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revenue, tax evasion, Azerbaijan This paper presents an economic analysis of the tax
system in Azerbaijan, focusing on its structure,
efficiency, and impact on economic growth and
development. The study aims to provide insights into
the strengths and weaknesses of the tax system,
identify potential areas for improvement, and offer
policy recommendations for optimizing its
effectiveness. Based on the findings of the analysis,
several policy recommendations are proposed to
enhance the efficiency and effectiveness of the tax
system in Azerbaijan. These recommendations
include streamlining tax administration processes,
improving tax compliance through simplified
regulations and electronic filing systems, promoting a
more balanced tax burden across sectors, and
exploring options for tax reform to incentivize
investment and foster economic growth.
In conclusion, this economic analysis provides a
comprehensive evaluation of the tax system in
Azerbaijan,  highlighting its  strengths and
weaknesses. By offering policy recommendations, the
study aims to contribute to ongoing discussions on
tax reform and optimization, ultimately supporting
the country's goals of sustainable economic
development and prosperity.
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Introduction

The tax system of a country plays a crucial role in shaping its economic landscape. It
serves as a means of generating revenue for the government, financing public expenditure,
and promoting economic growth and development. An effective and well-designed tax
system can contribute to a stable and sustainable economy by incentivizing investment,
encouraging entrepreneurship, and ensuring equitable distribution of resources.

This economic analysis focuses on the tax system of Azerbaijan, a country located in the
South Caucasus region of Eurasia. Azerbaijan has undergone significant economic
transformations since gaining independence in 1991, transitioning from a centrally planned
economy to a market-oriented system. The tax system has played a crucial role in this
transition, supporting economic diversification and attracting foreign (Musayev, Sadigov,
Kalbiyev, et.al. 2010).

Azerbaijan's tax system comprises various taxes levied on individuals, businesses, and
other entities. These taxes include income tax, value-added tax (VAT), corporate tax, property
tax, and customs duties, among others. Each tax has its specific purpose, and the rates and
regulations associated with them are subject to periodic changes to align with the country's
economic objectives.

This analysis aims to provide an overview of Azerbaijan's tax system, exploring its
structure, key features, and the impact it has on the country's economy. By examining the
strengths and weaknesses of the tax system, we can gain insights into its effectiveness in
promoting economic growth, encouraging investment, and ensuring fiscal sustainability.
Furthermore, this analysis will delve into the recent reforms and initiatives undertaken by the
Azerbaijani government to improve the tax system. These reforms might include
simplification of tax procedures, reduction of tax burdens, and measures to enhance
transparency and compliance.

By critically assessing the tax system of Azerbaijan, we can better understand its role in
shaping the country's economic performance and identify potential areas for improvement.
Ultimately, this analysis aims to contribute to the ongoing discussions surrounding tax policy
and reform in Azerbaijan and provide valuable insights for policymakers, businesses, and
researchers interested in the country's economic development.

The actuality of the subject

It is important to understand the essence of the tax reforms carried out in Azerbaijan in
recent years, the introduction of concessions in the field of entrepreneurship, and the
strategic road maps adopted for the development of the economy. It is also important to look
at the results and expectations of these complex measures, to continue such measures in the
future, to apply the optimal tax system, to provide concessions to exemplary tax payers, and
to give recommendations and suggestions for the development of entrepreneurship, which
is the leading force of the economy.

Previous research

When conducting an economic analysis of a tax system, researchers typically examine
various aspects, including the structure of the tax system, tax rates, tax incentives, tax
administration, and the economic impact of the tax policies. They may also assess the
efficiency, equity, and effectiveness of the tax system.
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To find previous research on the economic analysis of the tax system in Azerbaijan, it
can be consider the following steps:
Academic Databases: Search academic databases such as JSTOR, Google Scholar, or EconlLit
using relevant keywords like "tax system," "Azerbaijan," "economic analysis," or similar
combinations. These databases contain a wide range of scholarly articles, economic journals,
and conference papers that may have explored the topic.
Government Publications: Explore official government websites such as the Ministry of Taxes
or the State Statistical Committee of Azerbaijan. These sources often publish reports, studies,
or policy documents related to the tax system and its economic analysis.
International Organizations: Check reports and publications from international organizations
like the International Monetary Fund (IMF), World Bank, or the Organisation for Economic
Co-operation and Development (OECD). These organizations often conduct country-specific
analyses, including assessments of tax systems, which may include Azerbaijan.
Universities and Research Institutes: Look for research papers or studies conducted by
universities or research institutions in Azerbaijan. These organizations often publish their
research findings on their websites or through academic journals.
Contribution for research

