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1 Azerbaijan: Small Business Act
country profile

This chapter provides an assessment of the progress made by Azerbaijan in
implementing the Small Business Act (SBA) for Europe over the period 2020-
23. It starts with an overview of Azerbaijan’s economic context and dives
further into the characteristics of the country’s SME sector. It then develops
on the state of selected framework conditions for the digital transformation of
SMEs. Finally, it analyses Azerbaijan’s progress along twelve measurable
dimensions grouped in five thematic pillars and sets out targeted policy
recommendations.
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Key findings

Figure 11.1. SME Policy Index scores for Azerbaijan

Country scores by dimension, 2024 and 2020 vs 2024 CM
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Note: CM stands for comparable methodology. See the “Policy framework, structure of the report and assessment process” chapter and Annex
A for information on the assessment methodology.

StatLink Sa=r https:/stat.link/890uz1

Table 11.1. SME Policy Index scores for Azerbaijan

Country scores by dimension, 2024 and 2020 vs 2024 CM

Pillar Dimension Azerbaijan EaP average Azerbaijan Azerbaijan
2024 2024 2024 (CM) 2020 (CM)
Pillar A Institutional and regulatory framework for SME policy 3.69 3.78 349 3.36
Operational environment 4.25 4.24 428 4.44
Bankruptcy and second chance 191 2.35 3.10 2.76
PillarB = Entrepreneurial learning/ women'’s entrepreneurship 3.07 3.64 3.70 3.89
SME skills 3.59 3.57 3.80 2.80
PillarC = Access to finance 3.31 3.56 3.74 3.32
PillarD = Public procurement 2.55 3.15 2.70 2.66
Standards and regulations 3.20 3.83 3.34 3.23
SME internationalisation 3.25 3.58 3.33 3.20
PillarE = Business development services 3.33 3.57 3.81 3.12
Innovation policy for SMEs 2.85 3.09 2.22 2.25
Green economy policies for SMEs 2.54 2.81 252 2.15

Note: CM stands for comparable methodology. See the “Policy framework, structure of the report and assessment process” chapter and Annex
A for information on the assessment methodology.
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Table 11.2. Implementation progress on SME Policy Index 2020 policy reforms — Azerbaijan

Priority reforms outlined in the SME Policy Index 2020

Key reforms implemented to date

Pillar A — Responsive Government

Expand “Roadmap for the Promotion of the Production of Consumer
Goods by SMEs in Azerbaijan” to include the services sector.

Ensure that the SME Development Agency (KOBIA) responds to the needs
of small businesses.

Introduce measures to upgrade the IT skills of small entrepreneurs.
Establish effective channels of consultation with organisations representing
the entire SME sector.

Define the regulatory impact assessment (RIA) guidelines and methodology
and identify the leading body in charge of RIA applications.

Promote alternative dispute resolution and simplified proceedings for SMEs.
Adopt a proactive second-chance strategy for bankrupt entrepreneurs.

Inclusion of SME policy measures in the Socio-Economic
Development Strategy of the Republic of Azerbaijan 2022-2026.
Establishment of the Public Council under KOBIA as the main
channel of public-private consultations for SME policy.

Systematic review of business legislation by the Commission for
Business Environment and International Ranking.

Establishment of an RIA division within the Ministry of Economy with
reports made publicly available.

Amendment of the Insolvency Law in December 2020 to clarify the
grounds for debtor insolvency and creditors’ voting rights.

Pillar B - Entrepreneurial Human Capital

Introduce the entrepreneurship key competence at system level across all
levels of education.

Prioritise the independent evaluation of women's entrepreneurship support
programmes and build-in engagement by non-government policy partners.
Focus on the availability and quality of data for policy making and ensuring
effective provision of SME training services for different target groups.

Integration of an entrepreneurship module into the vocational
education and training (VET) curricula; further development of
infrastructure and career guidance services.

Progress in non-formal learning and awareness-raising.
Establishment of women'’s resource centres in regions; increase
public-private co-operation on women'’s entrepreneurship.
Development of a framework for the collection and analysis of data
of SME skills used to inform policymaking.

Development of a network of operators by KOBIA to improve training
provisions.

Pillar C — Access to Finance

Enhance financial inclusion by supporting the development of non-bank
financial services and deepening credit information.

Adopt a new law on leasing.

Improve the availability of statistical data on the financial sector to enable a
more granular market assessment and develop products tailored to the
needs of borrowers.

Implementation of the Basel Il principles.

Adoption of an enhanced risk-based supervision and stress-testing
model.

Establishment of the first local venture fund “Caucasus Ventures”.
Establishment of various portals and platforms to improve financial
literacy.

Pillar D - Access to Markets

Ensure a co-ordinated approach and build KOBIA's capacity to support
SME internationalisation.

Enhance SME access to trade financing and implement a support
programme to create supply chain linkages between SMEs and large
investors.

Strengthen the national accreditation body and make it fit to enter into a
bilateral agreement with EA.

Implement targeted SME training and standardisation.

Provide financial support for SMEs to implement technical standards.
Ensure the use of e-procurement in a wider range of award procedures.
Raise status, independence, capacity of central procurement institutions.

National Plan for 2023-2025 on harmonisation of standardisation
with international requirements and adoption of EU standards.
Introduction of financial support for SMEs to acquire standards.
Promotion of the use of e-commerce as an objective of the 2022-
2026 Socio-Economic Development Strategy.

Establishment of an online sales platform to support SMEs.

Pillar E — Innovation and Business Support

Organise innovation policies under a single national strategy.

Establish co-ordination mechanisms among bodies providing business
development services (BDS).

Extend eligibility of grants for innovation beyond the IT sector.

Build capacity of KOBIA and sub-structures’ staff to advise businesses.
Outsource support services to private BDS providers and/or offer a co-
financing mechanism to SMEs for first-time BDS use.

Target green-economy policies towards the capacities and needs of SMEs.

SME-related innovation policies included in the Socio-Economic
Development Strategy 2022-2026.

Outreach to SMEs ensured by KOBIA’s network of sub-structures
(SME Houses, SME Development Centres and SME Friends).
Introduction of a “startup certificate” for micro and small businesses
for the sale of innovative products or services.

Creation of KOBIA's grant competitions for entrepreneurs.
Regulatory and financial instruments to promote greening practices
among SMEs, including via Entrepreneurship Development Fund.
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Context

Economic snapshot

As a major exporter of hydrocarbons, Azerbaijan benefitted from the sharp increase in oil and gas prices
triggered by Russia’s full-scale invasion of Ukraine. GDP growth reached 4.7% in 2022, further sustaining
the post-COVID-19 recovery following a decline of 4.3% in 2020 (Table 11.3). Nevertheless, as a negative
consequence of the pandemic and the war, inflation rose to 6.7% in 2021 and further accelerated to almost
14% in 2022, driven by high global commodity and food prices (IMF, 20231)).

Azerbaijan imports about 30% of its wheat from Russia and is consequently making efforts to diversify its
food supplies (OECD, 2023p2;). Additionally, due to its currency peg to the US dollar, imported inflation
through increasing food prices was avoided (Central Bank of the Republic of Azerbaijan, 20233)).

Azerbaijan’s economy is dominated by mining and quarrying activities, mainly related to the extraction of
crude petroleum and natural gas, accounting for 45% of GDP in 2022 (SSCRA, 20234)), while mineral fuels
and oils account for the highest share of exported goods (88% in 2021) (SSCRA, 2023;5)). The country has
the potential to cater to the EU’s efforts to reduce its energy dependence on Russia, especially after the
completion of the Southern Gas Corridor. Thus, the dominance of the energy sector is unlikely to change
in the near future. That said, although the sector generates high revenues, the sector provided jobs for
less than 1% of the population in 2022. In contrast, the agricultural sector accounted for more than a third
of employment in 2022, while generating only 4.8% of value added (SSCRA, 2023js)).

However, Azerbaijan has adopted policies to diversify its economy, notably through its 12 Strategic
Roadmaps for 2016-2020 and the Socio-Economic Development Strategy for 2022-2026. The latter reform
plan introduces a private-sector-led growth model and seeks to enhance human capital, with a target of
sustained 5% growth in non-energy sector during the 2022-2026 period (World Bank, 20237). For 2022
alone, non-energy sector growth was recorded at 9.1% (year-on-year) and driven by services, including
ICT (World Bank, 2023(7;). While the ICT sector is seen as instrumental and a potential driver of economic
diversification in Azerbaijan, the share of the information and communication sector in the value-added
generated in Azerbaijan reached its lowest point in 2022 with 1.4% — against annual results ranging from
1.6% to 2.1% between 2012 and 2021. In addition, the sector’s share in the average annual number of
workers has stabilised at 1.9% or slightly below in recent decades (SSCRA, 2023js)). Consequently, the
share of the ICT sector in Azerbaijan’s GDP has decreased to 1.4% in 2022 against 1.8% in 2016 (SSCRA,
2022;9)).

Despite the ICT sector’'s modest size, a significant share of Azerbaijani enterprises started or increased
online business activity during COVID-19 — 60% of small enterprises, 71% of middle-sized firms, and 52%
of large companies (World Bank, 2021p10)). Thus, SME growth has most to benefit from an expansion in
the ICT sector. Nevertheless, SMEs are still lagging behind in adopting solutions, and the range of services
offered for SMEs in non-ICT sectors to catch up remains limited (OECD, 2022}11;). Given the potential of
the sector’s services to support all SMEs’ development and digitalisation, Azerbaijan has much to gain
economically in boosting the productivity of its ICT sector.

Table 11.3. Azerbaijan main macroeconomic indicators 2018-2022

Indicator Unit of measurement 2018 2019 2020 2021 2022
GDP growth** Percentage, year-on-year 1.5 25 4.2 5.6 47
Inflation** Annual percent increase, consumer prices 2.3 2.7 2.8 6.7 13.9
Government balance™* Percentage of GDP 54 8.9 6.6 41 6.1
Current account balance** Percentage of GDP 12.8 9.1 05 15.2 30.5

Exports of goods and services* Percentage of GDP 54.1 49.1 35.6 46.5 60.1
Imports of goods and services* Percentage of GDP 37.6 36.8 36.4 29.8 27.0
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Indicator Unit of measurement 2018 2019 2020 2021 2022
FDI net inflows* Percentage of GDP 3.0 3.1 1.2 -3.1 5.7
General government gross debt™  Percentage of GDP 18.7 17.7 21.3 26.5 20.7
Domestic credit to private sector* Percentage of GDP 20.8 23.0 26.0 229 18.3
Unemployment* Percentage of total active population 49 49 72 5.9 5.5
Nominal GDP** USD billion 471 48.2 42.7 54.6 69.9

Note: Government balance corresponds to General government net lending/borrowing; unemployment reflects modelled ILO estimates
Sources: * (World Bank, 2023(127); ** (IMF, 20231)); both accessed May 2023, ***OECD Calculations based on (World Bank, 2023(12;) and
(SSCRA, 20235)

Box 11.1. Azerbaijan’s support for SMEs during the COVID-19 pandemic

Financial support

During the COVID-19 pandemic, the Azerbaijani government offered support for businesses and
individuals totalling 4.85% of the country’s GDP. This included additional funds for the Entrepreneurship
Development Fund as well as AZN 80 million (EUR ~44.5 million) dedicated to microentrepreneurs.

In sectors negatively affected by the pandemic, businesses were offered the possibility to apply for state
guarantees for 60% of the loan amount and a 50% interest rate subsidy on selected new loans, as well
as an 10% interest rate subsidy on existing loans for a year. Unsecured microloans were distributed to
the agricultural sector.

Regulatory flexibility

In 2020, deadlines for tax declarations and payment were extended. Azerbaijan amended its Tax Code
and introduced temporary tax benefits and holidays to minimise negative effects on businesses.
Measures included reductions in profit tax and social security contributions for businesses that were
particularly impacted by the pandemic. Workforce support

The government provided AZN 215 million (EUR ~120 million) to partially cover the salaries of 300,000
employees. Unemployed and low-income citizens that lost earnings due to the pandemic also received
a lump-sum payment of AZN 190 (EUR ~106). Taxpayers in sectors particularly affected by the
pandemic were exempted from 75% of their income tax, from land and property tax for one year, and
from rental tax for nine months.

