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A. Abstract 

This paper describes a project which has as its central aim to open up space for civil society to play a positive role in promoting greater transparency in the use made of oil revenues in Azerbaijan. Azerbaijan currently receives US$60 million each day from oil sales and this amount is expected to reach US$90-100 million by the end of 2008. It means that a country with a population of 8 million will get about US$30 billion a year in oil revenues. The challenge now is to create the political will to increase transparency and accountability in the use of these revenues. The project, implemented with funding from Partnership for Transparency Fund, found that US$562 million USD was “lost” from oil sales in 2008; in one project alone someUS$49 million of oil money was misused. 
The paper asks how civil society might play a constructive role in tracking the expenditure of oil revenues in Azerbaijan. The government, of course, has the main responsibility to manage the country’s oil revenues wisely and to account for their actions to the general public.  But we have to recognize the role of civil society broadly defined also have a role; civil society organizations (CSOs) including the independent media, business associations, research institutes and active individuals should work together to demand good governance. Achieving sustained political commitment to good governance depends on systematically building institutions outside government that will influence the government activities so as to enhance transparency and fight against corruption. 

Such participatory approaches to fighting corruption are now generally accepted as fundamental to any successful anti-corruption reform program. This project demonstrated that this is certainly true in case of Azerbaijan.
B. Background
Azerbaijan, a former Soviet republic, is located in the South Caucasus region, bordering the Caspian Sea, between Iran and Russia, with a small European portion north of the Caucasus range. It also borders Georgia and Armenia. The country is in the midst of an oil boom brought on by the development of its vast hydrocarbon resources in the Caspian Sea region. Its importance in the world economy is steadily increasing thanks to its rich oil revenues.  
The rapid increase in oil production resulted in Azerbaijan’s economy posting its fifth consecutive year of double-digit growth in 2006. Gross domestic product (GDP) expanded by a record 34.5% in real terms, the world’s highest growth rate for the second year running. By far, the greatest engine of growth has been the industrial sector, in which value added was up by just over 56%, bringing cumulative growth in 2005–2006 to almost 150%. Within the industry sector, the exploitation of oil and gas sector is driving growth. The non-oil economy is also growing strongly -- by 11.2% in 2006 -- but its contribution to GDP is falling as the oil economy expands. Non-oil sectors provided 47% of nominal GDP in 2006, down from 58% a year earlier and 61% in 2004. The medium-term outlook for the economy of Azerbaijan is positive. GDP growth is expected to continue posting high double-digit growth over the next few years, mainly from increased oil and gas production and exports. Foreign investment is expected to decline over time as the major oil and gas projects move toward less intensive stages. However, the Government of Azerbaijan expects increased domestic public investment to offset some of this decline. Government expenditure rose by over 80% in 2006 and is projected to rise by a further 50% in 2007, which puts considerable pressure on inflation. In the long term, Azerbaijan’s high dependence on oil exports poses a potential threat to the economy given the potential volatility in the international oil market.

The oil sector made up 60 % of GDP in 2007. Azerbaijan's oil production is expected to reach 450 million barrels in 2008. The revenues of the State Oil Fund of Azerbaijan had been expected to reach US$4.3 billion; however, due to the increasing world oil price, these revenues are now forecast to reach US$8 billion. In addition, the State Budget will receive US$6 billion from oil sales in 2008. And more than US$25 billion are forecasted to be received from oil sales next year.

Oil revenues are expected to peak in 2011. The country’s oil and gas revenues are forecasted to be $200 billion until 2024. The State Oil Fund of Azerbaijan (SOFAZ), created to invest the oil revenues, is predicted to expand to over $50 billion by 2010. The budget revenues of SOFAZ as at April 1, 2008 have reached $6.1 billion, with assets standing at $3.35 billion. That is to say, over half of SOFAZ funds have already been spent. Azerbaijan also expects to boost natural gas production and exports starting in 2010. The country has proven natural gas reserves of roughly 2 trillion cubic meters. So, in the near and medium term perspective, oil and gas revenues will average US$10 billions. 

