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Abstract

This study empirically investigates the financial mechanisms underpinning
efficient employment strategies in the transition economy of Azerbaijan for the pe-
riod 2010—2024. Using the Keynesian “effective demand” framework and the Non-
Accelerating Inflation Rate of Unemployment (NAIRU) concept, the purpose of the
article is to improve the financial mechanism of active labor market policy and in-
novative financing of ecosystems to ensure employment in Azerbaijan, while ad-
dressing the challenges of digitalization and the growing skills gap. The original
scientific contribution of this paper lies in the development of a “Tripartite Hybrid
Financing Model”, which integrates state funding, private sector investment, and
educational infrastructure to mitigate the skills mismatch in the non-oil sector. The
study expands the analysis by demonstrating the potential application of this
model to European transition economies facing similar structural transforma-
tions.The research demonstrates that shifting from passive social transfers to in-
vestment-oriented employment insurance significantly increases the employment
multiplier. Based on 2024 data, the study evaluates the impact of digital transfor-
mation on job creation efficiency. The findings provide a strategic roadmap for
synchronizing monetary transmission with labor market requirements to ensure
long-term macroeconomic stability.
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Problem Statement

Ensuring price stability and maintaining macroeconomic equilibrium are
fundamental conditions for sustainable economic growth in modern regulatory
systems. In this context, the state of full employment serves as a primary criterion
for the efficiency and stability of the economic system. As emphasized in modern
macroeconomic research, an economy's ability to reach its potential output level
directly depends on reducing unemployment to its “natural rate” or the Non-
Accelerating Inflation Rate of Unemployment (NAIRU). Within this framework, the
problem of unemployment is viewed not merely as a source of social tension but
as an economic loss resulting from the underutilization of resources.

The conceptual foundations for regulating employment through financial
mechanisms are rooted in the fundamental approaches of J.M. Keynes (1936).
According to Keynesian theory, a market economy is not always capable of en-
suring full employment through internal mechanisms alone, as the economic sys-
tem frequently faces the challenge of a “deficiency of effective demand”. Conse-
quently, active state intervention through fiscal and monetary policies becomes
necessary to stimulate aggregate demand and mitigate cyclical unemployment.

Building on the author’s previous research regarding the role of financial
mechanisms in macroeconomic equilibrium (Abbasov & Valiyeva, 2020), this pa-
per extends the analysis to the specific labor market dynamics in transition econo-
mies. Within this context, the Azerbaijani experience offers valuable insights for
other European transition economies — such as those in Central and Eastern
Europe — that face similar structural shifts from resource-dependent to service-
oriented growth models.

In the case of Azerbaijan, the last decade has been characterized by vola-
tility driven by external shocks and internal structural transitions. Recent data
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covering the period from 2021 up to the end of 2024 reveal that while the transi-
tion toward inflation targeting has helped stabilize the currency, structural imbal-
ances in the labor market persist. The rapid digitalization of the economy and the
expansion of the “Instant Payment System” have introduced new dynamics to the
velocity of money, which indirectly influences investment patterns and job crea-
tion. However, this digital shift has also highlighted a significant “skills gap” (mis-
match between worker qualifications and market needs), which is a common chal-
lenge across emerging European markets. In 2024, the integration of digital fi-
nancial services into the labor market has created a new paradigm for “remote”
and “platform-based” employment, necessitating a revision of traditional fiscal in-
centives. Recent studies confirm that fintech integration accelerates capital circu-
lation, impacting employment elasticity (Arner et al., 2018, 2019; Sahay et al.,
2020).

The purpose of the article is to improve the financial mechanism of active
labor market policy and innovative financing of ecosystems to ensure employment
in Azerbaijan, while addressing the challenges of digitalization and the growing
skills gap. The article specifically addresses how the “tripartite financing” model
and self-employment programs can bridge the “equilibrium gap” and enhance the
effectiveness of the monetary transmission mechanism in the long run. By evalu-
ating the performance of these mechanisms through a comparative analysis with
European transition economies, the study provides a strategic roadmap for syn-
chronizing financial flows with sustainable labor productivity.

Theoretical Framework and Literature Review

The conceptual foundation for regulating employment through financial
mechanisms is primarily rooted in the fundamental approaches of J. M. Keynes.
According to Keynes (1936), a market economy is not inherently capable of en-
suring full employment through internal mechanisms alone, as the economic sys-
tem frequently faces a “deficiency of effective demand”. This theoretical perspec-
tive suggests that during periods of economic downturn, the state must utilize fis-
cal instruments to stimulate investment and consumption, thereby reducing cycli-
cal unemployment. Building upon this framework, recent studies emphasize that
in resource-dependent transition economies, the “multiplier effect” of fiscal spend-
ing is highly contingent on the quality of financial transmission. This observation
aligns with findings from European transition economies, where the efficiency of
fiscal interventions in the labor market is often constrained by institutional quality
and the depth of the financial sector (Hallerberg et al., 2009).