Economic analysis of the tax system in Azerbaijan can provide valuable insights into the
country's fiscal policies, revenue generation, and overall economic performance. By
examining the tax system's structure, efficiency, and its impact on various economic
indicators, researchers and policymakers can identify strengths, weaknesses, and
opportunities for improvement. Here are some contributions an economic analysis of the tax
system in Azerbaijan could make:
Revenue Generation and Budgetary Impact: The analysis would assess the efficiency and
effectiveness of the tax system in generating revenue for the government. It would explore
the composition of tax revenue, including direct and indirect taxes, and how they contribute
to the national budget. This information is crucial for understanding the government's
financial capacity to fund public goods, services, and investments.
Distributional Impact: A comprehensive analysis would also shed light on the distributional
impact of the tax system. It would reveal whether the system is progressive, regressive, or
proportional, and its implications for income inequality and poverty levels. Understanding
how taxes affect different income groups can help policymakers design more equitable tax
policies.
Economic Growth and Investment: The study would assess how the current tax system
influences economic growth and private sector investment in Azerbaijan. It would examine
how taxation affects business decisions, entrepreneurship, and foreign direct investment
inflows. By identifying any bottlenecks or incentives for economic activity, policymakers can
make informed adjustments to promote sustainable growth.
Tax Compliance and Administration: Analyzing the tax system would also involve an
evaluation of tax compliance rates and the efficiency of tax administration. High compliance
rates indicate a robust tax collection mechanism, while low compliance can highlight areas of
improvement, such as simplification of tax laws and enhanced enforcement.
International Competitiveness: Understanding the tax system's impact on the country's
international competitiveness is crucial, particularly in attracting foreign investment and
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fostering trade relations. An economic analysis would compare Azerbaijan's tax policies with
those of other countries in the region to identify potential advantages or disadvantages.

Tax Policy Recommendations: Based on the findings of the analysis, researchers can propose
policy recommendations to optimize the tax system in Azerbaijan. These suggestions may
include tax rate adjustments, base broadening measures, simplification of tax laws, and
targeted tax incentives to promote specific sectors or activities.

Long-term Fiscal Sustainability: An economic analysis can also assess the tax system's
contribution to long-term fiscal sustainability in Azerbaijan. By analyzing revenue and
expenditure trends, the study would help identify potential fiscal risks and suggest measures
to ensure fiscal stability over the medium and long term.

Overall, an economic analysis of the tax system in Azerbaijan is essential for evidence-
based policymaking and improving the country's economic performance. It would help create
a more efficient, equitable, and sustainable tax system that supports economic growth and
social welfare.

Research Method

To conduct an economic analysis of the tax system in Azerbaijan, various research
methods can be employed. Here are some common research methods that can be used in
this context:
Literature Review: it begins by conducting a comprehensive review of existing literature on
the tax system in Azerbaijan. This involves studying academic papers, reports, policy
documents, and publications from government agencies, international organizations, and
research institutions. It helps to understand the existing knowledge and identify any research
gaps or areas of interest.
Data Collection: it is gathered relevant data on the tax system in Azerbaijan. This includes
information on tax rates, tax revenue, tax structure, tax incentives, tax compliance, and
economic indicators. Data can be obtained from government sources such as tax authorities,
statistical agencies, and finance ministries. Additionally, international organizations like the
International Monetary Fund (IMF) and World Bank also provide relevant data.
Quantitative Analysis: We utilized quantitative methods to analyze the tax system in
Azerbaijan. This involves applying statistical techniques to the collected data. For example, it
can be examine the relationship between tax rates and tax revenue, assess the progressivity
of the tax system, or evaluate the impact of tax incentives on investment and economic
growth. Regression analysis, econometric modeling, and cost-benefit analysis are common
guantitative tools used in such analyses.
Qualitative Analysis: We conducted qualitative research to gain insights into the tax system
from the perspective of taxpayers, tax officials, and other stakeholders. Qualitative analysis
helps in understanding the challenges, perceptions, and behaviors related to the tax system,
as well as identifying potential areas for improvement.
Comparative Analysis: We compared the tax system in Azerbaijan with similar countries or
regions. This allows for benchmarking and assessing the strengths and weaknesses of the
system. By studying the experiences of other countries, it can be identify best practices, policy
implications, and potential reforms for Azerbaijan's tax system.
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Policy Analysis: We analyzed the impact of existing tax policies and propose potential policy
reforms. This can involve simulating the effects of policy changes using economic models or
conducting cost-effectiveness analyses. It also requires considering the broader
socioeconomic context and goals of the country, such as promoting economic growth,
reducing inequality, or improving tax administration.

