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GENERAL CHARACTERISTICS OF DISSERTATION

Actuality and study degree of the subject. In the context of growth
of the global economic threats and changes in mechanisms of the global
economic system, the economic processes and relations become more
complex and deep. For that reason there are required reasonable models and
mechanisms of the fiscal policy of the state, more effective measures of the
fiscal regulation for maintenance of the country stability at the
macroeconomic level. By means of the fiscal regulation such compex and
systematic measures are developed and implemented by the use of which the
state can impact on maintenance of the macrofinancial stability. First of all
among the main priority tasks there is analysis of the problems of the
macrofinancial impact of the crisis on all sectors of the national economy,
issues of economic security maintenance by means of development of
effective system of analysis and forecasting of economic security, problems
of increasing the elasticity of financial resources with the help of the budget
system, tax policy, national projects and others. In the context of
globalization and especially as the result of global financial crisis and
economic instability, the role of fiscal regulation in maintenance of
macrofinancial stabilization of national economics significantly grew.
Besides, in connection with the Covid-19 pandemic completely new
challenges and requirements for financial institutions emerged. Moreover, in
connection with the liberation of the occupied territories from the Armenian
invaders, new strategic targets were created on the way to intensification of
development and diversification of national economics in Azerbaijan on the
account of revival and restoration of the liberated territories. Newly created
economic regions — Garabagh and Easten-Zangezur economic regions — can
become a favorable springboard for development and realization of more
effective tax and fiscal mechanisms and tools, as well as they will contribute
for maintenance of the fiscal policy effectiveness in the regions of the
country.

Under these conditions, it is necessary to study fundamentally the
existing problems of the financial system in the country, its main
components, mechanisms, as well as it is required to research the compliance
of fiscal mechanisms with current global economic challenges - all these
stipulates the relevance of the selected topic of the dissertation.



The problems of finances, financial system and regulation
mechanisms were expressed in the works of classics and founders of
economics, the scientists and researches of modern times. Even in
socialist Azerbaijan, the scientists of the country had been researching
financial aspects; however, this was of an ideological nature and
promoted the reliability of the union budget system. With the restoration
of independence, Azerbaijan needed a deep study of the problems of the
financial system and its fiscal mechanisms already as a sovereign state.
The fiscal regulation and its role in maintenance of macrofinancial
stability, the impact of these processes on the budget and tax situation of
the state were researched by a number of economic researches. Thus, such
scientists as Alekberov A A, Mammaojov ZF., Sadiébv M.M., Kalbiyev
Y.A., Bagirov M.M., Hasanli M.Kh., Atashov B.Kh., Aliyev Sh.T. and
others studied these problems under modern conditions.

Research of the conceptual basis, theoretic aspects and essence of
the fiscal system were expresses in the works of such foreign scientists
and researches as Smith A., Ricardo D, Vickrey W, Petty W., Boisguilbert
P., which researched such important economic category as ‘taxes’ in their
works. The problems of formation of the effective fiscal policy and the
possibility of its impact on macroeconomic stability were reviewed in the
works of Feldstein M., Laffer A., Keynes J., Minsky H. and others. The
mentioned above aspects and problems were also reviewed by such
researches and scientists as Haydar Y., Kudrin A., Yasin Y., lllarionov
A., Rjevskaya T., Panfilov V., Zaykov V., Kaurova N., Paul A,
Lukyanova A., Shvecsov A. and others.

However the tendencies of the current financial system and the
importance of fiscal mechanisms stipulates its significant improvement and
development of the maximum effective mechanisms of financial system and
such fiscal tools which are able to maintain the financial stability in the
country under the conditions of global economic challenges. The complex of
the mentioned above problems and issues demands the further deep study and
development of new approaches to solution of these problems.

Targets and goals of the research. The main aim of the dissertation
work is study of the factors influencing the macroeconomic stability of the
economics by means of the fiscal regulation mechanisms. Based on the
dissertation work structure we were solving the following issues:
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Study of the theoretical and methodological basis of the macrofinancial
stabilization of the country by reference to global economic processes;
Research of the rationality and effectiveness of the tax tools with the
aim of maintenance of the macrofinancial stability through its
renovation and congestion by the tools of the fiscal regulation;
Consideration of features and specific characteristics of stabilization
policy of the country under current conditions;

study of efforts of the state to maintain the sources and factors of the
financial stability in the country, ensuring the growth of GDP;
research of importance of the budget regulation mechanisms and its
influence on the macroeconomic situation in the country;
implementation of the assessment of the current tax potential and its
role in macrofinancial system;

review of the financial stabilization problem in the country as one of
the strategic goals of the state economic policy, analysis of the
complex and system measures on financial stabilization and effective
use of the state financial resources;

identification of role of the tax services of the country in complex
system of fiscal mechanisms;

development of effective mechanisms on strengthening of
macrofinancial stability and fiscal regulation in the context of strategic
road maps of Azerbaijan Republic and etc.

The object of the research is fiscal regulation in Azerbaijan
Republic.

The subject of the research is interventions and impact which
the fiscal regulation proceeding in Azerbaijan Republic has sway with
the maintenance of macrofinancial stabilization of the country.

