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Articles 
 
 

Educational Youth Tourism in Russia as a Basis for the Formation 
of the Labor Potential of Regional Staff 
 
Vita A. Fomenko а , * 
 
а Sochi State University, Russian Federation 

 
Abstract 
This article discusses the prospects for the development of the labor potential of youth with 

the help of the existing system of educational youth tourism in Russia and specifically in the 
Krasnodar Territory as a particularly developed region in the historical, cultural, entertaining, 
Olympic and sports fields. The analysis of the concepts of «education», «tourism”, «youth» is 
carried out with the help of regulatory sources and its own interpretation of the definition of 
«educational youth tourism» is given. Various youth forum sites of the Krasnodar Territory are 
characterized in terms of the effectiveness of influencing the labor potential of youth. The analysis 
was made of the functioning environment of the tourist cluster of the Krasnodar region in the field 
of educational youth tourism and its impact on the labor potential of young people in the Kuban 
region, taking into account competitive conditions in the global tourism market (natural and 
climatic conditions of increased comfort, unique cultural and historical resources; accessibility for 
wide layers and/or wealthy population; well-developed communication systems and financial 
infrastructure; study of tourist demand; information I support tourists in the place of stay) and the 
functioning environment of the tourist cluster of the Krasnodar region. 

Keywords: regional economy, labor potential, youth forums, Krasnodar region, youth, 
tourism industry, specialists, managerial staff, tourist cluster. 

 
1. Introduction 
Educational youth tourism is a strategically important area in the development of the labor 

potential of the personnel of the tourism industry of the Russian Federation. The modern Russian 
tourism industry needs educated, moral, entrepreneurial people, capable of independently making 
responsible decisions in a choice situation, capable of teamwork, characterized by mobility, 
constructiveness, able to creatively adapt to the environment, that is, all the necessary skills that 
determine a high level of manifestation and implementation the labor potential of personnel in the 
relevant industry. Krasnodar region is particularly distinguished among the subjects of Russia in 
the tourism sector through a formed and developing tourism cluster, which has a powerful system 
of social and educational youth forums and platforms that help young people achieve certain 
successes in their endeavors, become competitive specialists, volunteers, and public figures.  

 

                                                 
* Corresponding author 
E-mail addresses: vitafomenco@mail.ru (V.A. Fomenko) 

 

 

http://www.ejournal2.com/
mailto:vitafomenco@mail.ru


European Journal of Economic Studies, 2019, 8(2) 

105 

2. Study Area 
The basis of the study proposed in the article was the author's independent empirical activity, 

scientific publications of Russian scientists and open Internet data in the field of developing the 
labor potential of the region under the influence of educational youth tourism, the tourism 
economy of the Krasnodar Territory, and the promotion of youth forums. In the process of writing 
this article, the following research methods were used: observation, systems approach, comparison, 
analysis and synthesis. 

 
3. Discussion 
One of the developing types of tourism product produced by the regulatory and regulatory 

subsystems of the Krasnodar region (the Ministry of Resorts, Tourism and Olympic Heritage of the 
Krasnodar region; the Department of Youth Policy of the Ministry of Education, Science and Youth 
Policy of the Krasnodar region) (Center for Tourism and Excursions KK, 2019) in the structure of 
the tourist cluster is educational youth tourism. Some areas of educational tourism began to 
develop in Europe in the second half of the 20th century, while Russia – towards the end. 
The beginning of the 2000s was marked by the fact that the World Tourism Organization has 
determined the strategic importance of educational youth tourism for the development of states in 
the field of improving the professional and personal qualities of future specialists and managers 
against the backdrop of growing momentum, globalization (Krasnodarstat, 2019). 

The term «educational youth tourism» includes three distinct components that need to be 
considered (Federal Law «On Education», 2019; Federal Law «On the Basics of Tourist Activities», 
2019). 

 
Table 1. The system of components of «educational youth tourism» 
 

 Tourism Education Youth 

Source 

Federal Law № 132-
FL «On the Basics of 
Tourist Activities in 

the Russian 
Federation» dated 

November 24, 1996 

Federal Law № 273-FL 
«On Education in the 

Russian Federation» of 
December 29, 2012 

Decree of the Armed 
Forces of the Russian 

Federation dated 
03.06.1993 № 5090-1 

«On the Main Directions 
of State Youth Policy in 

the Russian Federation» 

 
Definition 

Temporary 
departures (trips) of 

citizens of the 
Russian Federation, 
foreign citizens and 

stateless persons 
from a permanent 

place of residence for 
recreational, 
educational, 
professional, 

business, sports, 
religious and other 
purposes without 
engaging in paid 
activities in the 

country (place) of 
temporary residence 

A single purposeful process 
of education and training, 

which is a socially significant 
good and carried out in the 

interests of a person, family, 
society and the state, as well 

as the totality of acquired 
knowledge, skills, values, 

experience and competence 
of a certain volume and 

complexity for intellectual, 
spiritual and moral, creative, 

physical and (or) 
professional development of 
a person, satisfaction of his 

educational needs and 
interests. 

The category of youth in 
Russia includes citizens 
from 14 to 30 years old. 

However, young scientists 
are shifting within this age 

to 35 years 

 
 

EDUCATIONAL YOUTH TOURISM 
Tourist trips of citizens aged 14 to 35 for a period of 24 hours to 6 months, tours for the purpose of 

education, curiosity and other cognitive interests in the form of courses, forums, internships, festivals, 
camps without engaging in activities related to income from sources in the country (place) 

of temporary stay 
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Thus, one of the aspects of the educational youth tourism methodology is a systematic 
approach that allows us to identify the concept of educational youth tourism as a combination of 
the components of three separate concepts – education, tourism and youth (Ivanova, 2017; 
Ponomareva, 2015). Educational youth tourism, which includes the totality of the above 
components, is basic for the development of the labor potential of future workers in the tourism 
industry, which already confirms the existence of relevant events with many thematic shifts 
(Adashova, Kosareva, 2017). 

On the territory of the Krasnodar Territory there are all-season platforms that collect not only 
the youth of the Kuban region, but also are all-Russian and international (Fomenko, 2019). Among 
the largest should be noted: 

1. «Slavic krugosvetka» − a profile water camp trip. 

Description: passing the course of initial tourist training, practical training in rafting on 
sports and tourist vessels, which takes place during the first day of stay in the camp. Practical 
classes include topics such as canoeing, boarding and disembarking, the correct position of the 
rower, the technique of sailing and mooring, techniques for rational rowing and steering, the pace, 
the rhythm of rowing in various conditions, the interaction of the crew, the technique of movement 
against the current. Age of participants is from 14 to 17 years. 

2. «Territory of tourism» − a school of primary tourism training for young people. 

Description: training of specialists and organizers for work with youth in the field of tourism, 
holding seminars with specialists of youth affairs bodies of the Krasnodar region in the field of 
organizing tourism activities at the age of 14 to 30 years. 

3. «Region 93» − campground. 

Description: the formation of conditions for the perception by young people of the socio-
political, economic and moral principles necessary for the implementation of the main directions of 
state youth policy in the territory of the Krasnodar region, training in the preparation of promising 
projects that have a clear social orientation and an obvious economic result, the development of 
project thinking, training and consolidation of practical project management skills, preparation of 
a balanced and effective team of young leaders with high competitive potential, popularization of 
various types of creativity, sports and tourism, contributing to the diverse development of youth 
from 14 to 30 years (Region 93, 2019). 

4. «Mayak» − sports and fitness camp.  

Description: the main program of the camp is based on the implementation of thematic shift 
programs, sports, tourist and leisure programs. Directions – hiking, parkour, swimming, yachting, 
general physical training, game sports. Age – 14-17 years. 

When assessing the competitiveness of the tourist cluster of the Krasnodar Territory in the 
direction of educational youth tourism and whose impact on the development of the labor potential 
of the region, we characterize the environment in which the cluster developed and operates, 
compare it with the competitive conditions on the world and Russian markets (Yudina, 2015; 
Medyankina, 2018). 

 
Table 2. Analysis of the functioning environment of the tourist cluster of the Krasnodar region in 
the field of educational youth tourism (Ivanov, 2019; Sundukova, 2018) 
 

Conditions of 
competitiveness in 
the global tourism 

market 

The environment of functioning of the tourist cluster Krasnodar region 

Conditions for factors of production 
Natural and 

climatic 
conditions of 

increased comfort, 
unique cultural 
and historical 

resources 

The conditions correspond to international standards – the presence of 
unique natural complexes and places, a rich and diverse culture, world 

heritage sites, world-famous tourist images for the development of 
educational tourism 
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Accessibility for 
the general public 

and/or wealthy 
population 

Potential conditions meet world requirements – the presence of a well-
developed international transport system 

Remoteness of some areas from the main ones generating tourist flows 

Convenient access 
to objects of 

tourist interest, 
developed 

communication 
systems and 

financial 
infrastructure 

The conditions comply with international requirements. A developed 
network of roads and their good condition make it difficult to access objects 
of tourist interest. Satisfactory level of communication outside large urban 

areas. Average complexity of financial instructions 

Demand state 
 

Study of tourist 
demand 

There is a need to create a better system for continuous market research, a 
system for collecting, processing and analyzing statistical information 

Focus on specific 
consumer groups 

Lack of focus on the combined tourism products and clarity in 
understanding target segments 

 

Taking into 
account changing 

consumer 
preferences in the 

market 

In Krasnodar region tourism is mainly developing for the purpose of 
recreation and entertainment. However, the European leisure travel market, 
which generates wide tourist flows in KK, has reached saturation. Tourism 

products offered on the market should change over time under the influence 
of fashion, taking into account safety requirements and based on knowledge 

in the field of marketing and advertising 
Tourist 

information 
support at the 
place of stay 

There is a need to create an information system in tourism 

Sustainable Strategy, Structure and Competition 
 

Intense 
competition 

between service 
enterprises, 
leading to: 

− an increase in 
the number of 

firms 
professionally 
working in the 

market; 
− in-depth market 

segmentation; 
− improving the 
quality of service 

The severity of competition varies depending on the market for tourism 
products. The difficult entry of new events into the market of educational 

youth tourism, the result is a slow increase in investment in the development 
of the labor potential of staff and poor diversification of supply in the 

emerging product/market segments 

Related and supporting industries 
 

The presence of a 
critical mass of 
enterprises of 

related and 
supporting 
industries 

In the structure of educational youth tourism, the number of participants 
increases with each season. New resorts are appearing for which the training 

of personnel is of particular importance. Links between tourism industry 
enterprises and supporting sectors are developed 
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Superior basic 
services and 

infrastructure 

Tourism in the Krasnodar region is elitist and economical in nature and is 
designed for high-income and medium-income segments of the population. 
However, even the highest quality service by local standards in some regions 

does not meet international standards. The service culture in some 
supporting industries is not high enough. In the peripheral areas, the general 

infrastructure is underdeveloped 
Ease of movement 

around the 
country 

High quality transport services 

 
Currently, the formation of a number of regional and local tourist clusters in the direction of 

the development of educational youth tourism with the goal of improving the labor potential of the 
region’s personnel in the tourism industry does not stop in the Krasnodar region (Toktamysheva, 
2018). In essence, the system of interconnected organizations and institutions that is developing 
within the framework of special economic zones on the basis of public-private partnerships in the 
field of educational youth tourism can be considered as a developing regional tourist cluster 
(Ramtun, 2016). 

 
4. Conclusion 
In the framework of the study of the impact of educational youth tourism in the Krasnodar 

Territory on the labor potential of future specialists and managers of the tourist industry, through 
such large youth sites as «Region 93», «Slavic krugosvetka», «Tourism Territory», «Mayak» the 
components of the system of «educational youth tourism» using official sources were identified, 
the definition of «educational youth tourism» was identified and formulated. Analysis of the 
functioning environment of the tourist cluster of the Krasnodar region in the field of educational 
youth tourism was carried out taking into account the conditions for factors of production, 
demand, sustainable strategy, structure and competition, related and supporting industries. 

Thus, the study of educational youth tourism presented in the article by the author in Russia 
and the Krasnodar Territory as the basis for the formation of the labor potential of the region’s 
personnel shows the development of the tourism cluster in this direction, since it assumes a 
positive effect on the economy of the Kuban region. 
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Exploratory Analysis of Blockchain Application in Trade Finance  

 
Sanel Halilbegovic a , *, Adisa Arapovic а, Nedim Celebic а, Tarik Atovic а 

 
a International Burch University, Sarajevo, Bosnia and Herzegovina 

 
Abstract 
This study is using exploratory analysis to explain blockchain technology application and its 

importance in trade finance for call centers and dispatcher companies. The plan is to process the 
Internet sources that are gathered involving blockchain, call centers and booking business and 
move little deeper in the world of call centers, including direct information and statistics from the 
managers of Inmotion Ltd. This study will review the actual introduction of blockchain as young 
technology, the importance of blockchain applications and its content, and within analysis and 
discussion part this research will try to propose the solution to this or similar company, that has an 
access to a huge number of human resources as the most important asset for their business. 

Keywords: blockchain applications, trade finance management, dispatch industry. 
 
1. Introduction 
This study is analyzing Blockchain technology application and its importance in trade 

finance. As the topic name says, it will focus on a certain industry which is dispatcher and call 
center companies in Bosnia and Herzegovina. The main purpose of these companies is that they 
serve as intermediary of trade between customers and their deliverers, and that makes them as a 
guarantee that trade and delivery will happen. Usually, call center companies in BiH have their 
origins in Germany which part of job contains speaking only in German, but this will be an 
overview of a young call center company doing its business in USA from BiH with background of 
the company based in United States of America. 

Blockchain is still young technology which is involved in numerous challenges. It has the 
potential to change many aspects of financial services sector, the economy overall and it introduces 
new ways to intermediate capital and risk to financial firms. This means that Blockchain will 
change, improve and secure many more sectors and every aspect of economy in total. However, the 
technical and social infrastructure supporting the technology is still significantly underdeveloped.  

Blockchain consists of a number of technologies that work together to create a financial book 
of recorded data objects called blocks. These blocks provide a framework for digital currencies, 
such as bitcoin, to conduct secure online transactions. Meaning that Blockchain has one block from 
where it starts, and every next block contains its own data, its own hash and hash from previous 
block accept the first one. That gives the operations or transactions security with which this 
concept would change and improve everything in the near future. 

Call center that is used as an example is Inmotion Ltd. Inmotion is a logistics solutions 
provider and the company is able to coordinate shipments using all types of transportation 
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including: over the road, air, ocean, intermodal, cartage and LTL shipments. Inmotion is the 
operational support portion of our operations in BiH and it has several branches in several cities 
like Bihać, Velika Kladuša, Sarajevo and Tuzla.  

In call centers and dispatcher companies, trade finance is most common financial service and 
tool with which they operate. Trade finance includes payment, lending, the issuance of letters of 
credit, factoring, export credit and insurance. Companies involved with trade finance are importers 
and exporters, banks, insurers, credit agencies and service providers.  

