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INTRODUCTION
Relevance and development level of the subject. Transnational
business covering the entrepreneurial activity of economic subjects
of the country outside the border on an international scale has been
formed, changed and developed depending on the socio-economic
conditions existing in the world economy. In XXI century, modern
transnational business develops in two directions simultaneously.
The transnational business takes place globally in the conditions of
successful development of the world economy, and bilaterally, both
globally and locally in critical situations. Large integrated regional
economic entities engaged in transnational business are formed from
the interaction of country with other countries and their economic
rapprochement. They become relatively independent centers in the
world economy. As a result of the very rapid development of
transnational business in the world in recent decades, the
globalization processes are scaling up, and its influence on economic
and political processes is growing. Transnational companies (TNCs),
that are the main subjects of transnational business and speed up the
globalization, influence the rebuild of the existing system of
international economic relations (IEC) and the reduction of the role
of traditional participants acceptable up to date in the world politics.
At the same time, it should be noted that along with economic power
and success, the difficult-to-control activity of TNC poses threats to
the orderly functioning of the world economy. Such situation is
related to the joint activities implemented by various countries and
transnational companies that have different, conflicting interests, for
the sake of the purposes that do not coincide with the tasks, such as
ensuring stability and security in the world. But in fact, to ensure
economic security in the world, it is important to pay more attention
to solving global problems accepted by everyone. Any state should
have a free choice of policy for the development of its own country,
and have the rights to ensure realization of such policy, to mutually
benefit from the cooperation of all the countries of the world, to
ensure responsibility before the world community for the conclusion
of the economic policy conducted by various countries, as well as
5

their economic subjects, and to resolve the economic problems
occurring in the world peacefully. As known, recently the principles
mentioned in transnational business activities are not taken into
account, even, these principles are often violated from many aspects.
As a result, the economic balance in the modern world economy is
disturbed. Although the formation of transnational business is based
on general principles, this process takes place in different countries
in a unique form. Transnational business differs depending on the
structure of the economy of each country, the level of socioeconomic development, organizational-management structure,
national-ethnic characteristics and the level of development of the
state. At the same time, it is one of the issues in the interest of the
state and economic science to create and substantiate a foundation
for fast-developing, consolidating big national companies to take a
place in the rankings as TNC.
Transnational business began to cover not only the large economic
space, but also the regional space, which significantly expanded its
influence and range of activities. The economic entities of
Azerbaijan that is not large in area, invested more than 55 billion
manats in foreign countries.1 In comparison with 2005, GDP, foreign
trade turnover and currency reserves in our country increased by 10,
4 and 25 times accordingly. 238 billion dollars were invested in the
economy of the country in 2005-2020, including foreign investments
made up 128 billion dollars of it. 2 In these years, direct foreign
investment (DFI) of 88 billion dollars was made in the mining
industry, including foreign investments in the oil sector amounted to
74 billion dollars. 3 All these have led to transnational business
becoming an integral part of integration processes and the
development of transnational business in Azerbaijan.
Emphasizing the achievements, it should be noted that the foreign
trade turnover of Azerbaijan decreased from 43.6 billion dollars in
2013 to 24 billion dollars in 2020 or lowered by 1.2 times in
comparative value, non-oil products made up only 10-11 percent of
1

Investment export from Azerbaijan began in 2001.
(2005-2020) https://stat.gov.az/source/system_nat_accounts/
3
(2003-2020-ci illər) https://www.cbar.az/page-6/annual-reports
2
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the country’s foreign trade.
Many factors had a decisive influence on this situation. Among
them, the instability of the export price of crude oil, the low level of
transnationalization of non-oil production, the gaps in the state
regulation of foreign trade and other reasons can be mentioned.
After “The Contract of the Century” was signed in 1994,
transnationalization in Azerbaijan began to develop rapidly at the
expense of the oil sector. Many transnational companies from Europe
and Asia started operating in Azerbaijan under the Production
Sharing Agreements. These agreements allow foreign TNCs to
prioritize their interests over those of the national states. This feature
is also reflected by us. Back in 2012, Ilham Aliyev, the President of
Azerbaijan, in his speech at the meeting of the Cabinet of Ministers
dedicated to the results of the socio-economic development of 9
months of 2012, expressed his opinion with concrete figures and
declared that “the consortium has invested USD 28.7 billion on the
exploitation of Azeri-Chirag field, gained USD 73 billion of income.
That is, the contractors made a huge profit. If we collect all these
figures and take the price of oil at the level of USD 100, we will see
that indirectly obtained income of Azerbaijan is USD 8.1 billion”4.
90% of direct foreign investments involved in the Republic of
Azerbaijan through PSAs have already been repatriated. It is
important to take into consideration that Production Sharing
Agreements (PSAs) are widely applied in Azerbaijan not only in
the oil sector, but also in the ferrous and non-ferrous metallurgy
industrial sectors. These facts prove that presently TNCs that are
subjects of transnational business have positive and negative effects
on the economy of Azerbaijan. It is required to investigate them.
The increasing trends of repatriation of investments and carrying of
profit from the country require the regulation of transnational
business at the government level. For this purpose, it is very
important to regulate transnational business at the country, sector
(foreign trade) and company level, and the account of the balance
of payments of the country and economic relations of the national
4

Introductory speech of the President Ilham Aliyev at the meeting of the Cabinet of
Ministers chaired by Ilham Aliyev https://president.az/az/articles/view/6389/
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accounts system with the world should be analyzed, and the
production base of transnational business should be investigated. As
a result, various theoretical and methodological approaches to
transnational business and the need to solve practical issues at the
country level emerge, which also necessitate to turn the current
state of transnational business, its organizational-management
system, legislative base and production potential to the subject of
the research in a specific country.
Another aspect that makes this research relevant is that Azerbaijan
does not have a business entity with the status of a transnational
company accepted according to international rules. Investigating its
reasons is of scientific and practical importance. However, the fact is
that SOCAR and its subsidiaries are partners of the Production
Sharing Agreement (PSA) and 2 Risk Service Agreements (RXS)
signed with 24 companies representing 15 countries. SOCAR group
companies are engaged in the production and sale of both its and
foreign countries’ oil and oil products.
Choosing the proper methodology in approaching the problem
also requires the study of different points of view. And the subject of
the mentioned study is the scientific investigation of these problems.
The main business entity globally operating in the transnational
business sector is transnational companies.
Azerbaijani scientists have also written works dedicated to
international business, transnational companies, international
economic relations and integration to the global economy. Unlike the
subjects of these works, this dissertation provides the study of the
problems regarding the transnational business activity implemented
in Azerbaijan. Despite the studies conducted on the theory and
practical problems of the transnational business, the mechanism and
properties of the regulation of transnational business is still the
subject of dispute.
Thus, we think, the transnational business as an activity
interacting with national and world economic systems has been
poorly studied in the modern economic science of Azerbaijan.All
these grounded the choice of the subject of the present dissertation.
In recent years, there has been increased interest in transnational
8

business as the most massive and dynamic part of the globalization
process.
Scientific
studies
of
modern
processes
of
transnationalization, conducted by local and foreign scientists, show
the versatility of this business activity. Therefore, TNCs become the
subject of research not only in economics, but also in other fields.
The theoretical and methodological issues mainly related to
international economic relations, foreign investments on an
international scale, foreign trade, the ranking of Azerbaijan in
international comparative studies, and transnational companies are
considered in the works of the Azerbaijani scientists, like
Z.A.Samadzada [77] 5 , N.M.Imanov [60], A.S.Shekaraliyev [78],
I.A.Karimli [62], A.I.Bayramov [49], D.A.Valiyev [80],
F.A.Ganbarov [64], Sh.H.Hajiyev [126], G.A.Ganciyev [67],
E.M.Hajizade [65], E.Emir-Ilyasov [51], M.Gulaliyev [66] and
N.Sabiroglu [74]. The provisions proposed by the Azerbaijani
scientists in their works and the applicant’s attitude to them are
reflected in the first chapter of the dissertation.
Among Western scientists, there are many scientists,including
D.Aaker [83], B.Berman [113], K.Weilert [120], T.Kreydic [145],
P.Keokhane [147], K.Lavluk [161], J.Lamben [162], M.Porter [188],
M.Mexson [177], T.Pugel [186], A.Praysner [187], C.Khil [230],
E.Rays [196], D.Roberts [197]working in the field of study of the
problems of transnational business and its regulation. As a whole,
scientists of the post-Soviet space have made significant
contributions with their studies of transnational business and its
separate subsystem (transnational company). They are V.I.Anikin
[86], V.S.Avdonin [84], O.V.Bliznyuk [105], A.C.Bulatov [109],
E.J.Batmanova [111], Kh.Vafina [116], I.A.Kireyev [143],
G.P.Chernikov [217], M.N.Jegurin [221] and others.
However, up to present, the theoretical and methodological basis
of the current situation and regulation of the transnational business,
the legislative framework, mechanisms of regulation and problems
by the government have not been studied in Azerbaijan as a subject
of research. There are practically no scientific works on the current
5

