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Introduction

1. This Progress Report assesses the implementation of the FY11-14 Country Partnership
Strategy (CPS) for Azerbaijan and introduces adjustments to guide the remaining CPS period. The
joint World Bank Group (IDA/IBRD/IFC) strategy was prepared after the 2009 global crisis, which
Azerbaijan weathered relatively well with the help of high public expenditures financed out of oil
revenues. This Progress Report confirms the relevance of the original CPS because the strategic vision of
the Government continues to remain centered on economic diversification and service delivery, anchored
on good governance. The recently issued Azerbaijan Vision 2020 document' confirms these priorities.

2. This Progress Report provides an opportunity to adjust the Bank Group's program and
results framework in order to reflect accurately the CPS implementation to date and to respond to
policy developments. In particular, the WBG program and results framework are adjusted to reflect the
progress made in restructuring the project portfolio, to mainstream gender in the program, to account for
the pace of policy reforms and the sharpening of short-term priorities by Government with emphasis on
service delivery. New lending will go to tested areas where ownership is high and institutional capacity
has been built. A Reimbursable Advisory Services Program (RAS) will respond to the Government's
request for enhanced Bank support through non-lending instruments. The proposed AAA program will
sharpen the knowledge and advisory services agenda to align it with the country's emerging needs and to
ensure strong ownership. In particular, the Bank's knowledge work will focus on the potential for shared
prosperity and equitable growth in a country that is resource-rich such as Azerbaijan. The focus on
results, on improving portfolio performance, and building a stronger analytical basis will set the
foundation for a renewed partnership in the next CPS.

I. Country Context

A. Changes in the Political Context and Governance

3. Azerbaijan has remained politically stable in the midst of global economic turmoil. The
pronounced social orientation of the Government's programs has been strongly contributing to political
stability. Oil resources have provided additional financing to deliver improved social outcomes, generate
non-oil sector growth, and create jobs.

4. For the remainder of the CPS period, economic policy and public expenditure are expected
to be driven by the Presidential elections that are scheduled for October 2013. In the meantime, the
Government is focusing its policy and investment decisions on quick wins that will deliver improved
public services and provide visible results. It is expected that after the elections attention to substantial
economic and social reforms will increase, providing an opportunity for deeper WBG engagement.

5. Azerbaijan's institutions have not transformed at an adequate pace and are lagging behind
the rapid increase in per capita income. Once the Azeri-Chirag-Guneshli (ACG) oil fields came online
in 2004, a significant increase in oil income moved Azerbaijan rapidly up to the ranks of middle income
countries.2 The windfall of oil and gas resources outstripped the pace of building the institutions needed
for a modern market economy. As a result, the country is experiencing severe governance challenges. Its
incomplete institutional framework provides ample opportunities for corruption, which in turn is a main
constraint to greater efficiency in the use of public resources and the needed non-oil diversification of the
economy.

1 http://www.president.az/files/future en.pdf
2 Azerbaijan's GNI per capita increased to US$5,290 in 2011 from US$950 in 2004 (Atlas method)
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6. Azerbaijan is taking steps to address governance weaknesses, to improve access to
information and to strengthen quality of public services. In 2011 the Government launched an
anticorruption campaign, which was reinforced in September 2012 by four Presidential decrees aimed at
strengthening institutions and improving governance. These decrees mandated: (a) the enforcement of the
National Anticorruption Plan; (b) the establishment of the State Agency for Public Services and Social
Innovations (ASAN), a single-window agency for public service delivery; (c) the promotion of open
government; and (d) the enforcement of the new Urban Construction Code. Amendments to selected
legal acts to launch implementation of the decrees followed suit.

B. Social Indicators, Gender and Youth

7. Over the past decade, a strong economy and rising public social spending markedly reduced
poverty. The State Statistics Committee estimates that poverty incidence declined from 49 percent of the
population in 2001 to 13.2 percent in 2008 and to 6.0 percent in 2012. According to the Bank's analysis,
higher wages and expansion in social transfers contributed to this substantial reduction in poverty.

8. During 2010-2011, Azerbaijan made notable progress in improving the living conditions of
internally displaced persons (IDPs). Resettlement of persons displaced by the conflict with Armenia has
been a high priority for the Government. More than 100,000 Internally Displaced Persons (IDPs, out of a
December 2011 total of almost 600,000) moved into new housing. Space for 115,000 more is planned to
be constructed by 2015. However, IDPs are more likely to be poor and unemployed due to their lack of
relevant education and skills, as well as having become socially isolated by long time residence in IDP
settlements.

9. Reform of the health sector has advanced, with the exception of health care finance.
Delivery of primary health care services has improved as a result of a streamlined network of public
health care facilities, better access to health centers in rural areas, introduction of a system of family
doctors, personnel training, and a licensing system for health professionals. In addition, the State Program
on Maternal and Child Health set a priority on vaccinations and better prenatal care, and the Electronic
Health Card program is being implemented to coordinate better the flow of health information between
patients and doctors.

10. A health financing reform is very much needed. Total public health spending in Azerbaijan has
sharply risen. Between 2007 and 2011, expenditures rose by about 92 percent in nominal terms and 37
percent in real terms. Still, in 2011, the share of public expenditures allocated to health barely reached 1.0
percent of GDP, which is low by international standards. Approximately 66 percent of total health sector
expenditures are being financed out of pocket, making services less obtainable, especially for the poor. A
strategy of health financing reform is in the early stages of development and over the last two years has
made very limited progress because policymakers have yet to reach agreement on basic principles.

11. Unemployment has steadily declined, but a skills mismatch challenges the future of the
labor market. The unemployment rate during the first half of 2012 was relatively low at 5.3 percent.
However, labor force participation rates have fallen from 91.7 in 2003 to 77.4 percent in 2011. The
capital-intensive oil and gas industry accounts for less than one percent of employment and does not
generate sufficient jobs. Agriculture and services remain the major employers in the economy, together
accounting for more than 85 percent of total employment. The main concern regarding prospects in the
labor market is a shortage of skills to meet the demand from the growing economy. Such shortage could
well escalate because of the poor quality of education, lack of adequate higher and vocational education,
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and limited space for private sector participation in development of training schemes. The risk of the
emergence of structural unemployment among the youth is high.

12. Government's efforts to improve the quality of primary and secondary education are
underway. Azerbaijan inherited an extensive system of basic education but concerns about quality have
been widening as the pedagogical methods applied in the country lag best practices abroad. The
Government is addressing this concern through several initiatives to improve access and quality of
schooling across the country. These efforts led to a new curriculum, new student assessment methods, and
a new system for the delivery of in-service teacher training. Budgetary allocations to education at 2.5
percent of GDP in 2011 have remained low compared to increasing public investments in infrastructure.

13. Introduction in 2010 of a per capita funding formula in higher education was an important
step toward reforming tertiary education. This initial positive step, if complemented with additional
measures, could turn tertiary education into a sustainable system with improved access and delivery of
skills adequate for economic transformation of the country. Meanwhile, university admission rates
remain among the lowest in the ECA region with approximately 30,000 students admitted every year,
accounting for only approximately 15 percent of all high school graduates. The curriculum is outdated;
the quality is debatable; and the system is not producing the skills needed to support a competitive
modem economy.

14. Over the past decade, many gender-related outcomes improved, however, in some key
areas, gender gaps prevail. Gender disparities are particularly notable in human development and in the
labor market. With the gap of 15.7 percent in 2012-- an improvement over 17 percent in 2010-- the
number of male births is still considerably high -one of the highest sex imbalances at birth in the world.
This gross imbalance suggests ingrained discrimination against girls and leads to what is known as the
"missing women" phenomenon. Another gender gap occurs in earnings - on average, women earn half of
the men's monthly income. Women's participation in top management positions, enterprise ownership
and politics is extremely low. (Annex 3 provides detailed information on gender disparities).

C. Recent Economic Developments

15. Economic growth slightly accelerated in 2012. After increasing by only 0.1 percent in 2011,
real GDP rose by 2.2 percent in 2012. The oil sector contracted by 9.3 percent in 2011 and by 5.0 percent
in 2012. To the contrary, surpassing projections, non-oil GDP accounting for 52.7 percent of the economy
rose by 9.4 percent in 2011 and by 9.7 percent in 2012, driven by a large public investment program. The
government had increased expenditures in 2008-2009 to mitigate the impact of the global crisis. However,
this expansionary fiscal stance continued till 2012 with expenditures increasing from 34.3 percent of GDP
in 2011 to 38.7 percent in 2012.

16. A consolidated budget deficit is expected in 2013, leading to increasing dependence of the
budget on transfers from the State Oil Fund of Azerbaijan (SOFAZ). In 2012, according to budgeted
figures, SOFAZ transferred AZN 9.9 billion (US$12.6 billion), accounting for 58.1 percent of the central
government's revenues and for 34.8 percent of the non-oil GDP (Table 1). As a result, the non-oil primary
deficit as a percent of GDP increased from 23.8 in 2011 to 28 percent in 2012. In 2013, transfers are
expected to reach AZN 11.4 billion and total spending out of SOFAZ to AZN 13.6 billion, which is
higher than SOFAZ revenues, with non-oil primary deficit reaching 31.5 percent of GDP.

2012 public expenditure to GDP ratio is calculated using official first estimate of GDP for 2012 and budgeted consolidated
expenditure for 2012.
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Table 1. Key Macroeconomic Indicators

Actual Proj. Proj.

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Real GDP growth (%) 26.4 34.5 25.0 10.8 9.3 5.0 0.1 2.2 4.8 4.8

Oil GDP growth (%) 66.3 63.2 36.8 6.8 14.0 1.8 -9.3 -5.0 0.1 2.0

Non-oil GDP growth (%) 8.3 11.9 11.4 15.9 3.7 7.9 9.4 9.7 8.0 6.2

Retail Prices (end ofperiod, %) 5.3 11.2 19.7 15.5 0.7 7.8 5.5 -0.3 1.3 4.2

(in percent of GDP unless otherwise noted)

Fiscal sector (consolidated)

Revenues and grants 25.1 28.0 28.2 48.4 40.4 45.8 45.4 40.5 36.6 37.2

Tax revenues 14.4 17.1 18.7 17.0 14.7 12.9 12.3 13.2 15.3 15.6

SOFAZ transfers to Central 1.2 3.1 2.1 9.5 13.8 13.9 17.6 18.3 20.0
Government Budget
Expenditures 22.7 27.4 25.9 29.5 33.8 32.1 34.3 38.7 43.2 42.0

Overall balance (including grants) 2.4 0.6 2.3 18.9 6.6 13.7 11.1 1.7 -6.6 -4.8

Primary balance (including grants) 2.6 1.2 2.4 19.2 7.0 13.9 11.8 2.3 -5.3 -3.8

Non-oil primary balance (including -9.0 -13.0 -14.8 -19.1 -21.3 -21.5 -23.8 -28.0 -31.5 -28.4
grants)

Public debt' 13.3 10.2 8.6 7.3 12.1 11.4 12.0 12.6 11.8 10.9

External sector

Current account balance (incl. official 1.3 17.7 27.3 33.7 23.0 28.4 26.5 18.5 13.6 11.9
transf)
Trade balance (goods and services) 10.0 27.7 39.6 42.3 29.3 34.0 33.0 25.0 19.1 16.8

International Reserves (in months of 2.0 3.7 5.4 6.8 6.5 7.3 7.9 7.8 8.0 8.1
imports)
Remittances 3.7 3.2 3.6 2.9 2.7 2.5 2.7 3.8 4.1 4.1

FDI (net) 3.5 -6.2 -15.4 -1.1 0.3 0.6 1.4 1.8 1.0 1.4

Source: Azerbaijan State Authorities, World Bank calculations

17. Non-oil growth has concentrated mostly in non-traded goods, with oil and gas continuing to
dominate exports. The construction sector grew by 27 percent in 2011 and by another 18.5 percent in
2012. Hotels and communications also performed well. Agriculture posted strong growth in 2012, driven
mainly by increased crop and livestock production. Despite the impressive growth of the non-oil economy
in 2010-2011, non-oil exports reached $1.6 billion in 2011 and an estimated $1.8 billion in 2012, which
in real terms was only slightly higher than the 2009 baseline of $1.1 billion. Overall production of
tradables (other than oil) has lagged. Meanwhile, the share of oil and gas in exports remained relatively
flat at 94.3 percent in 2012 (Figure 1).

18. With recent public spending increases and recovery in credit growth, real appreciation
pressures are likely to continue, with possibly adverse consequences for non-oil export growth. With
a de facto fixed US$/AZN exchange rate, a large influx of foreign currency before 2008 pushed inflation
up and led to real exchange rate appreciation. However, following a sharp drop in inflation after the 2009
global financial crisis, the real exchange rate depreciated, but resumed its upward trend in 2010 and 2011
due to increasing inflation. Due to low inflation, appreciation of the AZN was slightly reversed in 2012
(Figure 2).
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Figure 1. After a Few Strong Years, Growth in Figure 2. Real Exchange Rate Has Substantially
Tradables Has Lagged, 2001-11 (% annual change) Appreciated, 2001-12 (Dec 2000 =100)
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D. Medium-Term Perspectives and Challenges

19. Oil production in 2013 is expected to remain at the 2012 level, and will marginally increase
when the new oil platform is in place. Gas production is expected to increase. Oil production peaked
in 2010 and declined thereafter in 2011 and in 2012. Because discussions for extending the production-
sharing agreements have not yet been concluded, oil production in the ACG oilfield is expected to be
maintained at the current 670,000 barrels per day in 2013.4 Eventually, operationalization of a new oil
platform - possibly in 2014 - would prevent a decline, and even lead to an increase, in oil production. At
the same time, production of natural gas is projected to increase 5 but will not fully compensate in value
terms for the decreased oil production. For the foreseeable future, Azerbaijan's dependence on natural
resources is expected to continue, as both a producer and transporter of oil and natural gas.

20. Over the medium term, recent growth estimates foresee a moderate level of economic
growth, fundamentally driven by the non-oil economy. In 2012 the economy grew annually at 2.2
percent, and, during 2013-2016 it is expected to grow at approximately 4.1 percent per year.6  The
Government most likely will continue the current strategy of using public expenditure to drive growth of
the non-oil economy and deliver on its ambitious goals in service delivery and infrastructure. Although
non-oil growth is expected to remain high, the strategy is not sustainable over the longer haul. First, there
is the risk that sustained large public sector deficits will deplete the resources in the State Oil Fund of
Azerbaijan. Second, a small traded non-oil economy will be unable to compensate for the stagnation of
the energy sector. Third, the current pattern of economic development is not generating the quality jobs
needed to propel the economy. Lastly, the strategy raises questions on inter-generational equity and
efficiency of public spending.

