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Summary
Azerbaijan submitted its intended nationally determined contribution (INDC) in 2015 with the
quantitative targets to reduce total greenhouse gas (GHG) emissions by 25.7 million tCO2e (excluding Land
Use and Land Use Change and Forestry, LULUCF) or 24.2 million tCO2e (including LULUCF) by 2030
compared to the 1990 level. The INDC also indicates the priorities in mitigation actions such as in the
energy, oil and gas extraction, and transport sectors. The energy sector is the largest emitter of GHGs for
which the country aims to increase the introduction of energy efficiency measures as well as alternative
and renewable energies.
In 2013 and 2014, about USD 63 million per year was committed to climate-related actions in the
country by multilateral and bilateral providers. This is at a considerably lower level than the average
among the countries of Eastern Europe, the Caucasus and Central Asia (EECCA) (i.e. USD 303 million per
year). This may reflect the country’s high level of economic development (USD 16 710 per capita GDP
PPP in 2014 was the third highest after Kazakhstan and Belarus), thus the lesser degree of need for
development finance.
Multilateral institutions are the dominant channel to deliver climate-related development finance to
Azerbaijan in 2013 and 2014, accounting for USD 51 million per year (or 80% of all channels). The major
contributors included the World Bank Group, the Asian Development Bank and the European Bank for
Reconstruction and Development.
The largest amount of climate-related development finance was committed to the waste management
and disposal sector and the transport sector in 2013 and 2014. This is attributed to two large-size projects
in these sectors by the World Bank and the Asian Development Bank. Some more projects on energy
efficiency and renewable energy were committed between 2011 and 2015. Apart from (public)
development finance, about 80% of Foreign Direct Investment was intended for the oil and gas sector in
2014.
A range of ministries and governmental agencies as well as domestic public financing entities engage
in climate-related projects that are supported by international financial sources. For instance, the State
Agency for Alternative and Renewable Energy Sources acts as a principal regulatory institution for
renewable energy resources. The Ministry of Energy and Industry is responsible for the supervision,
regulation and control of the efficient use of the fuel and energy mix, and the State Oil Company of the
Republic of Azerbaijan has been involved in a range of climate mitigation projects in the energy sector.
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Overview of climate-related development finance to Azerbaijan in 2013-2014: Excerpt from the report

Total climate-related
development finance
flows by activities
(mitigation, adaptation,
and both)
(USD million per year)

Climate-related
development finance
flows by sector
(USD million per year)

Financial instruments
used by delivery channel
(USD million per year)

Major providers of
climate-related
development finance
(USD million per year)

Note 1: Total climate-related development finance = Mitigation + Adaptation – Overlap (both).
Note 2: Names of the sectors correspond to those used in the DAC CRS database.
Note 3: Please see the ‘Reader’s guide’ section for more information on methodological approach
Source: Based on OECD (2016)
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This country-level study complements OECD (2016),“Financing Climate Action in Eastern Europe,
the Caucasus and Central Asia”, and was prepared as part of the project “International Climate Finance for
Eastern Europe, the Caucasus, and Central Asia (EECCA)” under the GREEN Action Programme hosted
by the Organisation for Economic Co-operation and Development (OECD). The project has been
implemented with support of the German Federal Ministry for the Environment, Nature Conservation,
Building and Nuclear Safety. The report benefitted from the discussions at the Expert Workshop on
International Climate Finance for EECCA that was held on 11 July 2016 in Paris, and written comments
provided by the participants before and after the workshop.
The views expressed herein can in no way be taken to reflect the official opinion of Germany, or any
of the OECD member countries, or the endorsement of any approach described herein. This document is
also 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.
Questions and comments should be sent to:
Takayoshi KATO
Green Growth and Global Relations Division
Environment Directorate, OECD
2, rue André Pascal - 75775 Paris Cedex 16
Tel: +33 (0)1 45 24 74 88 || takayoshi.kato@oecd.org
Information on the OECD-hosted GREEN Action Programme and relevant publications is available at
http://www.oecd.org/env/outreach/eap-tf.htm
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Reader’s guide
This country-level study aims to provide an overview of how international development finance has
been supporting climate-related actions in the recent years, so as to improve clarity on how each of the
countries in Eastern Europe, the Caucasus and Central Asia (EECCA) region is working together with their
development co-operation partners. The study is based on both:
(i) quantitative analysis for the period between 2013 and 2014; and
(ii) qualitative analysis during the period between 2011 and 2015.
The 11 country reports were prepared to complement a publication “Financing Climate Action in
Eastern Europe, Caucasus and Central Asia” by the Organisation for Economic Co-operation and
Development (OECD) (Available at http://www.oecd.org/env/outreach/eap-tf.htm).
This study does not offer a complete picture of climate finance from all possible sources in public and
private sectors, or all relevant policy frameworks within the country. However, it intends to provide a
clearer understanding of international (public) financing flows committed to each of the 11 EECCA
countries in terms of major sectors/areas, providers, and financing structures for individual projects, as well
as domestic institutions involved in accessing and using such finance, on which relevant data tend to be
scattered.
The study also analyses the country’s climate targets and priority sectors/areas for climate actions
based on its INDC and/or other relevant policy documents. Finally, the study briefly outlines in-country
enabling environments, such as policies, laws, institutional arrangements and domestic financing
mechanisms, which aim to promote a low-carbon, climate-resilient development.
The quantitative analysis for the period 2013-14 is conducted by using the database from the OECD
DAC Creditor Reporting System (CRS) 1. This database allows for an approximate quantification of
climate-related development finance flows that target climate mitigation and adaptation as either their
principle objective or significant objective. The bilateral sources include OECD DAC members, while
multilateral sources include multilateral development banks and international climate funds. Some of the
South-South co-operation and non-DAC member contributions are also included.
The qualitative analysis for the period 2011-15 is based on publicly available project-level
information (e.g. project design documents, project evaluation reports, and periodic reports by donors and
financial institutions). In this part, sizes of some projects are indicated as committed financing volumes for
the entire projects, while for reporting purpose, multilateral development banks only report the value of the
components specifically relating to climate action as climate finance.
The DAC CRS records face values of the activities on the dates when grant or loan agreements are
signed with recipients (i.e. commitment, but not disbursement). It should also be noted that the scope of the
data sources for both the quantitative and qualitative analyses do not include some of the non-DAC
member donors such as the People's Republic of China and the Russian Federation, or private sector
investors, whose financial provision may be significant in certain EECCA countries.
The cut-off date of inclusion of information on data, policies and projects was 01 August 2016.