The numbers refer to the serial number of the relevant literature used in the
dissertation (see “List of References” section of the Dissertation).
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state and diversification of the production base of transnational
business, increase of the competitiveness of national companies,
determination of performance indicators and other areas.
Object and subject of the research. The object of the research is
the transnational business implemented in Azerbaijan. The subject of
the research is the economic relations related to the improvement of
regulation of the transnational business implemented in Azerbaijan
and the development of transnational business of Azerbaijan.
Aim and objectives of the research. The aim of the research is to
study the current situation and system of regulation of the
transnational business in the Republic of Azerbaijan, and to develop
proposals and recommendations of theoretical and practical
importance for improving and increasing efficiency. In accordance
with the goal, the following objectives are set out:
- to study transnational business and its regulation mechanisms in
scientific, theoretical and methodological aspects;
- to study scientific approaches to economic models and concepts
of transnational companies in formation and development of
transnational business;
- to study the current situation and efficiency of the transnational
business in the country;
- to choose methodological approaches;
- to analyze and evaluate the directions of development of the
production base of the country’s transnational business;
- to analyze the regulatory framework for the regulation of
transnational business in the country;
- to study and evaluate the transnational business activity of the
country’s biggest national companies;
- to justify the need to grant transnational company status to
national companies of the country;
- to analyze the role of direct investment in the development of
the country’s transnational business;
- to determine the main directions of regulation of transnational
business;
- to substantiate the legal aspects of the creation of transnational
companies;
10

- to estimate the efficiency of transnational business;
- to identify directions for improving the regulation of
transnational business.
Research methods. The economic theories of the classics, the
studies of modern Western and local scientists on formation and
development of transnational businesses and transnational companies
and the regulation of their activities constitute various regulatory acts
adopted by the government of the republic in accordance with the
subject of the research. In the dissertation work, complex and system
analysis, comparative economic analysis and forecasting, method of
economic and mathematical analysis, synthesis and similar methods
are used. A collection of the research methods is used to determine
various parameters of transnational business and criteria for
transnational companies.
The information base of the dissertation consists of materials of
the World Bank and UNCTAD (United Nations Conference on Trade
and Development), materials of the State Statistics Committee, the
Customs Committee, and the Ministry of Economy of the Republic
of Azerbaijan. In addition, materials from large national companies
and transnational companies operating in the country are used.
Main provisions to be defended. The main provisions to be
defended in accordance with the subject of the research are the
followings:
- The theoretical concept and models of transnational business are
based on interstate policy, theoretical approaches to transnationalization
of production, theoretical concepts of transnational relations and
international economic integration schools, international trade theories
and transnational company theories[6, p. 20-26;7, p. 779-785]6;
- There are basic conditions for international economic integration
in the transnational business sphere in the Republic of Azerbaijan [17,
p. 56-63; 19, p. 906-910];
- The efficiency of transnational business in Azerbaijan should be
assessed at the level of the country, field and company [29, p.88-95];

6

These and other similar numbers in the abstract refer to the proper work of the
applicant (see the “List of References” section in the Abstract).
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- It is necessary to include a new management structure, i.e.
“Coordination Center for Foreign Representative Offices
(subsidiaries)” or headquarters in the SOCAR management structure,
which can jointly solve global issues of transnational business,
including transnational companies. SOCAR is a state company; all its
shares are owned by the state. This company is at the level of a
transnational entity of the internationalization process [24, p. 34-40;
26, p. 57-69];
- The conditions for allowing transnational companies to enter the
domestic market ensure the superiority of their interests in Azerbaijan
[41, p.192-197];
- Given that the major part of the revenues of the state budget is
obtained from the oil industry, it is significantly relevant and
important to adopt a law regulating PSAs, which will allow jointly
exploiting oil and gas fields offshore and onshore with foreign TNCs
under PSA.
- One of the important directions of the globalization and the
development of transnational business is the transnationalization of
production in the country. This process fundamentally expands the
scope of the country’s national interests. One of the indicators
characterizing the level of transnationalization of production is its
position in import-export operations [43, p. 1369-1379];
-Each country is interested in the formation of the national TNCs.
TNCs protect the national interests of the country of origin, but there is
no local company of “transnational company status” in Azerbaijan
[28-38-32];
- Mainly raw and semi-finished goods are competitive for the
development of transnational business of Azerbaijan [42, p.462-467];
- Protecting the interests of the domestic market and local product
manufacturers is important in the development of non-oil industry and
agricultural sectors [41, p. 192-197];
- It is important to coordinate the national economic interests of the
recipient country with the interests of transnational business subjects.
Scientific innovation of the research. The following scientific
innovations were achieved in the process of the dissertation work
fulfilled:
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- The theoretical and methodological aspects of the assessment of
the level of transnationalization of multinational business and
national companies were systematically analyzed. As for us, the
synergetic concept can be considered as a preliminary basis for the
development of a general theory of transnational activity [9, p. 3749; 15, p. 27-32];
- The legal aspects of the regulation of transnational business in
Azerbaijan were analyzed and it was determined that it is important
to balance the legal framework that governs transnational trade and
economic cooperation, to create international compatibility with the
system of multilateral interstate agreements, to give priority to
economic methods over administrative methods, to raise the
transparency of the information and communication system of the
regulation of transnational business [22, p. 7-14; 32, p. 35-45; 33, p.
42-48; 44, p. 1369-1379];
- The preconditions for international integration in transnational
business in Azerbaijan have been determined, which include the
level of social and economic development of individual countries
participating in the integration process, the level of development of
creation of new information and communication structures, the
regional proximity of the participating countries, the political will of
the head of the country, etc. [32, p. 42-48; 45, p. 82]
- The transnationalization index and investment attraction index of
the country were estimated according to the chosen methodology to
determine the effectiveness indicators of the regulation of
transnational business at the level of country, field (foreign trade)
and company. The transnationalization index of the Republic of
Azerbaijan for 2020 was 0.22, and the investment attraction index
was 0.540. These indicators are considered higher as they approach
the unit. The main reason for the low level of the country’s
transnationalization index is the low number of foreign investments
involved [25, p. 42-48;37, p.116-127;39, p.1291-1298];
- Specific weight ratios of export, import, foreign trade, export in
production in GDP, structural specialization ration in industrial areas,
and relative export specialization ratio of the field were calculated
and assessed as the main indicators of transnational business
13

regulation at the field level. Due to the fact that the structural
specialization ratio in industrial areas and the relative export
specialization ratio of the field are too far from unit, their adjustment
is not considered effective [20, p. 18-24; 21 p. 8-18; 26, p. 57-61; 37,
p. 116-127];
- The indicators of transnational business regulation at the
company level were defined and assessed; including, the high
economic efficiency index of SOCAR’s export, import and foreign
trade in general was determined. SOCAR’s index parameters,
transnationalization index, and attracted investments index were
calculated and assessed. (The transnationalization index of SOCAR
increased from 0.395 to 0.593; the index of involved investments
decreased from 0.961 to 0.877 in 2013-2020.) The outcomes of
SOCAR give reason to note that the regulation of this company is
effective and it deserves the status of a medium-level TNC based on
its calculated indicators [28, p. 28-32; 40, p. 32-41; 43, p. 425-436];
- A new management structure, i.e. “Coordination Center for
Foreign Representative Offices (subsidiaries)” or “headquarters”
should be included in the management structure of SOCAR, so that
they can jointly solve global issues of transnational business,
including subsidiaries. SOCAR is a state company; all its shares are
owned by the state. This company is at the level of a transnational
entity of the internationalization process [28, p. 28-32; 16, p. 37-45];
- The importance of adopting the law “On Production Sharing
Agreements” is substantiated. Thus, since there were not enough
financial resources when the production sharing agreement was
implemented in Azerbaijan, the state had to give numerous
concessions to foreign TNCs, they were actually excluded from the
national taxation regime, the terms of the agreement were unchanged
during all periods of the contract validity, natural resource deposits
since the granting of the right to exploitation is not done on the basis
of an auction, but through negotiations in the central management
bodies, and as part of the production sharing agreement, companies
have the right to sell their shares outside of the competition, it is
appropriate to revise the legislative framework for the use of
production sharing agreements in Azerbaijan and limit its use and to
14

apply the options that are advantageous in terms of national interests
[44, p.1369-1379];
-The reasons for the absence of a business entity with the status of
transnational company in Azerbaijan, which was accepted in
accordance with the international rules, were investigated. In order to
grant the status of “transnational company” to big national
companies of Azerbaijan, it is necessary to have a government
strategy and support. Because every state is interested in having a
transnational company and TNCs serve the national interest of their
country. It was determined that SOCAR meets all the criteria
required for the status of transnational company [43, p. 425-436 ];
- The directions of the improved regulation of the transnational
business carried out in Azerbaijan and the directions of development
of the transnational business of Azerbaijan have been determined.
Theoretical and practical importance of the research. The
results and proposals provided in the dissertation can be used by the
central governmental authorities in preparation of measures for state
regulation, coordination, development and diversification of the
structure and production base of the transnational business. The
recommendations of this research can be used to develop a justification
for the formation of transnational companies in Azerbaijan in
accordance with the internationally recognized criteria as a leading
structure for transnational business. This dissertation is a valuable
source of information for promoting the creation of transnational
companies on the base of national companies of the country.
Approbation and application. The main provisions, practical
results and proposals obtained in the dissertation were reported at
scientific and practical conferences held in the international and
national higher schools on the problems in regulation of transnational
business and increase of the efficiency of transnational companies.
The reports were delivered, for example, in “International Scientific
Practical Conference of Modern Technology of Applied Design”.
Collection of works (Kutaisi – 2011), International Scientific and
Practical Conferences “Development of Regional Economic Policy
and Cooperation” (Baku – 2014) and “Innovative development of
agricultural science and education; world practice and modern
15