21. To ensure long-term fiscal sustainability, the Government needs to take measures to
improve the fiscal balance, thereby protecting the Oil Fund from being depleted. At around 12
percent of GDP, the existing public debt levels are low, but a continued deterioration of the consolidated
budget balance jointly with a slowdown in economic growth could bring about unfavorable debt

4 At issue is the potential extension of the current production-sharing agreement (PSA) with the British-Petroleum-led group of
oil companies. Building a typical oil platform would take approximately 7 years and cost US$6 billion, whereas current
maintenance costs on the main ACG oil field average US$2 billion p.a. The Government is challenged by both options: the high
cost of maintaining oil drilling platforms and the lack of investment to expand capacity.
5 With the completion of the second stage of the "Shah Deniz" gas field, production is expected to add approximately 16 billion
cubic meters (bcm) per annum by 2015-16, and total production to reach 24 bcm. There also are plans to construct a third stage
of the Shah Deniz gas field, which would increase gas production to 25 bcm per annum by 2020. Production from the Shah Deniz
and Umid and Absheron gas fields could be exported to EU countries through existing and planned pipelines.
6 The IMF projects much stronger GDP growth in 2014 as public spending is unlikely to decline and the oil sector will recover
after three years of consecutive decline with the entry in operation of a new well in ACG.
http://www.imf.org/external/country/AZE/index. htm

5



dynamics. This outlook is further clouded by the fact that the formal accounts of the state-owned
enterprises (SOEs) may hide contingencies that could have adverse fiscal implications. However,
constraining public expenditure to protect the fiscal accounts could thwart the Government's ambitious
plans to reduce the infrastructure gap and improve on service delivery. Therefore, the challenge facing the
Government is to improve the efficiency of public expenditure to both preserve a sound fiscal stance and
advance on the delivery of the social and infrastructure agenda.

22. Another challenge for Azerbaijan is to create conditions that facilitate non-oil growth in the
traded sectors and create jobs for an increasingly educated population. One reason that economic
diversification is high on the policy agenda is that the capital-intensive oil and gas industry, which
accounts for less than one percent of employment but almost 50 percent of GDP, does not generate
sufficient jobs and is subject to significant volatility of oil prices. Agriculture and services remain the
major employers in the economy, together accounting for more than 85 percent of total employment.
With a growing population entering the labor market, Azerbaijan needs sources of quality jobs in the non-
oil sector. Another reason for diversification is to create an alternative source of external income to oil
and gas. These two reasons challenge the Government to create conditions inducing investments in the
non-oil economy, with a focus on areas where the country can compete in the international market.

23. Attention to governance is needed to improve public sector efficiency, diversify the
economy, and create quality jobs. The rapid growth in income and the sluggish transformation of
institutions have generated an imbalance that limits the likelihood that the Government will deliver on its
ambitious goals over the longer term. Most international assessments do not demonstrate an increased
competitiveness or improved governance of Azerbaijan's economy during 2011 and 2012. For example,
WBI governance indicators show a slight deterioration in 2008-2010 of the rule of law and the perceived
ability of the Government to fight corruption. However, better governance is critical for increasing the
effectiveness of public spending, and also is fundamental for attracting FDI in the non-oil economy. The
Government is aware of this challenge, as also evidenced by the recently approved measures to improve
governance and public service delivery, and will need to implement these measures in a sustained way
that shows true commitment to addressing governance issues.

II. Assessment of the CPS Implementation

A. Progress in Achieving the CPS Objectives

24. Progress toward achieving the CPS strategic objectives and outcomes has been mixed,
reflecting slower than anticipated portfolio restructuring, the uneven pace of reforms, and weak
implementation capacity in selected areas. Progress toward outcomes is on track in rural infrastructure
and agriculture development, in judicial reform, and in support to IDPs, ensured by strong ownership and
adequate implementation capacity. Work on improving the living conditions of IDPs has progressed faster
than expected with almost 100 percent of the micro-projects rated by community members as satisfactory.
Visible progress has been made in improving the access of the rural population to infrastructure: already
over 500,000 people, including 260,000 women, are benefiting from improved rural roads. Innovatively
designed "smart" courthouses bring several courts (criminal, administrative, civil etc.) and other justice
functions (e.g. prosecution and enforcement) under one roof, and together with thoughtful use of ICT
improve access to justice, minimize opportunities for corruption, and increase user satisfaction and trust.

25. Progress toward outcomes in social protection, tertiary education, and rail, and in the
improvement of transparency and efficiency of public institutions is lagging. At the same time,
coverage of the poorest decile by targeted social assistance increased and an adequate legal framework for
the Azeri National Accounting Qualification created favorable conditions for reforming the accounting
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and audit profession, and enhancing transparency and accountability in spending public funds. Table 2
summarizes results in each area of engagement and briefly reflects revisions introduced in the Results
Framework. These revisions take into account (a) the country context that has evolved since the CPS was
finalized, (b) limited attribution to the WBG's program, (c) portfolio restructuring, and (d) lessons learned
from implementation to date. The changes in the results matrix are explained in detail in Annex 2.

Table 2. Progress toward Achieving Outcomes

Outcomes Progress Progress description
score

Results Area 1. Enhancing Macroeconomic Stability and Growth Policies

Outcome 1. Prudent No Non-oil primary deficit to GDP ratio continues to rise as the country
macroeconomic and fiscal progress increases public expenditure to drive economic growth. This ratio is
management unlikely to be reduced as expected under CPS so the outcome has been

dropped from the matrix. Nevertheless, the dialogue with the authorities
will remain focused on regaining fiscal sustainability.

Outcome 2. Improved trade Little or There has been no progress towards increased volume of non-oil exports.
policy and institutions no WTO accession is unlikely within the CPS period. There is low attribution

progress to the WBG program. As a result Outcome 2 is being combined with
Outcome 3 into "Improved investment climate and institutions".

Outcome 3. Sustained Mixed Number of loans provided to MSMEs exceeded original target. Good
improvement in business progress progress in improvement of transparency in business permits/licenses and
environment inspections. Limited progress on simplifying land registration procedure

and no progress in using mortgages for access to capital. Overall, the legal
and regulatory framework reforms are taking longer than expected.

Outcome 4. More Limited Increase in user satisfaction with judiciary system. Slow progress in PFM
transparency and efficiency progress reforms, particularly with improved selection and design of investment
in public institutions projects, and in adopting International Financial Reporting Standards

(IFRS) for SOEs. Although Government has launched anticorruption
initiatives, full implementation has not yet begun.

Results Area 2. Upgrading Key Growth Supporting Infrastructure
Outcome 1. Transport time Mixed Highways project demonstrated good progress in reducing road user costs.
and vehicle operating costs progress In railroads, results were delayed due to lengthy project restructuring
reduced caused by changed Government priorities.

Outcome 2. Improved On track Improved productive infrastructure in rural areas and increased income of
agriculture irrigation, farmers and rural entrepreneurs. Sustainability of infrastructure improved.
production, and sales

Results Area 3. Improving Social Services
Outcome 1. Increased Mixed Good progress on increased coverage of poorest decile by targeted social
coverage and efficiency of progress assistance. However, outcome indicator on employment services has been
social protection revised to better capture impact of Bank program.
employment services
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Outcome 2. Wider Mixed Results framework revised to reflect Government delay in designing and
access to health progress implementing health sector financing reforms.
services
Outcome 3. Improved Mixed One indicator revised to achieve better precision, and one new indicator
quality of basic and progress introduced to better capture results of Bank's program in sector.
higher education

Outcome 4. Improved On track All indicators met. Indicator added to reflect gender dimensions.
living conditions for
IDPs

Outcome 5. Improved On track Good progress in reducing road traffic death, but target revised downward to
road safety be more realistic.
Results Area 4. Improved Municipal and Rural Services
Outcome 1. More On track Good progress, but original targets were scaled down and made more
reliable water supply precise in line with restructuring of projects.
and sanitation
Outcome 2. Improved Mixed Strong progress on closure of dump sites in Greater Baku area while limited
reliability of solid progress progress on waste collection.
waste management
services
Outcome 3. Improved On track All outcome indicators likely to be met. Indicators retrofitted to take into
access to rural account gender dimensions.
infrastructure

B. Overview of the CPS Implementation

Lending Program and Portfolio Performance

26. The IBRD/IDA lending program for FY11-13 was delivered at a pace slower than foreseen,
caused partly by the Government's decision to reduce external borrowing. Five operations included
in the CPS were delivered in FY 1-FY13. Of the remaining three projects, one (Hovsan Outfall) was
dropped due to weak ownership, and two remain under preparation (Agricultural Competitiveness
Improvement Project, and Higher Education Development Project). The overall committed amount for
the newly approved projects is US$205 million, falling short of the indicative target of US$380 million.
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Table 3. Actual and Planned WBG Lending and AAA for FY11-FY12 (in US$ million)

objective IBRD lending and IFC investment AAA/IFC AS program planned/actual
program planned/actual

Planned Actual Amount Planned Actual
Building a Capital Capital 12 Programmatic Poverty Programmatic Poverty
competitive Markets Markets Assessment Assessment (Labor and
non-oil Modernizatio Modernization Social Inclusion)
economy n Project Project Financial Sector Monitoring

and Regulatory Support Financial Sector
Judicial AF Judicial AF 33 Monitoring

Fiduciary Follow-up
Irrigation II Water Users 80 Fiduciary Transport and

Association Agriculture and Irrigation HD Sectors Reviews
Development Sector Review
Support Project Agriculture Sector Note

ADCP3 Jobs and Growth Report
Improved Sustainability of

Programmatic Public Road Management TA
Expenditure Review (PPER)

Regional Power Trade
Study

High-Level Policy Forum
(TA) Policy Notes -
Diversification, Education,
Agriculture and
Institutional Development

IFC
IFC private IFC private Azerbaijan Corporate Azerbaijan Corporate
sector sector Governance Project Governance Project
investment investment of
target of US$48 million Mortgage-AZB Mortgage-AZB
US$200 over FY11-12.
million over Azerbaijan Business Azerbaijan Business
CPS period. Enabling Environment Enabling Environment

Azerbaijan FM Crisis Azerbaijan FM Crisis
Management Project Management Project

Azerbaijan FM Azerbaijan FM
Infrastructure Infrastructure

Central Asia AS on MFI Central Asia AS on MFI
transformation transformation

SME Bnkg AS to SME Bnkg AS to
TuranBank TuranBank
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Strengthening Internally IDP Living 50 Environmental Priorities and Analysis of Environmental
social and Displaced Standards and Strategies Investment Priorities
municipal Persons Livelihoods
services (IDP) II Project IDP Review Crisis Impact on IDPs

National Solid Waste National Solid Waste
AzRIP II AzRIP 11* 30 Strategy Strategy/Private Sector

Participation
Higher
Education Higher Education Policy

Education Review Note
Hovsan
Outfall Climate Change Adaptation

Total 380 205
Note: * Azerbaijan Rural Investment Project II (AzRIP II) was approved by Board in FY13 (on July 3, 2012).

27. Portfolio performance has turned around and the disbursement ratio is on a positive track
as a result of project restructuring efforts and vigorous portfolio management. Portfolio
restructuring as envisaged by the CPS is advancing although has taken longer than foreseen for some
projects: six projects with a total commitment of approximately US$1,230 million have been restructured
(two National Water Supply and Sanitation Projects, Social Protection Development Project, Real Estate
Registration Project, Public Investment Capacity Building Project, and Highway II Project). The FY12
disbursement ratio reached 13.8 percent - up from 10.4 percent in FY10. As of March 2013, the
disbursement ratio was 20.7 percent, above the corresponding ECA (17.9 percent) and Bank (11.7
percent) averages. Three projects remain at risk: Rail Trade and Transport Facilitation Project, Social
Protection Development Project, and Third Highway Project. In addition to IDA/IBRD operations, the
Bank's portfolio consists of eight active trust fund projects in the amount of US$10.8 million that support
the Bank's ongoing or proposed project preparation and implementation. These funds support Quality
Management in the road sector, Financial Sector Modernization, Higher Education, Corporate and Public
Sector Accountability and National Water Supply and Sanitation.

28. IFC's investment program has not kept pace with targets. Project finance opportunities in the
private sector are limited, particularly in the real sector, due to lack of transparency of local enterprises,
formal and informal barriers to investment, and lack of competition due to the dominance of large
conglomerates with politically exposed ownership. Investment commitments over the first two years of
the CPS totaled US$48.2 million in thirteen projects, all in the financial sector. IFC focus in the financial
sector has been on supporting access to finance for Micro, Small and Medium Enterprises (MSMEs).
IFC's investment portfolio declined from US$125 million in 26 projects to US$101 million in 25 projects
between end-FY11 and end-FY12 due to amortization. Portfolio quality has deteriorated due to loan
defaults in the real sector (ADA Group, AZEL-Azerbaijan Electronics) totaling US$13.9 million of
principal. IFC has added a new dimension to its cooperation with Azerbaijan by mobilizing investments
of US$150 million from State Oil Fund of Azerbaijan Republic (SOFAZ) for IFC Asset Management
Company (Africa, Latin America and Caribbean Fund, and IFC Catalyst Fund), whereby IFC supports
SOFAZ's efforts to diversify its portfolio into sustainable projects by providing access to IFC's expertise
and track record in private equity as well as access to new markets.

Advisory and Analytical Activities (AAA)

29. Although the Bank's AAA program departed from the original plan, it was demand driven
and informed policy formulation. The composition of AAA in FY 11-13 shifted toward demand-driven
activities with a strong focus on economic diversification. The set of Policy Notes prepared for the High
Level Economic Policy Forum (HLEP) covered economic diversification, agriculture, education, and
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institutional development. Two important analytical pieces have been delivered within the Programmatic
Poverty Assessment. The first Programmatic Public Expenditure Review (PPER) is underway. Under the
objective of strengthening social and municipal services, all of the ongoing AAA is progressing well. The
Agriculture Sector Review and Fiduciary HD Sector Review, two of the five projected products, were
delivered in FY 11-12. The Private Sector Participation in Solid Waste Management, Economic
Diversification for Growth, and Fostering Entrepreneurship in South Caucasus, originally not included in
the CPS, are planned to be delivered in FY13.

30. IFC's Advisory Services program implementation is on track. Although several projects have
closed (CA Mortgage, Azerbaijan Crisis Response Project, Azerbaijan Corporate Governance Project),
IFC continues to be engaged in these areas through regional programs (such as ECA Corporate
Governance Project and ECA Banking Advisory). The active portfolio consisted of five projects focused
on improving the business enabling environment, strengthening bank capacity to serve MSME clients,
developing financial markets infrastructure, and helping microfinance institutions to reduce their reliance
on grants and operate on a commercial basis (See Table 3). Although significant results have been
achieved to date, weak client ownership at times resulted in slower progress and more limited impact.

C. Relevant Lessons and Recommendations Learned for CPS Going Forward

31. A results framework as an effective tool for program management and impact evaluation
needs to be precise and realistic. The CPS results framework lacked the precision and realism required
of an effective tool for program management and for accessing progress in implementing the program.
Some of the results lacked quantification, others were not directly linked to the program and yet others
did not take a realistic account of the pace of program restructuring. Thus, the significant progress that
has been made against the original commitments was not properly accounted for when examined against
the results framework. The CPS Progress report must avail itself of the opportunity to up-date and
improve the results framework.

32. A proactive approach is needed both for project implementation and project restructuring.
The progress made in project restructuring and improved portfolio performance has been the result of a
joint and continuous effort of the Government and Bank. The process was smooth and productive where
issues were anticipated and addressed in a timely manner, and implementation capacity was adequate. It
is important to act proactively and maintain the gains achieved so far to ensure capacity to deliver solid
results and create a sound basis for portfolio implementation under the next CPS.