Research methods. The works of national and foreign authors
on fiscal regulation problems, as well as main legislative and
normative legal documents identifying the key macrofinancial and
fiscal component of the economics were taken in the capacity of
methodological foundation. Besides, as part of the study different
economic methods were used extensively: the method of systematic
analysis, the method of comparative analysis and synthesis, the method
of statistical analysis based on macroeconomic indicators of
Azerbaijan Republic on the state tax and budget policy situation.
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Main provisions brought up for defense. In the context of the
main results expressing the scientific novelty, the following provisions
of the dissertation work are brought up for defense:

. The main aspects of theoretical foundations and different views on the
problems of state financial policy, and especially the role of fiscal
regulation are reviewed as a strategic task under conditions of
continuation of the negative results of the financial crisis in the world
and continuing global crisis — the Covid-19 pandemic;

. The balancing problems of the state financial policy are reviewed in
the context of modern economic realities and maintenance of
macrofinancial stability in the country in modern times;

. The main base on strengthening of the financial stability and
diversification of the economics includes efficiency of the fiscal
mechanisms and tools;

. One of the main issues is maintenance of the tax elasticity differential
in accordance with strategic targets on economic development of the
country and strengthening of its reliability under conditions of growth
of the global threats;

. In the context of the structural and institutional reforms and in the
period of diversification of the economics in the country it is demanded
to change the mechanisms of tax authorities work and tax legislation,
aimed to maintenance of the tax regulations visibility and fiscal
instrumentarium of the operational capability;

. One of the main strategic tasks is transition of the current mechanisms
of the state regulation of the financial system on the new stage and
enhancement of the fiscal mechanisms role in maintenance of
optimization of the tax incomes and efficiency of use of the financial
resources;

. One of the main problems is rationale for foundational components of the
fiscal mechanisms and tools on optimal maintenance of macrofinancial
stability in the country on a short-term and long-term horizon, and others.

Scientific novelty of the dissertation work lies in formation of the
modern scientific view, substantiation of the theoretical and methodological
instruments and approaches to the role of fiscal regulation in maintenance of
macrofinancial stabilization in the context of the global economic challenges.
The other key aspects of the scientific novelty are
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described as following:
On the basis of the theoretical materials and views there is given an
author approach to identification of the essence of financial stability
and its functions, its importance taking into account the balancing of
the state finance policy in the modern economic realities;
There are revealed the main advantages and efficiency of the fiscal
mechanisms and tools in maintenance of enhancement of economics
reliability and growth in the country, in financial stability
strengthening, enhancement of the taxable base and in strengthening
of the taxpayers’ liability;
The endogenous and exogenous factors influencing the financial
stability in the country were systemized and substantiated by their
development via block-schematic diagram;
There is calculated the indicator reflecting the level of income
sensibility on taxes toward the changes on macroeconomic level,
which is connected with efficiency of functioning of the whole state
- tax elasticity differential in Azerbaijan during 2010-2020;
With consideration to the sufficient transformation and making many
amendments of the current Tax Code there is substantiated
development and confirmation of the more optimal institutional and
structural changes of the Tax Code, as well as improvement of the
legislative base to stimulating function of the fiscal regulation and
maintenance of transparence of the current tax mechanisms;
There is substantiated the efficiency of the role of fiscal regulation in
the field of balancing of the financial system taking into account the
state impact and market economy mechanisms with the aim of
maintenance of optimal correlation of the tax revenues and forecasted
indicators of the budget in the country;
There is developed and substantiated the block-scheme diagram of the
priorities and perspectives of strengthening the role of the fiscal
regulation in maintenance of macrofinancial stabilization of
Azerbaijan in short-term and long-term future.

Theoretical and practical essence of the research. The main provisions
and outputs of the dissertation work can be of interest to scientists, specialists,
researchers, as well as mangers of financial subjects and enterprises under
current conditions. The materials of the research can be



used in preparation of the lectures, text books and manuals on such disciplines
as ‘Financial Markets’, ‘Taxation System’, ‘Taxes and Taxation’, ‘Tax
Administration’, ‘Taxation System of Foreign Countries’ and etc.
Approbation and appliance. The main content of the dissertation
work was expressed in the publications of 16 scientific articles and thesis of
the author, 5 of which are published abroad. The research results are
presented in the ‘Important aspects of the macrofinancial stabilization of the
country under globalization conditions’ report, which was published in the
materials of the V International Scientific Practical Conference ‘Modern
concepts of the scientific researches’ (Moscow August 29-30, 2014); in the
‘Macrofinancial stabilization of the country under conditions of financial
crisis’ thesis published in the Materials of the ‘Stable economic development.
Problems and Perspectives’ International Scientific Practical Conference
(Sumgait State University, April 27-28, 2016); in the ‘Importance of the
fiscal regulation in maintenance of the economic growth of the country in the
context of modern realities’ report published in the materials of International
Scientific Practical Conference on the topic ‘Economic growth and social

welfare’ dedicated to the 60™ anniversary of the Economy Institute of the
National Academy of Science of Azerbaijan (ANAS, Economy Institute,
October 18, 2018; in the ‘Priorities of maintenance of the macrofinancial
stabilization of Azerbaijan in the context of strategic road maps’ report
published in the materials of the Republic Scientific Conference on the topic
‘Strategy of the economic growth in Azerbaijan’ (Azerbaijan State
University of Economics, December 24, 2019); in the ‘The mechanism of the
income levelling of population with the help of different taxation systems’
thesis published in the materials of the IV Republic Scientific Conference of
Young Researches (Azerbaijan University, April 9,2021), in the
‘Stabilization role of the tax policy in maintenance of economic activity in
the regions’ report, published in the materials of the Republic Scientific
Conference on the topic ‘Regional Economics: Modern aspects and topical
issues’ (Sumgait State University, April 22-23, 2021), and in the  Assessment
of the pandemic impact on the macrofinancial stability of the economics in
Azerbaijan’ thesis, published in the materials of the V International Scientific
Practical Conference ‘Development of the science and practice in the
globally changed world in the context of the risks’



(Russia, Moskow, July 26, 2021). Besides, the results of the dissertation
work are reviewed and accepted for the further implementation and use in
the education process of Azerbaijan University (the signed
implementation act dated after April 18, 2019). Moreover the results of
the dissertation are presented and accepted for use in the processes of
implementation of the fiscal mechanisms and tools towards the
Educational Centre of the Tax Ministry of Azerbaijan Republic (the letter
dated after October 5, 2018).

Name of institution where dissertation has been implemented.
Dissertation has been implemented at Azerbaijan University.