 
2. Literature review 
In the data that is collected, the concept of blockchain is explained in the book „The Impact of 

Blockchain Technology on Finance: A Catalyst for Change“, which is written by five author and is 
very young being published in 2018 at „International Center for Monetary and Banking studies“ 
(ICMB). Talking points are Blockchain beginnings and what the Blockchain is, the book describes 
Blockchain technology basics, Blockchain opportunities and challenges and most important part 
for this study, the part of Blockchain technology and finance. In that part they focused on where 
Blockchain could have impact like payments, digital identity, primary securities issuance, security 
clearing and settlement, derivatives, post-trade reporting and trade finance. This book also features 
the parts of public policy considerations and regulation of crypto-finance and broader potential 
economic impact (Casey, 2018). While talking about steps to introduce Blockchain, we examine the 
article from blockgeeks.com in 2018 which gives us an inside look from famous experts that 
Blockchain is an incorruptible digital ledger of economic transactions and that it can be 
programmed to record not just financial transactions but virtually everything of value. 
As revolutionary as it sounds, Blockchain is truly a mechanism to bring everyone to the highest 
degree of accountability. There will be no more missed transactions, human or machine errors, 
or even an exchange that was not done with the agreement of the parties involved. Above anything 
else, the most critical area where Blockchain helps is to guarantee the validity of a transaction by 
recording it not only on a main register but a connected distributed system of registers, all of which 
are connected through a secure validation mechanism (blockgeeks.com). 

The researchers at Harvard were also taking their look at Blockchain revolutionary purpose. 
They begin their review with a slogan that says: „It will take years to transform business, but the 
journey begins now.“ According to these authors, contracts, transactions, and recordings of them 
are among the defining structures in our economic, legal, and political systems. They protect assets 
and set organizational boundaries, they establish and verify identities and chronicle events and 
they govern interactions among nations, organizations, communities and individuals. „They“ in 
these sentences reffer to every governed and authoritized body in the world. Blockchain promises 
to solve all these problems and could dramatically reduce the cost of transactions and, if adopted 
widely, reshape the economy (Iansiti, 2017). Blockchain is decentralized architecture and 
distributed computing paradigm that has recently attracted attention from all sectors of society, 
believed by the authors that written the research named „Blockchain, bank credit and SME 
financing“ (Wang, 2018). 

The commentary „4 effects of blockchain on financial services“ is written in the form of 
article and is published at the blockchaintechnews.com in July 2017. They stated that Blockchain is 
best suited for the environments where is shared information and distrust or a need for validation 
between two parties. Bearing this in mind, they set out some thoughts on aspects of financial 
services likely to be impacted by the development of Blockchain technology. Four types of financial 
services that Blockchain effects are: Payments and clearance, Capital markets, Operations and 
Currency (Christensen, 2017). 

According to Subbiah, one of the authors of the book „The Age of Blockchain: collection of 
articles“, Blockchain is a revolutionary database that goes away with the weaknesses of traditional 
solutions for storing big data. It provides a transparent record of the entire business network, 
allowing buyers and sellers of each transaction to track where the transaction is in its lifecycle 
(Subbiah, 2018). Blockchain as a technology is more of a ledger recording "agreements" and it is a 
system which contains a continuously growing list of records, called blocks, which are linked and 
secured using blockchain-based encryption. We will deal with similar case to our topic and the 
author Abbaspour in his published chapter, focuses on Blockchain technology for mining industry 
and presents a case with dispatching inside of it. According to him mining industry has been always 
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one of the targets for hackers. In addition, it is dealing with receiving and recording huge amount 
of data, that are in need to be securely stored and easily be available. In this chapter published in 
September 2018, some of this is presented and processed as well as the case study of a truck 
dispatching system based on Blockchain concept (Abbaspour, 2018). 

The paper written by Tsai in 2016 presents system-related issues for Blockchain in financial 
applications. At first it presents the design of Blockchain without consideration of any application 
scenarios and issues such as performance, security and scalability, leading to specific Blockchain 
designs. Sample Blockchain scenarios are analyzed and this lead to additional designs. Specifically, 
as written here, two new kinds of Blockchain emerge: for storing information at transactional level 
and for storing account information. By splitting traditional Blockchain into these two Blockchains, 
it allows one to optimize the system with respect, scalability and privacy (Tsai, 2016). The article 
„5 blockchain technology use cases in finance“ written by Jacob Boersma, one of the managers in 
Deloitte which branch is in Netherlands, discussed about Blockchain use in banking industry and 
in finance overall. This author highlighted topics like „What is Blockchain technology“, „Speeding 
up and simplifying cross-border payments“, „The future of share trading“, „The benefits of smart 
contracts“ and „How to improve online identity management“, and gave five particular articles with 
covering mentioned fields of finance and giving the separate view of every single one particularly 
(Boersma, 2018). 

A papers that are published almost 20 years ago, explained the call center importance and 
use in modern era. According to this paper the importance of call centers in the economy has 
grown dramatically since 1878, when the Bell Telephone Company began using operators to 
connect calls. In the United States, more people work in call centers than in, for example, 
agriculture from 1997 (Pinedo, 1999). The article „Determining the Trade-Offs between Service and 
Sales in Retail Banking Phone Centers“ explores the trade-offs between service and sales in call 
center operations in retail banking and develops an analytical approach to quantify the costs and 
benefits of moving toward a sales-focused operation. It is shown that in addition to its visible costs, 
such as training and technology to build support systems for sales activities, cross-selling can have 
damaging effects on customer service due to the additional load it creates on the system. It is 
further demonstrated that designing the right process and adopting human resource practices that 
support this design are critical in determining the success of a cross-sell program (Halilbegovic, 
2018). 

The chapter „Call Center“, written on Research Gate at April 2017 by three authors is 
covering a little preview of how call centers are doing their business and this source is relatively 
new because of youth expansion of this industry. As for these authors the call center handles sales 
calls for an insurance company and needs real-time performance data for his group based on a 
number of key metrics. They explain a dashboard which runs on a large wall-mounted display so 
that the manager and members of the call center can monitor it periodically throughout the day. 
People like to have feedback on their performance, recognition for success, and they like to know 
where they stand (Wexler, 2017). According to Sato, call center is a division that specializes in 
dealing with customers. Early studies on call centers regarded them as a strategically important 
areas that, despite some negative aspects, were acknowledged to possess a certain level of expertise 
and to have a high degree of autonomy as interfaces for customers. However, this view gradually 
changed, with call centers coming to be seen as workplaces presented by harsh working conditions 
and isolated from the other divisions of the company (Sato, 2018). 

 
3. Methodology 
Choosing a exploratory approach and analysis: 
This research paper adopts a exploratory research approach and will use that methodology. 

It is the approach to analyze data sets to discover their main, visual characteristics. A statistical 
model can be used or not, but this approach is mainly for exploring and discovering what some 
data can tell us beyond the formal modeling or hypothesis testing task. This technique often uses 
multiple disciplines in one study. The plan for the analysis is to explore two different call center 
eras from around year 2000 and today, to compare situation in USA with call center in BiH and 
what effect would be caused to apply Blockchain into call centers. There are advocates that are 
considering that applying Blockchain technology can exclude and turn off the brokers in the world. 
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If that happens, it creates the collapse in call centers. This study tries to give a way on how to use 
Blockchain to make a business world easier, but not to destroy the job of milions of people. 

In Bosnia and Herzegovina these things go slower, so mentioned jobs are safe for now. 
Brokers, bookers and dispatchers in call centers can do their job regulary. It is the matter of time 
on when Blockchain will come to BiH, but it is not for sure that we are that much developed to use 
it in every department of our economy. Many people in charge are certainly afraid of the technology 
and some of them does not even have a clue what this technology brings to the table. 

Sources, data, materials from Internet and direct visit to Inmotion: 
The literature review in this study starts by the sources from the Internet about Blockchain, 

Blockchain for beginners, the truth about Blockchain, going through the articles of what are 
Blockchain uses in financial services overall, then using the sources connected with trade-offs in call 
centers, the purposes of call centers and dispatcher companies, contain of trade finance and etc. 

The plan is to process these Internet sources that are mostly mentioned in the section above 
and move little deeper in the world of call centers, including some direct informations and statistics 
from the managers of Inmotion Ltd. company. The information from company that is included in 
this research is provided by office and human resource manager of Inmotion Ltd. They have given 
a plan on technology importance and effect on the business in total now and in the near future, 
in what state are the financial statements of the company and particulary how they manage 
employment as their biggest asset and revenues after they book transactions and operations. After 
meeting with them and collecting the important information, the idea is to see if the company can 
manage to not fall behind from competitors, we will see if the company is planning to determine 
the use or threat of Blockchain technology and how that will effect all of their many aspects of 
business. 

Going through articles on research browsers and pages there is no specific topic with the 
similar name as this research paper. Including in the search of the particular parts of this topic, 
there is a way to find some connections, but the rareness of the researches on this specific subject 
makes this research more complicated to write. 

Categorization and analysis of the sources from Inmotion company and Internet: 
The aim was to create a research paper or a study which would have processed one example 

of business in Bosnia and Herzegovina, which is increasing highly in the last 4−5 years. This data 
and these sources material is for the business that has global implications. The data used is not old 
too much with some exceptions.  

The company that is covered is not older than 3 years, the books used are inside of last                  
4-5 years and articles are usually new and only few months old. This confirms that the parts of 
topic that were mentioned, as the dispatcher/call center companies and Blockchain technology, 
are growing simultaneously. Besides the Internet sources, the insert of Inmotion Business Plan and 
their first-hand examples of business will be included and provided with an inside look of how the 
booking system actually works. That data will be helpful to conclude how the Blockchain can react 
on every detail in this business. 

Organization of the data with application of Blockchain: 
This research paper is starting with the introduction and it mainly focuses on Blockchain 

technology. Even there are some data and sources that were used to close up the intention of what 
will be written in this study. The books and the articles were used to define the Blockchain 
technology.  The study continues with mentioning the sources from which data is mostly collected 
and later in refferences will be mentioned every data and material source gathered for the sake of 
this research. The large part of analysis and discussion will be the information and data collected 
from intervening directly to the origin for this idea and topic.  

That data is also mixed to round up what have been tried to be put up close. After going 
through the analysis and discussion, the study will go into the conclusion. This will give the answer 
to use Blockchain or not to use it in this business, and will create the clear view for owners and 
investors future activities for this type of business. The Blockchain itself will overtake the world in 
the following years and we must consider the existance of call center jobs. 

Blockchain application in this research: 
As it is already mentioned, all of the data will be analyzed with exploratory research 

approach. It will gather the information and theory but also the data directly from the company 
and will be insured that data is analysed and represented. This approach will explain and show on 
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what way is Blockchain technology is going to effect and influence this business, make it easier, 
more reliable, secure, unhackable, fast, with less contributed energy, organized, mark, noble and 
worthy. The methodology is the part where is the reveal of the procedure and where did data, 
material and sources of the topic were gathered. The conditions of this paper are limited and it 
faces particular restrictions, the procedure is possible by using already provided materials, 
variables and statistical informations. This study focused on one of the world's most expandable 
territory in finance by using the trade finance, and global topic of Blockchain technology. 

Even so Bosnia and Herzegovina is undeveloped country, ignoring Blockchain technology 
and its use would sink our level of development even deeper. Postponing the aquisition of this 
technology can only result in downfall, because this country is full of non-legal actions, bribe, 
criminal, thefts and etc. As a targeted country and classified as the environment where non-valid 
information and distrust is present in every aspect of business, the appointment of Blockchain 
should be as soon as possible. 

This special topic is the type of one that should be more covered and researched because 
more and more people are engaging into this businesses. By taking each part of the topic, the study 
tries to conclude everything into one unity and try to minimize the wideness of it. Blockchain will 
provide the security in almost all fields of life and this research pointed out the one that is very rare 
in mentioning and processing. 

 
4. Analysis and discussion 
In the study from 1999 named „Determining the Trade-Offs between Service and Sales in 

Retail Banking Phone Centers“, the authors are taking their view of call centers at the start of a new 
century. Call centers, also known as phone or customer service centers, have become one of the 
most important delivery channels for service firms throughout the world. In these centers, 
customer service representatives with direct access to their firm's databases provide service to 
customers over the phone. For some companies, call centers take on a support role next to a major 
physical delivery network, and for others it is the sole delivery channel that constitutes the firm's 
entire customer interface. The 1990s has seen a growing focus on phone centers, as alternative low-
cost service delivery channels across a variety of industries. This growth has been enabled by 
developments in telecommunication and information technology that have allowed phone centers 
to route incoming calls to the appropriate agents, to perform standard queries or transactions 
automatically in voice response units, and to access and update central customer databases, 
thereby enabling the online performance of many transactions. This approach attempts to explore 
the issue of compatibility between service and sales, when viewed from an operations standpoint. 
Specifically, this study is considering a call center that is primarily designed for lowcost, 
highquality customer service. This type of a center will strive to keep customer wait times at a 
minimum, thereby reducing the number of abandoned calls, while achieving the goals with the 
smallest number of welltrained service representatives as possible (Aksin 1999). 

At the next figure we see the company and their code, adress, phone and branch in the first 
section where it stands as Buchanan Logistics, INC. In second section we see the trucking 
company which is Landstar Ranger from Jacksonville Florida, with contact, phone and order 
date. At third and fourth section we have commodity, weight, trailer (type of transporter), 
refference, then customer company which is Autozone DC, their adress and date of expected 
delivery. That section contains refference numbers and last section contains payment, carrier 
freight pay and total carrier pay.  

This is one example used from Inmotion Ltd. to overview how traditionaly the load is booked. 
This receipt is the check provided for trucking company and the actual profit that broker or 
dispatcher collect for the company is the difference from what is the payment price provided on the 
check for customer company. If the whole payment from customer company is 2600 $, the 
payment for the trucking company is 2000 $, and the profit of the booker is 600 $. 
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Fig. 1. Transaction Receipt (Buchanan Logistics, INC. – Landstar) 
 

As written in the book „The Impact of Blockchain Technology on Finance: A Catalyst for 
Change“, Blockchain technology can reduce the cost of trust, something that manifests itself in 
numerous ways within the financial system. These costs range those associated with vault doors, 
cybersecurity, settlement procedures, user identification, compliance teams, security guards and 
anti-fraud regimes, to the excess amounts that banks and other centralised institutions can charge 
customers.  

Trust exists in the fundamentals of deposit banking, custody, insurance and secondary 
market trading. Depositors must trust the safety of their money at a bank. Market participants trust 
that their trades will be executed fairly according to a transparent set of rules. Financial institutions 
must trust costly back-office processes to reconcile centralised ledgers and accounting systems. 
In an effort to address these various costs, Distributed Ledger Technologies are being explored by 
institutional actors such as large banks, exchanges, clearing houses and central banks, as well as by 
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new firms seeking to disrupt existing business models. Incumbent firms are hoping the technology 
can help them lower costs and risks, particularly for back-office or post-trade functions. Start-ups 
are aiming to provide the public with better and lower priced services while possibly capturing part 
of the significant economic rents within the financial services sector (Casey, 2018). 

The authors wanted to close up that financial services sector, like other important sectors of 
global economy, has faced numerous challenges and showed some flaws. History is loaded with 
banking and financial sector crises. Tens of millions of people around the globe lost their jobs or 
their homes as a result of the 2008 financial crisis. Even there is a need to carefully explore and 
consider how application of Blockchain technology will affect financial stability, it is also worth 
exploring how this technology, might help build a more flexible and stable financial sector. 
The 2008 financial crisis is the latest reminder of the long history of large risk in the financial 
sector. Current methods for clearing and settling transactions, even improved from earlier 
generations, remain costly with many reconciliation and risks. Furthermore, many financial 
products have high transaction costs in many parts of the world.  

In the next figure we can see similar transaction as the previous, but here is an example of 
detailed summary of rate, commodities, stops, accessorials and equipment used in this transaction. 
This paper that shows a customer agreement, contains invoices and total revenue, description of 
commodities, adress of stops, and in the upper section there are informations about the load. 
We see that the profit of this booker is 450 $. If we want to use Blockchain technology, in this case 
there will be included a load information section and only a revenue for delivering company. 

