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Summary.The management of foreign exchange reserves plays a crucial role in protecting the
economic stability. This article provides an overview of foreign exchange management in Azerbaijan,
focusing on Azerbaijan's unique challenges, strategies and opportunities. It examines the current
status of Azerbaijan's reserves, including their composition, adequacy and performance, and explores
the various factors influencing resource management decisions. Factors affecting reserve levels such
as oil prices, trade balance, and foreign debt are analyzed and performance evaluated. In addition, it
identifies potential opportunities for optimizing resource management in Azerbaijan, taking into
account the country's economic strengths and strategic goals. Through a comprehensive analysis of
the management of Azerbaijan's foreign exchange reserves, it aims to contribute to a deeper
understanding of the dynamics shaping the country's economic stability and resilience in the global
arena.
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Introduction.Azerbaijan maintains foreign exchange reserves to ensure financial stability,
support the national currency and reduce external risks. Azerbaijan's foreign exchange reserves consist
of various assets held by the Central Bank of Azerbaijan (CBA) and other state institutions. These
reserves usually include foreign currencies, gold and other liquid assets denominated in foreign
currencies. The composition of Azerbaijan's reserves reflects its trade relations, investment strategies
and monetary policy goals.

Aim of this research is to comprehensively analyze the management of foreign exchange
reserves in Azerbaijan, with a focus on understanding the current state, challenges, and opportunities
for optimization. By delving into the intricacies of foreign exchange reserve management, this study
seeks to provide valuable insights. Primary objective is to assess the current state of Azerbaijan's
foreign exchange reserves, including their composition, adequacy, and activity. By analyzing relevant
data and indicators, such as reserve levels, import cover ratios, and liquidity, this research aims to
provide a clear picture of the country's reserve management framework. Another key objective is to
identify the challenges and opportunities associated with managing foreign exchange reserves in
Azerbaijan. This involves examining factors such as exchange rate volatility, economic diversification
efforts, and global market dynamics to understand the implications for reserve management.

Foreign exchange reserves play an important role as a buffer against external shocks and
uncertainties in the global economy. Having adequate reserves, Azerbaijan can strengthen investor
confidence, reduce currency volatility and maintain macroeconomic stability. During economic
downturns or financial crises, foreign exchange reserves give policymakers the flexibility to intervene
in foreign exchange markets, stabilize exchange rates, and manage liquidity conditions. [12]. This
stability creates a favorable environment for investments, promotes economic stability and increases
the overall attractiveness of Azerbaijan as a destination for foreign capital. Foreign exchange reserves
play an important role in facilitating international trade by ensuring the availability of foreign currency
for import payments and financing [11]. As an oil exporting country, Azerbaijan is highly dependent
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on imports for various goods and services, including machinery, equipment and consumer goods.
Foreign exchange reserves allow trade operations to run smoothly, reduce the risk of supply
disruptions, and support a country's economy. In addition, adequate reserves can strengthen
Azerbaijan's bargaining power in negotiating trade agreements and accessing favorable trade terms
with international partners. Foreign exchange reserves contribute to the fiscal stability of Azerbaijan
by providing a stable source of income for the government. Income from reserve assets, such as
interest payments and returns on investments, can supplement domestic revenues and support public
spending priorities, including infrastructure development, social programs and investment projects. In
addition, foreign exchange reserves serve as a strategic asset that can be used to finance strategic
initiatives, respond to emergencies, and meet liquidity needs during economic stress.

International Monetary Fund conducts regular assessments of Azerbaijan's reserve adequacy and
its economic implications. These assessments provide valuable insights into the country's reserve
management practices and their effectiveness in safeguarding against external vulnerabilities.
SOCAR's financial statements offer valuable information on its role in managing foreign exchange
reserves and its impact on the overall economy. Moreover, empirical analyses have investigated the
relationship between foreign exchange reserves and economic growth in Azerbaijan. Understanding
how changes in reserve levels impact economic performance is essential for formulating effective
reserve management policies and promoting sustainable development. Studies have examined the
effectiveness of capital controls and other policy measures in managing foreign exchange reserves and
external debts. Policies aimed at regulating capital flows and enhancing reserve adequacy play a
critical role in safeguarding the country's external financial position. Additionally, research has
explored the impact of external factors, such as changes in global oil prices, on Azerbaijan's foreign
exchange reserves. Given the country's heavy reliance on oil exports, fluctuations in oil prices can
significantly affect reserve levels and necessitate adaptive reserve management strategies. Studies have
emphasized the importance of maintaining adequate reserve levels to mitigate external vulnerabilities
and safeguard against economic shocks. This study employs different approaches to analyze the
management of foreign exchange reserves in Azerbaijan. One of the primary research methods utilized
in this study is the analysis of the import cover ratio, which assesses the adequacy of foreign exchange
reserves in relation to a country's imports. By examining the import cover ratio over time, this study
evaluates the sufficiency of Azerbaijan's reserve holdings to meet its import requirements and
safeguard against external vulnerabilities. Data on imports and foreign exchange reserves are obtained
from official sources.