The total volume of the dissertation. The volume of the
dissertation is 258 487 symbols with cover, contents and introduction
(7 245 symbols), chapter | (67 289 symbols), chapter Il (70913
symbols), chapter 111 (57235 symbols), conclusion (12 983 symbols)
and a list of literature (25 058 symbols). The number of symbols in the
dissertation is 210 018 without a list of literature.

THE STRUCTURE OF THE DISSERTATION

WORK Introduction

Chapter 1. Theoretical and methodological basis of macro-
financial stabilization of the country

1.1. Theoretical basics of macro-financial stabilization of the country

1.2. Methodological approaches to ensuranse of macro-financial
stabilization by means of fiscal regulation

1.3. Global experience on identification and realization of
stabilizing government policy

Chapter I1. Analysis of the modern macro-financial position
and assessment of fiscal regulation in Azerbaijan

2.1. Analysis of the fiscal regulation role in improvement of the
macro-financial position of the state

2.2. Modern situation of budget regulation in the context of
ensurance of macroeconomical stability of the country

2.3. Assessment of taxable capacity and its role in macro-financial
system in Azerbaijan

Chapter I11. Priorities and perspective directions of fiscal
regulation in the Republic of Azerbaijan
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3.1. Priorities of macro-financial stabilization ensurance in the
country in the context of strategic road maps

3.2. The ways of performance improvement of the tax office in the
system of fiscal regulation

3.3. Perspectives of fiscal policy improvement in Azerbaijan under
modern conditions

Conclusion

References

MAIN PROVISIONS BROUGHT UP FOR DEFENSE:

1. The main aspects of theoretical foundations and different views
on the problems of state financial policy, and especially the role of fiscal
regulation are reviewed as a strategic task under conditions of
continuation of the negative results of the financial crisis in the world
and continuing global crisis — the Covid-19 pandemic.

The founder of the classic theory Smith A. deemed that the reasons,
which disrupt economic stability, can be objective and subjective, for
example: war, government, nation laziness and the others. He developed the
particular provisions on the essence of the financial state, defined the
expenses and income of the statel. The scientific investigations of the other
representative of the classic political economics Ricardo D. reveal the
reasons of interrelation between the government finance and economic
system development, which are about the solution of main problems on

original accumulation, and further the competitive market system2 . Besides,
in relation to macroeconomic stability, opinions of Canes J.M. gave
prominence. He stated that one of the essential matters intrinsic to market
economy is its instability3. The scientist Say J.B. came to definition of
stability: the economy's strength, which ensures the balanced consuming

capacity, and observance of the principles of the economic liberalism*. The
other scientist Minsky H.P. formed scientifical view on ‘financial bubbles’
and crises as the facts appearing by the impact of change of the markets
structure and modification of its participants’

Lsmith, A. The Wealth of Nations / A. Smith — 617 p.

2Ricardo, D. On the Principles of Political Economy and Taxation / D.Ricardo. — 1817. — 589 p.

8 Keynes, J.M. General Theory of Employment, Interest and Money / J.M.Keynes. — Stellar Editions; 2014. —
169 p.

4 Say, J.-B. Traité d’économie politique / J.-B. Say — 1803. — Paris: Calmann-Lévy Editeur.- Les fondateurs.
-572p.
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behavior5.

The role of fiscal regulation are reviewed as a strategic task under
conditions of the negative results of the financial crisis in the world and
continuing global crisis — the Covid-19 pandemic — and consist of: firstly,
each state needs to assess objectively its financial resources,
opportunities, currency reserves, and to form an optimal macrofinancial
policy with respect to perspectives; secondly, the fiscal regulation in these
processes acts as a necessary tool of effective management of the finances
in the country; thirdly, the fiscal regulation contributes the maintenance
of financial stability of the country with the maximum efficient allocation
of financial resources and fourthly, the fiscal regulation forms necessary
conditions and regulations for optimization of the income and expenditure
of the state budget.

2. The balancing problems of the state financial policy are reviewed in
the context of modern economic realities and maintenance of
macrofinancial stability in the country in modern times.

In the context of modern economic realities, it is hecessary to solve the

problems of balancing the financial policies of the state and thereby
strengthening macroeconomic stability in general. In addition, the structure
and mechanisms of the budget and tax systems should be reformed. First of
all, there is demanded the provision of systematic approach to diversification
of budget revenue, increase of level of social economic development of the
country and subjects’ activity financing the state budget. At the same time it
is required to significantly increase the efficiency of budget expenses with
transfer of the priorities to the direction of stimulation processes with the aim
of increase of economic activity of population in the country. In this context,
it is advantageous to specificate the reasons of the crises. Professor Mamedov
Z.F. notes that it is possible to mark the following reasons of the financial
economic crisis:
1) separation of the financial sector from the real economics; 2)
underestimation of risks by market participants themselves in an effort to
maximize their profits and 3) underestimation del credere risks by the
credit rating companies 6 Based on the mentioned above scientific
approaches it can be mentioned that macro-financial stabilization of the

5 Minsky, H.P. Stabilizing an Unstable Economy / P.H.Minsky. — 2008. — McGraw-Hill. — 436 p.

6 Mammadov Z.F. Financia crisis and anti-crisis policy / Mammadov Z.F. — Germany — Palmarium
Academic Publishing, 2013 — 141 p.
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country covers the ensurance of effectiveness of all the factors of
economic development, different elements and vector approaches to
economic policy of the state, rationality and stability of the main
mechanisms of economic safety system in the country.

It is worth to be mentioned that he financial stabilization of the
country demands the balance of different endogenous and exogenous
factors to come along with the global economic relations (Pic 1)

Eadogenve and exogenoe factorn
inflsencing the financial stabileation
of the countrvy
Ezogences facton
traesmatioealizaton lgh coocestranon
coniee of B2 ecosoanic wrid v . of fmacal
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O3 TETRR IRy rtchatien
DR of increas of
Copetenrss tegeatenre of the wadality of ghebal | taibay of ghobd
Detsen e ildes aond ccesoy o fiazcsd sysers bank frsten
=4 couztne: aroegn exterral woekd
asticaneads of watld Py aeimcal ad legal ool deét
bl firascud CMTEEY facces
s micagibeaiag
Fadegenam Lacten
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expendee vahne af emerpriw and oadz azé tazk PEMTTE CHUCEY
= D¢ bumsen Walen

Pic.1. Block scheme of endogenous and exogenous factors influencing the financial
stabilization of the country (prepared on the basis of research materials).

