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On s6z - Milli Bankmn Idare Heyetinin sodri

On sz - Milli Bankm
[dare Heyatinin Sedri

2007-ci il Azerbaycanin sosial-iqtisadi inkisaf
strategiyasinin ugurla heyata kegirildiyi, dovlet
quruculugunun giiclendiyi, olkemizin beynalxalq
niifuzunun artdig ndvbeti illerden biri olmusdur. Oten
ilde Olkemiz regionun ve diinyanin on siiraetli inkisaf
edon Olkelerinden birine ¢evrilmis, bununla da inkigaf
etmis dovletlerin ve isgiizar beynslxalq teskilatlarin
diqget markezinds olmusdur.

Yiiksok iqtisadi artim dinamikas: 6lkenin moder-
nizasiyasi strategiyasmin daha siirotli realizasiyasina
asas yaratmugdir ki, bu da kecid igtisadiyyatli 6lkelore
xas olan "catch up" prosesinin (potensiala dogru siirotlo
iralileyis prosesi) silirotlonmesi demoekdir. Siiratli
iqtisadi artim Glkenin global iqtisadiyyata intensiv
inteqrasiyasl, iqtisadiyyatin modemlosdirilmesi, bazar
igtsadiyyatina kecidin derinlesmasi, iqtisadiyyatin
aciqliq deracesinin artmasi ve institusionallagma
prosesinin davam etmasi fonunda bag vermisdir.

Qlobal taleb, daxili istehlak ve investisiya foalliginin
yiikselmasi fonunda il erzinde ham neft, hom do qeyri-
neft sektorunda ikiroqemli inkisaf dinamikas: davam
etmisdir. Qlobal teleb iqgtisadi artimu siiretlendiren asas
amilo ¢evrilmis vo eyni zamanda Olkenin xarici
movqeyinde pozitiv deyisikliklore sebeb olmugdur.
Belo ki, diinya bazarlarinda neftin qiymatinin
ohomiyyetli artmasi ve milli mehsullara xarici telsbin
yiiksalmesi, neft-qaz strategiyasinin ugurla reallagdi-
rilmast Glkenin ixrac potensialmn artmasimi sertlen-
dirmigdir. Naticeds tediye balansinda yaranmig miisbet
saldo Olkenin beynalxalq investisiya movqeyinin
ohamiyyetli derecede yaxsilasmasina sebeb olmus,
Olkenin strateji valyuta ehtiyatlar 2 defoyedek artmis-
dir. .
Oten il genismiqyasl sosial-igtisadi layihelerin
reallagdirilmasi neft sektorunda kapitallasmanin ve
olkenin iqtisadi infrastrukturun esasli tokmillogmesini
tomin etmisgdir. Yiiksok iqtisadi artimin ve investisiya
foalligmin davam etmosi naticesinde 6lkeds yoxsullug
soviyyasinin ohemiyyetli derscede azalmasina nail
olunmugdur. Shemiyyaetli kapital axini, hamginin
yiksek daxili istehlak soviyyesi Olkede maliyye
vasitogiliyinin doerinlegmesi prosesini stimullagdir-
musdir.

Osasen daxili menbalor hesabina artan investisiyalar
baglica olaraq qeyri-neft sektorunun ve sosial
infrastrukturun inkisafina ydneldilmisdir. Investisiya
foalligy is yerlorinin davamli olaraq artmasma, emek
bazarmda mobilliyin canlanmasina sebeb olmusdur.
Masgulluq siyasetinde garstya qoyulan esas vazife -
600 min i§ yerinin agilmasi programinin realizasiyasi 1
il tez, yoni 2007-ci ildo tamamlanmigdir. Yeni is
yerlorinin daha cox regionlar iizre diversifikasiyasi
ayalotlorde do ohalinin mesgullug seviyyesini
yiikseltmisdir.

Ixrac neft golirlorinin fiskal kanallar vasitesile
igtisadi inkisafa transformasiyasi yola saldigimiz ilde
makroiqtisadi tarazlifa tesir gdstoren baglica amil-
lorden olmusdur. Yiiksek fiskal-investisiya ve istehlak
fealligt mecmu tolebin genislonmesini gortlondirmis,
naticode toleb ilo toklif arasinda tarazliq seviyyesi
shemiyyatli doyismisdir. Bu seraitde iqtisadiyyatda
qiymetlerin saviyyesinin deyismesi bag vermisdir.

Qlobal inflyasiya proseslorinin foallasmasi, ABS
maliyye sisteminde ve diinya bazarlarinda qeyri-
sabitlik do Olkodaxili inflyasiya prosesine tasir
etmigdir. Xiisusen, neftin yiiksok qiymeti fonunda ve
diger global amillerin tesiri altinda idxal mallarnin
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Foreword -

Governor

of the National Bank

In 2007 Azerbaijan continued to emerge as a power-
full state and successfully conduct its socio-economic
development strategy strengthening its international
influence.

Last year our country performed rapid growth rates,
both regionally and globally, whereby it drew and
maintained attentions of developed countries and inter-
national business communities.

The high growth rate of the economy allowed for put-
ting the country's modernization strategy on a faster
track, which implies further acceleration of the catch up
process typical for transition economies (rapid progress
towards the full-blown realization of the country's
potential). The high-paced economic growth was set
against the backdrop of the country's intensive integra-
tion into the global economy, modernization of the
economy as well as more profound migration towards a
market-based economy and institutionalization process.

As the global demand, domestic consumption and
investment activities grew and expanded the country
showed a two-digit furtherance of development, which
covered both the oil and non-oil sector. The global
demand transmuted into one of those factors that have
an impact on the economic growth whilst causing the
country's foreign position to change in a positive way.
And so, as the world market oil prices rose considerably,
matching the growth of foreign demand for the domes-
tic produce coupled with the success of the oil and gas
strategy, the country's export capacities increased dra-
matically. The resulting surplus of the balance of pay-
ments has substantially improved the country's interna-
tional investment position, whereas the national strategic
foreign exchange reserves rose by up to 2 times.

A portfolio of broad-scale socio-economic projects
boosted the oil sector capitalization, and underpinned
the considerable improvement of the country's eco-
nomic infrastructure. With high economic growth rates
and ongoing investments the poverty level in the coun-
try fell further down. Financial intermediaries gained
an impetus for a stronger growth rooted in the consid-
erably capitalized economy aligned with an increasing-
ly high level of domestic consumption.

Major investments funded mostly from domestic

sources are used primarily to stimulate and support the
non-oil sector and social infrastructure in developing
and expanding. Investment activities helped in creating
new jobs and employment opportunities while enhanc-
ing the labor market's mobility on an ongoing basis.
The overarching goal of the national employment poli-
cy, 1.e., the social mission of creating 600 thousand new
jobs was accomplished one year ahead of the scheduled
completion, that is, in 2007. A stronger emphasis was
put on attaining regional diversification of workplaces,
which also sustained employment in rural areas.

Channeling export oil revenues into economic
growth via fiscal arrangements was a major determi-
nant of the macroeconomic balance last year. The high
level of fiscal, investment and consumption activities
fueled the rise of aggregate demand, thus shifting dras-
tically the demand-supply balance. Prices began
changing in such economic circumstances.

As inflationary processes gained momentum across
the world aligned with the winding up of the crisis of
the US financial system and the US Dollar's particular-
ly impaired stance throughout the world markets have
also had an upwardly effect on the domestic inflation
rate. In particular, by rising up to considerably high
points in yet a high oil price environment, with other
global factors stepping in as well, preies led to "import
of inflation" and have had a material effect on the
domestic inflation rate. However, actions were devised
and taken that aimed at ensuring that individual nomi-
nal cash revenues stay above the inflation rates.

In this context, the National Bank's tactical efforts in
2007 sought to optimize the balance of risks that might
pose a threat to the macroeconomic stability of the
country. All round the year, the National Bank made
attempts at mitigating and alleviating the impact of the
economy overheat on macroeconomic and financial
stability by deploying the monetary and exchange rate
policy tools along with prudential regulation.

As the excessive foreign exchange supply rose con-
siderably, Manat appreciated against the US Dollar;
however, the National Bank's currency market inter-
ventions sought to keep the appreciation rate at bay so
as to preserve and maintain financial stability. The
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bahalagmasi bag vermis, beloliklo daxili inflyasiya
soviyyasine shemiyyatli tesir gostermisdir. Lakin, il
orzinde ohalinin nominal pul gelirlerinin inflyasiya
tempini shemiyyatli iistolomesi temin edilmisdir.

Bu geraitde 2007-ci ilde Milli Bankm taktiki
makroiqtisadi tenzimlems tadbirleri makroiqtisadi
sabitliys tehliike yarada bilacek risklerin optimal idara
olunmasina yonalmigdir. Milli Bank il arzinds pul ve
mezenna siyaseti ve prudensial tenzimlems vasitesile
iqtisadiyyatin tebii heraretlonmesinin makroiqtisadi ve
maliyye sabitliyine tesirlerini neytrallagdirmaga
calismigdir.

[zafi xarici valyuta teklifinin ohemiyyotli artmas
soraitinde manat ABS dollarina garst méhkemlonmis,
lakin Milli Bank valyuta bazarina miidaxile etmoklo
mohkemlenms tempini tenzimlemis ve bununla ma-
liyyo sabitliyini ve qeyri-neft sektorunun reqabet
gabiliyyetliliyini qorumusdur. Eyni zamanda Milli
Bank pul siyasetinin emseliyyat mexanizmlorini tok-
millesdirmis, 0ziiniin faiz siyasetini antitsiklik vasite
kimi foallagdirlmis, sterilizasiya siyasotini davam
etdirmis vo hokumatle birlikde kapitalin 6lkaden ¢ix-
mast rejiminin daha da liberallagdirilmast istiqgamatinda
todbirler goriilmiisdiir.

Oten il bank sektorunun inkisafi sahesinde hoyata
kecirilen tadbirler naticesinde maliyys sektorunda
yiksek artim dinamikasi ve iqtisadi subyektlorin
maliyye xidmeatlarine ¢ixig imkanlarmin genislonmasi,
maliyya vasitagiliyinin derinlegmesi prosesi davam et-
misdir. Banklarin beynelxalq reytingi ve etibarliliq
deracesi yiikselmis, neticeds bunlar iri hacmdae xarici
vosaitlor colb ederok yerli sahibkarligin inkigafina
yonaltmisler.

Elman Ristomov
Milli Bankin Idare
Heyatinin sodri

Omansatlerin sigortalanmasi sistemi ise diismiis vo
bununla shalinin bank sistemine olan inami daha da
artmigdir. Noticodo ohalinin bank emanatlarinin
yilksek dinamikast 2007-ci ilde do davam etmisdir. {lin
avvelinden denominasiya prosesi yekunlasmis ve yeni
manatin yegane Odonis vasitesi kimi dovriyyesi
baglanmigdir. Denominasiya ehalinin milli valyutaya
inaminin artmast va dollarlasma seviyyasinin azalmast
formasinda 6zilinii gostormays baglamisdir.

Ohalinin menzil teminatinin yaxsilagdirilmast li¢lin
hals 2006-c1 ilden baglamlmis giizestli dovlet ipoteka
programunin ilkin fazasi ugurla hayata kegirilmis, onun
novbeti fazasma kecid tomin edilmisdir.

Iqtisadiyyatm sigrayish inkisafi makroiqgtisadi idare-
etmoanin miihim elementi olan monetar idaraetmenin
tokmillegdirmesi, habele bank sisteminde islahatlarin
dorinlegmasi vo daxili institusional potensiali giiclon-
dirmasi sahasinde yeni inkisaf prioritetlorini zeruri
edir. Bu prioritetlorin ortamiiddetli dovrde reallas-
masini tomin etmok mogsadilo Milli Bank 2008-2010-
cu iller liglin Oziiniin strateji foaliyyat programini for-
malagdirmus, bu esasda novbeti strateji dovrde bankin
foaliyyatini hamin prioritetlore istiqametlondirmisdir.

Beloliklo, 2007-ci ilde Milli Bank son derece
dinamik bir daxili makroiqtisadi situasiyada ve global
amillerin 6lke igtisadiyyatina tesirinin giiclendiyi se-
raitdo pul siyaseti {izre miieyyen olunmus hodoflori
realize etmigdir. Eyni zamanda cevik idareetme
osasinda maliyye sabitliyi qorunub saxlanmus, diger
vozifo vo funksiyalarm yerine yetirilmosi istiqgame-
tinde miihiim institusional iglor goriilmiisdiir.

ol Ay,
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National Bank has streamlined the operational frame-
work of the monetary policy, while activating its inter-
est rate policy in a contractionary manner and proceed-
ing with its sterilization policy, and, in conjunction
with the government, further liberalized the capital
account.

The fast-paced progression of the financial sector
and broadening access of economic agents to financial
services coupled with the enhancement of financial
intermediation were continued during the year. Banks
upgraded their international ratings and improved their
credibility, which, ultimately, was most helpful in
drawing huge amounts of foreign funding to be used
for support to enterprise development.

A deposit insurance scheme was set up and put in
place in order to enhance public confidence in the bank-
ing system. The denomination was completed earlier in
the year and the New Manat became the sole and exclu-
sive legal tender. The denomination helped increase the
people's reliance on the national currency, which
showed through a decrease of the Dollarization level.

The first phase of the privileged/discounted state
mortgage program, which started back in 2006 and was
designed to improve the people's housing conditions,
has been successfully completed and the next phase
was launched.

Elman Rustamov
Chairman of the Board
The National Bank of Azerbaijan

O

The considerable growth of economy requires set-
ting new development priorities to improve the mone-
tary policy and financial sustainability management
that represent an important element of the overall
macroeconomic policy, and to expand the banking
reforms and build up the domestic institutional capaci-
ty. To realize these prioritized tasks over a mid-term
period, the National Bank developed its own strategic
activity program for 2008-2010 and will subject its
operations during the next strategic period to these pri-
orities.

Thus, in 2007 the National Bank managed to accom-
plish the monetary policy targets and goals in an envi-
ronment of extremely dynamic and volatile domestic
macroeconomic settings and stronger effects of global
factors upon the national economy. Furthermore, the
National Bank managed to retain financial stability due
to flexible and efficient management, and has made
substantive institutional arrangements to support per-
formance of its other duties and functions.

Qe A




Qlobal prosesler vo Azarbaycan igtisadiyyat:

[. QLOBAL PROSESLOR VO AZORBAYCAN
[QTISADIYYATI

1.1. 2007-ci ilde diinya iqtisadiyyatinda osas inkisaf
meyllori

2007-ci il bitovlikde diinya iqtisadiyyatinda 2006-
ct ilde Oziiniin pik ndqtesine ¢atmis global iqtisadi
tsiklin enig> dovriiniin baglangict kimi xarakterize
olunmusdur. Diinya emtes bazarlarinda bahalagma
ve ilin I yanisinda inkisaf etmis 6lkelerds (IEO) bas
vermis maliyye burulgam ile elagedar olkelerin
igtisadi artim siireti arasinda qeyri-barabarliyin
artmas1 IEO-in bazarlarinin Cenub-Serqi Asiya
(CSA) élkeleri torafindon moenimsanilmasine zemin
yaratmigdir.

III riibde nezeragarpacaq sicrayigdan sonra global
igtisadi artim IV riibde maliyye burulgani ile
olagadar olaraq shemiyyetli suretde yavasimigdir.
Buna baxmayaraq Beynelxalq Valyuta Fondunun
(BVF) qiymeatlondirmelarine asasen aliciliq qabiliy-
yoti pariteti (AQP) esasinda hesablanmis qlobal
iqtisadi artim tempi 2007-ci ilde 4,9% toskil etmisdir
ki, bu da 6ten ilden 0,1% bendi azdir. Iqtisadi artimin
zoiflomasine esas impuls [EO-den golmisdir.
Burada iqtisadi artim 3%-den 2,6%-o diisdilyii halda,
inkisaf etmokde olan olkelorde (IEOO) gismen
artaraq 7,7%-den 7,8%-o yiikselmis, naticads qlobal
iqtisadi artimin formalagmasinda onlarin istirak pay1
miivafiq olaraq, 25,2% ve 74,8% teskil etmisdir.
ABS, Avrozona ve Yaponiya kimi diinya iqti-
sadiyyatinmm lokomotivlerinin her birinde iqtisadi
gerilome qeyde alinmusdir. IEOO-de ise ixracin
artim tempi zoiflase de, iqtisadi ekspansiya davam
etmisdir. Biitovliikkdo, diinya iqtisadiyyati iigiin IEO-
de ticarat geraitinin pislosmasinin menfi effekti neft
ixrac eden Olkelerde golirlerin artmasinin stimullag-
diric1 effektini {istelomisdir.

Diinya xammal bazarlarinda qiymatlerin nezeraga-
rpacaq deracade bahalagmasi iimumi global iqgtisadi
artim tempini longiden miihiim amillerden biri
olmagla beraber, inflyasiya proseslorini do stimullag-
dirmigdir. Bununla belo IEO-in okseriyyetinde an-
tiinflyasiya todbirlerinin sartlegdirilmasi 6z seme-
rosini vermisdir. IEOO-do, xiisusile neft &lkelorindo

,‘.
o

qiymet artiminin shomiyyatli deracade siiretlonmasi
global riskleri yiikseltmisdir. Buna baxmayaraq
IE0O-in okseriyyotinde de makroiqtisadi siyasot
todbirleri sertlegdirilmigdir.

ABS-da ipoteka bohrani ve igtisadiyyatda tenazzil
gozlontilori TEO-do igtisadi artimi zoifleden baglica
amil olmugdur. Bu 6lkads iqtisadi artim 2,2% taskil
etmigdir ki, bu da son 5 ilde en asag1 seviyyadir.
Iqtisadi artim tempinin zeiflomesine baslica sebob
investisiya qoyuluslarinin, xiisusile do xarici in-
vestisiyalarin azalmasi olmugdur. Ferdi istehlak ve
ixrac ise iqtisadi artima zeif impuls veren amiller
gismindo ¢ixis etmigdir. Bununla belo ilin son ri-
biinde inflyasiya tozyiglerinin artmasi (4%) ile
olagedar olaraq fordi istehlakin artim tempi she-
miyyotli sokildo azalmigdir. Il erzinde dollarm
davamli ucuzlagsmasi ve daxili telebin zeif artimi
ticarot balansinda kesirin azalmasii sertlondir-
misdir.

Iqtisadi fealliga menfi tosir eden risklorin artmasi
ilo olagodar Federal Ehtiyat Sistemi (FES) faiz
deracelerini il arzinds bir nego dofo dayiserak asagi
salmigdir. Buna baxmayaraq orta ilik inflyasiya
tempinde do azalma miisahide olunmusdur (2,9%).
Eyni zamanda kredit standartlarmin sertlosdirilmesi
istehlak kreditlorine menfi tesir etmisdir. Iqtisadi
foalligin agag1 diismesi seraitindo igsizlik artaraq ilin
sonunda 5%-o ¢atmusdir.

Fordi istehlak xorclorinin, investisiyalarin ve xalis
ixracin artim tempinin agagi diismosi ile elagedar
Yaponiyada real iqtisadi artim zoifloyorek 1,9%-o
diismiisdiir. Dovlet xerclerinin sabitlogmesi iqtisadi
artima qismen tokan vermisdir. Fardi istehlakin zaif
arttimi omok haglarinin dinamikasinda miigahide
edilen durgunlugla alagedar olmugdur. UDM-in sahe
strukturunda osas lengidici effekt ABS-da oldugu
kimi Yaponiyada da tikinti sektorunda yaranmisdir.
Zolzoloye qarst binalarin davamliligini artirmagq
moagqsodile yeni standartlarin tetbiq olunmasi
neticosindoe tikinti sektoruna investisiyalarda azalma
2007-ci ilde daha da stiretlonmigdir.

Golirlor hesabinin yaxsilagmasi noticosinde
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[. GLOBAL DEVELOPMENTS AND
AZERBAIJAN'S ECONOMY

1.1. Major development trends in the global econo-
my in 2007

For the world economy, the year of 2007 was basical-
ly the turning point for reversal of the boosted global
economic cycle that had peaked in 2006. Rising prices
on the world's commodity markets and the ever-grow-
ing inequalities between developed countries (DC) in
terms of economic growth rates caused by the financial
turmoil that had struck these countries in the second
part of the year has enabled the South-Eastern Asian
(SEA) countries to settle in and take over the DC mar-
kets.

The global growth had considerably subsided in the
4th quarter due to a financial turmoil, immediately
after a major upward bounce in the 3rd quarter.
Nevertheless, the International Monetary Fund's
(IMF) assessments show that the global economic
growth rate, which is measured based on the purchas-
ing power parity, was 4.9% in 2007, and this is 0.1%
less than the last year's rate. DCs were the primary
determinants of the impairment of the economic
growth. While these countries had a growth rate set-
back from 3% down to 2.6%, developing countries
(DEC) showed a slight rise from 7.7% to 7.8%. As a
result, they accounted for 25.2% and 74.8% of the
overall global economic growth, respectively. The
locomotives, driving forces of the world economy
such as USA, Eurozone and Japan, all experienced
economic downturns. While DECs had lower export
growth rates, their economies still upsurged. In gen-
eral, trade impairments in the DCs, which had
adversely affected the world economy, surpassed the
stimulating effect of revenue increments in oil export-
ing countries.

In addition to its major contributory role in the
overall slowdown of the global economic growth, the
considerable increase of prices at the world raw mate-
rial markets also urged on the inflationary processes.
In parallel, stringent anti-inflationary measures that a
majority of DCs took helped gain the expected
results. With prices in DECs, especially oil producing

countries, rising, global risks rose too. Yet, most
DECs applied tighter macroeconomic policy meas-
ures.

The mortgage crisis and expectations of an eco-
nomic recess in the US practically underpinned the
impairment of economic growth in DCs. The US eco-
nomic growth rate was 2.2%, the lowest in the past
five years. The waning economic growth was cuased
primarily by cutbacks in investments, especially for-
eign investments whereas individual consumption
and exports acted as factors that gave a poor impetus
to the economic growth. In parallel, the rate of indi-
vidual consumption declined and downdrifted
intensely due to upswinging inflationary pressures
(4%) in the last quarter of the year. As the devaluation
of the US Dollar advanced during the year in a match
with languid growth of the domestic demand, the
deficit of the trade balance abated as well.

The Federal Reserve System (FRS) had to cut down
on its interest rates due to augmentation of risks that
adversely affect the economic activity. Still, the aver-
age annual inflation rate declined too (2.9%). In par-
allel, the application of more stringent lending stan-
dards had a negative impact on consumer lending.
The unemployment rate reached 5% by the end of the
year while economic activity waned and recessed.

Japan showed a weaker real economic growth rate,
which slipped down to 1.9% due to the lingering
growth of individual consumer expenditures, invest-
ments and net exports. Stabilization of public expen-
ditures gave a certain impetus to the overall econom-
ic growth. The low growth rate of individual con-
sumption was associated with a damp of wage
advancement. Just like in the US, the Japanese con-
struction sector was the one responsible for most part
of the lingering effect in the sector-based structure of
GDP. Curtailment of investments in the construction
sector furthered amplified in 2007 as a consequence
of introducing new standards designed to enhance the
aseismic stability of buildings.

As the revenue account improved, the ratio of the
current account surplus of the balance of payments
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tadiyya balansinin cari hesabinda profisitin UDM-o
nisbeti tarixde en yiiksek seviyyeaye catmisdir
(4,5%). Inflyasiya 6ten ilki seviyyede (0,3%)
galmigdir. Bununla yanasi mesgullugun artmasi
miisahide olunmus ve issizlik 1997-ci ilden bari an
asag1 saviyyaya (3,9%) diismiisdiir.

2007-c1 ildo Avrozonada real igtisadi artim 2,6%
vo ya ovvelki ilden 0,2% bendi az olmusdur.
Senayeds omok mohsuldarligimin 0,5% azalmasi
sonaye istehsalina, xiisusilo de istehlak mallar
istehsalina menfi tosir etmisdir.

2007-ci ilde pul kiitlesinin artim tempi avronun
dovriyyeye daxil edildiyi dovrden on yiiksek hadde
(11,4%) catmigdir. Bu soraitde inflyasiya tempi 6ten
ilki seviyyada (2,1%) qalmisdir. Avropa Markazi
Banki terafinden faiz deracesinin artirilmast (3,5%-
den 4%-0) ve il erzinde avronun davamli olaraq
bahalasmas: inflyasiya tezyiqlerinin qarsisinin
alinmasinda miihiim rol oynamigdir.

Avrozonanin emek bazarinda yaxsilasma 2007-ci
ilde de davam etmis ve issizlik 0,7% bendi azalaraq
ilin sonunda 7,2%-o diismiisdiir. Almaniya ve Fran-
sada amok bazarinda aparilan islahatlar naticesinde
valyuta mekani {izre yeni yaradilmig i yerlorinin
miivafiq olaraq, iigdo ikisi vo ligde biri yalmiz bu
Olkolorin hesabina tomin olunmusdur.

Birliyin an boyiik iqtisadiyyati olan Almaniyada
iqtisadi artimin davam etmesi, yeni i yerlerini
yaradilmasi ve fiskal kesirin son 15 il {igiin en agagi
soviyyaye diismasi miisahide olunmusdur. Burada
iqtisadi artim 2,5% toskil etmisdir.

Inflyasiya tozyiglerinin artmasinda enerji dastyici-
larinin bahalagmasi ile yanasi, ilin svvelinde elave
dayer vergisinin 3% bendi artirilmast mihiim rol oy-
namigdir. 2007-ci ilde Avrozona iizre inflyasiyanin
0,4% bendi tokco bu amilden qaynaglanmigdir.

Fransa iqgtisadiyyatinda da zeiflome meyllori mii-
sahide olunmugdur. 2007-c1 ilde iqtisadi artim 1,9%
vo ya Oten ilden 0,1% bendi az olmusdur. Ovvalki
illorde oldugu kimi daxili teleb iqtisadi artimin
baglica tokanverici qlivvesi olaraq qalmisdir. Xalis
ixracin azalmasi ise iqtisadi artimi lengitmekle
baraber, cari hesabin da pislesmesine sabab olmus-
dur. Valyuta mekani &lkeleri icerisinde on asagi
inflyasiya (1,6%) moahz burada geyde alinmisdir.

Fransa hokumeti struktur islahatlarini davam
etdirmis, minimum omok haqq: sisteminin ve 35
saatliq iy hoftesinin tetbiqi bu islahatlarin
morkezinde olmusdur.

[taliya iqtisadiyyatinda sabitlesme meyllori

o

misahide olunmusdur. 2007-ci ilde iqgtisadi artim
oton ilki seviyyesinde (1,9%) qalmis, istehlak
giymetlerinde artim 2,1% teskil etmisdir.

ri senaye 6lkolorinin oksariyyatinden forgli olaraq
Boylik Britaniya igtisadiyyati nezeragarpacaq can-
lanma ile xarakterize olunmugdur. 2007-ci ilde
burada iqtisadi artim siiretlonarek 3,1%-o ¢atmisdir.
fllik inflyasiya qoyulmus hedefden yuxari - 2,3%
toskil etmigdir.

Biidce kesirinde son 5 ilde miisahide olunan azal-
ma meyllari 2007-ci ilde do davam etmis va naticada
kesir UDM-in 2,5%-o diismiisdiir. Fiskal kesirden
forqli olaraq xarici kesir 0,3% bendi artaraq 3,5%-o
catmigdir.

Investisiya bumunun davam etmosi 2007-ci ilde
Cinde iqgtisadi artimin 11,4%-9 c¢atmasini sertlen-
dirmigdir ki, bu da son 12 ilde rekord nailiyyotdir.
Noticade cari mozenne asasinda hesablanmig UDM-
in hacmine gére Cin Almaniyaya ¢atmigdir.

Ixracin keskin artmasi iqtisadi artimin aparici
qiivvesi olmaqla yanasi, cari hesabda profisitin
UDMe-in 11%-ni étmasini sertlondirmisdir ki, bu da
son 3 ilde 8% bendi artim demakdir. Siiratli igtisadi
artim naticesinde milyarderlarin say1 il erzinde 4
defeye yaxin artaraq 66 nefoere catmigdir.

Azarbaycanin geyri-neft sektoru fizra on iri toraf-
daglarindan olan Rusiya Federasiyasinda 2007-ci ilds
iqtisadi artim 0,7% bendi siiretlonarok 8,1% taskil
etmigdir. UDM-in sahovi strukturunda an shemiy-
yotli artim tempi tikinti, mehmanxana ve restoranlar,
eloco do maliyye foaliyyeti sferalarinda geyde alin-
musdir. Oten ille miigayisede emal senayesi 6,3%,
kond teserrufati ise 3,3%-lik artimla xarakterizo
olunmusdur.

2007-ci ilde Azerbaycanmn diger ticaret torofdas-
larinda da nisbeten yiiksek inflyasiya ilo miisayiot
olunan iqtisadi artim davam etmisdir. Torafdas dlko-
lords qeyri-neft ixrac ¢akili-igtisadi artim Oton illa
miigayisada 0,9% bandi siiratlonarak 6,8% taskil
etmigdir.

Qrafik 1. 2007-ci ildo asas ticarat torefdaglarinda iqtisadi artim, Gten ilo nazoran %-la
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was at its highest ever (4.5%). Inflation remained the
same as the last year (0.3%). Besides, the employ-
ment rate climbed up, while the unemployment rate
was at its lowest since 1997 (3.9%).

In 2007, the real economic growth rate in Eurozone
was 2.6%, which is 0.2% less than the last year's. A
0.5% decline of the industrial throughput capacity
had a negative effect on the industrial output, in par-
ticular, production of consumer goods.

The growth rate of money supply in 2007 reached
its highest level (11.4%) ever since the introduction
of Euro. Moreover, the inflation rate remained the
same as the last year (2.1%). Consecutive raises of
the European Central Bank's interest rates (from 3.5%
to 4%) and the continuous devaluation of the Euro
during the year contributed vastly to the prevention of
inflationary pressures.

Improvement of the labor market in Eurozone con-
tinued in 2007, while the unemployment rate went
down to 7.2%, by having recessed 0.7%. By imple-
menting labor market reforms, Germany and France
accounted correspondingly for two thirds and one
third of the new job openings in the currency/mone-
tary union area.

Germany, the Union's largest economy, continued
to demonstrate economic growth, in parallel to creat-
ing new jobs and reducing its fiscal deficit to its low-
est for the past 15 years. The country's economic
growth rate made 2.5%.

A 3% lift of the value added tax early in the year
had a strong input to the build-up of inflationary pres-
sures along with increments of energy prices. In
2007, the input of this factor alone to the overall infla-
tion in Eurozone was 0.4%.

The French economy was also inclined to
downdirfting. In 2007, the country's economic growth
rate was 1.9%, which is 0.1% less than the last year's
rate. As in the previous years, domestic demand
remained the prime mover of economic growth,
whereas waning net exports both lingered the eco-
nomic growth and adversely affected the current
account. France's inflation rate was the lowest among
the monetary/currency union countries (1.6%).

The French government carried on with the structural
adjustments, which focused mainly on the introduction
of a minimum wage system and 35 hour work week.

The Italian economy tended to stabilize to a certain
extent. In 2007, the country's economic growth rate
remained as the last year's (1.9%), while consumer
prices went up by 2.1%.

()

Great Britain, opposite to most large industrially
developed countries, boasted a considerably brisk and
active economy. In 2007, the country's economic
growth rate advanced and thus reached 3.1%. By
arriving at 2.3%, the annual inflation rate went
beyond the original target.

The budgetary deficit of the last 5 years continued
to decline in 2007 as well and thus went down to as
low as 2.5% of the GDP. Unlike the fiscal deficit, the
external deficit reached 3.5%, having increased by
0.3%.

The investment boom continued in China and its
economic growth rate in 2007 reached 11.4%, which
set a record for the last 12 years. Thus, China reached
Germany in terms of GDP based on the current
exchange rate.

As the lead contributor to the economic growth,
exports moved upward dramatically wherefore the
current account surplus went beyond 11% of the
GDP, which points to an 8% accretion over the past 3
years. The fast-paced economic growth has magni-
fied the number of billionaires during the year four-
fold, and they now count 66 persons.

The economic growth rate in the Russian
Federation, one of the largest non-oil sector counter-
parts of Azerbaijan, rose by 0.7% thus making 8.1%
in 2007. Among the sectors composing the structure
of the GDP, the construction, hospitality and financial
business sectors accounted for the most substantive
growth. As opposed to the last year, the processing
industry increased by 6.3%, agriculture by 3.3%.

In 2007, other trade partners of Azerbaijan also
continued to perform well in terms of economic
advancement sidetracked with high inflation rates.
The export-weighted economic growth in the non-oil
sector of the counterpart states amounted to 6.8%
through a rise of 0.9%.

