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Summary
This article explores the pivotal role of institutions in shaping Azerbaijan's economic development.
Drawing upon the theoretical frameworks of Daron Acemoglu, Simon Johnson, and James A. Robinson,
it examines how institutional structures have influenced the nation's economic trajectory. The analysis
delves into the interplay between formal and informal institutions, the impact of resource wealth, and the
challenges of governance. By integrating theoretical insights with empirical data, the study provides a
comprehensive understanding of Azerbaijan's institutional landscape and its implications for sustainable

economic growth.
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Intradaction

The quality and structure of a country's institu-
tions have a profound impact on its economic
growth. Institutions—defined as the formal and
informal rules that regulate societal interactions—
play an important role in influencing economic in-
centives and results. Acemoglu, Johnson, and
Robinson (2005) contend that inclusive institu-
tions, which offer secure property rights and egal-
itarian opportunities, are critical to long-term eco-
NOMIC progress.

In this regard, Azerbaijan provides a compel-
ling case study. Since obtaining independence
from the Soviet Union in 1991, the country's econ-
omy has seen enormous alterations, fuelled mostly
by its abundant oil and gas resources. However,
the extent to which these resources have resulted
in broad-based development is determined by the
nation's institutional architecture.

This article examines how Azerbaijan's institu-
tions have influenced its economic trajectory. We
want to understand the mechanisms that have sup-
ported or hampered economic advancement by
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looking at the historical evolution of these institu-
tions, their current state, and their relationship with
economic policy.

2. Theoretical Framework: Institutions and
Economic Development

North defines institutions as "the rules of the
game in a society"—both formal regulations like
constitutions and informal restraints like customs
[North, 1990]. Building on this, Acemoglu, John-
son, and Robinson contend that institutions are the
primary driver of long-term economic growth. In-
clusive institutions that encourage participation,
creativity, and the rule of law promote prosperity,
whereas extractive institutions that consolidate
power discourage growth [Robinson and Verdier,
2013].

In 2024, the Nobel Prize in Economic Sciences
was awarded to Daron Acemoglu, Simon Johnson,
and James A. Robinson “for studies of how insti-
tutions are formed and affect prosperity.” Their re-
search, which spans over two decades, has pro-
foundly shaped the understanding of how political
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and economic institutions are not merely by-prod-
ucts of development but are, in fact, the primary
determinants of it. Through empirical analysis and
historical case studies—from colonial Latin Amer-
ica to sub-Saharan Africa—they demonstrated that
inclusive institutions empower broad segments of
the population, while extractive institutions con-
centrate power in the hands of a few, leading to
persistent underdevelopment [Acemoglu et al.,
2005]. Their 2024 Nobel recognition underscores
the relevance of institutional design in shaping
long-run economic trajectories. Of particular im-
portance is their exploration of how institutions
evolve through critical junctures—moments of po-
litical upheaval or transformation where new rules
are written and old power structures are chal-
lenged. In the context of Azerbaijan, such junc-
tures include its independence from the Soviet Un-
ion and the post-oil boom reforms of the 2000s and
2010s. By examining these transitional moments,
one can better understand how Azerbaijan’s cur-
rent institutional landscape emerged and what
paths remain open for future development.

In Azerbaijan's example, institutions have gone
through several stages: Soviet central planning,
post-independence instability, oil-fueled boom,
and modern governance reform. The question is
whether these institutions are developed enough to
enable long-term, inclusive growth. Robust insti-
tutions ensure secure property rights, unbiased le-
gal systems, and level playing fields for busi-
ness— all of which, thanks to recent regulatory re-
forms and institutional revitalization efforts by the
Azerbaijani government, are gradually being
strengthened and aligned with international stand-
ards [Acemoglu, 2005].

Strengthening Governance and Institutional
Capacity

In the past decade, Azerbaijan has achieved
substantial and quantifiable advancements in en-
hancing the performance, responsiveness, and in-
clusiveness of its governance structures. These ad-
vancements are fundamentally anchored in the
state's strategic focus on institutional modernisa-
tion and administrative reform. The Azerbaijani
government has implemented a series of progres-
sive policies and structural reforms aimed at im-
proving openness, accountability, and service
quality, acknowledging the significance of compe-
tent and citizen-focused institutions in promoting
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sustainable development. The construction of
ASAN Service Centres has been a pivotal mile-
stone in this journey, representing a hallmark of
public sector innovation in the country. ASAN, as
a comprehensive platform for government service
delivery, has radically transformed the relationship
between the state and its residents. Hasanov and
Guliyev (2020) assert that the platform has opti-
mised bureaucratic procedures and markedly im-
proved citizen satisfaction across several sectors
by decreasing waiting times, removing intermedi-
aries, and augmenting openness in service provi-
sion. It has garnered international acclaim, includ-
ing accolades from the United Nations Public Ser-
vice Forum, solidifying its position as a bench-
mark for other developing economies aiming to
enhance governance.

