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ABSTRACT

The relevance of the problem of the banking sector development lies in the fact that banks,implementing their economic
policy, can ensure continuous sustainable growth of the entire national economy. The study aims to offer long-term
proposals for the development of the banking sector of Azerbaijan, which will bring it to the next level. During the
research the author used such methods as the study of literary sources, analysis, synthesis, abstraction and special
methods. The study presents six major macroeconomic factors that significantly affect the rate of the long-term growth
of the banking sector: customer focus, legal framework, new banking technologies, cyber threats, use of the experience
of large IT companies, and qualified personnel. The author analyzed the effects of these factors on the long-term growth
rate. Recommendations are given on the use of innovation and advanced technologies for the benefit of development,
that will allow building an efficient and competitive banking system. Based on the results of the study, the author
formulated proposals for improving the banking sector of Azerbaijan that will bring it to the next level. In particular,
it is proposed to optimize robotic process automation, namely, to completely revise the existing methods of work, and
not just solve problems using robotization. The author concluded that there is a long way ahead towards ensuring the
sustainable development of the banking sector in Azerbaijan, which is currently at the beginning of its journey. Further
research on this topic will allow a deeper study of digital opportunities and prospects for the integrated implementation
of innovation.

Keywords: bank; banking system of Azerbaijan; banking sector, innovation; robotization; technologies; customer focus

For citation: Veliyeva Y.F. Prospects for the development of the banking sector of Azerbaijan. Finance: Theory and Practice.
2021;25(1):120-129.DOI: 10.26794/2587-5671-2021-25-1-120-129

OPUTUHANBHASA CTATbA

MepcnekTuBbl pa3BuTUS GAHKOBCKOro CEeKTopa
AsepbainpxaHa
E.®. Benunesa

A3zepbaiimKaHCKMI rocyfapCTBEHHbIM SKOHOMUYECKUI yHuBepcuTeT, baky, AsepbainaxaH
https://orcid.org/0000-0002-9758-9469

AHHOTAUMA
AKTyanbHoCcTb NpobneMbl pa3BUTUS BAHKOBCKOrO CEKTOpa 3aK/04aeTCs B TOM, YTO BaHKK, NpoBOAs 3QdEKTUBHYIO IKOHO-
MMYECKYIO NOMUTUKY, MOTYT 06ecneynTb HenpepbIBHbINM YCTOMYMBBINA POCT BCEIM HALMOHANbHOM 3KOHOMUKK. Llenb nccnepo-
BaHuUa — chOpMynnpoBaTb NpPeanoXeHUs No NepcrnekTMBHOMY pa3BUTMIO BAHKOBCKOM cucteMsl AsepbaiigykaHa, KoTopble
MO3BONISAT BbIBECTU €€ Ha HOBbIM, Bonee NPoABUHYTLIN YpOBEHb. B X0a4e nccnenoBaHns UCNoNb30BaHbl TaKME METOAbI, Kak
u3yyeHue nNuTepaTypHbIX UCTOYHWUKOB, aHANM3, CMHTE3, abCTpakumsa U cneunanbHble MeToapl. BbiiBNeHO wecTb OCHOBHbIX
MaKpO3KOHOMUYECKMX GPakTOPOB, KOTOPbIE B 3HAYMTENIbHOM CTENEHM BAMSIOT HA TEMMbl AOATOCPOYHOr0 pocTa 6aHKOBCKOWM
CUCTEMbI: KIIMEHTOOPMEHTUPOBAHHOCTb, 3aKOHOAATeNbHas 6a3a, HoBble BaHKOBCKME TEXHONOMMK, KWbepyrpo3bl, UCNOb30-
BaHMe onbITa KpynHbIx I T-koMnauuit n kBanubukaums nepcoHana 6aHkoB. [poaHanM3npoBaHo, KaKk UMEHHO 3TW GaKTopbl
B/IUSIKOT HA TEMMbI JONTOCPOYHOro pocTa. [laHbl pekoMeHAaumnm no UCMob30BaHWUI0 MHHOBALMIA M MepefoBbiX TEXHONO-
TMA B MHTEpeCcax pa3BWUTMUS, YTO MO3BOSIUT NOCTPOUTb IPHEKTUBHYH M KOHKYPEHTOCNOCOOHYH H6aHKOBCKy cuctemy. o
pe3ynbTaTaM UCCNefoBaHMS aBTOPOM pa3paboTaHbl NpeasioKeHMs No nepcrnekTMBHOMY pa3BUTMIO BAHKOBCKOrO CeKTopa
AzepbaiigaHa, KoTopble NO3BOMSAT BbIBECTU €70 Ha HOBbIW YpOBEHb. B YacTHOCTH, NpeanoXeHo ONTUMU3MPOBATb poHoTH-
3MpPOBaHHYI0 aBTOMATM3aLMI0 NPOLLECCOB, @ UMEHHO — MOMHOCTBI0 NEPECMOTPETL CYLLECTBYIOWMe MeToAbl paboThl, a He
NpOCTO peLaTh 334341 C MOMOLLb0 poboTH3aLMu. ABTOP NpULLEN K BbIBOAY, HTO NPEACTOUT ANUTeNbHAs paboTa B Hanpas-
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NeHun obecrneyveHns yCTOMUMBOrO pa3BuUTUS BAaHKOBCKOro cekTopa AsepbaiiikaHa, KOTopbli B HacTosllee BpeMs Haxo-
[MTCS B Hayane 3Toro nyTu. [lanbHelwee uccneaoBaHue 3TOM TeMbl NO3BOAUT ry6Xe M3yunTb LMGDPOBbIE BO3MOXHOCTH