Chart 1. Economic growth in main economic counterparts in 2007,
relative to the previous year, %
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[srail istisna olunmagla 2007-ci il terefdas
Olkelorde inflyasiya tempinin siliretlonmasi ila
xarakterizo olunmusdur. 2006-c1 illo miiqayisede IQI
[randa 19,6%, Ukraynada 12,8%, Qazaxistanda
10,8%, Giirciistanda 9,2%, Tiirkiyade 8,8%, Israilde
iso comi 0,5% yiiksolmisdir. Iran, Qazaxistan vo
Giirciistanda son 7 ilde on yiiksek inflyasiya qeyds
alinmigdir. 2007-ci ilda tarafdas dlkalards geyri-neft
ticarat dovriyyasi ¢okili inflyasiya 6,4% taskil etmisdir
ki, bu da Azorbaycana miiayyan inflyasiya idxalim
sartlondirmisdir.

Qrafik 2. 2007-ci ildo osas ticarat torofdaglarinda inflyasiya, oten ilo nozeren %-lo
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sobablori kimi diinya emtes bazarlarinda istehlak
mallarinin bahalagmasi ve ekspansiv makroigtisadi
siyaset ¢ix1s etmisdir. Inflyasiya tezyiglerini yumsal-
tmaq mogqsedilo okser merkezi banklar milli
valyutalarin méhkemlenmesine imkan yaratmisdr. {1
orzindo ABS dollarina nezeren Tiirk liresi 18%,
Giirci larisi 7,7%, Qazax tengesi 4,6% mohkem-
lonmis, Ukrayna qgrivnasi ve Iran riali ise deyismez
qalmigdur.

1.2. Diinya amtoos bazarlar

[EOO-do golirlorin artmast ilo olagedar global tolo-
bin yiikselmasi, enerji dastyicilarinin bahalagmast
sobabinden istehsal xorclerinin artmasi ve bir sira
amtoslorin bioenerji menbayi kimi istifade olunmasi
meylinin giiclonmosi 2007-ci ilde diinya emtos
bazarlarinda bahalagmanin davam etmosine gorait
yaratmugdir.

2003-cii ilin II yarisindan etibaren diinya amtoea ba-
zarlarmda miisahide olunan bahalagma 2007-ci il
arzinda bir qoeder ds siiratlonmisdir. Beynelxalq Val-
yuta Fondu terefinden hesablanan ve 49 miixtalif mal

-20%

noviinii 6zlinde ehtiva eden emtes giymatleri indeksi
il arzinde 29%' bahalasmisdir. Bahalagmaya osas to-
kan taxil ve bitki yaglar1 kimi erzaq mehsullarmdan,
das komiir ve neft kimi enerji dasiyicilarindan, qur-
gusun ve qalay kimi azqiymetli metallardan, eloce do
plastik kiitlalarden gelmisdir. Taxil, seker, toyuq ati,
apelsin, soya yag1, yun, demir filizi, dag komiir, neft,
uran, qurgusun vo nikelin gqiymsatlerinde yiiksek ar-
tim qeyde alinmigdur.

Qlobal qiymat artiminin osas faktoru olan neft il
arzinde davamli bahalasaraq ilin son giiniinde en
yiiksok seviyyasine catmigdir ("Brent" iiglin 1 barel
tizre 97,1 ABS dollar1). Dag komiir ise il erzinde 86%
bahalagmigdir. Neticedo enerji dasiyicilarinin orta
cokili giymat artimi 44% toskil etmisdir.

Enerji dastyicilarindan forgli olaraq diger xammal
novlorinin orta ¢akili qiymsatloeri daha az - 7,7% baha-
lasmigdir ki, bu da 6ten ilin analoji gostericisinden
19% bendi azdir. Burada qiymsetlerin artim tempinin
azalmasina asas sobab kond teserriifatt mallarinin ve
metallarin qiymet indeksinde miivafiq olaraq, 2% vo
8% ucuzlasmanin geyde alinmasidir.

Kend teserriifati xammalinin ucuzlagmasina bax-
mayaraq arzaq mallar1 27% bahalagmigdir. Bu, xam-
malm bahalagmasinin laq effekti vo enerji dasiyicila-
rinin bahalagmasi ila slagedar diger mesraflerin art-
masindan ireli gelmisdir. Bundan basqa erzaga olan
global talebin toklifi iistelomasi de miihiim rol oy-
namigdir. Diinya emteo bazarlarinda okser istehlak
mallarinin bahalagmasi inflyasiya idxalina yol agaraq
Azerbaycanda giymet artiminin miihiim menbsloarin-
den birine ¢evrilmisdir.

Qrafik 3. 2007-ci ilde Azorbaycana idxal olunmus mithiim
név xammal ve yarnimfabrikatlarin diinya giymsatlerinin
doyismasi, %
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! Paraqrafda istifade edilmis bitiin qiymet indekslori ABS dollari ifadesinde verilmisdir.
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The year of 2007 was marked with higher inflation
rates in counterpart countries, save for Israel. As
opposed to 2006, the CPI went up by 19.6% in Iran, by
12.8% in Ukraine, by 10.8% in Kazakhstan, by 9.2% in
Georgia, by 8.8% in Turkey and by only 0.5% in Israel.
Rates in Iran, Kazakhstan and Georgia were the high-
est for the past 7 years. In 2007, the turnover-weighted
inflation rate in non-oil trade was 6.4% in the counter-
part countries, which stimulated import of inflation to
Azerbaijan.

Chart 2. Inflation rate in the main economic counterpart countries in 2007,
relative to the previous year, %
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Increased prices for consumer goods on the world's
commodity markets and the expansive macroeco-
nomic policy were the primary factors stimulating the
price increase in the counterpart countries. Most cen-
tral banks made necessary arrangements to reinforce
their respective national currencies in order to allevi-
ate inflationary pressures. During the year, the
Turkish Lira appreciated by 18% against the US
Dollar, the Georgian Lari by 7.7%, Kazakhstani
Tenge by 4.6%, while the Ukrainian Grivna and
Iranian Rial remained the same. '

1.2. World commodity markets

Production costs increased and the trends for
using some commodities as a source of bioenergy
grew stronger due to the augmented global demand,
and the energy carrier prices, in line with growing
revenues in DECs, stimulated the further price
increases on the world's commodity markets in
2007.

The price rise that has dominated the world com-
modity markets since mid-2003 accelerated in 2007.
The commodity price index, which the International

" All price indices specified in the paragraph are US Dollar-denominated.
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Monetary Fund calculates and which combines 49
types of products increased by 29% during the year'.
The price increase was primarily driven by food prod-
ucts such as crop and vegetable oils, energy carriers
such as coal and petroleum, low-priced metals such as
lead and tin as well as plastic. The prices of crop,
sugar, chicken, orange, Soya oil, wool, iron ore, coal,
petroleum, uranium, lead and nickel increased sub-
stantially.

Petroleum, the principal determinant of the global
price increase, continued to rise in value throughout
the year and reached its highest on the last day of the
year (at USD97.1 per barrel of Brent oil). The price of
coal went up by 86% during the year. Consequently,
the average weighted price increase of energy carriers
amounted to 44%.

Unlike energy carriers, the average weighted prices
of other raw materials increased to a smaller extent
(7.7%), which is 19% less than the last year's corre-
sponding indicators. The primary factor behind the
decrease of the price growth rate is the 2% and 8%
setback in the price indices of agricultural products
and metals, respectively.

The value of 11 main types of imported commodities
that constituted 10% of the total imports has increased
by 33%. Wheat was the principal source of the rise in
value. The price of wheat crops produced in CIS
countries increased by 47.6% on average.

While food products, cotton and polyethylene were
the commodities, the prices for which increased the
most among exported goods, the output of the alu-
minum industry, which has been expanding domesti-
cally, has fallen in price.

Chart 3. World prices for significant commodities
imported to Azerbaijan in 2007, %
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Idxalin 10%-ni taskil edon 11 novda asas idxal
xammal va yarimfabrikatlarinin dayari 33% artmigdur.
Bahalagmanmn baglica monbayi kimi bugda ¢ixig
etmigdir. MDB mokaninda istehsal edilmis bugda
novlerinin qiymati orta hesabla 47,6% bahalagmigdir.

Qrafik 4. 2007-ci il arzinde Azerbaycandan ixrac olunmusg
mithiim ndv emteslerin diinya qiymetlorinin deyismesi, %
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Ixrac olunmus mehsullar igerisinde @sasen arzaq
mallar, pambiq vo polietilenin diinya giymetlori
artdig1 halda, son iller daxili istehsali siirotle genis-
lonan aliiminium senayesi mehsullar ucuzlagmisdir.

1.3. Azarbaycanda iqtisadi artim ve onun monbalori

2007-ci ilde yiiksek iqtisadi artim dinamikasi
davam etmis, global teleb, daxili istehlak ve inves-
tisiya fealligmin yiikselmesi fonunda mecmu telebin
biitiin komponentlori {izrs siiretli artim miisahide edil-
misdir. Investisiya feallig1 is yerlorinin siiratli
artimina, amok bazarinda fealligin canlanmasina goti-
rib ¢ixarmigdir. Mecmu telebin yiiksek temple artimi
mileyyen makroiqtisadi heraratlonme ilo miisaiyot
olunmusgdur.

2007-ci ilde 6lkede ikiraqemli igtisadi artim da-
vam etmisdir. Umumi Daxili Mahsul (UDM) 25%, o
climleden neft sektorunda 36,8% artmigdir. Qeyri-
neft UDM-do ikiroqomli artim tempi davam etmis vo
11,3% toskil etmisdir. Ozal sektorun UDM-do pay1
84%-o catmigdir.

Fiskal genislonme va siiratle artan miisbet xalis ix-
rac neft golirlori iqtisadiyyatda ikireqomli artimin
saxlanmasinda baslica rol oynamisdir.

Daxili tolobin ohemiyyetli genislenmesi daxili
tolobata xidmet edon saholorin, xiisusile geyri-ticari
sahalerin siiretli inkisafini sortlondirmigdir. Belo ki,

2 {stehlak xorclori ilkin statistik molumatlara esaslanir.

qeyri-neft UDM-in 74,3%-ni qeyri-ticari saholor
toskil etmis vo qeyri-neft UDM-in artimi osason bu
saholorin inkisafi hesabina formalagmigdir.
1.3.1. Macmu talab

2007-ci ilde igtisadi arttma mecmu telobin biitiin
komponentlari pozitiv tesir etmis, burada en yiiksak rol
xalis ixraca moxsus olmugdur.

Belo ki, timumi artimin 10,9% bendi xalis ixracin
artmasi hesabima bas vermisdir.

Qrafik 5. Macmu xoarc komponentlerinin imumi
iqtisadi artimda pay1, %

45

35

25

15

18,8 5.8 6,6

2 L Lo
— N

6,6 7,6

2004 2005 2006 2007

[ Son istehlak xarclori

[ Kapitala yoneldilmis investisiyalar
B Xalis ixrac

— Iqtisadi artim

Bununla bels, iqtisadi artimda digor tolab
amillarinin rolu 6ten ile nisbaten yiikselmisdir. Belo
ki, 2007-ci ilin iqtisadi artiminda son istehlak
xorclarinin pay1 1% bendi, kapital qoyulusunun pay1
iso 0,8% bendi artmusdir.

1.3.1.1. Son istehlak xorclori>. Olkado miisahide
edilen fiskal artim ve ehalinin pul galirlorinin yiiksek
artimi meacmu telebin, xiisusile onun istehlak
komponentinin shamiyyatli genislenmasine sebab
olmusdur. Son istehlak xorclorinin artimi baglica
olaraq ev tesarriifatlarinin son istehlak xerclerinden
tosirlonmisdir. Son istehlak xarclori real olaraq
10,7% artaraq 10,5 mlrd. manat toskil etmisdir.
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Chart 4. World prices for significant commodities
exported from Azerbaijan in 2007, %
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1.3. Economic growth in Azerbaijan and-its sources

The high economic growth rates persisted in 2007,
whilst all components of the aggregate demand were
swift to aggrandize promptly against the background
of increasing global demand, domestic consumption
and investment activities. Active investments led to a
rapid increase of employment and labor market oper-
ation. The fast-tracked growth of the aggregate
demand resulted in certain macroeconomic resuscita-
tion.

In 2007, the country carried on with a two-digit
economic growth rate. The Gross Domestic Product
(GDP) expanded by 25%, including a 36.8% increase
in the oil sector. The non-oil sector GDP also main-
tained its growth rate at two digits amounting to
11.3%. The private sector's share in the GDP reached
84%.

The fiscal expansion and the swiftly growing net
revenues from oil exports made a determining input
to the upkeep of the two-digit growth rate of the econ-
omy.

The significant expansion of the domestic require-
ments caused the sectors serving the domestic
demand, especially the non-tradable sectors to devel-
op rapidly. Thus, non-tradable sectors accounted for
74.3% of the non-oil GDP, and the non-oil GDP
growth was driven primarily by these sectors' devel-
opment.

* Consumption costs are based on initial statistical data.

Chart 5. Contribution of aggregate expense components
to economic growth, %
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1.3.1. Aggregate demand

In 2007, all components of the aggregate demand
had a positive effect on the economic growth, where
net exports were the determinants.

Thus, the net export growth accounted for 10.9% of
the overall growth.

At the same time, the role of other demand factors
in the economic growth increased against the last
year. Thus, final consumption expenditures went up
by 1%, while equity investments rose by 0.8% as a
share of the economic growth in 2007.

1.3.1.1. Final consumption expenditures’. The fiscal
growth and high growth rate of household revenues in
the country caused the aggregate demand and, in par-
ticular, its consumption component to grow substan-
tially. End consumption expenses of households
affected the end consumption expenditures growth
the most. End consumption expenditures amounted to
AZN10.5 billion through a real increase of 10.7%.
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Qrafik 6. Son istehlak xarclorinin real artim tempina tosiri, %
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Ev tasarriifatlar. 2007-ci ilde shalinin masgullug
soviyyesinin yilkselmesi, hemcinin sosial yoniimlii
fiskal xorclorin artmaqda davam etmesi ev taser-
ritfatlarinin pul golirlorinin artimimi sertlendirmisdir.
Bele ki, ohalinin pul golirleri real olaraq 20,2%
artmugdir ki, bu da avvalki ille miiqayisede 5,1% bandi
coxdur.

2007-ci ilde ev teserriifatlarinin son istehlak xarc-
lorinin real artimi macmu son istehlak xarclarinin
8,8% bendi artmasimi sertlondirmisdir.

Hoékumat va ictimai taskilatlar. Son istehlak xorclo-
rinin artimina hdkumat ve ictimai tagkilatlarin is-
tehlak xorclorinin shemiyyatli tesiri olmugdur. Bels
ki, son istehlak xorclorinin timumi hecminin 30%-i
bu iki sahenin payma diismiisdiir ki, bu da avvelki
illo miigayisode 11% bendi coxdur. Dvvalki ille
miigayisede 2007-ci ilde hokumsat istehlakinin son
istehlak xorclorinin artimmda pay1 2,1% bendi
yiikselorak 3,6% toskil etmisdir. Hokumatin istehlak
xarclorinin artimi baslica olaraq dovlet biidcesinde
omok haqqr ve mal ve xidmetlare xarclarin artmast
hesabina bas vermisdir. Belo ki, 2007-ci ilde dovlet
biidcasinin cari xerclori 6ton ille miiqayisede 25,4%
artmigdir.

1.3.1.2. Investisiya xerclori. 2007-ci ilde &lke
iqtisadiyyatina qoyulan investisiyalar baglica olaraq
daxili menbaler hesabia artmigdir. Investisiya xorclori
asasen qgeyri-neft sektorunun inkisafi megsadlerine
yonaldilmisdir.

Belo ki, osas kapitala 6,8 mlrd. manat vo ya dton
ildekinden 17,8% ¢ox investisiya qoyulmusdur.
Umumi investisiyalarm 59,6%-i daxili menbaeler

Qrafik 7. Iqtisadiyyata investisiya qoyulusu haqqinda malumat,
mln. manat
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hesabina hoyata kegirilmisdir ki, bu da svvalki illo
miiqayiseds 13,8% bendi ¢oxdur.

Daxili investisiyalar. Daxili investisiya qoyulusu-
nun artiminda biidce vesaitleri ile yanasi biidce-
denkenar fondlarin vesaitlori do miihiim rola malik
olmusdur. Biidce vesaitleri hesabina maliyyslasen
daxili investisiyalarin hacmi 2 defs, biidceden kenar
fondlar ise 54% artmigdir. Osas kapitala daxili
investisiya qoyuluslarinin 42,6%-1 biidce vesaitlari
hesabina hoyata kecirilmigdir. Miiqayise li¢iin, 2006-
c1 daxili investisiyalarin imumi hecminde biidco
vosaitlerinin xiisusi ¢okisi 14,2% toskil etmigdir.

Xarici investisiyalar. 2007-ci ilde investisiyalarin
40,4%-1 xarici monbolor hesabina formalagmigdir.

Neft sektoruna investisiyalar. Neft sektoruna
goyulan investisiyalarm hocmi ve cemi investisi-
yalarda xiisusi ¢okisi yiiksok olaraq galir. Bels ki, 3,5
mlrd. manat meblogine catmig bu investisiyalar
kecen illo miigayisedo 4,8% artsa da onun cemi
investisiyalarda xiisusi ¢okisi 4,3% bondi azalaraq
51% toskil etmigdir. Bu, investisiyalarin baglica ola-
raq qeyri-neft sektoruna yonelmasi ile baglidir.

Qeyri-neft sektoruna investisiyalar. Qeyri-neft
sektoruna qoyulan investisiyalarin hacmi 28,8%
artmis, onun qeyri-neft UDM-o nisbati iso Ston ille
miiqayisodo 2,8% bendi artaraq 35,7% toskil etmis-
dir. 2007-ci ilde imumi investisiyalarin 49%-i qeyri-
neft sektoruna yoneldilmisdir ki, bu da 6ten ille mii-
gayisede 4,3% bendi ¢oxdur.

Qeyri-neft sektoruna investisiyalarin 19%-i nagliy-
yatin, 7%-1 emal sonayesinin, 4,8%-1 ise rabitonin
inkisafi meqsedlerine yonaldilmisdir.



Global developments and Azerbaijan’s economy

Chart 6. Contribution of sources to the real growth rate
of final consumption expenditures, %
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Households. Increase in the employment rate as
well as continued increase of social fiscal expenses
contributed to the growth of household revenues.
Thus, individual cash revenues increased by 20.2%,
which exceeds the last year's rate by 5.1%.

The real growth of final household consumption
expenditures in 2007 resulted in an 8.8% increase of
the total final consumption expenditures.

Government and public institutions. Consumption
expenses of government and public institutions also
made a significant contribution to the growth of end
consumption expenses. Thus, these two sectors alone
accounted for 30% of the total end consumption
expenses, which is 11% more than the last year's rate.
As opposed to the last year, the government's contri-
bution to end consumption expenses in 2007 amount-
ed to 3.7% by having increased 2.1%. The govern-
ment's consumption expenses increased primarily due
to the increased salary and goods and services expen-
ditures of the state budget. Thus, in 2007 current
expenditures of the state budget increased by 25.4%
against the last year.

1.3.1.2. Investment expenditures. In 2007, invest-
ments in the country's economy increased primarily
from domestic funding. Investment expenditures
were mainly used for development of the non-oil sec-
tor.

Thus, a total of AZN6.8 billion or 17.8% more than
the last year was invested in fixed capital. 59.6% of
total investments were funded by domestic sources,
which exceed the last year's level by 13.8%.

Chart 7. Investments across economic sectors,
AZN mil
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Domestic investments. Besides budgetary funds,
extra budgetary funds also played an important con-
tributing role in the growth of domestic investments.
Domestic investments financed from the budget dou-
bled, while the extra budgetary fund-financed invest-
ments increased by 54%. 42.6% of domestic invest-
ments in the fixed capital were funded from the budg-
et. For comparison, the budget accounted only for
14.2% of the total domestic investments in 2006.

Foreign investments. In 2007, 40.4% of invest-
ments were financed from foreign sources.

Investments in the oil sector. Both the scope and
share of oil sector investments within the total invest-
ments remain high. Thus, while these investments
that have reached AZN3.6 billion increased by 4.8%
against the last year, their share within the total
investments made 51% by having decreased by 4.3%.
This is primarily due to the fact the non-oil sector
draws most investments.

Non-oil sector investments. The scope of the non-
oil sector investments grew by 28.8%, while its ratio
to the non-oil GDP made 35.7% through a 2.8%
increase against the last year's rate. 49% of the total
investments in 2007 were directed to the non-oil sec-
tor, which is 4.3% more than the last year's rate.

Out of the total non-oil sector investments, 19%
were used for development of the transport, 7% pro-
cessing and 4.8% communication sector.

§000
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Qrafik 8. investisiyalarin sahavi strukturu, mln. manat

Qrafik 9. 2007-ci ilde geyri-neft UDM-in saha strukturu, %
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1.3.1.3. Xarici tolsb: xarici ticarat vo tadiya balansi.
2007-ci ilde fimumi iqtisadi artima xalis ixracin tasiri
diger mecmu teleb amillerinden yiiksek olmusdur.
Bels ki, 2007-ci ilde iimumi iqtisadi artimin 12,1 faiz
bandi xalis ixracdan tesirlonmisdir.

1.3.2. Mocmu taklif

2007-ci ilde daxili investisiyalarm ve geyri-neft
sektorunda son istehlak xarclorinin siirotli artim, fis-
kal geniglonmo seraitinde qeyri-neft ticari sektor-
larinda artim tempi stiretlonmisdir.

Neft sektoru. 2007-ci ilde 6lkeda istehsal olunan
UDM-in 55,9%-i neft sektoru hesabina formalag-
misdir ki, bu da ovvelki ilo nisboton 1,5% bondi
coxdur. Neft sektorunda artim esasen neft hasilatinin
artimindan tesirlonmisdir. Neft emalinda yiiksek ar-
tim tempi miigahide edilmisdir. Neft emalinin artim
tempi avvelki ile nisboten 4% bendi artaraq 7,3%
toskil etmisdir ki, bu da onun neft sektorunun UDM-
doki paymi 1,7% bendi yiikselderek 5,3%-o cat-
masina sebab olmusdur.

Qeyri-neft sektoru. Qeyri-neft sektorunda ikire-
gomli iqtisadi artim davam etmisdir. Bels ki, kend
tosorriifati ve senaye sahosleri ovvelki ille miig-
ayisode miivafiq olaraq 4% ve 9.1% artmusdir. Qeyri-
neft sektorunda ikireqemli artim tempi mehmanxana
va restoran (35,7%), rabite (32%), tikinti (16%),
ticarat (15,3%) ve naqliyyatda (13,6%) miisahide
edilmigdir.

Qeyri-neft sektoru iizre UDM-de ticari sektorun
pay1 25,8% teskil etmisdir. Nogliyyat istisna olmagla,
qgeyri-ticari sektorun pay1 avvalki ile nisbaten 4,6%
bendi artaraq 62,9% toskil etmisdir.
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1.3.2.1. Ticari saholer. 2007-ci ilde ticari sektor 5,4%
artnugdir ki, bu da avvelki ilden 1,2% bendi goxdur.

Kand tasarriifan. 2007-ci ilde kend teserriifati sek-
torunda real artim 4% toskil etmisdir ki, bu da asasen
heyvandarliq mehsullarinin yiiksek artimindan (6.1%)
ireli gelmisdir. Qeyri-neft UDM-nin 0,7% bendi artim
kend teserriifatinin 4% artmasi hesabina bag vermisdir.

Sanaye. Ovvolki illo miiqayisade limumi senayedo
real artim 24% togkil etmisdir. 2007-ci ilde geyri-neft

Qrafik 10. Ticari vo geyri-ticari sektorlar iizre real artim
tempi, %
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sonayesindae real artim tempi ise 9.1% toskil etmisdir.
Son ilda senaye istehsalinin hocminin artiminda
demsak olar ki, biitiin saheler miisbat istirak payina
malik olmusdur. Eyni zamanda, 2007-ci ilde 6zel
sektor torafinden istehsal edilon senaye mohsul-
larmin real artim tempi daha yiiksek olmus ve 32.6%
toskil etmisdir. Umumilikde geyri-neft senayesinin
7.9% artim1 geyri-neft UDM-in artiminin 0,8% bandi
goder yiiksalmasine sebab olmusdur.
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Chart 8. Structure of investments by sectors, AZN mil
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1.3.1.3. Foreign demand: foreign trade and balance
of payments. In 2007, net exports had a greater effect
on the overall economic growth than the other aggre-
gate demand factors. Thus, net exports contributed
12.1% to the overall economic growth in 2007.

1.3.2. Aggregate supply

In 2007, the rapid growth of domestic investments
and end consumption expenses in the non-oil sector
served to accelerate the growth in the non-oil trade sec-
tors in an environment of fiscal expansion.

Oil sector. In 2007, the oil sector accounted for
55.9% of the country's GDP, which exceeds the last
year's rate by 1.5%. The oil sector growth was driven
primarily by oil production growth. The oil process-
ing showed a high growth rate. The oil processing
growth rate made 7.3% through an increase of 4%
against the last year, whereby its share in the oil sec-
tor GDP reached 5.3% through an increase of 1.7%.

Non-oil sector. Non-oil sector continued to demon-
strate a two-digit economic growth. Thus, agriculture
and industrial sectors have increased by 4% and 7.9%
against the last year, respectively. The two-digit out-
put growth rate amounted to 35.7% in the hospitality
business, 32% in communications, 16% in construc-
tion, 15.3% in trade and 13.5% in transport.

The share of tradable sector in the non-oil sector
GDP made 25.8%. Save for transport, the share of the
non-tradable sector amounted to 62.9% by having
increased by 4.6% against the last year.

2007

Chart 9. Sector-based breakdown of non-oil GDP in 2007, %
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1.3.2.1. Tradable sectors. In 2007, the tradable sec-
tor increased by 5.4%, which exceeds the last year's
rate by 1.2%.

Agriculture. Tn 2007 the overall agricultural output
amounted to 4%, which was primarily driven by live-
stock output growth (6.1%). Overall, the 4% increase
in the agricultural output made a 0,7% contribution to
the non-oil GDP growth..

Chart 10. Real growth rate by tradable and non-tradable
sectors, %
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Industry. As compared to the previous year, the real
growth of industry amounted to 24%, while in 2007
the real growth rate of the non-oil sector made 7.9%.
Virtually all sectors made a positive contribution to
the overall growth of the industrial output. At the
same time, the industrial goods produced by the pri-
vate sector had a higher real growth rate in 2007 -
32.6%. Overall, the 7.9% of the non-oil industry
translated into a 0.8% increase of the non-oil GDP. .
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1.3.2.2. Qeyri-ticari saheler. Iqtisadiyyatda infrast-
ruktur ve sosial layihelerin reallasdinlmasi geyri-
ticari sektorda istehsalin 13,8%-9 qoder artmasina
sorait yaratmigdir. 2007-ci ilde geyri-ticari sektorun
demsk olar ki, biitlin saholorinde ikireqemli artim
miisahide edilmisdir. Qeyri-neft UDM-i baslica ola-
raq qeyri-ticari sektorda artim hesabina bas ver-
misdir.

Qeyri-ticaret saholori arasinda on yiiksok artim
tempi mohz mehmanxana ve restoran xidmatlerinde
miisahide edilmisdir ki, bu da mecmu telebin key-
fiyyot baximindan yaxsilagmasi, ohalinin maddi
rifahinin yiikselmesi vo turizmin inkisaf etmesinden
xaber verir. 2007-ci ilde tikinti sahesinds olan 16%-
lik artim geyri-neft UDM-in artimima miisyyen impuls
vermis ve onu 2,9 faiz bendi yiiksoltmisdir. Ticarot vo
naqliyyat kimi saholorin do qeyri-neft UDM-nin
artiminda rolu boyiik olmusdur. Bu saheler geyri-neft
UDM-in svvalki ile nisbaten artiminda uygun olaraq
2% vo 1,9% bendi gader paya malik olmusdur.

Qrafik 11. 2007-ci ilde ticari ve geyri-ticari saholorin
qeyri-neft UDM-in artimida pay1, %
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1.3.3. Makroiqtisadi tarazliq vo giymot indekslori

2007-ci ilde de avvalki ilde oldugu kimi mecmu
tolobin artim tempi macmu toklifin artim tempini is-
tolomigdir. Mocmu telebin artiminda ohalinin real
golirlerinin artmasi, hékumsetin sosial xerclerinin,
biitévlikde son istehlak xorclorinin ve dovlet
investisiya xorclarinin yiikselmosi ohomiyyetli tesire
malik olmugdur.

Naticada global amillerle birge emtes ve xidmetlor
bazarinda yeni tarazligin yaranmasi qiymetlorin
nisbaten artmasini sortlondirmisdir.

2007-ci ilde geyri-neft sektorunda muzdla igloyen-

2

o

lerin orta ayliq real emak haqqi avvalki illo nisbeten
27,6%, real emak mehsuldarligi ise 7,7% artmugdir.
Tohlillor gosterir ki, emok mohsuldarligr esasen
sonaye vo kend teserriifatinda bilavasite istehsala
xidmat eden osas fondlarin tekmillesdirilmesi ve
aqrotexniki todbirlorin keyfiyystinin yiikseldilmosi
hesabma artmigdir. Lakin qeyri-neft sektorunda emek
haqqinin artim tempi emek mehsuldarhigmin artim
tempini 3,6 defo iistelomisdir. Bu forq iso istehsal
mesraflerini artiran mithiim amillerden biridir.

1.3.3.1. Istehlak qiymetleri indeksi. 2007-ci ildo
global inflyasiya proseslerinin foallagmasi, iqtisadiy-
yatda mecmu tolobin ve istehsal xerclerinin artimi infl-
yasiya tempinin nisbeten siiratlonmesine gotirib
crxarmugdir.

2007-ci ildo Inkisaf Etmekde Olan Olkelordoe
(IEOO) tolobin ve diinya enerji qiymetlerinin yiiksok
artim tempi naticesinde global inflyasiya proseslori
aktivlegmis ve bu 6z tozahiirtinii 6lkede giymetlerin
saviyyasinin ylikselmasinde gostermisdir.

Qrafik 12. Umumi ve baza inflyasiya (orta illik), %
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Belo ki, nefiin yiiksok qiymati fonunda idxal malla-
rimin bahalagmast inflyasiyamn idxalinda shemiyyetli
rola malik olmusdur. 2007-ci ilde ticaret terefdaslarinda
8,5%-lik inflyasiya (orta ¢okili) Azerbaycana infl-
yasiyanin idxalmi sertlendirmisdir. Hesablamalara géro
2007-ci ilde olkede geyde almmus inflyasiyanin 6%
bondi idxal inflyasiyasinin hesabima bas vermisdir.

2007-ci ilde inflyasiya proseslori xorc amilleri ile
yanast toleb amillerinden de tesirlonmigdir. Belo ki,
2007-ci ildo ohalinin pul gelirlerinin artimi geyri-neft
iqtisadiyyatinin ixrac yonli ve idxal evezedici
sahelerinin artim tempini ohomiyyaetli istolomisdir.
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1.3.2.2. Non-tradable sectors. The non-tradable sec-
tor's output increased up to 13.8% through implemen-
tation of infrastructural and social projects across eco-
nomic sectors. Virtually all areas of the non-tradable
sector showed a two-digit growth in 2007. The non-
tradable sector's growth was the principal determinant
of the non-oil GDP.

The hospitality business appeared to be the one
having the highest growth rate amongst the non-trad-
able sectors, which indicates the improved quality of
the aggregate demand, increased welfare of the pub-
lic and developing travel industry. The 16% growth
of the construction sector in 2007 gave a certain
impulse to the non-oil GDP by raising it by 2.9%.
Trade and transport sectors have also contributed
greatly to the non-oil GDP, by accounting for 2% and
1.9% respectively in the growth of the non-oil GDP
as opposed to the previous year.

Chart 11. Contribution of tradable and non-tradable sectors to non-oil
GDP growth in 2007, %
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1.3.3. Macroeconomic balance and price indices

In 2007, like in the previous year, the growth rate of
the aggregate demand exceeded the growth rate of the
aggregate supply. The growth of individual cash rev-
enues, public social expenditures, end consumption
expenses and public investment expenditures con-
tributed greatly to the growth of the aggregate
demand.

Consequently, development of a new balance on the
commodities and services market, in conjunction with
global factors, had the prices go up to a certain extent.

In 2007, the average monthly real salary of fee
workers increased by 27.6%, while real labor produc-

tivity/output rate increased by 7.7%. Analysis shows
that labor productivity increased mainly in industrial
and agricultural sectors due to improvement of fixed
assets that directly serve production/output and
increased quality of agro-technical arrangements.
Overall, in 2007 the growth rate of salaries in the non-
oil sector exceeded that of labor productivity by 3.6
times. This difference is a major factor that causes
production costs to rise.