Current state of Azerbaijan's resources, their composition, adequacy and activity.Main part
of Azerbaijan's reserves consists of foreign currency reserves dominated by major currencies such as
the US dollar (USD), euro (EUR) and Russian ruble (RUB). These foreign exchange reserves provide
liquidity and flexibility for conducting international trade and financial transactions. It also has
significant gold reserves as part of its portfolio of foreign exchange reserves. Gold acts as a hedge
against currency depreciation, offering stability and diversification benefits to a portfolio. It also has
significant gold reserves as part of its portfolio of foreign exchange reserves. Gold reserves provide a
tangible and liquid asset that can be used to maintain confidence in the national currency and support
financial stability in times of crisis.

Adequacy of Azerbaijan's foreign exchange reserves is a decisive factor in assessing the
country's ability to fulfill foreign obligations, support the national currency and withstand economic
shocks. Several measures are commonly used to assess the adequacy of reserves. These include import
coverage, external debt coverage, and the ratio of reserves to GDP. Import cover, measured as the
number of months of imports that can be financed with available reserves, acts as a key indicator of
reserve adequacy [4]. A higher import coverage ratio indicates greater resilience to economic
vulnerabilities. In recent years, Azerbaijan has maintained a relatively comfortable level of import
coverage and reserves-to-GDP ratio, supported by fiscal policy, export earnings and reserve creation.
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Table 1.
Imports in Azerbaijan 2014-2023
2014 9,18
2015 9,21
2016 8,47
2017 8,77
2018 11,46
2019 13,65
2020 10,73
2021 11,7
2022 14,54
2023 17,28

From 2014 to 2023, the import cover ratio has changed, reflecting changes in Azerbaijan's
foreign exchange reserves and import value. In 2015, the sharp decrease in the import cover ratio can
be attributed to the devaluation of the Azerbaijani manat, the currency of Azerbaijan [1].Devaluation
reduces the value of foreign exchange reserves in terms of local currency, and causes a decrease in the
import cover ratio. In recent years, the overall economic development of the country and its imports
have affected the cover ratio. Economic growth, increased export earnings and a favorable trade

25

20

15

10

Source: trendeconomy.com

Chart 1. Azerbaijan Foreign Exchange Reserves

Source: Central Bank of Azerbaijan

Chart 2. Azerbaijan's import cover 2014-2023

19,4

10;8

72 74
ho—F—sg 68

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

117




Miihasibat ucotu Innovasiyal iqtisadiyyat voa menecment macmuasi

Ne 1/2024 soh.115-122

balance contribute to the increase in foreign exchange reserves, thereby improving the import cover
ratio.

Liquid reserves in Azerbaijan represent a vital component of the country's financial stability and
economic resilience. These reserves consist of readily available assets that can be quickly converted
into cash without significant loss of value. Azerbaijan's liquid reserves are managed by the Central
Bank of Azerbaijan (CBA), which plays a pivotal role in maintaining the country's monetary and
financial stability [3]. The CBA closely monitors liquidity levels to ensure that sufficient reserves are
available to address any sudden disruptions in the financial markets or adverse economic conditions.
External reserves coverage remains adequate. Recent years have shown better results on most
measures of the IMF's Reserve Adequacy Assessment (ARA) metric, which combines data on exports,
broad money supply, short-term debt and other investment liabilities.

Central Bank of Azerbaijan (CBA) is responsible for managing the country's foreign exchange
reserves and implementing monetary policy goals. The CBA actively monitors global market events,
exchange rates and economic indicators to inform its reserve management decisions. CBA engages in
various activities to effectively manage the country's foreign exchange reserves, including:

Diversification Risk Management
Strategies Practices

Currency interventions

CBA intervenes in the foreign exchange market to stabilize the exchange rate of the national currency,
manage exchange rate volatility and support the country's export competitiveness. Currency
interventions involve the purchase or sale of foreign currencies to influence exchange rate movements
and maintain exchange rate stability [9]. CBA intervenes in the foreign exchange market to stabilize
the exchange rate of the national currency, manage exchange rate volatility and support the country's
export competitiveness. Currency interventions involve the purchase or sale of foreign currencies to
influence exchange rate movements and maintain exchange rate stability [8]. CBA uses risk
management practices to mitigate various risks associated with managing reserves, including currency
risk, interest rate risk, liquidity risk. Risk management strategies include implementing hedging
instruments, stress testing scenarios and contingency planning to protect stocks from adverse market
movements.

