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Abstract 

This paper discusses the notion, history and the structure of the world trade affairs and 

aims to analyze current situation with Azerbaijan and the world (especially with the EU) 

in terms of trade relations. Furthermore, the paper discusses current market challenges 

in Azerbaijan and suggests major development prospects that could be categorized into 

“Continuation of production of hydrocarbon resources and diversification of the economy”, 

“Franchising” and “The Southern Gas Corridor (SGC)”.  

 

1. Current Situation: The World 

The structure of world trade is commonly agreed on a "tripolar" world economic order 

that contains a European bloc, an Asian bloc led by Japan, and a US-led bloc in the 

Western Hemisphere [1]. Thus, in the international ecosystem of trade, it is argued that 

strategic alliances influence the trading behavior of states, as international trade is 

mutually beneficial [1].  

The term “world trading system” refers to “various contemporary arrangements of 

trading relations between countries, and particularly the system of multilateral rules” [2]. 

After the Second World War, United Nations tried to form an International Trade 
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Organization and during its Conference on Trade and Employment in 1947, the General 

Agreement on Tariffs and Trade (GATT) was signed by 23 member countries in Geneva 

in 1947. The GATT came into force in 1948 and, the aim of the multilateral agreement 

was to “promote worldwide economic development and prosperity by removing obstacles 

to trade and mediating in trade conflicts”. In 1995, World Trade Organization (WTO) 

replaced the GATT by expanding its ease of policies and regulations towards even more 

nations [3]. Currently, WTO is the only global organization that deals with the policies of 

trade among nations and, the organization has 164 member and 23 observer states [4]. 

The ultimate goal of WTO is the elimination of all international trade obstacles, such as 

tariff barriers, technical standards and bureaucratic hurdles, as well as to safeguard that 

the trade policies are transparent [5].  

The WTO commenced its latest round (Doha Round) of trade negotiations among the 

WTO membership in 2001. And, the aim of the round is “to achieve major reform of the 

international trading system through the introduction of lower trade barriers and revised 

trade rules”. The paramount objective of the Doha Round is to enhance the trading 

systems of developing countries [6]. 

The WTO system incorporates three pillars that are enforced to all WTO member 

states. Those are: General Agreement on Tariffs and Trade (GATT), the General 

Agreement on Trade in Services (GATS), and the Agreement on Trade-Related Aspects 

of Intellectual Property Rights (TRIPS) [7].  

Three specific benefits are granted to the WTO members. First, all members are 

recognized with “Most Favored Nation” status (an economic position where a nation 

enjoys the best possible trade conditions given by its trading partners), which means no 

preferential trade benefits to any member without giving it to all – the same treatment 

towards all the WTO member states. Second, lower trade barriers (tariffs, import quotas, 

or regulations) between the members, which subsequently leads to faster economic 

growth. Third, the membership provides developing countries with immediate access to 

developed markets at the lower tariff rates. Considering two-third of WTO members are 

developing countries, such access enable them to interact with advanced industries [8]. 
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The advantageous trade benefits of the WTO member states come with responsibilities, 

as they need to agree to avoid trade barriers and abide by the WTO's resolution of any 

dispute [9].  

Moreover, in some cases, the UN also steps in and collaborates closely with the WTO. 

For instance, the United Nations recognizes thirty-six WTO members as least-developed 

countries (LDC status is given to “low-income countries with severe blocks to sustainable 

economic growth”) and helps them in their economic development and trade [9]. 

Agreements are categorized as unilateral, bilateral and multilateral. Unilateral 

agreements occur when a country implements trade restrictions or loosens them while no 

other country reciprocates. Bilateral agreements are signed between two nations and 

both agree to loosen trade restrictions to advance economic opportunities between them. 

Multilateral agreements are signed between three countries or more. These agreements 

are a lot more complex than unilateral or bilateral agreements as each member demands 

its own needs [10]. 

The largest multilateral trade agreements are as follows:  

- The North American Free Trade Agreement (NAFTA) – is the largest trade 

agreement between the United States, Canada and Mexico. Their aggregated 

economic output is about $20 trillion. 

- The European Union trade agreements (EU) – consisted of free, economic and 

association agreements between EU member states and other countries such as 

Japan, Singapore, Mexico, etc.  

- The Dominican Republic-Central America-United States Free Trade Agreement 

(CAFTA-DR) – signed between Costa Rica, Dominican Republic, Guatemala, 

Honduras, Nicaragua, and El Salvador. The agreement has eliminated tariffs on 

more than 80 percent of US exports. 

