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Dövlət I�darəçilik Akademiyasının professoru, 

Bakı, Azərbaycan

Akademik ƏLƏKBƏROV U. K.
Azərbaycan Respublikasının Prezidenti yanında Dövlət I�darəçilik 
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Hörmətli	oxucular!
I�qtisadi I�slahatların Təhlili və Kommunikasiya Mərkəzinin təsisçisi olduğu “I�qtisadi islahatlar” 

elmi-analitik jurnalının 2023-cü il üçün ikinci sayını sizlərə təqdim edirik. Sevindirici haldır ki, 
jurnalımızın bu sayına çap üçün daxil olan məqalələrin sayı kəskin şəkildə artıb. Biz isə ilk növbədə 
onların içərisindən daha çox aktual olanlarını və rəyçilər tərə�indən müsbət qiymətləndirilənləri 
çap edirik. Belə ki, bu sayda çap olunmaq üçün təqdim edilən 21 məqaləyə rəyçilər tərə�indən mən�i 
rəy verilib və müəlli�lərinə geri qaytarılmışdır. Bunun isə müxtəlif səbəbləri var. Belə ki, ya 
məqalənin unikallığı azdır, ya müəllif magistr dissertasiyasının bir paraqrafını olduğu kimi jurnala 
çapa göndərir, ya da məqalənin elmi töhfəsi yoxdur və s. Təəssüfedici hal ondan ibarətdir ki, çap 
üçün məqalə göndərən bəzi müəlli�lər jurnalda yer alan məqalələrə qoyulan tələblər bölməsini 
oxumurlar (https://journal.ereforms.org/az/page/requirements-for-the-article). Nəticədə 
onların məqalələri jurnalımızın tələblərinə cavab vermir və belə məqalələri rəyə təqdim etmədən 
geri qaytarmalı oluruq.  

Jurnalımızın readaksiya heyətində təmsil olunanların hər biri məqalə müəlli�i olduğu üçün 
bunun, yəni məqalənin çapından imtinanın, xüsusən də gənc tədqiqaçılarda böyük bir məyusluğa 
səbəb oluduğunu yaxşı bilir. Amma inanırıq ki, məqalələri geri qaytarılan müəlli�lər yeni və daha 
key�iyyətli məqalələr üzərində işləyərək onları çap üçün jurnalımıza təqdim edəcəklər.

Jurnalımızın 2023-ci ildəki ikinci sayında “Azərbaycan Rəqəmsal Habı: strategiyadan 
fəaliyyətə”, “Azərbaycanın artım diaqnostikası: çoxşaxəli və dayanıqlı iqtisadiyyata doğru”, 
“I�qtisadi dəhlizlərin inkişafı: iqtisadi artım və regional inteqrasiya drayveri”, “Kadr potensialı 
müəssisədə idarəetmə sisteminin tərkib hissəsi kimi”, “Azərbaycan Respublikasında xarici 
ticarətin gömrük-tarif tənzimlənməsinin iqtisadi təhlükəsizliyinin təmin olunmasında rolu”, 
“Elektron ticarət sahəsində yerli fermerlər və istehsalçılar üçün Türkiyə hökumətinin dəstək 
proqramlarının tədqiqi”, “Turizm və qonaqpərvərlik biznesinin marketinqi və onun idarə 
edilməsində gələcək tendensiyalar”, “Elektromobil gələcəyin nəqliyyat vasitəsi kimi: 
Azərbaycanda elektrik və hibrid mühərrikli avtomobil parkının müasir vəziyyəti, inkişaf 
perspektivləri”, “Azərbaycanda sənaye müəssiələrinin davamlı iqtisadi inkişafa təsirinin təhlili”, 
“Elektrik enerjisi bazarlarında qiymət formalaşma mexanizmi və ticarətin strukturu”, “Dövlət 
maliyyəsinin idarə olunmasının təkmilləşdirilməsi məsələləri” kimi aktual mövzuları əhatə 
edən elmi-analitik məqalələr çap olunub. Həmçinin yuxarıda qeyd edilən məqalələrlə yanaşı 
jurnalın bu sayında professor Məhiş Əhmədovun Milli Aviasiya Akademiyası və I�qtisadi 
I�slahatların Təhlili və Kommunikasiya Mərkəzinin əməkdaşlarının birgə yazdıqları “Rəqəmsal 
iqtisadiyyat” dərsliyi barədə qələmə aldığı məqaləyə də yer verilib.

Hörmətli	tədqiqatçılar!
Nəzərinizə çatdırırıq ki, “I�qtisadi islahatlar” elmi-analitik jurnalı Azərbaycan 

Respublikasının Prezidenti yanında Ali Attestasiya Komissiyası tərə�indən Azərbaycan 
Respublikasında elmi məqalələrin dərc olunması tövsiyə edilən dövri elmi nəşrlər siyahısına 
(iqtisad elmləri üzrə) daxil edilmişdir. Elmi-analitik məqalələrinizi onlayn qaydada   “I�qtisadi 
islahatlar”  jurnalına təqdim edə bilərsiniz. (https://journal.ereforms.org/az/submit-article). 
Jurnalımızda məqalə çapı ödənişsizdir. Əminik ki, “I�qtisadi islahatlar”  jurnalı sizlər üçün faydalı 
olacaq və jurnalımızla əməkdaşlığınızı dərinləşdirəcəksiniz. 

Ramil HU� SEYN
“I�qtisadi islahatlar” elmi-analitik jurnalının baş redaktoru

Baş	redaktordan
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Azerbaijan	Digital	Hub:	
Strategy	in	Action

Prof. Dr. Vusal GASIMLI,
 Executive Director of the Center for Analysis of 

Economic Reforms and Communication of Azerbaijan

 
SUMMARY

The article explores the digital transformation landscape under pandemic and post-
pandemic conditions. As global internet traf�ic continues to surge, nations worldwide are 
prioritizing digital strategies to keep pace with this rapid transformation. Azerbaijan, an oil-rich 
country seeking economic diversi�ication, has taken a strategic approach to become a key player 
in the digital landscape.

Neqsol Holding, utilizing its capital from the oil and gas industry, initiated the Azerbaijan 
Digital Hub, a comprehensive program comprising the Digital Silk Road, a Regional Data Center, 
an Internet Exchange Point, and the development of a digital ecosystem. The hub aims to reshape 
the internet map along the Silk Way and thrive amidst disruptive changes through three 
consecutive stages: ideation, incubation, and scaling.

