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UNIVERSAL SERVICES IN EU LAW IN THE ERA OF
LIBERALIZATION

Aleksander Maziarz, PhD
Kozminski University , Poland

Abstract

Universal services were used in many laws as a form of state intervention. The
European lawmaker also introduced this concept to guarantee the provision of certain
services to all citizens in all Member States. However, liberalization of different sectors of
the economy strengthens competition and removes state monopolies. The aim of this article is
to determine whether the concept of universal services is still needed. Doubts about the need
for that concept arise because of another European concept of services of general economic
interest, which enables particular Member States to introduce certain public services. The
article will focus on several sectors of the economy in which universal services were
introduced and will try to justify maintaining such services.
__________________________________________________________________________________________________________________________________________________|

Keywords: Universal Services, Public Services, Services of General Economic Interest

Introduction

In general, universal services aim to prevent citizens from social exclusion. By such
services, member states can assure the availability of certain services for society in those
cases in which the market would otherwise fail. This means that universal services are a
means of state intervention in the market. Although such intervention leads to the restriction
of competition, the European lawmaker recognized that in many situations pure economic
goals like efficiency and economic progress are less important than social goals. It can be
seen in the concept of universal services that state intervention in the market is more
important than the mechanism of competition itself. However, the introduction of universal
services in specific sectors of the economy does not occur often. Some even argue that this
appears to be a dying concept (van Eijk, p. 3). It was introduced only because the liberalized
sectors of the economy were not able to guarantee every member of society specific services,
and by the time the market would be able to do so, the universal services would no longer be
needed.

This paper aims to explain the role of universal services in EU law in the situation in
which many sectors of the economy were liberalized. Especially it will try to find common
features of universal services to define where such services must be introduced. The last aim
of the article is to determine whether such a legal concept is still needed, since the European
lawmaker introduced a very similar concept of general economic interest and liberalized
many sectors of the EU economy.

Definition of universal service

Universal services have many definitions. There are many European legal acts that
describe this concept. According to Art. 3 of Directive 2002/22/EC, a universal service
should be considered a service that is available in specified quality for all end users,
regardless of their geographical location, taking into account the specific national conditions
and at an affordable price (OJ L 108/51, 24/04/2002). In addition, in the European



Commission Communication - Services of general interest in Europe from 2001, the
European Commission concluded that the universal service, in particular the individual
definition of this type of service, is an important part of the liberalization of service sectors,
such as telecommunications, in the European Union. It is a universal service to ensure
passage from the provision of services by monopolies to a fully competitive market. Member
States are responsible to determine the conditions to ensure the provision of universal
services (Communication from the Commission—Services of General Interest in Europe
[2001] OJ C/17/4).

Similarly, universal services are defined in the Green Paper on services of general
interest of 2003. It emphasizes that the aim of these services is to ensure access to everyone,
regardless of their economic, social or geographical situation, to certain services. Moreover,
the concept of universal service in the liberalized economy ensures that everyone will have
access to a particular service at an affordable price, and the quality of the provision of this
service will be maintained at a constant level (Commission Green Paper of 21 May 2003 on
services of general interest, COM(2003) 270 final, OJ C 76 25.03.2004, p. 14 and 16).

Sauter argues that universal services are characterized by their universality for
consumers and a set of obligations that are imposed on undertakings (Sauter, 2008, p. 10).
Carter adds that there is no uniform definition of universal services but that, based on
American law, such services have several core features. These features are availability (level,
price and quality), affordability (low income services), accessibility and continuity (Carter,
2010, p. 16). Nenova adds that universal service can be both a simple and a complex concept.
A simple goal of universal services, for example, is to provide energy for every home. On the
other hand, there are issues that make this concept more complex — human rights and state
intervention (Nenova, 2006, p. 1). Murroni and Collins add that some universal services
cannot be provided without state intervention, because they are unprofitable for companies
(Murroni, Collins, 1995, p. 4).

The reason for introducing universal services

The European Commission presents the idea of introducing a universal service. The
aim of the EU legislator is primarily to bring free competition to the various sectors of the
economy. Due to the fact that it is a long process, the aim of universal service is primarily to
fulfil social needs. These needs can be fulfilled by state monopolies, but they are often not
able to provide these services to every user or to provide them at high quality or affordable
prices. This means that the concept of universal service is a way to eliminate the failure of
state monopolies. Furthermore, as already indicated, the concept is transient. It forces the
state monopolies to provide services of a specified quality, but the EU legislator is seeking to
liberalize certain sectors of the economy and to eliminate this type of monopolies.

Some argue that universal services are crucial for politicians and policymakers,
because their aim is to redistribute certain services among the poor and underdeveloped
regions (Estache, Laffont, Zahn, 2004, p. 2). In the US, there is also a debate on the concept
of universal services. Some authors argue that this concept is flexible and changes over time.
They also contend that it is determined by many various contexts, in which members of
society use different services (Cherry, Wildman, Hammond, 1999, p. 6). Moreover universal
services are influenced by many different government policies (Nenova, 2006, p. 1).

Davies and Szyszczak argue that universal service obligations play an important role
in the state’s task. By such obligations, a state can redistribute public services to those
consumers who cannot afford them in real market situations (Szyszczak, Davies, Andenaes,
Bekkedal, 2011, p. 161). Undoubtedly, the liberalization process leads to the development of
competition, which in turn produces products and services of better quality and at lower
prices. But this process can be long and still leave specified services too expensive for some



part of society. It can even be said that the dissemination of universal service and its
affordability speaks for its disqualification as a universal service in the view of the lawmaker.

As Micklitz states, universal services aim to prevent social exclusion, which may arise
as a result of privatization of state-owned monopolies. This concept allows for the purchase
of specific services by those users, who cannot afford to purchase them at market prices
(Micklitz, 2009, p. 1). In relation to the position of Micklitz, it can be concluded that the
universal services are related to fundamental human rights. Universal services are so essential
that everyone should have access to them.

The reason why universal services are being introduced is the failure of the market to
deliver such services. In many member states, liberalized public services will not be provided
in the pure market regime (Wollmann, Marcou, 2010, p. 3). Still, since such services are
simply unprofitable for companies, state intervention is required.

As we can see, there are many reasons why the lawmaker introduces universal
services. The most important reason is to prevent the exclusion from society those who do not
have access to very basic services. Of course, basic services have not been defined, and it is
obvious that they can change over time. Furthermore, societies differ from one to another
with regard to which services are deemed to be universal. So, what is the role of EU law? It
can be argued that the European lawmaker should decide which services are essential for
society, which should be available for everyone in every member state, and provide them.

Universal services and services of general economic interest

The above mentioned interpretation of universal services is not consistent with the
concept of services of general economic interest. Universal services are those that are so
common that their provision should be guaranteed to everyone. When introducing such
services, the demand for a given service is not tested nor is it determined whether such
services are needed in a particular territory. It is considered that universal services are so
basic that everyone should have guaranteed access to them. This means that the universal
services will often overlap with services of general economic interest. However, the latter are
not as ‘basic’ or even necessary for the whole society.

Thus, the concept of universal service assumes that particular services will be
provided in the whole territory of a Member State. Therefore, it is clear that this concept is
similar to the concept of services of general economic interest, with the proviso that the latter
may relate only to a particular part of a Member State.

In distinguishing between universal services and services of general economic
interest, another difference, perhaps the most important, should be mentioned. The concept of
services of general economic interest has its source in the laws of the Member States.
Consequently, it is up to each State to decide what needs each State should provide.
Consequently, each Member State decides whether to recognize a specific service as a service
of general economic interest. The concept of universal service was created by the legislation
of the European Union. The EU directives state which services should be considered
universal and what duties are charged to the Member States. Consequently, in the case of
universal services, the decision-maker is the EU legislature, not the Member States. The latter
are responsible only to ensure the provision of universal services within their territory.
Moreover, the European Union legislature decided that universal services such a basic
dimension that they must be provided in each of the Member States, as the result of which
such services are regarded as fundamental in the European Union. Such a definition has been
confirmed by the Court of Justice of the EU in the Corsica Ferries case, in which the Court
held that the universal service was based on the company's commitment to provide the
service at any time to every user (Case C-266/96 Corsica Ferries, ECR 1998 1-3949, para 45).



Neergaard argues that, in the EU secondary law terms, universal service and services
of general economic interest are used interchangeably, which is misleading especially in the
distinction between the general interest of the European Union and the individual interests of
the Member States (Neergaard, Nielsen, Roseberg 2008, p. 73).

The European Commission stated that, if universal service is implemented in a
specific sector of the economy, everyone should have the right to access those services that
are considered to be important. This also means that companies are obliged to provide such
services and to ensure certain quality, availability in a given territory and affordability.
Moreover, universal service is a dynamic concept that must be updated from time to time in
each of the sectors in which services are rendered universally (Communication from the
Commission Services of general interest, including social services of general interest: a new
European commitment, COM (2007) 724 final, p 10).

As rightly pointed out, Micklitz’s concept of universal service is not a general
approach adopted for many sectors of the economy. Consequently, an analysis requires the
separate examination of each of the sectors in which universal service is to be introduced,
because they are so related to the specifics of a particular sector that they cannot be tested
together (Cremona, 2011, p. 74). Universal services are characteristic of several sectors of the
economy, particularly telecommunications, postal services and energy.

Universal services in the telecommunications sector

The concept of universal service originated in the US. It was used for the first time in
1907, when AT&T’s commercial aim was to have a telephone in every home. In 1914, this
concept evolved into interoperability of different telephone service providers (Gale, 1997, p.
2). According to Garnham, universal service in the telecommunication sector is access to
telecommunications services. Such access is understood as essential for existence in society
as a basic element of freedom of expression and communication (Murroni, Collins, 1995, p.
4). A report from the US Department of Commerce stated that the concept of universal
service assumes that everyone should be able to communicate with each other by telephone at
affordable prices and on equal footing (Telecommunications in the Age of Information: The
NTIA Infrastructure Report, DIANE Publishing 1994, p. 292). Markova has a similar view
arguing that, in telecommunications, universal service consists of connecting individual
households to a public telecommunications network (Markova, 2008, p. 105). Collins and
Murroni claim that such services consist of universal access to voice telephony at prices
affordable for everyone (Collins, Murroni, 1996, p. 76). Many authors agree that universal
services in telecommunications consist of access to telecommunication networks for every
member of society at affordable prices. Initially, as universal services were recognized, they
included only voice connections.

The telecommunications sector was the first sector in the EU in which universal
services were introduced, because in many places private operators refused to construct the
technical infrastructure necessary to provide telecommunications services due to the very
small number of potential customers. This economic calculation caused such operators to
decide to leave this type of areas without the benefit of this type of services. This resulted in
the introduction of the first universal service in the Member States. Initially, it included
services related to wholesale phone calls, separating provision of telecommunications
services from maintaining technical infrastructure. One of the first directives in this sector
of the economy was Directive 88/301/EEC on competition in the markets in
telecommunications terminal equipment in 1988 (OJ L 131/73, 1998). In its preamble, the
Commission noted that in the majority of Member States provision of telecommunications
services is a full or partial state monopoly. Moreover, companies that provide
telecommunications services are also often granted a monopoly on the supply of



telecommunications terminal equipment. This leads to a situation in which users do not have
freedom to choose communication equipment that can meet their needs in terms of price and
quality, regardless of their origin. The Directive changed this situation by requiring Member
States to withdraw special or exclusive rights relating to the sale of terminal equipment. The
provisions of the directive required Member Stated to allow all operators to import, market,
connect, and maintain terminal equipment. The Member States were also required to provide
anyone interested access to terminal equipment and to provide the parameters of these
devices. This means that the market for these devices was liberalized, and end users were
provided broad access to competing devices from different manufacturers.

The next step in the process of widening availability of terminal equipment in the
telecommunications sector was Directive 91/263 /EEC of 1991 on the approximation of the
laws of the Member States concerning telecommunications terminal equipment, including the
mutual recognition of their conformity (OJ L 128/1, 1991). The purpose of this directive was
to enable an even broader choice of terminal equipment for users. It introduced uniform
technical requirements for terminal equipment so that these devices could be offered in many
Member States.

Partial liberalization of the telecommunications sector led to the adoption of Directive
95/51/ EC of 1995 amending Directive 90/388/EEC with regard to the abolition of the
restrictions on the use of cable television networks for the provision of already liberalized
telecommunications services. On this basis, every limitation on the capacity of cable
television networks was changed, and it was allowed to use the cable network for the
provision of telecommunications services other than voice telephony. This directive also
abolished restrictions on the connections between cable television networks and public
telecommunications networks (OJ L 256/49, 26.10.1995).

In the end, Directive 96/19/EC of 1996 was issued amending Directive 90/388/EEC
with regard to the implementation of full competition in telecommunications markets (OJ L
074/13, 22.03.1996). The directive obliged Member States to abolish all exclusive or special
rights for the provision of telecommunications services, including the establishment and
maintenance of telecommunications networks required for the provision of these services. It
was aimed to expand telecommunications networks further, including investments in new
technology to extend the geographical coverage availability of telecommunications services.

The first universal service in the telecommunications sector was introduced on the
basis of directive 98/10/EC of 1998 Directive 98/10/EC of the European Parliament and of
the Council, of 26 February 1998 - on the application of open network provision (ONP) to
voice telephony and on universal service for telecommunications in a competitive
environment (OJ L 101/47, 01.04.1998). In accordance with Art. 1, second sentence of the
directive, its purpose was ‘to ensure the availability throughout the Community of good
quality fixed public telephone services and to define the set of services to which all users,
including consumers, should have access in the context of universal service in the light of
specific national conditions, at an affordable price’. The provisions of the directive required
Member States to ensure the availability of telecommunications services for all users in their
territory irrespective of geographical location. As is characteristic for universal services, the
directive also required that the affordability of these services be assured, especially for such
user groups as the elderly, people with disabilities and people with special social needs. Their
provision was guaranteed throughout the territory of the Member States for every user at an
affordable price.

Finally, directive 2002/22/EC of 2002 on universal service and users' rights relating to
electronic communications networks and services (Universal Service Directive) was adopted
(OJ L 108/77, 24.04.2002). This directive introduced more universal services in the
telecommunications sector. It recognized as the universal service providing access to fixed



networks (so that users can make calls at local, regional and long distance, use fax machine
and access the Internet), the creation of inquiry and a public directory, and provide public pay
telephones. As in previous directives, the universal services introduced by Directive 2002/22/
EC had to be provided throughout the territory of a Member State to fulfil quality
requirements and offered to users at affordable prices.

This directive indicated that the introduction of universal services may cause some
recipients of such services to pay prices that do not result from normal market conditions. For
this reason, it is necessary to compensate companies that provide these services in such cases
for losses, but such compensation cannot be permitted to distort competition. The directive
also obliged Member States to designate companies that will be required to provide universal
services. Moreover the choice of such an undertaking should be made on the basis of
objective and non-discriminatory factors. This directive also pointed out how universal
services should change in the future. It stated that the concept of universal service should be
developed to reflect advances in technology, market development and user demand. This
directive established the mechanism that enables broadening universal service in the future
(Sauter, 2014, p. 187). This directive was amended by Directive 2009/136/EC amending
Directive 2002/22/EC on universal service and users’ rights relating to electronic
communications networks and services, Directive 2002/58/EC concerning the processing of
personal data and the protection of privacy in the electronic communications sector, and
Regulation (EC) No 2006/2004 on cooperation between national authorities responsible for
the enforcement of consumer protection laws (OJ L 337/11, 18.12.2009), which expanded the
scope of universal service. As universal services were recognized, they included such
services as connection (supporting voice, facsimile and data communications at data rates
that are sufficient to permit functional Internet access), public pay telephones and other
public voice telephony access points, telephone directory enquiry services, emergency
services. Moreover such services should be provided with a specified quality and at
affordable prices.

The directives reveal that there is still a place for universal services in the
telecommunications sector. It is very important initially that such services were connected
only with voice connections. After the development of new technologies, the European
legislator found that some of those services are essential for every member of society.
Moreover, as universal services were classified, such services included the public registry of
telephone users or the maintenance of public telephone devices. Such services can be clearly
recognized as essential for everyone in order not to be excluded from participating in society.
Apparently, the European lawmaker decided that universal services cannot be associated with
very basic services. As universal services can be recognized, so can other services that the
European lawmaker believes to be needed for society. No clear criterion is used to select
those services. Simply, such assessment is used by the lawmaker, and provisions of directives
do not contain them.

