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Basis of Assessment:  This document draws on legal assessment work conducted by the Bank (see 
www.ebrd.com/law) and was last updated during the preparation of the 2010 EBRD Strategy for Azerbaijan, 
reflecting the situation at that time.  The assessment is also grounded on the experience of the Office of the 
General Counsel in working on legal reform and EBRD investment activities in Azerbaijan and does not constitute 
legal advice. For further information please contact ltt@ebrd.com . 



1. Overall Assessment  
 
Azerbaijan has seen robust economic growth over the last three years, but it still faces major 
transition challenges in most sectors. The legal system is in transition. Although a new constitution 
was adopted in 1995 and legislation conducive to foreign investment has been passed, the division 
between the executive and the judiciary is very weak, and the rule of law is undermined by 
inexperience and malpractice. The legal system remains politically dependent and opaque and 
corruption is widespread, which may hinder investment. The implementation of laws and 
regulations may be subject to significant delays. Regulatory bodies are also often subject to 
excessive bureaucracy, which complicates doing business in Azerbaijan. The political dependence 
of the judiciary is a major challenge which is unlikely to be resolved any time soon given the lack 
of institutional transparency in the country. The government has nonetheless taken steps to improve 
regulatory practices. Newly introduced schemes such as a one-stop shop for registration of the 
businesses and property have helped Azerbaijan to improve its regulatory environment, a trend that 
the government is likely to continue in the future. 
 
On the other hand, the recent EBRD Assessments of the individual areas relevant to investment 
activities revealed that the legal framework of Azerbaijan needs further development before it can 
be considered in compliance with international standards. Previous assessments have yielded the 
same results. The situation suggests that the government has not taken necessary steps in order to 
develop the legislative framework and make it more compatible with the internationally recognized 
standards.  
 
The results of the latest EBRD Assessment have shown that the laws regulating Corporate 
Governance in Azerbaijan are in “very low compliance” with the OECD Principles of Corporate 
Governance. The trend continues with the laws regulating Securities Markets, Insolvency and 
Telecommunications where the legislative framework also scored “low compliance” when 
measured against international best practices. While the scores of the aforementioned areas are 
similar to the results of the previous assessments conducted several years earlier, the scores for 
Concession laws have worsened, shifting from “generally conforming” to international standards in 
2004 to “very low compliance” in 2007/08. The EBRD assessment of Public Procurement 
legislation took place for the first time in 2010. The Assessment revealed that the Public 
Procurement Law was initially based on the 1994 UNCITRAL Model Law on Procurement of 
Goods, Construction and Services. However, it has not been updated to incorporate current 
international best practice that has changed significantly since 1994.  
 
Some of the main legal shortcomings in Azerbaijan are that the superimposition of new laws and 
decrees upon the old Soviet system exposed the legal framework  to conflicts of law. Also, many 
laws are ambiguous or do not address technical questions of particular importance to foreign 
investors. As a result, these laws have to be supplemented by ad hoc decrees and regulations.  
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Chart 1 – Snapshot of the commercial laws of Azerbaijan 
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Source: EBRD legal assessments 2002-2010 

2. The Legal System  
 
2.1 Constitution and courts  
 
The current Constitution of the Republic of Azerbaijan came into force on 1 December 1995. The 
Constitution established a system of government based on the division of powers between a strong 
presidency, a legislature with the power to approve the budget and impeach the president, and a 
judiciary with limited independence.  
 
The legislative power is vested in The National Parliament (Milli Mejlis) of the Republic of 
Azerbaijan. It is a unicameral body consisting of 125 members, of whom 100 are elected on the 
basis of majority in local elections. An additional 25 members are elected for a 5 year term based 
on the proportional electoral system from national party lists.  
 
Parliamentary elections are held every five years. Every citizen of the Republic of Azerbaijan who 
has reached the age of 25 can be elected a deputy member of the Milli Mejlis in the order 
determined by the Law. The legality of the results of the elections are checked and confirmed by the 
Constitutional Court of the country. 
 