 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig. 2. Booking Agreement (Landstar, INC) 
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Blockchain is best suited for environments where is shared information and distrust or a 
need for validation between two parties. Financial markets are likely to see a large shift in the 
processing of transactions. Blockchain and digital currencies make it possible to eliminate certain 
elements of distrust in transactions, the middleman or in this case any booker of the load. This 
simplifies the clearing process, and will change the role of intermediaries. The impact is likely to be 
seen on a variety of transactions including legal arrangements and simple person-to-person wire 
transfers, as Blockchain allows users to introduce a wide range of validation mechanisms.  

As said by Christensen and Dennis, Blockchain technology makes it possible to transfer value 
more efficiently, the flow of capital is likely to shift as well. One of the major applications of 
Blockchain technology will be in back office functions and internal operations such as 
reconciliation or clearing processes. According to them, it is expected that these internal, back-end 
types of applications of Blockchain are what large financial institutions will likely invest in initially. 
Generally, Blockchain is expected to improve internal banking processes such as reconciliation and 
know your client processes. Blockchain and digital currencies are expected to change the way 
parties transact in coming years (Christensen, 2017). 

After traditional booking, here is an improvised solution for the milions of jobs of bookers 
and intermediary servicers like dispatchers, brokers and many others. Pictures as a platform for 
this solution are taken from „Blockchain, bank credit and SME financing“, the article written by 
Wang, Lin, Luo at Research Gate. The idea is to use all three sides that we mentioned in traditional 
dispatch/call center job, but with the Blockchain as a measure of everything done correctly and 
according to the law. Trucking company will get their share, customer company their delivery, and 
intermediary company will get some share because of the service, instruction, information and 
every effort used to help a delivery or transaction happen (see Figures 3, 4.) 
 

 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig. 3. Blockchain-based financing system 
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Fig. 4. Blockchain application in Dispatcher business (Wang, 2018) 
 
This industry, the author Abbaspour has been referring to call centers, is known as an 

industry with a high turnover and has always been one of the targets for hackers. In addition, it is 
dealing with receiving and recording huge amount of data, which are need to be securely stored 
and be easily available. This forces managers and engineers to look for the safest and most efficient 
way to fulfil their requirement. Blockchain technology, which is also known as the distributed 
ledger, can highly resolve this problem (Abbaspour, 2018). 

 
5. Conclusion 
This research has determined the effect of Blockchain technology regarding trade finance in 

call center companies, and particularly regarding call center named Inmotion Ltd. in Bosnia and 
Herzegovina. Inmotion Ltd. is an intermediary logistics service and solution provider. This 
company is able to coordinate shipments using all modes of transportation. 

This study reviewed the actual introduction of Blockchain as young technology, the 
importance of Blockchain and its content. Inside of Blockchain is one block from where it starts, 
and every next block contains its own data, its own hash and hash from previous blocks accept the 
first one. It is secure way of doing business in the future and it has a big importance in trade 
finance.  

Trade finance is the type of finance that includes payment, lending, factoring, insurance and 
etc. It is one of the most important features in dispatch/call center companies and it could be 
largerly involved in this technology.  

This research continued with literature review that contained all sources mentioning 
important parts of the topic. This exact topic or similar is not processed in any well known 
research, site or library and it could be done only by using these sources and putting them together. 
The methodology of this study is presenting exploratory approach which is mentioned in the topic 
also. That approach gives the ability to explore the myriad of options and this study focused on 
analyzing the situation of one company if Blockchain technology is applied with the traditional 
booking business.  

That traditional booking was the concern of large part of analysis which contained the 
original transactions and bookings from Inmotion Ltd. Analysis and discussion contain the 
improvised solution to this or similar company, that has an access to a huge number of human 
resource as the most important asset for their business. Dispatcher, brokers and other bookers 
could extinct if this technology applies, but the milion of jobs should not be jeopardized. 
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Blockchain could give the trade finance and its supporters either positive or negative outcome, but 
the goal of this study can be used to save or change something to do with this industry. 

 
References 
Abbaspour, 2018 – Abbaspour H. (2018). Potential benefits of blockchain technology for 

mining industry: with a case study of truck dispatching system in open pit mines. Research Gate. 
Blockgeeks.com, September 2018 – Blockgeeks.com, September 2018. What is Blockchain 

Technology? A Step-by-Step Guide For Beginners. 
Boersma, 2017 – Boersma J. (2017). 5 blockchain technology use cases in financial services. 

[Electronic resource]. URL: Deloitte.com 
Casey et al., 2018 – Casey M., Crane J., Gensler G., Johnson S., Narula N. (2018). 

The Impact of Blockchain Technology on Finance: A Catalyst for Change. ICMB. 
Christensen, Dennis, 2017 – Christensen K., Dennis J. (July 10, 2017). 4 effects of – 

blockchain on financial services. Fasken Martineau DuMoulin. 
Iansiti, Lakhani, 2017 – Iansiti M., Lakhani K.R. (2017). The truth about the Blockchain. 

Harvard Business Review. 
Halilbegovic, Sabic, 2018 – Halilbegovic S., Sabic E. (2018). Attacting foreign direct 

investments in developing countries: Why Bosnia and Herzegovina should learn from China. 
EcoForum Journal, Vol. 7, Is. 3. 

Landstar, INC – Booking data received from Inmotion Ltd. 
Pinedo, Seshadri, 1999 – Pinedo M., Seshadri S. (1999). Call Centers in Financial Services: 

Strategies, Technologies, and Operations. 
Sato, 2018 – Sato H. (2018). Are call centers sweatshops? Research Gate. 
Subbiah et al., 2018 – Subbiah K., Ferrarini B., Maupin J., Hinojales M., Guhathakurta R., 

Kulshrestha S, Wright D. (2018). The Age of Blockchain: A Collection of Article. IndraStra Open 
Access. 

Tsai et al., 2016 – Tsai W.T., Blower R., Zhu Y., Yu L. (2016). A System View of Financial 
Blockchains. IEEE. 

Wang et al., 2018 – Wang R., Lin Z., Luo H. (2018). Blockchain, bank credit and SME 
financing. Springer Nature. 

Wexler et al., 2017 – Wexler S., Shaffer J., Cotgreave A. (2017).Call Center, Research Gate. 



European Journal of Economic Studies, 2019, 8(2) 

120 

Copyright © 2019 by Academic Publishing House Researcher s.r.o. 
 

Published in Slovak Republic 
European Journal of Economic Studies 
Has been issued since 2012. 
E-ISSN: 2305-6282 
2019, 8(2): 120-130 
 
DOI: 10.13187/es.2019.2.120 

                                 www.ejournal2.com 
 
 
Implementation Effects of “IFRS 9 Impairment Modelling for Financial Instruments” 
on Regulatory Capital Banks in Federation of Bosnia and Herzegovina 

 
Sanel Halilbegovic a , *, Emir Šaković а, Adisa Arapovic-Omerbegovic а, Nedim Celebic а 

 
a International Burch University, Sarajevo, Bosnia and Herzegovina 

 
Abstract 
IFRS 9 introduces new impairment rules in order to respond to G20’s complaint about the 

complexity and the lack of efficiency of the IAS 39 standard. According to (FASB, 2016) the main 
issue was a delayed recognition of credit losses on loans and other financial instruments, which 
resulted in the late recognition of credit losses. This new standard is mandatory from January 1th 
2018. In this article, we’ll investigate effects of the implementation of this new regulatory 
requirement on financial institutions in Bosnia and Herzegovina and compare them with effects 
they had in Croatia. By doing so we will be able to differ mentioned effects in EU countries with the 
countries that they claim to become EU members. Although, the new IFRS 9 impairment 
requirements is supposed to shift up the credit loss allowances of many banks and financial 
institutions, the effect appraisal will demonstrate that the effect is less critical than anticipated by 
the European Banking Authority in both EU or non-EU countries. The thesis will demonstrate that 
the implementation of the new IFRS 9 impairment requirements is supposed to shift up the credit 
loss allowances of many banks and financial institutions. 

Keywords: credit risk, expected credit loss, fair value measurement, loan loss provisions, 
probability default. 

 
1. Introduction 

Novotny-Farkas stated the contrasts between the approaches to loan loss accounting, it is 
valuable to pick a benchmark to which accounting routines can be compared (Novotny-Farkas, 
2016). Benston and Wall said a characteristic benchmark is the economic value of the loan, which 
ostensibly gives the most helpful data to primary users of financial statements, i.e., investors and 
bank supervisors (Benston and Wall, 2005). The economic value represents the present value of 
the expected cash flows from the borrower. Initially, when loans are recorded at their economic 
value, there is no need for a loan loss allowance because the contractual interest rate covers all 
expected losses over the life of the loan. Upon arrival of new information, the economic value of the 
loan should be adjusted for changes in the expectation of a borrower’s default probability and 
changes in interest rates. Amid recession in 2008, the delayed recognition of credit losses on loans 
and other financial instruments was acknowledged as a weakness in the current accounting 
standards. Particularly, the existing model IAS 39 which was an ‘incurred loss’ model which delays 
the recognition of credit losses, until there is evidence of a trigger event. This was intended to 
confine an entity's ability to make saves that can be utilized to help profit amid hard times.  
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Under the current incurred loss approach of IAS 39, banks have risk costs when there is 
‘objective evidence’ that impairment have occurred. IAS 39 paragraph 59 provides a non-exclusive 
list of ‘trigger events’ that are indicators of impairment. Reporting entities are not permitted to fuse 
the effects of future events occurring after the balance sheet date, regardless of whether they are 
expected. General loan loss provisions for unspecified credit risks as permitted or required under a 
few residential accounting standards in Europe are not acknowledged under the IAS 39 rules. 
(Hoogervorst, 2014) said combined with an exceptionally prohibitive frame of mind towards 
advance loss provisioning, the utilization of the losses is recognized just before default occurs 
(i.e., too late). Basically, this implies advance loan losses are only considered when the Probability 
Default (PD) is close to 100 %. Accordingly, when bank has data accessible about future losses, 
the institution isn't permitted to fuse this data for accounting purposes. To figure the present 
estimation of expected losses that are esteemed to be caused the original effective interest rate 
must be utilized as the rebate rate. According to (Gebhardt, Novotny-Farkas, 2011), from the 
continuum of possible estimates of expected losses, incurred losses represent the lowest boundary. 
Preceding the financial crises, the two accounting authorities, the Financial Accounting Standards 
Board (FASB) and the International Accounting Standards Board (IASB), had effectively arranged 
to update and improve their respective standards on accounting for financial instruments. 
According to (Ančić, 2018) the context and the difference in the introduction of the new standard 
were:  

 Procyclical nature of Fair Value (FV) evaluation, described as "system error" discovered 
shortly before (2007) and during the financial crisis (2008 and 2009). In the crisis, markets 
became inactive and it’s becoming impossible to perform reliable market valuation of financial 
instruments. Depreciation induced relaxation of the FV evaluation. Where the valuation was 
possible, there was an accelerated depreciation of the financial assets/liabilities. During the crisis 
FV rating was suspended for selected financial instruments (enabled retrospective reclassifications 
financial instruments) because there was information asymmetry in the market, 

 Lack of unambiguous and precise definition of fair values, within the IASB's previous 
framework. Undefined reliability of FV financial instruments in real terms. Definitions in certain 
IASB standards contain the condition of "normal market conditions". FV is essentially the 
hypothetical market price of financial instruments in idealized conditions. The reliability and 
objectivity of the FV estimation are reduced the hierarchy, while the research-analytical effort is 
growing. Market participants always understand FV financial instruments market relevance, they 
do not know how much the methodology of its determination is based in a case at reliable market 
prices, 

 IAS 39 is basically a backward-looking standard. Standard request the proof of loss ("loss 
trigger") to reduce the value of financial instruments. Prudential regulators claim that standard 
allow banks to overestimate the profit and size of their assets. Balance of banks, which due to the 
heavy burden of overvalued assets were (due to very low leverage meters) insolvent, they were 
shown as healthy. The adoption of the IAS39 impairment model on the valuation of credit 
placements (through Loan Loss Provisioning) resulted in the late recognition of credit losses, that 
is, the significant downgrade of the quality of the portfolio ("too-little, too-late" problem).  

 Excessive complexity of IAS39 standards. Difficulties in understanding, applying and 
interpreting the requirements of an existing standard. As results when testing the impairment of 
financial assets, banks used different events as evidence of impairment or treated the same events 
in different ways. There is an insufficient reduction in similar financial assets between different 
banks.  

If we consider, all the mentioned differences and the differences that will be further 
explained in the continuation of the paper, between new and previous standard, it would be 
logically to expect that new IFRS 9 impairment requirements is supposed to shift up the credit loss 
allowances of many banks and financial institutions. 

 
2. Literature review 
IAS 39 “Financial Instruments: Recognition and Measurement” has been approved in 

December 1998 (applicable to the financial statements opened as of 1 January 2001). It was revised 
in October 2000 and December 2003. This last revision is applicable to the financial statements 
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with effect from 1 January 2005. IAS 39 follows IAS 32 “Financial Instruments: Disclosure and 
Presentation” to which it is related to. According to Obert the latter was approved in March 1995 
and revised in December 1998, October 2000 and December 2003 (Obert, 2004). In November 
2009, that the International Accounting Standard Board (IASB) and the Financial Accounting 
Standard Board (FASB), chose to introduce the new accounting standard because of demand done 
by the G20, investors, regulatory bodies and prudential experts in the improvement of the 
accounting requirements for financial instrument. The IASB in this way distributed an Exposure 
Draft (ED) “Financial Instruments: Amortised Cost and Impairment, which was a solitary 
arrangement of worldwide standard and proposed an impairment model dependent on losses 
rather than incurred losses, for every single financial asset recorded at amortised cost. 
The fundamental target of this draft was to determine standards for the estimation at amortized 
cost of financial assets and liabilities that will give valuable data to clients of financial reports for 
the assessment of the amounts, timing and uncertainty of their future cash flows. IASB said this ED 
likewise finishes and improves the standards by recognising, classifying, measuring, presenting 
and providing disclosures about financial assets and liabilities present in IAS 32 “Financial 
Instruments: Presentation”, IAS 39 “Financial Instruments: Recognition and Measurement” and 
IFRS 7 “Financial Instruments: Disclosures” (IASB, 2009). According to Deloitte the fulfilment of 
the first phase of the project where connected directly to the suggestion of the G20 Leaders and 
other stakeholders to simplify accounting for financial instruments, but KPMG stated question 
often asked is whether the standard may be amended in the near future as result of the Boards 
efforts to achieve convergence ((Deloitte, 2009; KPMG, 2009). This model obliges entities to 
perceive expected credit loss (ECLs) over the lifetime of a financial asset since initial recognition, 
by incorporating these losses in the calculation of the effective interest rate (EIR). By utilizing this 
method, the loss allowance will be founded on the whole lifetime of the financial asset thus ‘match’ 
the recognition of credit losses. Resulting changes in credit loss expectations would be reflected in 
later adjustments to profit or loss based on the original EIR. According to IASB with this technique, 
two issues emerged (IASB, 2009):  

- the Board was more in favour of a model that would differentiate the initial estimates of 
ECLs from the future changes in these estimates; and  

- the Board was also worried about the operational difficulties and cost that the 
implementation of the model would generate. Because of these requirements, the IASB chose to 
make the distinction between the determination of the expected credit loss and the effective 
interest rate, which will prompt a different measurement of loss allowance for both ECL and EIR. 
The latter will not be adjusted for initial expected credit losses anymore. According to IASB this 
technique will diminish the operational cost that could emerge because of the enormous change in 
the implementation (IASB, 2009). In any case, there is still a few worries about this draft. 
The IASB is persuaded that discounting ECL by using the original EIR will generate a double-count 
of the ECL compute at initial recognition. Thus, the IASB presumed that distinguishing lifetime 
ECLs on initial recognition was not reasonable. According to EY the fundamental arrangement was 
along these lines to follow a dual-measurement model that would require an entity to recognise 
(EY, 2018: 7):  

• “A portion of the lifetime ECLs from initial recognition as a proxy for recognising the 
initial ECLs over the life of the financial asset and;  

• The lifetime ECLs when credit risk has increased since initial recognition (i.e., when the 
recognition of only a portion of the lifetime ECLs would no longer be appropriate because the 
entity has suffered a significant economic loss”.  