Role of oil reserves in foreign exchange reserves.The State Oil Company of the Republic of
Azerbaijan (SOCAR) occupies an important position in the management of foreign exchange reserves
in Azerbaijan, taking into account its important contributions to the country's economy and its
participation in various sectors, including energy, finance and international trade. As the largest state-
owned enterprise of Azerbaijan and a major player in the global energy industry, SOCAR derives
significant revenues from the production, processing and export of oil and gas products. These
revenues contribute to the accumulation of foreign exchange reserves in the hands of the Central Bank
of Azerbaijan (CBA), constituting a significant source of foreign exchange earnings for the country.
SOCAR's activity in the international energy market, including the sale of crude oil, natural gas and
petroleum products, creates a flow of foreign currency that strengthens Azerbaijan's reserve position.
In addition, SOCAR's investments in projects both domestically and internationally contribute to the
country's foreign exchange reserves by increasing export earnings and ensuring revenue streams.

SOCAR works closely with the Azerbaijani government and regulatory authorities to align its
business strategies with national economic priorities and goals. Through its participation in policy-
making processes, SOCAR contributes to the formulation of macroeconomic policies, energy sector
regulations and investment incentives aimed at promoting the sustainability of economic development.
In addition, SOCAR's role as a catalyst for economic growth and industrial development extends
beyond the energy sector with investments in non-oil industries, infrastructure projects and social
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programs aimed at increasing the country's economic stability and reducing dependence on
hydrocarbon revenues. By supporting a favorable business environment, encouraging innovation and
entrepreneurship, and supporting sustainable development initiatives, SOCAR contributes to
Azerbaijan's long-term economic prosperity and accumulation of foreign exchange reserves.

Oil export is an important component of Azerbaijan's exports and constitutes a significant part of
the country's total export revenues. Income from oil exports contributes directly to the current account
balance, which reflects the balance of trade in goods and services, as well as income inflows and
payments from abroad. Revenue from oil exports provides an important source of foreign exchange
earnings, which can be used to finance imports of goods and services, support domestic investment,
and stimulate economic growth. This foreign exchange inflow contributes to a favorable current
account balance, supporting overall economic stability and growth. Oil exports also affect the capital
account balance and the accumulation of foreign exchange reserves, as the inflow of oil revenues
affects a country's ability to invest abroad and accumulate reserves. Income from oil exports provides a
reliable source of foreign exchange earnings for the Central Bank of Azerbaijan. These revenues are
added to the country's foreign exchange reserves.

In addition to providing significant economic benefits, oil exports also expose Azerbaijan to
risks related to oil price volatility. Fluctuations in global oil prices can affect a country's export
earnings [2]. Azerbaijan's economy is highly dependent on oil exports, which constitute a significant
part of export revenues and state revenues. As a result, fluctuations in global oil prices directly affect
the country's income from oil exports. Due to the risks associated with oil price volatility, Azerbaijan
has implemented diversification strategies to reduce its dependence on oil exports. The government
has invested in non-oil sectors such as tourism, agriculture and manufacturing to diversify the
economy and create alternative sources of income. By reducing dependence on oil exports, Azerbaijan
aims to reduce the impact of oil price changes on foreign exchange reserves.

Table 2.

Cumulative exchange rate differences

2014 -200
2015 4427
2016 6292
2017 5806
2018 5900
2019 5932
2020 5951
2021 5798
2022 6998

Source: Socar.az

Due to its global operations, SOCAR often carries out international operations in foreign
currency. As a result, the company is exposed to exchange rate fluctuations over time, which can lead
to gains or losses in its financial position. Data provided by SOCAR on cumulative exchange rate
differences from 2014 to 2022 reflect the net impact of these fluctuations on the company's financial
position. Based on the data, we observe that SOCAR has experienced a fluctuating pattern of
cumulative exchange rate differences over the years. In 2014, the company suffered a cumulative
exchange rate loss of -200, which indicates that the change in the exchange rate led to a decrease in the
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company's financial position. However, SOCAR has seen significant progress in the following years,
with cumulative exchange rate differentials turning positive in 2015 and continuing to increase steadily
until 2022. In 2022, the cumulative exchange rate differences equal to 6,998 indicates that SOCAR
benefits from a favorable exchange rate. his actions during that period contribute positively to his
financial situation.