3. The main base on strengthening of the financial stability
and diversification of the economics includes efficiency of the fiscal
mechanisms and tools.

It is possible to develop and adapt a distinct stabilizing and fiscal
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policy optimal for the country by investigation the budget tax systems of
different countries according to availability of related and specific features,
by comparing the historic periods and scenarios of development of economic
and financial systems of these countries. The fiscal policy embodies
maneuvering of state expenses and tax proceedings for leveling-off of the
negative directed economic upticks. For this reason, we deemed it advisable
to review the dynamics of the main macroeconomic indicators of the country:
GDP, incomes and expenses of the state budget and population, inflation,
employment, unemployment, and poverty in the context of interrelation with
fiscal policy of the state. Thus, let us consider the principle of equality and
justness by means of variation of Lorentz curve in different taxation systems
and on application of social programs. From knowledge of Lorentz curve is
ratio cumulative curve of the household income, let us review its change in
Pic.2.
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Pic. 2. Lorentz curve, covering tax liability in different taxation systems7.
From pic.2. we can analyse that on application of the neutral system of
tax liability, inequality in society remains the same as if taxes were not
withdrawn at all. In the picture, we can see that bisector ABC expresses a
hypothetically balanced distribution of income. The interpretation of ABC is
that a given percentage of households receive a corresponding percentage of
all income: %10 of all households %10 of all income, a half of all households
—a half of income and etc. The curve AGC expresses the in equation position
in economics before the tax withdrawal (or after withdrawal on neutral

taxation system) or Lorentz curve directly. In this

7 Lorenz, M.O. Methods of Measuring the Concentration of Wealth. Publications of the American Statistical
Association, 1905, Ne9, p.209-219.
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case, the interval between ABC and curve AGC covers the degree of
income inequality in economics. Hereafter the curves ADC, AFC and
AHC expresses the inequation position of income consequently after tax
withdrawal in progressive taxation system, regressive taxation system,
and after realization of different types of well-formed social programss.
In Azerbaijan, state budget revenues for 2010-2020 increased by
2.3 times and composed 26,1 billion manat, and the expenses increased
by 2,2 times and composed 26,4 billion manat with share in GDP %
36,5. Besides, it is known, that transfer deeds out of State Oil Fund of
Azerbaijan compose considerable proportion in the structure of the
state budget revenue — by the year 2000 the transfer deeds share
increased and composed % 49,4 of the total income of the budget or in

other words 12,2 billion manat® . Such a high share of transfer deeds
of SOFAR bears evidence of ‘oil dependence’ of the economics in
Azerbaijan and necessity for taking effective measures on
diversification of the economics at an early date.

Hereafter, the important indicator of the budget system of the
country is budget execution and control over it. Thus let us review the
statistics of the Ministry of Finance of AR on state budget execution
in the country for the period of 2013-2020 (pic.3).

As we can see from pic. 3 we can see that the state budget revenue
in 2020 exceeded by %2.3, and the expenses exceeded by % 96,1. In the
budget revenue structure for 2020 the State Tax Office under the Ministry
of Economy receipts composed 7387,2 mIn. manat with the % 102.7
execution, % 75.6 (5585.1 min.manat) of which is the non-oil sector. Also
the State Customs Committee of AR receipts into the state budget
composed 3938,2 min. manat, and it is % 8,2 more than planned.

8 Isayeva A4.S. State tax regulation of population’s revenues and expences: / dissertation of Ph.D. in
Economics. / Moscow, 2015. — 217 p.
9Azerbaijan Republic State Oil Fund. Annual report, 2020. Baku. — 67 p.
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4. One of the main issues is maintenance of the tax elasticity

differential in accordance with strategic targets on economic
development of the country and strengthening of its reliability
under conditions of growth of the global threats.

Hereafter it is necessary to pay attention on such economic

indicator as tax burden (tax load). This relative amount expresses the
level, measure and degree of the economic constraint of the taxpayer
as a result of diversion of these funds from other methods of use, i.e.
the tax burden is the share of GDP that is at the disposal of the state
through the tax mechanism. The indicators of tax share in GDP for the
period of 2005-2020 in Azerbaijan are given in Figure 1.

19
18
17
16
15
14
13
12
11
10

18,4

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Figure 1. Share of taxes in GDP for the period of 2005-2020 in Azerbaijan, %

(prepared by the author on the basis of SSCAR — http://www.stat.gov.az.).
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As we can see from Figure 1, the relative share of all taxes in GDP
of the country for the researched period increased by %1.4 and
composed % 15.4 in 2020.

We think it expedient to review the indicator expressing the level of
income sensibility on taxes with reference to the changes on macroeconomic
level, which is relevant to the effectiveness of functioning of all the state 10,
Let us review the tax elasticity cgeffiqien% (Cey—
where: TP —initial or basic level of tax proceeding (groups of taxes, types or all taxes

in aggregate; EI — initial or basic level of economic indicator (GDP, national income
or gross value added and etc.)

This coefficient shows the percentage change in tax revenues while
changing of the key economic indicator by one point. If Ce = 1, then the
share of tax revenue in the defining indicator has not changed. If Ce >1,
the taxation system is flexible: tax revenues grew at a faster pace than the
economic growth, i.e. tax revenue ratio in economical indicators grows.
Such an indicator can also be in the case if the total sum of all realised
revenues increased in economics sharply. If Ce < 1, then the taxation
system is unflexible: tax revenue ratio decreases. It's generally accepted
that the best for the economics of the country is when the coefficient is
less or equal to 1. If we consider the GDP indicator as the key economic
indicator, then the tax elasticity coefficient for Azerbaijan for 2010-2022
will be like this (Table 1 and Figure 2).