The article highlights the strategic choices made by Azerbaijan in establishing the Digital Hub 
and its potential impact on the nation's economy. It presents the shift from the "Castles" quadrant 
to the "Connectors" quadrant, adopting new power models and values for sustainable growth. 
The dynamic capabilities of the Digital Hub are explored, emphasizing its transformative nature 
and adaptability to rapid technological advancements.

In conclusion, the article suggests that the success of the Azerbaijan Digital Hub depends on 
effective management of continuous change, fostering a culture of innovation, and leveraging 
strategic advantages through mergers, alliances, and investments. By navigating a complex and 
uncertain environment, the Digital Hub can solidify its position as a crucial player in the digital 
era.

Keywords Azerbaijan, Digital Hub, economic diversi�ication, innovative development, :	
digital ecosystem.

JEL	code:	O31;	O32

INTRODUCTION
The speed of digital transformation has increased under pandemic and post-pandemic 

conditions. According to an UNCTAD report, it has been estimated that global Internet traf�ic in 
2022 will exceed all the Internet traf�ic up to 2016 (UNCTAD.org, 2021). The latest �igures show 
that in 2022 an estimated 5.3 billion people of the earth's eight billion are using the Internet, or 
roughly 66 percent of the world's population. Three quarters of the population aged ten years 
and over own a mobile phone (www.itu.int, 2022). Taking into consideration the four key 
enablers of the digital economy: digital strategies and regulations, digital infrastructure, data, 
and digital skills (described by Huawei, (e.huawei.com, 2021), governments and the private 
sector in nations across the globe are trying to keep pace with the digital transformation. 

Oil-rich Azerbaijan is aiming for economic diversi�ication by relying on innovative 
development and by strengthening its role in the strategic geographical position it holds at the 
crossroads of the North-South and East-West trade route corridors. After gaining independence, 
Azerbaijan actively initiated and participated in a number of important regional and 
transcontinental energy and transportation projects, including the Baku–Tbilisi–Ceyhan oil 
pipeline, the Southern Gas Corridor and the Trans-Caspian International Transportation Route 
(Baghirov, 2020). 

As part of its quest to ameliorate oil and gas export infrastructure and transport and logistics 
projects along the Silk Road, Neqsol Holding initiated the Azerbaijan Digital Hub, integrating 
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program components such as the Digital Silk Road, a Regional Data Center, an Internet Exchange 
Point and the formation of a digital ecosystem. The Azerbaijan Digital Hub program, aimed at 
reshaping the internet map along the Silk Way, uses three consecutive stages of algorithms to 
thrive in the face of imminent disruption: ideation, incubation and scaling, terms coined by 
Charles O'Reilly and Andrew J. M. Binns (O'Reilly and Binns, 2019).  Nevertheless, Neqsol 
Holding, using capital generated from the oil and gas industry in the early 1990s, has preferred 
periodic innovation to develop new capabilities and assets. 

The ambidextrous leadership paradigm, described by Rosing and others, can also be 
considered in the case of Neqsol Holding, as it scaled its new venture—the Azerbaijan Digital 
Hub—while balancing both its exploring and the exploiting businesses.

As the assignment should �irst clearly delineate the problem, we have identi�ied the 
development of the Azerbaijan Digital Hub project in the fast-changing environment described 
above as the main question to be addressed.

CASCADING	CHOICES
Following Martin's idea that “strategic choices need to be made simultaneously, not 

sequentially,” (Martin, 2017), we introduce “cascading choices” as a framework for Azerbaijan's 
Digital Hub strategy:

9
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Using the virtuous cycle strategy, top management of Neqsol Holding receives feedback from 
mid-level management and employees. In this way, all staff can be considered the brain, arms and 
legs of the organization. Employees are made to feel ownership and this kind of empowerment 
reinforces the Azerbaijan Digital Hub. Martin argues that, unlike the strategy-execution 
approach, in which leaders dictate set strategies and expect subordinates to mechanically follow, 
the choice-cascade model has senior managers empowering workers by allowing them to use 
their best judgment in the scenarios they encounter (Martin, 2010).

GLOBAL	CONTEXT	FOR	THE	AZERBAIJAN	DIGITAL	HUB
The strategy for the Azerbaijan Digital Hub is not being implemented in a vacuum—global 

and regional context matter. For this reason we decided to describe the global and regional 
environment in�luencing the Azerbaijan Digital Hub.  In the age of a “polycrisis,” Mazzucato 
thinks that the real solutions are complex and will require investment and regulation, as well as 
social, organizational, and technological innovations, not only by government or business, but 
also by individuals and organizations across civil society (Mazzucato, 2023).

Pankaj Ghemawat mentioned that globalization has bound people, countries, and markets 
closer than ever, rendering national borders relics of a bygone era—or so we are told 
(Ghemawat, 2007). But a close look at the data discloses a world that is just a fraction as 
integrated as the one we thought we knew. MGI's new document indicates that growth in global 
�lows is now being driven by intangibles, services, and talent (www.mckinsey.com, 2023). This is 
useful for the Azerbaijan Digital Hub. Geopolitical dynamics are creating signi�icant headwinds 
to global cooperation, which often acts as a guardrail to global risks (www3.weforum.org, 2023). 
Radziyevska mentioned that the general number of regional agreements has increased quite 
signi�icantly, from 445 in 2011 to 669 in 2018 (www.e3s-conferences.org, 2020). According to 
the US National Intelligence Council's Global Trends 2040 report, no single state is likely to 
dominate all regions or domains, and a broader range of actors will compete to advance their 
ideologies, goals, and interests.

10
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The rate of increase in the KOF Globalisation Index, which measures the economic, social and 
political dimensions of globalization, has been slowing during the last decade (Gygli et al., 2019). 
Among countries covered by the Azerbaijan Digital Hub, Georgia has the most globalized 

th
economy with a KOF Globalisation Index of 70, which ranked it in 54  place in 2019, followed by 

th nd st th
Turkey (56 ), Azerbaijan (72 ), Kazakhstan (81 ), and Turkmenistan (180 ). Currently, the KOF 
Globalisation Index in Europe is at its highest level. Different preferences on globalization 
depend on geo-economics and geopolitics, as well as the diverse af�iliations of countries covered 
by the ADH with various regional structures. Huntington (Harrison and Huntington, 2000), Sachs 
(Sachs, 2000), and Porter (Porter, 1998) argue how culture in�luences development. 

