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LPKADAP IEPATIMOB,
avicepTaHT kagheapu «EKoHoMIK Ta yrnpaBiHHAY bakvuHcbKoro gepxaBHoro yHiBepcuTeTy

PuHok yiHHux nanepis AzepbangxaHy Ha HOBIN cTapii

Y crartTi po3rnspaeTsca 3akoHogas4a 6asa, nigroTosneHa Ans po3BUTKY PUHKY LIHHWX nanepis Ta uiei 06nacTi 3aranom, cTaH—
[apTv v npaBuna, NPUAHSATI AN YCyHEHHS NOTeHUiVIHVX npobnem, 3akoH «[1po pyHOK LWiHHVX nanepiBy, METOO SIKOro € MigroToBKa
HOBOIro 3aKOHO[aBCTBA Mpo LiHHI narepu v nepexifg pyUHKY Ha HOBY CTyriHb. TakoX po3rnsapatoTbCs Taki MUTaHHSA, K cgepa gi—
ANbLHOCTI (PIHAHCOBUX PUHKIB, MPOGPECIVHI YHECHUKY PUHKY LiHHVX ranepis, nocayry iHBECTULIHUX KOMMaHiv, cTBopeHHs Kom—
reHcavyiviHoro ¢hoHAay Anst YCYHEeHHS PU3VIKIB IHBECTOPIB, PO3MILLIEHHSI HOBUX EMICIV, EMITEHTHI 3BITV Ta iH.

Knro4osi cnoBa: LiHHI nanepu, pyHKy Kanitany, iIHBecTuuii, akujii, 6ipxa, KnipyHr, Aernosaitap, CTaTyTHUIA KaniTarn, eMicCisi, eMi—
TEHT, 3aKOH.

[PKADAP VIBPAMVIMOB,
aviccepTaHT Kagheapb! «IKOHOMUKY 1 yripaBieHvsi» bakvuHCKoro rocynapcTBeHHOro yHuBepeuTeTa

PbiHOK HeHHbIX 6ymar A3epbangxaHa Ha HOBOW cTaguun

B ctatbe paccmaTtpuBaeTcsl 3akoHogaTenbHasi 6a3a, no[roToBeHHas [yl pPasBUTYS PbIHKa LEHHbIX Bymar 1 aTou obnact
B LierIoM, CTaHAapTb! v Npasurna, NPUHSTLIE AN YCTPaHeHVIsl NoTeHUmanbHbIX npobnem, 3akoHe «O pbiHKe LeHHbIX 6ymary, Le—
b0 KOTOPOro IBIIAETCSA MOoAroToBKa HOBOIO 3aKOHOAATENbCTBA 0 LUEHHLIX ByMarax v nepexof pbiHKa Ha HOBYHO CTyneHb. Takxe
paccmaTpyBaloTCs Takve BOMpOChl, Kak cehepa AesTenbHOCTU (hMHaHCOBbIX PbIHKOB, MPOECCHOHaNbHBIE Y4aCTHUKN PbIHKa
LeHHbIX Bymar, yciyri MIHBECTULMOHHBIX KOMaHui, co3gaHve KomneHcaumoHHOro (hoHAa Ansl YCTpaHeH sl PYCKOB MHBECTO—
OB, pa3MeLLieHNE HOBbIX IMUCCUV, SMUTEHTHbIE OTHETLI 1 Ap.

KnoueBsbie cnoBa: LieHHble 5yM8I'M, PbIHKW KanuTana, nHBecTnlmnn, akumm, 5l/lp)K8, KIIMPWHI, Aerno3anTap, ycTaBHbIN Karnu—
Tan, aM1uccusd, SMUTEHT, 3aKOH.
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Securities market of Azerbaijan in a new phase

