YK 330.34:330.352(479.24) https://doi.org/10.31520/e1.2025.27.4(97).46-58
JEL 011, 013, 040, Q33

© 2025 The Author(s). Published by SO IMEER. This is an Open Access article under the CC BY 4.0 license.
received date: 2025-11-04, revised date: 2025-11-26, accepted date: 2025-12-18, published date: 2025-12-20

JDKADAPJII T A.

O0OKMOp eKOHOMIYHUX HAYK, npoghecop,

doyenm kagpedpu pinancie ma ayoumy,

Aszepbaiiosicancoruti deparcasHuii ekonomiynuil ynieepcumem (UNEC)
syn. Hezanescnocmi, 6, baky, Pecnybnixa Azepoaiioscan, AZ1001
E-mail: jafarlihanifal 96 7@gmail.com

ORCID: 0000-0002-8104-2426

€PMOJIEHKO O.A.

KaHOuoam eKOHOMIUHUX HAYK, OOYEHM

doyenm kagpeopu coyianrbHoi eKOHOMIKU

Xapxiscokuii HayionanvHuu ekoHomiunutl ynieepcumem imeni Cemena Kysneys
npocn. Hayku, 9a, Xapxis, Yxpaina, 61165

E-mail: Oleksii. Yermolenko@hneu.net

ORCID: 0000-0003-3590-5187

YYVIIPUHA A.0.

cmapuiull BUKIA0ay Kageopu npasoeozo pecynio8anHs eKOHOMIKU
Xapxiscokuii HayionanvHuu ekonomiunutl ynieepcumem imeni Cemena Kysneys
npocn. Hayku, 9a, Xapxis, Yxpaina, 61165

E-mail: Yana. Chuprina@hneu.net

ORCID: 0000-0002-6645-0296

MPOBJIEMU JIUBEPCU®PIKAIIT HAIIIOHAJIBHOI'O TOCIIOJIAPCTBA B CYYACHHUX
EKOHOMIYHHUX YMOBAX

Axmyanvuicms. Y cmammi po3ensdaemvcs NOCMIUHA CMPYKMYPHA 6PA3IUBICIb HAYIOHANLHOI eKOHOMIKU
Aszepbatiodcany, wo BUHUKAE BHACTIOOK MPUBALOT 3anedCHOCHI 8i0 00X00i8 6i0 8yeneso0His. Hessadcaiouu na cmabinvhe
3DOCMAaHHsL, 3yMOGIIeHe HAQMO2a3068UM CEKMOPOM, 308HIUHI WOKU, 30KPEMA KOAUBAHHSL YiH HA HADMY, NPOO0IHCYIONDb
decmabinizysamu MAKpOEKOHOMIYHI HOKA3HUKY, GUKPUBATNU HECMAOIIbHICIL — ITHCMUMYYIUHUX —MeXaHizmie ma
obmedcysamu  po3wuUpentss Henapmoeozo cexmopy. Y Kowmexcmi 2n00anbHUX eKOHOMIYHUX mpaHcgopmayit i
3pOCmaroyol  8aNCIUB0OCMi  OUBEPCUDIKOBAHUX, IHHOBAYIUHUX MOOenel PO3GUMKY, OOCHIONCeHHSI NIOKDPECIIoeE
aKkmyanbHicmo NPUCKOpeHHsT  eKOHOMIuHOI  Ousepcugpikayii sk~ HeoOXiOHOI  ymosu  cmabintbHoCmi,
KOHKYPEHMOCNPOMOIICHOCMI | cmikocmi. Axmyanvhicms npobaemu we Oinblie NOCUTIOEMbCA HEPIBHOMIPHUM
PO3BUMKOM CEKMOpi6, MEXHON02IUHOIO GIOCMANICIIO OesKUX 2AIy3ell Ma 00MeNCeHOr 30amHICmI0 IHAHCOBUX YCMAHO8
niompumyeamu nPoOyKmMueHi iHeecmuyii.

Mema ma 3a80anusa. J[ocniodceHHs: MAE HA Memi BUHAYUMU CMPYKIMYDHI 0OMENCEeHHS, WO NepeuKo0’caoms
epexmusHill ougepcuixayii HayioHANbHOI eKOHOMIKU A3epballddcany, ma OYIHUMU MeXAHI3MU, WO CHPOMONCHI
cnpusmu po3eumxy Henaghmosux cexmopis. HMoco ocHoemi 3a60aMHA 6KNIOUAIOMb AHANI3 NOMOYHOI eKOHOMIUHOT
CMPYKMYPU, SUABIEHHA OCHOBHUX Nepewkod OJid ousepcuikayii, OYiHKYy cmpameiyHux HANpsMKie NOAIMuxku ma
BUBHAYEHHST NOMEHYINIHO20 BHECKY NPOMUCIOBOCMI, chepu ROCIye Ma BUCOKOMEXHONOZIYHUX 2any3ell Yy CMmanull
Ppo3sumok. Jlocniodcens maxodc mMae Ha memi CQOpmynosamu 3aedaivbHi UCHOBKU WOO0 YMO8, HeOOXIOHUX O
00820CMPOK08020, 30A1AHCOBAHO20 eKOHOMIYHO20 PO36UMK) A3epdatiodxicany.

Mamepianu ma memoou. Memooonozcis 00CHiONHCeHHsE OA3YEMbCA HA ONUCOBOMY MA SAKICHOMY aHALi3i, WO €
00YiNbHUM 0151 eKOHOMIYHUX OOCAIOIICEHDb, OPICHMOBAHUX HA NOIIMUKY. Bona cnupaemuvcs na ogiyitini maxpoexonomiymi
ma eanyzesi cmamucmuyuni Oawni [eponcasHoco cmamucmuunoeo Komimemy A3epOauiodicany, aHanizye HaAyioOHANbHI
cmpameziyni OOKYMEHmMU ma 0epiuCcA6H NPO2PAMU, d MAKOJIC VY3A2AbHIOE BUCHOBKU 3 GIMYUZHAHOL Ma MINCHAPOOHOT
Haykoeoi nimepamypu. Ilopisusneni imocmpamueni npuxiaou 3 Hopeezii, Cayodiscokoi Apasii ma OO0’ conanux
Apabcevrux Emipamie 3abe3neuyoms KOHMeKCMyaibHe po3yMiHs 0e3 CMEOpeHHs (popMATbHOT MINCOePICABHOL MOOeI.
Excnepmna inmepnpemayis euxopucmogyemvcsi Oisi iHmezpayii meopemuyHux 6UCHOBKI@ i3 CHOCMEPEdiCy8aHO0
CMPYKMYPHOIO OUHAMIKOIO.

