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Chapter 1   National  organizational  structure
Collapse of the USSR accompanied by a crash of traditionally  established inter-republican, inter-branch and inter-production relationships as well as crash of commodities trade exchange, inter-bank connections and other intra-union connections very negatively influenced social and economic situation. This process has been further aggravated by unstable social and political situation, Armenian aggression and occupation of 20% of the territory of the country, which accounted for production of 15% of GDP, huge number of refugees (more than 1 million) from occupied territory of the Nagorny Karabakh and from Armenia. All this  caused deep economic crisis, resulting in steadfast and multiple , if compared to the year 1989, reduction in the GDP volume and other social and economic indexes. 

Under such conditions declared was a plan for restructuring and transition of the economy to market rails , implementation of which at the  initial stage (1991 - 1994)  has failed due to the following main reasons:

· Impact and consequences of the Armenian aggression against Azerbaijan

· Loss by the state authorities of the functions of control and regulation of political and social & economic processes.
· Unjustified rejection of combination of administrative methods and indicative management methods
· high degree of the dependence of enterprises of the republic on import of raw materials, machines , equipment, components and parts
· low competitiveness  of goods and services of local origin at foreign and local markets under conditions of the prices  and foreign economic activity liberalization.
· collapse of the traditional  economic relationships with countries - members of the former Council for Mutual Economic Assistance  and countries - members of the former USSR.
· state support to non-competitive  enterprises and lack of bankruptcy mechanism
· continuation of the state monopoly on property (privatization started only in the middle of 1996)
· preservation and even increase of the level of the social benefits without due account for real potential of the country
Azerbaijan currently experiences the period of difficult transition from centralized to market economy and at the same time tries to secure stable and regular development of the country under such conditions. By the end of 1993 total volume of production was equal only to half of the level achieved in 1989. According to data of the IMF for the period of 1990 - 1994 total annual drop in the real GDP of the country  reached 61 % .

Total volume of industrial production has decreased by more than 50% and the volume of production in oil, chemical and machine building industry has decreased by 40% to 80%. The estimations made in 1995 showed that industrial sector production shrank by 25%. In the period between 1991 and 1995 real GDP decreased by 60 % and annual  inflation rate in 1994 reached 1600 %.    By the year 1996 the poverty level has increased to 60 % of which 20 % of people were living well  below poverty line.

In 1995 adopted was the Program of comprehensive macro-economic stabilization, supported by the IMF. This was beginning of serious structural transformations initiated in 1996.

In the process of development and transition the country faces on its road to progress a number of problems such as (i) deep structural reforms) (ii) rational utilization of oil resources (iii) support to private, non-oil sector. Development of non-oil sector is necessary for securing comprehensive development of economy and reduction of poverty.

1 Progress during the transition period

a Micro-economic stabilization
The program of micro-economic stabilization includes two integrated components such as: strict fiscal and monetary policy. Fiscal policy is directed at reduction of budget deficit, mainly by reduction of expenses and by improvement of the general level of finance management. All necessary measures adopted for this purpose, including constant reduction of expenses, especially relating to direct subsidies, and improvement f income collection by (i) reorganization of the management of the State Customs Committee (ii) cancellation of some tax benefits, in particular in the public sector, (iii) cancellation of the current accounts for improvement of tax collection.
From the monetary point of view, the task is to reduce inflation and stabilization of the manat exchange rate. Carried out were a number of measures aimed at strengthening of the authorities possessing financial resources and commercial banks. These measures include: (i) independence of the National Bank in adoption decisions (ii) handing over management of the international resources from the Government to the National Bank and (iii) imposition on big state banks of the obligation to keep to requirements relating to their  reserves .

Since 1996 the National Bank of Azerbaijan has undertaken  a number of measures aimed at strengthening of the control and expansion of its authority  in development of the policy of the bank which proved to be right approach during the financial crisis in Russia.

The GDP volume after the year 1980 has grown by 1.3 %. Inflation decreased by 20% comparing to 400% observed in the previous year. Budget deficit has been reduced from 4.9 % of the GDP in 1995 down to 3% of the GDP in 1996.

Administrative and political organization

Azerbaijan got its new independence in 1991 (Azerbaijan was independent in 1918 -1920). The system of state governance is based on legislative, executive and judicial systems . New Constitution was adopted in November 1995. President is elected for 5 years. Legislative body - Milli Mejlis has 125 deputies who are elected every 5 years. There are more than 50 political parties in Azerbaijan.  In accordance with the Constitution judicial power is in hands of the Constitutional, Supreme and High 

Economic courts. The Republic of Azerbaijan includes one autonomous republic - Nakhichevan Autonomous Republic which is divided into 6 districts - Babek, Sadarak, Julfa, Ordubad, Shakhbuz and Sharur Districts. Azerbaijan is divided into 65 districts and 11 towns.

After independence, during the period from August 1991 till presidential elections in 1993 there was prevailing a political instability in Azerbaijan. At the present time, solution of the Nagorny Karabakh problem is a dominant aspect of the policy of the country.

Structure of the economy 

During the USSR times Azerbaijan was a country with relatively diversified economy, developed industry and agriculture. In 1999 the GDP volume reached about US$ 500 per capita of population (according to current market prices).

To-day the oil, gas and associated with them industries become basic sector of economy, making up more than 25 % of the GDP. Due to development of new oil fields their importance will grow up. Production volumes in some sectors of production and in agriculture (grain, cotton, grapes) has considerably decreased.

Structural Reforms

The reforms carried out in 1995 dealt mainly with liberalization of the prices and trade, which included cancellation of the system of the state regulation, import and export quotas  and licensing requirements. In addition to it, majority of budget subsidies were reduced. Currency and payment systems were also liberalized through cancellation of the requirements  for differentiation of the purchase of hard currency resources which led to unification of the exchange rate. Two-tiers bank system was also proposed and measures were taken for establishment of regulatory facilities for commercial banking sector.

Adoption in 1997 of the Law on Land in agriculture enabled the start of the fundamental agrarian reforms, which made it possible to privatize the land. All taxes in agriculture were integrated into one land tax, which simplified and reduced taxation. The next problem to be solved by the Government is increase of the productivity and improvement of life ability of the privatized agrarian sector.

In financial sector adopted in 1996 were not only principal legal and regulatory reforms but also a program for restructuring of the big state banks. In addition to it, for consolidation of the banking sector, formerly divided into small and ineffective  private banks, a decision was taken to increase the minimum  size of the charter capital of banks. This process will be continued in 2001 as well.

Judicial and court system
New Constitution adopted in 1995 confirmed the fundamentals of the unitary, civilian  and democratic  state, based on respect for the laws and principle of power division between legislative, executive and judicial branches of power. A number of laws providing legal  protection of the foreign investors. In addition to it, in the year 1997 adopted was a law on “Courts and Judges” and in 1998 issued was a Decree of the President on establishment of independent judicial system.

Transport and telecommunications
Adopted in 1998 was a Decree on establishment of the Ministry of Transport, which should be fully responsible for planning and control over road system, air and water transport. Establishment of the Ministry of Transport should be completed in 2001. The Ministry of Communication plans to continue privatization in its sector. Further reforms are needed for (i) improvement of legal structure governing possession, funding, operation and maintenance of the infrastructure, including support for private sector involvement both as an owner and a sub-contractor, (ii) development of financial accounting, auditing and revision facilities for further expansion of the management and regulatory potentials and (iii)  for provision of the possibilities for infrastructure expansion, its servicing and planning as well as, in particular,  for improvement of safety, reduction of negative impact on environment and assessment of the services provided.

1 Energy (energy supply) and gas
So far the Government is the owner of the public  companies. It issued an order for the public companies, managing this sector, to focus their activity on collection of debts, full enforcement of the bankruptcy law and speeding up repayment of so far unpaid debts. Prices for municipal utilities services approach reasonable levels. A process of meters installment and cancellation of many benefits relating to the municipal services fees are being abolished. However, a general structure for energy sector management should be established.

2.
Social sector

A considerable decentralization of expenses and management took place in the field of education and the strategy for implementation of reform has been developed as well. Similar strategy has been developed for public health sector. Implemented also were some measures rehabilitation and improvement of the social protection system.

Development of private sector

With beginning of the transition period there were two sources of the private sector development: establishment of a private sector enterprises and privatization of the state-owned enterprises (SOE). Starting since 1995 observed is growth of the private sector and macro-economic  stabilization. In 1998 the share of private sector in GDP made up 55%.

After land privatization in 1997 and separation of state and collective farms, private sector in agriculture exists in the form of family farms. During last few years, great leap forward was made in the  area of restaurant, transport services , wholesale and retail business . Another, rapidly developing sector of private business involves financial intermediary services, public health services, social sphere services. Foreign investments facilitated development of the property market, transport services, construction and communications.

Privatization process has been speeded up by implementation of auctions. By the end of 1997 privatized were nearly all (about 13000) small state-owned enterprises (SE) and about 450 medium size enterprises. Besides that, privatization of large and the most valuable state enterprises has been started in the form of so-called point privatization and during short period of time vouchers were distributed among population. Later on this process has been slowed down and a new law on privatization is still being discussed at the parliament.

Main obstacles to full privatization are: (i) low purchasing power of population; (ii) weak institutional possibilities; (iii) poor quality of corporate  management.

Sectors reform

The state carried out a number of reforms in education. In 1992 adopted was the “ Law on Education”, which specially underlined decentralization of the education at the regions and made it possible to establish private educational establishments. A committee for Reform of education was established in 1998. This committee created a Working group for preparation of a program of education reforms and draft of a new law on education.

Education reforms are aimed at solution of issues relating to improvement of the quality of education (methods of teaching, teachers training, and reform of the   system of the so-called “envelope” payments)  emphasizing the efficiency of provided services (personnel, financial methods). Hampering  rapid implementation of the reforms is shortage of public funding.

State strategy of development

The Law on Protection of foreign investments adopted in 1992 provides foreign investors with the same legal regime as for local investors. The  Presidential decree issued in 1997 annulled many tax privileges  which had been available to foreign investors  prior to  issuance of this decree.

At the present time Azerbaijan involves international companies into development of the oil resources. If oil survey drilling will confirm assessments of the size of available oil resources the oil production will become main asset of Azerbaijan. It will influence other sectors of economy, especially production of oil equipment and construction.

Infrastructure  and Energy Sector
The state takes necessary measures to eliminate obstacles to investments, modernizes systems of energy and water supply, transport and other  infrastructure facilities

The Law on bankruptcy adopted in 1997 and its provisions, relating to collection of debts are currently enforced. Majority of privileges are annulled. Great attention is paid to development and restructuring of the energy sector enterprises.