The World Bank Group also encourages regional integration through trade, investment and 
domestic regulation; transport, ICT and energy infrastructure; macroeconomic and �inancial 
policy; the provision of other common public goods (e.g., shared natural resources, security, 
education) (www.worldbank.org, 2023). 

In the heart of Eurasia – Heartland, the Azerbaijan Digital Hub, as well as the Digital Silk Road along 
the Middle Corridor, have the potential to boost development driven by a regional value chain (RVC). 

Neqsol Holding and its Azerbaijan Digital Hub project could be identi�ied as an emerging 
market multinational. Guillen argues that these companies do have a distinct advantage, which 
stems from a mindset formed by business environments that are in constant �lux, where labor is 
abundant and inexpensive but often unskilled, infrastructure is far from state-of-the-art, 
regulations may change unpredictably, and political instability is common (Guillén and Garcıá-
Canal, 2012). Like the Orascom strategy described by Guillen (Guillén and Garcıá-Canal, 2012), in 
each negotiation with the government, the ADH has offered a win-win approach. For this reason 
the ADH managed to obtain consent from the Azerbaijan, Georgia, Kazakhstan and Turkmenistan 
governments to build �iberoptic line through their territories.  

In general, the ADH, as well as the Digital Silk Road, coincides with the Belt and Road initiative 
(BRI) generated by China, as well as the Transport Corridor Europe-Caucasus-Asia (TRASECA) 
transport EU project involving the  and twelve member states of Eastern Europe, the Caucasus 
and Central Asia. At the same time, ADH is supported by the Organization of Turkic States in its  
Turkic	 World	 Vision	 –	 2040, which states: “Achieve digital connectivity and communication 

11
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through the effective use of space technologies in all spheres of social-economic life, and 
harmonize national space policies and establish result-oriented cooperation among the Member 
States through joint programs and projects, including sharing knowledge, experience and know-
how, and capacity building programs.” 

The Digital Silk Road overlaps with the Middle Corridor, which starts from the China-
Kazakhstan border, and is a route connecting Asia with Europe, passing through the countries of 
Central Asia and the Caspian Sea, through Azerbaijan, Georgia, and Turkey. Given the fruitful 
geopolitical conditions in the region, interest in the Middle Corridor, which is the shortest and 
most convenient route between Europe and Asia, has increased. With the Middle Corridor, which 
is the main alternative to the Northern Corridor, it is possible to travel 7,000 kilometers from 
China to Europe (instead of 10,000) in twelve days. The annual trade turnover between European 
countries and China is over $600 billion. In 2021, between China and Europe, a total of $84.9 
billion worth of cargo was transported just by rail in both directions. The central idea of this part 
is to analyze how the ADH project complements trans-Eurasian transport with a logistics 
infrastructure that reinforces its importance.

Although the availability of broadband access has been envisioned (by ITU and the UN) at a 
price less than two percent of monthly GNI per capita by 2030, in low-income countries it is on 
average nine percent. Therefore, the ADH commitment to improve internet access in Central Asia 
coincides with the UN's  Sustainable Development Goals.

THE	IMPACT	OF	THE	ADH	ON	THE	ECONOMY	OF	AZERBAIJAN
According to the ADH business strategy, the company plans to invest $250 million until 2028. 

Another key fact is that ADH is interested in both public and private investment. Principal areas of 
investment are:

 Construction of Trans-Caspian submarine cables;
 Purchase of the only �iberoptic cable in the Black Sea;
 Purchase of a relevant provider company in Kazakhstan; 

 Construction of the Data Center to attract Google, Amazon, Facebook etc.
After analyzing ADH business strategy, the following conclusions could be summarized:

12
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In this way, about 25 percent of internet information by land between China and Europe will 
be conducted via the infrastructure introduced by the ADH. At the same time, the direct impact of 
the ADH on Azerbaijan's economy is estimated to be about $350 million, while indirect impact on 
Azerbaijan's economy is forecast at about $100 million.  To summarize, the whole impact of the 
ADH on the Azerbaijani economy is forecast at about $450 million USD.

Source: AzerTelecom

MOVING	FROM	“CASTLES”	TO	“CONNECTORS”
In order to achieve “Understanding 'New Power'” as described by Jeremy Heimans and Henry 

Timms, (Heimans and Timms, 2014) in the case of Neqsol Holding, Neqsol's old power—the oil 
and gas industry—works like a currency held by a few, while new power—the Azerbaijan Digital 
Hub—operates differently, like a current. That is why the Azerbaijan Digital Hub should be open 
and transparent, participatory for all stakeholders along all the countries it traverses, and be 
peer-driven. If we implement the quadrant approach of Jeremy Heimans and Henry Timms, then 
we could say that Neqsol Holding was in the bottom left quadrant, “Castles,” as it used old power 
models and had old power values, when a group of companies initially developed it from various 
businesses established in the oil and gas industry in the early 1990s. As the owner of Vodafone 
Ukraine, Bakcell, Azerconnect and Azertelecom, Neqsol Holding moved from the “Castles” 
quadrant to the top left quadrant, “Connectors.” The Azerbaijan Digital Hub presents a new 
power model, but the old power sensibilities could still be identi�ied as “Connectors.” In their 
groundbreaking book, Abhijit V. Banerjee and Esther Du�lo, winners of the Nobel Prize, 
demonstrate how economics, when done right, can help to solve problems in hard times 
(Banerjee and Du�lo, 2019).

