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INTRODUCTION

Relevance and level of research on the topic. In recent years,
global risks and threats have substantially impacted all sectors of the
world economy. Within this context, finance and the financial system
have emerged as critical areas of focus due to their complexity,
representing a key strategic direction in the development of the global
economy. The challenges associated with forming and developing
systemically important banks in the financial services market have
become increasingly relevant.

The regular crises occurring around the world, including those in
recent decades, highlight that financial stability and the resilience of the
financial and credit system are among the most complex issues faced
today. The negative consequences of the most recent financial crisis—the
global financial crisis that began at the end of 2008 - are still being felt
today. As a result of this crisis, fundamental transformations occurred in
the functioning of the world’s financial and credit systems, particularly in
the banking sector, necessitating the renewal or enhancement of a
significant portion of the operational mechanisms that had been deemed
effective up until that point. Numerous banks and other participants in the
financial services market faced serious challenges, leading to
bankruptcies or mandatory mergers with other firms and banks. Certain
limitations and problems arose in the global financial and credit markets,
highlighting the difficulties faced by financial institutions in attracting
external financial resources, while risks increased significantly.

No country has been immune to the effects of the global financial
crisis, and Azerbaijan is no exception in this regard. Indeed, our country
has managed to maintain its macroeconomic stability, which it has
optimally established and developed, for an extended period without
allowing it to deteriorate. However, the sharp decline in the price of crude
oil - Azerbaijan's primary export commodity—on global energy markets
has led to a reduction in foreign currency inflows and increased external
pressures on the national currency. As a result of various factors, in 2015,
our national currency, the manat, underwent a double devaluation.
Nevertheless, thanks to systematic and consistent measures implemented
by the government, it has been possible to restore macroeconomic and
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macro-financial stability in the country. The resilience of the national
currency has been ensured, losses in the banking sector have been
minimized, and the operations of the financial and credit system have
been aligned with the demands of the time through government support
mechanisms.

To this end, measures have been taken to enhance the activity of the
financial services market, intensify the processes of economic
development, address problematic loans, and thereby provide a
significant boost to macroeconomic and macro-financial stability. In
particular, resolving problematic loans has not only contributed to
improving the socio-economic welfare of the population but has also
created additional incentives for stabilizing the banking sector and
increasing economic activity.

On the macro level, the implementation of state regulation
mechanisms and supportive measures has led to improvements in the
structure and operational directions of the financial services market,
thereby stabilizing the activities of market participants. The development
processes within the banking sector have been accelerated, with particular
emphasis placed on expanding the assets and investment activities of
banks. Efforts have been made to align the quality and quantitative
parameters of banking services with the demands of the financial services
market. Furthermore, increased attention has been directed towards
organizing and developing the operations of stock exchanges, insurance
companies, and entities within the securities market in accordance with
the requirements of the global environment.

However, despite these advancements, issues regarding the
intensive development and stability of the financial services market in our
country persist, indicating that much work remains to be done. The
stability of the existing financial system, the effective organization of
financial and credit sectors, the adaptation of corporate governance
mechanisms governing the movement of financial flows to global best
practices, and the proper utilization of financial resources all necessitate
more systematic and refined approaches.

Increasing the role of the banking sector in the development of the
national economy involves directing financial resources to the real
sectors, providing more favorable and long-term loans, and diversifying
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the credit portfolios of banks, particularly systemically important banks,
while ensuring robust protection against risks. In summary, the
accessibility of various financial and credit services offered in the
financial services market, especially banking products, and the expansion
of their variety are issues of considerable relevance.

In global practice, the functions of systemically important banks
play a crucial role in addressing these challenges, and processes for the
formation and development of such banks are underway in our country as
well. Given that only a few of the currently operational 23 banks are likely
to evolve into systemically important banks, it becomes evident how
profound the problem is.

Furthermore, following the 44-day Great Victory in Karabakh,
which began on September 27, 2020, new historical perspectives have
emerged for our country, alongside objective realities. The strategic
objective is to reconstruct the liberated territories to the highest standards,
utilizing "smart" technologies. Effective utilization of the potential of the
newly created economic regions—the Karabakh and Eastern Zangezur
economic regions—holds significant importance. All these processes
require reliable financial assurance mechanisms, a dynamic financial
services market, and, primarily, a flexible banking system. In this context,
the centralization, attraction, accumulation, and efficient distribution of
existing and potential financial resources is strategically crucial. For the
effective execution of these important functions in the financial services
market, the strategic role of the banking sector, particularly systemically
important banks, must be enhanced. Their operations should increasingly
incorporate innovative approaches based on modern technologies, digital
mechanisms, and agile and accessible banking services.

All of these factors, especially in a context where modern global
crises are deepening, underscore the need to ensure the intensity and
flexibility of the financial services market during a period of extensive
economic and structural reforms in our country. This entails developing
more attractive and accessible financial services, formulating highly
efficient mechanisms for providing banking services that adequately
respond to market demand and supply, and determining the directions for
enhancing the leading and strategic role of systemically important banks



in these processes. These considerations reflect the relevance of the
research topic.