Priorities” (Ganja - 2015), “Post 2015: Sustainable Development of
the Republic of Azerbaijan within the Global Challenges”
International Scientific and Practical Conference (Baku – 2015),
“Political Aspects and Economic Efficiency of Investments”
International Scientific and Practical Conference dedicated to the
92th anniversary of the National Leader Heydar Aliyev (Baku –
2015), “Problems in ensuring food security and increasing the
competitiveness of the agricultural sector in the Independent
Azerbaijan state” International Scientific and Practical Conference
dedicated to the 100th anniversary of the Azerbaijan Democratic
Republic (Baku – 2018), “5th International Conference on Lifelong
Education and Leadership for All-ICLEL (Baku – 2019), Modern
trends in fundamental and applied research: a collection of scientific
papers under the materials of the third international scientific and
practical conference, (Ryazan-2015, in the RSCI database) Scientific
discussion; issues of economics: management No. 6 (39) - a
collection of articles under the materials of XXXIV international
scientific and practical conference, (M., 2015 in the RSCI database)
and other international scientific and practical conferences.
47 articles and thesis and 2 monographs have been published
under the results of the research.
The main context of the dissertation is reflected in 2 monographs,
journals determined by the SAC (Supreme Attestation Commission),
and a number of foreign publications. The results of the research in
the field of regulation of transnational business at the level of the
country, field (foreign trade) and company in the dissertation are
published in the journals “Azerbaijan oil economy”, “Mester" and
“Dilemas contemporaneous education political valores” under the
base of “Web of science” and SCOPUS journals, and other
prestigious journals have been published.
The main results and proposals of the research were presented to
the State Oil Company. The minutes No. 2 dated October 12, 2015
and report of the session of the Section on Economic Issues of the
Scientific and Technical Council of the State Oil Company of the
Republic of Azerbaijan upon Application are attached to the
dissertation work. The results and provisions of the dissertation and
16

research are used in teaching “Transnational Companies”, “World
Economy”, “International Economic Relations”, “International Trade”
and other disciplines in the Azerbaijan State Economic University.
Organization where the dissertation was fulfilled. The
dissertation work was fulfilled at the ANAS Institute of Economics.
Scope of the dissertation with characters specifying individual
scope of structural units of the dissertation. The dissertation work
including introduction, five chapters, conclusion and list of
references (total volume 487785 characters, including introduction 25106 characters; chapter I - 92824 characters; chapter II - 67325
characters; chapter III - 71153 characters; chapter IV - 71598
characters; chapter V - 140169 characters; conclusion - 19610
characters) has been fulfilled in 321 pages. 65 tables and 3 graphs out
of 8 pictures are used in the research work.

MAIN SCIENTIFIC PROVISIONS TO BE DEFENDED
1. The theoretical concept and models of transnational
business are based on interstate policy, theoretical approaches to
transnationalization of production, theoretical concepts of
transnational relations and schools of international economic
integration, international trade theories and transnational
company theories.
When developing the concept of transnational business for a
particular country, it is necessary to clarify the main motives of
entrepreneurs and business entities in foreign countries. And the
main motive here, also, is to attempt to invest more profitable capital.
This is achieved through the presence of a favorable business
environment in the country which adopts the production of goods
and provision of services. International experience and the main
problems of regulation of transnational business in the economic
literature include the ensuring of the economic and political interests
of the parties, the choice of criteria for evaluating the activities of
transnational subjects, provision of employment and compliance with
national labor legislation, the legal framework for dispute resolution,
investment incentives, Limited Business Practices, political
17

competition and consideration of consumer interests. In accordance
with the international agreement, states take into account the
provisions of the international codes in national legislation and
control their implementation. In addition, in some cases, the
transnationalization of business leads to contradictory results for
TNCs’ home countries and “receiving countries”. In this regard,
given the versatility and multinationality of the transnationalization
process of business, it is important for each country to theoretically
and methodologically understand the features and directions of this
complex process.
The common deficiency of the transnational business theories is
that they attempt to determine one and more decisive factor defining
the activity of transnational operations. Currently, various theoretical
approaches are used to analyze transnational activities. As for us, the
use of synergetic methodology that facilitate obtaining a general idea
for this purpose, allows us to overcome the limitations of the known
approaches. N.Kh.Vafina noted in her research that “...the synergistic
concept can be considered as the initial basis for the development of
a general theory of transnational activity”.7 Because the synergetic
approach is applied to various fields of research. The application of
the results obtained on the basis of a synergistic approach increases
their reliability in most areas of knowledge.
In our opinion, the theoretically processed theoretical directions
and scientific research should be taken into account in the activities
of all transnational business and transnational companies.
2. There are preconditions for international economic
integration in the transnational business sphere in the Republic
of Azerbaijan. These are:
- the level of socio-economic development of individual countries
participating in the integration process: The level of socio-economic
development of Azerbaijan is compared with the leading European
countries. Trade relations of Azerbaijan with major countries of the
world formed GDP of the Republic was 5.6 billion manats in 2003
7

Vafina N.Kh., Transnationalization of production in the light of the theory of selforganization of economic systems // Moscow: KGFI, - 2012, -p. 16
http://www.mirkin.ru/_docs/_dumnaya/bookVafina.pdf
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and 72.5 billion manats in 2020.
- Regional and territorial proximity of the Republic: Azerbaijan is
considered the center of European and Asian countries in the
development of the transnational system;
- Creation of new information and communication structures:
today our country reaches the level of European countries. The
information and communication structures were 464 million manats
in 2003, and 2.2 billion manats in 2020;
- Rapid development of domestic trade: Domestic trade in the
country has increased by 10 times. The domestic trade was 4.4
billion manats in 2003 and 47.9 billion manats in 2020;
- political will of the leadership of the Republic: the political will
of the leadership of the Republic has created a fundamental
economic basis for the development of integration processes, foreign
trade turnover increased by 10 times, a favorable business,
investment environment created in the Republic and the political
reputation of our country raised. It should be noted that the world
community once again witnessed the political will of our victorious
Commander-in-Chief Mr. Ilham Aliyev in the liberation of our
homeland from occupation and the restoration of territorial integrity
in the 44-day Patriotic War. The reconstruction and development of
our territories of favorable geographical and economic potential that
freed from occupation and their involvement in the economic cycle
of the Republic will greatly strengthen the future economic potential
and transnationalization of our country. In general, we can say that
there is a regulatory basis for the creation of all levels of
international economic integration processes and the regulation of
transnational business: preferential trade agreement - with many
countries; free trade zone - with Russia, Georgia and Iran; customs
union with Turkey and Georgia; common market – with EU
countries; economic union– with the CIS countries; political union –
with Turkey and other countries.
3. The efficiency of the transnational business in Azerbaijan
should be evaluated at the level of country, sector and company.
The main generalized economic indicators of the republic such as
gross domestic product - GDP, report on goods and services, report
19

on economic transactions with other countries of the world, balance
of payments and competitiveness index of the country, and
transnationalization and attracted investments index of the country
have been adopted as indicators of the regulation of the efficiency of
transnational business at the country level. Thus, the analysis of the
key indicators selected to determine the main indicators of the
regulation of transnational business at the level of country, provided
the following results:
- In 2014-2020, the main macroeconomic indicators of the country
increased significantly (GDP from 59.0 billion manats to 72.5 billion
manats; GDP per capita from 6268 manats to 8168.3 manats; share
of GDP in the non-state sector from 72,8%to 85.5%);
- State budget revenues increased from 18.3 billion manats to 23.1
billion manats;
- negative indicators have been observed in the accounts on the
economic transactions with the rest countries of the world (according
to the indicators of 2014-2020) almost in all parameters;
- positive progresses have taken place in all parameters of national
revenue;
- balance of payments - current transaction account – have
increased from 12317.8 million manats to 26266.2 million manats;
- the country’s global competitiveness index has been found to be
low in the following directionsThe block diagram of the regulation of
transnational business at the level of country is presented in the
Figure 1.
The transnationalization index of the Republic of Azerbaijan is
determined by the average value of 4 indicators (see the Table 1) and
this indicator is 23 for the year 2020. For comparison, this indicator
is 29 in PRC and 87 in the UK. The investment attractiveness index
of the Republic of Azerbaijan in 2003 was 0,040, and 0,016 in 2020.8
This value is considered effective as it moves away from the unit.
The main reason for the low transnationalization index of the country
is the less foreign investments involved in the country.

