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The main purpose of the article is to study revenue and expense management system 

on the government budget in Azerbaijan, the activities of Oil Fund (SOFAZ) and its 

place in budget transfers. In fact, some sectors have managed to maintain an 

acceptable level of efficiency, according to the circumstances, however, most showed 

some inefficient levels in the management of resources and at the same time, it was 

discovered that most of the state budget revenues (approx. 50%) are formed in the oil 

and gas sector which this does not allow for sustainable economic development. 

Research work has been carried out on the basis of systematic analysis and methods. 

The practical significance of the study is in the implementation of the set of measures 

proposed in the article. It is based on the evidence that the mechanism for the use of 

oil revenues in Azerbaijan will be improved and the effectiveness of long-term 

management for government expenditures is ensured.  
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1. Introduction  

 

In accordance with the conditions of sustainable development, strategic foreign exchange reserves 

have been formed in Azerbaijan, confidence in the banking system has been restored, and sustainable financing 

resources of the state budget have been provided. All mentioned above is the result of sustainable and 

competent far-sighted economic reforms carried out in the country under the leadership of the President. 

Economic decisions taken beforehand have allowed macroeconomic stability to be further strengthened and 

diversified. From this point of view, the Global Competitiveness Index 2019 report, published by the World 

Economic Forum, illustrates it, as Azerbaijan ranks 58th out of 141 countries, up 11 places or 2.7 points from 

2018 settled and left behind neighboring countries such as Turkey (61st place), Georgia (74th place), Iran (99th 

place) and occupying Armenia (69th place) (Republic of Azerbaijan, 2004, p.xiii). The indicator was 
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determined on the basis of 12 indicators, averaging, which ranked 3rd on the sub-indicator "Burden of 

government regulation" (Republic of Azerbaijan, 2004, p.75). Singapore (Republic of Azerbaijan, 2004, p.507) 

and Hong Kong (Republic of Azerbaijan, 2004, p. 267) left behind other countries. This fact shows solely that 

under the leadership of President Ilham Aliyev, the country has been implementing effective state regulation. 

One of the areas covered by the report is the item of checks and balances, and the indicators in this 

area can be considered positive, but there is a need to improve some sub-indices. Thus, according to the sub-

index "Budget Transparency" of this indicator, Azerbaijan ranks 71st with 34.0 points (Republic of Azerbaijan, 

2004, p.75). Another remarkable aspect of fiscal management is the existence of a certain disproportion in the 

execution of the state budget by months. In many years, the execution of the state budget in December is 

significantly higher than in other months, which in turn creates certain imbalances in the economy (Republic 

of Azerbaijan, 2016, p.28). For this reason, statistical analysis covering the state of implementation of revenue 

and expenditure parameters of the state budget in the reporting years, as well as the priority tasks and functions 

identified for budget execution is especially relevant. 

For this article, we have used the following currency and equivalent units (Exchange Rate Effective 

December 30, 2019): 

Currency Unit=Azerbaijan New Manat (AZN) 

US$1=1.7000 AZN 

Euro 1=1.9035 AZN 

  

2. Structure And Analysis Of State Budget Revenues 

 

Some indicators have been analyzed in order to describe budget execution more obviously and make 

recommendations. Figure 1 shows that in 2019, state revenues amounted to 24 218.062 million manat against 

the forecast of 23 168.000 million manat. Compared to the forecast, 1 050.062 million manat or 4.5 percent, 

and compared to 2018, 1 709.192 million manat or 7.6 percent more was provided. It should be noted that if 

the actual revenues in the process of state budget execution are less than the established quarterly indicators, 

the Ministry of Finance informs the Cabinet of Ministers of Azerbaijan Republic if there is a threat of 

imbalance in the execution of the state budget, as well as the balance between revenues and expenditures. It is 

no coincidence that as a result of public finance reforms, the Republic of Azerbaijan received the highest score-

A on the actual income indicator compared to the budget approved in the Public Expenditure and Financial 

Reporting (PEFA) assessment project for the Republic of Azerbaijan (World Bank, 2014). The report used 

data from 2011-2013, i.e. in that period the actual revenue was more than the budget revenue for all three 

years, and in 2012-2013 the budget revenue deviation was less than 5.3% (World Economic Forum, 2019, 

p.34). 

 
Figure 1. Dynamics of state revenues (in million manat) 

Source: Republic of Azerbaijan, 2018, 2019a,b. Authors’ compilation 
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The share of transfers from the State Oil Fund of the Republic of Azerbaijan (SOFAZ) to the state 

budget in the state revenues of 2019 was 49.1% against the forecast of 46.9%. It should be noted that this is a 

positive tendency. Looking at the share of transfers in the structural share of revenues in 2019, there is a 

decrease of 1.8 percent compared to 2018 (see: Figure 1). Excluding transfers from SOFAZ, state revenues in 

2019 amounted to 12853.8 million manat, which is 1 303.9 million manat or 11.3 percent more compared to 

2018, and 1050.1 million manat or 8.9 percent more compared to the 2019 budget (see: Figure 2). 

