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Formulation of the problem. Digital transformation in the banking and financial services sector
largely involves a shift towards online and digital services from top-down branch banking, integrating
digital systems, customer service platforms, applications and infrastructure. The purpose of the article
is characterise the transformation of the structure of the currency control system in the digital economy
of Azerbaijan. The subject of the study is processes of transformation of the currency control system
structure in the digital economy of Azerbaijan. The methodological basis and information base of the
research are current scientific and applied research, statistical information. The article uses a number of
methods, including analysis, synthesis, comparison and generalization. The main hypothesis of the
study was the assumption that the efficiency of economic management and the financial condition of
the public sector depend on the quality of budget forecasting and planning, because they are the key to
the sustainable development of socio-economic processes. Presenting main material. Technologies be-
ing implemented include blockchain, artificial intelligence (Al), cloud computing, machine learning,
and customer data collection, management and analysis. With increasing adoption of FinTech (innova-
tive technology supporting banking and financial services) disrupting the sector, it is attracting regula-
tory interest and prompting stricter regulatory standards. The originality and practical significance of
the research. Systemic reforms of the payment ecosystem not only affect the development of financial
markets and the country’s economy as a whole, but also ensure safe and efficient payments between
business entities. Conclusions. Deepening digital transformation in the banking system and expanding
the use of innovative payment solutions makes electronic payments an integral part of our daily lives
and at the same time increases the competitiveness of the banking system as a whole.

Key words:

digital transformation, electronic payments, banking system, procedures.

TPAHC®OPMAIIA CTPYKTYPU CUCTEMHU BAJTIOTHOI'O KOHTPOJIIO B
A®POBIM EKOHOMIIII ABEPBANTKAHY

Tocmanoexa npoonemu. Lludposa TpanchopMmariiss B cekTopi OaHKIBCHKHX 1 PiHAHCOBUX MOCITYT 3HA-
YHOIO MIpOI0 Tepeadayae mepexij 10 OHIAHHOBUX 1 MU(POBUX MOCIYT BijJl OaHKIBCHKHUX BIIJIJIEHb 3BEPXY
BHU3, IHTETPYIOUX TU(PPOBI CUCTEMH, TIaT(GOopMH 00CITYrOBYBaHHS KIIEHTIB, TPOrpaMu Ta iHPPACTPYKTYPY.
Memoro cTaTTi € XapakTepucTHka TpaHchopMmalii CTpyKTYpH CHCTEMH BAIIOTHOTO KOHTPOJIO B IM(POBii
eKOHOMIIlI A3epOaiipkany. [lpeomemom 00caiodcenHs € Mpouecu TpaHchopMallii CTPYKTYpH CUCTEMHU Ba-
JIFOTHOTO KOHTPOJIIO B IUPPOBIH exoHOMIIlI A3eplaiimxany. Memodonoeiunoo ocHosoio ma ingopmayii-
HOI0O 0a3010 00CHIOJNCeHHs1 € AKTyalbHI HAyKOBI Ta NMPUKIAAHI JOCTIHKEHHs, CTaTUCTHYHA iHpopMmauis. Y
CTaTTI BUKOPHCTAHO HU3KY METOJIIB, 30KpeMa aHalli3y, CHHTE3y, MOPIBHSHHs Ta y3aralbHeHHS. OCHOGHONO
2inome3010 docaiodicennss Oyno MPUITYIIECHHS PO Te, MO0 eEKTUBHICTH YIPaBIiHHSI €KOHOMIKOIO Ta (iHaH-
COBUH CTaH JIEP)KaBHOT'O CEKTOPA 3aJIeXkaTh Bij SKOCTi OIOHKETHOTO MPOTHO3YBAHHS Ta IUIAaHYBAaHHS, OCKi-
JIbKY BOHH € 3aIIOPYKOIO CTaJIOTO PO3BUTKY COLIAIbHO-EKOHOMIYHHX MPOLECiB. Bukiad ocHogno2o mamepi-
any. TexHooril, sIKi BIPOBAKYIOThCS, BKIIOYAIOTh OJ0KYeH, mryununid intenekt (L), xmapai obuncien-
HSl, MallIMHHE HaBYaHHS, a TAaKOX 301p, KepyBaHHs Ta aHaji3 AaHux KinieHTiB. Ockinbku FinTech (inHoBamii-
Ha TEXHOJIOTiS, 10 MiATpUMYe OaHKIBCHKI Ta (piHAHCOBI MOCITyTH) Bce Oijblle MOIIMPIOETHCS Ha PO3BUTOK
CEKTOpY, BiH NMPHUBEPTAE YBAry PEryisTOPIB i CIIOHYKAE JIO JKOPCTKIIUX PErYISITOPHUX cTaHnapTiB. Opuei-
HABHICMb Ma NPAKMuyHa 3Havywicms 0ocaioxcennss. CucreMHi pehopMu IIATIKHOT €KOCHCTEMH BILIMBA-
I0Th HE JIMIIE Ha PO3BUTOK (hiHAHCOBHMX PUHKIB Ta €eKOHOMIKM KpaiHM B LIJIOMY, a i 3a0e3meuyroTh Oe3neyHi
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Ta e()eKTHUBHI PO3PaXyHKU MiXk Cy0’€KTaMu rocrojaproBants. Bucnoexu. Ilornuonenus mudposoi Tpancdo-
pMarii 6aHKIBCHKOT CHCTEMH Ta PO3MIUPEHHS BUKOPHUCTAHHS iHHOBAIIIMHUX TIATLDKHUX PIlMIeHb POOHUTH eIne-
KTPOHHI IUIATSKI HEBIJI’EMHOK YaCTHHOI HAIIOTO MOBCSAKICHHOTO YXKUTTS Ta BOJHOYAC MiJBUINYE KOHKY-
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Formulation of the problem. In recent
years, positive results have been achieved in
Azerbaijan in the area of increasing the volume of
electronic payments, stable development of the
payment card market, and the use of electronic
banking services.