In addition to the above-mentioned, the state strives to strengthen its role. The government will render required legal and regulatory support to planned reforms. At the present time discussed is a question relating to establishment of the National Energy Organization which is envisaged at new ‘ Law on oil and gas”.

Indebtedness of enterprises

In 1998 indebtedness between enterprises made up 12 trillions of manats or 70% of the GDP of the country. Great level of indebtedness of enterprises, especially in energy sector, threatened to destroy market rules for the whole economy of the country. Therefore, the government undertook the following measures to solve the problem of indebtedness level growth: (i ) avoidance of accumulation of public indebtedness at the enterprises; (ii) cancellation of the practice of tax indebtedness write-off against obligations of the state; (iii) imposition of fines, including use of provisions of the bankruptcy law,  on those enterprises which do not fulfill their obligations concerning tax payment. Some part of the  existing indebtedness of the enterprises will be paid as soon as new rules of payment will be introduced. 

The economy of Azerbaijan can be viewed from two time intervals: before and after the year 1996. The period before 1996 can be characterized as unstable, but since 1996 a real growth has been observed in the economy of the country.

This economic growth took place thanks to activities of the oil and other related branches of industry. However, other, non-oil related branches of industry are still stagnating now.

Development of economy after independence 

Rate of growth and economy sectors components of the GDP

During the period of 1991 to 1995 the real GDP has reduced by 60%. Main reasons for such reduction were abrupt break of the traditional trade and other economic relations between the republics of the former USSR, change of the relationship between import and export prices, war with Armenia, low  competitiveness of locally manufactured products and other reasons. Since 1996 general economic decline has been stopped and the economy started gradually to recuperate. The real GDP in 1998 and 1999 has grown by 10% and 7.4%, respectively.

Productivity in agriculture decreased down  to 45% of the level observed in 1991. However, in 1997 and 1998 the rates of construction industry growth increased by 66% and 52% , respectively.

Due to large inflow of foreign capital profit generation in oil and gas industry has grown up as well.

Public  financing

With the exception of the year 1998 the profit level still remains at the level of 20% of the GDP, which is lower than in 1995 , due to under collection of taxes, evasion from indirect taxes payment, such as custom duties, various excises,  fees, etc. Other important reason for reduction of income part of the state budget was decrease of oil prices. Three types of payments such as: - royalties, excises and  profit taxes if combined make up one third of all incomes of the state. In 1999 the taxes were still not fully collected , though general income of the state in 1998 increased due to increase of the custom duties.

Expenditure item of the state budget made up 20 - 25 % of the GDP, which made up the half of the expenditures incurred in 1996. In the period between 1996 and 1998 the expenditures for pensions and other payments made up 6 % of the GDP.

During the first independence years the government faced great budget deficit, which was equal at that time to 15% of the GDP for 1993. Such budget deficit was a result of: (i) reduction of the income from 51% of the GDP in 1992 down to 34 % of the GDP in 1994; (ii) high expenditures connected with conflict at the Nagorny Karabakh. As a result of the policy of financial consolidation initiated in 1995 the financial deficit has been reduced to 12% of the GDP in 1994 to 5.6 % in 1999. Prior to 1995 the credits issued by the National Bank were principal sources of funding. Incomes,  generated as a result of privatization are important components of internal sources of budget revenues, with financing through issuance of the  treasury bonds being in the stage of gradual development.

Money, Inflation, Interest rates and Exchange rates

During the first independence years sharp reduction of production volume and increase of expenditures for coverage of the state budget deficit, financed by the Central Bank led to increase of the inflation rates. As a result of the adoption in 1995  of the program for macro-economic stabilization, the inflation level decreased. Real interest rate has been decreased down to 10 % in 1996 and prior to the Russian financial crisis in August,1998 the interest rate fluctuated in the range of 29 %.  In 1994 due to careless financial and monetary policy the manat value has been reduced by 95%. Under conditions of the regulated fluctuated currency exchange rate the  value of manat has been nominally increased during the period of 1996 through 1999. Impact of financial crisis in Russia and drop of oil prices in 1998 slowed down economic activity and rendered increased pressure upon manat. While refinancing interest rate offered by the Central Bank has been reduced  from 14% down to 10%, the average interest rate for short-term (90 days) credits provided by the commercial banks made up 22% therefore, suggesting that  actual interest rate  would be  more than 20% .

Relations with International  Organizations

Azerbaijan cooperates with the World Bank and the International Development Association (IDA) and is a member of the International Monetary Fund (IMF).

It is also a member of more than 30 international and regional organizations, including UNO, Organization of Islamic Conference, European Bank for Reconstruction and Development (EBRD), Islamic Development Bank (IDB) etc. 

In 1999 the World Bank approved a credit of US$ 5 million for implementation of the Project on reform of the  system of education under which experiment was carried out in 20 schools.

In the field of public health external assistance is provided by the World Bank, Japanese International Organization for Cooperation (JIOC), German Technical Union (GTU), WHO, United Nations Population Fund  ( UNPF), United Nations High Commission on Refuges (UNHCR) and by other organizations.

The JIOC provided a grant for the amount of US$ 6 million for rehabilitation of the Baku Institute of Tuberculosis and Lung Diseases, child hospital, maternity house as well as for center for medical training and services. In 2001 - 2002 the JIOC plans to render an assistance to Baku, Sumgait, Gianja and Nakhichevan. 

German Technical Union (GTU) provided a support to the International center for training and services in development of the national system of population health monitoring and in training of medical personnel.

UNHCR provided an assistance to refuges and IDPs by providing them with medicines and helping to repair buildings of schools and hospitals.

In the area of social protection the assistance is mainly provided by the World Bank and EU. The World Bank plans to approve in 2001 a loan for US$18 million. Under EU TACIS Program an assistance was provided for establishment of job search centers in 11 districts of Baku as well as in Sumgait and Gianji. In 1995 approved was the Project for rehabilitation of water supply system of the Greater Baku for implementation of which the World Bank and EBRD provided a loan of US$ 84 million.

German KfW provided an assistance in rehabilitation of the water supply services in the towns and  districts, located beyond the limits of the Apsheron peninsula. The budget of this project made up US$14.5 million (DM29 million) of which US$2.9 million (DM5.7 million) were allocated for  rehabilitation of water supply system at the town of Imishli.    

External assistance and access to international markets

Total amount of foreign assistance provided to the country by the end of 1999 made up about US$ 1 billion. Principal donors are IMF, WB, EBRD,EU, UNO, Islamic Development Bank, Japan and Germany.

Azerbaijan joined IMF in 1992 and is its mixed member having a possibility of access to extended funding (EF) and enhanced structural adjustment (ESA) programs.  Implementation of the EF and ESR programs  played an important role in macro-economic stabilization and structural adjustment in this country. Three year long IMF program for EF and ESA has been completed in March 2000 without using the last tranche.

Azerbaijan joined the World Bank in 1992 as  receiver of a mixed loan from the IBRR and IDA . By June 1999 the  commitments of the IDA made up US$ 369 million. Under current country assistance strategy (CAS) of the World Bank developed for the period 2000 - 2002 the actions of the WB will be directed to support of institutional and infrastructure development which would facilitate large scale economy growth, creation of new jobs and poverty reduction.

In 1993 Azerbaijan became a member of the EBRD. The activity of the EBRD is focused at development and support of the strong private  and financial sector, funding of the energy, telecommunication, transport sectors as well as for restoration of the natural resources. By March 2000 the EBRD had signed credit agreements totaling US$ 240 million.
The European Union (EU) provided  grants  for  the amount of more than  US$ 200 million for state administration, state enterprises restructuring, consulting services in agriculture, social infrastructure, poverty reduction, humanitarian aid to refugees etc. 

Through EU TACIS Program Azerbaijan got an assistance for implementation of projects in transport sector (under the  auspices of the “ Transport Corridor: Europe - Caucasus - Asia  Project” ) and environment for the amount of more than US$ 300 million.

Islamic Development  Bank (IDB)  focuses its attention to funding of operations in the infrastructure sector and tries to catalyze investments for private sector. By January 1999, IDB made commitments amounting to US$ 55.3 million for implementation of projects in power supply, waste water treatment and roads rehabilitation.

Japan is the largest bilateral donor providing financial (loans and grants)  and technical support  amounting to  US$ 337 million. Japanese  Bank for International Cooperation (JBIC) provided credits for rehabilitation and modernization of transport and energy system. 

The  government of Germany also provided credits and grants for development of legislation, agriculture, irrigation, public health, social infrastructure, transport, power engineering and humanitarian aid to refugees. During the period of 1994 - 1998 funding provided made up DM 90 million.

Assistance from the USA is limited by the Amendment No.907 which prohibits any assistance by the state organizations of the USA to Azerbaijan.

Survey and extraction of oil and gas is financed by the private sector and provides favorable impact on economy. Considerable external assistance in development of oil and gas resources as well as for development of energy sector was provided by the World Bank, Japan, Germany, EU and EBRD. On behalf of the IDA the World Bank gave two loans for gas and oil sectors development: (i) Project for “Technical Assistance to Oil Sector” (US$ 21 million, 1995) under which funded were consulting services and developed was a structure for encouraging foreign investments into oil sector; (ii) Project on “Rehabilitation of Gas Supply System”(US$ 21million, 1996). They support development of the management of the local power system and reorganization of the relevant institutions.

The EBRD has invested, in compliance with financial obligations of AMOC, 

US$90 million for development of such oil fields as Azeri, Chirag, Guneshli (ACG).

In 1994 EBRD approved a credit equal to US$14.7 for the Yenikend HPS and in 1997 the bank provided a credit of US$ 19.4 million for Mingechaur HPS. The technical assistance was aimed at development of guidelines for regulation activities in power engineering and gas sectors, assistance under the  Framework agreement,  concluded between various countries for import and export of energy resources, small investment assistance for oil and gas sectors under INOGATE scheme. At present,  activities of the EU include implementation of pilot projects for clean-up of the oil polluted areas, development of mechanisms for privatization of power distribution facilities and financing of the Center for energy saving also including training and consultions.

Foreign trade and external payments balance
General percentile ration  of the  foreign trade revenues  to the GDP has decreased from 67% in 1996 to 60% in 1999. It manifests to a great degree the fact that Azerbaijan lost its traditional trade partners. Other factor  contributing to this tendency is a loss of competitiveness of Azeri products in non- oil sphere.

Deficit of the current balance of payments increased from 9% of the GDP in 1994 to 33% in 1998. With increase of oil export in the period of 1994 - 1998 continuous growth of the deficit of the current balance of payments is connected with import of goods and services used for rapid development of the ail sector. Import in oil industry grew up from zero to 11% in 1998 and 15% in 1999. Inflow of foreign investments into oil sector has increased from US$ 54 million in 1994 to US$ I.1 billion in1997 - 1999. Short-term inflow of capital, including trade credits, has increased from zero in 1994 to US$121 million in 1998.

