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INTRODUCTION 
 

Relevance and development of the topic. Strengthening social 
protection plays a leading role in the socio-economic policy of each 
country. Without social protection, it is impossible to achieve not 
only social security, but also sustainable economic development. 

In recent years, developed and developing countries have 
implemented significant changes in their social strategies and 
implemented various reforms to enhance social protection. In modern 
conditions, the countries of the world are forced to change their 
approach to people's needs, as well as to make adjustments in social 
policy. It is no coincidence that in 1995, the Copenhagen World 
Conference on Social Development, attended by representatives of 
186 countries, including 177 heads of state, adopted a Declaration 
recognizing the inclusion of social strategy in economic planning. 
The Declaration called for a more equitable distribution of wealth 
and income to the nations of the world. The special session of the 
United Nation General Assembly in Geneva in 2000 gave the new 
impetus to initiatives to promote social justice and welfare in the 
global economy. 

The socio-economic policy, programs, strategies and concepts 
adopted in Azerbaijan in recent years are aimed at fair distribution of 
income, strengthening social security and health, increasing 
employment and living standards, reducing unemployment and 
poverty and improving the social protection system in general. As a 
result of the socio-economic policy pursued, the level of 
unemployment and poverty has been reduced, life expectancy at birth 
has increased and living standards have risen significantly. However, 
despite some progress in this direction, there is a discrepancy 
between the pace of economic development and social development 
of the country. Thus, a number of indicators characterizing social 
development were low compared to similar indicators in some 
developed (and sometimes developing) countries and did not comply 
with international standards. 

There are problems in our country with the development of areas 
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directly involved in ensuring social protection (education, health, 
pensions) and the level of a number of macroeconomic indicators 
(employment, wages, etc.). Thus, the level of effective employment 
and the quality of education are low; passive methods prevail over 
active methods in the reducing of unemployment; there is a 
mismatch between staff training and labor market supply and 
demand; a number of health indicators are not siutable international 
standards; public health funds are distributed inefficiently; the share 
of out of pocket in health expenditures is high; the amount of the 
pension and social benefit is small; the ratio of the amount of the 
pension to the average monthly salary is below than the international 
norm; non-state pension provision is unformed; targeting in the 
provision of social benefits is not fully ensured. 

The solution of such problems is primary in terms of 
strengthening social protection. What reforms should be 
implemented to enhance social protection? What are the factors 
hindering the strengthening of social protection? It should be noted 
that the strengthening of social protection depends on the degree of 
state regulation of the system. The optimal level (or range) of 
government intervention in the system must be obtained. If 
necessary, the state will focus on areas that carry out the chief role in 
strengthening social protection - health, pensions, etc. should 
increase interference and reduce it when not necessary. In the same 
way, the private sector must constitute conditions to ensure social 
protection. In order to settle the problem, the answer of the question - 
“How much should the governmet interfere in the social protection 
system?” must be found. The essential problem over here is to 
determine the effectiveness of liberalization, incentives, and 
promotion (this can also be termed the “optimal framework”). Not 
unexpectedly, it is tough to find the answer of the question, to 
determine the “optimal framework”. However, it is possible to 
determine whether the government increases or decreases the degree 
of interference in the social protection system over time, and we have 
tried addressing this issue in the dissertation. In our opinion, 
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government intervention is effective only if it can build a sense of 
satisfaction in society. 

In recent years, at the background of economic growth in the 
country, the solution of social problems of the population has 
become urgent. Azerbaijan has adopted core documents (laws, 
programs, strategies, etc.) that serve to improve health, education, the 
pension system, the labor market. Thus, systematic measures are 
being implemented to strengthen socioeconomic development 
(formation of the legislative framework, creation of infrastructure, 
improvement of the business environment, etc.). Although the main 
challenge in the “Strategic Roadmaps for the National Economy and 
Key Sectors of the Economy” is to increase the strength of 
Azerbaijan's economy by joining the global value chain, the ultimate 
goal is to enhance social protection, increase employment and ensure 
social security. In the “Strategic Roadmap for the National Economic 
Perspective of the Republic of Azerbaijan” approved by the Decree 
of the President of the Republic of Azerbaijan dated December 6, 
2016, the strategic roadmaps for the national economy and key 
sectors of the economy is shown to increase sustained economic 
development in Azerbaijan will further increase the competitiveness, 
inclusion and social welfare of the economy[1, p.4]. 

One of the main expectations is that the adopted state documents 
and reforms will affect the strengthening of social protection in 
Azerbaijan. But in reality, are these reforms and documents adopted 
enough to enhance social protection? What other reforms are 
needed?  

Achieving the set goals requires a long time and vast financial 
resources, as well as fundamental reforms. In this regard, conducting 
fundamental and applied research to strengthen social protection, 
obtaining and applying scientifically sound results can prevent both 
financially and time wastage. 
                                                 
1 Azərbaycan Respublikasının milli iqtisadiyyat perspektivi üzrə Strateji Yol 
Xəritəsi // 6 dekabr  2016-cı ildə qəbul edilmişdir. – Bakı.  URL: 
https://azertag.az/store/files/untitled%20folder/_STRATEJI%20YOL%20XERITE
SI_.pdf 
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At present, there are serious problems in Azerbaijan in terms of 
ensuring social protection, regulation of its various components - the 
labor market, improving the health care sector, the pension system, 
financial security, organizational and managerial, as well as 
regulatory mechanisms in the areas. Thus, a number of necessary 
laws have been unadopted in Azerbaijan to strengthen social 
protection, and there are gaps in some of the adopted regulations. 
The solutions to the problems related to the regulation of the social 
protection system are specific, variable for each country and also 
differ from time to time. 

Given the long-term urgency of the problems, it is critical to 
explore ways to enhance and improve social protection, identify 
problems and identify solutions. 

Till this time, a substantial number of studies have been 
conducted based on different approaches to social protection and its 
components. Obviously, it is impossible to list the names of all 
scientists and works in a dissertation. We will mention the scientists 
who have the most works in this field. 

Social protection, its separate components (human potential, 
labor market, employment, poverty, social benefits, etc.) in 
connection with it A.A.Aliyev, A.S.Guliyev, G.S.Huseynov, 
A.F.Abbasov, M.X.Meybullayev, A.G.Alirzayev, T.A.Guliyev, 
H.M.Rajabli, R.A.Huseynov, G.C.Imanov, Y.H.Hasanli, 
M.G.Mammadova, N.A.Gasimov, V.A.Mutallimova, J.B.Guliyev, 
P.S.Hasanov and foreign scientists - D.V.Zerkalov, J.Gillion, 
T.Caplow, S.Doyl, D.Fisher, T.Cahit, A.Kadir, T.Yazgan, A.Guzel, 
A.R.Okur, N.Caniklioghlu, B.Balcı, N.Gerek, Y.Alper, 
T.İ.Zaslavskaya, V.D.Roik, V.M.Rutqayzer, P.Shpilko, P.Harvey, 
R.Holmes, R.Slater, S.Devereux, R.Sabates-Vheeler, R.Holmes, 
Y.Jorens, B.Spiegel, J.Fillon, G.Strban, P.Denni, A.Barrientos, 
D.Hulme, N.Jones, T.Shahrokh, A.Barrientos, A.Norton, T.Convay, 
M.Foster, M.Grosh, C.del Ninno, E.Tesliuc, A. Ouerghi, S.Aydin 
and others conducted research. 

Research on social justice, which constitute the basis of social 
protection, possesses a longer history. Thus, Plato, Aristotle, 
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Socrates, Spinoza, Bacon, J.Ravls, A.A.Portes, L.Kudryavchev, 
S.V.Kalashnikov, L.Fstein, A.Wagner, A.A.Nelyubin, N.Ozturk, 
H.Bash, S.Topuz, I.V.Leonov, V.G.Belov, H.Broun, M.Niehause, 
V.A.Igolnikova, Azerbaijani scientists Sh.S.Gafarov, A.F.Abbasov, 
S.D.Mammadova and others devoted particular attention to the topic 
in their works. 

The essential criterion for enhancing social protection obtain the 
fair distribution of income, the formation of the middle class, 
J.Rowles, K.M.Rimashevskaya, V.I.Guryev, A.E.Surinov, 
J.Helbright, V.M.Jerebin, A.N.Romanov and others conducted 
research. Azerbaijani scientists A.F.Musayev, T.H.Huseynov, 
M.H.Rizayeva, N.G.Guliyeva, M.N.Aliyev, V.A.Gasimli, 
M.M.Huseynov and others explored this topic in their works. 

The advantages and disadvantages of state intervention in the 
economy, the development of a market economy, state regulation of 
the economy, liberalization of social security institutions, ways to 
achieve sustainable development were discussed by foreign scientists 
T.Mann, J.Keynes, J.Helbright, P.Samuelson, R.Solou, F.Modigliani, 
M.H.Miller, N.G.Menkyu, B.Bernanke, R.Hol, Azerbaijani scientists 
Z.A.Samadzade, A.H.Nuriyev, N.Muzaffarli (Imanov), 
F.F.Mustafayev, F.A.Ganbarov, M.A.Ahmadov, A.S.Shakaraliyev, 
G.Z.Yuzbashiyeva, H.B.Allahverdiyev, K.S.Gafarov, A.M.Ahmadov 
and hundreds of other researchers, that unmentioned, conducted 
research and obtained valuable results. 

Azerbaijani scientists S.M.Muradov, S.S.Mehbaliyev, 
R.S.Muradov, R.K.Isgandarov, A.K.Gozalova, R.C.Efendiyev, 
G.A.Azizova, S.M.Seyidova, foreign scientists A.E.Kotlyar, 
V.V.Adamchuk, O.V.Romashov, M.E.Sorokin and others studied 
labor market problems. 