33. The WBG should concentrate efforts in areas where the commitment of the government is
manifest. Delivery of results has been the strongest in areas of strong government commitment, the
design has been straightforward, and needed policy reforms were already in place to underpin effective
implementation. New projects should avoid complex and cumbersome designs, and work on areas where
the commitment of the government is manifest. In this regard, additional financing can further consolidate
success in delivering results and contribute to a stronger partnership in the future.

34. AAA can be a powerful instrument of Bank support, but the design has to be tailored to the
country's needs. The Bank's comparative advantage in knowledge transfer, capacity building, and other
advisory services is appreciated by the Government and other stakeholders. This recognition is the main
driver behind the demand for a RAS program, which is well suited to respond to the needs of the
government. In addition, AAA with WBG resources can be used to explore new areas of possible
engagement as well as to take advocacy positions in areas critical to inclusion or diversification.

35. New products such as the Reimbursable Advisory Service (RAS) require effective
communication to promote their benefits. The Bank's comparative advantage in knowledge transfer,
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capacity building, and other advisory services is appreciated by the Government and other stakeholders.
This was the main driver for starting discussion on the RAS program in Azerbaijan. Experience shows
that processing the program could be more efficient if communicated to the client at various levels and in
a more targeted way.

III. CPS Program Going Forward

A. Strategic Objectives and Framework

36. The strategic objectives that provided the backbone for the CPS design remain valid. The
long-term strategic focus of the Government remains on strong social outcomes and sustainable economic
growth through prudent use of oil resources and boosting growth in the non-oil sectors. The global crisis
further reinforced the priority assigned to economic diversification away from oil. The Government's
immediate attention on governance focuses on improving public service delivery across agencies. The
Government has approved its long-term development strategy - Azerbaijan Vision 2020 - to take into
account these new developments.

37. This Progress Report maintains the original areas of engagement of the FY11-14 CPS
because they are relevant to the Government's long-term strategy. While the CPS strategic
objectives and the areas of engagement remain relevant in the long run, it is necessary to bring the
outcomes expected under the program in line with the short-term goals, portfolio restructuring efforts and
shifts in the implementing environment. The CPS PR proposes a more realistic results framework that
takes into account the degree of ownership and the constraints to implementation. Implementation risks
are managed by focusing where client ownership and project implementation capacity are strong. Going
forward, expected results of the program are grounded on an improved assessment of the likelihood of
successful implementation. Outcomes and performance indicators are revised to introduce precision
where it was lacking, tighten the link between the program and the expected outcomes, align with
portfolio restructuring and take into account the pace of implementation.

38. The Progress Report responds to the Government's evolving position on borrowing from
multilateral institutions. The CPS PR pays greater attention to improving portfolio implementation and
strengthening the partnership around technical assistance and institution building. The lending program
for the remainder of the CPS implementation period will consist of: (i) additional financing to successful
operations; and (ii) new investment in selected high-priority areas with demonstrated ownership. In order
to maintain a meaningful level of engagement, it is anticipated that Bank lending to Azerbaijan will be at
an average of about $150 million per year. In addition, the WBG will explore new areas for engagement
to be pursued in the next CPS.

Strategic Objective I. Building a Competitive Non-oil Economy

39. The WBG support to macroeconomic management, diversification, and competitiveness will
continue and be strengthened, including under the RAS program. To preserve a sound
macroeconomic environment as an anchor to economic diversification and competitiveness, the World
Bank, in cooperation with the IMF, will continue to provide timely advice and feedback on
macroeconomic and fiscal management. The forthcoming PER will focus on improved public spending
efficiency. However, the results framework drops expectations of reduced non-oil fiscal deficits because
of the limited impact the CPS program can have on that outcome. The competitiveness agenda will be
enhanced through interventions in agriculture with a focus on targeted value chains and improved quality
infrastructure.
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40. The IFC will continue to promote economic diversification, and improve the regulatory
environment for businesses through investment and advisory services. Building on strong past
support for the financial sector, IFC will continue to provide financing and advisory services to banks to
increase access to finance for MSMEs, and strengthen financial infrastructure. To further support
diversification, IFC is actively seeking investment opportunities in the real sectors - particularly
agribusiness - and in infrastructure, including through PPPs and direct investment through IFC's sub-
national finance program. IFC is considering an extension of its Investment Climate advisory program -
Azerbaijan Business Enabling Environment (Azerbaijan BEE) Project, which has helped to streamline the
business registration system and introduce e-registration within the one-stop-shop. The project would
continue to help improve regulatory governance, ensure sustainability of regulatory reforms implemented
to date (inspections and permits regime), and extend reform efforts to certain value chains in the
agribusiness sector to improve its competitiveness. IFC would also seek opportunities to work with the
government on improving the legal framework and efficiency of administration in international taxation
and possibly for SMEs. Subject to demand, IFC may consider providing advisory services in the areas of
energy efficiency finance and PPPs.

41. The CPS infrastructure agenda remains relevant to the Government's priorities and central
to increase the likelihood of economic diversification. The Bank is restructuring the Rail Trade and
Transport Facilitation Project and intensifying implementation of the Highway projects while shifting
focus toward development of secondary roads and institutional strengthening in the transport sector. In
addition, the Bank will continue to support improved rural infrastructure, access to markets and social
services, building on previous work that has delivered tangible results in targeted rural areas.

Strategic Objective II. Strengthening Social and Municipal Services

42. Priority will be given to consolidation of the social agenda in line with Government's
commitment to foster inclusive growth. The Bank's contribution toward improved targeting of social
assistance will sharpen its focus on increasing the share of the very poor covered by targeted social
assistance (TSA) and phasing out the remaining categorical programs. However, the pace of the TSA
expansion will depend on shifting resources away from social programs oriented at certain categories of
the population that may no longer be the most vulnerable. The successful interventions in support of
improving the living conditions and economic opportunities for displaced persons will be further
advanced through the IDP Living Standards and Livelihood Project. The Bank plans to support pension
reform through non-lending technical assistance and policy dialogue in response to the recent demand
from the Government.

43. The education agenda will remain focused on improved quality. During the remainder of the
CPS, new curricula for grades 1-6 will expand nationwide and the work on raising teachers'
qualifications will continue. Although the full impact of these efforts on quality as measured by test
scores will come after the CPS, a preliminary impact on the earlier years of the education cycle can be
expected by the end of the FY11- FY14 CPS. Azerbaijan already has in place a system to monitor quality
outcomes through tests and participates in international quality assessments, such as PISA and TIMSS.

44. The CPS will respond to Government's need to strengthen tertiary education and skills
development. Higher education and skills development are to be included in the RAS agenda. Attention
to education and skills is complemented by the efforts to improve the workings of the labor market to
better match skills with opportunities, reduce the cost of job searching, and decrease the cost of hiring.
Bank support in this area will seek further development of new modular training programs and new
occupational standards. The knowledge generated by building modem and efficient employment and
activation services will be followed by hands-on implementation support of the new service models and
by gradually scaling up the piloted initiatives.
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45. The Bank will further support development of social and municipal infrastructure. It will
help implement the Health Master Plan to restructure health services, building on the health infrastructure
improvements achieved under the ongoing Health Sector Reform Project, and balance them with
improved management practices. Renewed efforts to scale up engagement in the water and sanitation
sector will complement the work on health. By the end of the CPS, the solid waste management strategy
for Greater Baku will be completed and informal dump sites closed. Additional activities at the Balakhani
landfill will be launched to expand disposal capacity at the existing site and extend its life-time by up to
20 years. Overall, the access to infrastructure services is expected to continue to expand at the pace
foreseen in the CPS. A more coordinated approach will be sought between IBRD and IFC in identifying
opportunities for PPPs or co-investment in the solid waste and other infrastructure sectors.

46. Going forward, the CPS commits to mainstream gender in the program. The AAA is
strengthening its focus on gender issues, including on the wage gap, participation of women in economic
activities and the high boy-to-girl sex ratio at birth. The Bank is ensuring that key analytical pieces, such
as the Skills Study, Poverty Assessment and Entrepreneurship Study, provide gender disaggregated data
and analysis. Results of these studies and a targeted gender assessment will inform policy dialogue and
the next CPS. As regards the portfolio, the Bank will continue to retrofit gender-based indicators into the
results framework of existing projects and make new projects gender informed. Actual projects with high
potential for impact include AzRIP-2, IDP Living Standards and Livelihoods, and the Water Users
Association Development Support Project (WUAP). Projects under preparation with high potential for
gender sensitive review include Agricultural Competitiveness Improvement Project (planned for FY14).

Cross-Cutting Filter: Strengthening Governance and Institutions

47. The WBG will continue to follow an integrated approach to address governance and anti-
corruption issues. Policy reforms to improve governance and reduce opportunities for corruption will be
supported through the ongoing activities and by applying the governance and anticorruption (GAC) filters
for every lending operation. To provide timely advice to the Government, the Bank will also use its own
resources for AAA to support the implementation of measures aiming at improved competitiveness,
enhanced transparency and accountability. Institutional reform activities will continue to be mainstreamed
in the Bank funded operations in Azerbaijan. The Bank will seek to engage with the newly established
ASAN, a single-window agency for providing public services to citizens. Policy dialogue on
procurement reforms in line with the Country Procurement Assessment Review (CPAR)
recommendations will continue as a joint initiative of the development partners. The World Bank is
supporting the government to bring the current Public Procurement Law in line with international best
practice. As part of this, the support covers to introduction of e-procurement as part of the e-government
platform. The Bank will further develop its outreach program to engage with civil society, business
associations, and other stakeholders to measure the impacts of ongoing projects and other activities
through users' satisfaction surveys. The outreach program will include introduction of mechanisms, such
as grievance redress, to enable beneficiaries of Bank funded projects to report on unusual practices and
potential briberies. The Bank is working to scale up and replicate the most successful initiatives in
capacity building within individual agencies. Scaling up will be achieved through developing the legal
and regulatory frameworks, budgeting and accounting, and information systems. In addition, IFC will
continue promoting private sector feedback mechanisms into the reform implementation process to ensure
that new regulations and legislation are implemented in a practical manner.

B. Consolidating Project Restructuring and Improving Implementation

48. Implementation efforts will continue to center on completing project restructuring and

improving further the portfolio performance in line with agreements reached during Joint Portfolio
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Reviews. Addressing the outstanding issues, providing effective project implementation support,
monitoring the large contracts and the portfolio as a whole will expectedly strengthen portfolio
performance and enhance its development impact. Successful consolidation of project restructuring and
results delivery will create a foundation for a stronger partnership with the Government and help identify
lending priorities for the next CPS. Azerbaijan is included in the new initiative on Strengthening Auditing
and Reporting in the Countries of the Eastern Partnership with the overall development goal to support
enhanced corporate financial reporting standards and practices, providing investors, lenders, relevant
public authorities and other users with accurate financial information for business and administrative
decisions.

C. Remaining CPS Program

49. The lending program for FY13-14 is selective and responds to changes in priorities and
evolving needs within the agreed strategic framework of the CPS. This program will focus on sectors
in which external borrowing from international financial institutions (IFIs) is economically and socially
justified based on expected returns, knowledge and technology transfer, and proven implementation
capacity. The discussions between the Bank and the Government agreed on a minimum annual volume of
IBRD lending of US$150 million on average which is in line with the Government's own plans for
external borrowing, with the actual lending volume also dependent on IBRD's lending capacity and
demand from other borrowers. For FY13, operations are already delivered or scheduled for approval
before the end of the FY, for a total amount of US$77 million. For FY14, the indicative lending amount
is US$200 million (thus the average lending for FY13-14 would be about US$150 million per year).
Annual business planning discussions will be introduced as a mechanism to discuss and agree on
priorities for lending and non-lending activities.

50. The AAA program will be strengthened including through RAS. The AAA program will be
sharpened and presented in three broad categories to: (i) prepare solid grounds for lending in new areas
under the next CPS (e.g. renewable energy, regional development); (ii) provide strategic direction
responding to emerging demands in priority areas identified through the planned Reimbursable Advisory
Services (RAS) and other Bank financed Advisory Services; and (iii) serve as an advocacy tool,
especially on inclusive growth, macro-fiscal management and improved governance, in areas to be
supported by the Bank and other development partners. The AAA program will look more closely into
certain dynamics of Azerbaijan's economy that could bring about greater shared prosperity: this would
involve analyzing in greater detail the labor market dynamics and poverty profile. RAS will allow to
timely respond to Government's demand. The agreed broad areas of engagement are economic
diversification, education sector reforms, agriculture and rural development, and institutional
strengthening. A window for quick response analytical work will be set up to address emerging needs of
the client through short policy notes. A mechanism will be put in place for planning and coordinating the
work on an annual basis.
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Table 4. Projected Lending and Non-lending Program for FY13-FY14

Indicative lending Amount FY
CPS objective program* (excluding US$m Ongoing/Planned ESW/TA

IFC projects)
Building a Rural Investment 30 FY13 Joint Economic Research Program
competitive (AzRIP) 2
non-oil Programmatic Public Expenditure
economy Solid Waste 47 FY13 Review

Management AF
Economic Diversification Study

National Water and 50 FY14
Sanitation Project AF Regional Fostering Entrepreneurship

Study
Second National Water 40 FY14
Supply and Sanitation Regional Skills Study
Project AF

Regional Development TA
Agricultural 35 FY14
Competitiveness Renewable Energy
Improvement Project

Financial Sector Monitoring
Strengthening Judicial Modernization 50 FY14 Programmatic Poverty Assessment
social and Project (Labor and Social Inclusion)
municipal
services Health Sector Reform 30 FY14 Pension TA

Project
Climate Change Adaptation in
Agriculture

Social Dimensions of Climate Change

Partnerships

51. The WBG will continue its productive cooperation with external partners. The Progress
Report reflects consultations carried out with donors, private sector, civil society organizations and other
stakeholders for better development outcomes. The WBG will maintain and further develop its most
successful cooperation with IMF, ADB, EU, KfW, SECO, and USAID. In particular, the Bank will
continue to work with these main donors in project preparation and implementation specifically in
infrastructure - roads and water - and in strengthening the financial and private sector. The WBG
participates in formulating the United Nations Development Assistance Framework (UNDAF) strategy
and, where possible, contributes to the work of other donors. The WBG will further expand its outreach to
the civil society organizations, academia, Parliament, media and private sector to obtain and consider
their views and concerns during design and implementation of projects and to mobilize broader support to
reforms.

52. The program is supported by a communication strategy which will help address risks and capture
opportunities, better assess the country context as the program evolves, and provide implementation
support to the program, in particular to high-impact and sensitive operations.
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IV. Risks

53. All risks identified in the Azerbaijan CPS remain relevant, including political economy,
governance, portfolio performance, vulnerability to external shocks, and regional security. These risks,
however, are not likely to adversely affect the delivery of the WBG program against the defined targets.

