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Azerbaijan's energy and climate policies
dominated by gas export expansion plans

Key points:

Azerbaijan is the world's 28th-largest oil and gas producer

Between 2000 and 2021 natural gas supply grew by 128%

Gas exports rose by 29,290% between 2006 and 2021

Around half of gas exports go to Europe, with significant plans to increase sales
National climate target to reduce greenhouse gas emissions by 40% by 2050
Push for renewables is to free up supply to increase gas exports to Europe
Plans to turn Nagorno-Karabakh region into a green energy zone

Azerbaijan's economy is dominated by oil and gas

Azerbaijan is the world's 28th-largest oil and gas producer, with production of around one
million barrels of oil equivalent per day in 2023. The country holds around 0.4% of global
oil reserves. In March 2024, Samir Nuriyev, Chairman of the COP29 Organizing Committee,
called for a fair approach for countries with large oil and gas sectors.

The state oil company SOCAR is involved in expanding exports to Europe (see below) and
has been expanding its operations alongside global majors. Deals in 2023 include:
e Acquisition of Equinor's assets in the country,
e Partnership with BP on gas works in its Azeri-Chirag-Gunashli oil field (ACG) in the
Caspian Sea,
e Production at the Absheron field with TotalEnergies, and
e Borrowed $1.5 billion from Lukoil to enable its refinery in Turkey to resume
processing of Russian crude oil.

In March 2024, SOCAR signed an agreement with Russian firm Tatneft on oil extraction and
petrochemicals development as well as a deal with Kazakhstan's national oil company
KazMunayGas to increase shipments of oil across Azerbaijan towards Turkey and Europe,
and to partner on geological exploration in Kazakhstan.

Gas production & economic impact

Between 2000 and 2021 natural gas supply grew by 128%. During the next ten years the
country is planning on expanding its gas production from around 37 billion cubic metres
(bcm) to 49 bcm in 2033.
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https://www.energymonitor.ai/sectors/industry/exclusive-azerbaijan-oil-and-gas-extraction-plans-are-equivalent-to-an-entire-year-of-eu-emissions/?utm_source=cbnewsletter&utm_medium=email&utm_term=2024-03-14&utm_campaign=Daily+Briefing+14+03+2024&cf-view
https://www.iea.org/reports/azerbaijan-energy-profile/energy-security
https://www.iea.org/reports/azerbaijan-energy-profile/energy-security
https://azertag.az/en/xeber/second_meeting_of_organizing_committee_regarding_cop29_held-2943779
https://montelnews.com/news/16786f15-0cc4-4169-90e9-5a896216c4f1/azerbaijan-to-boost-gas-exports-to-eu-by-17-by-2026-socar
https://www.equinor.com/news/20231222-azerbaijan
https://eurasianet.org/bp-azerbaijan-to-produce-gas-from-new-reservoirs-next-year
https://totalenergies.com/media/news/press-releases/totalenergies-announces-start-production-absheron-gas-field-azerbaijan-0
https://www.reuters.com/markets/commodities/russias-lukoil-lends-socar-15-bln-deal-supply-its-turkish-star-refinery-sources-2023-10-05/
https://socar.az/en/post/socar-and-tatneft-pjsc-signed-important-documents
https://www.kmg.kz/en/press-center/press-releases/kmg-i-socar/
https://www.rogtecmagazine.com/kazmunaygas-and-socar-will-consider-projects-related-to-geological-exploration-in-kazakhstan/
https://www.iea.org/countries/azerbaijan/natural-gas
https://www.theguardian.com/environment/2024/jan/08/cop29-host-azerbaijan-to-hike-gas-output-by-a-third-over-next-decade

Oil and gas make up 98% of total energy supply, over 90% of exports and one-third of
GDP. Gas exports increased by 29,290% between 2006-2021.

The country’s economic reliance on gas is not without risks. The World Bank warned in a
recent report that "Azerbaijan’s development trajectory remains exposed to global energy
markets’ volatility" and that the country will not be able to achieve strategic priorities
outlined in Azerbaijan Vision 2030 if it remains reliant on oil and gas rents. The World Bank
concludes: "Remaining prey to commodity cycles and facing a depleting oil asset base,
Azerbaijan’s economy will be tested by the headwinds brought by global decarbonization”.

Europe is a key export market. Energy ministry data shows exports of natural gas reached
22.3 bcm in 2022, of which around 11.4 bcm went to the EU. In 2023 exports to the EU
reached 12 bcm out of a total 23.9 becm.

Russia's invasion of Ukraine increased the EU's goal of finding alternative sources of energy
supply. In 2022 the EU and Azerbaijan signed an agreement to increase exports of natural
gas to 20 bcm a year by 2027. Azerbaijan is currently importing Russian gas for domestic
use to enable it to meet its export commitments, but this policy is likely to come under
greater scrutiny from European policymakers in future.

In March 2024 the EU and Azerbaijan reaffirmed their commitment to work together to
develop the infrastructure required to increase gas exports through what is known as the
Southern Gas Corridor. Analysts conclude that significant investment will be needed to
develop new gas fields and upgrade infrastructure to enable larger export volumes.