The ASAN system is enhanced by extensive
structural reforms informed by overarching objec-
tives like the National Strategy for Public Sector
Development (2021-2025). This blueprint em-
phasises key pillars of institutional reform, such as
digital transformation, bureaucratic streamlining,
and capacity enhancement within essential state
institutions. Azerbaijan seeks to enhance adminis-
trative efficiency and foster democratic engage-
ment through the use of digital governance, hence
improving the accessibility of government ser-
vices for citizens in urban and rural regions. Con-
sequently, Azerbaijan has achieved significant ad-
vancements in worldwide e-governance rankings
and enhanced metrics concerning infrastructure in-
vestment, budget transparency, and public finan-
cial management. A fundamental element of Azer-
baijan's enduring institutional vision is delineated
in the "Azerbaijan 2030: National Priorities for So-
cio-Economic Development." This strategy state-
ment delineates five national priorities, centring on
institutional development and effective govern-
ance. Central themes encompass the fortification
of the rule of law, the augmentation of institutional
integrity, and the cultivation of human capital—
crucial components for establishing resilient insti-
tutions adept at responding to global trends and do-
mestic demands. These objectives are consistent
with global development frameworks and demon-
strate a comprehensive dedication to inclusive
government and sustainable economic advance-
ment.



. Elmi Xaobarlor No 2, 2025
(Ictimai va Texniki elmlar seriyasi)

)

Scientific bulletin No 2, 2025
(Social and Technical Sciences Series)

The government has concentrated on modern-
ising fiscal policy institutions, fostering innovation
in public procurement, and decentralising deci-
sion-making via enhanced municipal governance
structures. These policies aim to improve effi-
ciency, alleviate administrative costs on residents
and businesses, and promote greater civic engage-
ment in development processes. The Azerbaijan
Digital Hub program aims to establish the country
as a regional leader in information and communi-
cations technology (ICT), thereby enhancing the
significance of institutional capacity in economic
diversification and digital transformation.

Furthermore, Azerbaijan's developing institu-
tional framework is reinforced by the nation's in-
creasing collaboration with international organisa-
tions and development partners. Collaboration
with entities like the World Bank, United Nations
Development Programme (UNDP), and Asian De-
velopment Bank (ADB) has furnished essential
technical expertise and policy assistance, enabling
Azerbaijan to align its reforms with international
standards and implement best practices suited to its
national context.

As Azerbaijan's economy diversifies and
integrates with global markets, the establishment
and fortification of effective, inclusive institutions

are crucial for maintaining developmental pro-
gress and bolstering economic resilience. The cur-
rent changes, propelled by progressive leadership
and an active state apparatus, establish a strong
foundation for sustainable prosperity, competitive-
ness, and citizen empowerment. Institutional evo-
lution in Azerbaijan has transitioned from a pe-
ripheral objective to a fundamental component of
the nation's comprehensive socio-economic trans-
formation agenda. The institutional framework—
transparent, efficient, and increasingly focused on
citizens—will underpin Azerbaijan's enduring
success in the 21st century.

Institutional Reform and Economic Diversi-
fication

The government's "Strategic Roadmap for the
National Economy" emphasises diversification,
and institutional capability is important to facilitat-
ing this change. For example, the World Bank's
Doing firm 2020 report rated Azerbaijan 34th in-
ternationally, citing advances in firm formation,
property registration, and contract enforcement.

The Central Bank of Azerbaijan has also fo-
cused on financial inclusion and regulatory mod-
ernisation, launching agent banking models and
fintech projects [CBAR, 2023]. These improve-
ments benefit small and medium-sized firms by
ensuring equal access to financing markets.

Empirical evidence supports the claim that institutions facilitate diversification: fable
Indicator Value (2023)
Oil and Gas Share of Exports 88.90%
Non-Oil Sector Growth (2022) 5.20%
Ease of Doing Business Rank 34
Foreign Reserves $60 billion

Sources: State Statistical Committee, World Bank (2020), SOFAZ (2024)

These achievements demonstrate Azerbaijan's
commitment to aligning institutional frameworks
with international principles, ensuring that govern-
ance promotes dynamic markets and equitable
growth.

Azerbaijan's economic diversification policy
has gained considerable traction in recent years.
As the government shifts away from its historical
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reliance on oil and gas earnings, institutional re-
forms have been critical in facilitating this transi-
tion. The State Program for the Development of
the Non-Oil Sector (2015-2020) and following
strategic frameworks emphasise the need of foster-
ing a business-friendly climate, improving regula-
tory processes, and developing infrastructure to
support emerging sectors. These changes have en-
abled Azerbaijan to establish itself as a regional
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leader in agriculture, technology, and logistics,
while maintaining its important geographic posi-
tion.

