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SUSTAINABILITY DISCLOSURE, CEO DUALITY,
AND OWNERSHIP CONCENTRATION:
EVIDENCE FROM GEORGIA

Erekle Pirveli

Ph.D., Professor of Accounting and Finance, Caucasus University, Georgia
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Abstract. This study examines the determinants of corporate sustainability disclosure in Georgia,
emphasizing the influence of CEO duality and ownership concentration. The absence of significant exter-
nal demand for sustainability information and a robust regulatory framework often limits the voluntary
release of such information. This research utilizes a sustainability disclosure scorecard developed in
accordance with the EU Corporate Sustainability Reporting Directive, encompassing key environmental,
social, and governance dimensions. Analyzing annual reports from all listed companies in Georgia from
2018 to 2021 through descriptive statistics and hierarchical multiple regression, findings highlight that
board chair/CEO role duality and concentrated ownership significantly undermine sustainability disclo-
sure. Specifically, CEO duality adversely affects social and governance metrics, while concentrated own-
ership primarily diminishes environmental transparency. These insights enhance understanding of the
factors influencing corporate sustainability disclosure in emerging economies. The findings of this study
may also provide valuable implications for local policymakers, who could use this information to develop
more detailed and rigorous draft laws concerning sustainability disclosure requirements.

KEYWORDS: SUSTAINABILITY DISCLOSURE, ESG, DETERMINANTS, OWNERSHIP STRUCTURE,
CORPORATE GOVERNANCE, EMERGING MARKET.

INTRODUCTION and capital providers in particular are increasing-

ly interested in corporate sustainability disclosure

It has long been recognized that business is to satisfy their demand for corporate sustainabili-
about more than just making money, and corpo- ty performance.?

rate sustainability disclosure plays a significant

Integrated reporting: background, measurement

role in enabling firms to communicate and engage issues, approaches and an agenda for future re-
with stakeholders." Therefore, society in general search. Accounting & Finance, 57(4), pp. 937-959.

2 Pirveli, E., Ortiz-Martinez, E., Marin-Hernandez, S.,
1 De Villiers, C., Venter, E. R, Hsiao, P. C. K. (2017). Thompson, P. (2025). Influencing sustainability:
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Previous research has extensively explored
the drivers of sustainability disclosure, yet the
prevailing insights predominantly emerge from
markets with strong external legitimacy and
agency pressures on sustainability. The generaliz-
ability of these findings to developing economies,
which are marked by distinct institutional and so-
cio-economic contexts, remains questionable.? In
such markets, corporate disclosure practices are
shaped by comparatively weaker sustainability
pressures due to underdeveloped capital mar-
kets and limited influence of non-governmental
organizations, media, civil society, consumer ad-
vocates, and activists. Moreover, these economies
often display reduced legitimacy aspirations and
lack the robust enforcement mechanisms and
corporate governance frameworks necessary to
protect human and environmental rights.*

Recognized conventional drivers of sustain-
ability disclosure include firm size, which indi-
cates a company’s resource capabilities, and in-
dustry sensitivity, which reflects the influence of
stringent regulations.” The impact of other factors,
such as ownership structure and corporate gover-
nance mechanisms, presents a more mixed pic-
ture.® For instance, dispersed ownership may en-
courage managerial commitment to sustainability
disclosure as a strategy to reduce agency conflicts.
Similarly, the separation of CEO and board chair

the role of lobbyist characteristics in shaping the
EU’'s Corporate Sustainability Reporting Directive.
Sustainability Accounting, Management and Policy
Journal, 16(2), pp. 415-442.

3 Qiu, Y., Shaukat, A., Tharyan, R. (2016). Environ-
mental and social disclosures: Link with corporate
financial performance. The British Accounting Re-
view, 48(1), pp. 102-116.

4 Kuzey, C., & Uyar, A. (2017). Determinants of sustain-
ability reporting and its impact on firm value: Evi-
dence from the emerging market of Turkey. Journal
of Cleaner Production, 143 (February), pp. 27-39.

5 Kolsi, M. C., Attayah, O. F. (2018). Environmental
policy disclosures and sustainable development:
Determinants, measure and impact on firm value
for ADX listed companies. Corporate social respon-
sibility and environmental management, 25(5), pp.
807-818.

6 Ismail, A. M., Latiff, I. H. M. (2019). Board diversity
and corporate sustainability practices: Evidence
on environmental, social and governance (ESG)
reporting. International Journal of Financial Re-
search, 10(3), pp. 31-50.

roles, which reduces the concentration of pow-
er in the CEQ, is linked to greater accountability
and possibly more comprehensive sustainability
disclosures.” These governance structures create
internal pressures that can drive management to
prioritize sustainability initiatives.

This study investigates the drivers of corpo-
rate sustainability disclosure among publicly
listed companies in Georgia, a developing econo-
my characterized by passive capital markets and
modest media scrutiny.® According to the Law of
Georgia on Accounting, Reporting, and Auditing
(2016) (Article 7),° public interest entities employ-
ing over 500 individuals are required to report key
non-financial indicators, including those related
to environmental, social, employment, human
rights, anti-corruption, and bribery issues, start-
ing from 2018. Additionally, the evolving corporate
governance landscape and significant ownership
concentration in Georgia present a unique context
for examining the effects of ownership structure
and CEO duality on the extent of corporate sus-
tainability disclosures.®

By presenting empirical evidence from a large-
ly underexplored, developing economy, this study
contributes to the sustainability disclosure litera-
ture. Unlike research focused on developed mar-
kets with robust legitimacy pressures, our findings
suggest that in settings characterized by under-
performing capital markets and minimal external
demand for sustainability disclosures, corporate
governance mechanisms play a crucial role. This
paper not only provides a comprehensive con-
ceptual framework for understanding the primary

7 Hamad, S., Draz, M. U., Lai, F.-W. (2020). The impact
of corporate governance and sustainability report-
ing on integrated reporting: A conceptual frame-
work. Sage Open, 10(2), pp. 1-15.

8 Pirveli, E., Zimmermann, J. (2015). Time-series prop-
erties of earnings: the case of georgian stock ex-
change. Journal of Business and Policy Research,
10(1), pp. 70-96.

9 Law of Georgia on Accounting, Reporting and Au-
diting, (2016). Available at: <https://saras.gov.ge/
Content/files/bugaltruli-agricxvis-angarishge-

bis-da-auditis-shesaxeb-kanoni.pdf>.
10  World Bank. (2021). Georgia Corporate Governance

Report on the Observance of Standards and Codes.
Available at: <https://openknowledge.worldbank.
org/server/api/core/bitstreams/100d9e33-fbd4-

5086-a6c5-8¢7d600ab360/content>.
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Figure 1. Conceptual framework for sustainability disclosure (author’s own)

literature on sustainability disclosure, its origins,
theoretical perspectives, and methodologies, but
also aligns its approach with the EU’s Corporate
Sustainability Reporting Directive (CSRD), laying
the groundwork for future research replication.
From a regulatory perspective, our results offer
valuable insights for local regulators by evaluat-
ing the adoption levels and drivers of sustainabil-
ity disclosure, informing ongoing discussions, and
guiding future amendments to the accounting law
to enforce stricter sustainability standards.

The next section outlines the theoretical back-
ground, the institutional framework of Georgia,
and our hypotheses. Section 3 details the data
and methodology, Section 4 presents the results,
and Section 5 provides the conclusion and discus-
sion.

1. THEORETICAL BACKGROUND AND
HYPOTHESES
1.1 Theoretical lens and conceptual
framework

Corporate sustainability disclosure is a tool
for communication between corporate managers
and a wide range of external stakeholders: inves-
tors and other capital providers, the general pub-
lic, civil society, professional associations, NGOs,
regulators, employees, etc. In line with this com-
plexity, the field uses a wide range of theories: re-

source-based,”" legitimacy,? agency,® stakehold-
er,* signaling,” and voluntary disclosure,* among
others. Due to the complementary and often over-
lapping nature of these theories, a more extensive
understanding of sustainability disclosure prac-
tices is possible using a multi-theory lens to ex-
plain firms’ willingness to engage in sustainability
disclosure.” Sustainability disclosure’s theoreti-
cal framework is conceptualized in Figure 1.
Socio-political  sustainability  disclosure
stream. The literature on corporate sustainabil-

1 Russo, M. V., Fouts, P. A. (1997). A resource-based
perspective on corporate environmental perfor-
mance and profitability. Academy of management
Journal, 40(3), pp. 534-559.

12 Gray, R, Kouhy, R., Lavers, S. (1995). Corporate so-
cial and environmental reporting. Accounting, Au-
diting & Accountability Journal, 8(8), pp. 47-77.

13 Jensen, M. C., Meckling, W. H. (1976). Theory of the
firm: Managerial behavior, agency costs and owner-
ship structure. Journal of financial economics, 3(4),
pp. 305-360.

14 Freeman, R. E., Harrison, J. S., Wicks, A. C., Parmar, B.
L., De Colle, S. (2010). Stakeholder theory: The state
of the art. Cambridge University Press.

15 Spence, M. (1973). Job market signaling. The Quar-
terly Journal of Economics, 87(3), pp. 355-374. Avail-
able at: <https://www.jstor.org/stable/1882010>.

