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1 Overview 

1.1 General trends of the State Budget 
Based on the predictions of the Ministry of Finance of Azerbaijan Republic for 2014, the income and 

expenditure of the state budget are more aligned to real economic conditions than recent years’ 

budgets. The income of state budget has been forecasted around 18 384 million but the 

expenditures will be 20 063 million manat. It means the state budget will have 1 679 million deficit 

which is 2.87% of GDP calculated on total GDP of 58.57 billion manat. In addition, the share of state 

budget income and expenditures in GDP has been calculated 31.40% and 34.30% according to 

forecasts of Ministry of Finance. The state budget deficit will be financed by loans of the ministry. 

2014 is the first time in the last decade that the State Budget will decrease by 4.05 %. The transfers 
from State Oil Fund of Azerbaijan Republic will be decreased by 17.74% or 2 013 million manat. The 
reduction ofstate budget income is the result of decreasing transfers from the State Oil Fund. 
Despite the negative effect of transfers from the fund, SOCAR’s income is the most important 
resource for the State Budget. Although the income of SOCAR will be decreased by 1.6% or 191.2 
million manat in comparison with 2013 year’s income, the expenditures of the company will not 
exceed the income, the forecasted income of SOCAR is 11.63 billion manat and expenditures will be 
11.3 billion manat. 

For the note, in current year state budget, the expenditures of State Oil Fund had been forecasted 
1.78 billion manat more than income of the fund. This trend increased dependence on oil revenues 
and is contrary the principles about saving oil funds. 

 

1.2 Macroeconomic parameters of the State Budget 
Based on macroeconomic forecasts, economic and social development conceptions of Azerbaijan 
Republic by the Ministry of Economy and Industry, the real economic growth will increase by 5.2% 
and Gross Domestic Product will be 58.6 billion manat, a projected increase on GDP by 4.5% in 2014: 

The indicators of the State Budget on Azerbaijan Republic 

 

Forecasts of 2013 
Forecasts of 2014 

2014/2013  
by % 

 
mln manat Share in GDP mln manat Share in GDP 

  Incomes 
19 154.00 34.20% 18 384.00 31.40 -4.02 

 Expenditures 
19 810.00 35.30% 20 063.00 34.30 1.23 

 Budget 
deficit 

-656.00 1.10% -1679.00 2.86 
  As illustrated in the table, in 2014, the income of state budget is facing a decrease of 4.02% in 

comparison with 2013, but an increase of expenditures is observed in the state budget of 1.23%. 
Taking into consideration the last 11 months’ indicators in 2013, the GDP growth is 5.4%, but the 
state budget deficit has increased as well which is not positive. 

The macroeconomic forecasts have great importance in the state budget of 2014. Based on the 
official reports of the state, the GDP growth had been forecasted 4.20% for the year of 2013.  The 
economy had around 5% GDP growth first 9 months of 2013, but at the end, the 4.20% growth 
forecast should be considered conservative. 
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The predicted growth of GDP for the year of 2014 is around 5.2% and potentiallytroublesome. 
Because of trends in the economy following the expected decrease in oil revenues and that the 
economy of Azerbaijan has not been diversified well, the forecasted growth rate of GDP doesn’t 
seem to be realistic. However, the World Bank and International Monetary Fund have forecasted the 
growth rate of GDP 4.8% and 5.8% respectively. These organizations projections provideoptimism 
about the rate calculated by the state. 

The calculated price for one barrel of oil should not be based on a convenient amount but based on 
real conditions. The amount forecasted for a barrel of oil has not changed in comparison with 2013 
year’s price, but some negative changes are observed on oil futures’ prices in the world market. 
Most oil exporting countries have calculated the price of oil between 83 US -94 US dollars. Taking 
into consideration world practice, the price defined for one barrel of oil at 100 US dollars appears to 
be overly optimistic and somewhat dubious. 

1.3 Transparency of Azerbaijan State Budget 
In order to compare the state budget of Azerbaijan Republic for the year of 2014, it is appropriate to 

apply the analyses of the International Budget Partnership’s survey about budget transparency 

which is held in every two years. In all surveys, the numbers of countries participating are different, 

so it is not convenient to compare the places that countries have held in the list. Instead, it is 

convenient to compare the results of survey based on a 100 point scale for the years of 2006, 2008, 

2010 and 2012. The state budget transparency indicators of Azerbaijan Republic according to those 

years were 30, 37, 43, 42 points respectively. As given above, Azerbaijan State Budget Transparence 

shows being better between 2006 – 2010 but in the survey of 2012, this scale has the indicator 

decreasing by one point 

For comparison, it should be noted that, the same figure for Georgia show rapid increase between 
2006 and 2008 from 34 points to 53. According to the next years’ surveys, the scale indicates 55 
point which has risen from 53 points and continues to maintain its stability. 