The issues examined in this research and the matters investigated
are among the widely discussed directions in the field of economics and
have always been focal points in research areas. Specifically, the financial
factor, the efficiency of the financial system, the intensity of the financial
services market, and the role of systemically important banks in these
processes, along with the important functions they perform and the
associated problems, have been studied by a group of Azerbaijani
economists, including Z.A. Samadzadeh, A.F. Musayev, A.J. Muradov,
A.A. Alakbarov, M.M. Sadigov, Z.F. Mammadov, A.Sh. Shakaraliyev,
B.Kh. Atashov, G.N. Manafov, E.M. Sadigov, Sh.S. Gafarov, Sh.T.
Aliyev, M.M. Baghirov, A.E. Karimov, and others in their scholarly
works. The strategic role of the financial factor, the flow of financial
resources, their management, utilization, the organization of oversight for
these processes, the attraction of financial resources, their accumulation
and distribution, as well as the role of banks in these processes—including
the functions of systemically important banks and leading financial
intermediation mechanisms—are addressed in the theories and scientific
views of classical economists such as A. Smith, A. Marshall, D. Ricardo,
H.P. Minsky, J.M. Keynes, R.M. Solow, P.A. Samuelson, F. Modigliani,
M.H. Miller, E.A. Selgin, and others. Furthermore, the efficiency
problems of the financial services market, their intensity issues, and the
directions aimed at enhancing the role of systemically important banks in
these processes have been highlighted in the works of a group of other
scholars and researchers, including V.K. Senchagov, R.l. Khasbulatov,
O.l. Lavrushin, T.N. Vetrova, T.V. Nikitina, S.G. Lukin, Y.S. Stoyanova,
N.D. Shimshirt, and others.

At the same time, the new challenges arising from global
influences, particularly those stemming from contemporary global
problems in recent decades, necessitate the development of more efficient
and functional mechanisms within the financial system. This includes the
continuous establishment of a financial-credit policy that ensures the
dynamism of the financial services market, the formulation and
application of regulatory mechanisms, and the significant elevation of the
role of systemically important banks in these processes, along with the
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investigation of related issues in light of modern realities and the initiation
of new research.

The object of the research is the financial services market and
systemically important banks.

The subject of the research is the perspectives of the formation
and development of systemically important banks in the financial services
market, which hold strategic significance for the country's
macroeconomic and macro-financial stability.

Research goals and objectives. The primary goal of this research
is to identify the formation and development prospects of systemically
important banks in the financial services market. To achieve the main goal
of the dissertation, a number of objectives have been set forth:

« Investigation of the theoretical and methodological foundations
for the formation of systemically important banks in the financial services
market.

« Examination and generalization of international experiences
related to the development of systemically important banks in the
financial services market.

e Analysis of the role of systemically important banks in the
financial services market in Azerbaijan.

« Assessment of the current state of the banking sector in the
country and the role of systemically important banks in the formation
processes and efficiency of financial and banking mechanisms.

« Investigation of the problems related to the expansion of the
structure of financial services and the improvement of activities in this
area.

« Analysis and generalization of the factors that determine the
significance of systemically important banks in the financial services
market in the country.

« Evaluation of the efficiency of systemically important banks in
the context of strategic objectives related to the expansion of the financial
services market.

e Development of recommendations and proposals for the
expansion of systemically important banks in the financial services
market in modern times, among others.



Research Methods. The methodological foundations of this
research are established through an examination of the current challenges
facing the financial and credit system, alongside the issues related to the
development of systemically important banks within the financial
services market. This analysis is informed by the scientific works of
classical economists, various international researchers, and Azerbaijani
scholars. Furthermore, the study incorporates legal documents such as the
laws of the Republic of Azerbaijan, presidential decrees and orders,
regulations endorsed by the Central Bank of Azerbaijan, as well as other
relevant laws and normative acts. To achieve its objectives, the research
utilizes a range of methodologies, including scientific abstraction,
analytical and synthetic methods, comparative analysis, and economic-
statistical evaluation techniques.

The main clauses defended. Based on the scientific innovations
derived from the dissertation research, the following main clauses are
submitted for defense:

« In the context of modern global challenges, there is a need for new
perspectives and approaches to enhance the resilience and functionality
of the financial system, as well as to expand the financial services market.

« Systemically important banks play a strategic role in addressing
efficiency issues within the financial services market, owing to their
multifunctional characteristics.

e The enhancement of financial and credit mechanisms, the
expansion of the financial services market, and the improvement of the
efficiency of systemically important banks necessitate the consideration
of international best practices, particularly in alignment with the unique
developmental characteristics of each country.

e The financial services market in Azerbaijan requires new
elements of stability and mechanisms, wherein the significance of
systemically important banks is of a strategic nature.

« Challenges persist in ensuring the stability of the banking sector
and systemically important banks, as well as in maintaining financial
stability; addressing these challenges necessitates the implementation of
mechanisms that respond to new challenges arising from global crises.