M NepcnekTuBbl KOMMNNEKCHOro BHEAPEHUA WHHOBALMN.

Knroueswie cnosa: 6aHk; 6aHkoBCcKas cucteMa AsepbaiipkaHa; 6aHKOBCKMIA CEKTOP; MHHOBALMM; poBOTU3ALMS; TEXHONO-

'n; KTMEHTOOPMNEHTUPOBAHHOCTb

Ana yumupoeanus: Bennesa E.®. MNepcnektuBbl pa3Butus 6aHKoBcKoro cekropa Asepb6aipxaHa. QuHaHcbl: meopus
u npakmuka. 2021;25(1):120-129.DOI: 10.26794/2587-5671-2021-25-1-120-129

INTRODUCTION

The banks, which form the backbone of the
country’s financial system, act as intermediaries
to ensure that savings are taken from those with
surplus funds and transferred to public or private
institutions with deficits. The transfer of the
provided resources to production and profitable
areas has a positive effect on the country’s
economy and adds dynamism to economic
development. As in any country, economic, social
and political changes affect the characteristics,
structure and orientation of the banking sector
in our country. The banking sector is expected
to continuously evolve to diversify its economic
activities, taking into account the effects of
globalization and, as a result, to meet the growing
funding needs. The banking sector, which is of
great importance for the healthy operation of the
economy of the country, has become one of the
sectors, which responses sensitively to changes in
the national economy.

In this context, the crises that have occurred
in the country have affected the entire economy
and had very negative consequences for the
fragile and uncertain structure of the Azerbaijani
banking system. As a result of this negative sector,
liquidations and mergers took place and new sector-
specific regulations were introduced. The banking
sector performance affects all economic units in the
country. Thus, it is important to measure and control
the performance of the banking sector.