The scale for transparency of state budget of Russian Federation shows an increase from 47 points 
to 74 points between the years of 2006 – 2012.Although transparency index for Kazakhstan rapidly 
decreased between 2006 – 2008 from 43 point to 35 point, but during last four years, that index has 
increased till 48 points.Armenia has not participated in this survey.  
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2 The State Budget Income 

2.1 Overall trend of Income 
According to forecasts of the Ministry of Finance, the 2014 State Budget income will be 18 384 

million manat or 775 million manat less than the current year’s income. It is the first time in the last 

decade that the State Budget income will decrease by 4% after continuous increases. However, the 

transfers from the State Oil Fund is budgeted to decreased in comparison with the current year’s, 

and that difference is 2 013 million manat. It means, dependence on the oil sector is diminishing.  

The resources to finance the State Budget of Azerbaijan Republic are given on graph below: 

 

As illustrated in the graph, the share of non-oil sector’s revenue has been increasing in the state 
budget. It means, tax revenues, income from the State Custom Committee will increase. The 
Ministry of Finance predicts the revenues of budget are optimistic, because the government plans to 
increase the rate of taxes implemented as a result, income from taxes as %age of the state budget 
will be increased. In order to reach this increasing in taxes, partnership with tax payers will play a 
significant role. There is another interesting point about tax payments, based on statistics, normally 
accumulate of taxes exceeds 100%, therefore, to increase the tax rates is not preferable. The Center 
for Economic and Social Development holds that opinion that, tax income will increase.  

The law adopted in third quarter of 2012 about limiting the control of entrepreneurs by more 
government organizations, will have significant effect on increasing in their revenues and is expected 
to decrease activity of the shadow market, which will result in positive changes in tax revenues for 
the government.  

To diversify the economy of Azerbaijan Republic, transfers from the State Oil Fund have been 
decreased and this is a first in order to reach diversification. This reduction is appropriate because 
the oil revenues and exporting are decreasing. The Center for Economic and Social Development 
argues these decreases should have been implemented before. 

If these decreases had been initiated a few years ago, the current economy would have shown 
significant changes and the country would have a more diversified economy. 

It is well known that, if the oil revenues decrease, these changes will have a negative effect not only 
on the oil sector, but also on the non-oil sectors which benefit from the oil sector. For the note, the 
transfers from the State Oil Fund have increased by 17.74% or 9 337 million manat, in comparison 
with current year’s statistics.  
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The State Custom Committee contribution to the budget will increase from the current year by 
9.42%. Those revenues plus thosefrom State Oil  

 

Fund’s revenues will provide the contribution to the State Budget is illustrated in the graph below: 

Although the implementation of the policy to decrease the dependency of State Budget on the oil 
sector is a positive act, the non-oil sector does not have ability to take over from the oil sector to 
finance the expenditures of the proposed budget. The share of non-oil revenues in the State Budget 
are given in the graph as well: 

The graph proves that the share of 
budget income in the State Budget in GDP is around 34.20%, and in comparison with different 
countries’ practices, this %age is appropriate. But if we take into consideration the income from oil 
revenues, the realty of the budget does not seem so positive. Non-oil revenues are predicted around 
6 245 million manat and comprises only10.66% of GDP. Based on analysis of the State Budget, it is 
clearly observed that, the non-oil sector is poor contributor to the budget. 

First of all, analyzing the incomes from the Ministry of Taxes proves that, tax income has been 
increasing year by year and plays an important role in formulating the State Budget. This raise an 
important question, how will the government compensate the decreasing income? They can use en 
efficient tax rate? Will them able to use an efficient tax rate? 

2.2 Income of the State Budget from the Ministry of Taxes 
The share of income in the State of Budget from 
the Ministry of Taxes according to years of 2012, 
2013, 2014 are given below:  

Now, let us analyze income of the State 
Budget from the Ministry of Taxes both in 
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practical and theoretical terms: The income from taxes should be divided into two groups:  the first 
group includes the income which always being increased, the second group includes the income 
which decreasing is observed. 

First Group: 

(a) Tax on the income of physical persons  
(b) Value Added Tax 
(c) Excise tax 
(d) Property tax levied  
(e) Land use tax levied from legal persons 
(f) Road fund taxes 
(g) Simplified tax 
(h) State charges 
(i) Possession of state land lease rents 
(j) Other incomes which are non-taxes 

In order to show in practical the incomes from taxes, the graph has been illustrated below using 
those dates. 