54. Political economy remains an important factor affecting progress in building a competitive
and diversified economy. The pace of reform could slow down during the period preceding the
Presidential election. To mitigate associated risks and prepare sound grounds for investment lending, the
WBG engages in a policy dialogue with a broad constituency of stakeholders, positioning it as a reliable
partner through various instruments, including the High Level Economic Policy Forum, the proposed
RAS program, and other advisory services. The impact of the political economy factor on the WBG
program can be assessed as minimal due to the absence of a DPO or any reform activity in sectors which
are prone to adverse effects of political developments. The lending operations concentrate on areas where
the Bank has already carried out successful projects and implementing arrangements are well established.
55. Weakness in governance and institutional capacity remains high. Weak institutional capacity
poses a risk for effective functioning and maintenance of systems and structures supported by the Bank
program. The authorities recently launched efforts to improve service delivery to give traction to the
governance agenda. The CPS Progress Report supports this initiative and renews the emphasis on
analytical and advisory work (AAA) and the discussion of reform options with the authorities while
preparing the ground to support a more forceful reform path after the Presidential elections. The
allocation of resources by the Government to RAS is a signal of commitment to identifying policy options
for moving forward on governance and economic diversification. In addition, the Bank will deploy its
own resources on governance issues beyond the demand driven list of topics to be included in the RAS.

56. Incomplete agenda of ongoing portfolio restructuring poses risks to the success of delivery
of the revised CPS results. The Bank's continuous effort over the last two years, including through the
December 2012 Joint Portfolio Performance Review, resulted in improved quality of the portfolio and
identified venues to effectively mitigate this risk. Restructuring of projects at risk is ongoing and, based
on the lessons learned from the CPS experience so far, is expected to minimize the risk of under-
delivering against revised outcomes.

57. The vulnerability of the economy to shocks is accentuated by the high reliance on revenues
from oil and natural resources production. Given the likelihood that a second global recession would
lower demand for Azerbaijan's energy exports, the continued dependence on the export of energy
resources puts the economy in a precarious position. Decrease in oil production would compound this
uncertainty. While the resources accumulated in the Oil Fund (as of December 2011, $29.8 billion,
roughly 47 percent of GDP) provide a short-run cushion from which to finance the budget, over the long
haul, this strategy may not be sustainable because high levels of public expenditure and capital inflows
are likely to overvalue the real exchange rate and choke the impact of diversification policies. The CPS
support for mitigating this risk includes continuing the focus on: (a) macroeconomic management, (b)
increasing public expenditure efficiency, and (c) advancing economic diversification, especially toward
agriculture. It is not expected, however, that this risk would have a negative impact on the WBG
program.

58. Regional security. Despite several trilateral meetings among the Presidents of Armenia,
Azerbaijan, and Russia, the Nagorno-Karabakh conflict shows no signs of being resolved. Armed
incidents and border violations continue on the Line of Contact. The unresolved status of the conflict
lowers the prospects for a peaceful settlement. The WBG efforts to mitigate this risk are limited to
strengthening regional knowledge sharing and a possible engagement in post-conflict reconstruction.
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Annex 1: Azerbaijan: FY11-14 CPS PR Results Matrix Revised

CPS OBJECTIVE 1: BUILDING A COMPETITIVE NON-OIL ECONOMY

Key Government Goals:
Prudent macro-economic management and improved trade policies and institutions
Strengthen Azerbaijan's role as a regional transport corridor and improve connectivity within Azerbaijan (to be measured by increased transit traffic)
Improve the business environment for higher non-oil growth (to be measured by the level ofgrowth ofSMEs, non-oil exports).
Build a more efficient and productive rural sector. (to be measured by increase in agriculture exports, farm income)

Key Issues and Obstacles:
Macro-economic management will require careful balancing of expenditure, exchange rate, and inflation in light oil revenues.
Trade policies and institutions need to relax the current "control oriented" approach.
Transport: Roads need improvement and widening. Port and Rail need modernization, intermodal / interoperability.
Business environment needs strengthening in several areas (tax, customs, licensing, etc.)
The financial system remains shallow. The largest bank is state-owned and SMEs have limited credit access
Agriculture - need to improve agriculture productivity, food certification and processing, irrigation framework, crop and livestock disease risk

CPS RESULT AREAS, OUTCOMES AND MILESTONES WORLD BANK GROUP PROGRAM AND PARTNERS
TARGETS _ _ __

Results Area 1: Enhancing macro-economic stability and growth policies

Outcome 1: Improved investment climate and institutions

--Primary Indicator 1: Improvement in business Milestone 1: Streamline business AAA and TFs: PPER, Support to Non-oil sector strategy,

permits and inspections regime measured by registration TA on WTO accession and Trade Policy Support, Possible

reduction in direct cost to comply with business TA on tax and customs modemization, High Level Forum,

regulation. Milestone 2: Improvement in diversification of health, education, social protection.
transparency of business permits and IFC: Investment climate advisory to reduce regulatory

> Baseline: According to the SME survey 29 % inspections burden to businesses - currently on business registration,
of individual entrepreneurs and 38% of SMEs
admits paying unofficial fees to obtain permits. permits, and inspections. Advisory to improve corporate

> Target: reduced incidents of unofficial goverance practices.
payment to below 30% on average for
obtaining 3-5 selected permits. Continued advisory in FY13-14 to focus on implementation

> Baseline: 80% of businesses inspected, with of regulatory reforms, transfer pricing and development of
average 11 inspections per year per business regulatory reforms for agri-business sector
(SME Survey)

> Target: less than 10 inspections on average
eclarification of methodology, however, did not have any

pernsayenyrofperiesusermiessn

specific AS on the indicators.
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IFC provided recommendations to the Construction Code and
for the interim regulations and no further TA is currently
planned.

Program Update:

Bank completed a small TA on non-oil exports in 2010. The
2012 high level policy forum also touched upon the issue of
increasing non-oil exports.

-- Primary Indicator 2: Average number of days Ongoing loans: Real Estate Registration Project
taken to register a property transaction at the State
Service for the Registration of Real Estate New loans: Capital Market Modernization Project

> Baseline (2007): 30 days AAA and TFs: High Level Forum on Competitiveness, 4
> Target (2014): 15 days Policy Notes
-- Primary Indicator 3:1ncreased number of loans
provided to MSMEs through IFC client banks IFC: IFC financing to SMEs through Fls; Advisory to

strengthen FIs and financial infrastructure (credit information
> Baseline (2009): 57,000 sharing and secured lending).
> Target (2014): 85,000
-- Primary Indicator 4: Number of transactions
registered annually at the State Service for partner, as are the Netherlands, Austria, and BP.
Registration to increase

> Baseline (2005): 87,461
aTarget (end ofp2012): 250,000

Outcome 2: More Transparency and Efficiency in Public Institutions

-- Primary Indicator 1: Improvement of the quality Ongoing loans: Judicial Project, Corp and Public
of preparation of infrastructure projects through Accounting Project, Real Estate Registration Project, Rail
application of economic appraisal on Government Trade and Transport Facilitation Project, Public Investment
financed infrastructure projects. Capacity Building Project

> Baseline: no requirement on economic IFC: IFC Investment Climate Advisory activities related to
appraisal for Government financed infrastructure improving private sector awareness of regulatory processes
projects

>Ke Target: 80% of the Government financed Ban and IFC
infrastructure projects from roads, water andN ter , Aid
sanitation and energy sectors wit project costs

above USD15 million have completed a type of
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economic appraisal for requesting state funding

-- Primary Indicator 2: number of SOEs using Milestone: Number of ISA based audits
International financial standards conducted by Chamber of Accounts

increases from 0 to 5
> Baseline: 2
> Target: 5

-- Primary Indicator 3: number of public and Milestone: System deployment in

higher education institutions that have introduced progress

the automated Unified Account and Financial

Reporting System

> Baseline - 0 (2010)
> Target - 25 (2014)
-- Primary Indicator 4: User satisfaction with court Milestone: 4 or more court houses build,

system in targeted areas increased. 150 new judges selected and trained

> Baseline: 60%(2009)
> Target: 5% points (2014)

Results Area 2: Upgrading Key Growth Supporting Infrastructure

Outcome 1: Transport vehicle operating costs reduced, road safety improved and rail transit traffic increased

-- Primary Indicator 1:Reduction in road user costs Milestone: Reduction in road user costs Ongoing loans: Highways 2 and 3, Rail Trade and
by 20% on the Baku - Shamakhi road Transport Project

> Baseline: $0.40/vehicle km between km 15 - km 116 (baseline is
> Target: $0.32/vehicle km in M4 Baku - $0.40/vehicle km) New loans: Highways 4

Shamakhi road between km 15 - km 45, M6
Hajigabul - Bahramtapa road, and R6 Tagiyev Milestone: Upgrade 200 km of highways AAA and TFs: ESW on Improving the Sustainability of
- Sahil road

-- Primary Indicator 2:Reduction in road traffic Milestone: Traffic Safety Strategy transport capacity building
deaths per 10,000 vehicles implemented

> Baseline (2009): 10 road traffic deaths per Milestone: Adopt new Motor Code Key international partners: ADB

10,000 vehicles
> Target: 9 road traffic death per 10,000 vehicles

(10% reduction)
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-- Primary Indicator 3: Volume of rail transit traffic

on East-West rail corridor

> Baseline: 11 million tons
> Target: 23 million tons
Outcome 2: Increased coverage of agriculture irrigation, marketed production and farmers' income

-- Primary Indicator 1: Production marketed for The original milestone was the outcome Ongoing loans: ADCP2, AzWUAP
cash indicator; hence, it has been moved to

Column I New loans: AzWUAP, ACIP
> Baseline: 60%
> Target: increase by 10% AAA and TFs: Agriculture & Irrigation Sector Update
-- Primary Indicator 2: Incomes of participating The original milestone was the outcome
farmers and rural entrepreneurs indicator; hence, it has been moved to IFC: IFC financing of agribusiness or related sectors (e.g.

Bsln:anainoeoAZ 1100Column I retail, packaging, logistics), also through FIs. Possible
> Baseline: annual income of AZN 11,000 avsr ob eemnd
> Target: increase by 20%
-Primary Indicator 3:Increase in number of Milestone: Collection percentage of
irrigations according to crop water norms in the Irrigation Fees in supported area to
rehabilitated irrigation systems. increase substantially (baseline: 1 020O)

iBaseline: Typically two irrigations per farmer
AeTarget: At least four irrigations applied by 800S

of water users in rehabilitated schemes
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CPS OBJECTIVE 2: STRENGTHENING SOCIAL AND MUNICIPAL SERVICES

Key Government Goals

Poverty declined to 16% in 2008, but continued progress needed (both urban and rural)
Health indicators are worse than for other CIS countries, and need improvement
Basic education coverage is good, but the quality needs improvement
Higher education coverage (17%) and quality is low and needs improvement
IDP conditions and livelihood remain poor
Full coverage of the population to reliable and high quality water supply is a top government priority
Water and solid waste removal services also in significant need of improvement
There is a particular need to improve rural services where the need is more pressing
The Government has declared its interest in the environment agenda

Key Issues and Obstacles:

Further improvements in social assistance and employment services coverage possible
Health facilities need to be upgraded and run in a more effective manner
Basic education continues to need curriculum reform and streamline the number of schools
Higher education needs reduced restrictions on entry, merit based entrance, and improved quality
IDPs not well integrated into society. Need more permanent approach
The state of the water pipes has significantly deteriorated and need major overhaul
Waste removal services both limited and informal. Need to formalize approach and bring technology to support.
Inter-government budget and administrative processes for strengthening rural investment still weak
Real commitment to the environmental agenda unclear. Calls for greater consensus building before can move forward on pressing issues.

CPS RESULT AREAS, OUTCOMES AND MILESTONES WORLD BANK GROUP PROGRAM AND
TARGETS PARTNERS

Results Area 3: Improving Social Services

Outcome 1: Increased coverage and efficiency of social protection and employment services

-- Primary Indicator 1:Percentage of the poorest Ongoing loans: Social Protection Project, Pensions
decile that is covered by targeted social assistance and Social Assistance Project

> Baseline (2008): 14.3% AAA: Household survey to assess TSA program
> Target (2014): 20% coverage of the very poor

AAA: Improved targeted program design and
training; TSA linked to social services and
employment assistance
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-- Primary Indicator 2:Labor market interventions The original milestone was the outcome indicator;
improved as measured by: hence, it has been moved to Column I

(i) new module training programs developed and in

use

> Baseline: 22 (2009)
> Target: 30 (2014)
(ii) new module training centers fully functional

> Baseline: 0 (2009)
> Target: 3 (2014)
(iii) new occupational standards developed based

on ISCO-88/ISCO-08

> Baseline: 52 (2009)
> Target: 200 (2014)
Outcome 2: Wider access to health services

-- Primary Indicator 1: Improved access to health Milestone: Health facilities upgraded including 2 Ongoing loans: Health Sector Reform Project
services through upgraded health facilities as new hospitals, 3 village hospitals, 9 PHCs.
measured by average time to reach regional and
village hospitals and PHC

AAA and TFs:
> Baseline: N/A
> Target: 15 minutes to reach PHC, 45 minutes Health PER chapter (June 30, 2012)

to secondary health care facilities
Health Policy Note (June 30, 2013)

--Primary Indicator 2: Rationalized health care Milestone: Master plan for restructuring health
network as measured by: services network developed

1) Reduced number of hospitals
> Baseline: 413 hospitals(2009)

Target: 220 hospitals(20 14) Milestone: New Human Resources and financing
policies adopted.

Milestone: Health MIS Prototype developed andBaseline: 46.90% (2008) tested
> Target: 60% (2014)

Outcome 3: Improved quality of basic and higher education

-- Primary Indicator 1: Improved test scores in Milestone: Sample based national assessment in Ongoing loans: Education APL2
basic education in rural areas for grade 4: grades 4 and 9 introduced in 2010
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Baseline: Math, Azeri language scores (2011) Milestone: New curriculum adopted for grades 1-6
> Target: at least two scores improved (2014) by 2014

New loans: Higher Education Project
Milestone: Number of schools streamlined/merged

Milestone: # of innovation grants supported
AAA and TFs: Education Strategy Paper

-- Primary Indicator 2: Increased proportion of
teachers using active methodologies in the context
of the new curriculum.

