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Poverty in Azerbaijan
By Nazim Habibov, Windsor, Canada

Abstract

Azerbiajan’s economy collapsed after the dissolution of the Soviet Union, but then grew rapidly as energy
resources came on line. The new wealth reduced overall poverty rates, but the benefits were not spread evenly
among the population, with older people, women, and refugees suffering the most. One of the most effec-
tive anti-poverty reforms was the privatization of land. While Azerbaijan has made considerable progress in
poverty reduction, more needs to be done to reduce the level of inequality in the country.

A Rollercoaster Transition

Even before the Soviet Union collapsed, Azerbaijan was
one of its poorest republics. Nevertheless, the transition
in Azerbaijan began eatlier than in other parts of the
country. The conflict with neighboring Armenia over
the Nagorno-Karabakh enclave had led to a transpor-
tation blockade and a breakdown in economic cooper-
ation with other Soviet republics as early as 1988. The
deep economic recession after the collapse of the USSR
in 1991 was followed by an influx of Azerbaijani refu-
gees from Armenia, Nagorno-Karabakh, and the regions
around it. Between 1992 and 1994, real GDP declined
as much as 20% and inflation drove prices to 23,000
times their previous levels.

However, by the mid-1990s, the economy began a
slow, but steady, process of recovery with loans from
multinational financial institutions and the inflow of
foreign direct investments to the oil industry. Conse-
quently, inflation fell to 20% by 1996, and even turned
into deflation by 1998. The economy stopped shrinking
by 1996. By 2002, Azerbaijan had begun to experience
one of the fastest rates of economic growth among the
CIS countries. The country’s GDP has increased every
year since 1996. By 2001, Azerbaijan’s exports outside
the former USSR reached 90% of total exports and the
fiscal deficit dropped below 1%. The index of real wages
(1998=1) reached 2.3 in 2003.

Improving Conditions
Macro-economic stability coupled with accelerated eco-
nomic growth improved the population’s welfare. From
2001 to 2008, public spending increased from 20% to
70% of non-oil GDP, the minimum wage increased
by more than 6,700%, and the average wage increase
exceeded 650%. As a result, per capita income jumped
by over 90% from 2001 to 2005 and further sky-rock-
eted by 100% from 2006 to 2008, exceeding $3,800.
Poverty, as measured by the national poverty line,
dramatically plummeted from 76% to 49% from 1995
to 2002. According to the most recent estimates, pov-
erty further declined to 13% by the end of 2008. Con-
sumption by the poorest quintile (the lowest 20% of

total population) grew from 6.7% to 12.3% of total con-
sumption from 1995 t0 2002. To better understand the
impressive poverty reduction achievement of Azerbai-
jan, it is instructive to compare it with the neighboring
countries using the international poverty line of 2.15
USD purchasing power parity (PPP) per day. The pov-
erty rate declined in Azerbaijan to 4% by 2003. In com-
parison, poverty in 2003 was much higher in the neigh-
boring Armenia—50%—and Georgia—52%.

Uneven Spread of Benefits
However, gains from accelerated economic develop-
ment and poverty reduction have not spread evenly to
all groups of the population. The younger generation,
18-29 year olds, appear to benefit more from the tran-
sitional processes. There are two main explanations for
this phenomenon. First, there is a rapid depreciation of
human capital during transition. The transitional labor
market in Azerbaijan has more opportunities for employ-
ees with professional skills, for instance, the ability to
operate a vehicle, the knowledge of a foreign language,
or the ability to work with modern information tech-
nology. These skills can be acquired through short-term
education and professional training at work (e.g. foreign
language and computer skills). Nevertheless, the current
educational system in Azerbaijan still emphasizes clas-
sic multiyear academic training, overlooking continu-
ing education, while the majority of employers are also
not prepared to offer continuing education opportuni-
ties for their personnel. Second, the transitional survival
strategies of younger and older individuals are different.
The younger individual will more likely switch from a
career in his or her previous official profession to newly-
emerging highly-paid informal income generation strat-
egies. Conversely, older individuals with more educa-
tion and experience are less likely to switch to any new
job opportunities, especially if these opportunities are
informal ones such as private tutoring or turning your
car into a taxi.