DYNAMIC	CAPABILITIES	OF	THE	DIGITAL	HUB	OF	AZERBAIJAN
Apart from operational capabilities, building dynamic capabilities is important for the ADH 

in an environment of rapid technological change. Solving the connectivity gap between Asia and 
Europe via an access to international bandwidth is crucial for sustainable economic development 
in line with SDG. AzerTelekom, with a view to transforming Azerbaijan into a regional digital hub, 
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sensed this opportunity more quickly than its competitors. Fuad Allahverdiyev, Chairman of the 
Board of Directors at AzerTelecom, said that in order to identify optimal breadth of scope, 
“Management of the project learnt from past experience—i.e., the Trans-Eurasian Information 
Super Highway (TASIM) project initiated by the Government of Azerbaijan, whose aim was to lay 
a transnational �iberoptic line covering the countries of Eurasia from Western Europe to Eastern 
Asia.” A preference for leadership by the private sector is the main lesson drawn from the TASIM 
experience. Haussmann argues that governments should not be picking winners, but rather let 
the market allocate resources across industries in a way that re�lects consumer preferences and 
technological possibilities (Haussmann, 2023). Examining the presence of disruptive 
technologies and envisioning new futures in order to compile scenarios have formed other 
components of the peripheral vision. As part of identifying sub-capabilities, AzerTelecom 
emphasized the implementation of learning, not relying solely on its team, but also outsourcing 
consulting services to McKinsey, Boston Consulting Group, etc.   

The creation of the Azerbaijan Digital Hub together with its components, the Digital Silk Way, 
Regional Data Center and Internet Exchange Point, has involved seizing and transforming stages 
within the Dynamic Capabilities Framework, developed David Teece and his colleagues (Day and 
Schoemaker, 2017). In addition,  the Azerbaijan Digital Hub is an embodiment of Technology 
Dynamics, Nascent Markets and Organization Capabilities, in other words T-M-O, created by 
Ventresca and Seidel (Ventresa and Seidel, 2020). 

Along with “probe-and-learn experimentation,” ADH management can utilize other sub-
capability to seize opportunities, for example,  deploying real options like obtaining research 
services from leading consulting companies, as well as supporting research in its own lab.  

The last component of the Dynamic Capabilities Framework is Transforming. The ADH 
provides organizational redesign in line with new projects and external shaping. The Azerbaijan 
Digital Hub's external networking is composed of two directions: 1. Membership in civil society 
organizations, such as the Caspian Energy Club, the American Chamber of Commerce in 
Azerbaijan (AMCHAM) and the German-Azerbaijani Chamber of Commerce (AHK Azerbaijan); 2. 
AzerTelecom actively cooperates with telco companies in various countries under the 
“Azerbaijan Digital Hub” program, including but not limited to Transtelecom, Caucasus Online, 
China Telecom, Huawei, DE CI�X, TransTeleCom, McKinsey and Company, Axiom and Detecon 
(adh.az, 2022).

CORPORATE	DIPLOMACY
In order to build a �iberoptic network connecting Europe to Central and South Asian markets 

through the South Caucasus, AzerTelecom uses corporate diplomacy to affect the rules of the 
game by in�luencing government rule-makers via building coalitions, negotiating and public 
relations. The decree of the President of the Republic of Azerbaijan, dated February 23, 2017, 
covers additional measures for strengthening the position of the Republic of Azerbaijan as a 
Digital Trade Hub and the expansion of foreign trade operations. This approach could be 
explained as a public interest in�luence game. All available e-trade services and trade-related 
service networks for local and global service providers will be integrated into the Digital Trade 
Hub to provide end-to-end support to businesses for cross-border trade, networks and 
knowledge sharing, which will drive innovation within the internet ecosystem (dth.az, 2023).
This topic is important as the ADH will ensure a framework for in�luencing key outside players in 
the Digital Silk Road. The Digital Silk Road via the Caspian Sea has two directions, toward 
Kazakhstan and Turkmenistan. "AzerTelecom" from the Azerbaijani side and "TransTeleCom" 
and "KazTransCom" from the Kazakh side have created a joint consortium for the construction of 
the northern branch of the Trans-Caspian �iberoptic cable, with a planned length of 380-400 
kilometers (ordu.az).  On November 28, 2019, an interstate agreement was signed between 
Azerbaijan and Turkmenistan on building the southern branch between Siyazan in Azerbaijan 
and Turkmenbashi in Turkmenistan (300 km of cable). 

Leading telecom operators of Azerbaijan, Kazakhstan, Kyrgyzstan and Uzbekistan will 
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cooperate on the TransCaspian Fiber Optic (TCFO) project; the parties signed two 
Memorandums during the CIS GCCM 2021 conference, which was held in Nur-Sultan, the capital 
of Kazakhstan. One of the documents was signed among Transtelecom JSC, AzerTelecom LLC and 
ElKat LLC, representing, Kazakhstan, Azerbaijan and Kyrgyzstan, respectively. The other one was 
among Transtelecom JSC, AzerTelecom LLC and Telegraph Management Gmbh LLC, representing 
Kazakhstan, Azerbaijan and Uzbekistan, respectively (en.trend.az).

The submarine digital infrastructure project across the bottom of the Caspian Sea between 
Azerbaijan and Kazakhstan, to be implemented by AzerTelecom, a backbone Internet provider 
connecting Azerbaijan to the global internet network, was discussed at a business meeting 
"Kazakhstan-Azerbaijan: New Opportunities for Cooperation" in March, 2021 (adh.az, 2021). In 
September, 2022, after signing a strategic partnership memorandum for the project to lay a 
�iberoptic cable line along the bottom of the Caspian Sea as part of the "Digital Bridge," during the 
international technological forum held in Astana between AzerTelecom and Kazakhtelecom, 
Kuanyshbek Yessekeyev, Chairman of the Board of Kazakhtelecom said, “Today, the most optimal 
formula for solving joint problems and interests for us is building direct relationships. Joint 
activities with AzerTelecom involve the exchange of information, best practices, experience and 
promotion of joint projects. All this, in turn, will contribute to the development of new market 
opportunities in terms of availability and increase in network bandwidth in both countries.” 
(AzerTelecom, 2022). 

In addition, the Azerbaijan Digital Hub program envisions the installation of �iberoptic cable 
lines along the protection line of Azerbaijan's railway corridors. To make that happen, in early 
2019, AzerTelecom signed an agreement with the national railroad operator, Azerbaijan 
Railways (Baghirov, 2020).

