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Abstract: This article develops a feedback-driven conceptual model for analyzing economic cooperation between
the United Arab Emirates and Azerbaijan within a System Dynamics framework. The study argues that bilateral
economic relations cannot be adequately assessed only through annual trade volumes or foreign direct investment
statistics. Instead, UAE—Azerbaijan cooperation should be conceptualized as a dynamic stock that accumulates
through trade, FDI, energy cooperation, green investment, logistics connectivity, tourism mobility and institutional
coordination, while being weakened by external shocks, project delays, trade costs and implementation failures.
The article identifies eight core blocks of the conceptual model: bilateral trade, FDI and investment cooperation,
energy cooperation, energy transition and green investment, logistics and corridor connectivity, tourism and mobil-
ity, institutional cooperation, and external shocks. It proposes central stocks such as Bilateral Economic Cooperation
Stock, UAE FDI Stock in Azerbaijan, Renewable Energy Cooperation Capacity, Logistics Connectivity Capacity,
Tourism and Mobility Intensity and Institutional Cooperation Strength. The study also formulates feedback-based
hypotheses explaining trade—logistics, FDI-trade—investor confidence, energy cooperation—green FDI, logistics—
FDI, tourism—mobility—services trade and institutional cooperation—economic integration mechanisms.

Keywords: UAE—-Azerbaijan economic cooperation; System Dynamics; data mapping; proxy indicators; feedback
loops; economic integration

Intradaction As a result, policy interventions that look attrac-

Bilateral economic relationships are com-  tive in partial-equilibrium reasoning (e.g., in-
monly assessed through static or short-run em-  vestment incentives or trade facilitation
pirical lenses—trade volumes, investment flows, ~ measures) may yield weaker-than-expected out-
balance-of-payments effects, and sectoral snap-  comes if feedback effects and bottlenecks are not
shots—yet real-world cooperation evolves as a  explicitly modeled.
dynamic system. In practice, the economic rela- This challenge is particularly salient for Azer-
tionship between the United Arab Emirates  baijan’s strategic aim to increase non-oil exports
(UAE) and Azerbaijan is shaped by mutually re-  and accelerate structural transformation while
inforcing mechanisms: investment decisions re-  maintaining macroeconomic resilience. Non-oil
spond to market signals and institutional condi-  diversification is not simply an outcome of
tions; capacity expansion changes export poten-  “more investment” or “more trade”; it is an
tial; export performance influences investor con-  emergent result of interacting components—
fidence; and logistics bottlenecks can offset pol-  productive capacity, technology transfer, firm

icy gains. These mechanisms operate with time  capabilities, market access, logistics reliability,
delays, non-linearities, and capacity constraints. standards compliance, and sustained learning in
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product and market upgrading. The UAE is a rel-
evant partner in this context because it functions
as a global hub for logistics, re-export, services,
finance, and investment, and it can provide chan-
nels for market access and supply-chain integra-
tion that extend beyond the bilateral corridor it-
self. Yet, harnessing this potential requires pol-
icy designs that anticipate how the system be-
haves under different constraints and shocks.

The central premise of this paper is that the
UAE—-Azerbaijan relationship can be fruitfully
understood as a feedback-driven system, where
trade and foreign direct investment (FDI) co-
evolve with non-oil diversification. Modeling
this co-evolution explicitly is essential for iden-
tifying policy packages that can deliver sus-
tained improvements rather than short-lived
spikes in flows.

Why a System Dynamics approach is
needed

Conventional econometric approaches—
gravity models for trade, determinants models
for FDI, and time-series methods for macro var-
1ables—are indispensable for measuring correla-
tions, elasticities, and average partial effects.
However, they often face limitations when the
policy question involves:

1. Simultaneous causality (exports affect
FDI and FDI affects exports),

2. Delayed effects (investment takes time
to become capacity and export outcomes),

3. Non-linear congestion and saturation (lo-
gistics capacity constraints), and

4. Policy mix interactions (trade facilitation
and investment incentives can reinforce each
other or crowd out effectiveness depending on
system constraints).

System Dynamics (SD) provides a modeling
framework designed precisely for such prob-
lems. It represents the economy as interacting
stocks (e.g., productive capacity, FDI stock,
business relationship capital, logistics capacity,
diversification stock) and flows (e.g., capacity
expansion, investment inflows, product en-
try/exit, relationship formation/decay). SD can
reproduce complex behaviors—growth, over-
shoot, stagnation, and recovery—arising from
feedback loops. Critically, SD supports policy
experimentation under alternative scenarios, in-
cluding shocks such as corridor disruptions or
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demand downturns, helping policymakers and
stakeholders to assess resilience.

This paper therefore positions SD not as a
substitute for econometrics, but as a policy la-
boratory that integrates empirically grounded
parameters (e.g., responsiveness of exports to
trade costs; responsiveness of FDI to institu-
tional risk) into a causal structure that captures
dynamics.

Conceptual foundations:
versification as co-evolution

The link between trade and FDI is theoreti-
cally ambiguous in sign and mechanism: FDI
can substitute for exports (production reloca-
tion) or complement it (capacity and productiv-
ity enhancement that raises export supply). In
the specific setting of Azerbaijan’s non-oil di-
versification, the complementarity pathway is
particularly important: FDI can expand produc-
tive capacity, upgrade technology, raise quality
standards, and enable participation in global
value chains, which then enhances export per-
formance. Improved export performance can in
turn raise profitability and credibility, feeding
back into investor confidence and further invest-
ment. This is a classic reinforcing loop.