The share of taxes in 2014 which are non-deceased  

 

As we see in from the graph, the share of value added tax in the income always indicates high % and 
still VAT income of the State Budget increasing. At the second level belongs to tax on the income of 
physical persons.  

To calculated the speed of increases by tax groups using 2012 as base year:  

Tax groups 2013 2014 13'rate of speed 14'rate of speed 

1.1 Tax on the income of physical persons 8.45% 22.16% 1.08 112.00% 

1.3 Value added tax 24.74% 50.23% 1.24 1.2 

1.4 Excise tax 12.56% 53.52% 1.12 1.53 

1.5 property tax levied from legal persons 13.73% 29.41% 1.13 1.13 

1.6 land use tax levied from legal persons 10.71% 71.43% 1.1 1.54 

1.7 road fund taxes 25.00% 76.76% 1.25 1.41 

1.9 simplified tax 21.88% 35.42% 1.21 1.11 

1.10 state charges 9.52% 17.14% 1.09 1.06 

1.11 possession of state land lease rents 9.09% 45.45% 1.09 1.33 

882

2139

784.5

132
48

49.5

130 123
8 160 Tax on the income of physical 

persons

Value added tax

Excise tax

property tax levied from legal 
persons

land use tax levied from legal 
persons

road fund taxes



CESD FEEDBACK ON THE STATE BUDGET FOR 2014 OF 
AZERBAIJAN REPUBLIC                                                   

Author:  CESD 
Page 7of23 

 

CESD Center for Economic and Social Development 
Better Research, Better Policy, Better Reform 

 

 

1780
2279 2217

0

1000

2000

3000

2012 2013 2014

1.2 Tax on the profit of legal 
entities

125.2
121

116
110

115

120

125

130

2012 2013 2014

1.8 Mineral royalty tax

1.13 other incomes which are non-taxes 16.67% 33.33% 1.16 1.14 

 

The results of the table show increases to all of the groups but there is an exception in which the 
speed is increasing. For example, VAT, Simplified taxes and other incomes which are non-taxes face a 
low rate of increasesyear over year. These taxes do not have a direct effect to decreases in state 
incomes.  

Thesecond group is those taxes wherenot only increases but also decreases in tax revenues are 
observed and they are identified below: 

Tax on the profit of legal entities Mineral royalty tax  

 

 

Income of the difference 

 

Taking the year of 2012 as the base year, the calculation of speed and yearly increases are as below: 

 2013 2014 13'rate of 
speed 

14'rate of 
speed 

1.2 Tax on the profit of legal entities 28.03% 24.55% 1.28 0.97 

1.8Mineral royalty tax -3.35% -7.35% 0.97 0.96 

1.12Income of the difference 15.44% -15.40% 1.15 0.85 

Based on the graph, it is clearly observed that, the tax on the profit of legal entities plays an 
important role in formulating the State Budget. But in recent years, the income from these taxes has 
been decreasing. This is the result of oil sector’s low performance as the revenues from the sector 
decrease.  

According to Ministry of Finance’s reports, this is the result of decreasing income taxes from 
production sharing contractor parties in oil the sector. However, the significant changes in positive 
light have been observed in the non-oil sector. This trend has great opportunities for future growth 
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for the economy of Azerbaijan. Another important note is about the imbalance between incomes 
and expenditures of the State Budget. For the first time in last decade the State Budget will decrease 
in 2014, due to the diminishing oil revenues making drastic reductions to incomes. In order to 
decrease dependency on oil sector, policies have to be implemented over time for non-oil sectors to 
achieve a greatershare of GDP.  

The mineral royalty tax’s performance getting low and the speed of decreasing faces high rate year 
by year. The unconditional offer about the economy is to reach development in subsectors as whole. 

2.3 Incomes from the State Custom Committee 
The State Custom Committee is another resourceformulating the State Budget of Azerbaijan and the 
increase has been observed year over year. The taxes from the committee are given below: 

(a) Value added tax 
(b) Excise tax 
(c) Customs duties  
(d) Road fund taxes 

The increase and speed of increased rates should be calculated taking the year of 2012 as basic year: 

 2013 2014 13' rate of 
speed 

14' rate of 
speed 

2.1 Value added tax 13.05% 21.87% 1.13 1.08 

2.2 Excise tax 5.06% 13.92% 1.05 1.08 

2.3 Customs duties 23.02% 42.24% 1.23 1.15 

2.4 Road fund taxes 72.72% 1.82% 1.72 1.05 

As listed in the table, taxes from the committee have increased year over year but if we take into 
consideration the rate of speed, it getting lower and the question to ask is if the taxes’ rates are 
efficient? 
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2.4 Income from the State Oil Fund of Azerbaijan. 
The transfers from the State Oil Fun of Azerbaijan Republic have the greatest share of the state 
budget income. For the next year, the principles to formulate state budget are about decreasing 
dependency on oil sector and increase development in non-oil sector, as observed by the decline in 
the income from the State Oil Fund. The effect of the decrease has created a deficit in the state 
budget forecast. Although the trend to decrease dependency is desirable but a downside is created 
by drastic decreasing budget incomes. CESD proposes a more realistic and rational approach on how 
and when the transfers are decreased.