Pesynemamu. Ananiz noxasas, ujo eKOHOMIYHa cmpykmypa A3epoaiioxicany 3a1uumacmscs 8UCOKOKOHYEHMPOBAHOIO
YV 8Yee8oOHe80MY CeKMOpi, Mool AK HeHApMOsUll cexmop, He38axiCaryu Ha nepioou BIOHOGNEHHS, NPOOOBIHCYE
0eMoHCmpysamu HecmabiibHicms i He0OCMAmHE MexHOA02IuHe OHOBNeHHA. [lopieHANbHI NPpUKIAdu NoKasywms, ujo
] e
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yeniwHa ousepcugikayis 6 HWUX HAPMOBUOOOYEHUX 0epicasax 3anexncand 6i0 00820CMPOKOSUX [THCMUMYYIUHUX
pedopm, cmpameziyHux iHeecmuyitl y 6UPOOHUYMBO U BUCOKOMEXHONOSIUHI 2any3l, a MAKONC POUIUPEHHS CEKMOopie
nepedosux nocaye. Y cmammi 6UHAYEHO OCHOBHI IHcmumyyitni 0ap’epu 6 Azepbaiiodcari: HecmabOilbHICMb
NPOMUCTIOBUX NOMYICHOCHEU (0COOIUBO MAUUHOOYOYBAHHS), 00MEdNCeHA RIOMPUMKA (DIHAHCO8020 CeKmopy O
NPOOYKMUGHUX [HEeCMUYill ma HeNnosHe BNPOBAOINCEHHS CMPYKMYpHUX pegopm. BooHnouac, Hosi mexHOnapxu,
NONINWIeHHs N02ICMUKY Ma MPAH3UMHUX NOCAY2, 4 MAKOIC YLNb0GI IHiyiamueu 6 2any3i NpoMUcio8oi NoimuKu
CMBOPIOIOMb OCHO8BY 051 NPUCKOPEHHs ousepcughikayii HayioHarbHo2o 20CNO0apcmad.

Bucnoexku. YV O0ocnioscenni 3pobaeHo UCHOB0K, w0 01A cmaioi ougepcugixayii HeoOXiOHUll KOMNJIeKCHUL ma
pecioHanbHo  30anaHCco8aHUll NIOXI0, AKUL 3MIYHIOE HeHApMOo8i cekmopu, NiO8UWYE IHHOBAYIUHULL NOMEHYIA,
MOOEpHI3YE NPOMUCTOBY IHDPACMPYKMYPY Ma NOANULYE egheKMUBHICMb po3noodiny iHeecmuyitl. A3epbauidxcan nosuHeH
B800CKOHANUMIU CBOI0 MOOEIb PO3BUMKY ULTAXOM iHme2payii YHI8epCanbHux eKOHOMIYHUX MeXAHI3MI8 3 HAYIOHATbHUMU
npiopumemamu, YHUKaOYu npsamo20 KORIIOBAHHS [HO3EMHUX cmpameciti ma no2aubnoiouy cmpykmypHi pegopmu.
Poswupenns KoHKypeHmocnpoModiCHUX, OPIEHMOBAHUX HA eKCHOPM 2any3ell NPOMUCI080CMI MA CeKmopig nociye €
HeOOXIOHUM OJil 3MEHWIEeHHs. 3ANeNHCHOCMI 6I0 8Y21e600HI8 | 3abe3nedeHHss 00820CMPOKOBOI MAKPOEKOHOMIYHOL
cmabinvnocmi. Heobxioni nodanvuii 00ciosncenHs: 0ist po3poOKU IHMeSPOSAHUX AHANIMUYHUX PAMOK MA CEKMOPALIbHUX
O00POICHIX Kapm, a0anmoGanux 00 IHCMUMYYitiH020 ma CmpyKmypHo20 KOHmexcmy Azepbauioicany.

Kniwouoei cnosa: exonomiuna ousepcuixayis, pecypco3anedicui eKOHOMIKU, PO36UMOK HeHapmosoeo cexmopa,
CMpPYKMypHa mpauncgopmayis, ekoHomika Azepbatioxcany, eKOHOMIUHA pe3UlbEHMHICD.

JAFARLI H.,

Dr. Sc. (Economics), Professor

Associate Professor of the Finance and Audit Department
Azerbaijan State University of Economics (UNEC)
Istiglaliyyat str., 6, Baku, Azerbaijan, AZ1001

E-mail: jafarlihanifal 96 7@gmail.com

ORCID: 0000-0002-8104-2426

YERMOLENKO O,

PhD (Economics), Associate Professor

Associate Professor of the Department of Social Economics
Simon Kuznets Kharkiv National University of Economics
Nauky ave., 9a, Kharkiv, Ukraine, 61165

E-mail: Oleksii. Yermolenko@hneu.net

ORCID: 0000-0003-3590-5187

CHUPRYNA'Y,,

Senior Lecturer of the Department of Legal Regulation of the Economy
Simon Kuznets Kharkiv National University of Economics

Nauky ave., 9a, Kharkiv, Ukraine, 61165

E-mail: Yana. Chuprina@hneu.net

ORCID: 0000-0002-6645-0296

PROBLEMS OF THE NATIONAL ECONOMY DIVERSIFICATION IN MODERN ECONOMIC
CONDITIONS

Topicality. The article addresses the persistent structural vulnerability of Azerbaijan’s national economy arising from
its long-standing dependence on hydrocarbon revenues. Despite sustained growth driven by the oil and gas sector,
external shocks — particularly oil price volatility — continue to destabilise macroeconomic performance, expose fragile
institutional mechanisms, and constrain the expansion of the non-oil sector. In the context of global economic
transformations and the increasing importance of diversified, innovation-driven development models, the study
underscores the urgency of accelerating economic diversification as a prerequisite for stability, competitiveness, and
resilience. The issue is further amplified by the uneven development of sectors, the technological backwardness of several
industries, and the limited capacity of financial institutions to support productive investment.