Diversification adds another layer. Export di-
versification is not merely “more products”; it
reflects a system’s learning capacity: firms de-
velop capabilities, accumulate compliance expe-
rience, build distribution relationships, and dis-
cover viable niches. These processes are path-
dependent and slow-moving, making them suit-
able to be represented as a stock variable. As di-
versification rises, the export sector becomes
less vulnerable to product-specific shocks and
can sustain flows under volatility—another rein-
forcing mechanism that improves confidence
and investment prospects.

However, these positive loops are often coun-
teracted by balancing forces. Logistics conges-
tion is a prominent balancing loop: as exports
grow, utilization of logistics infrastructure rises;
transit time and cost increase; trade costs rise;
and export growth slows. Similarly, domestic
cost pressures and real exchange-rate apprecia-
tion (especially in resource-rich contexts) can re-
duce competitiveness. A realistic policy model
must incorporate both reinforcing and balancing
loops to identify where and when policy lever-
age is strongest.

trade—FDI—di-
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The UAE—-Azerbaijan context and the role
of trade costs

Bilateral cooperation between Azerbaijan
and the UAE takes place in a broader geography
of corridors and hubs. The UAE’s role as a lo-
gistics and re-export hub means that “exports to
the UAE” can be interpreted not only as final
destination trade but also as a gateway to wider
markets. Meanwhile, Azerbaijan’s strategic lo-
cation and infrastructure ambitions position it as
a potential connector in Eurasian logistics. In
such a context, trade costs are not only tariffs;
they include border procedures, reliability of
transit, shipping connectivity, and the availabil-
ity of trade-related services (finance, insurance,
certification, and distribution networks). The
non-tariff nature of many barriers implies that
improvements often require institutional reforms
and coordinated investments, and their impacts
typically appear with delays.

Moreover, the effectiveness of investment in-
centives depends on whether complementary
constraints are addressed. For example, if invest-
ment incentives raise FDI inflows but logistics
capacity and service quality do not adjust, the
system can move into a congestion regime that
compresses gains. This paper’s modeling strat-
egy directly addresses this reality by allowing
logistics capacity and trade facilitation to inter-
act with investment inflows and export growth.

Research gap and contribution

Despite growing interest in Azerbaijan’s di-
versification agenda and in Gulf—Caucasus eco-
nomic linkages, existing studies tend to focus on
either trade or investment separately, or they
treat their interaction as a static relationship.
Less attention is devoted to dynamic mecha-
nisms: how investment becomes export capac-
ity, how relationships and market access accu-
mulate, how logistics constraints become bind-
ing, and how these forces shape long-run diver-
sification trajectories.

This paper contributes in four ways:

1. Dynamic integration of trade and FDI:
We construct a feedback-based SD model in
which exports, FDI, capacity accumulation, and
confidence co-evolve endogenously rather than
being imposed as one-directional causality.

2. Diversification as a stock of capabilities:
We represent diversification as a slowly adjust-
ing state variable driven by learning, entry, and
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market discovery, allowing policy to influence
not only volumes but also resilience.

3. Explicit modeling of logistics bottle-
necks: We capture congestion and saturation ef-
fects through non-linear relationships between
utilization, transit time, and trade costs, which is
essential for realistic policy evaluation.

4. Policy-mix experimentation and resili-
ence: We evaluate policy packages—trade facil-
itation, investment incentives, and targeted ca-
pacity/logistics upgrades—under baseline and
shock scenarios to identify robust strategies.

Research questions and hypotheses (feed-
back-oriented)

Guided by the conceptual structure above, the
paper addresses the following research ques-
tions:

e RQI: How does a reduction in trade
costs (through trade facilitation and logistics im-
provements) change the trajectory of Azerbai-
jan’s non-oil exports to the UAE?

RQ2: To what extent does UAE-origin
FDI amplify non-oil export growth via capacity
expansion and diversification, and what delays
govern this transmission?

RQ3: Under what conditions do logistics
bottlenecks dominate the system, reducing the
effectiveness of investment incentives?

RQ4: Which policy mix (trade facilita-
tion, investment incentives, and capacity expan-
sion) produces the most resilient outcomes under
corridor and demand shocks?

Corresponding hypotheses are formulated in
dynamic terms:

HI (reinforcing): Trade facilitation low-
ers trade costs, increases export flows, and
strengthens investor confidence, generating a re-
inforcing cycle that raises UAE-origin FDI and
export capacity.

H2 (capability accumulation): UAE-
origin FDI increases productive capacity and ac-
celerates capability accumulation, raising export
diversification and stabilizing non-oil export
growth over time.

H3 (bottleneck dominance): When logis-
tics utilization approaches capacity, congestion
increases transit time and trade costs, activating
a balancing loop that dampens export growth
and reduces the marginal impact of incentives.
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e  H4 (policy complementarity): Combined
policy packages (facilitation + incentives + ca-
pacity/logistics investment) outperform single-
instrument interventions in long-run diversifica-
tion and resilience.