Table 1. Tax elasticity coefficient for Azerbaijan for 2010-2020.

Indicator 2009 2010 2011 2012 2013 2014 | 2015 2016 2017 2018 2019 2020
GDP, min. 35 42 52 54 58 59 54 60 70 8009 8189 7243
manat (EI) 6015 | 4650 | 0820 | 7437 182,0 | 0141 | 3800 | 4252 | 3378 2,0 6,2 2,2
Nominal GDP,

in % to the

previous year 19,28 | 22,65 511 6,28 143 -7,9 11,12 16,4 13,87 2,25 -11,6
(AEI/EI)

Tax proceeding, 5128, | 5266, | 6395, | 6975, 7654, 8370, 8791, 9031, | 9356, 1058 1175 1115
min. manat (TP) 2 8 3 0 2 2 3] 0 2 7,3 51 14
Percent change

of tax

proceedings, in
% to the
previous year
(ATP/TP)

2,7 21,43 9,06 9,74 9,35 5,03 2,13 3,6 13,2 11,0 Ll

Elasticity
coefficient of the
taxation system
(Co)

0,14 0,95 1,77 1,55 6,54 -0,64 0,25 0,22 0,95 4,89 0,44

10 Chernenko D.4. Flexibility coefficient as a method of assessment of economic factors impact on ta
revenue: macro- and micro-level // New university. Economics and law, No. 11-12, 2014.— p.1-4.
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Figure 2. Dynamics of the change ofelasticity coefficient of the taxation system in
Azerbaijan for 2010-2020 (prepared on the basis of SSCAR — http://wwywstat.gov.az.)

Based on the Table 1 and Figure 2 we can come to conclusion that in
2012, 2013, 2014 and in 2019 (Ce=1,77; 1,55; 6,54 and 4,89 accordingly) the
tax system of Azerbaijan was flexible. This means the more rapid growth of
tax revenues in comparison with the GDP growth. We consider that elasticity
of the tax system in 2019 was associated with fundamental changes in Tax
Code in 2018 and 2019, related to escalation of tax management measures
also. In 2020 the coefficient of elasticity composed 0.44, and this means that
the tax system was not flexible, and the share of tax revenues into GDP of
the country decreased.

5. In the context of the structural and institutional reforms and
in the period of diversification of the economics in the country it is
demanded to change the mechanisms of tax authorities work and tax
legislation, aimed to maintenance of the tax regulations visibility and
fiscal instrumentarium of the operational capability.

Hereafter in Picture 4 there are given the indicators of tax and other
revenues into the budget of the country during the period of 2005-2020
through the State Tax Office under the Ministry of Economy of AR.

In the Picture 4 it is expressed that for the investigated period the
total volume of tax revenue increased 5.2 times in 2020, but in
comparison with the previous year the recession by %3.8 is observed
as the result of significant deceleration of business activity because of
the COVID-19 pandemic. Hereafter the structure of state budget
incomes for 2005-2020 is given (Table 2).
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Table 2. Structure of sate budget income in 2005-2020 (mIn. manat)
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2005 20552 3174 3554 153 404 599,9 141 535 2052 28,1 299

2006 3868,8 407,3 13605 185 55,8 737.8 1874 1002 139.3 40,9 8211
2007  6006,6 588,6 24577 271 723 11792 4029 1232 2932 68,6 7938

2008 10762,7 627,2 28623 306 1129 19109 4869 1477 449,7 96.8 4037,7
2009 103259 581,9 13292 26,2 66,2 2012,8 4851 1219 4181 86,8 5197,7

2010  11403,0 590,2 14299 353 1018 20825 5149 1301 291,8 90,3 6136,2
2011 15700,7 7157 2134 353 1039 22227 4802 1298 4331 140,6 9305,4

2012 172815 813 2252 306 1051 23669 5315 1258 592,5 157,6  10306,5
2013 19496,3 859,7 23748 33,1 1251 2710 5933 1215 6752 161,5 118421

2014 18400,6 9803 23027 34 1413 31196 7973 1162 684,7 1927 100304
2015 17498 982,5 2211,1 48,7 1482 34547 6478 1161 9345 2477 8706,7

2016 175057 11457 19832 503 1747 36235 6251 1103 861,2 457 84747
2017  16516,7 1040,3 22859 50,4 1786 36686 6126 111,1 903,0 505,7 7160,5

2018 225089 995,9 2499,7 50,6 182,2 42876 7286 1374 11437 5616 11921,6
2019 243985 952,1 2546,0 50,0 2126 51851 8547 1338 13432 4775 126434

2020 260754 1151,0 23517 408 1868 48183 8982 1302 11606 4138 149240
Resouse: http://www.stat.gov.az.

Thus, the budget income in 2020 in comparison with 2005 increast almost
12.7 times and composed 26.1 billion manat in 2020, therewith the VAT in
the total volume of the tax revenue was the main in 2005 with the share of %
29,2 and remans to be the main in 2020 with the share of %18,5. According
to the revenue volume the second one is corporate tax with the
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relative share of % 17,3 in 2005 and % 9,0 in 2020.

Hereafter we would like to conduct regressive four-way analysis
of dependence of X variables, taking as initial data the state budget
revenues as a whole () and the indicators of personal income tax (X1),
tax on income (profit) of legal entities (X2), value added tax cost (X3)
and miscellaneous income (X4).