1.3.3.1. Consumer price index. As the global infla-
tionary processes somewhat energized while the
aggregate demand and production costs rose across
economic sectors, the inflation rate furthered to a cer-
tain extent.

In 2007, the high growth rates of demand in the
Developing Countries (DEC) and world energy prices
entailed a more active global inflationary process, which
had an effect of price increases throughout the country.

Chart 12 Total and base inflation rate
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Thus, the increased prices of imported goods cou-
pled with high oil prices made a tremendous contribu-
tion to inflation import. In 2007, the 8.5% inflation rate
(average weighted) of the economic counterpart coun-
tries facilitated the import of inflation to Azerbaijan.
According to estimates, imported inflation accounted
for 6% of the country's registered inflation rate in 2007.

Demand factors joined the expense/cost factors in
effecting the inflationary processes in 2007. Thus,
individual cash revenues increased by 40.3% in 2007,
while the growth rate (5.4%) of the export-oriented
and import substituting sectors (tradable sector) was
7.5 times less.
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Enerji vo kommunal xidmatler sektorunda islahat-
larin miihiim terkib hissesi olan qiymat siyasetine ko-
rreksiya edilmasi do inflyasiyaya mileyyen tesir
etmisdir.

Bu amiller 2007-ci ilde orta illik inflyasiyanin
16,7%, o ciimloden arzaq meahsullarinin 16,2%, geyri-
arzaq mallarmin 10,5%, xidmetlarin ise 25,3% yiik-
solmosini sertlondirmisdir.

1.3.3.2. Senaye istehsalgilarimin qiymet indeksi
(SIQI). 2007-ci ilde SIQI baslica olaraq qeyri-neft
sektorunda istehsalcilarin qiymet artimindan tesir-
lonmigdir.

Qrafik 13. Inzibati ve geyri-inzibati 1QI (orta illik), %
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Belo ki, senaye istehsal¢ilarinin qiymet indeksi
(SIQI) orta illik hesabla 8% artmisdir.

Neft sektorunda istehsalgilarin giymet artiminda
madangixarma sanayesinin diger sahslerinds, qeyri-
neft sektorunda ise biitiin sahelorde (xiisusile elektrik
enerjisi, qaz vo suyun istehsali ve bolisdiiriilmosi)
istehsalgilarin qiymet indeksinin artimindan ireli
golmisdir.

Qrafik 14. Neft vo geyri-neft sektoru tizro SIQI (orta illik), %
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1.3.3.3. Kond tesarriifat1 istehsal¢ilarinin giymot
indeksi. Kond toserriifat: sahasinde istehsal xerclorinin
artmast bu mohsullarin istehsalgr giymetlorinin
artiminin asas sobobi kimi ¢ixig etmisdir.

Qrafik 15. Kond tosrriifatinda istehsalg1 qiymatlori indeksi
(orta illik), %

20 - S——
18

16

14

12

10 i —
3 = |
6 | |

4 /| 5 -
2 ; % _
S | )

2004 2005 2006 2007

mm bitkicilik T heyvandarhq —— KiQI
Istehsalg1 giymetleri bitkiilik sahesinde 14,8%,
diri mal-qara ve heyvandarliq mehsullar {izre ise
10,6% artmigdr.
Hor iki sahade istehsalgi qiymetlorinin artimi
istehsal xarclarinin, habele bu sahslorin mehsullarina
tolobin keskin artimimndan iroli galmisdir.

1.4. Tediyo balansi

1.4.1. Makroiqtisadi parametrlor

2007-ci ilde dlkede yiiksok templi iqgtisadi artumin
davam etmosi, milli moehsullara xarici tolebin (part-
nyor 6lkalerde iqgtisadi artim) yiikselmesi, investisiya
miihitinin daha da yaxsilagmasi seraitinde kapital axi-
ninin  genislonmosi, dinya bazarlarinda neftin qiy-
moatinin slverisli olmasi tediye balansimn paramet-
lerinin ehamiyyaetli yaxsilasmasini sertlondirmigdir.
Olkado yiiksok templi iqtisadi artim strategiyasinimn, o
cimleden onun vacib terkib hissesi olan neft-qaz st-
rategiyasinin ugurla reallagdirilmasi Glkenin ixrac
potensialinin artmasim sertlendirmisdir.

2007-ci ilde tediye balansinin timumi saldosu
miisbat 2.9 mlrd. $ olmug ve 6ton ille miiqayisede 1.7
defe artaraq UDM-in 10%-na beraber olmusdur. Te-
diye balansinin cari emeliyyatlar hesabinda son iller
miisahide olunan profisit 6ten ille miiqayisede 2.4
dofe artmus ve cari hesabin saldosu miisbet 9.1 mird. $
tokil etmisdir (UDM-in 31%-i).
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An adjustment to the price policy that represents a
significant component of the energy and utility serv-
ices reforms also had an impact on inflation.

These factors ensured an average annual rate of
inflation at 16.7%, with food product inflation of
16.2%, non-food inflation of 10.5% and services
inflation of 25.3% during 2007.

1.3.3.2. Industrial producers' price index (IPPI). In
2007, the IPPI was primarily affected by the non-oil
sector producers' price increases.

Chart 13. Administrative and non-administrative CPI
(average annual), %
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Thus, the industrial producers' price index (IPPI)
increased by 8% on average annual basis.

The oil sector's producers price increase was driven
by the producers' price index increase in other areas
of mining, while the same of the non-oil sector was
driven by the IPPI increase in all areas (especially
electric power, gas and water production and distribu-
tion)

Chart 14. Oil and non-oil sector’s IPPI (average annual), %
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1.3.3.3. Agricultural producers' price index. The
increased production costs of agriculture were the
principal cause of the producers' price increase for
these products.

Chart 15. Agricultural producers’ price index
(average annual), %

20 =
18 —
16 1 |
T — —
12
10 — e
8 +— ‘7
6 —
4 / l ‘—
2 -
L m B

2004 2005 2006 2007

mmm Crops 3 Livestock ~ —— APPI

The producers' prices went up by 14.8% in crops
and by 10.6% for livestock products.

The growth of producers' prices in both sectors was
driven by an increase of production costs as well as a
dramatic increase of demand for their products.

1.4. Balance of payments
1.4.1. Macroeconomic parameters

Continually high rate economic growth, increasing
foreign demand for national produce (economic
growth in counterpart countries), expanding influx of
capital due to improved investment climate and the
favorable world oil prices in 2007 have had their
inputs to a significant improvement of the parameters
of the balance of payments. Successful implementa-
tion of the high economic growth rate strategy, as
well as the oil and gas strategy as a major component
thereof helped the country's grow its export potential.

In 2007, the total balance of payment was a posi-
tive USD2.9 billion and amounted to 10% of the GDP
by having increased by 1.7 times against the previous
year. The current account surplus of the balance of
payments in the recent years has increased by 2.4
times against the previous year, whereby the balance
of the current account was a positive USD9.1 billion
(31% of the GDP).




Qlobal proseslor vo Azerbaycan iqtisadiyyati

Xarici ticarat balansinin miisbat saldosu evvelki illo
miigayiseds 2 defo artaraq UDM-in 52%-na catmisdir.
Bu, kapitalin ve maliyyenin herakati hesabinda
yaranmis kesiri maliyyslesdirerek tadiye balansinda
timumi profisitin yaranmasin gortlendirmisdir.

Cadval 1. Tadiya balansinin asas analitik géstaricilori

[.Cari amoliyyatlar hesabinin saldosu
Xarici ticarat balans
Xidmatler balansi
Golirlar balans
-Investisiya galirlorinin repatriasiyast
Cari transfertlor balanst
[1.Kapitalin vo maliyyenin heraketi
hesabinin saldosu
Birbasa investisiyalar
- Azarbaycana coalb olunmus
- Xarice yonaldilmis
- Investisiyalarin repatriasiyast
Neft bonusu
Kreditlor vo digor investisiyalar
I1.Tediya balansinin iimumi saldosu

ovvalki illerde oldugu kimi 2007-ci ilde do xarici
iqtisadi emeliyyatlar neft-qaz sektoru iizre miisbat
saldoya, qgeyri-neft sektoru tizro ise menfi saldoya
malik olmusgdur.

Neft-qaz sektoru iizrs timumi daxilolmalar asasen
neftin ixraci va bu sektora colb edilon xarici kapitalin
hesabina formalagmigdir. Bu sektor iizro 6denisler
iso menfostin ve investisiyalarin repatriasiyasini,
avadanliglarin ve xidmetlerin idxalinin maliyyeles-

Qrafik 16. Cari hesab, min. $
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dirilmasine sarf olunan vesaitlori oks etdirir. Neft-
gaz sektoru {izre yaranmig imumi miisbat saldo iqti-
sadiyyatm diger sektorlarmin xarici valyutaya te-
lobatinin maliyyalesdirilmesini ve 6lkenin valyuta
ehtiyatlariin artmasini temin etmisdir.

2006-c1 il 2007-ci il

min. § UDM-do %-lo min. $§ UDM-de %-lo
3707.6 18.7 9018.9 30.6
7745.3 39.0 152243 51.6
-1923.4 -9.7 -2131.0 212
-2680.6 -13.5 -5079.4 -17.2
-2374.5 -12.0 -4814.9 -16.3
566.3 2.9 1005.0 34
-1991.5 -10.0 -6120.8 -20.8
-1306.5 -6.6 -5337.7 -18.1
4469.0 22.5 4291.1 14.6
-705.5 3.6 -520.6 -1.8
-5070.0 -25.5 -9108.2 -30.9
17.0 0.1 68.2 0.2
-702.0 -35 -851.3 -29
1716.1 8.7 2898.1 9.8

2007-ci ilin yekunlarma goro cari emoliyyatlar
hesabinda 9.1 mird. $ mablaginde profisit yaranmigdir.

Miigayise ligtin bu gosterici 2006-c1 ilin gosterici-
sinden 5.3 mird. § coxdur. Belo yiiksok profisitin
yaranmasi asasen xam neftin fiziki ixracinin vo onun
qiymatinin artim ilo izah olunur. Bels ki, 2006-c1 ilde
olkodon ixrac olunmug xam neftin deyeri 10.4 mlrd. §
soviyyasinde olmusdursa, 2007-ci ilde bu gostorici 1.8
defo artaraq 18.3 mlrd. $-a catmigdir. Bu ise 6z
ndvbosindo xarici ticarot balansmin saldosunun da
miisbot 7.7 mlrd. $-dan 15.2 mird. $-a goder
yiikselmasini gortlondirmisdir.

1.4.2.1. Xarici ticarat balansi. Xarici ticarat dov-
riyyosi 27.3 mird. $ toskil etmis ve 2006-c1 ilin
gostoricisinden 49.4% ¢ox olmusdur. Olkeyo idxal
olunan mallarm hecmi 6.0 mlrd. $ ve ya UDM-in
20.5%-ni, ixracin hocmi ise 21.3 mird. § vo ya UDM-
in 72.1%-ni toskil etmisdir. Xarici ticarat balanst 15.2
mird. $ mablaginda va ya UDM-in 51.6%-i haddind>
miisbat saldo ila naticalonmisdir.
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The positive foreign trade balance has doubled
against the previous year thereby reaching 52% of the
GDP. This factor generated the overall surplus of the
balance of payments by financing the deficit of the
capital and financial account.

I. Current account balance
Foreign trade balance
Balance of services
Balance of revenues

-Repatriation of investment revenues
Balance of current transfers

[1.Balance of capital and

cash flows
Direct investments

- To Azerbaijan's economy
- To foreign economies
- Repatriation of investments
Oil bonus
Loans and other investments
I1I.Total balance of payments

As in the previous years, in 2007 foreign economic
operations had a positive balance in the oil and gas
sector, and a negative balance in the non-oil sector.

The total oil and gas revenues were formed mainly
from oil exports and foreign investments to this sec-
tor, while the payments of the sector relate to repatri-
ation of income and investments and funding of
imports of equipment and services. The overall posi-
tive oil and gas sector balance allowed for financing

Chart 16. Balance of account, USD mil

Table 1. Principal analytical indicators of the balance of payments

the foreign exchange requirements of other economic
sectors and increasing the country's foreign exchange
reserves.

2006 2007

USD mil  As % of GDP USD mil As % of GDP
3707.6 18.7 9018.9 30.6
7745.3 39.0 152243 51.6
-1923.4 9.7 -2131.0 -1.2
-2680.6 -13.5 -5079.4 -17.2
-2374.5 -12.0 -4814.9 -16.3
566.3 29 1005.0 34
-1991.5 -10.0 -6120.8 -20.8
-1306.5 -6.6 -5337.7 -18.1
4469.0 22.5 4291.1 14.6
-705.5 3.6 -520.6 -1.8
-5070.0 -25.5 -9108.2 -30.9
17.0 0.1 68.2 0.2
-702.0 3.5 -851.3 2.9
1716.1 8.7 2898.1 9.8
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As of the end of 2007, the current account had a
surplus of USD?9.1 billion.

For comparison, this indicator exceeds the year
2006 rate by USDS.3 billion. Such a huge surplus is
mainly attributable to the increase of physical exports
of crude oil and the prices thereof. Thus, while the
country exported USD10.4 billion worth of crude oil
in 2006, this particular indicator reached USD18.3

billion through an increase of 1.8 times in 2007,
which, in turn, caused the foreign trade balance to go

2006 2007 up from a positive USD7.7 billion to USD15.2 bil-
15900 1 15224 lion
14900 4 ] :
13900
i
“é%%?& s010_| 1.42.1. Foreign trade balance. Foreign trade
120 Ui turnover totaled to USD27.3 bil, thereby exceeding
i — the 2006 indicator by 49.4%. Imports of goods
3900 5
40 o - amounted to USD6 bil or 20.5% of the GDP, while
B —— o exports amounted to USD21.3 bil or 72.1% of GDP.
%i‘ég 19 -213TLWJ Foreign trade balance amounted to positive USD135.2
=3 bil or 51.6% of GDP.

("] Balance of current account
] Balance of foreign trade
[J Balance of services

[ Balance of revenues

B Balance of current transfers
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Cadval 2. 2007-ci ilda xarici ticarat iizra asas toraf miiqabillari, min. §

Omtes ddvriyyesi

Birlagmis Kralliq 5880
ABS 4771
Tiirkiyo 2929
Yaponiya 2554
Italiya 1722
Rusiya Federasiyasi 1516
Norveg 1384
Iran (Islam Respublikast) 636
Almaniya 583
Ukrayna 464
Basqalari 4825
Comi 27314
O climloden:
MDB dévlatleri 2939
Digor dovlatler 24375

Biitovliikde, ovvelki illo miiqayisede xarici ticarat
ddvriyyasinin limumi hacmi 9.0 mlrd. $, o ciimleden
ixrac 8255 min. $, idxal iso 775 min. $ mebleginde
artmugdir.

2007-ci ilde Azerbaycanin diinyanin 137 dovleti ile
ticarot olaqolori olmusdur. Xarici ticaretin 10.8%-i
MDB iizvii olan dévlatlerin, 89.2%-i ise diger xarici
dovletlerin payma diisiir.

14.2.2. Omtoo ixract. Xarici ticarotin daha da
sorbastlosdirilmesi, yanacaq kompleksinin ixracat
yonumli miiessiselerinde istehsaln inkisafi, habelo
diinya bazarinda neftin slverisli giymst konyunkturu
ixracatin daha da artmasina tekan vermis va 2007-ci
ilde emtee ixraci 2006-c1 ilo nisbaton 1.6 dofo artaraq
21.3 mird. $ olmusdur. Naticade ixracin UDM-do

Cadval 3. fxracin strukturu

2006-c1 il

Mablog, mIn.$

[xrac - comi 13014.6
o climloden:

1.Yanacaq-xammal mohsullari 12487.3

- neft mohsullart 11998.9

- digar xammal 488.4

2.Magn ve avadanliq 148.4

3 Istehlak mallari 356.1

4.Diger mallar 22.8
- tobil qaz 32

[xrac Idxal Saldo
5476 404 +5072
4502 269 +4233
2155 774 +1381
2220 404 +1886
1582 140 +1442
549 967 -418
1371 13 +1358
438 248 +190
25 558 -533

31 433 -402
2920 1905 +1015
21269 6045 +15224
1182 1757 -575
20087 4288 +15799

xtisusi ¢okisi avvalki ille miiqayiseds 6.6% artaraq
72.2%-o catnsdur.

2007-ci il erzindoe xarici dovletlore 20.0 mlrd. § neft
mohsullar ixrac olunmusdur ki, bu da 2006-c1 ilin
miivafiq gdstericisinden 1.7 defe coxdur. Ixrac
olunmus biitin neft moehsullarinin 1.7 mird. § neft
emali mohsullarinin, 18.3 mird. $ ise xam neftin
ixracimin payina diisiir. Ixrac olunmus xam neftin 17.7
mlrd. § Azerbaycan Beynslxalq Omeliyyat Sirketi
(ABOS) terefinden hasil olunmus neftin fimumi
doeyeridir. Bunun da 2.8 mlrd. § Azerbaycanin payima
diisen, 14.9 mlrd. $ ise "Osrin miigavilesi" ilo bagh
konsorsiumun xarici sehmdarlarinin payma diigen
neftin deyaridir. Ixrac olunmus iimumi xam neftin 0.6
mlrd. $ iso ARDNS ve &lkenin diger miiossiselori
torafinden xarice gonderilmisdir.

2007-ci 1l
Xiisusi ¢okisi, Moblog, min.$ Xiisusi ¢akisi,

%-lo %-lo
100.0 21269.3 100.0
96.0 20429.6 96.0
922 20039.4 94.2
38 390.2 1.8
1.1 207.1 1.0
2.7 556.1 2.6
0.2 76.5 0.4

- 65.7 0.3




Global developments and Azerbaijan’s economy

Table 2. Major foreign trade counterparts in 2007, USD mil

Commodity turnover Exports Imports Balance
United Kingdom 5880 5476 404 +5072
USA 4771 4502 269 +4233
Turkey 2929 2155 774 +1381
Japan 2554 2220 404 +1886
Italy 1722 1582 140 +1442
Russian Federation 1516 549 967 -418
Norway 1384 1371 13 +1358
Islamic Republic of Iran 686 438 248 +190
Germany 583 25 558 -533
Ukraine 464 31 433 -402
Others 4825 2920 1905 +1015
Total 27314 21269 6045 +15224

of which:

CIS countries 2939 1182 1757 -575
Other countries 24375 20087 4288 +15799

Overall, the total amount of the foreign trade
turnover increased by USD9.0 bil as compared to the
previous year, wherein exports increased by
USDS8255 mil and imports by USD775 mil.

In 2007, Azerbaijan had trade relations with 137
countries across the world. CIS countries accounted
for 10.8%, while other foreign countries accounted
for 89.2% of foreign trade.

1.4.2.2. Exports of goods. Expanded liberalization
of foreign trade, increased output in export-oriented
fuel sector enterprises as well as favorable world oil
market pricing environment facilitated further growth
of exports wherefore exports of goods in 2007
increased by 1.6 times against the 2006 rate thereby

Table 3. Structure of exports

reaching USD21.3 bil. Consequently, the percentage
of exports in GDP reached 72.2% by rising by 6.6%
against the last year's rate.

A total of USD20.0 bil worth of oil products were
exported to foreign countries during 2007, which is 1.7
times greater than the year 2006 indicator. Oil refinery
products accounted for USD1.7 bil of all oil products
exported, while crude oil accounted for USD18.3 bil.
USD17.7 bil of the exported crude oil is the total value
of the oil produced by the Azerbaijan International
Operating Company (AIOC). Of this, USD2.8 bil is the
value of Azerbaijan's share of oil, while USD14.9 bil is
the value of the share of the foreign stakeholders of the
"Contract of the Century" consortium. SOCAR and
other domestic enterprises exported USDO0.6 bil worth
of crude oil to foreign countries.

2006 2007

Amounft, Percentage Amoun?, Percentage

USD mil USD mil
Exports, total 13014.6 100.0 21269.3 100.0

Including:

1.Fuel - raw materials 12487.3 96.0 20429.6 96.0
- oil products 11998.9 92.2 20039.4 94.2
- other raw materials 488.4 38 390.2 1.8
2.Machinery and equipment 148.4 1.1 207.1 1.0
3.Consumer goods 356.1 2.7 556.1 2.6
4.0ther goods 22.8 0.2 76.5 0.4
- natural gas 3.2 - 65.7 03

o
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2007-ci il arzinda 6lkenin geyri neft-qaz ixracinin
payma diigen mallarin iimumi dayeri 2006-c1 ila
nisbaton 15.0% artaraq 1164.2 min. $ ¢atmugdir. Bu
artim oasas etibarilo masingayirma mehsullarinin,
alvan ve qara metallarin v kend teserriifati emali
mohsullarinin ixracinin artimi hesabina olmugdur.

1423, Omtes idxall. Ohalinin heyat seviyyesinin
yiiksalmesi, onun gelirlerinin artmasi idxal mallarma
tolobatin artmasini sertlondirmisdir. 2007-ci il arzinde
6lkaya idxal olunan istehlak mallarmin strukturunda ve
artim tempindes keyfiyyet vo kemiyyet dayisiklikleri
miigahide olunur. Belo ki, idxal olunan istehlak mal-
larmin imumi deyerinin artim tempi 36.3% olmusdursa,
orzaq mallarmin artum 27.6% toskil etmisdir. Idxal avez
edan yeyinti mehsullarinimn istehsalinin inkisafi ve geyri -
arzaq istehlak mallarinin doeyerinin artim tempinin
40.9%-5 catmasi burada miihiim rol oynayur.

Cédval 4. Idxalin strukturu

[dxal-cemi
climloden:
1.Istehlak mallart
- orzaq mohsullar
- digorlori
2.Investisiya yoniimlii mallar
- beynalxalq neft-qaz konsorsiumlar
- digorlori
3. Digar mallar

Fiziki sexsler terefinden idxali (1096.7 min. §) ve
humanitar mallart (55.5 min. $) da nozoro almagla
2007-ci il erzinde Glkemize 2535.6 min. § meble-
ginds istehlak mallari gotirilmigdir. Bunun da 32.8%-i
(831.3 mIn. §) arzaq mehsullarinin payina disiir.

Idxalin strukturunda investisiya yoniimlii masin-
avadanliglarin ve mallarin xiisusi ¢okisi 17.6% toskil
edorek 1.1 mlrd. $ olmusdur. Bunun da 82%-ni
beynslxalq neft-qaz kontraktlari ¢or¢ivesinde istifado
olunmus investisiyalar hesabina idxal edilmis mallar
toskil edir. Bundan bagga 6lkeye limumi meblegi 2.4
mlrd. §$-a beraber olan istehsal teyinatli masin-
avadanliq, kimya, qara vo olvan metal mohsullari da
gatirilmisdir.

14.2.4. Xidmotlor balansi. 2007-ci ilde xarici
dovletlorle Azerbaycanin igtisadi slagelerinde qarsiligh
xidmatlor asas yerlorden birini tutmusdur ve hemin
xidmetlorin imumi hocmi 4.6 mird. $ toskil etmisdir.
Bunun da 3.4 mird. $-1 geyri-rezidentlor torefinden
Azarbaycanin rezidentlorine, 1.2 mlrd. $ iso Azorbaycan
rezidentlorinin xarici dlkelerin rezidentlorine gostordiyi
xidmetlordir. Beloliklo, xidmetlor balansinin saldosu
menfi 2.1 mlrd. § olmugdur.

Xidmetler balansi kesiri esasen beynolxalq kont-
raktlar ¢orcivesinde 6lkenin neft-qaz sektorunun foa-
liyyeti ile baglhdir. Bu sektorun foealiyyeti ilo bagh
hesabat dovrii erzinde istifade olunmus 5.5 mlrd. $
moblogindaki vesaitin 2.0 mlrd. $ tikinti-quragdirma
vo diger xidmetlerle bagli xerclere gére xarici
dévletlorin rezidentlorine 6denilmisdir. Bu ise
xidmetler balansmin kesirinin 92.3%-ni taskil edir.

2006-c11l 2007-ci il

Mableg, Xiisusi ¢okisi, Mobleg, Xiisusi ¢okisi,
min.$ %-lo min.$ %-lo
5269.3 100.0 6045.0 100.0
1860.8 353 2535.6 419
651.4 12.4 831.3 13.7
1209.4 22.9 1704.3 28.2
1319.9 25.1 1063.6 17.6
1071.4 20.4 872.0 14.4
248.5 4.7 191.6 3.2
2088.6 39.6 2445.8 40.5

Beynelxalq kontraktlar coergivesinde neft-qaz
sektorunun faaliyyeti ilo bagl xidmsatlerin idxalim
istisna etmoklo xidmetlor balansi 2007-ci ilin
yekunlarma gére comi 163.5 min. $ hecminde menfi
saldo ile naticelenmisdir.

Tadiye balansinda 6z oksini tapan qgarsiligl xidmat-
lor dovriyyesinin 24.9%-1 neqliyyat xidmetleri iizre
aparilan omeliyyatlarm payma diisiir, Umumi deyeri
1.1 mlrd. § olan noeqliyyat xidmetlorinin 47.5%-i
Azorbaycan rezidentlorinin xarici dovlatlerin nagliyyat
sistemlarinden istifade etmelari ilo alaqedardir.

Oz ndvbesindo Azerbaycanin rezidentlorinin gos-
tordiyi negliyyat xidmetlorinin imumi dayeri 2006-ct
ilo nisbaton 48.3% artaraq 604.7 mln. § olmugdur. Bu
vasaitin boyiik hissesi TRASEKA layihasi ¢orgivesinde
Olke orazisi vasitosilo Orta Asiya Olkelori ilo Avropa
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The total value of goods exported by the non-oil
sector during 2007 increased by 15.0% against the
2006 level thereby reaching USD1164.2 mil. This
increase was mainly formed due to increases in
exports of machinery, ferrous and non-ferrous metals
and agroprocessing products.

1.4.2.3. Imports of goods. The improved living con-
ditions and growing cash revenues of the public stim-
ulated the growth of demand for imported goods. The
structure and growth rate of consumer goods import-
ed to the country in 2007 were marked with both
qualitative and quantitative changes. Thus, while the
growth rate of the value of consumer goods imported
was 36.3%, the growth rate of food products amount-
ed to 27.6%. Development of import substituting
food produce and the increase of the growth rate of
the value of non-food products up to 40.9% were
chief factors that contributed to that process.

1.4.2.4. Balance of services. During 2007 mutual
services were among the leaders in Azerbaijan's eco-
nomic relations with foreign countries and amounted
to USD4.6 bil, where USD3.4 bil are services provid-
ed by non-residents to Azeri residents and USD1.2 bil
are services provided by Azeri residents to non-resi-
dents. Thus, the balance of services was a negative
USD2.1 bil.

The deficit of the balance of services was primarily
linked with the domestic oil and gas sector's opera-
tions under the international contracts. USD2.0 bil of
the total of foreign investments of USDS.5 bil used in
the country in line with conduct of works in this sec-
tor were paid to foreign residents for construction and
installation and other services. That amount made up
92.3% of the deficit/decrease of the balance of ser-
vices.

Table 4. Structure of imports

Imports - total

Including:
1.Consumer goods

- food products

- other
2.Investment-oriented goods

- international oil and gas consortiums
- others
3. Other goods

A total of USD2535.6 mil worth of consumer
goods were imported to our country during 2007,
including imports by individuals (USD1096.7 mil)
and humanitarian aid articles (USD55.5 mil). Of
which 32.8% (USD831.3 mil) are food products.

Investment-oriented machinery and equipment and
goods accounted for 17.6% of the total imports, or
USDI.1 bil, where 82% are the imports of goods
financed by investments under the international oil
and gas contracts. Furthermore, during 2006 the
country imported USD2.4 bil worth of production-
purpose machinery hardware, chemical, ferrous and
non-ferrous metal products.

2006 2007
AmounF, Percentage Amoun?, Percentage
USD mil USD mil
5269.3 100.0 6045.0 100.0
1860.8 353 2535.6 41.9
651.4 12.4 831.3 13.7
1209.4 229 1704.3 28.2
1319.9 25.1 1063.6 17.6
1071.4 20.4 872.0 14.4
248.5 4.7 191.6 32
2088.6 39.6 24458 40.5

The balance of services as of the end of 2007
totaled to a negative USD163.5 mil., excluding
imports of services associated with the oil and gas
sector's operations under the international contracts.

Transport service transactions accounted for 24.9%
of the mutual services turnover reflected in the bal-
ance of payments. 47.5% of the transport services for
a total worth of USD1.1 bil were associated with the
Azeri residents' use of foreign transport systems.

In their turn, the total value of transport services
provided by Azeri residents amounted to USD604.7
mil by having increased by 48.3% against the year
2006 level. A large portion of that amount was gained
due to intensified transit cargo transportation between
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Olkolori arasinda tranzit yitkdagimalarimn intensivles-
mosi naticesinde alde edilmigdir.

2007-ci il erzinde xarici Olke vetendaslarina
turizmle bagli gosterilon xidmsetlerin deyeri 177.8
min. $§ mebleginde qiymetlondirilmigdir. Bunun da
33.2%-1 qeyri-rezidentlorin Azerbaycana isgiizar se-
forler ilo baglidir. Bu seferlerle bagli xarici ig adam-
larina gostorilon xidmetlorin deyari kegon illo miiqa-
yisode 29.3 min. § artaraq 59.0 mln. $-a catmigdir.

Oz ndvbesinda xarici dlkeler terofinden Azerbaycan
rezidentlorine turizmle bagli gosterilon xidmetlarin
deyeri do 2006-c1 ilo nisbaton 29.3% artaraq 260.4 mln.
$ mobloginde olmusdur. Bunun da asas hissasi (93.0%-
1) Azerbaycan vetondaglarinin sexsi seferleri ilo bagh
xarici 6lkslords olarken sorf etdikleri xarclarinin (mokik
idxal istisna olmaqla) payma diisiir. Umumiyyaetlo,
garsiligh xidmetlorin 6lkenin xarici dovlatlor ilo emted
vo xidmetler iizre imumi idxal-ixrac dovriyyesinde
xiisusi ¢okisi 14.5% toskil etmisdir.

1.4.2.5. Golirlor hesabi. Golirler {izro daxilolmalarin
vo Odoniglorin timumi d6vriyyesi 5.7 mlrd. $-1
otmigdiir. Bunun da 94.2%-ni (5.4 mlrd. $) Azorbay-
candan Odanislor togkil edir. Bu moblagin ise osas
hissesini (4.8 mird. $) Azerbaycan Beynslxalq
Omoliyyat Sirketinin xarici investorlarin payina
diisen gelirlerinin repatriasiyast (xam neft soklinda),
geyri-rezidentlore Odenilmis emok haqlar1 (131.1
mln. §) vo neft-qaz sektoru da daxil olmaqla xarici

kreditlorden istifadeye gére Odenilen faizler (280.0
min. $) togkil edir.

Golirlorle baglh dlkaye daxil olmus vesait 2006-c1
ilin gdstericine nisbaten 18.2% artaraq 331.0 mln. $
olmusdur. Bunun da 84.4 min. $-1 Dévlet Neft
Fondunun vesaitlorine, 150.9 mIn. $ Milli Bankin
sorancaminda olan xarici valyuta ehtiyatlaria veo 17.6
min. § ise banklarin xaricde yerlagdirilmis aktivlerine
hesablanmug faizler {izro gelirler togkil edir.

1.4.2.6. Cari transfertlor hesab1. Cari transfertlor iizro
xarici 6lkelerle aparilan emeliyyatlarin imumi deyari
1.6 mird. $ mebleginde giymetlendirilmisdir. Bu
meblegin 81%-ni Olkeye daxilolmalar teskil edir.
Bele ki, xarici 6lkelerden daxil olan pul baratlarinin,
humanitar mallarm, texniki vo diger yardimlarm
timumi deyeri 2006-c1 ilo nisbeten 565.2 min. §
artaraq 1.3 mlrd. $-a catmigdir. Bu daxilolmalarin asas
hissesini, yoni 90.8%-ni xarici Olkelerden fiziki
soxsloro kociiriilon pul baratlar, 4.2%-ni 6lkeye
gotirilon humanitar idxal mallarinin deayari, 5.0%-ni
isa diger daxilolmalar toskil edir.

Biitovliikde, cari transfertlor lizre amsliyyatlarm miis-
bot saldosu 2006-c1 ile nisdeten 77.5% artaraq 1.0 mlrd.
$-a catmigdir.

