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AHHOTANUA

CrpaHaMm Hy)XEH KanuTai JUlsl 3aMEHbl CTaporo 000pyJ0BaHMsI, UCIOIb3YEMOTO JIs
MIPOU3BOJICTBA TOBApOB M yciyr. Eciu cTpaHa He MOXET 3aMEHHUTh KalmUTalbHbIE
OJiara 1o Mepe Toro, Kak CpoK IOJI€3HOT0 UCII0JIb30BAHUS CYIIECTBYIOIIETO Kanuraia
MOJIXOIUT K KOHILY, IPOU3BOJICTBO CHIKaeTcs. Kak mpaBuiio, yeM BBIlIE HAKOTIICHUE
KanmuTajla B OJKOHOMHKE, TeM OBICTpee HKOHOMHKA OyAeT YyBEIUYHMBATH CBOM
COBOKYIIHBIN g0x0/. [loToMy 4TO TIPOM3BOACTBO OOJBIIEr0 KOJMYECTBA TOBAPOB U
yCIyT MpHUBEAET K YBEIMYEHUIO YPOBHS HAlMOHAIBHOrO Jo0xoAa. B craThe
paccMaTpuBaeTCs poJib KanuTajia B SKOHOMHKE CTpaHbl. [lomuepkuBaeTcst 3HaUeHUE
Kanuraiaa ¥ IpOBOAUMOM B 3TOM HalpaBlI€HUN SKOHOMUYECKOM OJUTUKHU B Pa3BUTHH
3apyOeKHBIX CTpaH.

AHanu3 cienaH Ha OCHOBE MaKpO’KOHOMHYECKHX IOKa3aTesieil MmepBOoro KpapTaia
2023 roga B Azep0Oaiimkane. M3 ananu3a BUIHO, YTO TOCYJAPCTBO MpUIAET OONIbIIOe
3HaueHue 3Toi cepe B Hamiel cTpane. B ssuBape-mapte 2023 roga AeiicTByOMKUMY B
CTpaHe NPeANpUATUIMHI, OPTaHU3ALMIMYU U UHIUBUAYaIbHBIMU MPEANPUHUMATEISMA
IPOM3BENIEH BaJOBOM BHYTPEHHUH NpoAyKT B pazMepe 30,3 mMumiimapia MaHaTOB,
a B OCHOBHOM KalMTaJl HallpaBJIEHbI Cpe/icTBA B pazMepe 3523,1 MUIIIMOHA MaHATOB.
B pesynbTare sTOro B Hamiel cTpaHe JEHCTBYIOT HOBbIE MHyCTPUAIbHbBIE MapKH C
COBPEMEHHBIM KalUTAJIOM, @ HOBbIE MHAYCTpUAIbHBbIE MapKHd B HACTOAILEE BpEMs
CTPOSITCS HAa OCBOOOXK/IEHHBIX OT OKKYHAI[MH TEPPUTOPHUSIX.
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Abstract.

Countries need capital to replace old equipment used to produce goods and services.
If a country is unable to replace capital goods as existing capital reaches the end of its
useful life, then production declines. As a general rule, the higher the capital formation
of an economy, the faster the economy will increase its aggregate income. Because the
production of more goods and services will lead to an increase in the level of national
income. The article discusses the role of capital in the country's economy. The
importance of capital and the economic policy conducted in this direction is
emphasized in the development of foreign countries.

An analysis was made based on the macroeconomic indicators of the first quarter of
2023 in Azerbaijan. It is clear from the analysis that the state attaches importance to
this field in our country. In January-March 2023, the gross domestic product of 30.3
billion manats was produced by enterprises, organizations and individual
entrepreneurs operating in the country, and funds in the amount of 3523.1 million
manats were directed to the fixed capital. As a result of this, new industrial parks with
modern capital are operating in our country, and new industrial parks are currently
being built in the territories freed from occupation.
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Introduction

corporations, firms can put capital at risk to

Capital formation is the net capital
accumulation for a given country over an
accounting period. Thus, it is considered the
net accumulation of fixed assets such as
equipment, tools, transport assets and
electricity during the reporting period for a
given country. To raise additional capital, the
country must create savings and investments
from household savings or based on
government policies. Countries with a high
rate of household savings can accumulate
funds to produce capital goods faster, and the
government managing the extra income can
invest that income in capital goods. When
investors buy stocks and bonds issued by

increase  production and  create
innovations for consumers.

According to Bohm Bawerk, capital
enables the circulation of methods of
production because there is a net gain in
productivity resulting from the use of such
methods. Rapid capital accumulation can lead
to an increase in the supply of tools and
machinery per worker. It allows them to use
mechanical devices to produce products.