The court system in Azerbaijan is comprised of the Constitutional Court, the Supreme Court, and 
High Economic Court, as well as district and municipal courts invested with general jurisdiction, 
including over commercial disputes. The Supreme Court is the highest judicial body in civil, 
criminal, administrative and other cases that are referred by the general courts, and exercises 
general control over the activity of first instance courts. However, for economic disputes appeals lie 
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to the High Economic Court, which is the highest appellate body for such matters. Judges of the 
Supreme Court and High Economic Court are nominated by the President and approved by the 
Parliament. A Judicial Legal Council is responsible for judicial training and management. Whilst in 
principle an independent body, it is answerable to the Ministry of Justice.  
 
Although the Constitution provides the legal basis for an independent judicial system, lack of 
impartiality and independence of the courts are considered as a significant problem in Azerbaijan. 
Corruption is regarded as one of the main obstacles to the proper functioning of the judiciary, and 
the influence of the executive government on court processes and decision-making is considered to 
be pervasive. The difficulties associated with the court system accounts for the courts not being 
widely used for the resolution of business disputes. The EBRD – World Bank Business 
Environment and Enterprise Performance Survey 2008-2009 (BEEPS) showed that only 6% of 
surveyed respondents had been to court as a plaintiff or defendant in the preceding 3 years.  
 
In recent years, efforts have been made to improve the functioning of the judiciary. Various judicial 
reform programmes have seen progress made in the training and selection of judges for office, and 
exams are now held for judicial candidates, however the selection process is still believed to be 
subject to political influence. 
 
 
2.2 Relationship between legal transition and economic progress 
 
Experience in the EBRD’s countries of operations suggests that overall economic progress goes 
hand in hand with respect for the rule of law and well-functioning democratic institutions. Because 
there is a positive correlation between legal transition and overall economic progress in EBRD 
countries of operations (as shown in the chart below), the future success of the transition process in 
Azerbaijan will depend on proactive government action in eliminating corruption and improving 
relevant legislative frameworks.  
 
On January 7, 2004 the resolution of the Azeri Parliament on acceding to the Convention on 
Criminal Prosecution of Corruption and the Convention on Civil and Legal Responsibility for 
Corruption came into force. However, accession to the aforementioned conventions has not had a 
major positive impact on Azerbaijan’s ranking in the Transparency International’s Corruption 
Perception Index. In 2010 Azerbaijan ranked 134th among 178 countries in terms of perceived 
levels of corruption and 23rd out of 29 EBRD countries of operation1 (in 2006 Azerbaijan ranked 
130th amongst 163 countries in general and 26th out of 29 EBRD countries).  
 
In 2009 the President of Azerbaijan issued a decree on strengthening the fight against corruption, 
which focuses on defining the rules, regulations and legislation. In addition, an Anti-Corruption 
Department was established to deal with corruption in tax administration. Although these actions 
are promising, it remains to be seen how effectively they will be pursued.  
 
Azerbaijan has accomplished a great deal in the relatively short period of time since its 
independence from the Soviet Union but it has still a long way to go. Even though efforts have been 
made to improve the legislative frameworks the majority of the country’s legislation is not 
consistent with international standards. In order to further pursue economic progress and lessen its 
dependence upon the energy sector, it is vital that Azerbaijan upgrade its commercial laws and 
bring them in line with international best practices. 
 
 

                                                           
1 http://www.transparency.org/policy_research/surveys_indices/cpi/2010/results (last accessed on February 16, 2011). 
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Chart 2 – Rule of law and progress in transition in the EBRD countries of operations 
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Source:  EBRD Transition Report 2010, Table 1.1; EBRD Composite Country Law Index, July 2010 
 
Note:  The horizontal axis measures the performance of commercial and financial laws. The vertical axis displays the 
EBRD transition index as an average of transition indicators between 1997 and 2010, with 1 referring to very early 
transition stages, and 4 referring to an advanced transition level. 
 