1.4.3. Kapitalin ve maliyyenin herekati

2007-ci ilde 6lka igtisadiyyatinda istifade olunmus
xarici kapitalin imumi hecmi 6.7 mlrd. § teskil

rCadval 5. Olkada istifada olunmus xd;;fci kapital aximinin strukturu

2006-c1 il 2007-ciil ~ 2007-ci il 2006-c1

mln. $-la Xiisusi go- min.  Xisusi ga- ilo nisbf;[a]ln,

kisi, %-lo $-la  kisi, %-lo o-1o

Birbasa investisiyalar 3790.7 75.0 4442.4 66.6 117.2
- neft—qaz sektoru 3422.3 67.7 4003.3 60.0 117.0

- digar sektorlar 368.4 13 439.1 6.6 119.2
Kreditler va digar investisiyalar 1245.1 24.7 2163.7 324 173.8
- dovlet teminatlt kreditlar 3513 7.0 439.9 6.6 125.2
- dovlet teminat: olmayan kreditlor 632.2 12.5 1136.7 17.0 179.8
- neft—qaz sektoru 274.7 54 160.4 24 58.4
- banklar 2375 4.7 842.7 12.6 354.8
- digerleri 120.0 24 133.6 2.0 111.3
- diger investisiyalar 261.6 52 587.1 8.8 2244
Neft bonusu 17.0 0.3 68.2 1.0 4 dofo
CoMI 5052.8 100.0 6674.3 100.0 132.1
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Middle Asian and European countries through the
country under the TRACECA project.

Tourism-related services provided to foreigners
during the reported year totaled to USD177.8 mil, of
which 33.2% are associated with non-residents' busi-
ness trips to Azerbaijan. The value of services provid-
ed to foreign businessmen in relation to such trips
reached USD59.0 mil by increasing by USD29.3 mil
against the last year's level.

In addition, the value of travel-related services pro-
vided by foreign countries to Azeri residents also
increased by 29.3% as compared to 2006 thereby reach-
ing USD260.4 mil. The main portion of that amount
(93.0%) relates to expenses (excluding shuttle-trade
imports) incurred by Azeri citizens during their private
trips to foreign countries. Mutual services accounted for
14.5% of the country's total import and export turnover
of goods and services with foreign countries.

1.4.2.5. Revenue account. The total turnover of rev-
enue receipts and payments exceeded USDS.7 bil. Of
this 94.2% (USD5.4 bil) were payments made from
Azerbaijan. The main portion of that amount
(USDA4.8 bil) comprises repatriation of income of the
foreign investors of the Azerbaijan International
Operating Company (in form of crude oil), remuner-
ation of non-residents (USD131.1 mil) and interest
paid on foreign loans (USD280.0 mil), including the
oil and gas sector.

The country's revenues amounted to USD331.0 mil
by having increased by 18.2% against the year 2006
level. Of this, USD84.4 mil are interest income on the
State Oil Fund's resources, USD150.9 mil are interest
income on the National Bank's foreign exchange
reserves and USD17.6 mil are interest income on for-
eign assets of banks.

1.4.2.6. Balance of current transfers. The total value of
current transfer transactions conducted in foreign
countries amounted to USD1.6 bil. 81% of that
amount comprised incoming revenues of the country.
Thus, the total value of bank notes, humanitarian aid
goods, technical and other assistances received from
other countries in 2007 amounted to USD1.3 bil hav-
ing increased by USD565.2 mil against the 2006 rate.
The main portion of these receipts, that is 90.8%
comprises cash transferred to individuals from for-
eign countries, 4.2% the value of humanitarian aid
goods imported to the country and 5.0% other
receipts..

Overall, the positive balance of current transfer
transactions amounted to USD1.0 bil having
increased by 77.5% against 2006.

1.4.3. Capital and financial account

In 2007 the total foreign capital used in the coun-
try's economy amounted to USD6.7 bil thereby

Table 5. Structure of foreign capital flow used in the country

2006 2007

2007 vs.

USD mil Percentage = USD mil Percentage 2006, %

Direct investments 3790.7 75.0 44424 66.6 117.2
- oil and gas sector 3422.3 67.7 4003.3 60.0 117.0
- other sectors 368.4 73 439.1 6.6 119.2
Loans and other investments 1245.1 24.7 2163.7 32.4 173.8
- government-guaranteed loans 351.3 7.0 439.9 6.6 125.2
- loans not guaranteed by gov-nt 632.2 12.5 1136.7 17.0 179.8
- oil and gas sector 274.7 54 160.4 24 58.4
- banks PLYR 4.7 842.7 12.6 354.8
- other 120.0 24 133.6 2.0 1113
- other investments 261.6 52 587.1 8.8 2244
Oil bonus 17.0 0.3 68.2 1.0 4 times
TOTAL 5052.8 100.0 6674.3 100.0 132.1
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edorok ovvelki ilin miivafiq gostericisinden 32.1%
¢ox olmugdur. Bu gostoricinin nazeragarpacaq
derocede artmasinin osas sobabi ddvlet teminati
olmayan xarici kreditlorin calb olunmast ile baglidir.

Hesabat dovrii erzinde olkeden kapital axminin
strukturunda da miihiim kemiyyat ve keyfiyyet
doyisikliklori bag vermisdir. Bela ki, avvelki dov-
rlorde 6lke igtisadiyyatinda istifade olunmus birbasa
investisiyalarin repatriasiyasi vo xarici iqtisadiyyata
yonoldilmis birbaga investisiyalarin fimumi mablogi
2006-c1 ilin  miivafiq gostericisinden 1.7 dafe ¢ox
olarag 9.6 mlrd. $ ¢atmigdir. Bu artim esasan "Ostin
miiqavilesi" ilo bagli neft-qaz sektorunun xarici
ohdsliklarinin azalmasi hesabina xarici 6lkelarin iri
neft sirketlori terofinden Azerbaycana yonaldilmis
birbasa investisiyalarin repatriasiyasmin  hecminin
artmast ilo baghdir. Belo ki, 2006-ct ildo neft-qaz
sektoru tiizre repatriasiya olunmus investisiyalarin
hecmi 5.1 mlrd. $ meblaginds oldugu halda, 2007-ci
ildo bu gdsterici 1.8 dofo artaraq 9.1 mlrd. § catmigdir.

1.4.3.1. Birbaga investisiyalar. Calb olunmus bir-
basa investisiyalarm hecmi 2007-ci ilde 4.4 mird. §
toskil etmigdir. Bu investisiyalarn strukturunda neft-
qgaz sektorunun xiisusi ¢okisi 90.1% toskil etmisdir. Bu
sormayaler iri neft-qaz layihelerinin, BIPI Eksploreysn
(Sah Deniz) Ltd. ve Conub Qafqaz Kemari Sirketinin
(Baki- Tiflis-Orzurum qaz kemerinin) tikintisi layihasi,
Azerbaycan Beynolxalq Omeliyyat Sirketinin Azori-
Cirag-Giinasli yataginda goriilon islerin maliyyeles-
dirilmasi ilo olagedar Olke iqtisadiyyatinda istifade
olunmusdur.

Hesabat dovriinde geyri-neft sektoru {izre bir ¢ox
xarici sermayoli milossisolor vo firmalar terafinden
iqtisadiyyatimizin miixtalif saholerine birbasa in-
vestisiyalar seklinde yoneldilmis xarici kapital 439.1
mln. § toskil etmisdir.

1.4.3.2. Kreditler ve diger investisiyalar. 2007-ci
ilin yekunlar1 iizro todiye balansinda oks etdirilmis
kredit vo diger investisiyalarm Umumi meblegi 2.5
mird. $ olmusdur ki, bu da kegen ilin miivafiq
gostericisinden 2.0 defe ¢oxdur. Hemin mablagin
yalniz 18%-i birbasa dovlet ve dovlet teminati
asasinda colb olunmus kreditlordir. Bu da esasen
investisiya layihelorinin maliyyelegdirilmesi ilo bagl
beynelxalq maliyye ve diger toskilatlar terafinden
ayrilmus kreditlerin istifade olunmus hissesidir.

1.4 mird $§ hacminde vesait iso ddvlet tominati
olmayan kreditlerdir. Bunun da 460.4 min. $ neft-qaz
sektoru tarafinden calb edilen vesaitdir. Bu mablogin
300.0 min. $-1 ARDNS terafinden 15 xarici bankdan
ibarot konsorsiumdan celb olunaraq Giirciistan
Respublikasindaki layihelarin maliyyalesdirilmasina
yonaldilmis kreditdir.

Dévlet tominati olmayan digar kreditlorin 976.3 min.
$-11iso osason banklar (842.7 min. $), diger miiessiseler
vo firmalar terefinden celb olunmugdur. Bu vesaitlerin
hecmi avvalki ile nisbeten 2.7 defe artmigdir.

1.4.3.3. Beynolxalq investisiyalar ve xarici borc.
Beynalxalg investisiyalar

2007-ci il todiye balansi iizro kapitalin vo maliy-
yonin herokati hesabinda aparilmis amoliyyatlar ve
diger doyismelor naticesinde dovriin sonuna 6lkenin
xarici aktivlerini, 6hdeliklerini ve xalis beynalxalq in-
vestisiya movqeyini oks etdiren beynolxalq investisi-
yalar balansinda miisbat keyfiyyet vo kemiyyaet
doayisiklikleri bag vermisdir.

Balansin aktivler boélmesi hesabat dovriinde
toqriben 4 mlrd. $ artdig1 halda, éhdeliklor bolmasi
3.7 mlrd $ azalmigdir. Bu ise 2007-ci il arzinds xalis
beynolxalq investisiya movqeyinin 7.7 mlrd. §
moblaginde deyismesini sertlondirmisdir.

Naticade 2007-ci ilin | yanvar tarixine 6lkenin xalis
beynolxalq investisiya mdvqeyinin mdvcud olan 7.1
mird § menfi saldosu 1 yanvar 2008-ci il tarixine ilk
dofo olaraq miisbet 634 miln. § saviyyesine ¢atmigdir.

Beloliklo, 6lko xarici alomle miinasibotdo xalis kre-
ditor mévgeyine ¢rxmusgdir.

1994-cii ilden baglayaraq birbasa investisiyalar
soklindo neft-qaz sektoruna colb olunmus 26.4 mird. $
vosaitin 22.4 mird. $ investisiyalarin repatriasiyast kimi
(esasen xam neft soklinde) geri gaytarilmigdir.
Noticads 2008-ci ilin 01 yanvar tarixine 6zl sektora
daxil olan miiossisolorin birbasa xarici investorlar
qarsisindaki ohdeliklerinin qahigr 6.6 mird. $ toskil
etmisdir. Bu Ohdoeliklerin  61%-i, yoni 4.0 mird. $
beynolxalq neft kontraktlari ¢orgivesinde hayata
kecirilen layihelorle bagl "Neft-qaz sektoru"nun
payma diisiir.

Olkenin bank sektorunun xalis beynelxalq investisiya
movqgeyi 2008-ci ilin 01 yanvar tarixine miisbat 3.6
mird. $ toskil etmisdir. Bu, 6lkenin beynolxalq
investisiya movqeyi lizro yaranmis menfi saldonun
azalmasina tasir gostoron miithiim amil olmugdur.
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exceeding the last year's rate by 32.1%. The main rea-
son of such a substantial rise of this indicator is the
borrowing of foreign loans without sovereign guaran-
tees.

The capital outflow structure also went through sig-
nificant qualitative and quantitative changes during
the reported year. Thus, repatriation of direct invest-
ments used in the country's economy during the pre-
vious periods and total direct investments made to
foreign economies amounted to USD9.6 bil having
increased by 1.7 times against the last year's rate. This
increase was mainly associated with the increased
repatriation of direct investments made in Azerbaijan
by the large oil companies of foreign countries due to
the reduction of the oil and gas sector's foreign liabil-
ities under the "Contract of the Century". Thus, while
the oil and gas sector's total investment repatriation in
2006 amounted to USDS5.1 bil, that indicator in 2007
increased by 1.8 times thereby totaling to USD9.1 bil.

1.4.3.1. Direct investments. Direct investments to
the country totaled to USD4.4 bil in 2007. The oil and
gas sector accounted for 90.1% of these investments.
These investments were used for financing large oil
and gas projects, construction project of BP
Exploration (Shah Deniz) Ltd. and South Caucasus
Pipeline Company (Baku-Tbilisi-Erzurum gas
pipeline) and development of the Azeri-Chirag-
Guneshly field by the Azerbaijan International
Operating Company.

During the reported period, the foreign capital
invested across different sectors of our economy by
number of enterprises and companies with foreign
investments in the form of direct investments totaled
to USD439.1 mil.

1.4.3.2. Loans and other investments. Total loans
and investments recorded in the balance of payments
as of the end of 2007 amounted to USD2.5 bil, which
is twice as much as the last year's corresponding indi-
cator. Of this amount, only 18% are loans granted
directly to the government and against government
guarantees, which is mostly the used portion of loans
granted by international financial and other institu-
tions to finance investment projects.

USD1.4 mil is loans without government guaran-
tees. Of this amount, USD460.4 mil was borrowed by
the oil and gas sector. USD300.0 mil of that amount
is a loan borrowed by the SOCAR from a consortium
of 15 foreign banks to finance projects in the
Republic of Georgia.

USD976.3 mil of non-government guaranteed
loans were borrowed mainly by banks (USD842.7
mil), other entities and firms. These funds have
increased by 2.7 times over the previous year.

1.4.3.3. International investments and foreign debt.
International investments

In 2007, the international investment balance sheet
that reflects the country's end-of-period foreign
assets, liabilities and net international investments as
a result of transactions and other changes in the capi-
tal and financial account of the balance of payment,
showed some positive qualitative and quantitative
changes.

While the asset side of the balance sheet increased
by approximately USD4 bil during the reported peri-
od, the liability side decreased by USD3.7 bil, where-
fore the net international investment position shifted
by USD7.7 bil in 2007.

Consequently, the negative balance of USD7.1 bil
of the country's net international investment position
as of January 1, 2007 reached a positive level of
USD634 mil for the first time as of January 1, 2008.

Thus, the country turned a net creditor in its foreign
economic relations.

Out of a total of USD26.4 billion invested in the oil
and gas sector in the form of direct investments since
1994 USD22.4 billion were returned as repatriation of
investments (mainly in the form of crude oil).
Consequently, as of January 1, 2008 private sector
enterprises have a balance of USD6.6 billion of out-
standing liabilities to direct foreign investors. 61%
thereof or USDA4.0 billion relate to the "Oil and Gas
Sector" in association with the projects implemented
under the international oil contracts.

The domestic banking sector's net international
investment position amounted to a positive USD3.6
bil as of January 1, 2008. This had a somewhat reduc-
ing effect on the negative balance of the country's
international investment position.
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Cadval 6. Beynalxalq investisiyalar balanst, min. §

01.01.2007-ci . Digar 01.01.2008-ci

ilo qaliq ERLyaNAT dayismeler ilo qaliq

A. AKTIVLOR 10195.0 3880.0 112.1 14187.1
Xarice birbasa investisiya 4390.8 2854 4676.2
Portfel investisiyalart 119.0 110.9 229.9
Diger investisiyalar 1316.2 585.6 1901.8
Ehtiyat aktivleri 4369.0 2898.1 112.1 7379.2

B. OHDOLIKLOR 17247.8 -3826.2 131.6 13553.2
Azarbaycana birbaga investisiyalar 11346.5 -4748.9 6597.6
Calb olunmus 24603.5 4359.3 28962.8
Repatriasiya edilmis 13257.0 9108.2 22365.2
Portfel investisiyalari 119.4 84.5 203.9
Digar investisiyalar 5781.9 838.2 131.6 6751.7
C. INVESTISIYA MOVQEYI (A-B) -7052.8 7706.2 -19.5 633.9

Olkonin beynolxalq investisiyalar balansinda 6.8
mlrd. $ hecminde vesait diger investisiyalar kateqoriya-
sina daxil olan depozitler, kreditlor, debitor borclart ve
diger ohdaliklerden ibarat olmusdur. Bunun da 36.2%-
i, yoni 2.4 mlrd $-1 d6vlet borcunun payma diisiir. Bu
ohdliklerin UDM-in hacminde xiisusi ¢okisi kecon illo
miiqayisade 1.6% azalaraq comi 8.3% togkil etmisdir.

Noticodo agor xarici dovlot borcunun dlkenin strateji
valyuta ehtiyatlara nisbati 45.1%-den 33.1%-s diis-
miisdiir. Belsliklo, xarici dvlet borcunun hacmi lke-
nin strateji valyuta ehtiyatlarmin imumi hacminden 3
dofe az olmugdur.

Xarici borc

Real sektor istisna olmagla 6lkenin xarici borcunun
gostaricilorinin giymetlendirilmesi meqgsadi ile 2007-
ci ilin yekunlari iizre qeyri-rezidentlerle garsiliql borc
miinasibatlerinin terkibinin ve strukturunun moni-
toringi aparilmigdir. Bu zaman qeyri-rezidentlarla
qgarsiliglt borc miinasibatleri birbasa ddvlet borcu vo
dovlat teminath borclarla yanasi, banklar terafinden
calb olunmus kreditlor, depozitlor iizra Shdslikler va
onlarin geyri-rezident banklardaki valyuta ve depozit-
lori, Milli Bankin, Ddvlot Neft Fondunun ve hokume-
tin xaricdoki hesablarda olan aktivleri do misyyen-
logdirilmisdir.

Cadval 7. Xarici doviat borcunun asas makroiqtisadi parametrlori, min. §

1 Umumi Daxili Mahsul (UDM)
2 Mallarm ve xidmetlorin ixracmin (MXI) hacmi

2006 2007
19852 29479
13955 22517

3 Osas borc lizro ddemolor nozere alinmagla istifade olunmus xarici borc 1972 2442
3.1  UDM-do xiisusi ¢okisi, %-lo 9.9 8.3
3.2 Beynslxalq normalara gore maksimum xiisusi ¢oki, %-lo 40 40
4 Xarici borcun MXi-na nisbeti, %-lo 14.1 10.8
4.1 Beynolxalq normalara gére maksimum nisbat, %-lo 200 200
5 Dovlet biidcesinden xarici borca xidmat xarclori 11.9 25.5
5.1  Xarici borca xidmet xarclorinin MXI-na nisbeti, %-lo 0.1 0.1
5.2 Beynolxalq normalara gére maksimum nisbet, %-lo 25 25
6  Strateji valyuta ehtiyatlari (SVE) 4369 7379
7 Xarici borcun SVE-na nisbeti, %-lo 45.1 33.1
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Table 6. International investment balance sheet, USD mil

Balance as of

' Balance as of
Transactions Other changes

01.01.2007 01.01.2008
A. ASSETS 10195.0 3880.0 112.1 14187.1
Direct investments to foreign countries 4390.8 2854 4676.2
Portfolio investments 119.0 110.9 229.9
Other investments 1316.2 585.6 1901.8
Reserve assets 4369.0 2898.1 112.1 7379.2
B. LIABILITIES 17247.8 -3826.2 131.6 13553.2
Direct investments to Azerbaijan 11346.5 -4748.9 6597.6
Attracted 24603.5 4359.3 28962.8
Repatriated 13257.0 9108.2 22365.2
Portfolio investments 1194 84.5 203.9
Other investments 5781.9 838.2 131.6 6751.7
C. INVESTMENT POSITION (A-B) -7052.8 7706.2 -19.5 633.9
External debt

USD6.8 bil of the country's international invest-
ment balance comprise deposits, loans, accounts
receivable and other liabilities included in the other
investments category. Of this 36.2%, that is USD2.4
bil comprise the sovereign debt. These liabilities have
decreased as percentage of the GDP by 1.6% against
the last year, thus reaching 8.3%.

Consequently, the ratio of the country's sovereign
debt to the country's strategic foreign exchange
reserves dropped from 45.1% down to 33.1%.

The make-up an structure of the mutual debt relations
with non-residents were monitored based on the year-
end data of 2007 in order to evaluate the country's exter-
nal debt indicators, save for the real sector. Thus, for the
purposes of this assessment exercise, the mutual debt
relations with non-residents covered, in addition to the
direct government borrowings and government-guaran-
teed borrowings, loans received by banks, deposit liabil-
ities and currency and deposit holdings of banks with
non-resident banks, as well as asset holdings of the
National Bank, State Oil Fund and government in over-
seas accounts.

Table 7. Basic macroeconomic parameters of the external sovereign debt, USD mil

2006 2007
1 Gross Domestic Product (GDP) 19852 29479
2 Scope of exports of goods and services (EGS) 13955 22517
3 External debt used, considering payments against the principal 1972 2442
3.1 Percentage of GDP, % 9.9 8.3
32 Maximum percentage as per international norms, % 40 40
4 External debt/borrowings to EGS, % 14.1 10.8
4.1  Maximum ratio as per international norms, % 200 200
5 Public budget external debt service expenditures 11.9 25.5
5.1 External debt service costs to EGS, % 0.1 0.1
5.2 Maximum ratio as per international norms, % 25 25
6  Strategic foreign exchange reserves (SFER) 4369 7379
7 External debt to SFER, % 45.1 33.1

(S
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Qeyri-rezidentlorle borc miinasibatlorinin tahlili
gostorir ki, 6lkeds bas veran son makroiqtisadi
tendensiyalar vo inkisaf prosesleri naticesinde 2007-ci
ilin yekunlari iizre garsiligl borclar {izro saldo 4.3 mlrd.
$ hecminde profisitle neticelonmisdir. Bu ise asasen
olkenin strateji valyuta ehtiyatlarmin 2.9 mlrd. §
hocminde artimi ilo baglidir. Neticeds Azerbaycanin
geyri-rezidentlore qarst borc toloblori hesabat dovrii
orzindo 2 dofoden ¢ox artaraq 7.9 mird. $ meblaginde
olmusdur. Bunun ise 54%-1 Milli Bankin qeyri-
rezidentlore qgarst toloblaridir.

Hesablamalar géstorir ki, dévletin ve banklarin xarici
borcunun nominal deyeri 3.7 mird. § moblaginde
olmusdur. Bu borcun iso 2.4 mlrd. $ birbaga dévlet ve
dovlet teminatlh xarici boredur.

1.4.4. Strateji valyuta ehtiyatlarinin deyismasi

Hesabat dovriine strateji valyuta ehtiyatlari 69%
artaraq 2008-ci il 01 yanvar tarixine 7.4 mird. $
olmusdur. Bunun da 2.5 mlrd. $ Dévlet Neft Fondunun
aktivlerinden, 631 min. § hokumetin depozitlerinden,
43 mlrd. $ ise Milli Bankin mecmu beynalxalq
aktivlerinden ibaratdir.
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A review of the debt relations with non-residents
suggests that consequent to the latest macroeconomic
trends and development processes underway in the
country the balance of mutual debts resulted in a
USD4.3 billion surplus as of the end of 2007. This
surplus derives primarily from a USD2.9 billion
increase in the country's strategic foreign exchange
reserves. As a result, Azerbaijan's claims on non-res-
idents have increased by more than 2 times thus
amounting to USD7.9 billion during the reported
period, where 54% of such claims are those due to the
National Bank from non-residents.

According to estimates, the nominal value of the
government's and banking sector's external debt is
USD3.7 billion, of which USD2.4 billion are direct
government borrowings and government-guaranteed
borrowings.

144 Yhat v 1 ¢ tratagie Faret o ~hano
1.4.4. Changes in the strategic foreign exchange

IeSCrves

Strategic foreign exchange reserves increased by
69% thereby totaling to USD7.4 bil by January 1,
2008. Of this, USD2.5 bil comprise the State Oil
Fund's assets, USD631 mil the government's deposits
and USD4.3 bil the National Bank's total internation-
al assets.
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II. PUL SIYASOTI

2.1. 2007-ci ilde pul siyasetinin yekunlar

2007-ci ilde Milli Bank 0z selahiyyatleri
¢orgivesinde Azarbaycan Respublikasi Prezidentinin
sabitlik ve inkisaf kursunun mihiim prioritetlorini
togkil eden dayanmiqli iqtisadi artimmn tomin
olunmasina ve igtisadiyyatin siiratli modermizasiyasi
konsepsiyasinin reallagsmasina destek versn pul
siyasotini vo bank islahatlarini heyata kecirmisdir.

2007-ci ilde igtisadiyyatin dinamik inkisafi, 6lke
iqtisadiyyatina xaricden maliyye axmlarinin giiclen-
mosi vo yiiksok fiskal-investisiya aktivliyi soraitinda
Milli Bankin esas vezifesi makroiqtisadi herarot-
lonmonin semsareli tenzimlonmesine imkan veran pul
vo mozenns siyasetinin hoyata kecirilmesi olmusdur.

Eyni zamanda il arzinde Milli Bank pul siya-
sotinin inflyasiyanin hedeflonmasi rejimine kegidi
strategiyasi ¢orcivasinde bu siyasetin dizayni ve
omoliyyat ¢orgivesinin tekmillegdirilmasi istiqa-
metinde miihiim institusional iglori reallagdirmigdir.
2007-ci ilde Milli Bank pul ve mozennae siyasatinin
amoliyyat hadeflerini 6ziinlin operativ monetar ida-
reetmo institutu olan Pul Siyaseti vo Maliyys Sabit-
liyi Komitesinin foaliyyeti vasitesilo ilo hoyata
kecirmisdir.

2.1.1. Sterilizasiya siyasoti

2007-ci ilde Milli Bankin pul ve mazenna siyaseti
valyuta bazarinda izafi xarici valyuta kiitlesinin keskin
arttmi geraitinde reallasdiriimigdir. Tediya balansinin
profisitinin fiskal kanallar vasitesile iqtisadi inkisaf
programlarina transformasiyast valyuta bazarindaki
tarazliga tosir gostoren osas amil olmugdur. Bels ki,
icmal dovlet biidcesi xorclorinin neft gelirlori ilo
maliyyelogen hissasi 62%-don 65%-o yiikselmisdir.

Artan neft golirlori hesabina fiskal sektor torafinden
valyuta bazarma 2.8 mlrd.$-dan ¢ox valyuta teklifi
olmus, bunun yalmz 1/3-i bazarda yaranmis telabatin
(idxal telebatr) 6denilmesine yénalmisdir. Belolikla,
neft golirlorinin izafi hissesi iso Milli Bankin
miidaxilolori vasitesils sterilizasiya olunmusdur.

Qrafik 17. Valyuta bazarinda talab ve toklif
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Bu soraitde manatin ABS dollarina garg1 mozennasi

il orzinde "tenzimlenen iizen mezenne rejimi"
¢orgivesinde cemi 3% moéhkemlenmigdir. Milli

valyutanin mezonnesinin mohkemlenmesi resursla
zongin diger 6lkelerde de miisahide edilmisdir.

Qrafik 18. 2007-ci ilde USD/AZN iizro rosmi mozanninin
deyisim dinamikast
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II. MONETARY POLICY

2.1. Outcomes of monetary policy in 2007

In 2007, the National Bank, within the scope of its
competence, pursued a monetary policy and conducted
banking reforms that supported the provision of sustain-
able economic growth and realization of the rapid eco-
nomic modernization concept that represent top priorities
of the stability and development activities launched and
directed by the President of the Republic of Azerbaijan.

In an environment of dynamic economic develop-
ment, broadening financial inflows from foreign coun-
tries and high level of fiscal and investment activities
the National Bank's principal aim was to conduct a
monetary and exchange rate policy that would allow for
effective regulation and control of macroeconomic rise.

Also, during the year, the National Bank took signif-
icant institutional measures in order to improve the
design and operational framework of this policy along
the lines of the strategy of migrating towards a mone-
tary policy that would focus on setting inflation targets.
In 2007, the National Bank set and worked the opera-
tional targets for the monetary and exchange rate poli-
cy via the Monetary Policy and Financial Stability
Committee, which is an efficient monetary manage-
ment establishment of its own.

1.1 Qtsrilivating
2.1.1. Sterilization policy

In 2007, the National Bank had to conduct its monetary
policy set against a background of dramatically increased
excessive foreign exchange supply. Transformation of the
balance of payment surplus into economic development
programs through fiscal channels was the principal factor
affecting the balance of the currency market. Thus, the
portion of the consolidated state budget that is financed by
oil revenues increased from 62% to 65%.

The fiscal sector offered over USD2.8 billion of cur-
rency using the growing oil revenues, where only 1/3
of which was used to cover the demand (import
demand) arising on the market. Thus, the excessive oil
revenues were used to expand the foreign exchange
reserves through the National Bank's interventions.

Chart 17. Demand and supply on the currency market
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Under these settings, the Manat exchange rate
against the US Dollar appreciated by 3% during the
year on the "floating rate" basis. Other resource-rich
countries have also demonstrated appreciation of their
respective national currencies.

Chart 18. Change path of USD/AZN official exchange

rate in 2007
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Pul siyaseti

Milli Bankin valyuta bazarina aktiv miidaxilelari
manatin meazennasinin keskin mohkemlenmesinin

Qrafik 20. Manatla pul bazasinin dinamikasi
(ovvelki ilin dekabrina nisbaton, %)

qargisint almigdir. Tohlillor gosterir ki, manatin 140,0% 132,6%
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2 mird. ABS dollarina yaxin olmusdur.
Cadval 8. Milli Bankin valyuta bazarina miidaxilasi, min. manat
I Riib II Riib III Riib IV Riib Illik
2006 17 145 379 462 1002
2007 35 443 653 867 1998

Mazonnenin sabitliyini tomin etmokden alave kon-
vertasiyalar1 hoyata kegirmoklo Milli Bank eyni zama-
nda igtisadiyyatin likvidliye olan telebatim Sdemis,
ddvlet xerclerinin fasilesiz icrasina destek vermisdir.

2007-ci ilde pul bazasi 2 defe artmis ve bu, baslica
olaraq xalis xarici aktivler hesabina bas vermisdir.

Qrafik 19. Manatla pul bazasmin artim menbalari, %
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Beloliklo, neft golirlorinin yiiksek monetizasiyasi
soraitindo pula tolobin ohemiyyatli artimi bas vermigdir.

Pul bazasmnmn osas artim kanali olan Milli Bankin
miidaxilesi dévlet biidcesi xerclorinin fasilosiz icrasint
tomin etmisdir.

Qrafik 21. 2007-ci ilde pul bazasinin deyismasine tesir gosteren amiller,
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Movsiimi amillerin tosiri ilo bagl hesablamalar
gostorir ki, 2007-ci ilin yekunu {izre movsiimi te-
mizlonmis pul bazasi da Gten ilo nozeren 2 defe
artmusdir.




Monetary policy

The National Bank's active interventions to the cur-
rency market prevented the Manat's exchange rate

Chart 20. Change pattern of the Manat monetary base
(as opposed to December last year, %)

from over appreciating. Analyses show that excessive  140,0% bogts
appreciation of Manat would pose a threat to the  1200% 105:5% P
financial stability by enhancing the scope of financial 00,0 i rd ,
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the National Bank doubled its net currency market g g § 23 5 2 & t T OEOE
intervention against the previous year to a point close | = < 5° 2 &
to USD2 billion.
Table 8. National Bank's currency market intervention, AZN mil
1* quarter 2 quarter 3" quarter 4* quarter Annual
2006 17 145 379 462 1002
2007 38 443 653 867 1998

Apart addressing the exchange rate stability con-
cerns, the National Bank also employed the tool of
additional conversions to meet the economy's liquid-
ity needs and ensure that the continuity of public
expenditures execution is not disrupted.

The monetary base doubled in 2007, primarily due
to net foreign assets.

Chart 19. Growth sources of the Manat monetary base, %
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Thus, the money demand has grown significantly stem-
ming from the high level of oil revenue monetization.

As the chief stimulator of the monetary base growth,
the National Bank's interventions ensured that the public
budget expenditures are executed without disruption.

Chart 21. Factors contributing to change in the 2007 monetary base,
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Estimations of factors show that the seasonally adjust-
ed monetary base as of the end of 2007 has also doubled
from the previous year.
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Qrafik 22. M6vsiimi amillerin pul bazasina tesiri, mln. manat
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* mavsiimi komponentin (sag skala) manfi olmasi movsiimi
amillarin pul bazasina artiricr, miisbat olmast isa pul bazasina
azaldict yonda tasir etdiyini gostarir.

Pul bazasinin deyisimi pul multiplikatoru vasitesile
pul kiitlesinin deyigimine tesir gdstormisdir. 2007-ci
ilin sonuna manatla genis pul kiitlesi (M2) 6ten ilin
avvaline nazeren 2267.3 mln. manat ve ya 2,1 defo
artaraq 4405 mln. manat togkil etmisdir.

Yanvar-dekabr aylar1 {izre orta illik pul kiitlosi
(M2) ise oten ilin miivafiq dovrii ile miiqayisede 2.3
defe artmugdir. Orta hesabla kegan illo miigayiseda
M1 pul agreqat1 2.1 dofo, nagd pul kiitlesi ise 2.2
defo artmigdir.