Aim and tasks. The study aims to examine structural constraints hindering effective diversification of Azerbaijan’s
national economy and to assess mechanisms capable of enhancing the development of non-oil sectors. Its key objectives
include analysing the current economic structure, identifying the principal barriers to diversification, evaluating strategic
policy directions, and determining the potential contributions of manufacturing, services, and high-technology industries
to sustainable growth. The research also seeks to formulate general conclusions on the conditions required for long-term,
balanced economic development.
] .
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Materials and methods. The research methodology is based on descriptive and qualitative analysis appropriate for
policy-oriented economic studies. It draws on official macroeconomic and sectoral statistics from the State Statistical
Committee of Azerbaijan, reviews national strategic documents and state programmes, and synthesises insights from
domestic and international scholarly literature. Comparative illustrative examples from Norway, Saudi Arabia, and the
United Arab Emirates provide contextual understanding without constituting formal cross-country modelling. Expert-
narrative interpretation is employed to integrate theoretical insights with observed structural dynamics.

Research results. The analysis demonstrates that Azerbaijan’s economic structure remains highly concentrated in the
hydrocarbon sector, while the non-oil sector — despite showing periods of recovery — continues to exhibit instability and
insufficient technological upgrading. Comparative examples reveal that successful diversification in other oil-producing
states has depended on long-term institutional reforms, strategic investment in manufacturing and high-technology
industries, and the expansion of advanced service sectors. The article identifies core constraints in Azerbaijan: the
fragility of industrial capacities (particularly machine-building), limited financial sector support for productive
investment, and the incomplete implementation of structural reforms. At the same time, emerging technoparks,
improvements in logistics and transit services, and targeted industrial policy initiatives provide a foundation for
accelerating diversification.

Conclusion. The study concludes that sustainable diversification requires a comprehensive and regionally balanced
approach that strengthens the non-oil sectors, enhances innovation capacity, modernises industrial infrastructure, and
improves the efficiency of investment allocation. Azerbaijan must refine its development model by integrating universal
economic mechanisms with national priorities, avoiding the direct imitation of foreign strategies, and deepening
structural reforms. Expanding competitive, export-oriented industries and service sectors is essential for reducing
dependence on hydrocarbons and ensuring long-term macroeconomic stability. Further research is needed to develop
integrated analytical frameworks and sector-specific roadmaps tailored to Azerbaijan’s institutional and structural
context.

Keywords: economic diversification; resource-dependent economies; non-oil sector development; structural

transformation; Azerbaijan economy; sustainable economic resilience.

Problem statement and its connection with
important scientific and practical tasks. In our
view, the Azerbaijani economy has -currently
entered one of the most complex periods in its
history. The successful implementation of the oil
and gas strategy, along with several years of
continuously rising oil prices on the world market,
has enabled our country to establish a model of
national economic development that demonstrates
stable growth on a global scale. The national
economy has multiplied several times, export
capacity has increased, and the potential for
expanding the national economy has emerged.
However, within the framework of objective
realities, a question that has been widely discussed
for a long time has not yet been fully substantiated
with strong arguments and supported by real
mechanisms, practical courses of action, and
operational tools. This issue, undoubtedly, is related
to the significant reduction of the national
economy’s dependence on oil, as well as the fact
that exports mainly consist of crude oil and natural
gas — in other words, mineral raw materials — and it
remains highly relevant today. It is true that the
economic policy of our state is fully directed toward
improving the structure of the national economy,
strengthening the development of various non-oil
sectors, implementing comprehensive measures for
the development of entrepreneurship and the
improvement of the business environment, creating
favourable conditions to stimulate the inflow of
foreign investment, and, in short, ensuring the
dynamism of national economic development

through the consistent implementation of measures.
For these purposes, numerous state programs and
measures have been developed and implemented,
and currently, work is underway to accelerate these
processes in many directions (Administration of the
President of the Republic of Azerbaijan, 2021). On
the other hand, strategic roadmaps have been
identified with the aim of renewing and improving
the main mechanisms and indicators of national
economic development, and their implementation
has already begun.

All these factors should be regarded as
commendable, and we believe that in the near future
the planned strategic measures will produce
sufficient results, the renewal of the main
mechanisms of the national economic development
model will accelerate, and favourable conditions
will be created for solving the problems of
diversifying the national economy as a whole.

Analysis of recent publications on the
problem. The issue of national economic
diversification in resource-rich economies —
particularly those dependent on oil and gas — has
long been the focus of extensive academic
discussion. A broad body of research emphasizes
that sustained reliance on extractive industries
exposes national economies to heightened
vulnerability stemming from commodity price
volatility, limited structural adaptability, and
reduced innovation incentives.

Early classical contributions, such as the “Dutch
disease” theory, laid the conceptual foundation for
understanding how resource-driven booms can
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crowd out manufacturing, distort factor allocation,
and impede long-term growth (Corden & Neary,
1982). The model developed by Corden and Neary
explains how a boom in the resource sector leads to
real exchange rate appreciation and the subsequent
decline of non-resource tradable sectors through
both “spending” and “resource movement” effects.
Subsequent empirical studies have confirmed that
resource  dependence is  associated  with
macroeconomic instability, slowed institutional
development, and reduced diversification capacity
(Sachs & Warner, 2001; Venables, 2016).

The seminal work of Sachs and Warner (2001)
provided robust empirical evidence demonstrating
that countries with great natural resource wealth
tend to grow more slowly than resource-poor
countries. Their research showed that resource-
abundant countries tended to be high-price
economies, and consequently, these countries
missed out on export-led growth that characterized
successful development trajectories elsewhere. Van
der Ploeg (2011), in his comprehensive survey of
the resource curse literature, documented that the
empirical evidence suggests either positive or
negative outcomes are possible depending on
specific national circumstances. His analysis
identified that resource bonanzas can induce real
exchange rate appreciation, deindustrialization, and
poor growth prospects, with adverse effects being
more severe in countries with weak institutions,
corruption, and underdeveloped financial systems.