 
2.3 Recent developments in the investment climate 
 
Azerbaijan continues to undergo rapid development. The government’s priorities include 
continuing its growth as an energy provider and transport hub, strengthening infrastructure, creating 
new jobs, developing the non-oil economy, and creating an anchor of stability and prosperity in the 
region. These developments and policies create new opportunities for foreign investors and firms 
interested in the region. Rapid investment growth and the development of Azerbaijan’s oil sector 
are boosting export and import volumes. Numerous foreign companies have invested in extracting 
Azerbaijan’s significant oil and gas reserves. Azerbaijan already has major oil and gas pipelines 
exporting energy to Western markets, including the Baku-Tbilisi-Ceyhan (BTC) oil pipeline and the 
Baku-Tbilisi-Erzurum (BTE) gas pipeline. Others are under consideration, including the Nabucco 
pipeline to move Caspian gas reserves to European markets, thus creating new opportunities in the 
field of energy. 
 
Azerbaijan is increasingly becoming known for its pro-business attitude, helped by its tangible 
commercial reforms that have liberalized its non-energy economy. One of the most successful of 
these has been, in 2008, the establishment of what is known widely as the “one-stop shop” for 
entrepreneurs who wish to register new businesses. This new policy reduced registration time from 
weeks or even months to just a matter of days. In addition, the government launched a highly 
popular system of making tax payments online. 
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Opportunities abound in Azerbaijan’s non-energy sector. The Government of Azerbaijan sees 
investment in these areas as a critical component in achieving economic diversification. Areas of 
opportunity include agriculture and construction. 
 
Foreign investment in Azerbaijan is regulated by a number of international treaties and agreements 
involving Azerbaijan and by domestic legal acts; the Law on the Protection of Foreign Investment, 
dated January 15, 1992 (the Foreign Investment Law); the Law on Investment Activity, dated 
January 13, 1995 (the Investment Activity Law); and the Privatization Law and the Second 
Privatization Program, as well as laws regulating specific sectors of the Azerbaijani economy. 
 
Under Azerbaijani law, foreign investments are provided with the following guarantees: 
 

• The “not-less-favoured” regime applies to foreign investors in the Republic of Azerbaijan: 
except as otherwise provided in an applicable bilateral investment or other treaty or the 
Foreign Investment Law, foreign investors have the same rights as local investors and may, 
additionally, be granted preferential rights that might not be accorded to local investors; 

 
• Foreign investors have the right to repatriate profits, revenues, and other amounts received 

in connection with investments, provided that all applicable Azerbaijani taxes have been 
paid; 

 
• Where a change in Azerbaijani legislation adversely affects an investment, the application 

of that change is subject to a 10-year moratorium. The moratorium has the force of law, and 
is automatically enforceable and binding upon all Azerbaijani state agencies. Legislation 
that governs national security, defence, public order, morality, public health, and 
environmental protection, as well as acts affecting credits and finances, fall outside the 
scope of the moratorium. However, under the Investment Activity Law, subsequent acts 
(including acts governing defence, national security, public order, tax, etc.) adversely 
affecting investment terms should not apply to the investor for the term of an “investment 
contract”; 

 
• Nationalization is possible by resolution of the National Assembly under exceptional 

circumstances, to prevent harm to the people or state interests of the Republic of Azerbaijan. 
Confiscation is possible only under circumstances of natural disaster, epidemics, and other 
extraordinary situations by a decision of the Cabinet of Ministers. In both cases, foreign 
investors are entitled to compensation that must be “prompt, adequate and effective”; and 

 
• Free access to international arbitration. The use of arbitration for dispute resolution is 

generally possible where two conditions are present: the law does not specifically prohibit a 
particular type of dispute from being submitted to an arbitration tribunal, and the agreement 
of the parties is to transfer specific disputes to the international tribunal.  

 

3. Evaluation of selected commercial laws 
 
The EBRD has developed and regularly updates a series of assessments of legal transition in its 
countries of operations, with a focus on selected areas relevant to investment activities: 
concessions, corporate governance, insolvency, public procurement, secured transactions, securities 
markets and telecommunications.  The existing tools assess both the quality of the laws “on the 
books” (also referred to as “extensiveness”) and the actual implementation of such laws (also 
referred to as “effectiveness”). This section presents a summary of the results accompanied by 
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critical comments of the Bank’s legal experts who have conducted the assessments. 
 