 

 
Figure 2. Dynamics of state revenues excluding transfer from SOFAZ (in million manat) 

Source: Republic of Azerbaijan, 2018, 2019a,b. Authors’ compilation 

 

Looking at the structure of actual state revenues in 2019, it consists of 11364.3 million manat or 46.9 

percent of the transfer from the State Oil Fund of the Republic of Azerbaijan to the state budget, 10411.82 

million manat and 43.0 percent of taxes, 2112.3 million manat or 8.7 percent of fees and paid services, 329.7 

million or 1.4 percent of other revenues. As a result of the measures taken, the share of tax revenues increased 

by 1.8 percent due to transfers compared to the 2019 budget data. The same encouraging tendency is observed 

in comparison with 2018. Thus, as a result of the fight against the "shadow economy", the share of taxes in 

2019 revenues increased by 968.2 million manat and 1.0 percent, and the share of duties and paid services 

increased by 461.5 million manat and 1.4 percent compared to 2018. Theoretically, if taxes don’t take basic 

part of budget revenues, essentially it is the sign of that budget expenditures are financed by budget deficit. In 

this regard, the budget revenue policy should also take into account the direction of increasing the share of 

non-oil revenues in budget revenues (Jafarli, 2020). On the positive side, it is possible to predict that in the 

nearest future the process of solving modern problems of development on non-oil sector in Azerbaijan will 

intensify. 

 

 
Figure 3. State's revenue structure (in per cent) 

Source: Republic of Azerbaijan, 2018, 2019a,b. Authors’ compilation 
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3. State Budget Expenditure Analysis and Results 

 

The transition to a qualitatively new stage in the practice of public finance management in Azerbaijan 

requires the implementation of reforms in all areas, the implementation of measures that will stimulate the 

development of the non-oil economy. In recent years, as in other sectors of the economy, significant reforms 

have been made in the area of public finance management, including more transparent and flexible 

management of public and consolidated budget expenditures, free management of the state budget balance, 

state-funded and financial assistance. Financial operations related to the receiving organizations were carried 

out in accordance with international accounting standards, extra-budgetary funds received by budget 

organizations for their work and services were included in the state budget and consolidated budget, 

respectively. 

At the same time, within the framework of regular cooperation and interaction with international 

financial institutions, a new stage of public finance management, further improvement of the regulatory 

framework, budget management mechanism related to the budget process (budget preparation, approval, 

execution and control), medium and comprehensive measures have been taken to continue reforms to 

implement fiscal policy that ensures long-term macroeconomic stability, financial and debt discipline, as well 

as to increase public awareness of the budget process (Aliyev, 2019). 

Expenditures of the state budget in 2019 amounted to 24 425.914 million manat against the forecast 

of 25 190.000 million manat. Compared to the budget, 764.086 million manat or 3.0 percent less, and compared 

to 2018, 1 694.269 million manat or 7.5 percent more was provided. This information is shown visually in 

Figure 4. It should be noted that in 2019, compared to previous years, there is a promising improvement in 

budget execution. Thus, in 2019, expenditures were made with a deviation of 3.0 percent. However, in the 

World Bank's Public Expenditure and Financial Reporting (PEFA) assessment project for the Republic of 

Azerbaijan it is stated that expenditures in 2011 exceeded the approved budget by 18.4 percent, and in 2012-

2013 budget expenditures deviation was less than 10 percent. was less. For this reason, it received a C rating 

on the actual expenditure indicator compared to the budget approved in that report. (World Economic Forum, 

2019, p.30-31). 

 

 
Figure 4. Dynamics of state expenditures (in million manat) 

Source: Republic of Azerbaijan, 2018, 2019a,b. Authors’ compilation 

 

Comparing the actual government expenditures of 2019 with the budget of that year, savings were made 

on all other service expenditures, except for services not related to the main sections. However, when looking 

at the items, for certain reasons, high deviations from the approved budget are revealed. If we look at the 

expenditures in 2018, in 2019 in the areas of expenditure on "General public services", "Housing and utilities", 