« In light of new challenges, including the post-pandemic period
and the reconstruction of liberated territories, there is an urgent need for
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the formulation and implementation of targeted action programs aimed at
enhancing the resilience of the financial services market, with a particular
emphasis on strengthening the role of systemically important banks.

The scientific novelty of research can be summarized as follows:

« A modern scientific framework has been developed regarding the
role and future perspectives of systemically important banks within the
financial services market, particularly in light of escalating global
challenges.

« By approaching the development directions of the financial
services market, the challenges hindering the efficiency of systemically
important banks have been systematically outlined, and methodological
approaches related to these challenges have been identified.

e The dissertation substantiates the strategic importance of
systemically important banks by analyzing their role in the formation and
growth of financial systems and financial-credit service markets across
various countries.

« A thorough analysis of Azerbaijan's financial services market has
been conducted, revealing existing challenges and evaluating
developmental potential, while emphasizing the multifunctionality of
systemically important banks and justifying their strategic significance.

« An assessment of the influence of selected systemically important
banks on the intensity and stability of the financial services market has
been performed, culminating in the creation of a block diagram
illustrating their strategic functions and characteristics.

« A SWOT analysis focused on the impact of systemically
important banks on the stability of Azerbaijan's financial services market
has been carried out, identifying strengths, weaknesses, opportunities, and
threats.

« A foundational block diagram has been formulated to enhance the
functioning of the financial services market amid ongoing economic
reforms and structural changes in the country.

e Mechanisms aimed at expanding the multiplicative role of
systemically important banks within Azerbaijan’s financial services
market have been articulated and justified, taking into account both
current realities and future outlooks.



« The dissertation highlights the critical need for the establishment
and execution of the "State Program for Accelerating the Development of
Systemically Important Banks in the Financial Services Market of the
Republic of Azerbaijan from 2025 to 2030," emphasizing its importance
in ensuring the stability of the financial services market and enhancing the
role of systemically important banks to meet contemporary standards and
demands.

Theoretical and practical significance of the research. The
scientific and theoretical clauses and findings of this research could
provide valuable insights for improving the existing mechanisms within
the financial services market, as well as for increasing the efficiency of
systemically important banks in these processes. Additionally, the core
findings of this dissertation could be integrated into the curriculum of
higher education institutions, particularly in courses such as “Finance”,
“Budget systems”, “Money and banking”, “Banking operations”,
“Financial markets”, and “Finance and Investments”, among others.

Appropriation and implementation. The candidate has published
a total of 10 scientific works related to the dissertation topic, including 7
articles and 3 theses, four of which were published abroad. The main
provisions of the research include the following articles: “Problems of
ensuring financial stability in Azerbaijan and modern aspects of the
development of the financial and credit system”, published in the “Audit”
journal in 2017; “Strategic functions and operational principles of
systemically important banks in the financial services market”, published
in the “Scientific works” journal of the National Academy of Sciences of
Azerbaijan in 2018; “Important aspects of the multiplicative
characteristics of systemically important banks in Azerbaijan's financial
services market”, published in the “Geostrategy” journal in 2019; and
“The strategic importance of systemically important banks in Azerbaijan's
financial services market”, published in the “Financial Economics”
journal in Moscow in 2020. Additionally, the candidate presented a thesis
titled “The importance of systemically important banks in stabilizing the
financial services market in the context of increasing global influences”
at the International conference held in Austria on May 30, 2019, and
another thesis titled “The impact of systemically important banks on the
development of the financial services market in modern times” at the
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scientific conference dedicated to the 96th anniversary of the birth of the
National Leader of the Azerbaijani People, Heydar Aliyev, held on April
25-26, 2019, at SSU, among others.

The institution where the dissertation was conducted. The
dissertation was conducted at the Department of “Finance and Financial
Institutions” of the Azerbaijan State Economic University.

The overall volume of the dissertation. The total volume of the
dissertation is specified in terms of individual structural sections as
follows: Cover page and Table of contents (2,483 characters),
Introduction (17,065 characters), Chapter 1 (93,668 characters), Chapter
Il (79,916 characters), Chapter Il (48,308 characters), Conclusion
(10,511 characters), and List of references (25,070 characters). The
overall length of the dissertation amounts to 277,021 characters.
Excluding figures, tables, graphs, and the reference list, the dissertation
consists of 223,045 characters.

MAIN CONTENT OF THE RESEARCH

1. Examination of theoretical foundations for enhancing
efficiency in the financial services market. This research investigates
theoretical frameworks pertaining to the challenges of increasing
efficiency in the financial services market, drawing on various scholarly
works, and examining issues related to the development of this market
and its unique characteristics. A central scientific proposition is adopted:
“In the context of modern global challenges, new perspectives and
approaches are required to ensure the operability, stability, and
expansion of the financial services market”.