16 Verrecchia, R. E. (2001). Essays on disclosure. Journal
of accounting and economics, 32(1-3), pp. 97-180.

17 Fernando, S., Lawrence, S. (2014). A theoretical
framework for CSR practices: Integrating legitimacy
theory, stakeholder theory and institutional theory.
Journal of Theoretical Accounting Research, 10(1),
pp. 149-178.
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ity disclosure can be divided into two streams:
socio-political and economic streams. The so-
cio-political stream follows the corporate social
responsibility (CSR) path and perceives the gen-
eral public as the primary user of sustainability
information, viewing environmental and social
disclosure through the lens of the role of infor-
mation in the organization-society dialogue, ar-
guing that firms tend to disclose voluntarily to
“legitimize” their activities and thus change pub-
lic perception of the firm. A strong reputation in
the social arena is thought to attract high-quality
employees and reduce transaction costs (e.g., by
reducing employee turnover) and distributional
conflicts (e.g., by disclosure on the firm’s practic-
es in terms of diversity, equal pay, fair trade con-
ditions, etc.). By enabling a firm to attract more
competent, capable, and productive human cap-
ital, build brand loyalty, and broaden the cus-
tomer base, firms are said to be able to achieve
sounder financial performance.’®

The socio-political stream uses the lenses of
legitimacy and stakeholder theories, whereby
firms are willing to voluntarily engage in sustain-
ability disclosure to, first, legitimize their maneu-
vers and, second, balance the expectations of var-
ious stakeholders. Legitimacy theory is perhaps
the most widely used theory in the field. Devel-
oped in the organizational theory era, it argues
that public and societal pressures lead to envi-
ronmental and social disclosures aimed at gaining
social legitimacy. According to this framework, a
firm’s value system is congruent and aligned with
society’s expectations. Stakeholder theory has a
more specific focus on a particular group of stake-
holders, suggesting that firms disclose informa-
tion even when not required to meet stakehold-
er expectations. Sustainability disclosure in this
case is a tool through which firms communicate
with external stakeholders to gain attractiveness
and ensure sustainable performance.”

The applicability of legitimacy and stakehold-
er theories is often tested by examining the im-

18 Cormier, D., Ledoux, M. J., Magnan, M. (2011). The
informational contribution of social and environ-
mental disclosures for investors. Management De-
cision, 49(8), pp. 1276-1304.

19 Desai, R. (2022). Determinants of corporate carbon
disclosure: A step towards sustainability reporting.
Borsa Istanbul Review, 22(5), pp. 886-896.
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portance of firm size and industry sensitivity as
drivers of sustainability disclosure. These theories
argue that legitimacy reasons are more visible for
larger firms and those operating in environmen-
tally sensitive sectors. Larger firms are subject to
greater external public pressure, and sustainabil-
ity disclosure helps these firms maintain a “so-
cial contract” and successfully attract resources.
Similarly, environmentally sensitive firms, such as
those in the mining, fossil fuel, oil, and coal sec-
tors, face greater risks associated with environ-
mental damage due to their propensity for carbon
and other emissions.?°

Economic sustainability disclosure stream. The
economic stream builds on the information asym-
metry problem embedded in the agency theory,
with a focus on investor/capital market orienta-
tion. Information asymmetry between managers
and shareholders is a product of insiders’ higher
awareness of the firm’s fundamentals compared
to outsiders. To balance such asymmetry, manag-
ers voluntarily disclose sustainability information
as a source of communication with the external
parties.”

This literature stream branches into agency
and signaling theories. Agency theory suggests
that because quantifiable and objective (i.e.,
“hard”) sustainability disclosure requires the use
of sound management control systems to iden-
tify, measure, and report this information, such
behavior is associated with increased and real
economic production costs that only successful
firms are likely to be willing to incur. Disclosing
information about a firm’s environmental and so-
cial technologies, processes, practices, and per-
formance may not only be commercially sensitive
but may also entail regulatory, contractual, repu-
tational, and opportunity costs. For example, the
provision of objective sustainability information
verifies a firm’s potential future (and current) ac-
tions or commitments, thereby reducing the man-
agement’s discretionary capacity and increasing

20 Kumar, P., Firoz, M. (2018). Impact of carbon emis-
sions on cost of debt-evidence from India. Mana-
gerial Finance, 44(12), pp. 1401-1417.

21 Healy, P. M., Palepu, K. G. (2001). Information asym-
metry, corporate disclosure, and the capital mar-
kets: A review of the empirical disclosure literature.
Journal of accounting and economics, 31(1-3), pp.
405-440.
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costs. As such, firms with better financial perfor-
mance should be more willing, ready, and able to
incur such costs by providing more extensive sus-
tainability disclosures.

Instead, signaling theory suggests that man-
agers disclose sustainability data to send a pos-
itive signal about the firm’s performance. Thus,
firms with better environmental and social per-
formance are more likely to voluntarily disclose
sustainability data to differentiate themselves
from their competitors and ultimately gain a com-
petitive advantage by improving their market po-
sition.?

Under agency theory, scholars use financial
leverage and ownership structure measures, ar-
guing that more leveraged firms, as well as those
owned by a broad range of owners, are subject to
greater external pressures and therefore act more
responsibly and disclose more information. As for
signaling theory, scholars use liquidity and prof-
itability measures, suggesting that “only” those
firms with sound financial performance diligently
disclose costly sustainability data.*

1.2 The context of Georgia

Demand for corporate (non)financial informa-
tion in Georgia is limited. Georgia’'s capital mar-
kets are only able to exert meaningful pressure
on managers’ reporting diligence at a low level.”
Moreover, the media and NGO sectors are asso-
ciated with limited resources and high levels of

22 Brammer, S., Pavelin, S. (2008). Factors influencing the
quality of corporate environmental disclosure. Busi-
ness Strategy and the Environment, 17(2), pp. 120-136.

23 Ben-Amar, W., Chang, M., Mcllkenny, P. (2017). Board
gender diversity and corporate response to sus-
tainability initiatives: Evidence from the carbon
disclosure project. Journal of business ethics,
142(2), pp. 369-383.

24 Ali, W., Frynas, J. G., Mahmood, Z. (2017). Determi-
nants of corporate social responsibility (CSR) dis-
closure in developed and developing countries: A
literature review. Corporate social responsibility
and environmental management, 24(4), pp. 273-294.

25 Pirveli, E. (2020). Earnings persistence and pre-
dictability within the emerging economy of Geor-
gia. Journal of Financial Reporting and Accounting,
18(3), pp. 563-589.

political partisanship,?® making them less likely to
alter legitimacy aspirations.?

The Law of Georgia on Accounting, Reporting
and Audit (2016) addresses non-financial disclo-
sure, albeit superficially. Article 7 of the law re-
quires that the management reports of the larg-
est (“Category I” entities, as defined by the Law)
Georgian public interest entities (PIEs) with an
average number of employees exceeding 500
during the reporting period should include key
non-financial information on the “development,
performance, position and impact of the compa-
ny’s activities with respect to environmental, so-
cial, employment matters, human rights, anti-cor-
ruption and bribery issues”. The largest PIEs have
been required to file their sustainability informa-
tion since 1 October 2018. All other entities are not
required to file such information, and there is no
direct (e.g., tax) benefit for them to do so0.2

The Law of Georgia on Entrepreneurs was im-
proved in 2021. By filling the gaps regarding su-
pervisory board members, shareholder rights,
meeting procedures, fiduciary duties, and capital
reduction provisions, the awareness of corporate
governance is increasing, but it will take time and
patience to build a valid corporate governance
culture. The board is a two-tier system that in-
cludes the supervisory board (board of directors)
and the management board. Securities issuers are
required to include a corporate governance report
with a statement on compliance, internal con-
trol, risk management systems, and shareholder
rights. The banks’ code, additionally, requires the
governance of ESG-related components, including
board discussions to address ESG risks and dis-
closures.”

26  Foundation, E. (2021). Georgia Media Landscape
Assessment. Available at: <https://epfound.ge/
static/file/202206134459-media-good-gover-

nance.-09.06.22.pdf>.
27 Pirveli, E., Thompson, P. (2022). ESG Indicators of

Sustainability Reporting in Emerging Georgia: Ap-
plication Levels, Determinants and the Impact. 5t
International Conference on Applied Research in
Management, Economics and Accounting, Barcelo-
na, Spain.

28 Pirveli, E. (2024). Corporate disclosure timing under
IFRS: the case of emerging Georgia. Journal of Fi-
nancial Reporting and Accounting, 22(5), pp. 1253-
1283.

29  World Bank. (2021). Georgia Corporate Governance
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Local companies are closely held by the own-
ers, with board members often bypassed and de-
cisions made directly between management and
controlling shareholders. For example, the largest
direct owner of securities issuers owns more than
90% of the capital, indicating a high degree of
ownership concentration. Effective enforcement
and compliance practices are needed to instill
the values and awareness of effective corporate
governance among corporate actors. Companies
tend to disclose only at a level that is sufficient for
compliance, and little effort is made to go beyond
the basic requirements. A mechanism that would
further incentivize healthy corporate governance
is lacking. Shareholder (including minority) rights
are relatively well protected on paper, but in prac-
tice, there are more concerns (e.g., in terms of re-
lated party transactions). In addition, in situations
involving complex transactions or where simple
arm’s length comparisons are not possible, super-
visory boards may find it difficult to maintain ob-
jectivity due to the influence of controlling share-
holders. There are instances where supervisory
board members appear to put the company’s in-
terests first in the absence of clear obligations to
protect shareholder interests. The average num-
ber of supervisory board members among PIEs is
around 5.1, while almost half show no evidence of
female representation.*®

Overall, considering the existing external de-
mand for information,* *? alongside the develop-
ment and enforcement of regulatory frameworks,
the corporate sustainability environment in Geor-
gia is not yet poised for effective sustainability
disclosure.