Deloitte stated after update regarding new requirements which address the problem of 
volatility in profit or loss arising from an issuer choosing to measure its own debit at fair value in 
January 2011, the FASB decided to develop an alternative expected credit loss model and realised a 
supplementary document on impairment (Deloitte, 2010). In December 2012, the FASB proposed 
an update, Financial Instruments Credit Losses that would require an entity to recognise a loss 
allowance for ECLs from initial recognition at an amount equal to lifetime ECLs. In March 2013, 
the International Accounting Standard Board (IASB) published its third Exposure Draft (ED); 
Financial Instruments: Expected Credit Losses (ED/2013/3), on impairment of financial assets, 
based on the common project with the FASB. This draft proposed that entities should recognise 
two different loss allowance or provision depending on the situation faced:  
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• For financial instrument that had not yet seen a significant increase in credit risk since 
initial recognition, entities should recognise an amount of loss allowance equal to 12-month ECLs;  

• For financial instrument that had seen a significant increase in credit risk, entities should 
recognise a loss allowance equivalent to lifetime ECLs. According to EY this new model was 
designed for three specific purposes, namely to (EY, 2018: 7):  

(a) “Ensure a more timely recognition of expected credit losses than the existing incurred 
loss model;  

(b) distinguish between financial instruments that have significantly deteriorated in credit 
quality and those that have not; and  

(c) better approximate the economic expected credit loss.”.  
In July 2014, the IASB finalised and released the impairment requirements after having read 

some arguments of the 2013 ED proposals. The aim of these changes was to provide additional 
clarifications and further guidance to help entities implement the proposed requirements. These 
changes resulted in the development of the final version of IFRS 9 “Financial Instruments”, which 
is effective since January 1, 2018. According to EY new standard brought together the classification 
and measurement, impairment and hedge accounting phases of the IASBs project to replace IAS 39 
Financial instruments (EY, 2014). Onali and Ginesti conducted a survey conducted at 
5400 companies showed positive market reaction to 13 announcement dates related to IFRS 9 
(Onali, Ginesti, 2014). 

IFRS 9 separates between three phases of credit risk. Stage 1 incorporates financial 
instruments with no huge increment in credit risk since initial recognition, or financial instruments 
that have low credit risk at reporting date. The largest piece of banks' performing loan portfolio will 
be delegated in Stage 1. For these assets, year Expected Credit Losses (ECLs) are perceived in profit 
or loss. Year ECLs are normal credit losses that outcome from default occasions that are 
conceivable inside a year after the reporting date. The recognition of year ECLs means to mirror 
that the yield on the instrument incorporates an arrival to cover those credit losses anticipated 
from when a financial instrument is first recognized. Stage 2 incorporates financial instruments 
with “significant deterioration in credit quality” since starting recognition, yet with no target proof 
of impairment. A noteworthy extent of financial assets that are right now revealed under the mark 
“Financial assets past due, but not impaired” in Bank financial statements would to a great extent 
fall into Stage 2 under IFRS 9. For Stage 2 resources lifetime ECLs must be perceived. 
This accounting treatment depends on the reason that an economic loss emerges when ECLs 
significantly exceed initial expectations. By perceiving lifetime ECLs following a huge increment in 
credit risk this economic loss is reflected in the fiscal summaries. At long last, Stage 3 contains 
financial instruments for which target proof demonstrates impairment at the reporting date. 
For Stage 3 assets, lifetime ECLs are perceived. Stage 3 credit exposures are like those considered 
to be separately impaired under IAS 39, while Stage 1 and 2 credit exposures will basically replace 
those exposures that are on the whole assessed for impairment under IAS 39. In this way, the 
acknowledgment of lifetime ECLs will happen sooner than under IAS 39, i.e., as of now when there 
is a huge increase in credit risk (Stage 2), yet before genuine default (Stage 3). At initial 
recognition, the loan loss allowance would be nil and in this manner developed over the life of a 
financial asset. This would viably ‘match’ the recognition of credit losses for that of the credit 
spread in the interest rates charged. This model would come nearest to the economic valuation of 
the loan (then again, actually changes in market interest rates would not be perceived). This model 
was seen as operationally excessively difficult, it has not been executed.  

The IFRS 9 three-stage model results in a ventured profile when contrasted with the more 
continuous profile of the ED 2009 model. At first, the IFRS 9 demonstrate exaggerates the loan 
loss provisions, at that point – as credit risk (PD) increases – it downplays the loan loss allowance, 
and when deterioration in credit quality is esteemed significant, it again exaggerates the allowance. 
Deloitte stated new impairment requirements IFRS 9 “Financial Instruments” which are based on 
an expected credit loss model, indicates that an entity shall recognise a loss allowance for expected 
credit losses on the following (Deloitte, 2013): 

• Financial assets (bank deposits, loans, debt securities and trade receivables) measured at 
amortised cost (AC); 

• Financial assets mandatorily measured at fair value through other comprehensive income 
(FVTOCI); 
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• Lease receivables under IFRS 17 “Leases” or IFRS 16 “Leases”; 
• Contract assets under IFRS 15 “Revenue from Contracts with Customers”; 
• Loan commitments that are not measured at fair value through profit or loss (FVTPL); 
• Financial guarantee contracts that are not measured at fair value through profit or loss 

(FVTPL). 
For financial instruments, it is necessary to determining the type of a particular financial 

instrument and adequate treatment in terms of IFRS 9, which are “full” and “partial”. 
Fair value is defined in the standard (IFRS 13, 2011: 6) “Fair Value Measurement", 

as followed: “The objective of a fair value measurement is to estimate the price at which an 
orderly transaction to sell the asset or to transfer the liability would take place between market 
participants at the measurement date under current market conditions.” According to IFRS 13, 
fair value can be defined in different ways depending on the subject that we are working on. Fair 
value can also be defined as the asset and liabilities value of a subsidiary firm when its financial 
statements are consolidated with the parent company (IFRS 13, 2011). This accounting treatment is 
strange because original cost is used to value assets in most cases. When the parent company buys 
an interest from its subsidiary firm, the assets and liabilities of this branch are recorded at fair 
value. IFRS 13 stated the financial situation of the two companies, which in fact are one company, 
is also translated into its true value. Additionally, fair value can also be defined as a valuation 
method of assets (IFRS 13, 2013). Sometimes, executing a company valuation can be challenging 
for accountants (i.e. determine the fair value of an asset that is not active on the stock exchange). 
According to IFRS 13 in those cases, accountants usually use the discounted cash flows generated 
by the asset to determine its fair value (IFRS 13, 2013). The fair value of certain investments may 
also be based on the market value on which the security is traded. Market makers present in the 
stock exchange are providing a bid and ask price for each security. For instance, if the investment is 
a stock, the investor can thus sell the stock at the bid price to the market maker or buy the stock 
from the marker maker at the ask price. The most trustworthy method to determine an 
investment’s fair value is therefore to list the security on an exchange. SY said the loss allowance 
will be measured by using the ECL calculation model (SY, 2017). As referenced already, lending 
institutions need to appreciate, figure and investigate the loss that may happen as result of lending 
to a company that may default, in particular, the expected credit loss (ECL) which is gotten by 
multiplying three of the following component, the probability of default (PD), the loss given default 
(LGD) and the exposure at default (EaD). Probability of Default (PD) is one of the primary key risk 
parameter vital for the evaluation of credit risk. It is characterized in the Capital Regulatory 
Requirement document (CRR) as the chance of default of a counterparty over a one year term or 
over outstanding time to maturity relying upon it is possible that we are applying individually the  
1-year PD or the lifetime PD. Basically, this is the probability that a loan will not be repaid 
completely and will fall into default. Financial institutions need to register PD for each borrower by 
contemplating the credit history of the borrower and the idea of the investment. PD can be gotten 
by utilizing external ratings agencies, for example, Standard and Poor (S&P) or Moody's. 
Nonetheless, banks are still recommended to utilize internal rating methods. PD is expressed in a 
percentage of the total amount of the loan and can be ranged from 0 % to 100 %. To give 
an example, an organization A with a PD of 55 %, will be considered as less risky than an 
organization B with a 75 % PD, on the grounds that the organization A is less vulnerable to go into 
default than the organization B that is bound to be considered as risky (Risk Articles, 2017). 
Exposure at Default (EaD) is the second parameter for the evaluation of credit risk and shows the 
total sum that a bank or another financial institution is exposed to at the time of a credit's default, 
to be specific outstanding amount. It is estimation of the exposure at a future default date, 
considering expected varieties in the exposure after the reporting date, including reimbursements 
of principal and interest, and expected draw downs on committed facilities. Loss Given Default 
(LGD) is the third key parameter for the evaluation of credit risk. It expresses the percentage of a 
financial exposure that a bank or other similar institution may lose if a borrower goes into default. 
The LGD depends on the contrast between the contractual cash flows due and those that the bank 
would hope to get, including from any collateral. It tends to be gotten by registering the loan-to-value 
(LTV) which characterizes as the estimation of the asset purchased. This is the proportion of the 
credit amount to the amount of the collateral which is an assurance provide for the money lender by 
the borrower as security for reimbursement of an advance, to be relinquished in case of a default.  
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In the analysis of the effects of the implementation of IFRS 9 of the impairment model on the 
Bank in Federation of Bosnia and Herzegovina, we will use report made by Banking Agency of the 
Federation of Bosnia and Herzegovina (FBA) " Information in the banking system entities of the 
Federation of Bosnia and Herzegovina as of 31.12.2018 “. To compare the effects of the 
implementation of IFRS 9 in the Federation of Bosnia and Herzegovina with the situation in EU 
(Croatia), I will use report of the National Bank of Croatia „ Banks Bulletin No. 31“. For an 
adequate analysis and presentation of the Classification of financial instruments and Components 
of credit risk and the valuation of financial instruments, we will use presentations “Implementation 
of IFRS 9 standards, Classification of financial instruments (2018)” from Mr. Stjepan Ančić CEO at 
Croatian company Op2m, which is specialized for financial analytics, business consultancy and 
project management. 

 
3. Methodology and hypothesis 
As per EBA after the production of the report on the primary European Banking Authority in 

2016, with regards to the anticipated usage of IFRS 9 in the European Union (EU), the EBA 
propelled, in November 2016, the second phase of the exercise2 to acquire more information on 
some particular area as banks further build up their methodologies for the execution of IFRS 9 
(EBA, 2017). The second EBA practice is increasingly centered and works around the targets of the 
main exercise, to be specific picking up a superior comprehension of the stage of preparation for 
the execution of the Standard, the evaluated effect of IFRS 9 on regulatory own funds, the 
cooperation between IFRS 9 and other prudential necessities, and usage issues identifying with 
IFRS 9. The example was like that in the principal exercise, comprising of around 50 organizations 
over the European Economic Area (EEA). The assessment result exhibits that the assessed 
increment of arrangements contrasted with the present dimensions of arrangements under IAS 39 
is 13 % on average (18 % in the first exercise), and up to 18 % for 75 % of respondents (30 % in the 
first exercise for 86 % of respondents. To the extent the estimation of the total quantitative impact 
of IFRS 9, the results show that CET 1 are assessed to reduce, by 45 bps (59 bps reduction in the 
primary exercise), and by up to 75 bps for 86 % of respondents (75 bps diminishing in the main 
exercise for 79 % of respondents), because of the effect of the prerequisites of IFRS 9. It is assessed 
that absolute capital proportion will diminish, by and large, by 35 bps (45 bps abatement in the 
main exercise), and by up to 50 bps for 76 % of respondents (75 bps reduction for 79 % of 
respondents in the principal work out). Be that as it may, just like the situation when utilizing 
measurable measurements, it ought to be noticed that a portion of the appraisals identifying with 
the complete example of respondents were not the same as the previously mentioned evaluations. 
The main research question of my work is: How implementation of "IFRS 9 Impairment modelling 
for financial instruments" affects regulatory capital of Banks in the Federation of Bosnia and 
Herzegovina in general. Along main question, based on case study Bank data, or to be more precise 
Asset Class Segmentation of Corporate clients we will investigate Expected Credit Loss (ECL) of 
each client type impact on overall capital of the Bank. At long last we will compare final 
results/effects in first year of IFRS 9 implementation in Bosnia and Herzegovina and Croatia. 
According to the above hypotheses, a research framework would be built based on that. Firstly, 
I would test the relationship between Expected Credit Loss (ECL) and overall capital of the Bank 
(main Hypothesis) and as additional 11 researches questions Expected Credit Loss (ECL) of each 
client type impact on overall capital of the Bank. In order to do so, I will use statistical tool SPSS 
which is a widely used program for statistical analysis in social science. It is also used by market 
researchers, health researchers, survey companies, government, education researchers, marketing 
organizations, data miners, and others. I will use following statistics which is included in software: 
Descriptive statistics, Bivariate statistics: ANOVA, Correlation Prediction for numerical outcomes: 
Linear regression, Pearson correlation index. 