Overview of the modeling strategy

To answer these questions, we develop an SD
model with five core stocks: (i) UAE-origin FDI
stock, (i1) non-oil production capacity, (iii) busi-
ness relationship capital, (iv) diversification
stock, and (v) logistics capacity. Export flows
are generated as a function of production poten-
tial, market access, competitiveness, and trade
costs; trade costs depend on logistics time and
facilitation effort; FDI inflows depend on incen-
tives, institutional risk, and investor confidence;
diversification evolves through learning and
market discovery with entry and exit dynamics.
The model is calibrated using available macro
and sectoral data and validated using structural
and behavioral tests.

International economic relations in the mod-
ern era cannot be explained only through the
prism of classic “export-import” or “capital
flows”. Changes in the structure of the global
economic system over the past decade — energy
security crises, post-pandemic supply chain re-
structuring, regional geoeconomic blockade,
green energy transition, increasing strategic im-
portance of logistics corridors, restoration of
tourism and human mobility — necessitate a
more complex and systematic explanation of bi-
lateral economic relations. In this regard, the ex-
ample of the United Arab Emirates and Azerbai-
jan is of particular research importance. Alt-
hough both countries are rich in energy re-
sources, in recent years they have been pursuing
an active policy towards economic diversifica-
tion, development of the non-oil sector, renewa-
ble energy projects, international logistics and
service exports. Therefore, the study of UAE-
Azerbaijan economic relations should not be
limited to statistical analysis of current trade
turnover and investment flows, but, on the con-
trary, should be examined on the basis of the
long-term structural dynamics of these relations,
channels of interdependence and feedback
mechanisms.

Economic cooperation between Azerbaijan
and the UAE has entered a new institutional
stage in recent years. The UAE-Azerbaijan
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Comprehensive Economic Partnership Agree-
ment — CEPA — signed in 2025 and entering into
force in April 2026 — transforms this relationship
from simple trade cooperation to a broader eco-
nomic integration platform. According to offi-
cial data, CEPA is not only aimed at reducing
tariffs, but is also intended as a long-term mech-
anism for trade diversification, expanding in-
vestment flows, integrating supply chains, and
digital economic cooperation. This is an im-
portant starting point for the theoretical substan-
tiation of the dissertation: the UAE-Azerbaijan
relationship is no longer just energy diplomacy
or a classic trade partnership, but is being shaped
as a multi-sectoral economic system.

The first important block of this system is bi-
lateral trade and foreign direct investment. In
modern literature, trade and FDI are no longer
explained as separate economic flows, but as
mutually complementary and sometimes substi-
tutable mechanisms. According to the global
value chain approach, a country’s trade relation-
ship with another country is not only the ex-
change of finished goods, but also the cross-bor-
der movement of intermediate goods, services,
technologies, management knowledge and capi-
tal [23]. This approach is particularly relevant in
UAE-Azerbaijan relations, as the UAE acts as a
regional finance, logistics, tourism, aviation and
green energy hub, while Azerbaijan has an im-
portant hub position in the energy, transport and
Middle Corridor geoeconomy for the South Cau-
casus and the Caspian basin. As a result, trade
and FDI relations between the two countries are
not only linked to bilateral market expansion,
but also to access to third markets, regional lo-
gistics connections and energy transition pro-
jects.

The second important block is energy coop-
eration and energy transition. Although Azerbai-
jan is traditionally known as an oil and gas ex-
porting country, in recent years it has become
more active in renewable energy, green energy
corridors and diversification of energy exports.
The UAE has become a country that invests in
green energy projects on a global scale through
global renewable energy companies such as
Masdar. The commissioning of the Garadagh
Solar Power Plant by Masdar in Azerbaijan and
the discussion of solar and wind projects up to
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1000 MW indicate that UAE-Azerbaijani coop-
eration has entered the energy transition phase.
In this context, energy cooperation no longer
only covers hydrocarbon trade, but also areas
such as renewable energy production, electricity
export, green technologies, carbon reduction
policies and energy security.

The third block is logistics, tourism and mo-
bility. The UAE is one of the world's leading
centers in the global aviation, port management,
tourism and international services sectors. Azer-
baijan, on the other hand, is strengthening its po-
sition as a transit country in the Europe-Asia
connection through the Baku International Sea
Trade Port, the Alat Free Economic Zone, the
Baku-Thbilisi-Kars railway and the Middle Cor-
ridor. In this regard, logistics is not just a tech-
nical infrastructure for freight transport, but also
acts as a system variable for reducing trade costs,
expanding market access, increasing FDI attrac-
tiveness, and increasing tourism mobility. Re-
cent studies show that logistics performance, the
quality of transport infrastructure, and trade fa-
cilitation have a significant impact on countries'
trade volume, FDI flows, and service exports
[22] [23.