THE BODY OF THE ARTICLE
Starting from 2018, in banking, it has become
relevant to solve a variety of problems that are
related to the settlement, the process of updating
outdated systems, the introduction of advanced
technologies and business models, an increase
in competitiveness and customer expectations,
taking into account the provision, in this
case, the implementation of a new sustainable
development strategy. Banks that are able to seize
new opportunities will have a chance to gain an
advantage and thus be able to balance long-term

goals and short-term performance requirements.
The next period will be crucial for the banking
system in accelerating their transformation into
more strategically oriented and technologically
advanced financial institutions with flexible
operating structures to maintain leadership in
a rapidly changing business environment. This
transformation is challenging as most banks
face a number of hurdles, such as complex and
conflicting regulatory requirements, computer
systems becoming obsolete, new technologies
evolving, new business models emerging,
competition intensifying, and customer demands
and expectations constantly increasing.

For this purpose, 6 major factors were identified,
which to a large extent affect the rate of long-term
growth in the banking system:

1. The need, as a result of any changes, to
maintain the principle of customer focus;

2. Relevant changes in the legal framework in
accordance with the measures taken;

3. Rational management of technologies to
achieve efficiency in banking;

4. Reducing the level of cyber risks to ensure the
security and independence of the process;

5. Development of fintech projects and use of the
experience of large IT companies;

6. Revision of labor resources in favor of more
qualified personnel.

As a result, banks will have to implement the
business transformations necessary to ensure the
sustainability of their companies along with their
operational challenges. Banks need to find the right
balance between long-term goals and today’s needs.
And those who manage to achieve such a balance
will gain significant superiority.

Let’s consider each of the six factors in more
detail.

1. The need, as a result of any changes, to
maintain the principle of customer focus.

Long-term sustainable development in banking
is only possible if there is a fundamental shift from
a product-centered and sales-centered approach to
a customer-centered approach, and then refining
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strategies that target relevant markets, customer
segments and solutions.

Although the banking industry has changed
in many ways over the past few years, most
organizations here, unlike other areas, have not
redefined their business processes towards customer
focus. As digital innovation evolves, banks run
the risk of missing out on customer satisfaction
monitoring.

After the liquidation and consolidation of a
number of banks in Azerbaijan, the remaining banks
were constrained to re-examine their showcase
techniques and procedures for working with clients.
In numerous cases, such choices were driven by
administrative necessities instead of an improved
understanding of desires of markets and clients.
Opposite to desires, not all banks pay consideration
to client fulfillment.

Fortunately, there are banks that are starting to
realize that the improvement of already seen danger
to the fintech industry opens up favorable prospects
for client benefit by leveraging the involvement of
fintech companies and organizing participation
with them.

Fintech companies have appeared that they can
meet all of their necessities and surpass desires
through remarkable client care.

However, the presentation of unused innovation,
as a run the show, made a difference to unravel
existing issues to some extent. The biggest challenge
for most banks is to attain organizational adaptability.
To do this, they must improve, change the way
individuals oversee and construct vital organizations
to create choices that advantage clients over the
broader environment of members.

2. Relevant changes in the legal framework in
accordance with the measures taken.

Expectations of a significant relaxation of
regulation may not be justified. Compliance desires,
particularly with respect to reasonable treatment of
clients and senior administration responsibility, will
stay high. In addition, controllers are anticipated to
proceed to actualize requirement observing programs
and require more divulgences from banks to test
the operational judgment of complex organizations,
especially in times of stress.

For banks to achieve operational modernization,
it is necessary to integrate compliance objectives
in terms of control and responsibility with the
bank’s vital destinations, counting advancement,
operational re-arrangements, chance administration
and fetched optimization. In other words, the
compliance system must be consistent with the
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bank’s business strategy. Failure to do so could put
banks at risk of regulatory breaches and reduced
productivity.

Banks should also pay particular attention
to regulatory compliance when identifying and
managing required changes, both at the individual
business unit and corporate level. These changes will
require managers to consistently apply standards
of due diligence in managing their operations.
Regulators are also placing increased demands on
senior management accountability.

3. Rational management of technologies to
achieve efficiency in banking.

To increase the agility of their organizations, bank
CIOs must develop areas within their portfolio of
technology assets that provide the bank with a real
competitive advantage. Ancillary activities should
be outsourced cost-effectively.