Universal service in the postal sector

For many years, postal operators were obliged to provide universal service consisting
of the delivery of letters and parcels to the whole territory of a Member State at uniform
tariffs. To compensate for losses that occurred in unprofitable areas, like rural areas, states
allowed a monopoly to provide certain services in those areas. Such a monopoly was granted
by exclusive rights to provide, for example, parcel services or the delivery of letters up to a
certain weight. Those exclusive rights were meant to provide universal services. Over time,
the European legislator decided that the scope of exclusive rights had to be limited. During
the late 1990s, the European Commission issued several directives that aimed to liberalize
this sector of the economy, changing at the same time the scope of the universal services.



As occurred with the telecommunications sector, the introduction of universal service
in the postal sector preceded its liberalization. The first directive liberalizing the sector was
Directive 97/67/EC of 1997 on common rules for the development of the Internal market of
Community postal services and the improvement of quality of service (OJ L 015/14 ,
21.01.1998). The directive obliged Member States to ensure the provision of postal services
of specified quality throughout the territory of the country and at affordable prices for all
users. According to the directive, postal services were services involving the clearance,
sorting, transport and distribution of postal items. The Directive set out that the universal
service defined by it should be provided every working day and at least five days a week.
Moreover, the services offered were to be identical under comparable conditions, meet
certain quality requirements and take account changes associated with the development of
technology, the economic environment and the demand from users.

The directive included a catalogue of services that were recognized as universal.
These were: the clearance, sorting, transport and delivery of postal items up to two kilograms;
receiving, sorting, transport and distribution of postal packages up to 10 kilograms; and
services for registered items and insured items.

To implement the provision of universal service in the postal sector, Directive 97/67/
EC required Member States to establish independent national regulatory authorities. These
bodies were intended primarily to uphold the proper functioning of the universal service and
to take action to prevent distortions of competition in the postal sector.

Directive 2002/39/EC of 2002 amending Directive 97/67/EC with regard to further
opening Community postal services to competition (OJ L 176/21, 05.07.2002.) was another
directive that liberalized the postal services market in the EU.

Full liberalization of the postal market occurred when Directive 2008/6/ EC of 2008
amended Directive 97/67/EC with regard to the full accomplishment of the internal market of
Community postal services (OJ L 052/3, 27.02.2008 ). The Directive required Member
States to withdraw all special or exclusive rights granted to undertakings providing postal
services. The preamble of the Directive states that the gradual opening of postal markets to
competition enabled universal service providers to carry out the modernization and
restructuring necessary to ensure their functioning in a competitive economy. This Directive
upheld previously defined universal services, which led to greater competition connected
with its provision. By limiting the exclusive and special rights, the postal services sector can
offer new services that are provided by new companies. This made it possible to expand the
choice of services to users. The Directive required the full liberalization of the postal sector
by the end of 2012.

Monti argues that full liberalization of the postal sector is controversial. In recent
systems, universal services were provided by postal companies which were granted special or
exclusive rights. Such rights entitled those companies to compensation for losses incurred in
providing universal services. Monti quotes the European Commission, which stated that
compensation granted to postal companies leads to overcompensation, which in turn causes
postal companies to lose interest in introducing new products to the market or to rationalize
their business (D. Chalmers, G. Davies, G. Monti, 2010, p. 1044). The Commission
recognized that postal companies are now very different from what they were in the past.
Today, postal companies are engaged in different economic activities that are not limited to
postal services. The Commission recognized that reducing prices, improving the quality of
products and services and introducing new services can occur only by the mechanism of
competition. Such outcomes will be made by new companies that enter the market. This is
why full liberalization of this sector was introduced. On the other hand, competition issues
were more important than universal service itself. The Commission recognized that opening
the markets and developing competition will guarantee the provision of such services. This



does not mean that there is no place for state intervention. Directive 2008/6/WE enables such
intervention but clarifies that the State is no longer entitled to grant special or exclusive rights
to companies. Instead, Member States can ensure the provision of public services in the
postal sector by public procurement. By such selection, Member States can compensate
companies for providing universal service or establish a mechanism for cost sharing by the
operators of universal services and the end users.

New directive also specified the minimum requirements for universal service.
Member States must guarantee that universal service is provided not less than five working
days a week, which includes minimum one clearance and one delivery (Art. 3 of Directive
97/67/WE amended by directive 2008/6/EC).

Directives issued by the European Commission in the postal sector show that the
treatment of universal services has evolved over time. For many years, such services were
treated as essential for society, and Member States granted companies special or exclusive
rights to ensure the provision of such services. This situation changed significantly in recent
years when the European lawmaker simply recognized that competition issues are more
important than maintaining forms of state monopolies. However, the full liberalization of the
postal sector does not mean that there is no place for universal services. The European
Commission still recognizes postal services as essential for society, and Member States are
still responsible for providing such services. However, it can be done today by public
procurement.

Universal services in the energy sector

The energy sector, which includes electricity and natural gas, is another sector of the
economy under liberalization. This sector is characterized by the presence of state
monopolies in each of the Member States, which have provided services related to the
transmission, storage and supply of electricity and natural gas. Due to such a strong
restriction of competition in the sector, in particular, barriers to entry, the European
Commission decided to liberalize the sector gradually through the introduction of public
services. The liberalization process was undertaken only at the end of the 1980s due to the
resistance of the Member States, which wanted to maintain a monopoly on the provision of
services in the field of energy.

The first directive that liberalized the electricity sector was Directive 96/92/EC of
1996 concerning common rules for the internal market in electricity (OJ L 027/20,
30.01.1997). Its aim was to introduce the first rules of competition in the sector. It established
common rules for the generation, transmission and distribution of electricity and the
functioning of the electricity sector, including principles of market access. First, the directive
required Member States to designate a system operator who will be responsible for the
operation, maintenance and expansion of the network and connections to other networks (Art.
7 of the Directive 96/92/EC). This directive allowed Member States to impose obligations of
public service. It provided the following categories of such commitments: security (including
security of supply), regularity, quality and price of supplies and environmental protection.
The introduction of such obligations also contributed to the development of competition in
the sector. This was reflected in the fact that Member States had to specify the obligations to
provide these services in a way that was clearly defined, transparent, non-discriminatory and
open to scrutiny. The Directive introduced the possibility of disabling some of its provisions
relating to the liberalization of the electricity market, which had to restore the rule of
competition in the market, to the extent that it was necessary to ensure the provision of public
services.

Gradual liberalization of the electricity market in the EU went hand in hand with the
liberalization of the natural gas market. Introduced in the late 1990s, directives liberalizing



these sectors had, according to the European Commission, become insufficient. For this
reason, further introduction of competition rules was planned. By 2001, it was noted in the
Communication from the Commission to the European Parliament that public services cover
a wide range of aspects relevant to provide users with secure access to high-quality services
in the provision of electricity and natural gas. The European Commission indicated that key
issues for public services are the transmission, distribution and supply of energy. For this
reason, such services should be regarded as public services, and the role of the community
competition policy is to ensure the highest standards for these services (Communication from
the Commission completing the internal energy market proposal for a directive of the
European Parliament and of the Council amending Directives 96/92/EC and 98/30/EC
concerning common rules for the internal market in electricity and natural gas, COM (2001)
125 final, 13.03.2001, p. 18-20).

Directive 96/92/EC was repealed and replaced by Directive 2003/54/EC of 2003
concerning common rules for the Internal market in electricity (OJ L 176/37, 15.7.2003). The
preamble to the Directive stated that Member States should ensure that household customers
and small businesses (if they deem it appropriate) have the right to be supplied with
electricity of a specified quality at clearly comparable, transparent and reasonable prices. Art.
3 of the Directive stipulated that Member States are obliged to ensure the right to use the
universal service. This provision defined this service as the right to be supplied with
electricity of a specified quality within a given territory at reasonable prices (These prices
should also be easily and clearly comparable and transparent). Universal service was
addressed to household customers and, where Member States have so considered, to small
businesses (For small businesses, the Directive included such undertakings that employed
fewer than 50 people and reached an annual turnover or balance sheet not exceeding EUR 10
million). This Directive was repealed and replaced by Directive 2009/72/EC of 2009
concerning common rules for the internal market in electricity (OJ L 211/55, 14.8.2009) and
which broadened the scope of universal service. The most important change was the
imposition on distribution companies the obligation to connect customers to their network
under terms, conditions and tariffs which are in accordance with the Directive’s provisions.
The Directive also strengthened the rights of consumers by imposing on companies the duty
to enable the consumption of data, create a single point of contact to provide consumers
information about their rights and to create a dispute settlement mechanism.

Similar regulations liberalizing the market and introducing universal services were
introduced in the gas sector. The first was Directive 98/30/EC concerning common rules for
the internal market in natural gas (OJ L 204/12, 21.07.1998) aimed at the implementation of
competition rules necessary for the liberalization of the sector and consequently the creation
of the internal market in the natural gas sector. As in the case of the first directive on the
electricity market, Directive 98/30/EC enabled Member States to impose on natural gas
undertakings security tasks (including security of supply), regularity of supply, quality and
price of supplies and environmental protection (Art. 3 of directive 98/30/EC).

Successively, Directive 2003/55/EC concerning common rules for the internal market
in natural gas was introduced and repealed Directive 98/30/EC (OJ L 176/57, 15.7.2003). As
was noted in the preamble, the direct threat to a fully functioning and competitive internal
market was primarily the existing barriers to entry into this market. They are reflected in the
restrictions to access to the network, storage, tariff policy, interoperability between systems
and the varying degrees of opening the natural gas markets in the Member States. The aim of
the Directive was precisely to eliminate such barriers and to create conditions that would
enhance free competition and ‘non-discriminatory, transparent and fairly priced (point 7 of
Preamble to Directive 2003/55/EC)’ access to the network.



This Directive allowed Member States to impose on undertakings operating in the gas
sector obligations for the provision of services relating to security (including security of
supply), regularity of supply, quality and price of supplies and environmental protection
(including energy efficiency and conservation climate). However, the Directive did not oblige
Member States to provide each user with access to natural gas, because this type of fuel can
be replaced by another, unlike electricity (Prosser, 2005, p. 194). The most recent Directive
2009/73/EC concerning common rules for the internal market in natural gas, which repealed
Directive 2003/55/EC, introduced similar changes in the natural gas sector as Directive
2009/72/EC concerning the energy sector.

Conclusion

Universal services still play an important role in EU law. Universal services differ
from the concept of services of general economic Interest in the sense that the European
lawmaker decides which of the services can be regarded as universal services. This means
that the European lawmaker can decide which of the services should be provided on specified
conditions, price and quality to everyone in every Member State. This feature is the most
important difference between universal services and services of general economic interest. In
case of services of general economic interest, Member States decide which services can be
classified in such a category. It is very important that Member States differ from one to
another not only in terms of economic development but also in terms of the needs of society.
Such diversity means that in Member States different services can be classified as a service of
general economic interest. With universal services, there is no place for such diversity.
Classification is made by the European legislator, and universal services are equal for all
Member States.

Is there still a place for universal services? Even though many sectors in which
universal services were present were liberalized, their scope and existence seems
unthreatened. Liberalization led to improvement in competition and the elimination of state
monopolies, which were responsible for providing different public services. In many cases,
because of the market failure, some of these services would not be provided for everyone,
which is why European law introduced the concept of universal service. In those
circumstances in which providing a certain service would be not profitable for companies,
there is still room for the state to guarantee universal services.

It is hard to find any other justification for introducing universal services in different
sectors of the economy in EU law. However, many basic services can be classified as
universal services. Even in the postal, energy and telecommunications sectors in which such
services were introduced, this concept is related with services that are essential for everyone
to exist in society. Examples are services such as an energy supply for every household and
access to a telephone network. Without such services, it would be hard to exist in society.
This is the main factor that is considered in providing universal services.

To sum up, the European lawmaker must decide whether to introduce universal
services. If he decides to do so, then all Member States must guarantee that universal services
will be provided. Therefore, by requiring the provision of universal services, the European
lawmaker can introduce social policy goals.
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Abstract

The mix between monetary and fiscal policy actions are of vital importance on
economic outcomes. The present paper integrates monetary and budgetary shock into a
Structural Vector Autoregression (SVAR) model of Romanian economy. The policy mix, as
well as the impact of the two policies on output gap and inflation is analyzed by means of
both contemporaneous and long term identification schemes. The results over the 2000-2014
period, although generally in line with economic theory, provide no clear evidence on the
strategic interaction (substituent or complementary instruments) between the monetary and
public authorities. However, Granger causality and variance decomposition point to a
relatively higher importance of monetary shocks in the economy.

Keywords: SVAR, monetary policy, fiscal policy, identification

Introduction
and literature review

In every country, an efficient economic management depends on the understanding of
shocks propagating within the economy and the interaction among them. Monetary and fiscal
policy shocks interaction arises by multiple channels: monetary policy influences the
budgetary one through seigniorage, inflation has effects on real public debt, fiscal discipline
can affect monetary authorities’ credibility, while fiscal policy and unexpected inflation have
impact on employment, a major objective of the policy mix.

Both policies can and should be used for preventing extreme economic fluctuations
(Sprinkel, 1963). At the same time, formulating compatible objectives of the two parties,
efficient exchange of information and sustainable behavior are essential factors for assuring
social welfare.

The scope of the present paper is the empirical analysis of the links intervened
between monetary and fiscal policy, with an empirical application for one of the most
important Central Eastern European country (Romania).

The literature focused on fiscal-monetary policy mix can be divided in four main
streams: i) fiscal theory of the price level, ii) strategic interactions between fiscal and
monetary policies, iii) empirical studies and iv) monetary and fiscal mix within an open
economy.

Fiscal theory of the price level was developed by Leeper (1991), Sims (1994, 1997,
2001) and Woodford (1994), focusing on non-Ricardian fiscal policy.

The stream of literature related to strategic interactions between fiscal and monetary
policies is mainly centered on game theory developed by Nash (during 1950-1953). In this
theory, it is reached a type of uncooperative equilibrium, with unfavorable effects on general
wellbeing. Dixit and Lambertini (2000) highlight that divergent objectives of the two
authorities would lead to inflation and GDP values far from the ones desired.
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Empirical literature aims at identifying how the two policies really behave. Mélitz
(2000), using data for 19 OECD countries for 1960-1995, show that the two policies tend to
move in opposite direction, thus being strategic substituents. Similar conclusions were found
by Wyplosz (1999) or von Hagen (2001) for 20 OECD member states during 1973-1989.

In the last wave of studies, the correlation between fiscal and monetary policies in two
or more countries is the main interest of studies (Van Aarle, 2003; Sims, 1997; Beetsma and
Jensen, 2002). An important area of research is represented by Monetary and Economic
Union countries, since Euro Area Member States have their own fiscal authorities, while
monetary policy is realized by Central European Bank. The principal pillars of monetary-
fiscal game are represented by Maastricht Treaty and Stability and Growth Pact.

Methodological framework for assessing the
interactions between monetary and fiscal policies

The present paper analyses the macroeconomic effects of fiscal and monetary policy,
as well as their interaction, in case of Romania, through applying a Structural Vector
Autoregression (SVAR) model. This is a natural choice, as macroeconomic phenomena are
characterized by feedback and reciprocal causality.

Introduced by Sims (1980), SVAR models have been used in analyzing the monetary
policy, more specifically in studying the propagation mechanism of real and nominal
monetary shocks. Blanchard and Perotti (2002) were the pioneers of introducing the fiscal
variables (taxes and public expenses) in SVAR framework, while Favero (2002) showed that
a separate estimation of monetary and fiscal policies effects would lead to biased estimators.

These models express a set of observable variables by their own lags and other factors
(trend/constant). SVARs have also been used for studying money effect on GDP (Sims and
Zha, 2005), demand and supply shocks importance for economic cycle (Blanchard and Quah,
1989) or the link between technologic shocks and worked hours (Gali, 1999). At the same
time, these models are flexible, require only a minimum set of restrictions and offer
extremely useful instruments: impulse response function (IRF), forecast error variance
decomposition (FEVD) and Granger causality — comprehensively reflecting the size of
impact and transmission mechanism of macroeconomic and policy shocks. These models
isolate the answer of each variable to structural shocks and highlight their transmission in
time.

Unrestricted VAR models are centered on investigating the shocks intervened in the
analyzed variables. A shock or innovation represents the part of a variable that cannot be
explained by its history or by other variables in the system. Thus, the shocks are residual
terms in stochastic equation of the system. Starting from the system:

Xe = apt+a;Xeq +azle g +&5¢ 1)

Yo = by + b1 Xe g + DY g + €3¢ 2
€1+ S1 &, are the innovations intervened at moment t on X and Y, while the other terms in
each equation reflect the deterministic part explained by system history. The main objective
of VAR analysis is examining the effects of these innovations on interest variable. For the
identification of the shocks, the most used solutions are: Choleski decomposition, structural
decomposition (Sims-Bernake) and Blanchard-Quah long term restrictions decomposition.