Venables (2016) argues that many developing
countries struggle to convert their natural resource
wealth into sustained economic progress. He
explains that making effective use of resource
endowments is a complex, multi-stage economic
and political process. It involves attracting private
investment for resource discovery and extraction,
designing suitable fiscal frameworks to secure
public revenue, making prudent decisions on how
these funds are spent and invested, and
implementing policies that can smooth volatility
and limit negative spillovers to the broader
economy.

The role of institutional quality in mediating the
relationship between resource abundance and
economic development has received substantial
scholarly attention. Mehlum et al. (20006)
demonstrated empirically that institutional quality is
decisive for whether natural resources become a
curse or a blessing. Their research showed that more
natural resources push aggregate income down
when institutions are “grabber friendly”, while more
resources raise income when institutions are
“producer friendly”. This finding contrasts with
earlier resource curse models that implied an

unconditional negative relationship between
resource abundance and growth.

The mechanisms through which resource
abundance affects human capital development have
also been extensively documented. Gylfason (2001)
showed that economic growth has varied inversely
with the share of natural capital in national wealth
across countries, identifying four main transmission
channels: Dutch disease effects, rent-seeking
behaviour, overconfidence among policymakers,
and neglect of education. His findings demonstrated
that public expenditure on education, expected
years of schooling, and secondary-school enrolment
are all inversely related to the share of natural
capital in national wealth.

Ross (2015), in an extensive survey of
scholarship on the political aspects of the resource
curse, found strong evidence that oil revenues often
strengthen the longevity of authoritarian
governments, foster particular forms of corruption,
and contribute to the outbreak of violent conflict in
lower- and middle-income states. His findings
underscore that effective diversification strategies
must take into account not only economic factors
but also the political dynamics associated with
heavy reliance on natural resources.

More recent empirical contributions have
examined the specific challenges facing oil-
dependent economies in achieving structural
transformation. Lashitew et al. (2021), in their
analysis of diversification performance in resource-
rich countries, found that extremely resource-
dependent countries face particular difficulties in
building competitive capabilities and developing
non-resource sectors. Their research emphasized
that there is no single “success formula” for
diversification, with successful cases leveraging
different types of competitiveness policies and
building on natural endowments specific to each
national context.

Regional studies have provided important
insights into the specific challenges facing oil-
dependent economies in various geographic
contexts. Research on Gulf Cooperation Council
(GCC) countries has demonstrated that economic
diversification remains an imperative for long-term
economic health despite substantial progress in
reducing oil dependency in some cases (Alkhathlan,
2013). The implementation of national vision
strategies such as Saudi Vision 2030 and UAE
Vision 2021 represents systematic attempts to
address diversification challenges, though outcomes
remain mixed across the region.

Overall, the existing research demonstrates that
economic diversification is a multidimensional
process requiring coordinated reforms in industrial
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policy, human capital development, innovation
ecosystems, and financial markets. However, the
literature also indicates that there is no universal
model suitable for all resource-rich economies;
diversification strategies must be tailored to specific
national  conditions, resource endowments,
institutional capacities, and development priorities.

Allocation of previously unsolved parts of the
general problem. Despite a growing body of
literature on economic diversification in resource-
dependent economies, several aspects of the
problem remain insufficiently addressed in the
specific context of Azerbaijan’s national economic
development.

First, while the theoretical foundations of the
resource curse and Dutch disease are well
established in international scholarship, there is a
lack of systematic analysis examining how these
phenomena manifest in post-Soviet transitional
economies with distinct institutional legacies and
governance frameworks. The direct applicability of
policy models developed for Gulf States or
Scandinavian countries to Azerbaijan’s economic
context remains largely unexplored.

Second, existing research on Azerbaijan’s
diversification challenges tends to examine
individual sectors or policy instruments in isolation,
without providing an integrated assessment of the
interrelationships between industrial development,
non-oil sector expansion, and macroeconomic
stability. The question of how these elements can be
balanced within a coherent national development
strategy requires further elaboration.

Third, the dynamic relationship between oil
price volatility and structural transformation in
Azerbaijan has not been comprehensively
documented. Although the adverse effects of the
2014-2015 oil price collapse on the national
economy are widely acknowledged, a systematic
evaluation of the lessons learned and their
implications for future diversification policy
remains limited.

Fourth, the potential contribution of specific
economic sectors — including manufacturing,
services, tourism, and high-technology industries —
to Azerbaijan’s diversification efforts has not been
sufficiently assessed against objective criteria and
national development priorities. The identification
of sectors with the greatest potential for sustainable
growth and export expansion warrants more
detailed examination.

Finally, there is a shortage of analytical
frameworks that situate Azerbaijan’s diversification
experience within a broader comparative
perspective, drawing upon the successes and
failures of other oil-dependent economies while

accounting for the country’s unique geopolitical
position, resource endowments, and development
trajectory.

Formulation of research objectives (problem
statement). The persistent dependence of
Azerbaijan’s national economy on hydrocarbon
revenues continues to generate structural
vulnerabilities, expose the economic system to
external shocks, and constrain the development of
competitive  non-oil  sectors. Despite the
implementation of multiple state programmes,
strategic roadmaps, and targeted development
initiatives, the diversification process remains
incomplete. The non-oil sector demonstrates
moderate but unstable growth, while manufacturing
industries face technological constraints, and the
service sector exhibits uneven development
patterns.

The central problem addressed in this study is
the examination of structural challenges that impede
effective diversification of Azerbaijan’s national
economy, alongside an assessment of the
approaches and mechanisms that may facilitate this
process. The research recognises that international
experience, while instructive, cannot be directly
transferred to Aczerbaijan due to significant
differences in institutional context, market
structure, and historical development trajectories.