The main objective of this subsection is to
conceptualize the UAE-Azerbaijan interna-
tional economic relations along three interre-
lated dimensions: first, bilateral trade and FDI
relations; second, energy cooperation and en-
ergy transition; and third, the logistics—tourism—
mobility system. These three dimensions are not
mutually exclusive. Trade growth increases the
demand for logistics infrastructure; logistics de-
velopment strengthens the attractiveness of FDI;
FDI expands production capacity in the energy,
tourism and service sectors; energy transition
stimulates new technology and capital flows;
and tourism and mobility provide additional im-
petus to trade and investment relations through
service exports, aviation connections and cul-
tural-economic convergence. These interactions
create a favorable research area for the System
Dynamics approach, as there are numerous feed-
back loops, lags, nonlinear effects and policy
scenarios. From a System Dynamics perspec-
tive, the UAE—Azerbaijan economic relations
can be modeled through several main stocks and
flows. For example, the “bilateral economic in-
tegration stock™ can reflect the overall level of
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trade volume, FDI accumulation, institutional
agreements, logistics connections and energy
projects. Inflows to this stock may be new trade
agreements, investment projects, energy cooper-
ation agreements, expansion of flights and logis-
tics routes. Outflows may be related to geopolit-
ical risks, market constraints, energy price
shocks, regulatory barriers and the strengthening
of competitive alternative corridors. Thus, this
subsection serves as a conceptual basis for the
subsequent methodological chapters.

Consequently, the study of UAE—Azerbaijan
economic relations is relevant both theoretically
and practically. From a theoretical point of view,
these relations are located at the intersection of
international trade, FDI, energy transition, logis-
tics and tourism literature. From a practical point
of view, these relations are of great importance
in terms of Azerbaijan’s non-oil diversification,
the UAE’s foreign investment and green energy
strategy, the geoeconomic importance of the
Middle Corridor and the formation of the Cas-
pian—Caucasus—Gulf economic space. For this
reason, it is appropriate to conduct the research
using the System Dynamics approach: because
this approach allows us to model not simple
cause-and-effect relationships, but long-term
structural dynamics, policy lags, reinforcing and
counterbalancing feedback loops, and scenario
outcomes.

The literature on international economic rela-
tions has undergone a significant transformation
in the last decade. In traditional theories, eco-
nomic relations between countries were mainly
explained by comparative advantages, the distri-
bution of production factors, trade costs and
market size. However, in the period after 2016,
global value chains, regional trade agreements,
the quality of FDI, energy transition, green tech-
nologies, logistics linkages, digital services and
geoeconomic risks have become the main ex-
planatory variables of international economic re-
lations. Baldwin (2016) explains the essence of
the “new globalization” in terms of the interna-
tional fragmentation of production, the cross-
border diffusion of technology and the inclusion
of services in trade. According to this approach,
economic relations between countries are no
longer just the exchange of products, but the in-
tegration of production, technology, manage-
ment and logistics networks.
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The World Bank (2020) evaluates global
value chains as a source of productivity, employ-
ment and export diversification for developing
countries. However, this approach also shows
that integration into GVCs is not possible only
through tariff liberalization; for this, logistics in-
frastructure, trade facilitation, institutional sta-
bility, investment climate and human capital are
also important. This idea is of particular im-
portance for the UAE—Azerbaijan case. Azerbai-
jan can expand transit and production linkages
through the Middle Corridor and energy infra-
structure, while the UAE can offer expertise in
capital, logistics management, ports, aviation
and the service sectors. Thus, the economic rela-
tionship between the two countries can also be
explained as a regional variation of GVCs.

Regional trade agreements and economic
partnership agreements also occupy an im-
portant place in the recent literature. While Kha-
lid emphasizes the potential of regional trade
agreements to increase international trade flows,
he shows that their impact depends on the depth
of the agreement, institutional implementation
mechanisms, and the reduction of non-tariff bar-
riers. This conclusion is also relevant for the
UAE-Azerbaijan CEPA. If CEPA is limited to
tariff concessions, its impact may be limited;
however, if it deepens in areas such as invest-
ment, services, digital trade, logistics, and stand-
ards harmonization, it can create systemic eco-
nomic effects. Official UAE data indicate that
CEPA aims specifically at trade diversification,
investment expansion, and supply chain integra-
tion.

The FDI literature has also shifted in recent
years from quantitative indicators to qualitative
and structural effects. UNCTAD’s World In-
vestment Report considers FDI not only as a
capital flow, but also as a channel for technology
transfer, capacity expansion, employment, inno-
vation and sustainable development (UNCTAD,
2023, 2024). The OECD’s FDI quality approach
also shows that the impact of investments on
economic development depends on their sector
focus, linkages with local companies, technol-
ogy transfer and compatibility with green trans-
formation (OECD, 2022). In this regard, in addi-
tion to the volume of FDI in the UAE—Azerbai-
jani relationship, its sectoral structure — energy,
logistics, tourism, agribusiness, digital services
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and green technologies — should be analyzed
separately.

Elimam (2025) shows that FDI can be a stra-
tegic tool for sustainable economic growth in
oil-dependent economies. According to the au-
thor’s findings, FDI can contribute to economic
diversification by stimulating the development
of sectors such as information technology, re-
newable energy and tourism. This idea is theo-
retically relevant for both the UAE and Azerbai-
jan. Both countries are trying to develop their
non-oil sectors using hydrocarbon revenues.
However, the success of this process depends
not only on capital investment, but also on insti-
tutional quality, human capital, technology
transfer, and long-term sector strategies.

Gana [17] studies the energy transition and
economic diversification process in the Gulf
countries and shows that tourism, finance, logis-
tics and renewable energy sectors have become
key priorities in the Gulf countries’ post-oil de-
velopment model. This finding is important for
explaining the UAE’s foreign economic strat-
egy. The UAE is not only diversifying domesti-
cally, but also playing an active role in regional
and global economic networks through foreign
investments. Masdar’s involvement in renewa-
ble energy projects in various countries, includ-
ing Azerbaijan, is a practical example of this
strategy. According to Reuters, Masdar in-
creased its global clean energy portfolio to 65
GW by 2026 and maintained a target of 100 GW
by 2030.