Report on the Observance of Standards and Codes.
Available at: <https://openknowledge.worldbank.
org/server/api/core/bitstreams/100d9e33-fbd4-
5086-a6¢5-8¢7d600abh360/content>,

30 Ibid.

31 Pirveli, E. (2014). Accounting quality in Georgia: The-
oretical overview and development of predictions.
International Journal of Business and Social Sci-
ence (USA), 5(3), pp. 283-293.

32 Pirveli, E. (2020). Earnings persistence and pre-
dictability within the emerging economy of Geor-
gia. Journal of Financial Reporting and Accounting,
18(3), pp. 563-589.
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1.3 Hypothesis development

Ownership concentration. Ownership struc-
ture can have a significant impact on sustainabil-
ity disclosure. Under the ownership structure, we
focus on ownership concentration. An increase
in the dispersion of ownership can lead to an in-
crease in information asymmetries, which in turn
can lead to more frequent conflicts of interest be-
tween management and stakeholders. Disclosure
on environmental and social issues can play an
important role in managing such agency conflicts.
As corporate ownership becomes more widely
dispersed, stakeholder demands for “extracurric-
ular” corporate activities become more diverse. In
contrast, firms with concentrated ownership have
fewer incentives to disclose sustainability infor-
mation, as they can obtain the required informa-
tion directly from the firm.=

In addition, more concentrated ownership,
ceteris paribus, may be a proxy for the public’s
passive interest in the firm. Limited public inter-
est, and thus limited external pressure, can only
weakly motivate corporate managers to activate
their inclinations toward social and environ-
mental concern. In response to these increased
demands, management is likely to disclose en-
vironmental information directly rather than com-
municating it separately to each investor.** Conse-
quently, it is reasonable to expect that firms with
more dispersed ownership will disclose a greater
amount of corporate sustainability information.
Therefore, we posit:

H1: Ownership concentration negatively affects
corporate sustainability disclosure in Georgia.

CEO duality. As investors continue to ask for
better information on how companies manage
sustainability, corporate governance is seen as
the foundation for building a firm’s sustainabil-
ity disclosure habits. Corporate governance is a
system that deals with the effectiveness of rela-
tionships between the board of directors, share-

33 Ruhnke, K., Gabriel, A. (2013). Determinants of vol-
untary assurance on sustainability reports: an em-
pirical analysis. Journal of Business Economics,
83(9), pp. 1063-1091.

34  Cormier, D., Magnan, M. (1999). Corporate environ-
mental disclosure strategies: determinants, costs
and benefits. Journal of Accounting, Auditing & Fi-
nance, 14(4), pp. 429-451.
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holders, stakeholders, and management. A sound
corporate governance system focused on sustain-
ability should help companies identify material
sustainability information that enables them to
properly consider the risks and opportunities re-
lated to sustainability issues and make strategic
decisions.

The effectiveness of corporate governance is
important in markets with weak legal frameworks,
as it can serve as an effective substitute for man-
datory sustainability disclosure. Accordingly, the
literature suggests that firms with strong corpo-
rate governance are likely to be more responsi-
ble and demonstrate higher levels of social and
environmental responsibility.* Scholars argue
that regulators may be better served by focusing
on improving corporate governance quality (rath-
er than mandatory sustainability disclosure) as a
way to increase CSR disclosure.*® As such, boards
of directors should (and do) prioritize the firm’s
environmental performance because it is expect-
ed to be positively related to shareholder wealth
and other non-financial benefits.”’

Under corporate governance, we refer to CEO
duality, namely, when the CEO also chairs the
board. CEO duality implies a lack of distinction
between decision control and decision manage-
ment.*® While evidence of the impact of CEO du-
ality on voluntary disclosure is mixed, we suggest
that CEO duality reduces overall accountability,
resulting in less sustainability transparency. CEO
duality can be detrimental to shareholder inter-
ests because a powerful CEO can override the
necessary checks and balances within the orga-
nization.*® Combining the CEO and board chair

35 Haniffa, R. M., Cooke, T. E. (2005). The impact of cul-
ture and governance on corporate social reporting.
Journal of Accounting and Public Policy, 24(5), pp.
391-430.

36 Chan, M. C., Watson, )., & Woodliff, D. (2014). Corpo-
rate governance quality and CSR disclosures. Jour-
nal of Business Ethics, 125(September), pp. 59-73.

37 De Villiers, C., Naiker, V., Van Staden, C. J. (2011). The
effect of board characteristics on firm environmen-
tal performance. Journal of Management, 37(6), pp.
1636-1663.

38 Fama, E. F.,, Jensen, M. C. (1983). Separation of own-
ership and control. The journal of law and Econom-
ics, 26(2), pp. 301-325.

39 Cheng, E. C., Courtenay, S. M. (2006). Board compo-
sition, regulatory regime and voluntary disclosure.

roles reduces conflicts of interest, in turn reduc-
ing accountability pressures. In contrast, when the
roles are separated, the chair has the ability and
motivation to create an environment where other
board members can contribute effectively, lead-
ing to board independence. As such, CEO duality
inhibits open and honest discussions about the
firm’s performance. Therefore, we posit:

H2: CEO duality negatively affects corporate
sustainability disclosure in Georgia.

2. METHOD

We examine all Georgian public companies
granted this status for the fiscal year 2021. These
companies are allowed to publicly issue their
shares on the local capital market. In addition,
we expanded the sample to include companies
that voluntarily expressed interest in participat-
ing in the Best Annual Reporting and Transparen-
cy Award (BARTA). In this way, we cover the entire
population of listed companies and a significant
portion of the largest Georgian companies that
are likely to report at least some sustainability in-
formation.

The financial variables were manually extract-
ed from the annual reports of the sampled firms,
which we retrieved from the official website of the
Ministry of Finance of Georgia (https://reportal.
ge/en). The analysis covers the period 2018-2021.
After eliminating observations with missing data,
the final sample consists of 36 firms and 140 firm-
year observations.

Our objective is to identify the drivers of cor-
porate sustainability disclosure. In line with the
literature, we construct a sustainability disclosure
scorecard based on the EU’s CSRD (2022, Article
19b), which is aligned with the generally accept-
ed framework and guiding principles of the Global
Reporting Initiative (GRI).**

The international journal of accounting, 41(3), pp.
262-289.

40  Orazalin, N., Mahmood, M. (2020). Determinants of
GRI-based sustainability reporting: evidence from
an emerging economy. Journal of Accounting in
Emerging Economies, 10(1), pp. 140-164.

A Pirveli, E., Thompson, P. (2022). ESG Indicators of
Sustainability Reporting in Emerging Georgia: Ap-
plication Levels, Determinants and the Impact. 5t
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Our sustainability disclosure scorecard in-
cludes general parameters and ESG indicators.
General attributes focus on report content and
presentation, covering regulatory basis, concise-
ness, reliability, completeness, consistency, and
comparability. For instance, the regulatory basis
assesses whether reports follow international
frameworks. The environmental dimension eval-
uates corporate interactions with nature, includ-
ing climate change mitigation, water and marine
issues, resource efficiency, circular economy, air
pollution, and biodiversity. The social dimen-
sion addresses diversity, equality, and workplace
safety, covering equal opportunities (gender
equality, pay equity, inclusion of people with
disabilities, training), working conditions (wages,
job security, social dialogue, work-life balance,
safe work environments), and respect for human
rights. The governance aspect assesses man-
agement’s role in sustainability, business ethics
(anti-corruption, anti-bribery), political engage-
ment (lobbying), stakeholder relationships (pay-
ment practices), and internal control systems for
disclosure (CSRD, 2022).

We build a sustainability disclosure scorecard
by manually going through the annual reports of
each company and coding the content accord-
ing to the sustainability disclosure scorecard. We
code the relevant sections and sentences of each
company’s annual reports for each year, paying
attention to the use of graphic illustrations, as
recommended by the CSRD framework.

We analyze 140 annual reports, classifying the
text of each report according to its thematic con-
tent: a) whether the disclosure states a certain
approach (e.g., a support for gender balance) at
the policy level, b) whether concrete actions are
shown that supports the stated policy (e.g., more
women hired in the most recent recruitment to
achieve the stated gender balance goal), and c)
whether the final result (e.g., the “right” gender
balance between men and women in the work-
force) has been achieved and disclosed (at all lev-
els of management). We used this classification
for each of the aforementioned ESG sustainabil-
ity disclosure indicators. We also considered lin-

International Conference on Applied Research in
Management, Economics and Accounting, Barcelo-
na, Spain.
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guistic attributes, such as the semantic nature of
the information provided, and distinguished text
units by type of measure, such as non-quantita-
tive (e.g., support for climate change action) and
quantitative (e.g., support for climate change ac-
tion following the Paris Agreement threshold of
1.52C of global warming).*

To ensure the consistency and reliability of the
classification procedure, we conducted a pre-test
to verify the authors’ coding rules and approaches.
We also re-tested the comparability of our results
with the BARTA award scores for companies that
participated in the competition. The coefficient
of agreement, and thus the ratio of pairwise in-
ter-judge agreement to total pairwise judgments,
is above acceptable levels in both cases.

Our model incorporates the two commonly
used independent variables: firm size (log of total
assets)” and industry sensitivity (real estate, con-
struction, and the financial sector).* Our variables
of interest are ownership concentration (% of cap-
ital owned by the largest shareholder)* and CEO
duality (dummy variable for CEO role duality that
takes the value 1 if the CEO and board chair are
the same person, and 0 otherwise).*® In addition,
we use some control variables that have been re-
ported to be significant in driving sustainability
disclosure in emerging economies, including reg-

42 Stacchezzini, R., Melloni, G., Lai, A. (2016). Sustain-
ability management and reporting: the role of in-
tegrated reporting for communicating corporate
sustainability management. Journal of Cleaner Pro-
duction, 136(November), pp. 102-110.