Regression statistics
Multinomi 0,99994

alR 8628
0,99989
R-square 7259
Normalize 0,99985
d R-square 9898
Constant 83,4038
error 4419
Canvass 16
dispersion
analysis
F signify-
df SS MS F cation
Regressio
n 4 7,45E+08 1,86E+08 26763,53 7,54E-22
Balance 11 76518,21  6956,201
Total 15  7,45E+08
t- P-
Coefficie ~ Constant  statysti significati Lower Upper Lower Upper
nts error [ on 95% 95% 95,0% 95,0%
Y- -
crossing -69,9378597  89,45441  0,7818 0,450817  -266,826 126,95 -266,826 126,95
disposal
variable X 1 1,28333257 0,208341  6,1598 7,11E-05  0,824777 1,741888 0,82478 1,74189
disposal
variable X 2 1,08662333  0,044575 24,377 6,34E-11  0,988514 1,184733 0,98851 1,18473
disposal
variable X 3 1,56503638  0,042423 36,891 7E-13  1,471664 1,658409 1,47166 1,65841
disposal

variable X 4 0,98009384  0,009949 98,516 1,47E-17  0,958197 1,001991 0,95820 1,00199

As the result of regression analysis the mathematic model is received:
y =1,28x1 +1,08x2 + 1,57x3 + 0,98x4 — 69,9

This shows that while constant disposal variables X2, X3, Xa
increase of personal income tax revenue (X1) by 1 manat will cause the
increase of total revenue of the state budget (Y) by 1,28 manat.
Consequently, corporate (revenue) tax (Xz) causes the increase of total
state budget revenue by 1,08 manat, increase of VAT (Xs) — by 1,57
manat, increase of other revenues (X4) - by 0,98 manat. The fact that P-
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signification of the X1, X2, X3, Xa factors is lower than 0,05 indicates
that our factors are tolerance factors.

In the figure 3 the dynamics of the relative shares of the budget
forming taxes to the total volume of the budget revenue for 2005-2020.
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11420137 139 9,021,318,
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Figure 3. The share of main taxes in the budget revenue of the country for 2005-
2020, % (prepared on the basis of research materials).

6. One of the main strategic tasks is transition of the current
mechanisms of the state regulation of the financial system on the
new stage and enhancement of the fiscal mechanisms role in
maintenance of optimization of the tax incomes and efficiency of
use of the financial resources.

Besides, the importance of the strategic approaches to
macroeconomic stability of the country in long-term period should be
mentioned. The factors and specific feature of steady-state competitive
economy formation in Azerbaijan are considered in the documents of
Strategic Road Maps of the republic. The strategic aims developed in
the maps are targeted to transition of the current models of economic
development of the country to the higher stage, which will boost the

vompetitiveness of the country economy and its place in the economic

rating of the world countries?.

In accordance with the Strategic road maps on national economics and
main economy sector of AR approved by the Decree of the President of AR
dated after December 6, 2016, the first strategic aim was creation of

1 Strategical road map on national economic perspectives of Republic of Azerbaijan // approved by the
Decree of the Prezident of Republic of Azerbaijan dated after December 6, 2016. Baku, — 111 p.
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the fiscal stability and formation of such monetary policy, which was based

on the floating currency exchangelz. Strategic innovation of the researched
direct / functional approach, more exactly of combination of the monetary
and fiscal policies is substantiation and implementation of the ‘golden rule’,
the main aim of which is constriction of fiscal expansion as the result of
diminishing of financial resources in the country. Let us mention that
therewith previous economic model of the fiscal enhancement in the country
the infrastructure network was enhanced, extensive material and technical
basis for the market development was formed, and especially, social situation

of the population got better quaIitativerlS. If in present-day developments
the state budget income directly depend on stagger of oil revenues, then using
the ‘golden rule’ principle accepted between State Oil Fund and Ministry of
Finance, stabilization of the state income is outlined by the way of balancing
the volume of transfers to the budget of a certain amount of money, which
will influence the increase of state expenses safety from oil prices. The
following base priority of the first aim of the road map is formation of the
mechanism of the mid-term expenditure framework including the more
effective disposition of state funds from the budget of the country among and
in the sectors of economics, and also the strengthening of liability of each
several subject, using the financial assets from the budget. Besides, the effect-
oriented budgeting mechanism was also substantiated in the strategic road
maps. Its essence is that the state is oriented not so much on its own financial
resources, but more on priority programs and strategic directions and etc.
Besides, with the aim of development of risk free credit-and-monetary policy
and increase of fiscal stability, the parameters of the budget rule with
reference to international experience were approved and established.
Therefore, a number of important and priority directions for
improving the legislative framework of Azerbaijan were resolved after
acceptance of the ‘maps’: transition from passive to active tax policy is
provided, efficiency of tax incentives and tax exemptions is assessed,
international experience on transition to the system of preliminary tax
statement was studied, the share of non-cash payments is increased,

12 Review of economic reforms in Azerbaijan. Strategic road maps on national economics and key
sectors of economics— URL: http://ecoreform.az.

13 Gasimli V.4. ‘Golden Rules’ of Road Map: [e-resource] / URL:
http://regionplus.az/ru/articles/view/6112.58.
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complex measures in the sphere of e-audit were taken, the efficiency
of tax administration, control and mechanisms for investigating cases
of tax evasion is increased, and etc.

After the dual devaluation of national currency — manat — in 2015
there were skeptical analyzes and approaches to the rapid revival of the
main directions of the economy of the country and provision of stability
on the macro-financial level. However, the state managed to deal with
problems in the macrofinancial environment, implementing the new
regulating and control mechanisms of the financial directivity and
implementing the appropriate steps on stabilization of financial and credit
system of the country. The tax office increased the flow of financial assets
into public purse by means of increase of transparency and objectivity of
financial and accounting reporting. As the result in recent years
Azerbaijan is on high positions in the rating of international organizations.
Thus, in recent years Azerbaijan significantly improved the position in the
rating of the World Bank group — Doing Business — 2020 — and placed in

34t place with an indicator 76,7. Let us also mention that as a result of
2020 according to ‘Getting Credit’ indicator, prepared by the specialists
of World Bank, Azerbaijan took the first place among 190 countries of

the world (for comparison in 2019 the country took 218t place, and in 2018

roay — 122" place).