Qrafik 23. M2 pul aqgreqatinin artim tempi
(6ton ilin miivafiq ayina nezeren %-lo)
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2007-ci ilin dekabr ayinda mdvsiimi tomizlonmig
pul kiitlesi (MO0) 6ten ilin miivafiq dévriine nezeren
2.1 defe, Gten aya nezeren ise 20.3% artmugdir. Bu

dovrde movsiimi tomizlonmis manatla genig pul
kiitlesi (M2) 6ten ilin sonuna nazeran 2.1 dafe, 6ten
aya nezeren ise 16,7% artmigdir.

Qrafik 24. 2007-ci ilin sonuna M2 pul agreqatinin strukturu, %
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M2 pul aqreqatinin strukturunda keyfiyyet de-
yisikliklori bas vermokdodir. Pul aqreqatlarindaki
ohomiyyetli artim daha c¢ox nagdsiz dévriyyenin
artmasi hesabina bag verir. Bels ki, 6ton ilin miivafiq
dovriine nezeren manatla miiddetli emanatler ve
depozitler 2.6 defe, o climladen manatla uzunmiiddatli
amanatlor 2.3 defo artdigr halda, manatla nagd pul
kiitlosi (M0) 2.1 defo artmus, neticede, M0O-n pul
kiitlesindeki xiisusi ¢okisi 61.6%-o ¢atmigdir.

Qrafik 25. Pul aqreqatlarinin dinamikasi, mln. manat

01.01.08 -

—~
=
=)
=
—_
=)

01.03.06
01.05.06
01.07.06
01.09.06
01.11.06
01.01.07
01.03.07
01.05.07
01.07.07
01.11.07

@ Nogd pul © Taleb olunanadek © Miiddetli © Xarici valyuta ilo

Olkoedo maliyyo innovasiyalarmin siiratli inkisafi,
xlisuson do miiteraqqi Odenis sistemlarinin totbiqi
naticesinds bank sisteminin pul yaratmaq qabiliyyatini
xarakterize eden gostericilor do yaxsilasmaqdadir.
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Chart 22. Effect of seasonal factors on the monetary base,
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* a negative seasonal component (right-hand scale) indicates
an upwardly effect of seasonal factors on the monetary base, while
a positive component indicates the opposite.

The change in the monetary base affected the
money supply through the money multiplier. The
2007 year-end broad money (M-2) increased by
AZN2267.3 mil or 2.1 times against the last year's
year-start level thereby totaling to AZN4405 mil.

The average money supply (M-2) for January-
December increased by 2.3 times against the last
year's corresponding period. On average, the M1
monetary aggregate increased by 2.1 times and the
money supply by 2.2 times against the last year.

Chart 23. Growth rate of M2 monetary aggregate
(relative to the last year’s relevant month, %)
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In December 2007 the seasonally adjusted money

supply (MO) increased by 2.1 times against the year-
start level and by 20.3% against the last month's level.

P
o

During that period the seasonally adjusted Manat broad
money (M2) increased by 2.1 times against the year-
start level and by 16.7% against the last month's level.

Chart 24. Composition of M2 monetary aggregate
as of the end of 2007, %
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Certain qualitative changes continue to affect the
structure of the M2 monetary aggregate. The consider-
able growth of the monetary aggregates is mostly linked
with the expansion of the non-cash turnover. Thus,
while Manat-denominated term savings and deposits
increased by 2.6 times, including Manat-denominated
long-term deposits by 2.3 times, the Manat cash money
supply (MO0) increased by 2.1 times, wherefore the
share of M0 in the money supply reached 61.6%.

Chart 25. Monetary aggregates, AZN mil
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The banking system's cash generating efficiency indi-
cators are also improving as a result of the rapid develop-
ment of financial innovations, especially comprehensive
implementation of state-of-the-art payment systems.
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Belo ki, manatla pul multiplikatoru 2006-c1 ilin sonu
ile miiqayisade 2.3% artaraq 1,37-0 yiikselmisdir.

Qrafik 26. Qeyri-nagd pul kiitlasi vo multiplikator
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2007-ci ilin yekunu iizre 6lkede maliyye derinliyini
xarakteriza eden gostericilorden biri olan monetiza-
siya emsali da yiikselmigdir. Manatla genis menada
pul kiitlesinin geyri-neft UDM-do xiisusi gokisi 2006-
c1 ilin yekunundan bu yana 13.6% bendi artaraq
39.6%-a yiikselmisdir.

Qrafik 27. Qeyri-neft sektoru tlizre monetizasiya gostorijilori,%
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~k M2-nin Q-neft UDM-do xiisusi gakisi, %-lo

Manatla teleb olunanadek emanot vo depozitler
2006~c1 ilin sonuna nezeren 73,2%, miiddetli emanat
vo depozitlor iso 2.6 dofo artmigdir. Neticede, manatla

comi amanat vo depozitlerin strukturunda miiddetli
amanat ve depozitlorin xiisusi ¢okisi Oten ilin de-
kabrindaki 34.4%-o qarst 2007-ci ilin dekabr ayinda
44 .5%-s yiiksalmisdir.

Qeyd olunan biitiin bu proseslor manatin sarbost
donerli valyutalara nezeren meazonnosinin méhkom-
lenmasinden alave hem de denominasiya naticesinde
shalinin milli valyutaya inaminin artmast ilo izah
olunur.

2.1.3. Pul siyasetinin reaksiyasi

Sicrayisli iqtisadi artim ve neft golirlerinin irthecmli
konvertasiyasi geraitinde bas veron makroiqtisadi
heraratlonmeni azaltmaq {iclin Milli Bank monetar
soraite tesir etmak istiqamotindo agiq bazar emeliy-
yatlari, faiz dereceleri, habelo macburi ehtiyat
normalart kimi alatlarden istifade etmisdir.

Faiz dohlizi konsepsiyasinin tetbigi. Milli Bank
iqtisadiyyatda pulun deyerine tesir etmek imkanlarini
genislondirmek ve bununla operativ monetar idaro-
etmenin semerasini daha da artirmaq mogsadi ilo 1
aprel, 2007-ci il tarixinden feal antiinflyasiya siyaseti
corcivesinde pul siyasstinin hoyata kecirilmesi
mexanizmlarinin miiteraqqi formalarindan olan "faiz

Qrafik 28. Yenidenmaliyyelosdirme deracesinin dinamikast, %-lo
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dohlizi" konsepsiyasmin realizasiyasina baglamigdir.
Dohlizin osas parametri olan ugot derocesi 2 defo
deyisdirilerak Gten ilin aprel ayinda 9.5%-don 12%-o,
daha sonra iyul ayinda 13%-e yiikseldilmisdir.

Ucot deracesinin doyisdirilmesi inflyasiya gozle-
molarinin milayyan goder azalmasina imkan vermigdir.

Izafi pul kiitlasinin takrar sterilizasiyasi. Eyni zaman-
da Milli Bank pul kiitlesinin artimim mehdudlagdirmagq
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Thus, the Manat money multiplicator rose up to 1.37
having increased by 2.3% against the 2006 year-end rate.

Chart 26. Non-cash money supply and multiplicator
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The monetization factor, an indicator that characterizes
the country's financial depth, also increased by the end of
2007. The share of the Manat broad money supply in the
non-oil GDP increased by 13.6% year to the date there-
by reaching 39.6%.

Chart 27. Non-oil sector’s monetization indicators
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Manat-denominated demand deposits increased by
73.2% against the 2006 year-end, while term deposits
increased by 2.6 times. Consequently, term deposits as

a share of the total Manat deposits went up from 34.4%
in the last year's December to 44.5% in December
2007.

All of the mentioned processes are explicable due
not only to reinforcement of Manat's exchange rate
against freely convertible currencies but also due to the
general public's increased confidence in the national
currency because of the denomination.
onse of the monetary policy

In order to mitigate the macroeconomic heat-up
resulting from the booming economic growth and
large-scale conversion of oil revenues, the National
Bank deployed a variety of tools to affect the monetary
situation ranging from open market transactions to
interest rates and reserve requirements.

Interest rate corridor concept. Seeking to expand its
opportunities to affect the value of money in the econo-
my and, subsequently, to improve the efficiency of mon-
etary management, the National Bank introduced the
concept of the "interest rate corridor”, a modern form of
monetary policy implementation mechanisms under its
active anti-inflation policy starting from April 1, 2007.
The corridor's principal parameter, the discount rate,
was changed two times: raised from 9.5% to 12% in
April last year and then to 13% later on in July.

Chart 28. Refinancing rate, %
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Re-sterilization of excessive money supply. In paral-
lel, the National Bank sought to limit the growth of the
money supply by expanding the scope of open market
transactions and increasing the volume of notes by 2.2
times during the year. As a way of managing the bank-
ing system's liquidity, the National Bank utilized REPO
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liclin bazar emsaliyyatlarnin hocmini geniglondirmis,
notlarmin hacmini il orzinde 2,2 defs artirmigdir. Bank
sistemindaki likvidliyi tonzimlomak iiciin Milli Bank
notlar vasitesile birbasa alqi-satqr emeliyyatlar ile
yanast foal REPO emeliyyatlan da aparmisdir. Notlarn
hacmini artirmaqla Milli Bank pul kiitlesini sterilizasi-
ya etmakla yanasi daxili maliyye bazarlarmmn inkisa-
fina da slave impulslar vermisdir.

Milli Bank 2007-ci ildo macburi ehtiyatlarin seviy-
yosinde doyisiklik etmomisdir. Macburi ehtiyatlar hom
manat, hem da xarici valyutada 10% seviyyesinde saxla-
mlmigdir. Manatla mecburi ehtiyatlarm ortalama sistemi-
nin tetbiqi banklararasi bazarmn inkisafina, likvidliyin so-
moarsli idareedilmasine 6z miisbat tesirini gdstormisdir.

Kapitalin harakatinin liberallasdirilmasi. Neft golir-
lorinin davamli artinu seraitinde valyuta bazarinda toz-
yiqi yumsaltmaq ve bu esasda pul emissiyasinm inflya-
siyaya tesirini azaltmaq t¢iin Milli Bank hékumotlo
maslehatlogmeler apararaq 1 iyun 2007-ci il tarixinden
etibaren kapitalin 6lkeden ¢ixmasi rejiminin liberallas-
dirilmasi barada gebul etmisdir. Bu gerara asason rezi-
dentler sorbost suretde Iqtisadi Inkisaf ve ©mekdashq
Taskilatina iizv olan 6lkalere ve Rusiya Federasiyasina
birbasa va portfel investisiyalar qoymagq, daginmaz om-
lak almaq habelo 6z omanotlorini bu dlkelerin bank-
larinda saxlamaq imkanina malikdirler.

Pul siyasatinin ¢evikliyinin artirilmast iizra institusio-
nal hazirliq iglori. Dinyanin aparici valyutalarinin, xii-
susile do ABS dollarmin diinyanin diger aparici valyuta-
larina qargt mezennalerinin shemiyyetli tereddiidleri
vo artmaqda olan global inflyasiya templeri mezenne
faktorunun antiinflyasiya siyaseti baximimdan rolunun
yiksaldilmasini zoruri etmigdir. Diger torefden mezen-
19 siyasatinin operativ hadefleri ile onun orta miiddstli
maqsedlerinin daha optimal elagelondirilmesi 6lkoyo
inflyasiya idxalim mohdudlagdirmaq tigiin effektiv me-
xanizmin formalagdirlmasim xiisusile aktuallagdirmugdir.

Bunu nezers alaraq ve eyni zamanda iqtisadi subyek-
tlor torofindon valyuta mdvqeyinin daha mitkemmel
tonzimlenmesing veo valyuta bazarlarinda alet arsenali-
nin inkisafina gorait yaratmaq tictin Milli Bank novbeti
ilde manatin mezennasinin valyuta sobatine baglanil-
mas1 mexanizminin reallagdirilmasi iigiin 2007-ci ilde
zoruri hazirliq islarine baglamigdir,

2.2. Beynalxalq roqabet qabiliyyoti
2007-ci il arzinda beynolxalq ve daxili valyuta bazar-

larinda bas veren 2007-ci ilin yekunu tizre manatin me-
zonnosi real olaraq tiirk liresi vo gazax tengesi istisna ol-

Qrafik 29. Qeyri-neft sektoru iizro real effektiv moazonno indeksi
(2006 dekabr =100), %
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magq]la tohlil olunan biitiin Slkelerin valyutalarina neze-
ron bahalagnugdir.

Real effektiv mazenne qeyri-neft sektoru tizro 2007-
cl ilde timumi ticarat dovriyyaesi iizro 5.4%, idxal ¢okili
5.9%, ixrac ¢akili ise 2.7% mohkemlenmisdir.

2000-ci ilin dekabrindan etibaren ise qeyri-neft
sektoru iizro hesablanmis real effektiv mezennenin
asagl diigmesi bas vermigdir. Belo ki, neft sektoru
istisna olmag|a real effektiv mozonnenin agag diigmesi
tempi timumi ticarat dovriyyasi iizre 10.9%, idxal ilizre
8.6%, ixrac lizro iso 22.2% toskil etmisdir.

Qrafik 30. Qeyri-neft sektoru iizro real effektiv mozenne indeksi
(2000 dekabr=100), %
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2001-2007-ci illerde Azerbaycanda inflyasiya
saviyyasi 68.2% oldugu halda, ticaret partnyoru olan
lkelerds qiymetler orta hesabla 83.5% artmigdir ki, bu
da uzunmiiddetli dévrde real effektiv moezennenin
azalmasini izah eden osas faktordur. Belosliklo,
uzunmiiddetli dovrde Olkenin beynelxalq reqabet
gabiliyyati alverisli olaraq galmaqdadir.
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transactions in addition to direct purchase and sales of
notes. By expanding the scope of notes the National
Bank provided additional impulses to the development
of the domestic financial market by sterilizing the
money supply.

The National Bank did not change the reserve require-
ments in 2007. Thus, reserve requirements for both
Manat and foreign exchange remained at 10%. The
practice of averaging the Manat-denominated required
reserves had a positive effect on the development of the
interbank market and effective management of liquidity.

Liberalization of capital flows. In order to alleviate the
pressures placed upon the currency market due to the
continuous increase of oil revenues and thereby mitigate
the impact of monetary emission on inflation, the
National Bank, in consultation with the government,
decided to liberalize the conditions, upon which capital
could be moved out of the country, starting from June 1,
2007. Pursuant to this decision, residents are free to
make direct and portfolio investments, purchase real
estate as well as place deposits in banks in the Economic
Development and Cooperation Organization's member
countries and Russian Federation.

Institutional arrangements for increasing the efficien-
¢y of the monetary policy. Significant fluctuations of the
world's lead currencies, especially fluctuations of the US
Dollar exchange rate against the world's other lead cur-
rencies and the growing global inflation rates enhanced
the role of the exchange rate factor in terms of the anti-
inflation policy. On the other hand, development of an
effective mechanism to help limit and contain import of
inflation to the country has become particularly crucial
in light of optimization of coordination between the
operational targets of the exchange rate policy and its
mid-term objectives.

Considering this and also to provide better regulation
of currency positions by economic subjects and allow
for development of the range of tools at the currency
market, in 2007 the National Bank started the necessary
preparations for realizing the mechanism of linking the
Manat exchange rate to the currency basket.

[}
S
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nernational com eness

During 2007, due to events taking place at the interna-
tional and domestic markets, the Manat exchange rate
appreciated against the currencies of all countries

reviewed, except the Turkish Lira and Kazakhstani
Tenge.

Chart 29. Real effective exchange rate index of non-oil sector, %
(December 2006 = 100)
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The real effective exchange rate in the non-oil sector
in 2007 appreciated by 5.4% in terms of trade turnover,
the import-weighted rate appreciated by 5.9%, while the
export-weighted rate appreciated by 2.7%.

The non-oil sector's real effective exchange rate
decreased since December 2000. Thus, the downturn
rate of the real effective exchange rate was 10.9% for the
total trade turnover, 8.6% for imports and 22.2% for
exports, except for the oil sector.

Chart 30. Non-oil sector's real effective exchange rate index,
% (December 2000 = 100)
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While in 2001-2007, the inflation rate in Azerbaijan
was 68.2%, it went up by 83.5% on average in the eco-
nomic counterpart countries, which is the main factor
that explains the reduction of the real effective exchange
rate in the long run. Thus, the country's international
competitiveness remains favorable in the long run.
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2.3. Pul siyasatinin todqiqat vo statistik bazasinin

inkisat

Pul siyasstinin teohlil bazasinin geniglondirilmesi
istiqgametinde makroiqtisadi proseslerin giymetlon-
dirilmesine ve qisa miiddatli meyllorin prognozlasdir-
1lmasina ve mentiqi-igtisadi mithakimelerin aparilma-
sina imkan veren makroiqtisadi diagnostika sistemi
inkisaf etdirilmigdir. Bu sistem ayri-ayr1 makroiqtisadi
sektorlarda bag veron proseslorin qgarsiliglt elagelori-
nin giymsatlendirilmasinde ve prognozlasdiriimasinda,
habelo cari vo gozlenilon makroigtisadi veziyyato
uygun pul siyaseti gorarlarimin qebul edilmesine
miihiim vasite kimi istifade olunmusdur.

Hesabat ilinde daha da inkisaf etdirilon mazannanin
inflyasiyaya transmissiyasi Uzro qurulmus ekono-
metrik modeller hoyata kegirilon meazenns siyasatinin
asaslandirilmasi ii¢lin mithiim naticaler alde etmayo
imkan vermisdir. Bu aragdirmalarin naticeleri Milli
Bankin hadefladiyi nominal mezennaenin inflyasiyaya
kemiyyetca tesirini gabaqcadan miioyyan etmokdo
miithiim rol oynayir.

Milli Bankda makroigtisadi tehlil ve prognozlasdir-
ma moegqsedile maliyya programindan istifade prakti-
kasi da geniglondirilmis, ekonometrik modellorin nati-
calerinin maliyye proqrami modeline inteqrasiyasi to-
min edilmisdir.

Biitiin bunlarla yanagt AMB-nin perspektivde sar-
bost izon mazenna rejiming va inflyasiyanin birbasa

«

hadaflanmasi rejimine kecid strategiyasi ¢arcivasinda
miuxtolif siyaset simulyasiyalarinin aparilmasina im-
kan veron makro-modelin qurulmas: istiqamatinda
muhiim ireliloyigler olde edilmisdir. Bu ¢arciveda
makromodelin hazirlanma metodologiyasinin menim-
senilmasi, pula teleb ve inflyasiya modellorinin, mak-
romodelo daxil olan digor alt modellarin qurulmasi
istigametinds miihiim isler gériilmisdiir.

Monetar idareetmeanin fundamental tadgiqat bazasi-
nin geniglendirilmesi ile yanasi olkeds maliyya
sabitliyinin qorunmast ve bu sahads tedqiqat bazasmin
gliclondirilmesi istigamatinds miihiim islar goriilmiis-
diir. Belo ki, maliyye sabitliyinin monitoringi sistemi-
nin qurulmast ve maliyye xidmatlerine ¢ixis imkan-
larmin geniglondirilmesi {izre mithiim tedqiqat islori
apartlmigdr.

Monetar idareetmenin zeruri informasiya bazasinin
zonginloesdirilmasi istiqametinde de mihiim igler go-
riilmiigdiir. Informasiya agigligmm ve maliyys malu-
matlarina daha genis ¢ixigin tomin olunmasi meqse-
dilo Milli Bankda méveud miixtelif toyinath molumat
bazalarmi vahid platformada birlagdiren Markazlos-
dirilmis Molumat Bazasinin yaradilmasi istigametinde
hazirliq igleri gériilmiisdiir. Real sektorun monitoringi
istigamatinde milessiselorin maliyye indikatorlarinin
vo bezi isglizar géstericilarin hesablanmast tigiin pilot
sorgu kecirilmis ve miioyyen neticeler alde edilmis-
dir.
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2.3. Development of the research and statistical base
of the monetary policy

A macroeconomic diagnostic system was developed
that allows for evaluating macroeconomic processes
and forecasting short-term trends as well as making
logical and economic judgments in order to expand
the analytical framework of the monetary base. This
system has been used extensively as an important tool
in evaluating and forecasting the interconnections
between various processes going on in individual
macroeconomic sectors as well as taking monetary
policy decisions based on the current and expected
macroeconomic conditions.

The econometric models that were built based on
the transmission of the exchange rate into inflation
and further developed in the reported year allowed for
obtaining important outcomes for substantiating the
exchange rate policy underway. The findings of these
studies enabled the National Bank to act proactively
in determining the quantitative effects of the targeted
nominal exchange rate on inflation.

The National Bank has expanded the practice of
using the financial program for macroeconomic
analysis and forecasting purposes and integrated the
outcomes of the econometric models into the finan-
cial program model.

Furthermore, NBA has made substantial progress
towards building a macro-model that allows for mak-

ing various policy simulations under the strategy of
transition to the free floating exchange rate environ-
ment and direct inflation targeting settings in the
future. In this context, significant efforts were taken
to develop a methodology for designing a macro-
model and building the money demand and inflation
models as well as other sub-models included in the
macro-model.

Necessary arrangements were made to ensure pro-
tection of the country's financial stability and enhanc-
ing the related research base, in addition to expanding
the fundamental research framework of the monetary
management. Thus, a considerable amount of
research work has been carried out to design and
build a financial stability monitoring system and to
improve access to financial services.

Also, a set of important actions were taken to
enhance the necessary database of the monetary man-
agement practices. The National Bank made neces-
sary preparatory arrangements to set up a Centralized
Database that brings to a single platform the National
Bank's databases of various purposes in order to
ensure transparency of information and improve
access to financial data. A pilot survey was carried
out to compute financial indicators and some business
performance indicators as part of the real sector mon-
itoring exercise and the appropriate findings were
documented.
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[II. MALIYYO BAZARLARI

3.1. Maliyye bazarmin institusional inkisafi

2007-ci ilde maliyye bazarlarinin likvidliyinin
artirilmasi ve bazarin darinlesmesi xiisusi diqqetde
saxlanilmigdir. Bu istigametde yeni maliyyo alet-
lorinin yaradilmasi, mdvcud maliyye alstlorinin
strukturlagmast ve likvidliyinin artirilmasi iizre bir
sira tadbirler heyata kecirilmisdir. Burada bazarlarin
inkisaf etmosi ilo yanasi pul siyasetinin bazar
omoliyyatlari vasitesile reallagdirlmasi imkanlarinin
genislendirilmasi asas magsad olmusdur.

Milli Bank 2007-ci il G¢iin bayan etdiyi pul
siyasotinin beynalxalq standartlara uygunlagdiriimasi
istiqamatinde "faiz deracelori dohlizi" yanagsmasinin
tatbiqini hayata kecirmisdir. Yeridilon pul siyasetinin
reallasmas1 mexanizmlarinin miiteraqqi formalarindan
olan "faiz dehlizinin" totbiqi yeni emsliyyat stru-
kturunu nezerde tutmaqla Milli Bankin iqtisadiyyatda
pulun deyarine tesir etmak imkanlarini genislondirmis
vo bununla operativ monetar idaroetmenin seme-
rosinin daha da artirilmasina sorait yaratmigdir.

Yeni amaliyyat strukturuna uygun olaraq, Milli

Bankin pul bazarinda emsliyyatlar iki istiqametde
- cor¢ive aletlori ve agiq bazarda emsliyyatlar
vasitesile - aparilmisdir.

Milli Bankin ¢ergive aletleri kimi bir giinliik repo
(vesaitlorin calb olunmasi aleti) ve bir glinliik oks-
reponun (vesaitlorin yerlogdirma alati) istifadasi
nozordo tutulmusdur. Cercive alotlori lizre Milli
Bankla omsaliyyatlar istenilen vaxt emeliyyat giinii
arzinde mileyyen olunmus faiz deroceleri ilo
banklarin tosebbiisii ilo aparila biler.

Acg1q bazar emsliyyatlari pul siyasetinin ameliyyat
hadoflerinin reallagdiriimasi meqgsoedile dovriyyede
olan pul kiitlesinin tenzimlenmasi vo banklararas
pul bazarinda faiz deracelerine tesir vasitesi kimi
istifade olunmusdur.

3.2. Valyuta bazar

Son 5 ilde oldugu kimi 2007-ci ilde 6lkenin
todiyye balansinin saldosunun miisbot olmasi

naticesinde daxili valyuta bazarinda toklif olunan
xarici valyutanin hacmi ehemiyyetli deracede
artmus, valyuta bazarmin hacmi 6ton ile nisbaton 44
% artaraq 17,7 mlrd. $ teskil etmigdir.

Qrafik 31. Daxili valyuta bazarinin hacmi
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Il orzinde daxili valyuta bazarinin 76%-i
bankdaxili emsliyyatlarin payma disiir. Kecon ilin
miivafiq dovrii ilo miiqayisede valyuta bazarinda
bankdaxili emsliyyatlarin pay1 4% artmisdir.

Qrafik 32. Daxili valyuta bazarinin seqmentlar uzre bélgiist
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Financial markets

[II. FINANCIAL MARKETS

~

3.1. Institutional development of financial markets

In 2007 a special emphasis was placed on the lig-
uidity development and deepening of the financial
markets. A number of efforts were taken to develop
new financial instruments, further improve the exist-
ing financial instruments and enhance the liquidity. In
addition to developing financial markets, an impor-
tance was assigned here to expanding the capabilities
of implementing the:monetary policy through market
transactions.

The National Bank introduced the "interest rate
corridor" as a measure to improve its 2007 monetary
policy into compliance with the best international
practices and standards. The "interest rate corridor”,
being one of the modern forms of monetary policy
implementation tools, in addition to envisaging a new
operational structure, enabled the National Bank to
have a greater impact on the value of money in the
economy and therefore allowed for increasing the
monetary management effectiveness.

Pursuant to the new operational structure, the
National Bank conducted its money market opera-
tions in two major directions: framework instruments
and open market transactions.

Framework instruments of the National Bank
included overnight repo (funding instrument) and
overnight ex-repo (investment instrument) transac-
tions. Banks are free to initiate transactions involving
framework instruments with the National Bank at any
time based on the pre-determined interest rates during
the operating day.

Open market transactions were used as a tool for
regulating the money supply in circulation in order to
realize the operational targets of the monetary policy
and to affect interest rates on the interbank money
markets.

As in the past 5 years, in 2007, as a result of the
positive balance of payments of the country the scope

of foreign exchange offered on the domestic currency
market increased substantially, while the currency
market amounted to USD17.7 billion by having
increased by 44% against the last year.

Chart 31. Scope of domestic currency market
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Intra-bank transactions accounted for 76% of the
domestic currency market during the year. .

Chart 32. Breakdown of the currency market by segments
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3.3. Qiymeotli kagizlar bazar
3.3.1. Bazarin inkisafi

Il orzindo miitogokkil giymetli kagizlar bazarinm
hocmi 4 dofo yaxin artaraq 5,5 mlrd. manat toskil
etmigdir. Bunun 93,8% ddvlet qiymetli kagizlar
bazarimin (bununda 95%-i qisamiiddatli notlarin),
6,2% iso korporativ qiymetli kagizlar bazarinin payina
diigtir.

Qrafik 33. Miitogokkil QK bazari
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flin sonuna dbvriyyede olan dévlet giymetli
kagizlarimin hacmi ilin avvali ilo miiqayisade (176,7
min. manat) 230 mln. manat ve ya 130,2% artaraq
406,7 mIn. manat teskil etmisdir. Dovriyyede olan
dovlet qiymetli kagizlarimin 62% Milli Bankin
notlarmin, 38%-i ise Maliyye Nazirliyinin DQI-lorinin
payina diisiir.

Qrafik 34. Dévriyyeda olan dovlet qiymatli kagizlari
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3.3.2. 11

cin bazar
Milli Bankan qisamiiddatli notlar

Pul siyasatinin bazar emsliyyatlari vasitesile hoyata
kecirilmesi ¢orgivesindo Milli Bankin notlarindan
genis istifade olunmusdur. Belo ki, il orzinde
qusamiiddetli notlarin ilkin yerlosdirilmesi tizre Milli
Bank torofinden 52 herrac kegirilmigdir. Horraclarda
2 650 mln. manat toklife garst 2 298,5 mln. manat
taleb olmusdur. Herraclarda ve herracdankenar
ameliyyatlar vasitasile yerloegdirilmis notlarin hecmi
1 926,4 min. manat teskil etmisdir. Orta Ol¢lilmiis
golirlilik dovr erzinde azalaraq dovriin ovvelinde

kecirilmis ilk auksiondaki 12,33% seviyyesinden
10,56% seviyyasine enmisdir. 2007-ci ilin sonuna
dovriyyade olan notlarin hecmi 253,2 mln. manat
toskil etmisdir.

Qrafik 35. 2007-ci ilde kegirilmis not horraclart hagqinda Molumat
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2007-ci ilde Maliyye Nazirliyi torofinden DQI-lorin
yerlosdirilmesi {izre 89 herrac kegirilmisdir. Il arzinde
emissiya olunmus DQI-lerin hacmi 276 min. manat,
yerlogdirilmis DQI-lorin hocmi ise 171,3 min. manat
toskil etmigdir. 2007-ci ilin sonunda dovriyyede olan
DQI-lerin hecmi 153,5 mln. manat teskil etmisdir.
3 ayhq DQI-ler iizre orta &lgiilmiis golirlilik isa ilk
herracda 10,01% seviyyesinden sonuncu herracda
10,47% seviyyesine gader yiikselmisdir.
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3.3. Securities market
3.3.1. Market development

During the year, the securities market volume
totaled to AZNS5.5 billion by having increased by
about 4 times. Of this amount, 93.8% relate to the
government securities market (of which 95% are
short-term notes), while 6.2% pertain to the corporate
securities market.

Chart 33. Organized securities market
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The year-end outstanding government securities
have increased by AZN230 mil or 130.2% against the
year-start level (AZN176.7 mil), thus amounting to
AZN406.7 mil. Outstanding government securities
break down as follows: 62% are the National Bank's
notes, 38% are the government bonds issued by the
Ministry of Finance.

Chart 34. Government securities outstanding
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3.3.2. Primary market
National Bank's short-term notes

National Bank's notes were broadly used as a tool
of ensuring the monetary policy's implementation
through market transactions. Thus, the National Bank
held 52 auctions to sell short-term notes during the
year. The supply of AZN2 650 mil worth of notes
stood against a demand of AZN2 298.5 mil worth of
notes. Notes sold through auctions and over the
counter totaled to AZN1 926.4 mil. The average
weighted yield went down from 12.33% at the first
auction to 10.56% during the period. Total outstand-
ing notes amounted to AZN253.2 mil by the end of
2007

Chart 35. Auctions held in 2007
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Government short-term securities market

In 2007 the Ministry of Finance held 89 auctions to
sell GSTS. Amount of GSTS issued during the year
totaled to AZN276 mil, and amount of GSTS sold to
AZN171.3 mil. GSTS outstanding as of the end of
2007 amounted to AZN153.5 mil. Average weighted
yield on 3 month GSTS increased from 10.01% at the
first auction to 10.47% at the last auction.
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3.3.3. Tokrar bazar

Notlarla banklararasi tokrar bazarin hacmi il erzinde

1,3 dofo artaraq 170 mln. manat taskil etmigdir.

Qrafik 37. Notlarla tokrar bazar emaliyyatlari
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2007-ci ilde gergive alatler’ iizre emaliyyatlarin
hacmi 2437,23 mln. manat teskil etmigdir ki, bundan 2
399,78 mln. manat Repo emsliyyatlarinin, 37,45 min.

manat ise Oks-Repo ameliyyatlarmin payina disiir.

Banklararasi repo bazarinim hacmi ilin sonuna 253,8
mln. manat tagkil etmigdir. Bu bazarda aparilan repo
ampeliyyatlarinin 239,1 mln. manat (94%) hecmi
notlarla, 14,7 mIn. manat (6%) ise d6vlet qisamiiddetli
istiqrazlan ile heyata kecirilmigdir. Banklararas repo
repo omoliyyatlart iizro orta
golirlik 6% taskil etmisdir.

Qrafik 38. Banklararasi repo bazari
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* 1 aprel 2007-ci il tarixinden ¢or¢ive alotlori tizre faiz deroceleri agagidaki seviyyade tesbit edilmigdir:

o | glinliik repo amsliyyati - 5%
o 1 giinlitk oks repo ameliyyati - 19%
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3.3.3. Secondary market

The secondary interbank market of notes amounted

to AZN170 mil through an increase of 1.3 times.

Chart 37. Secondary market transactions with notes
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In 2007, transactions involving framework instru-
ments® totaled to AZN2437.23 mil, of which
AZN2 399.78 mil are Repo transactions, and

AZN37.45 mil are ex-Repo transactions.