Most banks confront the challenges of overseeing
innovation assets, which are a mess of frameworks,
stages, computer programs and apparatuses,
numerous of which are obsolete and require critical
assets and capital to keep them running easily. In this
respect, updating the center working framework is
getting to be a self-evident need for banks. According
to ICT Enterprise Insights, conducted by analyst
firm Ovum in 2016, nearly 25 percent of the banking
sector surveyed worldwide cited modernization as
the most important IT trend.!

To implement vital changes in their banks and
increment effectiveness with negligible disruption
to inside frameworks, CIOs ought to guarantee the
compatibility of unused innovation arrangements
from diverse outside providers. This, in turn, may
require a significant increase of the IT budget in
banks.

However, money alone is usually not enough. In
their quest for simplification, modernization and
flexibility of systems, banks must ask themselves
three important questions:

1. How will they manage their portfolio of
technology assets to maximize business performance?

2. How will the specified level and sort of
technology outsourcing be decided (locks in third
parties to plan, create and oversee innovation
arrangements)?

3. How will they focus resources exclusively on
developing those activities that provide a competitive
advantage?

12016 Ovum ICT Enterprise Insights Survey. URL: https://
www2.deloitte.com/kz/ru/pages/financial-services/articles/
gx-banking-industry-outlook.html (accessed on 12.12.2020).
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The growth in the number of technology platforms
and technology developers in the market, as well
as the development of cloud solutions, have made
outsourcing more convenient and affordable. Of
course, this practice is not new for banks, but often
in order to maintain competitive advantages in the
market, it becomes necessary to significantly expand
the scope of outsourced functions. Bank technology
groups can play a key role in managing the new
outsourcing model and maximizing business value.

Of course, outsourcing is not applicable to all core
activities — technical support for some activities,
for example, in the area of compliance and risk
management, should be provided by the internal
divisions of the bank.

One example of outsourcing is mission-critical
managed services that require specialized technical
staff but provide the company with a limited
competitive advantage [1]. In addition, external
service providers can automate compliance processes,
which saves labor — the bank staff only needs to
complete the final stage of analysis and prepare
reports for regulators.

An outsourcing strategy typically requires a more
careful approach to technology developer selection,
with a focus on high-quality software and in-depth
banking knowledge (such as servicing mortgages or
handling demand deposits).

Multifunctional organizations prefer to use “star’
models that include numerous connections with
third parties in several ranges. They are rebuilding
their strategies of contracting with providers and
overseeing and directing their exercises appropriately.

Outsourcing can moreover play a basic part in
modernizing applications — through optimization,
rebuilding, code modifying, or porting to another stage,
as well as the capacity to move the stage to the cloud.

4. Reducing the level of cyber risks in order to
ensure the security and independence of the process.

Increased interdependence among the
participants in the banking ecosystem, accelerated
introduction of new technologies and continued
dependence on obsolete infrastructure — all these
factors contribute to the growth of cyber risks.

Cybersecurity is recognized globally — cyber risk
is a priority on the agenda of financial risk managers
[2]. Acting ahead of ever-changing business needs
and addressing increasingly sophisticated threats
from attackers is a top priority for bank executives [2].

This is confirmed by the methods of cyber risk
management used by many banks now. Many banks
employ qualified cybersecurity professionals in their
cybersecurity divisions.

»

However, cyber risk is becoming more complex,
and the impact of such risk is often not fully
understood and cannot be accurately determined.
Thus, there is still much work to be done by banks to
implement mechanisms to proactively monitor cyber
risks in their operations on a progressing premise. It
begins by building a solid culture of due tirelessness
all through the organization and understanding
cybersecurity as a key factor in creating trade forms,
techniques and imaginative arrangements.