The “Strategic Roadmap for the Development
of Financial Services in the Republic of
Azerbaijan”, approved by Presidential Decree No.
1138 dated December 6, 2016, identifies priority
activities that will help strengthen financial
inclusion in the country and improve regulatory
mechanisms to accelerate digital transformation in
the banking system.

In the reporting period of 2020, the total
volume of e-commerce transactions in the domestic
market amounted to 1.3 billion US dollars.

As of the end of the third quarter of 2020, 27
banks and national postal operators offer internet
banking, and 23 banks offer mobile banking
services. Compared to the same period last year, the
total volume of electronic banking transactions
increased by 58% (USD 8.4 billion), and compared
to 2018 - by 5.3 times (USD 18.6 billion).

In 2023, 20.8% of retail purchases are
expected to be made online. By 2026, this figure is
projected to reach 24%. In 2023, the US e-
commerce market exceeded $1.1 trillion in sales.

In June 2020, the Chamber of Financial
Markets Control approved new “Rules for opening,
maintaining and closing bank accounts” and
determined the procedure for remote opening of
bank accounts. Legal entities and individuals who
are already residents or non-residents of the country
can make various payment transactions by opening
bank accounts without physically coming to the
bank.

In  connection with the tightening of
conditions for remote identification, new procedures
based on international best practices make it
possible to increase the wvolume of permitted
transactions on a bank account. To open bank
accounts remotely, methods such as authentication
in relevant information resources, the use of video
and an enhanced electronic signature are used

Analysis of recent research and
publications. One of the reforms to be carried out in
the field of electronic payments is the creation of a
unified digital identification system. Depending on
the functionality, such a system is formed on the

basis of data from clients served in various areas of
the financial sector. The Central Bank is taking
steps to create a “Digital Identity System” based on
blockchain technology. Currently, a tender has been
held and a corresponding working group has been
formed. The creation of a “Digital Identification
System” will accelerate digital integration into the
banking system and introduce new technologies for
remote opening of bank accounts.

The purpose of the article is characterise the
transformation of the structure of the currency
control system in the digital economy of Azerbaijan.

Presentation of the main research material.
The changes also affected the activities of banks in
acquiring with business entities as part of combating
fraudulent transactions in the field of payment cards.
According to the new changes, acquiring banks
must identify suspicious transactions made with
payment cards and directly from a card account
without presenting cards in the service network, and
promptly respond if outside interference is detected
in the operation of ATMs, POS terminals, etc.