All available results of these assessments can be found at www.ebrd.com/law. 
 
3.1 Concessions  
 
There is neither a policy nor a legal or institutional framework for public-private partnerships (PPP) 
including concessions in Azerbaijan; no general policy framework for improving the legal 
environment and promoting PPP has been identified. Azerbaijan is one of very few countries of 
EBRD operations that do not have a concession law. The Civil Code and the Law on Protection of 
Foreign Investments refer to concessions in general, but neither of the acts regulates the subject. 
The Civil Code uses the term more in the meaning of an agency agreement and defines it as a 
"commission". The Law on Protection of Foreign Investments contains an article relating to 
concession agreements as rights granted by the Cabinet of Ministers of the Republic of Azerbaijan, 
however the meaning of the term ‘concession’ is limited to natural resources only and the article 
applies solely to foreign investors.  
 
In other words, while the laws of Azerbaijan govern either privatisation as the outright sale of assets 
to private sector or public procurement, they are largely silent on public works and services 
concessions as a way of structuring public-private partnership relations that lie in between these 
two extreme ends of possible relations of public and private sectors. 
 
The laws on transfer of state enterprises (objects) into management, although on a contractual and 
competitive basis, have some relevance albeit limited, as they relate to the right of use of certain 
public assets based on management contracts by way of preparation for future privatisation.  
 
Finally, it is noteworthy that sector specific laws regulate privatisation and private ownership and 
not concessions.  
 
The 2007/8 EBRD assessment of concessions laws throughout the countries of EBRD operations 
revealed that the laws regulating concessions in Azerbaijan are in “very low compliance” with the 
international standards of best practices (see chart below). 
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Chart 3 – Quality of concessions legislation in the EBRD countries of operations 
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Source:  EBRD Concessions Sector Assessment 2007/08 
 
Note:  The various categories represent the level of compliance of a given country’s legislation (“the laws on the 
books”) with international standards such as the UNCITRAL Model Legislative Provisions on Privately Financed 
Infrastructure Projects.  The asterisk indicates in which category Azerbaijan ranks. 
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Chart 4 – Quality of concessions legislation – Azerbaijan (2007/8) 
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Source: EBRD Concessions Sector Assessment 2007/8 

 
Note: The extremity of each axis represents an ideal score in line with international standards such as the UNCITRAL 
Legislative Guide for Privately Financed Infrastructure projects.  The fuller the ‘web’, the more closely concessions 
laws of the country approximate these standards. 
 
 
3.2 Corporate governance 
 
The corporate governance framework in Azerbaijan is contained essentially in the Civil Code 
(2000), which incorporated the provisions of the Company Act, repealed in 2004. The Civil Code 
was then substantially amended in 2008 in order to introduce board member duties and regulate 
related party transactions. In 2004 new provisions came into force that improved the corporation 
governance of banks: a new “Law on Banks” and a “Regulation of the National Bank of Azerbaijan 
on Regulation and Implementation of Corporate Governance Standards in Banks”. A corporate 
governance code is currently being developed and should be adopted in the near future. The code 
includes recommendations on voluntary practices applicable to joint stock companies (both listed 
and non-listed), state owned enterprises, banks and insurance companies.  
 
Joint stock companies having more than 50 shareholders are required to be organised under a two- 
tier system, where the management board is appointed by the general shareholders meeting unless 
the company’s by-laws grant this authority to the supervisory board. 
 
According to the results of the EBRD’s 2007 Corporate Governance Sector Assessment, under 
which the quality of corporate governance legislation in force in November 2007 was assessed, 
Azerbaijan was found to be in “very low compliance” with the OECD Principles of Corporate 
Governance. The assessment was completed before the 2008 Civil Code amendments entered into 
force, the provisions of which will have contributed to improving the relevant framework. On the 
other hand, many flaws still remain.  
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Chart 5 – Quality of corporate governance legislation in the EBRD countries of operations 
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Source: EBRD Corporate Governance Sector Assessment 2007 
 
Note: The various categories represent the level of compliance of a country’s legislation (the “laws on the books”) 
with international standards as set out in the OECD Principles of Corporate Governance. The asterisk indicates in 
which category Azerbaijan ranks. 
 