*Interest rates on framework instruments were as follows as of April 1, 2007:

o 1 day/overnight repo transaction - 5%
o | day/overnight ex-repo transaction - 19%

A\ 21

The interbank repo market amounted to AZN253.8

mil by the end of the year. AZN239.1 mil (94%) of
repo transactions carried out through this market per-
tained to notes, and AZN14.7 mil (6%) is government
short-term securities. The average yield on overnight
repo transactions on the interbank repo market made

6%.
Chart 38. Interbank repo market
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Valyuta ehtiyatlarinin idare olunmast

V. VALYUTA EHTIYATLARININ IDARD
OLUNMASI

4.1. Valyuta ehtiyatlarinin idare olunmasi

e vact
strategtyas!

Milli Bankin serencaminda olan resmi valyuta
ehtiyatlarmin son iller arzinde yiiksek templo artmasi
onlarin idare edilmosinde yeni yanasma telob et-
mokdadir. Bu megsadle Milli Bankin daxili idaroetmo
sisteminin potensialinin  genislondirilmesini hodoflo-
yen valyuta ehtiyatlarinin idare edilmasinin moderniza-
siyasi layihasi Gten ilden tetbiq olunmaga baglaml-
mugdir. Layihe hem investisiya prosesinin tokmillogdi-
rilmasi, hom do daxili resurslarin kemiyyst ve keyfiy-
yatco inkisafini nezerde tutur.

Investisiya prosesinin teskili miiasir toloblore tam
cavab verarak, strateji, taktiki va portfel saviyyelorine
boliindr.

Investisiya prosesinin her bir seviyyesinde baglica
istigamet kimi gotiiriilmils "miasir portfel nezeriy-
yosi"nin totbiginin davami kimi, 2007-ci ilin yeni
investisiya siyasetine uygun olaraq ehtiyatlar cari foa-
liyyati tomin edon omsliyyat vo yigim aleti olan
investisiya ehtiyatlarina béliinerek, saxlanma moagsad-
lorine uygun idaroetmo strategiyasi segilmisdir. Ida-
reetma strategiyasmin osas komponenti kimi valyuta
diversifikasiyasina 6nem verilmisdir.

Belo ki, pul-valyuta siyasetinin hoyata kegirilmosi vo
lkadaxili maliyye sabitliyinin temin olunmasi kimi
Milli Bankin prioritet hedeflerine nail olmaq tiglin
movcud valyuta rejiminin desteklenmasi, valyuta boh-
ranlarina  miigavimetin  gdstorilmosi  mogsadile
saxlanilan omseliyyat tranginin valyuta strukturu
beynolxalq praktikaya asaslanaraq yuxarida sadalanan
moagsadlorden ireli galen valyuta kompozisiyasina
uygun secilmisdir.

Valyuta ehtiyatlarinin global diversifikasiya vasitesilo
bir valyutanin deyerinden asililigmin, global sarsintilara
hassasliginin azaldilmasint ve bununla ehtiyatlarin
miitleq deyerinin saxlanilmasmi temin etmek mog-
sadile investisiya trangimin Yapon yeni ¢ixarilmagla
SDR (modifikasiyalagdirilmis SDR) sebaetini togkil eden
0.632 ABS dollari, 0.41 Avro ve 0.0903 Ingiltere funt
sterlinginde saxlanilmasi nezerde tutulmusdur.

Daxili resurslarin on osas komponenti insanlar
oldugundan, onlarin keyfiyyotco vo kemiyyatce
inkisaf etdirilmasi istiqamatinde istedadli ganclerin
iso gobulu, onlarin pese seviyyesinin on-layn, daxili
va xarici yiiksok soviyyeli treyning programlarinda
istirak vasitesile daima artirilmasi, emekdaslarin
motivasiyasinin ve emayinin qiymatlondirilmasi
daim diqget markezinde saxlanilib.

Valyuta ehtiyatlarmin idare edilmasinde informasiya
texnologiyalan infrastrukturunun ve operativ melumat
tachizatinin vacibliyini nezere alaraq, beynalxalq
maliyye bazarlarinin  miitemadi monitoringinin
aparilmasi, maliyye alatlorinin tehlili ve beynslxalqg
bazarlarda aqdlerin baglanilmasi magsedils istifade
olunan Rdyters (Reuters) vo Blumberq (Bloomberg)
sistemlori ile interfeyse malik olan an miiasir toleblera
cavab veran ‘portfel idareetme sistemi'nin quras-
dirilmasi da nezerde tutulur.

Milli Bankin daxili idareetme sisteminin potensia-
lmin genislondirilmesini Diinya Bankinin Xezinadar-
lig1 torofinden merkezi banklar ti¢iin yaradilmig RAMP
"Ehtiyatlarin idareetmo vo maslohat programi” ¢orgi-
vasinde texniki yardimu ile desteklenmekdadir.

Bundan elave, Milli Bank aktivlerin idare olun-
masinda ixtisaslagsmis beynolxalq maliyys institutlari
ile emekdasliga da xiisusi 6nem vermisdir. 2007-ci ilde
valyuta ehtiyatlarinin idare edilmesinde DBX-dan
basqa xarici menecer gisminde ¢ixis eden JP Morgan
vo UBS banklari ilo emekdasliq davam etdirilmigdir.
Valyuta ehtiyatlarmm hecminin yiksok dinamikada
artimi idareetmoade bu institusional alatden istifadeni
daha da aktuallagdirmaqdadir.

47 Valyuta ehtivatiariun idaro edilmosinit
4.2, Valyuta ehtiyatlarimn idaro edilmosinin
naticalar
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2007-ci il arzinde Milli Bankin serencaminda olan
valyuta ehtiyatlarmin hacmi 2047,9 mln. ABS dollar:
va ya 2 dofoden ¢ox (104.1%) artaraq 4015,3 min.
ABS dollar1 saviyyesine ¢atmisdir. Ilin sonuna
Olkenin strateji valyuta ehtiyatlarinin hacmi 7 mlrd.
ABS dollarindan ¢ox olmusdur.
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IV. MANAGEMENT OF FOREIGN EXCHANGE
RESERVES

4.1. Foreign exchange reserves management strategy

The rapid expansion of the official foreign
exchange reserves of the National Bank requires
introducing new approaches to their management. To
this end, last year the National Bank commenced
implementing a project of upgrading the foreign
exchange reserves management that aims at enhanc-
ing the capacity of the National Bank's internal man-
agement system. The project envisages improvement
of both the investment process and quantitative and
qualitative development of human resources.

Organization of the investment process meets the
contemporary requirements and is divided into strate-
gic, tactical and portfolio levels.

As a continuation of the "modern portfolio theory"
that was accepted as the lead principle at all levels of
the investment process, reserves, following the new
investment policy of 2007, have been divided into
operational reserves that support the current activities
and investment reserves that represent a collection
tool, and a management strategy was selected that
corresponds to the purposes of maintaining them.
Currency diversification was assigned specific signif-
icance as the main component of the management
strategy.

The currency make-up of the operational tranche
maintained to support the existing currency regime
and withstand currency crises in order to meet the
National Bank's priority objectives such as conduct-
ing the monetary policy and maintaining the country's
financial stability was selected in conformance with
the currency composition based on the above
described objectives in accordance with the best
international practices.

In order to reduce the dependency of the foreign
exchange reserves on the value of a single currency
through global diversification and sensitivity to glob-
al shocks and, thereby, to ensure that the absolute
value of the reserves is maintained, the investment
tranche is to be maintained in an SDR basket (modi-
fied SDR) composed of USD0.632, 0.41 Euro and

0.0903 British Pounds, with the Japanese Yens.

Since human resources represent the primary com-
ponent of internal resources, a special emphasis has
been placed on recruiting talented youngsters, regular
upgrade of their knowledge and skills through online,
internal and external high level training programs and
employee motivation and performance appraisal
exercises in order to ensure that the personnel is being
developed both in terms of quality and quantity.

Given the important of the information technology
infrastructure and rapid supply of data for foreign
exchange reserve management, it is planned to install
a state-of-the-art "portfolio management system"
interfaced with Reuters and Bloomberg systems used
to regularly monitor international financial markets,
analyze and review financial instruments and close
transactions and deals on the international markets.

The National Bank's internal management system's
capacity building is being supported through the tech-
nical assistance under the RAMP "Reserve
Management and Advisory Program" developed by
the World Bank's Treasury for central banks.

In addition, the National Bank also places a major
focus on cooperation with international financial
institutions specialized in asset management. In 2007,
it continued to cooperate with JP Morgan and UBS
banks that acted as external asset managers besides
the WBT. Furthermore, the rapid growth of the scope
of foreign exchange reserves had rendered the use of
such an institutional tool for management purposes.

i

In 2007, the National Bank-held foreign exchange
reserves totaled to USD4015.3 mil having increased
by USD2047.9 mil or by more than 2 times (104.1%).
The country's year-end strategic foreign exchange
reserves exceeded USD7 billion.

Interest income from currency asset management
amounted to USD151 mil, while interest yield made
5.26%.




Valyuta ehtiyatlarmin idare olunmas

Valyuta aktivlerinin idare edilmasi lizre faiz goliri
151 min. ABS dollar, faiz galirliliyi ise 5,26 % teskil
etmigdir.

Hesabat dovrii ABS-in ikinci deraceli ipoteka
bazarindan baglanan ve sonra diger maliyys ba-
zarlarina yayilmig iri miqyash boéhran ilo sociyye-
londirile biler. Yaranmig likvidlik problemlorine
cavab olaraq Federal Rezerv Sisteminin tedricen

fedfund faiz deracalerin endirilmasi pul bazarinda faiz
dorocolorinin vo bununla Milli Bankin qisamiiddetli
aktivlerinin gelirliyinin azaltmasina baxmayaraq, orta
vo uzunmiddetli dovlet giymetli kagizlarin golir-
liliyinin artmast ham daxili idareetmadae olan giymstli
kagizlar portfelinin, hom de xarici idarsetmenin
somareliyine miisbot tosir gostormisdir.




Management of foreign exchange reserves

The reported period is distinguished with a large-
scale crisis that first struck the US secondary mort-
gage market and subsequently spread over the other
financial markets. Although the US Federal Reserve
System gradually reduced the fedfund interest rates in
response to the spreading liquidity problems, which,
in its turn, reduced the interest rates on the money

markets and subsequently adversely affected the rate
of return on the National Bank's short-term assets, the
growth of yield on mid- and long-term government
securities had a positive effect on both the effective-
ness of the internally managed securities portfolio
and external management .
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V. BANK SISTEMI VO MALIYY®D
SABITLIYI

Iqtisadiyyatm vo bank sisteminin dinamik artimi
soraitindo Azerbaycan Milli Banki Ozliniin Strateji
Inkisaf Programima (2005-2007-ci iller) uygun olaraq
bank sisteminin dayamql inkisafinin temin olunma-
sina vo mohkemlondirilmesine, onun maliyye vasi-
tocilik funksiyasinin genislondirilmosine, ohali vo
korporativ sektorun yigimlarini investisiyalara aktiv
transformasiya eden ve effektiv foaliyyot gosteren
bank sisteminin formalasdirilmasina  yonolmis
tadbirlerini davam etdirmisdir.

2007-ci ilde Azerbaycan bank sistemi bir terefden
Olkodo davam eden dinamik iqgtisadi artim, bank
xidmetlerine iqtisadi subyektlorinin tolobinin giic-
lonmasi, diger terafden iso beynelxalq maliyye
bazarlarinda bas veran qeyri-sabitlik ve likvidlik kesiri
fonunda inkisaf etmisdir. Xarici borc vesaitlorinin
dayerinin bir qoder bahalagmasina baxmayaraq bank
sisteminin xaricdon celb etdiyi maliyye resurslarinin
kemiyyet ve keyfiyyot parametrlori il orzinde
yiikselmigdir. Dovr orzinde iqtisadiyyata bank
kreditlorinin artim tempi, maliyys vasitogiliyinin
derinliyi ve maliyys xidmetlerine ¢ixig imkanlari Gton
illerin miivafiq gostericilerinden yiiksek olmusdur.

vo banklarmm maliyye vasitegilik rolunun daha da
artirilmasini destekloemisdir.

11 arzinde bank sektorunun aktivleri 78%, kapital
93%, iqtisadiyyata kreditler iso 98% artmigdir. Bank
aktivlerinin UDM-o nisbati ilin avvelindeki 21%-
don 26,7%-o (qeyri-neft UDM-o miivafiq olaraq
53,4%-den 72,4%-0) yiikselmisdir. 2007-ci ilde
banklarin mecmu kapitali 93% artaraq 1009 min.
manat, iqtisadiyyata kredit qoyulusu 2 defeyadek
artaraq 4554 mln. manat, ohalinin emanstlori is9
79% artarq 1468,4 mln. manat teskil etmisdir.

Il orzinde bank sektorunun inkisafinin asas meyli
bank iginin biitiin istiqgametlorinde bazar istirak¢ilari
arasinda roqabetin  gliclonmasi, miistorilora
gostarilen xidmetlerin keyfiyyot ve etibarliligina
daha boyiik digget yetirilmasi olmusdur. Sehmlarin
nazarot zorfi dovlete mexsus banklarin bank
xidmotloeri bazarindaki xiisusi ¢okisinin §zel
banklarin xeyrine azalmasi davam etmisdir. Bels ki,
il arzinde bu banklarmn sistem iizro aktivlerde pay1
51%-den 42,4%-0, depozitlorde payi ise 60,7%-den
51,6%-o enmisdir.

Cadval 9. Sistem iizra gostoricilar, %

Miilkiyystina gore
Doévlot banklari
Ozol banklar

o climloden:
xarici kapitalli
Hoacmina gora

Iri banklar

Orta banklar

Ki¢ik banklar

5.1. Bank sisteminin inkigaf parametrlori

5 1 . IR

5.1.1. Bank sisteminin komiyyat gostericileri

Bank sektorunun inkisafi sahesinde heyata
- kecirilen todbirler vo elverigli makroiqgtisadi gorait
bank sektorunda yiiksek dinamikanm saxlanilmasini

Aktivler Depozitler

2006 2007 2006 2007
51.0 424 60.7 51.6

49.0 57.6 39.3 48.4
252 28.5 20.8 24.1
65.1 62.7 74.5 67.7
19.4 21.7 17.5 229

125 15.6 8.0 9.4

Eyni zamanda xarici kapitalli banklarin mdvqeyi
gliclonmisdir. 11 erzinde xarici kapitalli banklarin say:
artaraq 21-o ¢atmugdir (ilin evveline 20 bank), sistem
lizro aktivlerde pay1 28,5%-o (ilin avvalinds 25,2%),
depozitlerde pay1 24,1%-o (ilin evvelinde 20,8%)
catmisdir.

fri banklarin (aktivlerin hecmine gore ilk 5 bank)
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V. BANKING SYSTEM AND FINANCIAL
STABILITY

In an environment of dynamic growth of the econ-
omy and the banking system, the National Bank,
under its Strategic Development Program (2005-
2007), took comprehensive measures to ensure sus-
tainable development and reinforcement of the bank-
ing system, enhance its financial intermediation func-
tion and to form a banking system that actively trans-
forms receipts from individuals and corporate sector
into investments and functions effectively.

In 2007, Azerbaijan's banking system was develop-
ing against the background of a dynamically continu-
ing economic growth and growing demand of eco-
nomic subjects for banking services on one hand, and,
on the other hand, in an environment of unstable inter-
national financial markets and liquidity shortfalls.
Despite of somewhat increase of value of foreign debt
instruments, the quantitative and qualitative parame-
ters of the financial resources that the banking system
attracted from foreign countries were enhanced during
the year. During the period, the growth rate of bank
loans to economic sectors, the depth of financial inter-
mediation and accessibility of financial services were
greater as compared to the previous years.

Table 9. System indicators, %

By ownership
State-owned banks
Private banks
including: banks with
foreign capital

By size

Large-scale banks
Mid-scale banks
Small banks

wn

1 7 1 v . arametore nf th Tty et
.1. Development parameters of the banking system

5.1.1. Quantitative indicators of the banking system
Efficient measures implemented in an environment

of favorable macroeconomic conditions and banking

system's development enhanced the rate of the bank-

ing system's development as well as supported the
banks' financial intermediation role in the economy.

During the year total bank assets increased by 78%,
capital by 93% and loans to economic sectors by
98%. Ratio of bank assets to GDP rose from the year-
start 21.3% to 26.7% (from 46.6% to 72.4% to non-
oil GDP), ratio of capital to GDP rose from 3.0% to
4.0% (from 6.5% to 10.9% to non-oil GDP) and ratio
of loans to the economy to the GDP went up from
13.0% to 18.1% (from 28.3% to 49% to non-oil
GDP). In 2007, the total bank capital amounted to
AZN1009 mil through an increase of 93%, loans to
the economy totaled to AZN4554 mil by having dou-
bled, while individual deposits totaled to AZN1468.4
mil through an increase of 79%.

The year's primary development feature for the
banking system was about the increasingly stronger
competition among market actors in all areas of the
business of banking and a greater focus on improving
the quality and reliability of services offered to cus-
tomers. The market share of government-controlled
banks continued to reduce in favor of the private
banks Thus, the asset share of such banks reduced

Assets Deposits

2006 2007 2006 2007
51.0 424 60.7 51.6

49.0 57.6 39.3 48.4
254 28.5 20.8 24.1
65.1 62.7 74.5 67.7

194 217 17.5 229

15.5 15.6 8.0 9.4

from 51% to 42.4%, while deposits went down from
60.7% to 51.6%.

At the same time, banks with foreign capital also
grew stronger. During the year the number of banks
with foreign equity reached 21 (as opposed to 20 at
the beginning of the year), their share of total assets
increased to 28.5% (as opposed to 22.8% at the
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sistem iizre aktivlerde pay1 il erzinde 65%-den 62,7%-
9, depozitlordo iso 74,5%-don 67,7%-0 azalmigdir.
Banklarin struktur sebekesinin genislenmesi,
maliyye xidmstlerine ¢ixis imkanlarmin artirilmasi
prosesi davam etmisdir. Belo ki, bank filiallarin say1
420-don 485-a, sObelorin sayr ise 69-dan 94-o
yiiksolmisdir. 2007-ci ilin avvaline 6lke ehalisinin her
100.000 naferine 7,9 maliyye tosisat1 xidmet edirdise
ilin sonuna bu gosterici 9,1 teskil etmigdir. Yeni
acilmig 119 bank ve geyri-bank kredit togkilatlarimin
filial ve sobalorin  46%-1 regionlarda fealiyyet
gOstormisdir.

Cadval 10. Banklarin $6ba va filiallar:

Dovlet banklar
Ozl banklar

Comi

Bank fealiyyetini hoyata kecirmok li¢lin 2 yeni bank
lisenziya olde etmis vo beloliklo foaliyyet gésteren
banklarin say1 46 olmugdur.

5.1.2. Bank sisteminin dhdoliklori

2007-ci ilde kreditorlarin ve miisterilerin bank
sektoruna inaminin giiclonmesi davam etmisdir ki, bu
da bank sektorunun maliyye potensialn artmasinda
oz oksini tapmusdir. Il erzinde banklarin dhdolikleri
(hiiquqi ve fiziki sexslerden celb olunmus vesaitler)

24529 miIn. manat ve ya 77,3% artaraq 5627,6
mln.manat taskil etmisdir.

Banklarin resurs bazasinin  formalagsmasinda
ononavi olaraq geyri-maliyye toskilatlarindan calb
olunmus vesaitlerin pay1 yikksek olmugdur (61%). 1
yanvar 2007-ci il tarixine fiziki vo hiiquqi soxslerden
colb olunmus resurslarm hacmi 2006-c1 ilin 1 yanvar
tarixi ile miigayisoedo 1204,8 mln. manat (54%) artaraq
3437,9 min. manat seviyyesine ¢atmusdir. Il arzinde
miistarilarden calb olunmus vesaitlor bank sektorunun
Ohdaliklorinin artimin 50%-ni temin etmislor.

Banklar Yerli filiallar Sébeler

2006 2007 2006 2007 2006 2007
2 2 125 125 38 42

42 44 295 360 31 52
44 46 420 485 69 %4

Hesabat dovriinde fiziki gexslerin emanatlorinin
artim tempi (79%) hiiquqi sexslerin depozitlerinin
artim tempini (39,4%) lstelemisdir. 2007-ci ilde
banklarda ehalinin emansotlori 819,5 min. manatdan
1468,4 mln. manatadek artmigdir, geyri-maliyye
hiiquqi sexslerin depozitleri ise miivafiq olaraq 1413,6
mln. manatdan 1969,5 mln. manatadek artmigdir.
Banklarda miistorilorden celb olunmus depozit ve
omanatlerin artimi yalniz iqtisadi subyektlorin
golirlorinin v apardiglart emsliyyatlarin hacminin
artmast ile deyil, hamg¢inin bank sektoruna inamin

Qrafik 39. Bank sektorunun ¢hdeliklorinin strukturu
(imumi Shdsliklere %-lo)

01.01.2007

45%

2%
3%

26%

B Banklararasi 6hdelikler

[0 Buraxilig borc 6hdelikler

01.01.2008

35%

1%

10%

26%

[0 Diger passivler

[0 Fiziki sexslerin emanetleri [ Hiiquqi sexslerin depozitleri

N
iy




Banking system and financial stability

beginning of the year), while share of total bank
deposits reached 24.1% (as opposed to 18.2% at the
beginning of the year)..

Share of assets of large-scale banks (top 5 banks in
terms of assets) decreased from 65% to 62.7% and
share of deposits from 74.5% to 67.7% during the year.

The banks continued to expand their structural net-
work and enhance accessibility of financial services.
Thus, the number of bank branch offices went up
from 420 to 485 and the number of divisions from 69
to 94. While early in 2007 there were 7.9 financial
institutions per 100.000 people, this indicator went up

capacity of the banking system. During the year, the
banking system's liabilities (funds drawn from legal
entities and individuals) totaled to AZN627.6 mil
having increased by AZN2452.9 mil or 77.3%.
Non-financial institutions traditionally accounted
for a large portion (61%) of the funding attracted in
the forming up of the banks' resource base. As of
January 1, 2007, total funds attracted from individu-
als and legal entities reached AZN3437.9 mil by hav-
ing increased by AZN1204.8 mil (54%) against the
January 1, 2006 rate. During the year, customer funds
provided 50% of the total bank liabilities growth.

Table 10. Bank branch offices and divisions

State-owned banks
Private banks

Total

to 9.1 by the end of the year. 46% of the newly
opened 119 banks and non-bank credit institutions
operated in the regions.

2 new banks obtained banking licenses, wherefore
the number of licensed banks reached 46.

5.1.2. Liabilities of the banking system
In 2007, the banking sector continued to enhance

creditor and customer confidence in the banking sys-
tem, which has positively affected the financial

Banks Local branch offices Divisions

2006 2007 2006 2007 2006 2007

2 2 125 125 38 42
42 44 295 360 31 32
44 46 420 485 69 94

During the reported period, the growth rate of individ-
ual deposits (79%) exceeded that of business deposits
(39.4%). In 2007, individual bank deposits went up from
AZN819.5 mil to 1468.4 mil, while deposits of non-
financial legal entities increased from AZN1413.6 mil to
1969.5 mil. The growth of customer deposits and sav-
ings placed with banks was not only due to growing rev-
enues and transactions of economic subjects but also due
to enhanced public confidence in the banking sector,
expansion of the bank branch network as well as
expanded range and quality of banking services.

Chart 39. Structure of the banking sector’s liabilities
(percentage of total liabilities, %)

01.01.2007

24%
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01.01.2008
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artmasi, banklarin filial sebekesinin genislonmasi,
bank xidmotlorinin ¢esidliyinin ve keyfiyyetinin
artmast ile alagadardir.

Qrafik 40. Mistorilorden colb olunmus vesaitlorin strukturu
(imumi hacmda pay1, %-19)
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dofo artaraq 1 yanvar 2008-ci il tarixine 1,7 mlrd.
manat togkil etmigdir. Bu vesaitlar bank dhdsliklerinin
31%-ni toskil etmigdir (1 yanvar 2007-ci il tarixine
23%). Colb olunmus vesaitlerin 50%-den ¢ox hissesi
orta ve uzunmiiddetli resurslardan ibarst olmusdur.

Aktivlerin suretle artmasi yiiksek makroiqtisadi
dinamikadan ireli golse do, 2006-c1 ilden baslayaraq
banklar terefinden xarici borclanmanin feal celb
olunmasi bu meyllerin daha da giiclonmesine sebab
olmusdur. 11 arzinde banklarin xarici borclart 3 dofo
artaraq 1,2 mlrd. manat toskil etmisdir.

Dovr orzinde bank sektorunun aktivleri 2947,7 min.
man ve ya 78% artaraq 1 yanvar 2008-ci il tarixine
6725,7 mln. man seviyyesina ¢atmigdir.

Qrafik 41. Bank sisteminin aktivlerinin strukturu, %-lo
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-_— 71 Maliyye sektoruna veri

66

Miigtorilorin vesaitlerinin artmasi il yanast calb
olunmug resurslarmn strukturunda miiddatli resurslarm
paymin yiiksalmesi tendensiyasi davam etmisdir. II
orzindo miiddetli depozitlerin pay1 49,2%-den 61,9%-
o yiikselmisdir.

Milli valyutada celb edilen vesaitlerin payinin
artmas! tendensiyast davam etmigdir. Manatla emanat
vo depozitlorin artim tempi (il arzindo 104,3%) xarici
valyutada vesaitlerin artim tempini (14,8%) shemiy-
yotli deracede iistelomigdir. Noticods, dévr erzinds
manatla vesaitlerin pay1 38,8%-den 53,0%-0 yik-
solmisdir.

2007-ci ilde maliyye institutlarindan banklar
torafinden celb edilmis vesaitlerin hacmi  (diger
banklarin kreditlori, depozitlori ve diger vesaitleri) 2,3

56

ovvolki illorde oldugu kimi, hesabat dovrii arzinde
banklarin igtisadiyyatla kredit emaliyyatlarinin
miqyasinin geniglonmesi bank aktivlerinin artmasinin
osas monbosi olmugdur. 2007-ci il erzinde qeyri-
maliyyo sektoruna verilmis kreditlorin hacmi dten illo
miigayisede 2255,7 mln. manat ve ya 98,2% artaraq
4553,7 min. manat seviyyoesinodok catmigdir.
Noticodo banklarin orta aktivlerinin strukturunda bu
omoliyyatlarin (imumi) pay1 ilin avvalindeki 59,7%-
don ilin sonuna 65%-o yiikselmigdir.

Kreditlerin osas hissesi manatla verilmigdir. 1
yanvar 2008-ci il tarixine manatla kreditler 53,1% (1
yanvar 2007-c1 il - 48,7%), 1 ilden yuxar1 miiddate
verilmis kreditlorin comi kreditlorde payr 65,6%
olmusgdur (1 yanvar 2007-ci il - 52,2%).
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Term resources continued to demonstrate the trend of
increasing their share in the total attracted funding in addi-
tion to the customer resource growth. During the year, the

Chart 40. Structure of customer funds
(share of total funds, %)

Although the rapid growth of assets is due to the
high macroeconomic dynamics, banks' more active
external borrowings starting from 2006 caused these
trends to grow even stronger. During the year banks'
external/foreign borrowings totaled to AZN1.2 bil-
lion by having increased 3 times.
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During the period, the total bank assets amounted
to AZN6725.7 mil as of January 1, 2008 by having
increased AZN2947.7 mil or 78%.

As was the case in the previous years, the increased
scope of the banks' lending transactions across eco-
nomic sectors during the reported period was the pri-
mary reason that caused the bank assets to grow. In
2007, loans to the non-financial sector reached up to
AZN4553.7 mil by having increased AZN2255.7 mil

or 98.2%. As a result, the (overall) share of such

Chart 41. Structure of the banking system’s assets, %
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share of term deposits increased from 49.2% to 61.9%.

National currency-denominated deposits also con-
tinued to grow. The growth rate of Manat deposits
and savings (104.7% during the year) exceeded that
of the FX-denominated deposits (15%) substantially.
Consequently, the share of Manat funds increased
from 38.8% to 53.0%.

During 2007, the scope of funds obtained by banks
from financial institutions (loans, deposits and other
funds from other banks) have increased by 2.3 times
and thereby amounted to AZNI1.7 billion as of
January 1, 2008. These resources accounted for 31%
of the total bank liabilities (23% as of January 1,
2007). Mid- and long-term resources constituted over
50% of the attracted resources.

56

transactions within the average assets of banks
increased from the year-start rate of 59.7% to the
year-end 65%.

Most loans were granted in Manats. As of January
1, 2008 Manat-denominated loans amounted to
53,1% (January 1, 2007 - 48.7%), while loans over 1
year amounted for 65.6% of the total loans (January
1, 2007 - 52.2%).

The major factors that determined the positive
change pattern of the non-financial sector of the eco-
nomic and lending to individuals continued to show
their effect in 2007 as well. This was primarily due to
the dynamic growth of the economy, increase of indi-
vidual cash revenues, expansion of resource base and
other factors.
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ovvolki illerde igtisadiyyatin geyri-maliyys sektoru
vo ohalinin kreditlosmosi hocminin miisbat dinamika-
sin1 miioyyon edon esas faktorlarin tosiri 2007-ci ilde
saxlaniimigdir. Bu, asasen iqtisadiyyatda dinamik ar-
tim, ehalinin gelirlerinin yiikselmasi, resurs bazasinin
geniglondirilmasi vo diger amillerle bagl olmugdur.

Qrafik 42. Kreditlorin valyuta strukturu
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Borc 6hdsliklerinin artmasi energetika vo tebii
ehtiyatlar sektorunda on yiiksek (+228%) ve 302 min.
manat olmusdur. Ingaat ve emlak sektoruna ve
nagliyyat ve rabite sektoruna kreditlor iki dofd artaraq
miivafiq olaraq 312,2 mln. manat vo 469,6 min.
manata ¢atmisdir.

cokisi 2007-ci ilin evvealine 31,6%, bank aktivlerinds
xtisusi ¢okisi ise 19,2% toskil edirdi.

Biitiin név borcalanlar iizre ipoteka kreditlogmasi 3
defedon ¢ox artmisdir ve ilin sonuna 259 min. manat
vo ya comi kreditlorin 6%-ni togkil etmisdir (2007-ci
ilin evveline bu kreditlorin pay1 t?xmin?n 4-5% togkil
edirdi). Ohaliye ipoteka kreditlerin comi kreditloerde
pay1 7,6%-den 11,7%-dak artmisdr.

Bank foaliyyatinin diger ehemiyyatli istiqameti
ticaret vo xidmet sektoru ilo olagolerin giiclonmesidir.
Hesabat dovrii erzinde bu kreditlorin hacmi 84,4%
artaraq 1 yanvar 2008-ci il tarixine 1193,6 min. manat
toskil etmigdir. Bu kreditlor comi kredit portfelinin
26,2%-ni toskil edir.

2007-ci ilde banklar terefinden olde olunmus
qiymetli kagizlarm meblegi 421,5 mln. manat tagkil
etmisdir. Qiymatli kagizlarn imumi hacminda dovlet
qiymetli kagizlarmin xisusi ¢okisi 1 yanvar 2008-ci il
tarixine 70,2%-o qoder artmigdir (1 yanvar 2007-ci il
tarixine 68,5%). Banklarin korporativ qiymatli
kagizlara vesait qoyuluslari iki defe artmus ve 2007-ci
ilin sonuna 125,8 min. manat, o climleden xarici
sirkotlorin borc dhdslikleri - 112,5 mln. manat togkil
etmisdir.

Aktivlerin digor maddelerine goldikde  golir
gotirmoyon nagd vesaitlerin ve miixbir hesablardaki
qaligin aktivlerdeki paymin azalmasim geyd etmek

Cadval 11. Kreditlorin sahavi strukturu

01.01.2007 01.01.2008 artim

min, payi, min. payl, min. %lo

man. %-lo man. %-lo man.
Ticarot vo xidmot 6472 282 1193,6 20,2 546,4 84,4
Ev teserriifotlarma (fiziki soxsloro) 725,5 31,6 15457 33,9 820,2 113,1
Energetika, kimiya vo tobii ehtiyatlar 92,2 4,0 302,0 6,6 209,8 2276
Kond teserriifat1 vo emal 131,6 5,7 191,1 42 59,5 45,2
Ingaat vo omlak 152,4 66 3122 69 1598 1049
Senaye va istehsal 192,4 8,4 307,9 6,8 115,5 60,0
Nogliyyat ve rabito 2149 93 469,6 10,3 2547 118,5
Digar verilmig kreditlor 141,8 6,2 231,5 5,1 89,7 63,3

Ohalinin kreditlegsmasi bank xidmetlorinin mithiim
hissesine ¢evrilmekdadir. 2007-ci ilde fiziki sexslera
verilmig kreditlorin hoacmi 113% artaraq ilin sonuna
1545,6 mln. manat seviyyasine catmigdir. Bels ki, bu
kreditlor comi kredit portfelinin 34%-ni, bank
aktivlerinin ise - 23%-ni toskil edir. Qeyd edek ki,
fiziki goxsloro kreditlorin comi kreditlorde xiisusi

olar. Belo ki, 2007-ci ilin yanvar aymm 1l-ne bu
maddoelerin xtisusi ¢okisi 25% oldugu halda ilin
sonuna bu gostorici 14,6%-dok azalmigdir. Bu da
banklarda likvidliyin idare olunmasinm, kreditlog-
menin yiiksok artim tempi ve investisiya alotlorinin
totbiqini aks etdirir.