The government also sought to provide assistance for individual entrepreneurs, as well as for business
owners, to help pay wages through an online platform by transferring funds directly to their bank
accounts. By the end of July 2020, almost 30,000 entrepreneurs had used it to pay salaries worth a
total of almost AZN 98 million (EUR ~54.5 million).

Source: (IMF, 2021113)), (OECD, 2020(14)).

SME sector

A new definition of SMEs was introduced in December 2018 with the objective of eliminating differences
in the methodologies applied by the State Statistical Committee and the Ministry of Taxes. The new
definition distinguishes between micro, small, medium-sizes, and large enterprises, and is aligned with the
EU definition regarding the thresholds used for number of employees.
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Table 11.4. Definitions of SMEs in Azerbaijan

Micro Small Medium
Number of employees <10 employees < 50 employees <250 employees
Turnover < AZN 200 000 < AZN 3000 000 < AZN 30 000 000
(EUR ~111 650) (EUR ~1 674 747) (EUR ~16 747 470)

Note: Exchange rates as of 28 September 2023 (OANDA, n.d.p15).
Source: Resolution No. 556 of the Cabinet of Ministers of the Republic of Azerbaijan dated 21 December 2018.

The economic potential of SMEs in Azerbaijan remains largely untapped. SMEs generated 16.4% of value
added and accounted for 41.8% of total employment in 2021 (Figure 11.2). In the non-oil sector, SMEs
generated 26.6% of value added and accounted for 43.2% of employment in 2021. While the value added
of the non-oil sector has increased slowly but steadily in recent years (mostly driven by small enterprises),
the share of employees in non-oil SMEs has shrunk by about 2 percentage points, to 43% in comparison
to 45% in 2018 (SSCRA, 20221¢); OECD et al., 2020;17)).

Figure 11.2. Business demography indicators in Azerbaijan, by company size (2021)

[ Micro ] Small 1 Medium [ Large
100%
90% [
80% [
70% F 58.20% 56.80%
73.40%
60% [ 83.60%
50% |
40%
30% F 25.10% 25.90%
20% | 10.70%
6.80% i
10% F 11.90% ) 12.30% 2.80% 20
e e o] o]
o L R e ! ! !
Employment Employment (non oil- Value added Value added (non oil-
gas sector) gas sector)

Source: Azerbaijan State Statistical Committee (SSCRA, 2022;1)).

StatLink Sa=r https:/stat.link/ifldtn

Most Azerbaijani SMEs are concentrated in relatively low value-added activities, such as trade and repair
of vehicles, construction, and agriculture (Figure 11.3). The number of SMEs operating in these sectors
changed substantially between 2018 and March 2023. The importance of the construction sector increased
to a share of 10% of SME activity from 2% in 2018. Also, the agricultural sector has become more relevant
for SMEs, with an increase to a share of 7% of SMEs. By contrast, the transport sector experienced a
substantial decline of SMEs accounting for a share of only 3%.

SME POLICY INDEX: EASTERN PARTNER COUNTRIES 2024 © OECD/EBRD 2023


https://stat.link/ifldtn

| 283

Figure 11.3. Sectoral distribution of SMEs in Azerbaijan as of March 2023
Share of SMEs by type of economic activity
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Note: “Other” includes mining and quarrying, electricity, gas and steam production and supply, water supply, waste management, financial and
insurance activities, professional, scientific, and technical activities, administrative and support service activities, education, human health and
social work, arts/entertainment/recreation, and other service activities.

Source: OECD calculation based on data from Azerbaijan State Statistical Committee.

StatLink Sa=Pa https:/stat.link/y79kji

SBA assessment by pillar

SME digitalisation policies

Creating an environment conducive to the digital transformation of SMEs requires a comprehensive policy
approach based on sound framework conditions for the digital economy as well as targeted support to help
SMEs reap the benefits of digital solutions. Framework conditions refer to pre-requisites for the digital
transformation, such as affordable access to high-speed broadband, a satisfactory level of digital literacy
among citizens, and a well-co-ordinated and coherent policy approach and governance system for digital
policies. In the context of SME development, those fundamentals need to be complemented with specific
business support services, digital financial services for SMEs, and tailored support to engage in e-
commerce to reach new markets.

Reflecting the multi-faceted nature of the topic, this round of SBA assessment evaluates EaP countries’
policy approaches to SME digitalisation through i) a dedicated pillar on selected framework conditions for
the digital transformation, as well as ii) six new sub-dimensions, incorporated in the pre-existing
dimensions of the SBA assessment, to delve deeper into specific thematic policies to foster the digital
transformation of SMEs. The weighted average of the scores for the new pillar and digitalisation-oriented
sub-dimensions results in a composite score for SME digitalisation policies presented below (Figure 11.4)."

Azerbaijan’s composite score of 3.14 for SME digitalisation policies is driven by its institutional framework
in that regard, with the Socio-Economic Development Strategy of the Republic of Azerbaijan 2022-2026
(SEDS) addressing the issue and the co-ordination efforts between stakeholders, as well as the sharp
improvements in the provision of e-government services. The country also ranks among the top regional
performers in terms of e-commerce, thanks to the measures planned in the SEDS, dedicated support for
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SMEs and the existence of a regulatory framework. On the other hand, Azerbaijan should pursue its efforts
to create robust framework conditions (notably by adopting a national digital strategy (NDS), enhancing
the collection of internationally comparable data and improving high-speed Internet accessibility), step up
business support services for the digital transformation, and work on the digitalisation of standards and
technical regulations.

Figure 11.4. Scores for SME digitalisation policies in Azerbaijan
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Note: Further details on the assessment and calculation methodology can be found in the “Assessment framework” section in the “Digital
Economy for SMEs” chapter, in the “Policy framework, structure of the report and assessment process” chapter and in Annex A. Additional
information on institutional framework for SME digitalisation and e-government services can be found in Pillar A; on digital financial services in
Pillar C; on use of e-commerce in Pillar D; and on business support services for the digital transformation of SMEs in Pillar E.

StatLink https:/stat.link/7ij4d3

The following section details Azerbaijan’s performance in developing selected framework conditions for
the digital transformation, while more information on digitalisation-oriented sub-dimensions can be found
in the sections on the pillars they respectively belong to.

Selected framework conditions for the digital transformation

Individuals and firms, notably SMEs, cannot fully reap the benefits offered by the digital transformation
without the existence of robust framework conditions, such as comprehensive digitalisation policies,
access to high-speed Internet and well-rounded ICT skills among the population. Accessible, affordable
and stable broadband connection is indeed the sine qua non to ensure widespread participation of citizens
and businesses in the digital economy, and to stem the widening of the connectivity gaps between urban
and rural territories, and between firms of different sizes. Furthermore, fostering digital skills development
at all stages of life (through formal education and lifelong learning initiatives for adults) is essential to help
the working-age population acquire the skills they need to embark on the digital transformation, produce
tech-savvy consumers, and build a talent pool of IT specialists.

National digital strategy

Azerbaijan has been making policy efforts to accelerate the digital transformation of its economy and
society. The Strategic Roadmap for Development of Telecommunications and Information Technologies
(ICT Roadmap) and the Strategic Roadmap for the Production of Consumer Goods at the Level of Small
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and Medium Enterprises in the Republic of Azerbaijan (SME Roadmap), adopted in 2015, fostered the
implementation of several measures for digitalisation between 2016 and 2020, such as the development
of the digitalisation of public services and financial tools to help SMEs acquire digital technologies. More
recently, in January 2023, Azerbaijan adopted a so-called “ICT package” notably entailing legislative
changes to further encourage the growth of the IT sector. Regarding the digital transformation of the
economy at large, measures are currently foreseen in the Socio-Economic Development Strategy of the
Republic of Azerbaijan 2022-26 (SEDS), which foresees, in its Action Plan approved in July 2022, the
creation of a standalone National Digital Strategy, the Digital Economy Strategy. The latter should be
finalised by the end of 2023.

For the preparation of this upcoming document, Azerbaijan has worked towards co-ordinating efforts
across stakeholders. The design of the new strategy was assigned to the Ministry of Economy and, within
the Ministry, the Centre for Coordination and Analysis of the Fourth Industrial Revolution (Box 11.2). A
dedicated Working Group on the Preparation of the Digital Economy Strategy was established by Order of
the Minister of Economy of the Republic of Azerbaijan dated 12 December 2022, aiming at ensuring
internal co-ordination and co-operation with international donors and consulting organisations. The
institutions involved include the Central Bank, the Ministry of Digital Development and Transport, the
Ministry of Science and Education, the Ministry of Finance, the State Service for Special Communication
and Information Security, the State Agency for Public Service and Social Innovations under the President
of the Republic of Azerbaijan, relevant structures of the Ministry of Economy, and external consultants.

While the SEDS sets targets to assess the implementation of the planned measures, Azerbaijan collects
only a limited number of indicators related to the digital transformation of SMEs specifically — which might
hinder impact evaluation.

Moving forward, Azerbaijan should ensure the adoption of a comprehensive policy approach in its
upcoming National Digital Strategy. It should also include provisions for the digital transformation of non-
IT sectors, notably SMEs — as this aspect would benefit from additional efforts. To ensure concrete impact,
the strategy will need to set clear objectives, associated with sufficient budget/resources and targets, and
process- and result-oriented key performance indicators to allow for the monitoring and evaluation of each
policy action. Since limited co-ordination during the implementation of previous policy documents has been
lowering the impact of policy initiatives (OECD, 2022(11;), Azerbaijan should pursue a multi-stakeholder
approach, building on the newly established working group, and also involve private sector representatives
to ensure all views are taken into account. Finally, Azerbaijan could consider collecting additional data, in
line with EU and OECD methodologies, to enable better assessment of policy measures and international
comparisons.

Broadband connectivity

Azerbaijan has made significant policy efforts to develop broadband connectivity in recent years. Several
policy documents have been adopted and implemented, such as the Telecom Road Map 2017-2020 and
the Regional Development Plans for 2009-13, 2014-18, and 2019-23. The above-mentioned ICT Roadmap
also sets targets towards improving access to broadband across the Azerbaijani territory. A strategy and
action plan on broadband for 2021-24 have reportedly been adopted, although the documents are not
available online.

In terms of recent achievements, Azerbaijan has made considerable improvements in fixed broadband
speed in recent years, notably fostered by government investment in infrastructure, but uptake levels
remain below those of its EaP and OECD peers. The government has planned further measures to improve
the situation, including the development of a new regional fibre-optic network, the Trans-Eurasian
Information Superhighway, and the broadband strategy reportedly aims at having 100% of households
covered and a minimum download speed of 25 Mbps by 2025. Despite being below EaP averages for fixed
and mobile broadband uptake, Azerbaijan has made progress in reducing digital divides between urban
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and rural areas, with the current gap appearing quite low according to International Telecommunication
Union (ITU) data (see Figure 4.4. in the “Digital Economy for SMES” chapter). Azerbaijan also has one of
the highest shares of individuals using Internet across the EaP region.

However, broadband subscriptions are still below OECD and EU levels, and Internet affordability has
slightly decreased in recent years. Azerbaijan collects a range of data on digital divides, which offer up-to-
date insights on broadband uptake by different target groups. This notably reveals persisting challenges
in terms of businesses’ Internet access, with barely half of Azerbaijani firms having an Internet connection.

Moving forward, Azerbaijan should pursue its efforts to foster access to high-speed Internet across its
territory. To this end, it could consider i) lowering barriers to broadband access through regulation and
policies designed to enable investment, while safeguarding competition and investment incentives; ii)
implementing measures to strengthen the resilience of communication networks, such as network diversity
and redundancy, to reduce connection disruptions; iii) increasing digital literacy, as the lack thereof remains
a challenge to broadband uptake in rural areas; and iv) conducting regular multi-stakeholder meetings,
including with network providers, consumers and local authorities.