Accordingly, the research pursues the following
interrelated objectives:

e To examine the current structure of
Azerbaijan’s national economy, with particular
emphasis on the composition and dynamics of the
non-oil sector and its share in gross domestic
product.

e To identify the principal challenges hindering
diversification, drawing upon both domestic
research and the experience of selected oil-
dependent economies.

e To assess the strategic directions and policy
measures that may contribute to accelerating
diversification and strengthening the resilience of
the national economy.

e To analyse the potential role of key economic
sectors — including industry, services, and high-
technology activities — in expanding the structure of
the national economy.

e To formulate general conclusions regarding
the conditions necessary for  sustainable
diversification in the context of Azerbaijan’s
national interests and strategic development goals.

The study adopts a descriptive and analytical
approach, synthesising available statistical data,
policy documents, and scholarly literature to
provide an integrated overview of the
diversification problem and its potential solutions.
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Materials and methods. The methodological
framework of this study is grounded in qualitative
and descriptive analytical approaches appropriate to
the exploratory nature of the research. The
investigation does not employ econometric
modelling or advanced quantitative techniques;
rather, it relies on methods consistent with policy-
oriented economic analysis.

Descriptive analysis. The study utilises
descriptive analysis to examine macroeconomic
indicators and structural characteristics of
Azerbaijan’s national economy. This approach
involves the interpretation of statistical data on GDP
composition, non-oil sector dynamics, and sectoral
contributions to economic output. The analysis is
intended to identify general patterns and trends
rather than to establish causal relationships.

Analysis of secondary statistical data. The
research incorporates statistical information
obtained from official publications of the State
Statistical Committee of the Republic of
Azerbaijan, including data on GDP structure,
sectoral growth rates, and non-oil sector
performance. These data are presented in graphical
form to illustrate key structural features of the
national economy.

Comparative illustration. The study draws upon
selected examples from other oil-dependent
economies — notably Norway, Saudi Arabia, and the
United Arab Emirates — to contextualise
Azerbaijan’s diversification challenges. This
comparative element is illustrative rather than
systematic, serving to highlight common patterns
and divergent approaches to diversification without
constituting a formal cross-country analysis.

Literature-based  synthesis. = The  article
incorporates findings from scholarly works by
Azerbaijani and international researchers to situate
the analysis within broader academic discourse on
economic diversification and resource dependence.
The literature review supports the theoretical
grounding of the study and informs the
interpretation of empirical observations.

Policy document review. The research takes into
account national development strategies, state
programmes, and strategic roadmaps relevant to
non-oil sector development and economic
diversification in Azerbaijan. The review of these
documents informs the discussion of policy
directions and priorities.

Expert-narrative interpretation. Given the
qualitative nature of the study, the analysis relies
substantially on interpretive judgements informed
by the author’s understanding of Azerbaijan’s
economic system and development context. This
approach is characteristic of policy-oriented

research and is employed to draw conclusions
regarding the significance of observed trends and
the potential effectiveness of proposed measures.

The methodological approach reflects the
study’s primary aim of providing an integrated
analytical overview of diversification challenges
rather than testing specific hypotheses through
rigorous empirical methods.

An outline of the main results and their
justification. The problems of diversifying the
national economy are currently relevant and
important for the majority of oil-based economies.
Undoubtedly, in addressing the challenges of
economic diversification in Azerbaijan, it could be
valuable to examine and assess the diversification
processes taking place in those countries.
Nevertheless, in our view, Azerbaijan should
evaluate and solve its diversification problems in
line with its national interests and strategic goals.
That said, paying attention to the approaches taken
by other oil-based countries to address
diversification issues would not be without merit.

In Norway, where the national economy and
living standards are sufficiently high, mechanisms
to reduce dependence on oil have been developed
over a long period, and in the modern era, these
processes continue to be improved. Although
Norway’s economy was stable from 2003 to 2014,
in recent years the level of unemployment has
increased even in Stavanger, the country’s oil hub.
Therefore, the Norwegian government is compelled
to revisit its model for diversifying the national
economy, and reducing dependence on oil has been
accepted as a priority direction. Similarly, an
examination of Saudi Arabia’s national economic
structure shows how complex diversification issues
can be. For example, in 2014, oil accounted for 56%
of the country’s GDP. Oil sales represented 90% of
state revenues and 85% of export earnings.
Consequently, in recent years, the Saudi
government has placed significant emphasis on
developing the petrochemical industry to reduce oil
dependence. As a result of the measures taken, by
the end of 2023 the share of the non-oil sector in
GDP had reached 50%, the highest figure in the
country’s history. According to McKinsey experts,
reducing Saudi Arabia’s dependence on oil by 2030
will require an investment of USD 4 trillion. Among
oil-based economies, one of the countries
Azerbaijan is particularly interested in is the United
Arab Emirates. By efficiently directing oil revenues
into non-oil sectors — especially trade, services,
tourism, and high technology — the UAE has
managed to balance its national economy and
reduce its dependence on oil to some extent. The
main goal is to reduce the share of oil production
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revenues in GDP to 30% by 2025. The resilience of
an economy during global crises is directly linked
to the level of its diversification. Following the
recent global crisis and the sharp decline in oil
prices on the world market, instability and currency
devaluation have become inevitable in most oil-
oriented countries — and this is currently also
characteristic of Azerbaijan.

Therefore, diversifying the national economy
and constantly improving its investment
attractiveness are of vital importance. Strengthening
the economy involves not only improving its core
mechanisms but also accelerating diversification.
This ensures the stability and resilience of the
national economy, creates additional opportunities
for the introduction of new technologies, the active
adoption of innovations, and the improvement of
living standards. Sustainable growth and dynamic
development of the national economy are closely
and harmoniously linked with its diversification. In
general, the problems of diversifying the national
economy are currently among the most widely
discussed issues in the global economic arena. In
this regard, it would be appropriate to highlight a set
of key problems:

e First and foremost, as noted above, the
problem of minimizing dependence on the
extractive industry, particularly oil, and ensuring
the implementation of related strategic goals;

¢ Every mechanism and element of the national
economic development model should be thoroughly
assessed and improved from the perspective of
immunity against modern challenges and global
threats;

e The concept for determining and
implementing successful solutions to the problem of
selecting an effective model for the national
economy should be largely completed;

e Factors arising from the specific
characteristics of national economic development
should be studied in depth, and appropriate
measures should be systematically implemented
and closely monitored;

e The potential and productive development
directions of sectors capable of strengthening their
position within the structure of the national
economy should be assessed on the basis of
objective realities and criteria, and the accelerated
development of priority areas should be ensured;

e In order to achieve the optimal level of
diversification, priority should be given to
economic development directions based on
principles and criteria such as creating a new level
of entrepreneurship and business environment in the
country, establishing conditions for more business-
oriented and transparent operations, preventing

monopolistic practices, and facilitating access to
credit and technological resources.