Discussions on the efficiency of finance evoke interest in classical
economic theories and viewpoints. Notably, ensuring the efficient use of
resources and financial assets is regarded as a critical issue. David Ricardo
emphasized the necessity of focusing more on the efficiency problems
related to economic processes and financial resources in his analyses®.
Alfred Marshall highlighted the interrelated factors that significantly exist
within financial processes?. In the context of public production processes,

! Ricardo, D. On the Principles of Political Economy and Taxation, 1817, s. 179.
2 Marshall, A. Principles of Economics: Abridged Edition. Cosimo, NY, —2006. — p. 71
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finance plays essential roles in the creation of material goods and services,
acting as the real value. The financial mechanism is utilized for various
objectives within the state’s economic policy, primarily focusing on the
collection of funds from diverse sources, such as taxes, investments,
deposits, and fees. This encompasses revenue generation and the
formation of the state budget, the provision of expenditures through
organization, the management of the state, the improvement of citizens'
living standards, the financing of military-defense expenditures, and the
fulfillment of other expenses. In our view, finance should be considered
one of the robust management mechanisms and functions at the disposal
of the state, underpinning its survival and governance. According to
researcher N.D. Shimshirt, the financial sphere comprises three
interrelated segments: “1) macrofinance - the aggregate of the money
market and capital market; 2) investments; and 3) the business financing
segment 3. The increasing role of finance and the financial system in the
economy, along with the importance of the financial services market,
necessitate more fundamental research and systematic approaches to
address the challenges of enhancing its efficiency.

The scientific works and approaches of a group of Azerbaijani
scholars and researchers reveal significant interest in the nature of finance,
its economic functions, its role in society and the economy, as well as the
challenges related to the formation, development, and enhancement of
efficiency in the financial services market. The importance of
implementing more effective mechanisms for managing financial
resources and the movement of financial flows has notably increased.
Academic Z. Samedzadeh emphasizes that “ensuring the principle of
transparency in the state governance system, the appropriate allocation
of budgetary funds, and the strengthening of financial discipline are
crucial issues™. According to Professor A.A. Alakbarov, “it is necessary
to leverage the experience of foreign investors to ensure financial
stability™®.

SUTumuupm, H.J]. Cospemennas meopus u npakmuxa Quuanco6o20 MeneojicMenma na
npeonpusimuu / H.J[. Hlumwupm. — Tomck: U30-60 Tom. yu-ma. —2011. —c. 11.
4Samadzada, Z.0. Dinamik inkisaf edan bir élkada saffafligin vo maliyya intizaminin tamin
olunmast vacib sortdir. [Elektron resurs] / http://www.samedzade.az/az/pages/183.
5Blakbarov, O.0. Sosial-igtisadi inkisafin maliyya-biidca tanzimlonmoasi problemlori: /
Lii.e.d. dissertasiyasimin Avtoreferati) / — Baki, 2007. —s. 40.

12



http://www.samedzade.az/az/pages/183

From the perspective of finance and the financial system, the

stability and operability of the financial system, as well as the efficiency
of the mechanisms employed, significantly positively influence the inten-
sity of economic development processes. They regulate the demand and
supply of financial resources among the participants in these processes,
serving as a driving force for stable and dynamic economic growth.
2. Methodological approaches to the formation processes of
systemically important banks in the modern financial services
market. The principal scientific proposition in this matter is as follows:
“Systemically important banks play a strategic role in addressing the
efficiency challenges of the financial services market due to their
multifunctional characteristics”.

In the current context, the processes occurring in the global
financial services market and the banking sector are characterized by
considerable complexity. Particularly, there is a necessity for systematic
measures to enhance the role of banks in ensuring financial stability and
supporting the social-economic development processes of the country, as
well as realizing macroeconomic and macro-financial stability. The
strengthening of financial and credit stability, ensuring the availability of
alternative financial resources, the development and implementation of
mechanisms for state stimulation of lending to the real economy sectors
by banks, the renewal of conceptual approaches to reduce banking risks,
and the improvement of the financial market supervision system all play
crucial roles in the development of systemically important banks.

In this context, addressing the global challenges associated with the
development of the financial services market, the obstacles to the growth
of systemically important banks are depicted in Figure 1.
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Figure 1. Schematic representation of problems hindering the
development of systemically important banks (Source: prepared by the

author)

In Figure 2, the methodological approaches and principles for the
development of systemically important banks are summarized.

14



-

important banks Adaptation of banking legislation and regulatory

documents to progressive global practices.

-
&

LN N\ \

( N
: Improvement of modern mechanisms of banking
MEthOdOIF)gI(_:aI approaChes —» operations in alignment with global banking,
and principles for the financial. and credit challenaes. )
development of systemically p
—>
~

Optimization of costs related to banking Formation and long-term forecasting of
operations and enhancement of the sustainable and productive financial and credit

attractiveness of service fees. sources. )

[ 1 & N\

Taking preventive measures to mitigate
banking risks and strengthening risk
manaaement mechanisms.

Expansion of the variety of banking services and
enhancement of their quality.