It's important to note that the specific research methods chosen depend on the
research objectives, available data, and available resources. A combination of quantitative
and qualitative approaches is often employed to gain a comprehensive understanding of the
tax system and its economic implications.

Model of analysis

When conducting an economic analysis of the tax system in Azerbaijan, several key
components need to be considered. These include the structure of the tax system, the impact
of taxes on various economic agents, the efficiency of tax collection, and the overall effect on
economic growth and development. Here's a model of analysis for the economic analysis of
the tax system in Azerbaijan:

Tax Structure:

a. To identify the different types of taxes in Azerbaijan, such as income tax, value-added tax
(VAT), corporate tax, property tax, etc.

b. To analyze the tax rates and thresholds for each type of tax.

c. To examine the distribution of tax burdens across different income groups and economic
sectors.

Tax Impact:

a. To evaluate the impact of taxes on individuals, households, and businesses in Azerbaijan.
b. To assess the progressivity or regressivity of the tax system and its effect on income
distribution.

c. To determine the impact of taxes on the behavior of economic agents, such as work effort,
consumption patterns, and investment decisions.

Tax Efficiency:

a. To assess the efficiency of tax collection mechanisms and administrative procedures in
Azerbaijan.

b. To evaluate the compliance costs for taxpayers and the effectiveness of tax enforcement.
c. To analyze the tax administration's ability to detect and deter tax evasion and avoidance.
Economic Growth and Development:

a. To examine the overall impact of the tax system on economic growth in Azerbaijan.

b. To assess the role of taxes in promoting or hindering investment, entrepreneurship, and
innovation.

c. To evaluate the effectiveness of tax incentives and exemptions in attracting foreign direct
investment (FDI) and fostering economic development.

International Comparisons:

a. To compare the tax system in Azerbaijan with those of other countries in the region or with
similar economic characteristics.

b. To identify best practices and areas for improvement based on international benchmarks.
c. To consider the potential impact of tax reforms or policy changes in neighboring countries
on Azerbaijan's tax system.
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Policy Recommendations:

a. To based on the analysis conducted, identify strengths and weaknesses of the tax system
in Azerbaijan.

b. To propose policy recommendations for improving the efficiency, equity, and simplicity of
the tax system.

c. To consider the potential trade-offs between different policy options and their overall
impact on economic growth and development.

It's important to note that conducting a comprehensive economic analysis of the tax system
in Azerbaijan requires access to relevant data, including tax revenue statistics, economic
indicators, and household income data.

Research phenomenon

The research phenomenon in this case is the economic analysis of the tax system in
Azerbaijan. The study aims to investigate and examine various aspects of the tax system in
Azerbaijan, such as its structure, efficiency, equity, and impact on economic growth and
development. The research phenomenon involves analyzing the existing tax policies,
identifying their strengths and weaknesses, and assessing their overall effectiveness in
achieving desired economic outcomes. The study also explores potential reforms or
improvements to the tax system based on the findings of the analysis.