It should be noted that the problems of
diversifying Azerbaijan’s national economy also
remain in the focus of attention in various countries
and economic approaches worldwide. For example,
according to research conducted by the China
Institute of International Studies, accelerating
efforts to reduce the country’s dependence on oil is
considered essential, and it is deemed advisable to
make maximum and effective use of the
opportunities offered by the Silk Road Economic
Belt.

In general, research conducted by experts and
scholars suggests that there are six key factors
enabling Azerbaijan to diversify its national
economy. These include the presence of
macroeconomic and political stability and a
favourable investment environment, the adequacy
of foreign exchange reserves, financial freedom, a
unique development model of the non-oil sector and
the potential for Azerbaijani products to access
global markets, and finally, the country’s image as
a reliable partner for the international community.

It should be noted that the comprehensive
consideration of national economic development
problems has always been at the center of academic
attention. This includes manoeuvring development
directions and targets based on objective resource
potential, and are reflected in the works of
researchers. Latif Zeynalli & Murteza Hasanoglu
(2022) emphasizes that Azerbaijan is endowed with
abundant natural resources and possesses strong
production, scientific-technical, intellectual, and
labour potential. Azerbaijan is located at the
crossroads of East and West, Europe and Asia, and
holds significant geostrategic importance. These
advantages will enable Azerbaijan, in the first
decades of the 21st century, to implement the
priorities of its economic strategy and to achieve
high economic growth indicators. The expansion of
work in this direction and the acceleration of non-
oil sector development could, alongside addressing
many challenges, provide a relative solution to the
problems of diversifying the national economy.
Researcher Sh. Aliyev (2025), while analysing the
factors influencing  Azerbaijan’s  economic
development processes, has noted that the
instability of global oil prices and the impact of
financial and economic crises determine not only
the sustainability of the oil and gas industry and
extractive sectors, but also the stable development
of other branches of the national economy —
primarily the manufacturing sector. This, in turn,
necessitates the production of competitive goods,
diversification of the structure of domestic products
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and foreign trade turnover.

It should be emphasized that, for now, the
industrial sector holds the largest share in the
diversification of the structure of Azerbaijan’s
national economy. Unfortunately, despite the vast
potential of the agricultural sector, its share in the
structure  of the country’s GDP remains
significantly lower than its actual capacity. Fig. 1
presents the structure of the Gross Domestic
Product of the Republic of Azerbaijan for the year
2024.

As can be seen from Figure 1, in the
improvement of the structure of the national
economy, the activity of the non-oil sector as well
as the diversification of services emerges as
important issues. In this regard, as we have
mentioned earlier, the diversification of the national
economy should be accelerated, the activity of
potential economic sectors should be expanded to
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Other sectors___ 10%,
Information and 20%
communication

accommodation and

public catering  Agriculture,
20, forestry and fishing — Construction
6% 7%

\

2% /
Tourist

ensure GDP growth, and especially the
development of the non-oil sectors should be
strengthened. Taking all this into account, ensuring
the sustainable development of the national
economy under market conditions and regulating
macroeconomic dynamics and structural changes
are among the most important tasks.

Raising the level of economic development to a
new stage requires consideration of the regularities
of processes shaped by global transformations and
the fundamental principles and criteria associated
with them. A comparative study of the experience
of foreign countries and our republic in
implementing structural reforms makes it possible
to determine the role of state and private
entrepreneurship in the structure of the economy
and to show their impact on the overall results of
economic development and the formation of a
competitive environment.

Industry
36%

Trade; repair of
vehicles
10%

Transport and
storage
7%

Fig. 1. Structure of gross domestic product in the Republic of Azerbaijan in 2024, in percent
Source: Author’s calculations based on the State Statistical Committee of Azerbaijan datasets (various years).

However, while restructuring its economy,
Azerbaijan should avoid imitating certain models,
because despite having sufficient potential, it is still
at the initial stage of forming market mechanisms.
Therefore, instead of a “revolution in the economy”,
it must go through a long-term evolutionary path to
adapt technology to the appropriate context. This
approach remains highly relevant even today. The
search for a more advanced model of development
for our national economy is still ongoing. What is
certain, however, is that our country cannot rely
solely on a strong oil and gas sector to sustain a one-
sided, continuous, and stable economic
development model, and in recent years we have felt
the bitter consequences of this.

Fig. 2 reflects the dynamics of GDP growth and
the non-oil sector in the Republic of Azerbaijan
compared to the previous year.

As can be seen from Figure 2, GDP has not
demonstrated a significant growth trend in the years

following 2013. During this period, although there
was progress in the growth of the non-oil sector, the
growth rate in 2015 decreased by nearly 6%
compared to 2014. However, in 2017-2019 the
growth rate was restored, while in 2020 it declined
by almost 7% compared to 2019. Nevertheless,
during 2021-2024, significant growth was
observed.

On the other hand, in our previous research, we
also addressed the features, principles, and criteria
of certain economic development models that had
achieved relative success in the world, and
unequivocally did not consider the direct transfer of
any of those models into our country’s economic
system as acceptable. This is because the full
formation and development of a national economic
development model, as well as the testing of the
sustainability of its main mechanisms, require time
and stages. The supporting pillars of our national
economic system are not yet strong; due to this
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fragility, the strengthening of global influences has
revealed problems in the development of our
national economy. These problems necessitate in-
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depth research, broad structural changes, and the
acceleration of the diversification of the national
economy.
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Fig. 2. GDP and non-oil sector in the Republic of Azerbaijan, compared to the previous year, in percent
Source: Author’s calculations based on the State Statistical Committee of Azerbaijan datasets (various years).