The Digital Trade Hub Consortium is a public-private partnership created for the 
development of digital infrastructure and a cross-border e-commerce platform in Azerbaijan, as 
well as the strengthening of the country's positions on a regional and global scale. An agreement 
to establish a consortium was signed by private companies PASHA Bank, B.EST Solutions and 
AzerTelecom together with the Center for Analysis of Economic Reforms and Communication of 
the Republic of Azerbaijan, which represented the public sector at the third forum on digital 
trade, the "Digitalization of the Silk Road," held in Baku on October 9, 2019 (“Azerbaijan Digital 
Hub,” 2019). This creation of an alternative coalition is described by Johnson, G.; Yip, G. S.; and 
Hensmans, M. as a “virtuous cycle for strategic transformation” (Johnson et al., 2012).

CONCLUDING	REMARKS
Johnson, Yip and Hensmans argue that companies that are able to radically change their 

entrenched ways of doing things and then reclaim leading positions in their industries are the 
exception rather than the rule (Johnson et al., 2012). Therefore, the ADH should be considered an 
innovative project of Neqsol Holding, which started its activity in the oil and gas industry and only 
later invested in telecommunications. Referring to the ADH business strategy the below-
mentioned map concludes:
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The Azerbaijan Digital Hub is experiencing all the ups and downs of running a business in 
“Heartland,” a geographic location coined by Halford John Mackinder. The Azerbaijan Digital Hub 
is a project of AzerTelecom LLC, a telecommunications operator in Azerbaijan established by 
NEQSOL Holding, an international group of companies working across several industries and 
countries. The ADH consists of three parts: 1. The Digital Silk Road will connect Frankfurt and 
Mumbai with a �iberoptic line through the Black Sea, Georgia, Azerbaijan, two Trans-Caspian 
branches, Central Asia and Southeast Asia.  2. An Internet Exchange Point (IXP) will be 
constructed in Baku. 3. Development of a digital ecosystem. 

As a new IXP, along with more established hubs such as London, Frankfurt, 
So�ia, Istanbul, Moscow, Amsterdam and Dubai, Baku will improve access to 
various digital services for 1.8 billion people.  Turning Baku into an Internet 
Exchange Point means that regions such as Central and South Asia and the 
Middle East will no longer receive Internet services from European internet 
centers, but from the nearer city of Baku, which will lead to higher internet 
speeds, less latency and affordable tariffs.  The internet has become more 
affordable in all regions of the world and among all income groups, based on the 
assessment from ITU, the United Nations specialized agency for information and 
communication technologies (ICTs). Cost, however, remains a major obstacle to 
internet access, especially in low-income economies (Facts and �igures 2022). 
According to Facts and Figures 2022, prices are lower but still too high for too 
many. Since some people live in digital darkness in Central Asia, the ADH is 
committing the resources that will allow everyone to access the internet in line 
with human-centered digital development.  Based on the logic of the World 
Bank, the Azerbaijan Digital Hub could broaden regional integration allowing for 
substantial economic gains, such as improving market ef�iciency, sharing the 
costs of public goods or large infrastructure projects, deciding policy 
cooperatively as an assistance to reform, creating a building block for global 

Almaty

Poti
Baku

Aktau

Turkmenbashi

Balchik
Sofia

MAIN TRANSIT NETWORKS
EUROPE AND ASIA 

16

Azərbaycan Respublikası İqtisadi İslahatların
Təhlili və Kommunikasiya Mərkəzi

“I�qtisadi islahatlar”
elmi-analitik jurnal № 2(7)



integration, reaping other non-economic bene�its, such as peace and security.
As T. B. Lawrence and others recommend, in order to manage the cycle of continuous change, 

the ADH needs to provide the necessary conditions for each of the four types of champions: 
evangelists, autocrats, architects and educators (Lawrence et al., 2006). 

According to the growth share matrix, the digital market has a high growth rate, but low share 
for Neqsol Holding. Taking into account company competitiveness and market attractiveness, 
and using the Boston Consulting Group Matrix approach, Neqsol Holding should invest in or 
discard these “question marks,” depending on their chances of becoming stars. 

The ADH will navigate an increasingly complex environment, as OECD's latest Economic 
Outlook indicates that the global economy is expected to slow further in the coming year. 
Therefore, the ADH should analyze the non-market environment before framing a global 
strategy.

As the ADH embraces experimentation in its new projects, it should be comfortable with the 
uncertainty and ambiguity mentioned by Pisano (Pisano, 2019).  Pisano argues that innovative 
culture needs discipline and management: tolerance for failure, but no tolerance for 
incompetence; willingness to experiment, but a highly disciplined approach; psychologically safe 
but brutally candid; collaboration but with individual accountability; �lat but strong leadership. 
Building an innovative culture in a team dealing with countries along the Digital Silk Road with 
such diversi�ied backgrounds is dif�icult. Top management needs to regulate counterbalancing 
forces to develop an innovative culture. Because, as Kambeck, the Head of Group HR at Klökner & 
Co, states, “During the course of the digital journey, we have learned that a digitalization strategy 
cannot succeed without a change in culture” (Korotov & Sack, 2019). Continuous change requires 
a cultural component that is forward-looking with a focus on helping employees gain the 
expertise and motivation not only to enact change but also to extend it (Lawrence et al., 2006).

If things are changing fast, as in the ADH, employees may fear losing their jobs. We would 
offer to create a Digital Academy for digital education during of�ice hours to deal with any 
digitalization anxiety the ADH team might have. 

It will not be easy for AzerTelecom to introduce valuable ongoing organizational advantages. 
A useful strategy would be if the ADH leverages Porter's �ive forces (Porter, 2008): Competition in 
the industry, the potential for new entrants into the industry, the power of suppliers, the power of 
customers and the threat of substitute products. It is clear that the current situation creates 
dif�iculties through increasing intensity of competition in the market, its attractiveness to other 
rivals, decreasing pro�itability and different national backgrounds along the Digital Silk Road. 
However, the ADH's strategically valuable resources could be strengthened by M&A, joint 
ventures, equity alliances, and non-equity alliances, as it looks for local and foreign investment. 
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AZƏRBAYCAN	RƏQƏMSAL	HABI:	STRATEGİYADAN	FƏALİYYƏTƏ
Prof. Dr. Vüsal QASIMLI

I�qtisadi I�slahatların Təhlili və Kommunikasiya Mərkəzinin icraçı direktoru

XÜLASƏ
Məqalədə pandemiya və post-pandemiya dövründə rəqəmsal transformasiyanın ümumi 

mənzərəsi araşdırılır. Qlobal internet tra�iki artmaqda davam etdikcə dünya ölkələri bu sürətli 
transformasiya ilə ayaqlaşmaq üçün rəqəmsal strategiyaları həyata keçirməyə başlayırlar. 
I�qtisadiyyatın şaxələndirilməsinə can atan zəngin neft ölkəsi olan Azərbaycan da rəqəmsal 
mənzərədə əsas oyunçu olmaq üçün özünəməxsus strateji yanaşma qəbul edib.

