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AZERBAIJAN WALKING TOWARDS THE EUROPEAN UNION: THE WINDOW TO A SUSTAINABLE ECONOMY
By Cristina Juan Carrion | Senior Researcher at the Center for Economic & Social Development, Azerbaijan | Issue 2, 2016

The economy of Azerbaijan has been dramatically affected by the drop of the oil prices and the devaluation of the national currency the Azerbaijani Manat, therefore disturbing potential future investment prospects. These monetary challenges have caused starting from 2015 an unstable situation in the country, mostly affecting national businesses. The current situation is providing an opportunity for restructuring the economic architecture of Azerbaijan focusing on the diversification of the economy and strengthening ties with international partners such as the European Union. A strategic approach towards the EU could benefit in deep the sectors of energy, trade, finance, tourism and labour market, creating a sustainable economy. The potential exit of the United Kingdom after positive results of “Brexit” from the EU also could slightly change the interaction of Azerbaijan with both parties.

Research Methodology

This research paper is based on quantitative research and qualitative research. The sources used to obtain the necessary data are the statistical databases from the Republic of Azerbaijan, Georgia, The European Union, Russian Federation, etc.; The qualitative research has been possible with the readings of reports from international organisations such as the World Economic Forum, World Bank, Gazprom, International Energy Agency, etc., as well as the website and news from the European Union and international newspapers.

Introduction

The effective existing relations between the European Union and Azerbaijan since 1996  -with the signature of the Partnership and Cooperation Agreement (PCA)- until the last visit of the Vice President of the European Commission Ms. Federica Mogherini[1] to Azerbaijan last month of February 2016, have proved a successful cooperation among both parties. Moreover, there is a will from both sides to get closer relations.

The European Union as well as Azerbaijan can get benefited from a closer relation, and at this time, further steps for Azerbaijan could transform the economy in a vibrant collage of sectors active in not only the Absheron but also other regions. Different projects funded by the European Union have improved the sectors of energy, justice, agriculture and rural development with more than 14 million euros.[2] This budget does excludes the support to higher education with the Erasmus Plus program, and other training activities.

The status of European Union Association[3] would boost the country almost in all sectors and would provide so many benefits to both EU and Azerbaijan. Georgia’s case could inspire the government of Azerbaijan to work on the adaptation of the different sectors to international standards first with the accession of the World Trade Association, following the application of EU Association.

The European Union would gain better relations with a country of one of the most important regions for the EU, because it is neighbour of Russia. The First Georgia followed by Azerbaijan. These strategic steps let Europe gain new markets for its products; improve political relations, exchanging expertise, etc. However, the most important advantages for the EU of getting closer to Azerbaijan are the energy security –through the Southern Gas Corridor- and as the figure 1 shows, the possibility to access Iran, Russia and connecting Turkmenistan and Kazakhstan via the Caspian Sea.

Figure 1. Strategic Partnership of the EU with the Caucasus towards Central Asia and Iran via Georgia and Azerbaijan
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Source: Ruskii Vopros.  

The most benefited sectors for Azerbaijan would be energy, trade, finance, tourism and labour market. As mentioned in the previous paragraph, the accession to the WTO is first stop towards accessing to international standards of production. Azerbaijan is not yet member of the WTO[4] and it is a big obstacle for the development of international trade. On-going negotiations will hopefully soon arrive to an agreement.

Another important issue is the possible exit of the United Kingdom from the European Union. The relations of Azerbaijan and the United Kingdom are very strong due to the branch of BP in Azerbaijan plus many other subcontractors. Between both countries there is an inflow of citizens that promotes the healthy relations.

The Nagorno-Karabakh is still a pending issue to solve before going further into closer relations. The tensions caused by the conflict are very negative for improving the financial stability of the country as well as international partnerships.

This paper will follow to make an analysis of the relevant sectors in which Azerbaijan and the European Union could benefit from a closer relation.