It is also worth to mention that, The Trans-Pacific Partnership (TPP) agreement would 

have replaced NAFTA as the world's largest, however, in 2017 president Donald Trump 
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withdrew United States from the TPP and disdained further discussions on the agreement 

[10].  

 

2. Current Situation: Azerbaijan and The World 

Azerbaijan applied for WTO accession in 1997 and submitted the country 

Memorandum on the Foreign Trade Regime in 1999. Azerbaijan is not a WTO member 

and holds the observer state status since 1997. According to the WTO Secretariat reports 

(Figure 1), Azerbaijan is a quarter way to full membership and the main obstacle towards 

the full membership is the plurilateral part of the accession process [11]. Azerbaijan 

possesses free trade agreements (FTAs) with Russia, Ukraine, Georgia, Kazakhstan, 

Kyrgyzstan, Tajikistan, Uzbekistan, Moldova and Belarus. According to the FTAs, 

products are allowed to be imported from those countries free of customs duties [12].  

With the 77th largest export economy in the world and the 84th most complex economy 

according to the Economic Complexity Index [13], Azerbaijan has exported $14.3B and 

imported $8.1B worth of goods in 2017, resulting in a positive trade balance of $6.17B. 

Oil and gas is responsible for about 88% of the country exports, but only for 5% of 

employment [14]. 

 

Figure 1. Illustration of the WTO accession status of Azerbaijan. Retrieved from wto.org 
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In 1994, the former leader of Azerbaijan, Heydar Aliyev has signed the “Contract of 

The Century” with 11 world-scale oil companies for the development of the Azeri – Chirag 

– Guneshli (ACG) deep-water oil fields [15] and discussions on Baku-Tbilisi-Ceyhan 

pipeline (BTC) have begun [16]. The role of the BTC in strategic development and 

cooperation of Caucasus region is undeniable, especially when it comes to relations 

between Georgia and Azerbaijan [17]. BTC is not just “a grand achievement of 

engineering”, “but also an enormously important geopolitical project for the Caucasus, 

Russia and wider neighborhood in rather different ways” [15]. Azerbaijan already supplies 

about 90% of Georgia’s gas needs and, without a doubt leads the list of Georgia’s most 

important allies [18].  

Throughout 2010 and 2016 gas production in Azerbaijan has increased by about 40% 

on average in terms of billion cubic metres (bcm): 2010 - 6.9bcm; 2016 - 10.7bcm [15]. 

In order to transfer gas from Shah Deniz (the largest natural gas field in Azerbaijan) to 

Turkey, the South Caucasus Pipeline (SCP) was established in 2005-2006, between the 

Sangachal terminal of Azerbaijan and the Turkish Erzurum. Total cost of the SCP project 

that incorporated the Baku-Tbilisi-Erzurum route was estimated to be one billion dollars 

and starting from July 2007, Turkey began to receive the long-awaited natural gas [15].  

By 2020, within the framework of Shah Deniz -2 (planned in 2018 under Southern Gas 

Corridor (SGC) project), it is expected that gas production will increase to 16bcm a year. 

Thus, 10bcm will be exported to the EU while Turkey will receive 6bcm and the volume 

of 16bcm is planned to be consistent for about 10 years (2028-2030). Moreover, 

Azerbaijani government is considering the implementation of Shah Deniz - 3 that would 

soar the gas production to 34-35bcm in the next decade [15].  

 

3. Azerbaijan and the EU 

Since the independency of Azerbaijan, its relations with the EU have been largely 

energy based and with the Shah Deniz-2 allowing gas to be transported to the EU 

markets, the relations grew even bigger [17]. A clear reflection of the EU and Azerbaijan 
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relations can be noticed in Italy topping the trade partners’ list as the largest partner (32%) 

of Azerbaijan (Figure 2).  

   

Figure 2. Illustration of trade shares of Azerbaijan per trade partner. Retrieved from 

wits.worldbank.org 

 

In 2006, European Neighborhood Policy (ENP) mechanism was launched and it aimed 

to expand economic and political cooperation between the EU and its neighbors [22]. The 

ENP featured Action Plan identified Azerbaijan as a strategic partner in terms of the 

energy cooperation. After the launch of Eastern Partnership Program (EPP) by Poland 

and Sweden in 2008, Azerbaijan became its member along with Belarus, Georgia, 

Armenia, Moldova and Ukraine. The EPP aimed to improve political, economic and trade 

relations between the EU and the member countries. Additionally, it suggested the 

initiation of a new free trade zone (FTZ) between the EU countries and their new partners 

[17]. 
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The EU Subcommittee on Energy, Transport, and Environment held a meeting in Baku 

in January 2017. The meeting highlighted further discussions on the strategic 

collaboration between the EU and Azerbaijan and suggested that, Azerbaijan should act 

as a bridge between Europe and Asia. In February 2017, negotiations began in Brussels 

on a new partnership agreement between the EU and Azerbaijan. During the official 

meeting with President of the European Council, Azerbaijani President Ilham Aliyev 

stated that these negotiations mark “the dawn of a new chapter in EU-Azerbaijan 

cooperation” [19]. 