The Azerbaijan Investment Company (AIC)
and the formation of the Alat Free Economic Zone
are examples of institutional changes aimed at at-
tracting international investment and promoting
entrepreneurship. The AIC, through its financing
programs, plays a critical role in supporting the
growth of small and medium-sized enterprises
(SMEs) in the non-oil sector, whereas the Alat
Free Economic Zone serves as a high-tech industry
hub, attracting companies critical to Azerbaijan's
economic future. Another significant endeavour is
the focus on financial inclusion and digital trans-
formation. The Central Bank of Azerbaijan (CBA)
has established measures to encourage financial
services in rural areas, using technology to reach
unbanked communities. By developing a digital
economy, Azerbaijan has increased its competi-
tiveness and created opportunities for enterprises
to succeed in a globalised world. The growth of e-
commerce, fintech, and start-ups in cities such as
Baku demonstrates the effectiveness of these
measures.

Furthermore, Azerbaijan has prioritised educa-
tion reform and the creation of a qualified work-
force. In accordance with the "State Program on
Education of Azerbaijani Youth Abroad (2022-
2026)," the government has invested in developing
partnerships with top universities and international
institutions to ensure that its youth have access to
world-class education and the skills required for
the knowledge economy. This commitment to hu-
man capital development is likely to drive more di-
versification and innovation across a variety of in-
dustries. Azerbaijan's progress towards
economic diversification is already evident in sta-
tistics measures. For example, the non-oil sector
now accounts for a greater proportion of GDP, and
non-oil exports have consistently increased. Ac-
cording to the State Statistical Committee (2023),
the non-oil sector's growth rate was 5.2% in 2022.
This shows that, despite global instability, Azer-
baijan's economy is resilient and diversifying.
Furthermore, attempts to improve regional con-
nectivity through initiatives such as the Baku-Tbi-
lisi-Kars Railway and the Trans-Caspian Interna-
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tional Transport Route strengthen Azerbaijan's po-
sition as a commercial and logistical hub between
Asia and Europe.

In conclusion, Azerbaijan's institutional
changes are laying the groundwork for a diverse
and sustainable economy. By investing in infra-
structure, education, and new sectors, the country
is building a more resilient economy that is less re-
liant on oil and gas income. Institutional innova-
tions continue to shape this change, emphasising
the need of strong governance and inclusive poli-
cies in achieving long-term prosperity.

Conclusion

The economic trajectory of Azerbaijan illus-
trates the substantial impact of institutions on na-
tional growth. The theoretical contributions of
Nobel Laureates Acemoglu, Johnson, and Robin-
son (2024) emphasise the significance of inclusive
institutions that safeguard property rights, uphold
rule-based governance, stimulate innovation, en-
courage investment, and facilitate widespread eco-
nomic participation. Azerbaijan’s example illus-
trates how institutional reforms—customized to
national requirements and consistent with global
best practices—can function as a catalyst for sus-
tained and equitable prosperity.

In the past twenty years, Azerbaijan has imple-
mented a number of revolutionary measures for in-
stitutional modernisation. These reforms have fa-
cilitated enhancements in governance frame-
works, macroeconomic strategy, digital innova-
tion, and infrastructural advancement. The estab-
lishment of platforms like ASAN Service has
transformed the interaction between the govern-
ment and its citizens, providing public services ef-
ficiently, transparently, and with a focus on the cit-
izen experience. These institutional changes are
essential for augmenting governmental capacity
and fostering public trust and social cohesion,
which are vital for sustainable development. The
dedication to diversification and investment in hu-
man resources, supported by strategic frameworks
and national priorities, signifies a significant de-
parture from Azerbaijan's previous reliance on oil
earnings. Institutions like the State Oil Fund of
Azerbaijan (SOFAZ) have served a dual purpose:
stabilising the economy amid commodity price
fluctuations and investing in prospective growth
sectors. The judicious and open administration of



. Elmi Xaobarlor No 2, 2025
(Ictimai va Texniki elmlar seriyasi)

/@ |

Scientific bulletin No 2, 2025
(Social and Technical Sciences Series)

these resources has enabled the state to fund essen-
tial infrastructure projects, bolster social welfare
initiatives, and establish a fiscal safeguard against
foreign uncertainty.

Azerbaijan’s proactive strategy for regional
cooperation and connectivity—demonstrated by
projects such as the Baku-Thbilisi-Kars Railway,
the Zangazur Corridor, and the Alat Free Eco-
nomic Zone—illustrates how national institutional
reforms are promoting wider regional integration.
These initiatives are reinforcing Azerbaijan's posi-
tion as a vital conduit between Europe and Asia,
augmenting its geopolitical importance and estab-
lishing new economic corridors for trade, logistics,
and industry.