G.Fattore, F.Tediosi, I.Hofbauer, M.Labonte, M.A.Gill, 
J.M.BGarcia, L.Davis, F.Erichon, T.Schulten, V.Sauter on the 
liberalization of health care, which is one of the areas involved in 
ensuring social protection, J.Filippon, L.Giovanella, M.Konder, 
A.M.Pollock, S.Lester, D.Vera, M.S.Sebastian, A.K.Hurtig, 
K.Rasanathan, Azerbaijani scientists T.N.Aliyev, A.B.Guliyeva, 
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M.G.Gulaliyev, H.S.Guliyev, S.M.Mahmudov conducted researches. 
Foreign scientists V.D.Roik, V.S.Andreyev, U.Aydin, J.Pinera, 

G.Bonoli, A.A.Popov, J.L.Katz, K.Borden, E.Andrevs, O.Topak, 
B.B.Izgi, M.Z.Ak, Sh.Cicioghlu, G.Ishseveroghlu, Z.Hatunoghlu, 
U.Aydın, M.Veinberger, T.P.Hsieh, S.Ughur, L.Liu, M.Orenstein, 
F.Chibalski, J.Williamson, V.Poortvliet, T.Laine, B.Bosvorth, 
G.Burtless, N.Barr, P.Diamond, E.Fultz, M.Ruck, R.Minns, 
J.V.Heijden, A.Mesa, F.Bertranou, E.Valker, M.Pallares-Miralles, C. 
Romero, E.Vhitehous, Azerbaijani scientists M.N.Aliyev, 
A.T.Nagiyev, U.I.Murshudov, A.S.Guliyev conducted valuable 
research on the current situation in the field of pension, reforms, 
privatization of pension institutions and the impact of privatization 
on socio-economic development in the area. 

The above-mentioned scientists primarily work on the regulation 
of the labor market, ensuring social protection, development of 
health care, improvement of the pension system and etc. investigated 
the issues. 

The research conducted therefore far has addressed issues related 
to various components of social protection (education, health, living 
standards, poverty, pensions, social insurance, social assistance, etc.) 
in Azerbaijan. However, in the studies, state regulation of the social 
protection system, measuring the degree of liberalization of the 
social protection system (pension system, health care, labor market), 
the relationship between economic models (liberal, dirigist) and 
social development, incliding economic growth and social 
development, the impacts of the economic development on the social 
development fundamental and applied research has been uncarried 
out.  

However, in the studies, the degree of state regulation of the 
social protection system has not been assessed or measured. In 
general, without diminishing the importance of research in the field 
of economics, that, no any international organizations or researchers 
have measured directly the degree of state regulation of social 
protection or the degree of liberalization of the social protection 
system, and also put forward a specific measurement methodology 
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till this time. The prominent difference of this research from the 
research conducted in our country and abroad is that in the study 
measured the degree of state regulation of the social protection 
system (liberalism (dirigisme) of the social protection system) and 
assessed the state regulation of the social protection system. 

It is possible to say that the problem posed in the dissertation is 
relevant in the modern world, where the human factor is brought to 
the fore and has scientific-theoretical and practical significance for 
Azerbaijan and the world economy. The answer to the question must 
be obtained. In this case, necessity is to measure the degree of state 
regulation of the social protection system and assessing its 
effectiveness to develop a scientific basis for short-term and long-
term reforms, depending on the results obtained. 

The object of the study are the fields which directly involved in 
the provision of social protection (labor market, health, pensions). 

The subject of the research represents the study of theoretical, 
methodological and practical issues of economic events and 
processes related to the strengthening of social protection in the 
Republic of Azerbaijan and the state regulation of the system. 

The purpose and objectives of the study. The purpose of the 
research is to study ways to strengthen social protection in the 
Republic of Azerbaijan and measure the degree of state regulation of 
this system to enhance additioally. To achieve this goal, the 
following tasks are planned: 

1. Research of theoretical approaches of the social protection 
and drawing conclusions 

In order to fulfill this task, the essence of the concepts of “social 
protection”, “social security”, the connection between these concepts 
will be studied, the author's approach will be put forward. The 
system of indicators characterizing social protection will be revised. 

2. Research of economic bases of the state regulation of the 
social protection system (liberal, dirigist), drawing of theoretical 
and practical conclusions 

In order to fulfill this task, the directions of ensuring social 
protection in liberal and dirigist economic models will be explored. 
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The state's social policy and fair distribution of income will be 
studied. The degree of state regulation of the social protection system 
will be assessed. 

3. Cross-country comparative analysis of factors affecting 
social protection and assessment of the level of social protection 

In order to fulfill this task, the role of economic development and 
changes in demographic processes in ensuring social protection will 
be analyzed. Alternative socio-economic models (liberal, dirigist) 
will assess the level of social protection based on cross-country 
comparative analysis, and existing problems will be identified. 

4. Assessment of the current state of social protection 
(employment, public health, pensions and benefits) in Azerbaijan 

To fulfill this task, the social consequences of economic reforms, 
the impact of the macroeconomic situation on the welfare of the 
country, as well as labor. The most recent changes in the level of 
employment and unemployment will be analyzed. Reforms in the 
health care, pension and social assistance systems in recent years will 
be compared. 

5. Assess the impact of liberal and dirigist economic models on 
social protection 

To accomplish the task, the impact of economic regulation on 
social welfare will be assessed by cross-country comparisons, and 
the degree of liberalization of the labor market, health care and 
pension systems will be measured. Based on the measurement of the 
degree of liberalization of the labor market, health care and pension 
systems, the degree of state regulation of the social protection system 
in 30 countries will be assessed. 

6. Providing scientifically substantiated proposals and 
recommendations on the directions of strengthening social 
protection in Azerbaijan, the reforms that need to be implemented 
in this direction in the country in the near future 

To fulfill the task, proposals and recommendations will be 
prepared to improve the statutory framework in the social sphere, 
increase employment and health, reduce unemployment, form a 
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private pension system, and apply modern methods of social 
assistance. 

Research methods. Logical generalization, functional and 
sectoral analysis, survey, expert evaluation, induction, deduction, 
comparative and systematic analysis, analytical-statistical, 
mathematical measurement methods were used in the research work. 

The principal theses of the defense. 
- For the first time, a methodological framework for measuring 

the degree of state regulation in the social protection system 
(including the labor market, health care and the pension system) has 
been developed. As a result of calculations based on the indicators of 
30 countries with statistical bases, it was determined government 
intervention in the social protection system should be more pro-life 
than the economic system. At present, Azerbaijan's social protection 
system is more liberal than in many countries, and there is a need to 
increase state intervention in the field; 

- There is no high correlation between socio-economic models 
(dirigist, liberal) and the provision of social protection. In some 
cases, countries with a liberal economic model maintain better social 
protection; 

- For the first time, the degree of state regulation in the labor 
market was measured and it was determined that, in general, the 
state's direct intervention in the labor market is more acceptable. 
Azerbaijan's labor market is more liberal among the 30 countries 
examined, and it is necessary to increase government intervention in 
this field; 

- For the first time, the degree of state regulation in the health 
care system was measured and it was determined that the high level 
of liberalization of the health care system in many cases had a 
negative impact on the health of the population. There is a positive 
correlation between an increase of the government intervention 
(increased health spending) and the improvement of health care 
indicators. The health care system in Azerbaijan is generally liberal 
and there is a need to increase government intervention in this field; 
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- There is a high correlation between the increase of the health 
expenditures and the improvement of health indicators; 

- For the first time, the degree of state regulation in the pension 
system has been measured and it has been determined that, unlike the 
health sector and the labor market, the pension system is more 
efficient when it is liberal. Liberalization causes a positive effect on 
pension systems. As a result of liberalization, the funds of private 
pension funds are increasing, the level of profitability is rising, and 
the investment climate is reviving. Azerbaijan's pension system is at 
the far left of the 30 countries surveyed, and liberal reforms are 
demanded in the country's pension system; 

- The ongoing process of demographic aging in the world, 
including in Azerbaijan, will aggravate the social burden of states in 
the future. This can lead to severe problems in the organization of 
social protection and disruption of social stability. Reducing the 
negative consequences of this makes it necessary to liberalize the 
pension system; 

Scientific novelty of the research. 
- Based on numerous approaches, the concepts of “social 

protection” and “social state” were considered from numerous angles 
and theoretical provisions on their essence were put forward; 

- As a result of comparative analysis of statistical indicators of 30 
countries, it was proved that social welfare and social protection can 
be well provided not only in the system of the social market 
economy, but also in countries with the liberal economic model [4]; 

- For the first time, a methodology for measuring the degree of 
state regulation in the social protection system was proposed. Three 
Subindex - Labor Market Liberalism (Dirigisme) Subindex 
(sIL(D)LM), Health System Liberalism (Dirigisme) Subindex 
(sIL(D)HS) and Pension System Liberalism (Dirigisme) Subindex 
(sIL(D)PS) calculated the Liberalism (Dirigisme) Index of the Social 
Protection System (IL(D)SPS) [4]; 

- On the basis of the calculation of sIL(D)LM it is proved that 
Azerbaijan is quite right (the second most liberal (right-wing) 
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country among 30 countries studied) and there is a need to increase 
government intervention in the labor market [3]; 

- On the basis of the calculation of sIL(D)HS, it was proved that 
Azerbaijan is the second most liberal (right-wing) country among 30 
countries and it is necessary to “left” our country on this index [5]; 

- There is a high correlation between the income of the 
population in Azerbaijan and the world, the health expenditures of 
households and the life expectancy at birth [5]; 

- On the basis of the calculation of sIL(D)PS, it has been proved 
that Azerbaijan befalls the country with the most dirigist (leftist) 
pension system among 30 countries [19]. 

- The necessity of formation of the private pension fund for both 
economic development and strengthening of social protection is 
substantiated in our country [4]; 

- The possibility of enhancing the social protection of pensioners 
by substantiating the state's pension system not only directly but also 
indirectly (for example, by stimulating the formation of private 
pension provision) has been substantiated [4]; 

- It was determined that there was no high correlation between 
the relative indicators of pensions and the liberalization of the 
pension systems. By concrete calculations it has been proved, that 
these indicators are higher or lower in countries where both public 
and private pensions are predominant [4]; 

- Social, economic, demographic factors necessitating the 
liberalization of the pension system have been identified [19]; 

- It has been proved, that the administrative reforms carried out in 
the field of pension in Azerbaijan have not yielded the expected 
results and it is justified that it is necessary to partially liberalize 
(improve) the pension system of our country [19]; 

- For the first time in Azerbaijan, a mechanism for the formation 
of non-state pension provision has been made [69]; 

The dissertation provides suggestions and recommendations on 
reforms and measures needed to enhance social protection in 
Azerbaijan. 
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Theoretical and practical significance of the research. 
Theoretical results obtained from the research can be empowered in 
the teaching of economics of the social sphere, economics of health 
care, economics of labor, modern problems of social protection, state 
regulation of social security. The research can be used to clarify 
problems related to the strengthening of social protection, to develop 
programs and concepts related to social protection, as well as to 
achive on the optimization of state regulation in this area. 