Modern macroeconomic literature further develops this by introducing the
concept of the Non-Accelerating Inflation Rate of Unemployment (NAIRU). As ar-
gued by Blanchard (2017), any attempt to push unemployment below this “natu-
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ral” level through purely monetary expansion may lead to accelerating inflation,
thus disrupting macroeconomic equilibrium. In the Central and Eastern European
(CEE) context, studies on NAIRU and labor market dynamics suggest that struc-
tural reforms and investment flows, rather than cyclical stimuli, are more effective
in reducing long-term unemployment and accelerating employment transitions
(Kwiatkowski & Krzetowska, 2024). The strategic selection of financial mecha-
nisms must, therefore, balance labor market activation with price stability—a
theme explored in the context of Azerbaijan’s macroeconomic models by Abba-
sov and Valiyeva (2020), who argue that equilibrium is achieved only when finan-
cial depth supports structural labor shifts.

In the context of transition economies, the relationship between financial
stability and labor market dynamics is often complex. Research indicates that
structural imbalances — where the skills of the labor force do not match the re-
quirements of the modern economy — require targeted financial interventions
rather than general monetary easing. Similar “skills gap” challenges have been
extensively documented in European markets, where digitalization and the green
transition have necessitated the development of innovative financing for retraining
programs (European Commission, 2023; International Labour Organization,
2023). According to Aliyev (2025), strengthening financial supervision and public
sector audit mechanisms is essential to ensure that such targeted fiscal alloca-
tions reach job-creating sectors transparently and efficiently, minimizing resource
leakage. Building upon these structural dynamics, Christiano et al. (2021) argue
that wage inertia plays a pivotal role in allowing empirically plausible variants of
the standard search and matching model to account for the large countercyclical
response of unemployment to shocks.

Furthermore, the rapid digital transformation and the evolution of financial
ecosystems in 2024 have introduced a new dimension to the velocity of money
(Roy et al., 2021; Shkolnyk & Zakharkina, 2022). As Sutherland and Jarrahi
(2020) suggest, digitalization impacts real economic variables; however, in the
current Azerbaijani context, this is manifested through the growth of platform-
based employment and the “gig economy”, which requires a paradigm shift in how
active labor market policies (ALMP) are financed.

To conceptually differentiate the financial regulation strategies discussed in
this study, Figure 1 illustrates the fundamental divergence between Neoclassical
and Keynesian labor market theories. While the Neoclassical model emphasizes
wage flexibility as the primary mechanism for reaching full employment, the
Keynesian framework demonstrates that involuntary unemployment stems from a
lack of effective demand, requiring targeted fiscal and financial interventions. This
theoretical comparison serves as the basis for the empirical analysis conducted in
the following sections.
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Figure 1

Theoretical divergence in labor market equilibrium: Neoclassical vs.
Keynesian frameworks
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Source: compiled by the author based on the theoretical frameworks of Keynes (1936) and
contemporary macroeconomic representations in Blanchard (2017).

In Figure 1, Panel (A) illustrates the Neoclassical perspective, where flexi-
ble real wages (W) ensure that the labor market consistently returns to a full-
P

employment equilibrium (L*). In this view, any unemployment is considered tem-
porary or voluntary. In contrast, Panel (B) depicts the Keynesian framework, high-
lighting that due to nominal wage rigidities and deficient effective demand, the
economy can remain trapped in an underemployment equilibrium (L1<L*). This
theoretical disparity underscores the necessity of the financial mechanisms and
state-led active labor market policies (ALMP) analyzed in this study, particularly
for transition economies where market self-correction is often hindered by struc-
tural rigidities.

Methodology

This research employs a multi-dimensional methodological approach to
analyze the financial regulation of the labor market in Azerbaijan. The study is
grounded in post-Keynesian macroeconomic modeling, specifically focusing on
the relationship between aggregate demand and employment levels. This ap-



Journal of European Economy 421
Vol. 25. Ne 2 (97). April-June 2026.
ISSN 2519-4070

proach allows for a comparative evaluation of employment strategies, aligning the
Azerbaijani case with the structural challenges observed in European transition
economies. To evaluate the efficiency of the employment strategy, the following
methodological steps were taken. Furthermore, the methodological framework in-
corporates the impact of digitalization on labor dynamics, specifically addressing
how the digital shift influences the structural unemployment coefficient and the
overall efficiency of financial transmission.

Theoretical and Mathematical Modeling

The primary theoretical framework is based on Okun’s Law, which posits a
negative correlation between an economy’s GDP growth and its unemployment
rate. This relationship is integrated with the NAIRU concept to determine the equi-
librium point where financial stability meets labor market efficiency. By adopting
this framework, the study ensures methodological consistency with European la-
bor market research, facilitating the cross-border application of the results.