Starting from the following system with n variables:

Ax; = C(L)xi_1 + By, 3)
where A represents a (nxn) matrix of contemporaneous relations; x; is a (nx1) vector of
macroeconomic variables, C (L) lag matrix; v, innovations vector and B a (nxn) diagonal (in
most cases) matrix. Multiplying by A=, we get:

xe = ATYC(L)xp_q + ug (4)

where u, = A~1Bv, (5)
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Equation (3) presents the structural, “real” model of the economy, which cannot be
empirically observed. Only some variables in the eq. (4) can be observed, this equation
representing the reduced form of the model, in which u; are liniar combinations of structural
shocks v, taking into account eq. (5). From here, the problem of identification of structural
innovations emerges.

While a monetary shock generally refers to an unexpected movement of interest rate,
a fiscal shock can be due to two basic shocks: in fiscal incomes and government expenses.
Other fiscal shocks (for example in budgetary deficit) can be considered as linear
combination of basic shocks. In case of fiscal policy, one has to take into account the lag
between the announcement and implementation of fiscal measures, the announcement itself
being able to cause movement of macroeconomic variables, before the effective change in
fiscal stance.

Model estimation and results

This paper aims at estimating a SVAR with four variables: GDP (in logs), GDP
deflator (in logs), money market 12 months interest rate and budgetary balance
(deficit/surplus as percent of GDP) for identification of the influence of monetary and fiscal
policies shocks. The model uses quarterly data for Q1/2000:Q2/2014 and was implemented in
EViews and JMulti.

We followed the normal steps when dealing with macroeconomic time series:
seasonal adjustment (using Tramo/Seats method for correcting outliers and eliminating
special effects as “Trading Day”, “Easter” etc.) and stationarity testing. Augmented Dickey-
Fuller test (Dickey, Fuller, 1979) indicates that the series are not stationary and moreover,
these have different integration orders (interest rate, GDP deflator and government deficit are
I(1)*,while GDP is 1(2)). For assuring an easier interpretation of the results, | applied
Hodrick-Prescott (1980) filter (A= 1600) as a method for obtaining stationary series: the used
series represented the gaps of the initial variables compared to their trend.

The lag length criteria (Akaike, Schwartz and Hannan-Quinn), as well as the limited
number of observations, leaded to an one-lag model, for assuring a larger number of degrees
of freedom. The stability tests of the model indicated that the estimated system is not
explosive, i.e. the shocks’ impact on variables diminishes until exhaustion after a certain
period of time. Model’s stability is verified if all inverse roots of characteristic polynomial of
estimated VAR coefficients are inside unit circle (Figure 12).

Normality, homoscedasticity and autocorrelation hypotheses (u, are assumed to
follow a white noise process) were also tested and generally confirmed for the estimated
model.

The last stage of the models (identification of structural innovations) is made by

imposing at least @ 0 restrictions on matrix A coefficients (eq. 3), where n is the number

of variables.
In case of B matrix, | use a diagonal form. | estimate an exactly identified system,

imposing ‘*2l3:6 restrictions, reflecting the causality/interdependence among variables,

manifested during a quater.

Thus, the structure of contemporaneous relations is described in Table 1: the row
variable is influenced, during the quarter, by column variables. The 1 on principal diagonal
shows each variables is influenced by itself, the “NA” denote that the influence between
variables exists, while the 0 restrictions show the lack of influence.

! Meaning that the first difference of the variables is stationary.
2 All tables and figures refer to Appendix.
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The abovementioned restrictions are generated by ordinary theoretical intuition on
links between variables within three months:

- The contemporaneous response of fiscal policy variable to an innovation in GDP,
inflation rate and interest rate is set to 0, since, in general, more than three months are
needed for the Government to approve and implement new measures and for the
decision process to pass the legislative body (de Castro Fernandez, de Cos, 2006;
Krusec, 2003);

- The contemporaneous response of output and inflation to an interest rate shock is 0 (in
line with Leeper and Gordon, 1992; Leeper, Sims and Zha, 1996). If the central bank
modifies the interest rate, this effect is first transmitted to money market, it influences
the commercial banks’ reserves and their capacity of granting loans, thus propagating
further in the economy. In general, this process takes more than three months. At the
same time, on short run, the prices are sticky.

- An inflationary shock (GDP deflator) doesn’t influence GDP level within the three
months interval.

These restrictions are in line with well-known models (IS curve, Philips curve, Taylor
rule etc.).

The next step in the econometric process is testing model’s coefficients stability for
checking the Lucas (1976) critique (stipulating that econometric estimates are invalidated if
these ignore regime changes during the analyzed period). For testing coefficient stability and
whether during the period, structural changes have intervened, | applied CUSUM test, who
also offers a graphical image. Brown et al. (1975) showed that if the tested indicators exit the
critical margins, there is a solid base for doubting the structural stability of the estimated
model. At it is shown in Figure 2, the estimated coefficients are stable, conclusion also
confirmed by recursive parameters’ analysis.

Based on this model, the final results (IRF, FEVD and Granger causality) can be
generated.

IRFs display the shocks effects in the system and their trajectory in time. IRF for 12
quarters (3 years) are presented in Figure 3. On the first column, a shock in aggregate demand
is analyzed (£5): the output gap increases, followed by an increase in prices’ level, which
reaches the maximum level after one period. The aggregate demand increases more than the
supply, causing inflation, the situation being one in which “too much money chasing too few
things” (Frisch, 1983). In face of inflationary pressures, the central bank reacts by increasing
interest rate, this variable thus following Taylor rule (being an increasing function in
inflation). Due to the advance in interest rate and inflation, the fiscal deficit increases in the
first two periods through interest payment to public debt. As the interest rate increases,
inflation, output gap and public deficit reenter the normal trajectory to equilibrium levels.

On the second column, we present a shock in aggregate supply (£25): once the
economy is hit by a supply shock, inflation is increasing, determining the central bank to
increase the interest rate (but the results are not statistically significant). This causes, by the
multiplier effect, a decline in GDP, which reaches the highest amplitude in the 5™ quarter.
Counterintuitively, the public deficit is decreasing until the 4™ quarter. As a result of
restrictive monetary policy, inflation rate and output gap declines, and after the central bank
reduces the interest rate, the initial shock impact decreases till exhaustion.

In the third column, we show the responses of macroeconomic and fiscal policy
variables to a shock in monetary policy (7). As expected, at a positive shock in monetary
policy, the output gap declines: investment (a part of GDP) reduces, loans are granted with
difficulty, deposits are perceived to be more attractive and thus the aggregate demand
diminishes. At the same time, restrictive monetary policy measures lead to inflation decline,
evolution also determined by budget deficit contraction. After the objective of price stability
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is accomplished, the central bank reduces interest rate, stimulating economic activity,
recovery of output gap, inflation and deficit to equilibrium levels.

On the last column, the effects of a fiscal shock ( ££F) are emphasized: once the fiscal
deficit increases, the aggregate demand advances (as the deficit is a part of the demand) and
thus the GDP (this result is consistent with the ones obtained Blanchard and Perotti, 2002).
The impact on inflation rate and on interest rate is not significant, although one would expect
an increase in interest rate.

Taking into account all the results, the evidence on monetary and fiscal policies is
mixed: we cannot identify a clear and significant pattern of interaction between the two
policies.

For assessing the relative importance of each shock in the effects’ hierarchy, we
proceed to variance decomposition. Since shocks are unpredictable, any shock determines
unanticipated variation (forecast errors) in the variables. Variance decomposition computes
the share of this variation due to innovations in each variables.

In one year time, in the case of all analyzed variables, the biggest importance in their
evolution is given by their past values: output gap 84 percent, inflation rate 77 percent,
interest rate 75 percent and budget deficit 87 percent (Figure 4). After 12 quarters, the
importance of monetary shocks increases for all variables, although it maintains below 10
percent. Even though smaller, the influence of fiscal innovation in explaining the variation of
the variables also increases during the period.

For an in-depth analysis of the link between variables, 1 employed Granger (1969)
causality test for each pair of variables, the test indicating which variables can be used in
forecasting the others. More specific, x; causes, in a Granger sense z; , if a forecast for z;
containing information about x; history is better than a forecast ignoring x;.

The results indicate that at a threshold of 10 percent (Table 3):

- Output gap influences in Granger sense the interest rate level (test p value: 0.07)
- Interest rate causes in Granger sense the fiscal deficit (p value: 0.01), highlighting the
importance of monetary shocks.

The method mentioned above highlights short term effects, but the imposed
restrictions could be considered rather rigid, leading to insignificant coefficients from A and
B matrix, as well as insignificant IRF.

Identification of structural shocks effects on the system variables can be also
effectuated by imposing restrictions on long term, cumulated effects.

Blanchard and Quah (1989), Bayoumi and Eichengreen (1992) and Shapiro and
Watson (1988) introduced long term restrictions with a wide variety of applications
(economic cycle, money supply shocks etc.). For example, Blanchard and Quah argue that
demand shocks have no permanent effect on GDP, unlike supply shocks. Long term
restrictions assume that, starting from neutrality condition on long run, one can also draw
conclusions about short term dynamics, with the advantage that economic theory offers more
information about long-term relationships (Van Aarle, 2003).

In the structural matrix of long term relationship, we start from the long term money
neutrality as we set to 0 the answer of output to innovations in aggregate supply, monetary
and fiscal policy. Dalsgaard and de Serres (2000) also impose restrictions that nominal
shocks should not affect real variables. Long term money neutrality assumes that a
permanent, unexpected change in money supply has permanent effects only on nominal
variables, not affecting the equilibrium values for real variables. This hypothesis was tested
in numerous studies, which proved its applicability (Tawadros, 2007; Bullard, 1999; Coe and
Nason, 1999). Long term neutrality of fiscal deficit is supported by Ricardian equivalence,
taking into account the economic agents’ expectations that a present tax reduction means, in
fact, an increase in the future.
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Another long term restriction is that inflation doesn’t answer on long term to
monetary shocks, as Lucas argued that there is no monetary policy that can permanently
sustain output (or unemployment rate) above equilibrium levels and cannot control in long
term inflation rate.

At the same time, Fischer (1976) underlines that if fiscal policy had significant short
term effects, but no long term impact, than it would be the ideal stabilizing tool. Thus, we
assumed that fiscal variable in the model doesn’t impact on long term monetary variable or
price level. Friedman (1972) also states that fiscal policy shocks are surely temporary and
most probably small. Nasir et al. (2010) assume an inexistent long term interaction between
fiscal deficit and inflation rate, monetarist theory stating that the government cannot
influence by itself the inflation rate. Thus, C matrix of long term relations, is defined as in
Table 2.

The IRFs for each variable during 48 quarters (Figure 5) have, generally, correct signs
and are in line with the results of SVAR with contemporaneous restriction. Of particular
importance is the confirmation of long term money neutrality (as the effect of interest rate on
GDP neutralizes after 15-20 quarters). On long run, an inflationary shock is followed by a
tightening budgetary policy and the fiscal policy contracts as the monetary authority is
restrictive.

Contrary to economic intuition, it is noticed that once the interest rate is increased, the
inflation rate advanced until 12 quarter. This positive relation is however often met in
empirical analyses and is known as “price puzzle”, since after a positive shock of interest
rate, one would expect price level to decrease (Balke, Emery, 1994). An explanation for this
phenomenon is proposed by Sims (1994), who argues that the central bank responds to
inflationary pressures by increasing interest rate, but this measure is not enough to prevent
inflation from raising. On long term, the response of inflation to a monetary shock is neutral.
The effects of a shock in fiscal policy are not in general statistically significant.

Concluding remarks

The monetary and fiscal policies’ mechanism of transmission is of high importance
within the analysis of macroeconomic policy. This paper used a Structural Vector
Autoregression model for assessing the impact of monetary and fiscal authorities’ actions in
one of the most important CEE country (Romania) during 2000-2014. Beyond policies’
innovation, the models identified the effects of structural shocks in demand and supply on
output, prices, interest rate and public deficit. There has been found mix evidence on the
effects of monetary and fiscal policy. The data didn’t clearly show whether the two policies
act as strategic substituents or as complementary instruments in achieving the objectives.
Although some results are not statistically significant, overall, the models offer convincing
explanations related to the economic variables’ evolution in the mentioned time frame.
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Table 1. Structure of contemporaneous relations matrix
GDP  GDP deflator Int. rate  Fiscal deficit

GDP 1 0 0 NA
GDP deflator NA 1 0 NA
Int. rate NA NA 1 NA
Fiscal deficit 0 0 0 1

Table 2. Structure of long term relations matrix
GDP  GDP deflator Int. rate  Fiscal deficit

GDP NA 0 0 0
GDP deflator NA NA 0 0
Int. rate NA NA NA 0
Fiscal deficit NA NA NA NA

Figure 3. Impulse response functions. SVAR with contemporaneous restrictions
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Figure 4. Variance decomposition. SVAR with contemporaneous restrictions
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Table 3. Granger causality test
VAR Granger Causality/Block Exogeneity Wald Tests
Date: 01/02/15 Time: 10:35
Sample: 2000Q1 2014Q2
Included observations: 57

Dependent variable: HP_GDP

Excluded Chi-sq df Prob.

HP_DEFL 0.479351 1 0.4887
HP_INT 2.353398 1 0.1250
HP_DEFICIT 0.906629 1 0.3410
All 5.537494 3 0.1364

Dependent variable: HP_DEFL

HP_GDP 1.061806 1 0.3028
HP_INT 0.704784 1 0.4012
HP_DEFICIT 0.409794 1 0.5221
All 1.375780 3 0.7112

Dependent variable: HP_INT

HP_GDP 3.262991 1 0.0709
HP_DEFL 2.040443 1 0.1532
HP_DEFICIT 0.001642 1 0.9677
All 5.533278 3 0.1367

Dependent variable: HP_DEFICIT

HP_GDP 0.178308 1 0.6728
HP_DEFL 0.427567 1 0.5132
HP_INT 7.665657 1 0.0056

All 8.517851 3 0.0364




Figure 5. Impulse response functions. SVAR with long-term (Blanchard and Quah) restrictions
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CYBERTERRORISM - WHEN TECHNOLOGY BECAME A
WEAPON

Achiko Kontselidze, PhD Student
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Abstract

Everyone is well aware that the technological revolution of the 21% century is
considered to be the time when the highest level was reached by the magnitude of
computerization. If we look at the process of computerization, we can have the feeling that
soon there will be no need for the phenomenon of human society, “everyone"” and "would" be
replaced by a computer. It is impossible not to note the positive changes that computerization
has brought to mankind. Nowadays, e-mail can do it in one big case that a group of people
spent months. It can be said that "streamlined” Modern Human Life. Every day a person can
take an unlimited amount of information through a computer which makes it a much more
rational and progressive thinking makes. Entering a useful discussion of the results will take
us far; the author has set a goal to review the work of the negative aspects of the phenomenon
of cyberspace. At the present stage of human development, when properly prepared, include
the creation of a virtual network to create a global base, the human consciousness of the real
world to the virtual society. And a broad range of the protected person “solves"” the virtual
world, as well as by the nature of the crime and the transfer of real transformation from the
virtual world, where the offender and the offense has faced more solid leverage to protect
oneself. Noone disputes the matter, the present reality is so increased offender "knowledge"
that is difficult to fight against crime, the virtual world, around the processes being developed
so rapidly that the virtual world of the crime committed against one of the two is difficult. In
this study, the author aims to review the virtual cyber crime is one of the most severe form
(phenomenon) — cyber terrorism, which in many cases involves a much wider range of
recipients, and in many cases the effect is much more "devastating” than the force of an
ordinary computer crime. Due to increased danger of cyber terrorism has long been a subject
of debate has become the leading national governments.

Keywords: Cyberterrorism, Terrorism, Cyberattack, Computer Attack, Cybersecurity

Introduction

Modern reality, the more time goes by entrepreneurship, industry and governments
work becomes more and more confined to information technology, all of it in the hands of the
criminal activities of the terrorist groups makes it easier. If the street stops any person who
has had access to the Internet at least once and wonder how they imagine a world without the
Internet? In almost all cases we will have some kind of answer. As time goes by, more and
more people "get involved™" in the name of good news in the virtual world of the Internet.
You will do well to try to analyze the terrorist groups and their attachment to the benefit of
the people in the virtual world.