Approbation and application. As a result of the research, a 
number of state documents (“On the improvement of official 
statistics in the Republic of Azerbaijan in 2003-2007”, “On 
improvement of official statistics in the Republic of Azerbaijan in 
2008-2012”, official programs in the Republic of Azerbaijan in 
2013-2017 “Development of statistics in the implementation of the 
State Program” (reference No. 01 / 1-9 dated May 14, 2011), 
“Models of social insurance in the post-socialist system of social 
support of the population. Comparative analysis of the experience of 
the CIS (Azerbaijan) project (December 1, 2008, Agreement No. 11-
m), “Analysis of the current state of the housing and communal 
services system and preparation of proposals and recommendations 
for the adaptation of its activities to market relations” (Reference 
No. IIN-X/O-5117/2013 dated 19 June 2013) ), “Assessment of 
competitiveness in the concept of sustainable development of the 
Azerbaijani economy Methodologies” (EIF-2012-2(6) Reference 
№39/27/5), “Analysis of the role of non-state pension provision in 
improving the life standards of pensioners and preparation of 
proposals and recommendations” (November 4, 2016 Reference № 
IN-X/O-12950/2016), was used directly in the implementation of the 
“State Program on Expansion of Digital Payments in Azerbaijan in 
2018-2020” (agreement dated August 9, 2017). 

In addition, speeches were uttered at conferences and forums in 
Azerbaijan, the Republic of China, Hungary, Turkey, Malta, Russia, 
Ukraine and Belarus. Among them are “XXI Century: Results and 
New Horizons of Social Work” (Russia-2006), “Socio-economic 
Problems of Formation of Labor Relations” (Russia-2007), “New 



17 
 

Quality of Economic Growth: Innovation, Investment, 
Competitiveness” (2007), “Globalization processes in the Caucasus 
and Central Asia” (Azerbaijan-2007, 2010, 2014), “Hungary and 
Azerbaijan: Dialogue of Cultures” (Hungary-2009), “Actual 
problems of economics and improvement of statutory regulation in 
economy” (Russia-2009) , “Additional requests for social and 
humanitarian sience” (Ukraine-2012), “Azerbaijan-China 
economies: comparative analysis” (Azerbaijan-2018), “The 
measurement of the level of government regulation in the social 
security system” (Turkey-Malta, 2020 ) International Scientific-
Practical Conferences, “Turkish World International Symposium” 
(Turkish Republic of Northern Cyprus-2010), “I Republican 
Innovative Ideas Fair of Young Scientists” (Azerbaijan-2010), 
“China-Azerbaijan Partnership: Current opportunities and new 
challenges Economic Forum” (Republic of China -2019), etc. 
includes. 

The complete volume of the dissertation is 50.0 p.s. 91 scientific 
works (2 individual monographs, 6 collective monographs, one 
textbook, two booklets, 80 articles and theses) were published. 17 
articles and theses were published in foreign journals, including two 
in the journal with an impact factor included in the international 
scientific database SCOPUS and Web of Science, and 10 in 
authoritative journals recommended by the ECA. 

Name of the organization where the dissertation work is 
performed. Institute of Economics of the Azerbaijan National 
Academy of Sciences 

The scope of the dissertation. Chapter I of the dissertation 
consists of 46 672 characters, Chapter II 42 780 characters, Chapter 
III 66 947 characters, Chapter IV 101 156 characters, Chapter V 63 
025 characters, Chapter VI 80 808 characters, the dissertation 
consists of 401 388 characters entirely. 
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MAIN SCIENTIFIC THESES FOR DEFENSE 
Thesis 1: For the first time, a methodological framework for 

measuring the degree of state regulation in the social protection 
system (including the labor market, health care and the pension 
system) has been developed. As a result of calculations based on 
the indicators of 30 countries with available statistics, it was 
determined government intervention in the social protection 
system should be more pro-life than in the economic system. At 
present, Azerbaijan's social protection system is more liberal 
than in many countries, and there is a specific need to increase 
government intervention in this field. 

Enhancing the social protection of the population directly 
depends on the degree of effectiveness of state regulation in the 
system. Is it possible to measure the degree of state regulation in the 
social protection system? Our research has shown that so far there is 
no methodology to measure the degree of state regulation in the 
social protection system. For the first time, we have developed an 
IL(D)SPS measuring the degree of state regulation in the social 
protection system. This Index is based on the metodology proposed 
by the Institute of Economics of ANAS on the measurement of state 
intervention in the economy using the Leftness (Rightness) Index of 
Economy (IL(R)E, 2015) and calculated on the basis of the three 
subindices - L(D)LM, L(D)HS, L(D)PS. IL(D)SPS allows to 
determine the effectiveness of the state's intervention in the social 
protection system within a certain period of time, to assess the social 
consequences of the reforms. 

IL(D)SPS varies in the range 0-1: 0 - “absolute rightness” of 
the social protection system (no state interference in the social 
protection system), 1 - “absolute leftist” (entirely by the state of the 
social protection system) regulation. 

In the study, IL(D)SPS calculated on the basis of statistics from 
30 developed, developing, post-socialist countries and countries 
known for their revolutionary social security reforms. It would be 
expedient to study the CIS countries during these calculations, but 
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the lack of a statistical database has committed those countries out of 
the study. 

Indicators are indexed by the formula (Vi-Vmin)/(Vmax-Vmin). 
Then the IL(D)SPS calculated by contributing a factor of 0.40 to the 
sIL(D)PS, a factor of 0.30 to each of the sIL(D)LM and the 
sIL(D)HS. 

IL(D)SPS= 0.30 *sIL(D)LM + 0.30 *sIL(D)HS + 
0.40*sIL(D)PS 

The following table presents IL(D)SPS and IL(R)E. According to 
IL(D)SPS, the most liberal (rightest) countries are US (0.237), 
Australia (0.310) and Switzerland (0.315), and the most liberal 
(leftiest) countries are France (0.618), Spain (0.591) and Greece 
(0.564). According to IL(R)E, the most liberal (right) country is 
Switzerland (0.188), the most dirigist (leftist) country (0.416) is 
France (Table 1). 

Table 1. IL(D)SPS and IR(L)E, 2015 
№ Countries IL(D)SPS IR(L)E  № Countries IL(D)SPS IR(L)E 
1 USA 0,237 0,245 16 Japan 0,452 0,298 
2 Australia 0,310 0,300  17 Poland 0,467 0,346 
3 Switzerland 0,315 0,188  18 Norway 0,478 0,265 
4 Canada 0,332 0,238  19 Slovenia 0,483 0,345 
5 Great Britain 0,367 0,227  20 Estonia 0,496 0,288 
6 Chile 0,378 -  21 Finland 0,508 0,285 
7 Israel 0,385 0,267  22 Slovakia 0,509 0,344 
8 Korea 0,387 -  23 Germany 0,511 0,324 
9 Denmark 0,389 0,190  24 Austria 0,521 0,256 

10 New 
Zealand 0,407 0,244 

 25 Czech 
Republic 0,531 0,255 

11 Netherlands 0,419 0,317  26 Italy 0,556 0,319 
12 Azerbaijan 0,440 0,273  27 Greece 0,564 0,362 
13 Luxembourg 0,449 0,270  28 Belgium 0,579 - 
14 Sweden 0,450 0,272  29 Spain 0,591 0,344 
15 Hungary 0,451 0,298  30 France 0,618 0,416 

Source: OECD, 2016 and compiled by the author on the basis of 
http://economics.com.az/index.php/2015/item/1123-oelkaevi-naetidzaelaer.html. 

 
 

http://economics.com.az/index.php/2015/item/1123-oelkaevi-naetidzaelaer.html
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The results of IL(D)SPS are shown visually in Figure 1 (Figure 
1).  

 

 
Figure 1. IL(D)SPS, 2015 
Note: The figure has been compiled by author. 
 

The relative center of the scale (0.453) is greater than the 
geometric center (0.350). That is, in the countries examined, the 
social protection system is more inclined to the left than to the right. 
As it can be seen, Azerbaijan is located at the right pole from the 
relative center. 

The conclusion terms as there is a need to revitalize some of the 
areas involved in ensuring social protection in our country (health 
care system and labor market), in other words, to increase state 
intervention in the social protection system. 

Thesis 2: There is no high correlation between socio-
economic models (dirigist, liberal) and the provision of social 
protection. In some cases, countries with a liberal economic 
model provide better social protection. 

Our research shows employment, average wage and the minimum 
wage play an important role in strengthening social protection. 

As the main source of income, employment has a significant 
impact on improving social protection. Consider the level of 
employment among the able-bodied population in OECD countries 
(Table 2). 
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Table 2. Employment rate among able-bodied people in 
OECD countries, 2018 

№ Country Employment 
rate, % 

 № Country Employment 
rate, % 

1 Australia 73.64  20 Korea 66.76 
2 Austria 72.80  21 Latvia 71.07 
3 Belgium 64.07  22 Lithuania 71.11 
4 Canada 73.63  23 Luxembourg 67.03 
5 Chile 62.81  24 Mexico 61.36 
6 Colombia 66.41  25 Netherlands 76.49 
7 Czech  74.46  26 New Zealand 77.49 
8 Denmark 75.02  27 Norway 74.47 
9 Estonia 74.00  28 Poland 66.94 
10 Finland 71.34  29 Portugal 69.23 
11 France 65.24  30 Slovakia 67.07 
12 Germany 75.64  31 Slovenia 70.51 
13 Greece 54.07  32 South Africa 42.85 
14 Hungary 69.17  33 Spain 61.65 
15 Iceland 85.21  34 Sweden 77.21 
16 Ireland 68.36  35 Switzerland 79.92 
17 Israel 69.29  36 Turkey 52.49 
18 Italy 58.17  37 Great Britain 74.73 
19 Japan 76.34  38 USA 70.62 

Source: The table has been compiled by the author on the basis of 
https://data.oecd.org/emp/employment-rate.htm  

 
As it can be seen from the table, the employment rate among the 

able-bodied population was 70.62% in US, which possesses a liberal 
economic system, and 74.73% in the United Kingdom. It was 
75.64% in Germany and 75.02% in Denmark, which utilize a similar 
social model. This shows that the level of employment does not 
depend on whether the economic system is liberal or social. 