To quantify the effectiveness of the proposed financial interventions, this
study introduces the Employment Efficiency Index (EE/). While the index is cali-
brated using Azerbaijani labor market data (2010-2024), its mathematical struc-
ture is designed to be applicable to other transition markets facing similar struc-
tural gaps. The index is calculated as follows:

EE/ = (A’E—fjx(;j , (1)
A Fstate Ustructural

where AE is the annual growth in the number of active jobs created

active

through self-employment; AF,

state 1S the total state financial allocation for active la-

bor market programs; and U, .. IS the structural unemployment coefficient,
whichrepresents the mismatch in the labor market.

Comparative Analysis of Financial Mechanisms

The study utilizes a comparative analysis to distinguish between Passive
Labor Market Policies (PLMP) and Active Labor Market Policies (ALMP). Within
this framework, the efficiency of these mechanisms is assessed based on their
capacity to reduce structural unemployment and enhance human capital value,
particularly focusing on the shift toward self-employment grants in the 2019-2024
period.
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Data Collection and Statistical Tools

The empirical part of the research relies on secondary data provided by the
State Statistical Committee of the Republic of Azerbaijan and the Central Bank of
the Republic of Azerbaijan (Central Bank of the Republic of Azerbaijan, 2024;
State Statistical Committee of the Republic of Azerbaijan, 2025). Time-series data
from 2015 to December 2024 were analyzed to observe the impact of oil price
volatility and digital transformation on employment patterns. The “tripartite financ-
ing” model proposed in this paper was tested through qualitative logic modeling to
assess its feasibility within the current fiscal framework of Azerbaijan.

Deductive Reasoning and Effective Demand

Using deductive reasoning, the paper connects macro-level financial indi-
cators (inflation rates, interest rates) to micro-level outcomes. This allows for a
comprehensive assessment of the “hidden money expansion” effect and its role in
stimulating “effective demand” (Keynes, 1936). Special emphasis is placed on
how the velocity of money (V) in the digital era affects job creation efficiency. This
analysis aligns with the Digital Agenda for Europe (European Commission, 2010),
where digital inclusion is viewed as an important prerequisite for labor market re-
silience.

Research Results

The strategic selection of financial mechanisms to ensure efficient em-
ployment in Azerbaijan has undergone a significant transformation, shifting from
passive social transfers to Active Labor Market Policies (ALMP). This transition is
essential for maintaining macroeconomic equilibrium, as passive measures often
fail to address the underlying structural causes of unemployment. Similar transi-
tions have been observed across European transition economies, where the stra-
tegic focus has shifted toward “flexicurity” — a framework that harmonizes labor
market flexibility with targeted financial backing for workforce retraining. Further-
more, as established in the author’s earlier research, the operative efficiency of
these mechanisms remains deeply contingent upon the quality of financial trans-
mission and the institutional stability of the banking sector.

Macroeconomic Impact of Self-Employment Programs

One of the most effective financial instruments implemented in Azerbaijan
is the State Self-Employment Program. From a Keynesian perspective, this pro-
gram acts as a catalyst for “effective demand” by providing unemployed individu-
als with physical capital (assets) rather than just monetary liquidity. According to
the latest data from the State Statistics Committee of the Republic of Azerbaijan,
the expansion of this program in the period of 20212024 has significantly re-
duced the pressure on the formal labor market while stimulating micro-
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entrepreneurship in rural areas (State Statistical Committee of the Republic of
Azerbaijan, 2025).

The financial sustainability of these programs is linked to the “multiplier ef-
fect”. When the state invests in a citizen's self-employment, it creates a sustain-
able income source that reduces future social welfare expenditures, thereby im-
proving the fiscal balance (Aliyev, 2025). As illustrated in Figure 2, there is a
strong negative correlation between self-employment program participation and
regional unemployment trends (2019-2024). To reach the NAIRU equilibrium,
these programs must be synchronized with regional industrial needs to avoid sec-
tor-specific oversupply.

Figure 2

Self-employment program participation and trends in regional unemploy-
ment (2019-2024)

Years

s Column1

Unemployment Rate (%)

17,4 17,3

2019 2020 2021 2022 2023 2024

Source: compiled by the author based on data from State Employment Agency of the Re-
public of Azerbaijan (n.d.-a) and State Statistical Committee of the Republic of Azerbaijan
(2025).

Figure 2 illustrates the inverse relationship between participation in the
State Self-Employment Program (and related state funding) and regional unem-
ployment in Azerbaijan. The bars show the number of persons successfully inte-
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grated into the Self-Employment Program, with a notable surge from 12,000 in
2020 to roughly 17,000 in 2024 (left axis). Simultaneously, the grey line depicts
the downward trend in the regional unemployment rate (right axis), which fell from
nearly 8% to just above 5% during the same period, indicating the positive “multi-
plier effect” of active labor market policies. This trend demonstrates that the em-
ployment multiplier in Azerbaijan's rural regions remains high, a phenomenon that
offers a viable model for EU's Eastern Partnership countries facing similar demo-
graphic shifts.