 

2.5 Possession of state land lease 

rents 
These sort so income will remain stable withlast 
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land lease rents makes one think deeply. Why is 
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The other interesting fact relates to structural 
changes in the State Budget that. The 2014 state 
budget includes additional income in the amount 

of 400 million manat. But the resources for those incomes have not been given in the state budget 
of 2014. This method of approaching budgeting has negative effect on transparency and violates the 
principles of budgeting. 
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2.6 Oil and non-oil budget incomes 
Income of the State Budget from The Ministry of Taxes has been forecasted 7 102 million manat and 
the share of income from oil sectors in the whole amount will be 2 802 million manat or 39.5%.  
Now, we can separate the total oil revenues in the total amount of the State Budget income as 
below: 

(a) Direct transfers from the State Oil Fund  - 9 337 million manat 
(b) Oil revenues from the Ministry of Taxes - 2802 million manat 

The total of those two groups indicates 66% of the total state budget income; it means non-oil 
sector contribution is only 34%. So, again we have to note that our budget income still maintains its 
high dependency on the oil sector. 

In conclusion for the income of the State Budget, we should divide the expenditures of state budget 
into 3 parts, which are mandatory expenses, capital expenditure, andpublic debt service. So, in a 
simplified way we should calculate that, the non-oil sector’s revenues can only finance the 
mandatory expenses and even then only 57.34% of it. It means, the state budget does not any 
power to control its expenditures regardless of non-oil sector if incomes and expenditures are 
compared.  

Most of the regions in Azerbaijan Republic cannot formulate their local budget regardless of central 
support from the government. 

The policy of budgeting and taxing includes some priorities for the next year and they are listed 
below: 

 to reach sustainable economy in the country 

 to make better the economic conditions for investors 

 to increase investments in the non-oil sector 

 to increase the share of non – oil sector in GDP 

The economic conditions for doing business in Azerbaijan in 2014 will be better and the government 

predicts to achieve increases in tax income by higher tax rates to compensate the gap from 

decreased oil revenues.  

 

3 Expenditures of State Budget 

3.1 Expenditures at a glance 
As per the graphs, presented below, industry, construction and mining costs are the biggest costs 
2014 budget. The costs for social protection are the second major expense area. One can observe 
how industry construction and mining expenditures are important by comparing share of social 
protection costs of 10.33% with those of industry, construction and mining expenditures which total 
31.32%. General state expenditures and education expenditures constitute 8-9% of total 
expenditures. Out of these costs, the defense expenditures have increased its share in total 
expenditures to 8.16%. Unfortunately the expenditures for supporting entrepreneurship and 
mortgage lending have the lowest shares. 
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The growth rates of these expenditures are also important. The expenditures to support economic 
activities have the highest growth rate of 18.99% despite its negligible share 0.61% of total 
expenditures. Social protection and communal expenses are also one of the expenses having large 
increases. Each of these expenditures increased by more than 14%. The industry, mining and 
construction expenses decreased by 9.4% despite having the largest share. All of these increasing 
and decreasing expenditures accumulate to a 1.07% increase in total expenditures to AZN 20,063 
mln from in 2014 from its 2013 level of AZN 19,850 mln. 

 

 

3.2 Science and Education expenses 
The expenses planned for science and education related issues will constitute 8.97% of total 

expenditures. But almost all of this share belongs to education related expenses with its 8.24% share 

of total expenses. The remaining 0.73% are science related expenses.  In absolute terms AZN 

1653.45 mln will be expensed for education purposes, whereas AZN 146.82 mln will be spent for 

science costs. It is important to point out that, education expenses are recovered from its decrease 

in 2012. That decrease was the only decrease in the last five years. This recovery is reflected in 

increased share of education expenditures in total expenditures. This figure increased to 8.24% in 

2014 from its 2013 level of 7.71. Unfortunately this figure is still low when compared with previous 

year’s figures.  For example in 2010 and 2011 education expenditures had a share of more than 10%. 
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Luckily, in absolute terms the expenditures for education are increasing and this year reached its 

highest point in the last 5 years. The same logic applies to science expenditures. The share of science 

related expenses in total expenses is decreasing. The share dropped to 0.73% from its pre 2012 level 

of 0.85%. Despite this science costs are increasing, but only in absolute terms.  