In case of reasoning from the period since the adoption of the strategic
road maps, then for 2017-2021 in spite of global disruptions Azerbaijan was
able to provide the dynamism and stability on many indicators, to create
breeding ground for diversification of the national economic in the filed of
interference of the global threats and risks. Thus, for the period of 2016-2021
the Nominal GDP of the country increased by almost 30 billion manat,
concurrently the volume of nominal growth of the non-oil-and-gas GDP
composed 17.1 billion manat ot %57 of the total growth of nominal GDP,
nominal growth per head of population composed almost % 44 and at year-
end 2021 composed more than 9 thousand manat. For the reviewed period
the increase of state budget revenue composed % 50.8 or 8.9 billion manat,
and the volume of expenses increased by % 49.5 and composed almost 9.5
billion manat. As to execution of main aims and priorities of development of
the financial services market, this indicator composed also % 80 of the taken
measures
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with the parallel strengthening of fiscal stability on the account of
acceptance of the mid-term expenditure framework. The system and
effective tax reforms directed to business support are implemented in
tax liability field, the stimulating tax advantages for the subjects of

small and medium-sized business were accepted and etcl?.

7. One of the main problems is rationale for foundational
components of the fiscal mechanisms and tools on optimal
maintenance of macrofinancial stability in the country on a short-
term and long-term horizon, and others.

Let us mention the fiscal measures of response to COVID-19 shock
taken by Azerbaijan: in 2020 1985.6 min manat from the state budget was
released for the measures on control and mitigation of COVID-19

coronavirus pandemic in AzerbaijanlS. According to the order of AR
President dated after Mart 19, 2020 in direction of tax stimulation of the
economic activity safety in the country a number of measures in taxation was

takenZ. Besides, the amendments considering the tax discrimination for the
subjects of business in pandemic conditions were adopted in Tax Code. In
accordance with the amendments the tax discrimination for the business on
the amount of 67 min. US Dollars in Covid-19 pandemic was accepted, and
also a number of other privileges was accepted: payers of the simple tax
received the privileges in amount of % 50, and the income tax payers - in
amount of % 75.

Besides the global challenges related to the covid period and decrease
of the oil prices at world markets it is important to mention also the situation
formed in the country after the Great Victory of Azerbaijan in 44-day war on
restoration of territorial integrity. Despite the additional load on state in
military goals, the economics of the country did not almost decrease its
growth rate, and restoration of Azerbaijan lands open new opportunities for
prosperity and strengthening of Azerbaijan in South Caucasus as well as in
global scale by means of reintegration of liberated

14 Monitoring and Assessment report on strategic rod maps on the national economics and main ssectors of
economics in republic of Azerbaijan on 2017-2022. Azerbaijan Republic Economic Reforms Analysis and
Communication Center — 121 p. https://ereforms.gov.az/files/review/pdf/az/syx_hesabat_2021-12-27.pdf.

15 Information on the implementation of the state and consolidated budget of the AR for 2020 -
http://www.maliyye.gov.az/scripts/pdfjs/web/viewer.html?file=/uploads/static-
pages/files/6024d93a7f106.pdf.

16 Order of the President of the Republic of Azerbaijan on the reduction of the negative impact of the coronavirus
pandemic (Covid-19) and its sharp spikes, occurring in the world energy markets and shares of the Republic of
Azerbaijan, the economy of the Republic of Azerbaijan// — Mart 19, 2020. — Baku.
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lands to the economics of the country. And also in accordance with the
strategic aims on restoration and revival of the territories of Azerbaijan
liberated from Armenian occupants, the National Priorities of the social

economic development till 2030 were specificated”.

The research materials give opportunity to systemize the author
approaches to identification of priorities and perspectives of the fiscal
regulation role in ensurance of macro-financial stabilization in
Azerbaijan (pic.5-6-7.).

Priority and perspectives of strengthening of fiscal
regulation role in ensurance of macro-financial stability

' 4
Improvement and intensfcation of Creation of rational mechanisms of fiscal
development of financial system and regulation with the aim of formation of state
financial market L intervention and market economics balance
( dHar - 5 N . R X ™
stability improvement of financial system and decrease of creating equality and a healthy environment for taxpayers
vulnerability level of financial market of the country to stimulate and encourage the timely payment of tax
based on external factor liabilities
\ < > <
improving the mechanisms of financial stability of the ) ensuring the effectiveness of fiscal mechanisms to
economy and its main sectors increase the volume of products and services, expand the
tax base
- < >_ <
creation of new financial sources by diversifying the ) development and implementation of a methodology for h
economy towards the non-oil sector assessing the activities of tax services in conjunction with
the provision of projected tax revenues to the budget of
\ VAN the country V)
( strengthening the stability of the currency, banking and (o providing an electronic information base for taxpayers h
insurance systems that ensure the macro-financial and reducing tax deviations in order to increase tax
stability of the countr revenues
\ AN 4
( diversification of the investment structure by h ensuring a transparent system of tax incentives and
significantly increasing foreign investment in the sector conducting performance monitoring with an assessment
of the economy that creates added value of their further expediency
A S

Pic. 5. The block-scheme of priorities and perspectives of fiscal
regulation role increase in ensurance of macrofinancial stabilization
in Republic of Azerbaijan (prepared on the basis of reseach materials).