A major change in the literature on energy co-
operation over the past decade is that energy se-
curity and energy transition are no longer pre-
sented as contradictory concepts, but as mutu-
ally complementary strategies. IEA (2023,
2024) shows that the share of renewable energy
sources in the global energy system is growing
rapidly, but the security of natural gas and en-
ergy infrastructure still plays an important role
in the transition period. IRENA (2023, 2024)
emphasizes that the energy transition is not only
a matter of technological change, but also of in-
vestment, policy coordination, grid infrastruc-
ture, energy storage and regional electricity
trade. This approach is particularly important for
Azerbaijan: the country is both an energy partner
exporting gas to Europe and wants to become an
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exporter of electricity and green energy in the fu-
ture through projects such as the Caspian-Black
Sea-Europe green energy corridor.

Azerbaijan Ministry of Energy data indicate
that energy cooperation with the UAE is dis-
cussed in the context of renewable energy, gas
exports, access to European markets and a green
energy corridor through the Black Sea. This
shows that energy cooperation in UAE-Azerbai-
jan relations has a multidimensional character.
While traditional energy cooperation was lim-
ited to oil and gas trade, in the new phase, areas
such as solar and wind power plants, electricity
exports, regional interconnectors, carbon reduc-
tion, and energy diplomacy are coming to the
fore.

Studies examining the relationship between
energy transition and trade and FDI have also in-
creased in recent years. Zhang [24] examines
the impact of international trade on renewable
energy efficiency, showing that trade can be an
important channel for technological progress
and efficiency gains. Musse (2025) highlights
the role of institutional factors in energy transi-
tion by analyzing the relationship between FDI,
trade openness, political stability, and renewable
energy consumption. Pan (2025) examines the
impact of FDI and renewable energy consump-
tion on technological breakthroughs and envi-
ronmental outcomes. The overall conclusion of
these studies is that FDI and trade can stimulate
energy transition, but this effect is not automatic;
the sector of investment, technology content,
government policies, and institutional quality
play a crucial role.

This conclusion is very relevant in the UAE—
Azerbaijan case. Masdar’s projects in Azerbai-
jan should be analyzed not only in terms of en-
ergy production, but also in terms of green FDI,
technology transfer, and energy policy coordina-
tion. The Garadagh Solar Power Plant and the
potential 1000 MW new projects are significant
in terms of attracting foreign capital and technol-
ogy to Azerbaijan’s renewable energy sector.
However, the macroeconomic impact of these
projects is related to their local industrial link-
ages, employment creation potential, grid inte-
gration and export opportunities. In the System
Dynamics model, these relationships can be
modeled as a feedback loop “green energy in-

368

vestment — renewable capacity — energy di-
versification — export potential — economic in-
tegration”. The tourism and mobility literature
also plays an important role in explaining the
UAE-Azerbaijani relationship. Tourism is no
longer just a leisure sector, but is also described
as a complex economic system involving service
exports, human mobility, aviation connections,
cultural convergence and investment attractive-
ness. Alsabhan [1] studies the relationship be-
tween international tourism and economic
growth and shows that tourism stimulates eco-
nomic dynamics, but this effect depends on the
country context, infrastructure and inter-sectoral
linkages. Wijesekara et al. (2022) examine
Granger causality and wave coherence between
tourism and economic growth at the global level,
showing that tourism is an important component
of long-term economic dynamics.

The relationship between tourism, FDI and
environmental sustainability has also been ex-
tensively studied in recent years. Hasan (2026)
analyses the impact of tourism, FDI, trade open-
ness and energy consumption on the ecological
footprint of South Asian countries. Gharbi
(2025) shows that tourism and industrialisation
increase carbon emissions, while renewable en-
ergy and financial development reduce emis-
sions. These studies show that tourism coopera-
tion in UAE—Azerbaijan relations should be as-
sessed not only in terms of income and service
exports, but also in terms of sustainable tourism,
green transport, aviation emissions and environ-
mental management. As the UAE is one of the
largest aviation and tourism hubs in the world,
expanding air links with Azerbaijan could have
a direct impact on bilateral tourism and business
mobility. The UAE Embassy in Baku reports
that cooperation between the two countries has
expanded in the areas of industry, energy, agri-
culture, communications, high technologies,
transport, trade, investment, tourism and new air
routes. This shows that tourism and mobility are
linked to trade and FDI. Increased air connectiv-
ity can stimulate business travel, investor meet-
ings, tourism flows and trade in services. At the
same time, tourism flows increase cross-border
recognition and create a socio-cultural basis for
long-term economic cooperation.

The main idea in the logistics literature is that
transport infrastructure and trade facilitation are
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the “hidden determinants” of international eco-
nomic relations. WTO (2023) emphasizes the
importance of logistics connectivity for trade
sustainability in the context of the re-globaliza-
tion of trade and the risks of regional fragmenta-
tion. IMF (2026) in its study on North Africa and
regional connectivity shows that trade liberaliza-
tion, logistics quality and improvement of the
business environment are mutually complemen-
tary conditions for exports and economic
growth. This conclusion is also relevant for
Azerbaijan. Azerbaijan’s position in the Central
Corridor and the UAE’s global logistics experi-
ence create a potential area of cooperation be-
tween the two countries.