> Baseline (2010): 11% of teachers used new
active learning methods, 64% used a mix of old
and new, and 26% used old methods in grades
1-2, where the introduction of new curricula
started

> Target: Classroom observations in grades 1-2
will show 80% teachers using mix and new
active learning methods (and no more than
20% will be using only old methods)

--Primary Indicator 3: Number of students having Milestone: The National Accounting Qualification Ongoing loans: CAPSAP
achieved National Accounting Qualification for for Budget Sector training program launched and
Budget Sector attended by more than 300 students

> Baseline: 0 (2010)
> Target: 25 (2014)
--Primary Indicator 4: Number of higher education Milestone: All 7 textbooks and syllabi have been
institutions that have introduced new syllabi and prepared and are ready for publication
textbooks for accounting and audit

> Baseline: 0 (2010)
> Target: 5 (2014)
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Outcome 4: Improved living conditions for IDPs

-- Primary Indicator 1: Micro-projects achieve their Ongoing loans: IDP project
expected results for improvement in living
conditions, as rated by community members New loans: IDP 11 Project

> Baseline: 12.5% (2009) AAA and TFs: Three year program of analytical
> Target: 94.5% (2014) work on IDPs in the Caucasus.
-- Primary Indicator 2: Percentage of women in
micro-project committees Key international partners: UNHCR

> Baseline: 0 (2009)
> Target: 50% (2014)

Results Area 4: Improved Municipal and Rural Services

Outcome 1: More reliable water supply and sanitation

-- Primary Indicator 1: Number of people with The original milestone was the outcome indicator; Ongoing loans: National Water Supply Projects 1
improved water supply and sanitation in targeted hence, it has been moved to Column I & 2, AzRIP2
areas

New loans: Possible additional finance for on-
> Baseline (2009): 0 going projects
> Target: 200,000 people, 24 hours (2014)

AAA and TFs: Water sector note, strategy on
municipal solid waste management

-- Primary Indicator 2: Number of hours of The original milestone was the outcome indicator;
available water service per day in targeted areas hence, it has been moved to Column I Integrated Urban Water Resources Management

Study for Greater Baku has been delivered in FY
> Baseline (2009): 3 hours 13.
> Target: over 15 hours (2014)

Outcome 2: Improved reliability of solid waste management services

-- Primary Indicator 1: Extend waste collection Milestone: Rehabilitate Balakhani landfill (the Ongoing loans: Solid Waste Management Project.
services to un-served population of Greater Baku largest formal waste dump in Baku)

New loans: Additional finance for Solid Waste
> Baseline: 0 Management Project
> Target: about 400,000 people
-- Primary Indicator 2: Improved solid waste Milestone: Closure of 60% of informal dump sites AAA and TFs: Strategy on municipal solid waste

disposal management management; National Solid Waste Management
Assessment, PPIAF financed "Solid Waste

> Baseline: 0 Management - Private Sector Participation Strategy
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Target: Closure of 60% of informal dump sites Paper

Key international partners: ADB, JBIC, KfW,
IDB, EU, UNDP

Outcome 3: Improved access to rural infrastructure

-- Primary Indicator 1: Number of beneficiaries in The original milestone was the outcome indicator; Ongoing loans: AzRIP 2
supported communities with improved access to hence, it has been moved to Column I
rural roads, including women

> Baseline (2012): 523,206 including 257,834
women

> Target (2014): 800,000 including 350,000
women

-- Primary Indicator 2: Improved use of The original milestone was the outcome indicator;
infrastructure services in supported communities as hence, it has been moved to Column I
measured by reduced time spent by beneficiaries to
reach key infrastructure (market, hospital, school,
safe water source)

> Baseline (2011): 43%
> Target (2014): 50%
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Annex 2: Azerbaijan: FY11-14 CPS PR Results Matrix Explanatory

(This explains the changes from the original CPS Results Matrix - shaded areas reflect dropped indicators)

CPS OBJECTIVE 1: BUILDING A COMPETITIVE NON-OIL
ECONOMY

Key Government Goals:

Prudent macro-economic management and improved trade policies and institutions

Strengthen Azerbaijan's role as a regional transport corridor and improve connectivity within Azerbaijan (to be measured by increased transit traffic)

Improve the business environment for higher non-oil growth (to be measured by the level ofgrowth ofSMEs, non-oil exports).

Build a more efficient and productive rural sector. (to be measured by increase in agriculture exports, farm income)

Key Issues and Obstacles:
Macro-economic management will require careful balancing of expenditure, exchange rate, and inflation in light oil revenues.
Trade policies and institutions need to relax the current "control oriented" approach.
Transport: Roads need improvement and widening. Port and Rail need modernization, intermodal / interoperability.
Business environment needs strengthening in several areas (tax, customs, licensing etc)
The financial system remains shallow. The largest bank is state-owned and SMEs have limited credit access
Agriculture - need to improve agriculture productivity, food certification and processing, irrigation framework, crop and livestock disease risk

CPS RESULT AREAS, MILESTONE STATUS PROGRESS TOWARD WORLD BANK GROUP

OUTCOMES AND OUTCOME PROGRAM AND PARTNERS

TARGETS

Results Area 1: Enhancing macro-economic stability and growth policies

Progress at CPSPR: Limited progress recorded. Bank's engagement into policy dialogue on macroeconomic and fiscal management was centered on two High

Level Economic Policy Fora and AAA. No progress on Outcome 1 and limited progress on Outcome 4. Because of little or no progress on Outcome 2 and mixed

progress on Outcome, these two outcomes were combined. Seven out of 14 primary indicators were dropped due to their low attribution to WBG program and

ongoing portfolio restructuring. Good progress recorded in improving transparency of business permits and inspections and in streamlining of business

registration, in number of loans provided to MSMEs, and user satisfaction with court system in targeted areas. However, majority of the indicators were

redefined and targets revised in line with progress in implementation of reforms and with restructuring of corresponding projects.

Outcome 1: Prudent macroeconomic and fiscal management

-- Primary Indicator: Reduction Milestone: 2011-12 Budgets approved with Off track Ongoing loans: None

in non-oil primary deficit to non- declining spending to non-oil GDP ratio.
This target is off track; higher New loans: None envisaged (DPL

27



oil GDP Progress: In 2011, the spending to non-oil GDP public expenditure to if requested)

ratio was higher than in 2010. However, in 2012 the counteract the impact of the
Baseline (2009): 38.7% figure lowered under its values in both 2010 and crisis generated increases of the Program Update:

Indicator dropped 2011. non-oil primary deficit.

Indicator is dropped due to its

low attribution to the WBG Intense dialogue on macro and
program. fiscal policies:

Two High Level Economic Policy

(HLEP) Fora; Policy Notes (end

2011) on fostering economic

diversification; improving
institutions for diversification and

state effectiveness; creating

opportunities for growth in

agriculture.

Outcome 2: Improved trade policy and institutions

Outcome 2 & 3 merged

Revised Outcome 2: Improved investment climate and institutions

-- Primary Indicator 1: Growth Milestone: Non-oil export Program endorsed by Little or no progress AAA and TFs: PPER, Support to

in the volume of non-oil exports Government Non-oil sector strategy, TA on

(2009 baseline = $1.2 b) WTO accession and Trade Policy
Progress: Non-oil export diversification action plan Support, Possible TA on tax and

Indicator dropped prepared and decrees approved Indicator 1 has been dropped customs modernization, High Level
because it is not directly Forum, diversification of health,
attributed to the World Bank education, social protection.

program. This indicator has
Milestone: Progress in tabling proposals for key also been negatively affected
technical areas of WTO accession by the slow progress towards

P the WTO accession. IFC: Investment climate advisory
Progress: Government continues negotiations t euergltr udnt
towards WTO accession

businesses - currently on business

-- Primary Indicator 2: The original milestone was redefined as Outcome Mixed progress registration, permits, and
inspections. Advisory to improve
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Doing Business 2010 baseline Indicator and as such moved to Column I corporate governance practices.

= 46/50 days to export/import;

Doing Business 2010 baseline The Doing Business 2012

= $2980/$3480 cost to report reflects the actual

export/import a container. reduction of time to Continued advisory in FY13-14 to
export/import a container focus on implementation of

> Target: 20% reduction in relative to 2008 by 7.3/8.7% regulatory reforms, transfer pricing
time (days) and cost (US$) respectively; and a reduced and development of regulatory
to export/import cost by 2.5/2.2% reforms for agri-business sector

IFC coordinated discussions on DB
Indicator dropped dropped due to its low reforms, including clarification of

attribution to the WBG methodology, however, did not
program. have any specific AS on the

indicators.

IFC provided recommendations to

the Construction Code and for the
interim regulations and no firther

TA is currently planned.

Program Update:

Bank completed a small TA on

non-oil exports in 20 10. The 2012
high level policy forum also

touched upon the issue of

increasing non-oil exports.

--Primary Indicator 3: Milestone 1: Streamline business registration On track:

Improvement in business

permits and inspections regime Progress: Completed. Business registration Business Permits Portal

measured by reduction in direct upgraded to an on-line system, following on the (www.icezeler.gov.az)

cost to comply with business establishment of the One-Stop-Shop supported by established and provides

regulation. IFC earlier, consolidated information on all

business permits and licenses.
tBaseline: According to the Milestone 2: Improvement in transparency of
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SME survey 29 % of business permits and inspections
individual entrepreneurs and
38% of SMEs admits Progress: On track. Access to information A centralized e-Registry of
paying unofficial fees to improved both in business permits and inspections Inspections
obtain permits. and capacity of the relevant institutions increased. (www.yoxlama.gov.az)
Target: reduced incidents of established and supported
unofficial payment to under
30%, on average for
obtaining 3-5 selected functionalities and institutional
permits. capacity.

Baseline: 80% of National Corporate
businesses inspected, with Governance Standards and new
average cpi inspections per listing rules tr ai to es
year per business aotd
Target: less than 10 Improvement of legal
inspections on average per frameworkn
year per business. Inspections in Perpotd andIF

etb ishe n supported b F

but progress is slower than
anticipated. IFC works with
select regulators piloting
inspection reforms, but the roll
out is slow. SME survey to be
completed in FY14 to assess
impact of inspections and
permits reforms.

New centralized e-registries of
inspections

(www.yoxlama.ggv.az) and of
permits and licenses
(www.icezeler. gov.az) were
developed.

Draft laws on Permits and on
Inspections are in progress.

Streamlining of pilot permits is
underway with individual

____________________________________________________________________ agencies.
Outcome 3: Sustained improvement in business environment (merged with Outcome 2)
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-- Primary Indicator 1:Average The original milestone on average time was the On track Ongoing loans: Real Estate

time of land registration outcome indicator; hence, it has been moved to Registration Project

Column L.
> Baseline (2009): 90 days
> Target (original): 30 days The other original milestones pertaining to Online Primary indicator 1 has been

access to land register by 100 notaries and maps revised for clarification. The New loans: Capital Market
Revised: Average number of covering 4 million hectares have been removed in revised indicator is directly Modernization Project
days taken to register a property attributed to the results of the
transaction at the State Service Real Estate Registration Project. AAA and TFs: High Level Forum
for the Registration of Real on Competitiveness, 4 Policy Notes
Estate
> Baseline (2007): 30 days

STarget (2014): 15 days
-Primary Indicator 2:Number The original milestone was the outcome indicator; No progress IC: IFC financing to SMEs

of mortgages for access to hence, it has been moved to Column I through Fls; Advisory to strengthen
capital FIs and financial infrastructure

Baseline (2009): 14,000 Primary indicator 2 has been (credit information sharing and

> Target (2013): 40,000 dropped due to limited Bank secured lending).

activities or instruments to

support achieving the set target
Indicator dropped Key international partners:

-- Primary Indicator 3: Milestones : Implementation of one-stop shop for Primary indicator 3 has been SECO is a key Bank and IFC

Improvements in the business business registration and construction permits dropped as it is not relevant to partner, as are the Netherlands,

climate, as measured by the the WBG program. Austria, and BP.
Doing Business report and IFC Progress: One stop shop for business registration

SME survey(s), established and operational. Further reform

through e- registration has been introduced with

Indicator dropped IFC support.

-- Primary Indicator 4:Number The original milestone was the outcome indicator;- Target exceeded
of loans provided to MSMEs hence, it has been moved to Column I

Total number of loans in CYO10

Revised: Increased number of reached 116,742.
loans provided to MSMEs
through IFC client banks The target for indicator 4 has

been already exceeded; the level
Baseline (2009): 57,000 reached is expected to be
Target (2014): 85,000 maintained until the end of the
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CPS period.

-- Primary Indicator 5: Milestone: Reduction in number and scope of on- Primary Indicator has been

site business inspections and reduction in revised and included in Primary
Reduction in number and scope associated costs by 20 percent Indicator 3 ofRevised Outcome
of permits and/or licenses 2.
(outside construction) and No progress

reduction in cost and time

required to receive these

licenses/permits

Indicator dropped

-- Primary Indicator 6 (new): On track

Number of transactions

registered annually at the State 169,821 transactions were

Service for Registration to registered as of March 19, 2012.

increase
increaseThe CPS PR assumes that

> Baseline (2005): 87,461 progress towards the remained
> Target (end of2012): indicators will be maintained

250,000 until the end of the CPS period.
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Outcome 4: More Transparency and Efficiency in Public Institutions

-- Primary Indicator 1: Use of Milestone: Summary of budget published Off Track Indicator I has been Ongoing loans: Judicial Project,

MTEF enhanced in budget dropped, as it is not attributed to Corp and Public Accounting

formulation Progress: Azerbaijan publishes laws on the World Bank activities. Project, Real Estate Registration
approved budget, budget amendments and budget Project, Rail Trade and Transport

Indicator dropped implementation on www.budget.az. Facilitation Project, Public

-- Primary Indicator 2: The original milestone was the outcome indicator; On track Proet

hence, it has been moved to Column I
Improvement of the quality of In 2010, the President issued a

preparation of infrastructure decree for Public Investment

projects through application of Management. New loans:

economic appraisal on

Government financed The Ministry of ED has been

infrastructure projects. empowered to implement this
decree and has submitted AAA and TFs: In 2011 the Bank

> Baseline: no requirement on regulations for Cabinet of completed an AAA 'Country
economic appraisal for Ministers' endorsement. Environmental Analysis:
Government financed Prioritization of Environmental
infrastructure projects Rate of return analysis is Investments', which

> Target: 80% of the envisioned for large scale comprehensively considered the
Government financed
infrastructure projects from
roads, water and sanitation The CPS PR introduces on public environmental
and energy sectors with
project costs above USD15 precision i ng investment
million have completed a indicator to align with reform methodology forfinvestment
type of economic appraisal agenda in public investment and prorizatini
for requesting state funding reflect advances that have been

made in creating the institutional IPC: IFC Investment Climate
supporting environment. Advisory activities related to
Piloting of these institutions is improving private sector awareness

reflected in the revised indicator of regulatory processes

2.
Key international partners: EC,
IPrimary Indicator 3:Number Milestone 1: Number of ISA based audits Revised target already USAID

of SOEs using International conducted by Chamber of Accounts increases from achieved
financial standards 0 to 5

The downward revised target of
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Baseline: 2 (2009) Progress: Milestone achieved the indicator is based on the Program Update:
> Target (original): 20 revised framework of the
> Target (revised): 5 (2014) CAPSAP project. Mixed progress in program

implementation led to restructuring
Milestone 2 was an outcome indicator; hence, it of all projects in this cluster, some
has been moved to Column I underway (Railways, Judicial, Real

-- Primary Indicator 4: 20% Milestone: 4 or more court houses build, 150 new On track EMP rcied a.
increase in user satisfaction of judges selected and trained

judiciary system Primary indicator 4 target was

Progress: 2 courts completed in December 31, revised downwards in line with

Revised: User satisfaction with 2012; 2 courts scheduled for completion in August restructuring of the The Bank, through project

court system in targeted areas 2013; 1 scheduled for completion in 2014. More corresponding project. activities, is supporting MED in

increased. than 50% of new judges were selected using new their mandate to implement the
competitive transparent selection process. Decree, by reviewing the draft

> Baseline: 60%(2009) A baseline survey was regulations, providing information
> Target: 5% points (2014) completed in 2009. A second on good practices from comparable

survey is scheduled for 2013. countries, project evaluation
methodologies and the type of cost

benefit analysis appropriate for

public projects of varying sizes.
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CPS RESULT AREAS, MILESTONE STATUS PROGRESS TOWARD WORLD BANK GROUP

OUTCOMES AND TARGETS OUTCOME PROGRAM AND PARTNERS

Results Area 2: Upgrading Key Growth Supporting Infrastructure

Progress at CPSPR: Mixed progress on Outcome 1. Advanced progress on Outcome 2. One of the Primary indicators under Outcome I has been already met.