When considering the effectiveness of corporate governance legislation, the 2005 EBRD’s Legal 
Indicator Survey revealed that the major shortcomings which might undermine the effectiveness of 
corporate governance in the country are the lengthy judicial proceedings and the weak institutional 
environment: in particular the low quality of company information and the limited competence and 
experience of courts, prosecutors and the market regulator. 
Authorities should consider strengthening the capacity of courts and of the securities commission 
and improving the company law framework, especially on the role and responsibilities of the board, 
protection of minority shareholders, disclosure and related party transactions.  
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Chart 6 – Quality of corporate governance legislation in Azerbaijan (2007) 
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Source:  EBRD Corporate Governance Sector Assessment 2007 

 
Note:  The extremity of each axis represents an ideal score, i.e., corresponding to OECD Principles of Corporate 
Governance. The fuller the ‘web’, the more closely the corporate governance laws of the country approximate these 
principles. 
 
 
3.3 Insolvency  
 
Bankruptcy and insolvency in Azerbaijan are governed by the Insolvency and Bankruptcy Law 
1997 and the Civil Procedure Code 1999 (CPC) (collectively, the “Insolvency Law”).  The 
Insolvency Law scored “low compliance” when compared with international standards in the 
EBRD’s 2009 Insolvency Sector Assessment.  This result indicates that there has been no material 
improvement in the Insolvency Law since the previous EBRD Assessment was conducted in 2006.  
As shown in the graph below, the Insolvency Law is deficient in most areas, with the exception of 
the treatment of creditors.   
 
The graph reveals that the law treats creditors relatively fairly. It allows creditors to participate in 
insolvency proceedings and treats the claims of creditors in each class on an equal basis. Creditors 
also have adequate opportunity to seek redress from the court as to matters with which they 
disagree. However, this is little comfort to creditors in the overall framework of insolvency 
proceedings,, given the critical weaknesses evident elsewhere in the law.  
 
In the core area of treatment of estate assets, provisions on the avoidance of suspicious pre-
bankruptcy transactions are particularly unsatisfactory.  These provisions are vague and fail to 
provide the necessary detail to create a predictable avoidance regime.  Provisions for 
commencement of an insolvency proceeding are also weak.  They do not provide for a “balance 
sheet” test for insolvency and give no guidance to creditors as to how they may establish the 
debtor’s insolvent condition (such as proving a failure to satisfy demand to pay an undisputed debt).  
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The process of converting proceedings from liquidation to reorganisation, and vice versa, is also 
unclear. 
 
The 2009 EBRD Assessment further reveals that the legislative framework relating to insolvency 
administrators (sometimes referred to as trustees) is extremely weak and should be addressed.  The 
Assessment included a separate analysis of the legal and regulatory framework for insolvency 
administrators in each of the EBRD’s countries of operations.  For Azerbaijan, this analysis 
revealed that the Insolvency Law is in “very low compliance” with international standards in this 
area.  For example, the law does not contain provisions requiring the registration or licensing of 
insolvency administrators and the provisions relating to the appointment (or review of an 
appointment) of insolvency administrators are inadequate.  Similarly, there are no provisions 
relating to professional work standards, ethical rules or discipline for insolvency administrators. 
 