1

For more details, see http://www.oecd.org/dac/stats/climate-change.htm and on the DAC members see
http://www.oecd.org/dac/dacmembers.htm.
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Background
The oil and gas export sectors of the Republic of Azerbaijan (Azerbaijan) drove the country’s high
economic growth until the severe economic downturn in 2009, while oil exports through the Baku-TbilisiCeyhan Pipeline, the Baku-Novorossiysk, and the Baku-Supsa pipelines still remain the important
economic driver for the country. Yet, the attempts for economic diversification by a high level of public
investment and the improved performance of the agriculture and non-oil manufacturing sectors accelerated
economic growth to 5.7 percent in the first half of 2015 (year-on-year) (WB, 2015). The inflation rate
started to increase, following the devaluation of its currency in March and May 2015, but has stabilised in
subsequent months, due mainly to administrative measures undertaken by the government.
After a decade of transformational economic growth, reduced oil prices forced Azerbaijan to a double
devaluation of its national currency, significant reduction of public spending and slowdown of its GDP.
The government responded with several anti-crisis programmes and measures, aimed at stimulating
national economy, supporting local production and easing the business climate for the local entrepreneurs.
President Ilham Aliyev has called 2016 “a year of deep economic reforms”. It remains to be seen whether
the country will be able to shift gears and transform its economy to achieve sustainable growth from nonoil sectors.
Foreign direct investment (FDI) inflows to Azerbaijan have been mainly directed to the energy sector,
fluctuating since 2008 (WB, 2015). In 2014, approximately 80% of FDI flows were intended for the oil
and gas sector (Export Entreprises SA, 2015). The level and growth of FDI in the country largely depend
on the socio-economic economic situations of the Russian Federation. Azerbaijan has established the
Agency for Promotion of Investment, and put in place a legal framework that aims to, for instance, support
the establishment of new enterprises, lower corporate taxes for certain types of companies, and promote
FDI (ibid.).
Azerbaijan emitted approximately 48 million tCO2e of greenhouse gas (GHG) in 2012 (GoA, 2015),
which is about 0.2% of the global GHG emissions. Azerbaijan is a non-Annex I Party to the United
Nations Framework Convention on Climate Change (UNFCCC). Approximately 85% of the GHGs was
emitted from the energy use, followed by agriculture (10%). 50% of energy sector GHG emission comes
from fugitive gas in the oil and gas sector, and 24% is from the heat and electricity generation.
Energy intensity of Azerbaijan, measured as the ratio of Total Primary Energy Supply (TPES) to real
GDP (i.e. 0.10 tonnes of oil equivalent (toe) per USD 1 000 GDP PPP in 2012) is the lowest in comparison
with other EECCA countries, mainly due to its higher level of GDP. The energy intensity of the country
has been declining since the mid-1990s due to the strong economic growth and the TPES that has grown at
a relatively slower rate (IEA, 2015). Introduction of renewable energy sources has been slow: about 2% of
TPES in 2012 (ibid.).
In terms of the country’s vulnerability to climate change, a study by the World Bank conducted an
assessment of climate risk, climate impacts, and adaptation measures, and evaluation and prioritisation of
adaptation options. The priority adaptation options identified include: (i) increasing the capacity and reach
of extension services; (ii) ensuring that farmers have access to good quality hydro-meteorological
information; (iii) investigating options for crop insurance, particularly for drought; and (iv) improving
farmers’ access to rural finance to enable them to access new technologies (World Bank, 2014).
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Targets and priority areas for climate actions
Azerbaijan has submitted its intended nationally determined contribution (INDC) to the UNFCCC. Its
total aggregate quantitative contribution to GHG mitigation is a 35% reduction in the level of GHG
emissions by 2030, compared to 1990 (GoA, 2015) (See figure 1). The contribution covers CO2, CH4, N2O,
HFC and CF4 emissions from the energy, agriculture and waste sectors as well as land use and land use
change and forestry (LULUCF).
Figure 1. GHG emissions in the base year, the recent data and the target year

Source: GoA (2015), The Intended Nationally Determined Contribution (INDC) of the Republic of Azerbaijan; GoA
(2016), The First Biennial Updated Report of the Republic of Azerbaijan to UNFCCC.