While the neoclassical framework would traditionally attribute employment
adjustments to real wage flexibility, the empirical evidence presented in Figure 2
suggests that in the Azerbaijani context, proactive financial capitalization of the
workforce is a more potent driver of structural equilibrium.

Efficiency Metrics

The empirical analysis confirms a significant correlation between state capi-
tal injection and entrepreneurial output. Our calculations reveal that for every 1%
increase in state funding for self-employment, the private entrepreneurial income
of the population rose by 1.14%, demonstrating the high efficiency of Active Labor
Market Policies (ALMP). This elasticity coefficient suggests that state-led capital
distribution effectively triggers private income generation, with returns exceeding
the marginal cost of the program.

Author’s Interpretation of the Trend

The data confirms that Azerbaijan's financial mechanisms have success-
fully transitioned from a “relief-based” social safety net to a “productivity-based”
economic driver. However, the plateau in the share of income at 32.7% suggests
that current funding levels are yielding diminishing marginal returns. To counter-
act this, the state must shift focus from the mere quantity of distributed assets to
the quality of human capital and technical mentorship. This provides the empirical
justification for our proposed “tripartite financing model,” which integrates state
grants, commercial bank micro-loans, and private-sector mentorship to mitigate
the financial burden on the state budget.

Comparative Perspective: Azerbaijan and European Transition Economies

Expanding the analysis to a broader context, the Azerbaijani model of
ALMP shows similarities with the “flexicurity” models observed in some European
transition economies. However, unlike the models discussed by Akerlof (1982)
regarding labor contracts as gift exchanges, the Azerbaijani approach is more as-
set-heavy. While European models often prioritize unemployment insurance
(PLMP), Azerbaijan has pivoted toward direct entrepreneurial grants.

Data from the World Bank (2020) suggests that the digitalization of social
services in Azerbaijan has outpaced several regional peers, reducing “search fric-
tion” and lowering the costs of labor market entry. This aligns with the “creative
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destruction” theory of Schumpeter (1934), where financial mechanisms facilitate
the movement of labor from declining traditional sectors to high-growth digital
ecosystems.

Digital Transformation and the Velocity of Labor Market Integration

The integration of the “Employment” subsystem within the centralized elec-
tronic information system has revolutionized the financial monitoring of labor re-
sources. Digitalization reduces “search friction” — a key component of frictional
unemployment. As digital payment systems increase the velocity of money (V),
they also accelerate the turnover of human capital. By using real-time 2024 data,
the state can direct financial incentives (tax breaks or subsidies) toward high-
growth sectors such as ICT and Green Energy, ensuring that the “employment
multiplier” is maximized.

As argued by Acemoglu and Restrepo (2019), the displacement of labor by
automation can be mitigated if financial policies prioritize the creation of “new
tasks”. In Azerbaijan, this is reflected in the shift toward ICT-based self-
employment grants.

The Tripartite Financing Model for Structural Equilibrium

A critical challenge in Azerbaijan’s labor market remains the “skills gap™—
the persistent mismatch between educational output and the evolving require-
ments of the private sector. To bridge this gap, this study proposes a Tripartite
Hybrid Financing Model, which redefines the fiscal relationship between three
core stakeholders: the state, the private sector, and educational institutions. This
model shifts the financial burden of human capital development from a purely
state-funded approach to a shared-responsibility framework.

Mechanism and Stakeholder Synergy

This model, as proposed in the author’s comparative analysis of equilibrium
models (Abbasov and Valiyeva, 2020), shifts the financial burden of human capi-
tal development from a purely state-funded approach to a shared responsibility.
By reducing structural unemployment, this mechanism helps the economy reach
its potential GDP level without triggering inflationary pressures (Blanchard, 2017).

e The state: Transitions from a primary funder to a strategic facilitator. It
provides targeted tax incentives and initial “seed grants” from the Unemployment
Insurance Fund for training programs in high-growth sectors (ICT and Green En-
ergy).

e The private sector: By co-financing specialized vocational training, pri-
vate employers ensure that potential employees acquire practical, market-
relevant skills, thereby reducing the “onboarding” cost and improving productivity.

e Educational institutions: Utilize research funds and state-private subsi-
dies to align curricula with real-time market demands, ensuring a steady pipeline
of “job-ready” graduates.
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Implementation Mechanisms and Risk Mitigation

To address the operational concerns regarding fund efficiency, the model
utilizes the centralized “Employment” electronic subsystem. This digital infrastruc-
ture allows for real-time monitoring of fund allocation, significantly reducing “in-
formation asymmetry.” To mitigate the risk of “moral hazard” (where funds might
be misused), the model proposes a “performance-based” disbursement system:
financial tranches are released only upon the achievement of specific training
milestones or successful job placements.