As the transformations taking place in many
banks are largely driven by technological advances,
banks need to analyze and manage cyber risks in
all aspects of the changes taking place — whether
it is modernizing legacy systems or introducing
new technologies. Banks have numerous benefits
from paying close attention to cyber risk and
understanding its importance in almost all aspects
of their business. This approach allows companies
to shorten the time it takes to enter new markets,
increase their resilience and meet market demands,
which is what is meant by organizational flexibility.
In short, in order to increase organizational flexibility
and efficiency, banks should consider cyber risk as a
primary factor in their decision making.

5. Development of fintech projects and use of the
experience of large IT companies.

Customer-centric fintech companies remain at the
forefront of banking innovation. In this circumstance,
banks have a few technique choices. They can begin
rehashing the activities of fintech companies, make
comparative imaginative arrangements, connected
with them (whereas losing their competitive
advantage), or follow a coordinated methodology
based on their capabilities and showcase position.

In spite of the reality that fintech companies have
found their specialty within the managing an account
division, numerous will concur that they “have not
been able to drastically change the conditions of
competition” [3]. Clearly, it is as well early to say
that fintech companies and other non-banking
organizations will permit buyers to totally desert
mediators. Huge legacy players are likely to preserve
their showcase administration due to the taking after
three components that proceed to work for them:

1) administrative limitations anticipating section
to the market;

2) customers’ normal hesitance to alter something;

3) the accessibility of adequate capital to secure,
build up participation or duplicate the victory of
fintech companies.

However, it ought to be recognized that inventive
arrangements made by fintech companies take client
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Fig. 1. Modular Learning Based on Artificial Intelligence Technology in Singapore
Source: 2017 MIT Sloan Management Review and Deloitte Digital's global study: Deloitte Center for Financial Services analysis.
URL: https://www?2.deloitte.com/kz/ru/pages/financial-services/articles/gx-banking-industry-outlook.html (accessed on 12.12.2020).

benefit to a modern level [3]. But this improvement
in fintech organizations and other non-banking
companies within the money holding division is most
likely indicative of a change in the money holding
system itself.

Banks, using the experience of fintech companies,
will be able to revise their competitive strategies.
As fintech and other non-traditional banking
providers embrace different areas of banking
(lending, payments, stock trading, high net worth,
etc.), traditional banks must compare themselves
to what they perceive to be the best at its segment
in terms of features and solutions. This broad view
of the competition will allow them to become more
resilient to future threats.

Banks can develop a more differentiated approach
to working with fintech companies, considering
their impact on each business function separately
(including operations, finance and marketing) [4]. As
a result of all these actions, traditional banks will be
able to increase their capacity to develop solutions
that can meet the needs and desires of both existing
and potential customers.

6. Revision of labor resources in favor of more
qualified personnel.

Banks should rethink their talent strategies in
light of the changing working conditions caused by
the increasing level of automation and ethno-cultural
diversity of the workforce.

There is no doubt that automation is rapidly
transforming business processes, and advances in
technologies such as quantum computing are likely
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to accelerate these changes. It would seem natural,
given the inevitably increasing volumes of automation,
to ask the question of what impact it will have on
workplaces [5], however, the banking industry has
already gone through a similar stage [6]. For example,
when the introduction of ATMs began, it allowed
banks to free cashiers from the technical function of
processing transactions and reorient them to selling
banking services and providing advice to customers [7].

In addition, the workforce is expected to become
more ethnically and socioculturally diverse in the
future. In addition to permanent employees and
contractors, it is likely that freelance specialists
will appear, interacting with several banks at once;
developers of new fintech services and services and
even robots that will work together with people [8].

As a result, it can be expected that in arrange to
realize victory in this technological world, a bank
as it were has to have specialized masters on its
staff, but this approach would be short-sighted — the
significance of interpersonal abilities ought to not
be thought little of. Banks ought to proceed to way
better adjust company procedure with worker values
through corporate social duty, natural, community
and corporate governance initiatives.

Only 17% of CEOs around the world, working
in various sectors of the economy, not to mention
the banking sector, when responding to the survey
“International Trends in Human Capital”, report their
readiness to manage a diverse workforce [9].