In order to assess the depth of structural changes
in the national economy and to develop maximally
optimal modernization mechanisms, it is crucial to
evaluate the current resilience of the country’s
economic system, the characteristics of national
economic development, the realities of the socio-
economic situation in the country, the adequacy of
economic growth, the level of the business and
entrepreneurial environment, the efficiency of the
use of investments and capital expenditures, the
compliance of production development with global
economic challenges, the identification of the
potential sources of national income growth, and so
on. All these measures and strategic tasks should be
balanced under the condition of preserving
macroeconomic proportions, while the expansion of
the structure of the national economy and the
acceleration of its diversification should be carried
out consistently. Greater use should be made of the
potential of processing industries in diversifying the
structure of the national economy, since the
development of these sectors can generate greater
added value for the national economy. In the
diversification of the national economy, it is also
necessary to take into account the characteristics of
the economic systems of economically developed
countries. For example, one of the defining features
of the past 20—30 years is the significant increase in
the share of services and high-technology-related
sectors in the structure of national economies. These
factors should be considered in the priorities of
diversifying the national economy within the
framework of national interests and the strategic
development and goals of the national economy.

In the new global reality, Azerbaijan must

thoroughly examine and objectively evaluate its
own reform and development realities, and
complete the refinement of its new economic
development model under modern conditions. One
of the key conditions for strengthening
competitiveness in non-oil sectors is the
concentration of capital and production capacities,
as well as the expansion of production cooperation.
Such processes make the application of
consolidated reporting and prudential supervision in
many sectors of the national economy even more
relevant from the perspective of economic
efficiency. Ensuring transparency in the use of
funds allocated for solving socio-economic
problems in the country is also a crucial task. These
issues have been particularly evident in the last two
years in our country’s economic system, especially
in the banking-financial system, in ensuring the
efficiency of budget expenditures, and in the
effectiveness of investments and concessional loans
directed toward socio-economic development and
the advancement of real economic sectors. It has
become clear that despite the existing high potential,
the banking sector has shown little interest in
directing  financial resources toward the
development of economic sectors capable of
creating added value. Large amounts of credit and
financial resources have been allocated to consumer
loans for the purchase of goods at high interest rates
with the aim of generating quick returns. Of course,
the provision of loans for goods and services
necessary to improve the living conditions and
consumption levels of the population is a positive
factor. However, it must be taken into account that
our country has not yet fully established the
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sustainability of its economic development. In this
regard, investments should be directed toward
strengthening the structure and diversification of the
national economy, as well as expanding individual
real economic sectors and the service sector, taking
into account long-term strategic goals. Ensuring the
acceleration of the development of these sectors and
the strengthening of their potential is essential.

It is not at all coincidental that the banking
sector, which shows little interest in projects and
measures for the diversification of the national
economy, in other words, in financing the
development of real economic sectors, has emerged
as one of the areas most affected in our country even
by minor deformations in economic balance and the
monetary-financial system. In this regard, the
problems of national economic diversification
should be addressed by forecasting and ensuring the
stability of the macroeconomic level, maintaining
the long-term effectiveness of macroeconomic
indicators, achieving the optimality of the main
mechanisms of economic growth, and considering
the characteristics of economic process volatility
(Sadigov, 2014). Determining the optimal
development mechanisms of the national economies
of oil-dependent and oil-producing countries, as
well as forming a more optimal variant of national
economic diversification, is of sufficient urgency
and relevance.

At the same time, to improve the structure and
competitiveness of oil-dependent  countries’
economies, the structure of their national economies
must reflect modern realities and economic
challenges in order to balance economic
development.  Studying the problems of
modernization and diversification of the economies
of oil-producing CIS countries, M. Guliyev & T.
Azizov (2022) points out using the example of the
machine-building industry that in Azerbaijan, the
majority of fixed assets are highly worn out and the
material-technical base is weak, while in russia, the
equipment and technical provision of this sector
meet standards, and in Western countries, the
highest quality equipment is produced, with
sufficient financial resources and marketing
networks to deepen innovation in this sector. From
this, it can be concluded that the problems of
ensuring the development and organizing the
modernization of the machine-building sector — a
field that could play a significant role in the
diversification of our national economy — remain
unresolved. The issue is that the oil-gas chemical
machine-building sector, one of the key machine-
building branches, has traditionally been significant
for the Azerbaijani economy since the Soviet period
and has distinguished itself with competitiveness.

At one time, advanced machine-building factories
operated in this sector in our country, but
unfortunately, their activity is not noticeable in the
modern period, and thus, in terms of national
economic diversification, a promising and high-
potential industrial sector is not being fully utilized.
Undoubtedly, the state should play a decisive role in
rebuilding such industrial sectors based on modern
technologies and take substantial measures. Indeed,
one of the most complex problems of the
development of the Azerbaijani economy in the
modern period is accelerating its diversification.
Huseynov et al. (2023) rightly note that the state acts
as the main initiator of modernization and
diversification policy in Azerbaijan. The country’s
industrial policy and industrial diversification
priorities are directly related to improving the
quality and competitiveness of industrial production
and developing new import-substituting and export-
oriented industrial products. Regulating the
activities of industrial sectors, particularly
accelerating the modernization of heavy industries
as previously noted, can provide a strong impetus
for the diversification of the national economy. The
problem of diversifying the Azerbaijani economy
will remain one of the most pressing issues at least
in the near future, as the development of the
industrial sector constitutes a key component of the
country’s overall economic development strategy.

One of the important elements of the state’s
industrial policy is implementing an effective anti-
monopoly policy and reducing the dependence of
monetary-credit policy on raw material resources.
Therefore, the state must timely examine and
identify gaps in its industrial policy and implement
comprehensive and consistent measures to
accelerate the development of the real sectors of the
national economy, first and foremost the non-oil
sectors. In this case, broader opportunities will arise
for solving the problems of national economic
diversification.