Agreement with Russia in 1997 has annulled all bilateral unpaid debts. The state debt in percentile to the GDP is in the reasonable range of 14 - 16%. Payment of external state debt is at the level of 10%.

Demography

Azerbaijan occupies territory of 86.6 sq. km, half of which is under agricultural lands with 11.5% being covered by forests. Landscape of the country is varied and includes valleys, deserts and sub-tropical zones as well as mountains of the Little and Great Caucasus. Of 13 climatic zones of the world Azerbaijan has 11.

Population of Azerbaijan makes up 7.9 million (1999). Population growth rate continuously decreases (average annual population increment rate made up 1.3 % during the period of 1989 - 1999). Approximately 40% of population has an age of 18 years. About 2.5 million people live in Baku. More than half (51%, 1999) of the population lives in cities. Azeri constitute more than 90% of population. About 1 million people are refugees or IDPs. About 62% of population are engaged into subsistence economic activity (small gardening) and live bellow the poverty line. State language of Azerbaijan is the Azeri language  which is used by 95% of population. About 83% of population are Muslims.

Employment and Wages

Basing on the state statistic data in the period from 1990 till the present time general situation with employment of population has hardly changed. During last decade the number of workers in the public sector has decreased but the number of the people employed in private sector has increased. The number of people employed in industry and agriculture considerably decreased. However, agriculture is the largest sector of economy which employs majority of people (29%). In recent years level of employment in commerce, domestic services has increased. More than 2/3 of people employed in medical , educational  and cultural establishments are women. Share of women working in construction and transport sectors, where wages are high, makes up only less than 15%.

Men hold majority of high-paid, management positions even in those organizations where  majority of employed are women. For example only 35% of chief doctors in clinics are women.

The government informs only about number of registered unemployed people who make up 1% of total number of employed. In the recent years noticed was outflow of labor force abroad which leads to reduction of the national human capital, slows down social and economic development of the country.

State statistics shows that among refugees only 1/3 of work capable persons actually are employed. Polls carried out among the refugees and funded by the World Bank showed that 36% of the polled told that they had lost their jobs after they became refugees and 8% of them had already been unemployed before becoming refugees. Majority of the unemployed refugees are former agricultural workers. Among women unemployment rate makes up 60%. In general, unemployment level varies between 15%  - 20 %.

In 1999 average salary was less than US$44. Highly paid jobs are in banking, insurance, some industrial enterprises, construction, communication and transport. The lowest salaries are in agriculture, cultural  and educational establishments, public health organizations and in the social security organizations. In 1998 the salary in construction industry was 10 times higher than in agriculture.

Public health

Shortcomings in the public health system and low level of living standards are reflected in the health of population. Among children (especially refugee children) widely spread is diarrhea.

Shortage of medicines against  malaria leads to spreading of this disease. Lack of anti-thyroid drugs and iodine causes spread of endemic  disease (ur) and to slow down of psychotic development. This condition is observed in such places as Sheki, Oguz, Gakha, Shamkir, Zakatalah, Belokhan and Ordubad.

According to data as for July 1-st, 1999 number of people in Azerbaijan who have HIV was 152 persons and that figure constantly grows up. In July 1998 the Ministry of Public Health and five agencies of the UNO proposed an initiative to develop projects aimed at establishment of the facilities for control of spread of HIV/AIDS.

Low quality of medical services deteriorates conditions of those people who have hereditary diseases such as  anemia, hemophilia, thallassemia. Studies carried out in 1996 by WHO, ASAID and UNISEF showed that  half  of children in this country are underfed and 2 children  out of  50 suffer from anemia.

In Azerbaijan child and maternity death rate does not differ from the international standards. Statistics for 1998 show that maternity death rate made up 41.1 per 100,000

births and child death rate made up 16.6 per 1000 births. Starting from 1998 the average life duration increases and in 1998 it reached its peak so far - 71.6 years. 

Measures, undertaken for improvement of health services 

The UNISEF and the Ministry of Public Health jointly carry out a program for protection of maternity and childhood. Organization “ Medecins Sans Frontiers” , International Red Cross Federation and Society of Red Crescent take part in implementation of the public health protection projects. 

UNFPA and UNHCR together with the Ministry of Public Health and Ministry of Education carry out works dealing with family planning and reproductive health of population. Assistance of the UNHCR implemented with participation of the Relief International, International Red Cross, Children’s Aid Direct and Joint Methodists Society is principally aimed for the refugees.

Poverty

Collapse of the USSR caused sharp reduction of state funding and deterioration of the level of public and social services which negatively influenced well-being of the population.

Shown at the Table 1 is poverty level in Azerbajan as for the end of  1995 (2). Main indexes of the poverty level shows that poverty is widely spread and deepens. These indexes include:

· Poverty degree

· In 1995 about 62 % or more than 2/3 of families were poor and among IDP more than 75% of families lived bellow recognized poverty level line.

· Poverty depth

· Poverty is not only widely spread but also very deep. To assess it developed  was an index of the gap between foodstuff poverty line and GDP. This index was developed by summing up categories and adjusting to average prices in 1995. Index shows that the value of the GDP should be increased by 25%.

· Inequality

· Studies show that 10% of population have good income level and their expenditures are 8 - 11 times higher the expenditures of the poor layers of the population.

· Unemployment

Number of official unemployed makes up 1% of the labor force but in reality it is higher. International Labor Organization carried out more detailed assessment of unemployment rate. In 1999 the number of unemployed has increased up to 400,000

people or up to 14 % of labor force (in 1994 - 10%)

During the period of 1995 - 1998 number of people employed in agriculture, public health, education and other sectors decreased. During the same three years the rate of salary level growth in these sectors was lower than average national one. However, wages  in construction sector  grew up, due to inflow of capital into this sector as a result of oil boom, and in 1998 wages in this sector were the highest resulting in the fact that a construction worker earned 10 times more than an agricultural worker.

Table 1 Poverty level in 1995 (in %)

	 Percentage of house  owners:
	 Very poor
	 Poor
	 Not poor
	Gap of foodstuff poverty (a)

	 Azerbaijan
	  20.4
	 61.5
	 38.5
	 24.3

	 Baku
	 19.6
	 59.6
	 40.4
	 23.9

	Outside Baku
	16.8
	59.3
	40.7
	21.9

	IDP
	37.5
	74.5
	25.5
	35.1

	Percentage of population:
	
	
	
	

	Azerbaijan
	23.8
	68.1
	31.9
	27.6

	Baku
	24.9
	67.0
	33.0
	28.2

	Outside Baku
	19.7
	66.0
	34.0
	25.1

	IDP
	40.1
	79.2
	20.8
	38.1


Source: Assessment of Poverty in Azerbaijan, World Bank, 1997

a index of foodstuff poverty gap defines the depth of poverty, basing on average drop, below the line of the foodstuff poverty, in expenditures of  house owners for purchase of the foodstuff.

b Very poor is the term  applied to those people , whose expenditures for foodstuff are more than two times lower than the cost  of the “foodstuff basket” determined by the Ministry of Labor and Social Protection of Population.

c Poverty: Social indices  

In the Soviet time,  indices of Azerbaijan relating to average duration of life, rates of child and grown-up death were satisfactory. However, transition which has been going on during last 10 years period led to increase of prices which directly reflects of the drop in the size of state expenditures  for all social services (See. Table 2)

Table 2 Expenditures for public health, education and social protection

	                 Years:
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999

	Total expenditures in ratio to GDP, including project loans
	48.4
	55.9
	46.0
	29.0
	21.3
	21.3
	20.0
	24.9

	 Expenditures for public education:
	
	
	
	
	
	
	
	

	Share of GDP (92-94ВБ, 95-99МФ)
	6.4
	7.1
	4.9
	3.5
	3.7
	3.6
	3.5
	4.8

	Share of total public expenditures
	13.2
	12.7
	10.7
	12.2
	17.5
	16.8
	17.7
	19.3

	Valid indexes (1992=100)а
	100.0
	85.3
	47.3
	30.0
	32.1
	32.6
	35.4
	51.8

	 Public expenditures for public health
	
	
	
	
	
	
	
	

	Share of GDP (92-94VB, 95-99MF)
	2.7
	3.3
	2.4
	1.4
	1.5
	1.2
	1.0
	1.1

	Share of total public expenditures 
	
	
	
	4.8
	6.9
	5.8
	4.8
	4.5

	Valid indexes (1992=100)а 
	100.0
	94.0
	54.9
	28.0
	30.0
	26.5
	22.9
	28.9

	 Social Protection Fund
	
	
	
	
	
	
	
	

	Share of GDP
	10.4
	16.5
	8.6
	5.0
	5.8
	5.3
	5.9
	6.9


	Share of total public expenses
	21.4
	29.6
	18.7
	17.3
	27.1
	25.0
	29.3
	27.6

	Valid indexes (1992=100)а
	100.0
	122.7
	51.2
	26.3
	30.6
	30.0
	36.3
	45.7

	Share of GDP
	1.7
	3.4
	2.6
	1.6
	2.5
	1.8
	2.1
	0.7

	Share of total public expenses 
	3.4
	6.2
	5.6
	5.6
	11.7
	8.3
	10.5
	2.8

	Valid indexes (1992=100)а
	100.0
	159.3
	95.3
	53.5
	82.7
	62.1
	81.5
	29.3

	 а Using GDP deflator  Source: World Bank, International Monetary Fund, Ministry of Finance


Due to the above-mentioned factors the poor are in extremely unfavorable situation. This is because the incomes of the poor are low  and also because as a rule the poor families have more children. The number of children attending schools decreases and the services in the field of public health became inaccessible to the poor. 

Refugees and Internally Displaced People
In XX century there were five cases of the Azeri people eviction. Ethnic conflict in 1988 compelled 250,000 Azeri people to run away from Armenia. This conflict turned out into a war between Armenia and Azerbaijan. As a result of this war about 15,010 sq. km (or 20%) of Azeri territory were occupied. About 1 million people became IDP. About 20,000 people were killed and more than 100,000 wounded. More than 700 towns and villages were  destroyed. Many forest areas in the combat zone are being cut. Total damage is estimated at US$ 20 - 25 billion.
Refugees live in tent settlements and in other  suitable for living buildings. The access to employment is limited for them. According to state statistics, only  about 1/3 of them have job. The life for majority of them depends on subsidies and humanitarian aid.
With assistance and participation of donors the government implements two programs: 

“The Program for Resettlement and Reconstruction of the Liberated Territories” and “Fund of Social Investments”.
Table 3 Principal indices  of  education

	Education indices
	1990-1991
	1998 - 1999
	Change (in%)

	Total number of enrolled (in thous.)
	