Analysis of various indicators in the payment
ecosystem allows us to note the fact that since the
beginning of 2019, positive results have been
achieved in the area of increasing the volume of
electronic payments, the stable development of the
payment card market and the use of electronic
banking services in the country.

During the first three quarters of 2019, the
Real-Time Interbank Settlement System processed
628,000 payment orders totaling $101.5 billion. The
Small Settlement and Clearing System (SMCS)
carried out 39.8 million payment transactions worth
$10.9 billion. During the same period in 2017, the
volume of payment transactions in AZIPS increased
by 39% ($28.4 billion), and in BCSS by 36.5%
(%$2.9 billion).

The economic impact of globalization is
growing as the network of connections between
countries and companies becomes wider anddeeper.
As huge swaths of the population in emerging
economies become entrenched in the middle class,
an increasing share of global business involves
cross-border flows. Digital flows of data,
information and communication allow ideas and
innovations to spread around the world, and they
enable companies to pool the best resources and
talent to create better products and services.



The currency in circulation is the amount of
money issued by monetary authorities minus the
currency withdrawn from the economy. The
currency in circulation is an important component of
a country's money supply.

Along with the issue of cash in Azerbaijan
and most countries, control over the circulation of
money is one of the functions of the Central Bank.
In general, if the control function in our country was
carried out by the Central Bank, then the Chamber
for Control of Financial Markets, created in 2016,
also controls financial institutions from the other
side. The Financial Markets Supervisory Authority
is responsible for overseeing which institutions?
And how does it differ from Central Bank control?
The Central Bank determines monetary and
exchange rate policy, organizes and controls the
circulation of cash, maintains a stable exchange rate
of the manat, maintains and manages the gold and
foreign exchange reserves at its disposal, and if it is
engaged in other monetary activities, insurance,
investment funds, credit organizations, The
securities market (banking and non-banking credit
institutions) and non-cash payment systems are
responsible for the activities, regulation, licensing
and supervision of the Chamber of Financial
Markets Supervision.

Increasing adoption and use of digital
payments will lead to a reduction in cash-related
costs and operational costs for banks and businesses
through transparency in economic cycles, which in
turn will expand the tax base as well as access to
financial services for households and businesses,
and will also strengthen the lending and investment
capabilities of the banking sector and will ultimately
contribute to economic growth.

The state program has been prepared in order
to implement the measures envisaged in the
expansion of digital payments and achieve the
performance indicators specified in the “Strategic
Roadmap for the Development of
Telecommunications and Information Technologies
in the Republic of Azerbaijan”, approved by the
Resolution of the President of the Republic of
Azerbaijan dated December 6, 2016. No. 1138.

In general, controlling large volumes of cash
in circulation is a rather complex process. In
addition, a large amount of cash deprives individual
business entities of investment and credit
opportunities and, ultimately, significantly limits
financial intermediation, which is considered one of
the main functions of banks. The significant
predominance of cash circulation leads to a number
of structural problems, including a violation of
transparency and financial stability, disorganization
of trade operations, etc.

The legal aspect of the activities of processing
organizations is regulated by the set of rules of the
Central Bank of the Republic of Azerbaijan “Issuing
permits to processing organizations and monitoring
processing activities.” Basically, it includes
important rules for carrying out activities, including
the reliability of the created system and the rules for
its control.

At the macro level, a number of important
reforms have been implemented aimed at expanding
the scale of non-cash payments in our country,
satisfying the needs of the population and
facilitating payments through payment systems. The
most important of them is the National Payment
System (NPS), created by the Central Bank of the
Republic of Azerbaijan and combining a complex of
developed software.

The mentioned infrastructure consists of two
main components: One of them is called AZIPS.
Which was created on February 16, 2001. Later, at
the end of 2002, the Petty Payments Settlement
(PTS) Clearing System was created. As a result of
the commissioning of this infrastructure, significant
changes occurred in the financial and banking
system. Thus, interbank transactions are easily
carried out in real time, and the speed of money
circulation has increased significantly. In addition,
small-volume and regularly recurring payments
were made on the basis of electronic media, which
was one of the main reasons for the transition of
organizations and government bodies that make
numerous small payments to the MOS
infrastructure.