Result and Discussion

Each state forms its tax system according to the current economic potential of its
country. It should be noted that international experience should also be learned while this
system is being formed. As we know, the tax system is characterized by various indicators,
and the most important among these economic indicators is the tax burden. To reveal the
essence of the concept of tax burden, it is necessary to look at it at two levels. First of all, we
should note that the tax burden determined by the ratio of the volume of tax revenues to the
budget to the volume of the gross domestic product (GDP) is considered a macroeconomic
level (Abbasov, 2010). At the micro level, the tax burden is the part of the total income of a
specific taxpayer that is transferred to the budget. As one of the important factors that
determine the efficiency of the tax system, the positive effect of not deducting more than 30-
40 percent of taxpayers' income in determining the amount of tax burden has been
scientifically and practically proven. The ratio of the state's tax revenues from foreign and
domestic trade is also one of the important economic indicators characterizing the tax system.
This indicator is naturally directly related to the fact that the state exports or imports more
products. This difference can be explained by the fact that export duties in countries that
export more products are either very low or non-existent. Cases of export duty at this level
are more common in highly developed countries, where the role of taxes applied to domestic
trade in the formation of the budget increases. In countries with a low level of development,
more imports of ready-made products lead to a higher share of the taxes imposed in this
direction in the budget. In addition to the indicators listed above, it is necessary to mention
the indicator of the ratio of direct and indirect taxes, which is as important as them. This
economic indicator used to characterize the tax system is directly related to the country's
level of development (Kalbiyev, 2011). From an economic point of view, the amounts of
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income tax, property tax, and insurance deductions in economically developed countries are
higher than in other countries.

It is an undeniable fact that tax policy plays an important role in the efficiency of the tax
system. The implemented tax policy is mostly related to issues related to budget formation,
which is based on the norms that ensure budget regulation, planning and control
(Mammadov, Seyfullayev, 2013). Taking into account the economic characteristics of the
state in the current situation, that is, applying the tax policy in an economically justified
manner, implies the collection of financial resources by the most optimal means. The tax
policy implemented by the states must be legally approved and create conditions for the
revival of reproduction. The main goal of this policy is to ensure the development of economic
relations, along with organizing a legally justified and balanced collection process for taxable
persons (Gasimov, 2010).

In general, the tax policy of the state is determined by its active participation in the
reproduction process, despite the political-economic and other differences, where the main
goal is to solve the economic and social problems facing the society. This process, in turn, has
a direct impact on the formation of tax policy.

The tax policy applied in Azerbaijan is carried out in accordance with the liberation of
the tax burden, the achievement of an increase in collections without various concessions to
taxpayers, the creation of a transparent investment environment in the country, equal
treatment of taxpayers, the development of entrepreneurship and, in the context of all this,
the improvement of the social condition of the country's citizens (Mammadov, 2010)

In order for the tax policy implemented by the state to be effective, it is first necessary
to look at the principles of its formulation. The tax policy applied in our country is based on
the following principles:

- formation of a single base of tax legislation, promotion of tax culture;

- to establish a suitable system for taxpayers to do their work in an easy way and to

fundamentally protect their rights;

- maintaining the optimal state of the tax burden;

- establishment of mixed relations between tax service authorities and other state

institutions;

- establishment of comfortable conditions for employees of the ministry and tax

authorities subordinate to the ministry and implementation of their social protection;

- Studying international experience and applying it to the existing tax system without

touching the single basic principles of tax legislation;

- promotion of entrepreneurship and investment activity,

- to simplify the tax legislation.

The main goals of the tax policy of the Republic of Azerbaijan implemented in

accordance with the mentioned principles are the following:

- carrying out work to carry out free economic activities in our republic;

- to stimulate the export capacity of the country;

- form an effective tax policy in the direction of development of the investment

environment;

- to systematize the information provision of the tax system in one base;
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- strengthen control and responsibility measures to prevent tax evasion during the tax
collection process;

- to carry out educational work in the direction of accounting of taxpayers' receipts in
accordance with the requirements of the legislation;

- to be able to provide comfortable services to taxpayers, to strengthen the material
and technical support of these institutions for the useful work of the employees of the
ministry and tax authorities subordinate to the ministry (Mammadov at all. 2010).

In general, we can note that these goals may not be the same for every state. Because
the tax environment is formed according to the economic situation of each country. In order
to achieve the goals set in the direction of the implementation of the tax policy in Azerbaijan,
regular preventive measures are taken.

The impact of the sectors of economy on tax revenues

It is important to highlight that the growth rate of tax revenues has surpassed the
growth rate of GDP due to comprehensive tax service reforms. These reforms have resulted
in improved tax legislation, better tax administration, and strengthened tax control. As a
result, previously unidentified potential tax bases have been identified and effectively taxed.