43 Kolsi, M. C., Attayah, O. F. (2018). Environmental
policy disclosures and sustainable development:
Determinants, measure and impact on firm value
for ADX listed companies. Corporate social respon-
sibility and environmental management, 25(5), pp.
807-818.

44 Hassan, A., Elamer, A. A., Fletcher, M., Sobhan, N.
(2020). Voluntary assurance of sustainability re-
porting: Evidence from an emerging economy. Ac-
counting Research Journal, 33(2), pp. 391-410.

45 Faisal, F.,, Situmorang, L. S., Achmad, T., Prastiwi, A.
(2020). The role of government regulations in en-
hancing corporate social responsibility disclosure
and firm value. The Journal of Asian Finance, Eco-
nomics and Business (JAFEB), 7(8), pp. 509-518.

46 Hamad, S., Draz, M. U., Lai, F.-W. (2020). The impact
of corporate governance and sustainability report-
ing on integrated reporting: A conceptual frame-
work. Sage Open, 10(2), pp. 1-15.
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ulation (a dummy variable for mandatory disclo-
sure that takes value 1 for firms subject to man-
datory sustainability disclosure according to the
2016 Law of Georgia, and 0 otherwise),” foreign
ownership (dummy variable that takes value 1if a
firm is owned by a foreign shareholder, and 0 oth-
erwise),*® financial leverage (total liabilities over
total assets),” profitability (net income over total
revenues; with alternative values such as ROA and
ROE),* Big 4 (a dummy variable that takes value 1
if a report was audited by one of the Big 4, and 0
otherwise), and language (a dummy variable that
takes value 1 if the annual report was prepared
both in Georgian and English, and 0 otherwise).”

3. RESULTS AND ANALYSIS
3.1 Descriptive statistics

Table | presents descriptive statistics of the
sustainability scorecard and financial variables
for Georgian listed companies. The average sus-
tainability score stands at 34%, highlighting rel-
atively low disclosure practices compared to EU
standards.® Notably, 22 observations (16%) com-
pletely lack sustainability information. Despite
a nascent regulatory framework, certain for-

47 Faisal, F,, Situmorang, L. S., Achmad, T., Prastiwi, A.
(2020). The role of government regulations in en-
hancing corporate social responsibility disclosure
and firm value. The Journal of Asian Finance, Eco-
nomics and Business (JAFEB), 7(8), pp. 509-518.

48  Matuszak, t., Rozanska, E. (2020). Online corporate
social responsibility (CSR) disclosure in the bank-
ing industry: evidence from Poland. Social Respon-
sibility Journal, 16(8), pp. 1191-1214.

49 Li, D., Huang, M., Ren, S., Chen, X., Ning, L. (2018). En-
vironmental legitimacy, green innovation, and cor-
porate carbon disclosure: Evidence from CDP China
100. Journal of business ethics, 150, pp. 1089-1104.

50 Masoud, N., Vij, A. (2021). The effect of mandatory
CSR disclosure on firms: empirical evidence from
UAE. International Journal of Sustainable Engineer-
ing, 14(3), pp. 378-389.

51 Orazalin, N., Mahmood, M. (2020). Determinants of
GRI-based sustainability reporting: evidence from
an emerging economy. Journal of Accounting in
Emerging Economies, 10(1), pp. 140-164.

52 Gatti, L., Seele, P. (2014). Evidence for the preva-
lence of the sustainability concept in European
corporate responsibility reporting. Sustainability
Science, 9(May), pp. 89-102.

eign-listed entities, particularly banks, demon-
strate robust reporting, adhering to international
standards like the TCFD and disclosing compre-
hensive greenhouse gas emissions data.

The sustainability disclosure scorecard re-
veals an uneven emphasis across its dimensions,
with the general criterion achieving the highest
average at 10.3 points out of 25. This reflects a
trade-off between conciseness and completeness,
where efforts to provide thorough information
might result in lower conciseness scores. The ESG
pillars show varying levels of reporting depth: en-
vironmental issues scored the lowest at 7 points,
governance at 7.7, and social issues at 9.5. Envi-
ronmental disclosures are sparse, with 40% of re-
ports omitting this data entirely, though some en-
gagement in resource use and recycling is noted.

Social sustainability metrics are more consis-
tently addressed, with similar scores across their
sub-pillars. However, while companies often ex-
press a commitment to human rights and gender
equality, actual reporting on relevant KPIs and de-
tailed statistics on gender balance in leadership
remains scarce and skewed. In one of the cases,
although gender balance is postulated as a high
priority, the figures show a female-to-male ratio
of 4 to 1. Gender balance is often interpreted as
having no less than 50% female employees, but
the same does not apply to males.

In the governance dimension, Georgian com-
panies fare better in areas like anti-corruption,
bribery, customer relations, and internal control
mechanisms; however, there is a notable lack
of disclosure concerning political engagements
and lobbying. This omission is particularly evi-
dent among major financial institutions with al-
leged political affiliations, suggesting a deliberate
avoidance of disclosing such sensitive connec-
tions. Moreover, risk mitigation committees rarely
address sustainability issues like climate change,
except in the largest internationally listed banks
(see Table I).
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TABLE I. DESCRIPTIVE STATISTICS OF SUSTAINABILITY DISCLOSURE SCORECARD

AND FINANCIAL VARIABLES

Mean SD Min P25 P50 P75 Max

Part A: Sustainability variables
SUST Score (from max 100): 34.44 25.79 0.00 13.00 32.00 57.50 92.00
GEN Score (from max 25): 10.29 6.77 0.00 5.00 10.00 17.00 24.00
Regulatory basis 2.99 1.74  0.00 2.00 3.00  4.00 6.00
Conciseness 221 1.62 0.00 1.00 2.00 3.00 6.00
Reliability and completeness 2.22 1.63 0.00 1.00 2.00 3.50 6.00
Consistency and comparability 2.86 2.18 0.00 1.00 3.00 4.00 7.00
ENV Score (from max 25): 6.95 7.14 0.00 0.00 6.00 12.50 24.00
Climate change mitigation 1.24 1.36  0.00 0.00 1.00  2.00 5.00
Climate change adaptation 1.05 1.18 0.00 0.00 1.00 2.00 4.00
Water and marine resources 0.77 1.16 0.00 0.00 0.00 1.50 4.00
Resource use and circular economy 1.61 1.68 0.00 0.00 1.00 3.00 4.00
Pollution 1.17 1.34  0.00 0.00 1.00  2.00 4.00
Biodiversity and ecosystems 1.10 1.20 0.00 0.00 1.00 2.00 4.00
SOCL Score (from max 25): 9.50 7.70 0.00 3.00 8.00 18.00 24.00
Equal opportunities 324 274 0.00 1.00 300 550 8.00
Working conditions 3.18 251 0.00 1.00 3.00 5.00 8.00
Respect for human rights 3.08 2.71 0.00 0.00 2.00 6.00 8.00
GOV Score (from max 25): 7.70 6.19 0.00 2.00 7.00 12.00 24.00
The role of adm., manag. and superv. bodies 1.09 1.24 0.00 0.00 1.00 1.00 5.00
Business ethics and corporate culture 1.88 189 000 0.00 1.00  4.00 5.00
Political engagements of the undertaking 0.65 090 0.00 0.00 0.00 1.00 4.00
Management and quality of relationships 1.70 1.63 0.00 0.00 2.00 3.00 5.00
Internal control and risk management systems 2.39 1.56 0.00 1.00 3.00 3.00 5.00

Part B: Financial variables

SIZE (in 1000 GEL) 1202143 3345121 3453 55223 177493 487,741 14,500,000
PROF 6% 39% -104% -3% 9% 27% 68%
LEV 68% 39% 5% 37% 13% 88% 170%

Notes: SUST_Score stands for a sustainability score that varies between 0 and 100 and incorporates
general attributes and ESG metrics of the sustainability disclosure. SIZE is given in 1,000 GEL (3 GEL
=1 USD). SIZE, PROF, and LEV are winsorized at 5%. N=140.

Table | (Part B) details the financial character-
istics of the sample, encompassing profitability,
firm size, and leverage. The average profitability is
6%, with a median of 9%, indicating some variabil-
ity in financial performance among the firms. The
distribution of total assets, measured in thou-
sands of Georgian Lari (GEL), is highly skewed:
while the mean assets amount to GEL 1,202 mil-
lion, influenced by large banks, the 75%" percentile
firm holds considerably less, at GEL 488 million.
This skewness reflects the disproportionate im-
pact of a few large entities on the sample’s av-
erage. The financial leverage across the firms is
substantial yet typical for the sector, with total li-
abilities averaging 68% of total assets, displaying
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a normal distribution across the dataset.

A descriptive table (un-tabulated) drops down
the sustainability disclosure score by industry and
year. The dataset includes four primary industry
groups: finance (39 observations), construction
and real estate (22), manufacturing (32), and a di-
verse “other” category (47 observations), encom-
passing sectors like healthcare, electricity, ac-
commodation, retail, and transport. Sustainability
disclosure varies significantly across industries.
The finance sector leads with a score of 49 out
of 100, reflecting its pivotal economic role and
stringent regulatory oversight. The environmen-
tally sensitive construction and real estate sector
scores 40, outperforming finance in environmen-
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TABLE Il. DETERMINANTS OF SUSTAINABILITY DISCLOSURE.