After talking about the macro level, it should
be mentioned that there are payment portals at the
micro level and their features. Recently, mobility
has been noticeable in online payment systems,
which are mainly considered a new technology.
Hesab.az (https://hesab.az/) is considered the leader
in the electronic payment market. If we consider
that you can make payments here without
registering, we can see that it serves more people
than indicated. In addition to Hesab.az, there are
other companies offering payment services, such as
e-pul.az, epay.az, AzeriCard.com.

One of the main advantages of Hesab.az is
that it has been on the market for a long time and
has more experience than others. Here, as stated on
the site itself, security is at a high level. And regular
checks are carried out. The payment system
combines more than 100 services.

Analysis of the main publications and studies.

Although e-pul.az (https://www.e-
pul.az/epay/az/home), which is one of the newest
payment systems, has recently joined its

competitors, it does not lag behind them thanks to
the services that it offers. One of the main

-43-

ISSN 2221-8440

( YACOIIUC EKOHOMIUHUX PED®OOPM Ne 4(52)/2023



-44 -

ISSN 2221-8440

( YACONUC EKOHOMIUHUX PE®OPM Ne4(52)/2023

advantages of a system that is at a good level
mainly in terms of website design and
functionality is that it can make frequently
recurring payments in a simplified form. This is
the main additional convenience offered to users.
Security protection is at a normal level.

According to calculations based on data
from the Central Bank of Azerbaijan (CBA), the
volume of electronic transactions in December
2022 increased by 17.7% compared to November
2021.

In December 2021, the population of
Azerbaijan paid 1.076 billion manats in the e-
commerce network with bank cards. The previous
record was recorded in November 2020 - 914
million manat.

In 2022, the population will spend $7.208
billion on e-commerce. payments were made in
the amount of manats, which is 86% more than in
2021.

Digital currencies should not be confused
with electronic copies of cash (such as an online
banking account at a retail bank). An online
banking account at a retail bank shows the
amount, such as US dollars, held in the specified
account. In other words, electronic copies of cash
are linked to physical currency. On the other
hand, digital currency refers to a form of
exchange that exists only in digital form and is
not associated with any physical currency. The
most famous example of a digital currency is
Bitcoin. However, today there are many examples
of digital currencies at various stages of maturity.

Digital currencies, depending on the
underlying technology and how they are
managed, can be divided into two types:

* Centralized: Issued and managed centrally
by the company within a closed system, and its
use is usually strictly controlled and controlled by
the company.

* Decentralized (or distributed): not issued
by a specific company or organization and uses
underlying decentralized technology (DLT) to
facilitate transactions.

Therefore, the advantages:

* Anonymity of transactions provided by
decentralization.

* The decision to issue privately is not made
by a political institution, but by an algorithm to
avoid discretionary decisions that could lead to
excessive inflation.  This  will  increase
transparency (for anyone who can read the
algorithm) and predictability of their “monetary
policy.” But this can also be a disadvantage, since

discretionary  decision making allows for
flexibility in dealing with shocks.

* A truly global and easily accessible
currency that could facilitate global trade by not
being tied to a specific jurisdiction.

Digital inAlyuty centerAlButgo
bANKAThisnewkindsmoney,which
casesAnogovernmentpageAus.theydifferfromordi
narymoneythoseWhatareonlydigital Andprotecteds
pecialcodesForprovisiontheirsecurity.

CryptocurrenciesThisSamedigitalmoney,Bu
ttheirdoPeople,usingspecialcodes,ANotgovernme
nt. Ethereum (ETH) - It's only natural that the
second largest cryptocurrency after Bitcoin would
be at the top of this list. The Ethereum software
platform was launched in 2015 and trades digital
tokens called ether. It uses a proof-of-work
mechanism, although it has announced plans to
switch to proof-of-stake this year. As of October
2022, Ethereum has a market capitalization of
$287 billion (about 37% of Bitcoin) and is valued
at $3,396.32 per coin.

Ethereum was designed to provide free
access to anyone in the world. This is why he
supports the development of decentralized
applications that operate without third-party
interference or fraud. This makes it particularly
attractive to people in regions with less developed
financial infrastructure, allowing them to access
important financial products such as insurance
and bank loans.