Neqsol Holdinq neft və qaz sənayesindən gələn kapitaldan istifadə edərək Rəqəmsal I�pək 
Yolu, Regional Məlumat Mərkəzi, I�nternet tra�iki mübadiləsi mərkəzi və rəqəmsal ekosistemin 
inkişafını özündə cəmləşdirən Azərbaycan Rəqəmsal Qovşağının təşəbbüskarı olub. Bu qovşaq 
I�pək Yolu boyunca internetin xəritəsini dəyişdirmək və üç ardıcıl mərhələdə dağıdıcı 
dəyişikliklər fonunda inkişaf etmək üçün nəzərdə tutulmuşdur: ideya, inkubasiya və geniş tətbiq 
etmə.

Məqalədə Azərbaycanın Rəqəmsal Qovşağın yaradılmasında etdiyi strateji seçimlər və onun 
ölkə iqtisadiyyatına potensial təsiri vurğulanır. Qovşaq davamlı inkişaf üçün yeni güc modelləri 
və dəyərləri qəbul edərək "Qalalar" kvadrantından "Birləşdiricilər" kvadrantına keçidi təqdim 
edir. Tədqiqatda Rəqəmsal Mərkəzin dinamik imkanları araşdırılır, onun transformativ təbiəti və 
sürətli texnoloji irəliləyişlərə uyğunlaşma qabiliyyəti xüsusi qeyd edilir.

Sonda məqalədə vurğulanır ki, Azərbaycan Rəqəmsal Qovşağının uğuru davamlı 
dəyişikliklərin effektiv idarə olunmasından, innovasiya mədəniyyətinin təşviqindən və 
birləşmələr, ittifaqlar və investisiyalar vasitəsilə strateji üstünlüklərdən istifadə etməkdən 
asılıdır. Rəqəmsal Mərkəz mürəkkəb və qeyri-müəyyən bir mühitdə naviqasiya etməklə 
rəqəmsal dövrdə həlledici oyunçu kimi mövqeyini möhkəmləndirə bilər.

Açar sözlər Azərbaycan, Rəqəmsal Qovşaq, iqtisadiyyatın diversi�ikasiyası, innovativ 	 :	
inkişaf, rəqəmsal ekosistem	

	 	 	

Məqalə redaksiyaya daxil olub: 11.06.2023
Çapa qəbul olunub: 14.07.2023 
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A	Growth	Diagnostics	of	Azerbaijan:	towards	a	more	
diversi�ied	and	sustainable	economy

Rashad HASANOV,

Elmir EYVAZ-ZADA

SUMMARY
Azerbaijan has bene�ited from oil export, which has been a fundamental contributor to the 

country's economic growth in recent decades. However, reliance on oil exports has left the 
country vulnerable to �luctuations in global commodity prices and created challenges for the 
sustainability of growth. The Government aims to diversify the economy and increase non-
oil/gas exports to achieve high, sustainable, inclusive, and primarily private-led economic 
growth. Using the Growth Diagnostics Framework, this paper analyses the high cost of �inance as 
one of the most binding constraints to non-oil/gas GDP growth and economic diversi�ication 
opportunities in Azerbaijan. The analysis suggests that the Government and the Central Bank can 
work collaboratively and holistically by addressing various aspects of the �inancial and economic 
ecosystem to effectively reduce cost of �inance, lower lending rates, and promote private 
investments.

Keywords:	 economic	 growth,	 growth	 diagnostics,	 economic	 diversi�ication,	 structural	
transformation,	sustainable	development

JEL	kodu:	E61,	H00,	O11,	O23,	O47,	Q32

	INTRODUCTION
 The hydrocarbon industry has played a crucial role in the economic life of Azerbaijan and 

economic growth has been correlated with oil price dynamics over the last two decades. The 
country has gained huge windfalls from oil export since 2006 which allowed it to increase GDP 
per capita from US$ 310 in 1995 to $7819 in 2022. As a result of measures aimed at improving the 
standard of living of the population in the context of positive demographic growth, the poverty 
level in the country has signi�icantly reduced from 44.7% in 2003 to a mere 5.1% during the given 
period . 

However, the country's growth trajectory demonstrates the drawbacks of relying on natural 
resources to drive development. The economy faced three major contractions, in 2009 due to the 
global �inancial crisis, in 2015 as a result of the dramatic fall in oil prices and in 2020 due to 
COVID-19 pandemic . The prevalence of oil in Azerbaijan's economy has created challenges, both 
in terms of dependence on volatile oil prices and the sustainability of growth. Having bene�itted 
from the accumulation of oil wealth in the economy, non-tradable sectors (construction, social 
and other services) expanded. Their growth rates were faster than agriculture and 
manufacturing. Oil wealth was transferred to non-tradable sectors of the economy via large 
public spending which led to the dependence of the non-oil private sector on public investment. 
As a result, private sector output in non-extractive industries is exposed signi�icantly to volatility 
in the oil price and to �iscal policy variations. 

Oil sector's share in budget revenues and export still remains high. In 2022, the oil and gas 
sector accounted for 47.8% of GDP, 92.0% of exports and 50% of state budget revenues. However, 
approximately 36,3% of employed population are in agriculture, which accounted for only 4,8% 
of GDP last year  . 

Diversifying the economy and increasing non-oil/gas exports to achieve high, sustainable, 
inclusive, and primarily private-led economic growth is a policy objective that is well-identi�ied 
in 2030 National Priorities and Socio-Economic Development Strategy of the country for 2022-
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2026. The Strategy aims to achieve an average annual economic growth rate of 3-4% during 
2022-2026. Additionally, the non-oil/gas sector is targeted to grow by an average of 5% annually, 
and the private sector's share in the economy is targeted to reach 88%. Furthermore, it is 
targeted to increase non-oil/gas exports by 85% by 2026 compared to 2021.