For example, in recent years, processes aimed at
expanding the activities of the non-oil sector in our
country have been intensified, including the
commissioning of modern production networks and
large facilities based on high technologies, as well
as the strengthening of the technopark institution.
Technoparks have begun to play a significant role
in strengthening the country’s industrial and export
potential, intensifying the development of the non-
oil sector, diversifying the national economy, and
ultimately implementing new economic
mechanisms. Since technoparks operate as efficient
economic mechanisms that integrate science and
innovation activities — key elements of these fields
— they are typically tasked with achieving strategic
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objectives. The process of diversifying the
Azerbaijani economy through high-tech economic
sectors is accelerating. The establishment of such
technoparks will play a significant role in ensuring
the sustainable development and competitiveness of
our national economy, expanding innovation and
high-tech sectors based on scientific and
technological achievements, and increasing the
range of export-oriented products that meet high
international standards. On the other hand,
accelerating the development of non-oil sectors in
the post-oil era is crucial for addressing structural
problems in the national economy and significantly
intensifying the diversification of the national
economy under current conditions.

In addition, in this context, it is long overdue to
increase the role of the service sector alongside the
real economy sectors in the diversification of the
national economy. At present, the demand for high-
quality types of services has increased significantly.
Along with this, considering our country’s transit
potential, the demand of domestic and foreign
enterprises and companies for a wide range of trade
and transport services is growing. The expansion of
port infrastructure and the logistics system in our
country also indicates the increasing role of
services. Through the expansion of services, the
formation of new productive sources and potential
in solving the problems of diversifying the national
economy should be seriously considered and
evaluated. Expanding the development of non-oil
sectors and aligning the scope of the service sector’s
activities with its potential will play a significant
role in the near future in reducing the national
economy’s dependence on oil and will have a
notably positive impact on the effective
diversification of the national economy. For
example, similar analogous economic development
processes attract attention in the world experience
of oil-dependent countries. Norway’s oil resources
have become a fundamental factor in the
diversification of its economy. However, later the
Norwegian government was able to minimize oil
dependence by developing a highly advanced
industrial complex and processing sectors, as well
as a wide range of service sectors, thereby creating
a solid foundation for the long-term stability of the
country’s socio-economic development. In order to
reduce the national economy’s dependence on oil
and accelerate the solution of diversification
problems, the creation of a network of competitive,
export-oriented  enterprises based on high
technologies, the training of highly qualified
personnel, the efficient utilization of human
potential, and the improvement of the effectiveness
of utilizing the country’s tourism potential should

be objectively assessed and evaluated.

The diversification of the national economy
should be regarded as a serious modern challenge
for the national economies of oil-producing
countries. Moreover, it is hardly possible to model
the development of the national economy and
diversify its structure without addressing the
problems of economic diversification. Indeed,
without sources of productive growth and
competitive production and service sectors,
maintaining the growth dynamics of the national
economy and ensuring macroeconomic stability
during global crises becomes a rather complex task.
The diversification of the national economy and the
provision of mobility and productivity in its
structure require the balancing and improvement of
numerous complex economic components.

The economy must possess strong immunity and
defence mechanisms to protect itself from any
external or internal shocks, make the most efficient
use of its self-development capabilities, regulate the
interconnections of economic sectors with mutual
interaction effects, and give preference to
mechanisms and development directions adequate
to the overall economic system. The national
economy cannot remain closed; therefore,
appropriate operational mechanisms for elements of
an open economy must be developed. Measures
should be taken to protect and strengthen the
country’s economic sovereignty and economic
security, and each of these measures should
prioritize the activities of economic sectors that
enable the expansion of the national economic
structure and the increase of its efficiency. The
manoeuvrability and competitiveness of the
national economy are based on its improved and
diversified structure.

The diversification of the national economy’s
structure necessitates addressing the mentioned
problems and activity directions, as well as
simultaneously implementing profound structural
changes. Indeed, without addressing the issue of
diversification, it is impossible to inject new
dynamism into economic development processes.
In the majority of countries worldwide, carrying out
structural reforms has acted as a fundamental
component of diversifying the structure of the
national economy. Currently, decisive steps are also
being taken in this direction in Azerbaijan. The
strategic goals for the development of the national
economy have been determined, structural changes
have begun, measures to improve economic
management have been expanded, and most
importantly, practical steps to accelerate the
development of various non-oil sectors have been
intensified. All such measures have created a solid
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foundation for significantly diversifying the
country’s economy.

Determining a more optimal version of the
national economy’s structure and effectively
conducting the process of economic diversification
requires addressing a large number of complex
tasks.

Conclusions and perspectives of further
research. The diversification of the national
economy should be carried out by taking into
account every factor that enables sustainable and
proportional development of the country’s
economy, including the development priorities of
the regions. When diversifying the economy,
aspects such as the development of regions in terms
of economic priorities, the potential for expanding
economic sectors, resource availability, and more
productive use of labour resources should be
considered through a comprehensive approach. In
this case, the effectiveness of the main mechanisms
of national economic development is ensured, while
also creating additional opportunities to maintain
and regulate the proportions of economic growth.
Otherwise, certain regions or national territories
may lag behind the overall level of economic
development, leading to disproportions in the

development of the national economy and
potentially lowering its competitiveness.

It should be noted that the main economic
priorities of our country impose new demands over
certain periods, and it is impossible to ignore them.
In the modern era, improving and renewing the
national economic development model has become
an inevitable requirement. While addressing this
issue, not only should the complex structural
changes currently faced by the national economy be
considered, but also the future strategic goals of the
economic development model must be taken
seriously. In the processes of improving the
economic development model and renewing the
structure of the national economy, every feature of
the complex and wide-ranging relationships
between producers and consumers must be deeply
studied, and appropriate mechanisms should be
developed and put into circulation. Currently, the
main goal of Azerbaijan in the direction of national
economic diversification is to incorporate new and
universal economic mechanisms into its unique
development model and to achieve significant
progress in expanding the structure of the national
economy through modelling the development of the
non-oil sector.
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