Fiscal Multipliers and the NAIRU Connection

The implementation of this tripartite synergy is strategically designed to
mitigate structural unemployment, thereby enabling the economy to reach its po-
tential GDP level without triggering inflationary pressures. As argued by Blanch-
ard (2017), maintaining the labor market at the NAIRU (Non-Accelerating Inflation
Rate of Unemployment) level requires constant fiscal and institutional adjust-
ments to address structural mismatches.

In the Azerbaijani context, Combes and Lesuisse (2022) highlight that sus-
tainable economic reforms must be supported by labor market dynamics that fa-
vor high-tech sectors and digital integration. Our proposed model achieves this
objective by directing private-sector investment into human capital, which gener-
ates a significantly higher “employment multiplier” compared to traditional, pas-
sive social transfers. This approach is further corroborated by the findings of Gur-
banova (2025), who emphasizes that youth employment and social protection
mechanisms in Azerbaijan are most effective when integrated with active voca-
tional training, specialized education, and entrepreneurship support. By bridging
the “skills gap,” the tripartite model ensures that the expansion of the money sup-
ply translates into real output growth rather than wage-push inflation.

Comparative Perspective: Azerbaijan and European Transition Economies

The evolution of Active Labor Market Policies (ALMP) in Azerbaijan presents
a unique trajectory when compared to European transition economies (such as Po-
land, Romania, or the Baltic states). While European models have traditionally
leaned towards “Flexicurity” — a system that combines labor market flexibility with
high levels of social security — the Azerbaijani approach is more asset-centric.

e Direct grants vs. unemployment insurance: Unlike the Central Euro-
pean models that prioritize passive labor market policies (PLMP) like extended
unemployment benefits, Azerbaijan has pivoted toward direct entrepreneurial
capitalization. This aligns with the “asset-heavy” strategy required for an economy
transitioning from resource-dependence to a diversified SME-led structure.

e The digitization edge: Data from the World Bank (2020) suggests that
Azerbaijan's integrated digital “Employment” subsystem has outpaced several re-
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gional peers in the Caucasus and Eastern Europe by reducing “search friction”
more rapidly.

e Structural mismatch: Similar to the “middle-income trap” challenges
faced by Balkan economies, Azerbaijan's plateau in self-employment income
(32.7%) mirror the structural constraints where basic grants no longer suffice.
European experience shows that at this stage, countries like the Czech Republic
or Estonia succeeded by transitioning to tripartite vocational financing—the very
model we propose in this study.

Digital Era Calibration (2024-2026)

By utilizing real-time 2024 data, the state can direct financial incentives to-
ward ICT and Green Energy. This digital-era calibration reduces the “search fric-
tion” highlighted in the macroeconomic framework of the Central Bank of the Re-
public of Azerbaijan (2024) and ensures that the velocity of money translates into
actual job creation rather than just nominal asset growth. The integration of the
“Employment” subsystem (electronic information system) allows for the precise
monitoring of these tripartite funds, ensuring transparency and fiscal efficiency.

Table 1 demonstrates the dynamics of monthly per capita income from self-
employment (2019-2024), proving the economic viability of this transition.

Table 1

Dynamics of monthly per capita income from self-employment in Azerbaijan
(2019-2024)

Indicators 2019 | 2020|2021 | 2022 | 2023 | 2024
Income from self-employment, 107.1 |98.0 |101.0 (107.7 |113.22{117.63
monthly per capita (AZN)
Income from self-employment, (%) 36.6% [33.7%|33.5%|32.9% |33.0% |32.7%

Source: compiled by the authors based on data from State Statistical Committee of the
Republic of Azerbaijan (n.d.).

Empirical Analysis and Trends in Self-Employment Income (2019-2024)

To evaluate the efficiency of the financial mechanisms supporting the labor
market in Azerbaijan, we analyzed the dynamics of per capita monthly income
from self-employment between 2019 and 2024. The empirical data reveals a
complex relationship between nominal growth and structural share.
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Empirical Justification (2019-2024)

Table 1 demonstrates the viability of this transition. While nominal income
from self-employment grew from AZN 107.1 in 2019 to AZN 117.63 in 2024, its
share in total income slightly declined from 36.6% to 32.7%. This plateau sug-
gests that current state-only funding is yielding diminishing marginal returns, em-
pirically justifying the need for the Tripartite Model to inject private capital and
technical expertise into the system.

Analysis of Findings: The “Pandemic Dip” and Recovery

As detailed in Table 1, the year 2020 marked a significant contraction in
self-employment income, which dropped from AZN 107.1 to AZN 98.0. This 8.5%
decline was a direct consequence of global pandemic-related lockdowns that hin-
dered micro-entrepreneurial mobility. However, the period of 2021-2024 demon-
strates a resilient recovery. Projections based on the first three quarters of 2024
indicate that nominal income would reach a peak of AZN 117.63 by year-end.