Azerbaijan’s INDC also indicates the priority sectors for implementing mitigation measures, as shown
in Table 1. The energy sector is the largest emitter of GHGs for which the country aims to increase the
introduction of energy efficiency measures as well as alternative and renewable energies. Policy reforms
and awareness-raising for improving energy efficiency are being planned, while energy efficiency is also
meant to be enhanced through introduction of modern energy generation, distribution and transmission
systems. Reducing fugitive GHG emissions to the atmosphere is also another priority mainly through
prevention of gas leakages during oil-gas processing and at distribution networks. This is important given
the large share of fugitive gas (42.3%) in the total GHG emissions.
The INDC mentions that adaptation measures will need to be developed, and stresses that adaptation
measures should be undertaken at national, regional and local levels. However, no specific actions, plans or
needs about adaptation are mentioned in the INDC.
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Table 1. Summary of the INDC
Scope of action

Targets
Total emissions
reduction for 2030
compared to the base
year (1990):

Mitigation

• 25.7 MtCO2e
(excl. LULUCF)
• 24.4 Mt CO2e
(incl. LULUCF )

Adaptation
Means of
implementation
Finance

No specific target or
action mentioned in
the INDC
Quantified needs if
any
N.A.

Priority sectors for mitigation actions
• Energy sector
o
Energy efficiency
o
Alternative and renewable energy
• Oil and gas (extraction) sector
• Residential and commercial sector
• Transport sector
• Agriculture sector
• Waste sector
• LULUCF sector
(Azerbaijan plans to develop relevant adaptation measures for
decreasing or minimising the losses that may occur at national, local
and community levels per sector.)
Description
N.A.

N.A.
N.A.
Capacity
development
N.A.
N.A.
Technology
Transfer
Source: GoA (2015) The Intended Nationally Determined Contribution (INDC) of the Republic of Azerbaijan.
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Overview of climate-related development finance flows (2013-14)
In 2013 and 2014, more than USD 63 million per year was committed to climate-related actions by
multilateral and bilateral providers of finance. This is at a considerably lower level than the average among
the EECCA countries and a similar level to that for Kyrgyzstan. This may reflect the country’s high level
of economic development (USD 16 710 per capita GDP PPP in 2014 was the third highest after
Kazakhstan and Belarus) and the low degree of need for development finance. Nearly 70% (USD 41
million) of the climate-related development finance targets at mitigation project, while USD 22 million is
committed to adaptation actions during the period.
Figure 2. Climate-related development finance flows in 2013 and 2014 and the 2-year average
(Azerbaijan and the EECCA average: USD million per year)

Source: Based on OECD (2016), Climate-related development finance, 2016 February version, Paris.
Note: Total climate-related development finance = Mitigation + Adaptation – Overlap (both).

The largest amount of climate-related development finance is directed to waste management and
disposal sector as well as the road transport sector (see Figure 3). This is because of two large size projects
committed to these sectors during the period 2013-14. The one is a project supported by the International
Bank for Reconstruction and Development (IBRD) of the World Bank on integrated solid waste
management system for Absheron Peninsula, which aims at, among others, preventing or minimising
emission of landfill gases from dump sites (WB, 2012). The other is the Asian Development Bank (ADB)supported project for construction of new motorway between Jalilabad and Shorsulu and capacity
development (the second tranche), which is reported to include a climate change adaptation component
(ADB, 2014).
Support for the financial sector (i.e. formal sector financial intermediaries) includes loans by the
European Bank for Reconstruction and Development (EBRD) to finance sub-loans to eligible corporates
and individuals for business and residential energy efficiency investments through the Caucasus Energy
Efficiency Programme for local banks (e.g. AccessBank, Demirbank and Muganbank) (EBRD, 2014).
Germany also provides concessional equity finance for the share of the European Fund for Southeast
Europe, which supports the rural credit system for promoting sustainable agriculture.
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Figure3. Climate-related development finance by sector in 2013 and 2014
(USD million per year: 2013-14 average)

Note 1: Total climate-related development finance = Mitigation + Adaptation – Overlap (both)
Note2: Names of the sectors correspond to those used in the DAC CRS database.
Source: Based on OECD (2016), Climate-related development finance, 2016 February version, Paris

Multilateral institutions are the dominant channel to deliver climate-related development finance to
Azerbaijan in 2013 and 2014, accounting for USD 51 million per year. The share of finance channelled
bilaterally (i.e. 12.7%) is relatively small, compared to other EECCA countries. This also partly reflects the
country’s high level of economic development. All the finance channelled through climate funds is the
grants provided by the Global Environment Facility (GEF).
Figure 4. Channels and financial instruments used to deliver climate-related development finance
(USD million per year: 2013-14 average)
DAC member
(Bilateral)

MDBs
MDBs
(Multilateral)
(Multilateral)

Climate funds and
other multilateral
institutions

2.9
5.2

4.1

50.2
Grant

Loan

Equity

Unspecified

Source: Based on OECD (2016), Climate-related development finance, 2016 February version, Paris.
Note: Total climate-related development finance = Mitigation + Adaptation – Overlap (both).

10

The aforementioned project on the waste management system (USD 40 million) makes the IBRD the
largest climate-related finance provider in 2013 and 2014 (Figure 5). The ADB is also a major player that
provides loan finance for infrastructure investments, while the EBRD supports local financial institutions
with financing energy efficiency investments. The GEF provides grants for a range of projects on both
mitigation and adaptation. It supports capacity building in developing Azerbaijan’s Nationally Appropriate
Mitigation Actions (NAMAs) and First Biennial Update Report. Of bilateral channels, Japan, for instance,
provides grant aid for an adaptation project to introduce equipment for amelioration and irrigation (Phase
2). Germany subscribes to the share of the European Fund for Southeast Europe as mentioned above.
Figure 5. Major providers of climate-related development finance (USD million per year: 2013-14 average)
USD mln -2013 price

Multilateral
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ADB
EBRD
EIB
GEF
IFC
World Bank (IBRD)

Bilateral

EU institutions excl. EIB
United States
France
Norway
Australia
Germany
Korea
Czech Republic
United Kingdom
Greece

