
AZERBAIJAN
Economic growth decelerated to 1.4 percent in 2025, reflect-
ing a steeper contraction in the hydrocarbon sector and
sluggish expansion in the non-hydrocarbon sector. Inflation
moderated in 2025 as domestic demand eased. External
and fiscal surpluses narrowed as hydrocarbon-related in-
flows declined. Growth is expected to pick up modestly in the
medium term, due to less pronounced decline in hydrocarbon
output and a gradual recovery in non-hydrocarbon activity.

Key conditions and challenges

Continued reliance on hydrocarbons as a major source of export
and fiscal revenue remains Azerbaijan’s main vulnerability, as de-
clining oil output, oil price volatility, and the global transition away
from fossil fuels weigh on long-term growth prospects.

Private sector development is constrained by the large state foot-
print in the economy, an uneven playing field for firms, which re-
sults in low and stagnant firms’ productivity levels, shallow financial
markets, and a weak human capital base.

Recent developments

Economic activity in Azerbaijan slowed in 2025, with real
GDP growth reaching 1.4 percent, reflecting weak perfor-
mance across both the hydrocarbon and non-hydrocarbon
sectors. A larger-than-expected reduction in crude oil output
resulted in a 2 percent (yoy) contraction in hydrocarbon
GDP. Growth in the non-hydrocarbon sector slowed markedly
to 2.7 percent (yoy), reflecting broad-based moderation
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across sectors, with particularly pronounced slowdowns in con-
struction, transport, and agriculture. On the demand side, in-
vestment contracted 4.9 percent (yoy) in real terms due to lower
public capital expenditure, while slower real wage growth along-
side a moderation in consumer lending weighed on household
consumption growth.

Inflation rose to 5.5 percent in 2025, driven by food inflation at
6.9 percent (yoy), reflecting rising import prices for some essential
products and higher services prices (resulting from the increase in
tariffs for electricity, gas, and heating in early 2025). The Central
Bank of Azerbaijan (CBA) lowered the policy rate from 7.25 percent
at end-2024 to 6.75 percent by December 2025 in two steps as in-
flationary pressures eased towards year end.

The current account surplus moderated to 5.4 percent in the
first nine months of 2025, driven by a decline in hydrocarbon
exports due to both volume and price effects. Non-hydrocar-
bon exports rose by 6 percent in 2025, while imports increased
moderately by 2.7 percent, reflecting sluggish domestic demand.
CBA’s foreign reserves rose by 5 percent (yoy) in 2025 to US$11.5
billion, while State Oil Fund of the Republic of Azerbaijan reserves
surged by 22.5 percent (yoy) in 2025 to US$73.5 billion (equivalent

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Official poverty rate, unemployment rate, and real
wage growth
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to 97 percent of GDP), reflecting the revaluation of the gold portfo-
lio amid high gold prices.

Fiscal policy tightened in 2025 as hydrocarbon-related inflows de-
clined, with budget expenditure falling by 1.3 percent (yoy) in real
terms, driven by a 7 percent decline in capital spending, while
current spending increased 1.1 percent. Budget revenues also de-
clined by 5.2 percent (yoy) in real terms, reflecting lower hydrocar-
bon revenues and moderated non-hydrocarbon collections amid
sluggish growth. As a result, the consolidated budget surplus nar-
rowed to 2.6 percent of GDP in 2025 from 4.0 percent in 2024.

Credit to economy eased in 2025, expanding 3.4 percent (yoy) in re-
al terms after growing by 16.1 percent in 2024, with a sharper slow-
down in consumer lending amid rising interest rates and tighter
credit conditions due changes in macro-prudential norms. In con-
trast, household deposits increased by 10.8 percent (yoy) in real
terms driven by high interest rates.

Outlook

The projections assume a temporary disruption to global energy
supply, driving up prices in 2026 by 36 percent on average for Brent
oil, by 67 percent on average for natural gas, and by 20 percent on
average for fertilizer, and are subject to considerable uncertainty.

Economic growth is projected to rise to 2 percent in 2026,
driven by a less pronounced decline in crude oil output and
a gradual recovery in the non-hydrocarbon sector. Decline in
crude oil output is expected to return to its medium-term
trend in 2026. Elevated energy prices are not anticipated to

significantly benefit the hydrocarbon sector, given the structural
decline in crude oil output.

Non-hydrocarbon sector growth is forecasted to strengthen mod-
estly in 2026, supported by consumption as real earnings recover
amid slowing inflation while higher projected oil prices due to the
conflict in Middle East will boost business sentiment. In 2027–2028,
growth is expected to average 1.8 percent, as domestic demand
moderates due to subdued private and public investment.

Average inflation is expected to increase to 5.8 percent in 2026
due to higher import prices stemming from the global energy price
shock (and increased transport and food import costs) and stay
gradually moderate to 4 percent in line with slowing demand.

The current account surplus is expected to pick up in 2026 to
7.7 percent of GDP, thanks to higher oil prices, and to narrow
in 2027–2028 due to declining energy prices in the medium
term, while import growth is projected to edge down as domestic
demand moderates.

The fiscal surplus is projected to widen in 2026, thanks to the high-
er oil prices, and narrow in 2027–2028 due to declining hydrocar-
bon revenues as oil prices decline, partially offset by subdued ex-
penditure growth and higher personal income tax revenues follow-
ing the phasing out of tax holidays.

Downside risks to the economic outlook stem from heightened
geopolitical risks due to the ongoing conflict in Middle East. On
the upside, progress opening communications with neighboring
Armenia would support higher economic growth prospects in
the medium term.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f

Real GDP growth, at constant market prices 1.1 4.1 1.4 2.0 1.8 1.8
Private consumption 4.0 7.0 4.8 4.5 4.4 4.0
Government consumption 8.1 11.3 4.9 4.2 2.7 2.5
Gross fixed capital investment 9.6 -0.7 -4.9 0.0 -2.3 -3.3
Exports, goods and services -2.9 1.2 -0.7 -0.5 -0.2 0.1
Imports, goods and services 1.9 3.1 1.2 1.1 0.9 0.8

Real GDP growth, at constant factor prices 1.1 4.1 1.4 2.0 1.8 1.8
Agriculture 3.2 1.4 0.9 1.6 2.2 2.4
Industry -0.9 1.1 0.3 0.6 0.5 0.5
Services 3.8 9.1 3.0 3.9 3.4 3.4

Employment rate (% of working-age population, 15 years+) 60.0 59.4 59.4 59.4 59.4 59.4
Inflation (consumer price index) 9.0 2.1 5.5 5.8 4.6 4.0

Current account balance (% of GDP) 11.6 6.3 4.4 7.7 2.4 2.2
Net foreign direct investment inflow (% of GDP) -1.1 -1.1 -1.0 -0.9 -0.9 -0.9

Fiscal balance (% of GDP) 8.1 4.0 2.6 5.0 2.5 2.4
Revenues (% of GDP) 39.9 38.3 36.3 36.0 35.2 33.5
Debt (% of GDP) 21.8 21.7 22.2 22.6 23.7 22.5
Primary balance (% of GDP) 8.8 4.4 3.3 5.6 3.2 3.1

GHG emissions growth (mtCO2e) 1.8 1.3 0.6 1.3 1.9 1.5

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.
Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
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