To achieve these targets and foster long-term non-oil economic growth Azerbaijan needs to 
deal with the challenges of diversifying of the economy and increasing private investments. Using 
the Growth Diagnostics Framework, this paper analyses the high cost of �inance as one of the 
most binding constraints to non-oil/gas GDP growth and economic diversi�ication opportunities 
in Azerbaijan. 

METHODOLOGY
The paper uses the Growth Diagnostics Framework to examine the most binding constraints 

to non-oil/gas sector growth and export diversi�ication. This concept was �irst introduced by 
economists Ricardo Hausmann, Dani Rodrik, and Andrés Velasco in a research paper titled 
"Growth Diagnostics" published in 2005. The framework is designed to pinpoint the most 
signi�icant barriers hindering private investment and economic growth in a country. This 
involves considering the country's historical growth paths and thoroughly examining current 
constraints. Given that not all constraints carry the same weight, and considering limited policy 
resources and state capacity, successful reforms will only be achieved if they focus on addressing 
the areas with the highest potential impact.

Since its inception, Growth Diagnostics has proven to be an invaluable tool for policymakers, 
development practitioners, and economists alike. It enables us to diagnose the precise 
challenges faced by countries and develop focused policy interventions that foster sustainable 
and inclusive economic growth.

The methodology uses a Growth Diagnostic Tree (Fig. 1) as a guide to categorize potential 
obstacles that might impede private investment and economic growth in an economy  . However, 
it is important to note that the tree is not exhaustive, and speci�ic contexts may have unique 
issues that need evaluation. The diagnostic process begins by investigating the reasons for low 
investment and entrepreneurship levels. From there, the tree branches into two main issues: 
productivity constraints (on the left-hand side) and �inance constraints (on the right-hand side) 
to identify if there is low productivity or returns to economic activity or return high, but access to 
�inance is prohibitive.  Subsequently, within productivity constraints, the analysis examines 
whether the issue is related to low social returns (attributed to low human capital or de�icient 
infrastructure) or low appropriability (resulting from government and collective know-how 
failures). Depending on the most relevant branch describing the constraints at a particular point, 
the diagnostic tree suggests potential areas for further investigation.
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Figure	1.	Growth	Diagnostics	decision	tree

Source: R. Hausmann, Klinger and Wagner 2008. Growth Diagnostics.

GROWTH	TRAJECTORY
Over the past 20 years, Azerbaijan economy has undergone signi�icant transformational 

growth, resulting in 3.8 times increase in real GDP between 2003 and 2022. Since the late 1990s, 
Azerbaijan's economic development has been closely linked to the performance of the oil and gas 
sector. 

An examination of growth dynamics since 2000 �inds seven unique periods. Figure 2 displays 
these periods and provides a detailed analysis of the factors impacting growth. 

Figure	2.	Average	contributions	to	GDP	growth

Source: Authors` calculations based on of�icial data published by State Statistics Committee

The	period	of	economic	development	and	progress	(2004–2014). Azerbaijan's economy 
expanded signi�icantly between 2004 and 2014 because of investments on hydrocarbon sector. 
Rapid increases in oil production resulted in economic growth to boost during 2006-2007. The 
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Azerbaijan economy's vulnerability to volatility in oil production was seen in 2011 and 2012, 
when decreasing oil production resulted in annual GDP growth decreasing to 0.1% and 2.2%, 
respectively.  

Despite avoiding the 2008 global �inancial crisis, Azerbaijan experienced a substantial 
deceleration in economic growth since 2010 due to lingering structural economic rigidities. Since 
the beginning of 2010, Azerbaijan's economic growth slowed substantially, with an average 
annual growth rate of around 2.9% between 2010 and 2014 .

During the period, the expansionary �iscal policy accelerated rapidly, with spending 
increasing. The government was able to launch ambitious public investment projects and raise 
wages and social transfers bene�itting from rising oil revenues.

As a result, the economy developed, and its infrastructure improved. Oil and gas production 
increased, fueling economic growth, and helping many areas including public administration, 
services, and construction.

The	period	of	low	oil	prices	(2014-2016). The dramatic drop in oil prices had a negative 
impact on Azerbaijan's economy. The initial effects of this in�luence were seen in the balance of 
payments, which later in�luenced economic activity through �inancial channels. The national 
currency signi�icantly declined in value as compared to USD, which resulted in an increase in the 
budgetary burden of servicing the public debt. Before 2015, Azerbaijan struggled to diversify its 
economy because of the high value of its currency, which made non-oil exports less competitive 
despite the government's support efforts. However, in recent years, the situation has improved, 
and the country has been making progress in developing its non-oil sector. Although the 
expansion of non-hydrocarbon industries was primarily limited to exports of metal and 
chemicals, other industries have gradually grown as well.

Recovery	period	(2017-	March	2020). The economy made signi�icant progress throughout 
the recovery period. The year of 2019 saw developments in social, economic, and governmental 
administration. During the period, comprehensive economic reforms and diversi�ication 
initiatives were critical in driving growth and resilience. The government's attempts to improve 
the business environment, attract foreign investment, and stimulate innovation contributed to 
the growth of many industries. The pandemic prevented the economy from reaching the peak of 
its growth cycle. Following the general trend, Azerbaijan's GDP experienced a recession in 2020 
and declined by 4.3%.

COVID-19 Pandemic period. Azerbaijan successfully addressed the recession caused by the 
pandemic between March 2020 and April 2021. To address the challenges, the implementation of a 
countercyclical �iscal policy, including the temporary suspension of the �iscal rule, proved effective in 
combating the pandemic crisis. Azerbaijan reduced the the effect of economic downturn, promoted 
employment, helped entrepreneurs, increased social initiatives, adjusted bank loans, and gave 
guarantees and subsidies by mobilizing AZN 3.5 billion (4.8% of 2020 GDP) against the pandemic.

Additionally, signi�icant efforts have been taken to promote the expansion of the non-
hydrocarbon industry. These efforts have produced fruitful economic outcomes, including an 
observed acceleration in economic growth in 2021. 