Cyber terrorism is on the computer, network and information on the attack or threat
of attack, the state or its people are scared politically, socially, religiously or ideologically.
The scale of the Internet made it clear that cyberspace is used by individuals and groups as
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well as international governments and citizens fear scare. Cyber terrorism is a kind of crime
which is directed against the state.

In today's reality of e-business in the financial capital of no less than the actual
business relations spin. In many cases the traditional business relationships are based on at
least an electronic communications. We can also say that as time goes, business and
technology become the closer to each other what leads to the modern form of e-commerce.
Every day millions of people in the modern world of global spatial barriers of prejudice are
given the opportunity to buy and sell: capital and values. By observing e-business scientists
came to the conclusion that if one day the world is about to exit the Internet, 10.5 billion
worth of transaction will hamper. This follows from the fact that e-business is mainly
performed by Internet, e-mail, voice communication, banking machines, credit cards and
other authorization. Entrepreneurship is a driving force and it can be said that the information
at the same time is a social status. Information or access increased to such an extent that it
became unmeasured. With the increase in e-infrastructure, there is the growing threat of its
destruction, one of the factors in the value of the damage caused by the virtual network, and
the second as a result of physical damage inflicted psychological harm which carries far more
serious and difficult to be forgotten - as a rule.

As time goes on, it becomes more difficult to grow and develop into a phenomenon
of crime in cyberspace; cyber security professionals clearly expressed their concern about the
increase in attacks against not only the Internet, but these attacks increased awareness
regarding the timestamp. With the increase in the complexity of attacks globally, the level of
mastery decreased. This is quite a shocking figure. Terrorists learn their attack; they learn
what works and what does not, how we respond to them and what types of methods we use
for the detection of attacks which increases their chances of success in doing so, they will
receive knowledge.

So rapidly unfolding events in the fight against crime in cyberspace that is
conventionally found in the method of tomorrow "obsolete” may also exist. This will require
the full mobilization of law enforcement.

There is one problem how they manage law enforcement to follow in cyber crime
phenomenon of variation, and the second issue of the regulation of the level of Justice will be
able to keep pace with cyber crime phenomenon volatility trends; things may be blocking the
judiciary which had a place even in the legal system; in practice it is expressed in the
following way: There is action, but so altered his "criminal grounds” that in fact it is
impossible to regulate the action of the legislative implementation.

One of the main factors which affects the phenomenon of crime in cyberspace is the
easiest time. The difficulty lies in the fact that it is impossible to reach the virtual world of
illegal behavior rinsing prediction. Society has fear, cyber security specialists during the
development of methods of combating crime talk about when it would be the best time in the
world for electronic attack on the network infrastructure. They give you all the possible crime
forecast methods. If we look from the perspective of the subjects of a criminal offense
cyberterorism is the best time; example - the war, elections, inauguration, revolution or other
large-scale resonant phenomenon, which has far-reaching and devastating effect on
cyberterrorism. A clear example has experienced firsthand the threat from Russia in 2008.
Russia was active cyber attacks to create a vacuum of information society that usually comes
as a result of the introduction of fear. The event coincided with the actions of the Russian side
of cyberterrorism and cybersabotage stereotypes.

Modernity of cyberterrorism is a great popular phenomenon in the society.
Unlimited possibilities of the computer are free to control the masses of society; moreover -
in today's world, in many cases more devastating effect on the keyboard and properly to the
agitation of the carrier, than grenade in terrorist’s hand. For the first time the term
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cyberterrorism was used in 1980 by American Barry Collin (Collin, 1997). Cyberspace and
the definition of terrorism in the context of the safeguarded and the first definition of the
concept of cyberterrorism were made by the FBI agent Mark M Pollitt. He said the secret
agents or sub-national cyber terrorism is intentional, politically motivated violence against a
target which is reflected in the information, computer systems, programs and data bases and
in their distraction. US expert Dorothy Denning's cyberterrorism is one of the leading
explanations of cyberspace and cyber terrorism mixture which consists of politically
motivated hackers operations aiming at devastating effect.

In practice, it is easy to confuse the notions cyberterrorism and computer crimes;
moreover, American experts also say that if all the threats of attacks against the United States
through cyberspace represent a simple computer crime and the threat against the United
States have not been done, it could get into the definition of the scope of cyberterrorism. It all
takes place in the September 11 terrorist attacks in the background through which the
scrapers of explosion, explosion-mails are more people in the society introduced by terrorists.

The main distinguishing factor between a simple computer crime and cyber crime is
committed target. Although computer crime, like information technologies during the
commission of the crime of cyberterrorism, or arming means, but if such a crime organization
and implementation of public safety violations, spreading fear among the society or by the
government in order to influence decision-making, we are faced with the composition of
cyberterrorism.

Professor Lawrence V. Brown conducted interesting studies and computer
comparison of cyberterrorism. He explained cyber territorial group or an individual's use of
information technology and the future plans of agitation. It may involve the use of
information technology: network, computer system or television infrastructure for the
purpose of the attack as well as the electronic exchange of information or ideas for the broad
masses to the idea. Increased due to the danger of cyber terrorism has been highlighted by
various Government attentions. Many facts have prompted the government to consider the
recently implemented cyberterrorism detailed legislative regulation and control of the new
mechanism. | want to give the latest issues in relation to cyberterrorism illustrate an example
of Georgian practice; it was as if the Islamist group’s jihad against their spread fake videos.
So far, the investigation into the allegations has not been completed but the fact is that the
video distributor is designed to install fear in the society that the Georgian units from the
NATO - led peacekeeping mission. We can say that this fully meets the terms of the notion of
cyberterrorism.

Review of the highlights of cyberterrorism specialists achieved outcome scales. The
computer attacks which can lead to the destruction, deaths, massive power outages, aircraft
disaster, massive water pollution, loss of confidence in the overall economy of the sector can
also be qualified as cyberterrorism.

Cyberterrorism and computer crimes are common phenomenon in both risk groups
important to be observed in practice. The effective use of the Internet can be seen as a clear
example of the negative purposes "hizballah” action which has carried out a psychological
attack against the Jewish people. In particular, this organization through the Internet in the
summer of 2006, Israel’s anti-terrorist campaign in Lebanon, the Jewish soldiers who died in
the photos released. As a result, Israeli citizens demanded from their government to stop the
anti-terrorist operation. Similar was attempt by the US anti-terrorist operations in Irag, but in
this case there was such a great impact on the September 11 tragedy in the US population,
currently threatening messages that terrorists could not have been realized fully addicted.

Due to the danger of increased concern of the world in the fight against cyber
terrorism, NATO Prague Summit in 2002, leaders of the member states have recognized the
significant threat of cyber terrorism and considered it necessary to create a "NATO cyber
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defense program”, which consisted of three phases of the Programme of Action - During the
first phase "of the NATO Computer Incident Response capacity” (NCIRC), which is the
second phase into full working mode. As for the third phase, it covers the first two phases of
the experience gained during the practice and the fight against terrorism as well as
cyberterrorism modern means of defense.

NATO's important role in the fight against cyber terrorism is "the NATO
Communications and Information Systems Services Agency", which is "the NATO Defense
Technical Information Center” (NITC). It has duty to protect NATO’s wide communication
and information systems from cyber attacks. NITC - holds "NATO defense operations center
of information™ and "NATO Computer Incident Response Center technical capacity” which
allows the organization to provide a high level of cyber defense. On June 14, 2007, a massive
cyber attack on Estonia was carried out. The NATO member state's defense ministers agreed
that a more active fight against cyber terrorism was required.

Cyber-terrorism, defense activities and events controlled by the North Atlantic
Council also shared responsibility, "the NATO Consultation, Command and Control Agency"
(NC3A) and "NATO military authorities” (NMA).

Today, the most successful country in the fight against cyber terrorism can be seen
as Estonia, which is located in the center of cyber defense - the Cooperative Cyber Defence
Centre of Excellence (CCD COE). It was founded on May 14 2008, in order to enhance
NATO's cyber defense capabilities.

In this section | would like the reader to focus on Georgia and Georgian legislation
with current trends in crime in the legislation of cyberterrorism. As | have mentioned above,
cyberterrorism attacks have been repeatedly exposed to the epicenter of Georgia, according to
those in the country as well as all of the concerns raised in the Government of our country's
resources to improve cyber security. Cyber security plan developed several years’ figures, as
for the action of the legislative regulation: December 28, 2002 has been included in the
Article 324(1) of the Criminal Code -"Cyberterrorism™ title, placed under the Criminal Code
Chapter XXXVIII, which deals with terrorism and the door to the XI - "crimes against the
state”. Cyberterrorism is severely punishable under the Criminal Code, namely, computer
information protected by law and unlawful appropriation, use or threat of use, which creates a
risk of serious consequences, committed to intimidate the population and /or authority in
order to influence is punishable by imprisonment of ten to fifteen years. The same action that
led to the loss of human life or other grave consequences is punishable by imprisonment for a
term of twelve to twenty years or a lifetime. According to this Article, the legal person of a
crime is punished by a fine, deprivation of the activity right or liquidation.

Regulatory and legislative steps taken towards encouraging only cyberterrorism are
regarded as a positive development. It is reasonable to draw the reader's attention from the
authorities of the new international standards of the University of Technology and Research
Center for the meetings of the government level. All of the above is encouraging the
Georgian society that our country will be able to confront the challenge of technology and a
good answer which can be expressed against the global threat of cases - such as cyber
terrorism.

Conclusion

As time goes by, the more complex and multi-point cyberterrorism phenomenon
takes the form of crime. We can say that the future of cyber terrorism is the real face of the
broad masses and the virtual conflict between terrorist groups. For a long time, the
technology has already lost its harmless virtual mask function and become an instrument to
commit the crime.
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In order to avoid the confusion of a cybercrime and cyberterrorism, | would like

readers to pay attention to the modern period expressed by the arbitrary acts of cyber
criminals who are more or less contained cyberterrorism/or elements of the phenomenon of
cyber crime :

v

Yugoslavia - US (NATO) military operations during the summer of 1999, NATO
computer network was blocked in Italy, as well as for political reasons, NATO
headquarters and the US Defense Ministry portals of entry into the apartments;
Russian Federation - Chechnya since 1999 was carried out systematic attacks on
Russian portals. Only one week in May 2000, there were 140 attacks on the portal of
the "Caucasus";

Armenia-Azerbaijan in February 2000 Armenian hackers groups Liazor (authorized),
Apache Group, Russian Apache Team carried out a computer attack to the Azerbaijan
governmental organizations and to the 20 mass website through the Internet. These
actions are carried out in Armenia, Russia and the US territory. Los Angeles police
detained three members of the group;

Afghanistan - US GForce Pakistan infiltrated the group in November 2001 the US
administration server and placed threats against the US and UK armed forces and
demanded to cease hostilities in Afghanistan and the withdrawal of troops from Saudi
Arabia;

2000 - 2002 (during exacerbation of the Palestinian problem) were 548 computer
attacks on «il» (Israel) domain zone, In Israel it has repeatedly violated Parliament
and Defense Ministry servers working;

Russia - Georgia 2008, hired by the Russian government and the Russian citizens’
programmers group of coordinated action at the expense of important disabling
Georgian Web page. Among them: the President, the Ministry of Defense, the
National Bank and other important information on web pages. Web pages were turned
off, on some of the pages there was a deliberate change of information and
disinformation determined to panic society. The influential American newspaper
"New York Times" Russian aggression against Georgia was estimated as "the first
fact in history, when the armed conflict between the two countries was preceded by
intense cyber training;"

Russia - Ukraine 2014-2015 from the cyber-terrorist propaganda on a daily basis, in
particular television, and the Internet is going to spread the heavy staff, also received
threatening calls from the separatist distribute the Ukrainian Armed Forces. All of this
is part of the information war against Russia to Ukraine.

Computer crime

v

v

v

2001 - the US , UK, Australia portals neutralization was followed by destruction of
some web sites of China, Kuwait, Romania, Georgia and Vietnam (accomplished by
the group Pentaguard);
2002 May - it was carried out access to the US Space Intelligence Center network
and the confidential information (by a British hacker individually);
2002 June - it was carried out access to the US Strategic Research Centre and to the
confidential information (by Austrian hacker individually).

Finally, it can be said that cyber crime, terrorism has emerged as a result of the

transformation of the real world to the virtual cyberspace; this type of cybercrime develops
and transforms day after day. In the future that could turn into cyber terrorists’ effective
weapon is the Web wars.

Thus, the fight against cyberterrorism concerns the society in general, methods of

combating cyberterrorism gradually improves. | hope that the 21% century rational minded
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people finally will come to the conclusion that violence is not the only way to resolve the
conflict!
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Abstract

Celebrity endorsement as a powerful advertising instrument has nowadays became a
measurable element of a marketing campaign. Companies nowadays tend to spend huge
amounts on this type of advertising even despite all the involved risks with a strong believe
that used celebrities will add a value to the promoted brands and will eventually influence
consumers to make a purchase.
The study explains how an average consumer is influenced by an advertisement which
features a celebrity and also how companies manage to create beneficial associations among
the promoted brands, the celebrity endorsee and a consumer by that, directing consumers in
their buying decisions. The main factors which influence consumer buying behaviour are also
presented in this work. The study also aims to evaluate the possible influences of celebrity
endorsement on consumer buying behaviour. The initial question of the possible influences is
viewed from the positive and negative aspects. First the effectiveness and positive side is
presented which follows by the negative side of celebrity endorsement.

Keywords: Celebrity endorsement, consumer behaviour, advertising

Introduction

Celebrity endorsement is a type of a brand promotion where a famous person is used
in the marketing campaign to advertise the product or service by using his or her fame and
place in society (Keller, K. L. 2012). Most commonly the companies which use this type of
promotion are the fashion and perfumes manufacturers (Mentix, A. 2010). The nowadays
high-profile endorsement’s undivided and actively growing part is the social media
advertising (Halonen-Knight, E. L. 2010). The social platforms such as Twitter and Facebook
are the most popular and influential endorsement brands which measurably influence
consumers buying behaviours. Bloomberg claims 'the average expenditure of the social-
media-ad is going to increase from $4.8 billion as it was at the end of 2012 to $9.8 billion by
2016 (Adam Minter 2013). In order to influence an average citizen celebrity endorsement is
also used by politics. For example during the pre-election campaign 2012 of USA the main
candidates used number of celebrity-followers to support their campaign (CNN 2012).

The globally recognized influence of a celebrity endorsement on consumers’
behaviour is so high that on August 1, 2007 laws (China 2007) announced the banning on
healthcare professionals and public figures to take part in advertisements. So the obvious
influences of celebrity endorsement on consumers is proven over time the core issue here
however remains the evaluation of the exact ways of these influences and the response of the
consumers to them what this study aims to discuss.

Research Questions
The main three questions on which the study is concentrated at are:
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e What exactly makes consumers be sensitive to celebrity endorsements?
e What are the key aspects of a positive and successful celebrity endorsement?
e What are the possible negative ways of the influence of celebrity endorsements?

Research Methodology

For the primary data collection qualitative method was chosen to be used as the
important aspect of the study was the subjective observation of average consumers and their
opinions towards the topic. So the factual presentation of the received results was not a
priority while analysing the interview questions answers.

Interviewees

Location Num. Age Num. Occupations Num.

UK 15 16 to 25 13 Students 16

Armenia 5 26 to 35 8 Full time/ Part time | 12
employees

Italy 4 36 to 45 6 Housewives 4

Spain 3 46 to 55 4 Unemployed 2

USA 3 56 to 65 3 Retired 1

Russia 3 66 and over 1

India 1

Germany 1 Overall Participants: 35

One of the methods of gathering reliable primary data is direct interviews (Clayman,
M. 2013) so 35 cross sectional survey were conducted to carry out the research. Particularly
for this study it includes revealing the individual opinions and preferences about celebrity
endorsement among all the participants also going into details about the participants’ feelings
towards the topic, get specific examples and observe their reactions about celebrities used to
promote brands. Besides as the direct interviews have the advantage of getting accurately
detailed and truthful presentation about the topic from the reliable source the major part of
the interview questions were open-ended including many ‘WHY’s and ‘HOW’s which drifts
the research of seeking only factual and objective information. Careful information on the
interviewees’ profiles can be found in the table below.

Limitations

The type of interviews which was selected for the primary data collection allows
including large amount of people to participate in them while only 35 people were actually
interviewed. Meanwhile during the interviews some more limitations in form of the
communication were faced. First: some of the interviews were held virtually via Skype
which could not guarantee perfect conditions for the interviews with no disruptions and
confusions. Second: Each of the interviews took a very short period (in average 15 minutes)
so the participants’ answers’ interpretations could face unvoiced bias.