~

operational strategy regarding modern banking operational strategy aimed at increasing total
technoloaies. canital and ensurina financial stabilitv.

DN
Y%
3 A -
) : i : . N
Implementation of a sustainable and flexible Development and implementation of a long-term

J
v
Ensuring high levels of motivation and Formulation of a concept to enhance the
professionalism among bank staff. competitiveness and reputation of the bank, with

strict adherence to its fundamental princioles.
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the development of systemically important banks (prepared by the author).

It should be noted that the expansion and development of the
financial services market, the elimination of problems that reduce the
efficiency of this market's operational mechanisms, and the
representation of systemically important banks in this market with a
wider range of flexible services are significant®. The consideration of
these principles and criteria in the operations of systemically important
banks will strengthen their resilience and simultaneously allow these
banks to enter the financial services market with a broader array of

banking products and financial services’.

SMammoadov, Z.F. Bank faaliyyatinin asaslar. Baki: Azarnagr, — 2013. —s.67.
" Korimov, A.E. Kommersiya banklarinin xidmat faaliyyatinin genislondirilmasi va inkisaf
etdirilmasi problemlori: / l.e.d., dissertasiyasimin avt-ri./— Baki,—2012.-56 s.
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2. Current aspects of international experience regarding the
operations of systemically important banks in the financial
services market in the context of global risks and threats. The
scientific proposition presented is: “In enhancing of financial and
credit mechanisms, expanding the financial services market, and
increasing the efficiency of systemically important banks, it is essential
to examine international experience in conjunction with the
developmental characteristics of each country in these areas.”

The intensification of global processes, volatility in commodity
and raw material markets, the increase of risks, and the growing
restrictions in the movement of financial and credit resources
necessitate the formation and development of more efficient and
functional international settlement mechanisms. Consequently,
systemically important banks need to refine their operations within the
framework of international standards and undertake measures to
improve their competitiveness. Among the significant initiatives in this
regard is the acceleration of their development in accordance with
Basel standards and criteria, as well as the deepening of their
integration into the global financial and credit system.

The report prepared by the Basel Committee on Banking
Supervision presents the level of compliance and efficiency of capital
and liquidity standards applied by systemically important banks in 22
countries. The measures implemented and mechanisms adopted have
had a positive impact on the operations of these banks. In general,
international financial and credit institutions have identified a set of
measures and tools to enhance the oversight of banking activities,
protect against risks, and improve the overall efficiency of
macroprudential ~ regulation. These measures include: 1)
Administrative measures: regulation of the growth rate of lending,
such as establishing limits on the increase in lending; 2) General
regulatory tools: primarily related to reserves and capital, including
enhancing capital mobility, adjusting the financial leverage ratio, and
ensuring the dynamism of reserves; 3) Instruments affecting specific
sectors of the financial market: this involves restricting the allocation
of financial resources and capital to certain areas, as well as imposing
specific requirements for the formation and use of capital; 4)
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Instruments affecting liquidity and currency risks: this mainly includes
the clean stable funding ratio, limits on currency position openness,
and directing the increase of high liquidity assets; 5) Instruments
affecting structural risks: this encompasses systemically important
supplementary measures, including those related to capital and
liquidity, as well as initiatives aimed at expanding the structure of the
financial services market; 6) Instruments for direct limitations on
financial services consumers; instruments for restricting the foreign
debts of non-financial companies; and instrument for tax application

related to real estate transactions for individuals®.

Table 1

Key indicators of major banks ranked among the top ten systemically
important and global banks (as of early 2023)

N Bank name Country/locatio | Asset Market | Capita | Fou | Number of
0 n S capitaliza | nded | Employees
(trilli tion (billion (thousands)
on$) | (billion $) $)
3. | Industrial and
Commercial Cin, Pekin 3,51 226,10 279,53 | 1984 | 471
Bank of China
4 f; (';gorga” Case | ABS,Nyu-York |26 | 2364 20458 | 1799 | 242
5. | HSBC Holdings | , London 2,51 143 163,30 | 1865 | 236
6. | Mitsubishi UFJ 1 y/oniva Tokio | 2,84 | 755 13895 | 1880 | 1084
Financial Group
7. | BNP Paribas Fransa, Paris 2,91 69,8 99,65 1848 | 191
8. | Royal Bankof | . oda, Toronto | 1,22 | 927 1098 | 1864 | 81
Canada
9| Banco Santander | SPaniva, 153 | 733 1076 | 1857 | 195
Santander
10.| Commonwealth Avstraliva
Bank of : ya, 0,973 | 124,0 101,2 1911 | 45,8
- Sidney
Australia
11.| UBS Group AG Isvegro, Siirix 0,98 65,2 55,4 1862 | 59,8
12.| ltau L_Jnlbanco Braziliya, San- 0,49 52.3 151 1924 | 94.9
Holding Paulu

81laxep, U.E. Ponb cmanoapmusupoeaniozo nodxooa K uzsMepeHuio Kpeoumnoz0 pucka
xonmpazenma (bazens I1l) 6 yensax cozoanus ycrosuii 0a 3KoHoMUdeckoeo pocma Poccuu.
// Oxonomura. Hanozu. Ipaso. —2019. Ne 3, —c. 147.
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Source: Top 10 largest banks in the world (http://1tmn.ru/ratings/tmn-
ratings/top-10-krupnejjshikh-bankov-mira-4146657.html).