Chart 7 – Quality of insolvency legislation in the EBRD countries of operations 
 

**

 
Source:  EBRD Insolvency Sector Assessment 2009 

 
Note:  The various categories indicate the level of compliance of each country’s legislation (the “laws on the books”) 
with international standards, such as the World Bank’s Principles and Guidelines for Effective Insolvency and Creditor 
Rights Systems, the UNCITRAL Working Group on Legislative Guidelines for Insolvency Law, and others.
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As the graph shows (see Chart 8), the Insolvency Law is especially deficient in addressing the issue 
of reorganisation.  There is currently no provision for reorganisation financing and provisions 
relating to a plan of reorganisation are inadequate.  Specifically, there is no requirement that 
creditors be informed as to the contents of a proposed plan, and the percentage of creditors required 
to approve a plan is unclear.  Further, there is no restriction on voting by insiders of the debtor, and 
there is no provision for “cram down” of a plan over dissenting creditors if there is a sufficient vote 
of approval by other creditors.  The law also lacks any provision to prevent bona fide approval of a 
plan by creditors from being overturned by the court. 
 
Chart 8 – Quality of insolvency legislation in Azerbaijan (2009) 
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Source:  EBRD Insolvency Sector Assessment 2009 

 
Note:  The extremity of each axis represents an ideal score, i.e. corresponding to international standards such as the 
World Bank’s Principles and Guidelines for Effective Insolvency and Creditor Rights Systems, the UNCITRAL Working 
Group’s “Legislative Guidelines for Insolvency Law”, and others. 
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3.4 Public procurement 
 
Public procurement in Azerbaijan is regulated by Public Procurement Law (the PPL) which was 
adopted in 2001. The PPL covers the procedures related to national and local government 
procurement; however it does not contain any provisions regarding utilities or state-owned 
companies. 
 
Azerbaijan’s public procurement framework was partially structured after the 1994 UNCITRAL 
Model Law on Procurement of Goods, Construction and Services, with significant local 
supplements. However, it has not been updated to incorporate current international best practice. 
 
The framework contains provisions for tendering procedures and direct agreements, but it does not 
cover negotiated procedures. The Default position, according to the legislation, is that procurement 
occurs by open tendering and the sole criterion for the award is the lowest price. 
 
The eligibility rules and qualification criteria are generally in line with international best practice, 
however the law does not make it clear whether domestic preferences are allowed. Another 
downside is that the public procurement contract notices and tender documents are not available on 
the Internet. Tender documents must be purchased, at prices which can reach 1, 5% of the contract 
value. The law provides flexibility on the questions of tender currency and language. Contracting 
entities are permitted to make their own arrangements on deadlines.  
 
The PPL makes no distinction between the rules for lower and higher-value procurements. The 
public procurement procedures in this regard are complex and inflexible, and little attention is given 
to the structure of management of contracts. The PP framework does not address the issues of 
efficiency or economy of process. Electronic communication and modern transmission of 
information is not allowed. The tender’s technical specifications are set to the advantage of the 
domestic market. 
 
The remedies system is scarcely regulated and considered the weakest point of the framework. In 
general, the Azerbaijan’s public procurement legal framework can be characterised as bureaucratic 
and lacking accountability structures. 
 
 
3.5 Secured transactions  
 
Taking security over property in Azerbaijan is severely hindered by the existing legal provisions as 
well as the lack of functioning institutions. Without comprehensive and thorough reforms, it is 
difficult to see how the secured credit market can further develop.  
 
Security rights over movable and immovable assets in Azerbaijan are primarily governed by the 
Civil Code, which entered into force on 1 September 2001, and the Mortgage Law of 2005. The 
1998 Pledge Law was repealed at the end of 2006 and the progressive features, such as the 
possibility to take a mortgage over the whole or part of a business’ enterprise and the possibility for 
the chargeholder in case of default of the chargor to take possession of the charged assets, have now 
disappeared.  
 
The Civil Code makes a fundamental distinction between pledges and mortgages. According to the 
Code: 

• Pledges can be of various kinds: the charged assets can (but need not) be given in 
possession to the creditor, and can cover intangible assets (e.g. account receivables). 
Pledges are mostly not registered. 
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• Mortgages must be registered in the relevant official registry. For movable assets, this refers 
to existing asset-based registries, such as motor vehicles registry, ship registry, etc. 

 
In a survey conducted by the EBRD in 2003 on enforcement of a charge over a piece of equipment, 
Azerbaijan’s legal regime was among the least efficient, allowing the secured creditor to recover 
little of its secured debt, after a lengthy and complex procedure.  
 