Mitigation

Adaptation

Overlap (both)

Note: Total climate-related development finance = Mitigation + Adaptation – Overlap (both).
Source: Based on OECD (2016), Climate-related development finance, 2016 February version, Paris.
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Table 2. Providers of climate-related development finance and the sectors where the finance was committed to (in 2013 and 2014)
Agriculture,
Forestry and
Fishing

Mitigation (M) or Adaptation (A)

M

A

Banking,
financial and
business
services
M

A

General
environment
al protection
M

A

Government
and Civil
Society
M

A

Industry,
Mining,
Construction
, Trade
Policy and
Tourism
M
A

Transport
and storage

M

A

Unallocated/
Unspecified

M

A

Water
Supply
and
Sanitation
M

Bilateral

X

Germany

X

Japan
Poland
Switzerland

X

X

X

X

X
X

United States
Multilateral
Asian Development Bank
European Bank for Reconstruction
and Development

X
X

X

X

European Investment Bank
Global Environment Facility

X

X

X
International Finance Corporation
World Bank - International Bank For
Reconstruction and Development
Source: Based on OECD (2016), Climate-related development finance, February 2016 version. http://www.oecd.org/dac/stats/climate-change.htm
Note: Names of the sectors correspond to those used in the DAC CRS database (OECD, 2016).
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Selected examples of projects supported by climate-related development finance
This section covers climate mitigation and adaptation activities committed during the period between
2011 and 2015 based on information included in publicly available documents on individual
projects/programmes. Each example shows how the activity is financed and what actors are involved in it,
both inside and outside of the country. Whilst the previous section uses the OECD DAC statistical data for
the period 2013-14, this section rather uses qualitative data with some indicative numbers on each project
to illustrate how the country and its development co-operation partners as well as other domestic and
international stakeholders are working together to finance climate actions.
Azerbaijan’s INDC outlines some of the priority sectors in mitigation. These priorities include
mitigation activities such as in residential and commercial buildings, fugitive gas from the oil and gas
sector, and transport sector. The INDC does not contain an adaptation component, but the country has
already launched initial activities towards preparation of its national adaptation plan, being reflected in the
Action Plan on Improvement of Environment and Efficient Use of Natural Resources (2015-2020) to be
adopted in the near future (Alyav, 2015). The most sensitive sectors to climate change include agriculture,
water management, land use and forestry sectors (Humbatova, 2015). Based on the INDC and relevant
policy documents, this section outlines selected examples of internationally supported projects on climate
change by bilateral and multilateral sources in the following sectors. Some of these projects are also cofinanced by domestic sources.
•
•
•
•
•
•
•

Energy supply
Oil and gas sector (Fugitive gas reduction)
Residential and commercial sector
Transport
Waste management
Water management
Agriculture

Energy supply
Although Azerbaijan’s energy intensity, 0.10 toe of Total Primary Energy Supply (TPES) per USD 1
000 GDP PPP, was of the lowest among EECCA countries in 20122 (IEA, 2015), the government of
Azerbaijan has an ambitious target of a 20% improvement in energy efficiency by 2020. However, the
country has not yet had a comprehensive strategy to achieve the target. Nonetheless, Azerbaijan introduced
the legislations on losses in the electricity sector as well as advanced metering infrastructure to reduce
commercial losses in distribution in 2014 (UNECE and REN21, 2015).
Azerbaijan has a significant potential to develop energy efficiency measures, in which providers of
development finance have already played major roles. An analysis by the EBRD shows that energy
efficient technology has very low market penetration, and thus there are significant opportunities to scale
up the deployment of energy efficiency measures (EBRD, 2014c). In this regard, the EBRD’s Caucasus
Energy Efficiency Programme (CEEP) supports AccessBank, Demirbank and Muganbank with helping
local entrepreneurs and households to buy and install more energy efficient equipment, appliances and
materials. These include modern production facilities, double-glazed windows, insulation, gas boilers,
solar water heaters and rooftop solar panels (EBRD, 2014b). These measures are in line with the country’s
priority on improvement of energy efficiency in the residential and commercial sector, expressed in its
2

This is mainly due to its higher GDP (IEA, 2015).
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INDC. The EBRD has also engaged consultants to provide financial institutions, firms and households
with technical advice for energy efficiency investments (EBRD, 2014b).
Another example of energy efficiency projects is “Garadagh Cement Expansion and Energy
Efficiency Project” supported by the ADB and the EBRD. The project aimed to achieve significant energy
savings through the use of efficient drying technologies for clinkers (i.e. more than 50% reduction of
energy use per unit of clinker produced). The project was also designed to accelerate co-financing from
commercial banks (EBRD, 2009).
The government has also set a target of introducing renewables by 20% of total electricity generation
by 2020, up from 12% in 2012 (IEA, 2015). As of 2012, renewable energy in Azerbaijan accounted for
about 2% of TPES in 2012, which is the third-lowest share of renewables in TPES among EECCA
countries after Turkmenistan and Kazakhstan (IEA, 2015). A number of renewable energy projects are
being planned, of which wind power is expected to have a major share of electricity generation in the
country, but the up-take of renewable energy remains slow as of 2015.
The ADB has started a project that aims to promote renewable energy development through
developing two pilot biomass cogeneration power plants with a total installed capacity of 20 MW for
electricity and heating supply in the Oghuz and Beylagan regions. The first phase has been implemented
and the actual investment (planned to be about USD 40 million) has been proposed, seeking approval (due
in 2017) (ADB, 2013).
The government has also announced that it is planning to develop several renewable energy power
plants such as the Pirakushkul wind park (with the support of KfW development bank for USD 124-149
million and a 25 MW solar power park in Absheron with support of JICA (Government of Azerbaijan,
2014). Nevertheless, there has been no publicly available updated information on a development of these
projects.
Table 3. Examples of projects supported by international climate-related development finance (Committed
in 2011-2015)
Project type