SUSTAINABILITY DISCLOSURE

SUST Score GEN Score ENV Score SOCL Score GOV Score
Main Independent Variables:
SIZE 0.08*** 0.02%** 0.02*** 0.03*** 0.02***
(8.75) (6.98) (8.28) (9.00) (5.69)
IND_SENSITIVITY 0.08* 0.01 0.01 0.03** 0.03***
(1.82) (0.62) (0.61) (2.36) (2.94)
R? 0.539 0.436 0.456 0.476 0.550
F for R? 80.208*** 52.926*** 57.341%** 62.172%** 83.586***
Variables of Interest
%_LARGEST_OWNER -012* -0.03 -0.07*** -0.02 0.00
(-1.93) (-1.62) (-3.78) (-115) (0.06)
CEO_DUALITY -0.08** -0.02** -0.02 -0.02** -0.02*
(-216) (-212) (-1.52) (212) (-1.96)
AR? 0.056 0.083 0.062 0.046 0.038
F for AR? 4 577F* 5.749%** 4. 271%** 3.195%* 3.048**
Control Variables:
Included Yes Yes Yes Yes Yes
N 140 140 140 140 140
R? 0.61 0.53 0.53 0.56 0.59
R2adj. 0.58 0.49 0.49 0.52 0.56
F-stat 51.53*** 26.46%F* 24, 971%** 51.58*** 55.36***

tal reporting. Manufacturing lags with an average
sustainability score of only 12. The “other” sec-
tors achieve a score of 35. Yearly data shows lit-
tle variation, with scores slightly increasing from
an average of 32-33 points in 2018-2019 to 36-37 in
2020-2021. Sustainability practices, once reported,
tend to persist in subsequent reports, exemplified
by repeated mentions of initiatives like the Green
Box campaign.

Pearson correlations (un-tabulated) highlight
associations between the model variables. The
SUST_Score strongly correlates with its compo-
nents (r > 0.88, p < 0.01) and general attributes (r
= 0.97, p < 0.01). It also has significant correlations
with firm size (r = 0.70), industry sensitivity (r =
0.38), mandatory disclosure (r = 0.38), CEO duality
(r =-0.47), Big &4 (r = 0.37), and reporting language

(r = 0.24), all at p < 0.01. No association is found
between firm profitability and sustainability lev-
els. Variance Inflation Factors (VIFs) remain below
2, confirming no multicollinearity concerns.

3.2 Regression analysis

Table Il presents the results of the OLS fixed
effects regressions on the determinants of sus-
tainability disclosure. The regression for sus-
tainability disclosure (SUST Score) (column 1) is
accompanied by the regressions for the sustain-
ability pillars: general (GEN Score) and ESG (ENV
Score, SOCL Score, and GOV Score) (columns 2-5).

The adjusted R-squared of the SUST Score
model is 58%, implying good power in explaining
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the variation of the sustainability scorecard data
points around their mean. The power of the mod-
el is higher compared to similar studies conducted
in emerging markets.”® The hierarchical model re-
gressions show that firm size (SIZE_log: B = 0.08,
p < 0.01) and industry dummy (IND_SENSITIVITY: B
= 0.08, p < 0.1) are the main drivers of sustainabil-
ity disclosure. They alone can explain 54% of the
variation of the sustainability scorecard around its
mean. Larger companies and those operating in
more regulated sectors provide significantly more
sustainability information than their counterparts.
Larger firms, and hence with more resources, are
more likely to disclose more scrupulous sustain-
ability information, which is consistent with legit-
imacy theory. Size is a significant variable (p < 0.01)
in all five regressions. Larger firms tend to disclose
more on all four pillars: general, environmental,
social, and governance. Including the variables of
interest increases the adjusted R-squared of the
model, but only by 2% (see Table II).

Control variables include: mandatory model
of reporting, profitability, financial leverage, Big4
dummy, financial report language dummy, foreign
ownership, and board diversity. Notes: t statistics
in parentheses; *** p < 0.01; ** p < 0.05; * p < 0.10.
VIF highest value = 2.14.

Observing the coefficients of the variables of in-
terest, we note that the results support both H1and
H2. Ownership concentration (%_LARGEST_OWNER:
B =-012, p <0.1)and CEO duality (CEO_DUALITY: B
= - 0.08, p < 0.05) both have a negative impact on
sustainability disclosure. This implies that compa-
nies with more concentrated ownership are likely
to exert weaker controlling mechanisms, reducing
transparency and accountability, and therefore
tend to provide less detailed sustainability disclo-
sure information. Similarly, companies where CEOs
simultaneously serve as board members and key
decision-makers are also inclined to provide less
comprehensive sustainability disclosures, likely
due to reduced oversight and checks on manage-
ment. These findings align with prior studies, which
suggest that dispersed ownership and indepen-
dent board structures contribute to more robust
sustainability reporting practices.

53 Desai, R. (2022). Determinants of corporate carbon
disclosure: A step towards sustainability reporting.
Borsa Istanbul Review, 22(5), 886-896.
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Conclusion, Discussion, and Limitations

This study investigates the role of CEO dual-
ity and ownership concentration on corporate
sustainability disclosure in the context of Geor-
gia. Based on 140 unique firm-year observations
of the largest (listed) Georgian companies, our
findings suggest a relatively limited prevalence
of sustainability disclosure among firms listed on
the Georgian capital market compared to more
developed contexts.> The observed low level of
sustainability disclosure is likely due to limited
resources and a scarce awareness of the impor-
tance of sustainability disclosure as a tool for
communicating with external stakeholders.

In the context of the pillars of sustainability
disclosure, there is a comparatively stronger em-
phasis on social issues, while environmental is-
sues receive relatively less attention. This finding
is consistent with studies conducted in emerging
markets, suggesting that firms in developing con-
texts often struggle to address both social and
environmental dimensions simultaneously.® Lim-
ited resources coupled with the costs associat-
ed with sustainability disclosure appear to force
firms in developing economies into a trade-off be-
tween the two dimensions. As a result, the social
pillar tends to receive more disclosure, as there
is greater public awareness and direct interest
in working conditions, wages, workplace safety,
and gender equality. This contrasts with the rela-
tively indirect and distant perceptions of climate
change. Societal focus in developing economies is
often on short - and medium-term goals related
to basic human needs, rather than the more fu-
ture-oriented “premium” goals related to environ-
mental protection, which tend to come to the fore
only after immediate needs have been met.*®

At the multivariate level, we show that firm

54  Gatti, L., Seele, P. (2014). Evidence for the preva-
lence of the sustainability concept in European
corporate responsibility reporting. Sustainability
Science, 9(May), pp. 89-102.

55 Ching, H. Y., Gerab, F, Toste, T. H. (2017). The quali-
ty of sustainability reports and corporate financial
performance: Evidence from Brazilian listed com-
panies. Sage Open, 7(2), 2158244017712027.

56 Belal, A. R., Cooper, S. M., Khan, N. A. (2015). Corpo-
rate environmental responsibility and accountabil-
ity: what chance in vulnerable Bangladesh? Critical
Perspectives on Accounting, 33(December), pp. 44-
58.
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size and industry sensitivity are the main drivers
of sustainability disclosure, consistent with prior
studies.” In a developing context with limited ex-
ternal demand, we show that it is the mandatory
nature and thus the regulatory burden that push-
es firms to engage in socially and environmentally
responsible behavior.

Aligning with our hypotheses, we show that
ownership concentration and corporate gover-
nance mechanisms play a significant role in the
propensity of firms to report on sustainability.
Our analysis also suggests that those firms with
a more dispersed ownership structure and sepa-
rate CEO/chair roles report more on sustainabil-
ity issues. These findings are consistent with the
existing literature, which suggests that ownership
dispersion positively impacts the extent of sus-
tainability disclosure.® Furthermore, our study
supports previous research that has found a neg-
ative impact of CEO duality on the extent of sus-
tainability disclosure.”

Better sustainability disclosure practices can
be achieved not only by strengthening external de-
mand for sustainability issues but also by improv-
ing internal corporate governance mechanisms.
The local regulator can play an important role in
improving the sustainability disclosure practices
in Georgia. The current regulatory framework for
non-financial disclosure is general and does not
specify the details, format, and order of sustain-
ability disclosure. With the development of the
European Sustainability Reporting Standards, it is
hoped that the next draft of the Accounting Law of
Georgia will more specifically define the sustain-
ability disclosure requirements.

Nevertheless, our study has some limitations.
First, despite the detailed manual content anal-
ysis of the firm’s annual reports, it is difficult to
assess whether the results can be generalized to

57 Bhatia, A., Tuli, S. (2017). Corporate attributes af-
fecting sustainability reporting: an Indian perspec-
tive. International Journal of Law and Management,
59(3), pp. 322-340.

58  Matuszak, t., R6zanska, E. (2020). Online corporate
social responsibility (CSR) disclosure in the bank-
ing industry: evidence from Poland. Social Respon-
sibility Journal, 16(8), pp. 1191-1214.

