraction (24%).  The key skills gaps 
in the sector are: weak mathematical – economical analytic 
skills among employees, low awareness on new banking 
– financial products, gaps in adequate risk evaluation and 
management, weak management and leadership.

Box 4. Strategic skills gaps and needs for the English banking sector 

Source: 
Strategic Skills Needs in the Financial Services Sector, A report for the National Strategic Skills Audit for England 2010, 
UK Commission for Employment and Skills. 

Risks in the banking system
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Over the period payment systems ensured a 
stable and uninterrupted operation. The scale 
and the number of transactions in the National 
Payments System (NPS) adequately responded 
to the economic activity in the country. 

Over 9 months, 2013 the nPS  handled 
total AZn94995 million worth 19,804 million 
operations. Y.o.y. increase in the number of 
operations was 4.2% (797 thousand pcs), while 
total volume climbed 12.4% (AZn10492 mln.).

Over the reporting period average daily 
number of payments was 100 thousand pcs and 
average daily volume made AZn480 million (in 
2012 respectively 96 thousand pcs and AZn427 
million).  

89% of cashless payments were handled 
through the AZİPS, total scale of which was 
AZn84369 million (365 thousand transactions). 
Total volume of transactions gained 10% 
(AZn7883 million) relative to 9 months of 
2012. The amount per payment order averaged 
AZn230 thousand. 

11% (AZn10626 million) of transactions 
were handled through the BCSS in terms 
of amount. In terms of number, the share of 
BCSS was 98.2% and made 19,439 million 
transactions over 9 reporting months, which 
prevails over January – September, 2012 32.5% 
(AZn2609 million) in terms of volume and 
4.2% (775 thousand pcs) in terms of number. 
Amount per payment averaged AZn 548. 

Commercial banks kept developing the 
plastic cards servicing infrastructure. 2 396 
ATMs and 35 152 POS-terminals across the 
country serviced plastic cards in January – 
September 2013. To note, the number of ATMs 
grew 6 percent over the period.

AZn6387 million worth 37,544 million 
transactions were handled through ATMs 
over the period. The number of POS-terminal 
operations was 7 434 thousand pieces, while 
their volume was AZn677 million.

The number of plastic cards increased by 
339 thousand pieces relative to the early year 
and reached 5,347 million pcs, which makes 

Financial Stability Review Q3/2013 
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Payment systems

The key goal of financial literacy programs across 
the world is to convey positive and negative sides of 
financial products to consumers, as well as stimulate 
the population to freely decide on the product in 
question. The relevance of the issue made certain 
countries (the Czech Republic, Australia, the SAR etc) 
increase efforts to formulate the national Financial 
Literacy Strategy. Since socio – economic and cultural 
growth vary across countries, there is no unified 
financial literacy strategy. Accordingly, international 
organizations recommend every country to formulate a 
country-specific financial literacy strategy.

In the USA, England, Canada and other countries 
financial literacy related issues are initiated by 
governments and regulated by independent structures 
designated to implement the national strategy (The 
Financial Literacy and Education Commission in the 
US, the Financial Consumer Agency of Canada, the 
Consumer Financial Education Body in the Uk etc.). 

International practice suggests that low financial 
literacy of the population firstly manifests itself in 
lack of qualitative information on financial services 
and inherent risks. Thus, measures targeting to raise 
financial literacy are differentiated on 2 models.

The ideology of Model One is that multi-numbered 
measures directed at diverse categories of the population 
related to banking services, pension provision, insurance 
and other issues, should be conducted through broader 
range of players (public authorities, central banks, 
commercial and non-commercial institutions). Such 

joint efforts are coordinated by public authorities and 
central banks, thus avoiding advertising emphasis of 
the data to be conveyed to the population. Joint efforts 
are financed through funds collected by co-players, 
particularly against funds of commercial organizations.

The ideology of Model Two is that financial and labor 
resources should not be spared for financial literacy 
events. High outcome of this model is generated 
through limiting the scope of issues to be conveyed 
to the population. In this case with the maintenance 
of subject relevant organizations, the number of 
event participants is lessened. As in Model One, this 
Model is also financed against funds of commercial 
organizations. 

Public authorities, commercial and non-commercial 
institutions should display concerted actions to 
positively settle financial literacy-related issues. The 
population may be optimally supplied with information 
in view of category specific requirements. Additionally, 
to provide the population with information firstly 
certain categories (teachers, journalists, those 
engaged in various financial arenas, etc) need to be 
trained, since they act as information sources for the 
population. One of the ways out to raise financial 
awareness of the population is to attract consultants, 
specialized in particular financial or economic fields. 
Such consultative services are costly, accordingly 
they are advised to be involved when using high risky 
operations and services for consumers (e.g. when an 
individual takes a mortgage loan).

Sources:

The Central Bank of the Republic of Turkey “Financial Awareness and Financial Education”  2010 
Shaun Mundy “Strengthening financial literacy in Azerbaijan” 2013 World Bank
OECD (2009a) “Financial literacy and consumer protection:overlooked aspects of the crises
”OECD/INFE(2012)”OECD/INFE high level principles on national strategies for financial education”

Box 5. How to raise financial literacy of the population: complex approach 

on average 891 payment cards per thousand 
(mature) persons. 

Internet-banking is also escalating. AZn54,9 
million worth 15,7 thousand transactions were 

handled through Internet-banking over the 
period. AZn441 thousand worth 4,5 thousand 
transactions were handled through mobile 
banking.
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