Digital skills

Digital skills policies are included in the SEDS 2022-26. The latter foresees the implementation of digital
literacy at all education levels, the creation of educational resources, and lifelong learning initiatives. The
topic was previously mentioned in the ICT Roadmap and also embedded in national legislation — such as
the national qualifications framework (NQF) approved by the Cabinet of Ministers in 2018 (outlining digital
skills at all levels of education) and the general education legislation that includes digital competence as a
key competence for vocational education and training (VET) and lifelong learning.

With regard to education systems, the SEDS foresees the introduction of awareness-raising campaigns
and the development of an “ICT-based infrastructure” in education facilities, as well as training for teachers
and managers and the improvement of ICT materials, notably computers. It also provides for the creation
of educational resources for educators, students, and parents, and an increase of graduates in tech fields.
As for lifelong learning opportunities, Azerbaijan seeks to improve the quality and accessibility of digital
skills training. To this end, a “digital academy” will be created, providing training and re-training for
management professionals, starting with civil servants.

In addition to these policy plans, several initiatives have already successfully been implemented — such as
courses in science, technology, engineering, and mathematics (STEM) offered to children and students by
the Innovation and Digital Development Agency (IDDA); the Digital Skills project of the Ministry of
Education; and additional courses provided to individuals and businesses by the Information-
Communication Technologies Application and Training Centre under the Ministry of Digital Development
and Transport. One of the latest milestones in the country lies in the development of the IT Hubs project,
implemented jointly by the C4IR, EBRD and StrategEast company. It will offer 11 months of training in
such areas as computer science, programming and business analysis to people between the ages of 19
and 30 in different regions and cities of Azerbaijan, with the aim of increasing their employability. Further
training opportunities are being developed by the C4IR, as mentioned in Box 11.2.
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Box 11.2. Azerbaijan’s Centre for Analysis and Coordination of the Fourth Industrial Revolution
(C4IR)

Established in 2021 by and within the Ministry of Economy of the Republic of Azerbaijan, the Centre for
Analysis and Coordination of the Fourth Industrial Revolution (C4IR) focuses primarily on analysing and
co-ordinating challenges, initiatives, strategies and projects related to the digital economy.

Working in collaboration with public- and private-sector partners, as well as academia, the Centre aims
to develop and test policies and regulatory frameworks designed to harness the potential of key
emerging technologies with the goal of positioning the country as a leader in the field.

The “Fourth Industrial Revolution” (4IR) — characterised by the convergence of digital, biological and
physical technologies — is profoundly transforming economies, industries and societies. C4IR
endeavours to capitalise on these changes to drive opportunities and benefits for Azerbaijan's
development in the digital era.

The Centre’s activities include:

e Policy analysis: The Centre conducts analyses of emerging technologies' impact on various
sectors, identifying potential policy implications. It offers research-based recommendations to
policy makers, fostering an enabling environment that promotes innovation while safeguarding
privacy, security and ethics.

e Collaboration and co-ordination: Serving as a platform for collaboration, C4IR facilitates
partnerships among diverse stakeholders, including government agencies, private sector
companies, academic institutions and civil society organisations. The goal is to encourage
innovation and shared approaches to 4IR related issues.

o Pilot projects and prototyping: The Centre often undertakes pilot projects and prototyping
initiatives to demonstrate the practical applications of emerging technologies. These projects
showcase how new technologies can be integrated into industries and society, leading to
positive outcomes.

e Capacity building: C4IR plays a crucial role in enhancing digital skills and capabilities among
individuals and organisations to adapt to the demands of the 4IR. This includes offering training
programmes, workshops and awareness campaigns designed to empower stakeholders to
harness the potential of new technologies effectively.

For example, the Centre collaborates with the US company Coursera and both parties signed an
agreement to provide a wide range of courses covering programming, artificial intelligence, big data,
machine learning, blockchain and cloud technologies. The project will also provide access to courses
on leadership, communication and English language skills. Offered in collaboration with relevant
government agencies, these courses will contribute to advancing digital literacy and skills development
in Azerbaijan.

Source: (World Economic Forum, 2023(1)).

Nevertheless, digital skills levels in Azerbaijan remain below those of the country’s EaP, EU and OECD
peers, with almost half of the population having only basic digital skills. No dedicated educational
framework yet exists for fostering digital skills from initial schooling onwards, and data reveal considerable
urban-rural gaps in schools across the country, e.g. in terms of pupils using the Internet. While Azerbaijan
has some data on levels of basic and standard digital skills, insights remain scarce, with a lack of
information on, for example, the levels of advanced digital skills in the population and of digital literacy
among firms’ managers and employees. Azerbaijan also does not yet have digital skills anticipation tools
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in place — these are only conducted on an ad hoc basis, by international donors. The country is, however,
implementing a pilot project jointly led by the Statistical Office, the Ministry of Digital Development and
Transport and ITU this year, to assess digital skills among households, university students, and public and
private sector employees, but results are not yet available.

Moving forward, Azerbaijan should i) strengthen skills assessment and anticipation tools, and notably
adopt a digital competence framework to provide a benchmark against which to measure skills levels
among individuals and businesses (in line with the EU’s Digital Competence Framework, or DigComp) to
ensure international comparability and recognition; ii) ensure digital skills training opportunities across the
country, to bridge current divides; and iii) foster the development of a multi-stakeholder approach on digital
skills policies, ensuring the involvement and co-ordination of all relevant actors, including education
providers, local authorities and firms.

Pillar A: Responsive Government

Institutional and regulatory framework

Since 2020, Azerbaijan has consolidated the achievements made on the institutional and regulatory
framework for SME policy under the 2016-2020 SME Road Map, expanded the SME support network, and
made further progress in upgrading the legislative framework concerning SMEs.

The government’s main policy priority remains the improvement of the operational environment for SMEs
and the diversification of the country’s economic structure. Therefore, SME policy is seen as an integral
component of the country’s socio-economic strategy.

Institutional setting

The SME policy mandate in Azerbaijan is placed under the Ministry of Economy and specifically under the
Department for Entrepreneurship Development. SME policy is conducted and implemented by the Small
and Medium Business Development Agency (KOBIA) operating under the Ministry of Economy. Other
agencies and public bodies relevant for SME policy are the Commission for Business Environment and
International Ranking under the Presidential Administration, which is in charge of promoting and co-
ordinating regulatory reforms; the Centre for the Analysis of Economic Reforms and Communications
(CAERC), which handles reform planning and monitors the implementation of the reform plans; and the
Innovation and Digital Development Agency, placed under the Ministry of Digital Development and
Transport, whose mandate involves promoting the development of an ecosystem supporting innovation,
the development of e-government services, and enterprise digital transformation.

The implementation of the SME Road Map was completed in 2020 and it has reached most of its
objectives, particularly with regard to the establishment of KOBIA and the network of SME support bodies.
CAERC has monitored the Road Map implementation and conducted a review of SME Road Map
achievements.

At present Azerbaijan does not have a specific multi-year SME strategy. Its main SME policy directions
and measures are presented in the SEDS 2022-26 under National Priority One: sustainable and growing
competitive economy — promotion and sustainable and high economic growth. The government opted to
include SME policy objectives in the broader national development strategy in order to ensure cohesion
and co-ordination of SME policy measures with the country’s broader economic development and
productive diversification strategy. Activities related to SMEs are distributed among different thematic
chapters of the Socio-Economic Development Strategy. The implementation of the Socio-Economic
Development Strategy is conducted by CAERC, which regularly reports to the Presidential Administration
and the Council of Ministers.
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As planned in the Strategy, the government has recently approved three legislative acts concerning SMEs.
The first act facilitates the distribution of SME products by large commercial companies, while the second
act promotes cluster development (see below). Finally, the Law "On the Development of Micro, Small and
Medium Enterprises”, adopted at the end of 2022, defines the forms and methods for providing state
support to micro, small and medium enterprises (MSMEs). The law covers various issues, including the
goals, principles, and main directions of state policy for the development of MSMEs; conditions for
providing support to entrepreneurial subjects; forms of support; procedures for monitoring and evaluation;
and other areas including state financial support, advice and information support, and product production.
In addition, the law provides for the establishment of a permanent group to co-ordinate activities in the field
of development of MSMEs. Finally, the law foresees the creation of a single register of MSMEs.

As mentioned earlier, the main SME policy implementation body is KOBIA. The agency, established in
2017, has a total staff of 240 people and is at the centre of a network providing orientation and assistance
to individual entrepreneurs, start-ups and small enterprises. The network consists of i) SME Development
Centers, operating as structural divisions of KOBIA where professional trainers-experts provide business-
oriented training, advice and support for business plan development and other services; and ii) SME
Houses located in Baku, Khachmaz, and Yevlakh that operate as one-stop shops and provide services to
entrepreneurs for all type of business activities, including business registration, tax issues, licenses,
permits and certificates. The network also includes 45 SME Friends operating as KOBIA’s local
representatives. KOBIA conducts policy actions on the basis of a five-year action plan, complemented by
six-month plans monitored by CAERC.

Legislative simplification and RIA

The systematic review of business legislation, co-ordinated by the Commission for Business Environment
and International Ranking under the Presidential Administration, has substantially contributed to an overall
improvement of the business environment. According to the Ministry of Economy, over 50% of business-
related legislation had been reviewed by the end of 2022. However, where new legislative acts and
regulations are concerned, the adoption of regulatory impact assessment (RIA) is still at an initial phase
and its application is relatively limited. The Law "On Licenses and Permits" dated March 15, 2016,
mentioned RIA as one of the tools available for the evaluation of the impact of new state regulation in the
field of licenses and permits. Elements of RIA are applied during the elaboration of new legislative acts
and regulations resulting from the work conducted by the different committees operating under the
Commission for Business Environment and International Ranking. An RIA division has been established
within the Ministry of Economy, while the application of RIA methodology is supervised by the Legal
Division of the Presidential Administration. All RIA reports are publicly available, and examples of RIA exist
in other normative legal acts of the Republic of Azerbaijan. A recent example concerned the Law "On
Environmental Protection” and specifically on legal and economic regulation related to environmental
protection. However, RIA is currently applied to less than 25% of new law laws and regulations.

Azerbaijan has not formally applied an SME test to RIAs. However, according to Article 9.5 of Presidential
Decree No. 148 dated June 26, 2018, all central and local executive authorities and municipal bodies,
public legal entities created on behalf of the state, and legal entities whose shares are controlled by the
state should make an assessment of how new legislative and normative acts affect the activity of MSMEs
and should consult with KOBIA as part of the legislative and normative process.

The "Impact Assessment" section of the "Global Indicators of Regulatory Governance" (GIRG) Project
implemented by the Global Indicators Group of the World Bank also reviewed and audited RIA applications
in Azerbaijan and noted the absence of a single specialised state body for developing RIA’s guidelines and
conducting RIA.
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Public-private consultations

Since 2020 Azerbaijan has made progress in promoting public-private dialogue. The Public Council
operating under KOBIA functions as the main channel of public-private consultations in the SME policy
area. In 2022, seven public discussions were organised under the umbrella of the Public Council. These
events covered the topics of construction business, business opportunities in the creative industry,
mediating disputes related to entrepreneurial activity, digital entrepreneurship, the role of private business
in education, medical business, and agribusiness. More than 550 entrepreneurs participated in public
discussions. KOBIA also manages the official website of the Public-Private Partnership (PPP)
Development Centre (www.pppdc.gov.az), whose purpose is to inform interested parties within the
framework of partnership relations between the public and private sectors, and to stimulate the
implementation of PPP projects. Finally, it is important to mention the private sector participation in the
committees operating under the Commission for Business Environment and International Ranking, which
include representatives of state entities as well as private sector associations and other stakeholders.

Institutional framework for SME digitalisation

Promoting SME digitalisation is one of the objectives of the SEDS 2022-26. The topic of SME digitalisation
is not covered by a specific section of the Strategy; instead, it is dealt with in the sections dedicated to the
development of the digital economy, promoting digital skills and an innovation society. The Ministry of
Economy and the SME Development Agency (KOBIA) are also members of the working group in charge
of formulating the country’s digital economy strategy and the implementation action plans, securing the co-
ordination between the SME digitalisation objectives contained in the Socio-Economic Development
Strategy and the country’s strategy on the development of digital economy.