The article covers legislative framework, which is prepared to develop the securities market, standards and regulations
aimed at developing this field and regulating possible problems. The article also mentions issues related to the preparation of
the legislation and new Law on «Securities market» which is developed to take the securities market into new phase. Moreover,
the article touches upon the sphere of activity of the financial markets, professional participants of the securities market,
services of the investment firms, creation of the compensation fund to regulate the risks of investors, allocation of the new

issues, issuer reports and other matters.
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Since 1998 legislation has been developed to form the
securities market and as of 2000 the securities market has
been operational. Later, several new laws, standards and
regulations have been prepared by the State Committee for
Securities of the Republic of Azerbaijan to strengthen the
infrastructure and regulate the possible risks. During the last
10 years, processes happening in world economy and money
and capital markets have raised the issue of regulation of
relationship of the financial markets and market participants.
President Ilham Aliyev has signed an order approving the
State Program on «Development of securities market in the
Republic of Azerbaijan in 2011—-2020 (6). The main objective
of the program is to form a modern and efficiently operating
securities market in line with international standards which can
provide wide capitalization opportunities to the economy and
ensure reliable risk management. Besides, the aim is to provide
informative and awareness works on securities market (1).

In order to realize the benefits of the capital markets for
the economy, it is necessary to build convenient and reliable
system, taking into consideration the socioeconomic and
political aspects (3). Economic growth in the country and
changes made in the legislation have made it necessary to
update the legislation on securities and prepare the Law on
«Securitiesy in order to take the securities market into the new
development phase. Financial markets: Sphere of activity of the
financial markets is usually divided into two parts:

1. Money market.

2. Capital market.

Money market mainly deals with regulating money market.

The main objective of the capital market is to ensure the
flow of savings made in the economy to the economic agents
in need of financing and to form the infrastructure to enable
the people in need of financing to access the market. Activities
of the market participants and operational mechanism of the
market has to be taken into account in addition to ensuring the
formulation of the deep, liquid and transparent market (3).

1. Regulated markets — operations done through investment
securities quoted in exchange.

2. Unregulated markets — instead of public offering of the
securities in the market or through auction, the deal is done
between the seller and the buyer. In this case sellers and buyers
get in touch and agree on sale though brokerage firm via phone,
fax or electronic tools. Even though this kind of transactions are
called over—the—counter transactions, currently in securities
market of Azerbaijan this kind of agreements have regulated
mechanism and are semi—regulated. Since the last financial crisis,
Financial Market Directives of the European Union member states
envisions the regulation and supervision over the operational
systems created as an alternative for exchange (7).

Professional participants: In order securities market to
operate professional participants are needed to conduct the
different kinds of activities in the market.
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Even though there are professional participants when
the market commences, it is necessary to re—form the
participants taking into consideration the requirements of the
market. According to the new law, professional participants will
be investment firm, exchange, clearing organization, depositary
of the investment fund and central depository. These will be
incorporated as a joint stock company and will have to get a
license depending on its field of activity to operate. Licenses for
the investment firms will be single license for providing services
such as brokerage, dealer or underwriting. These firms will
only be allowed to conduct permitted activities. According to
the existing legislation, brokerage and dealer firms were given
a license for 5 years, however, based on new law investment
firm activities will be given a permanent license as this will be
the case for exchange, clearing and depositary services. These
changes will eliminate time constraints on the activities of the
professional market participants and will positively affect their
ability to formulate long term strategy.

The existing law did not define any capital requirement for
the professional market participants, whereas new legislation
determines that supervisory authority defines minimum capital
amount for the authorized capital and its formulation procedures
for the investment firm, exchange, clearing organization,
depository of the investment fund and central depository.

Taking into account that asset management, transactions
conducted on behalf and via account of a client, professional
participants have to have adequate level of capital to mitigate the
possible risks arising (2). Total capital requirement is equal to the
sum of capital requirement calculated taking into account the
credit risk, market risk, operational risk and concentration risk:

Capital Capital Capital Capital requirement

requirem | 4+ | require + | requirem = < Total capital
ent on ment on ent on Minimum total capital

credit market operatio (100000 AZN)

risk risk nal risk

Another change is that professional participants such as
central depository, exchange, clearing organization, depository
of the investment fund and investment firm have to prepare
financial statements not later than 4 months from the end
of the financial year, have them audited, submit them to
supervisory authority together with audit opinion and disclose
them using mass media.

It would have been more appropriate to have different capital
requirements for the companies that take all or part of the
responsibility for providing asset management or underwriting
services for the investment firms and companies that only
provide intermediary services. Considering that companies that
only provide intermediary services for the purchase and sales
of the securities do not raise funds and do not take on great
amount of liability vis—a—vis their clients, reporting requirements
for these firms could have been different than other firms.