59 Lassoued, N., Khanchel, 1. (2023). Voluntary CSR dis-
closure and CEO narcissism: the moderating role of
CEO duality and board gender diversity. Review of
Managerial Science, 17(3), pp. 1075-1123.

the Georgian population or beyond. Our analysis
considers four consecutive years (2018-2021), and
the sample of the largest Georgian firms may not
provide a holistic picture of sustainability dis-
closure in Georgia. Beyond listed companies (as
is the case for Category Ill and IV companies),
sustainability disclosure is likely to be even less
common. Future research could extend our study
using different samples to test our findings. Sec-
ond, measuring the quality of sustainability dis-
closure by quantifying the notional information
provided may be biased because codification is
susceptible to the subjectivity of the context and
the measurer. We evaluated all companies us-
ing the same matrix, with equal weighting given
to the “general” and ESG components. It may be
the case that for a group of companies, report-
ing on certain sustainability elements may be less
relevant due to the nature of their operations. In
addition, different ESG components in the matrix
have different numbers of elements, but the same
weight (25%) is assigned to each, resulting in an
unbalanced score if the scorer assigns the low-
er points with less consideration and the higher
points with more rigor. We compared our findings
to the BARTA award results, and the analysis does
not reveal any material differences. The compar-
ative analysis across companies and sectors also
remains valid. Finally, our models capture some
potentially important determinants of sustain-
ability disclosure, with explanatory power often
exceeding 50%. Nevertheless, future studies could
attempt to measure and include variables such as
media coverage/reach, sustainability awareness,
and so forth, at the firm level.
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Abstract. This research attempts to investigate how uncertainty in fiscal policy (FPU) and monetary
policy (MPU) affects the US energy transition. While previous literature took the total renewable en-
ergy consumption (REC) as an indicator for the energy transition, this study uses different renewable
energies across different sources, including solar, hydropower, wind, and biomass. Then, the novel
multivariate quantile on quantile regression (MQQR) approach and time-varying nonparametric quan-
tile causality (TVNQC) methods were applied in the period from 2000 to 2023. The MQOQ findings
demonstrate a robust asymmetry between MPU, FPU, and all renewable energy sources, where MPU
has the biggest impact, meanwhile, biomass energy has the strongest relationship. This was affirmed
by TVNQC, which reveals a significant time-varying causation impact of MPU and FPU on various re-
newable energy sources; however, the causality becomes weaker during periods of global economic
uncertainty, such as the COVID-19 pandemic and the Russia-Ukraine war. These findings provide a new
insight for policymakers for addressing the energy transition and sustainability challenges.

KEYWORDS: MONETARY POLICY, FISCAL POLICY, ENERGY TRANSITION, RENEWABLE ENERGY,
QUANTILE.
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MOHAMMED AMINE MOUFFOK AND OTHERS

INTRODUCTION

Energy consumption served a crucial role in
the expansion of different types of industries
and the fast rise in the world economy ever since
the start of the Industrial Revolution.! The bulk
of this energy usage comes from polluting and
non-renewable sources, it consequently caused
an unheard-of increase in environmental degra-
dation such as natural disasters, extreme weath-
er events and greenhouse gases emissions,? With
Carbon dioxide (CO,) represent the most signif-
icant component of greenhouse gases, making
up the biggest proportion of their entire amount,
where, the primary cause of the high CO, emis-
sions is the production and consumption of
human’s activities.> Due to climate change and
pollution consequences, the shift to renewable
energy sources is rapidly gaining importance,
whereas transitioning from one or a group of
dominating energy resources to a different type
is referred to as an “energy transition”. Historical
instances include the use of coal instead of wood
during the Industrial Revolution and the use of
kerosene instead of whale oil in the late 1800s.*
Meanwhile, the current energy transition is the
move toward substituting fossil fuels, which have
higher carbon footprints, with cleaner alterna-
tives, notably wind, solar, and biomass energies.
Nevertheless, it is uncommon to entirely replace
a main source of energy transition by an alter-
nate all at once, instead, this transition typically
occurs progressively, beginning with a small per-

1 Chen, P. Y, Chen, S. T., Hsu, C. S., Chen, C. C. (2016).
Modeling the global relationships among econom-
ic growth, energy consumption and CO2 emissions.
Renewable and Sustainable Energy Reviews, 65,
420-431.

2 Hashmi, S. M., Bhowmik, R., Inglesi-Lotz, R., Syed, Q.
R. (2022). Investigating the Environmental Kuznets
Curve hypothesis amidst geopolitical risk: Global
evidence using bootstrap ARDL approach. Envi-
ronmental Science and Pollution Research, 29(16),
24049-24062.

3 Kartal, M. T. (2023). Production-based disaggregat-
ed analysis of energy consumption and CO2 emis-
sion nexus: evidence from the USA by novel dy-
namic ARDL simulation approach. Environmental
Science and Pollution Research, 30(3), 6864-6874.

4 Carley, S., Konisky, D. M. (2020). The justice and eq-
uity implications of the clean energy transition. Na-
ture Energy, 5(8), 569-577.
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centage and increasing to attain a major portion
of the energy consumption’s composition.®

In recent years, the world began to take signif-
icant steps towards energy transition, especially
after the Paris Climate Change Agreement, with a
massive investment push in the renewable energy
generation sector, yet not as fast as anticipated,
despite the proven advantages of renewable en-
ergy.® Besides of relatively low cost of fossil fuels,
there are a number of challenges that impede the
advancement of renewable energy. As an instance,
the high expense of installation, maintenance, and
policy uncertainty.” In light of policy uncertain-
ty, policymakers may shift their attention away
from environmental sustainability toward other
pressing challenges, which negatively affect the
environmental restrictions. Furthermore, it's rea-
sonable for firms to anticipate laxer environmen-
tal regulations in an environment where a high
degree of political uncertainty leads to a greater
emphasis on economic goals.® One of the most
significant policy uncertainties that the energy
transition may encounter is economic policy un-
certainty (EPU), which is defined as the degree of
ambiguity around the government policies, espe-
cially those pertaining to monetary and fiscal pol-
icies, that could significantly affect the business
environment.® Moreover, many research, proved
that EPU have significant impacts on energy gen-

5 Fouquet, R. (2016). Historical energy transitions:
Speed, prices and system transformation. Energy
research & social science, 22, 7-12.

6 Mohsin, M., Taghizadeh-Hesary, F., Igbal, N., Saydal-
iev, H. B. (2022). The role of technological progress
and renewable energy deployment in green eco-
nomic growth. Renewable Energy, 190, 777-787.

7 Lahiani, A., Mefteh-Wali, S., Shahbaz, M., Vo, X. V.
(2021). Does financial development influence re-
newable energy consumption to achieve carbon
neutrality in the USA? Energy Policy, 158, 112524.

8 Xue, C.,, Shahbaz, M., Ahmed, Z., Ahmad, M., Sinha,
A. (2022). Clean energy consumption, economic
growth, and environmental sustainability: what is
the role of economic policy uncertainty? Renew-
able Energy, 184, 899-907.

9 Adedoyin, F. F.,, Zakari, A. (2020). Energy consump-
tion, economic expansion, and CO2 emission in the
UK: the role of economic policy uncertainty. Sci-
ence of the Total Environment, 738, 140014.
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eration (e.g.; Shafiullah et al.;® Yi et al.;" Aslan et
al.?), through price swings and a high reliance on
foreign countries, additionally, the renewable en-
ergy generation and consumption proportions in
a given economy could be influenced by govern-
ment policies, such as subsidies and direct invest-
ment, which aim to improve the macroeconomic
climate for energy supply, as both proportions
increase due to the increased in energy sector in-
vestments. However, EPU has the potential to hin-
der renewable energy generation through price
shocks and fossil fuel shortages.

In contrast to other energy sources, the con-
sumption of renewable energy is directly impacted
by governmental policies, particularly monetary
policy through its impacts on financial invest-
ments. Monetary policy can make it more difficult
for investors to get financing and raise the ini-
tial cost of investing, as well as the bank lending
channel, which rises in response to an increase
in the money supply and consequently boosts in-
vestments. Given that investing in renewable en-
ergy is more expensive and riskier than conven-
tional energy sources, it is extremely susceptible
to changes in monetary policies.” Fiscal policy, on
the other hand, is predicated on altering the level
of the country’s tax base. Tight fiscal policies have
the potential to deter investors, and capital provi-
sion would continue to be a barrier by increasing
the investors’ access to capital costs. However, the
renewable energy industry stands to benefit from
the lax policies, which present a favorable invest-
ment opportunity.* Overall, monetary and fiscal

10 Shafiullah, M., Miah, M. D., Alam, M. S., Atif, M. (2021).
Does economic policy uncertainty affect renewable
energy consumption? Renewable Energy, 179, 1500-
1521.

11 Yi, S., Raghutla, C., Chittedi, K. R., Fareed, Z. (2023).
How economic policy uncertainty and financial
development contribute to renewable energy con-
sumption? The importance of economic globaliza-
tion. Renewable Energy, 202, 1357-1367.

12 Aslan, A, Ilhan, O., Usama, A. M., Savranlar, B., Polat,
M. A., Metawa, N., Raboshuk, A. (2024). Effect of eco-
nomic policy uncertainty on CO2 with the discrim-
ination of renewable and non renewable energy
consumption. Energy, 291, 130382.

13 Razmi, S. F., Moghadam, M. H., Behname, M. (2021).
Time-varying effects of monetary policy on Iranian
renewable energy generation. Renewable Energy,
177, 1161-1169.

14 Chu, L. K., Le, N. T. M. (2022). Environmental quality

policies are both directly and indirectly related
to environmental quality, through their signifi-
cant role in the mitigation of CO, emissions and
financing the world’s energy transition” Further-
more, the renewable energy sector comprises the
various categories of the energy sources, in each
of which has its properties or behavior to policy
measures, where recent studies have highlight-
ed significant heterogeneities within these ener-
gy sectors (e.g. Jurasz et al.;® Liu et al.;” Sinha et
al’®). Hence, it is important to recognize the het-
erogeneous nature of renewable energy sources
when formulating policies, where understanding
how policy uncertainties differentially impact var-
ious renewable energy sectors is critical for both
policymakers and investors aiming to foster sus-
tainable energy development. Additionally, tai-
lored policy interventions that account for the
distinct characteristics of each energy source can
enhance the effectiveness of renewable energy
policies and promote a more efficient transition
to sustainable energy systems.