The way forward

Moving forward, Azerbaijan should ensure that all SME-related measures listed in the Socio-Economic
Development Strategy are implemented in a timely fashion, that SME policies are backed by short-term
action plans, and that the implementation of those actions is regularly monitored. For this purpose, the
Ministry of Economy in association with KOBIA should publish a yearly report on SME development and
economic structure diversification. Azerbaijan should also conduct regular public-private consultations (i.e.
every three to six months) involving the Ministry of Economy, KOBIA, and representatives of the SME
community (entrepreneurs, experts, local administration and NGOs) to review the implementation of SME
objectives set in the Socio-Economic Development Strategy and to discuss measures related the country’s
contingent economic conditions. Finally, the country should upgrade the RIA methodology and bring it in
line with international best practices and extend RIA to all new relevant primary and secondary legislative
acts.

Operational environment for SMEs

In the previous assessment, Azerbaijan scored above the EaP average in most of the sub-dimensions
related to the SME operational environment, with the exception of business licenses. The improvement of
the operational environment is one of the two main pillars of the country’s SME policy, together with
productive transformation. Since 2020, Azerbaijan has made incremental progress in improving the
operational environment for SMEs, specifically in relation to the provision of e-services, driven by the
COVID-19 pandemic.

Azerbaijan has taken a unique approach in the area of operational environment reform, bringing it under
the supervision of the highest authority in the country. The Commission for Business Environment and
International Ranking, operating within the Presidential Administration, acts as the main co-ordination body
for regulatory reforms in this area. The Commission, chaired by the First Deputy Prime Minister, co-
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ordinates the work of a number of committees, composed by government entities and representatives of
private sectors and other stakeholders, covering several topics. Each committee targets a specific indicator
related to the operational environment used by international institutions and aims at improving the country’s
performance and international ranking. Six of those committees are chaired by the Ministry of Economy,
which is also a member of all other committees. The committees’ work is monitored by CAERC, which
ensures that their work is in line with the objectives set in the country’s Socio-Economic Development
Strategy.

E-government services

Over the last few years, Azerbaijan has made significant progress in the provision of the e-government
services, in terms of both range and accessibility. The Azerbaijani Service and Assessment Network
(ASAN) system, created in 2012 by the State Agency for Public Service and Social Innovations under the
President of the Republic of Azerbaijan, provides access to a range of e-government services and is widely
used by the population as well as by the business community, with terminals located in public spaces and
in the ASAN service centres. The development of e-government is part of the Digital Azerbaijan project
conducted by the E-Government Development Centre, a public entity operating under the State Agency
for Public Services and Social Innovations. The objective of the project is to bring all e-government services
under a single centrally managed portal. The IDDA is in charge of providing technical expertise to the
various public administrations to lead to the establishment of the single portal for e-government services.
It is also responsible for ensuring secure inter-operability across different public sector data banks and
organising training courses in digital skills open to all categories of workers, in addition to promoting cyber
security through a dedicated Cyber-security Centre.

Company registration

There have been no major changes in the company registration process since the last assessment. As
before, the process is free of charge and can be conducted online through a dedicated website.

Business licensing

In the past, obtaining business licenses in Azerbaijan was a relatively complex process. However, since
2015 the government has acted to reduce the number of the licenses required. According to current
legislation, the Ministry of Economy is in charge of issuing licenses for 23 types of entrepreneurial activity
(excluding licenses issued by other authorities covering financial sector activities or activities concerning
state security). Since 2020, the government has also reduced the average amount of the license fees by
50% and a further 50% discount is applied if the enterprise requires an additional license to operate in a
province different from that of its headquarters.

In addition, license applications can now be made online through a “Licenses and Permits” portal
(lisenziya.gov.az) managed by the Ministry of Economy. Launched in 2018, the portal was created to allow
for the electronic issuance of licenses and permits and for the further improvement of the provided services,
including the receipt of opinions from eight relevant institutions as part of the application process.

Tax compliance procedures for SMEs

Since 2019, the Tax Administration has introduced a number of measures to lower the tax burden on small
enterprises and simplify tax administration procedures. Incomes of individuals who carry out
entrepreneurial activities without creating a legal entity are subject to income tax at a rate of 20%, taking
into account the expenses deducted from the income as determined by the Tax Code. A further simplified
income tax regime is in place for individual entrepreneurs who have no employees. Income from dividends
from entrepreneurial activities are exempted from taxes for shareholders/owners of enterprises not subject
to VAT and a 75% tax reduction is in place for individual entrepreneurs.
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The corporate income tax is set at 20%. However, enterprises that have obtained the “start-up” status from
KOBIA benefit from a total corporate income tax exemption for a period of three years. In addition, the new
Law on Clusters Development foresees income tax exemption for enterprises classified as member of
clusters for a seven-year period, pending detailed regulations from the Ministry of Economy and the Tax
Administration.

The evaluation of the efficiency of tax and customs incentives in effect or proposed in Azerbaijan is
governed by the "Rules for the evaluation of the efficiency of tax and customs incentives" adopted by the
Cabinet of Ministers of the Republic of Azerbaijan (Decision No. 436, dated 3 November 2020). The
Ministry of Finance is the institution responsible for the Centralised Electronic Registry System of tax and
customs incentives and exemptions.

The way forward

To continue improving the operational environment for SMEs, Azerbaijan should complete the elaboration
of the country’s Digital Economic Strategy, making sure that it covers also the provision of e-government
services and it is consistent with the Digital Azerbaijan Project.? The level of co-ordination among different
institutions should be improved in order to develop a unique platform for accessing e-government services.
Inter-operability among public sector data bases should also be improved. In addition, Azerbaijan should
systematically monitor the usage of e-government services by different types of SMEs and promote digital
skills among those enterprises that do not make use of those services. Finally, the country should develop
effective monitoring mechanisms to assess whether the new tax incentives introduced with the legislative
acts on start-ups and cluster enterprises have produced the expected results.

Bankruptcy and second chance

Azerbaijan has taken some steps to improve its bankruptcy framework since the last SBA assessment.
The Law No. 326-1Q “On Insolvency and Bankruptcy” (the Insolvency Law), adopted in June 1997 and last
amended on in December 2020, remains the main legislative document regulating insolvency and
bankruptcy procedures. The recent amendments clarify the grounds for insolvency of debtors willing to
begin bankruptcy proceedings, regulate court hearings,® and clarify which creditors have a voting right on
the recovery. Moreover, the Commission on Business Environment and International Ratings of the
Republic of Azerbaijan has taken steps to further strengthen the current legislative framework by
establishing a dedicated working group.

Although there are no particular incentives for extrajudicial voluntary agreements, the Insolvency Law
allows the debtor to initiate insolvency proceedings with minimum involvement of the court. In this case, a
creditors’ meeting is convened, and an insolvency practitioner is appointed by the court. However, this out-
of-court procedure is led mainly by the creditors and the court is still involved in any approval of a
reorganisation agreement concluded out of court. In addition, the insolvency framework does not foresee
abbreviated or simplified procedures for small cases or SMEs. Statistics on insolvency proceedings are
very limited and bankruptcy cases remain rare (in 2019 there were 18 bankruptcy cases before the
administrative-economic courts, 16 of which were in Baku) (EBRD, 20211q)). There is no monitoring
mechanism in place to regularly assess the insolvency framework.

Measures to prevent insolvency remain insufficient. Although training in financial management is available
to all businesses through KOBIA’s website, it is not specifically targeted at entrepreneurs in financial
distress or fearing failure. Also, no early warning systems exist to help businesses identify potentially
threatening financial conditions. Finally, although there are no restrictions imposed during the period of
bankruptcy that might prevent entrepreneurs from a fresh start, there is no established and structured
policy framework to promote second chance for honest entrepreneurs that go bankrupt.
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Pillar B: Entrepreneurial human capital

Entrepreneurial Learning

Since the last SBA assessment, Azerbaijan has taken additional measures to promote entrepreneurial
learning across education levels and the national population at large. Most progress has been achieved
with regard to vocational education, with the entrepreneurship module being integrated into the VET
curricula, in line with the State Standards of Vocational education adopted in March 2019. This allows
students to acquire knowledge and skills in the field of entrepreneurial activity, organisation and planning
of activities, such as business plan development. Azerbaijan has continued to develop VET infrastructure,
such as the Sumgayit Vocational Education Centre inaugurated in 2020. Students also benefit from career
guidance services through nine career services in these VET centres that include awareness-raising about
entrepreneurial opportunities. Student competition are being implemented to encourage learners to
engage in a practical entrepreneurial experience, such as the Youth Business Workshop in VET that
started in 2021. Azerbaijan is also working towards fostering non-formal learning, with the adoption in 2020
of a rule to support recognition of skills acquired in non-formal ways.

Moreover, different tools have been developed for entrepreneurial learning, such as a new textbook on
entrepreneurship, and the launch of the free online portal tehsilim.edu.az offering different courses on
entrepreneurial education and innovation. Entrepreneurship is also promoted among the general
population, for instance through annual events (e.g. Youth Entrepreneurs Forums), communication
campaigns in various media, and showcasing of good practices: KOBIA recently implemented a
programme with GIZ to upgrade business and management skills, which included a study tour in different
cities and the involvement of successful entrepreneurs who shared their stories.

Finally, there are several examples of co-operation between higher education institutions and businesses,
although limited to Baku. KOBIA has signed memoranda of understanding (MoUs) on co-operation with
different universities, such as the Azerbaijan University of Economy, Baku State University, and Azerbaijan
Diplomatic Academy (among others). These include non-business faculties, which is a notable progress
since 2020. This falls within the SEDS 2022-26 objective to implement professional entrepreneurial
learning programmes in co-operation with public, private, and academic sectors.

However, Azerbaijan does not currently have an action plan to support entrepreneurial learning. In that
regard, there is no formal national policy partnership clearly defining roles of the different stakeholders
involved in entrepreneurial learning policies, resulting in co-ordination challenges. The country’s overall
progress on entrepreneurial learning has been rather limited since 2020. Entrepreneurial learning remains
circumscribed to vocational education, and higher education in some instances — but not beyond
economics, management, and education specialities. As a result, not all Azeri students engage in at least
one practical entrepreneurial experience. Entrepreneurship is not promoted as a career option in general
secondary schools nor non-business faculties.

Moving forward, Azerbaijan should include entrepreneurship key competence in all education levels,
implementing relevant support in that regard — developing materials, providing pre- and in-service teacher
training on the topic, and including entrepreneurship in career guidance in general education.
Entrepreneurship could also be further promoted in non-business academic curricula. Azerbaijan could
complement its efforts by fostering the development of an entrepreneurial spirit and mindset among
students, beyond the hard skills taught (e.g. business plans). Finally, monitoring and evaluation practices
could be improved by enhancing the quality and range of indicators collected.

Women's Entrepreneurship

Women’s entrepreneurship is mentioned in the SEDS 2022-26 and in the recently adopted law On the
development of micro, small and medium enterprises, which is more focused on entrepreneurship, with a
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direction on support provision for women-led businesses. However, these documents do not outline
concrete measures to support female entrepreneurs since the end of the SME Roadmap in 2020. In terms
of institutional framework, while Azerbaijan does not currently have a formal national policy partnership on
women’s entrepreneurship, KOBIA actively co-operates with the private sector, notably with Azerbaijan
women’s entrepreneurship development association (Azerbaycanda Qadin Sahibkarliginin Inkisafi
Assosiasiyasi, or AQSIA).

Some initiatives have been implemented to support women entrepreneurs in the country and help them
unleash their potential. Women-specific programmes have been launched by both public and private
actors, sometimes in co-operation: the Scale up Accelerator Program, for instance, is an initiative of AQSIA
jointly implemented with KOBIA, the Ministry of Economy, the State Committee on Family, Women and
Children Affairs, the US Embassy in Azerbaijan, PASHA Bank and PwC Azerbaijan. The eight-week
programme notably aims at equipping women with knowledge and skills in digital transformation,
communications, investment rules, and self-development. Information on government support
programmes available for women entrepreneurs is available on KOBIA and AQSiA’s websites.