Energy

The sector of oil is already very developed between the EU and Azerbaijan.  According to the European Union report of 2015, during 2014 the total value for mineral fuels, lubricants and related materials accounts for 13,052 thousand euros of exports from Azerbaijan to the European Union.[5] 

The future for the gas sector has a bright activity since the creation of the Souther Gas Corridor will transport natural gas from Azerbaijan to the European Union, passing by Georgia and Turkey. This big project is very important for the EU because it will guarantee energy security and will give provide an alternative source of natural gas from the Russian pipelines. Currently, the data available by Gazprom shows that Russian gas fed with 127,59 billion cubic metters the markets of mainly Germany and Italy, followed by the United Kingdom, France, Poland, Hungary and others.[6]

Trade

The fall of oil prices can let the economy of Azerbaijan to transform its foreign trade strategy. Nowadays still Azerbaijan is not yet a member of the World Trade Organisation. The WTO Accession Negotiation Team on the Membership of Azerbaijan to the WTO led by Mr. M. Mammad-Guliyev is evaluating and having good feedback on their reports. Key topics for Azerbaijan in terms of foreign trade are:

	Tax exemption
	Production sharing agreements
	Local content requirements and investment incentives
	State trading enterprises
	Permit requirements for alcohol and tobacco products
	The commitment to join the Information Technology Agreement
	Technical barriers to trade (products standards and certification)
	Transition periods to implement WTO agreements
	Agricultural and non-agricultural subsidies [7]


The accession of Azerbaijan to the WTO would reflect on the improvement of standards quality and the possibility to increase enourmously the volume of exports. The fact of adapting the production system of agricultural and industrial goods to the international market means the establishment of new regulations that will guarantee the Sanitary and phytosanitary (SPS) measures by WTO[8]  in Azerbaijan. This reform would affect laws related to machinery, food processing, training workers to these measures, urban planning, storage of the products, etc. According to the Asian Development Bank the related issues for modernising Sanitary and phytosanitary (SPS) measures in CAREC countries are written below.[9] Same standards could apply to Azerbaijan due to the proximity with CAREC[10] countries: 

	Technical Standards ,Technical Regulations, SPS Measures, and the GOST System
	The pace of legal reforms and governance
	Single Window, Integrated Border Management
	Competent Authority, Unified Inspection Agencies, and Integrated (Coordinated) Border Management
	Laboratory Capacity; Training Requirements
	Information Exchange and Transparency
	Equivalence, Mutual Recognition, and BilateralAgreements
	Plant Health Issues
	Halal and “Natural Products”


The European Union, additionally counts on specific rules of production and storage for every product. For instance, the EU obliges producers of dairy projects to apply the Policy instruments for the dairy sector. These instruments include milk quotas, public intervention and private storage, intervention agencies and aid schemes.[11]

Regarding the turnover of imports and exports between the European Union and Azerbaijan the most important data is that 98% of exports from Azerbaijan to EU stand for oil. The rest of exports are related to are machinery and transport equipment manufactured chemicals, power generation and non-electrical machinery.

During 2014, a total 64 million euros turnover are related to machinery and transport equipment, 36 million euros accounts for agricultural products, 30 million euros account for manufactured chemicals and 32 million euros account for power generation and non-electrical machinery.

Finance

Azerbaijan ranks very low position in the ranking for financial market development. The 114th position out of 160 countries’ economies proofs the need to restructure the financial system of the country.[12]

Additionally, the World Economic Forum stated in the Global Competitiveness Report 2015-2015 that corruption, access to financing and tax rates are the most problematic factors for doing business in Azerbaijan.[13]

The government of Azerbaijan already took actions to establish some reforms led. Mr. Natiq Amirov, first deputy of the Ministry of Taxes of the Republic of Azerbaijan. The reforms include the fight of corruption, demonopolization, liquidation of the black market, independence of judicial system, etc.[14] With these reforms the government of Azerbaijan tries to fight the economic crisis and to bring up the financial system of the country based on transparency. At the same time the functions of the Azerbaijan Central Bank ceased some activities limiting its tasks to ensuring the activity of interbank centralised and other licensed payment systems, to support the maintenance of the stability of the banking system and the formation of monetary policy. [15]

Azerbaijan financial system could gain more quality by copying financial patterns from the European Union. The sharing of data with the EU regarding financial issues could be very useful to fight financial international crimes such as money laundering, evasion of capitals, bribery and corruption, cyber-crime, market abuse and insider dealing or the violation of security information.[16]

Visa Liberalisation

Visa liberalisation is one of the biggest benefits for both the European Union and Azerbaijan. The fact of EU citizens not being able to visit Azerbaijan freely has an impact especially in the sector of tourism. The Visa Liberalisation Plan[17] is one a very successful practise in Moldova and recently in Ukraine and Georgia. The results in Moldova showed a very low percentage of illegal immigration or high rates of inflow asylum seekers. The government of Azerbaijan already counts with biometric passports and is ready to be part of the Visa Liberalisation Plan of the EU. On the other hand, still international visitors count on obstacles to easily access to Azerbaijan. The long term of application discourages international visitors to visit Azerbaijan.