All this encourages the Government to elaborate a policy on how to spend its petrodollars fast enough. The Economy Development Ministry projects government spending from all the sources in the country for 2008-2011 (2008-2011 State Investment Program) to be AZN 15.6 billion (over US$17 billion). Not only are the oil revenues being spent faster than sound management would allow, resulting in various negative effects on the country’s economy, but it has also led to an inter-generational inequities. In practice, economic and political reforms have lagged and, instead, pseudo-institutions have been created in the guise of reforms.

The domestic economy has seen the following negative tendencies: 

· The economy now depends excessively on a single resource – oil;

· Sharp changes in oil prices and oil revenues due to the inflexible demand for oil and fluctuating supplies have caused Azerbaijan’s economic to become highly dependent on the stability of the global oil market;  

· Because of the sharp demand for investment and imported technologies at the time of oil industry’s establishment, the transnational corporations have been vested with full powers for payment and management issues;

· The oil industry usually accounts for no more than1-2 percent of the total labor resources; limited employment opportunities has led to a sharp increase in unemployment and poverty;   

· The oil sector, by employing highly-qualified labor, has appropriated and monopolized the most productive part of Azerbaijan’s human capital; 

· Although Azerbaijan is relying on the exploitation of long term depleting natural resources – oil and gas – its ample current revenues allow the Government to invest heavily in mega-projects that are distinguished by  low profitability;

· Instead of reducing the amount of red-tape, bureaucratic processes have mushroomed as state management expenditures have increased. Public salary expenditures financed by the State Budget in 2008 were 46% higher than in 2007. 

· Transparency and accountability in the oil sector and public financial management has decreased compared with other sectors of the economy.   

· As the State Budget is mainly based on the oil sector, individual taxpayers are not conscientiously traced, encouraging public indifference and stagnation in civic initiative.   

Following a proposal made by the former British Primer Minister, Tony Blair, at the World Summit for Sustainable Development in 2002, the Extractive Industries Transparency Initiative (EITI) was launched in 2004.  The aim of EITI is to increase the transparency of payments and revenues in the extractive industry sector in countries heavily dependent on these resources by having both the oil companies and the government to make public the level of oil revenues. Azerbaijan’s civil society organizations were the first in the world to support the initiative. Subsequently, twenty other oil-rich countries’ CSOs followed Azerbaijan’s example. Azerbaijan’s CSOs have since continued to play a key role in establishing transparency in the oil sector and in combating corruption in the country. A significant step towards implementing the EITI in the Republic of Azerbaijan was taken on 24 November, 2004. The governmental Committee on EITI, foreign and local extractive industry companies (oil and gas) and the NGOs’ Coalition for Increasing Transparency in Extractive Industries signed a memorandum of understanding on a mechanism for the implementation of EITI in the country – which was a first in the world. The memorandum was between Azerbaijan NGOs, foreign and local state oil companies and the Azerbaijan government. Earlier, in May the same year, more than 30 Azerbaijani (Azeri) NGOs had signed a memorandum amongst themselves, and announced the establishment of the NGOs Coalition with the aim of “improving transparency in extractive industries”, in an effort to ensure public control over the revenue obtained through the

exploitation of the country’s natural resources and their effective use.
Azerbaijan has oil. It is like winning a lottery ticket; it is like getting a huge patrimony and it is like a gift from heaven. And like a winning lottery ticket, a patrimony and a gift, oil can easily cause harm. It will cause harm if the resources are spent to satisfy the short-term interests of those in power.  Conversely, oil may become an advantage if managed wisely by properly defining and keeping in mind the long-term interests of the entire society that owns the resources. This will ensure that the improvements are cumulative, sustainable and consistent.  And when these interests are not well-defined, agreed by the wider society, and followed, the likelihood is that the resources will be misspent to satisfy short-term and small group interests only. Oil extraction is short-term, but the state is long-term, and the oil revenues need to used to ensure the long term sustainable development of the country
The efficiency gap in the management of oil money in Azerbaijan is enormous. A major improvement is needed in the saving and spending processes to better serve the long-term interests of the nation.  This should be major focus and only criterion as with any public resource.  These necessary changes include reforms relating to the operations of the Oil Fund, and, in parallel, improvements in the budgetary and public investment framework and practices.   

