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Non-oil sectors have become drivers of growth

General Information

GDP USD67.2 hillion (World ranking 67, World Bank 2012)
Population 9.3 million (World ranking 91, World Bank 2012) "
Form of state Republic
Head of government Ilham ALIYEV
Next elections October 2013, presidential
Strengths Weaknesses
B Ample natural resources in the hydrocarbon ® High regional political instability
sector B Relatively poor regional relations, including in particular
B OQverall sound fiscal position the continued conflict with Armenia over the Nagorno
B Very high annual current account surpluses Karabakh enclave
since 2006 B Authoritarian political regime
B Very favourable external liquidity and debt B Weak government effectiveness and slow progress of
positions structural reforms
B Generally (too) loose monetary and fiscal policies
B Dependence on hydrocarbon sector creates
considerable external vulnerability
B Significant corruption and weak protection of property
rights
B Weak banking system
Country Rating Risk Dimensions
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Economic Structure

GDP breakdown (% of total, 2011) Trade structure (% of total, 2011)
13% 6% Exports Rank Imports
7% Italy 34% 1 17% Russian Federation
\ France 14% 2 16% Turkey
8% United States 8% 3 9% Germany
- ( Germany 5% 4 7% China
Indonesia 5% 5 6% United Kingdom
5%
) ) ) Exports (% of total) Rank Imports (% of total)
= Agriculture, hunting, forestry, fishing Petroleum, patroleum products
A gt ’ 0, 0, i
= Mining, Uuh-tues S i 93% 1 10% Other transport equipment
= Manuiaciufing Gas, natural and manufactured 2% 2 9% Iron and steel
= Construction f : f
. Other industrial machinery and
= Wholesale, retail trade, restaurants and hotels Vegetables and fruits 1% 3 9% ryparts
Transport, ‘slorage and communication Sugar, sugar preparations and 1% 4 8% Specialised machinery
Other Services honey
Iron and steel 1% 5 7% Road vehicles
Sources: UN, UnctadStat, IHS Global Insight, Euler Hermes
Economic Forecast
2009 2010 2011 2012 2013f 2014f
GDP growth (% change) 9.3 5.0 0.1 2.2 5.0 5.2
Inflation (%, end-year) 0.7 7.9 5.6 -0.3 5.4 5.1
Fiscal balance (% of GDP) 6.6 14.0 11.3 3.1 27 4.4
Public debt (% of GDP) 11.8 11.1 10.1 11.6 13.9 13.4
Current account (% of GDP) 23.0 28.4 26.0 22.6 13.0 17.0
External debt (% of GDP) 10.8 13.6 12.8 13.5 13.3 13.2
Source: IHS Global Insight, national sources, Euler Hermes
Economic Overview
Azerbaijan is classified as an upper middle income GDP growth (% yly, 4 qtrs cumulated)
economy by the World Bank, with an estimated GNI per 369% -
capita of USD6,050 in 2012. With ample natural > )
resources in the hydrocarbon sector, the economy is 33%  e=Azerbaijan
highly dependent on mineral products—which account 30%  ——World
for about 45% of GDP, 70% of fiscal revenue and 95% 27% Em«?rgmg Markets
of merchandise exports—and on one single company, 24% CIS: Commonwealt| ppndent States
the Azerbaijan International Operating Company, which 21% -
exports around 90% of total crude oil. This makes the
18% -
country very vulnerable to external shocks. Industry .
contributes about 64% to GDP while agriculture, still the 15%
largest employer of the country, contributes just 6%. 12%
Services account for the remaining 30%. 9% -
0,
Owing to rapidly increased oil production since 1997, 60/°
real GDP grew by an average annual +13.4% in 1997- 3%
2010. Since 2011, however, oil output has declined as a 0% T T '
result of aging oil fields and limited investment in the oil -3%
industry. But thanks to accelerating activity in non-oil 6%
sectors, the economy avoided contraction, expanding 9%
picked up further to +5% y/y in H1 2013, with non-oil
GDP increasing by +10.9% yly. On the supply side, Sources: IHS Global Insight, Euler Hermes

industrial output shifted back to growth of +0.3% yl/y in
H1 after declining by -1.9% in full year 2012. Agricul-
tural output grew by +4.9% yly in H1 (+3.7% in 2012)
and services by +7.5% yly (+9.9% in 2012). EH expects
full year growth of about +5% in both 2013 and 2014.