A USAID funded project, launched in 2005, is proposing radical changes to the system by the 
adoption of a new Secured Transactions Law (along the lines of the US UCC Article 9) and the 
creation of a notice filing system. However, it seems that this initiative has not concluded 
successfully.  
 
As far as real estate is concerned, the system had suffered many years of severe uncertainty due to 
the lack of a unified, centralised and efficient immovable property register. However, all databases 
have now been transferred to one single entity, the State Register Service, which is exclusively 
responsible for registering transfer of titles, mortgages, and other real property rights. It is unclear, 
however, whether transfer of data has been accompanied with harmonisation and computerisation to 
revolve conflicts and allow easy searching and whether the Service is able to provide users – in 
particular lenders who are increasingly developing mortgage sector – an efficient and reliable 
system.  
 
The 2005 Mortgage Law has added some additional certainty in many important legal and 
institutional aspects. Nevertheless, the legal position for taking mortgages (and also for taking 
pledges) remains far from clear as do the requirements and procedures for registration. 
 
The 2005 Mortgage law is a relatively modern law, which provides the basics of a mortgage system 
in the context of a relatively flexible and market-oriented approach, allowing parties to tailor their 
transactions as they deem fit. It also makes attempts to address some specific and complex issues 
facing transition economies, such as financing constructions projects. Lenders are generally 
confident about the legal regime for taking, registering and enforcing mortgages, although 
experience in enforcement of a mortgage is still very limited. The key issues appear to be the lack 
of consistency among the various sources of law, the problematic registration of real property titles, 
the regime applicable to building in constructions, the enforcement of mortgages, and the costs for 
transfer of mortgage loans. 
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3.6 Securities markets 
 
In Azerbaijan, the basic legislation on the securities markets is contained in Chapter 54 of the Civil 
Code (2000), which was significantly amended in December 2003 in connection with the repeal of 
the Law on Securities (1998). Chapter 54 contains provisions on types, issuance and circulation of 
securities, prospectus and disclosure requirements, the role and functions of the stock exchange and 
other participants in the securities markets. Other important laws are the Law on Protection of 
Rights of Investors in the Securities Market (2000) and the Law on Investment Funds (1999). 
The securities markets regulator is the State Securities Committee (SSC), while the banking and 
insurance sectors are supervised respectively by the National Bank of Azerbaijan and the Ministry 
of Finance. The SSC has the authority to adopt regulations setting out mechanisms and detailed 
rules and guidance on relevant matters in accordance with the provisions of the Civil Code. 
In 2007, the EBRD benchmarked the securities markets legislation in Azerbaijan against the 
“Objectives and Principles of Securities Regulation” published by IOSCO.  The assessment showed 
that national securities markets legislation is in “low compliance” with international standards. In 
order to understand how securities market legislation works in practice, in the same year the EBRD 
undertook a Legal Indicator Survey asking practitioners in the region to comment on a hypothetical 
case study. The Survey concentrated on effectiveness of prospectus disclosure requirements, private 
and public enforcement mechanisms and authority of the market regulator. The Survey revealed 
that IPOs are not a source of financing for companies in Azerbaijan. Information in the prospectus 
is limited and its quality varies according to the reputation of issuer and auditor. The audit 
profession is generally poorly regulated and local auditors often provide services of inadequate 
quality. The SSC examines prospectuses in a rather formal manner and does not have the resources 
to verify the information therein contained. Doubts are also expressed about the protection offered 
to investors by the SSC because of its limited capacity and resources, the inadequacy of available 
sanctions and the absence of international instruments on cooperation in the securities market in 
other jurisdictions. 
 