The Rationale of the Study

In general this work includes a view into consumer behaviour and the affecting main
factors as well as the origins and basics of celebrity endorsement and its directions to
influence consumers’ decisions of buying the promoted products. The study is quite
informative and will definitely be a useful addition to the currently existing literature on the
topic.

Literature Review

Consumer Buying Behaviour
Consumer behaviour is a study of people’s buying preferences and motivations for
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purchase (Simon, H. A. 2005). Based on list of social and psychological factors it attempts to
reveal and define an average consumer’s purchase decisions (Simonson, 1. 2004). It is
important to take into account each buyer’s personal circumstances, cultural differences,
demographics, and social conditions (Lancaster, G. 2001)

Cultural factors explain a learned behaviour which is reinforced in our personalities
according to our life-style and beliefs (Geoff Lancaster 2001). Social factors include the
social class, reference groups, individual buying behaviour etc. There is also a group of
factors which includes personal preferences and characteristics. Here is important to
examine the consumers’ age, occupation, taste, interests etc. The last group of factors is
psychological which includes consumers’ motivation, beliefs and perceptions (Geoff
Lancaster 2001). The generalized collection of all the factors is presented in the figure below.
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L] Motivation
s Beliefs
® FPerceptions

| CULTURAL
e Culture
®  Subculture
& [learnt behoviour

SOCIAL
& Sodal class
® Reference
*  FOUDS

PERSOMNAL
e Age
®  Personality
= Qccupation

Factors
Influencing Consumer Buying Behaviour
Source: Geoff Lancaster (2001)

Celebrity Endorsement

According to McCracken's (1989) definition of a celebrity: it is anyone who has the
recognition of publicity and who uses that his or her status in society to influence them on
behalf of any sponsoring product. Another definition by Friedman and Friedman (1979)
claims that a celebrity is a person with a global fame and who can be an entertainer,
sportsperson etc.

The Effectiveness of Celebrity Endorsement

The recognition of the product is a priority while making a decision of a purchase by
the consumers (Swait, T. E. 2004). As each consumer has a personal brand preference the
most popular and prestigious products are intended to be purchased by taking into account
affordability and consumer social conditions (Keller, K. L. 2012).

As a rule celebrity endorsement is mostly used in campaigns of the companies which
also:

e Are prestigious and have high value
e Have large potential customer ranges
e Have diversity and flexibility of the consumers (Friedman and Friedman 1990).

So in general companies pay celebrities to use them in their products promotion
however in deeper level the endorsers may be the brand face or ambassador (Kevin Lane
Keller 2012). Brand face is a celebrity who is used to increase awareness and attract attention
to the product. Usually this is a short-term contract during which the celebrity only appears in
commercials, posters etc. While a brand ambassador is the one who joins the brand and
becomes its representative. This goes far behind just being the spokesperson or appearing in
the advertisements (a form of a non-personal promotion of goods or services by a sponsor
company (Kevin Lane Keller 2012). These are long term contracts where the celebrities are

32



selected to create and maintain the brand image by adding to it the unique personality or main
activity features of the particular celebrity (Keller 2012). Celebrity endorsement is considered
to be this effective as in the most of the cases it:

e Creates continuous awareness and information about the brand.

e Adds a real value to the brand name.

e Unique characteristics and dimensions of the celebrity becomes a part of the brand.

e Brings trust and confidence to the brand (Kevin Lane Keller 2012).

After a positive association is created companies move to the next stage where the
main objective becomes building a brand loyalty and increasing current sales levels
(Halonen-Knight, E. L. (2010). However the choice of a celebrity endorsee is critical here.
The companies must insure that using a particular celebrity will lead to positive feelings and
bright image to the brand among the consumers (McCracken's 1989). Also in order to deliver
the basic message to the audience the personal attractiveness, appearance and similarity to
the receiver with the celebrity need to be considered (David H. Silvera, 2004). Another aspect
is creation of a perfect match between the personality of a celebrity endorsee and the basic
brand image (Montgomery, 2005). Ideally a quality brand campaign should provide a
harmonic link among the celebrity, the actual message and the brand image (Katyal, S. 2012).

Successful Celebrity Endorsement

According to Friedman and Friedman (1979), a famous spokesperson is very effective
and influential as he usually represents good taste, prestige and self-image. However many
research studies firstly examine the common ideologies and emotional relationships between
brands and the celebrity endorsee to reveal the effectiveness of this type of promotion
(Ashley lye, W. s. 2005). One more basic essential of a successful celebrity endorsement is
the physical attractiveness of the spokesperson as it attracts more positive attention and
pleasant impressions about the brand (Ghoshal, L. G. 2005).

According to the primary data collected during this study the spokesperson has also to
be knowledgeable, mature and experienced in order to be effective as after watching an ad
consumers usually try to find the actual meaning of it and read the basic message.

s
Successful

Mature and
Experienced

Associated
With Products

Celebrity

Endorsee

able

[ Knowledge- { Physically }
Attractive
The Main Characteristics of a Successful Celebrity Endorsee (primary research)
In order to understand how the advertisement meaning associates with the brand
name, famous persons’ moves and how the consumer reacts to the McCracken's (1989) three
stage Meaning Transfer Model. According to this model the meaning leads the celebrity to be

associated to the brand in the consumers’ mind and then at the final stage of importance of
consumers is showed in brand endorsement progress.

Celebrity Endorsement Failures

Unlike general and non-famous endorsers celebrities add value and brand image to the
products according to their personality and cycle of activities (Montgomery, 2005). However
to make the most of effectiveness from celebrity endorsements companies should make a
careful choice on a particular celebrity to ensure that he or she will produce the most
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preferable and positive responses from the targeted consumers and will have the appropriate
characteristics to be associated and compared with the actual brand (Ashley lye, W. s. 2005).
So marketers, while using celebrities in their promotion campaigns, should always remember
that they are just humans like everyone else so if they can add a value to a brand and make a
magical influence on consumers they can also have negative impacts because of personal
issues and behaviour (Mentix, A. 2010). There also is an aspect such as overshadowing
brands (Sheu, J.-B. 2010). This usually happens when a very famous person advertises
multiple products simultaneously. In this case there is a major risk that consumers may focus
mainly on the celebrity without paying much attention on the actual promoted brand (Grace
Phang, E. C. 2012).

Because of the current constantly growing power of nowadays media it has become
easier for celebrities to have an impact on consumers’ personal decisions and the companies’
marketing strategies according to Samman, McAuliffe and MacLachlan (2009) includes
information collection in short period of time to create awareness. So in fact celebrities have
a control over consumers’ willingness to buy a product as everyone wants to be like them and
use the same products (Campbell, M. C. 2012). However this fact can be identified as a
manipulation strategy by companies which take advantage of the consumers’ special fanatic
feelings towards particular celebrities intending to increase sales (Sheu, J.-B. 2010).
Teenagers as one of the easiest influenced groups of consumers are extremely sensitive to the
celebrity endorsements. As they desire to follow and become like their idols they tend to buy
almost everything their favourite celebrities would advertise (Milton Friedman, R. D. 1990).

Data Analysis and Findings

Celebrities used in the promotion campaigns therefore are one of the most effective
ways to present a product or a brand by adding a special value and importance to it. However
the choice of a suitable and professionally right celebrity for a particular product is the main
issue for companies. In order to create a perfect match between the celebrity and the
promoted brand and to eventually provide positive and beneficial associations towards the
product a deep research and a careful analysis is needed. As long as the product is known and
prestigious among the others in the market it is most likely to be purchased.

The Positive Influences of Celebrity Endorsements

The first step to explain the ways of influences of celebrity endorsement is the
examination of the positive side and the effectiveness of it. And as it was concluded:

e The traditional ads featuring a famous person have been constantly evolving during
the time especially during the last two decades due to the affordable and easy accessible wide
usage of internet and social platforms. And in case the advertisement featuring a celebrity
meets the basic requirements of a successful endorsement this method of promotion may lead
to enormous increase in sales.

e Along with adding a value to the promoted product celebrity endorsements also
make the brands trusted among the consumers as they start to think of the product as one with
a high quality and even somewhat valuable without even a thought of checking the
information. Their trust and appreciation to the celebrity which endorses the product
automatically transfers to the promoted product itself which is very beneficial for companies.
In many cases consumers buy or intend to buy the products promoted by their favourite
celebrity even if they do not have an actual need of the particular item. They feel comfortable
and positive while purchasing prestigious and quality products.
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What Negative Influences Celebrity Endorsement May Have?

If celebrities can add the prestige and a value to the product they can also have
negative influence by inappropriate actions, personal issues or incomplete and wrong brand
match. So many of them eventually fail and in most cases the main reasons are:

e The celebrities’ personal issues and lifestyle. Celebrities’ inappropriate public
behaviour and professionally ethical mistakes during a promotional contract with companies
may have an immediate negative effect on the product name.

e The risk of overshadowing the promoted brands. The celebrities who are used to
advertise the products may be much more famous and brighter in consumers’ point of views
and visions than the products themselves. So the whole project may fail because of the
consumers’ main concentration on the celebrity endorsees’ rather than the advertised brands.

e The manipulative side of this type of promotion. Though this fact is quite beneficial
for companies as the final intention of their marketing strategies is the high amount of sales
many consumers find this method unfair and manipulation towards consumers which may
lead to complications and sometimes even a boycott.

Primary Data Analysis

As a result of analysing the conducted 35 direct interviews the conclusions and
findings were decided to be displayed in three basic directions.

e The first group of answers is the absolute majority - 24 out of 35 participant where
overall impressions, feelings and preferences about the topic were the same. In general all 24
participants seemed to feel absolutely positive about the celebrity endorsement claiming that
the message and the quality of an ad supposed to be higher than the others. What was also
common for the majority of the representatives of this group is that almost none of them
claimed that they can remember an ad with a celebrity which they had deeply disliked.

e The second group includes 6 people out of the overall 35 participants who shared
the similar opinions of comparably negative impression about the celebrity endorsement.
Some of the interviewees explained their position generally stating that these types of
advertisements are too influential and somehow even manipulative.

e The third group includes only 5 people which had more or less neutral opinions
about the celebrity endorsements. Generally they were people who were not attached to
nowadays media and new technologies. 2 of these 5 people were over 50 one of which was
already retired. Basically they did not see much difference between the different types of
advertisements and were not even familiar with many of the currently active and popular
celebrities.

Participants

30

24

25

20

15

M Participants

10 (overall 35)

6 5
Z H m

POSITIVE NEGATIVE NEUTRAL

Three main groups of interview participants
Why Are Consumers Sensitive to Celebrity Endorsements?
One of the major questions which rose during the study was the actual reasons of
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consumers being highly sensitive to celebrity endorsements. As a conclusion the main reason
might be the consumers’ desire to feel as prestigious and famous as their idols. Teenagers
however are the easiest targets for companies which use celebrity endorsements. They are
very sensitive and easily influenced as it is typical for them to create idols and follow them in
everything.

The majority of the consumers initially like not the promoted product but the celebrity
endorsee. Current marketing professionals work hard on the image and appearance of the
celebrities in their ads so they always look perfect and inspiring which attracts consumer’s
attention at the first place. So the initial attractiveness of an ad leads people to pay attention
on the message of it which is also usually very meaningful and carefully chosen by the
company professionals. As the primary research showed the attractive and appealing ads
featuring celebrities are also highly memorable so the promoted product stays in peoples’
memories and have associations even long after the endorsement contracts are expired.

The described concept was developed after analyzing the results of the interviews.
The following table presents the basic four steps of the companies’ strategic path of
influencing consumers by using celebrities to promote their products.—

L — '--.____._ - —— ) ...-..____ R = \ \ Pllm J/..
Afttention Quallly, .. Assoclations . .__r._/'?"-—.__ B
o o —— 7 Product

Celebrity Endorsement: Two Successful Ways of Influences

So the specific effectiveness of the celebrity endorsement initially provides appealing
and attractive advertisements which grab people’s attention. And as they usually are with
high quality and creative the message is successfully delivered to consumers therefore they
become memorable and a part of the actual promoted product which eventually leads or to
the purchasing the product or at least provide awareness among potential consumers which is
not less important for the companies desiring attract attention and create positive and
appealing brand image.

Conclusion

As it was concluded from the presented literature review and the primary research
results the positive side of the celebrity endorsements overweight as looked at the
effectiveness of it. The main advantages of these ads are the massive awareness and strong
associative effects the featured celebrities give to the promoted products. The products
become easily known with exclusive bright brand image and prestigious nature. However this
type of promotion may also be very risky as celebrities not always add the desired ‘magical’
effect to the products. Many negative aspects also persist such as personal issues with the
particular celebrities or some manipulative nature of these types of ads.

Further Research and Recommendations

The used qualitative method supposes subjectivity from both sides (interviewer and
interviewee) including the limited amount of participants’ opinions and the researcher’s
interpretation of participants’ answers as an interviewer. However a further research by using
larger amount of participants may argue the research results or at least add more reasoning
and diversification in opinions. Also the initial principle of the selection of the interviews’
participants was the age as they supposed to be older 16 in order for the answers and the
provided information to be more objective and reasonable. However teenagers are a very
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wide range of potential consumer group who are the easiest influenced targets for companies
so the separate observation of the preferences and opinions of this group could be very useful
for the general topic. At last the interview questions in some aspects can be viewed as too
narrow and not deep enough to reveal the actual reasoning of the participants’ opinions as the
questions were designed to be as simple as possible in order to get the desirable information
in very short time. Further longer lasting interviews with wider ranged deep questions may
lead to more careful information and deeper research on the topic.
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Abstract

The given article mainly focuses on the money laundering crime conducted using the
online gambling websites in Georgia. It offers an insight on the scheme of how advanced
computer users transfer finances using digital wallets, avoid attention from the law
enforcement bodies, and ultimately withdraw the laundered money. In the end of the article, a
reader will find recommendations for the legislative implementations on the
national/supernational level to make online fund transaction more transparent process for the
law enforcement agencies.

Keywords: Money Laundering, Cybercrime, Cyber Security, Legislation, Georgia

Introduction

Technological advancements of the information era brought many profound changes to
our everyday lives. Internet, indeed one of the most revolutionary inventions of the
contemporary times, introduced new possibilities of interaction and socialization. Eventually,
these novelties led to transformation of nearly every institution, including the financial
institutions. Online banking, e-commerce, and digital monetary transactions made financial
interactions much more convenient, however, led to the outburst of the new type of crime -
Financial Cybercrime. While there are numerous ways to commit financial cybercrime, this
article will deliberately focus on money laundering via Internet.

In fact, recent researches in the field of financial cybercrime depict that in the last
decade there has been a colossal raise in property crimes using the cyber technologies. For
example, the Center for Strategic and International Studies reports that in 2013 worldwide
annual loss from financial cybercrime was ranged from 300 billions to 1 trillion of US
Dollars (http://csis.org/publications/browse/all/all/Reports). Other researches show that from
2000 until 2010 statistical amounts of cybercrime raised more than ten times (Norton
Cybercrime Report, 2012).

As finances got digitalized, money-laundering crime has become relatively easier to
commit. The reason behind the stated hypothesis is that digital wallets and other types of
online financial institutions are relatively less monitored by the law enforcement agencies
worldwide. According to "A Global Overview of Digital Wallet Technologies” published by
University of Toronto, a digital wallet refers to an electronic device that allows an individual
to make electronic commerce transactions (University of Toronto, 2011). This can include
purchasing items on-line with a computer or using a smartphone to purchase something at a
store. Increasingly, digital wallets are being made not just for basic financial transactions but
also to authenticate the holder's credentials. For example, a digital-wallet could potentially
verify the age of the buyer to the store while purchasing alcohol. It is useful to approach the
term 'digital wallet' not as a singular technology but as three major parts: the system (the
electronic infrastructure) and the application (the software that operates on top) and the
device (the individual portion).

Introduction of the digital wallets entailed many legislative and enforcement
problems. The most notable of these problems are almost uncontrolled cross border

39



transactions of finances. At the moment, it is hard, if not impossible, to monitor the actual
sender and the beneficiary of the funds transacted via Internet.

In Georgia, utilization of the digital wallets became popular only recently.
Nevertheless, today it would be extremely challenging to find any financial institution that
does not provide its users with possibility to manage their financial accounts and make
monetary transactions via Internet.