Research shows that wage incomes are closely unlinked to 
economic models. Thus, in countries with both a liberal and a 
conductor model, wage incomes can be high and low. The following 
table shows the average annual wage income in a number of 
countries (Table 3). 

 

https://data.oecd.org/emp/employment-rate.htm
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Table 3. Average annual salary, intl. dollar, 2019 
№ Country Average 

annual salary 
 № Country Average 

annual salary 
1 Australia 54 401  19 Korea 42 285 
2 Austria 53 903  20 Latvia 28 454 
3 Belgium 55 590  21 Lithuania 28 914 
4 Canada 53 198  22 Luxembourg 68 681 
5 Chile 26 916  23 Mexico 17 594 
6 Czech Rep. 29 281  24 Netherlands 56 552 
7 Denmark 57 150  25 New Zealand 44 031 
8 Estonia 30 297  26 Norway 54 027 
9 Finland 45 698  27 Poland 31 970 
10 France 46 481  28 Portugal 26 634 
11 Germany 53 638  29 Slovakia 25 452 
12 Greece 27 459  30 Slovenia 40 220 
13 Hungary 26 223  31 Spain 38 758 
14 Iceland 68 006  32 Sweden 46 695 
15 Ireland 50 490  33 Switzerland 66 567 
16 Israel 39 403  34 Great Britain 47 226 
17 Italy 39 189  35 USA 65 836 
18 Japan 38 617  36 - - 

Source: The table has been compiled by the author on the basis of 
https://data.oecd.org/earnwage/average-wages.htm#indicator-chart%20v%C9%99 
and https://www.stat.gov.az/source/labour/  
 

As it can be seen from the table, the country with the highest 
average annual income is Luxembourg (63 681 intl. dollar). It should 
be noted that Luxembourg has the liberal economic model. The third 
country with the highest average annual salary is US (65 836 intl. 
dollar). US is well known for maintaining the liberal model. Leading 
Austria and Belgium have a socially oriented economic model. 

Sometimes, when making comparisons, the preference for 
relative indicators over absolute ones allows for a more accurate 
assessment of the current situation. The chart below shows the ratio 
of minimum awarage to the average monthly wage in some countries 
(Graph 1). 

 

https://www.stat.gov.az/source/labour/
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Graph 1. The ratio of MW to the average monthly wage, %, 2016 
Source: The graph has been compiled by the author on the basis of 
http://stats.oecd.org/ 

 
As it can be seen from the graph, the countries with the highest 

ratio of the minimum wage to the average monthly wage are 
Colombia (0.86%), Costa Rica and Chile (0.69%), France and New 
Zealand (0.61%). The countries with the lowest rates are US 
(0.35%), Mexico and Spain (0.37%), and Japan (0.40%). As it can be 
seen from the analysis, the ratio of the minimum wage to the average 
monthly wage can be high or low in both the dirigist and the liberal 
country. 

One of the indicators of the effectiveness of the social protection 
system is the level of poverty.  

As it can be seen from the graph, Israel has the highest poverty 
rate among the countries concerned (18.6). The countries with the 
highest poverty rates are US (17.5%), Turkey (17.2%), Mexico 
(16.7%), Estonia (16.3%), and Japan (16.1%) and the countries with 
low poverty rates are Iceland (4.6%), Czech Republic (6%), France 
(8%), Luxembourg and Netherlands (8.4%). It means the level of 
poverty can be poor or low in both liberal (rightist) and dirigist 
(leftist) countries (Graph 2). 
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 Graph 2. Poverty level, %, 2014  
 Source: The graph has been compiled by the author on the basis of 
https://data.worldbank.org/indicator  

 
Thus, our analysis and assessments allow us to conclude that the 

strength or weakness of social protection is unrelated to the dirigisme 
(leftness) and liberalism (rightness) of countries. In some cases, the 
social protection system in liberal countries is more effective than in 
dirigist countries.  

Thesis 3: For the first time, the degree of state regulation of 
the labor market has been measured and determined that, in 
general, direct government intervention in the labor market is 
more acceptable. Azerbaijan's labor market is more liberal 
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among the 30 countries examined, and it is necessary to increase 
government intervention in the area.  

sİL(D)LM is calculated on the basis of 3 sub-indicators (the ratio 
of public expenditures of labor market (% of GDP), the ratio of 
public expenditures of unemployment (% of GDP) and the ratio of 
the minimum wage (% of GDP per capita) (Table 4). 

 
Table 4. sIL(D)LM and IL(R)E, 2015 

Countries sIL(D)LM IL(R)E  Countries sIL(D)LM IL(R)E 
USA 0,139 0,245  Sweden 0,169 0,272 
Germany 0,328 0,324  Switzerland 0,152 0,188 
Australia 0,272 0,300  Italy 0,250 0,319 
Austria 0,231 0,256  Canada 0,221 0,238 
Azerbaijan 0,128 0,273  Korea 0,209 - 
Belgium 0,542 -  Luxembourg 0,271 0,270 
Great Britain 0,210 0,227  Hungary 0,235 0,298 
Czech Republic 0,177 0,255  Netherlands 0,425 0,317 
Chile 0,150 -  Norway 0,104 0,265 
Denmark 0,239 0,190  Poland 0,221 0,346 
Estonia 0,161 0,288  Slovakia 0,170 0,344 
Finland 0,342 0,285  Slovenia 0,259 0,345 
France 0,480 0,416  Japan 0,150 0,298 
Spain 0,496 0,344  New Zealand 0,267 0,244 
Israel 0,196 0,267  Greece 0,269 0,362 
Source: The table has been compiled by the author on the basis of 
https://data.oecd.org/socialexp/public-spending-on-labour-markets.htm,  
https://data.oecd.org/socialexp/public-unemployment-spending.htm#indicator-
chart and http://economics.com.az/index.php/2015/item/1123-oelkaevi-
naetidzaelaer.html  
  

According to the subindex, the most liberal (rightist) country is 
Norway (0.104), the most dirigist (leftist) country is Belgium 
(0.542). Azerbaijan is quite right on this indicator and is the second 
most liberal (right-wing) country among the 30 countries studied. It 
should be noted that the efficiency of the labor market in our country 
does not meet modern requirements. It gives reason to say that there 
is a remarkable need to increase government intervention in the labor 
market in Azerbaijan. Thus in our country, the ratio of public 

https://data.oecd.org/socialexp/public-spending-on-labour-markets.htm
https://data.oecd.org/socialexp/public-unemployment-spending.htm#indicator-chart
https://data.oecd.org/socialexp/public-unemployment-spending.htm#indicator-chart
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spending on the labor market (% of GDP), as well as the ratio of 
government spending on reducing unemployment (% of GDP), and 
the minimum wage are drastically low. It should be noted that while 
253 800 people were unemployed in Azerbaijan in 2018, the number 
of people officially registered as unemployed in the employment 
services was 20088, and the number of people receiving 
unemployment benefits was 1,117 (one in 18). 

 The results for the sIL(D)LM are given visually in Figure 2.  
 

Figure 2. sIL(D)LM, 2015 
Note: The figure has been compiled by author. 

 
As it can be seen from the figure, the relative center scale (0.249) 

is smaller than the geometric center scale (0.300). This signifies that 
in the countries studied, the labor market is more inclined to the right 
than to the left. Liberalization reforms carried out in most countries 
of the world in recent years and the fact that the unemployment 
problem in most of the countries in this researched group has been 
solved, and unemployment is not so serious lead to a shift to the 
right.  

Thesis 4: For the first time, the degree of state regulation in 
the health care system was measured and it was determined the 
high level of liberalization in the health care system in many 
cases had a negative impact on the health of the population. 
There is a positive correlation between an increase in 
government intervention (increased health spending) and an 
improvement in health indicators. The health care system in 

 - 0,100 0,200 0,300 0,400 0,500 0,600

Dirigisme of 
labour market

Liberalism of 
labour marketRelative center

(0,249)

B
el

gi
um

A
ze

rb
ai

ja
n

N
or

w
ay

G
er

m
an

y

It
al

y

N
et

he
rl

an
d

Sp
ai

n

Is
ra

el



27 
 

Azerbaijan is generally liberal and there is a need to increase 
government intervention in the area.  

The development of the health care system completely depends 
on the degree of state regulation. The state health care system is 
supported and regulated by a number of methods: financing, 
formation of compulsory health insurance, determination of 
compulsory health insurance tariffs, licensing of health services and 
enterprises, etc. We have created the sİ(D)HS to measure the degree 
of state regulation in the health care system. This subindex includes 
four indicators (share of public health expenditures in total health 
expenditures (excluding population payments), level of social health 
insurance coverage (compulsory health insurance), VAT applied on 
drug purchases and the compulsory health insurance tariffs for 
employers). In the calculation of the subindex, the share of public 
health expenditures in total health expenditures was given a 
coefficient of 0.40, the level of social health insurance coverage, 
VAT applied on drug purchases and compulsory health insurance 
tariffs for employers were given the equivalent amount of each 0.20 
coefficient. 

According to the sIL(D)HS, the most liberal (right-wing) 
countries are US (0.165) and Azerbaijan (0.328). US remains in 
addition a right-wing (0.245) country in terms of IL(R)E. Azerbaijan 
is one of the most liberal countries for its health system due to the 
incomplete formation of social health insurance and low public 
health expenditures. France is the most left-wing (0.416) country in 
terms of IL(R)E and also on the leftist according to the sIL(D)HS 
(0.589). Among the 30 countries we examined, Norway is the most 
dirigist country in health care system (0.907) (Table 5).  