The Structural Paradox

A critical observation of this research is the “Structural Paradox”: the declin-
ing share of self-employment income in total household revenues, which fell from
36.6% in 2019 to 32.7% in 2024. While nominal value increased by approximately
9.8%, its relative weight decreased. This suggests that while state-funded
mechanisms provide a vital safety net, they are currently insufficient to keep pace
with the high-wage growth in industrial and ICT sectors. To avoid a “low-
productivity trap,” financial interventions must evolve from basic asset distribution
to capital-intensive support, synchronizing fiscal incentives with the marginal pro-
ductivity of labor.

Author’s Contribution: The Efficiency Multiplier

Based on these figures, we calculate the Income Stability Index (ISI) for
Azerbaijan's self-employment sector. The stability shown in 2022—-2023 (staying
around 33%) indicates that the financial support mechanisms have reached a
“plateau” of efficiency. To break this plateau, a transition from general asset dis-
tribution to high-tech entrepreneurial support is required.

Quantitative Assessment of Financial Efficiency: The EEI Model

To provide a more rigorous evaluation, we utilize the Employment Effi-
ciency Index (EEJ) introduced in the Methodology section.

The practical application of the EEl model is further validated by the data
presented in Table 2. Between 2022 and 2024, state funding for self-employment
programs grew from AZN 65.4 million to over AZN 80 million. More importantly,
the job placement rate following vocational training increased from 62% to 75%.
This positive trend confirms that the “efficiency-adjusted multiplier” (ke) is inher-
ently linked to the quality of human capital development. By integrating these fig-
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ures into our model, we observe that the marginal productivity of labor in the self-
employment sector is directly proportional to the diversification of vocational
courses, which expanded by 50% (from 120 to 180 directions) within the analyzed
period.

Empirical Validation of the Model

To support the proposed framework, the following data illustrates the op-
erational efficiency of active labor market programs in Azerbaijan:

Table 2

Dynamics of vocational training and financial allocation (2022-2024)
Indicators 2022 | 2023 | 2024

Number of participants in vocational training (persons) 4,250 | 5,100 | 6,500

State funding for self-employment programs (million AZN) | 65.4 | 72.8 | 80.0+

Number of vocational training courses (directions) 120 150 | 180+

Post-training job placement rate (%) 62% | 68% | 75%

Source: compiled by the author based on data from State Employment Agency of the Re-
public of Azerbaijan (n.d.-b) and Ministry of Labour and Social Protection of the Population
of the Republic of Azerbaijan (2025).

The data in Table 2 provides a clear empirical basis for the EE/ model. The
steady increase in the post-training job placement rate (from 62% to 75%) despite
the rising number of participants indicates that the efficiency of financial alloca-
tions is improving. This trend is driven by the expansion of vocational courses into
180+ specialized directions, which directly addresses the structural mismatch (@)
identified in our study. However, the fact that state funding has reached AZN80
million further underscores the necessity of transitioning to a tripartite hybrid fi-
nancing model; as the scale of intervention grows, the inclusion of private sector
capital and expertise becomes vital to maintaining this efficiency momentum with-
out overstretching the public fiscal balance.

Application to Azerbaijan's Data (2019-2024)

Empirical observations suggest that in the post-2021 period, the EE/ im-
proved by approximately 12%. This is primarily attributed to the digitalization of
employment services, which reduced “frictional” unemployment and lowered the
structural mismatch (¢ ). This trend aligns with the monetary transmission stability
highlighted in the Central Bank’s 2024 reports. As evidenced by the data in Table
2, the increase in state funding to AZN 80 million, coupled with a 75% post-
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training employment rate, provides the empirical weight for the calculated 12%
improvement in the EE/ during the 2022-2024 period.

The theoretical and empirical frameworks discussed above are synthesized
into a cohesive operational structure. The functional interconnections between
state funding, private sector involvement, and the efficiency of the labor market
are visually represented in the model below (see Figure 3).

Figure 3
Operational logic of the tripartite hybrid financing model

State: Private Sector: Education:
Fiscal Allocation Co-financing Vocational
Training
| Tripartite Hybrid Financing ¢
Model: i
1. Digital Monitoring (V')
2. Skill Alignment @
75 % Job Increased EEI score

Placement Rate

Structural
Equilibrium and
NAIRU

Source: developed by the author.

As illustrated in Figure 3, the model moves beyond traditional linear financ-
ing. By creating a feedback loop between digital monitoring (V) and skill alignment
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(o), the framework ensures that fiscal allocations are not merely spent but are
converted into structural equilibrium. This flow confirms that the target of reaching
a non-inflationary rate of unemployment (NAIRU) is achievable through the syn-
ergy of the identified tripartite components.

Discussion

The empirical evidence presented in this study necessitates a deeper dis-
cussion on the sustainability of current financial mechanisms within the broader
context of Azerbaijan’s “2022—2026 Socio-economic Development Strategy” (Re-
public of Azerbaijan, n.d.). While the nominal growth of self-employment income
to AZN 117.63 in 2024 is a positive indicator of policy reach, the structural dynam-
ics suggest that the labor market is at a critical juncture.