The source, which preferred to remain incognito, reported that monitoring of the
online financial transactions is practically an insurmountable task; afore stated fact has
several solid reasons. First and foremost, to start the investigation process of the given case
law enforcement bodies require an official declaration of the committed crime. In case of
money laundering, in particular, there is usually no one to report the crime incident.
Consequently, such acts usually remain outside of the focus of the law enforcement agencies.
Secondly, identification of the particular criminal on the Internet is frequently a futile
attempt. Advanced computer users have a wide variety of software and hardware tools to
disguise their IP addresses, as well as the accounts they used to register on the digital wallets.
Even if the cyber criminal gets apprehended, prosecutor usually lacks credible evidence to
provide it to the court in terms of proving that there was one particular person behind the
used IP address to commit the crime.

From the empirical perspective, there are many methods to launder money via
internet. One of the most widely used method, I would like to discuss in this article, is online
gaming. In 2013, Jean-Loup Richet published an article titled “Laundering Money Online: a
review of cybercriminals’ methods.” In the given article Mr. Richet advocates “Online role
playing games provide an easy way for criminals to launder money. (Jean-Loup Richet, 2013:
17). This frequently involves the opening of numerous different accounts on various online
games to move money. Cyber criminals are increasingly looking at micro laundering via sites
like PayPal or, interestingly, using job-advertising sites, to avoid detection. Moreover, as
online and mobile micro-payment are interconnected with traditional payment services, funds
can now be moved to or from a variety of payment methods, increasing the difficulty to
apprehend money launderers. Micro laundering makes it possible to launder a large amount
of money in small amounts through thousands of electronic transactions. One growing
scenario: using virtual credit cards as an alternative to prepaid mobile cards; they could be
funded with a scammed bank account — with instant transaction — and used as a foundation of
a PayPal account that would be laundered through a micro-laundering scheme” (McAfee
Center for Strategic and International Studies, 2014).

Instead of the role-playing games, in Georgia cyber criminals usually use Internet
gambling websites. As a matter of fact, online casinos have become increasingly popular in
the last couple of years. Since digital gambling is relatively new phenomenon to Georgia,
cyber criminals managed to successfully exploit many loopholes to achieve their illegitimate
goals, including laundering of money. Regardless of several in depth investigations of the
online gambling providers, some of the weak spots still remained unattained.

To extend the research | have chosen one of the most popular Internet gambling
providers in Georgia. To register on the given website applicant needs to indicate:

e Country
Name
Family Name
Cellphone Number
Email Address
ID, Driver’s License, Passport, or Residence Permit
Physical Address
Sex
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To the date, from all the above-mentioned credentials, the given gabling service
provider requires only cellphone number authentication/verification. The issue is that in
Georgia, it is exceedingly easy to obtain a cellphone number without actually providing your
personal information. Those who want a number for malicious activities can purchase one
outside of the official branch of the telecommunication providers. Owner of such
unregistered SIM card can also have a covert Internet access to perform the illegal
manipulations.

To physically withdraw the money from the Casino a cashier user is asked to present
his/her ID, driver’s license, passport, or the residence permit. However, in case of transferring
money from the personal account to any of the possible digital wallets, the user does not have
to be authenticated. This is the very loophole cyber criminals use to transfer the illegitimately
acquired money to a foreign country. Once digital money leaves borders of Georgia, it
becomes impossible to monitor its further flaw. Experience shows, that majority of digital
wallet service providers are not eager to cooperate with law enforcement agencies. However,
even if they agree to cooperate, the investigation process usually takes very long time.
Meanwhile, the cyber criminal transfers money back and forth from one unauthenticated
digital wallet service provide to another. This is done to wind up the trace of the money flow.
Ultimately, the laundered money returns back to Georgia. Eventually, it is impossible to
indicate the source of the transaction.

Most sophisticated criminals use other people’s banking cards to withdraw the
laundered money from received abroad. Consequently, law enforcement agencies are left
without any chance to investigate the case.

For the sake of making a contrast, | have observed another popular Internet gambling
service in Great Britain. Perhaps not surprisingly, online transactions were relatively more
complicated. One notable discovery was that it was absolutely impossible to transfer money
to the unauthenticated users. To validate user was required to provide scanned digital copies
of:

e Passport
e Document that indicates current place of residence
e Banking card that was used to deposit money to the given account

If the banking card did not belong to the user, he/she was required to send the scanned
copy of signed declaration of liability that cardholder permits using of his banking card. Once
the account was validated, Casino permitted online transactions to digital wallets.

Indeed, such credible security system may also be compromised, but it would be a
complicated process for the cyber criminals.

It has to be admitted, that investigation of any type of cybercrime is a very difficult
procedure. Even if law enforcement agencies apply maximum of their capabilities and efforts
to investigate any given cyber criminal act, there are very high chances that it will remain
without a court verdict, due to lack of convincing evidence. In future, financial cybercrime is
only expected to grow in its intensity. Hence, it is still possible to implement certain
legislative measures to complicate the process for the criminals.

Conclusion

World must accept the severity of the consequences of cyber criminality. Digital
wallet service providers should be more flexible and willing to cooperate with law
enforcement agencies. At the same time, partner nations should implement harmonized
legislative acts regarding financial transactions. If any country rejects the given process, it
will remain an offshore zone for the illegitimate financial activity. In the given case, these
countries should be limited to use digital wallet services from abroad.
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Another effective way to reduce financial cyber crime is to reconsider norms that

regulate financial transactions to the unidentified digital wallet accounts. In the partner
countries they should be harmonized. The best idea would be to reject/banish not validated
digital wallet accounts. Doing so would seriously alter cyber criminal activity, as well as
unmonitored flow of the funds.
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Abstract

Kosovo and its citizens need trade liberalization in order to get quality goods and also
decrease the imbalance in foreign trade. Recent agreements with the European Union and
future trade preferences will certainly help the trade between EU and Kosovo. With this step
in hand and the already used CEFTA Agreement Kosovo will be in a much better situation
than ever. As every other country after finishing its trade liberalization with its neighbors
Kosovo will have to start to negotiate with the WTO since its membership is a prerequisite to
join the EU. Rule of law is a very problematic issue which lacks some basic standards in this
territory, until now this state responsibility was highly supported by the European Union Law
Enforcement Mission in Kosovo (EULEX). Knowing this it is hard to understand why some
basics of the WTO such as Intellectual property rights, Sanitary and Environmental issues are
lagging far behind the WTO standards. As a non member of the UN Kosovo will have a
specific status in negotiating with the WTO, certainly this will be determined mainly by the
EU as it is under its interest sphere. Multilateral agreements for joining the WTO in this case
will be determined mainly by negotiations with the EU. Certainly the outcome of this process
will be in line with EU policies and WTO requirements as a constitutional and legal power.
In this case EU will serve the function of the executive power in the system where WTO is a
global trade authority. As an organization with the power to change state policies and laws
the WTO will certainly reshape the Kosovo economy which will certainly be a benefit to its
citizens and the end of illegal imports, sales and production.

Keywords: K12 Contract Law, K13 Tort Law and Product Liability, K22 Business Law, K23
Regulated Industries and Administrative Law, K33 International Law

Introduction

On the European continent we have a specific trade practice where we see that the
EU (European Union) is the center of trade and a valuable trading partner for all countries
which are its neighbors. Certainly the open system of trade is manifested in the relationship
EU establishes with its neighbors. Some countries on the continent are not members of the
EU but still have it as a major trading partner, it could be seen that some countries benefit
from the presence of EU as a big consumer of all kinds of products. Still countries like
Norway, Island and Switzerland have decided not to join the EU but to try to benefit from its
hungry neighbor and save the amount of contributions an EU member pays. These countries
need Europe and depend on it, but still in this work we will focus on countries which need
Europe even more. We will focus on Kosovo which has EU as its future target and is even
more controlled by EU and its standards than any country in the history. The most important
and leading forces in Kosovo are the UNMIK (United Nations Mission in Kosovo) and
EULEX (European Union Rule of Law Mission) which is among others helping the
implementation of EU standards in Kosovo. The building of a free and democratic society is
the basic for a country to join the world of free and liberal trade. Unfortunately such a small
market with a very poor customer society does not allow much competition and investments.
Property issues are a relevant factor in hindering big investments and the political situation
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which is actually slowly improving. If we exclude the foreign help to Kosovo after the war
we can still see that the country depends on high imports from EU but mainly from its
neighbors. The industrial potential which was developed during the Yugoslav era is not
functional in its real capacity and the lack of investments into this field has stopped the future
development of Kosovo for more than 15 years by now. The demand for goods does not
reflect the conditions of the society and is constantly growing and accordingly the need for
imported goods is very big and on the other hand also making a huge opportunity for new
enterprises. Kosovo is able to make cheap products but the consumer attitudes are in favor of
the good quality cheap products coming from outside Kosovo. There is a clear benefit for
Kosovo by being a member to CEFTA (Central European Free Trade Agreement) since a big
amount of traded goods are coming from this community.

The future still stands under the wings of the EU and by saying this we also know
that Kosovo will have to join the WTO (World Trade Organization) in the near future. It is
obvious that Kosovo will not have many problems with protecting its market and have many
issues with the implementation of the WTO rules. Still the most important thing is that in the
case that the Kosovo industry will start working soon by having some investments it will
raise a clear need of a broader market where products could be targeted. The main role of
shaping the future of Kosovo in political, social and economic sense is with the EU policy
makers and by now we came very close to the time where more concrete measures have to be
implemented. A recent step of shaping Kosovo borders towards Serbia in order to control its
customs has been finished and now the imports coming from the north are under the control
of Kosovo institutions. Now the only major thing which is not specific just to Kosovo is to
fight against the black market, counterfeit products and illegal imports of all kinds.

l.
Kosovo as a market

In order to explain what we are dealing with we will explain the structure of Kosovo
market and that way depict its way forward. Some facts which are representing Kosovo are ”
No of Inhabitants: 2.2 million, Surface Area: 10,908 km?, GDP: 4.2 billion € (2010 est.),
GDP economic growth rate:4.0% (2010 est.), GDP per capita:1909 € (2010 est.), GDP - by
sector: agriculture 20%, industry 20%, services 60%,Unemployment rate around 40.%,
Inflation Rate: 3.5% (2010)”.2 These numbers are taken in order to depict and can be
considerably changed since the citizens movement is very high and some citizens which are
registered as Kosovo citizens do not live and have their main life activities on the territory.
On the other hand products used on the territory are often bought into the territory of Kosovo
and not all the imports have been registered since the borders with Serbia and the import
procedures were not regulated and controlled. Recently with some agreements with Serbia
the customs of Kosovo have been established on North Kosovo and there is a possibility to
control and measure the imports. Still some routes are open for smuggling since the citizens
of North Kosovo do not respect the Kosovo authorities and do not cooperate with them. In
fact the unemployment is very high and it can have many reasons and grounds. An interesting
fact is that some teachers working on the North were receiving double salaries from both the
Kosovo and Serbian government. It was possible since these two authorities were not
recognizing each other.

Kosovo has a traditional scheme of trading partners and it is very hard to change these
partners in the future. These states are building up their presence on the market for a long

¥ Ministry of foreign affairs Kosovo, Kosovo’s economy (2013) Vital economic statistics, <http://www.mfa-
ks.net/?page=2,119> accessed on 05 December 2014
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period of time and by using world trends these countries have as a target Kosovo as a small
consuming market, it is targeted from all its neighbors.
The following table is taken from the web site of the ministry of foreign affairs of

Kosovo and shows some figures of Kosovo trade:
“Main partners of Kosovo in export and import

No. | Countries Export (000) € | Participation % in the total | Import (000) € | Participation % in the total
1. Italy 80.193 27.1 100.603 4.7

2. | Albania 30.841 10.4 69.714 3.2

3. Macedonia | 26.308 8.9 319.313 14.8

4, Switzerland | 17.786 6.0 20.981 1.0

5. Germany 15.587 5.3 280.617 13.0

6. | China 14.779 5.0 135.406 6.3

7. | Serbia 3.941 1.3 260.471 12.1 i

It can be seen that the main trading partners have different position on the market and
by having in mind the in-balance in the foreign trade: “Exports: 295.0 million € (2010) and
Imports: 2,157 million € (2010)° it puts Kosovo into a very hard position since this in-
balance has roots in its undeveloped industry and a big demand for imported goods which
could also be made in Kosovo. This great opportunity stands in front of Kosovo as helping
and enabling business environment in order to change this in-balance and employ its citizens.
Kosovo had some special and certain goods for import and the chance to renew its capacities
for producing and importing these are very good. “Energy and Mining - Kosovo has great
underground assets, with 14.700 million tons, it ranks fifth in the world for lignite reserves
from which it also produces the highest amount of electricity.” ® The electricity producing
infrastructure has been developed during the Yugoslav era and has been one of the centers of
economy and employment. As an addition to this there are natural reserves “Besides lignite
Kosovo is also rich in zinc, lead, gold, cadmium and bismuth, bauxite, nickel, etc. The culture
of lignite extraction dates back to Roman times, modern extraction of minerals in Kosovo
began in the 1930s, with the establishment of the Trepca complex.” ” A long debate has been
going on for a long period of time or at least since the 2008 Kosovo declaration of
independence. Namely these underground resources are blamed to be the cause of Kosovo
attaining so much attention and being targeted by some western states. The production is very
low now but in the future it can be a part of a well organized production line on Kosovo or
just starting in Kosovo as a source of resources.

Kosovo and its current legal and trade related status

At this moment CEFTA (Central European Free Trade Agreement) has its focus on
the Western Balkan region. The countries here have been just recently a part of the same
economic system so it is not a surprise that they have a lot of common to trade. Kosovo was a
part of Yugoslavia and it had a specific trading status for years, with having a lot of products
placed from other parts of Yugoslavia on its market. The main engine of trade is CEFTA and
it is of a high importance for Kosovo and also the procedure of following rules to join the EU
(European Union) and WTO (World Trade Organization). “Monitoring and implementation

* Ministry of foreign affairs Kosovo, Kosovo’s economy (2013) Main partners of Kosovo in export and import,
<http://www.mfa-ks.net/?page=2,119> accessed on 05 December 2014

® Ministry of foreign affairs Kosovo, Kosovo’s economy (2013) Vital economic statistics, <http://www.mfa-
ks.net/?page=2,119> accessed on 05 December 2014

® Ministry of foreign affairs Kosovo, Kosovo’s economy (2013) Some sectors of Kosovo economy,
<http://www.mfa-ks.net/?page=2,119> accessed on 05 December 2014

" Ministry of foreign affairs Kosovo, Kosovo’s economy (2013) Some sectors of Kosovo economy,
<http://www.mfa-ks.net/?page=2,119> accessed on 05 December 2014
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of the CEFTA agreement” ® is of a great concern for Kosovo, also this puts Kosovo into the
same position it had earlier as part of Serbia. During years after 1999 Kosovo was under
UNMIK administration and was considered as part of Serbia, so no taxes were applicable.
For a long period of time after the declaration of independence Kosovo was not able to
enforce its tax procedures on the North Kosovo border crossings. With some recent
agreements starting from April 2013 the Kosovo and Serbian prime ministers have agreed
that Kosovo laws will be applied on North Kosovo and the customs collected here will
benefit the four municipalities of North Kosovo which have a Serbian majority. The
municipalities may have different authorities in regard “economic development, education,
health, urban and rural planning.” ° This agreement is not final and it is still unclear in details
and how its implementation will look like. State authorities of Serbia do not have a legal
basis to apply it but certainly the authority of the EU and the strong commitment to EU given
by the Serbian government guarantees its implementation. All the laws in Serbia still consider
Kosovo as Serbia and this is also supported by the Preamble of the Serbian constitution
which clearly outlines this. A serious revision of the Serbian constitution is possible which
will most likely affect the trade between these two countries.

CEFTA agreement is not mentioning Kosovo since it has not declared independence
when it was signed in 2006. UNMIK administration was a legal representative of Kosovo at
that time and according to the UN Resolution 1244 and the UN it is still needed to outline
that its status is regulated by this document. One of the points from Resolution is”
Comprehensive approach to the economic development and stabilization of the crisis
region” *° One of the milestones was the declaration of independence after what some
changes on the field have occurred “Since then, the objective of the Mission has been the
promotion of security, stability and respect for human rights in Kosovo through engagement
with all communities in Kosovo, with the leadership in Pristina and Belgrade, and with
regional and international actors, including the European Union Rule of Law Mission in
Kosovo (EULEX) the North Atlantic Treaty Organization (NATO) and the Organization for
Security and Cooperation in Europe (OSCE). Meanwhile, KFOR has remained on the ground
to provide necessary security presence in Kosovo. ” ** EULEX is enforcing laws and it can
be outlined that they have not been very successful and the one of the main focuses they have
is: “EULEX prioritises the establishment of the rule of law in the north.” ** The success of
EULEX is highly dependent on the cooperation between the Kosovo and Serbian government
and by now unfortunately has not solved many issues from the field it was targeting. It has a
mandate until June 2014 and it can be predicted that as earlier this mandate will be
prolonged.