Despite the growing literature on the nexus
between policy uncertainty and renewable en-
ergy consumption, most existing studies tend to
aggregate overall renewable energy consumption
(REC) data, potentially overlooking the distinct
dynamics present within individual energy sourc-

and the role of economic policy uncertainty, eco-
nomic complexity, renewable energy, and energy
intensity: the case of G7 countries. Environmental
Science and Pollution Research, 29(2), 2866-2882.

15 Fu, H., Guo, W., Sun, Z., Xia, T. (2023). Asymmetric im-
pact of natural resources rent, monetary and fiscal
policies on environmental sustainability in BRICS
countries. Resources Policy, 82, 103444,

16 Jurasz, J., Canales, F. A, Kies, A, Guezgouz, M.,
Beluco, A. (2020). A review on the complementar-
ity of renewable energy sources: Concept, metrics,
application and future research directions. Solar
Energy, 195, 703-724.

17 Liu, R., He, L., Liang, X., Yang, X., Xia, Y. (2020). Is
there any difference in the impact of economic
policy uncertainty on the investment of traditional
and renewable energy enterprises? A comparative
study based on regulatory effects. Journal of Clean-
er Production, 255, 120102.

18 Sinha, A., Murshed, M., Das, N., Saha, T. (2025). Mod-
eling renewable energy market performance under
climate policy uncertainty: A novel multivariate
quantile causality analysis. Risk Analysis. Available
at: <https://doi.org/101111/risa17714>.
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es. The research fills an important knowledge gap
through separate analysis of renewable energy’s
main consumption areas, including solar and hy-
dropower and wind power, and biomass. Moreover,
the complex interplay between monetary policy
uncertainty (MPU) and fiscal policy uncertainty
(FPU) and their effects on energy transition indi-
cators has received limited academic attention.
Most of the prior research focused on how poli-
cy uncertainty affected overall renewable energy
consumption (REC), with limited attention to the
asymmetric impact on various policies and how
they affect energy transition. Hence, the current
research looks at the effects of MPU and FPU on
different types of renewable energy. The United
States was selected for examination in this study,
due to it is both the biggest economy and the
second-highest carbon emitter in the world. Ad-
ditionally, it ranks among the top countries in the
world for the REC (Syed & Bouri, 2022), as it has
come a long way in its energy transition, due to its
significant development in the renewable energy
sector. Yet, the REC makes around only 11.3% of
total energy consumption. Additionally, the study
also makes use of the novel multivariate quantile
on quantile regression (MQQR) and time-varying
nonparametric quantile causality (TVNQC) ap-
proaches. With these methodologies, the impact
of MPU and FPU on each of the renewable energy
segments is examined with a high degree of de-
tail. These approaches offer more robust evidence
on the heterogeneity of the impacts of monetary
and fiscal uncertainties across the different sec-
tors of energy by considering disaggregate renew-
able energy data and using quantile regression
models, which goes much deeper into the nature
of the energy transition, and reveals the unequal
exposure and associated different vulnerabilities
and resilience of those sectors dependent on so-
lar, hydropower, wind and biomass consumption.
Meanwhile, the time-varying analysis allows for
the uncovering of the dynamic nature of these
causal relationships, which can reveal how the
strength and direction of policy impacts can shift
significantly over different periods.

Here is the structured overview of this paper:
Section 2, summarizes the relevant literature on
the subject. Section 3, details the study’s method-
ology and dataset, Section 4 contains the empiri-
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cal results and associated discussions, and the fi-
nal section offers some concluding comments and
implications for policies.

1. LITERATURE REVIEW

The global energy transition has recently re-
ceived more attention from researchers consid-
ering the urgent need to address climate change
and promote sustainable development (e.g. Tian
et al.;”” Elshkaki;®® Hassan et al.?"). In the context of
the U.S energy transition, the literature research-
ers have examined this subject from various per-
spectives over the years. Solomon & Krishna?
compared the United States with France and Bra-
zil in terms of sustainable energy transition. Un-
like the success of France and Brazil in shifting
from an oil-based transportation system to more
sustainable alternatives, the U.S. was unable to
transition from imported oil to a combination
of locally produced energy sources. O'Connor
& Cleveland?® studied the U.S. energy transition
by analyzing the patterns of the consumption of
different energy sources. They reveal that, when
traditional energy is taken into account, energy
intensity in the United States from 1820 to 2010
shows a downward tendency, as opposed to the
inverse U-shaped nexus observed when just
commercial energy is taken into account. Stokes
& Breetz? analyzed the impact of the politics of
U.S. state and federal policy on energy transi-

19  Tian, ), Yu, L, Xue, R., Zhuang, S., Shan, Y. (2022).
Global low-carbon energy transition in the post-
COVID-19 era. Applied energy, 307, 118205.

20  Elshkaki, A. (2023). The implications of material and
energy efficiencies for the climate change mitiga-
tion potential of global energy transition scenarios.
Energy, 267, 126596.

21 Hassan, Q., Viktor, P., Al-Musawi, T. J., Ali, B. M., Alg-
buri, S., Alzoubi, H. M., et al. (2024). The renewable
energy role in the global energy Transformations.
Renewable Energy Focus, 48, 100545.

22 Solomon, B. D., Krishna, K. (2011). The coming sus-
tainable energy transition: History, strategies, and
outlook. Energy policy, 39(11), 7422-7431.

23 O’Connor, P. A, Cleveland, C. ). (2014). US energy
transitions 1780-2010. Energies, 7(12), 7955-7993.

24 Stokes, L. C., Breetz, H. L. (2018). Politics in the US
energy transition: Case studies of solar, wind, bio-
fuels and electric vehicles policy. Energy Policy, 113,
76-86.
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tion, using a variety of renewable energy sectors.
The finding shows that Similar trends can be ob-
served in various industries: emerging technolo-
gy is misappreciated or misinterpreted, high-en-
ergy costs present windows of opportunity for
legislation, Policies are gradually expanded once
they are enacted, and growing political intrigue
is a result of established technology’'s danger
to the status quo. The study of Mayer® investi-
gated whether community economic identity,
elite political affiliation, and ideological cues
raise the support for energy transition in mul-
tiple U.S. states. Study findings indicate that lo-
cal policymakers who see fossil fuels as relevant
to their area are more likely to back the energy
transition, although community economic iden-
tities centered around renewable energy sourc-
es might not increase endorsement. Surprising-
ly, elite partisan cues did not affect opinions of
the energy transition, while party membership
was a strong predictor. Karapin? analyzed sev-
eral eras of renewable energy policymaking at
the federal and state levels. A detrimental im-
pact of federalism was found on national poli-
cies pertaining to the U.S energy transition, given
the way its federalist institutions combine with
polarization within the parties and a robust fos-
sil fuel sector domestically. Similarly, Roemer &
Haggerty? evaluated how state and federal poli-
cy in the United States West's rural coal commu-
nities facilitate or impede transition planning.
It is discovered that Coal areas are shown to be
more unpredictable due to the absence of a na-
tional energy transition program, leading to the
emergence of two separate and divergent policy
pathways at the state level. Hammond & Brady?

25  Mayer, A. (2019). National energy transition, local
partisanship? Elite cues, community identity, and
support for clean power in the United States. Ener-
gy Research & Social Science, 50, 143-150.

26  Karapin, R. (2020). Federalism as a double-edged
sword: the slow energy transition in the United
States. The Journal of Environment & Development,
29(1), 26-50.

27 Roemer, K. F.,, Haggerty, ). H. (2021). Coal communi-
ties and the US energy transition: A policy corridors
assessment. Energy Policy, 151, 112112.

28  Hammond, D. R., Brady, T. F. (2022). Critical minerals
for green energy transition: a United States per-
spective. International Journal of Mining, Reclama-
tion and Environment, 36(9), 624-641.

analyzed how critical minerals affect the U.S. en-
ergy transition using greenhouse gas emissions.
They found that the availability of critical min-
erals will not allow for the green energy tran-
sition, and that the price of these commodities
will drive up the cost of green energy; moreover,
the U.S. government will persist in obstructing
any agreement on a clear strategy to promote
domestic mineral production. Hincapie-Ossa et
al® assessed the county-level economic vulner-
ability to U.S. energy transition, using a machine
learning method. The results show that counties
with a high concentration of coal mining have a
notably lower capacity to handle economic hard-
ship. Using a multivariate quantile on quantile
regression, Usman et al*® examined how residen-
tial energy use affects U.S energy transition pol-
icies. The findings show that the clean electricity
transition across quantiles is positively impacted
by household energy-related efficiency.

Despite the existence of literature that cov-
ered the effect of EPU on U.S. energy transition
(e.g., Nakhli et al.;*' Ayhan et al.;*2 Husain et al.;*).
The literature is still limited in terms of monetary
and fiscal policies on REC. Sohail et al** inves-

29 Hincapie-Ossa, D., Frey, N., Gingerich, D. B. (2023).
Assessing county-level vulnerability to the ener-
gy transition in the United States using machine
learning. Energy Research & Social Science, 100,
103099.

30 Usman, 0., lorember, P. T., Ozkan, O., Alola, A. A.
(2024). Dampening energy security-related un-
certainties in the United States: The role of green
energy-technology investment and operation of
transnational corporations. Energy, 289, 130006.