The legislator should carefully assess the compliance of national legislation with international 
standards and consider improving both the framework and the capacity of institutions in effectively 
implementing the legislation. 
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Chart 9 – Quality of securities market legislation in the EBRD countries of operations 
 

**

 
Source: EBRD Securities Markets Sector Assessment 2007 

 
Note: The various categories represent the level of compliance of a given country’s legislation (the 
“laws on the books”) with international standards such as the IOSCO Principles. The asterisk 
indicates in which category Azerbaijan ranks. 
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Chart 10 – Quality of securities markets legislation in Azerbaijan (2007) 
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Source: EBRD Securities Markets Sector Assessment 2007 

 
Note: The extremity of each axis represents an ideal score in line with international standards such as the IOSCO 
Principles. The fuller the ‘web,’ the more closely the country’s securities markets laws approximate these standards.   
 
 
3.7 Telecommunications 
 
The communications sector in Azerbaijan is currently governed by the Law of the Republic of 
Azerbaijan on Telecommunication, 2005, and is regulated by the Ministry of Communications and 
Information Technology (MCIT).  MCIT was established in February 2004 as both sector policy-
maker and regulator.   
 
Since regulatory functions are carried out by MCIT, which also plays a significant role as an owner 
of shareholdings in no less than five operators (including 100% of dominant incumbent Aztelecom), 
it is clear that regulatory independence, as understood in the World Trade Organisation (WTO) 
reference paper, does not exist. The authorities, mostly through MCIT, currently keep a tight 
control over the sector.  This control, together with MCIT’s conflicting role as regulator and policy-
maker significantly distorts the market and provides scope for political influence on most 
commercial operations in the sector. Although most types of services are formally open to 
competition, there is still an exclusive right for Aztelecom to provide international traffic.  
 
Persistent conflict in MCIT’s roles as policymaker, regulator and shareholder continues to stymie 
sector growth and retard development. While there has been discussion of a new communications 
law, the continuing absence of a properly enforced, international standard, legislative framework 
will make it very difficult for meaningful competition to emerge.  Additionally, despite the entrance 
of a number of alternative operators to the market, prospects for competition continue to be limited 
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due to ongoing exclusivity of Aztelecom, allied to state control over infrastructure and tendencies 
towards high interconnection fees.   
 
Although Azerbaijan admittedly has some distance to go before the country can meet all the 
requirements of the WTO reference paper, some positive points should be mentioned.  The 
establishment of an independent regulatory body, which is eagerly awaited, is understood to have 
the support of MCIT, although a firm plan or timetable has yet to appear. Similarly, privatisation is 
expected, but again no firm plan or timetable has yet been materialised.  
 
A significant difficulty for Azerbaijan is tariff rebalancing. Local tariffs, which are managed by a 
tariff council that includes the Ministry of Economics as well as other ministries, are being kept at a 
low level in order to make them affordable. As long as local tariffs are kept artificially low and 
cross-subsidised by other types of revenues, in particular from international call revenues (which 
are still subject to special rights), this key component of full liberalisation will remain out of reach. 
 
As illustrated in the chart below, in a 2008 assessment of the communications sector of EBRD 
Countries of Operation the sector regulatory regime in Azerbaijan was deemed to have “Low 
Compliance” when measured against international best practice. 
 
Chart 11 – Quality of telecommunications regulatory framework in Azerbaijan (2008) 
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Source:  EBRD Telecommunications Regulatory Assessment 2008 
 
Note:  The diagram shows the combined quality of institutional framework, market access and operational environment 
when benchmarked against international standards issued by the WTO and the European Union.  The extremity of each 
axis represents an ideal score of 100 per cent, that is, full compliance with international standards.  The fuller the 
“web”, the closer the overall telecommunications regulatory framework of the country approximates these standards. 
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Chart 12 – Key indicators for Azerbaijan (2008) 
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12(b) Mobile Network Penetration 
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12(c) Broadband Network Penetration 
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Source:  EBRD Telecommunications Regulatory Assessment 2008 
 
Note: Key indicators for Azerbaijan provide the fixed network penetration defined as active subscriber lines as a 
percentage of population, mobile network penetration defined as active pre- and post-paid subscribers as a percentage 
of population and the broadband network penetration defined as the number of access subscribers with speeds of 
144k/bits or more as a percentage of population (broadband Network Penetration less than 1% is not shown on this 
chart). 
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