Generally speaking, except for the year of 2013, science and education expenditures 

haven’tdecreased.  These expenditures experienced more than 15% growth rates in 2010 and 2011, 

which were their peak rates in the last 5 years. Although in the most recent 3 years these 

expenditures did not grow as much as 2010/2011, the current growth rates are enough to maintain 

sectorial development.  

 

The structural analysis of these costs reveals that theshare of higher education/ college costs is 
decreasing, in both absolute and relative terms. The share of college expenditures dropped 1.99% in 
2014 to from its peak of 8.34% in 2010. There are three observed reasons for this change. Over 
these years the only decrease cost item is stationary expenditures for higher education institutions. 
But we believe this is not the cause for the drop, because the 29.0% decrease in stationary costs 
account only for 0.19% of total education expenditures. However, the Ministry of Finance eliminated 
two items from higher education expenditures which are “bank expenses” and “other expenses”. 
These items contributed to 87.86% of total education expenditures. We appreciate this decision of 
Ministry of Finance and regard this step as a supportive one for a transparent budget.  

Tendency changes in education expenses, mln 
AZN 

2010 2011 2012 2013 2014 

kindergarten and pre-school 5.60% 6.02% 6.09% 9.53% 9.60% 

incomplete and middle school 43.26% 47.91% 46.76% 52.19% 51.47% 

internat and specialized schools 2.93% 3.14% 3.25% 3.47% 2.61% 

lyceums and schools of supportive jobs 3.95% 4.60% 4.65% 5.30% 4.75% 

higher education 8.34% 7.92% 7.39% 3.73% 1.99% 

research and other services in education 10.52% 14.98% 31.86% 25.78% 29.57% 

total 1582.9 1582.9 1582.9 1530.5 1653.4 

 

2010 2011 2012 2013 2014

Education, right axis 1,180.79 1,338.54 1,582.94 1,530.48 1,653.45 

Science, right axis 92.82 108.72 123.37 130.50 146.82 

Share of Education exp. 10.04% 10.50% 9.27% 7.71% 8.24%

Share of Science exp. 0.79% 0.85% 0.72% 0.66% 0.73%

Growth rate of Education exp 13.36% 18.26% -3.31% 8.03%

Growth rate Science exp. 17.12% 13.47% 5.78% 12.50%
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Overthe last 5 years the trend of an initial increase and later a decrease is observable in other 
education expenditures. The main reason for the drop in expenditures relates to intangible and 
nonmonetary assets. It is notable that expenditures for research and kindergartens have 
experienced an increasing share of total expenditures, over the last 5 years. 

 

 

3.3 Health expenses. 
Health expenses will be increased by 7% during 2014 reaching AZN 725.59 mln. This is the highest 
expense in health related issues over the last 5 years. The stalled growth rate in 2013, will re-gain 
ground in 2014 reaching 8.42%. But the overall growth rates tell a history of a decelerating growth 
rate. It is noteworthy that the decline rate in 2013 for education expenditures was not reflected in 
health expenditures. This development allowed health expenses to recover from a decreasing share 
of total health expenses. It is the first time that the share of health expenses does not decline but 
instead grows in 2014. Since 2011 the trend has been downward. But despite this recovery, the 
share of health expenses is well below than its peak level of 4.28% in 2011. 

 

Almost half of health expenses are spent for hospitals. Hospitals attributed more than half of health 
expenses during 2010. The dropping trend that began in 2011 and resulted in hospital 
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expensesdroppingto 41.79% in 2012. In 2014’s budget, the planned expense for hospitals increases 
to 50.61%. This reflects the importance of hospitals and the overall importance of health to the 
government. Meanwhile, the main reason for this increase is jump in social and salary expenses for 
health employees by 16.97%. The 10% of this growth is sourced from the appropriate decision that 
the president of Azerbaijan made during August-September of 2013. The remaining 7% point of 
growth belongs to salary expenses of new medical experts. One shall note the number of doctors in 
the country increased by around 3%, according to the State Statistics Committee. Considering this 
expansion and increased service potential of hospitals, the 6.97% increase in salary expenses is well 
grounded. Meanwhile, these expenses together account for 60.81% of total health expenses.  