 
4. Data analysis and commentary 
The research is based on data analysis of the following reports as of 31.12.2017 and 

31.12.2018 on capital adequacy and classification of assets from Federal Banking Agency: Form 1 – 
Table A, Form 1 – Table C, Form 2 – Table A1. Those reports are constituent’s part of “Decisions on 
reports submitted by the Bank to the Banking Agency of the Federation of Bosnia and 
Herzegovina” ("Official Gazette of the Federation B&H", No: 103/17). 

https://en.wikipedia.org/wiki/Statistics
https://en.wikipedia.org/wiki/Social_science
https://en.wikipedia.org/wiki/Descriptive_statistics
https://en.wikipedia.org/wiki/ANOVA
https://en.wikipedia.org/wiki/Correlation
https://en.wikipedia.org/wiki/Linear_regression
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As a major aspect of this paper, the bank on which we will based our examination is a private 
bank situated in the Bosnia and Herzegovina. For reasons of secrecy, chosen bank will be called 
"the Bank". The Bank has been dynamic as a private bank for more than 20 years by offering 
services and products to private individuals and companies on all territory of Bosnia and 
Herzegovina. Since the Bank must stay unknown, we won't unveil additional data. The bank 
portfolio is consisted of financial instruments, for example, generally stocks, bonds and cash 
money. The Bank that we put together our examination (among others) has in its portfolio three 
distinctive assets classifications: corporate and government bond, retail credits, corporate credits. 
We have chosen to take corporate credits with the goal to complete investigation and ECL 
movements between 2013–2018, shown separately on all Asset Class Segmentation types of 
Corporate clients. In order to analyse capital changes we took all financial statements of subject 
Bank for period 2013–2018, from The Sarajevo Stock Exchange. To compare final results/effects in 
first year of IFRS 9 implementation in Bosnia and Herzegovina and Croatia we will use reports 
made by Banking Agency of the Federation of Bosnia and Herzegovina (FBA) on " Information in 
the banking system entities of the Federation of Bosnia and Herzegovina as of 31.12.2018 “ and 
report from National Bank of Croatia „Banks Bulletin No. 31“. The research model consists of two 
variables ECL (independent, multidimensional because it is measured using 3 dimensions (PD, 
LGD and EAD), and it is treated as one variable – independent and regulatory capital that is a 
dependent variable. The original plan was to do two Regressions analyses in the SPSS. The first one 
would be for the period 2013–2017 to show the effects of ECL which was calculated according to 
the earlier regulatory capital methodology, and the second for the period 2018 and we planned to 
check the effects of the ECL (calculated according to the new standard) on the regulatory capital 
with 72 (6 years) observations in total. In the second analysis, we have 12 observations (12 months 
in year 2018), which is consistent with the book Regression Modelling Strategies by (Harrell, 2015) 
sufficient for Regression analysis. Recommendations for further research: we will add that the 
same study and analysis is recommended to repeat after several years of application of IFRS 9 in 
order to have the most reliable proofs and evidence of ECL effects on Regulatory Capital. Before 
proceeding with the example, large bank are able to define the PD according to the type of clients 
and in that way obtain more precise data broken down by groups of clients. Bigger banks with more 
sophisticated risk – modelling and risk – management systems can opt for what Basel II calls the 
“internal rating – based approach”, or IRB. The IRB enables a bank to utilize its own internal 
historic data to calculate the credit risk of its loans and investments. In “our” Bank, Corporate 
segment represents long-term partnerships with legal entities and services support in the field of 
market and investment banking, where institutional buyers (especially banks, insurance 
companies, asset management companies, central governments, regional governments) and group 
trading activities in focus. Based on Asset Class Segmentation, Corporate clients can be assigned 
with group specific type-code snippets clients. In the following table, we can see client types 
proposals according to the Asset Class Segmentation in the corporate segment: 

 
Table 1. Asset Class segmentation in the corporate segment 
 

0 Regional authority institutions 
1 Local Large Companies 
2 Corporate Middle Market 
4 Banks 
5 Insurance and Leasing 
7 Brokers, Microcredit organizations 
8 Group clients 
9 Small enterprises  
10 International Corporate Clients 
11 Corporate Middle Market (Public enterprises, institutions, politic parties 
12 Related legal entities 
13 Central Government 
14  Private Individuals 
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Fig. 1. Regulatory Capital in 000 BAM 
 

 
 

Fig. 2. ECL Trend 2013 – 2018 in 000 BAM 
 

Table 2. Linear Regression Correlations 
 

REG. CAPITAL

REG. 

CAPITAL

1.000

ECI_0 .413

ECI_1 -.503

ECI_2 -.800

ECI_3 .

ECI_4 -.703

ECI_5 -.553

ECI_6 .

ECI_7 -.797

ECI_8 .401

ECI_9 -.716

ECI_10 -.757

ECI_11 -.617

ECI_12 -.388

ECI_13 .538

ECI_14 .256

ECI_ALL -.756

 

Pearson 

Correlatio

n

 
 
Pearson correlation index is mostly negative which support our thesis that the decrease in 

ECL initiate increase in Regulatory Capital, analogously increase in ECL would come down to a 
reduction in regulatory capital. The most important are the negligible correlations in the two 
largest independent variables ECL_1 Local Large Companies (-0,50) and ECL_2 Corporate Middle 
Market (-0,80). In contrast to this analysis, Regression Analysis of the Impact of ECL on 
Regulatory Capital in 2018 is positive in the largest exposures or amounts of ECL in groups: ECL 0 
= Regional Authorities (0.71), ECL 5 = Insurance companies and leasing (0.84), ECL 2 = Corporate 
medium market (0.90). However, we can conclude that correlation between this two variables need 
to be negative which means that increase in ECL must reduce Regulatory Capital in addition we 
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will reject this analysis because the number of observed observations is insufficient. Previously 
mentioned is clearly indicated by the model summary with R and R2 at level 1 and Capital increase 
in 2018 is clearly initiated by some other factors which affect capital. 
 
Table 3. Model Summary 
 

R R Square Adjusted R Square

Std. Error of the 

Estimate

1 .946 .894 .870 6056800.2284628

Model Summaryb

Model

 
 
As can be seen from Table 3, the value of our R2 is very high 0.894, which means that 89.4 % 

of the total variance in Regulatory Capital has been ‘explained’. 
 

 
 
Fig. 3. Linear Regression Histogram 

 
Our model is very accurate, there’s a strong correlation between the model’s predictions and 

its actual results. This means that it is possible to predict Regulatory Capital movement based on 
ECL trend. 

 
5. Conclusion 
The general conclusion is that the implementation of IFRS 9 did not have significant effects 

on the Bank in Federation Bosnia and Herzegovina (FB&H). In accordance with the "Information 
in the banking system entities of the Federation of Bosnia and Herzegovina as of 31.12.2018", the 
regulatory capital of the Banks in FB&H was reduced by approx. 90milion KM (approx. 45 million 
EUR), that accounted for 0.68 % of the total assets of credit institutions as at 31 December 2017. 
In the same time the total capital increased by 3 % compared to 2017 on 3 billion KM (approx.. 
1,5 billion EUR). It should be noted that in this report, the regulator does not provide more 
information and explanations for these effects, such as the structure of the impairment of the 
balance sheet exposure in the portfolio that is subjected, divided by the impairment phases, the 
portfolio and the type of effects, the provision for off-balance sheet exposures, the change in fair 
value for assets which is measured at fair value, etc. Due to the lack of data, we will not be thrown 
away, but we think that the lack of a legal solution in this area greatly complicates the work of the 
regulator who will in the short term have to pass a legal solution by which how much is it possible 
to standardize IFRS 9 in the FB&H Banks. The implementation of IFRS 9 in the Bank, which was 
an example of the analysis, did not have the effect of reducing regulatory capital, which was 
successfully absorbed by a significant reduction in NPLs (bad loans) resulting in a continuous 
reduction in ECL throughout all observed periods, the profits paid indirectly and the lack of new 
regulations by regulators. It should be kept in mind that the Bank has implemented the IFRS 9 
standard, high capital adequacy measured by the applicable regulatory methods, a high retained 
profit that evidently absorbed all the negative effects of new standard implementation. Proof of the 
claim that the implementation of the new standard didn’t affect regulatory capital of this Bank, 
remains in date which shows there was no significant increase in the ECL, especially on the 
performance portfolio that included stage 1 and stage 2 where the increase in ECL was expected. 
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According to report from National Bank of Croatia „Banks Bulletin No. 31“ initial application of 
IFRS 9 in Croatian credit institutions resulted in losses in the amount of 1.4 billion HRK (approx 
200 milion EUR) recorded directly in capital, of which the largest part of the amount was related to 
the increase in impairment values and provisions. The effect of applying the new standard was not 
negligible, but the banking system has been able to absorb this loss without difficulty. The major 
part of the negative impact of the initial application of IFRS 9 was on additional impairment of the 
balance sheet exposure in the portfolio to which they are subject the calculation of expected credit 
losses. It can be concluded that the effect of the initial application of IFRS 9 was not negligible, but 
that the same banking system was able to absorb this loss without difficulty. Indeed, the new 
standard did not lead to a reduction in regulatory capital banking system. 
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Abstract 
In this paper, we address the issue of the global ompetitiveness which is being launched at a 

time of rising income inequality, mounting social and political tensions, and a general feeling of 
uncertainty about the future. Growth remains persistently low: commodity prices have fallen, as 
has trade; external imbalances are increasing; and government finances are stressed. However, 
it also comes during one of the most prosperous and peaceful times in recorded history, with less 
disease, poverty, and violent conflict than ever before. Despite the difficult economic situation, the 
fundamental principles of competitiveness should not be forgotten and should not be sacrificed to 
short-term needs. The future is competitive economies that, given local factors, tend to increase 
productivity and build on present and future prosperity. The issue of competitiveness of individual 
regions and countries, as globalization processes deepen, remains relevant. 

Keywords: global ompetetiveness, business freedom, economic sector, finanial organizations. 
 
1. Introduction 
Since the 80s of the 20th century, the process of globalization has been determined by the 

development of the world economy, its main priorities and trends. At the same time, the current 
stage of world economic globalization is characterized by the role of international financial and 
economic organizations and the role of transnational companies in the functioning of the national 
economy by reducing the role of a sovereign state (Gechbaia, 2014). Consequently, economic 
globalization leads to both development opportunities and certain problems. Therefore, 
the responsibility of the government of any country is to find effective ways to maximize profits 
from the process of economic globalization 

The study aims to:  

 analyse the fundamental conditions for the effective functioning of  business sector in 
Georgia; 

 identify efficiency gains based on an assessment of the strengths and weaknesses of the 
business sector; 

 improve methodological and methodical basis of business competitiveness, taking into 
account the current characteristics, trends, problems and opportunities of globalization; 

 develop adequate recommendations and build roads for their practical implementation in 
Georgia.  
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Identified objectives:  

 Analyse existing methodologies and theoretical approaches in the field of competitiveness 
assessment;  

 Assess the impact of the globalization process on the determinants of business 
competitiveness;  

 Identify the factors determining  business competitiveness in Georgia; 
 
2, Literature Review 
Various aspects of competitiveness of Georgian economy are assessed in Georgian economic 

science. The analysis of the determining factors of low competitiveness of domestic products both in 
the international arena and within the country is given, the priorities of economic competitiveness have 
been pointed out, cause-effect relations between economic competitiveness and sustainable 
development of the economy have been identified. In these work, considering the objectives of the 
research, different widely accepted methods and theoretical approaches have been used (Abralava, 
2005, Baratashvili, Zarandia, 2007). Despite the considerable amount of research by Georgian 
scientists on the topic of competitiveness, it is necessary to continue an in-depth study of this area, help 
improve methodologies for assessing competitiveness, identify the factors that determine the 
competitive advantage of one side or another, establish the cause-effect relation between the level of 
competitiveness and the level of economic involvement of the country in international economic 
processes, find ways and carry out improving the competitiveness of business, etc. Based on the 
aforementioned, taking into account the current trends of globalization and prioritization of 
business efficiency to increase Georgia’s competitiveness, the need to develop mechanisms and 
tools for effective regulation of business structures, necessity to define effective tools for their 
internal planning and control, analyse existing business risks in Georgia, etc., this attaches 
importance and significance to the discussed topic taking it an object of study (Abralava, 2001, 
Macagonov, 2007). At the present stage of economic development, the success of a company, 
industry, business, economy and the whole country is largely determined by the competitive 
advantage in the sphere of production. 

Representatives of the classical economic school viewed the country's economic 
competitiveness in the context of the concepts of absolute advantage and/or comparative 
advantage. For example, the concept of absolute superiority belongs to A. Smith. According to this 
concept, a country exports goods if the expenses incurred in that country are small. D. Ricardo 
perfected this formulation as the concept of comparative advantage, according to which market 
forces address the resources of the country where they can be used more productively, which 
means that the country may be able to import goods even when it is able to produce these goods 
themselves and with less expenditure. 

The World Competitiveness Index has been set by the World Economic Forum since 2005. 
This index measures the macroeconomic environment of the country, the state of the country’s 
institutions and the level of technological readiness of the country. The rating is based on publicly 
available statistical data on the one hand, and, on the other hand , on the results of its own research 
conducted by the World Economic Forum, which, in turn, takes into account analysis of the 
information presented by individual entrepreneurs in special questionnaires. According to this 
indicator, the productivity level of the country is determined by its competitiveness, which 
represents the combination of separate institutions, factors and policies. The more competing 
economic system, the higher the level of living in the economy as well as the level of life, and the 
most importantly - the coefficient of the return on investment, which is one of the main indicators 
to assess economic potential. In addition, the above-mentioned coefficient determines the 
investment attractiveness of the country. 

According to Hecksher-Olin theory, all countries have similar technologies, but they have a 
different ratio of factors of production, namely land, labor, natural resources and fund. The country 
benefits from those areas where factors, that are excessive , are used intensively. Products from 
these sectors are exported. The country also imports products and services for the production of 
which the country is experiencing a comparative shortage of factors. For example, a country with 
such a high level of cheap labor as Korea , exports labor-intensive goods. Countries rich in natural 
raw materials and arable land are exporting products from these sectors. Sweden's historically 
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strong position in the steel industry is explained by the fact that the iron ore obtained there 
contains very few phosphoric admixtures that allow for higher quality steel (Lekashvili, 2012).  

The Global Economic Competitiveness Report of the World Economic Forum 2018−2019 
presents the Competitiveness index of 137 Countries. The report comprises three main components 
of the development of a single country, such as: basic requirements, efficiency enhancement 
factors, and driving factors for innovation. All these three compilers incorporate 12 components; 

Components of basic requirements include: 
1. Institutions; 
2. Infrastructure; 
3. Macroeconomic stability; 
4. Health Care and Primary Education 
Components of the efficiency enhancement factor include: 
5. Higher education and training; 
6. Effectiveness of the commodity market; 
7. Effectiveness of the labor market; 
8. Development of financial markets; 
9. Technological readiness; 
10. Market size 
The components of innovation and development are as follows: 
11. Business development; 
12. Innoivations; 
Significant methodological changes were made in the Global Competitiveness Index Rating of 

2018. Various indicators and components were removed from the rating and replaced by new ones. 
The country's assessment scale has been changed and the maximum 7 points score has been replaced 
by 100 points. GCI rating countries  are evaluated in 4 directions which, in turn, combine 12 indicators. 
These indicators, in turn, consist of 98 components. In 2018 the position of Georgia is favorable to 2017 
– 57 th place, with 66.8 points (improved by 1.4 points) Human capital – 65th place, with 72,1 points 
(improved by 0,7 points), Market – 75 th place, with 55.4 points (reduced by 0.1 points), Innovative 
ecosystem – 72nd place, with 47.4 points (improved by 2,7 points). 

The positions of Georgia in frames of the world's competitiveness indicators changed 
according to years (see Table 1 and Table 2). 
 
Table 1. Georgia in the World Competitiveness Index 

 
Year Position of Georgia  Points 

2018-2019 Index 66 th place 4.28 points 

2017-2018 Index 67 th place 4.3 points  

2016–2017 Index 59 th place 4.3 points 
2014–2015 Index 69 th place 4.2 points 
2013–2014 Index 72 th place 4.2 points 
2012–2013 Index 77 th place 4.1 points 

Source: The table was compiled by the author of the article based on data 
from the World Economic Forum https://www.weforum.org/reports 

 
According to the Global Competitiveness Index published in October 2018, Georgia has advanced 

one step ahead compared to the previous year and moved from 67th to 66th position with total 
60.9 points. Last year, the rating system comprised 7 points, while Georgia’s total score was 4.28. 

According to the Global Competitiveness Report for 2018, of the 110 components of the 
criteria that were presented in the indicators in the previous year, 55 increased indicators, 
35 reduced, and 15 remained unchanged. 