Particular progress has been made with regard to support for women entrepreneurs in regions: 17
Women'’s Resource Centres, created by the State Committee on Issues of Family, Women and Children
of the Republic of Azerbaijan, are operating in different cities of the country, providing training and
consultancy services to help women start their own business. The Centre in Ganja, for instance,
implemented the Women’s Leadership Summer School, during which women can learn about the
government’s support measures available for them and extensive information on how to establish and
develop a business.

Moreover, Azerbaijan has initiated some actions to encourage women and girls to go into STEM, fields in
which they remain largely under-represented. Support measures include awareness-raising and
networking activities, e.g. the Women in STEM festival, where female students can find out more about
employment opportunities in large companies and hear speeches and masterclasses from experts; and
targeted support, although these remain donor-led (e.g. the UNDP Women and Girls in STEM Mentorship
programme).

Despite these various and welcome policy developments, Azerbaijan does not have a comprehensive
policy approach to women’s entrepreneurship. Provisions in existing policy documents are rather limited
and the scatteredness of policy initiatives convolute coordination across stakeholders, as well as
monitoring and evaluation of women’s entrepreneurship policies in general. Furthermore, while women-
only programmes are being developed, women'’s participation in KOBIA’s SME training remains rather low,
with only 30% of participants to training being women in 2021. Overall, data on female entrepreneurs
appears limited, with no studies on barriers to women’s entrepreneurship being regularly conducted.

Moving forward, Azerbaijan should adopt a comprehensive policy approach to women’s entrepreneurship,
with clearly defined measures, targets, timeframe, task allocation across stakeholders, and monitoring and
evaluation. This would help streamline and co-ordinate efforts and assess the concrete impact of the
different support measures and programmes. Moreover, Azerbaijan could complement existing efforts by
fostering women’s participation in KOBIA programmes, tackling persisting gender stereotypes, and
developing measures to tackle women’s involvement in the informal economy. Finally, improved data
collection and the conduction of regular assessments/studies on female entrepreneurs in the country would
further allow to identify persisting challenges and developing relevant solutions.

SME Skills

Azerbaijan has achieved considerable progress in the area of SME skills since the last SBA assessment.
The SME agency, KOBIA, has developed a network of operators — SME Development Centres, SME
Houses, SME Friends — across the Azeri territory, which has led to strong improvements in training
provision. The SME Development Centers have been providing courses on a wide range of topics (1600
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in 2021), from business law to project management, leadership, and export promotion legislation.
Moreover, the establishment of an online video training platform has considerably enhanced outreach
(notably to outlying regions), and helped SMEs weather the COVID-19 crisis by granting them access to
180 online training courses — including in digital skills and the green economy.

In an effort to tailor training content to SME needs, KOBIA now uses systematic surveys to collect feedback
from participants on the training received. This has been reportedly used to improve courses, and the
Agency reports plans to develop additional content based on the remaining identified needs.

As recommended in SMEPI 2020, which highlighted the weak SME skills intelligence available in the
country, Azerbaijan has worked to develop a framework for collection and analysis of data on SME skills
of both managers and employees. The indicators currently available include insights in such areas as in-
house training provided by small firms, and surveys are now conducted to assess the training needs of
entrepreneurs (KOBIA, 2022(20)). The latter have been used to inform policy making at the national level.

Building on these recent efforts, monitoring practices and data quality could be further improved. KOBIA
currently considers the number of participants and their level of satisfaction when adjusting its training
programmes (by e.g. changing trainers/experts, revising materials, or developing new in-demand topics).
This approach could be refined by capturing the actual impact of training on skills development and SME
performance. Also, the Labour Market Observatory, established in 2019, has begun performing labour
market analyses, but skills anticipation exercises remain at a very nascent stage.

Moving forward, Azerbaijan could raise awareness of training available among SMEs and the general
population, helping them navigate between the different possibilities. Monitoring and evaluation could be
improved by evaluating the skills acquired and the impact of training on SME performance and by
improving the quality of data collected and published. Finally, Azerbaijan should consider enhancing skills
assessment and anticipation tools, building on the new Labour Market Observatory.

Pillar C: Access to finance

Legal and regulatory framework

The previous SBA assessment noted significant progress in strengthening the legal framework for secured
transactions. Since then, there have been no notable reforms in this area, and an assessment of
commercial banks on the question of how well the framework for secured transactions works suggests
there is room for improvement, especially when it comes to enforcement. For instance, according to a
recent survey of 19 commercial banks in the country, banks are relatively satisfied with the scope and
creation of securities (more so for immovable than movable assets), but all banks view the enforceability
of security rights as not efficient. (EBRD, 2022j21)) Improving enforcement should therefore become a
priority, as the system for secured transactions could be compromised if it does not play its critical role as
the last step of the chain.

The Central Bank of Azerbaijan has managed to improve its regulatory and supervisory framework
following major turmoil in the sector in 2015-16, and continuity of policies assisting the emerging credit
growth will be important in order to cement an environment for healthy financial development. Basel
principles are being introduced and implemented and the Central Bank has moved toward an enhanced
risk-based supervision and stress-testing model. Currently, however, non-financial disclosure
requirements for banks relate only to corporate governance standards and do not take into account
environmental or social aspects. There is also no climate-related stress testing or green taxonomy. These
are areas of increasing importance that should be incorporated into a forward-looking supervisory
approach. The Central Bank has worked with IFls and experts on developing its first Sustainable Finance
Roadmap, which is an important step in this direction.
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As of March 2023, deposit dollarisation remained high at 46%, which may constrain the sector’s ability to
extend local currency loans in the longer term. Nevertheless, foreign currency lending has declined, with
only 10% of new loans and around 20% of banks’ loan portfolios denominated in foreign currency.
Regulatory provisions that encourage local currency lending, such as higher capital requirements and risk
weights for foreign currency loans and mandatory disclosure of the risks of FX borrowing, have supported
this trend.

The banking sector is quite concentrated, with the assets of the top four banks representing around 68%
of total banking assets as of June 2023. This share has increased since the last assessment in 2019.
Greater support to smaller banks with a more pronounced SME focus and strategies, including FDI, would
be helpful in fostering competition which in turn could encourage greater supply of finance to SMEs.

The Baku Stock Exchange has a premium and a standard segment with a total of 24 stocks and 254 bonds
issued. Issuances, especially in the premium segment, are dominated by state-owned entities, whereas in
the standard segment, a majority of issuers of both stocks and bonds are financial institutions with only a
limited number of corporates present.

Sources of external finance for SMEs (bank financing, non-banking financing, and venture
capital)

Following a slow recovery from the 2015-16 crisis, Azerbaijan went through a double shock from reduced
demand for oil coupled with a decline in economic activity due to measures against the COVID pandemic
in 2020. In this environment, new lending was largely suspended in the country and the sector embarked
on a major loan restructuring, reaching around 12% of the sector’s gross loan portfolio. In addition, the
licenses of four banks with long-standing solvency issues were withdrawn in 2020, largely completing a
major sector clean-up since 2015-16. The government stepped in with a significant support package for
real sector borrowers and the Central Bank introduced several regulatory changes to ease pressure on
banks on a temporary basis (now fully phased out).

After a low in December 2020, lending recovered with positive credit growth year-on-year. Since the last
assessment, the share of SME loans in total loans has steadily increased, from around 42% in 2019 to
51% in the first half of 2022. Around 12-14% of SME lending has been publicly supported (Central Bank
of the Republic of Azerbaijan, 202222). This means that access to finance has eased overall, which is also
reflected in results from an enterprise survey conducted in 2019 where 26% of SMEs identified access to
finance as an obstacle to doing business, compared with 34% in 2014 and 50% in 2009. For those
businesses needing a loan but not able to access one, the main reasons were high interest rates and
collateral requirements (EBRD, 202023)).

Support programmes were expanded during the pandemic and are mainly provided through the
Entrepreneurship Development Fund, which issues guarantees and subsidised loans. In 2022, 2 726 soft
loans were disbursed through the Fund, the vast majority of which went to SMEs (see Box 11.1). Although
there is an annual audit report on the Fund’s activities, there does not seem to be a separate, formal impact
evaluation mechanism and no channel through which private banks can provide feedback. Applications
are open to businesses in the non-oil sector and certain investments are identified as a priority, such as
projects related to, for example, innovation, digitalisation, greening and tourism.

When it comes to non-bank financing, SMEs can access microfinance, leasing and factoring opportunities,
but these sources remain underdeveloped. A clear picture is difficult to establish in the absence of reliable
data, however. A new Strategy for Financial Inclusion is currently being drafted which should provide a
more supportive legal framework for microfinance by allowing MFls to provide auxiliary services and by
expanding payment options for micro loans. Leasing and factoring are available through some banks, but
leasing activities are not regulated, and uncertainty in the legal framework around the definition of different
types of factoring hinders the wider development of this instrument. Work on a draft law on leasing is
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currently being carried out, and a review of factoring legislation (with a view to enabling supply-chain
finance and easing the use of movable assets as collateral) is underway. These efforts will be crucial to
bring both sectors onto a more promising footing and provide SMEs with much-needed alternatives to bank
financing.

Due to a missing legislative framework, venture capital remains nascent and until recently there was not
much investment activity. However, in November 2023 the first local venture fund, “Caucasus
Ventures”,was established with paid-in capital by the Innovation and Digital Development Agency, PASHA
Holding, and local entrepreneurs, amounting to AZN 11.3 million (EUR ~6.3 min). The plan is to invest
these funds in around 50 projects in Azerbaijan and the wider region over the coming five years. So far,
three investments have been made, and it is too early to tell whether this fund could act as a catalyst for
the sector. For earlier-stage investments, grants and accelerator support from the Innovation Agency are
available, but information about support opportunities is not easy to access, and funding beyond the very
initial stages is difficult to get. No business angel network exists, either, which means that start-up funding,
in particular from private investors, is very scarce.

Financial literacy

The Central Bank conducts annual financial literacy surveys to gauge the level of financial literacy in the
population. This is an important foundation for formulating policy responses to improve financial literacy.
Following on the previous Financial Literacy Strategy in 2016, Central Bank is currently preparing a new
strategy with the aim of adoption it by end 2023. In recent years, a number of resources have been made
available to enhance the understanding of the population, including entrepreneurs specifically. A general
financial literacy portal (bizimpullar.az) provides access to news and basic information around finance and
monetary policy. In 2022, the portal was accessed by 30,957 visitors. It is complemented by a training
platform (edu.e-cbar.az) offering online courses on more in-depth topics such as capital markets, how
insurance works, digital financial literacy, etc. In addition, an information platform (infobank.az) provides
information around different types of financial instruments that people can access and attracted 14,007
visitors in 2022. These resources cater to both the general population as well as entrepreneurs. Monitoring
of usage is useful to gauge whether the offer corresponds to what people need or expect, but the Central
Bank should consider more rigorous evaluations of its programmes and how they translate into better
financial literacy among the population in order to establish a clear link between the policy efforts made
and the outcomes measured in its annual surveys.

Digital financial services

In 2023, the Central Bank prepared a Digital Payments Strategy which covers aspects of digital financial
service regulation. It is centred around 5 pillars: (i) improvement in legislation to support digital payment
provision, (ii) expansion of coverage, (iii) development of risk-based regulation, (iv) increase in financial
inclusion, and (v) improvement in financial literacy. All of these aspects can also support the development
of digital financial services more generally. The development of digital payments and their outreach is also
supported by the International Finance Corporation (IFC) in co-operation with Swiss and German donors.
(IFC, 2021247)

Several stakeholders are involved in discussions around digital financial services, such as the Central
Bank as well as the Azerbaijan Banking Association. There seems to be no multi-disciplinary task force
that brings together representatives from different branches of government and the private sector to
discuss and decide on regulatory approaches to digital financial services. Having such an institution in
place is particularly important in the context of digital financial services given that they span across spheres
of activity that require solutions from different disciplines.

Provisions on data protection and rules around data sharing are in place. However, outsourcing provisions
are not yet fully regulated, meaning there is currently no requirement for or limit on, for instance, banks
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outsourcing even core services. The application of a wider toolbox (e.g. . suptech? application, regulatory
sandbox, central bank digital currency) by the Central Bank is still at a nascent stage, but some preparatory
work is underway.