Energy
efficiency

Project

Finance
provider

Energy efficiency
project (Caucasus
Energy Efficiency
Programme,
CEEP) (2014)

EU (through
NIF), Austria,
and EBRD

Garadagh Cement
Expansion and
Energy Efficiency

EBRD and
ADB

Financial
instrument and
amount
Grant (EU: USD
5mln,
Austria : USD
5mln),
Non-concessional
Loan (EBRD:
USD 6.2 mln)
Non-concessional
loan (EBRD: USD
230 mln
ADB: USD 27
mln)

Renewable
energy

Biomass
ADB
Technical
Cogeneration
assistance (grant)
(USD 1mln)
Projects in in
Oghuz and
Agjabedi regions
(2013)
* Information on co-financing from domestic sources is not found.
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Co-financing by
domestic actor

Key domestic
institution

N.A.*

Demirbank,
Muganbank

N.A.* (Private
sector cofinancing
expected but the
amount is not
found)
N.A.*

Garadagh Cement
OJSC

The State Agency for
Alternative and
Renewable Energy
Sources

Fugitive gas emission from the oil and gas sector
Nearly half of Azerbaijan’s GHG emissions in terms of CO2e comes from fugitive gas through the oil
and gas production process, and the country’s INDC explicitly mentions the importance of reducing GHG
(i.e. methane) from production, processing and distribution of oil and gas (GoA, 2015). The State Oil
Company of the Republic of Azerbaijan (SOCAR) adopted an “Associated Gas Recovery Plan” and a
“Strategy on Climate Change Impact Mitigation”, which have resulted in significant reductions by capture
of previously vented associated production gases from the “Shallow Water Guneshli” and “Neft Dashliari
and Palchiiq Pilpiassi” fields (Carbon Limit, 2011).
While the oil and gas sector is listed as a priority sector for GHG reduction, there is little information
available on climate change mitigation projects in the sector supported by international climate finance.
“Lukoil Shah Deniz Stage II”, a project on the development of the gas field, plans to take a range of
measures to reduce fugitive gas emissions through technological and operational improvements to the
production and terminal facilities. This project plans to be invested and supported by the EBRD, the ADB
and the Black Sea Trade and Development Bank (BSTDB) as well as other private sector entities, and its
funding size is expected to be USD 3 billion, as of 2015. The project plans to employ technologies such as
flare reduction measures, offshore gas compression, offshore flaring (to avoid venting methane) and waste
heat recovery (ADB, 2015).
Table 4. Examples of projects supported by international climate-related development finance (Committed
in 2011-2015)
Project type

Renewable
energy

Project

Lukoil Shah Deniz
Stage II* (2015)

Finance
provider
EBRD and
ADB

Financial
instrument and
amount
Non-concessional
loan
(EBRD: USD 250
mln, ADB: USD
250 mln)

Co-financing by
domestic actor

Key domestic
institution

(BSTDB**: USD
State Oil Company
60 mln)
of the Azerbaijan
(Syndicated loan
Republic,
from the private
sector will also be
provided)
* The aims of the project include: to improve energy and resource efficiency and implement the latest production
technologies
** BSTDB (the Black Sea Trade and Development Bank) is an international financial institution established by Albania,
Armenia, Azerbaijan, Bulgaria, Georgia, Greece, Moldova, Romania, Russia, Turkey, and Ukraine.

Transport
Azerbaijan’s INDC has stressed the importance of environmentally friendly forms of transport. These
include: introduction of electric vehicles for public transportation; electrification of railway lines;
improved transport management system; better metro transport (e.g. increasing metro stations); elimination
of traffic congestions by constructing road junctions; and construction of underground and surface
pedestrian crossings (GoA, 2015).
Under the project “Baku Sustainable Urban Transport Investment Program”, the ADB, the Ministry of
Transport and the Baku Metro Company worked together to improve its urban transport system and
provide technical and financial support to upgrade the urban infrastructure in Baku and strengthen the
urban transport sector. Tasks included: (i) assessing all major features of urban transport system of the city,
and formulating a Sustainable Urban Transport Sector Roadmap; (ii) developing a Policy and Reform
Framework, amongst others (ADB, 2012). The ADB also committed to supporting a project “Second Road
Network Programme” that aims to contribute to eliminating traffic congestions and increasing efficiency in
transport for freight and passengers. While few projects related to climate action in the sector have been
identified, it should be noted that Azerbaijan allocated a significant amount of domestic funding to the
15

development of the transport sector, including USD 8.5 billion in 2008, and another USD 2 billion in 2010.
Nonetheless, the majority of the funding went into the development of highway infrastructure, which was
not climate-related (UNEP, 2012).
Table 5. Examples of projects supported by international climate-related development finance
(Committed in 2011-2015)
Project type

Sustainable
urban
transport
(Technical
Assistance)
Efficient road
transport

Project

Baku Sustainable
Urban Transport
Investment
Program

Finance
provider
ADB

Azerbaijan:
ADB
Second Road
Network
Development
Investment
Program Tranche 2 (2014)
* Information on concessionality is not found.