According to the position, significant indicators characterized by reduced rates are the 
following: the financial system (-25 position), stability of banks (-12 positions), venture capital 
availability (-19 position),  market growth (-13 position), debt dynamics (-26 Position), trade tariffs 
(-1 position), macroeconomic stability (-24 position) and payroll flexibility (-6th place). 

https://www.weforum.org/reports
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Improved components are: judicial independence (+4 positions) recruitment and separation 
practice (+7 positions), reliability of police service (+2 positions) and women in the labor market 
(+43 positions); 

According to the latest reports, Georgia is among the top ten countries leading in 8 criteria. 
In the 2018 Global Competitiveness Index, there are 9 components are presented. The best 
positions the country occupies in the top ten  list of the world are as  follows: Electrification (first 
place), labor tax (first place), student-teacher ratio in primary education (second place), 
shareholders management (third place) Time for starting buisness (fourth place), trade tariffs (fifth 
Lee), service transparency standards (sixth place), use of foreign labour (sixth place), public 
expenditure (tenth place); 

According to the index, the lowest indicators of Georgia are: social capital (126th place), 
quality of vocational training (131st place),  qualification of the graduates (123rd place), finding and 
hiring employees (111th place), insurance premiums (122nd place), market capitalization 
(121st place), credit crunch (119th place), workforce diversity (116th place). 

According to the figuresa, one of the main problems of the country is education and low 
qualification. This, in turn, hinders the development of other areas that require highly qualified 
personnel and innovations. On the other hand, the biggest challenge is the financial system and the 
sphere of innovation. 

It will be interesting to see where Georgia is in the most difficult situation in 4 categories of 
the last report, according to 12 indicators , and , in general, what positions are represented in these 
categories. It is also interesting to see if the general picture of positioning of the indicators  
converges with the general picture of subindicators. 

According to these indicators, the problem of financial system is indeed one of the four 
categories in the Global Competitiveness Index of 2018 and it coincides with the picture presented 
in subindicators. Also, indicators of market size and innovative opportunities  indicate that the 
country is not in a very pleasant situation. Evaluating the general picture, it should be noted that 
among the four categories – the fourth category is the most problematic. The fourth category 
includes the market and financial ecosystems, and combines 4 indicators in total, among which 
three indicators with the lowest positions. 

Recently, the Government of Georgia has implemented a number of reforms which affected some 
indicators of individual components of the country's competitiveness. However, the above-mentioned 
reforms have not been fully and properly reflected in the presented international rating. Consequently, 
in the light of the integration process, systemic reforms should be implemented efficiently. 

Index of Economic Freedom (Heritage Foundation). Since 1995, Index of Economic Freedom 
has been set by the largest research organization of the United States − "The Heritage Foundation". 
Index of Economic Freedom estimates the economic freedom of 180 countries annually 
considering quantitative and qualitative components. Each component is rated on a 100-point 
system. Each component will be given the same weight/value for the individual country estimation, 
and the arithmetic mean will be determined. 

The index is based on the four main criteria: 

- Rule of law (protection of ownership, effectiveness of judiciary, level of corruption and 
government honesty);  

- Government size (fiscal health, tax regime and public expenditure); 

- Regulatory efficiency ( (simplisity of starting business, labor freedom and monetary 
freedom); 

-  Market openness (free trade, freedom of investment, access to finance). 
According to the Index of Economic Freedom there are five levels/degrees of economic 

freedom: 

- Free, 80−100 points; 
- Mostly free 70−79,9 points; 
- Moderately free, 60−69.9 points; 
- Mostly unfree 50−59,9 points. 
- Unfree 
The Table 2 presents the positions of Georgia in the Index of Economic Freedom. 
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Table 2. Positions of Georgia in the Index of Economic Freedom according to years 
 

Year Position of Georgia Points Level/degree of economic 
freedom 

2018 8 75.9 Mostly free 
2017 13 76 Mostly free 
2016 23 72,6 Mostly free 
2015 22 73 Mostly free 

 
There are three procedures required to start a business in Georgia. It requires three days, 

no minimum capital required, and therefore the country has a good standing position in the 
"Freedom of Business" component of the "Regulatory Effectiveness" criterion (87.2, 16th place). 
However, there are some problems with the "monetary freedom" component (78.2 points, 
92th place). There is a problem with he "freedom of labor" component as well. In particular, the level 
of unemployment is still high in the country, and there is no dynamism in the labor market. 

Foreign trade is very important for the economy of Georgia. The total volume of export and 
import is 110 % of GDP. The average tariff rate is 0.7 %. That's why Georgia holds 9th place 
(88.9 points) in the "free trade" criterion. The situation with the "Financial Freedom" component is 
also hard (39th place, 60.0 points), which is due to the problems with the stock exchange (weak 
stock market). 

 
3. Conclusion 
Doing business rating. Doing Business Group  of the World Bank annually publishes the 

ranking of doing business in different countries. Business rating is a quantitative indicator of 
business regulation and protection of property rights. The report aims to investigate the 
regulations of business activity in a particular country. 

The report on the "doing business" prepared the Ministry of Economy and Sustainable 
Development of Georgia notes that positive chanhes have been achieved as a result of the 
institutional reforms and improvement of regulatory environment in the country. 

Significant success and international recognition of Georgia is the result of reforms carried 
out by the Georgian government in 2013−2019. Over the past six years, 20 reforms have been 
implemented in the country to improve the institutional and regulatory environment. 

It is important for Georgian companies to focus on differentiated approach strategies, as this 
policy will promote the enhancement of qualitative characteristics of Georgian products and 
introduction of innovations and new technologies. In order to increase thelevel of business 
competitiveness in general, it is advisable to develop clusters in Georgia and introduce business 
management practices in accordance with the principles of international management. 
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Abstract 
The essential purpose of this article is to investigate the negative situations which may occur 

during Shale gas extraction which is considered as a new option for alternative energy sources. 
The study focuses on how ungrounded the societies’ considerations and concerns are with regard to 
Shale gas extraction. The objective of the research is to investigate the possible negative outcomes 
of drilling during the process of extracting this type of energy and integrating it into the sector and 
as such, to reveal how unground the concerns of some actors in the sector are. It is an undeniable 
fact that shale gas which has been popular particularly in recent years will be a significant force 
multiplier in today’s energy world. This energy type which had not been put on the agenda before 
due to its requirement for high costs and advanced technology has started to be one of the top 
topics of sector’s agenda with advanced technology thanks to reduced costs and increased need for 
energy. First of all, methods and techniques of shale gas extraction will be addressed in following 
stages of this study and subsequently possible problems will be set forth under different headings 
and it will be explained how negligible and insignificant these problems are. 

Keywords: earthquake, greenhouse gas emission, horizontal and vertical drilling, hydraulic 
fracturing, water resources. 

 
1. Introduction 
In this century, success criterion has almost become synonymous with energy domination. 

What is energy domination? Conceptually it implies supply of energy that is needed by societies 
and the ability to achieve sustainability, competition and cost-effectiveness in energy supply and 
reflect it in production. Just like nations which become dependent on other nations as they are not 
self-sufficient in production, societies and event countries which cannot establish their own energy 
domination become dependent on other nations and countries and go into their orbit. Societies 
need energy to be able to maintain balance in production and sustain it for country’s future. They 
try to diversify alternatives to meet their needs and they try to produce it cost-effectively. So it is a 
general principle to obtain general public opinion and consent to do this. Recently world’s 
countries watch the silent revolution of United States of America with regard to Shale gas with 
admiration and try and desire to do the same in their own countries. However, they have some 
concerns as to “making matters worse while trying to be helpful” which is a Turkish proverb. 
So methods that are used on the world to extract this type of energy will be addressed in the second 
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part of this study and its effects which are considered to be negative will be addressed in the third 
part and in the fourth section, it will be discussed how ungrounded such considerations are. 

 
2. Methods of Shale Gas Extraction 
It has been discussed in detail in the dissertation study that shale gas is natural gas that is 

found trapped within small pores of sedimentary rock that is made of clay, quartz and calcite 
minerals. Sedimentary rocks which are named as shale have limited and low permeability in terms 
of gas and liquid materials that pass through them under normal conditions. The method that has 
been developed to extract such gas from rocks and use it economically is named as “hydraulic 
fracturing”. By using such method, regions with gas potential are located through long-continued 
investigations and underground natural gas is extracted by use of drilling technique. Extraction 
operation is carried out by pumping some chemical products and sand into drilling into borehole, 
opening cracks in form of shale, releasing hydrocarbons that are trapped therein and enabling flow 
of natural gas from shale into the borehole. 

As technology has advanced, drilling techniques that have been used have also developed. 
Two prominent technological developments have enabled us to benefit from shale gas 
economically. One of these is the above-mentioned hydraulic fracturing and the other one is the 
most significant technique that induces such hydraulic fracturing, which is horizontal drilling 
technique. Hydraulic fracturing method reduces the high costs which had prevented extraction of 
such unconventional sources and maximizes natural gas and petrol production from these rocks 
which are called shale. After the rock type that is named as shale is reached through boreholes that 
are opened vertically, horizontal drilling technique begins to be used and operation continues 
horizontally. High amount of a mixture that comprises water, sand and chemicals is pumped in a 
compressed way into it and as such, the gas that is trapped in pores is released and comes out of 
the boreholes. This concept was developed for the first time for Barnett Shale unit in Ft. Worth 
basin that is located in mid-north of Texas, USA. The first borehole was opened in the field in 1981 
for conventional purposes and by use of conventional methods. Approximately 100 boreholes were 
opened from 1981 to 1990 in order to make production from conventional reservoirs. Hydro-
fracturing method started to be used after 1997. As a result of it, exploration and production 
activities accelerated very rapidly in this basin and the number of boreholes used for production 
reached 6203 at the end of September, 2006. Amount of production multiplied upon excavation of 
horizontal boreholes as of 2002 and this field has become the largest one in Texas and second 
largest one in USA. According to the United States Geological Survey (USGS) reports for 2013, the 
field’s producible potential has been reported to be 26.2 tcf (Kemal, 2014). 

The most significant component of horizontal drilling and hydraulic fracturing techniques is 
water. Approximately 20,000 litres of water is used to enable horizontal and hydraulic fracturing of 
a borehole (EIA, 2019). In addition, when it is considered that a borehole can be pierced for more 
than once, the amount of water used can reach high numbers; so much so that, it is known that 
China has been experiencing some problems regarding shale gas extraction due to excessive need 
for amount of water used for hydraulic fracturing operation (Hook, 2012). Some stages and criteria 
are also required for shale gas extraction besides vital importance for close proximity to a water 
source. Stages of shale gas extraction are listed and outlined below: 

* Geological and seismic researches process 
* Platform construction 
* Vertical drilling operations 
* Horizontal drilling operations 
* Perforation 
* Fracturing (Hydraulic Fracturing) 
* Waste management 
* Production process 
* Geological and seismic researches: Geological and seismic researches are conducted 

to draw three dimensional maps of underground geological formations. With regard to the sites 
where studies will be conducted; appropriate rock structures are located first, appropriate 
thicknesses and depth of rock structure are identified and information is gathered as to which 
boreholes will be opened in which locations and how many boreholes will be opened. 

https://www.wikiwand.com/en/Natural_gas
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* Platform construction: In order to open boreholes in pre-determined locations, site 
preparations are completed, assemblies are placed in certain distances on the ground and the 
platform must be constructed for the equipment. 

Vertical drilling: It implies the vertical drilling that is conducted until the rock layer is 
reached while the earth crust is pierced towards the underground. However, concrete is laid 
between steel pipes and interwoven pipes for safety purposes to prevent internal collapse of 
drilling. 

Horizontal drilling: It implies the drilling that is conducted horizontally up to one to two 
km in order to expand the surface area by rotating 90 degrees when the inner rock layer is reached 
vertically. 

Perforation: It implies the operation of creating small holes on concrete coatings in the 
places that are emptied inside the horizontal drilling. 

Fracturing: A mixture made of chemical substance, water and sand particles is pumped 
with high compression into the emptiness that is created after vertical and horizontal drilling. 
The purpose is to create capillary fractures to enable leakage gases that are trapped in rock 
structure. 

Waste management: It implies the operation of storing the liquid mixture, which is used 
for drilling, when it resurfaces and re-purification to clean such liquid. This liquid mixture is very 
important. As tons of water is used for fracturing, water must be purified from the chemical 
substances it has and then released back into nature to prevent contamination of underground 
sources. 

Production: It implies the demounting of all equipment, establishment of shale gas 
collection equipment and carrying out works as required for its transfer after drilling and 
fracturing operations are completed under ideal conditions. 

The most common method that is used for shale gas exploration and extraction operations is 
“horizontal fracking”. In addition, vertical hydraulic fracking and rotary hydraulic fracking are 
used. 

2.1. Vertical Drilling (Piercing-Opening a Hole) 
Vertical hydraulic fracking is a drilling technology used by opening vertical pits on the 

surface. This method has been used for a long time and the term “vertical fracking” was used for 
conventional fracking methods before horizontal fracking. Vertical hydraulic fracking is a 
technique that does not use wide peripheral components although it contains some short 
horizontal components (Ahıshalı, 2013). At this stage, after the appropriate shale layers are located 
after investigations, preparations are made to bring it to a very large space, a site medium and this 
space equals 25 football fields approximately. Then the act of drilling begins after drilling platform 
is established with required assemblies. Drilling operation lasts from 3 to 6 weeks depending on 
the structure of underground resources. Water that comprises mud and particles and that comes 
out while drilling is poured into a very large pool. Concrete sheet block is created with 3 interwoven 
steel pipes to prevent contamination of underground water and blend of underground water with 
natural gas in following stages as earth’s layers are perforated during the operation of drilling. 
Concrete block body is used generally to coat the hole (borehole) on the inside. This operation has 
to be made essentially to protect the shale gas, which will come out after drilling, from 
underground waters (aquifers). The above-mentioned operations including laying the concrete, 
concrete sheet block and cementation have to be made based on certain principles. This is 
compliant with the current industrial standard stipulated by petrol and natural gas laws and the 
specifications used by American Petroleum Institute. These specifications set out the length, 
thickness, tensile strength and composition of coating for a specific situation and describes the 
most common method used for selecting petroleum and gas preservation.  

2.2. Horizontal Drilling (Horizontal Hydraulic Fracturing-Fracking)  
This stage is the cracking stage following continued horizontal drilling for one to two meters 

after piercing and advancing down to rock layers. Approximately 20 thousand cubic meter water, 
1800 cubic meter sand and 100 tons of additives are used before going through with this stage. 
Additives which are prepared externally are as follows. The reason why mixture substances will be 
used and percentage rates of substances in the mixture will be indicated below. Usually water 
constitutes 97.5−98 % of general total volume in the mixture. Such water contains cracking liquid, 
minerals and bitter water that return from boreholes. 30 % to 70 % of such water is original 
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cracking liquid. Additionally, natural formation waters get mixed into such water and come out. 
10 % to 40 % of water pumped after hydraulic cracking operation in shale gas production return. 
Quality of returning water changes depending on the place of borehole and depth; however, they 
are subjected to purification at different levels and are used after clean water is added. Returning 
water contains high amount of sodium, calcium and magnesium. Therefore, it must be purified 
before it is used or accumulated as waste. Endeavours are made to develop new technologies in 
order to minimize need for water in hydraulic cracking due to high cost of water purification. Such 
endeavours focus on finding new alternatives to water such as liquid propane, carbon dioxide, 
nitrogen gas and cracking by using sound waves without any liquid. Such methods concentrate on 
developing special equipment to open borehole. Returning water and formation water that comes 
out as a result of production is used in a purification system established in the borehole region, in 
purification system of local administrations in the region or in a private purification facility. 