	
	

	Pre-school facilities
	180.9
	116.1
	- 35.8

	Primary and secondary schools
	 1.344200
	 1.606400
	 -19.5

	Specialized secondary and 
	 58.0
	 35.7
	 -38.5

	Vocational schools
	73.0
	25.4
	-65.2

	Universities +
	105.1
	85.7
	-18.4

	Public expenditures for education:
	 
	
	

	in share to GDP
	6.7 (1992)
	3.5 (1998)
	- 47.8

	in share to total public expenditures
	 13.9 (1992)
	 17.5 (1998)
	 25.9


· these data do not include students enrolled into private institutes
· Source: Ministry of Education, World Bank, Report “Azerbaijan: Country Economic Memorandum”
· Real wages in 1997 were only 22.5 % of their level in 1990. Text books for primary schools are provided free of charge, but at the secondary schools they should be purchased.
· The education system is not effective. Budget allocations are based on norms, but not on the number of children actually attending schools. The ratio of students to teachers makes up 10 to 1.
· Chapter II Caspian Economic Zone (CEZ)
· On its way forward to further development during transition period Azerbaijan faces a number of problems such as: (i) deepening of structural reforms; (ii) rational management of oil revenues; (iii) support to oil sector development.
· Deepening of structural reforms is aimed at development of policy, legislation, and economy. For this purpose it is necessary to implement the following measures: (i) to adopt laws, including  criminal and administrative codes as well as the law on alternative review of disputes; (ii) adoption of new tax code, review of the law “On bankruptcy”  and law on privatization; (iii) establishment of independent  judicial system.
· Big enterprises so far have not been  made private. Two main tasks which should be achieved are as follows: (i)  imposition of  extra ‘ tax” for foreign participants through obligatory purchase of “options”; (ii) solution of problems related to old unpaid debts of enterprises.  Termination of the privatization process had direct negative impact on development of financial and private sector.
· Restructuring is necessary for all state enterprises majority of which are non-profitable. All state organizations should introduce accounting standards, accepted in the international practice, to carry out audit and publish annual reports. By the end of 1999 the indebtedness of the enterprises made up more than 86 %  of the GDP and tax indebtedness was equal to more than 70% of all state revenues. Big enterprises which were not restructured can not provide to the population principal services in power, water and gas supply.
· World-wide  practice of the economy development shows that oil resources are “unexpected revenues” and should be used in such a way that a strong foundation is developed for further economic development.
· Support to development of non-oil sector will be a key to the economy growth. However, if compared to oil and gas sectors development rates,  development of non-oil sector slows down.
· Since 1977 till 1985 intensive raise of the Caspian Sea level has bee observed which made up 2.5 meters (from 29.04 m in 1978 to 26.54 m in 1985). Sea level raise led to flooding of more than 1,000 sq. km of coastal zone lands. With further raise of the sea level this figure may reach 5,000 sq. km. Flooded were towns, villages, industrial enterprises, fish farms, ports, oil fields, transport communications and power grid lines.
· Population and employment in the Caspian Economic Zone 
· The coastal zone is the most densely populated territory of Azerbaijan. According to data of the last census (1999) about 3.8 million  people (49.8% of population)  live here. The highest population density is at the Apsheron peninsula (833.5 men/1 sq. km) and the Lenkoran valley (120 men/1 sq. km) .Average population density at the coastal zone makes up 120,4 men/1 sq.km. About 55% of the population live in 3 big cities - Baku, Gianja and Sumgait with remaining 13.4 % living in urban settlements.
· Due to high density of population and limited area  of land suitable for agriculture , the average area of agricultural land per capita of rural population is equal to 1.4 hectares (minimum would be 0.34 ha). If recalculated for all population of the coastal zone this figure decreases down to 0.46 ha per capita of population which is less than average for the country as a whole.
· Dynamics of the population quantity change in XX century and during last 10 years indicates regular increment of the size of the population. According to the rate of natural growth of the population size the coastal zone occupies the first place.
· Divorce rate, especially in rural area, is low and varies in the range of 0.5 - 1.0 divorce per 1,000 marriages. More than 60% of rural families have 3 or more children.
· Preliminary results of the last population census show that at the coastal zone Azeri make up more than 85% of population, with remaining being Russians, Lezgines, Talysh, Jew, Ukrainians, Tatars and other  people. More than 31% of population are children below 14 years in age. About 65.5 % of population is  younger than 35 years and 8.4 % of population is older than 65 years. The coastal zone is famous for  longevity of the people living here.  Population with the age of more than 80 years makes up 0.6 % of total or 25.7 thousand people. About 457 men are 100 years old or even order. The greatest number of these people (136 people) live at the northern part of the region in Guba-Khachmaz district, about 105 people live in Apsheron district, 122 people in Central Aran and 94 people in Lenkoran district.
· The data on quantity of population are given in Table 4-1 by a groups and in Tables 4-2
· for birth and death rate and in Table 4-3.
· Table 4-1. Population data (thousand people)
	 
	        Economic/geographic regions
	Total for CZ

	Parameters
	Guba-Khachmazsky
	Apsheron
	Central Aran
	Lenkaran
	 zone 

	 
	
	Cities of Baku and Sumgait
	Rural areas
	City of Ali-Bairamly
	Rural areas
	е
	
	

	Population, total
	441,5
	2072,0
	129,1
	69,5
	535,9
	730,5
	3978,5

	Including:
	
	
	
	
	
	
	

	Urban population
	137,1
	2072,0
	69,3
	69,5
	158,8
	167,5
	2674,2

	Rural population
	304,4
	-
	59,8
	
	377,1
	563,0
	1304,3

	% of total population

	Urban population
	31,1
	100
	53,7
	100
	29,6
	22,9
	67,2

	Rural population
	68,9
	-
	46,3
	-
	70,4
	77,1
	32,8

	Gender pattern
	
	
	
	
	
	
	

	Male
	214,7
	1008,4
	63,6
	34,2
	262,3
	358,2
	1941,4

	Female
	226,8
	1063,6
	65,5
	35,3
	273,6
	372,3
	2037,1

	% of total population

	Male
	48,6
	48,7
	49,3
	49,2
	48,9
	49,0
	48,8

	Female
	51,4
	51,3
	50,7
	50,8
	51,1
	51,0
	51,2


Table 4-2. Population age pattern (thousand people)
	 
	Economic/geographic regions
	Total in the CZ

	Age groups
	Guba-Khachmazsky
	Apsheron
	Central Aran
	Lenkaran
	

	 
	
	Baku and Sumgait
	Rural areas
	Ali-Bairamly
	Rural areas
	
	Thousand people
	%

	Population number in age groups

	0-4
	42,5
	143,0
	12,2
	5,9
	55,3
	75,5
	334,4
	8,4

	5-9
	54,2
	216,1
	15,2
	8,7
	67,9
	90,2
	452,3
	11,4

	10-14
	51,0
	227,2
	15,2
	8,5
	64,2
	85,9
	452,0
	11,4

	15-19
	40,5
	195,3
	12,7
	6,5
	53,1
	76,2
	384,3
	9,6

	20-24
	33,7
	168,7
	11,0
	5,6
	43,3
	67,8
	330,1
	8,3

	25-29
	33,7
	157,6
	10,3
	5,6
	42,6
	63,4
	313,2
	7,9

	30-34
	37,6
	177,4
	11,1
	6,2
	46,1
	60,7
	339,1
	8,5

	35-39
	37,6
	201,2
	10,7
	6,5
	45,2
	55,8
	357,0
	9,0

	40-44
	28,3
	162,2
	8,1
	4,8
	34,2
	41,5
	279,1
	7,0

	45-49
	18,0
	113,8
	5,4
	3,1
	20,3
	27,1
	187,7
	4,7

	50-54
	8,5
	69,4
	3,1
	1,8
	10,1
	15,5
	108,4
	2,7

	55-59
	10,6
	62,3
	3,3
	1,8
	11,5
	17,1
	106,6
	2,7

	60-64
	16,5
	70,0
	4,2
	2,2
	17,2
	22,8
	132,9
	3,3

	65-69
	12,8
	47,2
	2.9
	1,2
	11,8
	15,3
	91,2
	2,3

	70-74
	8,0
	32,8
	2,0
	0,6
	7,1
	7.9
	58,4
	1,5

	75-79
	3,8
	15,0
	0,8
	0,3
	3,1
	3.1
	26,1
	0,7

	80 and higher
	4,0
	12,8
	0,8
	0,2
	2,0
	4,9
	25,7
	0,6

	Total:
	441,3
	2072,0
	129,0
	69,5
	536,0
	730,7
	3978,5
	100


Table 4-3 Population pattern changes in 1999 (per  1000 inhabitants)

	Parameters
	Economic/Geographic Regions

	Total CZ

	
	Guba-
Khachmaz
	Apsheron
	Central Aran
	Lenkoran

	

	
	
	Baku/

Sumgait
	Rural
	
	
	

	Birth rate
	16,5
	12,2
	14,6
	15,8
	15,9
	15,0

	Mortality rate
	6,6
	4,9
	4,9
	6,2
	5,9
	5,7

	Natural population growth rate
	9,9
	7,3
	9,7
	9,6
	10,0
	9,3

	Neonatal mortality below the age of 1 year (per 1000 neonates)
	17,6
	15,1
	14,4
	13,1
	14,5
	14,9


Sources: UNICEF, Education for All MONEE Project; WHO, Health Care Systems in Transition Economies: Azerbaijan; WHO, Annual Report 1998.

Chapter III Caspian zone of direct social and economic impact (CZDSEI)

Due to constantly raising of the Caspian Sea  level a set of preventive measures has been developed which includes establishment of unified structure and coordinating body which will be responsible for development and implementation of the Program of integrated protection of the coastal zone , development of master plans for monitoring and plans for development of the coastal cities subject to flooding. The “Caspmorniiproject” Institute carried out studies and testing of methods for active and passive protection of the coastal areas by strengthening of coast-based structures with a use of  rock and sand dams, inclined stepped walls and other means. As was mentioned before, the level of the Caspian Sea raised by 2.5 m during the period since 1995.