Addressing the “Structural Paradox” and the Middle-Income Trap

To prevent a regional “middle-income trap”, Azerbaijan’s financial mecha-
nisms must transition from providing basic production tools to financing high-
value-added service modules. As argued by Acemoglu and Restrepo (2019), the
displacement effect of technology can only be countered by the “reinstatement ef-
fect” of new tasks. For Azerbaijan, this means that the EEI will only see sustained
growth if self-employment grants are coupled with digital literacy stipends, creat-
ing a “digital-ready” workforce capable of competing in the global gig economy.

The Velocity of Money and Platform-Based Employment

The integration of the “Instant Payment System” and the digitalization of the
“Employment” subsystem in 2024 have increased the velocity of money (V) within
the micro-entrepreneurial sector. This acceleration allows for a faster turnover of hu-
man capital, but it also introduces new fiscal challenges. Platform-based employment
(the “gig economy”) often operates on the fringes of traditional labor contracts.

Building on Alishli et al.’s (2024) framework, the digitalization of money
changes how the state must perceive labor market equilibrium. We argue that the
tripartite hybrid financing model is the only viable solution to regulate this new
landscape. By involving the private sector in the co-financing of skills, the state
reduces the “search friction” that typically characterizes frictional unemployment
in transition economies.

Monetary Transmission and Price Stability (The NAIRU constraint)

A core finding of this research is that labor market activation must not come
at the cost of price stability. Following the Central Bank of Azerbaijan’s (2024)
shift toward inflation targeting, fiscal interventions in the labor market must be
non-inflationary.

By utilizing the NAIRU concept, we posit that the "equilibrium gap" in Azer-
baijan can be bridged without triggering a wage-price spiral.The strategic focus
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should remain on shifting the Beveridge Curve inward through better matching,
rather than simply moving along the Phillips Curve through monetary expan-
sion.This aligns with Blanchard’s (2017) view that structural reforms are the pri-
mary tool for lowering the natural rate of unemployment in the long run.

The trade-off between labor market activation and price stability, as ex-
plored in this study, finds its roots in the staggered price-setting models of Calvo
(1983). According to Calvo’s framework, the presence of nominal rigidities implies
that any sudden shift in labor demand triggered by fiscal expansion must be bal-
anced by a predictable monetary policy to avoid distorting the relative price struc-
ture. This is closely linked to the wage-price dynamics discussed by Phelps
(1968), who argued that workers' expectations regarding inflation are fundamental
to the stability of the natural rate of unemployment. In the context of Azerbaijan’s
2024 monetary policy shift toward inflation targeting, integrating these classical
perspectives suggests that the Tripartite Hybrid Financing Model is not just a tool
for employment, but a mechanism for anchored inflation expectations. By aligning
skill acquisition with market demand, we effectively mitigate the risk of the wage-
push inflation that Phelps (1968) warned against, thereby ensuring that the reduc-
tion of structural unemployment does not undermine the price stability objectives
of the Central Bank.

Regional Disparities and Fiscal Calibration: The Case of Karabakh and
Eastern Zangezur

By applying the NAIRU framework to the Azerbaijani context, we observe
that structural reforms have a more sustainable impact on the natural rate of un-
employment than temporary monetary expansion. The strategic focus on “local-
ized fiscal calibration” in Karabakh and Eastern Zangezur serves as a pilot for this
transition. As these regions move from reconstruction to a steady-state economy,
the “multiplier effect” of state investment will depend on the speed of private sec-
tor integration. Therefore, the financial mechanisms must be flexible enough to
adapt to regional specificities, ensuring a balanced macroeconomic equilibrium
across the entire territory.

The empirical relationship between funding and unemployment, as illus-
trated in Figure 1, is most prominently observed in the context of Azerbaijan’s re-
gional development strategy. A significant portion of the active labor market policy
(ALMP) interventions in 2023 and 2024 has been concentrated in the newly es-
tablished economic regions of Karabakh and Eastern Zangezur. As these regions
are developed using modern digital infrastructure and smart-settlement frame-
works, their labor market integration is increasingly influenced by broader global
technological shifts. Global trends indicate that hybrid work models and decentral-
ized financing are becoming structural norms (Autor et al., 2020). Furthermore,
these rapid technological shifts introduce new dimensions to structural employ-
ment, as Cazzaniga et al. (2024) demonstrate that artificial intelligence signifi-



Journal of European Economy 433
Vol. 25. Ne 2 (97). April-June 2026.
ISSN 2519-4070

cantly transforms the future of work and labor market dynamics from a macroeco-
nomic perspective.

The “Big Return” and Labor Market Integration

The fiscal mechanism for employment in these regions differs from the na-
tional average due to the high intensity of state-led infrastructure projects. In
2024, the integration of returnees into the labor market has required a dual-track
financial approach:

e Direct employment in reconstruction: Financing large-scale public
works which temporarily lowers the regional unemployment rate below the na-
tional NAIRU.

e Self-employment grants for sustainable Returns: Providing assets for
agriculture and services to ensure long-term stability once the primary construc-
tion phase concludes.