8

Calculated by the applicant based on Azstat.com/world Economic Outlook
Database 2020 indicators (See: the Table 3.1.29 in the dissertation).
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Figure 1. Block diagram of the regulation of transnational
business in the country’s economy
Source: The block diagram was prepared by the author.[33, p.42-48]
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K
25877.0
24986.6
22484,0

X.k
6985.5
7695,9
7267.6

U
Xi
N
80092.0 31676.0 4879.3
81896.2 39707.0 4938.1
72578,1 37123,2 4876,4

Number of people working in
foreign companies in
Azerbaijan (nəfər)

Number of working people in
Azerbaijan (thous. people)

Prodution by foreign TNCs
mil. man.

GDP
(mil. manat)

Total amount of foreign
investments in the Republic of
Azerbaijan, mil. man.

Calculating
formula

Total amount of investments
made in the Republic of
Azerbaijan, mil. man.

Years

Country transnationalizaton
index

Table 1
Calculation of the transnationalization index of the Republic of
Azerbaijan

n,
92600
93400
91398

Source: Compiled by the applicant based on Azstat.com/world Economic Outlook Database
2020 indicators.

At the level of field (foreign trade), there should be a
consistency and systematic approach in determining the
parameters of regulation of the transnational business:
- systematic analysis of the dynamics of trade, including imports
and exports;
- analysis and study of foreign trade turnover by the types of
operations;
- diagnostics and study of foreign trade on the international trade
standards;
- determination of the specific weight of exports in GDP;
- determination of the specific weight of imports in GDP;
- determination of the specific weight of foreign trade of the
Republic in GDP;
- determination of the specific weight-quota indicator of export in
the production fields of the Republic;
- determination of the structural specialization ratio in industries;
- determination of the relative export specialization ratio of the
industry.
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The indicators reflecting the efficiency of exports and imports in
Azerbaijan, and the level of international specialization of economic
sectors and the country have been individually calculated.
The efficiency indicators of regulation of the transnational
business of Azerbaijan at the level of field (foreign trade) have been
determined. They have been compared with the international
standards, the reasons of deviations and ways to eliminate them have
been identified, and the results are shown in the Table 1.
Table 2
Indicators of transnational business in Azerbaijan (at the level of
field)
Estimated indices
Specific weight of
exports in GDP
Specific weight of
imports in GDP

Characteristics of
the indicator
(international
standard)

Indicators for the Republic of Azerbaijan
2014 2015 2016 2017 2018 2019 2020

Up to 30-40%

40.2 24.5 35.5 41.3 41.6 40.7 31,6

Not more than 20%

12,.2 17.4 22.4 21.1 28.0 28.7 25,5

If the amount of
foreign trade turnover
is more than 25% in
52.4 41.9 57.9 62.4 69.6 69.4 57,4
GDP, such country is
an open economy
country.
The high ration
Specific weight of
indicates the suitability
field exports in the
of the field for
93.4 88.1 67.0 78.4 92.0 90.1 75,0
total value of
international
exports
specialization
The more the
Share of exports in
indicator is, the
the industrial
82.1 88.0 64.5 52.7 64.1 64.4 56,2
higher participation of
production
the country in ILM is
Determination of
The higher the
the relative export indicator is, the more
2,278 2,065 2,647 2,021 1,547 1,599 1.658
specialization ratio exportability the field
of the industry
is
Ration of structural If the indicator is>1,
specialization of
the specialization is
1,187 1,011 1,045 1,009 0.931 1,104 0,727
industries
high
Source: Compiled by the applicant based on the information provided in the Tables
3.1.9;3.1.10; 3.1.11; 3.1.12 and 3.1.13 based on the calculation methodology given in the
Table 1.3.1. https://www.stat.gov.az
Specific weight of
the country’s
foreign trade
turnover in GDP
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The obtained positive results of SOCAR on classification of
the process of regulation of transnational business at the level of
company according to the following aggregate parameters allow
us to note that the regulation of this company is effective.
SOCAR is a profitable medium-sized TNC.
a) Profit-value parameters of transnational companies:
b) Efficiency of parameters of transnational companies:
- Determining the economic efficiency of SOCAR exports;
- Determining the economic efficiency of SOCAR imports;
- Determining the economic efficiency of SOCAR import-export.
c) Index parameters of transnational companies:
- index of transnationalization of transnational companies;
- investment index of transnational companies;
- index of attracted investments of transnational companies.

Figure 2. Calculation of the minimal income in the volume of
SOCAR production
Source: Figure 2. Compiled based on the indicators of SOCAR in 2020.
https://www.socar.az/socar/az/economics-and-statistics/economics-andstatistics/socar-reports

SOCAR as a whole is a profitable transnational corporation. The
shaded part of the Figure represents the maximal area of profit,
which is equal to the difference between the price and the aggregate
average costs. Where, the blackened part of the Figure is the
SOCAR’s profit zone.
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SOCAR Transnationalization Index was also calculated and
shown in the Table 3.
Table 39
Determination of SOCAR transnationalization index (mln.manat)
Year Calculating
s
formula
2014
2015
2016
S S  P P  C1 C
2017 Yt  1 1
3
2018
2019
2020

Yt

S1

S

P

Ç1

Ç

3830
3254
5219
2522
2044
4637
3788

8250
10239
10540
10431
11271
11875
12586

56460
52576
53009
60663
61125
51695
50862

P1

0.391 16.269 24067 1798
0.348 25990 39954 1287
0,510 32452 53007 4518
0,529 33042 61347 1896
0,490 37452 61392 1533
0,579 41047 65375 4039
0,593 42232 64435 3228

Source: Table 3 was prepared by the applicant using the methodology selected
based on the indicators of SOCAR’s consolidated financial statements.
https://www.socar.az/socar/az/economics-and-statistics/economics-andstatistics/socar-reports

Table 4
Main indicators of transnational business at the level of
company (SOCAR)
Calculated indices

SOCAR
2013 2014 2015 2016 2017

2018 2019 2020
Integrated index of the
efficiency of SOCAR’s 10,3 11,6 9,8 10,1 16,3 19,9 17,3 7,1
import-export activities
Index of investments
0,961 0,968 1,105 1,556 1,154 1,701 0,594 0,480
attracted by SOCAR
Transnationalization
0,395 0,391 0,348 0,510 0,529 0,490 0,579 0,593
index
Source: The table was compiled by the applicant based on the SOCAR reports and
selected methodology. https://www.socar.az/socar/az/economics-and-statistics
/economics-and-statistics/socar-reports.

Legends: Yt – transnationalization index; S1 – value of foreign assets; S – value of
total assets; P1 – value of sales abroad; P – total value of sales; Ç1 – number of
staff of TNC abroad; Ç – Total staff of TNC.
9
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Thus, the calculation of indices of the transnational business at the
level of companies in Azerbaijan gave the following results:
- the efficiency index of sales of products in the domestic market
and production increased from 12539 million manats to 25463
million manats;
- the integral efficiency index of SOCAR’s import-export
activities decreased from 10.3 to 7.1;
- In 2013-2020, the SOCAR transnationalization index increased
from 0.395 to 0.593; the index of attracted investments decreased
from 0.961 to 0.87710.
As a result, the above positive results of SOCAR allow us to note
that the regulation of this company is effective.
4. It is necessary to include a new management structure, that
is “Coordination Center for Foreign Representative Offices
(subsidiaries)” or headquarters, in SOCAR management
structure, so that they can jointly solve global issues of
transnational business, including multinational companies.
SOCAR is a state-owned company, all shares are held by the state.
This company is at the level of the transnational entity of the
internationalization process. It reports show that the company is
guided by the principles of corporate governance, however,
according to our study, the management of this company did not
comply with the corporate management principles till the recent
years.
These issues are provided both in the international standards and
in “OECD Principles of Corporate Governance of State-owned
Enterprises” 11 adopted by the OECD. SOCAR does not have a
mutual control system, control is carried out only by the president of
the company under his disposal. The company has over 20
subsidiaries. Shares of most of these companies are 100% owned by
SOCAR. They make decisions independently. SOCAR can be
considered a medium-sized TNC according to its transnationalization
10