According to some economists, higher
population growth is an obstacle to economic
development. Therefore, capital is needed to
manage population growth. Capital is required
to adopt family planning methods and other

new
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methods of population control, especially in
poor and underdeveloped countries. Another
argument is put forward that these countries
lack food, shelter and housing, etc. capital is
the main requirement for meeting its demand
[What is the Role of Capital ...].

Why is capital formation important?

Capital formation actually causes more
money to circulate around the economy. The
accumulation of fixed assets translates into
investment and the production of more goods
and services, which should increase the
population’s income and stimulate demand.

Capital formation does not happen by
itself. It depends on the income of people
living in the country, their savings and
spending opportunities. This happens when the
population has enough income to save and
invest. Capital formation is the main measure
of a country's economic health. Increasing
production and investment leads to better
financial conditions of the population and
more spending, which contributes to economic
growth. In theory, an economy with high
capital formation should continue to grow,
reinvesting its earnings to accumulate more—at
least as long as inflation is kept at an
appropriate  level  [Capital Formation:
Definition ...].

Capital is the most important factor of
production, especially in a developing
economy. Capital formation is defined as the
part of the current product and import of the
country that is not consumed or exported
during the reporting period, but is allocated in
addition to its stock of fixed assets [Capital
Formation ...].

Industry is considered as the leading area
of capital formation and economic
development. We can achieve economies of
scale by applying advanced technology and
division of labor and scientific management.
Thus, production and employment will
increase rapidly. This will lead to economic
growth and capital formation.

Poverty and unemployment can be
quickly eradicated through rapid

industrialization. This happened in industrially
developed countries like Japan. Slow growth
of the industrial sector is responsible for
widespread poverty and mass unemployment.
Thus, with the rapid development of the
industrial sector, the surplus labor force from
the villages can be used in industry.

Industrial development contributes to
rapid growth of national and per capita income.
The history of economic development of
advanced countries shows that there is a close
relationship between the level of industrial
development and the level of national and per
capita income. Poverty and unemployment can
be quickly eradicated through rapid
industrialization. This happened in industrially
developed countries like Japan. Slow growth
of the industrial sector is responsible for
widespread poverty and mass unemployment.
Thus, with the rapid development of the
industrial sector, the surplus labor force from
the villages can be used in industry.

The Korean War (1950-53) almost
completely destroyed the manufacturing
facilities and infrastructure of the country's
economy. After the war, the partition of the
country destroyed the existing industrial
infrastructure. In the 1950s, many foreign
observers were pessimistic about the
development of the Korean economy. Until the
early 1960s, the economy was dependent on
foreign economic aid and had a per capita
income of less than $100, which was below
that of many African countries (including
Ghana and Kenya). South Korea started the
process of economic development in the early
1960s. In 1962, the Korean government
adopted a strategy of promoting more exports.
The government has strongly supported
exporting firms by providing various
incentives, including credit allocation and
favorable conditions in the tax system. The
export financing system has also played an
important role in supporting exports. As a
result, South Korea's economic growth
indicators in the last 30 years have been called
an exemplary model of rapid economic
development [Robert E. Lucas Jr., 1993].
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International experience and example

Caterpillar (CAT) is one of the world's
largest  manufacturers of  construction
equipment. It makes equipment that other
companies use to create goods and services.
Caterpillar (CAT) is a company that raises
funds by issuing shares and debt. In the first
quarter of 2023, sales and revenue were $15.9
billion, a 17% increase compared to $13.6
billion in the first quarter of 2022. The increase
was primarily due to favorable price
realization and higher sales volume.

The World Bank acts as a source of
financial and technical assistance to
developing countries with the aim of ending
extreme poverty through its programs. The
World Bank tracks gross capital formation,
which it defines as expenditures on additions
to fixed assets plus the net change in reserves.
Fixed assets include plants, machinery,
equipment and buildings used to create goods
and services. Stocks include raw materials and
goods available for sale. The World Bank
measures capital formation by assessing the
change in net savings. If the household savings
rate increases, savers can make additional
investments, buying stocks and bonds. If more
households save, the country may report a cash
surplus, which is a positive sign for capital
formation. The World Bank also reports the
amount of a country's central government's
outstanding public debt compared to the
country's gross domestic product (GDP),
which is the sum of all the goods and services
the country produces. If the rate of capital
formation of a country increases, the country's
GDP also increases.