Four out of six primary indicators are dropped due to restructuring of Rail Trade and Transport Project and low attribution of Doing Business indicators to WBG

program. Targets are revised for three primary indicators to align with implementation progress and impact of Highways Projects and with slower than

anticipated progress on approval and implementation of Road Safety Strategy. All three primary indicators under Outcome 2 have already been met.

Outcome 1: Transport time and vehicle operating costs reduced
Revised: Transport vehicle operating costs reduced, roads safety improved and rail transit traffic increased

-- Primary Indicator 1: Milestone: Reduction in road user costs by 20% On track on targeted segments Ongoing loans: Highways 2 and 3,
on the Baku - Shamakhi road between km 15 - of highways Rail Trade and Transport Project

Reduction in road user costs; km 116 (baseline is $0.40/vehicle km)

> Baseline: $0.40/vehicle km Progress: Construction works are ongoing,
> Revised target: reduction in road user costs will be measured Primary indicator 1 has been New loans: Highways 4

$0.32/vehicle km in M4
Baku - Shamakhi road upnrcmpetin.Forthapupoeno otcoeerviedaodlarfythetagetan
between km 15 - km 45, M6 measurement the following road sections will be narote scoe ay o the AAAtand TFs w Trns o
Hajigabul - Bahramtapa used: M4 Baku - Shamakhi road between km 15 tan a city evi n
road, and R6 Tagiyev - - km 45, M6 Hajigabul - Bahramtapa road, and
Sahil road R6 Tagiyev - Sahil road FC: Investments or advisory in

transport are low probability,
however are continuously explored.

Milestone: Upgrade 200 km of highways Possible investments in private
logistics companies and/or advisory

Progress: 9 km of highways have been upgraded. or investment support to private
participation in transport

infrastructure.

Ongoing AS program on improving

transparency in permits issuance

and inspections systems, which

covers transport sectors.
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Key international partners: ADB

Program Update:

ESW on Improving the

Sustainability of Road Management

and Financing in Azerbaijan has

been completed and

recommendations submitted to the

government.

IDF Grant Project on Road Sector

Management in Azerbaijan is being

implemented.

-- Primary Indicator: 20% First milestone was the outcome indicator; hence, On track. Ongoing loans:
reduction in road traffic deaths it has been moved to Column I

per 10,000 vehicles. By the end of 2011, there were
9.7 road traffic deaths per 10,000

Revised: reduction in road vehicles. Second Highway Project
traffic deaths per 10,000 Milestone: Traffic Safety Strategy implemented
vehicles The original indicator of a 20% Third Highway Project

> Baseline (2009): 10 road Progress: The strategy has been developed and is reduction in road traffic deaths
traffic deaths per 10,000 pending GOAZ adoption. was too ambitious. The CPS PR Project Update:
vehicle

> Target: 9 road traffic death revises th indicator
per 10,000 vehicles (10% Projects are ongoing. Review and
reduction) Milestone (moved from Outcome I ofResults adoption of the Road Safety

Area 2): Adopt new motor code Strategy and Program by the
Government is delayed for about

Progress: The Road Master Plan is being half a year.

developed

-- Primary Indicator 2: Improve Milestone: (milestone has been moved to Indicator 2 has been dropped and

security of road transport Outcome 5 ofResults Area 3) the corresponding milestone has

been moved to Outcome 5 of
Indicator dropped. Results Area 3.
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-- Primary Indicator 3: Milestone: Purchase of 50 new electric Indicator 3 has been dropped as
Train E-W transit time locomotives (25 kV) the Rail Trade and Transport

Facilitation Project is under
Baseline (2009): 22 hrs Progress: None, restructuring and indicator is not

Milestone: Renewal of 240 km of rail track on relevant any more.

Indicator dropped. East - West Corridor

Progress: Not relevant.

-- Primary Indicator 4: Milestone: Locomotive reliability (measured in Indicator 4 is not relevant and
Locomotive reliability distance between failures) increased from 17,000 has been dropped as the Rail

km to 100,000 km Trade and Transport Facilitation
Indicator dropped. Project is under restructuring

Progress: Not relevant. and indicator is not relevant any

Milestone: New 25 kV electrification installed on more.

E-W rail corridor

Progress: Limited progress due to the project
restructuring.

-- Primary Indicator 5: Volume Target met.

of rail transit traffic on East-
West rail corridor In 2011 - 23 million tons

transported on E-W (target for

> Baseline: 11 million tons 2017 = 25 million tons). The CPS
> Target: 23 million tons PR assumes that progress will

continue until the end of the CPS
period. The primary indicator
clarified to reflect progress in
targeted segments of railways.

-- Primary Indicator 6: Ease of Indicator 6 has been dropped as
crossing border improves (2010 it is not relevant to the Bank or
Doing Business: Azerbaijan is IFC program.
ranked 177 out of 183 on ease of
trading across borders)

Indicator dropped.
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Outcome 2: Improved agriculture irrigation, production sales
Revised: Increased coverage of agriculture irrigation, marketed production and farmers' income

-- Primary Indicator 1: The original milestone was the outcome Target met. Production Ongoing loans: ADCP2,
Production marketed for cash indicator; hence, it has been moved to Column I marketed for cash increased to

76.6% (as of February 2011) as a
> Baseline: 60% result of increased quantity and
> Target: increase by 10% improved quality of production.ACIP

-- Primary Indicator 2: Incomes The original milestone was the outcome Target met. Net income of
of participating farmers and rural indicator; hence, it has been moved to Column I participating farmers from AAA and TFs: Agriculture &

entrepreneurs agricultural activities increased Irrigation Sector Update

by 30.8%o and by 39.5%o from all
> Baseline: annual income of activities (i.e. non-agricultural)

AZN 11,000 as of February 2011 through
> Target: increase by 20% improved access to services and IFC: IFC financing of agribusiness

through vertical integration, or related sectors (e.g. retail,
packaging, logistics), also through

-- Primary Indicator 3:Volume Milestone: Collection percentage of Irrigation Target exceeded. The number FIs. Possible advisory to be

of irrigation water to increase Fees in supported area to increase substantially of irrigations has been increased determined.

from two irrigations to four (baseline: 10- 2 0%) to an average of four for summer

irrigations per season Target exceeded. 27% increase over thecrops by 82% of water users in
per sea onaetv e xc e e . 2 0 i cr a e t e b s rehabilitated schem es as of

level.
Revised: Increase in number of January 1, 2010. This progress is Key international partners:
irrigations according to crop expected to be maintained until USAID

water norms in the rehabilitated teedo h P eid

irrigation systems.
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CPS OBJECTIVE 2: STRENGTHENING SOCIAL AND MUNICIPAL SERVICES

Key Government Goals
* Poverty declined to 16% in 2008, but continued progress needed (both urban and rural)
* Health indicators are worse than for other CIS countries, and need improvement
* Basic education coverage is good, but the quality needs improvement
* Higher education coverage (17%) and quality is low and needs improvement

IDP conditions and livelihood remain poor
* Full coverage of the population to reliable and high quality water supply is a top government priority
* Water and solid waste removal services also in significant need of improvement
* There is a particular need to improve rural services where the need is more pressing
* The Government has declared its interest in the environment agenda,

Key Issues and Obstacles:
* Further improvements in social assistance and employment services coverage possible
* Health facilities need to be upgraded and run in a more effective manner
* Basic education continues to need curriculum reform and streamline the number of schools
* Higher education needs reduced restrictions on entry, merit based entrance, and improved quality
* IDPs not well integrated into society. Need more permanent approach
* The state of the water pipes has significantly deteriorated and need major overhaul
* Waste removal services both limited and informal. Need to formalize approach and bring technology to support.
* Inter-government budget and administrative processes for strengthening rural investment still weak
* Real commitment to the environmental agenda unclear. Calls for greater consensus building before can move forward on pressing issues.
CPS RESULT AREAS, MILESTONE STATUS PROGRESS TOWARD WORLD BANK GROUP

OUTCOMES AND TARGETS OUTCOME PROGRAM AND PARTNERS

Results Area 3: Improving Social Services

Progress at CPSPR: Mixed progress on Outcome 1, 2 and 3. Advanced progress on Outcome 4. Outcome 5 was moved to Road Safety due to relevance.
Primary indicator on Social Protection revised to better align with the Program. Despite progress in health and education sectors, it is still falling short of what
was expected. To adjust to the program objectives in the sector, two indicators in health section were replaced with new ones. In education section one indicator
was revised to allow better measurability and one new indicator introduced to better monitor project impact. Advanced progress on IDP program with all the
primary indicators achievement on track. Where relevant and data available, indicators were disaggregated by gender.

Outcome 1: Increased coverage and efficiency of social protection and employment services

-- Primary Indicator 1:Coverage Milestone: Increases from 50% to 70% On track. Ongoing loans: Social Protection
of very poor (the poorest decile) Project, Pensions and Social
by social assistance Progress: This milestone referred to the The revised indicator 1 is better Assistance Project

percentage of all social benefits that goes to the aligned with the Bank's
Revised: Percentage of the poorest poorest decile. This percentage has not increased program, as the on-going Bank
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decile that is covered by targeted and stays at 50% as for 2011. project only covers targeted
social assistance social assistance. Baseline and

target have been introduced to AAA: Household survey to assess

> Baseline (2008): 14.3% measure outcomes. TSA program coverage of the very
> Current status (2011): poor

19.5% The survey results to monitor

> Target (2014): 20% coverage of the poor have been
obtained (currently under
analysis by the World Bank) AAA: Improved targeted program

and the next survey is planned. design and training; TSA linked to
social services and employment
assistance

-- Primary Indicator 2:# ofjob The original milestone was the outcome indicator; Limited progress. Program Update:
seekers served by employment hence, it has been moved to Column I
services To increase from 25% Indicator 2 has been revised Social Protection Project closed.
to 40% because it does not capture the

effort of the Bank's support,
Revised: Labor market that has contributed to (i)
interventions improved as development of 22 new module
measured by: (i) new module training programs and delivery
training programs developed and of training of trainers program, (LSMS) completed;
in use (baseline: 22, target - 30), and (ii) development of 52
three new module training occupational and training TSA rated as positive and as best
centers fully functional; and (ii) standards based on ISCO-
new occupational standards 88/ISCO-08. In addition, the
developed based on ISCO- Occupational Standards Center
88/ISCO-08 (baseline - 52, was established to analyze
target - 200). occupational standards, study

international experience and

develop new standards.

Outcome 2: Wider access to health services

-- Primary Indicator 1: Health (milestones have been moved to new indicator 3 Little or no progress. Ongoing loans: Health Sector
indicators improve in supported below) Reform Project
regions (baseline maternal The health outcome is not
mortality rate) relevant to the Bank program.

Efforts to improve quality of
Indicator dropped. data on maternal mortality still New loans:
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on-going.

AAA and TFs:

-- Primary Indicator 2: Out of (milestones have been moved to new indicator 3 Little or no progress. Health PER chapter (June 30, 2012)
pocket expenses decrease below)

Indicator 2 has been dropped as Health Policy Note (June 30, 203)
> Baseline for private out of out of pocket expenses could be

pocket expenditures as a reduced only after
share of total health implementation of a more
expenditures (2008): 51.6% comprehensive health sector IFC: Possible JFC investment in
Target: 30% financing reform program. health services

OOPS are very high in
Indicator dropped. Azerbaijan, among the highest in

the world. The ongoing Health Program Update:

Financing Reform as well as Possible follow-on or AF to the

other reforms aimed at
improving efficiency and access ongong Health Project

will in the long term have a
positive effect on reduced
OOPS. However, during the
lifespan of the project and given

the pending political decision
which delayed the Health
Financing reform, it is
unrealistic to expect the project
to have impact on QOPS.

-- Primary Indicator 3 (new): Milestone: Health facilities upgraded including 2 On track. Target met.
Improved access to health new hospitals, 3 village hospitals, 9 PHCs.
services through upgraded health New primary indicator 3 has
facilities as measured by: been introduced to better reflect
average time to reach regional feasible achievements in this
and village hospitals and PHC Progress: by March 2012, 2 district hospitals outcome. By March 2012, 2

have been constructed and 9 primary health districts hospitals have been
centers and 4 village hospitals are being constructed and 9 primary health

) Baseline: NA reconstructed, centers and 4 village hospitals

> Target: 15 minutes to reach are being reconstructed.
PHC, 45 minutes to
secondary health care
facilities
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--Primary Indicator 4 (new): Milestone (movedfrom Primary Indicator 1): On track. Rationalization of

Rationalized health care network Master plan for restructuring health services health facilities network in the

as measured by: network developed entire country done in
accordance with

1) Reduced number of hospitals Progress: The Master Plan for Health Care recommendations of Master Plan
Infrastructure adopted by the Ministry of Health. adopted by the Ministry of

Health. As a result, number of
Milestone (moved from Primaty Indicator 2): hospitals is being reduced, and

> Baseline: 413 New Human Resources and financing policies bed occupancy rate has
hospitals(2009) increased.

> Target: 220 hospitals(2014)

Progress: Human resources family doctor
position was introduced and quality improvement

2) Increased bed occupancy rate through training and certification processes was
implemented. Financing policies are on hold until

> Baseline: 46.9% (2008) pending political decision regarding health
STarget: 60% (2014) financing reform.

Milestone (moved from Primary Indicator 2):
Health MIS Prototype developed and tested

Progress: HMIS road-map has been developed
and is being piloted.

OItcome 3: Improved qnality of basic and higher edbcation

-- Primary Indicator Phnmproved Milestone: Sample based national assessment in On track Ongoing loans: Education APL2
test scores in basic education grades 4 and 9 introduced in 2010
(baseline to be determined after
first round of national Progress: Target met.
assessments in 2010) Milestone: New curriculum adopted for grades 1 - Indicator 1 has been revised, as New loans: Higher Education

6 b 214it is unlikely that there will be Project
Revised: Improved test scores 6progress on all the scores. Anew
in basic education in rural areas Progress: Target met, target in the revised indicator is
for grade 4: Milestone: Number of schools introduced to capture progress at

streamlined/merged least on two scores a

Het Baseline: Math, Azeri re , n
languageh(2010)ospitalss:sLimnge

)b Target: at least two scores
improved (2014) Milestone: # of innovation grants supported.