Although the education system is only poorly con-
nected to the labor market and the revival of the edu-
cation system in Azerbaijan lags behind other transi-
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tional countries, education remains a strong predictor
of higher welfare. A university degree has the largest
positive impact on increasing income, while the effect
of vocational education is lower. Hence, investing in
human capital could be an important poverty reduc-
tion strategy. However, the poor often do not have access
to educational opportunities. Children in poor house-
holds have fewer opportunities to enroll in early child-
hood education and development programs and are more
likely to drop out of compulsory school education. They
have fewer resources to hire private tutors who can help
pass the mandatory national exam required to matricu-
late to universities. Since the introduction of tuition fees,
many youth from poor families cannot afford higher
education and have to enter the labor market immedi-
ately after high school. Consequently, ensuring equal
access to education and reforming the educational sys-
tem continue to be challenges in Azerbaijan.

Women are also among those who benefitted less
from the transition. In 1990, women constituted almost
half of the workforce, while only 1 in 6 women of work-
ing age in urban areas were employed by 2004. The
level of economic activity among females is 51%, while
among men this indicator exceeds 75%. In the 25-39
age group, the likelihood of women being inactive in the
workforce is 5 to 6 times higher than that of men. There
are several explanation for this phenomenon. Employ-
ers are reluctant to hire a female employee who is likely
to go on maternity leave, or to ask for sick leave to
care for children. In addition, the number of kinder-
gartens has dropped considerably during the transition,
while fees per child have significantly increased. Many
women have to stay home to care for their children. Sim-
ilarly, as government-funded social programs for the
sick, disabled, and elderly have been cut significantly,
women have had to spend more time at home to com-
pensate. Moreover, family members often discourage
women from pursuing a professional career. But, even
if a woman is employed, she is likely to earn less than a
man inasmuch as women are traditionally concentrated
in the state-sector where wages are low. For instance,
women constitute 57% and 69% percent of the total
workforce in social services and education, and 76%
in healthcare. Furthermore, even in the fields where
women typically are better represented, men occupy the
more senior and better-paid positions. In health care and
social services, for example, women’s salaries comprise
of only 54% of men’s.

Another population group at highest risk of poverty
are the internally-displaced people (IDP) from Nago-
rno-Karabakh and related territories. This category of
the population lacks employment opportunities and has
to rely on government transfers as the main source of

income. The IDPs who reside in public dwellings are
relatively better off compared to those who reside out-
side of public dwellings by renting accommodations or
living with relatives. The former group benefits more
from targeted government and non-government pro-
grams aimed at helping IDPs, while the latter consti-
tutes a group of the “invisible” poor.

The households with a larger number of dependents
are also disadvantaged. The reduction in public expen-
ditures for programs aimed at dependents, such as chil-
dren, the elderly, sick, and the disabled, led to an increase
in the share of households’ out-of-pocket expenses. The
ineffective system of social protection transfers further
exacerbates the situation. Benefits are often inadequate
to lift households out of poverty. But even these modest
benefits are not well targeted to the neediest.

Successful Land Reform

In comparison, land reform was one of the few effective
measures to reduce poverty. Before the reform, access
to land was one of the strongest predictors of wealth.
Although legally there could not be private farms in
Azerbaijan in the early 1990s, access to the land of
decaying collective farms was the mainstay of unofh-
cial economic activities in rural areas. Managers of the
former collective farms would unofficially privatize or
rent land and equipment and charged fees for others to
use these resources. The common view in the rural areas
was that the collective farms were being looted. A small
group of the affluent were able to exploit all the others
by monopolizing access to the land. Those with access
to land achieved a higher quality of life by selling their
goods on the market.