In 2019, the State Tax Service under the Ministry of Economy contributed 7,672.6
million manat to the state budget, surpassing the forecast by 104.9%. This amount also
represented a 3.8% increase (283.6 million manat) compared to 2018. The increase in tax
revenues in 2019 can be attributed to several factors, including the gradual emergence of the
economy from the informal sector, higher levels of voluntary tax payments, and ongoing tax
reforms focused on improving tax legislation, administration, and the overall regulatory
framework.

The purposeful tax reforms, as evidenced by the provided table, have not only improved
the country's tax legislation and administration but have also had a positive impact on GDP,
budget revenues, and overall tax revenues. These reforms have stimulated and diversified the
economy, resulting in growth in both the oil and non-oil sectors, ultimately leading to
increased tax revenues (Samadzade, 2010).

The table and diagram further demonstrate that in 2019, the non-oil sector accounted
for a significant portion of tax revenues, with 5,432.3 million manat or 70.8% of total tax
revenues coming from this sector. On the other hand, the oil sector contributed 2,415.0
million manat or 29.2% of tax revenues. In comparison to 2018, tax revenues from the non-
oil sector saw a substantial increase of 458.3 million manat or 10.9%. Overall, tax revenues
from the non-oil sector continue to exhibit dynamic growth.
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Table 1.
Impact of tax revenues on growth dynamics of GDP and budget revenues as a result of
changes in tax legislation (State Tax Service)

Gross Budaet Specific u:rﬂzl:ﬁ
Years/ Domestic 9 Tax revenues, weight of tax 9
N revenues, - . tax revenues
Indicators Product, i million manat revenues in ,
i million manat . in budget
million manat GDP in% _
revenues, in%
2000 47181 7146 510.4 10,8 7.4
2001 5315.6 7850 579.6 10,9 73.9
2005 125225 2055,2 14277 11.0 69,5
2007 283605 6006.6 4 549.3 16,1 75,7
2009 35601.5 103259 4113 4 11,6 39,8
2010 42465,0 11403.0 4292 .8 10,1 37.6
2011 52082.0 157007 54751 10,5 34,9
2012 53995,0 172815 6 0254 11,2 34.9
2013 577082 19496,3 7654,.2 13,3 39,3
2014 58182.0 18400.6 1137 12,2 38.7
2015 543800 17498,0 7118.2 14,4 449
2016 599877 17505,7 70156 11,7 40,1
2017 701351 165167 6 973.5 9.9 422
2018 79797.3 225354 74155 9.3 32,9
2019 81681,0 241996 T672.6 9.4 3.7
e 83321,5 241345 7875,0 13,5 465
(prognoz)

Source: https://www.stat.qov.az/source/system _nat_accounts/

Table 2.
Execution of tax revenues by sectors of the economy, (min. manat)
. Compared to
Indicators/ 5451 2016 2017 2018 2019 2020 5413 in 2019,
Years (forecast) j
in%
Total 71183 70156 69735 74155 7672.6 7875.0 99,4
Oil sector 20899 16101 1784,0 24415 2240,3 21800 1108
Non-oil 50284 54055 51895 4974,0 5432.3 5995,0 96,0
sector

Source: https://www.stat.gov.az/source/system nat _accounts/
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Figure 1. Tax revenues from the non-oil sector, (mIn. manat)
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Figure 2. Tax revenues from oil and non-oil sectors of the economy
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Compared to 2018, tax revenues from the non-oil sector increased in almost all
categories except for income tax, simplified tax, and other revenues. The diagram illustrates
that tax revenues from the non-oil sector experienced significant growth. Specifically, there
was a 16.4% increase in value-added tax (VAT), a 12.6% increase in income tax, and a
significant 4.7-fold increase in excise taxes.