Recreation and tourism
The most developed recreational zone is the Apsheron peninsula where located are some resorts and sanatoriums. The coastal recreational  zone Yalama-Khachmaz is the most promising. Currently the country has no financial resources for development of the tourism. More over, State sanitary inspection and municipal sanitary service have prohibited the usage of some beaches for recreation due to thei high pollution. It is necessary to carry out restructuring of the existing tourist organizations, attract investments and to establish trans-national tourist enterprises and to develop infrastructure of tourism and recreation.
Fisheries and aqua-culture 
Due to a number of factors fish catch at the Caspian Sea has sharply decreased and the main species of fish caught is anchovy (kilka) . Very important export item is sturgeon and black caviar. After collapse of the USSR illegal fishing has sharply grown up. The Article 159 of the Penal Code imposes fine for illegal fish catch. In the country there are  10 fish-breeding farms, 3 of which are for breeding of sturgeon, 2 for salmon breeding and 5 are built for breeding carp species.
At the present time a project is being implemented to build at Neftechala a fish breeding plant with a capacity of 15 million fish fry. Also worked out is a Plan for development of aqua-culture in the country  for the period of 1999 to 2010.
Transport and power engineering 
The most important type of transport is railroad transport. The next in importance is marine transport which plays important role in economic relationships with other  countries. Delivery of cargo from Europe to Asia is secured by ferry lines  Baku - Turkmenistan, Baku - Aktau and others. International airport and convenient transit location made Baku an important center of international air traffic.
Delivery of oil from Azrbaijan is carried out by using two oil pipe-lines. An agreement is signed on construction of Baku - Cejhan pipe-line. Currently Azrbaijan does not use such potential natural sources of energy as wind power, which had been widely used before at the Apsheron peninsula.
Ports and ship navigation
Commercial port in Baku has five terminals and keeps a leading place among the ports at the Caspian Sea. Under the framework of the Program for securing stable operation of the ports and ship repair wharves under conditions of the sea level raise (1991) a problem of reconstruction  of sea ports and of the ship repair plant belonging to the Caspian shipping company.
Among other branches of industry important role is played by construction industry, light industry, production and processing of agricultural products. Current tendencies show that there is a decline in majority of branches of industry. During decades the industry was a source of heavy pollution of air, water and soils.
Agriculture 
Azerbaijan has ancient traditions in agriculture and this sector plays important role in economy. About half of the land resources of the country is used for agriculture. However, many lands have depleted soils which are also damaged by erosion and subject to salinization. Use of pesticides and fertilizers also became a major problem causing pollution of water. However, from the beginning of the 80-th use of chemicals reduced. Agriculture is specialized in growing vegetables, fruits, cotton, tobacco,  subtropical crops, silk worm growing, grapes, animal husbandry. Production of agricultural products has been considerably decreased due to economic difficulties, delay in implementation of land reform, and monopoly of the state on principal types of agricultural production. The country has great potential as a supplier of fruits and vegetables.
Private sector
Currently, development of private sector is hampered by lack of the required management institutions. Also unfriendly attitudes and business environment blocks development of private sector. The state still keeps its share and control over economy. Despite the fact that privatization of the unprofitable state enterprises is one of effective means for further development of private sector, the process of privatization is in the state of stagnation and waits for establishment of reasonable approach to privatization of big state enterprises which has been discussed during last 2 years.
As a result,  big state enterprises still dominate in many important sectors of economy which still remain to be the most unprofitable. Majority of state enterprises separated from their former  ministries and state organizations still perform regulatory functions it their respective sector of industry at which they themselves are engaged into commercial business which in turn causes conflict  of interests.
As a typical example of  inefficiency of the state sector one can mention the fact that more than 20 ministries and state organizations issue more than 80 different licenses. Under such conditions registration of small and medium size companies takes a lot of time and energy.
Tax system and administration are those bodies which cause the private business  to suffer. Though total number of taxes is not large, current company  profit taxation rate is high. Under current rule, taxed part of the profit can be partially reduced if expenses for payment of salaries are taken into account, but not expenses of the company itself. Companies have to pay high profit taxes. Private companies, if compared to state companies, have to pay higher commissions for custom duties. Taking it into account, the private business tries to avoid “official route” and uses so called “unofficial” approach.
Understanding the need to establish effective system of the public resources management, the government started to develop a program of reforms of the public sector supported by the World Bank. This program is being elaborated now.
Social and humanitarian development    
Education
The system of education in Azerbaijan has been established at the former Soviet Union time. Education was free of charge and was financed from the state budget, which enabled to reach 98% level of population literacy in the country.
After independence, due to general reduction of budget, public expenses for education decreased from 6.7% of GDP in 1992 down to 3.5% in 1998. Expenditures needed for maintenance of educational infrastructure, publishing of text books and training materials were also radically reduced.
Due to conflict in the Nagorny Karabakh area destroyed were about 700 schools which caused further  problems in education. Rehabilitation and reform of education system is necessary for support of sustainable economic growth.
Public health
Average life span in the country is 70 years. Child and maternity  mortality is not high makes up 23 deaths per 1,000 births for child death rate and 29 deaths per 100,000 births for maternity death rate. Expenses of the state for public health decreased from 2.9% of GDP in 1991 down to 1.6% in 1997. Budget allocations for purchase of equipment and medicines have been sharply reduced and the number of personnel employed is still the same. Equipment has become outdated which led to deterioration of the quality of medical services provided. Consumption of fish, sugar, milk products and eggs per capita of population in 1997 is 2 times lower than 1992. Improvement of the quality of provided medical services is main task of the government. During a short period of time it is necessary to develop and implement comprehensive program of reforms in the public health sector which would enable to coordinate measures aimed at improvement of the efficiency and will facilitate transition from curative to preventive medicine.
Social protection
Azerbaijan has inherited complicated social system from the former USSR which included guaranteed employment, financial support and subsidies for food, fuel ,transport  etc.
In addition to pensions the social system provided children support, scholarships and other financial payments.
Collapse of the USSR led to radical reduction of budget allocations for social protection the size of which in 1996 was 16% less than in 1992. In 1996 the average retirement pension was equal to only 7% of  the cost of minimum consumer basket and 24% of the average salary.
Such situation put forward a priority need for implementation of comprehensive reforms in the system of social protection. For achievement of planned efficiency and administrative feedback there is a need for restructuring of the social payments and elaboration of  proposals for different approaches to social protection of the population.
Water supply and sanitary conditions   
  In the Greater  Baku area drinking water is delivered to flats on average  only 22 days per month. In Baku majority of houses do not have water meters. In other cities water is delivered only 6 hours per day. About 50% of supplied water is lost pipe-lines. About 1 million people (12.5 %)  have no access to centralized water supply.
Sanitary situation in Baku is similar to situation with water. About 60% of the population of Baku do not have access to sewerage systems. Only 13 out of 75 large towns have centralized sewerage system and only 35 of them have waste water treatment facilities.
The draft law on “Water and waste water” has been prepared and program of customers education has also been introduced. Tariffs for water were increased as well.
Environment   
Many problems connected to pollution of the environment and depletion of natural resources were accumulated since the times of the Soviet Union. During transition period environmental situation has not bee radically changed, though some tension has been relieved in this area.
Quality of environment
· Quality and quantity of water
· There are 8,000 rivers in Azerbaijan and 70 % of them begin outside of the country. Shortage of water is aggravated by high losses of water caused by the system of water distribution for internal water consumption and for irrigation. According to data for 1996 agriculture consumed about 70 % of all used water. Losses of water in irrigation makes up about 50% of water supplied. There is no secondary use (recycling) of water in industry. Average per capita consumption of water makes up 130 l/day which is below standard level.
· About 50 % of industrial  waste water, containing heavy metals and organic pollutants is discharged into water bodies without any treatment. This problem exists at the Kura river 
· and it causes great concern because this river is the principal source of  drinking water supply. About 50 % of the people receive drinking water of very poor quality.
· Air pollution  
· Due to stagnation of the economy emissions into air by the industry  have reduced, though air emissions from transport grew up. Principal pollutants emitted into air are lead and sulfur oxide (SO2). Average annual concentration of soot (SO2) in air in Baku are made up 95 um/m3 in 1993 and 60 um/m3 in 1995though maximum allowable concentration (MAC) is only 50 um/m3. Average annual concentration of dust in air of the Sumgait area during the period of 1993 - 1995 made up 200 um/m3 though its national MAC is equal to 150 um/m3 and its WHO supported MAC is equal to 60 - 90 um/m3. According to report of the World Bank (3) concentration of lead in Baku air makes up 1.0 - 2.7 ug/m3, which is 9 times higher than MAC though total emission of lead has recently decreased.
· Lands degradation and hazardous wastes
· Degradation of lands mainly is manifested in  erosion, salinization and pollution of soils. Wrong agricultural practices (e.g.  cutting of forests, poorly managed irrigation systems, overuse of toxic pesticides and fertilizers as well as hazardous discharges) caused a catastrophic  situation. About 45 % of farm lands are subject to erosion and 50 % to salinization. About 12 %  of lands in Azerbaijan are polluted by mineral fertilizers and chemicals. More than 840,000 ha of lands are treated with toxic chemicals. The south-east part of the Kura-Araksin depression is heavily polluted by DDT (with concentrations 9 times higher than MAC).
· Forests and biodiversity 
· Greater part of Azerbaijan (87 %) has no forests. Due to the  shortage of gas for heating available forests were subject to heavy cutting which led to even further aggravation of the problem. Azerbaijan has the most diverse flora in the whole Trans-caucasian region and the number of species is equal to 4,300. More than 270 species of plants are of local origin. Azerbaijan is inhabited by more than 600 invertebrate species and by about 14,000 of insects. More than 37 species of flora and 180 species of fauna are at the brink of extinction.
· Solution of ecological problems
· Investments for environment protection 
· The policy of investments for protection of environment in Azerbaijan was implemented in extremely inefficient way. In accordance to  the Report “State of Environment in Azerbaijan, 1997 ”, prepared by the UNDP allocations for protection of environment during the period of 1990 - 1994 made up 0.5% of total investments into production sector. In the period of 1992 - 1995 total average annual expenditures for protection of environment were equal to US$ 13.5 million or less than 0.4% of GDP. About 57% of the investments was allocated for monitoring of water  pollution and 27% for monitoring of air pollution.

· Measures undertaken for improvement of environment
· Our country only recently started to implement environment protection projects jointly with international organizations. Some time ago, State Ecological Committee and the World Bank in cooperation with some other state bodies, Academy of Sciences and scientific-production amalgamations developed NEAP. This plan gives complete analyses of the ecological situation in the country and contains, defined and approved by the Government, 44 priority projects, part of which are being implemented now.

· In 1999 the government and the World Bank started to develop a plan of priority investments for environment protection. This plan envisages construction of new fish breeding plant, clean up of lands polluted by mercury (in Sumgait), clean-up of lands polluted with oil products etc. With the help from the World Bank and British “Know-How” Fund  prepared was a project on environment management. With assistance from UNDP and other donors implemented are important projects such as: “Climate change”, “ Ozone layer depletion” and Caspian Environment Program. As for now, Azerbaijan has signed 13 international ecological conventions. In 1996 EIA was carried out. Currently a number of environmental projects are being developed in this country.