Banklararasi toleblorin hocmi (kreditlor vo depo-
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The energy and natural resources sectors showed
the highest growth of debt obligation (+228% or
AZN302 mil). Loans to the construction and property
sector and loans to the transport and communication
sector have doubled and reached AZN312.2 mil and
AZN469.6 mil respectively.

Chart 42. Currency structure of loans
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Lending to individuals has turned into a signifi-
cant portion of banking services. In 2007, loans
granted to individuals reached AZN1545.6 mil by
the end of the year having increased 113%. Thus,
such loans amounted to 34% of the total loan port-

the total loans (such loans equaled approximately
4-5% of the total loans at the beginning of 2007).
Mortgage loans to individuals increased from
7.6% to 11.7% of the total loans.

Another important aspect of banking is the
enhancement of relations with the trade and serv-
ice sector. During the reported period, such loans
totaled to AZN1193.6 mil of January 1, 2008 hav-
ing increased 84.4%. Such loans accounted for
26.2% of the total loan portfolio.

In 2007, securities acquired by banks amounted
to AZN421.5 mil. Government securities reached
70.2% of the total securities as of January 1, 2008
(68.5% as of January 1, 2007). Banks' investments
in securities doubled and amounted to AZN125.8
mil as of the end of 2007, while debt obligations of
foreign companies made AZN112.5 mil.

As far as other asset items are concerned, special
mention should be given to the growth of share of
non-income generating cash and correspondent
account balances within the total assets. Thus,
while such items made 25% as of January 1, 2007,
this indicator was reduced to 14.6% by the end of
the year, which indicates the high growth rate of
bank liquidity management, lending and applica-
tion of investment tools.

Interbank claims (loans and deposits) also rose

Table 11. Sectoral structures of loans

01.01.2007 01.01.2008 Growth
AZN  percen- AZN  percen- AZN  percen-
mil tage mil tage mil tage
Trade and service 647,2 282 1193,6 26,2 546,4 84,4
Households (individuals) 725,5 31,6 15457 339 820,2 113,1
Energy, chemistry and natural resources 92,2 4,0 302,0 6,6 209,8 227.6
Agricultural and processing/refinery 131,6 5,7 191,1 4,2 59,5 45,2
Construction and property 152,4 6,6 312,2 6,9 159,8 104,9
Industry and production 192.4 8,4 307,9 6,8 115,5 60,0
Transport and communications 2149 93 469,6 10,3 2547 118,5
Other loans 141,8 6,2 2315 5,1 89,7 63,3

folio and 23% of the total assets. It should be
noted that loans to individuals amounted to 31.6%
of the total bank loans in early 2007 and 19.2% of
the total banks assets.

Mortgage lending to all kinds of borrowers
increased by more than 3 times by the end of the
year and thereby totaled to AZN259 mil or 6% of

by 89.7% during 2007 and amounted to AZN287.3
mil by the end of 2007. Such claims accounted for
4.3% of the total assets. The growth of interbank
claims is linked with the growth of interbank
loans.
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zitlar) 2007-ci de 89,7% artmis ve 2007-ci ilin sonuna
287,3 min. manat taskil etmigdir. Bu teleblerin comi
aktivlordo pay1 4,3% olmusdur. Banklararasi teleblorin
artimi daxili banklararas1 bazarda yerlosdirilmis
kreditlorin artim1 ilo elagodardir.
5.1.4. Bank sektorunun kapital

Bank sektorunun kapitallagma prosesi hesabat dov-
riinde davam etmisdir. Il arzinde banklarm kapitali 485
mln. manat va ya 92,6% artaraq 1 mlrd. manati tmiis-
diir.

Banklarm mecmu kapitalinin artimi I-ci deraceli
kapitalin yiikselmasi hesabina her yerde bas vermisdir.
Bels ki, I-ci deracsli kapital 334,8 mln. manat (79,6%)
artaraq 755,3 min. manat toskil etmisdir ki, bu da
mocmu kapitalin 69,0% artimim teskil edir.

2007-ci ilde banklarin mecmu nizamnams kapitali
689,5 mln. manati Gistelemis ve ya 72,3% artmigdir.
Bozi banklar banklarin sehmlerinin emissiyasindan
olave vesait olde etmisdirler.

II-ci daracali kapital 2007-ci il arzinds 165,5 mln.
manat (ve ya 118,3%) artaraq 305,4 mln. manat tagkil
etmisdir.

min.manatla

miiqayisede 140,4% artim demokdir. Miivafiq olaraq
vergi Odenildikden sonra xalis menfest 129,1 min.
manat (vo ya 163%) artmigdir.

Qrafik 43. Bank sektorunun rentabelliyi
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Manfaatls isloyen banklarin say1 il arzinde 93%-dok
artmis, zororlo isloyen banklarin sayr ise 7%-dek
azalmigdir (miiqayise ticlin, 2006-c1 ilde bu gdstericilor
miivafiq olaraq 70,0% vo 30,0% olmusdur).

Cadval 12. Bank sisteminin kapitalinin strukturu va dinamikast

01.01.2007 01.01.2008
min. manat xiisusi ¢okisi, min. manat xiisusi ¢okisi,
Yo-lo %-lo
[ doracali kapital 420,5 80,2 755,3 74,8
Nizamname kapitali 400,2 76,4 689,5 68,3
Sehmlarin em1551.yasmdan amsala 43 08 203 )
golon olave vesait
Boliisdiirilmemis xalis menfoot 233 4.4 59,6 59
II deracali kapital 139,9 26,7 3054 30,1
Cari ilin menfoet 62,1 11,8 132,8 13,1
Umumi ehtiyatlar 348 6,6 63,0 6,2
Kapitalin diger vesaitlari 430 8,2 1593 15,8
Macmu kapitaldan tutulmalar 36,4 6,9 494 49
Tutglmalardan sonra mocmu 5241 100 1009,1 100
kapital
5.1.5. Bank scktorunun fealiyyotinin maliyy Banklarin kredit emoliyyatlarinin hecminin artmasi

natien oer
HoULYloll

2007-ci ilde banklarmn maliyye durumunun sabitles-
moasi davam etmisdir. Banklarin slde etdiklori monfoet
(vergi ddenilenadek) 172,1 min. manat togkil etmisdir
ki, bu da 2006-c1 ilde olde olunan menfostlo

va faiz deracalerinde bazi dayisiklikler il arzinds alde
olunan faiz golirlorinin artmasini gortlondirmisdir.
Noticodo 2007-ci ilde faiz gelirlerinin orta aktivlerde
xiisusi ¢okisi 10,9% (miiqayise liciin 2006-c1 ilde -
9,8%) olmusdur. -

Faiz xorclorinin strukturunda banklararasi resurslar

%
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Chart 43. Profitability of the bank sector

Capitalization of the banking system continued 200 213 B5Sros
during the reported period. During the year, the bank si 187
equity increased by AZN485 mil or 92.6%. 150 o
The banks' total capital increased primarily due to _ T
the growth of the Tier I capital. Thus, Tier I capital ; 100
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increased AZN165.5 mil (or 118.3%) during 2007.
Table 12. Structure and change in the banking system’s capital
01.01.2007 01.01.2008
AZN mil percentage AZN mil percentage
Tier I capital 420,5 80,2 755,3 748
Charter capital 400,2 76,4 689,5 68,3
Surplus 43 0.8 20,3 2
Net retained earnings 233 44 59,6 5,9
Tier 11 capital 139,9 26,7 305,4 30,1
Profits from the current year 62,1 11,8 132,8 13,1
General reserves 34,8 6,6 63,0 6,2
Other capital funds 43,0 8,2 159,3 15,8
Deductions from total capital 36,4 6,9 494 49
Tobi' capital afer 524,1 100 10091 100

deductions

us
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Financial standing of banks continued to stabilize
in 2007. Profits earned by the banks (before tax)
amounted to AZN172.1 mil, which indicates an
increase of 140.4% over the profits earned in 2006.
Correspondingly, net profits after tax increased by
AZN129.1 mil (or 163%).

Banks operating at profit increased in number by
93%, while the number of banks operating at loss was
reduced by 7% (for comparison, in 2006 these indica-
tors were 70.0% and 30.0% correspondingly).

The increased scope of the banks' lending transac-
tions and some changes in interest rates caused the
interest income to grow during the year.
Consequently, interest income as share of average
assets made 10.9% (for comparison, it was 9.8% in
2006).

Interest paid on interbank resources and funds of
other financial institutions rose as a share of the inter-
est expenses (from 24.7% to 37.2%). In parallel, the
share of interest paid on individual and business
deposits decreased (from 69.0% to 58.8%).

@
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ve diger maliyye toskilatlarinin vesaitlari iizre
6denilen faizlerin payr artmusdir (24,7%-dan 37,2%-
dek). Eyni zamanda fiziki ve hiiquqi sexslorin
depozitleri tizro d6denilen faizlerin payr azalmisdir
(69,0%-don 58,8%-dak).

Banklarda kredit inzibatciliginin yaxsilasmasi, risk
yoniimli daxili idareetmo sistemlarinin totbigi neti-
cosindo aktivler iizre miimkiin zerer {izre ehtiyatlarin
yaradilmasina ayirmalarin hecmi miitleq ifadede
artmasina baxmayaraq onlarin orta aktivlers nisbeton
xiisusi ¢okisi il erzinde 2,8%-den 1,9%-o azalmisdur.

Banklarin maliyye vasitecilik rolunun giliclenmasi,
bank biznesi li¢lin onanavi olan kredit omoliyyatlari ilo
yanast diger bank xidmetlerinin genislonmesi bank-
larin komisyon galirlerinin artmasina tokan vermisdir.
Il arzinde emsliyyat gelirleri 64% artaraq 131 min.
manat soviyyasing catmigdir.

Bank sektorunun aktivlerinin galirliliyi (vergi
ddenilenadek xalis menfestin orta aktivlers nisbati
kimi hesablanmg) 2007-ci ilde 3,5% (2006-c1 ilde
2,5%), kapitalin galirliliyi (vergi ddenilenadek xalis
monfootin orta kapitala nisbati kimi hesablanmis)
23,5% (2006-c1 il figiin 18,7%) toskil etmisdir.

5.2. Bank sektorunun sabitliyi

Bank sistemi va igtisadiyyatin diger sahaleri arasinda
qgarsiligh slagelerin giiclonmasi, maliyye arxitektura-
smin miirekkeblosmasi ve milli bank sisteminin bey-
nelxalqg maliyyoe bazarlarma inteqrasiyasmin derin-
logmasi goraitinde maliyys sabitliyinin qorunub sax-
lanilmasinin aktuallig1 daha da artmigdir.

Qrafik 44. Menfsatin strukturu, mln.manat
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Belo bir goraitde Milli Bank bank sisteminin maliyya
resurslarini miixtolif saholoro effektiv Gtiirmasi, biitlin
nov maliyye risklorini idare etmasi, gdzlonilon ve goz-
lenilmoyon xarici ve daxili iqtisadi soklara davam
gotirmasi vaziyyatini ciddi monitoring etmis ve
adekvat tadbirler hoyata kegirmigdir. Bu maqsedle ma-
liyyo sabitliyinin monitoringi ve tohlili sistemi inkisaf
etdirilmis, zeruri analitik baza giiclendirilmis ve miiva-
fiq gerarlarin qobul edilmesi prosesi tokmillasdiril-
misdir.

Qlobal daginmaz emlak bazarlarinda geyri-sabitlik
vo likvidlik ¢atismazhigr kimi problemlerin keskinlog-
diyi seraitde 6lkade oksine, bank-maliyye sektorunun
dinamik inkisafi davam etmisdir. Bununla bels, Milli
Bank Glkede ve global maliyye bazarlarinda geden
proseslorin derin tehliline esaslanmaqgla 2007-ci ilde
gabaglayici prudensial-tonzimlayici aletlarin sortlosdi-
rilmosi, banklar tersfinden risklore dair daha genis mo-
lumatin agiglanmasi, korporativ idareetma prinsiple-
rinin tetbigi istiqgametinde foaliyystini davam etdir-
misdir.

Qrafik 45. Kredit portfelinin keyfiyati
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5.2.1. Kreditlorin keyfiyyoti

Hesabat dovrii erzinde banklarin kredit portfelinin
hocminin artmasi ile yanasi onun keyfiyyst gosto-
ricilorinin yaxgilagmasi tendensiyasi davam etmisdir.

Iqtisadiyyata kreditlorin hecminde standart kredit-
lorin pay1 88%-don 92%-o artmigdir.

1 yanvar 2008-ci il tarixine kreditlor lizre miimkiin
zororlorin Ortiilmesi kredit portfelinin 5,7%-ni toskil
etmigdir. Banklarda formalagdirilmis ehtiyatlarin geyri-
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Although, as a result of improved credit administra-
tion and implementation of risk-weighted internal
management systems, the scope of loan loss provi-
sioning increased in absolute terms, their share of the
average total assets was reduced from 2.8% to 1.9%
during the year.

As the banks enhanced their role as financial inter-
mediaries and expanded the range of other banking
services in addition to the traditional aspect of the
business of banking, the lending, they gave an impe-
tus to the growth of commission fees. During the
year, operating income reached AZN131 mil by hav-
ing increased 64%.

Return on the banks' assets (calculated as a ratio of
net profit before tax to average assets) made 3.5% in
2007 (2.5% in 2006), while return on equity (calculat-
ed as a ratio of net profit before tax to average equi-
ty) made 23.5% (18.7% in 2006).
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As the banking system enhanced its interrelations
with other sectors of economy, while making the
financial architecture more sophisticated and further-
ing the national banking system's integration into the
international financial market, it became obvious that
the financial stability needs to be preserved and main-
tained as never before.

In this context, the National Bank thoroughly mon-
itored the banking system's ability and efforts aimed
at effective transmission of financial resources to dif-
ferent sectors, managing all kinds of financial risks

Chart 44. Structure of profits, AZN mil
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and handling expected and unexpected external and
internal shocks and took adequate measures in this
view. To this effect, a system was developed to mon-
itor and analyze financial stability, the necessary ana-
lytical base was reinforced and the relevant decision-
making process was improved.

While the global real estate markets experienced
increasingly severe problems like instability and lig-
uidity shortfalls, the country, on the contrary, showed
further dynamic development of the banking and
financial sector. In parallel, the National Bank sought
to further promote preventive prudential and regula-
tory tools, require banks to disclose broader informa-
tion regarding risks and introduce and apply corpo-
rate governance principles.

Chart 45. Quality of loan portfolio

100%
95% - 8
15 15 12
90% -
85% -
— 85 85 88 92
75% ‘ ,
2004 2005 2006 2007

Standard [J Sub-standard

W
[N
<
/

During the reported period, the banks' loan portfo-
lio continued to grow while its quality indicators con-
tinued to improve along.

Standard loans increased from 88% to 92% within
the total loans to the economy.

As of January 1, 2008 the possible loan loss reserve
made 5.7% of the total loan portfolio. The ratio of
banks' loss provisions to non-performing loans
reached 74%, which indicates that commercial banks
employ a conservative approach to potential loan
losses.

Past due loans reduced as a share of the total loans
from 3.2% as of January 1, 2007 to 2.1% as of
January 1, 2008.

1



Bank sistemi vo maliyya sabitliyi

islok kreditlore nisbeti iso 74%-o catmigdir, bu da
kommersiya banklarmin kreditler {izre potensial
itkiloro dair konservativ yanagmasini aks etdirir.

Vaxti ke¢mis kreditlorin comi kredit qoyulusundaki
pay1 1 yanvar 2007-ci il tarixinde olan 3,2%-den 1
yanvar 2008-ci il tarixine 2,1%-dok azalmisdur.

5.2.2. Likvidlik

Banklarim kredit vo qiymetli kagizlar bazarinda emae-
liyyatlarm genislonmasi, likvid aktivlerin azalmasma
tosir etmisdir. Comi aktivlerde onlarin payi 28,6%-den
19,9%-dok azalmisdir. Bununla yanasi bank sektoru
lizro ani likvidlik normativi Milli Bank terefinden
miloyyen olunmus minimal hadden shemiyyatli ders-
cade yiiksek saviyyads (61%) olmusdur. Eyni zaman-
da dovr erzinde ayri-ayri banklar terefinden likvidlik
normativinin pozulmasi hallar1 geydo alinmamusdur.

Dayanigh makroiqtisadi veziyyat vo bank sektoruna
inammn méhkomlenmosi banklarin resurs bazasinin
strukturuna miisbot tosir gdstormis, bank sektorunun
resurs bazasinin miiddetinin uzanmasi prosesi davam
etmigdir. Dovr arzinde 6dems miiddeti 1 ilden artiq
olan resurslarm payt 25,8%-den 31,2%-0 artmigdir.

5.2.3. Kapitalin adekvatlig
Aktivlerin hacminin artmasi seraitinde banklar ciddi

kapitallasma siyasatini hoyata kegirmisler. 1 orzinde
macmu kapitalin adekvathq emsali 18,7%-den 19,9%-o

Qrafik 46. Macmu kapilalin adekvatlq gostericilori
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artmigdir. Bu da Milli Bank terefinden miiayyen edilon
minimal haddon (12%) yiiksek seviyyade olmusdur.

5.3. Bank sisteminde institusional meyllar vo
islahatlar

Iqtisadi inkisaf, maliyye vasitogiliyinin derinlogmesi
vo geniglonmesi bank sisteminde davamli ve ardicil
institusional islahatlarin aparilmasi zeruratini yaratmis-
dir ki, biitiin bunlar da Azerbaycan Milli Bankinin Stra-
teji Inkisafi Programi (2005-2007-ci iller) ile miloyyen
olunmus osas istiqgametlor {izre hoyata kegirilmisdir.

Bu c¢er¢ivede maliyye-bank xidmsetlerine cixig
imkanlarmin genislondirilmesi esas prioritetlorden
olmugdur. 2007-ci ilde 2 yeni banka lisenziya, hamgi-
nin, 2 xarici banka yerli niimayendslik agmaq li¢lin
icazo verilmisdir. Il arzinde 67 bank filiali ve 26 bank
sobasinin foaliyystine icaze verilmis, banklarin
bankomat ve pos-terminal sebekesi ehemiyyatli
deracads genislonmisdir.

Maliyyo-bank xidmotlorine ¢ixig imkanlarmin
genislondirilmasi istigametinda togebbiisler corcive-
sinde aqrar sektora maliyye xidmeti gdsteren ixti-
saslagmig bankin yaradilmast ii¢lin beynalxalq tacriibo
Oyronilmis ve aqrar bankin yaradilmasi tizra toklifler
paketi hazirlanaraq miivafiq dovlet orqanlarina taqdim
edilmisdir.

Hemginin, yasayis-tikinti banklarinin institusional-
lagmasina yardim ve onlarin effektiv nozaratle ohate
edilmesi magsadile "Yasayis tikinti banklar1 haqqinda”
Qanun layihesi hazirlannug, miivafiq dovlet organla-
rina toqdim edilmisdir.

Omanotlorin tohliikosizliyinin tomin edilmesi ve
ohalinin banklara etimadinin daha da artirilmast mag-
sodilo "Omanatlerin sigortalanmas: haqqunda" Azer-
baycan Respublikast Qanununa miivafiq olaraq Oma-
notlerin Sigortalanmasi Fondu 12 avqust 2007-ci il
tarixde foaliyyete baglamisdir.

Banklarin maliyye ve inzibati idareetma sistem-
lerinin tokmillegdirilmesi diqget merkezinde saxlani-
Imugdir. Bu maqsedle effektiv idareetmenin an miihiim
komponenti olan korporativ idareetma standartlarmin
banklarda tetbiginin semersliliyinin artiriimast 2007-ci
ilde do bank sisteminin sabit inkisafinin mihiim
sortlerinden biri olmugdur.

Banklarm foaliyyetinin geffafligmin temin edilme-
sinin va korporativ idareetma standartlarinin tetbiqinin
on mithiim elementlorinden biri de maliyye hesabatli-
gimin Maliyye Hesabatlarmin Beynalxalq Stan-
dartlarma (MHBS) uygun teskil edilmasi olmusdur.
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5.2.2. Liquidity

Expanding credit and securities market transactions
of banks effected a reduction of liquid assets and their
share of total assets went down from 28.6% to 19.9%.
In addition, the instant liquidity ratio of the banking
system was substantially below the minimum level
set by the National Bank (61%). In parallel, individ-
ual banks were found to have violated the liquidity
normative requirement during the period.

The sustainable macroeconomic conditions and
increased public confidence in the bank sector had a
positive effect on the banks' resource base structure
and the banking system's resource base continued to
extend in duration. During the period, the share of
resources with over 1 year maturity increased from
25.8% to 31.2%.

5.

o

2 tal adeamiiae
.3. Capital adequacy

With the scope of assets growing, the banks pur-
sued a serious capitalization policy. During the year,
the total capital adequacy increased from 18.7% to
19.9%, which is higher than the minimum level set by
the National Bank (12%).

Chart 46. Total capital adequacy ratios
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5.3. Institutional trends and reforms in the banking
system

The economic development, enhancement of the
financial intermediation role required continual and
consistent institutional reforms in the banking sys-
tem, which were implemented in accordance with the
principal goals and objectives set under the National
Bank's Strategic Development Program (2005-2007).

Enhancing the accessibility of financial services
was defined as a key priority in this context. In 2007,
2 new banks were granted banking licenses and 2 for-
eign banks were granted permits for representative
office operations. During the year permits were grant-
ed for 67 bank branch offices and 26 bank divisions
and the banks' ATM and POS-terminal networks
were expanded substantially.

International experiences were studied in the field
of banks specialized in agricultural financial services
with a view to enhancing accessibility of financial
and banking services. A set of proposals and recom-
mendation was developed and submitted to the rele-
vant state authorities regarding creation of an agricul-
tural bank.

Furthermore, a Law "On residential construction
banks" was drafted and submitted to relevant state
authorities, which is designed to provide the neces-
sary institutional support and effective supervision of
residential and construction banks.

The Deposit Insurance Fund was put in operation
on August 12, 2007 under the Law of Azerbaijan
Republic "On deposit insurance" in order to ensure
deposit safety and enhance public confidence in the
banking system.

An emphasis was placed on the improvement of the
banks' financial and administrative management sys-
tems. To this end, a key priority was assigned in 2007
to increasing the effectiveness of corporate gover-
nance standards in banks as an important component
of effective management.

Measures were taken to complete the process of
bringing the financial reporting practices into compli-
ance with the International Financial Reporting
Standards (IFRS) as one of the most significant ele-
ments of ensuring transparency and implementing
corporate governance standards in the business of
banking. The process of transition to IFRS was com-
pleted by fully removing the nonconformities of
financial statements with the IFRS.
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Banklarin maliyye hesabatlarmda MHBS-den kenar-
lagmalarin tam aradan galdirilmasi ile MHBS-ys kegid
prosesleri tamamlanmugdr.

2006-c1 ilin neticaleri iizre biitiin banklar "Banklar
haqqinda" Azerbaycan Respublikasi Qanununun teleb-
lorine uygun olaraq, kenar audit terafinden audit edil-
mis, tosdiq olunmus audit hesabatlart Milli Banka
toqdim olunmusdur.

Banklarin 26-da kenar audit beynslxalq audit
sirketlori torofinden aparilmugdir ki, bu banklarm da
timumi bank sistemi aktivlerinde xiisusi ¢okisi 92,6%
toskil edir. 16 bankda ise audit yerli sirkotlor vo
miisteqil auditorlar terafinden heyata kegirilmisdir.

Ozol banklarin siiretli inkisafi onlarn bank siste-
mindo movqeyinin yaxsilagmasina sobeab olmusdur.
Belo ki, 6zel banklarin aktivleri 108% ve depozitlari
90% artmigdirsa, bu gostericiler dévlet banklarinda
miivafiq olaraq 47% vo 30% toskil etmisdir.

Azerbaycan Respublikasi Prezidentinin miivafiq Far-
manina uygun olaraq "Kapital Bank" ASC-nin 6zellas-
dirilmosi proseslorine baglanmisdir. "Kapital Bank"
ASC-nin dovlete mexsus sohmlorinin 50%-dek azal-
dilmasi prosesi tamamlanmg, diger 50% sshmlarin
Ozollogdirilmasi ilo bagli todbirler ise davam etdiri-
Imigdir.

2006-c1 ilde bank sisteminin inkisafi sahasinde he-
yata kegirilon institusional ve infrastruktur tedbirleri
neticesinde bank sisteminin xarici investorlar tigiin cel-
bediciliyi artmisdir. Il arzinde 2 yerli bankin kapitalina
xarici investisiya colb edilmisdir, imumilikde bank
sektoruna xarici investisiyalarin hacmi 33,3 mln. manat
(49%) artaraq 101,3 mln. manat toskil etmisdir. Xarici
investisiyalar banklarin kapital bazasi vo maliyye
menbelerini  giiclondirmoklo yanasi, 6lkenin bank
sisteminin nifuzunun moéhkemlenmesi ve bank
sektoruna xarici tocriibe ve yeni texnologiyalarin calbi
proseslorini destoklomisdir.
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Bank sisteminin yiiksek inkisaf dinamikasi iqgtisadi
inkisaf proseslerini maliyye xidmatlori ilo desteklose
de, bank nezareti liglin yeni ¢aginslari aktuallagdirmig-
dir. Beynolxalq maliyye bazarlarindaki veziyyet de
nozoro alinmaqla, bank nezareti banklarin prudensial
foaliyyeti ilo yanasi, sektorun maliyya sabitliyi me-
sololorine fokuslasmisdir. Siiretli artima baxmayaraq,
maliyyo saglamlig1 gostericilori qgonaotboxs seviyyade
olmus ve pislesme meyllori miisahide olunmamusdir.
Lakin, Milli Bank bank nezareti strategiyasina zaman

"lag"1 vo "miqyas" effektlorini nazere almagla korrek-
siyalar etmisdir.

Bank nozareti risklorin erken miioyyanlosdirilmasi,
tosirlorinin minimallagdirilmasi ve nezaret altinda sax-
lanilmasi rejiminde ¢aligmigdir. Bu magsadla, nezarat
proseslorinin, Milli Bankin Maliyya Sabitliyi Komito-
sinin intensivliyi artirilmigdir. Banklarin idareetma re-
surslarimin  biznes davranmisina uygunlugu diqqet
morkezinds saxlamlmigdir.

Iqtisadiyyat ve maliyye bazarlarindaki meyllor, eloco
do maliyye sabitliyine potensial risklarle bagli bank-
larla dialoq intensivlesdirilmisdir. Yaranmis yeni situa-
siyada banklara daha diigtiniilmis ve temkinli biznes
strategiyasinin miioyyen edilmasi ve institusional po-
tensiallarim inkisaf etdirmeleri tovsiye edilmisdir.

Bu kontekstdo, banklarm ortamiiddetli strategiyalari
giymatlondirilmis, her bir banka fordi tdvsiye ve tapsi-
niglar verilmisdir.

Maliyye sabitliyinin qorunmasmumn on miihiim
amillerindon biri siiretli artima sebab olan faktorlarin
xiisusi diqget merkezinds saxlaniimasidir.

2007-ci ilde banklar siiretli artim1 maliyyslosdirmek
vo kapitallasma proseslorini destoklomek maqsedile
xarici borclanmadan aktiv olaraq istifade etmays
baglamiglar. Maliyyoe bazarlarindaki volatillik ve
xiisusile 2007-ci ilin sonunda beynslxalq bazarlarda
pessimist gozlontilor banklarin bazar ve likvidlik
risklorine hessashigini artirmugdir. Qiymetlondirmsler
bu risklerin tohliikesiz hadlerde oldugunu vo daha gox
lokal xarakter dagidigim gostermisdir. Bununla bels,
ortamiiddetli ve uzunmiiddetli likvidlik kesirlerinin
yaranmast ehtimali olan banklar xiisusi nezarete
gbtirtilmii, bu banklarn likvidlik mexanizmlori ve
planlar1 giymatlondirilmisdir.

Kredit risklori banklarm en miihiim risk kateqoriyast
olaraq galmaqda davam etmisdir. Xiisusile, kredit portfe-
linin 2 defo artdigr 2007-ci ilde portfelin keyfiyyeti vo
inzibatgiliq mosaleleri, eloce de, konsentrasiya ve diger
aktual risklor nezaretin digqet merkezinde saxlanilmis-
dir. Kredit risklori tizro prudensial ¢or¢ive ciddilosdiril-
mis, risklorin idareetm sistemlorine talebler artinlmigdir.

Olkade dasinmaz emlak bazan da siiretlo inkigaf
etmis vo miioyyen menada maliyye bazarlarinin
funksiyalarim yerino yetirmigdir. Xiisusilo, maliyys
bazarlarinin diger seqmentlorinin zeifliyi bu bazarda
yiksok qiymet dinamikasini desteklomisdir. Daginmaz
omlak bazarimin bank sistemi ilo six elaqesi nezere
almaraq, bazardaki meyllorin miimkiin tosir ssenarilori
stress testler vasitosile giymetlendirilmis ve monito-
rinq sistemi qurulmusdur.
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In accordance with the Law of Azerbaijan Republic
"On banks", all banks were subjected to external
audits that covered the year 2006 performance results
and certified audit reports were submitted to the
National Bank.

26 of the banks were audited by international audit
firms. These banks account for 92.6% of the total
bank assets. 16 banks were audited by local firms and
independent auditors.

Rapid development of private banks caused their
position in the banking system to improve dramatical-
ly. Thus, while private bank assets increased by 108%
and deposits by 90%, the same for state-owned banks
made 47% and 30% correspondingly.

As per the relevant Presidential Decree, privatiza-
tion of Kapital Bank JSC was commenced. The gov-
ernment-owned interest in Kapital Bank JSC was
reduced to 50%, while measures were continued to
proceed with the privatization of the remaining 50%
of shares.

The institutional and infrastructural adjustments
made during 2006 with a view to promoting the bank-
ing system's development increased the banking sec-
tor's attractiveness for foreign investors. During the
year foreign investments were made in the equity of 2
domestic banks, while the total foreign equity invest-
ments in the banking system amounted to AZN101.3
mil by having increased AZN33.3 mil (49%). Foreign
investments, in addition to expanding the banks' cap-
ital base and access to sources of funding, serve the
purpose of strengthening the domestic banking sys-
tem's reputation and furnishing the banks with foreign
expertise and latest technologies.

5.4 Bank supervision

While the expanded development dynamics of the
banking system supports the development processes
with financial services, it also brings about new chal-
lenges for bank supervision. Bearing in mind the
international financial market conditions, bank super-
vision focused on sector's financial stability issues
along with the banks' prudential activities. Despite of
the rapid growth, the banking system displayed satis-
factory financial soundness ratios without any deteri-
oration signs and inclinations. However, the National
Bank made adjustments to its bank supervision strat-
egy taking into account the time "lag" and
"scale/scope" effects.

The bank supervision function designed its opera-

tions in a manner so as to ensure early identification
of risks, minimize and keep adverse impacts under
control. To this end, the intensity of supervisory
processes and the National Bank's Financial Stability
Committee was enhanced. A focus was placed on
ensuring that the banks' management resources are
consistent with the business conduct rules.

The dialogue was continued with banks regarding
the trends displayed by the economy and financial
markets as well as the potential risks to the financial
stability. Banks were advised to define more well-
devised and reasonable business strategies and devel-
op their business capacities.

In this context, mid-term strategies of banks were
evaluated and, based on the findings, individual rec-
ommendations and tasks were assigned to each bank.

Among the primary factors affecting the financial
stability is keeping the factors that cause the rapid
growth under strict control.

In 2007, banks started actively seeking
foreign/external borrowings in order to finance their
rapid growth and support capitalization processes.
The volatility of financial markets and, in particular,
the pessimistic expectations concerning international
markets as of the end of 2007 increased the banks'
sensitivity to market and liquidity risks. Assessments
showed that such risks were well within the safe lim-
its and were rather local in nature. In parallel, banks
that were likely to experience mid- to longer-term lig-
uidity shortfalls were put on special watch lists and
their liquidity mechanisms and plans were evaluated.