The UAE’s logistics advantage is not only re-
lated to its geographical location, but also to the
institutional efficiency of port management, air
transport, free economic zones, customs proce-
dures and the service sector. Azerbaijan, on the
other hand, is increasing its importance on the
China-Central Asia-Caspian-Caucasus-Europe
route through the Middle Corridor. From this
perspective, UAE-Azerbaijan logistics coopera-
tion can be explained at three levels: first, reduc-
ing trade costs; second, developing regional
transit and multimodal transportation; third, in-
vestment cooperation in free economic zones,
ports and logistics services. In the System Dy-
namics model, this relationship can be estab-
lished as a reinforcing loop of “logistics capacity
— trade facilitation — bilateral trade volume —
investor confidence — logistics investment”.

Geoeconomic aspects of energy, logistics and
trade also occupy a wide place in modern litera-
ture. The pandemic, the Russia-Ukraine war, the
Red Sea and other transport risks have made the
sustainability of supply chains a strategic prior-
ity. In this context, alternative routes such as the
Middle Corridor and regional energy connec-
tions are gaining more importance. Azerbaijan is
at the center of these processes in terms of both
energy and logistics. The UAE is an important
actor managing capital and logistics connections
between the Gulf, Asia, Africa and Europe. For
this reason, economic relations between the two
countries should be examined not only at the bi-
lateral level, but also in the broader Eurasian-
Gulf geoeconomic space. The interaction be-
tween FDI and logistics is also of particular im-
portance. In addition to market size, logistics
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costs, customs procedures, transport connections
and access to regional markets are important fac-
tors for investors. If Azerbaijan is presented to
UAE investors not only as a domestic market,
but also as a platform for accessing the markets
of the South Caucasus, Central Asia and Europe,
investment attractiveness may increase. This ap-
proach is also consistent with CEPA’s goal of
supply chain integration. At the same time, the
UAE’s logistics and free zone experience can be
a source of institutional learning for projects
such as the Alat Free Economic Zone and the
Baku Port in Azerbaijan.

The concept of “green FDI” is increasingly
used in the energy transition literature. Trung
(2025) defines green FDI as investment flows
directed towards areas such as renewable en-
ergy, green infrastructure and ecotourism. This
approach is particularly useful in the UAE-
Azerbaijani relationship, as Masdar’s projects
are not just energy sector investments, but also
examples of green FDI. Such investments bridge
the gap between economic diversification and
ecological transformation. However, the real im-
pact of green FDI depends on its integration into
the local economic system, the participation of
local companies in the projects, technology
transfer and human resource development.

Smaoui (2025) examines the impact of re-
newable energy, green technology, FDI and
globalization on green economic growth, show-
ing that these variables are not separate but ra-
ther interacting development mechanisms. This
result is important for the System Dynamics ap-
proach. Because in the SD model, renewable en-
ergy investment does not only increase energy
production; it can also affect the country’s green
image, investor confidence, technology transfer,
export potential, and tourism attractiveness.
Such multi-channel effects should be considered
in the UAE—Azerbaijan model.

The energy wealth of the UAE and Azerbai-
jan makes their economic relationship special. In
traditional international economic theories, en-
ergy exporters are often analyzed in the context
of resource dependence, Dutch disease, and oil
price shocks. However, recent literature shows
that energy wealth can be transformed into a
source of finance for diversification with the
right institutional and investment policies. The
UAE is an interesting example in this regard: the
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country has used oil revenues to develop avia-
tion, tourism, logistics, finance, real estate, and
renewable energy sectors. For Azerbaijan, this
experience is not a model to be directly copied,
but a source of comparative institutional learn-
ing. There is also a close connection between en-
ergy diplomacy and economic diplomacy in the
UAE-Azerbaijani relationship. Hosting COP29
in Baku strengthened Azerbaijan’s position on
the energy transition and climate diplomacy
agenda. According to a Carnegie Endowment
analysis, COP29 highlighted the growing role of
Gulf companies in the clean energy sector in the
South Caucasus and Central Asia, and Masdar’s
230 MW Garadagh Solar Power Plant in Azer-
baijan was noted as one of the important exam-
ples of this process. The Middle East Institute
also emphasizes that Azerbaijan wants to be-
come a more active actor in the field of energy
transition and green energy exports on the eve of
COP29.

However, the literature also shows the contra-
dictions of the energy transition. On the one
hand, fossil fuel exporting countries develop
green energy projects, while on the other hand,
they continue to depend on oil and gas revenues.
This situation can be explained as a “dual transi-
tion” or “managed transition”. This approach is
also suitable for Azerbaijan and the UAE: both
countries still receive large revenues from en-
ergy exports, but at the same time invest in the
development of renewable energy, green tech-
nology and non-oil sectors. In the System Dy-
namics model, this contradiction can be shown
by two different feedback mechanisms: “fossil
revenue — investment capacity — green transi-
tion” and “fossil dependence — transition de-
lay”.