 
Table 5. sİ(D)HS and IL(R)E, 2015 

№ Countries sIL(D)HS IL(R)E  № Countries sIL(D)HS IL(R)E 

 1 2 3   4 5 6 
1 USA 0,165 0,245  16 Sweden 0,674 0,272 
2 Germany 0,706 0,324  17 Switzerland 0,512 0,188 
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                                                                                                    The part of 5th Table  
 1 2 3   4 5 6 

3 Australia 0,461 0,300  18 Italy 0,672 0,319 
4 Austria 0,652 0,256  19 Canada 0,578 0,238 
5 Azerbaijan 0,328 0,273  20 Korea 0,637 - 
6 Belgium 0,653 -  21 Luxembourg 0,634 0,270 
7 Great Britain 0,552 0,227  22 Hungary 0,521 0,298 
8 Czech Rep. 0,760 0,255  23 Netherlands 0,684 0,317 
9 Chile 0,480 -  24 Norway 0,907 0,265 

10 Denmark 0,783 0,190  25 Poland 0,566 0,346 
11 Estonia 0,759 0,288  26 Slovakia 0,708 0,344 
12 Finland 0,634 0,285  27 Slovenia 0,586 0,345 
13 France 0,589 0,416  28 Japan 0,657 0,298 
14 Spain 0,687 0,344  29 New Zealand 0,696 0,244 
15 Israel 0,698 0,267  30 Greece 0,618 0,362 

Source: The table has been compiled by the author on the basis of  
https://www.who.int/data/gho/data/indicators, 
http://economics.com.az/index.php/2015/item/1123-oelkaevi-naetidzaelaer.html 

The results for the sIL(D)HS are visualized as follows (Figure 3). 
  

 
Figure 3. sI(D)HS, 2015 
Note: The figure has been compiled by author. 
 

As it can be seen from a picture, the relative center indicator 
(0.619) is greater than the geometric center indicator (0.600). It 
means, that the health care system in the studied countries is 
generally left-wing. The fact that health care is an area that requires 
more government intervention and it means countries are shifting to 
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the left. Azerbaijan is located in the right-wing and in our opinion, it 
is necessary to increase state intervention in this field.  

 Thesis 5: There is a significant correlation between 
increasing health expenditures and improving health indicators. 

Studies show there is a significant correlation between health 
expenditures and health indicators. As health spending increases, life 
expectancy at birth increases, maternal, infant, child mortality, and so 
on decreases. 

Our calculations show that there is a direct correlation (R= 
0.9738) between life expectancy at birth and the income of the 
population (Graph 3).  

 

 
 
Graph 3. The relationship between the income of the population 
in Azerbaijan and the life expectancy at birth, 2000-2016 
Source: The graph has been compiled by the author on the basis of  
http://www.stat.gov.az/source/demoqraphy/and 
https://www.stat.gov.az/source/system_nat_accounts/   
 

Analyzes show, that as the population's income increases, so does 
the amount of money they spend on medical services. There is a high 
correlation (R=0.9803) between household spending on health 
services and life expectancy at birth (Graph 4).  
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Graph 4. The relationship between health the expenditures of 
households and life expectancy at birth in Azerbaijan, 2000-2016 
Source: The graph has been compiled by the author on the basis of  
http://www.stat.gov.az/source/demoqraphy/,http://www.stat.gov.az/source/househo
lds/  

 
Predominantly, our research shows the health sector remains an 

area that requires more government intervention. As government 
spending increases, health indicators improve adequate.    

Thesis 6: For the first time, the degree of state regulation in 
the pension system has been measured and determined that, 
unlike the health care sector and the labor market, the pension 
system is more efficient when it is liberal. Liberalization possess 
a positive effect on pension systems. As a result of liberalization, 
the funds of private pension funds are increasing, the level of 
profitability is rising, and the investment climate is reviving. 
Azerbaijan's pension system is at the far left of the surveyed 30 
countries and liberal reforms are needed in the country's pension 
system.  

Measuring the degree of state regulation in the pension system 
allows assessing the socio-economic effectiveness of reforms in this 
area. The sIL(D)PS was calculated based on the ratio of assets of 
private pension funds (% of GDP), the ratio of public pension 
expenditures (% of GDP), the rate of compulsory social insurance for 
employers and restrictions on the investment of pension funds (Table 
6). 
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Table 6. sIL(D)PS and IL(R)E, 2015 

№ Countries sIL(D)PS IL(R)E  № Countries sIL(D)PS IL(R)E 
1 USA 0,365 0,245  16 Sweden 0,492 0,272 
2 Germany 0,501 0,324  17 Switzerland 0,289 0,188 
3 Australia 0,226 0,300  18 Italy 0,697 0,319 
4 Austria 0,641 0,256  19 Canada 0,230 0,238 
5 Azerbaijan 0,757 0,273  20 Korea 0,334 - 
6 Belgium 0,550 -  21 Luxembourg 0,444 0,270 
7 Great Britain 0,346 0,227  22 Hungary 0,561 0,298 
8 Czech Rep. 0,626 0,255  23 Netherlands 0,214 0,317 
9 Chile 0,471 -  24 Norway 0,437 0,265 

10 Denmark 0,205 0,190  25 Poland 0,578 0,346 
11 Estonia 0,550 0,288  26 Slovakia 0,614 0,344 
12 Finland 0,539 0,285  27 Slovenia 0,574 0,345 
13 France 0,742 0,416  28 Japan 0,524 0,298 
14 Spain 0,591 0,344  29 New Zealand 0,296 0,244 
15 Israel 0,293 0,267  30 Greece 0,745 0,362 

Source: The table has been compiled by the author on the basis of 
https://www.oecd.org/pensions/private-pensions/, 
http://economics.com.az/index.php/2015/item/1123-oelkaevi-naetidzaelaer.html  
 

According to the sIL(D)PS, the most dirigist (leftist) countries 
are Azerbaijan (0.757), Greece (0.745) and France (0.742). Private 
pension system has been unformed in our country. Compulsory 
social insurance rates are high for employers. In our opinion, the 
formation of non-state pension system, building private pension 
funds, the reduction of compulsory social insurance rates for 
employers would strengthen the social protection of pensioners in 
our country, as well as improve the business environment. 

In Greece, the ratio of public pension expenditures (% of GDP) is 
high, the ratio of private pension fund assets (% of GDP) is low, 
compulsory social insurance rates for employers are high, and there 
are many restrictions on the investment of pension funds. France has 
a high ratio of public pension expenditures (% of GDP), compulsory 
social insurance rates for employers and a low ratio of private 
pension fund assets (% of GDP). At the same time, restrictions on the 
investment of private pension funds are serious. One of the most left-

https://www.oecd.org/pensions/private-pensions/
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wing countries in the group is Italy (0.697). This is due to the fact 
that the share of the state pension system in this country is extremely 
high. According to the sIL(D)PS, the most liberal (right-wing) 
countries are Denmark (0.205), Netherlands (0.214), Australia 
(0.226) and Canada (0.230). It is noteworthy the role of the private 
sector in the field of pensions in these countries is high. The share of 
the private sector in the pension sector is 84% in Australia, 70% in 
Netherlands and 43% in Canada, which is moderately high. 

The results for the sIL(D)PS are visualized as follows (Figure 4).  
 

 
 
Figure 4. sIL(D)PS, 2015 
Note: The figure has been compiled by author. 
 

In the ranking, countries such as Switzerland, US, Great Britain 
and New Zealand are on the right pole, while countries such as Spain 
and Belgium are on the left pole. Interestingly, Canada and Denmark 
are the most liberal country in terms of the sIL(D)PS and also the 
most right-wing countries in terms of IL(R)E. 

Thus, the experience of developed countries shows that the 
process of liberalization delivers a positive impact on the activities of 
pension institutions. The formation of a non-state pension system, the 
creation of private pension funds play notable role in reviving the 
investment climate and economic development in general. Even in 
some countries, the assets of private pension funds exceed GDP. 
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Currently, 13 countries (Australia, Brazil, Canada, France, 
Germany, Hong Kong, Ireland, Japan, Netherlands, South Africa, 
Switzerland, Great Britain and US) lead the world in terms of assets 
of pension funds (both public and private). They are called “P13” 
countries. In 2019, the total investment of private pension funds in 
the P13 countries amounted to 46.7 trillion US dollars. 

Some reports among “P13” purposefully identify seven countries 
(Australia, Canada, Japan, Netherlands, Switzerland, Great Britain, 
and US) as “P7”. 

In 2019, the ratio of pension fund assets (of GDP) in most 
countries increased compared to previous years (Table 7). 

 
Table 7. Ratio of Global Pension Fund assets (of GDP), %, 2019  

 Countries 2009 2019 
 

 Countries 2009 2019 
Denmark 159.4 219.7  Estonia 8.2 18.5 
Netherlands 108.8 194.4  Mexico 12.6 18.5 
Iceland 118.6 178.2  Latvia 6.0 16.7 
Canada 114.5 159.5  Spain 12.5 13.0 
Switzerland 126.8 158.7  Slovakia 6.2 12.6 
USA 112.1 150.3  Norway 7.2 10.9 
Australia 84.8 137.5  Italy 4.7 10.9 
Great Britain 72.6 123.2  France 8.0 10.6 
Sweden 51.6 99.9  Czech Rep. 5.5 8.8 
Chile 61.8 80.8  Lithuania 4.1 8.3 
Israel 43.8 63.9  Poland 13.3 8.0 
Finland 50.2 59.5  Germany 5.3 7.5 
Belgium 24.1 35.2  Slovenia 4.9 7.3 
New Zealand 11.6 31.1  Austria 4.9 6.1 
Japan 29.5 28.6  Hungary 12.9 5.4 
Korea 8.5 28.2  Turkey 0.9 2.9 
Colombia 13.4 26.7  Luxembourg 2.3 2.8 
Portugal 13.3 20.7  Greece 0.0 0. 

Source: The table has been compiled by the author on the basis of 
https://www.oecd.org/finance/private-pensions/globalpensionstatistics.htm  
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In 2019, the highest ratio of pension fund assets (% of GDP) 
(209.7%) was in Denmark. Among the countries under review, only 
in Poland decreased (from 13.3% in 2009 to 8.0% in 2019). 