Moreover, professional participants of the market can acquire
the share that would allow the professional participant to raise
the significant share to 25%, 50% and 75% of the authorized
capital and also allow the investment firm, exchange, clearing
organization, depositary of the investment fund and central
depository only after receiving the consent of the supervisory
authority. The same person cannot directly or indirectly acquire
controlling share (50% and above) of more than one company.

Existing legislation allowed to get the license for the investment
firm activity (brokerage) within short period of time (9), whereas
according to the new law final application for getting license
will be considered in two stages after the initial application,
submitted by the founders, and respective state registration.
Besides, branches and representatives of the local investment
firm can operate in the Republic of Azerbaijan or outside of the
country based on the permission of the supervisory authority.

While existing legislation allowed the person to take any position
atthe brokerage firm by only passing attestation at the supervisory
authority, new legislation requires a person to have minimum of
3 years of experience in financial services sector for becoming a
member of supervisory body, management board and head of the
branch of the investment firm, and 4 years of experience in audit
or related services to become a member of audit committee of
the investment firm, exchange, clearing organization, depository
of the investment fund and central depository.

Services of investment companies: According to the new law,
following operations have been identified that investment firms
can conduct with the financial instruments:

1. Reception and execution of client requests. In this kind of
activities companies do not take any risk and merely executive
the operation on behalf of the client and client’s account.

2. Portfolio management for individual investors. In case of
possessing permission for managing firm’s assets they will be
allowed to manage individual investors’ portfolios only, however,
according to the law on «Investment funds» they will not be
allowed to form and operate equity or other kinds of funds (4).

3. Providing investment recommendations. Companies
will provide recommendations on issuance, how to get listed
and other consulting services to investors, issuers and other
capital market participants and will receive payments and
commissions in return. Brokerage firms have been fulfilling
these services for years to support the development of the
securities market, however, they do not receive any payment
from the clients in return;

4. Allocation and underwriting of the securities without bearing
responsibility or allocation and underwriting of the securities with
bearing responsibility. According to the existing law, companies
providing dealer services can allocate the newly issued securities
based on purchase orders without bearing any responsibility and
do not bear any responsibility for the part of securities that has
not been allocated. According to the new law, companies will be
able to take over the responsibility for the allocation of the part
of the new issues and will have to have enough capital and other
requirements. There will be a need for the brokerage companies
with low amount of capital to boost their capital.

Supporting investment services are the following:

1. Management and maintenance of clients’ accounts,
including conducting operations related to loading the
securities or derivatives with liability;

2. Signing deals with investors through securities or
derivatives or lending.

According to the existing regulations, brokerage firms only
executed clients’ orders, whereas they will also be able to
participate in financing investors’ orders. In order this kind of
financial operation to work, it is necessary for the investment
firm to be able to keep the financial instrument in its account
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or securitize the instrument in order to be able to regulate the
promptness of the transaction and risks of the investment firm.
As mentioned above, these transactions will necessiate capital
requirements and new financing sources. Investment firms will
be able to providing lending for the clients through issuing new
debt securities or equity (IPO — Initial Public Offering). In the
practice of different countries, a client is able to use 20, 35 or
50% of his own funds and the rest can be covered using credit
limit. In case when there is a loss in value of the security in the
amount of credit used to purchase the security, the security is
immediately sold to cover the credit position (8).

3. Even though services, such as capital structure of the
legal entity, operational strategy and recommendation on
reorganization, research related to securities or derivatives
and financial analysis are being done by the existing professional
participants, the new requirements will bring development of
professional staff and human resources into the agenda;

4. Foreign exchange related to providing main investment
services. Currently, brokerage firms conduct operations
with their own account and on behalf of the client to fulfill
the requirements of the client. The new law will approve this
operations mechanism.

Market innovation — Investor Compensation Fund: Since the
formation of capital market in Azerbaijan it has been considered
to create this kind of funds, however there has not been a
necessity to create a fund to insure the investor risks. Due to the
fact the market participants were not allowed to take additional
riska and there were limited number of investors and deals in the
market, besides supervisory authority being able to control the
situation, there has not been a need for creating compensation
funds for the investors. According to the new law, if ratio of
deals to the GDP in the securities market exceeds 25% for 2
consecutive years, investor compensation fund has to be set up
to provide compensation. Taking into account that formation of
this kind of fund will protect investors and will allow to attract
new investors, it would have been reasonable to immediately
set up the fund without considering the ratio of deals to GDP.
Entities who have got license to operate as an investment firmin
the territory of the Republic of Azerbaijan have to participate in
the fund when the investor compensation fund is created.