According to a joint think about by MIT Sloan
Management Review and the universal division of
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Bank branch

Fig. 2. Banking model of the past

Source: Forecast of the banking sector development. URL: https://www2.deloitte.com/kz/ru/pages/financial-services/articles/gx-

banking-industry-outlook.html (accessed on 12.12.2020).

Deloitte Digital, in arrange to work successfully
in an advanced environment, bank workers will
create modern aptitudes and capacities (Fig. 1) [10].
A great case in this respect is DBS Bank in Singapore,
which has committed 20 million dollars to prepare
its representatives in computerized managing an
account and innovation development. Secluded
preparing takes put concurring to uncommonly
planned educational modules on an e-learning stage
based on counterfeit insights innovation.?

As part of the upcoming transformation, banks
will need to create a new collaborative and level
playing culture and move towards a more coordinated
approach to work at all stages of the working
process — from hiring to retirement — taking into
account customer satisfaction. This new digitally-
based approach, will create the necessary work-life
balance for employees and define work objectives
they should strive for.

Banks need to consider the six main factors
when shaping their strategies to ensure sustainable
development in the long term. It is believed that
there is a long work ahead in this direction, and the
sector is currently at the beginning of its journey.

To harvest the benefits of versatile selection,
banks have to change their client procurement
methodologies, item portfolios and benefit
conveyance models. As before long as financial
development strengthens, it is essential to fix
financial arrangement. Targeting the correct
gathering of people through modern information
analytics, making the foremost compelling item

2 DBS to Invest SGD 20 Million Over Five Years to Transform
Employees Into Digital Workforce, in Support of Singapore’s
Aim to Be Smart Financial Centre. Press release. August 21,
2017. URL: https://www.dbs.com/newsroom/DBS_to_invest_
SGD 20_million_over_five_years_to_transform_employees_
into_digital workforce_in_support_of Singapores_aim_to_be_
smart_financial centre (accessed on 12.12.2020).

offerings, and advanced client intuitive with the
bank can help lower financing and store costs.
Such a compelling technique can be imperative
since the liquidity rules presented within the wake
of the emergency, in specific the least liquidity
prerequisites, might lead to cost wars for retail stores.

This is important to indicate the growing
advantage of mobile banking. It is gradually replacing
the physical office as the main point of obtaining
banking services, providing an even higher level of
interaction than using Internet banking (Fig. 2) [11].
The use of mobile technology also comes to the fore
at key stages of the customer life cycle, in particular
when working with customers from key demographic
groups — according to the recent Deloitte study [12]
generation Y and mobile banking users are likely to
demand more account opening opportunities.

However, it would be shortsighted to consider
mobile technologies only as another communication
channel, because they not only improve the quality
of customer service but also contribute to the
effectiveness of other channels of interaction with
the customer (Fig. 3). For example, Umpqua Bank
is currently testing a pilot project to implement
software that allows employees in the bank’s offices
to provide banking services to customers via digital
communication channels [13].

Expanding customer engagement through
mobile channels can help banks address specific
compliance issues. Banks can speed up compliance
or reduce costs if customers agree or validate data
using a portable application. Providing discounts or
rewards can act as a motivating force. A customer-
recognizable application based on face recognition
technology may be used to assist customers and
reduce costs of establishing connections with modern
customers [14].

Achieving all of this will require more flexible
service delivery models, of which mobile is a key
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element, but they could significantly narrow the gap
if they double their digital transformation efforts.
For example, large retail banks in Europe and Asia
have gone much further on these issues and are
creating radically new business models that can
significantly change the existing market. Obviously,
the main driver of these changes is regulation — the
second European Union Payments Directive (PSD 2)
in Europe and the Open Banking Standard in the
UK, in particular, establish completely new rules for
obtaining and using customer data, and also reduce
barriers to market entry [15]. As a result of these
changes, banks and fintech companies are rethinking
their approaches to using data and introducing new
models of interaction with customers in the new
digital reality.