The country with the most substantial assets of private pension 
funds is US (32.2 trillion US dollars). 

 

 
Graph 5. Assets of private pension funds in US, trillion US$   
Source: The graph has been compiled by the author on the basis of 
https://data.oecd.org/pension/private-pension-assets.htm  

 
Providing a favorable environment for private pension funds 

affects the rapid incline of their assets. Private pension funds in US 
increased their assets in 2019 by 2.8 times compared to 2000. 

Engagingly, the countries with the most substantial assets of 
pension funds remain the countries that are carrying out right-wing 
(liberal) reforms in the field of pension. So that, the less the 
government interferes with the functioning of pension systems, the 
more developed the pension system. The share of the private pension 
sector is also high in countries with the giant pension funds.  In 2011 
the share of the private sector in the United Kingdom was 89%, in 
Australia 84%, in US 72%, in Switzerland 71%, and in Netherlands 
70%, these can be perfect example (Graph 6). 
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Graph 6. Share of public and private sector in the field of 
pension, %, 2011 
Source: The graph has been compiled by the author on the basis of Global Pension 
Assets Study 2013, TowersWatson.com  

 
As we have noted, investments in private pension funds fulfil an 

essential role in the overall economic development of countries. The 
graph below shows the relationship between private pension fund 
investment and GDP in US (Graph 7). 

 

 
Graph 7. Dependence between private pension fund investment 
and GDP in US, trill. USD, 2005-2015 
Source: The graph has been compiled by the author on the basis of OECD Global 
Pension Statistics. 

 
As it can be seen, the correlation between the investments of 

private pension funds and GDP is high (r = 0.8833) in US. 
It should be noted that private pension funds increase their assets 

by various means. Pension funds of OECD countries earn high 
returns and value funds with mainly in 9 groups: stocks, government 
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securities and bonds, cash deposits, loans, investment funds, private 
funds, real estate, insurance contracts, etc. In 2019, the real return on 
investment of private pension funds was 16.6% in Lithuania, 15.6% 
in Belgium and 13.8% in Netherlands (Graph 8).  

 

 
Graph 8. Real profitability of private pension funds in selected 
OECD countries, %, 2019 
Source: The graph has been compiled by the author on the basis of 
https://www.oecd.org/daf/fin/private-pensions/Pension-Markets-in-Focus-2020.pdf  

 
According to the calculations made by J. Fischer, R. Dornbusch 

and R. Schmalenzi in the 1960s, the real rate of return on investment 
in education is 10%, the real rate of return on investment in stocks is 
6%, and the rate of return on investment in bonds is 2% classified. 
They considered the return on investment above 10% to be very 
promising [2, p.306]. As it can be seen, the real return on private 
pension funds is close to, and in some cases even higher, than the 
return on the highest-yielding education investment. 

Thesis 7: The process of demographic aging in the world, 
including in Azerbaijan, will aggravate the social burden of 
states in the future. This can lead to serious problems in the 
arrangement of social protection and disruption of social 
stability. Reducing the negative consequences of it makes 
necessary to liberalize the pension system. 
                                                 
2 Фишер, С. Экономика / С. Фишер, Р. Дорнбуш, Р. Шмалензи. – Москва: 
Дело, – 2001. – 864 с. 
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Statistical analysis shows the world's population is growing. 
According to UN estimations, the world's population will reach 9.8 
billion in 2050 and 11.2 billion in 2100 [3]. In the 21st century, there 
will be significant changes in the age structure of the population in 
most countries of the world. The number of able-bodied population 
in the population will decrease, while the share of retired people will 
increase. According to the forecasts, only twenty of the 64 countries 
analyzed in research (France, Ireland, Luxembourg, Great Britain, 
Mongolia, Kazakhstan, Kyrgyzstan, India, Malaysia, Israel, 
Denmark, Norway, Sweden, Switzerland, Canada, Australia, New 
Zealand, Indonesia, South Africa and US) the number of able-bodied 
population will increase by 2100. In most of these countries, the 
increase reason in the working age population is migrants. However, 
in most countries the number of able-bodied population will decrease 
by 2100. 

According to UN statistics, in 2015, 12.2% of the world's 
population were elderly (65 and older). According to forecasts, this 
figure will increase to 16.0% in 2050 and 22.7% in 2100. In 2015, 
Moldova (74.3%) and China (73.2%) had the highest share of able-
bodied population in the population. In 2100, the corresponding 
figures will decrease to 57.9% in Moldova and 52.8% in China. In 
2100, Singapore will have the lowest share of the working age 
population (49.0%) [4].  

 

                                                 
3 UN World Population Prospects 2019: [Electronic resource] / United Nations: 
Department of Economic and Social Affairs. Population Dynamics. – New York, 
2017. URL: https://www.un.org/development/desa/en/news/population/world-
population-prospects-2017.html 
4 UN World Population Prospects 2019: [Electronic resource] / United Nations: 
Department of Economic and Social Affairs. Population Dynamics. – New York, 
2019. URL: https://population.un.org/wpp/ 
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Graph 9. Ratio of able-bodied population (15-64 years) to the 
total population, % 
Source: The graph has been compiled by the author on the basis of UN World 
Population Prospects, http://esa.un.org/unpd/wpp/Download/ 
Standard/Population/  

 
Demographic changes will also be reflected in the ratio of the 

retirement age population to the able-bodied population. These 
forecasts indicate that in the future there will be serious problems in 
the labor market and the provision of pensions (Graph 10). 

 

 
Graph 10. Ratio of retired (65+) population to able-bodied 
population (15-64 years old), %, 2015 
Source: The graph has been compiled by the author on the basis of 
http://esa.un.org/unpd/wpp/Download/ Standard/Population/  
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As it can be seen from the graph, by 2100, the ratio of the elderly 

to the able-bodied population will increase in most countries of the 
world. The highest rates will be in Singapore (82.3%), Albania 
(72.6%) and Korea (71.5%)  

According to the Global Aging Monitoring Organization, the 
share of the world's population over the age of 60 will be 16.5% in 
2030 and 21.5% in 2050 [5]. In the developed countries of the world, 
the share of the able-bodied population over the age of 65 in 2050 
compared to 2015 increased from 32.2% to 58.5% in Germany, from 
43.4% to 70% in Japan, and will increase from 21.4% to 36.5% in 
US. However, this trend will be typical not only for developed 
countries, but also for most countries. For example, in Georgia this 
figure will increase from 20.4% to 42.8%, and as well in Azerbaijan 
from 7.8% to 26.3%. 

Obviously, this is a serious change, and the reduction in the 
number of employees per retiree in the future will increase the social 
burden of the state. In order coping with it states will have to use 
methods such as reducing pension costs [6] or raising the retirement 
age. Therefore, developed and developing countries pay special 
attention to these factors when formulating their social policies. As a 
similar trend is observed in Azerbaijan, it is necessary to carry out 
liberal reforms in the pension system. 

Due to the demographic aging in the world, there will be a need 
to increase social security costs, including pensions. According to 
forecasts, the ratio of public pension expenditures as % of GDP in 
2050 will increase in a number of countries compared to 2020. Thus, 
the ratio of pension expenditures % of GDP in the corresponding 
period will rise with the increase from 4.9% to 5.9% in US, from 

                                                 
5 Global agewatch Index: [Electronic resource] HelpAge International. – London, 
2015. URL: https://www.helpage.org/global-agewatch/ 
6 Bonoli, G. The Politics of Pension Reform: Institutions and Policy Change in 
Western Europe : [Electronic resource] / Cambridge University Press. – 
Cambridge, 2000. URL: http://assets.cambridge.org/ 
/97805217/72327/sample/9780521772327ws.pdf 
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7.7% to 8.3% in the United Kingdom, and from 11.0% to 12% in 
Norway. 

It should be noted that according to the UN classification, 
Azerbaijan is currently one of the countries with an aging population: 
in 2015, the share of people aged 65 and over was 5.6%. However, in 
the upcoming years, Azerbaijan is expected to join the ranks of 
countries with an aging population. Thus, the corresponding figure is 
predicted to increase to 9.36% in 2025, 16.9% in 2050, and 23.9% in 
2100 (Graph 11). 

 

Graph 11. Demographic aging in Azerbaijan, forecast for 2005-
2015 and up to 2100 
Source: The graph has been compiled by the author on the basis of 
http://esa.un.org/unpd/wpp/Download/ Standard/Population/  

 
At the same time, the share of the able-bodied population will 

decrease from 72.5% in 2015 to 60% in 2100. All this indicates that 
the social burden of the state will increase.  

In Azerbaijan it is 3.8 employees per retiree in economies, 2019. 
According to estimation, “if it is engaged per retiree to seven 
employees in the economy, the social protection system is healthy, 
and if it is four employees per retiree, that means the alarm bell 
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should ring on” [7, p.16]. It has to be noted that currently the number 
of people employed in the economy per European retiree is four in 
European countries, and it is obviously two in Turkey [8]. 

The aggravation of the social burden has a negative impact on 
social protection and threatens social stability in the country. Due to 
the growing social burden, governments are forced to carry out 
various such as cosmetic reforms in the pension system. This can be 
ended up ineffective heaps of time. Chile remainded the first country 
to privatize social security institutions. Jose Pinera, in that time 
Labor Minister, said that privatization was a real revolution instead 
of cosmetic reform [9]. At that time, due to the sharp deterioration of 
the ratio between active and passive insurers in the 1970s, the 
process was carried out and successfully completed. 