· Assistance to refugees
· Political orientation

· Refugees  are the poorest layer of the population. Majority of refugees  and IDP live in tents and conditions of their life are terrible. Refugees and IDP face shortages of drinking water, fuel and inhuman life conditions. The refugees should get professions in order to feel themselves economically independent. 

· In order to render  efficient assistance to the refugees the state and NGO should be actively involved into this activity.

· Proposed operational  activities

· Together with the state strategy for transition from humanitarian assistance to economic development established recently was the Fund of Social Investment (FSI) for providing funding for micro projects. The Board of the FSI includes representatives of the country, business community, donors, and NGO. The World Bank has allocated to FSI  US$10 million and assists in development of the FSI policy.

· Public health

· Under conditions of increased unemployment and reduction of salaries and wages people have to sharply reduce their expenses for clothing, food, medical  and public health services. Per capita consumption of fish, sugar, milk products and eggs in 1997 had been 2 times lower than in 1990. Average calories consumption in 1995 was lower than in 1990. Lack of housing, heating, water, proper sanitary facilities and appropriate food led to increase in spread of diseases

· Deterioration of the state of the public health services is well indicated at statistical data on diseases occurrence  and  death. The peak of diseases spread among population was in 1993 - 1995. The main cause of death is heart diseases, lung diseases, cancer and infectious diseases.

· Shown in Table 6 are principal data characterizing the public health state in Azerbaijan.

· Table 6 Principal indices of the public health

	Public health indices
	Before and immediately after independence
	 After independence
	Change rate (in %)

	General mortality (for 1,000 people)
	6.0 (1990)
	6.4 (1996)
	6.7

	Child mortality (per 1,000 births)
	23.0 (1990)
	37.0 (1997)
	60.9

	Maternity death (per 100,000 births)
	29.0 (1988)
	70.0 (1994)
	141.4

	State expenditure for public health (in %  of GDP)
	2.9 (1991)
	1.6 (1997)
	- 44.8


In 1997 adopted in this country was the law on “Protection of Public Health”. And in 1998 according to the presidential decree established was a Committee for Public Health Service Reform.

Oil sector 

Proven resources of oil in Azerbaijan make up 3 billion barrels. About 9/10 of these resources are in the Caspian Sea bed. At the present time about 5 million tons of oil are abstracted annually. In 2001 the volume of oil abstraction is planned to reach 6 million tons.

Table 5 Production of oil in Azerbaijan (million tons) 

	Years
	Off-shore
	On- shore
	Total

	1981
	9,371
	4,703
	14,074

	1982
	8,247
	4,666
	12,913

	1983
	8,409
	4,286
	12,695

	1984
	8,447
	4,057
	12,504

	1985
	9,233
	3,909
	13,142

	1986
	9,419
	3,902
	13,321

	1987
	10,069
	3,734
	13,803

	1988
	10,324
	3,417
	13,741

	1989
	10,136
	3,023
	13,159

	1990
	9,931
	2,582
	12,513

	1991
	9,492
	2,249
	11,741

	1992
	9,225
	1,970
	11,195

	1993
	8,321
	1,974
	10,295

	1994
	7,778
	1,785
	9,563

	1995
	7,440
	1,760
	9,200

	1996
	7,680
	1,420
	9,100

	1997
	7,500
	1,600
	9,100

	1998
	9,700
	1,700
	11,400

	1999
	Not found
	Not found
	14,400


Source: State Committee of Azerbaijan on Statistics; SOCAR

In 1999 oil production reached 14.4 million tons (See. Table 7). By the year 2010, according to the national plan , the annual volume of oil production will reach 47 million tons or 940,000 barrels per day.

Starting from 1994 the state opened local oil and gas industry to foreign investments. Before the middle of 1999 signed were 19 oil-related contracts for a total amount of US$ 50 - 60 billion. In 1998 2/3 of total foreign investments (US$ 1.2 billion) was allocated to oil sector.

Azeri oil is processed at two oil refineries in Baku. Their processing capacity is equal to 29 million tons a year. Final oil products are consumed locally, but some part of them is also exported.

Export of raw oil is through two oil pipe lines. The first of them passes via Russia. Its capacity is 5 million tons a year and can be increased up to 10 mln/ton/year. The second pipe line passes via Georgia. This western route can pass up to 5 mln/ton/year of oil, though its annual capacity can also be increased to 10 million tons. Azerbaijan also provides transit facilities  for oil delivered by oil tankers from Kazakistan to the southern oil terminals in port of Baku.

An agreement on construction of Baku - Cejhan  Main Export Pipeline (MEP)  has been recently signed. The length of this pipeline is 1994 km. The cost of this pipeline is estimated at US$ 2.4 billion and its construction should be finished by 2004.

In addition to oil, large gas fields provide alternative opportunities for export.

Gas

In the beginning of the nineties the natural gas made up more than 60% of principal energy resources of the  country. Increase of oil production at the Caspian Sea should increase production of gas at oil fields because major part of Azeri gas is produced as a by-product of oil production.

During next few years this gas will be locally consumed.

Table 6. Production of fuel and energy  in Azerbaijan 
	 Products
	
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998

	Oil and gas condensate
	mln.ton
	 11.7
	 11.1
	 10.3
	 9.6
	 9.2
	 9.1
	 9.1
	 11.4

	Gas
	mln.m3
	8.6
	7.9
	6.8
	6.4
	6.6
	6.3
	6.0
	5.6

	Refined oil
	mln.ton
	15.8
	11.9
	10.0
	9.4
	8.9
	8.7
	8.6
	8.3

	Gasoline
	mln.ton 
	1.8
	1.2
	1.2
	1.3
	1.0
	1.0
	1.1
	0.8

	Fuel oil 
	mln.ton 
	7.4
	5.6
	5.1
	4.1
	4.4
	4.0
	3.8
	4.0

	Kerosene 
	mln.ton 
	1.2
	0.5
	0.5
	0.6
	0.6
	0.7
	0.7
	0.7

	Diesel fuel
	mln.ton 
	3.6
	3.2
	2.7
	2.3
	2.2
	2.1
	2.1
	2.0

	Lubricants
	mln.ton
	0.8
	0.4
	0.2
	0.2
	0.1
	0.1
	0.1
	0.1

	Electricity
	G watt
	23.4
	19.8
	19.1
	17.6
	17.0
	17.0
	16.8
	17.9

	Thermal energy
	mln Kcal
	22.1
	16.8
	15.2
	12.0
	9.9
	5.0
	3.3
	2.9


Source: State Committee of Azerbaijan for Statistics; Ministry of Economy

Proposed  gas pipeline from Turkmenistan to Turkey, will have a total length of 2,000 km and will cost US$ 2.4 billion. Turkmenistan has an agreement with Turkey on annual sale to Turkey of 16 billion m3 of gas.

After discovery of the natural gas sources in Azerbaijan a question has arisen  as to how to arrange its export. A number of talks were held between Azerbaijan and Turkmenistan on division of the capacity of the gas pipeline. As a result of the last negotiations its capacity will be increased to 38 billion m3 which will enable Turkmenistan to export 39 billion m3 of gas and Azerbaijan will export 8 billion m3 of gas.

Pipelines problem
The necessity of  any pipelines should be considered by all states for which Azerbaijan is an oil transit point. Kazakhistan  can export more of its oil via Russia and Ukraine than via Azerbaijan and that pipeline (via Russia) is being constructed now. Turkmenistan has a choice to sell its gas via Russia and recently an agreement has been  signed on annual delivery of 30 billion m3 of gas. Both these states as well as Azerbaijan have a possibility to to sell gas to Iran which would enable them to get hard currency.

All these projects supplement each other or compete with each other. Their commercial value depends on prices and forecasts of prices and markets for oil and gas. A pipeline via Georgia and Turkey seems to be more realistic, because Azerbaijan granted to Georgia huge concession on transit tariffs. This pipeline has also been discussed from the point of view of the buyers because multilateral agreements will lead to stabilization of prices and will preclude any individual country from the possibility to impose strategic influence on oil delivery. Decision on the capacity of the pipeline via Georgia will be taken in the nearest future.

Chapter IV Social and economic strategies, programs, policy and instruments 

Frameworks of the integrated  coastal zone management  (ICZM) 

· Convention on access to information, public participation in decision making and access to legal judgment on environmental issues
· Convention on protection of biodiversity (Rio-de-Jainero)
· UN Convention on control of desertification
· At the present time a Framework Convention on Protection of the Caspian Sea Environment is being prepared under the framework of the Caspian Environmental Program (CEP)

· National achievements in the ICZM 

· Under the project on “Ecological Rehabilitation of Sumgait” established was Ecological Center the task of which is to assess ecological conditions, raise of ecological awareness, provide  assistance in emergency situations. In addition to it, a program and data bank are being  developed now and a Trust Fund also was  established with the task  to define priority measures for rehabilitation of environment.
· Institute “Caspmorniiproject” carried out a number of design and research projects relating to the coastal zone management.
· State Committee for Ecology undertakes measures aimed at information of general public, facilitation of public involvement through seminars, lectures, books distribution, scientific and documentary  films demonstration.
· Problems and difficulties in development of ICZM

· ICZM is facing a number of legal and constitutional difficulties such:

· weak environment protection policy
· weak possibilities and mechanisms of enforcement
· overlapping of interests of different public bodies, which leads to conflict situations or dubbing of efforts
· lack of division between environment protection legislation and control on behalf of some productive activities (e.g. in forestry, fisheries). Some regulatory environment protection functions are handed over to organizations which themselves are engaged into production activities which  also may cause conflict of interests
· poor level of ecological education and lack of popular literature on the subject of environment
· shortage of financial resources
· Constitution of Azerbaijan (1995) and the law on “Environment Protection” (1999) provided a legal basis for management of environment. The law of 1999 requires development of the system of ecological standards which would comply with EU standards. Companies operating in Azerbaijan should meet requirements of the law on EIA.

· Principal legal and constitutional obstacle to effective development of environment management is the lack of integration of environmental and economic policies; lack of mechanism providing transparency and public participation in the process of environment related laws and guidelines elaboration; lack of coordination or dubbing of responsibilities of different state bodies; lack of appropriate system of price formation reflecting the cost of natural resources and to environment; shortage of skilled personnel (especially lawyers and economists specialized in environment protection); inadequate information and environmental monitoring system; poor enforcement.

· National Environment Action Plan (NEAP)

· In 1996 the government initiated development of the 5 year NEAP. The NEAP includes 44 priority projects aimed at : (i) prevention of  pollution in industry, power engineering and transport; (ii) protection of biodiversity and land degradation; (iii) Caspian Sea; (iv)institutional development; (v) reform policy in environment protection and economy. By March 2000 with a support from the World Bank, UNDP, Fund of External Economic Cooperation, governments of the Netherlands, UK and Norway prepared for further  implementation were 15 of the above-mentioned 44 projects.