2.3. Rotary Drilling (Rotary Hydraulic Fracturing)  
Rotary hydraulic fracturing is a drilling technology that uses a sharp and rotating drill in 

order to open holes on the earth’s crust. Such technology uses liquid that is known as “mud” and 
such liquid generally contains minerals like barite, chalk (or hematite) and clay. Such mud liquid is 
petroleum-based and formed generally by use of petroleum products such as diesel or synthetic oil. 
Moreover; water and clay mixtures can be used to create mud (Glass, 2011). Actually it is the 
operation of realizing usual vertical drilling with a different technique. 

3. Effects/Risks Of Shale Gas 
Human beings have used their environment, and therefore natural resources, to meet their 

own needs since the very beginning and as such, have contaminated the environment and have 
been affected by the environment. When human-nature relations and environmental problems are 
considered from this perspective, it can be understood that the single and the biggest root of all 
ecological problems that occur is irresponsible use of nature to meet unlimited human needs. As a 
matter of fact; significant and irreparable damages are made to the nature in each stage of meeting 
such needs including supplying required raw materials, producing and consuming commodities 
and services and them transferring them to nature as waste. That’s why the effects and risks of 
shale gas that is considered as alternative energy source will be discussed in this part of the study. 

3.1. Earthquake Effect/Risk 
One of the problems that occur in shale gas extraction activities is that several 

environmentalist organizations protest shale gas extraction operations claiming that shale gas 
causes environmental pollution. For that matter; France, Bulgaria and Czech Republic banned 
shale gas works claiming that it causes environmental problems and earthquakes. England, Spain 
and South Africa have stopped works (However, England abolished the decision and resumed shale 
gas extraction activities). 

3.2. Its Effects on/Risks to Agricultural Fields 
Borehole is opened almost at every kilometre for shale gas production works and this 

occupies large space on earth as it requires construction of connecting roads or new roads for 
logistic purposes. This is particularly important for places that are engaged with agricultural 
activities. It was considered by local folk as a significant source of income at first as it was an 
opportunity for them to lease or sell their lands to petrol companies but in years they started to 
think that such lands would not be as fruitful as they were before (due to low agricultural yield or 
pollution), they responded negatively. 

3.3. Its Effects on/Risks to Air 
Global warming is a long-term rise in the average temperature of the Earth. Such rise is so 

big that it affects ecological balance. The greatest effect of global warming is on the climate system. 
Climate change that is a result of global warming occurs when effects of global warming result in 
changes in concentrations of some gases that are naturally present in atmosphere and named as 
greenhouse gases and when, consequently, earth’s temperature rises excessively and some 
ecological imbalances occur (Karakaya, Özçağ, 2004). 

However, recently, there is significant increase in discussions regarding reduction of such 
subvention that are given to renewable energy generally in Europe including Italy, Spain and 
Germany. In this sense, such subventions may decrease in 2016. Some changes have started to 
occur in richness of natural gas and gas in USA. For example; greenhouse gas emissions have 
broken the record of reduction down to the lowest level of the last five years by decrease of 

https://www.wikiwand.com/en/Earth
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450 million tons. Such reduction is a first on the world in terms of global greenhouse gas emissions 
(Taner, 2012). America’s current amount of emission is around 1990, which is an extremely 
positive level. It has been achieved especially after substitution of shale gas and charcoal (Birol, 
2014). 

3.4. Its Effects on/Risks to Water 
There are several negative comments as to hydraulic fracturing method that is a common 

method used for shale gas extraction activities. Such commends generally focus on use of large 
amount of compressed water which is the basis of hydraulic fracturing method. The possibility that 
the chemicals contained in compressed water may contaminate the underground water causes local 
folk and especially environmentalists to get concerned. Another and probably the most significant 
concern which surfaces regarding hydraulic fracturing technology is related to potable water. As it 
was described while explaining how the hydraulic fracturing method works, a mixture that contains 
tons of special chemicals and millions of litres of water is used to extract natural gas from rocks 
that are located thousands of meters under the earth. Water used for this operation is 
contaminated later and therefore it has to be cleaned or destroyed so that it cannot damage the 
environment. Most people are concerned about the types of chemicals used for fracking and the 
possible contamination of underground water by such chemicals. In addition to this, there are several 
wrong opinions as to what liquids are used for hydraulic fracturing and how such liquids are collected 
and destroyed after they pumped into underground for shale gas extraction (Ahıshalı, 2013). 

Waste water that occurs as a result of shale gas production is divided into two categories. 
Water that is collected from boreholes within approximately 30 days following hydraulic fracturing 
is named as “returning water”. The other one is the water that accumulates on the surface together 
with gas after start of gas production. Another subject of criticism is use of large amount of water 
during drilling works. People are concerned that they may have difficulty in accessing water which 
they need in many areas of life and that water ecosystem may be affected negatively during such 
works. As a result of hydraulic fracturing, significant amount of waste water comes out in addition 
to large amount of water consumption and as such waste water may contain unsolved chemicals, 
it has to be processed before it is used again (Yıldız, 2013). 

The fact that waste water that comes out as a result of hydraulic fracking operation is purified 
generally in public purification plants and that such plants are not adequately equipped for 
Radioactive substance purifications has led to discussions in USA (Caruso, 2011). 

While it is indicated that 0.75 % of the fluid resurfaces according to experiences of USA, 
returning water contains the chemicals used for implementation, heavy metals, salt and radioactive 
substances that are naturally contained in geological formations. It must be taken into 
consideration that while the amount of water used changes depending on the depth and length of 
horizontal boreholes, 2500 m3 is needed for a vertical borehole and such amount rises to 
10 thousand – 25 thousand m3 for a horizontal borehole. In such case, the pressure of water that is 
needed for high-volume hydraulic fracturing on fresh water resources should be kept in mind and 
it should be taken into consideration that water that is trapped in underground formations surfaces 
as a result of drilling operations and as a matter of fact, large part of waste water comprises such 
“produced water”. All of these factors contribute to enhanced significance of water management in 
hydraulic fracturing practices (Osborn et al., 2011). 

4. The Reasons Why Such Concerns Are Ungrounded 
4.1. Concerns About Earthquake 
It is right to think that hydraulic fracturing may trigger small seismic activities and even 

small-scale earthquakes. However, these are generally small quakes which are felt in places where 
such fracturing operations take place, which do not harm people or the environment and which just 
cause traces of tracks on roads or small damages to buildings in some areas. Such activities lead to 
earthquake especially when fractured basins are faulted and easily triggered. For example, couple 
of small earthquakes were detected in places that are close to the injection point as a result of 
fracturing operation that was carried out in 2011 in Preese Hall-1 which is the first shale borehole 
of England. Such earthquake’s magnitude was 2.3 and scale was 1,5 Richter. Cracks occurred on 
some roads while it did not cause any destruction on the surface. 

4.2. Concerns about Agricultural Fields 
Considering that a borehole life of a shale gas field is 15 to 20 years, agricultural fields and 

life qualities of settlements which are within the domain will be relatively affected. Therefore, such 
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concerns will be eliminated if exploration and drilling activities for this energy type are carried out 
in places away from agricultural fields and respective legal terms are enforced. 

4.3. Concerns about Its Effects on Air 
Shale gas is an important factor in terms of climate change. Shale gas is one of the sources 

that will help us reduce global greenhouse gas emissions because when this energy type substitutes 
for charcoal, there will be significant reduction in greenhouse gases. China takes important steps in 
terms of energy efficiency and renewable energy. Such steps have become mandatory. However, 
although some carbon reduction mechanisms are under pressure, some initiatives such as USA’s 
Climate Change Action Plan, China’s plan for reducing charcoal within its local energy supply 
basket, Europe’s strategic energy and climate-related discussions for 2030 and Japan’s new energy 
plan discussions can enable us to limit CO2 emissions in energy sources. According to the main 
scenario, it is foreseen that energy-induced CO2 emissions will increase by 20 percent in 2035 
despite the effects of all declared measures which will be taken by governments to increase energy 
efficiency, support renewable energy sources, limit subventions supplied to fossil fuels and, in 
some cases, to price carbon emissions. This indicates that our earth may be faced with average 
temperature increase of 3,6°C in the long run. This level is way above 2°C that was internationally 
agreed upon objective (Birol, 2013). Natural gas has been an important substitute for charcoal 
recently and will reduce greenhouse emissions significantly. However, there has to be significant 
reduction in future CO2 emissions, natural gas must be regarded as just a transition stage rather 
than a final solution for a low-carbon future. On the long term, common (and profound) use of 
natural gas will probably lead to negative results in terms of climate change. Shale gas technology 
can support a final solution for climate change by both increasing economic capacity of renewable 
technology and substituting for charcoal abroad (Cohen, 2013). 

 
4.4. Concerns about Its Effects on Water 
When shale gas extraction activities that are carried out on the world are examined generally, 

it can be seen that companies take serious measures in order to prevent contamination of 
underground water through hydraulic fracturing, place emphasis on keeping potable water clean 
and carry out works in this regard. Risks which may occur due to shale gas extraction activities will 
be naturally reduced as technology advances. In this sense, “borehole case” which is one of the 
measures taken to minimize such risks is an important one. Borehole case is a layered wall that is 
generally made of cement and steel. This structure supports the borehole and is separated from the 
geological structure around the borehole. As such, contamination of potable water with hydraulic 
fracturing liquids can be prevented. The depth of underground water can be measured through 
legal regulations and it can be determined how much the borehole case must be expanded (Glass, 
2011). Criticisms about the liquids used for hydraulic fracturing have increased as shale gas 
manufacturers abstained from revealing the liquid formula in order to protect their own 
technologies commercially in early 2000s. This situation was eliminated through pressure of public 
authorities and regulations and manufacturers became more transparent about the chemical 
substances that are used. Today, liquid that is used for hydraulic fracturing contain approximately 
97 % water, 2 % sand and around 1 % friction modifier, antimicrobial and chemicals that prevent 
accumulation of waste. Chemicals that are used are polyacrylamide, bromine, methanol, 
naphthalene, hydrochloric acid, ethylene glycol, butanol and similar substances and it is stated that 
as such chemicals are diluted, they would be harmless even if they get mixed with potable water. 
On the other hand, it is a very low probability that hydraulic fracturing liquids be mixed with 
underground water aquifer through fractures because underground water trays are in 300-meter 
depth at most and shale formations where hydraulic fracturing is implemented take place at least 
at 2500 depth underground. Fractures that occur across the horizontal drilling extend 200 meters 
upwards at most and there are impermeable rock layers which have thickness of 1 to 2 kilometres 
between underground water sources and the top point of fractures even in hydraulic fracturing 
operations with the most superficial depth (Demirtaş, 2013). Therefore it is evident that shale gas 
which is considered as an alternative energy source to fossil fuels is less undeniably less harmful 
than other types in terms of water factor which is our essential resource and that its significance 
will increase even more in the following days due to advancing technology in today’s world. 
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5. Conclusion 
For countries, the most important thing is to meet their energy needs from an inexpensive 

cost, to ensure sustainability of energy supply and pave the way for convenient access to such 
resources. As we need green energy more and more every day in order to prevent increase in earth’s 
temperature and to ensure sustainability, our world still meets its energy needs from fossil fuels. 
Shale gas that has an ever-increasing trend in energy sector is an important exit point in this 
regard. However; this type of energy cannot be quite understood by societies yet as it is a new type 
of energy and it requires state-of-the-art technology. As societies do not have adequate familiarity 
with this type of energy, they have prejudices and they tend to opt for conventional fuels. In the 
following days, maybe in years, such prejudices will be broken down and countries will do silent 
reform just like United States of America and will have taken important step in establishing their 
own energy domination with shale gas. 
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Abstract 
Economic policy is an integral part of public policy and is to be based on the 

accomplishments of economics. If an economic policy is not only far from economics, but in certain 
cases contradicts its basic postulates and rules, then such an economic policy carried out by the 
government represents a “non-economic policy.” Among the causes that lead to “non-economic 
policies,” first and foremost, is the unprofessional economic team of the government and false 
opinions entrenched in economics or economics lagging behind the processes unfolding in the 
economy. The present article offers the typology of a non-economic policy. The experience of post-
Communist Georgia illustrates a number of clear examples when the governments in the country 
implemented non-economic policies which quite negatively affected the development of the 
country. As a result of developing a successful economic policy such economic reforms were carried 
out which allowed the country to overcome hyperinflation in the 1990s and macroeconomic 
stability was achieved. After carrying out currency reform, the national currency, the lari, was 
introduced. The reforms were fully based on economics. The main challenge is to approximate the 
economic policy to economics which can be achieved only in the case when economic policy-
makers are highly skilled economists.  

Keywords: economic policy, economics, economic reforms, economists, international 
financial institutions. 

 
1. Introduction 
The success of an economic policy largely depends upon the extent to which it reflects the 

modern accomplishments of economics. 
There are such cases when an economic policy carried out by a country fails to be aligned not 

only with economics but is beyond common sense.  
This paper aims at highlighting the nature of mistakes commonly made in the formation of 

economic policies and identifying their typology while analyzing the experience of post-Communist 
Georgia in developing economic policies and implementing them (Papava, 2012) in order to detect 
those key problems whose solutions are of high priority for achieving stable economic development 
in the country. 

 
2. A Non-Economic Economic Policy and its Types 
Economic policy, as a field of study and a scientific discipline, is one of the distinguished 

fields of modern economics (e.g., Bénassy-Quéré et al., 2010).  
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Economic policy is a set of actions that governments take in the economy and includes 
taxation systems, national budgets, a monetary system, labor markets and foreign trade 
regulations, etc.  

According to Ludwig von Mises: “... the best economic policy is to limit government to 
creating the conditions which permit individuals to pursue their own goals and live at peace with 
their neighbors. Government’s obligation is simply to protect life and property and to allow people 
to enjoy the freedom and opportunity to cooperate and trade with one another” (Mises, 2006). 

It does not cause raise any doubt that not only the “best economic policy” as referred to by 
Mises, but economic policy in general, should be based on the accomplishments of economics. 
In reality, it is unfortunate that oftentimes economic policy is clearly far from those 
accomplishments of economics. In other words, economics does not necessarily underlay economic 
policies.  

Such an attitude of the government towards the economy and the consequent product cannot 
be called economic policy per se as it contradicts not only economics but even common reason; 
it would be more appropriate to name it “non-economic economic policy” or, more briefly, “non-
economic policy.” 

I consider that there are the three types of non-economic policies.  
Namely, the first type of non-economic policy is such when the persons defining economic 

policies do not take into account the knowledge offered by economics.  
In the case of the second type of non-economic policy, the policy developers usually apply 

the knowledge created by economics but this knowledge is false.  
In the cases of the third type of non-economic policy, some significant economic 

phenomenon has not yet been explored by economists and, therefore, the economic policy 
developers, regardless of their commitment, cannot use knowledge which is not yet available. 

The first type of non-economic policy may be due to the following reasons:  
1. Economic policy developers (especially in the developing countries) are not 

professional economists or have very poor qualifications and, consequently, lack knowledge of the 
basics of economics, not to mention its accomplishments;  

2. Economic policy developers may be quite qualified economists but it does not suit 
them to integrate the accomplishments of economics into the economic policy on which they are 
working.  

It is to be noted that it is quite often that politicians approach the country as if it were a 
company and they believe that managers, not professional economists, should hold senior 
positions of economic policy developers (Papava, 2018b). The simple truth that there is a principal 
difference between a country and a company (Krugman, 1996) is not recognized, regretfully, by 
most politicians. In reality, the place for managers is in businesses and not in politics.  