Capital formation in Azerbaijan

In our country, this field is one of the
priority directions of the economy. The basis
of the development of Azerbaijan's economy,
which was founded by the National Leader
Heydar Aliyev, was the capital that entered the
country thanks to the "Contract of the
Century". Itis as a result that in January-March
2023, the gross domestic product of 30.3

billion manats or 0.4 percent more than the
corresponding period of 2022 was produced by
the enterprises, organizations and individual
entrepreneurs operating in the country. During
this period, the added value produced in the oil
and gas sector of the economy decreased by 3.9
percent, and in the non-oil and gas sector, it
increased by 4.9 percent. 47.5 percent of added
value is industry, 9.0 percent trade; vehicle
repair, 5.4 percent in transport and storage, 5.0
percent in construction, 2.6 percent in
agriculture, forestry and fishing, 1.9 percent in
tourist accommodation and catering, 1.5
percent in information and communication
fields, 17.6 percent were produced in other
fields. Net taxes on products and imports
accounted for 9.5 percent of GDP. GDP per
capita was 2991.2 manats. Industrial
enterprises and individual entrepreneurs
operating in this field produced 18.6 billion
manat industrial products in January-March
2023, or 3.2 percent less than in the
corresponding period of 2022. Product
production in the oil and gas sector decreased
by 4.0 percent, and in the non-oil and gas
sector, it increased by 4.7 percent
[Macroeconomic indicators ...].

In  January-March 2023, 3,523.1
million manats were allocated to the fixed
capital, or 40.3 percent more than in the
corresponding period of 2022. The volume of
investments in the oil and gas sector increased
by 23.8 percent, and the volume of funds
directed to the non-oil and gas sector increased
by 51.7 percent. 1,941.3 million manats or 55.1
percent of the used funds were spent on
production areas, 1,396.5 million manats (39.6
percent) were spent on service areas, and 185.3
million manats (5.3 percent) were spent on the
construction of residential houses. 2577.3
million manats or 73.2 percent of the funds
directed to the fixed capital were made up of
internal funds. 2,517.5 million manats or 71.5
percent of the funds directed to the fixed
capital were directly spent on construction
works [Macroeconomic indicators ...].
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Tabmmma
MaKPOBKOHOMI/I‘IeCKI/Ie HMHAUKATOPBI
Table
Macroeconomic indicators

January-March
January-March 2022 for
January- 2023 to January- information
The name of the indicator March 2023, March 2022 January-March
actual relatively, with 2021
interest relatively, with
interest
A 1 2 3
Gross domestic product,
million manats 30 310,6 100,4 106,8
including non-oil-gas GDP 16 959,8 104,9 110,3
GDP per capita, manat
2991,2 99,8 106,4
Industrial product, million 18 558,9 96,8 103,9
manats
including the non-oil and gas 42431 104,7 118,1
industry
Funds directed to fixed
capital, million manats 35231 140,3 90,5
including the non-oil and gas 22517 151,7 110,1
sector
from it to the non-oil and gas 175,4 87,1 67,6
industry
Agricultural products, million
manats 1340,1 103,4 103,4
including: plant breeding 76,0 101,3 114,4
animal husbandry 1264,1 103,5 102,8
Freight transportation in the
transport sector, million tons 52,5 106,4 105,7
Passenger transportation in
the transport sector, million 423,7 122,8 136,3
passengers
Information and
communication services, 692,7 117,8 114,7
million manats
Retail trade turnover, million
manats 13 008,5 103,0 103,1
Paid services provided to the
population, million manats 2 608,1 111,6 105,2
Revenues of the state budget,
million manats 8290,0 118,3 122,2
Expenditures of the state
budget, million manats 6 567,0 116,7 101,9
State budget surplus, million
manats 1723,0 X X
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Nominal income of the
population, million manats 18 479,9 115,2 119,2
Nominal income per capita,
manat 1823,7 114,4 118,8
Savings of the population in
banks, as of March 1, 2023, 11901,8 118,6 119,8
million manats
Credit investments, as of
March 1, 2023, million 20 347,1 115,7 120,3
manats
including overdue loans 606,1 87,8 75,2

Source: State Statistics Committee of the Republic of Azerbaijan

Conclusion

Industrialization plays an important role
in promoting trade. Advanced countries gain
more in trade than industrially backward
countries. Underdeveloped countries export
primary products and import industrial
products. Agricultural products have lower
prices and demand for them is generally
elastic. Although industrial products have
higher values, demand is inelastic. This leads
to a trade gap. To cover the deficit in the
balance of payments, we have to produce
import substitutes or promote exports through
industrial development.

Enterprises producing car parts should
be opened in the industrial parks operating in
our country. It is possible to meet the demand
of the domestic market as well as to export
abroad. It would be useful to use the
experience of South Korea and Turkey in this
field.