Table 3.
Execution of tax revenues by sectors of the economy, (min. manat)

Calculated

Difference

Paid

Difference
Difforence

2018 2010, o e ) 2018 2019 in the

amount n% amount n %
Total 82214 02372 158 02 TA15.5 76726 2571 35
Oil sector 141 2441 4 22402 2012
Non-oil sector 54048 A9 % 2345 a0 49741 543124 4581 9.2
On Baku 18 51431 2887 59 L6560 4745 2
DVX, maGsi M40 13866 264 08 2854 11809 205 6 69
10 major 174.0 1 149
taxpayers
PSA other BO&2 740.2 G na 2059 B64. 11.8 4.6
Others o 1 1944 ] 1 19 t
DVX, BRGEI 13583 16656 307.3 226 128 14531 1706 133
DVX, BKsiBl 909 ¥, 0.2 11 3
avl, total S50 4 5961 1459 2645 106 L | Ben 18

Source: https.//www.stat.qov.az/source/system nat _accounts/

Table 4.
Data on tax revenues by the sectors of economy, (min. manat)

Tax revenues on the areas of activity
of the non-oil sector

Areas of activity

Difference, in %

2018 2019
Total 49740 54323 9,2
Industry 1353.8 1356,1 0,2
Trade 6014 644,7 1.2
Service 913,6 958,0 49
Banking and insurance 3016 400,3 32,7
Construction 823,8 902,3 9,5
Transport 243,7 259,0 6,3
Communication 2724 352,2 29,3
Agriculture 71 9,2 29,5
Other 456,6 550,6 20,6

Source: https://www.stat.qov.az/source/system _nat_accounts/

The table data reveals that the majority of tax revenues in the oil sector, ranging from
60% to 74%, come from the State Oil Company of Azerbaijan (SOCAR). In contrast, tax
revenues in the non-oil sector primarily stem from Baku, accounting for 87.5% to 89.7%, while
the territorial tax authorities collect only a small portion, around 10% to 11%.
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When considering tax revenues by sectors of the economy, it becomes evident that in
2019, tax revenues in the non-oil sector amounted to 5432.3 million manat, indicating a 9.2%
increase compared to 2018. The non-oil sector contributed 70.8% to the total tax revenues.
Notably, the banking and insurance sector experienced the highest growth in the non-oil
sector, with a 32.7% increase, followed by agriculture (29.5%) and communication (29.3%).

Table 4 highlights that the industry sector accounts for the largest share of tax revenues
by areas of activity, comprising 25%. However, the service, construction, and trade sectors
also play a significant role in generating tax revenues. Tax revenues in these sectors are
relatively low due to exemptions for agricultural producers from income tax, VAT, simplified
tax, property tax, and income tax for individuals engaged in entrepreneurial activities. In 2019,
compared to 2018, tax revenues increased in the industry sector by 2.3 million manat, trade
by 43.3 million manat, services by 44.4 million manat, banking and insurance by 98.7 million
manat, construction by 78.5 million manat, transport by 15.3 million manat, agriculture by
2.1 million manat, and other areas by 94 million manat.

The State Tax Service implemented improvements in VAT administration, resulting in
increased VAT revenues across various sectors of the economy. A comparison between 2018
and 2019 revealed significant increases in VAT revenues: 9.6% in the industry sector, 44.1%
in trade, 12.1% in services, more than double in banking and insurance, 38.7% in transport,
and over five times in agriculture. Overall, the economy experienced a 16.4% increase in VAT
revenues.

To provide a breakdown of the specific gains in each sector, the volume of VAT revenue
in the industry sector rose by approximately 39 million manat. In the trade sector, VAT
revenues increased by 112 million manat, while the service sector saw a rise of 38.3 million
manat. The communication sector experienced a boost of 21.6 million manat. Collectively,
these increases amounted to approximately 266 million manat across all sectors of the
economy.

The impact of changes in tax rates on the tax burden

A well-designed tax system should not only fulfill the state's financial needs but also
foster the interests of taxpayers in entrepreneurial activities and encourage them to
continuously seek ways to enhance economic efficiency. The tax burden on economic entities
is considered an indicator of the tax system's quality, which is a result of the state's
implemented tax policy.

To achieve an optimal distribution of the tax burden across sectors, it is important to
determine the ultimate limit of the tax burden while considering its economic impact on tax
revenue growth. This approach allows for the creation of a model that promotes
entrepreneurship development, increases state budget revenues, and safeguards the
interests of both the state and taxpayers.