 
MAIN OUTCOMES 

 
Regarding the concept of social protection: 
- The concept of social protection is used in a narrow and 

broad sense. In the narrow sense, it is a system of measures aimed at 
improving the well-being of low-income groups, and in the broad 
sense, the protection of social rights for the entire population; 

- Regardless of the socio-economic model, all countries 
consider enhancing social protection as their essential goal. 
However, the ways to achieve this goal vary depending on the socio-
economic model of the countries. In some countries, the solution of 
social problems is mostly through direct government intervention, 

                                                 
7 Zeki, M.A. Cicioğlu, Ş. Sosyal Güvenlik Sisteminin Yeniden Yapilandirilmasi 
Gereği Ve Reform Paketi: [Elektron resurs] / Hukuk, ekonomi ve siyasal, bilimler 
aylık internet dergisi. – İstanbul, 2006. URL: http://www.e-
akademi.org/incele.asp?konu 
8 İki Çalışana Bir Emekli: [Elektron resurs] / Yeni Asır. – İstanbul, 2016 URL: 
https://www.yeniasir.com.tr/surmanset/2016/06/04/iki-calisana-bir-emekli 
9 J. The Success of Chile’s Privatized Social Security // – CATO Org.: Social 
Security Paper, – 1995, №4, – 120 p. 
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while in some countries it is done through government stimulation of 
the private sector; 

- Social protection can be well provided in both liberal and 
dirigist countries. Distinctly, social protection is not significantly 
dependent on economic models; 

- “Social state” is a state that serves the interests of society and 
makes ensuring its welfare the highest goal. The social state along 
with a fair distribution of income must ensure equal opportunities for 
people; 

- “Social policy” is an activity that serves to meet with the 
primary pecuniary and moral needs of the population. Its purpose is 
not to guarantee the minimum income of the population, but to create 
conditions for high incomes. Social policy serves to reduce social 
tensions and poverty in the country and ensure social justice. 

In the field of demography: 
- The analysis shows that the average annual population growth 
rate in Azerbaijan in the 90s decreased compared to the 70-80s of the 
XX century. The reason for this is the relative weakening of natural 
growth in recent years. Despite the increase in the birth rate in the 
country since 2002, this figure has been declining in recent years; 

- The world is in the process of demographic aging. The aging 
process is expected to accelerate in the future. According to 
forecasts, the share of able-bodied population in the population will 
decrease, while the share of retired people will increase. As a result, 
the social burden of states will increase. This can lead to severe 
problems in the organization of social protection and disruption of 
social stability; 

- At present, the population of Azerbaijan is on the verge of 
aging. Azerbaijan is also undergoing a process of demographic aging 
(decrease in the share of able-bodied population in the population, 
increase in the share of employable population over the working age, 
etc.), and this process will accelerate in the future. In 2015, the share 
of people aged 65 and over in the population of our country was 
5.6%. However, in the near future, Azerbaijan is expected to join the 
ranks of countries with an aging population. Thus, the corresponding 
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figure is projected to increase to 9.36% in 2025, 16.9% in 2050 and 
23.9% in 2100. This will not only aggravate the social burden of the 
state, but also lead to problems in the social protection system. This 
process makes it necessary to carry out liberal reforms in the pension 
system of our country; 
- Although life expectancy at birth in Azerbaijan has increased in 
recent years, the increase in the retirement age has become often 
recurring. As a result, the difference between life expectancy at birth 
and the retirement age in our country is bitsy compared to a number 
of developed and developing countries. 

In relation with the labor market:  
- In recent years, serious changes have taken place in the labor 
market of Azerbaijan. This was atribution of socio-economic 
reforms. Accepted state programs, strategies, institutional changes, 
etc. relatively improved the situation in the labor market. Reducing 
the number of unemployed, expanding self-employment 
opportunities, implementing active unemployment measures, 
increasing wages, applying unemployment insurance, etc. are the 
clear examples. However, there are a number of problems in the 
labor market. These include the still high level of informal 
unemployment, the inadequacy of staff training to the requirements 
of the labor market, the fact that wages in some sectors of the 
economy (agriculture, culture, health, etc.) are lower than the 
national average, low unemployment benefits, most unemployed that 
experience inability to register in service centers and providing 
unemployment benefits to a small number of those who pass, etc. In 
Azerbaijan, more passive methods are used to reduce unemployment; 
- The relationship between the average monthly wage and the 
minimum wage is closely unrelated to economic models. In countries 
with both a liberal and a dirigist model, the average monthly wage 
and GDP can be both high and low; 
- The level of employment can be high or low in both liberal and 
dirigist countries; 
- On the scale of the sIL(D)LM for 30 countries, the labor market 
curve is more inclined to the right than to the left. In fact, the 
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expectation for the labor market was the tendency of countries to the 
left. In our opinion, the reason for this is the liberalization reforms 
carried out in most countries of the world in recent years and the fact 
that in most of the countries in the group have surveyed, the 
employment problem is largely solved and unemployment is not so 
serious; 
- Azerbaijan is the second most liberal (right-wing) country 
among the 30 countries surveyed on the sİL(D)LM. In our opinion, 
there is a need of leftness of the subindex for Azerbaijan. As par the 
fact that in comparison with 30 countries, the ratio of public 
expenditures on the labor market (% GDP), the ratio of public 
expenditures on unemployment (%GDP), and the minimum wage are 
considerably low in our country. However, the level of informal 
unemployment is particularly high in our country. 

In the field of health care: 
- In recent years, reforms have been carried out in the health care 

system of Azerbaijan. As a result of these reforms, a number of 
changes have taken place in the health care system of Azerbaijan. 
The legislative base has been constructed, the material and technical 
base of public health facilities has been improved, and a number of 
modern diagnostic centers have been established. The number of 
private health facilities has increased. There have been significant 
changes in health indicators. Life expectancy at birth has been 
extended, and the incidence of a number of diseases (especially 
infectious diseases) has decreased. Although state funding for the 
health care system has increased from year to year, it has been 
unsufficient. Thus, while public health expenditures in Azerbaijan 
are exceedingly lower than in a number of countries, in some years 
the ratio of health expenditures (% GDP) is below the critical 
threshold set by the WHO (5%); 

- Our research shows that more active government intervention in 
the health care sector gives better results; 

- According to the sIL(D)HS, the most liberal (right-wing) 
countries are US (0.165) and Azerbaijan (0.328). US remains a right-
wing (0.245) country in terms of IL(S)E. The fact that Azerbaijan is 
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one of the most liberal countries in the health care system is due to 
the incomplete formation of the social and health insurance in our 
country (until 2021). Of the 30 countries we looked at, France, the 
most leftist (0.416) country in terms of IL(S)E, is also on the left 
according to the sIL(D)HS (0.589). Norway is the country with the 
most dirigist health system in the countries we studied (0.907). 
Predominantly, those on the left pole of this subindex comprise 
countries with good health indicators. This means that in the 
countries studied, the health care system is more inclined to the left 
than to the right. 
- Azerbaijan is on the far right in terms of social health coverage. 
The key reason for this is the incomplete formation of social health 
insurance (compulsory health insurance) at the time of the research 
estimations. Only just in 2021, compulsory health insurance was 
introduced throughout the country. However, educational activities 
and understanding of people in this is insufficient. How citizens 
choose a family doctor and in what cases to apply to him, what 
diseases are included in the compulsory health insurance package, 
which groups the state sponsors, etc. information about is weak; 
- Insignificant amount of and inefficient use of public health 
expenditures in Azerbaijan is reflected in the health indicators of the 
population. It should be noted that the lowest level of public health 
expenditures (20.4%) in the total health expenditures of the surveyed 
countries is in Azerbaijan. These and other factors contribute to the 
increase in the share of informal health payments; 
- In Azerbaijan, there is a high correlation between the funds 
allocated by households for health services, including the income of 
the population and the life expectancy at birth (r=0.9803; r=0.9738, 
respectively); 
- The sources of funding for the health care system in Azerbaijan 
differ significantly from the WHO distribution. Thus, the share of 
public payments in health expenditures is incredibly high. 

In the field of pension: 
 - During the years of independence, fundamental changes have taken 
place in the pension system of Azerbaijan. The “pay-as-you go” 
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pension system based on the “solidarity” principle has been replaced 
by the “insurance-pension” system based on individual accounting. A 
new legislative framework in the field of pension has been formed, 
and relevant amendments have been made to existing laws. 
According to the new legislation, those who receive social pensions 
are referred to the category of recipients of social benefits, and those 
who are engaged in labor activity are referred to the category of labor 
retriees. However, there are a number of shortcomings in the current 
pension system: the insignificiant amount of pensions in the state 
pension system (despite repeated increases by the state) and the weak 
social protection of retriees, the low level of pensions, the lack of the 
non-state pension system and etc. problems exist. 
- According to the sIL(D)PS, the most dirigist (leftist) countries are 
France (0.756), Greece (0.726) and Azerbaijan (0.722). France has a 
high ratio of public pension expenditures (% GDP), compulsory 
social insurance rates for employers, and a low ratio of private 
pension fund assets (% GDP). At the same instant, restrictions on the 
investment of private pension funds in France are high. In Greece, 
the ratio of assets of private pension funds (% GDP) is exceptionally 
low (0.7%), and the ratio of public pension expenditures (%GDP) is 
high (16.2%). The reason why Azerbaijan is on the left pole 
represents the lack of private pensions. The most liberal countries on 
this subindex are Canada (0.167), Denmark (0.205) and Netherlands 
(0.210). By the way, Canada and Denmark are the most right-wing 
countries in terms of IL(R)E. It can be concluded that the pension 
system is usually more liberal in countries where there is little 
government modeling interventions in the economy; 
- In recent years, most developed countries in the world (especially 
P7 countries) have been carrying out liberal reforms in the field of 
pensions. In these countries, the economic and social efficiency of 
the private pension system is increasing. The experience of 
developed countries shows there is a high correlation between 
investments of private pension funds and GDP; 
- The state can intervene in the provision of pensions not only 
directly, but also indirectly (for example, by stimulating the 
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formation of a private pension system) and thus enhancing the social 
protection of retirees; 
- The level of poverty among retirees does not depend on the degree 
of liberalization (dirigisme) of the pension system or as a whole the 
economy; 
- According to the sIL(D)PS, right-wing countries are also in the lead 
in terms of indicators that characterize the efficiency of the pension 
system. The lowest poverty rates among retirees and the highest 
relative indicators of pension system are in countries where the 
pension system is more liberalized. This means that in the current 
context, liberalization has had a positive impact on the pension 
system; 
- Administrative reforms in the field of pensions have not had the 
expected effect in Azerbaijan. Retirement age is long. The standards 
of living of retirees in our country is low compared to a number of 
developed and developing countries. Therefore, there is a need for 
partial liberalization (rightness) of the pension system. The results of 
the sIL(D)PS confirm the conclusion. 