Financial
instrument and
amount
Grant (TA)
(USD 1 mln) and
multi-donor funds
(USD 0.8 mln)
Loan*
(USD 250 mln)

Co-financing by
domestic actor

Key domestic
institution

GoA (USD 0.13
mln)

Ministry of
Transport,
Baku Metro
Company

GoA (USD 82
mln)

Ministry of
Transport,
AzerRoadService
Open Joint-Stock
Company

Waste management (solid waste, waste water, agricultural waste)
In Azerbaijan, the main emission sources in the waste management sector is solid waste landfills and
waste water treatment. Wastes have caused severe environmental problems in the country, such as sanitary
problems, pollution of water, soil and air through the processes of collection, transportation and land filling
of wastes (GoA, 2010). Activities for better waste management can often improve public health and
generate additional revenues from recycling activities. The World Bank (IBRD) has supported the ARP/IIIntegrated Solid Waste Management project in Absheron Peninsula, which aims at, among others,
preventing or minimising emission of landfill gases from dump-sites through which GHG emissions are
subject to regular monitoring (WB, 2012).
Table 6. Examples of projects supported by international climate-related development finance
(Committed in 2011-2015)
Project type

Project

Finance
provider

GHG
ARP/II-Integrated
WB (IBRD)
avoidance
Solid
Waste
through waste Management
(2012)
management
in urban areas
* Information on concessionality is not found.

Financial
instrument and
amount
Loan*
(USD 29.5 mln)

Co-financing by
domestic actor
GoA
mln)

(USD

12

Key domestic
institution
Ministry
Economy

of

Water resource management
It is predicted that there are likely to be issues on current and future water shortages exacerbated by
climate change in some regions in Azerbaijan (e.g. Ganikh, Lenkeran/Southern Caspian, Eastern Lower
Kur, and Samur/Middle Caspian basins) (Ahouissoussi et al, 2014). Challenges are diverse, including: (i)
institutional and regulatory capacity building; (ii) need to improve contractual arrangements and
predictability; (iii) effective tariff reforms; and (iv) restructuring of water utilities to improve efficiency
and sustainability (EBRD, 2014c). Improved rainwater collection, flood warning, water reclamation and
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reuse, and reduction in water leakages at the water management facilities are the priority technology needs
identified in the Azerbaijan’s Technology Needs Assessment for adaptation (GoA, 2012).
Korea has supported projects on climate resilience in the water sector over the past few years. For
instance, a Korea-supported project “Total solution of water shortage for Absheron Peninsula” aims to
rehabilitate water supply and sanitation systems, construct waste water treatment plants, and reuse of
treated waste water as alternative water reserve. The scope of the project also includes planting of forestry
and parks, improvement of ecological condition and opening of new employments. The GEF and the
UNDP also supported the country with measures to reduce vulnerability of the communities of the Greater
Caucasus region to water stress and hazards by improved water and flood management (GEF, 2011).
Table 7. Examples of projects supported by international climate-related development finance
(Committed in 2011-2015)
Project type

Water
resource
management

Project

Finance
provider

Financial
instrument and
amount
Grant (USD 2.8
mln)

Integrating climate GEF (Through
change risks into
the Special
water and flood
Climate
management by
Change Fund)
vulnerable
mountainous
communities in
the Greater
Caucasus region
of Azerbaijan
(2011)
A Total Solution of Korea
Grant (USD 28.5
Water Shortage
(KOICA)
mln)
for Absheron
Peninsula: (2010)
* Information on co-financing from domestic sources is not found.

Co-financing by
domestic actor

Key domestic
institution

GoA (USD 7mln)

Ministry of Ecology
and Natural
Resources

N.A.*

Azersu Open Joint
Stock Company

Agriculture
Main climate change hazards for Azerbaijan’s agricultural sector are: possible decrease in agricultural
productivity due to lower precipitation and increasing droughts; and damages to yields due to heavy
rainfalls, heat stresses, early frost and floods (Alyav, 2015). It is estimated that an average increase in
temperature will be about 2.4°C in the next 50 years (WB, 2014). Climate impacts will likely be greatest in
a key period for agricultural production (i.e. from August to October). Such seasonal distribution of
temperature and precipitation would have more serious impacts on the agriculture sector than impacts of
the average temperature rise per se. (WB, 2014).
According to the Ministry of Ecology and Natural Resources, the priority adaptation actions include:
introduction of climate-resistant crop species, application of windbreaks (agroforestry), introducing water
saving technologies, application of conservative cultivation technologies, and awareness raising (Alyav,
2015). The World Bank Group and the government of Azerbaijan also produced a joint report “Reducing
the vulnerability of Azerbaijan’s agricultural systems to climate change: impact assessment and adaptation
options”. The report identifies and prioritises options for climate change adaptation of the agricultural
sector (World Bank, 2014).
Japan supported a project “Improvement of Equipment for Amelioration and Irrigation” to contribute
to the development of the sector in Agjabedi, Imishli, Beylagan and Fizuli regions (Table 9). The project
aims to facilitate procurement of necessary equipment such as bulldozers and excavators.
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Table 8. Examples of projects supported by international climate-related development finance
(Committed in 2011-2015)
Project type

Agriculture
sector

Project

Finance
provider

Financial
instrument and
amount
Grant (USD 7.45
mln)

Improvement of
Japan (JICA)
Equipment for
Amelioration and
Irrigation (Phase 2)
* Information on co-financing from domestic sources is not found.
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Co-financing by
domestic actor
N.A.*

Key domestic
institution
Melioration and
Water Farm JSC

In-country enabling environments for climate actions
Legal and policy frameworks
Azerbaijan has set several policy documents to pursue low-carbon, climate-resilient development.
For instance, the Azerbaijan 2020 highlights the possible impacts of climate change on the country’s
society and economy, and the importance of preparing necessary policy measures. It also states that the
amounts of energy and CO2 used to produce one unit of GDP will need to be in line with the appropriate
indicators of the OECD member countries towards 2020 (GoA, 2015). There is also the Strategy of
Development of Renewable and Alternative Energy Sources in 2012-2020, while a strategy for renewable
energy for 2015-2030 is now under development.
Whilst no policy or legal document has been put in place specifically for adaptation, the INDC has
stated that Azerbaijan considers developing relevant adaptation measures for decreasing or minimising
potential losses caused by climate change at national, local and community levels by sector (GoA, 2015).
Regulatory policies for renewable energies
Renewable energy targets