The way forward

Moving forward, Azerbaijan should improve the legal framework for secured transactions by facilitating the
use of movable assets as collateral and strengthening the system for enforcement. This would require a
wider review of legislation as well as enforcement mechanisms, both in and out of court. A lengthy and
difficult enforcement process makes banks more reluctant to lend to SMEs at reasonable rates, and heavy
reliance on immovable assets reduces funding opportunities for asset-light businesses, many of which
tend to be SMEs.

In addition, the country should deepen financial inclusion by supporting the development of non-bank
financing options. The adoption of the new financial inclusion strategy as well as the new law on leasing
would be an important step in this direction. These instruments need to become viable financing options
for SMEs in order to give entrepreneurs the ability to choose the t instruments best suited to their individual
needs and situations. The available information platforms are already a good tool for raising awareness,
but now policy attention should focus on making these options usable.

The scope and depth of statistics on access to finance for SMEs should be further improved, especially
with regard to non-bank funding sources, where no statistics are currently publicly available. These
statistics will allow important for the government to (a) formulate effective and targeted policy responses
and (b) monitor whether policy changes have an impact on financial outcomes. Making the statistics public,
meanwhile, would mean they can also become an important information source for financial service
providers working to develop new product offerings that are tailored to the needs of SMEs in the country.

Across the board, policies should focus on bringing in private funding and investment instead of using
public sources. For example, while the newly established venture fund has the potential to improve the
financing environment for start-ups, more policies are required that leverage private money and create an
environment in which private investors are able to operate in the country.

Pillar D: Access to markets

Public procurement

Since the latest assessment, some successive adjustments of details in the legal framework as well as
enhancements to the e-procurement system have been made, while principles and practices have seen
little change.

The public procurement law (PPL) of 27 December 2001 remains in force. It applies to all kinds of entities
financed from the state budget or owned by the state. Significant amendments were made on 28 December
2018, introducing general regulations for e-procurement as well as integrity requirements and other
provisions intended to support SME participation. Several subsequent amendments have been made to
add clarity and adjust the tender security threshold. The PPL is complemented by presidential decrees,
decisions by the Cabinet of Ministers and other legal acts on the implementation of the PPL. However, the
PPL is not set in any wider policy context, in the form of a medium-term programme for the development
of public procurement or the like.

The institutional framework is unchanged. All central public procurement functions, including the review of
complaints, remain assigned to the State Procurement Control Department (SPCD) of the State Service
for Antimonopoly Policy and Consumer Protection under the Ministry of Economy. The SPCD runs the e-
procurement system. Its main features cover publication of notices and reports, distribution of tender
documents, submission of tenders, and evaluation, including in the form of electronic auctions. The PPL
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allows award criteria other than price to be used but this is rare in practice, especially since any tenders
above the estimated cost (which is supposed to be kept secret) will be automatically rejected. The PPL
requires contracting authorities to set up ad-hoc “tender commissions”, but without any requirement to
have properly staffed, dedicated procurement units. This is intended to help involve specialists from all
other relevant fields in the process but may limit the scope for enhanced professionalisation.

The PPL provisions intended to support SME participation include obligations for timely payments, the
possibility of division into lots, and a general requirement for all contracts with an estimated value up to
USD 3 million to be procured using the e-procurement system, with participation limited to SMEs. If
subcontracting is envisaged, it is also required to reserve at least 20% of the value of the subcontracts for
local SMEs. On the other hand, other features are still likely to discourage SME participation, including
unclear and incomplete provisions on grounds for exclusion and qualification requirements and onerous
documentation requirements for demonstrating compliance, fees for accessing tender documents, and
obligations to provide tender securities and contract execution guarantees. A further disincentive is that
the sequence of e-procurement steps allows the participation of unqualified tenderers with tenders that do
not match the requirements.

Some data on public procurement can be extracted from the e-procurement system — essentially for
contracts below USD 3 million, where its use is compulsory. However, the data available is hardly sufficient
for analysing the various features that may support or discourage SME participation in public procurement:
such an analysis is needed in order to determine the mechanisms at play and their effects and thus create
an evidence base for reform.

Moving forward would therefore require meeting the following challenges, among others: i) setting the PPL
in a wider, medium-term policy context, harmonised with other policies (e.g. for SME support and for
sustainable development) and updating it accordingly; ii) revising the institutional framework in order to
reduce conflicts of roles and raise the level of professionalism; and iii) expanding the use of the e-
procurement system, adjusting the sequence of steps, and ensuring that data on all public procurement is
collected and made accessible.

Standards and technical requlations

Regarding overall co-ordination and general measures, Azerbaijan has made progress in aligning its
national legislation with WTO requirements through various legislative amendments (Ministry of Economy
of the Republic of Azerbaijan, n.d.;25)). New laws on standardisation and technical regulation have aligned
country with international requirements. The Law “On Technical Regulation” (No. 1669-VQ, dated 30
September 2019) determines mandatory requirements for goods, processes, production methods, and
conformity assessment. In this context, it also aims to stimulate the activities of accredited certification
bodies. The relationship between Azeri conformity-assessment legislation and the EU acquis is described
in the relevant section below.

Regarding market control, the State Service for Antimonopoly and Consumer Market Control was
integrated into the structure of the Ministry of Economy with the status of a relevant public service by
Decree 845 in 2019. The Decree also specifies the "Azerbaijan Standardisation Institute" (AZSTAND) as
a public legal entity belonging to the State Service Antimonopoly and Consumer Market Control. Several
market surveillance measures are already in place, and others are being developed. Current Azeri
legislation associates "market surveillance" mainly with inspections, but various market monitoring
activities have also taken place. Businesses involved in export can obtain all the required certificates from
the "One Stop Shop" Export Support Centre. In addition, the Azexport platform (Azexport.az) provides
information on Azeri products to support their foreign sales. Action items include the further development
of market surveillance and the regular evaluation of the quality infrastructure.

With regard to harmonisation with the EU acquis, Azerbaijan continues using twinning projects® for various
societal issues, including standardisation (European Commission, 202026)). With German support, the
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country has implemented a National Plan for harmonizing its standardisation system with international
requirements (EU-Azerbaijan Business Forum, 202127;), and the adoption of EU standards has begun. In
2023, the State Program "On the harmonization of the national standardization system in accordance with
international requirements for 2023-2025" was approved. It provides for the adoption of about 90 technical
regulations based on European directives and regulations, as well as the adoption of about 7,000 reference
standards. Legislation on accreditation and conformity assessment does yet not align with the EU acquis;
these are still barriers to the Azeri-EU trade.

Regarding SMEs' access to standardisation, Azerbaijan initiated more than 70 training events in 2022.
Likewise, financial support for acquiring standards is available. An action plan to improve education about
standardisation does not exist yet, but a recent collaboration agreement between AZSTAND and the State
Oil and Industry University could be a starting point for further action.

Concerning the digitalisation of standards and technical regulations, in 2023 AZSTAND introduced a
standards document management system and an electronic sales platform. Likewise, Azerbaijan has a
plan for digitising its metrology institute. The further digitalisation of the country's quality infrastructure
should also include a strategy or action plan for digitising the national accreditation body. Overall,
Azerbaijan's development indicates that the country's quality infrastructure will continue progressing. An
intensification of its relations with the EU acquis is also evident.

Internationalisation of SMEs

Azerbaijan has achieved limited progress in supporting SME internationalisation since the last SBA
assessment.

Export diversification has always been a priority on the government’s agenda. Although the new export
strategy is yet to be approved, “Diversifying and supporting growth of non-hydrocarbon exports” is one of
the main directions outlined in the Implementation Plan of the 2022-2026 Socio-Economic Development
Strategy of Azerbaijan. Targeted support for SMEs to enhance their export capacity is also covered by the
direction on “Improving SME access to resources, including finance”.

The country’s export and investment promotion agency, AZPROMO, remains the main institution in charge
of export promotion services. The agency was established in 2003 by the Ministry of Economy to attract
foreign investment in the non-oil sector and encourage exports of non-oil products. To this end, it organises
various international events to raise awareness of Azerbaijani products among foreign consumers and to
promote them in foreign markets. AZPROMO is also tasked with the promotion of the “Made in Azerbaijan”
brand (AZPROMO, 20232s]). This brand was established by a Presidential Decree, which provides for ten
different support mechanisms financed by the state budget and available to exporters. The support
mechanisms include export missions, organisation of buyer missions to Azerbaijan, market research, and
participation in international exhibitions and fairs at a single country stand. KOBIA also provides a number
of services to help SMEs access international markets, mostly in the form of support for SME participation
in exhibitions. However, as was also the case for the last SBA assessment, these support mechanisms
are mostly focussed on facilitating companies’ participation in international trade fairs and the organisation
of trade missions, and there seems to be no financial support mechanism available that systematically
supports exporting SMEs across the sectors or provides trade insurance services.

Promotion of the use of e-commerce is also among the objectives of the 2022-2026 Socio-Economic
Development Strategy, and its Implementation Plan includes many activities in this regard, including
“Improve the e-commerce legal framework (address barriers) and promote reduction of illegal trade”.
Currently, the regulatory framework is defined by the Law on E-Commerce and the Law on Electronic
Signature and Electronic Document. In terms of direct support for businesses, Azerbaijan is promoting
cross-border digital trade through partnerships with some of the world’s largest e-commerce companies
under the Azexport platform (azexport.az), managed by CAERC. In 2021, KOBIA also established an
online sales platform specifically targeted at SMEs (kobmarket.az) to help them expand their customer
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bases and move their businesses online (OECD, 20222q)). However, there seems to be no comprehensive
legal framework for online consumer protection. Nevertheless, the main barriers to the development of e-
commerce among SMEs seems to be connected to framework conditions for digitalisation, such as limited
access to computers and to affordable and high-quality Internet connection, and low level of digital skills
(see under “Digital skills” earlier in this chapter). To conclude, it is also worth mentioning the eCommerce
pilot between Armenia, Azerbaijan, Georgia and Germany launched in 2021 by EU4Digital to establish
national virtual warehouses/databases of local goods to connect eCommerce actors so they can
automatically exchange information about sales, customs and delivery (EU4Digital, 20213q)).

Although the government does not carry out regular assessments of the changing global value chains
(GVCs) to understand the main opportunities for SMEs, and while there are no comprehensive and
structured programmes to promote SME integration into GVCs, KOBIA should support the creation of SME
clusters. A dedicated support mechanism was established in 2022 by Presidential Decree No. 1905
whereby eligible SMEs can apply to obtain substantial exemptions from various classes of taxes for seven
years. The exemptions concern profit tax, land tax, property tax, income tax, and a VAT exemption on the
import of machinery, technological equipment, and devices for production or processing purposes.
However, the tax concessions are not yet being applied, pending detailed regulations from the Ministry of
Economy and the Tax Administration.

According to the 2022 OECD Trade Facilitation Indicators, Azerbaijan’s performance is, on average, in line
with that of other EaP countries. However, the country still lags behind OECD members across all areas
assessed, and significant challenges remain. Azerbaijan should focus on improving automated procedures
(e.g. electronic exchange of data and use of automated risk management), streamlining border control
procedures (e.g. inspections, clearance), and implementing trade single windows and certified-trader
programmes. Furthermore, the number and diversity of fees and charges collected could be reduced (see
Figure 11.5).

Figure 11.5. OECD Trade Facilitation Indicators for Azerbaijan (2022)
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Overall, efforts to monitor and evaluate existing programmes and supporting mechanisms to promote
SMEs’ access to international markets are extremely limited. The government should also improve the
design of the promotion programmes by attaching measurable targets directly to these initiatives, rather
than to the relevant policy strategy. Azerbaijan should prioritise the approval of the new Export Strategy
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and expand export promotion among SMEs by introducing a financial support mechanism that
systematically supports exporting SMEs across the sectors and provides trade insurance services. To
promote the use of e-commerce among SMEs, Azerbaijan should strengthen the legal framework for online
consumer protection as well as framework conditions for digitalisation. Finally, Azerbaijan should
implement the planned cluster tax concessions to expand support for SME integration into GVCs.