The short-term duration of the oil revenues makes the issue all the more subtle and brings additional concerns.   The need for sustainable long-term development makes soundly managing the macro-economy a priority.  The national development strategy for the use of oil money needs to focus on the long term growth of GDP, fiscal stability and independence, and monetary policy to avoid inflation, taking full account of the capacity of the public sector and the related implications for corruption.  The strategy must clearly define the share and growth of national consumption, public investments, government expenditures and trade with other countries with the hydrocarbon resources deducted, and oil money added to the national assets.   A good strategy would account for and use the oil money not as a separate consumption expenditure or source of investment, but in line with overall public spending, while accumulating and saving a share of the oil revenues separately.

The key initiative is to increase role of CSOs in deciding the use to be made of oil revenues by campaigning for good governance. In order to build a favorable political environment in Azerbaijan, CSOs set up EITI NGO Coalition and started influencing the government’s policy related to the oil revenues. In June 2003, the current president of the Azerbaijan Republic, Ilham Aliyev, attended a London conference and made a statement about Azerbaijan joining the EITI and being a pilot country in the implemen​tation of the EITI. In November 2003, President Aliyev issued an instruction to the Cabinet of Ministers, which led to the setting up of an inter-ministerial commission to implement the commitments undertaken by Azerbaijan at the London conference. The commission consists of a number of government offi​cials, including representatives of the State Oil Fund, the Foreign Min​istry, the Ministry of Economic Development, the Ministry of Industry and Energy, the Ministry of Finance, the Tax Ministry, the Ministry of Ecology and Natural Resources, the State Statistics Committee and the State Oil Company. 
After establishing the EITI NGO Coalition, CSOs worked to increase the awareness of government agencies involved in the EITI process. Both existing and potential spheres were identified. The existing spheres are oil and gas extraction while potential spheres cover the extraction of pre​cious metals, including gold, silver, platinum, and at the same time, metal extraction, including iron and copper. At the same time, efforts were made to build mutual understanding among those involved in the EITI and an ex​change of opinions was held on its implementation. This included regular meetings attended by representatives of the extracting companies, various government departments, and CSOs actively participated in these meetings. The meetings dis​cussed practical issues and established a deadline for extracting companies and for the Azerbaijani government to submit a report on in​comes from extractive spheres. Report forms and instructions on ful​filling them were prepared. 
The signing of the tripartite memorandum on mutual between the government represented by the EITI commission, representatives of foreign and local extracting companies and the NGO coalition -- on 24 November 2004 is of special importance here. Report forms for local and foreign companies were agreed between the parties to the memorandum. These forms are now reflected in the memorandum. Procedures for the disclosure by the government of revenues in the extractive industry were prepared and, after the memorandum was accepted, Azerbaijan started implement​ing the EITI. The memorandum was first joined by 21 local and foreign companies and then by one more foreign company. These companies represent 11 countries: the USA, Britain, France, Japan, Russia, Can​ada, Turkey, Norway, China, the United Arab Emirates and Azerbaijan.
CSOs are mostly focused on establishing transparency in the broad economic system, and the Centre for Economic and Social Development in Azerbaijan works to ensure that future revenue funds will be invested in the region and expended for the benefit of the public – in poverty reduction, education, and public health – through the promotion of transparency, civic involvement and government accountability. The Centre has put the issue of transparency on the national agenda in Azerbaijan, as a key to reducing poverty and achieving economic growth.