· Principal obstacles to improvement of environment management  

· Lack of appropriate legal and institutional basis is the principal obstacle to effective management of environment. The problems include: (i) lack of legislative acts; (ii) dubbing of responsibilities of the state bodies; (iii) lack of transparency and non-participation of general public in law preparation process; (iv) power enforcement of existing laws and shortage of funding. In addition, it is necessary to introduce market mechanisms, based on appropriate pricing system for realistic  reflection of the true economic cost of natural resources.

· The government should define priority sectors which really need funding and to pay special attention to (i) reforms of ecological policy and institutional strengthening; (ii) improvement of management of available energy, water, land, air and other resources; (iii) liquidation of the pollution of the environment.

· Strategy of state development and its priorities

· After declaration of independence the strategy of country development was focused on development hydro-carbonate resources. Because big revenues from sale of oil are expected only in 7 - 10 years, the government looks for investments for development of other sectors of economy.

· At present, the government tries to develop market principles of economy and to integrate the country into the world community. During short period of time the development strategy will include: (i) support for macro-economic stability and deepening of structural reforms; (ii) focus on development of oil sector; (iii) support for development of non-oil sector and private sector; (iv) strengthening of sub-regional  economic cooperation.

· One of   desires of Azerbaijan  in relation to future development is restoration of great “silk way”. In 1998 Azerbaijan organized a conference devoted to this subject which was attended by representatives of 35 countries.

· National program of reforms in the public sector shows that there is a need for fundamental strengthening of those institutions which are oriented to market and improvement of public sector. The government pays special attention to this program and therefore the President of the country is the chairman of the program national committee and the Prime Minister is the chairman of its sub-committee. 

· Laws and normative documents

· In Article 158-1 of the Criminal Code given are normative guidelines, envisaging punishment for building at the shelf zone and in special zones without adherence to required protective measures.
· Article 50 allows implementation of large-scale projects having impact on environment only after  the decision of the parliament and implementation of the environmental analyses for the project
Administrative competence

Azerbaijan is divided into 67 administrative territorial units (districts) of which 11 are in the coastal zone.

Legal documents

Code:

Water Code of the Azerbaijan Republic (Approved on 26.12.1997, No. 879-ГД
Laws of  Azerbaijan :

1 On protection of nature and natural resources utilization 

      (Law of AR dated 16.05.2000 No.879-1GD)

2 On radiation safety of population

      ( Law of AR dated 30.12.97 No. 423-1G)

3 On ecological safety
      (Law of AR dated 08.06.99 No. 677-1G)

4.   On environment protection
      ( Law of AR dated 08.06.99, No 678- 1G)

5 On introduction of some amendments and additions into some legislative acts of AR in

      connection with application of the AF Law on industrial and domestic wastes 

      (Law of AR dated 22.06.99, No.692-1GD)

      (Invalid since 01.09.2000)

6.   On introduction of some amendments and additions into some legislative acts of AR in

      connection with application of the AF Law on environment protection 

      (Law of AR dated 16.05.2000, No.879-1GD)

7.   On specially protected natural territories and objects

      (Law of AR dated 24.03.2000, No.840-1G)

Decrees and  orders of the President of the AR (PD and PO)

1. On provision of implementation of the Law of AR on “Hydrometeorological activity
    PD date 13.02.99, N0. 103

2. On application of the AR Law on “Ecological Safety”

    PD dated 04.08.99, No. 172

3. On application of the AR Law on “ Environment Protection”

    PD dated 04.08.99, N0.173

4. On application of the AR Law on “ Introduction of  changes and amendments into some
    legislative acts of the AR in connection with introduction of the Law of AR on “Industrial 

    and domestic wastes”
    PD dated 04.08.99, No.175

5. On provision of implementation of the AR Law on wildlife

    PD dated 06.03.2000 

6. On introduction of changes and amendments into approved by the Decree of the President
    of the AR law No.637, dated October 4-th, 1997 on “The list of activities, requiring special 

    permission (license) and the list of bodies of the executive power, issuing such licenses”
    PD dated 01.07.2000, No.358

7.  On appointment of a scientific body, representing  the AR in the “Convention on
     international trade in  species of wildlife and fauna in danger of extinction”
     Presidential order dated 15.07.2000, No.467

8.  On application of the AR Law on “ Introduction of  changes and amendments into some
     legislative acts of the AR in connection with introduction of the Law of AR on “Protection 

     of Environment
     Presidential order dated 15.07.2000 , No.467

9 On application of the Law of the AR on “Specially Protected natural territories and 

     objects”
     PD dated 15.07.2000, No.366

10 On provision of implementation of the AR Law on “Protection of Environment”

     PD dated 30.08.2000

Resolutions  of the Milli Mejlis (Parliament) of the AR

1 On enactment of the Law of the AR on “Protection of Nature and Natural Resources Utilization”

      ( Law of the AR dated 16.05.2000 , No.879-1GD lost its validity)

      Decree of the Parliament of the AR dated 25.02.92 No.802

2    On approval of the list of mineral resources, subject to royalty payment
      (Including the list of the mineral resources, subject to royalty payment)

      Decree of the Parliament of the AR dated 13.06.95, No.1056

Decrees of the Cabinet of Ministers of the AR

1 On approval of the rules for issuance of special permit (license) for provision of services in 

      the field of plants protection 

      (including Rules)

      Decree of CM of the AR dated 06.01.98, No.2
Summary of applicable laws

· Law on Industrial and Domestic Wastes - Approved by PD on 26.10.1998, No.3

· New norms of payment for damage inflicted to the environment as a result of illegal exploration of mineral resources widely available at the territory of the Republic of Azerbaijan” - approved by the CM of the AR on 28.12.1998, No.239

· Law on Ecological Safety - approved by the PD on 08.06.1999, No.677-1Q

· Land Code of Azerbaijan - approved by PD on 25.06.1999, No.695-1Q

· Law on Protection of Environment - approved by PD on 04.08.1999, No.173

International Ecological Conventions

The Republic of Azerbaijan has ratified the following conventions:

1. Convention on protection of monuments of cultural and natural heritage (Paris, 1972) - in 1994 

2. Convention on climate change (London, 1973/1974) -  in January 1997

3. Wien convention on protection of ozone layer (Montreal Protocol, 1985) - in 1996

4. Convention on prevention of pollution by marine ships (Marpol) - in 1997

5. Convention on prevention of desertification (Paris, 1994) - in  April, 1998

6. Convention on international trade in endangered species (Washington, CITES, 1973) - in June, 1998

7. Convention on EIA in trans-boundary context (Espo, Finland, 1991) -  in 1999

8. On access to information, public participation in the decision  making and access to legal judgment on issue, relating to the environment (Orhus, 1998)  - in 1999

9. Convention on bio-diversity (Rio-de-Jainero, 1992) - in March 2000

10. Convention on protection and use of transboundary water courses  and international lakes (Helsenki, 1992) - in 2000

11. RAMSAR convention on wetlands - ratified by RA on June 18, 2000)

Other relevant laws and legal acts

· Criminal Code envisages measures for protection of the Caspian Sea and responsibility for these laws, namely:

· Article 57 envisages implementation of measures for protection of water balance, rational use of water and land resources etc.

· Article 60-2 prohibits use of toxic chemical substances affecting population and environment

· Article 160-1 imposes punishment for pollution of the sea with substances hazardous for human health and bioresources

· Resolution No.122 “ Fees for use of natural resources. Norms of payment for pollution of environment (1992)

· Environment protection

· Leading organizations in the area of development of economic tools for control over pollution of environment and rational use of the natural resources are;

· State Committee on Ecology and Control of Natural Resources Utilization (ACECNRU) which determines norms (tariffs and fees) and size of payments for use of natural resources (fauna, water resources) and discharge of pollutants into environment. It also exercises control over actual volumes of natural resources utilization and pollution loads, provides improvement of the existing economic tools for environment protection and initiates development of new tools;

· State Committee for Geology and Mineral Resources determines rates of taxes imposed for mining mineral resources and exercises control over actual volumes of mineral resources mining (with exception of oil and gas);

· State Committee on Land Resources - determines rates of land tax

· Administrative competence

· State Committee  for  Protection of Environment is directly subordinated to the President of the Republic of Azerbaijan. It is responsible for elaboration and implementation of recommendations on environment protection measures, control over enforcement of all standards and execution of the state control over conditions and use of natural resources. State monitoring of the environment is carried out by the State Committee for hydrometeorology and by the State Committee for Protection of Environment. Local (municipal and district) committees for environment protection (subordinated to the State Committee for Protection of Environment) are responsible for enforcement of these laws at their territories.

· State Committee for Ecology manages and is responsible for protection of public natural preserves, with the exception of the Gobustan archeological preserve. Some of protected areas or preserves have autonomous management and some of them are managed by regional, interregional or municipal authorities.

· Policy in the field of environment protection

· Ecological Concept of the Republic  Azerbaijan  establishes principles of the state policy in respect to environment protection. For implementation of these principles developed was NEAP. The objective of the policy is development and introduction of the program of measures for environmental impact assessment (EIA), improvement of the existing ecological standards and their upgrading to the level of the EU standards, use of economic mechanisms for reduction of pollution, raising level of public awareness and education, strengthening of cooperation with regional and local organizations , improvement of the system of ecological monitoring and introduction of the “polluter pays” concept. Under the framework of the Project on Priority Measures for Improvement of Environment, 1997  it is planned to build in the nearest future a sturgeon breeding farm. Under this project some measures were carried out for clean-up of the Caspian Sea coast line against oil spills and a clean-up of the Baku Bay,

· etc. There is a Reserve Ecological Fund which ,however, experiences difficulties in raising funding. Recently, for the first time in Azerbaijan, elections to the municipal councils were held, which would facilitate environment management.

· System of protected territories 
· A network of protected territories with varied degree of protection level has been established. It includes 15 natural preserves, 20 state protected territories, 2 state hunting preserves and a number of natural monuments. At the Caspian coast of Azerbaijan there are the Kyzylagach state natural preserve and Shirvan state natural preserve as well as the Biandovan state protected territory. Due to lack of funding efficiency of operation of the system of protected territories deteriorates. The system is not perfect because it does not include critical areas, migration routes, ecosystems and some protected  territories are too small to fulfill their

· functions properly. Due to lack of funding relevant researches were stopped. At the NEAP section on biodiversity needs further elaboration. Scientists prepared Nature conservation plan for the period to 2010 which includes maps and proposals for extension of the system of protected territories.