Pillar E: Innovation and business support

Support services for SMEs and start-ups

Following the SME Road Map 2016-2020, no dedicated SME Strategy or equivalent policy document with
an exclusive focus on SMEs has been adopted by the government. Instead, some provisions on a range
of SME-related policies can be found in the Socio-Economic Development Strategy 2022-2026, including
on entrepreneurship, financing, and innovation. Its action plan, however, remains rather high-level, with
few details and no indication of costing of individual measures.

The Small and Medium Business Development Agency (“KOBIA”), operating under the Ministry of
Economy, is the main government body co-ordinating the provision of business support services to SMEs
and start-ups. Since the latest SBA assessment, the agency has rolled out its network of sub-structures to
ensure outreach to SMEs throughout the country: i) three SME Houses (in Baku, Khachmaz and Yevlakh)
serve as local one-stop-shops for entrepreneurs providing over 150 governmental services from 29 state
institutions; ii) 21 SME Development Centers provide a wide range of services to start-ups and
entrepreneurs, with a focus on training and consulting to establish and develop their business; and iii) 45
SME Friends, liaising directly with entrepreneurs and business associations to increase awareness about
available government support programmes.

KOBIA’s model to support the SME community in Azerbaijan is to provide services that are free of charge
for its beneficiaries. Through the SME Development Centers, SMEs can easily attend trainings on a wide
range of business-related topics (from strategic planning to business ethics) and request consulting
support from advisors pre-selected by KOBIA. According to information provided by the government, in
2021 more than 700 training sessions were conducted and over 11 000 hours of consulting services
delivered for a total of nearly 10 000 beneficiaries. In addition, KOBIA directly performs market studies,
both on its own initiative and upon specific requests from SMEs.

Overall, while this approach may have helped to broaden SME access to general market information,
educational opportunities and advisory services, public support for SMEs to access tailored advice and
specialised expertise from external consultants of their choice is less developed. Entrepreneurs in
Azerbaijan can apply to KOBIA’s grant competitions (up to EUR ~11 000) and, if successful, can use the
funds to cover expenses in various areas, from expanding production facilities to procuring consulting
services. In practice, however, the number of beneficiaries remains small (39 grants awarded since the
inception of the programme in late 2020). Furthermore, the lack of a cost-sharing mechanism for receiving
business advisory services provided by the SME Development Centers may lead to an “over-consumption”
by SMEs, and the fact that the advice itself is delivered by staff of the Centers does not open up
opportunities for external consultants who may be better placed to provide specialised expertise.

Specifically, to support SME digitalisation, KOBIA has done some initial analysis on the ICT needs of SMEs
and offers in-person session and online videos as part of its wide offer of trainings. ® The “one-to-many”
nature of these trainings, however, falls short of matching good practices where individualized assessment
and company-specific digitalisation roadmaps are developed with the support of specialised consultants.

Lastly, Azerbaijan has made marginal progress in the area of monitoring and evaluation. The Center for
Analysis and Communication of Economic Reforms is tasked with monitoring the Socio-Economic
Development Strategy 2022-2026 and the progress towards its targets, based on the information received
from implementing agencies. For specific SME support programmes and initiatives, however, monitoring
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remains focused on take-up —i.e. the number of participants in training events and, in some cases, surveys
of user satisfaction — and lacks a rigorous evaluation of the impact of the support on beneficiaries’ business
performance.

Moving forward, building on the information included in the general Socio-Economic Development
Strategy, the government could consider developing a separate strategic document or action plan on SME-
related activities, including an indication of detailed costing, which would incorporate a sharper SME angle
into the broader national economic policymaking. Further, KOBIA could facilitate access to external
consultants who can provide specialised advice to SMEs on topics of their choice (ongoing initiatives such
as EBRD’s Advice for Small Businesses programme are a useful reference in this regard). Existing
elements that support SME digitalisation could also be strengthened and brought together through a
dedicated programme for SME digitalisation, which would offer entrepreneurs an analysis of their needs,
company-specific digitalisation roadmaps, and dedicated financial support tools to implement them. Lastly,
while monitoring activities are routinely implemented at different levels, the evaluation of SME policies
could be taken to the next level with a pilot project designed to rigorously assess the impact of selected
support programmes on beneficiaries’ performance.

Innovation policy for SMEs

No dedicated national innovation strategy currently exists in Azerbaijan. The Socio-Economic
Development Strategy 2022-2026 does include (in the section “National Priority 3. Competitive Human
Capital and Modern Innovations Space”) ambitious measures to develop the innovation ecosystem and
stimulate innovation in the business sector, some of which are clearly relevant for start-ups and SMEs.
Many activities in the action plan, however, contain few implementation details and lack an indication of
the costs foreseen.

The establishment, in October 2021, of the Innovation and Digital Development Agency (IDDA, under the
Ministry of Digital Development and Transport) is the most relevant development on the institutional
framework for SME innovation since the previous SBA assessment. As the product of a merger of three
previously existing bodies (the National Nuclear Research Centre, the Innovation Agency, and the High
Technologies Research Centre), the agency’s mandate is rather broad. Its objectives include building a
digital government and society, carrying out nuclear research, supporting technology upgrades and
innovation-oriented research by businesses, and promoting the competitiveness of the IT sector. Several
other government agencies are involved in supporting innovation in Azerbaijan, in particular the
aforementioned Centre for Analysis and Coordination of the Fourth Industrial Revolution (an advisory body
promoting international co-operation), KOBIA (the SME agency), and the Agrarian Science and Innovation
Centre (focused on innovation in the agriculture sector).

Physical infrastructure for innovation in Azerbaijan features technology parks (or “technoparks”), such as
the Sumgait Chemical Industrial Park and the Azerbaijan National Academy of Sciences (ANAS) High-
Tech Park. It also has a growing number of incubators and accelerators (e.g. Innoland, SABAH.lab), driven
by both public and private initiatives. While the former provides their resident companies with logistical
infrastructure and a range of tax concessions and exemptions related to innovation activities (e.g. VAT and
customs fee exemptions on equipment to carry out R&D) for up to 10 years, the latter support business
creation and innovative start-ups with co-working facilities, training, and networking opportunities. Even
though information on the state of its implementation is not available at the time of writing (June 2023), it
is also worth mentioning here the government’s ambitious plan to develop the innovation ecosystem with
the creation of Absheron Valley, a cluster with innovation and acceleration facilities with the goal of hosting
over 300 start-ups by 2026.

Available financial instruments to support innovation in Azerbaijan have also undergone some changes.
The most important development is the introduction of the so-called “Startup Certificate”, a scheme through
which micro and small businesses can benefit from a tax exemption on the profits generated by the sale
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of innovative products or services for a period of three years. Moreover, a new package to incentivise
investment in the IT sector (software development and system integration) was approved in January 2023,
cutting profit and income taxes for both companies and their employees qualifying as residents of
technoparks. Lastly, science-, research- and innovation-oriented projects are also eligible for the grant
competitions administered by KOBIA described in the previous section. Overall, Azerbaijan’s incentives
for innovation by businesses continue to be focused on the start-up segment and the IT sector — whereas
broad, indirect financial incentives for innovation and research and development (R&D) for the larger SME
population remain unavailable.

Azerbaijan’s monitoring and evaluation practices for innovation support are broadly aligned with those for
general business support services, and they remain focused on programme take-up (e.g. 94 start-up
certificates were issued in the period between May 2021 and May 2023) rather than on the impact of such
instruments on actual innovation performance. However, Azerbaijan’s statistical office produces accurate
information on SMEs’ expenditure on R&D, broken down by enterprise size class, which is a rare and
welcome step towards equipping the government with outcome-oriented indicators for its innovation policy
efforts.

SMEs in a green economy

Azerbaijan’s SEDS 2022-26 includes a chapter on promoting a “clean environment and green growth
country”, which calls for environmentally friendly industrialisation and includes broad targets related to
waste management, biodiversity, aquaculture, land preservation, renewable energy, and energy efficiency.
However, there are no specific references to actions targeting SMEs and it is not clear what role SMEs will
play in supporting the achievement of the intended targets. Furthermore, the existence of strong subsidies
on energy tariffs for end users reduces the incentives to adopt energy-efficient technologies for both
businesses and households (IEA, 202331)).

Many of the sectors targeted, including agriculture and aquaculture, have a significant SME presence and
would benefit from implementation plans adapted to enterprise size and capabilities. Overall, Azerbaijan
lacks a focus on supporting green SMEs, or green enterprises more broadly, beyond those involved in the
green energy sector, and the SME development agency would be ideally positioned to reach out to SMEs
and provide information on the benefits of adopting resource-efficient practices.

Although some regulatory and financial instruments for promoting greening practices among SMEs have
started to become available in Azerbaijan, they remain small-scale. The 23 enterprises operating in the
Balakhani eco-Industrial Park, for instance, are specifically involved in waste recycling and the production
of "green" products, and as such can benefit from profit, land and property tax exemptions for a period of
10 years. On the financing side, the state-owned Entrepreneurship Development Fund provides soft loans
to local SMEs and since 2021 has considered ESG criteria in its financing decisions. On the monitoring
side, the lack of SME greening-specific policies and instruments makes it difficult to assess the impact of
environmental policies on the SME sector.

Moving forward, Azerbaijan could leverage the strong reach of the SME development agency to promote
resource-efficient practices among SMEs, develop regulatory and financial incentives for greening
practices beyond the energy sector, and strengthen monitoring tools that specifically address SMEs’
environmental performance.

The way forward
Azerbaijan’s government continues to make efforts to foster the development of the SME sector, with a

view to supporting economic diversification. Moving forward, the government should consider the following
measures:
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e Azerbaijan’s government should ensure the upcoming NDS adopts a comprehensive approach for
digital transformation in non-IT sectors (particularly SMEs), sets clear objectives, allocates
resources, defines targets, and establishes process- and result-oriented indicators. To enhance
impact, a multi-stakeholder approach should be pursued, building on the newly established working
group and involving private sector representatives to ensure diverse perspectives. Collecting
additional data aligned with EU and OECD methodologies would enable better policy assessment
and international comparison. Efforts should also be directed towards improving high-speed
Internet access, by lowering barriers to broadband access via conducive regulations and improving
communication network resilience. As for digital skills, Azerbaijan should strengthen skills
assessment and anticipation tools, adopt a digital competence framework, and provide widespread
digital skills training opportunities across the country.

e To improve the institutional framework and operational environment for SMEs, Azerbaijan needs
to continue building on achievements from the 2016-2020 SME Road Map. A comprehensive
strategy for SMEs should be integrated into the broader National Socio-Economic Development
Strategy, ensuring that co-ordinated policies are aligned with wider economic objectives. Optimal
SME policy necessitates stakeholder co-ordination, regulatory impact assessment (RIA), business
licensing simplification, and fostering public-private discussions via platforms like the Public
Council. The operational environment should be prioritised, ensuring accessible e-servicesand
reduced administrative complexity as well as enhancement of digital government services and
maintenance of streamlined company registration processes. Simplifying tax compliance, while
also incorporating SME-friendly exemptions and reductions, is pivotal. Enhancing the bankruptcy
framework involves considering the introduction of simplified processes for small cases or SMEs,
introducing early warning systems, and establishing mechanisms to promote second chance for
honest entrepreneurs.

e On entrepreneurial learning, Azerbaijan should incorporate entrepreneurship as a key competence
across education levels, offering support through materials, teacher training, and career guidance.
More efforts could be provided to help individuals develop an entrepreneurial mindset, beyond hard
skills. As regards women'’s entrepreneurship, Azerbaijan should adopt a holistic policy that features
well-defined measures, targets, and timelines. This approach would facilitate co-ordinated efforts,
allowing for effective monitoring and evaluation of diverse support measures. Efforts should be
made to integrate women into KOBIA programmes, countering gender stereotypes and women's
informal economy participation. Overall, enhancing the quality and scope of indicators for
monitoring and evaluation for both entrepreneurial learning and women’s entrepreneurship is
essential to track progress; this should be complemented by regular assessments/studies on
female entrepreneurs to provide insights into persistent challenges and guide the development of
appropriate solutions. Building on the considerable progress recently achieved in terms of support
for SME skills development, Azerbaijan should increase awareness about available training options
for SMEs and the public, alongside enhancing the monitoring and evaluation of training outcomes.
Skills assessment and anticipation tools could be developed, building on the new Labour Market
Observatory.

e Azerbaijan needs to enhance its legal framework for secure transactions by simplifying the use of
movable assets as collateral and strengthening enforcement systems. This will encourage banks
to lend to SMEs at fair rates. Moreover, promoting non-bank financing options will deepen financial
inclusion. These options should become viable for SMEs, offering tailored choices. While existing
information platforms raise awareness, policy focus should shift to usability. Improving SME finance
statistics is crucial — especially for non-bank funding, which currently lacks publicly accessible data.
These statistics would help the government formulate effective policies and monitor their impact,
while also guiding providers to design and offer tailored financial products. Policy emphasis should
be on attracting private investment rather than replacing it with public funds. Although the
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established venture fund aids start-up financing, more policies are needed to attract private
investors and foster a conducive operational environment.