In this case, the value of Tether is pegged to
exactly 1 US dollar (USD). This has the added
benefit of allowing holders of other virtual
currencies to effectively convert their assets into
US dollars without actually leaving the
cryptocurrency system. Its user-friendly features
are no doubt the reason why it ranks third in terms
of market capitalization, which stands at $68
billion as of October 2022.

Likewise, digital currency is not backed
by a physical commodity and does not exist in
physical form. It is also not linked to any
physical currencies, although digital currencies
are often listed on an exchange against other
currencies such as the US dollar. Like paper
money, its value is determined by the
relationship between supply and demand. If we
take Bitcoin as an example, the scarcity was
caused by limiting the number of Bitcoins that
could ever exist to 21 million. However,
unlike fiat money, digital currencies are not
backed by a government, central authority or
legal entity.



Table 1 — Top 10 cryptocurrencies

9 Ethereum (ETH)

$400,072,363,432

Proof-of-stake

Litecoin (LTC)

$11,235,248,276

Open-source network

£¥: Cardano (ADA)

$72,977130,444

Proof-of-stake

B Polkadot (DOT)

$31,565,385,512

Parallel blockchains

© Bitcoin Cash (BCH)

$10,415,107,234

Fast Transactions

Z stellar XLM)

$7,506,327,202

Large Transactions

€
0
O
=
[
(%]
[0}
-
(%2}
[0}
a

O Chainlink (LINK)

$12,366,151,402

Smart Contracts

'3’ Binance Coin (BNB)

$72,161,477,817

Lower Fees

(7))
2
()
=
(]
e
—
=
(9
O
fhar}
o
)
)
o
F
g
[t

&P Tether (USDT)

$68,031,393,020

Hedge

@ Monero (XMR)

$4,604,470,489

ISSN 2221-8440

Untraceable

Source: formed by the author on the basis of [10]

The implementation of the measures
provided for by the “Digital Payment Strategy
of the Central Bank of the Republic of
Azerbaijan for 2021-2023” makes it possible

to create a competitive, innovative and
accessible payment environment in the
country, ensuring support from the state,
business and the interests of citizens.

Table 2 — Expected results for key performance indicators in the Republic of Azerbaijan

Key Performance Indicators

2021 | 2022 | 2023

share of cards supporting contactless payments (%)

50 60 70

share of POS terminals supporting contactless payments (%) 67 74 80
share of non-cash turnover on card transactions - (%) 62 66 70
share of non-cash transactions in various trade turnover (by volume, %) 19 21 25
Share of electronic banking in transfers of clients from current accounts (%) 80 85 90

Source: formed by the author on the basis of [10]

According to the recommendations of the
SWIFT society, payment system operators
should complete the transition to new data for-
mats by the end of 2022, and international finan-
cial payments should be carried out in data for-
mats developed according to the 1S0O20022
standard by 2025.

Conclusions and prospects for further
research. Taking into account the innovations
taking place in the international world, the tran-
sition to the 1SO20022 standard in the financial
sector of Azerbaijan will be ensured in accord-
ance with the prepared action plan. Data formats
according to 1SO20022 standards will be pre-
pared for use in the infrastructure of the National
Payment System, and functionality will be creat-
ed for the use of these formats in infrastructure
components and internal information systems of
participants.

While digital money is currently consid-
ered to not pose a major risk to financial stability
and monetary policy globally, it may cause some
problems in the future. For example, digital
money could reduce the revenues of central
banks from issuing fiat money. At the same time,
discussions continue about regulatory research
into the use of digital money.

However, digital currency has become a
global digital asset and investment product, and
also has good development prospects. The main
contents are as follows:

1. Become a financial instrument in a
specific scenario. Currently, transferring value
between different clearing systems on a global
scale has the disadvantages of long time and
high cost, as well as digital currency. Digital
currency can solve this problem as a means of
global flow.
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2. Become a new type of payment network.

3. Become a broader and more creative
innovation development trend. It is mainly used
in distributed transactions, smart contracts,
Internet of Things and other areas to help these
areas develop faster.

In the context of digital currency, banks
want to accelerate the implementation of man-
agement transformation, in addition to the method
of reforming the bank's philosophy, it is also an
acceptable way to choose bank restructuring.
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