The issue of mobility has gained wider mean-
ing in the literature on international economic re-
lations in recent years. Human mobility is not
only related to migration, but also to business
travel, tourism, education, professional contacts,
conferences, air transport and trade in services.
In the UAE—-Azerbaijani relationship, mobility
can serve to expand economic trust, social
recognition and business networks between the
two countries. In particular, the role of the UAE
as a global tourism and aviation hub, and Azer-
baijan’s regional tourism potential and the future
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tourism development opportunities of post-con-
flict areas provide rich material for research in
this area.

Studies on the tourism—FDI relationship
show that tourism infrastructure often develops
with foreign investment, while tourism flows
also strengthen the country’s investment image.
Nahiduzzaman (2026) emphasizes that FDI can
affect tourism competitiveness through transport
networks, hotel infrastructure and service inno-
vations. When applied to the UAE—Azerbaijani
relationship, the tourism sector should be ana-
lyzed not only in terms of visitor numbers, but
also in terms of investment, service quality, avi-
ation connectivity and brand image.

An important methodological trend is also
observed in the literature. Previous studies have
mainly used econometric methods such as grav-
ity models, panel regressions, ARDL, VAR and
causality tests. However, single linear models
are not sufficient for the analysis of multi-sec-
toral relationships such as trade-FDI—energy—
logistics—tourism. These systems contain delays,
nonlinear effects, policy interventions, interde-
pendencies and feedback mechanisms. There-
fore, the System Dynamics approach creates a
methodological advantage for such research.
The SD approach allows modeling the behavior
of economic relations over time through stocks,
flows, auxiliaries and feedback loops.

The first feedback mechanism that can be ap-
plied to the UAE—Azerbaijan economic relations
is the “trade—logistics—investment” cycle. As
trade increases, the demand for logistics infra-
structure increases; as logistics infrastructure
improves, trade costs decrease; the decrease in
trade costs stimulates new investments; and FDI
further expands trade volume by increasing pro-
duction and service capabilities. This is a rein-
forcing loop. However, there are also factors that
limit this loop: customs barriers, limited market
size, institutional delays, transportation costs
and geopolitical risks.

The second feedback mechanism is the “en-
ergy cooperation—green investment—economic
diversification” loop. Energy cooperation stimu-
lates the entry of UAE investors into Azerbaijan;
green energy projects diversify Azerbaijan’s en-
ergy balance; energy diversification strengthens
the country’s green economic image; this image
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attracts new investments and international part-
nerships. However, this loop is not automatic ei-
ther. Limited network infrastructure, regulatory
delays, weak local technology base and financial
risks can slow down the process.

The third feedback mechanism is the “tour-
ism—mobility—service trade—institutional con-
vergence” loop. As tourism and air links in-
crease, business mobility expands; business mo-
bility increases investor networks and service
trade; service trade strengthens economic confi-
dence between countries; this in turn stimulates
new tourism and investment flows. The UAE’s
tourism and aviation advantage, and Azerbai-
jan’s regional tourism and cultural heritage po-
tential, form the practical basis of this loop.

In conclusion, the literature of the last 10
years shows that it is not enough to approach in-
ternational economic relations only through
trade volume and investment statistics. In the
UAE-Azerbaijan case, trade, FDI, energy coop-
eration, energy transition, logistics, tourism and
mobility are interconnected system elements.
Each of these elements can strengthen or limit
the other. Therefore, the main scientific contri-
bution of this study may be to model these rela-
tionships within the framework of System Dy-
namics, identify feedback structures and assess
the long-term consequences of various policy
scenarios.
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BO9O VO AZORBAYCAN ARASINDA 9KS-OLAQOYO 9SASLANAN IQTISADI INTE-
QRASIYA: TICAROIT, XARICI BIRBASA INVESTISIYALAR, ENERJI KECIDI VO
LOGISTIKA-TURIZM 9LAQOSININ SISTEM DINAMIKASI TOHLILI

Ali Bakheet Salem Ahmed Almansoori
Baki1 Avrasia Universitetinin doktoranti

Xiilasa: Bu todgiqat Birlogsmis Orob Omirliklori ilo Azorbaycan arasinda formalasan iqtisadi inteqrasiyant
oks-olage mexanizmlorino asaslanan System Dynamics yanasmasi ¢orgivasindo aragdirir. Ononovi yanasma-
lardan forqli olaraq, maqalads ikitorofli iqtisadi miinasibatlor yalniz ticarat dovriyyesi, xarici birbaga investis-
iya axinlar1 vo ayri-ayr sektor gostaricilori ila deyil, uzunmiiddotli qarsiligh tasirlor, gecikmolor, geyri-xotti
olagaler vo mohdudlasdirict amiller asasinda izah olunur. Todqiqatin osas diqqsti geyri-neft ticarati, BOO
mongali FDI, enerji kecidi, logistika potensiali, turizm-mobillik alagslari vo institusional amakdasligin birgs
inkisafina yonoalmisdir. Maqalads gostarilir ki, ticarat vo investisiya axinlarinin iqtisadi naticolori avtomatik
xarakter dagimir; bu naticalar istehsal potensialinin toplanmasi, logistika darbogazlari, investor inami, siyasat
koordinasiyasi va sektorlararasi tamamlayiciligdan asilidir. BOO-nin global logistika, maliyys, turizm va yasil
enerji moarkazi kimi rolu, Azarbaycanin isa Orta Dohliz, enerji kegidi vo geyri-neft diversifikasiyasi baximin-
dan artan shamiyyati xiisusi vurgulanir. Tadgiqatda FDI ehtiyati, istehsal potensiali, biznes alagalori kapitali,
diversifikasiya ehtiyat1 vo logistika potensiali kimi osas stock doyisonlorine asaslanan System Dynamics
modeli toklif olunur.