Progress: Limitedprogress.
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-- Primary Indicator 2 (new): On track
Increased proportion of teachers
using active methodologies in New indicator 2 has been
the context of the new introduced to better reflect the
curriculum. underlying issue of using

outdated teaching methods in
> Baseline (2010): 11% of primary education and actual

teachers used new active progress in introducing active
learning methods, 64% used methodologies. A reform of the
a mix of old and new, and teaching methods is likely to
26% used old methods in contribute to improved test
grades 1-2, where the scores over time.
introduction of new
curricula started

> Target: Classroom
observations in grades 1-2
will show 80% teachers
using mix and new active
learning methods (and no
more than 20% will be using
only old methods)

Outcome 4: Improved living conditions for IDPs

-- Primary Indicator 1: Micro- First milestone was the outcome indicator; hence, On track. Ongoing loans: IDP project
projects achieve their expected it has been moved to Column I
results for improvement in living The target was exceeded. 930 of
conditions, as rated by Milestone: Number and type of micro-projects expected results of micro-
community members. projects for improving living New loans. IDP 11 Project

Progress: Target met. 411 infrastructure and conditions achieved as rated by
Baseline: 12 .5 %o service delivery micro-projects completed. community members. 97% of

> Target: 94.5% micro-projects rated by
Milestone: Improved living conditions of IDPs community members as having of andyics: Tre ya Program

Note: This milestone is reflected in the primary paticton invmio- Caucasus.
indicator. priiaini ir-rjc

indictor.cycle. 91%0 micro-projects have

Milestone: # of IDPs generating self -reliantmicro-projectiloel committees greater than 4 0 n. Key international partners:

UNHCR
Note: This milestone will be used as an outcome
indicator.
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-- Primary Indicator 2 (new): The CPS PR proposes to break Program Update:
down the primary indicator 1 by

Percentage of women in micro- gender. IDP EDS closed on time fully
project committees disbursed

> Baseline: 0 IDP LSLP ongoing
> Target: 50%

-Primary Indicator 3: ESW Completed 2011. Building
(proposed): Increased number of Assets and Promoting Self Reliance:
targeted beneficiaries whose the Livelihoods of IDPs
main source of income is self-
generated.

>Baseline: N/A
> Target: 15% increase
Outcome 5: Improved Road Safety (was moved to Objective 1, Results Area 2, Primary Indicator 2)
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Annex 3: Gender Disparities in Azerbaijan

Azerbaijan has made progress in improving many gender-related outcomes over the past decade. However,
gender gaps remain in some key areas. The gender disparities are particularly notable in demographic patterns,
the labor market, and participation in leadership positions. The government is committed to promoting gender
equality under national legislation and international legal norms to which the country is a signatory. The State
Committee for Family, Women and Children's Affairs (SCFWCA) and development partners are engaged in
efforts to measure and analyze several of the gender gaps described below.

Demographic patterns and health outcomes: While in most parts of the world roughly equal numbers of boys
and girls are born in any given year, UN estimates show that in Azerbaijan there are 15.7 percent (2012) more
male births than female births -- among the highest sex imbalances at birth in the world. This issue of "missing
girls" is a development concern because it has been found to be linked to discrimination against girls. Maternal
mortality is a key indicator of women's health status. However, the most recently available modeled estimate of
maternal mortality rate for Azerbaijan (43 deaths per 100,000 live births) is based on 2006 data and more recent
data on this indicator is awaited. Adult male mortality rate is high in Azerbaijan (184 per 100,000 adults)
compared to its neighboring countries and OECD countries, but lower than the regional average. Male life
expectancy in the country, at 67 years, compares favorably to ECA (66 years) but remains well below that of
many countries in the region. Female life expectancy remains lower than the regional average at 73 years
compared to an average of 75 years in the region.

Education: Gender gaps in enrollment are negligible at every level of schooling. Overall primary enrollment
rates are low in Azerbaijan compared to the rest of the South Caucasus and the ECA region, but there is no
notable gender gap (85 percent net enrollment for girls, 86 percent net enrollment for boys). Noteworthy progress
has been made in secondary enrollment rates, which have increased substantially over the last decade. The gender
gap in secondary enrollment rates is also minimal (91 percent net enrollment for girls, 92 percent net enrollment
for boys). At the tertiary level, although enrollments are considerably low for the population as a whole, there are
no gender disparities. However the level of subject-related segregation remains high, with women more
concentrated in specific fields of study in higher education. Nearly 40 percent of boys in Azerbaijan would have
to change their fields of study in order to equalize enrollments across fields for boys and girls.

Participation in economic activities: According to most recent data reported by the ILO, 65 percent of working
age women and 71 percent of working age men were employed or seeking employment. Among the employed,
about 20 percent of men and only 7 percent of women are employed in industry while services and agriculture are
the dominant employers for both women and men. A larger share of participating women than men are self-
employed. Among those working as employees, there is a large gender wage gap which is among the highest in
the ECA region; women earn, on average, half of the monthly wage earned by men (UNECE). This gender gap in
earnings could be due to occupational segregation, differences in hours worked and productivity, and
discrimination. Laws regulating the labor market likely contribute to gender differences. Unlike other countries in
the South Caucasus, in Azerbaijan, the labor law does not permit women's employment in certain types of jobs
and work places and it also does not allow night time work for pregnant women and mothers with young children
(Women, Business and the Law database). Such restrictions can have the unintended impact of increasing
employers' cost of hiring women. Despite no evident gender differences in educational attainment, women have
limited presence in leading positions. Only 5 percent of firms have women as a top manager and most of these
firms are women-owned. With regards to participation in political decision making, the share of female members
in parliament has remained stable over the last five years, at around 11 percent, also lower than the regional
average.
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Annex 4: Standard CPS Annexes

Key Economic & Program Indicators - Change from Last CAS
Prepared for all CASs/Progress Reports, but included in Board version ofProgress Reports Only

As of April 8, 2013

Forecast in Last CAS Actual Current CPS Forecast

Economy (CY) 2010a 20 1 1b 20 12 b 20 13 b 2010c 2011c 2012a 20 13 b 20 14 b

Growth rates (%)
GDP 3.7 3.9 3.9 3.0 5.0 0.1 2.2 4.8 4.8
Exports 24.2 -0.6 -8.3 3.2 4.9
Imports 1.3 35.6 25.5 3.8 10.0

Inflation (%) 4.7 4.5 4.5 5.7 7.8 1.1 3.3 4.2

National accounts (% GDP)
Current account balance 27 24.1 22.7 28.4 26.5 18.5 13.6 11.9
Gross investment 18.7 15.4 24.8 25.2 24.6

Public finance (% GDP)
Fiscal balance 15.3 15.9 15.4 13.7 11.1 1.7 -6.6 -4.8
Foreign financing

International reserves 7 7.7 8.8 7.3 7.9 7.8 11.0 12.6

(as months of imports)
Program (Bank's FY) FY a Fy b FY b FYb FY10c FY11c FY12c FY13b FY14b
Lending ($ million) 241.6 125.4 50 77 150
Gross disbursements 192.8 160.9 257.5
($ million)

a. Estimated year
b. Projected year
c. Actual outcome

46



At-a-Glance

Azerbaijan at a glance 3-

Europe & upper-
POVERTY and SOCIAL Central middle- Developmentdamonr

A zerbaijan A sila Income

Po pu1tkn rnki-year (m.....115 9-1 405 2,452 Lire eX PEtanuy
G\ percapda (A .>arsaet.'oy, US: 5 330 7272 5 884
G \( .3ef.io. US5 D3.0 s) 48-3 2947 14 429

A verage annual growtU. 2004-10

P o pulatio n t) 14 03 07
Labororee(%4) 23 13 12 GN Gross

per pmfriary
Most recent estimate (latest year avallable. 2004-10] capla enrokient

Poverlt.1% o70.30 at.jo.be1..a2.X.93.170poreftvMe> 13e
..rtanpopubtk:n %cta.popu.lat..; 52 64 57
L 'eexpectanc-atbrth inars) 71 71 73
n'ant rno ta| Kper 03.l Web.t.'195· 39 19 17
Ch4:1rahiutrtkon Nac.1.4e.9 .anoery 8 2 3 Access totproved water source
Accessto anknprovedwatersource 171pöopu.at.an? 80 96 93
Lecrau,,,1IpöpoJöat.age : 1•f 100 98 93
Gross prrnar enrolnent (%Io1.sc.'i'age popuat.VO.; 94 98 111 Azerbjm

Wl a- 94 99 111 - per-m3oA-mcme gmp
-ern a 93 98 111

KEY ECONOMIC RA TIOS and LONG-TERM TRENDS

1550 20100 200 5 2010 Economeratior
GDP (USa bMJJkIS> 89 53 443 518

Grosscapal'ornationIGDP 263 20-7 189 17-1
Expo 1ts o' go o ds and se IcesIGDP 439 390 516 551 de
Grossdo mestsaihs.'GDP 312 213 482 519
GrOss nationalsaVngS.GDP - 173 419 462 T
Current acco unt baance.'GDP - -32 23< 290
Interest paynents.'GDP - 01 a2 0,2 svIes laial
Totaldebt.G3P - 263 102
Totaldebt seruielexports - 5 07 07
Presentuale o'debt.'GDP 76
Present vale or debtlexpo ds - - - 7.1

indebtedness
1990-00 2000-10 2009 2010 2010-14

(eragea. .a. goM?}
GOP -63 17-1 93 60 29 zexba.)a.
GDP per capt a -74 157 7-1 3« 17 gpe glcwp
Exporso'goodsandsenies 134 223 8-1 242 3A

STRUCTURE otthe ECONOMY
1950 2000 20095 2010 Growth ofTeapitu and GOP (%

(% c GDP)
A ri ure 290 17.1 6-6 62
ndustt 329 453 611 647 20

Manulacu tlb 193 56 69 56
Sertes 38-1 37-5 323 29-6 n fl 07 f 0e 0

-20

Mouseboni r1ialconsuimption expendlure 512 692 379 369
Genefaov1mt lalconsunption expenditure 176 9-5 13 113
n po rts 0 ogo o dE and selices 392 38A 223 20A

15590-00 2000-10 2005 2010 Growt01zpoKIIanlITPOrtl{%I

Aqrbku:ture -17 47 33 -20
ndustrP -2.1 224 10< 44

m anu'actur1- -1537 83 -126 68
Serees -16 14-5 98 76 a
-ousehcl'Ialconusurnption expendture 06 131 64 -153 .a 00 OM UT 008

Generalgo kt'ialconsurnption expendture 74 224 57 -96
Grasscapral'ornatbn 417 139 -90 43 L; ... r

rnpotsogoodsandserIces 153 17.1 -53 13

Note -2010 data are prelhiay estbates
This tabe was produced' ron the Deuelpnent Econonks L!-E database

The dmoands s.how -lrkey ndk:atoFs b the counitr; ki boiWCaCmrpared with V-s ncaie]Paup average -,dataare mi-.ss.knq thie dmand witt

47



Azerbayan

PRICES and GOVERNMENT FINANCE

L?umstic fiies , 1990 2000 2009 ' 2010 nflatio(%)

0- ~40-
Consumer prices .. 1.8 1.4 5.7 ,
Implicit GDP deflator .. 12.5 -18.8 13.6

1e 0J5DEl 06'nt 07 Ce 09 10

Current revenue .. 19.4 40.4 45.8
Current budget balance .. 2.4 19.3 26.6
Overall surplusfdeficit .. 1.3 6.6 13.7 enednrc -- cm

TRADE
r 1990 2000 2003 r 2010 Exportand iprt evesUS$ mil

Total exports (Fob) .. 1,858 21,097 26,476 zq000
Crude oil .. 1,120 17,942 22,268 -
Petroleum products .. 460 1,1986 1,572
Manufactures .. 174 880 1,134

Total imports (cif) .. 1,539 6,514 6,746
Food .. 222 827 1,050 1Q000
Fuel and energy .. 147 700 838
Capital goods .. 463 3.227 2.854 o

04 CS CE 07 OE 10
Export price index .2'1eW?t
Import price index l.28t?r.tt?t .. .. .. .. DFx.ftn mr..

Terms of trade 4.1t ? .. .. .. ..

BALANCE of PAYMENTS
p 1990 2000 2003 ' 2010 Currentaccourt balancetoGDP(%)

Exports of goods and services .. 2,118 22,847 28,541 40
Imports of goods and services .. 2,024 9,903 10,543
Resource balance .. 95 12,944 17,998 C0

Net income .. -335 -3,519 -3,467
Net current transfers .. 73 722 509 es co 07 C o9 10

Current account balance .. -168 10,173 15,040 -20

Financing items (net] .. 442 -7.487 -4.579 40-
Changes in net reserves .. -274 -2.691 -10.461

Afemc.
Reserves including gold flg$m:.o:s/ .. 680 20.062 28.174
Conversion rate ,LDER .bo4.8GSt 3.31E-5 0.8 0.8 0.8

EXTERNAL DEBT and RESOURCE FLOWS
F' 1990 2000 2003 ' 2010 Conrpositionof2010debt(US$miIL)

Total debt outstanding and disbursed .. 1,384 4,531 6,874
IBRD .. 0 183 300
IDA .. 216 739 763 75

Total debt service .. 130 347 410
IBRD .. 0 5 4
IDA .. 2 14 15

Composition of net resource flows
Official grants 0 50 94 84
Official creditors .. 200 317 458
Private creditors .. 84 308 2,021
Foreign direct investment (net inflows] .. 130 473 563
Portfolio equity (net inflows] 0 0 0 1

World Bank program
Commitments .. 42 678 242
Disbursements .. 27 166 147
Principal repayments .. 0 9 10
Net flows .. 27 158 137
Interest payments .. 2 10 10
Net transfers .. 26 147 127

Note: This table was produced from the Development Economics LDB database. 3f29f12
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Annex B2

Selected Indicators* of Bank Portfolio Performance and Management

Indicator 2010 2011 2012 2013
Portfolio Assessment
Number of Projects Under Implementation a 19 19 16 17
Average Implementation Period (years) b 3.5 3.7 3.9 4.3
Percent of Problem Projects by Numbera 15.8 15.8 31.3 25.0
Percent of Problem Projects by Amount a, c 22.4 21.6 43.2 48.0
Percent of Projects at Risk by Number a, d 15.8 15.8 31.3 25.0
Percent of Projects at Risk by Amount a, d 22.4 21.6 43.2 48.0
Disbursement Ratio (%) e 9.8 8.6 14.2 20.1
Portfolio Management
CPPR during the year (yes/no) Yes Yes Yes Yes
Supervision Resources (total kUS$) 3,177 2,625 2,163 1,318
Average Supervision (kUS$/project) 127 119 98 69

Last Five
Memorandum Item Since FY 80 FYs
Proj Eval by OED by Number 25 8
Proj Eval by OED by Amt (US$ millions) 677.7 185.4
% of OED Projects Rated U or HU by Number 24.0 12.5
% of OED Projects Rated U or HU by Amt 18.7 0.1

a. As shown in the Annual Report on Portfolio Performance (except for current FY).
b. Average age of projects in the Bank's country portfolio.
c. Percent of projects rated U or HU on development objectives (DO) and/or implementation progress (IP).
d. As defined under the Portfolio Improvement Program.
e. Ratio of disbursements during the year to the undisbursed balance of the Bank's portfolio at the

beginning of the year: Investment projects only.
* All indicators are for projects active in the Portfolio, with the exception of Disbursement Ratio,

which includes all active projects as well as projects which exited during the fiscal year.
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Annex B3

CAS Annex B3 - IBRD/IDA Program Summary Azerbaijan

Proposed IBRD/IDA Base-Case Lending
Program a

Fiscal Proj ID US$(M) Strategic Rewards Implementation b
year b (HIMIL) Risks (HIMIL)

2013 Integr Solid Waste Mgmt Proj - AF 47.0 H M
Second Rural Investment Project (AZRIP) 30.0 H M
Result 77.0

2014 Agriculture Competitiveness Project 35.0 M M
Health Sector Reform - AF 30.0 M M
Judicial Modernization 50.0 H M
National Water Supply and Sanitation -AF 50.0 M M
Second National Water Supply & Sanitation-AF 40.0 M M
Result 205.0