The significance of educational and scientific
institutions in cultivating a competitive workforce
should not be underestimated. The State Program
for the Education of Azerbaijani Youth Abroad
and continuous investments in vocational and
higher education highlight the government's
acknowledgement that a knowledge-based econ-
omy need proficient people capital. Azerbaijan is
establishing the intellectual and institutional
groundwork for its next economic phase by align-
ing educational outcomes with labour market re-
quirements and facilitating foreign exposure.

The continuation and enhancement of these
changes will be pivotal to Azerbaijan's economic
resiliency and success. Future initiatives should
concentrate on enhancing legal and regulatory
frameworks, broadening financial accessibility
and digital infrastructure, and promoting entrepre-
neurship—especially among young and women.
Institutional inclusivity will be crucial in guaran-
teeing that the advantages of progress are distrib-
uted fairly among all societal sectors and regions
of the nation. Azerbaijan's success narrative offers
significant insights for other developing econo-
mies undergoing comparable transformations. It
illustrates that through strategic foresight, institu-
tional dedication, and policy alignment, resource
richness can be transformed into enduring prosper-
ity. Despite the persistent hurdles, Azerbaijan's
present momentum exemplifies how states can es-
tablish a sustainable development trajectory
through intentional institutional frameworks.

In conclusion, institutional reforms are not
only ancillary administrative modifications; they
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are the fundamental catalyst for transformation.
Azerbaijan's transition from a post-Soviet state to
a dynamic, reform-driven economy exemplifies
the lasting influence of institutions in determining
national fate. By sustaining this trajectory, Azer-
baijan is poised to emerge as a regional leader and
a global exemplar of institutional advancement
and economic modernisation in the 21st century.
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RIFAHIN MEMARI: QURUMLARIN AZORBAYCANIN iQTiSADi TRAYEKTORIYA-
SINA TOSIRI

Xiilaso

Bu moqgalo Azarbaycanm iqtisadi inkisafinin formalasmasinda qurumlarin miithiim rolunu arasdirir.
Daron Acemoglu, Simon Conson vo Ceyms A. Robinsonun nozari ¢argivaloring osaslanaraq, bu mogalo
qurum strukturlarinin 6lkonin iqtisadi trayektoriyasina neco tosir etdiyini tohlil edir. Tohlil formal vo
qeyri-formal qurumlar arasindaki qarsiliqli alagani, tabii sarvatinin tasirini, idarsetma vo qurumlarin po-
tensial problemlorini dorindon arasdirir. Bu todqiqat nazari fikirlori empirik molumatlarla birlosdirarak
Azaorbaycanin hokiimat vo geyri-hokiimat orqanlarinin monzarasini vo onun davamli igtisadi bdyiima
ticiin naticalori hagqinda hartorafli baxis bucagi toqdim edir.
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APXUTEKTYPA ITPOIUBETAHMSI: BIUSIHUE HTHCTUTYTOB HA SKOHOMMUYE-
CKY1O TPAEKTOPHIO ASEPBAUJIZKAHA

Pe3rome

DOTa cTaThsl UCCIEAYET KIIOUEBYIO POJIb HHCTUTYTOB B (JOPMUPOBAHUN SKOHOMUYECKOTO PA3BUTHUS
Azep0Oaiipkana. Onupasich Ha TeopeTndeckue pa3padotku Jlapona Amkemoriy, Caitmona J[xoHcoHa 1
Jlxeiimca A. PoOuHCOHa, CTaThsl aHATTM3UPYET, KaK MHCTUTYLIMOHAIBHBIE CTPYKTYpPbI MTOBIHSUTN Ha 3KO-
HOMUYECKYIO TPAEKTOPHIO CTpaHbl. AHAIIN3 ITy0OKO HCCIIEAyeT B3auMOICUCTBHE MEKTY (hOpMaTIbHBIMU
1 HeOpMaNIbHBIMU UHCTUTYTaMU, BIMSIHUE PECYPCHOr0 OOraTrcTBa v mpoobiiemsl ynpasnenus. aTerpu-
Pys TEOPETUUECKHE UJIEH C IMITUPUIECKUMH JJAHHBIMU, UCCIIEIOBAaHUE 00ECIIeYBAET BCECTOPOHHEE 0~
HUMAaHHE UHCTUTYIMOHATIBHOTO JaHamadra A3epoaiipkaHa u ero MoCIeACTBUN ISl YCTOMYMBOTO KO-
HOMHYECKOT'0 pOCTa.

Kirouesble ciioBa: AzepOaiipkan, MIHCTUTYThI, DKOHOMUYECKOE pa3BUTHE, YTIpaBlieHHe, borarcTBo
MIPUPOHBIX pecypcoB, MHCTUTYIIMOHATIbHAS SKOHOMUKA.
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