See: the Table 4.2.14 in the dissertation
“OECD Principles of Corporate Governance of State-owned Enterprises”
https://www.oecd.org/daf/ca/corporategovernanceofstateownedenterprises/45035654.pdf
11
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index. But in its management structure there is no body coordinating
the activities of subsidiaries. At the same time, there is no
mechanism for control by the legislative body over the activities of
the company. One of the directions for regulating the activities of
transnational business in Azerbaijan may be the adoption of specific
regulations governing financial flows between SOCAR and the state.
5. The conditions for the admission of transnational
companies to the domestic market ensure the priority of their
interests in Azerbaijan.
As seen from the Table 5, USD 32,3 billion was invested in the
Azerbaijani economy from all sources (including direct, financial
loans, portfolio and other investments) only in 2006-2010. During
this period, USD 23.4 billion was transferred to non-CIS countries in
the form of investment repatriation (return to the country of origin),
and USD 22.5 billion in the form of income repatriation.
Table 5
Repatriation of investments and profits from Azerbaijan ($ million)
Indicators

19952005

20062010

2014

2019

2020

20102020

Foreign investments (direct
investments, financial loans,
investments of joint and foreign
23767 32291 8049 4275 1183 42212
enterprises, oil bonuses, other
investments), (“Statistical
indicators of Azerbaijan”, by
years)
Reimbursement of income in
Azerbaijan (repatriation of
income to the share of foreign
investors, wages paid to non4473 22446 4143 1595
759 21393
residents, interest paid on the
use of foreign loans) debit of the
income item of the balance of
payments
Investment repatriation (started
6954 23360 3615 3222 1000 23546
in 1997)
Source: The table was compiled by the author on the basis of “Statistical indicators
of Azerbaijan” of the State Statistics Committee, and reports of the Central Bank of
Azerbaijan (1995-2020) https://www.cbar.az/page-6/annual-reports
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In total, the repatriation of income and investments amounted to
USD 45.8 billion. This means that the profit taking by foreigners for
5 years was 1.4 times higher than the foreign investment made in the
economy of country. The same situation occurred also in 2010-2020,
that is, foreign TNCs invested USD 42.2 billion, USD 32.5 billion of
which was transferred in the form of repatriation of investments, and
USD 21.3 billion in the form of repatriation of profits were
transferred to foreign countries. This is 1.2 times more than DFI they
have applied in 9 years.
6. Given that the major part of the revenues of the state
budget is obtained from the oil industry, it is significantly
relevant and important to adopt a law regulating PSAs, which
will allow jointly exploiting oil and gas fields offshore and
onshore with foreign TNCs under PSA.
Analyzing the role of TNC in the internationalization of
production in his monograph “Transnational Corporations”, G.
Ganciyev notes that “the increase in the role of TNC in the
internationalization of production affects the national economies of
countries and the development of the production areas of many
countries at the same time, their raw material reserves are used to
meet the interests of super states. While such internationalization
trend allows developing countries to make certain profits, but on the
other hand, the tendency to exhaust raw materials and preserve
ecological balance in these countries is strengthened.” 12 So, the
Production Sharing Agreements, which are currently widely used in
the oil sector of Azerbaijan, also specify the procedure for
reimbursement of contractor’s costs (Article 11.2). Thus, the
operating costs of the contractor (International Operating Company)
are paid from the total volume of oil produced. The remaining 50
percent of crude oil is used to cover capital costs. The remaining
crude oil is considered profitable oil and is distributed among the
participants. In accordance with the clause 11.4 of the Agreement,
the contractor is allowed to transfer the unpaid current operating and
12

Ganjiyev, G. Transnational corporations//A.Alekbarov, L.Ganciyeva-: Baku, Elm,-2007,-p.42.
http://lankaran.cls.az/front/files/libraries/2113/books/444720097.pdf
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capital costs of the previous quarter to the next quarters. Also, this
right shall be valid for 30 years in the effective term of the contract.
And this is a legal standard different from the Tax Code of the
Republic of Azerbaijan. Because the Code states that legal entities
may exercise such right for a period of 3 years. According to the
“Contract of the Century” (clause 11.1), up to 10 percent of the oil
produced may be used by the contractor for production purposes (to
maintain stable pressure in oil wells, etc.) free of charge.
Unlike the Tax Code of Azerbaijan, one of the provisions of the
“Contract of the Century” is the calculation of allocations for
depreciation. This applies to both the depreciation rate and the
classification of property, plant and equipment. The Tax Code of
Azerbaijan provides buildings and structures with a unified
classification and applies a depreciation rate of 7% of the residual
value at the end of the year. Foreign companies tend to use fast
depreciation. So, applying the rule stipulated by the Tax Code of
Azerbaijan, depreciation charges are included in the cost of
production as a cost item. In international practice, depreciation is
not considered a cost item and is not considered the profit of the
enterprise. It should be noted that depreciation charges in the
consolidated financial balance and National Accounts of Azerbaijan
are considered to be the profit of economic entities. Thus, there is a
discrepancy between the three state documents of Azerbaijan.
Foreign companies operating in Azerbaijan under production
sharing agreements are exempt from export duties; value added tax
and other taxes on imported goods. They pay profit tax at a rate of 5
percent. As mentioned above, foreign companies involved in the
exploitation of the fields of natural resources of Azerbaijan under a
production sharing agreement are taxpayers upon paying operating
and capital costs. For comparison, the profits of oil companies in the
OPEC countries are taxed at a rate of 50-85 percent. The Table 6
provides the profits and payments to state by the foreign TNCs from
mining production in Azerbaijan in 2003-2020.

29

30

Source: Azstatorg report 2020 and HSSHT (transparency in extractive industry) reports 2020. http://hssk.gov.az/az/hssh_reports

Graph 1. Investments and repatriation of investments by TNCs
in the industries engaged in production of mineral resources in
the Republic of Azerbaijan in 2003-2020.
Note: Reports of the Commission on Transparency Initiative in the Extractive
Industries of the Republic of Azerbaijan in extraction of mineral resources; reports
of METI (for the years 2011-2020) oilfind.az/report-and-statoil/get; EIT reports
(2003-2010) oilfind.az/report-and-statoil/get

The Graph 1 shows the investments both in oil and ferrous and
non-ferrous metallurgy under PSA, repatriation of investments and
payments to the state in cash by the foreign TNCs.
The Republic of Azerbaijan has concluded numerous Production
Sharing Agreements with foreign companies, and their provisions are
approved on a case-by-case basis, not by the national legislation. It is
expedient to adopt a regulatory act governing the provisions of such
agreements that will be concluded in the future. Moreover, about 75
percent of 1765 foreign and joint ventures operating in Azerbaijan
are the foreign-owned companies. Only 25% of foreign-owned and
joint ventures were created with the Azerbaijani business subjects.
Only one fifth (20%) of foreign-owned and joint ventures was
established in the industrial sector. Most foreign-owned and joint
ventures, i.e. more than 90 percent are located in Baku. In 2018, the
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major part of the total value of the goods loaded and services
provided in the Republic (27.5 billion manats or 87%) fell on foreign
companies. In 2019, the goods loaded in the country were USD 46.9
billion, of which mining products worth USD 32.8 billion, and
processing industry USD11 billion. 90% of this total amount falls on
foreign companies, which requires further improvement of legislative
and regulatory mechanisms. Thus, there is a need to consider the
issue of withdrawing investment resources from the national
economy of the country and the introduction of territorial and
sectoral restrictions on the placement of investments in the country
and in areas of economic activity.
For reference, it should be noted that the neighboring Russian
Federation adopted the federal law “On Production Sharing
Agreements” dated December 30, 1995. According to the Article 2
of the mentioned Law, the PSA is an agreement under which the
Russian Federation grants a business entity the sole rights to search
explore and develop minerals in the subsoil within the territory
specified in the agreement under substitution for a certain period of
time and the investor undertakes to implement the assigned works at
its account and risk. The agreement defines all the necessary
conditions for use of subsoil, including the conditions and procedure
for distribution of the resulting products obtained between the
parties.
7. One of the important directions of the globalization and
development of transnational business is the transnationalization
of production in the country. This process significantly expands
the sphere of national interest of the country. One of the
indicators characterizing the level of transnationalization of
production is its position in import-export operations. The level of
transnationalization of production in the oil and gas sector of
Azerbaijan is very high. However, this figure is very low in the nonoil refinery and agricultural sectors. Thus, the share of agricultural
products accounted for only 3.2% of the country’s exports, and the
share of non-oil refining industry products 5.1%. But these industries
account for 93.7 percent in imports. The main reason for the current
situation in both sectors is their very low development. The products
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of these sectors do not fully meet domestic demand. I have to note
only that totally 16 % of the country’s industrial output is produced
in the non-oil refining industry (2019). The changes took place due
to the pandemic in 2020.
Stimulating the transnationalization of local production,
guarantying and supporting the activities to develop and strengthen
the external positions of the national economy, forming dispute
resolution mechanisms and other similar issues are resolved with the
support of the national government.
The government forecast an increase in industrial production from
28 billion manats in 2010 to 51 billion manats in 2023 (Table 7). The
non-refining sector of the industry is expected to grow above average.
It is forecast that about 90 percent of the increase in industrial
production will come from the manufacturing industries. However, the
projected volumes of production of silk and cotton fabrics, carpets and
rugs, furniture with various assignments, household air conditioners,
refrigerators, cigarettes, clothing, pharmaceuticals and many other
processed products are significantly below domestic demand.
Although the production of polyethylene and primary aluminum,
exported in the form of semi-finished products and raw materials, is
planned to be increased by 2-3 times, their processing into finished
products in the country is not reflected in the forecasts.
Table 7
Forecast structure of Azerbaijan industry as of 2023
(according to total production, mln. man)