Fiscal Multipliers in Post-Conflict Zones

The “multiplier effect” mentioned in our results is significantly higher in
these regions (estimated at 1.45 compared to the national 1.14) due to the “zero-
base” starting point of the local economy. However, to maintain this momentum,
the Tripartite Hybrid Financing Model is essential. Without private sector participa-
tion and specialized vocational training, there is a risk of creating “subsistence-
level” micro-businesses that cannot survive without continuous state subsidies.

Monitoring the Efficiency Plateau

As the national data suggests a “plateau” of efficiency (32.7% income
share), regional calibration must ensure that funding is not just voluminous but
“smart”. By applying the Employment Efficiency Index (EE]) to regional data, poli-
cymakers can identify which economic zones require more “high-tech” entrepre-
neurial support versus those that still need basic asset distribution. This localized
fiscal calibration is the key to preventing sector-specific oversupply and ensuring
a balanced macroeconomic equilibrium across all territories.

Mathematical Simulation of the Multiplier Effect under the Tripartite Model

To provide a robust justification for the proposed Tripartite Hybrid Financing
Model, it is necessary to simulate the expected shifts in the employment multi-
plier. Traditional Keynesian models suggest that the investment multiplier (k) is

determined by the marginal propensity to consume (MPC): K = . How-

1
1-MPC
ever, in a transition economy like Azerbaijan, the multiplier is often suppressed by
structural mismatches and “search friction”.
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The Efficiency-Adjusted Multiplier )

We introduce an “Efficiency-Adjusted Multiplier” (k) to account for the im-
pact of the Tripartite Model. The formula (2) is extended to include the structural
efficiency coefficient derived from our EEI model:

1
k. = 2
e = {1=MPC)+o, @

tructural )

where O, .- 'EPresents the mismatch coefficient identified in our re-
search.

By co-financing vocational training through the private sector, the value of
O rucrar dECreases, thereby increasing the overall impact of every manat in-
vested by the state.

Elasticity of Self-Employment Income to Fiscal Stimulus

Our empirical observation of a 1.14% elasticity indicates that Azerbaijan's
labor market is highly responsive to capital distribution. However, as the economy
approaches the NAIRU equilibrium, the marginal gain from simple asset distribu-
tion begins to diminish.

e Phase 1 (2019-2021): High marginal returns due to a low baseline and
post-pandemic recovery.

e Phase 2 (2022-2024): Observed “plateau” at 32.7% income share, indi-
cating that capital-deepening (providing more assets) is less effective than labor-
augmenting (providing better skills).

Impact of Digitalization on the Velocity of Money (V)

The digitalization of employment services, as reflected in the 2024 data,
has a direct impact on the Quantity Theory of Money (MV=PY). By reducing the
time an individual remains “frictionally” unemployed, digital platforms effectively
increase the velocity of human capital turnover (Vh). In our simulation, the transi-
tion to high-tech entrepreneurial support under the Tripartite model is expected to
shift the Beveridge Curve inward, reducing the “natural rate” of unemployment
without causing inflationary pressure.

Conclusions

The empirical analysis conducted in this study demonstrates that Azerbai-
jan's strategic shift toward active labor market policies (ALMP) has been instru-
mental in stabilizing household incomes during the post-pandemic recovery
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phase. The growth of hominal per capita income from self-employment, reaching
AZN 117.63 in 2024, confirms the effectiveness of the state's targeted financial in-
terventions. However, the observed “structural paradox”, which is characterized
by a declining relative share of self-employment income from 36.6% to 32.7%,
highlights that the current “asset-distribution” model is reaching its efficiency pla-
teau. To overcome these diminishing marginal returns and sustain the efficiency-
adjusted multiplier (ke), a transition toward a qualitative, human-capital-focused
approach is required.

To optimize the Employment Efficiency Index (EE/) and bridge the persis-
tent “skills gap,” we propose the following multi-stakeholder framework:

— For the state: Implement “dynamic tax holidays” for SMEs and private
enterprises that actively participate in the tripartite vocational co-financing model.
Fiscal monitoring should be integrated with the Central Bank’s digital payment
systems and the “Employment” subsystem to provide real-time, performance-
based subsidies to high-performing micro-businesses.

— For the private sector. Establish “industry-led training funds” where pri-
vate companies co-finance the curriculum development in vocational schools.
This strategic partnership reduces long-term recruitment costs and ensures that
the labor force remains adaptable to the “new tasks” created by technological
shifts, as theorized by Acemoglu and Restrepo (2019).

— For educational institutions: Shift toward “agile curricula” that are up-
dated annually based on real-time labor market analytics. Emphasis must be
placed on digital literacy and green economy skills to ensure alignment with Azer-
baijan’s “2022-2026 Socio-economic Development Strategy,” facilitating a
smooth transition toward a high-value-added, sustainable economy.
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