"Fuel and energy", "Economic activity" and "Amount of difference on the revaluation of foreign exchange 

positions" there is a decrease in the range of 15-86 percent. Expenditures on health and education are in 

increase compared to 2018, which will strengthen the social protection of employees engaged in scientific 

activities, including youth, and prevent "brain drain" (Republic of Azerbaijan, 2018). The table below shows 

the comparison of government expenses in Azerbaijan in 2018 and 2019. 
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Table 1. Comparison of expenses (in thousand manats) 
No. Directions of expenditures 2018 

fact 

For 2019 Compared to 

2018 

1 2 3 Budget Fact Diff %Diff Diff %Diff 

1 2 3 4 5 6 7 8 9 

2.1. General state services 3526048 3886754 2985648 (901106) -23.2 (540400) -15.3 

2.2. Defense 2842682 3187618 3162481 (25137) -0.8 319799 11.2 

2.3. Judicial power, law enforcement 

and prosecution bodies 

1316355 1563486 1505054 (58432) -3.7 188699 14.3 

2.4. Education 1966604 2285884 2195706 (90178) -3.9 229102 11.6 

2.5. Healthcare 709865 1042488 873633 (168855) -16.2 163769 23.1 

2.6. Social protection and social 

security 

2150739 2470387 2281031 (189356) -7.7 130292 6.1 

2.7. Activities in the field of culture, 

art, information, sport and fields 

not related to other categories 

299476 359076 335770 (23306) -6.5 36294 12.1 

2.8. Housing and communal services 451536 362330 334393 (27938) -7.7 (117144) -25.9 

2.9. Fuel and energy 18008 7800 7795 (5) -0.1 (10213) -56.7 

2.10. Agriculture, forestry, fishery, 

hunting and protection of 

environment 

742220 874230 857628 (16602) -1.9 115409 15.5 

2.11. Industry, construction and 

natural fossils 

5087187 6390662 6213995 (176666) -2.8 1126809 22.1 

2.12. Transportation and 

communication 

166536 175785 175059 (726) -0.4 8523 5.1 

2.13. Economic activity 1357335 393183 372607 (20576) -5.2 (984729) -72.5 

2.14. Services not related to main 

sectors 

2092398 2190316 3124479 934163 42.6 1032082 49.3 

2.15. Reconstruction of foreign 

exchange position the amount of 

the difference arising on the 

assessment 

4657 
 

634 634 
 

(4022) -86.4 

Source: Republic of Azerbaijan, 2018, 2019a,b. Authors’ compilation 

 

In 2019, 24 425.9 million manat was spent. The structure of actual government spending in 2019 is as follows 

(Republic of Azerbaijan, 2019a): 

• Industry, construction and natural fossils - 6214.0 million manat or 25.4 percent; 

• Defense – 3162.5 million manat or 12.9 percent; 

• Services not related to main sectors – 3124.5 million manat or 12.8 percent; 

• General state services – 2985.6 million manat or 12.2 percent; 

• Social protection and social security – 2281.0 million manat or 9.3 percent; 

• Education – 2195.7 million manat or 9.0 percent; 

• Judicial power, law enforcement and prosecution bodies – 1 505.1 million manat or 6.2 percent; 

• Healthcare - 873.6 million manat or 3.6 percent; 

• Agriculture, forestry, fishery, hunting and protection of environment - 857.6 million manat or 3.5 

percent; 

• Other expenses – 1226.3 million manat or 5.0 percent. 

 

Comparing the cost structure with 2018, a number of positive tendencies are revealed. For example, 

compared to 2018, the share of expenditures on education in 2019 is 0.3 percent, the share of expenditures on 
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health care is 0.5 percent, and the share of expenditures on agriculture, forestry, fisheries, hunting and 

environmental protection is 0. increased by 2 percent. The expenditure structure in 2018-2019 was as follows. 

 

 
Figure 5. Expenditure structure in 2018-2019 (in per cent) 

Source: Republic of Azerbaijan, 2018, 2019a,b. Authors’ compilation 

 

4. Discussion and Conclusion 

 

Thus, today the control over budget execution remains the main goal in ensuring long-term stability 

and stable activity for the economy of Azerbaijan. Looking at the execution of the state budget in 2019, we 

observed that non-oil revenues allowed to finance only 53 percent of state budget expenditures. Continuation 

of this process in the coming years creates risks to the sustainability and burden of public finances, especially 

the state budget, effective management, and weakens private entrepreneurship. In order to improve large-scale 

oil revenues as the main channel of the state's direction to the economy, it is expedient to solve the following 

tasks: 

• the dependence of the state budget and the exchange rate on oil should be reduced; 

• creating a fund for future generations and spending it; 

• application of the "golden rule" to eliminate the dependence of the state budget on volatility in oil 

revenues; 

• further improving Azerbaijan's position in international rankings on public spending and financial 

reporting; 

• reducing the dependence of the state budget on transfers; 

• apply experience in the effective use of revenues from the study of processes in the financial markets 

of countries rich in oil;  

• to study the structure of the budget of developed countries through the analysis of expenditures, to 

discuss it in the direction of its application in Azerbaijan.  
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