Itis considered to form the fund’s means from following sources:

Service fee paid by the participants of the fund;

Commissions paid to investment firms;

Returns made through investment activities;

Payments on insurance contracts;

Payments received on liquidation services provided by the
investment firms.

Allocation of the new issues: According to the existing law it was
allowed for investment securities — 1 year for equities and longer
allocation period for all kinds of bonds (15 and 5 days respectively
from the declaration date), whereas, according to the new law
public offering of the securities is not allowed to exceed 3 months
including subscription period being not more than 7 working days
from the date of subscription announcement (5).

Publicly offered securities can only be bought by money and
these funds will be kept in clearing organization or in a special
bank account opened by the issuer in a bank determined by the
supervisory authority. These funds can be used by the issuer after

the allocation is completed and issue or report on the results
of public offering passed state registration by the supervisory
authority. Subscription was conducted based on nominal price
till today, whereas according to the new law the price corridor of
the publicly offered securities has to be in the issue prospectus
or has to be declared 3 days prior to the subscription date.
Orders can be entered into the trading system of the exchange
only within price corridor of the security defined in prospectus.

Statements of issuers: Irrespective of its legal form, issuers
whose securities have been publicly offered and traded in
regulated market will publicly distribute its annual financial
statement within 4 months from the year end and has to ensure
that it is accessible for the public for next 5 years. Besides
annual financial statements, approved annual and semiannual
management reports have to be submitted to the supervisory
authority. Significant events that happened during the past 6
months and main risks and problems for the upcoming 6 months
have to be mentioned in the interim management report.

Comments on their impact on the interim financial
statements, as well as information on the deals made with
various persons have to be included into the interim report.
Moreover, issuers have to prepare, in accordance with the
regulations of the supervisory authority, the list of shareholders
who have significant share and have to make sure the list is
accessible for the public.

In international practice, unlike in Azerbaijan, companies with
publicly traded securities announce, in advance, the date when
the financial statements will be disclosed each quarter and the
company is obliged to disclose the financial statements in the
predetermined dates. Even in some countries there is a strict
deadline for the companies to disclose their financial statement and
companies may face fines and penalties in case if they fail to do so.

Disclosure of the information by the Issuers: Issuers which
had public offering of the securities and whose securities is
publicly traded have to disclose information to the public in the
following cases:

a) issuance for the borrowing purposes;

b) in case it provides guarantee;

c) if any changes occur in the utilization of the funds that
have been attracted via public offering mentioned in the issue
prospectus.

Matters considered in this case are more about the issuers
who issue debt securities. Moreover, disclosure of the deals
and operations to the public by the joint—stock companies
significant to the activities of the company whose shares
have been publicly offered is one of the important elements.
In international practice, companies listed in exchanges have
to disclose the information of public interest during the day
and this prompt information flow is important to ensure the
business transparency and financial depth.

It can be considered for the companies in a regulated market,
whose investment securities is listed, to disclose the following
information:

a) Borrowing contracts, advertising and sponsorship
agreements significant to the company;

b) confirmation or rejection information by the attorneys of
the company of the company information published in print or
online media (within maximum of 3 days);
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c) repurchase of the share by the company or information on
operations with the company shares in exchange or over—the—
counter by the shareholders having significant share;

d) disclosing financial statement indicating financial position
of the company within 20 days from the end of each quarter
with 7 days in advance notice;

e) Disclosing the decisions of the general meeting of the
shareholders, supervisory board and management board
within 1 day, latest.

As this kind of decisions and information immediately affects the
market price of the securities, it is important to make sure that
investors get this information in under fair time and conditions.
This is very important to ensure the transparency in the market.

Authorities of the State Committee for Securities of the
Republic of Azerbaijan (SCS) are being expanded: According to
the existing legislation only the management positions at the
National Depository Center, which has been established by
the SCS, were appointed and dismissed by the SCS, whereas
according to the new law management positions at the
investment firm, exchange, clearing organization, depositary of
the investment fund and central depository will be approved by
the shareholders after being agreed with the SCS. Moreover, in
cases defined in the law, members of the executive board of the
investment firm, exchange, clearing organization, depositary
of the investment fund and central depository can be
prematurely dismissed. Besides, the SCS will also participate
in the management of the investors compensation fund. The

SCS will be allowed to appoint and dismiss the members of the
supervisory board of the fund.