Successful digital transformation usually depends
on consistency of administrative methods, a choice
of innovation, and management adjustments. In
an effort to adapt to such extreme changes, banks
are making key choices. Indeed, the most popular
banks like Goldman Sachs [16], are focusing their
efforts on retail and building advanced departmental
systems to serve private clients while promoting their
competitive account management services.

However, without revising and optimizing business
processes, digitalization can be counterproductive.
Thus, robotic process automation is likely to gain
popularity, but when implementing this technology,
it is important to remember that in order to overcome
inefficiencies, it is necessary to completely revise
existing ways of working, and not just solve problems
with a robot. Blockchain technology is expected
to gain widespread acceptance, especially in trade
finance and corporate payments. This is naturally
due to its ability to eliminate duplication and errors
in multilateral transactions. For example, seven
large banks in Europe have already partnered with
IBM to create a blockchain platform for cross-border
transactions in the SME segment [17].

High-tech user platforms are designed to help
banks cross-sell paid services more efficiently. Using
data lakes in banks to store customer information
will allow sales professionals to receive the necessary
information using a digital interface right at the
meeting with a client. These digital tools, which
provide access to data from adjacent business
units, can enable junior bank employees to work
directly with customers without involving more
experienced colleagues, and also reduce the number
of participants in the service delivery process. All
this, in turn, will allow banks to reduce operating
costs.

126 °

Fig. 3. Banking model of the future

Source: Deloitte Center for Financial Services. URL: https://www2.
deloitte.com/kz/ru/pages/financial-services/articles/gx-bank-
ing-industry-outlook.html (accessed on 12.12.2020).

Automation and artificial intelligence are
changing many of the competitive edge factors in
capital markets — when dealing with customers
and supporting transactions — which, in turn, have
significant indirect impacts on the operations,
talent models and business strategies of market
participants. The introduction of innovative
technologies, especially cognitive automation
technologies, in customer service departments can
help improve efficiency and create new sources
of growth. Operating units will be able to expand
the sources of income and increase their stability
by dividing the costs of settlement and clearing
operations among all parties to the transaction.

Increasingly, banks are adopting smart
automation solutions to improve the efficiency
of client offices and new products. For example,
Goldman Sachs has implemented robots for trading
small batches of corporate bonds so traders can
focus on more profitable transactions [18]. UBS
uses artificial intelligence technologies to
develop an innovative “adaptive strategy” offering
that adapts strategy to customer requirements
[19]. Sophisticated predictive analytics applied
to transaction data enable bank employees to
anticipate customer expectations.

These technologies, along with others such as
blockchain, are also driving changes in the activities
of the controlling and operating divisions of banks.
However, much remains to be done. These functions
may need to be outsourced so that infrastructure
and operations are managed by a third party, as
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capital markets are too costly for many companies
due to reduced sources of revenue. It is possible
to improve the management efficiency of such
companies, for example, by attracting specialized
suppliers of technological solutions.

Banks’ ability to stay ahead of these trends can
be key to the success and stability of their business
models. The shift to electronic trading in the
high-margin segment such as interest rate swaps,
increased price transparency and new reporting
requirements could lead to increased pressure on
margins.

Of course, the driver of all this innovation
in payment services is the explosive growth of
e-commerce. However, live sales are still relevant,
and an effective strategy for improving the quality
of customer service must be built on the principle
of omnichannel.

It is likely that well-informed companies with
flexible business models, or companies that can
quickly copy new solutions from other market
participants and implement strategies that allow
them to quickly enter the market, will be able to
operate in this rapidly changing world of payment
services.