After outlining the necessary legal background we can see how CEFTA looks at
Kosovo. The agreement is focusing on : “Current membership criteria since Zagreb meeting
in 2005: WTO membership or commitment to respect all WTO regulations, Having an
European Union Association Agreement, Free Trade Agreements with the current CEFTA
member states. At the EU’s recommendation, the future members will be prepared for
membership by establishing free trade areas. A large proportion of CEFTA foreign trade is

® Ministry of trade and industry of Kosovo, Trade in Kosovo (2014) <http://www.mti-ks.org/en-us/Trade-in-
Kosovo> accessed on 05 December 2014

° European Voice/EU, Text of historic agreement between Serbia and Kosovo, 19 April 2013, (2013)
<http://www.europeanvoice.com/page/3609.aspx?&blogitemid=1723> accessed on 26 October 2014

19 Security Council, United Nations Resolution 1244, 10 Jun 1999, (1999)
<http://www.unmikonline.org/Pages/1244.aspx> accessed on 06 December 2014

1 UNMIK, United Nations Interim Administration Mission in Kosovo, UNMIK Mandate (2014)
<http://www.un.org/en/peacekeeping/missions/unmik/mandate.shtml > accessed on 06 December 2014

2 EULEX KOSOVO, What is EULEX? (2014) <http://www.eulex-kosovo.eu/en/info/whatisEulex.php >
accessed on 06 December 2014
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with EU countries. ” ** The commitment of Kosovo is visible through its implementation of
regulations which are in line with this requirement and in fact the laws are all in line with EU
which is already a member of the WTO. This is one of the key points of this work and we
will be dealing with it in more detail.

Trade between Kosovo and EU

Keeping in mind that Kosovo is wishing to join the EU and one of the first steps
towards it has been made just recently “2013 has been a historic year for Kosovo on its path
to the European Union. The decisions of the Council in June authorising the opening of
negotiations for a Stabilisation and Association Agreement (SAA) represent the start of a
significant new phase in EU-Kosovo relations. The negotiations will be formally opened this
month. The Commission aims to complete these negotiations in spring 2014, to initial the
draft agreement in summer and thereafter to submit the proposals for the Council to sign and
conclude the agreement.” ** Liberalization in all spheres and in particular trade is necessary
for Kosovo and its citizens to achieve a further level of development and come closer to EU
standards. Keeping in mind that EU standardizes many things and in particular market
economy and its features we can see that it will be a tremendous benefit to Kosovo
consumers to come close to this point. Literally every step made towards the EU is making
some benefits to citizens, consumers and trade. The implementation of the EU standards will
be a long path but by acquiring the acquis communitaire many doors will open. One of the
doors will certainly be the WTO since it is a must for every serious player in the field of
global trade. It is very clear that the procedures in the future will have to be made with more
local support and inputs but still it is not possible if the citizens will have some concerns and
doubts. On the other hand we see what is the biggest requirement in this procedure and it is
not the fault of the Kosovo government solely: “Kosovo needs to continue implementing the
legal framework for trade, competition and the internal market.” *® By now Kosovo
institutions do not have the full control and responsibility and as previously mentioned
EULEX plays an important role and the final decision about its mandate will be known in
summer 2014. The current status of the EU Kosovo relationship is pretty good and gives a
great basic for future cooperation “Kosovo also enjoys customs-free access to the EU market
for manufactured products and almost all agricultural products, through the EU's autonomous
regime.” *® These criteria clearly show the determination of EU to help Kosovo and is
accepting all the products which can be produced by the Kosovo industry.

Kosovo has a good position but still all the support is not really making the
institutions stronger, in particular the Ministry of trade and industry (MTI) needs to take over
its role and fully take the responsibility of any further steps planned. This requirement is
connected to the most important part where international stakeholders have the main role, it is

13 Republic of Kosovo, Foreign economy, CEFTA (2014) <http://www.rks-gov.net/en-
us/bizneset/ekonomiajashtme/pages/cefta.aspx> accessed on 06 December 2014

¥ COMMUNICATION FROM THE COMMISSION TO THE EUROPEAN PARLIAMENT AND THE
COUNCIL, Enlargement Strategy and Main Challenges 2013-2014, page 38
(2013)<eeas.curopa.cu/delegations/kosovo/documents/eu_kosovo/strategy paper 2013 en.pdf> accessed on 06
December 2014

* COMMUNICATION FROM THE COMMISSION TO THE EUROPEAN PARLIAMENT AND THE
COUNCIL, Enlargement Strategy and Main Challenges 2013-2014, page 41
(2013)<eeas.curopa.cu/delegations/kosovo/documents/eu_kosovo/strategy paper 2013 en.pdf> accessed on 06
December 2014

1 EU Commission, on a Feasibility Study for a Stabilisation and Association Agreement between the

European Union and Kosovo (2012) COM(2012) 602 final
<http://eecas.curopa.cu/delegations/kosovo/documents/eu_kosovo/ks feasibility study 2012 en.pdf> accessed
on 06 December 2014
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necessary to stop using the system established as a support but to fully engage it in decision
making and taking over the responsibility. The present system looks more like a project
where the success depends on the aid and support and the local possibilities and efforts are
not getting a chance in the real life. Similarly the EU Free trade agreement (FTA) does not
encourage the establishment of working places, entrepreneurship and the establishment of
new companies, since the systematical improvements are far from optimal. “EU FTA and
other International Agreements will support MTI to establish the necessary institutional
structures and build the capacity to enter trade negotiations on an FTA with EU. It will help
MTI and other Ministries with responsibilities in areas directly concerned by international
trade negotiations to acquire a good understanding of the structures, contents and
implications of a future EU-Kosovo FTA. With a perspective of later EU integration, it will
also ensure that the public administration is well aware of the trade and trade-related chapters
of the acquis communautaire with immediate focus on those areas than can be related to the
EU FTA.” ' It is unclear why after so many years of international support the local staff and
resources still lack the necessary level of development, policy and decision making capacity.

Kosovo’s steps towards trade liberalization

The procedure to join an international organization and agreement takes time and
efforts, it is not always easy to follow the procedures and predict how much time a certain
state will need to adjust. Every state has its specific circumstances, needs and capacities to
comply with the requirements, the most important thing to mention here is that the
requirement to join the WTO comes from above and Kosovo even by accepting the need has
no resources to comply with the procedure at the moment. “Kosovo is not a member of the
WTO and has taken no formal steps to join.” *® We can see that international institutions and
we include here the EU as well has a certain key of how to proceed with the alike countries,
problems and have a solution which can be widely applied. As a parallel we can have here the
example of the Kosovo’s neighboring countries which have followed the same pattern to join
EU or just to come as close as possible to this point. EU has for example made this approach
and is successfully implementing it for decades, it accepts usually countries in one accession
round which have a similar history, level of development or are neighboring countries. The
same states for WTO where it has a path which have to be followed in order to become a
member, most likely the experience of Serbia, Macedonia and Montenegro can be valuable
for Kosovo since their markets are similar and have a very similar range of products offered.

One of the main points which are of great concern to EU and Serbia as a benchmark is
that GMO is not accepted on these markets. Having in mind the specific status of decision
making in Kosovo there will be no special requests on the side of consumers and citizens
since they have no habit of questioning decisions which benefit the international positioning
of the country. This can be also approached by the great popularity of the USA in Kosovo
and their support to independent Kosovo. USA products can be found on the market and even
agricultural products which probably would not be able to make it to the EU markets. As we
know meat products are one of the main points of disagreements between EU and the USA.
For now Kosovo is very open and USA goods can be found on the market and their presence
will probably rise. “U.S. embassies are committed to supporting U.S. companies to start

"EU trade policy project, Trade policy (2014) <http://www.eutrade-ks.eu/kosovo_nodecontent 3638444 html>
accessed on 06 December 2014

18 Kosovo 2013 progress report, WTO issues (2013)
<http://eeas.europa.cu/delegations/kosovo/documents/eu_kosovo/ks progress report 2013 en.pdf> accessed on
06 December 2014
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exporting or grow their exports to Kosovo.” ** The focus here is not the importance of the
Kosovo market but more the support of the USA and the possible future expansion of
multinational companies on this territory.

At this moment the Kosovo legislation complies with EU rules and there is not much
done for the WTO accession. Still at some points with the intention to apply EU rules some
WTO compatible articles can be found. An example can be found in the Kosovo law on
external trade. “The provisions that are listed in this law and in other legal acts and other
international agreements shall remain in force in regard to external trade and are fully
applicable and must be in accordance with WTO.” ? It is hard to apply this law to other
future interactions on international level since it is more a role of the constitution or a state
policy. Still the Parliament and the Government will be making decisions and comply with
the WTO requirements anyway having a focus on its future benefits.

As a conclusion we can see that the current level of development and application of
trade agreements and local laws are all favorable for Kosovo and have it on a right track to
join the WTO in the future. But before we approach this issue from the solely legal
perspective of Kosovo joining the WTO we need to know that it is not all about law and its
enforcement, there are many other important perspectives we need to focus on to predict
when and what benefits Kosovo and its business and consumer population will have. From
previous statistical data we can see and conclude that the level of development does not really
require immediate work on starting the WTO procedure. Kosovo has some priorities and the
ones related to trade are shortly stated as here: “The transport system is inadequate for
business and trade needs and incompatible with European standards. As a landlocked
country, Kosovo’s economy is dependent on adequate road transport and its integration into
the networks of neighboring countries.” #* Kosovo was a part of a big economical system of
Yugoslavia, huge efforts were made to advance the level of development of this territory
which was at that time the least developed part of Yugoslavia. The dissolution of the state
and the war from 1999 has just backed up the advancement of the state. By recent huge
efforts of the international community a recent development in the road infrastructure has
been made, a highway was build between Kosovo capital, Pristina and the Albanian capital
Tirana and its harbor on the Adriatic Sea, Durres.

Benefits that WTO will bring to Kosovo

Knowing that the EU and WTO membership would bring to Kosovo new
investments, help establishing new domestic enterprises and make monopolies disappear
from the market. It will help to establish a stable system of dispute resolution, food quality
and many other benefits for consumers. A recent trade dispute with one of the Kosovo’s most
important suppliers shows that the political will to cooperate and trade easily falls behind
daily political matters in the Balkan region. “The recent trade war between Macedonia and
Kosovo is threatening to turn into a political confrontation after Skopje implemented a tax on
Kosovar nationals crossing the border. Previously, Macedonia limited quantities of flour and
wheat imported from Kosovo in order to protect domestic production, and Kosovo responded
to this measure by banning food imports from Macedonia. Within a matter of hours, a EUR 2
tax was imposed on persons entering Macedonia (as well as EUR 5 for cars and EUR 10 for
trucks and buses). Kosovo raised the stakes one last time by imposing a full embargo. In the
past, trade between the two countries had been encouraged, but now each side accuses the
other of escalating the dispute. The border between the two has become congested, with

9 Embassy of the United States, Pristina Kosovo, Exporting to Kosovo, (2014)
<http://pristina.usembassy.gov/doing_business_in_kosovo.html> accessed on 07 December 2014
2 Kosovo Law on external trade, Law No0.04/L-048, 14 November 2011, art 22

2! The World bank in Kosovo, Country snapshot (2013) page 9
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many citizens crossing on foot, and the Commission is investigating the question of
infringement of the Central European Free Trade Agreement (CEFTA).” %

This case shows that state officials do not have much sense for trade related disputes
and that there is a system needed such as CEFTA to train and teach them how to behave in a
world where trade is an essential everyday activity vital for economy and citizens. Both for
joining the EU and WTO the Kosovo administration needs to be trained in a manner to
understand that every mistake and misuse has its outcome and penalizes the wrongdoing. One
of the biggest weaknesses of the systems which use to punish states for wrongdoings is that
officials do not always feel and pay for their mistakes. It is more a moral and professional
thing to incorporate into the minds of state officials that they have responsibility and have to
take care of state interests and international obligations.

The mechanism to deal with trade disputes on Kosovo for now is the alternative way
through arbitrations. The state courts and in particular the Constitutional court does not have
a certain level of development and trust to attract trade related issues. “The Constitutional
Court of Kosovo was established in January 2009. With its authority to review legislation and
individual complaints of rights violations, the Court is the ultimate check on legislative and
executive power in Kosovo and the final arbiter of the meaning of constitutional provisions
enshrining human rights and freedoms.” 2* The need for justice in Kosovo is very big and
since it needs a lot of time for a system to start running and apply the Constitution in every
sphere of life even the constitutional court states the human rights and freedoms as priority.
The constitution of Kosovo does not mention trade as a particular field. It states is article 10:
“A market economy with free competition is the basis of the economic order of the Republic
of Kosovo.” * In a market economy we can still have monopolies or different subsidies
which will not promote local, regional or international trade. Also the chapter 9 of the
constitution tells us about the general principles in economic relations. The first principle
reads as follows: “The Republic of Kosovo shall ensure a favorable legal environment for a
market economy, freedom of economic activity and safeguards for private and public
property.” > The wording found here “ensure a favorable” does not itself guarantee that it
will be ensured and allows a claim for any breach. Certainly trade was not one of the main
concerns of the constitution writers the state needs to establish itself on strong grounds.
Future enactment of the trade related issues will happen in laws and the constitutional courts
will have to invoke those particular laws and that way apply the constitution.

What path Kosovo will follow to reach the WTO and how its way will look like

Having explained the main statistical, legal and political issues present in the
development strategy and future of the Kosovo state we now turn to see how the WTO will
influence the legislation and changes in the way we can expect. The constitutional or quasi-
constitutional function of the WTO agreement can be seen on many previous examples. One
of the recent cases involve the Serbian last steps to join the WTO where the GMO issue plays
an important role. It is not easy to finalize and make the last steps which are the hardest.
“Members encouraged Serbia to adopt outstanding pieces of legislation and work closely
with relevant members to conclude the remaining bilateral negotiations that could lead to its

22 European Parliament, Parliamentary questions, 19 September 2013 (2013)
<http://www.europarl.europa.eu/sides/getDoc.do?type=WQ&reference=E-2013-010713 &language=EN>
accessed on 07 December 2014

2 Republic of Kosovo, Constitutional court, (2011) < http://www.gjk-ks.org/?cid=2,1> accessed on 07
December 2014

2 Constitution of the Republic of Kosovo, 15 June 2008, art 10, page 3

% Constitution of the Republic of Kosovo, 15 June 2008, art 119/1, page 44
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accession to the WTO in 2013.”% The outstanding legislation concerns mainly the GMO but
some other features were present as well. A recent case from 2013 shows that life has many
surprises to trade and one specifically bad year for agriculture had brought another problem,
namely a very carcinogenic fungal byproduct of cattle feed, aflatoxin. “Contaminated milk
has been pulled from the shelves in Serbia, so any new milk purchased should meet the strict
Serbian threshold level for aflatoxin.” 2’ The seriousness shows that the USA takes care of
the well being of their citizens and informs them about a certain products harmful effects.
The case was reported very late and the Serbian ministry for agriculture had taken measures
which were in the favor of the trade and not consumers. “Minister of Agriculture, Forestry
and Water Management Goran Knezevic said today that the government decided to change
the Rules on the allowed amount of aflatoxin in milk from the current 0.05 micrograms per
kilogram to 0.5 micrograms, as it was two years ago.” *® This case shows that the government
does not really care for standards and takes the measures which will cause the least harm to
the state, but do not care for the citizens as it should. A similar outcome could be expected in
Kosovo since a big quantity of milk has been imported from the Balkan region which was
affected by aflatoxin. The level of development and consumer care is still not that developed
in Kosovo and the trade related issues will have preference in order to again serve the
government represent itself as doing everything to implement standards. The milk which was
sold on Kosovo market was polluted and consumers could not change their buying habits
since this milk was either partly from domestic production or cheap imports coming from the
affected region of Balkan. It can be seen that the policy makers still have many things to
acquire not just in legal sense but also a support of the industry, science and professionalism.
“The capacity of Kosovo’s food laboratory was discussed, using the recent aflatoxin crisis as
an example: whilst Kosovo’s laboratories can carry out the tests to detect positive or suspect
samples, these need to be confirmed by a laboratory outside Kosovo. Once Kosovo’s
laboratory is accredited (this year if all goes well) this will help Kosovo deal with crises such
as these. ” 2° So Kosovo will be able and has the necessary instruments and will to achieve
and control the quality and structure of the products. Its readiness to act is always supported
by the international community since the state itself does not always have the resources,
instruments and personnel to achieve the EU and other standards. It is very hard to hire expert
personnel and the ones working are “borrowed” from other states, mainly EU. The experts
are involved in different kinds of activities which are needed for every independent state,
EULEX has judges and other court staff and it deals with crimes and law enforcement. This
model works since local personnel can learn from them and acquire the necessary skills and
knowledge to serve this function in the future.