Overall Result 282.0
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Annex B3

Azerbaijan: IFC Investment Operations Program

2010 2011 2012 2013*

Original Commitments (US$m)
IFC and Participants 29.82 40.19 8.09 30.00
IFC's Own Accounts only 29.82 40.19 8.09 30.00

Original Commitments by Sector (%)- IFC Accounts only
FINANCE & INSURANCE 100 100 100 100
Total 100 100 100 100

Original Commitments by Investment Instrument (%) - IFC Accounts only
Equity 7.93 3.71
Guarantee 32.93 32.35 100 46.29
Loan 67.07 59.71 50
Total 100 99.99 100 100

* Data as of March 01,2013
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Annex B4

CAS Annex B4 - Summary of Nonlending Services -

Cost
Product Completion FY (US$000) Audience' Objectiveb

Recent completions
Analysis of Environmental Investment Priorities FY11 342 Government Knowledge generation
Crisis Impact on IDPs FY11 197 Government Knowledge generation
Programmatic Poverty Assessment FY11 396 Government Knowledge generation
Financial Sector Monitoring FY11 287 Government Problem-solving
Transport Portfolio Fiduciary Review FY11 83 Government Knowledge generation
Improving Sustainability of Road Mgmt FY11 189 Government Problem-solving

Public
High Level Policy Forum FY12 125 Government debate
National Solid Waste Strategy FY12 130 Government Problem-solving
PPIAF: Solid Waste Mng & Private Sector
Participation FY12 72 Government Problem-solving
Integ Fiduciary HD Projects Portfolio Review FY12 70 Government Knowledge generation
Financial Sector Monitoring FY12 337 Government Knowledge generation
Labor and Social Inclusion (Prog Poverty
Assessment) FY12 382 Government Knowledge generation

Underway
Public

Programmatic PER FY13 603 Government debate
Regional Fostering Entrepreneurship Study (in the Public Public
Southern Caucasus) FY13 239 dissemination debate
Financial Sector Monitoring FY13 185 Government Problem-solving

Public Public
Social Dimensions of Climate Change FY13 272 dissemination debate

Planned
Economic Diversification Study FY14 0 Government Problem-solving

Problem-solving,
Pension Technical Assistance FY14 195 Government Knowledge generation
Programmatic Poverty Assessment FY14 174 Government Knowledge generation
Azerbaijan JERP Support FY15 0 Government Problem-solving

a. Government, donor, Bank, public dissemination.
b. Knowledge generation, public debate, problem-solving.
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Annex B6

Update from Azerbaijan - Key Economic Indicators

Actual Est6ute Projce
Indicator '2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

National accounts (as % of GDP)

Gross domestic product' 100 100 100 100 100 100 100 100 100

Agriculture 7 6 6 6 5 5 5 6 6

Industry 66 66 56 60 63 59 57 55 54

Services 27 29 38 35 32 36 38 39 41

Total Consumption 39 39 52 47 52 53 56 59 62
Gross domestic fixed investment 22 19 19 19 15 25 25 25 24

Government investment 10 12 12 11 11 14 15 15 13

Private investment 12 6 7 8 4 11 10 10 11

Exports (GNFS)b 68 66 52 54 57 50 47 46 44

Imports (GNFS) 29 23 22 20 24 28 28 29 31

Gross donestic savings 61 61 48 53 48 47 44 41 38

Gross national savings' 49 52 42 47 39 40 39 37 35

Memorandum items

Gross donestic product 33050 48852 44297 52909 64781 68731 70648 75383 79197

(US$ million at current prices)

NI per capita (US, Atlas method) 16037 23234 33925 42913 48622 46101 53993 61628 64182

Real annual growth rates (%, calculated from 07 prices)

Gross domestic product at market prices 49.1 46.8 49.2 -8.5 21.1 2.2 4.8 4.8 2.9
Gross Domestic Itcone 17256338903.5 23513929517.6 30380204314.4 26076036894.5 27851882509.3 32397672200.3 33734922900.2 34119627142.4 34342009373.5

Real annual per capita growth rates (%, calculated from07 prices)

Gross donestic product at market prices 47.3 44.9 47.3 -9.1 20.1 7.8 5.4 6.8 5.2
Total consumption 13.3 9.2 12.8 -5.9 0.5 33.2 4.0 7.7 8.3
Private consumption 37.5 14.3 18.9 5.5 -14.5 13.4 0.8 3.1 2.2

Balance of Payments (US$)

Exports (GNFS)b 6,51914,135 7,474,258,194 8,772,465,071 9,332,947,483 7,935,641,522 36,914,879,000 33,417,651,149 34,764,567,059 35,233,689,900
MerchandiseFOB 5,269,340,000 6,045,020,000 7,574,680,000 6,513,880,000 6,745,600,000 32,634,038,000 29,895,001,346 30,712,401,073 30,583,098,480

Imports (GNFS) 13,954,470,000 22,516,840,000 32,133,200,000 22,873,087,000 28,540,956,000 17,622,071,000 19,917,296,682 22,104,406,017 24,336,193,641

Merchandise FOB 8,132,590,000 9,423,600,000 11,464,140,000 9,871,580,000 10,543,420,000 10,417,471,000 11,989,664,056 13,246,169,474 14,224,899,386
Resource balance -7,435,55,865 -15,042,581,806 -23,360,734,929 -13,540,139,517 -20,605,314,478 19,92,808,000 13,500,354,467 12,660,161,042 10,897,496,259
Net current transfers 13,518,801,000 22,180,080,000 31,585,271,000 21,773,304,000 673,343,000 49,995,000 710,000,000 910,000,000 910,000,000
Current account balance 62,065,000 94,251,000 51,479,000 45,186,000 38,876,000 14,916,311,000 9,590,374,720 8,935,482,622 7,462,782,200

Net private foreign direct investaent -5,102,721,000 -545,007,000 146,214,000 329,150,000 912,582,000 810,407,000 -2,014,017,319 -1,407,907,695 -1,151,583,589
Long-termloans (net) -1,289,470,000 -5,034,520,000 -540,824,000 147,181,000 331,155,000 1,255,860,578 938,564,910 1,042,140,578 1,386,676,322

Official 138,551,089 183,808,097 113,934,117 249,498,133 155,53,135 120,048,138 402,788,152 528,695,161 561,602,167
Private -1,428,021,089 -5,218,328,097 -654,758,117 -102,317,133 175,901,865 1,135,812,440 535,776,757 513,453,417 825,074,155

Other capital (net, incl. errors & ommissions) 5,915,296,000 5,037,954,000 -269,287,000 -1,198,478,000 11,073,607,000 -12,026,968,578 -2,824,991,962 -2,453,822,675 -2,505,968,297

Change in reserveSd 414,830,000 447,322,000 612,418,000 676,961,000 -12,356,220,000 -4,955,610,000 -5,689,930,349 -6,115,900,829 -5,191,906,637

Memorandum items

Resource balance (0% ofGDP) -22.5 -30.8 -527 -25.6 -31.8 28.1 19.1 16.8 13.8
al annual growth rates (YRO7 prices)

Merchandise exports (FOB) 21.1 14.7 25.3 -14.0 3.6 52.5 2.8 9.2 6.6

Prinmny -5.5 4.0 4.0 -2.6 0.5 0.1 0.5 0.5 0.5
Manufactures 34.1 50.6 6.7 6.6 25.4 -2.0 2.9 3.9 2.3

Merchandise imports (CIF) -23.2 41.0 -1.3 12.9 22.5 18.0 14.0 14.0 14.0
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Annex B6

Azerbaijan - Key Economic Indicators
(Continued)

Actual Bowume Proted
Indicator F2OG6 1 2047 1 2WS 20(9 1 2010 1 2011 '2012 2013 2014 F 2015
Indicator

Public finance (as % of GDP at market prices

Current revenues 28.2 48.4 40.4 45.8 45.4 40.5 36.6 37.2 36.4
Current expenditures 15.6 16.6 21.0 20.3 18.8 24.1 27.2 23.6 25.2
Current account surplus (+) or deficit(-) 12.6 31.8 19.3 25.5 26.6 16.3 9.4 13.7 11.2
Capital expenditure 10.3 12.9 12.7 11.8 15.5 14.6 16,0 18.4 16.7
Foreign financing

Monetary indicators

M2/GDP 20.8 21.2 23.8 24.8 27.2 31.1 28.6 28.6 27.8
GrowthofM2(%) 71.4 44.0 -0.3 24.3 32.1 20.7 -3.5 7.2 2.7
Private sector credit growth/ 95.9 55.6 18.4 14.4 20.7 32.1 22.2 26.6 22.8
total credit growth (%)

rice indices(YR07 =100)
Merchandise export price index 65.3 97.6 112.1 130.0 156.1 119.2 121.6 119.0 117.2
Merchandise impor price index 2742.8 3178.4 4630.2 2828.3 2897.4 3110.9 2748,7 2423.6 2106.3
Merchandise terms oftrade index 2.4 3.1 2.4 4.6 5.4 3.8 4.4 4.9 5.6

Realexchangerate((US$/IJ)
t  117.4 142.5 162.5 164.3 168.4 170.1 156.8 152.6 147.0

Real interest rates

Consumerprice index (%change) 16.6 20.9 1.5 5.7 7.8 1.1 3.3 4.2 5.0
GDP deflator (% change) 21.0 3.3 0.1 2.3 2.6

a. GDPat

b. "GNFS" denotes "goods and nonfactor services."

c. Includes net unrequited transfers excluding official capital grants.

d. Includes use of IMF resourees.

e. Consolidated central government.

f "LCU" denotes "local currency units." An increase in US$/LCUdenotes appreciation.

54



Annex B7

Azerbaijan - Key Exposure Indicators

Actual Estimated Projeted

-Idicator "2006 2007 r 2008 F 2009 2 -010 21011 2 -012 2013 1 2014 1 2015

Totaldebt outstanding 0 0 0 0 0 0 0 0 0

disbursed (IDO) (US$m)a

Net disbursements (US! 151 -7 52 181 247 228 408 652 540

Total debt service (TDS 14897 24037 34144 24606 30554 38772 39960 40537 40926

(US$m)a

Debt and debt service indicators

(%)

TDO/XGSb 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
TDO/GDP .. .. .. .. .. ..

TDS/XGS 71,0 72.7 70.1 55.4 58.0 61.1 60.0 58.3 55.2
Concessional/TDO 603739356.3 2494158776.4 9435542607.4 24848877805.5 38938102504.9 66145319967,9 119887644188.8 172132653710.5 222236148355.4

IBRD exposure indicators (%)
fBRD DS/public DS 22204.2 14146.0 10183.6 6613.5 7827.8 53791 1227.7 1121.3 693.5
Preferred creditor DS/] 10525.3 11484.6 7875.3 5030.8 6498.9 4607.6 1036.2 1002.7 628.8

DS (%)
IBRDDS/XGS 1.2 0.6 0.6 0.8 0.9 0.7 1.0 1.3 1.1

IBRD TDO (US$m)d 583 660 698 739 744 800 844 875 894

Of which present value of

guarantees (US$m)

Share of IBRD portfol 869606614 774560488 968112061 782202708 748708962 718440998 448972924 395655177 310970471

IDA TDO (US$m) 2 1 1 0 0 0 0 0 0

IFC (USSm)
Loans

Equity and quasi-equity /c

MIGA
MIGA guarantees (US$m)

a. Includes public and publicly guaranteed debt, private nonguaranteed, use of IMF credits and net short-

term capital.
b. "XGS" denotes exports of goods and services, including workers'remittances.

c. Preferred creditors are defined as IBRD, IDA, the regional multilateral development banks, the IMF, and the
Bank for International Settlements.

d. Includes present value of guarantees.

e. Includes equity and quasi-equity types ofboth loan and equity instruments.
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Annex B8 IFC

B8 (IFC) for Azerbaijan

Azerbaijan
Committed and Disbursed Outstanding Investment Portfolio

As of 2/28/2013
(In USD Millions)

Committed Disbursed Outstanding

**Quasi Partici **Quasi Partici
FY AprovaI Comanv Loan Eguit Eguit *GT/RM nt Loan Eguit Egqui *GT/RM nt

0 A&da holding 0 0.03 0 0 0 0 0.02 0 0 0
7/7/2002/08/09/13 Accessbank 26.36 4.41 0 0 0 22.56 4.37 0 0 0
2007 Ada-ticaret 10.91 0 5.97 0 0 10.91 0 5.97 0 0
2007 Azel 1.08 0 0.88 0 0 1.08 0 0.88 0 0
8/9/2006/11/13 Azerigazbank 0 5.27 5 0 0 0 5.27 5 0 0
2008 Credagro 0.65 0 4 0 0 0.65 0 4 0 0
2009 Demirbank aze 1.75 0 0 0 0 1.75 0 0 0 0
2011 Finca azerbaijan 5.86 0 0 0 0 5.86 0 0 0 0
2010 Respublika 9.87 0 0 0 0 9.87 0 0 0 0
2011 Turan bank 7 0 0 0 0 7 0 0 0 0
2008/11 Unibank 11.5 0 0 0 0 11.5 0 0 0 0

Total Portfolio: 74.98 9.71 15.85 0 0 71.18 9.66 15.85 0 0

* Denotes Guarantee and Risk Management Products.
** Quasi Equity includes both loan and equity types.
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Annex B8

IBRDIIDA*
Total Disbursed (Active) 952.23

of which has been 13.74

Total Disbursed (Closed) 464.14

of which has been 69.14

Total Disbursed (Active + 1,416.37

of which has been 82.89

Total Undisbursed (Activ( 1,273.79

Total Undisbursed (Close 0.00
Total Undisbursed (Active 1,273.79

Active Projects
Last PSR

Supervision Rating Original Amount in US$ Millions

Project ID Project Name Development Implementation Fiscal Year IBRD IDA GRANT Cancel. Undish.
Obiectives Progress

P110679 ARP II-INTEGRATD SOLID WASTE MGT MS MS 2008 29.5 10.3
P120321 AZ Capital Markets Modernization S S 2011 12 10.0
P118023 AZ HIGHWAY 3 MU U 2010 171.6 70 231.7
P099924 CAPSAP MS MS 2008 11 6.8
P102117 EDUC SECT DEVT 2 MS MS 2008 25 9.2
P094220 HEALTH SECTR REFORM MS S 2006 50 9.5
P094488 HIGHWAY 2 MS MS 2006 613 62 165.7
P122943 IDP LS&L MS MS 2012 50 43.3
P099201 JUDICIAL MOD MS MS 2006 24.2 30.8 18.6
PO96213 NATL WATER SUPPLY & SAN MU MU 2007 230 22.4 150.8

P109961 NATL WATER SUPPLY & SAN II MU MU 2008 230 30 120.8
P115396 PUB INVST CAP BLDG MS MS 2009 8 2.0
P083108 RAIL TRADE & TRNSPT FACIL MU MS 2008 450 382.3
P100582 REAL ESTATE REG. MS S 2007 30 17.5
P122944 RURAL INVSMT (AZRIP) 2 S S 2013 30 26.3
P105116 SOCIAL PROT DEV MU MU 2008 26.7 5.9 6.7
P107617 WUAP MS MS 2011 3.2 76.8 62.2
Overall Result 1873.5 390.3 28.3 1273.8
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