Industry, total
Mining industry
of which, crude
oil and natural gas
Processing
industry

2010
Fact
%
27978
100
20862
74.6

2018
Fact
%
47677
100
34931
73,2

2023
Forecast
%
51000
100
43090
74,9

20199

72.2

31417

65.8

38428

66.9

5736

20.5

10465

21.3

13420

23.3

Source: Compiled by the applicant based on “State budget envelope of the
Republic of Azerbaijan for 2018” book, II, Milli Majlis of the Republic of
Azerbaijan, State Statistics Committee, “Azerbaijan in figures”, “Industry of
Azerbaijan”
journals.
https://www.stat.gov.az/menu/6/statistical_yearbooks/
https://www.meclis.gov.az
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In the non-refining industry, although all the measures envisaged
by the government in the forecasts for 2021-2023 have been
implemented, their products will not dominate in terms of meeting
demand.
Even though all measures envisaged by the government in the
forecasts for 2021-2023 in non-oil processing fields of the industry
are implemented, their manufactured products will not prevail in
terms of meeting the demand.
In our opinion, the current direction of the industrial policy of the
Azerbaijan government may be export-oriented, stimulating domestic
demand, identifying and approving priority import-substituting areas
by the government, protecting the domestic market, creating large
integrated manufacturing enterprises, holdings and financialindustrial groups.
Given that only 19% of domestic investments in the country’s
industry in 2004-2020 were invested in non-oil processing industries,
it is necessary to transnationalize production in the coming years
through a significant increase in public investment in non-oil
processing industries. Foreign investors are not interested in this
sector.
8. Each country is interested in formation of a national TNCs.
TNCs protect the national interests of the country of origin.
However, there is no local company with the status of a
transnational company in Azerbaijan.
The formation of transnational local companies strengthens the
protection of national interests abroad.
The Convention on Transnational Companies, adopted by the
Commonwealth of Independent States in Moscow in 1998, provides
for the legal framework of organizing issues, such as creation,
management, interaction with the state, registration of such
companies, etc. The Article 4 of the mentioned Convention governs
the creation and registration of a transnational company.
So, our conclusion is that, taking into account the international
experience, the aforementioned convention and the relevant UN
regulatory acts, it would be expedient to grant the status of
“transnational company” to the relevant national companies of
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Azerbaijan. At present, Azerbaijan acts only as a host country for
TNCs in the field of transnational business. In the international
practice, the structure of the world market and the level of
competitiveness of goods and services in them, the international flow
of capital and the transfer of technologies are determined by
transnational companies.
In our study, SOCAR indicators are assessed in terms of the
requirements of the criteria specific to transnational companies, and
provided in the Table 8.
Table 8
Comparative indicators of the State Oil Company of Azerbaijan
Republic (2020)
Indicators
Number of countries where the
company operates
Placement of the company’s
production capacity in a certain
number of countries
Capitalization of the company
Specific weight of foreign
transactions in the company’s
revenues or sales
To be the major owner of the
shares with the right to vote
International staff of the
company
International content of the
management of the company
Annual turnover (sales) (UN
criteria)
Annual turnover (sales) (Forbes
criteria)

Unit of
measure

UN
standards

ea

at least 2-6 and
more

Indicators
of the oil
company
More than
20

ea

More than 2

4

billion
Dollar

2

65

%

25

75

%

In 3 and more
countries

10

%

17

%

18

USD

100 mln.

USD

207 mln.

49.6
billion
49.6
billion

Source: Compiled by the applicant on the basis of SOCAR annual report.
https://www.socar.az/socar/az/economics-and-statistics/economics-andstatistics/socar-reports
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The table shows that SOCAR indicators fully comply with the UN
criteria. Thus, the country’s oil company operates in more than 20
countries, the specific weight of foreign operations in the company’s
profit is 75%, its annual turnover is 49.6 billion dollars, and so on.
The economic literature specifies several criteria for granting the
status of a transnational company. When granting this status, it is
taken into consideration that the companies sell their own products in
two or more countries, establish subsidiaries and branches in two or
more countries, share corporate property among residents of different
countries, and have a multinational staff.
SOCAR cooperates with the internationally recognized rating
companies –“Fitch Ratings” and “Moody’s”. Rating agreements
were signed with “Fitch” in 2016 and “Moody’s” in 2017.
9. Raw materials and semi-finished products are competitive
for the development of transnational business in Azerbaijan.
Considering the competitiveness of products in foreign and
domestic markets as one of the important criteria for the
development of transnational business, this dissertation studied the
problem and determined that mainly raw material and semi-finished
goods are competitive for the development of transnational business
of Azerbaijan.
At the meeting of the Cabinet of Ministers of the Republic of
Azerbaijan dedicated to the finals of socio-economic development in
the first quarter of 2013, the President of the Republic of Azerbaijan
said: “... If we can fully ensure healthy competition, and if we are
more responsible against monopoly, then our results will be very
high. We must increase both the production and export of
competitive products, and first of all, we must provide the domestic
market with competitive goods, to provide the national market with
competitive goods. Therefore, increasing the production of
competitive products should be one of the most important
priorities”13.
According to the Central Bank of the Republic of Azerbaijan, the
exports of the goods from the non-oil sector amounted to only 8% of
13

Introductory speech of the President Ilham Aliyev at the meeting of the Cabinet
of Ministers chaired by Ilham Aliyev https://president.az/az/articles/view/7829/
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the country’s exports in 2020 (Table 9). 35-40 percent of them are
raw materials and semi-finished products. The fact that 94 percent of
the exports of the country in 2020 were oil and oil-processed
products allow us to say that the competitiveness of the non-oil
sector of the economy is low. This sector mainly exports fruits and
vegetables and their products, sugar, alcoholic and non-alcoholic
beverages, plastics and plastic products, leather, cotton fiber and
yarn, ferrous metals, and primary aluminum. Machinery and
equipment and vehicles make up a small part of the exports - up to 1
percent. Raw materials (semi-finished products of oil, gas, ferrous
and non-ferrous metals, semi-finished products of the chemical
industry, etc.) of Azerbaijan are appreciated as highly competitive.
Therefore, the effective entry of Azerbaijan into the world economic
system with non-oil products can be ensured only on the condition
that active state regulation of both foreign economic and general
economic nature should apply in the field of large-scale development
and competitiveness of the processing industry and agricultural
sectors of the national economy. This concept, being an integral part
of the policy of general economic and structural changes, can be
realized through the creation of industrial clusters.
Table 9
Foreign economic relations in the non-oil sector (mln. USD)
Balance (±)

Import

Export

2020

Balance (±)

Export

Balance (±)

Import

Export

Import

2019

2017

Balance (±)

Import

Indicators

Export

2018

Non-oil
sector, total 1617 9207 -7590 1500 7694 -6194 1851 9453 -7602 1770 8200 -6430
commodities
- Consumer
350 4438 -4088 885 4169 -3334 885 4169 -3284 740 5300 -4560
goods
Services in
non-oil
4495 4845 -350 4439 4716 -276 3561 4337 -776 2235 2660 -425
sector