· Chapter V Conclusions and recommendations   

· Aspects of environment protection policy

· Principles of the state policy in the field of environment protection are defined at the “Ecological concept of the Republic of Azerbaijan” developed by the State Ecological Committee in the beginning of the nineties. This concept is based on practically tested principles of ecological safety, approved at final documents of the Conference held in 1992 in Rio-de-Jainero on the subject of “Agenda for the 21-st Century”. On the basis of this concept developed in 1997 was NEAP which is being implemented now.

· As a basis for this concept used are priorities and directions which enable in a purpose oriented way to carry out measures aimed at rehabilitation of the environment, such as:

· protection of biosphere
· rational use of  natural resources and energy sources
· reduction of pollution load and waste utilization
· reduction of anthropogenic load and risk associated with it
· Within this framework, at the present stage of the social and economic development of the country the most important are the following problems, negatively affecting environment:

· fluctuations of the Caspian Sea level and caused by it destruction of marine and coastal ecosystems;

· transboundary pollution of the Kura River basin;

· continued pollution of the land resources, air, hydroresources of sea and land

· depletion of natural resources such as : land, forest, water, fish, mineral and raw material resources.

· Added to these problems should be colossal damage to the Karabakh ecosystem caused by military actions and continued occupation of this area by Armenia.

· Solution of some principal ecological problems to a great degree is connected with changes in the policy of economic development of the country. In particular, establishment of oil consortiums facilitates attraction of the required capital, technologies, modern  methods of expertise for development of new oil  and gas fields. Continued price reform, reflecting economic value of goods and services , provides stimulus for improvement ofd technologies, resources conservation and pollution reduction. The land reform, about to be completed, and land privatization will stimulate efforts to make agriculture more ecologically friendly.

· Transition to the market economy will create unique possibility of comprehensive improvement and  inclusion  of economic mechanisms for environment protection into reformed economic system.

· Introduced and applied in this country economic instruments are aimed at (fully or partially) solution of ecological problems. The status of these instruments was again confirmed in new, recently adopted “Law on Environment Protection” the Articles 3 and 22 of which state that  fundamental principles of environment protection include the principle of use of economic stimulation of natural resources use and protection of the environment by:

· payment for usage of natural resources;

· payment of fines for pollution of environment;

· creation of economic incentives  in the area of environment protection;

The law envisages a possibility of elaboration and usage of other  economic stimulation mechanisms for environment protection, including introduction of new payments, ecologically related subsidies, environmental insurance, ecological audit and other mechanisms not contradicting to provisions of the existing legislation.

Taking into account the world experience, and first of all experience of the EU countries, it is necessary to carry out in the nearest future development and introduction of additional list of economic instruments such as:

1 New types of payments for:

· land pollution by oil products and storage of toxic substances;

· imported fossil types of fuels depending on their pollutants content and calorific value;

· air traffic;

· noise, radioactive  and electromagnetic pollution;

· use of pesticides and fertilizers;

· discharge of untreated waste waters, containing suspended solids, heavy metals, phenols, oil products etc.

· cattle grazing at public lands;

· raw materials;

· sport fishing;

2 New economic instruments:

· Discounts in the size of the imposed VAT  for implementation of environment protection measures;

· Discounts in the size of various excise duties for implementation of environment protection measures;

· introduction of collateral system for different types of production;

· trading in permits, rights, quotas for emissions and discharges;

Main issue and recommendations 

Business environment and obstacles

Business activities are hampered by unjustified multiple checks, high taxes, intrusion by local authorities etc. The cost of transportation makes it impossible for farmers to sell their agricultural products outside their farms and local markets. Agrobusiness  environment should be improved, and it is necessary to reduce taxes, clarify  custom procedures and simplify rules for issue of licenses, etc.

Market development

Internal consumption of the processed primary agricultural products has reduced due to decline of local agro-industry and inflow of imported products. Private market faces problem of reduction of demand for seasonal perishable fruits and vegetables. Stuck between low productivity and inaccessibility of the foreign markets farmers faced the need to increase their  competitiveness at the local market. This competitiveness can be improved by increase of a number of cultivated crops, reduction of production expenses, improvement of the system of trade intermediaries, including wholesalers and starting local processing of agricultural products. However, insufficient gas and electric power supply in rural areas led to reduction in number of mills and other processing facilities and damage to small food processing companies which created additional jobs.

Management of water resources and land reclamation 

Farmers encountered the problems of deterioration  of soils and reduction of lands productivity, partially due to wrong functioning of irrigation and drainage systems. State Committee for Irrigation and Land Reclamation proposed to implement 11 projects to improve irrigation and drainage systems, worth about US$ 1.1 billion. There is also a necessity to assess water resources, implement measures for land reclamation and development of rational state investment program for  rehabilitation of land irrigation systems. This program  should take into account new features of the agrarian sector, requirements for staged hand over of irrigation systems management functions to water users.

Principal issue and recommendations   
Rehabilitation and reforms of the system of education are key elements under conditions of economic and social transition and they are necessary for sustainable economic growth. Current  level of public expenses for education equal to 3.5 % of GDP is lower than in some comparable countries and serious reduction of expenditures on maintenance of logistic infrastructure of education and text books and training materials is principal factor causing decrease of the quality of education. Forecasts show that in the nearest future expenditures for education will not increase.

Further  strategy includes strengthening of policy of the state relating to efficiency of organizational reforms. Main reforms in this sector should lead to improvement of efficiency, including  also: (i) transition from existing normative budget to individual allocation of resources; (ii) improvement and consolidation of organization and usage of the logistic infrastructure of education; (iii) improvement of the skill of the personnel and , especially, ration of students to teachers; (iv) increase of the level of mobilization of locally available financial resources for education.

The system of development of text books and their publishing should be reformed as soon as possible and role of private sector in it should also be reviewed and strengthened. Also reformed should be the system of scholarships granting on the basis of tests. Subsidies for preparation of educational text  books should also be introduced.

Main issues and recommendations
Strengthening and improvement of the social services sector is a key problem faced by the government. Allocations for medical services, medicines, medical appliances, maintenance of equipment and facilities have been sharply reduced due to decrease of available budget and are not sufficient. Therefore, some reforms should be carried out. 

In the nearest future, the state should formulate and implement a program of comprehensive reform of the public health services and to combine efforts needed for improvement of the efficiency of the services and for facilitation of the transition from curative to preventive medicine. The objectives  of the reforms to be carried out are: (i) improvement and consolidation of the available public health facilities and raise of the efficiency of their use; (ii) provision of required stuff; (iii) transition from normative to individual mechanism of budget allocations; (iv) increase of fees for provided services, compensation of the costs, but with due account to the paying capacity of the population; (v) reforming of procurement and use of pharmaceuticals; and (vi) improvement of medical services quality and professional level of medical personnel.

For effective use of limited resources and improvement of the quality of services it is necessary to shift from curative to preventive medical services. It will enable to divert resources to enhancement of primary and decentralized medical assistance. The following reforms should be carried out: improvement of medical education; (ii) upgrading medical treatment system; (iii) greater  emphasis on first medical aid; (iv) priority to mothers and children; (v) selection of the set of  principal medical services; (vi) training of doctors- general practitioners; (vii) involvement of the population in management and financing of the public health services.

Transitional economy had serious impact on state of the health of poor people, therefore, the most attention should be devoted to the poor. It can be achieved by: (i) implementation of mass campaigns of immunization as well as programs aimed at improvement of water supply and sanitary conditions; (ii) emphasis on control of the poverty-related diseases such as tuberculosis, respiratory diseases, diarrhea, malnutrition and child birth; (iii) special attention to solution of the problems associated with the poverty.

Gas and oil production 

Assistance of ADB to energy sector should be directed at improvement of the system, efficiency of energy supply and   usage of renewable sources of energy. For improvement of the state of environment ADB should provide support in monitoring of the environment pollution, caused by energy sector;  monitoring of the efficiency of usage of energy and support in improvement of energy resources management. In respect to the private sector development ADB can provide funding needed for privatization of the energy sector. The assistance of the state may be needed during auctioning of the municipal services, introduction of corporate management and introduction of the international financial  accounting practices. 

Investments into  exploration and production of oil and gas are made by international companies which are capable to internationalize  risks associated with such activities. The structure of such activity is based upon SRP. In both cases such investments increase potential of ADB. The principal issues, which should be reviewed at the survey are volumes and time of arrival of the revenues generated by export of oil and gas and from taxation of oil and gas sector and the impact of such revenues on non-oil sectors of economy.

Electricity

Energy  sector of Azerbaijan is being reoriented to meeting the needs of the national economy, for which purposes it had not been originally designed. Principal element of such adaptation are small expenditures for rehabilitation of the sector and for extension of the specter of investments. Additional investments are needed for rehabilitation and increase of generating capacity of hydropower stations as well as for improvement of power grid management and development of small hydropower generating facilities. Shortage of funding in this sector is also caused by high level of unpaid indebtedness. Studied should be a possibility for implementation of  further reforms, including privatization of energy resources.

Distribution of gas  

Shortage of gas in Azerbaijan  has a negative impact on population and causes felling and cutting of forests. Principal issue is provision of reliable supply of gas which is to be solved soon. Also there is a need for upgrading of compressor stations, electrical meters and control systems.

Pollution of lands by oil

Pilot projects aimed at clean-up of oil polluted lands at the Apsheron peninsula are going on a large scale and a number of foreign companies are involved into these projects. The very modest estimations show that in soils of the Apheron peninsula there is about 10 million tons of oil. The most important task is to re-cultivate this cleaned-up lands.

Rules 

Energy and gas sectors are managed by the state joint stock companies. These companies receive fuel for reduced prices, but resell it at the increased prices. However, the state has no organization which would be in charge of planning and regulation of the internal energy market. It is necessary to consider alternative sources of energy supply and to hand over energy supply of the country to private sector.

Main issues and recommendations

During the period of transition of Azerbaijan to market economy of life importance is mobilization and placement of financial resources which will facilitate further growth of economy and poverty reduction. Reforms of financial sector should be carried out. Currently, a reform of banking sector is being carried out with the aim of reduction of number of banks and strengthening control over their activity. It is necessary to continue reforms and restore trust of the society in banking system. Recommended reforms of the banking sector include: improvement of regulatory framework, imposition of sanctions on those banks which do not comply with regulations, introduction of international standards for increase of the transparency of the system, publication of annual audit reports, facilitation of the development of commercial banks. More remote objective of the reform would be introduction of deposits insurance which will improve image and reliability of private banks.

Securities market will be necessary for implementation of reforms in retirement pensions system. It is very important that a stock exchange will be used. Development of the securities market should go on in parallel and simultaneously with the process of elaboration adequate rules of management and control over securities market developed for non-banking credit organizations.

Relatively slow reforming of the financial sector negatively affects transition period and development of non-oil sector of economy, especially small and medium size business. Reforms of financial sector should be speeded up in order to facilitate transition to market economy.
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