At this time, the transition to a non-cash form
of payments is being actively carried out, which
accelerates economic growth and the development of
the digital economy. Commercial banks in Azerbaijan
during COVID-19 were forced to switch to a new
remote form of service. Such a transformation
of the economy through the banking system can
give good results in the near future. Among the
main problems in the process of providing banking
services in the context of the digitalization of the
economy, only possible problems with the Internet
or electricity supply stand out, there are no other
serious obstacles in this process [20]. The process of
formation of state policy from the point of view of
innovative development is observed. This can make
it possible to form positive agenda from the point
of view of the balance of the domestic economy
since at present the problems associated with the
balance of economic development are considered
urgent in the world economy.3

Another important problem of the banking sector
in Azerbaijan is high bank interest rates. The high
percentage of banks in the country on loans causes

5 The development of an innovative economy in Azerbaijan was
discussed. URL: http://news.unec.edu.az/ekspert-reyi/6980-
azerbaycanda-innovasiya-tutumlu-igtisadiyyatin-inkishafi-
muzakire-olunub (accessed on 22.12.2020).

discontent among the population. Despite the fact
that the topic has repeatedly turned into an agenda
and a number of steps have been taken, the problem
has not yet been resolved. At the moment, consumer
loans in Azerbaijan are provided at an interest rate
above 20, which seems to the citizens of the country
to be completely unprofitable. Commercial banks are
the reason for such high interest rates on loans. In
fact, banks should not be interested in high interest
rates, since high interest rates in the future may
increase the risk of loan defaults and complicate
the bank-client relationship. Moreover, in modern
conditions, during COVID-19, when the normal
activities of many areas have been suspended, this
problem has become even more urgent. As a result,
the commercial bank itself loses, so the country’s
banks are advised to lower interest rates to single
digits. Currently, the Central Bank of Azerbaijan
is working on a draft of a new law on the banking
system. After the adoption of this law, the situation
with bank interest is expected to improve. On
the other hand, in our opinion, it is considered
mandatory to prepare a new conceptual state
program for banking. It is believed that the use of
simple methods and foreign practice will solve the
problem of high interest rates. High interest rates
mean expensive homes, cars, equipment. Bank loans
affect all areas of the economy. Most companies
sell products and other services precisely through
bank loans, which ultimately, due to high loans,
increases the prices of goods and services provided
by these companies. If, for example, a farmer
receives an expensive loan, accordingly, he will
raise the price for his products. As a result, the entire
load falls on the consumer. To solve this problem,
competition in the banking system is considered
mandatory, namely, a competitive environment
should be formed between banks. If local banks
continue to maintain high interest rates, there will
be a need to attract banks with cheap investments
from abroad. Banks should make serious changes
in their activities and meet new challenges; the
system should be formed anew. It is also necessary
to create a special structure that will control banks.
Despite the fact that a body called the “Chamber
for Control over Financial Markets” was created in
Azerbaijan, it did not meet the requirements and
was liquidated [21].

CONCLUSIONS
The results of the study can be presented in the
form of the following conclusions characterizing
the solution to the set goal of the work:
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1. By using different solutions and expanding
digital opportunities, banks must ensure that
robots provide them with a tangible competitive
advantage. Customers will increasingly look to digital
experiences to meet their needs.

2. Banks should also focus on data monetization
in view of the possible reduction in traditional
revenue channels. In addition, investments in data
technology and analytics will be required that will
use the bank’s own unique data to provide broader
insights for and about their customers. This in turn
will drive further innovation and better business
decisions.

3. Beyond technology, evolving talent needs

reflect new risks and business opportunities.

Highly qualified specialists in the field of building
information models and monitoring cyber threats
are currently in high demand. Changing customer

needs and developing industry mergers are
driving the engagement of specialized professionals
rather than industry experts (for example, trade
specialists who provide service to clients in various
businesses).

The advisability of these recommendations is
based on the obvious priority of the banking sector.
In addition to the fact that banks perform many other
functions, they also boost economic growth, while
the economic growth of any country improves the
social sphere and the well-being of the population.

The modern economy requires unconventional
solutions in the banking sector. Modernization
and optimization of banking processes, services,
improving the quality of service in combination
with low distribution costs are key to the successful
development of banks in conditions of financial
instability.
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