Credit risks are still the most significant risk cate-
gory facing the banks. In particular, in 2007 when the
loan portfolio doubled the quality and administrative
issues related to the portfolio as well as concentration
and other essential risks were given special attention.
The prudential framework for credit risks was rein-
forced and the requirements with respect to risk man-
agement systems were enhanced.

The country's real estate market also flourished
and, to some degree, discharged the functions of
financial markets. In particular, the weaknesses of
other segments of financial markets served to support
and promote the fast-paced price dynamics of that
market. Considering that the real estate market has
close linkages to the banking system, the scenarios of
possible effects of the market's trends were stress-
tested and a monitoring system was built in this view.

The supervisory processes also targeted and
addressed the banks' prudential activities and sound-
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Banklarin prudensial fealiyyeti vo amaliyyatlarinin
saglamlig1 da nozaret proseslorinin asas hadeflerinden
biri olmugdur. Xiisusile, banklarin geyri-qanuni yolla
olde edilmis pul vesaitlerinin ve ya diger amlakin
leqallagdiriimasmin qarsisinin almmast iizre faaliyyet-
lori vo potensiallarinin formalagdirilmast six nozaret
rejimi ilo ehato olunmusdur.

Risk yoniimlii nezaret proseslori ¢arcivesinda 2007-
ci ildo pozuntu ve nogsanlara yol vermis banklara
qarst tesir vo toshih todbirleri goriilmiisdiir. Bu
todbirlor emanatlerin calb olunmasiin dayandi-
rilmasy, filial ve sobelorin agilmasmin gadagan edil-
mosi, yilksok konsentrasiya riskine yol verilmemesi
ve normativ pozuntunun aradan qaldirilmasi, macmu
kapitalin adekvathiginin tenzimlenmasi, macburi
ehtiyatlarin lazimi seviyyede saxlanilmasi, tokrar
kenar auditinin aparilmasindan ibaret olmugdur.
Bundan olave, banklarin korporativ idaroetma, o
climloeden risk menecment sistemlorine ciddi tolablor
iroli stirilmusdir.

Istehlak kreditlorinin siirotlo geniglondiyi goraitde
bank mehsullar istehlakeilarinin hiiquglarinin mida-
fiasi meselosi aktualligimi qorumusdur. Belo ki, bir sira
banklarda annuitetin diizgiin hesablanmamasi, effektiv
faiz derocesi barede istehlakgilara molumat verilme-
mosi, bank mehsul ve xidmetleri lizre sertlerin izah
edilmemesi kimi catigmazliglar méveud olmusdur.
Bununla bagli, 3 banka xiisusi gosterisler verilmis vo
onlarin icrast tomin edilmisdir.

2007-ci ilde bank nezaratinin hiiquqi-normativ
bazasinin beynelxalq standartlara uygunlagdiriimasi ve
tokmillosdirilmesi iizre isler davam etdirilmis, Bazel I1
Kapital Sazisinin tetbigi iizre intensiv maslahatlos-
moler davam etdirilmisdir.

Bazel 1T Kapital Sazisinin II ve III siitunlarinin bezi
elementlorinin totbigine baglamigdir. Bu magsedle,
banklarda kapitalin idare edilmesi ve kapital siyasetine
toloblorin miisyyen edilmesi ile elagedar "Bank kapi-
tali vo onun adekvathigmin hesablanmasi” Qaydalarma
miivafiq elave ve deyisiklikler hazirlanmigdir.

Eyni zamanda, banklarda maliyye soffafliginin ve
bazar intizaminin artirilmasi, melumatlarin agiglanmasi
prosesinin effektiv nezarstle ehate olunmasi megsedilo
"Korporativ Idareetme Standartlari"na "Melumatlarin
istifadacilore toqdim edilmesi'ne dair slavaler hazir-
lanmugdir.

Bundan slave, banklarda kenar: auditine teloblorin
Bazel Komitosi Prinsiplerinin tovsiyelerine ve "Bank-
lar haqqinda" Azerbaycan Respublikasi Qanununun
miiddealarma uygunlasdirlmas: meqsadile, "Banklarin

vo xarici banklarm yerli filiallarmimn kenar auditinin
apartimasi Qaydalar1" gebul olunmugdur.

5.5. Bank ganunvericiliyi
5.5.1. Qanunvericilik - Normativ hilqugi baza

2007-ci il Milli Bank bank ve infrastruktur qanun-
vericiliyinin tekmillogdirilmasi ve beynslxalq stan-
dartlara uygunlagdirilmas: istigametinde tesebbiislorini
davam etdirmisdir.

Azorbaycanda emanatlerin sigortalanmasi sisteminin
yaranmasi vo davamli foaliyyaeti ticiin hiiquqi platforma
tam formalasmig ve ilin 11 fevral tarixinde "Omanat-
lerin sigortalanmasi hagqnda" Azerbaycan Respubli-
kas1 Qanunu qiivveye minmisdir. Omansatlerin sigor-
talanmasi1 sistemi Azerbaycanda foaliyyet gdstoren
biitiin banklarin kollektiv suretde icbari sigorta sxe-
mino calb olunmasi prinsipleri asasinda qurulmusdur.
Qanun bu sistemin mecburi istirak¢ilari sirasina
hemginin 6z Olkesinde emanatcilore sigorta tominati
vermoayen vo ya Azorbaycanda qurulan sistemden az
alverisli sigorta sortlerini tomin eden xarici banklarin
yerli filiallar1 da aid edilmigdir.

Sigortaya fiziki soxslorin istenilen bank, o ciimloden
kart vo emanat hesablarinda olan hem milli, hom de
xarici valyutadaki pul vesaitleri celb olunurlar. Bu
zaman banka girov qoyulmus hesablar, banka borc
mebleginde olan vesaitler, qanunla miioyyon olunmus
limitden artiq faiz deracasi ilo calb olunmus vesaitler,
fiziki soxslorin sahibkarligla bagli cari hesablar1 ve
ganuniliyi giibhe doguran bir sira diger hesablar qo-
runmayan emanetlor kimi tesniflegdirilir. Azerbaycan
banklarmin xaricde fealiyyet gosteren filiallari
torofindon calb olunan emanstlor sigorta sxemina daxil
edilmir.

Banklarin miiflislosmesi vo banklarin hesablarina
mocburi moratorium totbiq edildiyi hallarda ema-
notciloro verilon sigorta miikafati (kompensasiyalar)
ganunla tesbit olunmug ve 2008-ci ilin 01 yanvarmadek
4 min manat, 2010-cu ilin 01 yanvarinadek 6 min
manat, 2010-cu ilin 01 yanvarindan baglayaraq ise 8
min manat mebleginde miisyyen edilmisdir.

Eyni zamanda emanatlerin sigortalanmasi sxeminin
tam hiiquqi miistovide fealiyyet gdstormasi liglin qtiv-
vedo olan bezi ganunvericilik aktlarina slave vo dayi-
sikliklor edilmigdir. Belo ki, 2007-ci il 19 oktyabr
tarixli qanunla "Banklar haqqmnda" Qanuna, Azer-
baycan Respublikasmin Inzibati Xetalar Mocollosine
miivafiq diizeliglor gebul olunmugdur. Bununla da
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ness of their operations. In particular, tight superviso-
ry procedures were applied in order to prevent and
build a capacity to act proactively with respect to
legalization of revenues or other properties gained by
banks in illegitimate ways.

Enforcement and corrective measures were taken
against banks that made violations and breaches
under the framework of risk-oriented supervision in
2007. Such actions included suspending deposit-tak-
ing activities, prohibitions to establish branch offices
and divisions, preventing high concentration risks
and removing the related violations of normative
requirements, regulation of the total capital adequacy,
maintaining required reserves at a proper level and
conducting follow-up external audits. In addition,
strict requirements were set forth with respect to cor-
porate governance as well as risk management sys-
tems of banks.

With the consumer lending expanding drastically,
special attention was given to the concern of protect-
ing consumer rights in use of banking products. Thus,
some banks were found to miscalculate annuity, to
fail to provide consumers with correct information
about effective interest rates and disclose and explain
terms and conditions of banking products and servic-
es. In this view, special instructions were issued to 3
banks, with appropriate enforcement and follow-up
measures ensuing.

In 2007, arrangements were continued to bring and
improve the banking supervision's legal and regulato-
ry framework into compliance with the international
standards. Intensive consultations regarding imple-
mentation of the Basel II Capital Accord were contin-
ued.

Some elements of the 2nd and 3rd pillars of the
Basel II Capital Accord were launched. To this
effect, in line with the management of capital in
banks and identification of capital policy require-
ments appropriate amendments and changes were
made to the "Bank capital and calculation of its ade-
quacy Regulation".

In parallel, in order to improve the financial trans-
parency and market discipline of banks and ensure
effective supervision and control of disclosures,
"Disclosures to users" annexes to the "Corporate gov-
erance standards" were developed.

In addition, the "Regulation for external audits of
banks and local branch offices of foreign banks" was
adopted in order to bring the external auditing
requirements for banks into conformity with the

Basel Committee's Principles and the provisions of
the Law of Azerbaijan Republic "On banks".

5.5. Banking laws
5.5.1. Laws - Legal and regulatory framework

In 2007, the National Bank continued to improve
and bring the banking and infrastructure laws into
compliance with the best international practices and
standards.

The legal platform was completed for establish-
ment and sustainable operation of a deposit insurance
scheme in Azerbaijan. Thus, the Law of Azerbaijan
Republic "On deposit insurance" took effect on
February 11, 2007. The deposit insurance scheme is
grounded in the principle of obligating all banks oper-
ating in Azerbaijan to join the insurance system. The
Law also applies this system to local branch offices of
foreign banks that do not offer insurance coverage to
depositors in their respective countries of origin or
offer insurance conditions that are less favorable than
those offered by the system designed in Azerbaijan.

The deposit insurance scheme covers both national
and foreign exchange-denominated funds of individ-
uals in any bank accounts as well as card and sav-
ings/deposit accounts. The law defines accounts
pledged with the bank as collateral, amounts owed to
the bank, funds deposited at interest rates that are
higher than those defined by the law, business-related
accounts of individuals and some other accounts
where legitimacy is questionable as unprotected
deposits. Deposits received by foreign branch offices
of Azerbaijani banks are not covered by the insurance
scheme.

The insurance premium (consideration/compensa-
tion) payable to depositors when banks are bankrupt
and bank accounts are placed under a forced morato-
rium is defined by the Law at AZN4 thousand by
January 1,2008; AZN6 thousand by January 1, 2010;
and AZN8 thousand starting from January 1, 2010.

In parallel, to ensure that the deposit insurance
scheme operates in a fully legal environment, some
existing laws were amended and revised appropriate-
ly. Thus, a Law dated October 19, 2007 introduced
relevant adjustments to the Law "On banks" and the
Code of Administrative Penalties of Azerbaijan
Republic. Thus, the Deposit Insurance Fund has been
furnished with priority over other creditors in terms
of right of recourse with respect to insolvent banks;
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Omanatlerin Siortalanmasi Fondu iflasa ugramus
banka qars1 reqress tolob hiiquglar iizro diger kre-
ditorlara nisbaten iistiinliik hiiququ slde etmis, sigorta
sisteminin qaydalarma emel etmoyen bank inzibat-
¢ilarma qarsi inzibati mesuliyyet todbirleri miioyyen
edilmis vo qanunlar arasinda uygunsuzluglar aradan
qaldirilmigdar.

11 erzinde diger sahaler iizre do ganun yaradicilig
togobbiisleri davam etdirilmisdir. Industriyanin 6ziiniin
do istiraki ile islonmis "Bank olmayan kredit toskilat-
lant haqqinda" qanun layihesi, habelo ipoteka kredit-
logdirilmasi sisteminds alternativ modelin tetbigine hii-
quqi osas yaradan "Yagays tikinti banklari hagqmda”
qanun layihesi hokumet miizakirelorinden kegirilib
parlament miizakirolorine hazirlanmsdir.

Olkedo 6zel kredit biirolarnin yaradilmast: ve
foaliyystinin tenzimlonmesi sahesinde ganun layihesi-
nin hazirlanmast ti¢tin miivafiq hazirliq igleri gériilmiis-
diir.

Pullann yuyulmasi va terrorgulugun maliyyelosdiril-
mosine qars1 beynalxalq ekspertlorin yardimi ilo
hazirlanmig "Qeyri-qanuni yolla eldo edilmis pul
vesaitlorinin v ya digor amlakin leqallagdiriimasina ve
terrorgulugun maliyyolesdirilmesine qars1 miibarize
haqqinda" qanun layihesi Avropa Surasinin ekspertlori
torefinden verdikleri roy ve toklifler esasinda tokmil-
logdirilmis, layihoyo bir sira olave ve doyisiklikler
edilmisdir. Bu diizolislor benefisiar anlayismin daha
doqiq miieyyenlesdirilmesi, hesabatlari veron maliyye

Prezidenti torofinden qebul edilon bir nego formanla
ipoteka kreditlerinin verilmosi gortlorinde bazi
doyisiklikler edilmis, giizostli ipoteka kreditlogdiril-
masi sistemi yaradilmigdir.

Dianvinamsilil sin Silea bbb
WallullvericliiK Vo IMIrastrukiut
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"Azorbaycan Respublikasinda ipoteka kreditlorinin
verilmesi mexanizminin tokmillegdirilmesi haqqinda"
Azorbaycan Respublikasi Prezidentinin 23 yanvar
2007-ci il tarixli 515 sayli Fermam ile ipoteka
kreditlorinin verilmesi gortlori sadolosdirilmis, kreditin
miiddati vo meblegi artirilmus, ilkin denise olan toleb
azaldilmis, heyat sigortasina olan macburi teleb
gotiirilmiisdiir. Qeyd olunan Ferman ilo hemginin
"Azerbaycan Respublikasinda giizestli ipoteka
kreditlorinin verilmesi Qaydalar" da tesdiq edilmis,
gonc ailonin {izvii olan mocburi kockiin ve ona baraber
tutulan soxslore, sohid ailesinin iizvlerine, dovlet
qulluggularna, elmi derocoleri olan sexslero, idman
sahesinda xiisusi xidmotleri olan goxslore, eloco do
herbi qulluqgulara giizestli ipoteka kreditlarinin
verilmasi nazerde tutulmusdur.

Klassik ipoteka kreditlegdirilmosi mexanizmini
totbiq etmok moqsedile Milli Bankin tesebbiisii ilo
hazirlanmig ganun layihesi esasinda ipotekanin gansiq
miiqavile (alqi-satqr ve ipoteka) formasinda rosmiles-
dirilmesi {igiin 01 fevral 2007-ci il tarixde Azerbaycan
Respublikasmin Miilki Mocollesine vo "Dévlet rii-

Cadval 13. Ipoteka kreditlorinin verilmasi sartlori (son dayisikliklarls)

Sertler

1. Kreditin miiddeti

2. [lkin 6denis meblogi

3. Maksimal kredit moblogi
4. Maksimal faiz derocesi

5. Annuitetin golire nisbati

vasitogileri dairesinin genislendirilmesi, ganunla
miioyyen edilmis meyarlardan asili olmayaraq siibho
doguran biitiin emoliyyatlar ve faktlar baredo
melumatlarin toqdim edilmesi ve monitoring istirak-
¢ilarmin moasuliyyet meselelori daha ohateli sekilde
miisyyon edilmoklo qanunun beynolxalq standartlara
maksimum uygunlagdiriimasi tomin edilmisdir.
2006-c1 ilden baslayaraq olkede fealiyyetine start
verilmis ipoteka kreditlosdirilmesi sisteminin hiiqugi
bazast 2007-ci ilde do inkisaf etdirilmisdir. Olke

Umumi Giizostli

251l 301l

15% 15%

50 000 manat 35 000 manat
8% 4%

70% 70%

sumu haqqinda" Qanuna miivafig elave ve de-
yisiklikler qobul edilmis, garisiq miiqavilonin niimu-
nevi formast Milli Bankin Idare Heyetinin miivafiq
gorar1 ilo tesdiq edilib Milli Bankin nozdinde
Azorbaycan Ipoteka Fondunun yeniden maliyyslos-
dirdiyi ipoteka kreditlorinin verilmesine dair Standart
Tolobloro daxil edilmigdir. Ipoteka kreditlori hesabma
miilkiyyst hiiququ dovlet geydiyyatina alinmis yasay1s
sahosi alindig1 zaman yalmz hemin yagayis sahesinin
girov qoyulmas: ilo ipotekanin rosmilogdirilmasi
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administrative measures were defined that would be
taken against bank administrators out of compliance
with the insurance system's rules and conflicting pro-
visions among laws were effectively removed.

During the year, legislative initiatives continued in
other areas as well. The draft law "On non-bank cred-
it institutions" developed with the involvement of the
industry stakeholders, as well as the draft law "On
residential construction banks" that provides the legal
grounds for applying an alternative model in the
mortgage lending system passed the governmental
reviews and discussions and were set for parliamen-
tary discussions and debates.

Appropriate preparatory arrangements were made
to draft a law to create and regulate private credit
bureaus in the country.

The draft law "On prevention of legalization of ille-
gally acquired moneys or other properties and terror-
ism financing" that had been developed with the
assistance of international experts on anti-money
laundering and terrorism financing experts was
upgraded and updated based on the comments and
recommendations provided by the Council of Europe
experts and a number of amendments and changes
were introduced to the draft law. These amendments
provided a clearer definition of beneficiary, expanded
the circle of reporting financial intermediaries, pro-
vided a broader coverage of reporting on all transac-
tions and cases that give rise to suspicions regardless

5.2 eoa : g
J.4 Legal Iramework and iirastructur

LA

Presidential Decree No.515 of January 23, 2007
"On improvement of the mortgage lending mecha-
nism in the Republic of Azerbaijan" simplified the
terms of granting mortgage loans, extended the peri-
od and increased the amount of loans, reduced the
downpayment requirement and removed the life
insurance requirement. The said Decree also
approved the "Regulation for privileged mortgage
lending in the Republic of Azerbaijan", which
addresses granting privileged and preferential-term
mortgage loans to newly married internally displaced
persons and their equivalents, members of the
Shehids' families, public servants, individuals with
scientific degrees, accomplished sportsmen as well as
military servants.

In order to apply the classical mortgage lending
mechanism, the Civil Code and the Law of
Azerbaijan Republic "On state duties" were appropri-
ately amended on February 1, 2007 in order to docu-
ment a mortgage in a mixed contract form (sale and
purchase and mortgage) based on the draft law initi-
ated by the National Bank; the sample form of the
mixed contract was approved by the Management
Board of the National Bank and incorporated in the
Standard Requirements for granting loans refinanced
by the Azerbaijan Mortgage Fund at the National

Table 13. Terms and conditions of mortgage loans (with latest adjustments)

Features

1. Loan maturity

2. Down payment

3. Maximum amount of loan
4. Maximum interest rate

5. Ratio of annuity to income

of the criteria defined in the law and issues of
accountability and responsibility of monitoring par-
ties thereby ensuring that the law meets the interna-
tional standards as profoundly as possible.

The legal framework of the mortgage lending sys-
tem that was launched in 2006 was further developed
in 2007. A number of Presidential decrees introduced
certain adjustments to the terms and conditions of
mortgage loans and established a discounted mort-
gage lending system.

Regular Privileged

25 years 30 years
15% 15%

AZN 50 000 AZN 35000
8% 4%

70% 70%

Bank. When a mortgage loan is used to purchase a
residence, in which the ownership interest is state reg-
istered, only the pledge of that residence is required to
be documented as a deed of mortgage (under the
mixed contract).

Furthermore, the Law "On the National Bank of
Azerbaijan Republic" was amended in 2007 in order
to ensure operational independence and retain highly
qualified staff of the National Bank as an entity
responsible for discharging important governmental
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(qansiq miiqavile asasinda) telebi miioyyen edilmisdir.

2007-ci ilde hem de Milli Bankin makroiqtisadi
siyasot vo bank nozareti sahesinde miihiim dévlet
ohomiyyetli funksiyalarm dasiyicist kimi emsliyyat m-
tisteqilliyinin temin edilmesi vo yilksek ixtisash kadr
potensialinin qorunub saxlanmasi {iciin "Azerbaycan
Respublikasinin  Milli Banki haqqinda" Qanuna
miivafiq deyisiklikler qebul edilmisdir.

Qanunvericilik esaslari ile yanagi bank isinin
normativ tonzimlome bazasi da inkisaf etdirilmisdir.
Risky6niimlii bank nezaretinin giiclendirilmasi vo
maliyye alstlerinin ¢esidinin artirilmast maqgsedile
2007-ci il orzindo Milli Bank yeni normativ aktlar
gobul etmis, qlivvedo olan normativ senodlori tok-
millesdirmigdir. Bu istigametde "Kredit toskilatlarinda
veksellorin ugotunun aparilmast Qaydalar" gobul
edilmisdir. Veksellorin adi miilki dovriyye gaydalarina
miidaxile etmaden, veksellorin ugotu amsliyyatlarmimn
maliyye aleti kimi istifadesi ve bu zaman yarana
bilocek maliyye itkilerinin qarsisimin alinmasi {igiin
miivafiq mehdudiyyetler ve tenzimlayici normalar
miioyyen edilmisdir.

Eyni zamanda bank tenzimi ve nezaratinin hiiquqi
bazasinin Bazel II-ys kegidini tomin etmok mogsodilo
2007-ci ildo hazirliq islorine baglanilmis, korpotariv
idaroetmo standartlarinin tetbiqi ¢ercivasinde bank
foaliyyetinin goffafliginin artirilmasina xidmat edon va
istifadociloro daha dolgun melumatin agiglanmasim
tolob edon normativ akt islenib hazirlanmigdir.

Banklarin beynslxalq inteqrasiyasinin desteklon-
mosi, transsorhod banklarin lizorinde Bazel Komite-
sinin prinsiplerine uygun olan bank nezaretinin
giiclondirilmosi magsadile 2007-ci ilde Milli Bankin
beynelxalq emekdasliq elagelerinin hiiquqi bazasi
daha da genislonmis, Giirciistan Milli Banki ile bank
nozareti sahasinde amekdasliq haqqinda Sazig im-
zalanib tosdiq edilmisdir.

2007-ci ilde Milli Bankin valyuta siyasetinin libe-
rallagdirtlmast istigametinde heyata kegirdiyi tadbirler
valyuta qanunvericiliyinde do deyisikliklorin edilmesi
zoruretini yaratmigdir. Bununla slagadar Milli Bankin
"Azarbaycan Respublikasinda rezident ve qeyri-
rezidentlerin valyuta emsliyyatlarinin rejimi hagqinda
Qaydalari"na Idare Heyetinin 21 iyun 2007-ci il tarixli
gorart ilo miivafiq elave ve doyisikliklor edilmis,
"Azorbaycan Respublikasi rezidentlerinin qeyri-
rezident banklarda hesablarmin acilmast Qaydalart”
tosdiq edilmisdir.

Valyuta tonzimlenmasi messlolarinds tatbiq edilmig
bu yeniliklorlo rezidentlore IOIT-o iizv olan dlkelers,

eloce de investisiyalarin garsiliqli tagviqi ve gorunmast
haqqinda Azerbaycan Respublikasi ilo ikiterefli
miiqaviloler baglamig 6lkelers ve Rusiya Federasiya-
sina birbasa ve portfel investisiyalarin edilmasi, hamin
Olkelorde dasinmaz emlakin alinmasi, depozitlerin
yerlosdirilmesi kimi kapital kd¢lirmalerinin aparilmasi
amoliyyatlarina icaze verilmisdir. Eyni zamanda homin
olkelerde rezidentlorin bank hesablarinin agilmasi
qaydas1 sadslogdirilmis, diger hallarda iso icazenin
alinmasi qaydasi miioyyen edilmisdir.

Eyni zamanda Azarbaycan Respublikasmin UTT-ye
lizv olmast li¢lin hazirliq tedbirleri ile elagedar 2007-ci
ilin 26 dekabr tarixli Azerbaycan Respublikasinin
miivafig Qanunu ile "Valyuta tenzimi haqqinda"
Qanuna deyisiklik edilerek dlkeden nagd valyutanin
¢ixarilmasi iiciin tetbiq edilen gomriik riisumlari logv
edilmisdir.

Hesabat dovriinde Milli Bank biitovliikde maliyyoe
sektorunun inkisafi Giclin ehemiyystli olan bir siwa
ganun layihelerinin ("Daxili audit haqqmnda”, "Sigorta
haqqinda") miizakiresinde ve qobul edilmasi pro-
seslorinde istirak etmisdir.

S A Mnrlens! lirilimie bradit ravactet
5.6. Morkezlosdirilmis kredit reyestri

Milli Bankda Morkozlosdirilmis Kredit Reyestri
(MKR) sistemi "2002-2005-ci iller - bank sektorunun
inkisaf strategiyasi" corcivosinds yaradilmis vo 2005-ci
ildon istismara verilmisdir. Oton dovr erzinde MKR-in
foaliyyeti neticesinde dlkenin bank sektorunda kredit
ohdoliyi olan fiziki ve hiiquqi sexslerin reyestrinin
aparilmast tomin edilmis vo banklara merkezlesdiril-
mis melumatlar bazasindan kredit ti¢lin miiraciat etmis
soxslor haqqinda etrafli melumatlarin slde edilmasi,
habele borcalanlarm 6z kredit tarixgolori hagginda
MKR-o sorgu etmok imkanlar yaradilmigdir.

MKR yaradilarken sistemin tam olaraq hadefe
catmasi Uctin 3 faza nezerde tutulmusdur. Birinci
fazada kommersiya banklari ilo melumat miibadilesi vo
zoruri infrastrukturun yaradilmast, ikinci fazada daha
ohateli kredit melumatlarinin reyestra alimasi ve qeyri
bank kredit teskilatlarmin MKR-e qosulmasi, 3-cl
fazada iso digor toskilatlarin, habelo miimkiin melumat
bazalar1 ile interfeyslorin qurulmasmin hoyata
kegirilmasi qarsiya meagsed qoyulmusdur.

Hesabat dovriinde birinci faza basa gatmis vo ikinci
fazanin hoyata kegirilmesine baglanilmigdir. Banklar-
dan daha eohateli melumatlarin alinmasi lizre lazimi
program deyisikliklerinin, habels biitiin sorgularin real
vaxt rejiminde hoyata kegirilmosine imkan veran yeni
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functions in the field of macroeconomic policy and
bank supervision.

In addition to the legislative grounds, the regulato-
ry framework governing the business of banking was
also developed. In order to reinforce risk-based bank
supervision and expand the range of financial instru-
ments the National Bank issued new regulations and
upgraded the existing regulations during 2007. New
regulations included the "Accounting regulation for
bills of exchange/promissory notes in credit institu-
tions". Appropriate limitations and restrictions and
regulatory norms were defined and set for use of note
accounting operations as financial instruments, and
prevention of financial risks that may arise in this
view, without interfering with the common civil
turnover/circulation of promissory notes.

In parallel, in order to ensure transition of bank reg-
ulation and supervision to Basel II relevant prepara-
tions were begun in 2007, and a regulation was craft-
ed to serve the purpose of improving the transparen-
cy of banking along the lines of implementating cor-
porate governance standards and disclosing more
complete information to users.

The National Bank further expanded the legal
grounds and framework for international cooperation
in order to support international integration of the
commercial banks and to strengthen bank supervision
over transboundary/cross-border banks in compliance
with the Basel Committee's principles. A cooperation
agreement was signed with the National Bank of
Georgia.

The National Bank's measures designed to liberal-
ize the currency policy in 2007 required appropriate-
ly amending and modifying the currency-related
laws. In this view, the Management Board's resolu-
tion of June 21, 2007 made appropriate amendments
and changes to the "Regulation on currency transac-
tions of residents and non-residents of the Republic of
Azerbaijan" and approved the "Regulation for open-
ing accounts of residents of Azerbaijan Republic with
non-resident banks".

The innovations regarding currency regulation
issues enabled residents to make direct and portfolio
investments and conduct capital/equity transfer trans-
actions such as real estate acquisition and deposit
placements in OECD countries, countries that have
entered into bilateral agreements with Azerbaijan
Republic, and the Russian Federation. Also, rules
were simplified for opening bank accounts in these
countries, while for other cases the procedures were

defined for obtaining permits and authorizations.

In parallel, the customs duties for importing cash
from the country were abolished by making relevant
amendments to the Law "On currency regulation" by
a Law of Azerbaijan Republic of December 26, 2007,
in line with preparations for Azerbaijan to join the
WTO.

During the reported period, the National Bank took
an active part in discussing and enacting a number of
draft laws that are of significance for ensuring and
promoting the development of the financial sector in
general (Internal Audit Law, Insurance Law).

. Centralized credit
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The Centralized Credit Registry (CCR) was estab-
lished at the National Bank under the "2002-2005
Banking Sector Development Strategy” and put in
operation in 2005. During the period of time elapsed
ever since the CCR maintained a register of individu-
als and businesses that have credit liabilities to the
banking system and has enabled the banks to use the
centralized database to obtain information about loan
applicants as well as allowed borrowers to inquire
about their own borrowing history via the CCR.

The CCR creation process was to be completed in
3 phases. The first phase was about data exchange
with commercial banks and building the necessary
infrastructure, the second phase was about recording
and registering more comprehensive credit data and
connecting non-bank credit institutions to the CCR,
while the 3rd phase had the objective of interfacing
with other institutions as well as possible databases.

During the reported period, the first phase was
completed and the second phase was launched. A
software company was contracted to make necessary
software upgrades to support acquisition of more
comprehensive information from banks as well as
development of new "Search Request/Query" and
"Search Request/Query Registration" modules that
allow for making all requests and queries in a real
time environment.

These modules and other improvement works to be
conducted in the system are expected to enable the
banks to make all search requests/queries in a fully
electronic (online) format and to monitor search
requests.

During the reported period, requirements were lift-
ed that pertained to the floor levels for loans entered
by banks into the CCR. As a result, the CCR will
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- "Sorgu-axtang", "Sorgu-axtarislarm qeydiyyati”
modullarmin hazirlanmasi {igiin icraci sirketle miivafiq
miiqavile imzalanmugdir.

Bu modullar ve sistemde aparilacaq digar tekmil-
logdirme isleri banklar torafinden biitlin sorgu axtaris-
larmin tam elektron (online) rejimde aparilmasimi vo
sorgu axtariglarinin monitoringini temin edoecekdir.

Hesabat d6vrii arzinde banklar terafinden MKR-in
melumat bazasma daxil edilon kreditlorin agag1 hadleri
ilo bagl tolebler aradan qaldiriimigdir. Bunun neti-
cosinde banklarin kredit portfellori haqqinda melu-
matlarin MKR-de toplanmasi tam olaraq temin
edilocokdir ki, bu da istehlak kreditlori bazarinda
foaliyyot gbstoron banklar iigiin kreditin verilmesi
prosesindo daha otrafli molumatlar esasinda gerar
gebul etmays imkan veracokdir.

Istifadogilorin sistemda istifade imkanlarmn artirl-

masi, sistemin funksionalliginin genislondirilmosi
mogsadile MKR-in texniki platformasi modernlos-
dirilmigdir.

Hesabat dovriinde kommersiya banklar1 {iciin
sistemdo yeni olacaq deyisiklikleri niimayis etdirmak,
habelo onlarin emekdaglarinin MKR-Is i verdislarinin
artirilmasi maqsodile todris kursu kecirilmisdir.

i1 arzinde sistemin isi "MKR haqqinda" Qaydalara
uygun olaraq etibarli sokilde temin edilmis, kommer-
siya banklarindan daxil olmus 12966 sayda sorgu
cavablandirilmisdir ki, bu da 6ten ilin gdstericisinden
2,5 defo ¢oxdur. Sorgu saymmn siiretli artim tempi
MKR-in golacek perspektivlerinden, banklarin miim-
kiin kredit risklerinden gorunmasinda MKR-in halle-
dici rol oynayacagindan, habelo miisbet tarix¢oyo ma-
lik borcalanlarin kredit imkanlarmin geniglonace-
yinden xabar verir.
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accumulate complete information about banks' loan
portfolio, which would allow banks operating on the
consumer loan market to make more informed deci-
sions regarding lending.

The CCR's technical/hardware platform was
upgraded and modernized in order to improve acces-
sibility of the system for users and enhance the sys-
tem's functionality.

A training course was delivered during the reported
period to demonstrate the new changes and modifica-
tions of the system for commercial banks as well as to
enhance the skills of their staff members in operating
the CCR.

During the year, the system operated reliably in
accordance with the "CCR Regulation", 12966
queries from commercial banks were answered,
which is 2.5 times more than the last year's rate. The
rapid growth of the query count indicates the CCR's
positive future prospects, the CCR's determining role
in protecting banks against possible credit risks as
well as the expansion of borrowing opportunities of
borrowers who have positive credit histories.
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