Potential opportunities for foreign exchange reserves management optimization consi-
dering Azerbaijan's economic strength and strategic goals.Azerbaijan's foreign exchange reserves,
being an important component of its economic stability, provide liquidity in times of need.
Azerbaijan's economy has traditionally depended on the oil and gas sector. Although this sector
remains the cornerstone of the economy, there is increasing recognition of the need to diversify the
economy to reduce dependence on hydrocarbons and support sustainable growth. Optimizing resource
management offers an opportunity to diversify the economy by strategically allocating resources to
non-oil sectors such as agriculture, tourism, technology and manufacturing. By investing in these
sectors, Azerbaijan can create new sources of income, employment opportunities and economic
stability, thereby reducing vulnerability to fluctuations in oil prices and global market dynamics.

A number of economic indicators can affect Azerbaijan's foreign exchange reserves, which
reflect the overall health and stability of the economy [10]. Some of the key economic indicators that
may affect Azerbaijan's foreign exchange reserves are:

GDP growth rate is a key indicator of economic health and reflects the overall expansion or
contraction of the economy [5]. The strong growth of GDP in Azerbaijan contributes to the increase of
export revenues, increase of tax receipts and, in turn, the accumulation of foreign exchange reserves.
Conversely, sluggish GDP growth or an economic contraction could result in lower export earnings,
lower government revenues, and lower investor sentiment, potentially leading to lower reserves.[6]

Balance of trade, which represents the difference between exports and imports, directly affects
the availability of foreign exchange reserves. Azerbaijan's foreign exchange reserves are affected by its
trade indicators. Changes in export demand, global commaodity prices and exchange rates can affect the
trade balance and consequently the level of foreign exchange reserves.

Table 3.

Foreign exchange reserves and Oil Fund assets forecast, 2024-2028 (million dollars)

Foreign exchange Oil Fund assets Manat reserve | Reserves in
reserves money foreign
currency
2024 11,481 52,819 20,725 5,381
2025 11,681 53,205 22,591 5,466
2026 11,881 53,425 24,624 5,213
2027 12,081 53,744 26,840 5,098
2028 12,281 54,424 29,255 4919

Source: data.imf.org

With a large surplus of the capital account, the total international reserves of the Central Bank
increased significantly to 9 billion dollars by the end of 2022 (11.4 percent of GDP, 8.5 months of
goods imports next year) and 10 billion by the end of October 2023. reached 5 billion dollars. Reserves
of the CBA are supplemented by the liquid part of foreign assets held in the Oil Fund. This liquid
portion, which is mainly fixed-income instruments, stocks and gold, accounts for about 75 percent of
assets (63 percent of GDP) of USD 49 billion at the end of 2022. The liquid assets of CBA and
SOFAZ together are equivalent to 44 months of next year's imports.[7] The combined reserves of the
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Central Bank of Azerbaijan (CBA) and the State Oil Fund of Azerbaijan have reached approximately
$55.5 billion by October 2023.

External reserves coverage remains adequate. Recent years have shown better results on most
measures of the IMF's Reserve Adequacy Assessment (ARA) metric, which combines data on exports,
broad money supply, short-term debt and other investment liabilities. Given the expected surplus,
reserves are projected to remain strong through 2028, with rising reserves and limited growth in
external debt. Supported by high oil prices, the external position is projected to remain strong with a
budget surplus and sustained foreign reserve accumulation.

Conclusion.Analysis of Azerbaijan's import cover ratio and foreign exchange reserves over the
period from 2014 to 2023 reveals several important findings. Despite initial decline, recent years have
seen improvements in the overall economic development of the country, leading to increased export
earnings and a favorable trade balance. These factors have contributed to the strengthening of
Azerbaijan's foreign exchange reserves, thereby improving the import cover ratio. Economic growth
and a favorable trade balance have bolstered the country's financial stability and economic resilience,
allowing for a more favorable assessment of its external reserves coverage. CBA's proactive
monitoring of liquidity levels ensures that sufficient reserves are available to address any sudden
disruptions in financial markets or adverse economic conditions. The recent improvements in most
measures of the IMF's Reserve Adequacy Assessment (ARA) metric underscore the adequacy of
Azerbaijan's external reserves coverage, providing a strong buffer against external vulnerabilities.
Additionally, SOCAR, as a global company, is exposed to exchange rate fluctuations, which can
impact its financial position. However, data on cumulative exchange rate differences reflect a positive
trend for SOCAR, indicating benefits from a favorable exchange rate environment in recent years.
Looking ahead, Azerbaijan's external position is expected to remain strong, supported by high oil
prices, a budget surplus, and sustained foreign reserve accumulation.