The fact of creating more flexible regulations for EU citizens in the matter of free movement, or at least more flexibility for obtaining visa (for example upon arrival at international airports or borders) would put Baku in one of the top lists for organising international events like conferences in which organisers would not have to issue visas for participants.

Tourism

The most relevant information regarding tourism is that Azerbaijan received in 2015 2,004,00017 international tourists, and Georgia in 2014 5,515,559[18] international tourists. Considering that the natural resources of both countries are similar, that Azerbaijan organised the 2015 Baku European Games and that the labour force of Georgia is half of the Azerbaijani one this means that the sector of tourism in Azerbaijan is in a worrying situation. The fact that Azerbaijan requires visa for international tourists is a big obstacle for the development of this industry.[19]

Azerbaijan should copy the example of Georgia to attract international tourists by unblocking tourist visas and focusing investment in rural tourism and information adapted to the needs of the target markets.

The value of tourism in the Georgian GDP is 6% against 4.1% related to Azerbaijan.[20]  If Azerbaijan would let EU citizens to enter in the country the share in the GDP could increase at least to 6%.

Labor Market

The number of Azerbaijani young experts is increasing due to the educational programs funded by the government of Azebaijan to study abroad and also because of the Erasmus Plus program that lets university students to spend some periods at partner universities in European Union countries. The exchange of labour force could be very beneficial for both the EU and Azerbaijan, since they could provide different expertise working at the same international standards.

Brexit

The recent result of the Referendum of the United Kingdom to leave the European Union will not affect negatively the relations of Azerbaijan with the UK. The role of British firms are crucial for the development of the economy of Azerbaijan, and in terms of investment the UK is the 2nd investor in the in non-oil sector, and it accounts for the 16% of the whole foreign investment.[21]

The United Kingdom stays strong as a partner country of Azerbaijan in terms of trade. For instance the total value of UK exports to Azerbaijan in 2014 accounted for £730 million and the British investment in Azerbaijan ammounted $153.3 million in 2014.[22] The exports of the UK to Azerbaijan are related audit & law firm services, engineering services as well as oil and gas equipment.

In terms of movement of individuals[23] among both countries the data is also important. In 2014 according to the State Statistical Committee of the Republic of Azerbaijan 33,000 British nationals visited Azerbaijan and around 7,000 British citizens worked in the country.

Conclusions

The accession to the WTO is for Azerbaijan the main important thing to sign in order to access international markets and especially to start negotiations with the European Union regarding the Deep and Comprehensive Free Trade Area.  The status of Association to the European Union would be the master key to bring to the country a new era of benefits related to trade, mobility, education, labour force and finance.

The Southern Gas Corridor is a majestic project that will bring to the European Union an alternative to the Russian gas, providing energy security.

The visa liberalisation is very needy in order to attract the promote mobility and also to attract the attention of international tourists to Azerbaijan. Until now visas are a big obstacle to visit Azerbaijan for EU citizens.

The financial Azerbaijan of Azerbaijan is going in the right way towards transparency, fighting corruption and black market, etc. with the initiative of Mr. M. Natiq Amirov. Still many developments in this area are advised, especially by sharing financial information with the EU in order to fight international financial crimes.

The European Union is a good partner for Azerbaijan because could provide new markets that would guarantee a sustainable trade. However, the adaptation to international standards from WTO and especially from EU will imply big investments, trainings, transformation of the national structure in different sectors and finally the adaptation of goods to the international standards.

The recent Referendum of the European Union in the United Kingdom is not a threat for the relations of Azerbaijan with the UK, due to the strong relations related to energy trade, engineering, law firm and audit services.

To sum up, the closer ties between the European Union and Azerbaijan would benefit both parties, but there is a long way to work on the restoration of regulations, training, international standards, urban development and investment.
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