Table 1 reveals that the Industrial and Commercial Bank of
China ranks at the top among the world’s systemically important
banks, with total assets reaching $3.51 trillion. Previously, we noted
that Chinese banks’ asset volumes surpass even those of U.S. banks.
This trend suggests an imminent rise in competition within the banking
sector and across the global financial-credit landscape, with particular
focus on the intensifying rivalry between these two powerhouse
economies. Transnational banks, meanwhile, are increasingly
recognized as key players in the global financial and currency
systems®.

It’s essential to recognize that adopting international practices,
mechanisms, management methods, or banking services that have
succeeded elsewhere cannot be done without due consideration.
Introducing such international financial-credit mechanisms and tools
into the national financial-credit system, banking sector, or financial
services market requires a comprehensive evaluation and strong
scientific and practical rationale.

13. Analysis of the current state of the financial services
market in Azerbaijan and evaluation of the role of systemically
important banks. The dynamics of credit investments in Azerbaijan’s
economy from 2005 to 2023 have been analyzed, revealing a substantial
decline in credit volumes beginning in 2015, with a reduction of over
50%. Specifically, in 2015, credit investment in the national economy
amounted to 21.7 billion AZN by 2017, this figure had dropped to 11.8
billion AZN. A slight rebound was observed in 2018, reaching 13 billion
AZN. Notably, while long-term credit investments decreased over this
period, a 6.9% increase was recorded in 2018 compared to 2017. In 2023,
credit investment in the economy grew by 65.5% compared to 2020,
reaching nearly 24 billion AZN (see Table 2).

% Bopucos, A.H. Tpancnayuonansusie 6anKu Kax eajcneiiuiue cybbeKmbl MUpo6ot
santommuou cucmemol. // Hayuonanvnas 6ezonacrnocmo 2(25) — 2013. —c. 238.
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Table 2
Dynamics of credit allocations to the economy in Azerbaijan from 2005
to 2023, in million manats:

Indicators: 2005 2010 2015 2016 2017 2018 2019 2020
Credit Investments 1440, | 9163,4 | 21730, 16444, 11757, 13020, 15298, 14530
in the Economy, 9 4 6 8 3 2 5
Total: including:

Short-term loans 913,2 | 2567,1 | 5297,3 3478 2101,3 | 2695,1 | 2918,7 | 2475,0
as a percentage of 63,4 28 24,4 21,1 17,9 20,7 19,1 17,0
total

Long-term loans 527,7 | 6596,3 | 16433, 12966, | 9656,5 | 10325, | 12379, | 12055,

1 6 2 5 5

as a percentage of 36,6 72 75,6 78,9 82,1 79,3 80,9 83,0
total

Overdue debts 68,2 492,9 1508,6 | 14726 | 1626,7 1585 12731 893,1

Source: Based on official statistical publications by SSCRA
(https://www.stat.gov.az/)

As of early 2021, 26 banks were operating in the country, of which
only 2 were state-owned banks. In comparison, the number of banks
was 44 in 2005 and 43 in 2015. By 2023, the number of banks had
decreased from 26 to 23 compared to the year 2020 (see: Figure 3).
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Figure 3. The number of banks in Azerbaijan as of early year (2010-2023).

(Prepared based on data from the Azerbaijan Banks Association.

http://www.aba.az)

Figure 4 analyzes the dynamics of the total volume of aggregate
assets of banks operating in our country, indicating that from 2008 to

19
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2023, the aggregate assets of banks increased by 4.78 times, reaching
nearly 49.2 billion manats.

9178,2
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2022 |

3
32055,3

2020 |
| 32722,8

2018 |
2016 |
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2010 |

2008 |
0 10000 20000 30000 40000 50000

Figure 4. Dynamics of the aggregate assets of Azerbaijani banks, in million manats,
2008-2023 years (Prepared based on the statistics of the Central Bank of
Azerbaijan http://www.cbar.az).

The indicators of the aggregate credit portfolio in Azerbaijan's
banking sector for the years 2005-2023 are presented in Table 3. From
2010 to 2020, the average annual volume of the banking sector's
aggregate credit portfolio increased 10.1 times, reaching a level of 14.2
billion manats. In 2022, the volume of the aggregate credit portfolio
increased by 38% compared to 2020, amounting to 19.6 billion manats.
During this period, the volume of business loans showed a growth of
27%, while the volume of consumer loans increased by nearly 53%. In
2023, the volume of the aggregate credit portfolio demonstrated an
increase of 18.3% compared to 2020.
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14. The strategic role of systemically important banks in
strengthening the stability of the financial services market. The
examined scientific proposition posits that “The financial services
market in Azerbaijan requires new elements of resilience and
mechanisms, and the importance of systemically important banks in
these processes is of a strategic nature.”