Cnucok JuTepaTypsl

1. Robert E. Lucas Jr. (1993), “Economic
miracle”.

2. Kim K. S, Park S. R. (1988).
Productivity change and factor analysis in South
Korean manufacturing (in Korean). Seoul: Korea
Institute of Economics and Technology.

3. Pyo H.K, Gong B.H., Kwon H.Y., Kim
E.J. (1993). Sources of industrial growth and
productivity estimates in Korea (1970-1990) (in
Korean). Seoul: Korea Economic Research
Institute. Sengupta, Jati K. 1991.

4.  Rapid growth in NICs in Asia: Tests of
new growth theory for Korea, Kyklos, 44 (4),
561-79.

5. Growth in NICs in Asia: Some tests of
new growth theory (1993). Journal of Development
Studies, 29 (2), 342-51.

6. What is the Role of Capital in Economic
Development? URL:
https://www.economicsdiscussion.net/economic-
growth/what-is-the-role-of-capital-in-economic-
development/4441

7. National Bureau of Economic Research.
URL.: https://www.nber.org/

8. Role of Industrial Development in
Economic Growth. URL:
https://www.economicsdiscussion.net/articles/role
-of-industrial-development-in-economic-
growth/2227

9. Capital Formation: Definition, Example,
and Why It’s Important. URL:
https://www.investopedia.com/terms/c/capital-
formation.asp

10. Capital Formation. URL:
https://esaharyana.gov.in/capital-formation/

11. The State Statistical Committee of the
Republic of the Azerbaijan. URL:
https://stat.gov.az/

12. Macroeconomic indicators of the
country's economic and social development in
January-August 2024, URL.:
https://stat.gov.az/news/macroeconomy.php?page
=1&lang=az

References

1. Robert E. Lucas Jr. (1993), “Economic
miracle”.

2. Kim K. S, Park S. R. (1988).
Productivity change and factor analysis in South
Korean manufacturing (in Korean). Seoul: Korea
Institute of Economics and Technology.

HAYYHBIW PE3YJIbTAT. 3KOHOMWYECKUE UCCJIEJOBAHUA
RESEARCH RESULT.ECONOMIC RESEARCH



Hayunvlil pesysomam. IkoHomuueckue uccaedosarust. T. 10. Ne 3. 2024. C. 5-11 11

Research Result. Economic Research. Vol. 10. N¢ 3. 2024. P. 5-11

3. Pyo H.K., Gong B.H., Kwon H.Y., Kim
E.J. (1993). Sources of industrial growth and
productivity estimates in Korea (1970-1990) (in
Korean). Seoul: Korea Economic Research
Institute. Sengupta, Jati K. 1991.

4. Rapid growthin NICs in Asia: Tests of new
growth theory for Korea, Kyklos, 44 (4), 561-79.

5. Growth in NICs in Asia: Some tests of
new growth theory (1993). Journal of Development
Studies, 29 (2), 342-51.

6. What is the Role of Capital in Economic
Development? URL:
https://www.economicsdiscussion.net/economic-
growth/what-is-the-role-of-capital-in-economic-
development/4441

7. National Bureau of Economic Research,
available at: https://www.nber.org/

8. Role of Industrial Development in
Economic Growth, available at:
https://www.economicsdiscussion.net/articles/role
-of-industrial-development-in-economic-
growth/2227

9. Capital Formation: Definition, Example,
and Why It’s Important, available at:
https://www.investopedia.com/terms/c/capital-
formation.asp

10. Capital Formation, available at:
https://esaharyana.gov.in/capital-formation/

11. The State Statistical Committee of the
Republic of the Azerbaijan, available at:
https://stat.gov.az/

12. Macroeconomic indicators of the
country's economic and social development in
January-August 2024, available at:
https://stat.gov.az/news/macroeconomy.php?page
=1&lang=az

Nudopmanusa 0 KOHPIMKTEe MHTEPECOB:
aBTOPLI HC HMCIOT KOH(bJ'II/IKTa HUHTCPCCOB JId
JICKJIapaluu.

Conflicts of Interest: the author has no
conflict of interest to declare.

Baaue  J:keilixyH  AMHH,  JIOKTOp
tdbunocodun o SKOHOMHUKE, CTapIIuii
NpenoaaBaTenb bakunuckuii HNuxenepHslii

VYuusepcurer, (r. XsipaanaH, AzepOaiimxan)

Jeyhun A. Valiyev, PhD in Economics,
Senior Lecturer, Baku Engineering University
(Khirdalan, Azerbaijan)

HAYYHBIW PE3YJIbTAT. 3KOHOMWYECKUE UCCJIEJOBAHUA
RESEARCH RESULT.ECONOMIC RESEARCH