Current plans are for the 10-bcm capacity Trans Adriatic Pipeline running between Creece
and ltaly to increase its flows by 1.2 bcm per year from 2026. There are also plans to build
an electricity cable under the Black Sea to enable Azerbaijan to export electricity to Europe.

Azerbaijan’s Nationally Determined Contribution, submitted to the UNFCCC three years late
in 2023, states the aim to reduce greenhouse gas emissions by 40% by 2050 (using 1990
as the baseline reference year). The COP29 president said in March 2024 that the climate
target could be strengthened and that the country aimed to maximise investment in green
energy production.

Hydropower dominates the country’s renewable energy generation, with a capacity of
more than 1300 MW. However, its long-term role could be affected by increasing water
scarcity due to climate change. Government statistics show wind capacity is 66 MW, solar
energy 282 MW and bioenergy 38 MW. In 2021 hydro, solar, wind and biofuels made up
1.4% of national energy supply.

New capacity is being developed. In 2022 construction began on a 240-MW wind farm
with Saudi Arabia's ACWA Power, and on a 230-MW solar power plant with the UAE's
Masdar. In 2023 implementation agreements were signed with ACWA Power on a 1.5-CW
wind power project, a 1-GW onshore solar power plant and on energy storage systems.
SOCAR is a partner in these projects.
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https://www.iea.org/reports/azerbaijan-energy-profile/energy-security
https://documents1.worldbank.org/curated/en/099112723161524095/pdf/P17904806938f5083093a707fa0352e87a5.pdf#page=8
https://documents1.worldbank.org/curated/en/099112723161524095/pdf/P17904806938f5083093a707fa0352e87a5.pdf#page=8
https://www.iea.org/countries/azerbaijan/natural-gas
https://documents1.worldbank.org/curated/en/099112723161524095/pdf/P17904806938f5083093a707fa0352e87a5.pdf
https://documents1.worldbank.org/curated/en/099112723161524095/pdf/P17904806938f5083093a707fa0352e87a5.pdf
https://www.eiu.com/n/azerbaijans-gas-exports-to-the-eu-face-challenges/
https://energy.ec.europa.eu/news/joint-statement-10th-ministerial-meeting-southern-gas-corridor-advisory-council-and-2nd-ministerial-2024-03-01_en
https://www.reuters.com/business/energy/eu-signs-deal-with-azerbaijan-double-gas-imports-by-2027-2022-07-18/
https://www.eiu.com/n/azerbaijans-gas-exports-to-the-eu-face-challenges/
https://energy.ec.europa.eu/news/joint-statement-10th-ministerial-meeting-southern-gas-corridor-advisory-council-and-2nd-ministerial-2024-03-01_en
https://www.eiu.com/n/azerbaijans-gas-exports-to-the-eu-face-challenges/
https://www.tap-ag.com/news/news-stories/tap-triggers-the-first-level-of-capacity-expansion
https://ceenergynews.com/oil-gas/eu-and-azerbaijan-to-expand-the-southern-gas-corridor-and-double-gas-trade-by-2027/
https://unfccc.int/sites/default/files/NDC/2023-10/Second%20NDC_Azerbaijan_ENG_Final%20%281%29.pdf
https://www.reuters.com/business/environment/cop29-host-azerbaijan-plans-upgrade-climate-target-2024-03-14/
https://www.ft.com/content/3116e340-8b59-44cd-b394-16391aa1a44a
https://www.theguardian.com/commentisfree/2024/mar/12/cop29-bridges-diverging-north-and-south-15c-in-reach
https://www.theguardian.com/commentisfree/2024/mar/12/cop29-bridges-diverging-north-and-south-15c-in-reach
https://minenergy.gov.az/en/alternativ-ve-berpa-olunan-enerji/azerbaycanda-berpa-olunan-enerji-menbelerinden-istifade%23:~:text=To%2520achieve%2520these%2520goals,%2520by,at%2520the%2520expense%2520of%2520renewables.
https://www.iea.org/countries/azerbaijan/energy-mix
https://minenergy.gov.az/en/alternativ-ve-berpa-olunan-enerji/azerbaycanda-berpa-olunan-enerji-menbelerinden-istifade%23:~:text=To%2520achieve%2520these%2520goals,%2520by,at%2520the%2520expense%2520of%2520renewables
https://www.socar.az/en/post/socar-establishes-socar-green-llc

The government has plans to turn Nagorno-Karabakh, the area it took full control over in
September 2023, into a green energy zone with solar, wind and hydro electric power
projects in development.

One driver of the country's push for renewables is to free up supply to increase gas exports
to Europe. In November 2023, Azerbaijan's deputy energy minister Samir Valiyev said: "By
the end of 2027, wind and solar power plants with a capacity of 1,862 MW are planned to
be put into operation, which frees up more than 1 bcm of gas”.
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https://www.cfr.org/global-conflict-tracker/conflict/nagorno-karabakh-conflict
https://area.gov.az/en/page/layiheler/yasil-enerji-zonasi/yasil
https://www.spglobal.com/commodityinsights/en/market-insights/latest-news/natural-gas/111023-azerbaijan-expects-2023-gas-exports-to-europe-to-top-12-bcm-deputy-minister