Monetary and fiscal policy have been generally loose
over the past decade. As a result, inflation has been
mostly elevated and highly volatile. It moderated,
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Economic Overview (continued)

however, in the wake of the recent economic slow-
down and shifted to slight deflation in H2 2012. As the
economy has picked up again in 2013, inflation is
forecast to accelerate to an average 5% in 2013-2014.

The central bank continues to aim at maintaining the
de-facto peg of the manat (AZM) to the USD at close
to 0.8AZM/1USD. The peg is intended to hold back
upward pressure on the exchange rate stemming from
strong foreign exchange inflows, as nominal apprecia-
tion could involve further unwanted real appreciation
which would increase the risk of the so-called Dutch
Disease phenomenon—where currency appreciation in
real terms, boosted by high commodity receipts, harms
all other economic sectors. At end-2012, the manat
was estimated to be 5% overvalued in real effective
terms as compared to the average of the past five
years, significantly down from 20% in early 2011 and
almost 40% in early 2009.

Despite generally loose fiscal policy, Azerbaijan's
overall fiscal position is sound thanks to substantial
direct state revenues from selling oil in the past 15
years. These revenues have been channelled into the
State Oil Fund of Azerbaijan (SOFAZ), which accumu-
lates all of the funds and transfers only portions to the
state budget. Assets in the SOFAZ stood at
USD34.3bn in March 2013, while total public debt is
low at about USD6.3bn or 12% of GDP (end-2012
estimate). The overall fiscal account has been in sur-
plus since 2004. However, if the government pushes
through with currently planned investment spending,
the fiscal account is likely to record deficits in 2013-
2014, though this will be unproblematic thanks to the
strong fiscal reserves.

Also thanks to the substantial oil revenues over the
past 15 years, Azerbaijan has achieved exceptionally
sound external liquidity and debt positions. The current
account surplus is forecast at around 15% of GDP in
2013-2014. Official foreign exchange reserves stood at
almost USD13bn in May 2013, covering eight months
of expected imports or six times all external debt
repayments falling due in the next 12 months. Gross
external debt is also very low, accounting for around
13.5% of GDP or 23% of exports.

However, despite the sound external macro-economic
fundamentals, risks remain on the micro-economic
level. For example, Azerbaijani companies were not
immune to the impact of the 2008-2009 global crisis
when a number of state-owned enterprises and banks
faced difficulties refinancing short-term foreign liabili-
ties, which caused a liquidity shortage in the banking
system and an abrupt decline in credit growth. The
largest bank, International Bank of Azerbaijan is in
need of restructuring and got state support in 2012
(0.5% of GDP).
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These assessments are, as always, subject to the disclaimer provided below.

This material is published by Euler Hermes SA, a Company of Allianz, for information purposes only and should not be regarded as providing any
specific advice. Recipients should make their own independent evaluation of this information and no action should be taken, solely relying on it.
This material should not be reproduced or disclosed without our consent. It is not intended for distribution in any jurisdiction in which this would be
prohibited. Whilst this information is believed to be reliable, it has not been independently verified by Euler Hermes and Euler Hermes makes no
representation or warranty (express or implied) of any kind, as regards the accuracy or completeness of this information, nor does it accept any
responsibility or liability for any loss or damage arising in any way from any use made of or reliance placed on, this information. Unless otherwise
stated, any views, forecasts, or estimates are solely those of the Euler Hermes Economics Department, as of this date and are subject to change
without notice. Euler Hermes SA is authorised and regulated by the Financial Markets Authority of France.
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