Above picture shows the importance of building of political pressure to demand better governance. By doing it, NGO Alliances are able to promote sustainable development in the country.

Creating a demand for better governance from civil society is the key. The CSO leaders are found throughout society - professional groups, business associations, trade unions and other civil society groups - who can be energized in the cause of containing corruption and furthering integrity. The emergence of a champion can lead to the establishment of a coalition in support of change, which is drawn from all parts of civil society. 

A vibrant civil society can play a significant role in the fight against corruption, reforming and legitimizing political leadership and countering backsliding. On the other hand, a weak civil society may also undermine reform, failing to provide leadership for the role it must play in strengthening the reformers' position. As an activist force for change, it is a crucial catalyst for building constructive political will. 

Constructive “political will”, is interpreted to mean the demonstrated credible intent of political actors (elected or appointed leaders, civil society watchdogs, stakeholder groups, etc.) to attack perceived causes or effects of corruption at a systemic level. It is a critical starting point for sustainable and effective anti-corruption strategies and programs. Without it, governments' statements to reform civil service, strengthen transparency and accountability and reinvent the relationship between government and private industry remain mere rhetoric. Neither the presence nor the absence of constructive political will can be presumed in any single initiative. It is manifest in the degree to which reform initiatives are participative and incorporate a range of political actors and civil society. Political will is affected by many variables that can be the subject of action. 
The CSOs are now one of main groups with political influence in Azerbaijan, although there are still no “warm” relations between some government bodies and civil society groups. However, through their determined actions, CSOs have built up a real power base to influence decision-making. A Council on Civil Society Organizations has been established by Presidential decree and members of the Council have been selected by CSOs at their national meetings.

As the CSOs have become stronger, the attitude of the government bodies towards CSOs has been dramatically changed. While there were previously almost no relations among these two national institutions, to-day CSOs are able to participate in the monitoring of state projects. Although the government, in reality, is not truly interested in cooperating with CSOs, CSOs have been successful in using various methods to make the government more accountable.
Political influence is important to create the rules for effective public management, and having strict rules is no particularly important in saving the nation’s resources from the short-term and populist programs of politicians, as well as from the corruption.  And the presence of clearly defined efficiency criteria and the strict laws and regulations, along with the development of civil society capacity, makes easier more likely to establish transparency in the management of public resources. Transparency helps guarantee effective economic management and growth in the society’s wealth, and increases the sense of ownership and the level of civil society along with democracy.
In Azerbaijan CSOs see it as crucial to build political will to fight corruption and enhance transparency, and to play a full part in regional and global initiatives to fight corruption, not only by signing and ratifying the EITI Memorandum and other international documents, but also ensuring their successful implementation.  Only after CSOs pressured the Azeri government and the oil companies did public disclosure of the necessary information occur; both now periodically give information to public about their activities. The NGOs Coalition actively participates in monitoring of the use made of oil revenues, including money spent on the building of “Baku-Tbilisi-Ceyhan” Pipeline, and plays key role in anti-corruption initiatives.

CSOs are now seeking to strengthen public disclosure of oil revenues by having access to the annual audit report. Selection Group, which includes CSO representatives, selects the audit company and agrees on the provision of the appropriate services in the agreement concluded between the audit company and the EITI Committee. The experience of EİTİ NGO Coalition in Azerbaijan confirms that building of CSOs political influence is crucial to enhance transparency and curb corruption in the oil sector.

Throughout the process, we made successful steps towards the democratization of the society at large. For instance, recent major challenges have been to: (1) provide for equal participation and representation of interests of key stakeholders in the final choice of the Audit Company; (2) obtain access to public information on oil revenues and undertake related public awareness activities in co-operation with civil society institutions; (3) build the capacity of civil society institutes; (4) develop the scope and authority of the media via co-operation with media; and (5) campaign for more public awareness and interest of citizens regarding the efficient use of oil revenues.
Future plans include: seeking to extend the transparency of companies by pushing them to come up with disaggregated figures and to elaborate monitoring activities to achieve efficiency; achieving maximum use of Oil Fund financed projects by making related information accessible to the mass-media and carrying out awareness creating activities; and developing CSOs’ capacity to fulfill the commitments of the Coalition as per the memorandum on EITI.