In 2022, the economy expanded by 4.6% in real terms compared to 2021, reaching a total of AZN 
133.8 billion (USD 78.7 billion). Real GDP in the non-hydrocarbon sector increased by 9.1% in 2022 . 
Conversely, the hydrocarbon sector's GDP contracted by 2.7% in 2022, mainly due to a decrease in 
oil production of 5.6%, which was only partly offset by an increase in gas production of 7.3%. It's 
crucial to note that there is still room for improvement in the country's degree of development.

According to the Economic Complexity Framework, there is a signi�icant relationship 
between a country's Economic Complexity Index (ECI) and its per-capita income  . This 
correlation is shown in Figure 3. The underlying idea behind the relationship lies in the concept 
that a higher level of economic complexity indicates a greater accumulation of specialized 
knowledge and capabilities within an economy. Countries with a more complex economic 
structure require a deeper understanding of innovation, cutting-edge technologies, and 
managerial skills. Such economies may create high-value goods and services more effectively as a 
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result, which raises productivity, competitiveness, and ultimately per-capita income levels. As a 
result, this ongoing cycle of rising complexity promotes a country's long-term economic 
development trajectory.

Figure	3.	GDP	per	capita	PPP	and	ECI,	2020

Source: World Bank WDI and Atlas of Economic Complexity

In the development path, the Government of Azerbaijan has been making efforts to diversify 
its export portfolio and lessen its reliance on the export of oil and gas, with an emphasis on non-oil 
exports such as chemicals, cotton, fruits, and vegetables. This shift was also evident in the 
changing trade �lows, with the net exports of agricultural products such as tomatoes, fruits, 
hazelnuts, and cotton, as well as non-monetary gold and services.

Looking into detailed numbers, the value of exported goods amounted to USD 41.7 billion, 
experiencing 8.7% real growth in 2022. Despite the dominance of low-value-added exports in 
Azerbaijan's non-oil/gas sector, there have been some positive developments in recent years. The 
value of non-oil/gas product exports has increased, from around USD 2.0 million in 2019 to 
almost USD 3.1 billion in 2022. Exports of electricity, chemical products, cement, tea, sugar, 
ferrous metals and products, aluminum and products, fruits, and vegetables, as well as alcoholic 
and non-alcoholic beverages, demonstrated a growth in value.

Figure	4.	Export	of	Goods:	Main	Commodities,	Percent	of	Total	Export,	2022

Source: The State Customs Committee of the Republic of Azerbaijan
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However, the current level of development in the non-oil sector might not be enough to 
sustain the current volume of imports in the future in the case that oil revenue declines.

In order to resolve this issue, steps must be done to increase �inancing imports, primarily 
through developing the non-oil sector rather than relying on gradually decreasing oil revenues. In 
this situation, the focus should be both on attempts to replace imports with domestic production 
and the expansion of non-oil export-oriented industries. It is commonly acknowledged that up to 
2026, increased exports will be a key engine of economic growth. 

THE	MOST	BINDING	CONSTRAINTS	PREVENTING	THE	OPPORTUNITIES
While there are signi�icant opportunities for structural transformation and export 

diversi�ication in Azerbaijan, there are also several binding constraints that need to be addressed 
to fully realize these opportunities. 

High	cost	of	�inance. In order to �ind the binding constraint of inadequate growth of non-oil 
sector we will �irst examine whether cost of �inance is high in Azerbaijan or not and if high, what 
are the reasons of it.

When compared to peers, Azerbaijan has a smaller �inancial sector regarding its economy. In 
2022, banks' loan portfolio increased by AZN 2.9 billion or 17.6%, while business loans' 
proportion in the total loan portfolio of banks amounted to 55.4%, equivalent to AZN 10.9 billion. 
Business loans increased by 11.4% (AZN 1.1 billion), consumer loans increased by 27.3% (AZN 
1.2 billion), and mortgage loans increased by 24.3% (AZN 0.5 billion) compared to 2021. The 
proportion of non-performing loans (NPL) in the total loan portfolio decreased by 1.3% since the 
beginning of the year, resulting in an overall portfolio NPL ratio of 2.9% .

In 2022, the dollarization of deposits continued to decline. The level of dollarization 
witnessed a slight decrease in 2022, as proportion of foreign currency-denominated savings and 
deposits in total savings and deposits dropped by 0.5% to 44.9%. At the end of the year, the share 
of foreign currency in deposits held by legal entities was 52.8%. Meanwhile, the dollarization of 
savings held by individuals stood at 39.2%, representing a decline of 1.8 percentage points 
compared to 2021.

As seen from the graph below the deposit rates were 9.0% in 2022. It is relatively higher 
compared to most resource-rich countries and neighboring similar countries.

Figure	5.	Deposit	interest	rate,	%
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Source: World Bank

Lending rates (14.6% in 2022) are also higher than most of the resource-rich and 
neighboring countries (Fig.6).

Figure	6.	Lending	interest	rate,	%

Source. World Bank

As lending rates are relatively higher than the world average and other similar countries it 
indicates that the cost of capital is high in Azerbaijan. But it is not because of low savings. In 2000-
2022, Azerbaijan's savings correlated with its per capita GDP growth that mainly came from oil 
export. Saving	as	a	percent	of	GDP was 42.0% in 2022, higher than most of the similar countries. 
It was also higher than the world average (27.0% in 2021). 

Figure	7.	Savings	as	a	share	of	GDP,	%

Source: World Bank

Although the cost of capital is relatively high, Azerbaijan has a positive current account 
balance (CAB). However, the hydrocarbon sector is mainly responsible for this positive balance, 
making the economy vulnerable to volatility in oil export levels. A sustainable economy requires 
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to decrease dependence on oil sector through diversi�ication.

Figure	8.	Current	Account	Balance,	(%	of	GDP)

Source: IMF

Analysis shows that interest	rate	spread was 5,6% in 2022 which is relatively higher than 
most of other resource-rich countries. As graph below re�lects, the spread has always been 
historically high in Azerbaijan. It is an indicator of risk and inef�iciency in the �inance sector. It 
should be noted that this is not because of high in�lation or uncertainty over exchange rates, the 
spread has remained high regardless of the level of both. The reason is the considerable risk, high 
operating costs, and taxation of �inancial intermediation in Azerbaijan. 

Figure	9.	Interest	rate	spread	(lending	rate	minus	deposit	rate,	%)

Source: World Bank
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