In conclusion, the prudent management of foreign exchange reserves in Azerbaijan has
contributed to the country's economic resilience and financial well-being. By maintaining adequate
reserves, implementing effective risk management strategies, and leveraging opportunities for
diversification, Azerbaijan can further strengthen its position in the global economy and pursue its
strategic goals for sustainable development.
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Azarbaycanda Valyuta Ehtiyatlarmin Idara Edilmosi
1S.M. Mammadov, %i.V.Karimov

Xiilasa.Valyuta ehtiyatlarinin idaro edilmosi iqtisadi sabitliyin qorunmasinda halledici rol
oynayir. Bu mogalo Azorbaycanin strategiyalarina vo imkanlarina diqqgeat yetirmoklo Azoarbaycanda
valyuta idaragiliyini dyronir. O, Azorbaycanin ehtiyatlarinin hazirki vaziyyatini, o climlodon onlarin
torkibini, adekvatligini vo performansini arasdirir vo resurslarin idars edilmasi ilo baglh qgorarlara tasir
edon mixtolif amillori arasdirir. Neft qiymotlori, ticarot balansi vo xarici borc kimi ehtiyat
saviyyalarina tasir edon amillar tahlil edilir va foaliyyat giymatlondirilir. Bundan slava, 6lkonin igtisadi
giiclorini  vo strateji hadaflorini nazoro almagla Azorbaycanda resurslarin idara edilmasinin
optimallagdirilmasi {igiin potensial imkanlari miioyyan edir. Azarbaycanin valyuta ehtiyatlarinin idara
olunmasmin hartorofli tohlili vasitesilo 6lkonin global arenada igtisadi sabitliyini vo dayaniqligini
formalagdiran dinamikanin daha darindan dork edilmasine téhfa vermok mogsadi dasiyir.

Acar sozlor: Valyuta ehtiyatlari, Risklorin idars edilmosi, Iqtisadi sabitlik, Valyuta
dalgalanmalari, Markozi Bank miidaxilasi
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YnpasiieHue BATIOTHBIMH pe3epBaMH B A3epOaiizkaHe
'C. M. Mamenos, 2I/I.B.KepuMoB

Pesrome.YnpaBieHue BallOTHBIMM pE3€pBaMU  WIPAacT pELIAIOIIYI0 poOJIb B 3allUTE
SKOHOMMYECKON cTabunmbHOCTH. B »TOH cTarhe mpeacraBieH 0030p BaJIOTHOTO YIPaBICHHUS B
AzepOaiijkaHe ¢ ymopoM Ha YHUKaJIbHbIE IPOOJIEMBI, CTPaTErnu M BO3MOXKHOCTU A3sepOaiikaHa. B
HEM paccMaTpuUBaeTCs TEKyIllee COCTOSHHUE pe3epBoB AsepOaiijkaHa, BKJIOYash MX COCTasB,
JOCTaTOYHOCTh U MPOU3BOJIUTENBHOCTh, a TAKXKE MCCIEAYIOTCS pa3inyHble (PaKTOPHI, BIUSIOIINE Ha
pelIeHrs O YIpPaBICHUIO pecypcamMH. AHAIU3UPYIOTCS U OLICHUBAIOTCS (DAKTOPBI, BIMSIOIIME HA
YPOBEHb PE3€pPBOB, TaKUe KaK IIeHbl Ha He(Th, TOPTOBBIN OanaHc U BHewHUH noar. Kpome Toro, B HeM
OMMPCACIIAIOTCA TMOTCHUHUAJIBHBIC BO3MOXHOCTH [JII ONTHUMH3alWK YIIPABJIICHHUA peCypCaMu B
AzepOaiipkaHe C y4eToM SKOHOMHUYECKOW MOIIM CTpaHbl M cTparernyeckux ueneid. Ilocpenctsom
BCECTOPOHHETO aHaju3a YIpPaBJIE€HUS BaJIOTHBIMU pe3epBaMu AszepOaiikaHa OH MpHU3BaH
CIOCOOCTBOBaTh 0Oojiee TIyOOKOMY TMOHHUMAaHUIO JUHAMHUKH, OIpPENENSIoNe HKOHOMHUYECKYIO
CTaOMJIBHOCTD U YCTOWYUBOCTD CTPAHBI Ha TJIOOAIBHON apeHe.

KiroueBble cjioBa: BAIIOTHBIE PE3EPBHIL, YIIPABICHUE PUCKAMHU, SKOHOMUYECKasi CTA0OMIIbHOCTD,
KoJ1e0aHusl BaTIOTHBIX KypCOB, MHTEPBEHIIMU LIEHTPAJIBLHOTO OaHKa.
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