When the decision makers of economic policy do not have economic education, this is usually 
balanced by the professionalism of those persons who prepare draft decisions for such senior 
public officials. This said, even in this situation it is quite possible that senior public administrators 
will disregard the above mentioned draft projects and abide only by political expediency.  

Even if the decision makers of economic policy are equipped with a special economic 
education, there are frequent cases when they rely not so much on the knowledge accumulated in 
economics but  make decisions based only on political expediency.  

This phenomenon, when political expediency is preferred over applying economics in 
drafting economic policies, is explained by the well-known “public choice theory” (Buchanan, 
Tullock, 1962).  

The second type of non-economic policy is caused by the mistakes made by economists. 
A textbook example of this is the global financial and economic crisis in 2007−2009 when the 
approaches that the economists came up with in order to regulate economy, unfortunately, turned 
out to be false (Cliffe, 2019; Stiglitz, 2010). 

The relation between economics and economic policy (more precisely, public policy) may be 
compared to that of biology and medicine, or that of physics and engineering based on which we 
can infer that some mistakes made in medicine are not the fault of biology. Similarly, it is 
unjustifiable to blame physics for engineering errors (Hausmann, 2019). Such an interpretation is 
clearly not correct, since if a source of error is found in biology, it will consequently affect medicine. 
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Similar cases in regard to economics and economic policies are not rare, regretfully. 
For instance, the so-called Modern Monetary Theory (MMT) is drawing quite the attention and a 
relevant textbook has already been published based on this theory (Mitchell at al., 2019). This so-
called revolutionary theory holds that a budget deficit does not have any impact, and the gap 
between national budget expenditures and tax revenues does not result in inflation, if it can be 
filled by money emission. An obvious weakness of this theory is that it is built on a closed economy 
in which there is no place for foreign trade and the outflow and inflow of capital into the country do 
not take place and there is no problem of a fluctuating exchange rate. Although the leading 
economists in the world openly criticize MMT (e.g., Krugman, 2019a, 2019b; Rogoff, 2019), there is 
a growing expectation that this theory will be followed in the not so distant future, provided that 
leftist politicians will come into power in the USA, Australia, the UK, Canada and in some EU 
countries, and even in Japan (Moiseev, 2019). 

A vivid example of the third type of non-economic policy is the transition from the command 
economy to the market economy in the absence of relevant economic theory (e.g., Papava, 2005). 
Only the generalization of the experience accumulated as a result of reforming markets in the post-
Communist countries (Åslund, 2007) made it possible to develop a more or less comprehensive 
framework of the economic theory of transitioning from the command to the market economy 
(e.g., Hare et al., 2013).  

Not less important is the phenomenon of cryptocurrency emerging all over the world in the 
absence of a more or less well-reasoned theory about it (Papava, 2018a: 95-97). Although 
cryptocurrency; namely, bitcoin, has been around for ten years already and there are many 
publications on the topic (e.g., Stolbov, 2019), the economic nature of cryptocurrency has not yet 
been fully understood (Simanovski, 2018). According to Robert Shiller, Nobel prize winner in 
economics, the economic mechanism of cryptocurrency emission has been unclear so far (Shiller, 
2018). 

Notably, under the conditions of the post-Communist transformation, the third type of non-
economic policy has been crucial while the first type of non-economic policy comes to the forefront 
upon completion of the transition to a market economy. 

It is known that the nature of economic policy varies from the Laissez-Faire economy to the 
command economy which is characteristic for Communist-oriented economies. The essence of 
transitioning to a market economy during the post-Communist period is moving from the second 
extreme condition to the first extreme one; in other words, the economic policy of moving to a 
market economy implies the behavior of a government when the extent of its intervening in 
managing the economy not only decreases gradually but also changes in essence and it attempts to 
create such an institutional environment in which the relevant regulatory authorities offer 
businesses a more or less formalized framework for their activities. 

 
3. Initial Non-Economic Policy of Post-Communist Georgia 
In 1990−1991, the economic policy carried out by the Georgian Government was 

distinguished with timid attempts to liberalize the Communist methods of the economy’s 
governance. Hence, it is not surprising that the government announced during that period that 
Georgia was to introduce state capitalism. It is noteworthy that moving from a command economy 
to a market economy based on state capitalism actually meant keeping the non-market foundations 
of the economy or moving to a market economy by only changing the ‘façade.’  

A revolutionary turning point of the government’s interference in managing the economy 
started in 1992 which was mainly accompanied by the almost universal, general liberalization of 
prices and allocating agricultural plots free of change (Papava et al., 1998). At the same stage, the 
banking sector was practically subject to a complete liberalization as a result of which issued loans 
reached immense scales. Thereafter, commercial banks were established although supervision by 
the central bank, the National Bank of Georgia (NBG) over the activities of the banks, was not 
carried out. Similarly ‘impressive’ was introducing a clearing mechanism of purchasing natural gas 
from Turkmenistan which enriched the corrupted public servants and accumulated the state debt 
of Georgia to more than USD 400 mln. It is notable that as of 2001 the clearing mechanism was 
reactivated in order to pay off the debt to Turkmenistan.  

Such actions of the government vis-à-vis the economy cannot be called economic policy as 
they contradict not only economics but common sense as well.  
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The non-economic policy carried out in Georgia in 1992−1993 created fertile soil for 
hyperinflation which imposed a major threat to the country’s statehood (Gurgenidze et al., 1994). 

It is noteworthy that at the time of the collapse of the Communist regime and the 
disintegration of the Soviet Union, as mentioned above, there was no theory of moving from a 
command economy to a market economy (Papava, 2005). Considering this, we may not blame the 
economic policy developers at that time that they did not apply a relevant economic theory as it 
was not even laid out. Therefore, it is apparent that at the beginning of the post-Soviet period, the 
third type of non-economic policy was in place. 

Georgia started carrying out radical economic reforms at the beginning of 1992 by applying a 
Polish version of the well-known method of “Shock Therapy” (Balcerowicz, 1995). Namely, 
the Georgian version of the so-called “Balcerowicz Plan” (Aleksashenko, 1990: 21) which was 
named after Leszek Balcerowicz, the Vice Prime Minister and Minister of Finance of Poland in 
1990s, was implemented. 

During that time in Georgia, English or any Western-European language was spoken by a 
very limited number of persons and actually the only foreign language which the majority of the 
population spoke was Russian which enjoyed the status of the state language during the Soviet 
period. The above referred “Balcerowicz Plan” was translated into Russian for the reforms to be 
carried out in Russia starting January 1992 and a month later the Georgian Government had it 
translated into Georgian for the economic reforms to be carried out in the country.  

For Georgia, the “Balcerowicz Plan,” unfortunately, was doomed for failure as unlike Poland 
and Russia, Georgia did not have one of the main instruments for the “shock therapy” which is a 
national currency. Further, the government made a number of mistakes (Khaduri, 2005; Papava, 
1996) which led to the discretization of “shock therapy” in Georgia. 

The goal of the economic reforms in the country in 1994−1995 was to create macroeconomic 
stability which was not only achieved (Papava, 2011) but it also made it possible to successfully 
introduce the national currency, the lari (Kakulia, 2008). 

 
4. Non-Economic Policy of Georgian Libertarianism  
In 2003, a few months later after the so-called Rose Revolution, the Georgian Government 

invited a Russian oligarch, Kakha Bendukidze, an ethnic Georgian businessman with whom the 
recognition of libertarianism as the official ideology in the economic policy of the Georgian 
Government is associated. Having been the Chief Executive Officer of the industrial holding, 
‘United Engineering Plants,’ he was quite closely related to the regime of Putin which is only 
natural, considering that the factories that composed the holding were producing quite complex 
equipment and machinery, including equipment for nuclear power.  

Official public statements made by the government and their promotion abroad created an 
attitude that the post-revolutionary reforms were assessed as libertarian at the international level 
as well (e.g., Burakova, 2011; Burakova, Lawson, 2014; ESI, 2010; Gilauri, 2017; Udensiva-
Brenner, 2010). 

This opinion was reinforced by abolishing numerous licenses and permits necessary to start a 
business in Georgia and the rules for the remaining ones were simplified along with an essential 
simplification of the system of issuing various documents by the government, reducing the tax 
burden and moving to electronic system of paying taxes, etc. It was these types of reforms that 
resulted in Georgia holding one of leading positions in the well-known ranking of the World Bank’s 
Doing Business (Papava, 2009a).  

However, the dynamics of a generalized indicator, the gross domestic product (GDP) per 
capita, demonstrates that these types of economic reforms should not be regarded as successful. 
Namely, by this economic indicator Georgia lagged behind its immediate neighbor, post-Soviet 
Armenia, which did not have a libertarian government (the economic growth of neighboring 
Azerbaijan is not comparable since it was a result of oil and gas production and export). 
Specifically, according to the World Bank data in 2003, the GDP per capita in Georgia was little bit 
mor than in Armenia and in 2010 this indicator made only 95.5 % of the same indicator for 
Armenia (WB, 2019). 

In parallel to the reforms identified as libertarianism, the government of the National 
Movement (NM) ruling party systematically violated ownership rights and did not shy away from 
coercing businessmen to transfer part of their profits to non-budget funds (certainly, it did not 
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apply to the businesses close to the government members) and the judicial system was directly 
under the control of the Prosecutor’s Office (Papava, 2013). Regretfully, no comment was made by 
so-called ‘Libertarians,’ who were members of the government, regarding these anti-libertarian 
facts. Hence, the façade of the reforms carried out by the NM was Libertarian but its content was 
neo-Bolshevik (Waal, 2011: 13). 

It is well known that any person, as a rule, is Libertarian since no one wants anyone else to 
interfere in his business or they do not want their rights to be restricted. A true Libertarian is a 
person who, most of all, is Libertarian for everybody else as well and, thus, is generally Libertarian. 

It was characteristic for the team in the government which rallied under the Libertarianism 
flag that most of them, like their leader, Kakha Bendukidze, did not have an economic education. 
Being unaware of the basics of economics, it was the easiest way for them to share Libertarian 
opinions: when one does not know about economic failures and how to overcome difficulties, it is 
very easy to recognize the maximum non-interference of the government in the economy as the 
only principle justified.  

Thus, the difference between so-called ‘Libertarians’ and true libertarians is that for 
Georgians, Libertarianism was not an informed, conscious choice based on economics. Actually, 
Georgian Libertarianism was used to conceal their lack of knowledge of economics (Papava, 
Taphladze, 2015). 

All of this allows us to conclude that Georgian Libertarianism by its essence is the first type of 
non-economic policy. 

 
5. Non-Economic Policy of Primitivism 
A vivid example of the primitivism of non-economic policy is the 4-Point Plan initiated by the 

Georgian Government from 2016 and consisting of the following points: 1. Economic Reform, 
2. Education Reform, 3. Spatial Planning and 4. Governance Reform.  

Although the name of Point 1 of the Plan is very general, it was reduced to exempt businesses 
from profit taxes in case they would reinvest their profits.  

Point 2 meant that the vocational education system would be oriented on a dual or a work-
based approach according to which educational institutions and potential employers were to 
implement the training programs jointly while university education would be oriented on the 
actual needs of the economy which would be identified by analyzing labor market data.  

Point 3 aimed at facilitating the development of cities and villages and the development of 
transportation infrastructure connecting the regions in the country with the final objective to make 
Georgia a four-seasons tourist destination.  

Point 4 envisaged the increased effectiveness of governance.  
Due to the undeveloped real economic sector in Georgia, unfortunately, the country 

consumes more than it produces and, consequently, its import has exceeded its export three times 
over the years with imported products accounting for 80%  of the consumer basket (as well as the 
food basket). As a result, a non-manufacturing and consumer economic model was developed in 
Georgia (Papava, 2015).  

Given the circumstances, the first three points of the Plan mainly facilitate the development 
of existing business; in other words, it facilitates the expansion of the networks of hotels, 
restaurants and credit institutions. Unfortunately, these points are not oriented on the economy of 
the future; namely, on establishing and developing a real sector of the economy oriented on a 
knowledge based economy. Consequently, the Four-Point Plan of the government promotes the 
maintaining and reinforcing of the above mentioned non-manufacturing and consumption 
economic model. 

According to Point 4 of the government Plan, the Ministry of Environment was merged with 
the Ministry of Agriculture which is clearly a conflict of interest. Later on, the Ministry of 
Education and Science was merged with the Ministry of Culture and Sports which made it difficult 
to administrate the new entity. As a result, the goal to increase the effectiveness of governance 
actually remained unimplemented.  

The 4-Point Plan of the government is a vivid example of a primitivistic approach in 
economics (Papava, 2017b) and it rejects even the fundamentals of economics.  Thus, we have here 
the first type of non-economic policy.  
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Another clear example of economic primitivism was the privatization of the building of the 
Ministry of Economics and Sustainable Development. The privatization of the building carried out 
at the initiative of this Ministry brought USD 9,45 million into the state budget. A Chinese 
company, Hualing, a new owner of the building, decided to turn it into a hotel.  

After the privatization, the Ministry continued to be in the same building (and the owner was 
paid rentals) until there was a fire in the building. Due to the fire, the Ministry of Economics had to 
pay a fine to the owner of the building, the Chinese company, and moved out to a new rental 
building. 

Selling buildings for the purpose of turning them into hotels started by the Government of 
Georgia composed by NM members, although at first they decided upon a new location for a 
Ministry and then later they would move out and privatize the building it used to occupy. In 2007, 
the Ministry of Agriculture was moved to another building owned by the state; in the case of the 
Ministry of Justice a new building was built for the Ministry and only after it the Ministry moved 
out from the old building.  

Since 2015, the Ministry of Economics and Sustainable Development has not had its own 
building and has had to rent other buildings for its personnel.  

Such decisions of the government are senseless and, to say the least, this can be evaluated as 
the government’s pseudo business (Papava, 2017a). 

 
6. Conclusion 
A major cause of non-economic policy is distancing economics from economic policies. This 

said, it is not excluded that the recommendations offered by economists maybe false or they might 
not yet have studied a given economic phenomenon or a process. Consequently, we have three 
types of non-economic policies. 

During post-Communist Georgia, at its initial stage of economic reforms, the third type of 
non-economic policy was prevalent since there was no economic theory as to how to move from a 
command economy to a market economy.  

At the later stages of economic development in Georgia, the non-economic policy carried out 
in the country was of the first type when the decision makers of economic policy rejected even the 
basic principles of economics. It was quite often mainly caused by the unprofessionalism of policy 
decision makers.  

A logical question to ask is the extent to which we are protected from the new precedents of 
non-economic policies.  

Conditionally, we may break down the guarantee to be protected from non-economic policy 
in two parts: the first one is the professionalism of the government’s economic team and, secondly, 
the close cooperation of this team with international financial institutions (IFIs). In addition to the 
professionalism of the government’s team, the professionalism of the management of the NBG is of 
equal importance and this should also be reinforced by close cooperation with IFIs. However, we 
should be conscious that IFIs are also not protected from mistakes (e.g., Eichengreen, 2008; 
Gregorio et al., 1999) and corresponding examples are available in post-Communist Georgia as well 
(Papava, 2003a, 2003b, 2009b). 

It needs to be underlined that in parallel with considering the accomplishments of economics 
while developing economic policies, it is necessary to take into account the cultural factors as well 
(e.g., Bedianashvili, 2018; Guiso et al., 2006; Mokyr, 2016; Tambovtsev, 2018; Vidishcheva, 
Gunare, 2019) which is a separate issue to be studied. 
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