The tax burden encompasses various factors, including tax rates, the presence of tax
privileges, the growth rate of different economic sectors, the efficiency of tax control, and
other relevant indicators (refer to Table 6).

In 2019, the tax burden on the State Tax Service's revenues amounted to 9.4%.
Specifically, the non-oil sector experienced a tax burden of 10.8%, while the oil sector faced
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a burden of 7.2%. In 2018, the tax burden indicators were slightly lower at 9.3%, with the non-
oil sector at 10.8% and the oil sector at 7.4%.

These statistics demonstrate that the state's tax legislation and tax administration
reforms have produced positive outcomes. The tax legislation has been aligned with
international standards, and several normative documents have been enacted to improve tax
administration. These reforms draw upon the experiences of advanced nations,
recommendations from international financial institutions, outcomes from engagements with
tax administrations of developed countries, and collaborative conferences and seminars.

Table 5.
Data on VAT revenues on the sectors of the economy, (thousand manat)

Oifterence

Arear of acivity
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Perientage
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Produc ton T ) MNETTIN s 1
Trade WO A 5558 9 1Y "
Ratall trade
Wholesale trade e . “ ) oL
Serviee AL AR 1A r MM

InCRoding PLA without vthers VS 4 AT VR

L R I S ) ted
Comtruiton 1A O A "l

i hediong PSA without athers

GDP

Teamagart
Comerenenic ation
Agricuiture
Other

TOTAL

Source: https.//www.stat.qov.az/source/system nat accounts/

Table 6.

Data on tax burden, (min. manat)

Years

GDP on the oil sector

GDP on the non-oil sector

Tax revenues

Taxes on the oil sector

Taxes on the non-oil sector

Tax revenues on the oil sector, in %

Tax revenues on the non-oil sector, in %

Tax burden on the State Tax Service, in %

On the oil sector

On the non-oil sector
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2014

58182,0
24968,4
332136
71136
28071
4306,5
39,5
60,5
12,2
11,2
13,0

2015

54380,0
16459,6
379204
7118,2
2089,8
50284
29,4
70,6
13,1
12,7
13,3

2016

599877
20584,6
394031
7015,6
1610,1
5405,5
23,0
77,0
11,7
78
13,7

2017

70135,1
26073,2
44061,9
6973,5
1784,0
5189,5
25,6
74,4
9,9
6,8
11,8

Source: https://www.stat.qov.az/source/system nat _accounts/

2018

797973
32904,2
46893,1
7415,5
2441,5
4974,0
329
67,1
93
74
10,6

2019

816810
312899
503911
76726
2240,3
54323
29,2
708
94
7.2
10,8

https://equatorscience.com/index.php/jabter



https://equatorscience.com/index.php/jabter
https://www.stat.gov.az/source/system_nat_accounts/
https://www.stat.gov.az/source/system_nat_accounts/

P-ISSN 2828-4976
Vol. 2, No. 6, August 2023 E-ISSN 2808-263X

20 19,6 19,6
18,8
18,2 18,2
17,4
16,9 17 '
16,7 16,4
15
131
12,2
11,2 11,5 11,7

10,1 10,5 -
10 d 93 9,4
5
a I

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

B Tax burden m Tax and compulsory social security payment

Source: https://www.stat.qgov.az/source/system nat accounts/
Figure 4. The impact of changes in tax rates on the tax burden

The tax system of any country plays a crucial role in shaping its economy. Azerbaijan, a
country located in the South Caucasus region, has undergone significant economic
transformations since gaining independence in 1991. In this context, an economic analysis of
the tax system in Azerbaijan can provide insights into its effectiveness, efficiency, and impact
on the overall economy (Tax Code of the Republic of Azerbaijan, 2016).

Tax Revenue and Structure:

Azerbaijan's tax revenue primarily comes from three main sources: income taxes, value-
added tax (VAT), and excise taxes. Income taxes are levied on both individuals and
corporations, with progressive rates ranging from 14% to 25%. VAT is imposed on the supply
of goods and services at a standard rate of 18%. Excise taxes are applied to specific goods
such as tobacco, alcohol, and petroleum products.