These future plans and other ideas will underpin our recommendations for improved decision-making in terms of companies’ providing their reports with disaggregated figures, elaborated in an MOU and the promotion of social investments locally.

The recommended improvements regarding the development of the institutional and legal framework will make the implementation of the proposed financial strategy for the Oil Fund possible. This will include the development of instructions, guidelines and standards for portfolio investments and the rules and standards for the transfers to the State Budget and other domestic public and private uses.  The recommended institutional and legal improvements are on the other hand based on the existing situation and current practices and have political feasibility implications for the suggested changes, more extensively discussed in the analysis section of the paper.

The macroeconomic development strategies help determine the financial strategy of the Oil Fund as an institution that is accumulating and saving money.  Once the extent of the application of oil money (i.e. what amounts exactly need to be accumulated in the Fund) is determined to reflect the nation’s long-term interests, the strategies for portfolio investments, for transfers to the State Budget and to the public investment projects (if the strategy finds it appropriate) must be agreed and implemented.

However, we are confronted with several challenges in a sense that, first of all, the implementation still remains restricted only to the oil and gas sector and companies do not seem interested in disaggregated reporting. So far no working plan has been put in place to consider all stakeholders’ interests. Another challenge is the lack of human and financial resources and low public awareness in this regard. A major concern is that the idea of additional measures for more transparency is not attracting high level political support.

Throughout the process, we have made successful steps towards the democratization of the society at large. For instance, as noted earlier, one of our major concerns was to provide for equal participation and representation of interests of key stakeholders in our final choice of the Audit Company. 
The main strategy is to build the political will for governance reform in Azerbaijan by concentrating power of the CSOs and in this way influence the decision-making process. After establishing the EITI NGO Coalition, we were able to focus transparency issues in oil sector, to require information from both government bodies and oil companies. A strategy of building alliances was used in other sectors, such for transparency in the state budget and health service. 
Conclusion

Our vision socio-economic development that reaches all levels of society and becomes sustainable, rational thinking in public decisions and active public participation.  We believe that active citizen participation and transparent system are necessary elements to foster and accompany civil society development. We believe that promoting socio-economic rights through awareness programs is important for active public participation. We believe that developing the sense of ownership is essential both for private and community development. We value strategic partnerships with governmental agencies, and various sectors of civil society as essential for the society’s sustainable development. We believe that high-quality applied research and professional learning projects are the key to initiating and maintaining the development processes. And we believe the power of civil society institutions is the key in achieving sustainable development.   
By building up their political power CSOs were able to influence the government’s decision-making process in Azerbaijan. The main way to achieve influence was to set up CSOs Alliances in order to focus efforts. Now, Azerbaijani CSOs have right to have access to auditing of oil revenues and the State Oil Fund regularly reports to EITI NGO Alliance.

At the same time CSOs in the country are working towards enhancing transparency of budget expenditure, where oil money is more than 50 percent of the total budget revenues. The government has again conceded to CSO pressure and campaigns and has published the oil budget and distributed it among different groups, and also through informative methods such as live TV talk-shows and published articles. The attention of influential groups such as government, parliament, the media and others has been drawn to oil and budget issues. The CESD also attended parliamentary discussions and some of the suggestions they submitted were considered in the formulation of the budget. Prior to this intervention, budget documents had never been made public. However, due to the CESD campaign the government now publishes budget documents and some CSOs have taken this advocacy on budget transparency further. Four years after the initiative started, even ordinary people have access to budget information! That’s the power that civil society has in ensuring transparency and accountability.
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