Another significant function of systemically important banks is
their active involvement in improving business processes and more
efficient management of cash flows within the country. For example,
Pasha Bank, one of the key systemically important banks in the
country, places great emphasis on these issues*®. Considering all these
factors, it would be interesting to identify the strategic functions of
systemically important banks in the financial services market and to
generalize their characteristics, as illustrated in Figure 5.

We have conducted an analysis of the current state of the
financial services market in Azerbaijan, focusing on the operational
mechanisms of the banking sector and the overall financial system.
This includes examining the current situation of the financial and credit
system, particularly the assets and liabilities of the banking sector, with
an emphasis on systemically important banks.

WKazimov, T. Azarbaycanda bank sektorunun iimumi vaziyyati. EcoVision, 28-ci sayr,
[Elektron resurs] / Baki. — 2016. — S.27. http://atib.az/EcoVisyon-28.pdf.
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Strategic Functions and Characteristics of
Systemically Important Banks in the Financial
Services Market
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responsible for the trading of financial Sys;emu_:all_y NUREIASL WA ext_e_nd
ot R A A A s S A T AP credit to individuals and legal entities.
market.
S |
|
- . - - \ age - -
They fulfill essential roles in meeting They facilitate the agile operation of
national demand for money by individuals and legal entities in the
establishing branches in targeted regions financial services market by handling
and locations. related operational settlements.
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Figure 5. Strategic functions and characteristics of systemically important
banks in the financial services market under new challenges

15. Enhancing the financial services market in Azerbaijan and
expanding the role of systemically important banks. This analysis is
based on the proposition that “The banking sector and systemically
important banks on Azerbaijan face challenges in maintaining resilience
and financial stability, requiring the adoption of mechanisms responsive

to new global crises .

Amid increasing global transformations and restrictions on capital
flows, efficient movement of international capital, financial assets, and
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investments is essential. When the country’s financial and banking
systems and the broader financial services market become attractive to
foreign investors, a favorable environment is established for the robust
influx and circulation of both domestic and foreign resources. This, in
turn, provides stronger financial support for entrepreneurship and
business development. The activities and multiplier effects of
systemically important banks contribute significantly to the national
financial system by ensuring stability, managing public funds within the
banking system, accumulating, conserving, and allocating financial
resources, and enabling the function of money as a commaodity in the
economy.

Additionally, the Basel Committee on Banking Supervision has set
standards and principles that require systematic approaches to bank risk
management, particularly in terms of protecting client interests.
According to these standards, precautionary measures should be applied
consistently to address risks effectively and safeguard clients' interests?.

The efficient functioning of systemically important banks is closely
tied to having a well-founded operational strategy and setting long-term
strategic objectives. Banks in Azerbaijan should capitalize on the
country’s macroeconomiC and macro-financial stability to shape their
development strategies and implement mechanisms for financial stability.
In this context, efforts to strengthen the resilience of systemically
important banks and amplify their multiplicative influence in the financial
services market need to be intensified.

16. Enhancing the role of systemically important banks in the
development of Azerbaijan's financial services market amid new
challenges. A key premise here is the necessity to enhance the role of
systemically important banks in strengthening the resilience of
Azerbaijan’s financial services market, especially in the context of new
challenges such as the post-pandemic recovery, reconstruction of
liberated territories, and the strategic roadmap objectives.

Between 2016 and 2023, the primary goals in the strategic direction
of the banking sector were to ensure stability in the sector, elevate the role
of systemically important banks, align with international standards,

YBanklar iigiin miistarilorla bagh lazimi ehtiyat tadbirlori. Bank Nazarati tizra Bazel
Komitasi. [Elektron resurs] / http://www.fiu.az.
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improve corporate governance, and increase transparency*?. In addition,
a presidential decree on November 28, 2019, introduced new regulatory
measures in the financial services sector®. This decree dissolved the
Financial Market Supervisory Authority, delegating its functions back to
the Central Bank.

The development and revitalization of liberated territories are
directly contingent upon robust financial support and the advancement of
the financial services market. We believe that systemically important
banks can play a significant role in facilitating these processes. Over the
past four years (2021-2024), the state budget has allocated considerable
funds for the restoration of these liberated areas, amounting to
approximately 14 billion manat. The First State Program for the Great
Return, aimed at reintegrating former internally displaced persons into
their ancestral homes, is being actively implemented. Cities such as
Shusha and Khojaly have welcomed their first residents, and educational
and healthcare institutions have commenced operations. The city of
Fuzuli is undergoing more intensive restoration efforts. Starting from
September 2024, Karabakh University in Khankendi has begun admitting
its first students. Currently, the restoration of Jabrayil, Zangilan, Kalbajar,
and numerous other settlements is accelerating, while life in Lachin has
resumed its course with dynamic development. In the post-conflict
regions, two international airports - Fuzuli and Zangilan - have been put
into operation, with the construction of Lachin Airport expected to be
completed soon. The Aghdam Industrial Park and the “Araz Valley
Economic Zone” have initiated the production of their first products, with
the number of residents steadily increasing. While these developments are
commendable, we believe that akin to international best practices, the
utilization of alternative financial, credit, and investment resources could
significantly expedite the reconstruction processes. Thus, there is a
pressing need to accelerate the establishment of an agile and accessible
network of financial credit and banking services in the liberated