Source: Central Bank of AR, compiled by the applicant based on annual reports.
https://www.cbar.az/page-43/external-sector-statistics
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Considering also the international experience, it is necessary to
gradually import the products competitive with the local production
to the domestic market, depending on demand, to increase local
production, to apply the European standards to improve quality, and
to regulate and control price indicators. Domestic demand for
products should be determined by drawing up balances of production
and consumption. We think that it would be correct if these issues are
specified in the legislation on competition, and at the same time, the
Competition Authority is vested with the right to use the importexport quota and export licensing.
The Competition Code should create such a competitive
environment in the commodity (service) and financial markets that it
would bring a turning point in the increase in demand for scientific
and technical products in business entities.
It was required to create an independent governing body in the
country that could regulate and control competition and monopolies
and develop competition. It is noteworthy that the State Agency for
Antimonopoly and Consumer Market Control was established as the
central executive body in 2018. Its activities are aimed at preventing
monopolistic activities and unfair competition and taking measures
to eliminate such violations.
Azerbaijan has adopted several regulatory acts on the formation
and development of a competitive environment and the regulation of
monopolistic activities. Currently, this legal framework in the
country consists of the laws “On Antimonopoly Activities” (1993),
“On Unfair Competition” (1995) and “On Natural Monopolies” and
many amendments and additions to them.
There is a Decree of the President of the Republic of Azerbaijan
No. 377 dated September 24, 1992 “On state regulation of prices for
products (services) of monopolistic enterprises and associations”.
However, at present, except for the state enterprises of natural
monopoly, the prices for products of other industries are not
regulated by the state.
Along with the mentioned, the adoption of the Competition Code
should take place sooner. Monopoly profit is explained as a type of
tax in the National Accounts of Azerbaijan. But the tax code does not
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specify this as a form of tax. It would be advisable to envisage the
full transfer of these profits to the state budget in the Competition
Code.
Adoption of the law “On trade activities” in Azerbaijan would
create the necessary discipline required for sale-purchase in the
republic, develop a competitive environment, and increase the
transparency of the system.
As in other countries, the Code should specify the types of severe
sanctions against monopolistic activities.
According to the Law on Unfair Competition, provision of
preferential contracts, loans, subsidies to individual business entities,
establishment of preferential customs duties and tax regimes, and
formation of other similar favorable environment must not be
allowed. The law specifies that the body implementing the
antimonopoly policy in Azerbaijan may issue mandatory indicators
to the executive authorities and market entities for violation of this
law (Article 11.1), apply financial sanctions and fines and ensure the
profits from unfair competition to be paid to the state budget.
10. Protection of the domestic market and the interests of
domestic manufacturers are of great importance in the
development of the non-oil industry and the agricultural sectors.
Based on the study of the experience of Russia, Kazakhstan,
Belarus, Europe and other countries in protecting the domestic
market, we consider it important to deduct the duty for protection
and transfer it to the state budget, regardless of customs duties,
customs taxes and other payments. The country’s law “on antidumping, countervailing and protective measures”, adopted in 2016,
provides for the implementation of measures to protect the domestic
market. According the law, a special duty, a temporary duty and an
import quota may be applied to the increased import into the customs
territory. The mechanisms for applying these measures are also
specified in the law. The aim of the law is to protect the interests of
domestic manufacturers and to eliminate serious or threatening
damage caused by the goods imported into the country. Serious
damage means deterioration in the general condition of the industry,
reduction in production and sales in the domestic market and
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decrease in profitability caused by the imported product, and its
negative impact on employment and wages. The Ministry of
Economy of Azerbaijan has been assigned to investigate such trends.
Protective measures must be set out with time limits. Protective
measures must be defined in such a way as to prevent and remedy
serious damage. Protective measures may be withdrawn, changed or
extended after a certain period of time on the proposal of the
competent investigating authority.
Unfortunately, the requirements of this law are not met. It is
necessary to develop and approve the Rules that ensure the
implementation of the law. When preparing the Rules, it is
appropriate to study the experience of Kazakhstan, Russia, Belarus,
Japan and European countries.
Azerbaijan has an acceptable regulatory acts governing the
protection of the domestic market (Laws “on Customs tariffs”, “on
Anti-dumping, countervailing and protective measures”, and
Resolution of the Cabinet of Ministers on customs duty rates for
export-import operations in the Republic of Azerbaijan, etc.).
However, their observance, as well as organization and coordination
of foreign trade in compliance with them, are not satisfactory. It
should be admitted that the state regulation of foreign trade in
practical aspect is not given due attention by the relevant central
authorities. Ensuring and coordinating the development of foreign
economic activity were assigned to the Ministry of Economic
Development by the Order of the President in 2014.
We draw attention to the information in the Table 10
characterizing the level of organization and coordination of the
implementation of individual regulatory legal acts. As seen from the
Table, the local companies with the producing capacity of more than
40 thousand units, manufactured only 1,114 domestic air
conditioners in 2005. Although 180 units were produced in 2015, no
production took place in 2019. The volume of imports in 2019
increased 6 times compared to 2005 and reached 80 thousand units.
Thus, domestic air conditioner plants in Baku and Shamakhi stopped
production, and the domestic market completely passed into the
hands of foreign consignors. The same situation exists in the
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production of domestic appliances. In 2005-2020, domestic
production decreased by 6 times, while imports increased to 23.5
thousand. More than 91 percent of the domestic market has been
occupied by foreigners.
Table 10
Import of domestic air conditioners and indices characterizing
its impact on domestic production
Indices
Domestic air
conditioners
Volume of imports
Local production
Sales volume
Share of imports in
the domestic
market
Domestic
refrigerators
Volume of imports
Local production
Sales volume
Share of imports in
the domestic
market

Unit of
measure
unit
unit
unit
Interest

unit
unit
unit
interest

2005

2010

2015

2018

2019

2020

-

-

-

-

-

-

13205 14070 15857 79675 212029 141187
1114 2184 180
14319 16254 16037 79675 212029 141187
92.2

86.6

98.8

100

100

100

-

-

-

-

-

-

22800 8691 44155 23500 32031 28186
13430 3590 2798 2255 1442 639
36230 12281 46953 25755 33473 28825
62.9

70.8

94

91.2

95.7

97.8

Source: Compiled by the applicant based on the information of the State Statistics
Committee. https://stat.gov.az/source/trade/

Our studies show that the most important groups of goods
imported by Azerbaijan are low-precision metals and products made
from them, chemical and light industry products, and foods. A ban
on the export of these goods from the country on the basis of
balances of production and consumption for a certain period may be
reviewed.
It is necessary to follow the requirements of the Law “on Antidumping, countervailing and protective measures” adopted in 2016,
aimed at eliminating unnecessary concessions, increasing the
efficiency of foreign economic relations by improving the system of
customs tariffs, creating the necessary conditions for the production
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of competitive goods in the republic, and ensuring the protection of
the domestic market.
Reduction of unnecessary customs preferences is of relevant issues.
Thus, preparation of the Law “On the state regulation of foreign
economic activity” is mentioned in the Order No. 405 of the Cabinet
of Ministers of the Republic of Azerbaijan dated February 8, 2011.
Considering the demand of foreign and domestic markets, the
labor resources and raw material base of the country, prior
determination of the assortment of industrial and agricultural
products by the government allowing to increase the diversification
of exports and to substitute the imports, and use of import-export
quotas in a particular period under the production and consumption
balances are important in the current situation of the economic
development. It is expedient to create the Ministry of Trade as a
regulatory authority. It is appropriate to establish modern import
trading houses in Azerbaijan, that are successfully applied in Japan
and many developed countries, to regulate the imports at the
government level. Modern trading houses are mainly engaged in the
import of goods under direct orders from the government.
11. It is important to coordinate the interests of transnational
business entities with the national economic interests of the host
country.
A.S. Shekaraliyev notes in his research that, “TNCs work hard to
achieve high profits and they inevitably become internationalized on
this way. This process itself has a positive effect on the entire world
economy. While the first interests of such corporations that obtained
international status are to make a lot of profit, their following
interests are to ensure the development of the world economy. They
“do not like negative situations (ethnic conflicts, wars) that will
happen in the world for the sake of profit, and therefore they become
“fighters” for the creation of conditions for development of the
world economy”14. It is really true. Even if they thought of their own
14

Shekaraliyev, A.S. World economy and international economic relations//Baku: Science and Education, -2009, - p. 73.
https://www.kitabyurdu.org/kitab/iqtisadiyyat/715-dunya-iqtisadiyyati-muasirdovrun-problemleri.html

42

benefits when investing in the economy of Azerbaijan, they also
achieved economic and political stability.
The famous professor of the Hungarian Academy of Sciences, M.
Shiman, considered the relations between the state and transnational
business to be neutral, conflicted and coordinated. He notes that “the
composition and structure of the TNC should comply with the
specific characteristics and regulatory acts of the country where they
operate. TNC forms the perception of the country’s competitive
advantages in the world market.”15 The unification of international
legal norms is considered more promising for effective legal
regulation of transnational companies. The main condition for the
creation of an international legal entity of transnational companies
may be the number of standards in the international legal norm
sources that may identify if they are legal entity or not. The desirable
norms provided in the behavioral standards of the activities of the
transnational corporations in various spheres may act as the
prerequisites for production of such standards. K.Weilert notes that
“transnational companies do not operate completely outside the
national legal system. They can be located in more favorable places
due to the selected production factors. They can influence the
production of other industrially developed countries due to their
economic advantages. The legal and factual difficulty for the country
of origin is to control the production processes in the foreign
subsidiary. At the present time, there are not legal regulating
standards that coordinate transnational companies at the level of
international law, which in principle do not depend on the state. On
the contrary, the state monitors the fulfillment of the duties of
transnational companies under the international law.16
There are various methods of coordinating the interests of
transnational business entities with the national economic interests of
the host country. The most common method in the international
15