X

Biofuels obligation / mandate
Electric utility quotas obligation / Renewable Portfolio Standard (RPS)
Feed-in tariff / premium payments

X

Heat obligation / mandate
Net metering
Tendering (i.e. Public bidding) for renewable energy
Tradable renewable energies certificates
Fiscal incentives for renewable energies and public financing
Capital subsidy / rebate
Energy production payment
Investment or production tax credits
Public investment, loans or grants
Reduction in sales, energy, CO2, VAT or other taxes
Energy efficiency policies
Energy efficiency target
National energy efficiency awareness campaigns
National energy efficiency regulations, standards or laws

X
X

X
X

Governmental institution(s) to formulate and implement energy efficiency strategies and
X
policies
Energy efficiency target
Adaptation
National-level comprehensive policy document that facilitates adaptation
Source: Compiled the data from UNECE and REN21 (2015) “The UNECE Renewable Energy Status Report”, GoA
(2015) Intended Nationally Determined Contribution.(on adaptation).

19

Domestic climate finance mechanisms and frameworks (selected examples)
The State Oil Fund of the Republic of Azerbaijan (SOFAZ)
SOFAZ was established in 1999, aiming to transform hydrocarbon reserves into financial assets
generating sustainable income for current and future generations, and to finance strategically important
infrastructure and social projects at a national level (SOFAZ, n.d.). Due to the lower oil prices, which have
led to decrease in oil revenues by 28% to 19% of GDP in 2015, the revenues for SOFAZ and taxes paid by
the oil companies fell by 38% (WB, 2015).
As of January 2016, the total assets of the SOFAZ amounted to USD 33.6 billion. The fund has
invested in a range of infrastructure projects, such as in the energy sector infrastructure, water supply and
sanitation, irrigation systems, and transport. Below are shown some examples of such projects financed, or
co-financed, by the SOFAZ (SOFAZ, 2016).
•
•
•
•
•
•

Financing of the participation of the Republic of Azerbaijan in Heydar Aliyev BTC Main Export
Pipeline Project (the project's financing closed in 2006) – 297.9 million Azerbaijani manat 3 (AZM)
Construction of the Oguz-Qabala-Baku water supply system – AZM 779.6 million.
Reconstruction of the Samur-Absheron irrigation system – AZM 1 239.6 million.
Financing of the "Baku-Tbilisi-Kars railway" – AZM 485.7 million.
Construction of “STAR” Oil Refinery Complex- AZM 596.1 million.
Financing the share of the Republic of Azerbaijan in “Southern Gas Corridor” CJSC statutory
capital – AZM 732.8 million.

National budget allocation
A public budget of USD 60 million has also been committed to the development of renewable energy
sources (EBRD, 2014). This is being used for developing small hydro power plants, the capacity building
at the State Agency for Alternative and Renewable Energy Sources (SAARES) and a demonstration
project of 5.5 MW of a hybrid renewable energy installation combining solar, wind and biomass. However,
no state budget financing has been allocated to develop energy efficiency projects as of 2013 (Energy
charter secretariat, 2013).
Further, the Ministry of Taxes conducted a state registration of
Azalternativenerji Ltd on 19 March in 2013 with equity capital of AZM 51.48 million (about USD 30
million). This budget allocation aimed to design, produce, build, operate, and provide infrastructure in the
area of exploration and development of alternative and renewable energy sources, distribution of
alternative energy, and purchase equipment, installations and facilities. Azalternativenerji Ltd. is also
meant to be a fully self-sustained business entity (ABC.AZ, 2013).
With support and co-financing from foreign investors and donors, the government of Azerbaijan is
planning to invest in a range of renewable energy projects. Examples are included in the table below but
there is not information on their recent developments. This may have been due to the current recession and
reduced oil revenues, as well as the devaluation of the currency Manat, among other possibilities.

3

AZM 1 equals to approximately USD 0.58 as if November 2016.
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Source) State Agency of Alternative and Renewable Energy Sources (2011) “Renewable Energy Strategy of The
Republic of Azerbaijan”.

There has been a feed-in tariff system for wind and small hydropower plants. Nevertheless, the recent
years have seen only a small amount of private investment, except for some pilot wind power plants
(Energy charter secretariat, 2013). The lack of investment in renewable energy is mainly due to the limited
tariffs, when all investment, operation costs and allowance for a fair investor return are taken into account
(UNDP, 2015).
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Annex: Key institutions and legal and policy frameworks
The tables below outline key institutions and legal and policy frameworks in the country that are, or
will be, involved in accessing and using climate-related development finance. The institutions include:
those engaged in development planning; those in charge of environmental policies and regulations; those
which manage or oversee energy industry; those which are private or state-owned entities engaging in
work with international climate finance sources; those whose work is related to adaptation (e.g. water,
disaster risk management etc.).
Major domestic institutions involved in climate-related projects in the country
Entity
Description
Ministry of Ecology and
Natural Resources
Ministry of Energy and
Industry

Ministry of Agriculture

Ministry of Transport
Ministry of Economy

Ministry of Emergency
Situations
Tariff Council

Azerenerji Joint Stock
Company
State Oil Company of the
Azerbaijan Republic (SOCAR)
Azerigaz