Azerbaijan should improve the business environment by aligning standards and technical
regulations with broader policies like SME support and sustainable development, harmonising
legislation and policies effectively. This involves updating laws for better international alignment
and clarity. To bolster professionalism and streamline processes in public procurement, the
institutional framework should be revised and dedicated procurement units established in
contracting authorities. Azerbaijan should expand the use of e-procurement with a revised
sequence of steps, while ensuring comprehensive data collection and accessibility. Promoting
SME participation in public procurement should entail reviewing and simplifying regulations,
reducing fees, and ensuring fair competition. Developing comprehensive digitalisation strategies,
including plans for digitising the national accreditation body, will enhance the quality infrastructure.
Facilitating SME internationalisation necessitates the introduction of a financial support mechanism
that systematically supports exporting SMEs and the provision of trade insurance services, the
reinforcement of the legal framework for online consumer protection as well as framework
conditions for digitalisation to expand use of e-commerce, and the implementation of the planned
cluster tax concessions to expand support for SME integration into GVCs. Trade facilitation
processes should be improved via automation and reduced fees.

The government could consider developing a separate strategic document or action plan on SME-
related activities, including an indication of detailed costing, which would incorporate a sharper
SME angle in the broader national economic policymaking. Further, KOBIA could facilitate access
to external consultants who can provide specialised advice to SMEs on topics of their choice.
Existing elements that support SME digitalisation could also be strengthened and brought together
through a dedicated programme for SME digitalisation. Lastly, the evaluation of SME policies could
be taken to the next level to rigorously assess the impact of selected support programmes on
beneficiaries’ performance. To enhance Azerbaijan's innovation landscape, the physical
infrastructure for innovation could be expanded by bolstering technology parks, incubators, and
accelerators, while actively realizing the vision of the Absheron Valley. Financial instruments,
including the “Startup Certificate”, could be extended and supplemented with broader incentives
for innovation and R&D, benefiting a wider range of SMEs beyond the IT sector. To foster eco-
friendly growth in Azerbaijan, SME involvement should be explicitly incorporated into targeted
actions for green initiatives and aligned with environmental goals. Implementation plans for SMEs,
especially in sectors like agriculture and aquaculture, should be adapted to the practices of their
size and capabilities. Beyond green SME support for energy, Azerbaijan should extend support to
other sectors, leveraging the SME agency for resource-efficient practice dissemination. In addition,
regulatory and financial incentives should be strengthened, building upon models like Balakhani
Industrial Park to encompass a wider range of businesses.

Table 11.5. Roadmap for policy reforms — Azerbaijan

Strengthening framework conditions for the digital transformation

e Adopt a comprehensive NDS, including provisions for the digital transformation of non-IT sectors

o  Ensure co-ordination across public and private stakeholders throughout implementation.

e  Enhance data collection aligned with EU and OECD methodologies to facilitate policy assessment and international benchmarking.

e  Focus on improving high-speed Internet accessibility by lowering barriers to broadband access through regulation and policies to enable
investment, while safeguarding competition, investment incentives and enhancing communication network resilience.

e Improve digital literacy by strengthening skills assessment and anticipation tools, adopting a digital competence framework, providing
digital skills training across the country, and fostering a multi-stakeholder approach for digital skills policies.

Enhancing the institutional and regulatory framework and operational environment for SMEs

e Ensure timely implementation of SME policies from the Socio-Economic Development Strategy via monitored action plans, supported
by annual SME development report in collaboration with KOBIA.
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Hold regular public-private consultations involving the Ministry of Economy, KOBIA, and SME representatives. Review strategy
progress and adapt to economic conditions.

Enhance RIA method per global standards, applying it broadly to new laws for better impact assessment.

Finalise the Digital Economic Strategy, aligning it with Digital Azerbaijan Project and e-government services.

Enhance inter-agency co-ordination, unify the e-government platform, and bolster data base interoperability.

Track SMEs' e-government service adoption and educate non-users about options for accessing digital government services.
Establish robust monitoring for new tax incentives from Start-up and Cluster Enterprises laws.

Strengthen bankruptcy procedures with streamlined options for small cases or SMEs, implementing early warning systems and
establishing policies to promote second chances for honest entrepreneurs.

Promoting entrepreneurial skills and women entrepreneurship development

Integrate entrepreneurship as key competence in education at all levels, accompanied by relevant support measures.

Further promote entrepreneurship in non-business academic curricula.

Cultivate an entrepreneurial spirit among students, complementing hard skills with practical entrepreneurial experiences.

Enhance data collection and perform regular studies on entrepreneurial learning and female entrepreneurs.

Adopt a comprehensive policy for women'’s entrepreneurship with clear measures, targets, timelines, and monitoring and evaluation.
Promote women’s participation in KOBIA support programmes.

Tackle persisting gender stereotypes and women'’s involvement in the informal economy.

Raise awareness of training available among SMEs and the general population, helping them navigate the different options.
Enhance monitoring and evaluation by assessing impact of training programmes and skills acquired, and by improving data quality.
Develop skills assessment and anticipation tools, building on the new Labour Market Observatory.

Facilitating SME access to finance

Enhance the legal framework for secured transactions by simplifying the use of movable assets as collateral and strengthening
enforcement systems.

Promote financial inclusion through non-bank financing options by implementing new financial inclusion strategy and leasing law,
ensuring SMEs with tailored viable choices.

Strengthen SME finance statistics, especially on non-bank sources, for better policymaking, monitoring, and product development.
Attract private funding and investment in the SME and start-up sector, leveraging the venture fund.

Supporting SME access to markets

Align standards and technical regulations with broader policies like SME support and sustainable development, refining laws to meet
international requirements and ensure clarity.

Enhance efficiency and professionalism of public procurement by establishing dedicated procurement units in contracting authorities.
Extend e-procurement use, improving data collection, and ensuring comprehensive data accessibility for public procurement.
Encourage SME participation in procurement by simplifying documentation, reducing fees, and ensuring fair e-competition.

Develop comprehensive digitalisation strategies, including the accreditation body and strengthen quality infrastructure.

Design and implement targeted measures for SME internationalisation, including financial support mechanisms and trade insurance.
Support SME cluster creation and integration into GVCs implementing the planned tax benefits for SMEs.

Improve automated processes related to trade procedures, streamline border control, and reduce fees for smoother trade operations.
Monitor and evaluate initiatives supporting SME access to global markets, attaching measurable targets to all promotion programmes.
Align with EU legislation on accreditation and conformity assessment to eliminate trade barriers and enhance international co-operation.
Continue to improve the market surveillance system.

Create and implement an action plan for education about standardisation.

Fostering innovation and business support

Develop a dedicated SME action plan with detailed costing for a stronger SME focus in the broader national economic policymaking.
Facilitate access to external consultants who can provide specialised advice to SMEs.

Consolidate initiatives for SME digitalisation through a single programme offering tailored assessment, roadmap, and financial support.
Conduct a pilot project to rigorously evaluate the impact of select support programmes on SME performance.

Expand innovation infrastructure by growing technology parks/incubators/:accelerators and realising the Absheron Valley cluster vision.
Broaden financial incentives for innovation and R&D, targeting a wider range of SMEs beyond the IT sector.

Incorporate an SME focus into targeted actions for green initiatives and aligned with environmental goals.

Create implementation plans tailored to SMES’ size and capabilities to support green practices in a wide range of sectors.

Increase focus on supporting green SMEs beyond the energy sector and leverage KOBIA's reach to promote resource-efficient practices.
Enhance regulatory and financial incentives for greening practices among SMEs, to target businesses beyond the energy sector.

Strengthen environmental monitoring tools that specifically address SMEs, facilitating a more accurate assessment of the impact of
environmental policies on the SME sector.
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Notes

' For more information on the analytical framework, please refer to the thematic chapter Digital Economy
for SMEs

2 Digital Azerbaijan is a digital information center covering portals that provide digital services in Azerbaijan,
information on digital services and their use, information on events in this area, and surveys for civil thought
for services. For more information, see https://www.digital.gov.az/digitalazerbaijan/en/page/about.

3 The court must hold hearing and render its decision within one month of the date of receipt of the
insolvency claim.

4 Suptech stands for “supervisory technology”.

S Twinning is a European Union instrument for institutional co-operation between Public Administrations of
EU Member States and of beneficiary or partner countries. See hitps:/neighbourhood-
enlargement.ec.europa.eu/funding-and-technical-assistance/twinning_en

6 Through the platform available at www.kobim.az

SME POLICY INDEX: EASTERN PARTNER COUNTRIES 2024 © OECD/EBRD 2023


https://www.digital.gov.az/digitalazerbaijan/en/page/about
https://neighbourhood-enlargement.ec.europa.eu/funding-and-technical-assistance/twinning_en
https://neighbourhood-enlargement.ec.europa.eu/funding-and-technical-assistance/twinning_en
http://www.kobim.az/

From:

SME Policy Index

SME Policy Index: Eastern Partner Countries 2024

Building Resilience in Challenging Times

Access the complete publication at:
https://doi.org/10.1787/3197420e-en

Please cite this chapter as:

OECD/European Bank for Reconstruction and Development (2024), “Azerbaijan: Small Business Act country
profile”, in SME Policy Index: Eastern Partner Countries 2024: Building Resilience in Challenging Times,
OECD Publishing, Paris.

DOI: https://doi.org/10.1787/97a00e50-en

This document, as well as any data and map included herein, are without prejudice to the status of or sovereignty over any
territory, to the delimitation of international frontiers and boundaries and to the name of any territory, city or area. Extracts from
publications may be subject to additional disclaimers, which are set out in the complete version of the publication, available at
the link provided.

The use of this work, whether digital or print, is governed by the Terms and Conditions to be found at
http://www.oecd.org/termsandconditions.

&) OECD


https://doi.org/10.1787/3197420e-en
https://doi.org/10.1787/97a00e50-en
http://www.oecd.org/termsandconditions

	11 Azerbaijan: Small Business Act country profile
	Key findings
	Context
	Economic snapshot
	SME sector

	SBA assessment by pillar
	SME digitalisation policies
	Selected framework conditions for the digital transformation
	National digital strategy
	Broadband connectivity
	Digital skills

	Pillar A: Responsive Government
	Institutional and regulatory framework
	Institutional setting
	Legislative simplification and RIA
	Public-private consultations
	Institutional framework for SME digitalisation
	The way forward

	Operational environment for SMEs
	E-government services
	Company registration
	Business licensing
	Tax compliance procedures for SMEs
	The way forward

	Bankruptcy and second chance

	Pillar B: Entrepreneurial human capital
	Entrepreneurial Learning
	Women's Entrepreneurship
	SME Skills

	Pillar C: Access to finance
	Legal and regulatory framework
	Sources of external finance for SMEs (bank financing, non-banking financing, and venture capital)
	Financial literacy
	Digital financial services
	The way forward

	Pillar D: Access to markets
	Public procurement
	Standards and technical regulations
	Internationalisation of SMEs

	Pillar E: Innovation and business support
	Support services for SMEs and start-ups
	Innovation policy for SMEs
	SMEs in a green economy


	The way forward
	References
	Notes