 

Expenses directed to polyclinics and ambulatory care has had a continuous history of growth over 
past 3 years. A 5 year scale shows their share representing a U shaped change. An initial decrease 
from 17.68% in 2010 reached its minimum in 2013 with share of 13.34% and then increased to 
14.62% in 2014. In light of these changes, the most notable change is no allowance for health related 
travel expenses in 2014. Another factor of these changes is an increase in social and pension 
expenses for health workers by more than 51%. Unlike the increases to hospitals this sudden 
increase in pension expenses for polyclinics and ambulatory care is not an economically grounded 
action: The service potential and employees of polyclinics and ambulatories increased by 2.33% and 
2.07%, respectively1. Although, we believe there should be a growth in social security related 
expenses, but this growth should not be as much as 51%. Shares of other health related expenses 
are presented below: 

Shares of Health expenses 2010 2011 2012 2013 2014 

Policlinics and ambulatory  17.68% 16.27% 13.34% 14.65% 14.62% 

Hospitals 54.70% 49.99% 41.79% 49.27% 50.61% 

Research and services 1.72% 1.52% 1.40% 1.36% 0.85% 

Other expenses 25.91% 32.23% 43.46% 34.71% 33.16% 

 

  

                                                           
1
State Statistics Committee: http://www.stat.gov.az/source/healthcare/az/1_1_1a.xls 
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3.4 Social protection and social security expenses 
Despite increase of social expenses in absolute terms, their share is among budget expenses is quite 
volatile. Over a five year horizon the share of social expenses peaked at 10.46% in 2014 with a 
subsequent drop to 9.14% in 2013. In 2014 the share is expected to be higher than previous year 
and closer to pre-2013 levels. Despite this, social expenses increased by 14.26%. This growth rate is 
substantially higher than that of 2013 but considerable lower than pre-2013 levels. Nonetheless 
social expenses are increasing in absolute terms.  

 

Among social expenses, the social protection expenses were ones that increased the most, by 
20.40%. Of this increase, the 15.90% is due to payments for social assistance. We believe 10% out of 
this 15.90 comes from relevant decrees of president of Azerbaijan Republic. Considering the 5% 
increase in number of citizens benefiting from social benefits, the rest 5.90% of 15.90% is well 
grounded. On top of this, efforts to increase transparency in the budget be appreciated: the “other 
social expenses” were diminished to 2 thousand from 190 thousand, and distributed among other 
items, which in turn increases the budget’s transparency. 

3.5 Defense Expenses 
For the defense purposes AZN 1637.36 mln is planned to be disbursed during 2014. This figure 
reflects growth, but a decelerating growth rate, in defense expenses when compared with 2013 
year’s figure. Over a 5 year horizon, the growth rate is 1% lower than the average growth rate.  For 
comparison purposes, defense expenses were AZN 1381.43 mln in 2012 with growth rate of 4.25%, 
and AZN 1528.58 mln with growth rate of 10.65% in 2013. These increases reflected in increased 
share of defense expenses to 8.16%. Over last 3 years the share has increased. But it is below 2010 
and 2011 levels, where shares were 10.07% and 10.39%.  

2010 2011 2012 2013 2014

Social exp., AZN Mln, right axis 1122.98 1324.09 1785.79 1813.58 2072.23

Growth Rate 17.91% 34.87% 1.56% 14.26%

Share in Total Budget Expenses 9.54% 10.39% 10.46% 9.14% 10.33%
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The increase is allocated to various items: The expenses for special equipments, food and 
medicaments will be increased by 4.50%. The small increase is magnified by their large share in total 
defense expenses, which is 46.22%. In general, almost all cost items of defense expenses are 
increased. The only substantial drop is observed in expenses for purchase of non-production assets.  

3.6 Juridical expense 
The expenses towards juridical activities will be increased by 11.31% to AZN 1230 mln from AZN 

1114 mln. If compared with the previous year’s growth rate, the growth rate is decelerating: in 2012 

and 2013 these rates were 17.95% and 11.26%. Despite this decelerating growth rate, these costs 

will grow in absolute terms. This is also reflected in increasing share of court expenses as expenses 

increased to 6.18% from 5.62%. This trend is true for past years, as well. Unlike education and social 

expenses, where theMinistry of Finance made expenses more transparent, in juridical expenses the 

item of “other expenses” increased the most by 72.65%. As a result theshare of  “known”expenses 

decreased. 

3.7 Flat and communal expenses 
The upward trend is also observed in flat and communal expenses, as well. In 2014, amount of 

expenses allocated to this area is excepted to grow from previous year`s AZN 399 million to AZN 457 

million. In terms of %ages, this yields 14% of growth from previous year. The growth rate slightly 

decreased from last year, to 14.57% from 15.84% of 2013. Meanwhile, there is not very big growth 

in the sector`s share in overall expenses. Share of allocated sector expenses in the overall expenses 

accounts 2.28%. During past two years this number remained relatively stable around 2%. 