Kosovo and the constitutional or quasi-constitutional function of the WTO agreement
As we have previously discussed what Kosovo has in regard trade and trade
regulation in the constitution and other acts, now we can turn to see what the WTO
requirements are and how they can fit. By now the understanding and different approaches of
WTO law has raised many trade cases involving many states and different issues. This trend
will of course continue and there are new challenges in front of every state, be it part of the

% World Trade Organization, Serbia a few steps away from concluding WTO accession negotiations, 13 June
2013, <http://www.wto.org/english/news_e/news13_e/acc_stb_13junl3_e.htm> accessed on 08 December 2014
" Embassy of the United States Serbia, High levels of aflatoxin (2014) <http:/serbia.usembassy.gov/messages-
and-notices-for-us-citizens/aflatoxins.html> accessed on 08 December 2014

8 Government of the Republic of Serbia, Legal level of aflatoxin in milk set at 0.5 micrograms, 28 Feb 2013
<http://www.srbija.gov.rs/vesti/vest.php?id=92434&change lang=en> accessed on 08 December 2014
 Republic of Kosovo Ministry of European integration, EU Commission and Kosovo authorities reviewed
progress in applying EU standards in agriculture and food safety, Brussels, 12 March 2013 <http://mei-
ks.net/?page=2,5,627> accessed on 08 December 2014
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WTO or not. Still the biggest influence on Kosovo trade, and also other regulation, will come
from the EU. EU has a long time ago established trade practice with the necessary WTO
requirements which are updated on a regular basis.

One of the most important things and leading idea in the Agreement establishing the
WTO is its preamble. The whole idea and key to understanding the world of trade could be
found here, it sometimes says more than we could understand and get out of it. Some of the
key points mentioned in preamble are: raising standard of living, full employment and
sustainable development. All these are so important for every state but still not reachable
easily. Kosovo would make a big step forward by ensuring these ideas, but actually all of
them go hand in hand and when you get closer to one of them the other will also pop up on
the scale of standards.

Let us now turn to the legal text and apply it to the case of Kosovo. In article 2 the
scope of the WTO is explained as follows: “The WTO shall provide the common institutional
framework for the conduct of trade relations among its Members in matters related to the
agreements and associated legal instruments included in the Annexes to this Agreement.” *°
One of the most important requirements and benefits Kosovo will get is the establishment and
strengthening of the institutions. The system of public administration has to be established on
strong and sustainable basis, all the institutions will work in a system where it is easy to see
and predict what has to be done in order to achieve certain outcomes. Institutional
development is one of the priorities for Kosovo and it will certainly be based on EU standards
and future WTO requirements.

Very important benefits for Kosovo could be the implementation of article 3 of the
WTO which explains the functions WTO has. Form many the two most influential functions
are the forum for negotiations among members and the trade policy review mechanism. The
forum will help establish a systematized place to discuss and be able to approach issues or
trade related problems on a level which can be the most effective. Establishing new and
changing trade policies is also an important thing since it will help everyone have a say and
respect the rights of all. The needs could be assessed from the right place and the best
possible solutions could be achieved.

The mechanism of the WTO is present in article 11, paragraph 2 and could be
applicable to Kosovo and says: “The least-developed countries recognized as such by the
United Nations will only be required to undertake commitments and concessions to the extent
consistent with their individual development, financial and trade needs or their administrative
and institutional capabilities.” 3 It shows that even when changes are made into the system
the trading parties respect the needs of the least developed countries and make some excuses.
Countries which belong to the system and are unable to accommodate the high standards are
given some kind of waiver and will still be respected and helped in order to develop and
advance with the whole system which in fact benefits everyone. The next is article 12 and it
is about accession to the WTO agreement, actually this article will be applied to Kosovo one
day. “Any State or separate customs territory possessing full autonomy in the conduct of its
external commercial relations and of the other matters provided for in this Agreement and the
Multilateral Trade Agreements may accede to this Agreement, on terms to be agreed between
it and the WTO. Such accession shall apply to this Agreement and the Multilateral Trade
Agreements annexed thereto.” 3 As we have discussed previously Kosovo has achieved its
customs unification and is about to enforce it now on its whole territory. The first steps are

68

%1 World Trade Organization, Agreement establishing the World Trade Organization, art 11, para 2 (2014) <
http://www.wto.org/english/docs_e/legal e/legal e.htm> accessed on 10 December 2014
%2 World Trade Organization, Agreement establishing the World Trade Organization, art 12, para 1 (2014) <
http://www.wto.org/english/docs_e/legal e/legal e.htm> accessed on 10 December 2014
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already being made and the most problematic border issue with Serbia in North Kosovo will
function in cooperation with Serbia, respecting Kosovo rules with some benefits to the local
communities on North Kosovo. In authors opinion the first step prescribed by the article of
the WTO which explains the accession procedure is successfully finished by Kosovo.

As a last point which is very important to mention now are the explanatory notes on
the end of the Agreement establishing the World Trade Organization text. The first paragraph
of the explanatory notes reads: “The terms "country™ or "countries” as used in this Agreement
and the Multilateral Trade Agreements are to be understood to include any separate customs
territory Member of the WTO.” * By saying this we can see that the territory of Kosovo
could be recognized by the WTO as a separate country even though we know that Kosovo
struggles to get a seat in the UN. The acceptance of Kosovo to the UN is not going to happen
in the near future if we take into consideration the trend of accepting new states to the UN
and all the issues they cause on the global political map. The trade issues will remain separate
and this is a unique opportunity for Kosovo to join and be accepted in the world.

Conclusion

Small countries and markets such as Kosovo do not get much attention in the world of
trade from big and influential partners. Still the unified world of trade needs to make a circle
and absorb everyone to it to make trade a benefit for everyone. Kosovo is falling under the
influence sphere of EU and is probably one day going to join it. The path leading to it will be
lead by EU politicians and policy makers and most likely they will try to standardize Kosovo
as much as possible and in line with EU requirements and other states level of development
from the region. This process will lead Kosovo close to the WTO as well and as every other
member country of the EU it will benefit from both at the same time.

Kosovo and its present status as a small market but valuable for its neighbors have to do
much to develop and satisfy its citizens and consumers needs. Development at this moment
depends much on foreign factors but soon the institutions, companies and the people will
have to live on their own ideas and entrepreneurial skills. It is hard to achieve a high level of
development but still every little step will be valuable and will make the system work better.

We can conclude that one of the biggest issues of Kosovo is to be recognized and
from this work we can see that one of the ways to achieve that and be respected by its
partners and neighbors for Kosovo is its trade regulation and status. Trade and production
could help Kosovo gain its independence, still some issues like illegal trade which is the
biggest concern of the EU has to be solved soon since without that this mission will make no
sense.

The system of WTO law and the global trading partners are ready to accept Kosovo to
the WTO. Even if some issues like the UN chair stays under debate Kosovo obviously has
good grounds for the WTO and it is the right time to invest into this valuable future asset
right now.

% World Trade Organization, Agreement establishing the World Trade Organization, explanatory notes, para 1
(2014)
<http://www.wto.org/english/docs_e/legal e/legal e.htm>accessed on 10 December 2014
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Abstract

Everything has his pros and cons. Debtor’s rights and obligations during court order
enforcement, causes of problems that may arise. This problem is in the whole country, not
just in one city or in one social class. A very large number of families from everywhere
around Georgia have been affected. How and where it started will be discussed below in the
text. Rights of creditors and debtors overlap in many aspects. We need to be very careful
when sorting out this issue. We cannot under any circumstances make a decision with a
benefit of one party while the other party will suffer losses. Georgian law on “Law
Enforcement” does not support in any ways rights of debtors and all the procedures
highlighted are towards forcing the debtor to pay off the debt. At this stage based on the
current law, current socio-economic problems, statistics, ways on sorting out the problem,
this object of studies is very important and has a very high intrinsic value in its theoretical
part as well as in its practical part. If the right approach is taken it is possible to minimise the
need to protect rights of creditors or debtors in the futures, because every party will be fully
aware of their abilities and punishments for failures to fulfil their obligations, before signing
the contract

Keywords: Financial institutions, Debtor’s and creditor’s right, The Law Enforcement
Proceedings

Introduction

Recent development of financial institutions in Georgia led to a very active phase of
lending in the country. First active phase started in 2005-2008 that can be called the wild
west of Georgia. Loans were given out with a very high interest rate, ranging from 15% and
over. Necessary credit checks were not being carried out. Mainly, no affordability checks
were carried out, which automatically excludes stress test to check whether the debtor will be
able to pay off his loan if interest rates rise. Loans would be given out as long as collateral
would have covered amount of the loan with some excess. The whole system was very fragile
and risky. It could survive only by having an absolute majority of large loans secured by
collaterals. This way of doing business turned out to be very profitable.

Because of this business model of financial institutions led to a quick expansion of
government enforcement agency. Law enforcement agency was initially one of the
departments of Georgian court, later this department was passed on to the ministry of justice
and later private institution of law enforcement agency was founded. A short-lived war with
Russian Federation in August 2008 in a murderous tandem with a global financial crisis
shattered Georgian economy. Loads of budgetary expenses on infrastructure have been
reallocated to the war, Russia embargoed any products from Georgia, Georgian export fell
not only to Russia but to other countries as well further worsening government balance
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sheets, less tourist were visiting the country and less investments were made into the country
because of the war and because of the global financial crisis.

This led to very tragic consequences for Georgian economy as a whole as well as for
businessman and whole general population. Businesses and private debtors started struggling
to keep up with loan repayments. This became a real problem to majority of people.
Population got divided into two. Debtors vs Creditors. Creditors would require the contract to
be fulfilled and if debtors didn’t pay up they required their collateral to be sold on a public
auctions and proceeds used to cover the debt. Six years have gone by since this issue arouse.
Although, some steps have been taken to get past this issues, but the problem still stays. And
recently it has become very relevant. A large number of people, who were left without
homes, are asking for government benefits and for a shelter, insisting that the government is
responsible for everything. They blame the government for creating a situation where they
could lose their properties to “loan sharks”, that is how they call the banks. This part of the
population wouldn’t blame themselves for making wrong business decisions.

This problem is in a whole country, not just in one city or in one social class. A very
large number of families from everywhere around Georgia have been affected. Even a
number of suicides were seen in some cases.

Unstable financial situation has led a large number of people taking loans that they are
unable to repay. Current issue becomes very difficult and unmanageable. That is why it needs
prompt resolving. Actuality of the population is a consequence of factual reality which left
the majority of them without a shelter. They are demanding some alternative that will not
take away their shelter.

How can this issue be sorted out in the way that rights of debtors have been protected?
Just writing off their debt will most likely antagonize creditors and breach their rights. Would
it be a wrong precedent for government to do that?

Firstly, when we are trying to protect rights of the debtors we should think about the
counterparts: creditors. The beneficiaries of the enforcement order. Not protecting the rights
of the creditors will take this issue to a different level where both parties will be antagonized.
Today the main problem of law enforcement agencies is divided into two parts. 1) Revoking
the rights of the owner of the house and 2) selling the property via a public auction. During
the first period the debtor loses the ownership De Juro, and during the second part he loses
the ownership De Facto. It is very important to highlight attention on the rights of the debtors
while not forgetting rights of the creditors.

Let us look at the statistics provided by the national bureau of enforcement. Revoking
the right of illegal ownership of the property is the part we are interested in. This
encompasses enforcements of court orders that include confiscating property of debtors and
transferring the rights of ownership to the creditors.

From August 2008 to August 20013 there were 676 instances of confiscating
properties by national bureau of enforcement.

If we divide it by years we will have the following. 2008 — 129; 2009 — 138; 2010 -
120; 2011 - 90; 2012 — 111; 2013 - 88. According to the information provided by the
national bureau of enforcement the majority of the cases are not connected to the creditors at
all.

According to their information, since 2011 private enforcement agencies have started
to do the same job as national bureau of enforcement. However, we need to take into account
that using national bureau of enforcement is chargeable while using private enforcers is free
for the creditors. This could be one of the reasons why since 2011 number of enforcements
has steadily decreased.

Rights of creditors and debtors overlap in many aspects. We need to be very careful
when sorting out this issue. We cannot under any circumstances make a decision with a
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benefit of one party while the other party will suffer losses. Georgian law on “Law
Enforcement” does not support in any ways rights of the debtors and all the procedures
highlighted are towards forcing the debtor to pay off the debt.

However, certain mechanisms need to be in place that will not only support rights of
creditors but will encompass a large circle of players. Otherwise we are standing at the brink
of destruction and this difficult situation that Georgia finds itself in will become a complete
chaos.

What can be done in order for such situations are avoided all together and rights of
debtors are supported as well as rights of creditors are supported: First of all enforcing
enforcement notices in the “right” way. And Secondary informing population on
consequences of not repaying debts before credit agreements are signed.

This topic is very important for every social class of the society. Reality is much
worth then statistics. In order to sort this issue out we need to try preventative methods
instead of using reactive methods that will definitely harm rights of one of the sides or money
of taxpayers will be spent. To use preventative methods what needs to be done is educating
people on loan contracts. Suggesting making this a part of high school curriculum shouldn’t
be gross. Since this will avoid a lot of troubles in future for pupils themselves as well as for
creditors and wider society. However, this shouldn’t take a form of smear campaign against
taking on a loan o against banks. It should educate pupils on negative sides of taking loans
and being unable to repay it as well as on positive sides of taking loans that are very
beneficial for debtor as well as for wider economy.

Also, these pupils will educate their parents on the subject. This will give quite a large
chunk of population some education on pros and cons of taking a loan.

Also, adverts, that show only positive side of loans and happy faces of debtors, should
strictly show consequences that may follow if they don’t make their repayments on time.
Government should make it a legal requirement for banks and other financial institution to
add such a warning to any advert or any contract that is signed by the debtor. And in credit
agreement it should not be a small print but a largest print on the first page.

Regulations can be issued by National Bank of Georgia. According to these
regulations banks should take a full responsibility on informing clients on consequences of
not being able to repay a loan on time. On the other side National Bureau of Enforcement
should take charge of educating new generations of Georgians. This is mutually beneficial for
creditors as well as for people who will be taking loans in the future. All banks prefer their
loans repaid on time and not having to use services of law enforcement agencies.

Government at the moment sees only two ways of sorting out a current situation In
Georgia. Restructuring the loan which will most certainly lead to the same finale, and second
— government give out loans on a very small interest rate to the debtors, so, they can pay off
their debts and save their shelter. Both of the solutions need a lot of work and contemplating.

Let me show you in a few words my alternative vision of sorting out problems with
AgroCredits. This issue has become very topical in recent times. This is cause by a surge of
AgroCredits being taken out recently. If we follow a line of public insurance of these loans,
this will give us two benefits: firstly it will reduce a risk factor for creditors, so, interest rate
will automatically decrease giving a debtor more chance of developing their business and
being able to repay the loan. And secondly, in case he still defaults on his loan he will not
lose his shelter and insurance will pay off his debt.

Concerning educating population on credits — this is very important part of sorting out
these issues for the future. Educating population will lead to two positive effects. Firstly
population will have a full knowledge that they might lose their collateral in case they default
on any kind of debt. This knowledge will ease the tensions when it comes to worst. And
debtor who has knowingly taken the risk should blame himself for bad decisions. And
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secondly many prospective debtors will not take any loans when they know consequences
that may follow.

Protecting rights of the debtors is linked with protecting rights of creditors. And any
change in equilibrium may lead to a feeling of inequality in either of the parties. Topic of this
paper is: Decreasing the feeling that rights of debtors will not be protected. Educating
population to the level that every single person, before taking a loan, will be fully aware what
consequences may follow if he defaults on it. Preventative actions in sorting out this issue are
prevalent.

Conclusion

At this stage based on the current law, current socio-economic problems, statistics,
ways on sorting out the problem, this object of studies is very important and has a very high
intrinsic value in its theoretical part as well as in its practical part. If the right approach is
taken it is possible to minimise the need to protect rights of creditors or debtors in the futures,
because every party will be fully aware of their abilities and punishments for failures to fulfil
their obligations, before signing the contract.
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