17 Statement of the President of the Republic of Azerbaijan on the approval of ‘National priorities of social
economic development: Azerbaijan 2030°". February 2, 2021 — https://ru.president.az/articles/50474.
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Priorities and perspectives of fiscal regulation role
increase in ensuranec of macro-financial stability

(continuation)

N N
Increase of rationality and ensurance of Improvement of the tax legislation of the
optimization of the budget system of the country and its unification to
country international standards
e N /
' A4 N\
optimization of planning and forecasting of the preparation and approval of a new Tax Code,
main items - revenues and expenditures of the state taking into account global economic and financial
budget challenges
\ VAN /
' AY 4 )
ensuring the optimal level of budget revenues and development of a legislative framework to reduce
the reliability of its structure in the long term the tax burden on the real economy
\ AN 7
' N\ )
reducing the dependence of the budget of the ensuring updating of the legislative base, rates of
country on transfers from the Oil Fund and excise stamps for domestically produced products
applying the experience of oil-exporting developed and for imported goods
\ countries of the world AN )
4 N A
strengthening the social orientation of the budget creation of a legal framework for the
with increased stimulation of social economic systematization and preparation of a unified
activity and employment register of tax benefits and preferences, approval of
criteria for their rationalit
\ /\ Y /
4 AY4 N\
reducing the share of the subsidized principle of optimization of the legal basis of tax rates, taking
financing districts and municipalities by expanding into account their stimulating function and
the local tax base increasing the economic activity of the population
| /\ J/

Pic. 6. The block-scheme of priorities and perspectives of fiscal regulation

role increase in ensurance of macro-financial stability in Republic of
Azerbaijan (prepared on the basis of research materials).
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1.

2.

Priorities and perspectives of fiscal regulation role increase in

ensuranec of macro-financial stability (continuation)

Ensuring transparency of sources of taxation, reliability of reporting and
improving the tax culture of taxpayers

ensuring the formation of a favorable tax environment, increasing the
responsibility of taxpayers for the timely fulfillment of tax obligations

"
LN

expanding the scale of educational, training and other activities to strengthen
the discipline and educational level of potential taxpayers

"
A

intensification of activities on the use of modern technologies to expand the
information and technical base and simplify various procedures for taxpayers

v
A

ensuring a significant expansion of the list of services and consultations, as well
as practical assistance to taxpayers

'
AN

development, application of a methodology for assessing the risks of tax evasion and
ensuring a deep improvement of the mechanisms of tax audits and tax control

| S
Pic. 7. The block-scheme of priorities and perspectives of fiscal
regulation role increase in ensurance of macro-financial stability in
Republic of Azerbaijan (prepared on the basis of research).

Main summary and conclusions of dissertation work:

First of all, it is necessary to ensure the stability of financial system
and financial markets in the country and etc. This is conditioned by
consequence of the conducted economic and institutional reforms in
the country with the aim of increase of the living conditions of
population of the country, creation of new work places, renovation of
the production structure on the account of high technologies,
development of knowledge-intensive industries of the economics,
acquisition of new world markets and decrease of dependence of the
national economics on the oil factor.

It is necessary to accelerate the formation of more welfare conditions for
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taxpayers, i.e. to ensure the conceptual approaches of society and state
to the problems of tax liability and payment of taxes. We consider that
without formation of such kind of atmosphere, carrying out of any,
though optimal, reform on improvement of fiscal mechanisms will not
give necessary effect. Hereafter, it is considered to be necessary to
identify and implement the concrete methodology on implementation of
objective assessment of employees, and in a whole, divisions of the tax
service in the ongoing work and activity on coverage of the existing
taxable base in the country and fulfillment of direct obligations of
functional and professional duty to collect and pay taxes.

. We consider that it is necessary to ensure the diversification of the
budget revenues with planning of continuous revenue growth. The
population of the country should feel the positive impact of the
economic growth and conducted reforms, economic development
model of our country, which differs with social profile. For this
reason the budget of the country should be positive, dynamically
growing and should meet the pace of social and economic
development of the country in the context of increase of its
competitiveness and image in the world scale.

. With the aim of ensurance of functionability of the implemented
mechanisms and tools of fiscal regulation it is necessary to improve
the current tax legislation in the direction to its unification to
international standards, as far as despite of in last few years the
structural and institutional reforms are implemented consequently
and the renovation of the current mechanisms of the tax office
operation continues, the necessity of conduction of deeper renovation
of the tax legislative base for provision of financial stability of the
country in modern times still remains.

. To our opinion there is considerable necessity in increase of
transparency of source of taxation, consistency of financial and
accounting documentation reports of the tax payments, tax liabilities
with reference to healthy increase of the tax culture of taxpayers. The
tax payments should be implemented timely, on the legal basis and
not in a compulsory manner.

. We have a propensity for elasticity and timeliness of the tax system,
efficiency of the key tools for fiscal policy can essentially contribute to
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balancing of the growing expenses of the account of diversification
of revenues of the budget by means of enhancement of tax basis,
stimulation of the enterprise and business subjects, increase of
financial discipline, increase of accountancy and timely
implementation of the tax payments.

. We believe that, financial and tax policy in Azerbaijan should be formed
specifically in the context of national interests and on the basis of
strategic directions of development of national economy and its features,
but considering the elements of acceptable leading global experience, it
is necessary to improve the investment climate and to provide the
maximum effective safety of the investors’ interests by means of
creation of new tax stimulus and support of the current ones.

. It is necessary to strengthen the measures and increase the quality of
tax control by means of increase of the total tax discipline, and it is
required to create more rational and stimulating mechanisms on
formation of tax basis, tax payment procedure, which caused
minimization of the tax evasion and non-payment risks cases.

. As a result of the Great Garabagh Victory in 2020 and liberation of
original Azerbaijani territories from armenian occupation, new
opportunities were opened for economics of the country. To our
opinion, in order to increase the stability of economy and strengthen
the position of the country in the empyrean it is necessary to:

Create the conducive conditions for investment attraction to
Garabagh, therewith modeling the buoyancy and increase of volumes
of financial flows in the country;

Regenerate the agro-industrial complex with implementation of the
more multifunctional innovation technologies including ‘smart’
technologies into the industrial processes;

Use the reach touristic and recreation resources with the possible
creation of touristic recreational special economic zones and touristic
clusters on the basis of these resources with the aim of enhancement
of tax basis and diversification of the tax revenues;

creation of new capacities of primary and processing industry on the basis
of considerable reserves of mineral resources, especially the mining
industry and construction materials production, which will have
multiplicative effect contributing to strengthening of macro-financial
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10.

component of development of newly created Garabagh and the Eastern
Zangazur economic regions, and economy of Azerbaijan in a whole.
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