In the relation with the social protection system: 
- Socio-economic reforms carried out in recent years have also 
affected the social protection of the population. The population's 
incomes, including expenditures, have increased, the average 
monthly salary has increased, and the targeted state social assistance 
mechanism has been formed. However, in addition to the positive 
aspects, there are a number of problems in the social protection 
system (in some groups of the population, income is less than 
expenses, low share of the middle class, low pensions and benefits, 
minimum wage, subsistence level, poverty criteria, high poverty 
standards and their differences in amount, etc.; 
- As it can be seen from the analysis, the income of the population 
can be high in both dirigist (leftist) and liberal (rightist) countries. 
This is also characteristic of the level of unemployment and poverty 
in those countries. On top of that, the analysis of indicators 
characterizing the social status of retirees with a high share in the 
population allowed us to draw a similar conclusion. The 
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effectiveness of the social protection system is not related to the 
liberalism and dirigisme of the economic system of countries. In 
some cases, social protection in liberal countries is better than in 
dirigist countries; 
- According to IL(D)SP, the most liberal (rightist) country is US 
(0.237), and the most dirigist (leftist) country is France (0.618). 
According to IL(R)E, the most leftist country is France (0.416) and 
the most rightist country is Switzerland (0.188). On the scale of 
IL(D)SP, the relative center indicator (0.453) is greater than the 
geometric center indicator (0.350). That is, in the countries under 
study, the social protection system is more inclined to the left than to 
the right. Azerbaijan is in the right pole for IL(D)SP. Therefore, the 
health care system and the labor market, involved in ensuring social 
protection in Azerbaijan, must be leftist; 
- There are serious problems with social standards in Azerbaijan. 
Thus, the minimum wage, subsistence minimum, need criterion, 
poverty line, etc. such as numerous social standards used to 
determine it. That creates difficulties in identification poverty, low 
security and so on.; 
- There are serious problems in the social insurance system of 
Azerbaijan. The abstract of “hidden unemployed” and “hidden 
employment” has emerged in the country. The amount of hidden 
employment” is particularly high in the construction and service 
sectors. This is due to the high rates of compulsory social insurance 
for employers; 
- Evasion of social insurance will generate a serious problem for the 
future pension benefits of current employees; 
- There are serious problems in the social assistance system of 
Azerbaijan. Low number and amount of benefits, insufficient 
targeting develop problems in the social protection of low-income 
groups; 
- Due to the ineffectiveness of the targeted state social assistance 
mechanism, it does not play an important role in strengthening the 
social protection of low-income groups. 
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Proposals: 
In the direction of labor market regulation: 

- In order to stimulate economic activity, equal conditions must be 
created for members of society. This can be done either through 
direct government intervention or through government stimulation of 
the private sector; 
- Public spending on labor market regulation, including reducing 
unemployment, should be increased; 
- The quality of education must be improved; 
- In accordance with the global challenges of the millennium, the 
ideas of “Education for All”, “Education without Borders” must be 
implemented; 
- Universities should become centers of innovative development and 
competitive personnel should be trained as a result of innovative 
activities; 
- The quality of labor resources must be improved, human capital 
must be developed; 
- Staff training in new specialties should be increased. Staff training 
in higher education institutions should be carried out in accordance 
with the requirements of the labor market. Preference should be 
given to training in secondary specialties and higher education 
institutions in the specialties needed in the labor market; 
- Opportunities for young people to acquire professions and 
specialties, the activities of the system of technical and vocational 
schools, opportunities for in-house training and retraining should be 
expanded; 
- The ratio of the average nominal wage (%minimum wage) hould be 
brought in line with international standards (requirements of the 
European Social Charter); 
- Active forms of unemployment protection should be preferred than 
passive ones; 
- Incentives should be implemented for employers to eliminate 
“hidden employment” and expand the involvement of informal 
workers in social insurance; 
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- Social insurance tariffs should be gradually reduced in favor of 
employers; 
- Social enterprises should be established to ensure the employment 
of vulnerable groups. 

In the field of health care: 
- Funds allocated for health care from the state budget should be 
increased; 
- The distribution of health funding sources should be adjusted to 
WHO estimations; 
- The share of funds allocated for primary health services in the 
structure of funds determined to health from the state budget should 
be increased; 
- The mechanism of compulsory health insurance should be activated 
throughout the country for the efficient use of public health 
expenditures and the elimination of informal payments; 
- Transparency must be ensured in the use of funds allocated by the 
state and insurance premiums collected during the application of 
compulsory health insurance.  

In the field of pension: 
- The legislative framework in the field of pensions should be 
improved. Laws on “Non-state pension provision”, “Non-state 
pension funds” should be adopted; 
- Private pension provision should be formed in Azerbaijan. Unlike 
many countries, it would be more expedient for the non-state pension 
system in our country to serve as a complement to the social 
insurance system, rather than a substitute. This system can not 
merely reduce the social burden on the state, but additionally allow 
individuals to effectively invest their savings in market conditions; 
- Non-state pension companies or large enterprises can create a Fund 
by obtaining a license from the Central Bank. One of the necessary 
conditions is the establishment of the Advisory Committee on 
Private Pensions with the participation of representatives of the 
Ministry of Finance, the Ministry of Labor and Social Protection, 
the Central Bank and the Committee's constant monitoring of the 
activities of companies and funds. This body should provide regular 
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advice and recommendations on solving problems related to the 
regulation of pension companies, and provide necessary proper 
assistance to pension companies and their participants; 
- The methods of placement of pension funds to be established in our 
country can be as follows: 
1) Government long-term bonds; 
2) Government short-term bonds; 
3) Notes of the Central Bank of the Republic of Azerbaijan; 
4) Shares; 
5) Bonds issued by private or state enterprises; 
6) Ownership of real estate; 
7) Repo operations; 
8) Money and currency market operations; 
9) Acquisition of foreign securities; 
10) Ownership of real estate abroad; 
11) Loans of banks; 
12) Deposit placement in banks.   
- One of the critical issues is the proportion of reserves in the 
mentioned tools. It should be noted that the financial instruments in 
which the assets of pension investment funds managing are 
determined by the level of risk. The portfolio distribution of non-
state pension funds to be established in our country should be as 
follows: 
• Minimum - 30%, maximum - 100% for government securities, 

including securities of the Central Bank; 
• Maximum for transactions in the interbank credit market - 

50%; 
• Maximum for shares and other securities of private companies 

- 50%; 
• Maximum for money and currency market transactions, repo 

transactions - 50%; 
• Maximum for real-estate investments - 10%; 
• Maximum for transactions with gold and other precious metals 

- 20%; 
• Maximum for other operations - 30%. 
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- Once funds are established, participants in pension agreements 
must be independent in choosing the funds. Each participant should 
be given the right to make changes at any time after placing personal 
funds in the established funds. Using this right, companies can create 
both a fund of precious metals and other specialized funds. 
Specialized funds are principally funds that invest in any sector. 
However, the Advisory Committee on Private Pension Provision 
should monitor the investment of funds in the established funds and 
take measures to prevent activities contrary to the interests of the 
participants (insureds); 

- Incentive mechanisms should be established for both pension 
companies and pensioners. The use of incentives to increase the 
financial capacity of retirees and companies is primary for the system 
to work effectively; 

- Another key issue is the tax exemption of non-state pension 
companies in the early stages of their activities (provided that the 
profits are aimed at increasing capital) and, as a result, stimulate their 
activities. For the first 7 years, it would be appropriate to exempt 
from income tax non-state pension companies shaped from 100% 
local capital; 

- In the future, it would be worthwhile to create an Association of 
Non-State Pension Funds. Association can organize monitoring the 
activities of the funds, and along with provide services, document 
flow, actuarial calculations, etc. Due to state control, the association's 
powers over funds should be limited. Statistical reports prepared by 
associations should analyze the current state of the funds and provide 
early warning of any expected financial instability; 

- In the world practice, government agencies control the activities 
of pension companies in their areas of activity. For example, in 
Azerbaijan, the Central Bank can issue licenses to pension 
companies and regulate stock market operations. However, in this 
regard, the responsibilities of pension companies for violating the 
law should be clearly defined in the legislation, which should be 
harmonized with both sectoral laws and the Civil Code, and clear 
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procedures for the implementation of sanctions and fines should be 
established.  

In the field of the social protection system: 
- The legal framework for the social assistance should be 

improved; 
- There are some inconsistencies in the Law on “Minimum social 

standards” and “On targeted state social assistance”. It should be 
noted that by ratifying the European Social Charter, our country has 
committed itself to the gradual establishment of social payments at 
the cost of living. Therefore, when assigning targeted state social 
assistance, it would be fairer to calculate the average monthly income 
as the difference between the sum of the subsistence minimum, 
rather than the need criterion for each family member; 

- The key criterion in determining poverty should be the 
subsistence minimum and various social standards should be equated 
to the subsistence minimum; 

- The structure of the subsistence minimum should be 
reconsidered, the range of food products included in the basket of 
goods should be increased; 

- Management should be improved to ensure transparency in the 
process of appointment and provision of targeted state social 
assistance, and the professionalism of staff working in this field 
should be improved; 

- The commission appointing targeted state social assistance 
should include members of local councils of elders and 
representatives of non-governmental organizations; 

- The subsistence minimum should be determined taking into 
account the living standards of the population in the economic 
regions; 

- Various types of social benefits (in connection with the protection 
of the territorial integrity, independence and constitutional order of 
the Republic of Azerbaijan and “in connection with the events of 
January 20, 1990”, “in connection with military service at the 
Chernobyl nuclear power plant” and “in connection with military 
service” social benefits and lump-sum maternity benefits, childcare 
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benefits for children under 3 years of age, etc.) should be increased, 
equal to the subsistence minimum set by the state, and increased in 
accordance with the subsistence minimum for each year; 

- Family capital should be applied to strengthen the social 
protection of children and their healthy upbringing; 

- Incentive mechanisms should be implemented for non-
governmental organizations to provide assistance to low-income 
families; 

- The establishment of the Social Development Fund by the state is 
expedient. The establishment of this fund will sustain a positive 
impact on the development of human capital in the country, reducing 
poverty and strengthening social protection.  
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