Shiman M. Role and impact of transnational corporations in the global
progresses at the end of the twentieth century // - Moscow: Economic policy:
strategy and tactics, - 2009, - № 3, p. 96 http://vasilievaa.narod.ru/5_3_99.htm
16
Weilert K., Transnational corporations outside the legal field // [electronic
resource] http://www.zaoerv.de/69_2009/69_2009_4_a_883_918.pdf.
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practice is corporate social responsibility and Foresight regulation
methods. A block diagram of the existing methods for regulating the
state and business interests is shown in the Figure 3.
Methods of regulating transnational business based on the interests
of the Azerbaijan state and the existing transnational business
Self-regulation
Joint
participation with
TNC

Foresig
ht

State regulation
Collaborative
standardization:
corporate social
standards

Promotion
methods

Obstacles

Public
audit

Figure 3. Block diagram of the main directions for ensuring the
state and business interests in transnational business
Source: The block diagram was compiled by the applicant. [33, p. 42-48]

Foresight is a method of self-regulation of transnational business
towards realization of national economic interests. “Foresight is
aimed at seeing the future, determining it in advance, it is based on
understanding the necessity to create the future, not wait for it.”17
Foreign Investments Advisory Service of the World Bank has
been established in Azerbaijan. Certain changes have been made to
the Tax and Customs Codes, and in recent years Azerbaijan has
signed investment protection agreements with 48 countries to
regulate transnational business. At the same time, majority of the
TNCs operating in Azerbaijan and the Confederation of Trade
Unions entered into agreement.
Thus, the new scientific approaches, results obtained, proposal
and recommendations made as a result of the study and
17

Bliznyuk O.V., About national economic interests in the context of
transnationalization of production. // -Moscow: ФУПРФ, -2012, No. 3, 39- p.75.
https://www.elibrary.ru/item.asp?id=21594492
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generalization of the problems in regulation of transnational business
in the conditions of economic integration can be expressed as
follows:
1. The theoretical concepts and models of transnational companies
are base for generalized theories of the world economy, modern
concepts and management strategies in the world politics, theoretical
approaches to the transnationalization of production, transnational
relations and interstate politics, basic theoretical concepts and
schools of international economic integration, theories of
international trade and theories of transnational corporations
aggregate studies. In our opinion, the above-mentioned theoretical
directions and scientific research should be taken into account in the
activities of transnational corporations and all transnational business
[15, p. 27-32];
2. The current state of transnational business in Azerbaijan and
theoretical and methodological bases of its regulation, legislative
framework, regulatory mechanisms by the state, existing problems of
transnational business entities have not been explored as a subject of
study. Practically there are no scientific works on the current
situation and diversification of the production base of transnational
business, increasing of the competitiveness of national companies,
determining of efficiency indices and other directions;
3. Efficiency indices combining the following parameters and
indicators can be included in the methodological methods and system
of methods in the research of transnational business: efficiency of
transnational business at the country level (competitiveness index);
field efficiency indices of transnational business (foreign trade
index); efficiency index of the transnational company
(transnationalization index) [29, p. 88-95];
4. Implementing the regulation of the national companies of the
host country as economic entities, making the laws more active and
competent, ensuring transparency at the country level, and at the
same time ranking the national companies of the republic as
transnational companies can create a balance in the regulation of
transnational business. In order to assess the level of transnational
business of the Republic of Azerbaijan, indices were calculated at 3
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levels, that is, at the level of the country, field and company. All
indicators of SOCAR, the largest company in Azerbaijan, have been
calculated and compared with international indicators. Its registration
as a TNC has been justified [40, p.32-41;25, p.42-48];
5. Regulation of direct foreign investments and development of
the conceptual-theoretical basis of the interstate coordination
standards and principles of transnational business are of more
importance. The number of bilateral and multilateral agreements
allowing investments strengthening the conditions for entry of
foreign TNC to the Azerbaijan market and meeting the interests of
foreign investors is increasing in Azerbaijan, which required further
improvement of the existing legislative and administrative regulatory
acts. Therefore, there is a need to limit the withdrawal of investments
created in the national economy of our country and the free
investment of foreign capital into the economy of the country [35, p.
69-75: 23, p. 7-15];
6. In the last 21 years we studied (1999-2020), the surplus of the
balance of payments on initial revenues (profits falling on the share
of foreign investors, wages paid to foreign residents and interest paid
for the use of foreign loans)was formed in favor of the residents of
foreign countries;
7. In our opinion, there cannot be a single regulatory act
governing the activities of transnational companies. The state should
monitor the performance of obligations by the transnational
companies. The transnational company must use the right granted to
it by the legislative acts of the host country. Transnational companies
must also comply with the requirements of the international law;
8. The CIS countries adopted the Convention on Transnational
Companies in 1998 for the purpose of establishing transnational
companies. The Republic of Azerbaijan has not joined this
convention. After this convention, 8 companies of Russia and 3 of
Kazakhstan received the transnational company status. Until now,
there is no company that has received the status of a multinational
company in Azerbaijan, although transnational companies have a
decisive role in the economic development of countries. Obtaining of
the status of multinational company by the leading companies of a
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country in accordance with the international regulations can play a
positive role in the development of the country’s transnational
business;
9. Except the oil sector, the general level of attracting foreign
investments in the country’s economy is low. One of the main tasks
ahead is to create a more attractive environment for foreign investors
in the non-oil industry and agricultural sector. In this situation, the
main role falls on the governmental bodies. One of the ways to
achieve this goal is to form TNCs that are the main transferors of
direct investments. For this purpose, it would be correct that first of
all, the areas in which the creation of TNC is considered effective for
the country should be determined by the government and the state
strategy should be implemented with its direct support and
supervision. At the same time, it would be correct to limit the activity
of foreign TNC in some areas of the economy;
10. One of the main features of the state regulation of
transnational business is the upgrading of national competitiveness,
which is important from political and economic point. Its goal is to
achieve long-term economic progress, increase the standard of living,
and effectively coordinate the country’s large companies and
institutions within the global world. The experience of the market
economy countries confirms the importance of state regulation of the
competitive environment. The main goal of state regulation is to
create an optimal unity of different forms of competition, not to
allow them to suppress each other. A proper institutional
environment, efficient financial and credit system, and the protection
of national producers are so necessary for the development of a
competitive market in our country [41, p.192-198].
11. Given that only 19% of domestic investments in the country’s
industry in 2004-2020 was invested in non-oil processing industries,
it is necessary to transnationalize production in the coming years
through a significant increase in public investment in non-oil
processing industries.
12. Adoption of a common law that regulates the consideration of
individual applications of transnational companies wishing to invest
in the economy of Azerbaijan would be important for the country’s
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economy. Control related issues are not specified in the international
agreements concluded in the 90s of XX century. Any investment
package of companies should also be controlled by the adoption of
the Law on Production Sharing Agreements;
13. In order to ensure the production of new products or to
increase the existing production capacities, the government needs to
compile production and consumption balances for products of
priority processing industries in accordance with the Law on
Customs Tariff (Article 1.1.4);
14. Taking into account the experience of France and England,
transparency in financial accounting should be increased in the nonoil sector as a whole, strong financial control should be ensured by
the government;
15. It is seriously needed to improve the regulation of
transnational business at the country level. The finals of the
economic transactions with “the rest world” countries on the non-oil
sector of the country have been ended in negative indicators for
many years. The analysis of the balance of payments shows that the
tendency of the decrease of foreign investments at the country level
and the increase of the flow of investments outside the country
requires strengthening of the regulation of transnational business at
the government level. For this purpose, the regulation of
transnational business by country, but also by sector and company is
very important [39, p.1291-1298];
16. Considering the international experience and the current
situation in the country, the areas generating more added value
(specific weight in the value of the product), employment of the
population (high labor intensity), investment resources of the
country, demand of domestic and foreign markets, low capital
intensity, provision of more profit, indicators of availability of raw
material base should be accepted as criteria when choosing the
priority of the processing industrial fields.
17. Due to the export-oriented economic policy of the Azerbaijan
government in the current situation, large integrated economic
entities (transnational companies, holdings, clusters, financialindustrial groups) should be established in order to ensure the rapid
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and continuous increase of domestic production and the priority
development of the fields replacing imports.
18. It is appropriate to establish the modern trade house that
applied in Japan and a number of developed countries in Azerbaijan
to regulate imports at the level of state.
19. It is expedient to determine the procedure to grant the status of
“transnational company” at the level of state and to issue the status of
“transnational company” to several large companies of the country
[43, p.425-436].
20. Since there is a rich base of raw materials for the large-scale
development of the processing industry, which is one of the main
competitive advantages of the Republic of Azerbaijan, it is necessary
to set a quota for their export in the form of raw materials and semifinished products [41, p.192-198].
21. According to the requirements of the Law on Customs Tariff
adopted in 2013, it is necessary to revise import-export concessions
and to eliminate unnecessary concessions [42, p.462-467].
22. In our republic, which has many years of experience in
working on production sharing agreements, it is very
important to create a national legislative base that can regulate
the future development of this field.
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