In charge of policy and regulation for environmental protection, including
monitoring of the extraction of natural resources and their conservation in
Azerbaijan and its section of the Caspian Sea.
Acting as the central executive body responsible for the formulation of
national policy related to the industry and energy sectors. This ministry is
also responsible for the supervision, regulation and control of the efficient use
of the fuel and energy complex.
In charge of regulation of the economic activity in the agricultural sector of
the country with a purpose of increasing the sector's production capacity, and
playing a key role in strengthening climate resilience of the agriculture sector.
In charge of regulating transport sector, and also involved in multiple climate
related projects in the transport sector.
In charge of economic development, state investments, economic relations,
foreign investments, sustainable development and business promotion
activities in Azerbaijan.
Responsible for protecting the population from natural and manmade
disasters. The State Water Resources Agency was also established under
this ministry.
Implementing the state regulation of energy prices (tariffs), service fees and
collections where state regulation is applied. The Council is also responsible
for tariff policies that affect energy efficiency and renewable energies
(including pricing in the FiT system). The council members consists of
representatives of multiple ministries including Ministry of Finance, Ministry of
Industry and Energy; Ministry of Taxes, amongst others.
The state-owned electrical power producer in Azerbaijan. It also maintains
the largest distribution network in the country.
The state-owned company that produces oil and natural gas from onshore
and offshore fields in the Azerbaijani section of the Caspian Sea. It has been
involved in a range of climate mitigation projects in the energy sector.
The state-owned gas company (subsidiary of SOCAR)

State Agency on Alternative
and Renewable Energy
Sources

Principal regulatory institution for alternative and renewable energy
resources. It assesses sustainable energy potential and shapes relevant
policies, including tariffs for renewable technologies. It is also responsible for
the elaboration and enforcement of relevant procedures such as permits to
construct renewable power generation facilities.
Azalternativenerji Ltd.
Limited liability company that aims to design, produce, build, operate, and
provide infrastructure in the area of exploration and development of
alternative and renewable energy sources, energy production, transport and
distribution of alternative energy, purchase equipment, installations and
facilities. acting under the State Agency on Alternative and Renewable
Energy Sources.
Sources: Based on GoA (2016), The First Biennial Updated Report of the Republic of Azerbaijan to UNFCCC; GoA
(2015), Intended nationally determined contribution; IEA (2015), Energy Policies Beyond IEA Countries: Caspian and
Black Sea Regions 2015, IEA Publications, Paris; Clima East (2016) Azerbaijan: Country Profile (at 1 January 2016),
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Major legal and policy documents relevant to climate action (Examples)
Name
Description
Azerbaijan 2020: Look to
Approved in 2012 by President Ilham Aliyev. The Azerbaijan 2020 highlights the possible
the Future
impacts of climate change on the country’s society and economy, and the importance of
preparing necessary policy measures. It also states that the amount of energy used to
produce one unit of GDP as well as the amount of CO2, will need to be in line with the
appropriate indicators of member countries of the Organisation for Economic Cooperation and Development towards 2020.
Action Plan on
The Plan highlights the importance of developing, amongst others: (i) National
improvement of
Adaptation Plan (NAP), and (ii) nationally appropriate mitigation action (NAMA) that
ecological situation and
incorporates elements relating to Measurement, Reporting and Verification (MRV)
efficient use of natural
systems.
resources for 2015-2020
State Strategy on Use of
This strategy was prepared to promote development of a range of renewable energy
Alternative and
sources in the countries. The measures to be taken include: determination of main
Renewable Energy
directions towards 2020 on electric and thermal power production from alternative and
Sources (2012-2020)
renewable sources; enforcement of legislative frameworks; incentive measures (e.g.
Feed-in-Tariffs and direct subsidies); implementation of projects on alternative and
renewable energy development.
State Programme for the
This State Programme is effectively the county’s national sustainable development
Socioeconomic
strategy, although its primary focus is poverty reduction.
Development of the
Regions of Azerbaijan for
the period 2014-2018
Law on Protection of
The legal framework for establishment of regulations for air pollution and emissions and
Atmospheric Air
defines responsibilities of different agencies on elaboration of standards and thresholds
for air pollution.
Law of Azerbaijan
Republic on utilization of
Energy Resources

The law determines the main direction of implementation mechanism of the legal,
economic and social basis of the State policy related to energy resource utilisation and
regulates the relation between the State and legal entities in this sphere.

Law on “Energy”

This law pertains to all areas in the energy sector and materials and products used in the
production of energy. It states the objectives of the state energy policies. It contains
requirements for the efficient use of energy and also has provisions for the obligations
with respect to environmental protection, health and safety.
This decree assigns the Ministry of Fuel and Energy (later the Ministry of Industry and
Energy) to oversee the four tasks outlined in the decree. Two of the tasks involve
metering and the reduction of technical losses.

Action Plan for Energy
Efficiency and Reduction
of Losses and
Technological
Consumption of Energy
Sector Enterprises
regardless of Ownership
Form
Sources: Based on GoA (2016), The First Biennial Updated Report of the Republic of Azerbaijan to UNFCCC; IEA
(2015), Energy Policies Beyond IEA Countries: Caspian and Black Sea Regions 2015, IEA Publications, Paris; Clima
East (2016) Azerbaijan: Country Profile (at 1 January 2016), http://www.climaeast.eu/; Malikov. J,(2015), Towards a
diversified, decentralized economy, www.teas.eu/files/BFP2015/s3_abemda2015.pdf; State Agency for Alternative and
Renewable Energy Sources (2015), Renewable energy and energy efficiency policy: Azerbaijan’s experience and
strategic view.
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