2 4zarbaycan Banklar Assosiasiyasinin 2016-2020-ci illor iizra strateji plani. ABA. — Baki: —
2015.-12s.
BMaliyya xidmoatlori bazarinda tonzimloma va nazarat sisteminin idaraedilmasinin
tokmillagdirilmasi hagqinda. Azorbaycan Respublikasi Prezidentinin Sarancami // Baki: — 28
noyabr 2019-cu il. — M 1616.
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territories. Substantial grounds for these initiatives exist, as reflected in

the Presidential Order dated December 10, 2021 “On some measures

related to the acceleration of economic development in the liberated

territories™4. Additionally, the Presidential Order dated February 2, 2021,

established “Azerbaijan 2030: National Priorities for Socio-Economic

Development™?®. Collectively, these actions form a strong foundation and

create significant prospects for expanding the financial services market in

the near future, enhancing the role of systemically important banks in
these processes.

17. Summary of scientific and practical proposals and
recommendations from the dissertation work

1. The issues of efficiency and development of the financial services
market, as well as the finance and financial system, should be
investigated comprehensively. In this context, ensuring the optimality
of the financial system and its responsiveness to global challenges
should become a strategic objective of the state.

2. Itis essential to align banking activities with the new Basel standards
and to develop and implement new mechanisms for maintaining the
financial stability of banks, considering global challenges.

3. The diversification of resources of the country’s banks, the formation
of productive financial sources, and the implementation of measures
to increase non-interest income should be ensured, along with the
establishment of justified strategies for investment activities.

4. Each systemically important bank should have an anti-crisis strategy,
and the preparedness of financial stability mechanisms for long-term
global challenges must be rigorously tested and evaluated. Financial
reserves should be established, with particular attention paid to the
adequacy of the capitalization levels of such banks.

5. To maximize the intensive implementation of restoration and
revitalization projects in the liberated territories, a concept for the
development of financial-credit and banking infrastructure in the

14 [ssaldan azad edilmis arazilorda igtisadi inkisafin siiratlondirilmasi il> bagl bazi tadbirlor
haqqinda Azarbaycan Respublikasi Prezidentinin Sorancami. Baki sohori, 10 dekabr 2021-Ci
il.

BAzarbaycan 2030: sosial-iqtisadi inkisafa dair Milli Prioritetlor. / — Azarbaycan
Respublikasi Prezidentinin 2021-ci il 2 fevral tarixli Sarancami ila tasdiq edilmisdir.
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Karabakh and East Zangezur economic zones should be developed. In
this regard, it is necessary to ensure that systemically important banks
provide more agile banking services based on modern technologies,
particularly digital mechanisms and “smart technologies”.
. In response to the new challenges arising from global crises, we
propose the adoption and implementation of the “State Program for
accelerating the development of systemically important banks in the
financial services market of the Republic of Azerbaijan for 2025-
2030”. This program aims to strengthen the resilience of the financial
services market in Azerbaijan and elevate the role of systemically
important banks to meet the objective requirements of modern times.
Considering the demands of the post-pandemic period and the
restoration and revitalization priorities of the liberated territories, the
necessity for preparing a comprehensive strategic and targeted
measures plan, as well as a state program, emerges. Additionally, the
issues related to enhancing the role of systemically important banks in
intensifying the operations of the financial services market in the
country draw attention to several conceptual approaches, necessary
measures for implementation, and mechanisms that need to be
developed and realized.
The core content of the dissertation has been published in
the following academic works:

Strategic functions and operational principles of systemically

important banks in the financial services market // Azerbaijan

National Academy of Sciences, Journal of Scientific Works, —

2018, No. 5, — pp. 30-36.

Important aspects of the multiplicative characteristics of

systemically important banks in Azerbaijan's financial services

market // Baku: Journal of Geostrategy, — 2019, No. 5, — pp. 140-

144,

Strategic importance of systemically important banks in enhancing

the efficiency of financial and banking mechanisms // Baku:

Journal of Audit — 2019, No. 3, Volume 25, — pp. 49-58.

The impact of systemically important banks on the development of

the financial services market in modern times // Materials of the

Republican scientific conference dedicated to the 96th Anniversary
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Development issues of systemically important banks and
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The role of systemically important banks in stabilizing the financial
services market in the context of global transformations // Journal
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Theoretical and methodological issues of the efficiency of
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financial services market of Azerbaijan / Proceedings of the Il
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284. https://www.elibrary.ru/item.asp?id=49569150.
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Azerbaijan State University of Economics.
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