In June 2018, the Ministry of Economy of the Republic of Azerbaijan and the EU 

Delegation in Azerbaijan held a conference on “Integration of Azerbaijan into the world 

trade system: Opportunities for development of production in the non-oil export 

diversification” [20].  

During the conference, The Ambassador Kestutis Jankauskas, head of the EU 

Delegation in Azerbaijan stated, “Today we are launching the EU-funded project 

supporting Azerbaijan in its integration in the world trade system and the on-going WTO 

accession negotiations. Progress in WTO accession sends a strong positive signal to EU 

and other potential investors that the country is abiding by international trade rules. I am 

proud that we can support Azerbaijan in this important endeavor”. Furthermore, the 

conference highlighted cases of Kazakhstan and Ukraine mentioning their economic and 

trade progress after the WTO accession [20].  

Despite the progress in relations among the EU and Azerbaijan, there are some critics 

claiming “a major breakthrough” is highly unlikely unless the EU takes fundamental 

actions [21]. Moreover, after 2008 Russo-Georgian War and the 2014 Annexation of 

Crimea, the EU reputation has been damaged and little trust is left in its ability to ensure 

the sovereignty and security for the partner states [21].  

 

4. Market challenges 

Corruption is still widespread and it impedes Azerbaijan’s development and presents 

challenges for foreign investors to operate in the country under economic transparency. 
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Azerbaijan has taken some steps towards to the eradication of corruption in recent years 

and the most notable one would the establishment of ASAN (“Easy”) e-government 

service centers. The ASAN service has helped the country to improve its score by one 

point and ranking as 122nd among 180 countries in TI Corruption Perceptions Index 2017 

[12]. 

After the economic downturn that started in 2015 with the sharp decline of crude oil 

prices, Azerbaijan decided to diversify the economy by targeting the agriculture, tourism, 

regional transportation and information technology sectors. Azerbaijani government also 

subsidizes agricultural machinery, and targets hazelnuts, tea, citrus fruits, rice, cotton and 

tobacco [12]. Moreover, Azerbaijan has made advancements to develop north-south and 

east-west trade and transit corridors as a part of its New Silk Road vision that would turn 

the country into a logistics forefront. The Port of Alat and the adjacent FTZ would play a 

paramount role in this process. Furthermore, in 2016, Azerbaijan imposed higher tariffs 

on some imported products (mainly agricultural) to encourage local production [12]. 

 

5. Development prospects 

5.1. Continuation of production of hydrocarbon resources and diversification of 

the economy 

The hydrocarbon resources of Azerbaijan continue to present opportunities to foreign 

countries and private investors. However, the country started to prioritize the 

diversification of its economy after 2015 oil crisis. As the paramount trade goal, Azerbaijan 

is looking to appeal more investments in its transportation infrastructure and to encourage 

foreign investors to form production facilities at the Port of Alat FTZ. That is, the aim is 

not to use the country for only as a transportation point, but to establish production 

facilities in the FTZ area. The FTZ does present attractive opportunities for foreign bodies 

willing to do business in its area, as they are exempt from tax and customs, and the 

regulations are much more simplified [12]. 
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5.2. Franchising 

Franchising could serve as another attractive development prospect for the retail 

model in Azerbaijan. In 2007, the Azerbaijan Franchise Association (AFA) was formed 

and, currently the country is seeking to enter the World Franchise Council. In addition, 

number of famous US, European and Turkish franchises in clothing, the food and weight 

loss operate in Azerbaijan and global hotel chains such as Marriott, Hilton, Fairmont, etc. 

have seen major growth in recent years [12].  

 

5.3. The Southern Gas Corridor (SGC) 

The SGC project holds a tremendous value in Azerbaijani relations with the EU and its 

neighbors. More than $30 billion have been invested in the SGC project so far. Majority 

of the funds ($17.7 billion) were directed towards Shah Deniz - 2 project, while $4.2 billion 

is aimed for expansion of the South Caucasus pipeline and $4 billion for the Trans-

Anatolian Natural Gas Pipeline (TANAP) project [15]. Furthermore, Azerbaijan plans to 

build Shah Deniz – 3 project favoring the EU countries in delivery process [15].     

 

Figure 3. Illustration of the SGC. Figure retrieved from [15].  
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