Acar sozlor: UAE—Azorbaycan iqtisadi alagolori; System Dynamics; xarici birbasa investisiya;
qeyri-neft diversifikasiyast; logistika baglantilari; enerji kegidi.

9KOHOMMWYECKASI UHTETPAIIUS MEXKTY OB BEJJMHEHHBIMA APABCKUMM DMUPA-

TAMM U ABEPBAHI)KAHOM HA OCHOBE MEXAHHU3MOB OBPATHOM CBSI3U: CACTEMHO-

JIMHAMUWYECKHA AHAJIU3 TOPTOBJIA, IIPSIMBIX HHOCTPAHHBLIX UHBECTUIINI, JHEP-
I'ETUYECKOI'O HEPEXO/JIA U BBAUMOCBS3U JIOTUCTUKU U TYPU3MA

Aum bakxep Canum Axmen AJIMaHCOpPH
nokTopanT bakuHckoro EBpasuiickoro yHuBepcureTa

Pe3tome. B HacTosiiieM nccienoBaHUU SKOHOMHYECKas HHTErpanus Mexay OObequHEHHBIMA ApPaOCKUMU
Omuparamu n AzepOaiiKaHOM paccMaTpyUBaeTcs B paMKax Merofonoruy System Dynamics, ocHOBaHHO# Ha Me-
XaHM3Max 00paTHOM CBsA3M. B OTIHYME OT TPaJUITHOHHBIX ITOJIX0/IOB, IBYCTOPOHHHE IKOHOMUYECKUE OTHOIICHHUS
QHAITM3UPYIOTCS HE TOJIBKO Yepe3 MOKa3areli ToBapooOopoTa, MOTOKOB MPSMBIX MHOCTPAHHBIX UHBECTHIINN U OT-
JIETIBHBIX OTPACIIEBBIX HHANKATOPOB, HO M C YYE€TOM JIOJTOCPOUHBIX B3aUMOCBA3EH, BPEMEHHBIX JIArOB, HEJIMHEH-
HBIX 3aBUCUMOCTEN U OrPpaHUYMBAIOMINX (PaKTOPOB.

OcHOBHOE BHUMaHHE B HCCIICJIOBAHHH YJIETICHO Pa3BUTHIO HEHE(TSHOW TOPrOBIH, MPSIMBIX HHOCTPAHHBIX
nHBecTHLMHA 13 OAD, 3HEPreTHYECKOMY NEPEXOAY, JIOTHCTHYECKOMY MOTEHIMANY, B3aUMOCBSA3U TypU3Ma U MO-
OWJIBHOCTH, a TAKKE HHCTUTYLIHOHAIBHOMY COTPYIHUYECTBY. B cTaThe mokazaHo, 4TO 5KOHOMHUUECKUE PE3YIIb-
TaThl TOPrOBBIX U MHBECTULIMOHHBIX IOTOKOB HE HOCAT aBTOMAaTHUYECKOTO XapaKTepa, a 3aBUCAT OT HaKOILIEHUS
[POU3BOICTBEHHOI' O IOTEHIIMANIA, HAJIMYUS JIOTUCTUYECKUX OTPaHUYEHUH, YPOBHSI 10BEpHs HHBECTOPOB, KOOP-
JVHALMY TOCYAAPCTBEHHOHN MONMUTUKH M MEXOTPACIEBOM B3aMOIOTIOIHAEMOCTH.
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Oco60 nouepkuBaeTcst poib OAD Kak r100aJbHOTO IEHTPA JIOTHCTHKHY, ((MHAHCOB, TYpU3Ma U 3eIeHOM
SHEPTETHKH, a TAKKe BO3pacTarolee 3HaueHue AzepOaiiikaHa B KaueCTBE KIFOUEBOr0 yuacTHUKA CpeJiHero Ko-
puaopa, CTpaHbl, OCYILECTBISIONMIEH SHEPreTHIECKUI Iepexo/l U JUBEPCHHKALII0 HEHe(TSIHOTO CEKTOpa KO-
HOMHKHU.

B nccnenoBanuu npemioxkena Mosiens System Dynamics, ocHOBaHHasI Ha KITFOUEBBIX TIEPEMEHHBIX THTIA
stock, BKITIOUAsi HAKOIUICHHBIN 00BEM MPAMBIX HHOCTPAHHBIX HHBECTULIMH, IPOU3BOICTBEHHBIN MOTEHIUAT, Ka-
TIUTAJ JCTOBBIX CBSI3EH, MOTEHIMAN JUBEPCH(UKALMN U JIOTUCTHYECKHUI TOTSHIIHAIL.

KiroueBsle ci1oBa: sxoHoMudeckne otHoteHust OAD—-Azepbaiimkan; System Dynamics; mpsmMbie HHO-
CTpaHHBIE MHBECTHLIUH; TUBEPCH(UKAIHS HEHE(PTSIHOTO CEKTOPa; IOTUCTUUECKUE CBSA3H; SHEPTETHUCCKUIA TTepe-
XO[I.
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