In general, it is understandable for Azerbaijan to increasing
control over the capital market and to provid additional
authorities to the supervisory authority taking into account
the increasing control over the capital market and limiting its
activities in a global level after it caused the global financial
crises. Significantly increasing the scope of authority of the
supervisory authority can negatively affect the developing capital
market. It is necessary to identify optimal level of authorities for
the supervisory authority taking into consideration the depth,
development level and working mechanism of the market.
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JIM. KJTATIKIB,

K.e.H., CT. BUKnaga4 kaghenpm giHaHciB, KniBCbKuvi HalioHanbHWi TOproBeibHO—EeKOHOMIYHUA YHIBEPCUTET
EIXBBIOpI/ICTIII‘-IHa TEOpPIA Ha CTPaxoBOMY PUHKY

Y cTaTTi po3rnsHyTO OCHOBHI N0N0XEHHS Teopii BixeBiopy3My, siKi XapakTepu3yrTb NoBeAiHKY iHAVBIZIB Ha CTPaxoBOMY PUHKY.
AKTyanbHICTb [JOCIIAKEHHS MIATBEPOXYIOTb pe3ynbTaTy eMMipUYHMX OOCAKEHb HayKoBUIB 3axigHOi eEKOHOMIYHOI JyMKW, 30—
Kpema nipaui Hobeniscbkux naypeatis [. KaHemaHa i A. TBepcki. [TpakTvyHa UiHHICTb JOCTIIKEHHST MOISirae B MOSICHEHHI OKpe—
MUX MPOLECIB MPUAHATTS piLLEHb Ta MOTVBAaLil Y4aCHWUKIB CTPaxoBOro PUHKY.

Knro4osi cnosa: Teopisi 6ixeBiopr3my, MPUAHATTS PILUEHHS, PaUiOHanbHICTb, iHAVBIA, CTPaxoBe NMOKPUTTS, CTPaxoBui riaTix.

J1.M. KTTATIKVIB,

K.3.H., CT. periofaBaTterib Kagheapb! (hHaHcoB, KNEBCKUV HAUMOHabHbIA TOProBO—3KOHOMUYECKU YHUBEPCUTET
BMXEBMOPMCTM‘IEGKGH Teopua Ha CTPAaxXoBOM pPblHKe

B ctatbe paccMoTpeHbl OCHOBHbIE OI0XEHUSI Teopuy BUXeBUopu3Ma, XapakTepusyoLyme rnoBeaeHne MHANBUAOB Ha
CTPaxoBOM pbIHKE. AKTyanbHOCTb MCCReAoBaHVs MOATBEPXAarT pe3ynbTaTbl 3MANPUYECKMX NCCHEe0BaHWA Y4eHbIX 38—
nagHovi 3KOHOMUYECKOW MbICNV, B 4aCTHOCTY paboTel HobeneBckux naypeatos [. KaHemaHa n A. Teepcku. [pakTnyeckas
LEHHOCTb MCCIe[0BaHUS 3aK04aeTCs B 00bACHEHWN OTAENbHbIX MPOLECCOB MPUHATUS PELLEHN U MOTUBaLWN Y4aCTHUKOB

CTPaxoBoro pbIHKAa.

Kno4eBbie cnoBa: Teopvis 6VIXEBVIOPVI3M6, MPpUHATVE PELUEeHVA, paynoHarlbHOCTb, MHONBWA, CTPAaxoBOe rNoKpbITUe, CTPaxo—

BOWV nnarex.
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Behavioral theory on the insurance market

The article discusses the basic terms of the behavioral theory that characterize the decisions of individuals in the insurance
market. The relevance of the study confirms the results of empirical research of sciences of Western economic thought,
including the work of Nobel laureates D. Kahneman and A. Tversky. The practical value of the study is to explain certain
decision—making processes and motivation of the participants in the insurance market.

Keywords: behavioral theory, decision—making, rationality, individuals, insurance coverage, insurance payment.
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