3.8 Agriculture and Forestry expenses 
The expenses for agriculture and forestry are estimated to be AZN 562.89 mln. This figure grows in 

both absolute terms and relative terms. The share in total expenditures is increasing over the last 3 

years, after drops in 2011-2012. The growth rate in 2014 is higher than that of 2013 and 2012. This 

acceleration in agriculture and forestry expenses is very positive for the development of this sector 

in Azerbaijan. Despite having the largest share in employment (37.9% as of end of 2012), the sector 

contributes less than 5% to total GDP. This indicator highlights the substantial underdevelopment of 

the sector. Therefore the development of this sector is a matter of great importance. 

2010 2011 2012 2013 2014

Defense exp., AZN mln, right 
axis
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Generating the growth of expenses is an increase in subsidies to the sector. Subsidies were increased 
to AZN 140.98 thousand from AZN 131.48 thousands.The production based subsidies were increased 
by 415.40% to AZN 40 mln. Unfortunately we see no substantial positive impacts of these subsidies 
to sectorial development. According to CESD research, disbursement of AZN 1 as a subsidy decreases 
sectorial GDP by AZN 0.06.  CESD believes adjusting subsidies to successful cultivation would benefit 
sectorial development even more. The logic is an adjustment would foster competition in the sector.  

3.9 Expenditures on Industry, Construction and Mineral Royalty 
Despite holding the largest share in the state budget over 2013-2014 these costs will be decreased. 
The reason for this decrease is a decrease in government investments. In general these expenses will 
accumulate to AZN 6281.95 mln. This figure is 9.41% less than its 2013 level of AZN 6934.23 mln. 
One shall note the main reason for this drop is a decrease in government investment into the 
construction sector. But expenses directed to industry and mining activities are increased.  

CESD believes the decision of government to decrease its role in construction sector is very essential 
for fair competition. The current prices in construction sector are well above than average citizen’s 
purchasing power. To eliminate this bubble the opt-out of government is very essential.  

 

The overall changes in these expenses increased and then decreased their share of in total budget 
expenses over last 3 years. The 5 year horizon is quite fluctuating.  

3.10 Expenses for support of economic activities 
To support entrepreneurship in the country the government of Azerbaijan plans expenses of AZN 
328.16 mln which is 18.99% higher than its 2013 level of AZN 275.78 mln. Despite its decelerating 
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growth rate over last 3 years, the supportive expenses are increasing their shares in total budget 
expenses in 2014. This has been the case since 2011, where the share of support expenses for the 
economic activities increased from 0.99% to 1.64% over last 5 years. 

 

It is important to point out that the mortgage fund will have the same amount of 40 mln AZN with as 
previous years. This is neither a failure nor a satisfactory result. The mortgage fund almost never 
fully disburses this 40 mln AZN. The reasons for this are beyond a review of budget expenditures. 
But in any case CESD believes relieving requirements for the mortgage payments is essential for 
mortgage funds effective operations.  

On top of this the grants disbursed by government officials provide very good change for CSO-
Government partnership. Unfortunately the disbursement of grants is very non-transparent. Thus 
without fair and transparent disbursement, CESD does not believe these grants will foster 
involvement of CSO in government’s decision-making process.  
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4 Comparison of the State Budget with the budget of relevant 
countries. 

As oil revenues play significant role in the Azerbaijan Republic`s state budget, it is reasonable to 

compare it with the state budgets of Russia and Kazakhstan. In comparison with the recent trends in 

state budget of Russia, Azerbaijan state budget appears to be focusing more on social sector. Thus, 

in 2014 year`s draft state budget of Russia, decrease in the amount of social expenses as education, 

health and flat/communal are accompanied by an increase in the military expenses. Educational 

expenses dropped by 12.9%, health expenses 8.6% and flat/communal expenses reduced by 23.7%. 

Instead of this, military expenses are increased by 60%. According “RIA-Novosti”, a news agency 

close to government structures, experts considers these changes as “inadequate”. From the point 

view of Russian experts, changes in the state budget of Azerbaijan can be considered as adequate: 

Education expenses are raised by 8.03%, health by 8.42% and social defense expenses by 14.26%.  

Compared to Russian state budget, Azerbaijan state budget attracts attention with its transparency 

level. In 2014 state budget, numerous items titled “other expenses” under various articles are 

substantially decreased or reduced to zero. Although it is very admirable step, substantial amounts 

are accumulated in the sections like “other receipts” and “other incomes of budget organizations” in 

the draft state budget`s revenue part. However, in our view, these transparency steps should be 

appreciated. Some Russian experts confess that, they got used to low level of transparency in state 

budget and accept it as natural. Russian state draft budget was confirmed in State Duma regardless 

of concerns about hidden part of 22.7% in expenses of flat and communal sector expenses. 