Effectiveness:

The effectiveness of a tax system can be assessed based on its ability to generate
revenue for the government. In recent years, Azerbaijan has made progress in increasing tax
revenues, which have contributed to the country's fiscal stability. This can be attributed to
the government's efforts to improve tax administration, reduce tax evasion, and broaden the
tax base (A.R, 2020a).

Efficiency:

Efficiency is an essential aspect of any tax system, as it determines the economic burden
imposed on taxpayers. A well-designed tax system minimizes administrative costs and
provides incentives for economic growth and investment. In Azerbaijan, efforts have been
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made to simplify tax procedures and reduce compliance costs for businesses. This has helped
improve the efficiency of the tax system, making it more conducive to economic activity.
Tax Compliance:

Tax compliance, or the extent to which taxpayers meet their tax obligations, is a crucial
factor in the functioning of a tax system. Azerbaijan has implemented various measures to
enhance tax compliance, including the introduction of electronic tax filing systems and the
establishment of a tax ombudsman's office. These initiatives have aimed to create a
transparent and fair tax environment, reducing opportunities for tax evasion and fostering
voluntary compliance (A.R, 2020b).

Investment Climate:

The tax system can significantly influence the investment climate of a country. In
Azerbaijan, the government has taken steps to attract foreign direct investment (FDI) by
offering tax incentives and benefits to investors. These measures include exemptions from
income tax, property tax, and customs duties for certain industries and regions. By creating a
favorable tax environment, Azerbaijan has sought to stimulate investment and promote
economic growth (A.R, 2020c).

Challenges and Future Considerations:

Despite the progress made, the tax system in Azerbaijan still faces some challenges.
These include a relatively narrow tax base, overreliance on oil revenues, and the need to
diversify the economy. To address these issues, the government has initiated reforms aimed
at expanding the tax base, reducing the informal economy, and improving tax collection.
Additionally, there is an ongoing focus on enhancing tax administration, improving
transparency, and increasing public awareness of tax compliance (Tax Encyclopedia, 2013).
In conclusion, the economic analysis of the tax system in Azerbaijan reveals both positive
developments and areas for improvement. Efforts to increase tax revenues, enhance
efficiency, and improve tax compliance have contributed to the country's economic stability
and investment climate. However, challenges such as diversification and expanding the tax
base remain ((Ministry of Taxes of the Republic of Azerbaijan: 2000-2015 (Overview), 2015).
The ongoing reforms in Azerbaijan's tax system demonstrate the government's commitment
to creating a sustainable and business-friendly environment for economic growth.

Conclusion

The tax system in Azerbaijan has been subject to economic analysis, providing insights
into its structure and impact on the country's economy. This analysis examines various
aspects of the tax system, including tax rates, revenue collection, and the effectiveness of tax
policies.

One key aspect of the tax system in Azerbaijan is its reliance on oil and gas revenues. As
a major oil-producing country, Azerbaijan heavily depends on these resources for its
economic growth and government revenue. The analysis recognizes the importance of
diversifying the economy and reducing this reliance on oil and gas, as it leaves the country
vulnerable to fluctuations in global energy markets.

In terms of tax rates, Azerbaijan has implemented a relatively low and flat income tax
rate, which is set at 14%. This low rate aims to incentivize economic activity and attract foreign
investment. However, some experts argue that this flat rate may not effectively address
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income inequality and could benefit higher-income individuals more than lower-income
groups.

Furthermore, the analysis highlights the need for a more efficient tax collection system
in Azerbaijan. The government has made efforts to modernize tax administration and improve
compliance, but there is still room for improvement. Strengthening tax administration can
help increase revenue collection and reduce tax evasion, leading to a more sustainable and
fair tax system.

The economic analysis also emphasizes the importance of targeted tax policies to
support key sectors and promote economic development. For instance, Azerbaijan has
implemented tax incentives for industries such as agriculture, tourism, and technology,
aiming to stimulate growth and diversify the economy. Evaluating the effectiveness of these
incentives and ensuring they align with broader economic goals is crucial for sustainable
development.

In conclusion, the economic analysis of Azerbaijan's tax system sheds light on its
strengths and areas for improvement. Diversifying the economy, addressing income
inequality, improving tax administration, and implementing targeted tax policies are some of
the key recommendations to enhance the effectiveness and fairness of the tax system in
Azerbaijan.
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