Under these circumstances, Azerbaijan opted for
radical land reform. The country privatized 95% of all
arable land, which left only 5% of land in state owner-
ship. In comparison, in Armenia the state land reserve is
about 15%, while in Georgia it is about 40%. Similarly,
about 98% of eligible households received land during
the reform in Azerbaijan compared with 60% in Bul-
garia and 37% in Kazakhstan. Moreover, the process of
distributing land in Azerbaijan was perceived as fairer
than in other countries. About 92% percent believed
that land distribution in Azerbaijan was fair and just
compared with only 60% in Kazakhstan, 65% in Bul-
garia, and 53% in Moldova. As a result of the fair dis-
tribution of land, having access to land ceased to be an
important determinant of joining the ranks of the rich
in Azerbaijan by 2002.

Another important dimension of poverty is regional.
Urban areas experienced higher rates of poverty reduc-
tion than rural ones, while among urban areas, the oil-
booming capital Baku experienced more significant pov-
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erty reduction than any other urban area. Although
Baku has a lower level of poverty than other regions, the
gap between the capital and the rest of the country has
narrowed during the last 5-6 years. Uneven regional
poverty reduction is explained by the lack of a unified
nationwide labor market, poor infrastructure (e.g. unre-
liable water, gas, and electricity supply, and the lack of
reliable transportation), as well as the lack of mecha-
nisms to connect government expenditures by region
to specific regional priorities.

Poverty Metrics

The main critique of current poverty reduction metrics
is that they utilize an absolute poverty line, whether it
is the national poverty line or the international pov-
erty line of 2.15 USD PPP per day. Although poverty
dropped in Azerbaijan as measured by these metrics and
is now much lower than in the neighboring countries,
the comparative subjective assessments of well-being
portray a very different picture. About 14% and 35% of
Azerbaijan’s population consider themselves very poor
and poor. This is close to the 14% and 34% of Geor-
gians who consider themselves very poor and poor. Like-
wise, about 10% of Azerbaijan’s population believes that
their household belongs to the lowest strata of society as
compared with 12% of the population in Georgia. These
data demonstrate that people in Azerbaijan, as in many
other countries, have a tendency to measure their own
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poverty in comparison with the economic situation of
friends, co-workers, and neighbors across the country.
In other words, regardless of Azerbaijan’s impressive
absolute poverty reduction, it is now time to pay atten-
tion to relative poverty and inequality.

Indeed, approximately 55% of Azerbaijan’s popula-
tion believes that poverty is caused by factors beyond the
direct control of individuals, such as the failure of the
socio-economic system or a lack of equal opportunities
in society. Only 22% believe that bad luck is the main
cause of poverty and 11% believes that causes of poverty
are individualistic such as loose morals, lack of effort and
responsibility, and drunkenness. The widespread accep-
tance of the structural explanation for poverty highlights
the existing support for poverty and inequality reduction
strategies. It is not surprising against this backdrop that
87% believe that the state should be strongly involved in
reducing the gap between the poor and the rich.

In the light of the above evidence, we can conclude
that Azerbaijan achieved remarkable progress in poverty
reduction since the collapse of the Soviet Union and the
beginning of the transition. Nevertheless, much more
needs to be done. The main agenda for reforms includes
increasing the effectiveness of the educational system and
ensuring equal access to education; improving the social
protection system and restoring social services for chil-
dren, thesick, disabled, and elderly; gender mainstream-
ing poverty reduction, and reducing regional inequalities.
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Understanding Poverty in Georgia
By Alexi Gugushvili, Cambridge, MA

Abstract

Over the last two decades, the profile of the poor has been evolving in Georgia, but the poverty level has
remained consistently high. If the official subsistence minimum is taken as the poverty line, slightly more than
two-fifths of the population is poor according to the latest estimations. Arguably, persisting high poverty lev-
els can be explained by jobless economic growth and low agricultural productivity. The institutionalisation of
a targeted social assistance scheme has yet to demonstrate its efficacy. Instead of using perverse estimates of
relative poverty, the government should acknowledge deprivation as the major challenge for the country and
must more eagerly attempt to cure its root causes—inappropriate human capital and narrow labour markets.

Poverty Profile in Making
The poverty profile, which describes the typical charac-

teristics of the poor, has been in constant flux in transi-
tional Georgia. The analysis of the Central and Eastern