The macroeconomic indicators of draft state budget of Russia are criticized by experts as well. They 

do not agree with the fact that, oil which is currently priced around 105-110 dollars indicated in the 

state draft budget as for 93-95 dollars. The price of one barrel oil is considered as 100 dollars. On the 

other hand, foreign experts forecasted the average price of oil over next 3 years to be 80 dollars. 

Taking into consideration the decreasing trend of prices of oil futures, assumption of 100 dollars can 

facilitate challenges in the future for the formulation of budget revenues.  

According to international experience, the economic sustainability and financial stability of countries 

which have budget revenues generated mostly from tax revenues show up in the desired level. One 

of Caspian region countries-Kazakhstan, which has superior position in the gas exportation among 

CIS countries, budget revenues are generated from taxes. This rate is around 90%. Meanwhile, this 

number is around 35% for the state budget of Azerbaijan. This fact explicitly demonstrates the need 

for “alternative economy” of our economy.  As increasing share of taxes in budget revenues mainly 

come from development of small, medium and large entrepreneurship, the priority should be to 

creating favorable business environment for either local and foreign investors. 

Although the main goal is to increase share of taxes, in order to foster development of business 

infrastructure and production in non-oil sector any discounts regarding customs tariffs, income tax 

of business entity and value added taxes can be offered.  Then in this case, developing alternatives in 

non oil sector such as finance-banking sector, construction, commerce would not be difficult. 

Thus, attracting large amount of capital, especially foreign capital in finance-banking sector, 

producing construction products rather than importing them and benefiting from transferring 

country position will play important role in reducing the dependence of state budget on oil sector in 

the future. 



CESD FEEDBACK ON THE STATE BUDGET FOR 2014 OF 
AZERBAIJAN REPUBLIC                                                   

Author:  CESD 
Page 20of23 

 

CESD Center for Economic and Social Development 
Better Research, Better Policy, Better Reform 

 

 

 

  



CESD FEEDBACK ON THE STATE BUDGET FOR 2014 OF 
AZERBAIJAN REPUBLIC                                                   

Author:  CESD 
Page 21of23 

 

CESD Center for Economic and Social Development 
Better Research, Better Policy, Better Reform 

 

 

5 Summary 

This paper is prepared by the Center for Economic and Social Development and analysed the state 

budget of Republic of Azerbaijan. The analysis revealed that, unlike previous years the state 

revenues will decrease. This decrease is generated from the decrease of oil revenues to state budget 

from the Oil Fund. The previous year’s experience was 56-59% of revenues were generated with the 

help of oil funds, are now discontinued. We believe this decision by the Ministry of Finance deserves 

attention and should be commended. It is important to note, transfers from the Oil Fund decreased 

by 17.73% or 2.013 billion AZN, leading to a 3% increase of budget deficit. Thedrop in oil extraction 

will decrease flow from profit tax to the State Budget. Despite the increased share of non-oil 

revenues in the budget, they are still inadequate to finance the current expenditures of government.  

The contribution of revenues from municipals and local administration is still weak. This is despite 

adoption of regional development programme. As a result the local administrations will continue to 

be dependent on state budget.  

There is a transparency issue with revenue side of the state budget. Unlike expenses part, the 

revenue part has entries as “other revenues”, “revenues to state agencies other than budget”, 

whose source is unknown. It is unknown the how the state bodies will generate additional AZN 400 

mln of return. Despite this, the expenses side of the budget was made more transparent.  

CESD believes it is expected to achieve the goals identified in the state budget. One of these goals 

will be reached by boosting the collection rate for taxes in selected areas. Along with compensating 

for the decrease in oil revenues, it is essential for transparency in the next locomotives of the 

country. For this purpose, the need for new revenue sources resulted in shift of budget formation. 

Unfortunately lack of public discussions and unavailability of information on several revenue sources 

hampers the budget transparency and its accessibility.  

Among expenses, the education and health, social expenses are the ones with strong growth rates. 

Their growth rate range between 8.04%- 14.26%. Expenses to agriculture sector are also among the 

increased ones. Among decreased expenses,construction expenses are a special matter of 

importance. Decreasing government investment by 655.20 mln AZN, these costs diminished by 

9.41%. Additionally, on expenses part, there will be no disbursement to the depositors of USSR 

Savings Bank. This was an expected action. The decree by the president of Azerbaijan set a deadline 

for the disbursement of compensation as 31 December 2013. Thus these compensations were not 

considered in budget of 2014.   
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