31 Nakhli, M. S., Shahbaz, M., Jebli, M. B., Wang, S.
(2022). Nexus between economic policy uncertain-
ty, renewable & non-renewable energy and carbon
emissions: contextual evidence in carbon neutrali-
ty dream of USA. Renewable Energy, 185, 75-85.

32 Ayhan, F, Kartal, M. T, Kili¢ Depren, S., Depren, 0.
(2023). Asymmetric effect of economic policy uncer-
tainty, political stability, energy consumption, and
economic growth on CO2 emissions: evidence from
G-7 countries. Environmental Science and Pollution
Research, 30(16), 47422-47437.

33 Husain, S., Sohag, K., Wu, Y. (2024). The responsive-
ness of renewable energy production to geopoliti-
cal risks, oil market instability and economic policy
uncertainty: Evidence from United States. Journal
of Environmental Management, 350, 119647.

34 Sohail, M. T., Xiuyuan, Y., Usman, A., Majeed, M. T,,
Ullah, S. (2021). Renewable energy and non-renew-
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tigated asymmetry between MPU and both REC
and non-REC, using a nonlinear-ARDL model. The
findings show that whereas reduced MPU has a
considerable positive impact on U.S. REC, yet,
MPU’s measurement has negligible effects over
the short and long terms. While it has short - and
long-term negative effects on non-REC, when
there is increasing U.S. monetary policy uncer-
tainty. Jamil et al*® used the ARDL approach to
analyze the effect of MPU, FPU, and trade policy
uncertainty on the U.S. energy transition. They
found that whereas FPU increases the genera-
tion of renewable energy, MPU decreases it both
in the short and long terms. Furthermore, the
production of renewable energy is unaffected by
trade policy uncertainties. Hashmi et al*® stud-
ied the relationships between U.S monetary pol-
icy and REC. The results show that expansionary
monetary policy encourages REC in both the long
- and short-term and vice versa. Additionally,
monetary policy has a rather large impact in the
short term. By applying the STIRPAT approach,
Sun et al.” examined how monetary and fiscal
policy affected the G7 nations’ REC. The empirical
findings indicate that the increased fiscal policy
contributes significantly to REC. Where Bildirici
et al® analyzed the U.S. monetary and fiscal pol-
icy causal impact on CO2 emissions as an indi-
cator of U.S. energy transition using a nonlinear

able energy consumption: assessing the asymmet-
ric role of monetary policy uncertainty in energy
consumption. Environmental Science and Pollution
Research, 28, 31575-31584.

35  Jamil, M., Ahmed, F, Debnath, G. C., Bojnec, S.
(2022). Transition to renewable energy production
in the United States: The role of monetary, fiscal,
and trade policy uncertainty. Energies, 15(13), 4527.

36 Hashmi, S. M., Syed, Q. R,, Inglesi-Lotz, R. (2022).
Monetary and energy policy interlinkages: The case
of renewable energy in the US. Renewable Energy,
201, 141-147.

37 Sun, C.,, Khan, A, Liu, Y., Lei, N. (2022). An analysis of
the impact of fiscal and monetary policy fluctua-
tions on the disaggregated level renewable energy
generation in the G7 countries. Renewable Energy,
189, 1154-1165.

38  Bildirici, M., Cirpicy, Y. A, Ersin, 0. 0. (2023). Effects
of Technology, Energy, Monetary, and Fiscal Policies
on the Relationship between Renewable and Fossil
Fuel Energies and Environmental Pollution: Nov-
el NBARDL and Causality Analyses. Sustainability,
15(20), 14887.
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bootstrapping ARDL to generalize the nonlinear
bootstrapping Granger causality test. The results
reveal that monetary and fiscal policy exhibit an
asymmetrical impact in both the short and long
run. While the contractionary or expansionary ef-
fects of fiscal measures raise CO2 emissions, the
expansion of monetary policies drives down C02
emissions.

In general, the prior research regarding the
effects of MPU and FPU on REC that we highlight
in this paper has provided mixed findings, where
REC has often been considered a single variety.
Meanwhile, looking at the evolution of renew-
ables specifically, the market for renewable en-
ergy sources is quite diverse, which means that
the market for one source may react differently
to changes in policy compared to another source.
On the other hand, while some studies have be-
gun to address these issues, there is a clear need
for further research employing advanced econo-
metric techniques such as multivariate quantile
on quantile regression and time-varying non-
parametric quantile causality, that can capture
both the asymmetric and dynamic nature of poli-
cies impacts across various quantiles of different
sources of REC. Addressing this gap would pro-
vide a more granular understanding of how dis-
tinct facets of policy uncertainty shape the en-
ergy transition practically in the U.S., ultimately
offering more precise insights for policymakers
and investors.

2. METHODOLOGY
2. Data

The research dataset contains different re-
newable energy consumption of the four main
sources, obtained from U.S. Energy Information
Administration, namely, solar (SLR), hydropower
(HDR), wind (WND), and biomass (BIO), all mea-
sured in Trillion BTU. In addition to the Monetary
Policy Uncertainty index (MPU) and Fiscal Policy
Uncertainty index (FPU), collected from Federal
Reserve Economic Data. Monthly data was used
for all variables within the U.S., in the period from
January 2000 to November 2023, with 287 Obser-
vations, as displayed in Table 1.
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TABLE 1: DESCRIPTIVE STATISTICS

DIMENSIONS SLR HDR WND BIO MPU FPU
MEAN 5.468647 76.40581 15.64287 298.5753 95.56030 115.7532
MEDIAN 5.259000 74.36400 8.433000 282.4580 80.11704 94.10752
MAX 12.33600 1111870 59.62900 422.7210 407.9409 374.3071
MIN 2.742000 50.30200 1126000 199.3700 17.61623 23.05206
STD. DEV 1.952529 13.95430 15.37902 63.4279%4 59.74956 75.91071
SKEWNESS | 1.372412 0.305525 1.018587 0.353982 1.979924 1.245514
KURTOSIS 5.178907 2429005 2.861114 1.735928 8.778054 4120823
SUM 913.2640 12759.77 2612.359 49862.07 15958.57 19330.78
JB 85.46011* 1215166 * 29.01183* 14.60617* 341.4197* 51.91936*

Note: * stands for P<0.01.
Source: Author’s research in R-studio.

2.2. Empirical methods
2.21. MQOQ method

The study analyzed the asymmetric effect of
MPU and FPU on REC as a proxy for energy tran-
sition by applying the MQQR approach, which was
employed in many recent studies about renewable
energy (e.g.,, Sinha et al;* Abbas et al;*® Usman et
al.). This approach is considered an extension
of Sim & Zhou’s*? quantile on quantile regression
(QQR), which functions in a bivariate frame and
provides a combination of nonparametric estima-
tion and quantile regression. Nevertheless, there’s
a possibility that this approach will suffer from
omitted series bias. Meanwhile, MQOQ approach

39 Sinha, A., Ghosh, V., Hussain, N., Nguyen, D. K., Das,
N. (2023). Green financing of renewable energy gen-
eration: Capturing the role of exogenous modera-
tion for ensuring sustainable development. Energy
Economics, 126, 107021.

40  Abbas,S., Saha, T, Sinha, A. (2024). Price response of
top-five renewable energy firms to Russia-Ukraine
conflict: An advanced quantile analysis to achieve
net-zero in United States of America. Journal of
Cleaner Production, 141153.

41 Usman, 0., lorember, P. T.,, Ozkan, O., Alola, A. A.
(2024). Dampening energy security-related un-
certainties in the United States: The role of green
energy-technology investment and operation of
transnational corporations. Energy, 289, 130006.

42 Sim, N., Zhou, H. (2015). Qil prices, US stock return,
and the dependence between their quantiles. Jour-
nal of Banking & Finance, 55, 1-8.

enables to examination of the standalone impact
of each variable after controlling for confounding
factors, by evaluating the dependent and inde-
pendent variables’ quantiles.

With Y as the dependent variable and X, X, ...
X_as the independent variables, the MQQR model
for the Y and X relationship across different quan-
tiles (0,05-0,95) can be described as follows:

Yy = ao(8, 71,72 .. Tp) + @1 (8, 7)) (X1 — X1™) +

+ CZZ((S, TZ)(XZL“ - XZTZ) tored aZ(&Tn)(Xnt - Xn‘r“) + 55

Where: represent the quantiles of X, X, ... X re-
spectively, indicates the quantile of ¥, and is the
error with a zero —quantile. Since the QQR method
relies on the bandwidth size being appropriately
picked, we will next set it to 0.05 for our MQQR
models.

2.2.2. TVNQC method
Following Adebayo,” this study uses the
time-varying nonparametric quantile causality
(TVNQC) method presented by Olasehinde-Wil-
liams et al. (2023), which uses the time-varying
nonparametric quantile causality (NQC) approach
of Balcilar et al. (2016) in rolling sub-sample win-

43 Adebayo, T. S. (2024). Do uncertainties moderate
the influence of renewable energy consumption on
electric power CO2 emissions? A new policy insight.
International Journal of Sustainable Development
& World Ecology, 31(3), 314-329.
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TABLE 2: UNIT ROOT TESTS

ADF PP
L FD L FD
SLR -2.580065 -2.580065 -4.014288** -4.014635*
HDR -3.473096 -3.473096* -3.469933* -3.470179*
WND -4.018349 -4.018349* -4.014288** -4.014635*
BIO -4.018748* -2.580065** -4.014288* -4.014635**
MPU -3.469933* -3.470179* -3.469933* -3.470179*
FPU -4.014288* -4.014986* -4.014288* -4.014635*

Note: L, FD, * and ** stand for level, first difference, P<0.01, and P<0.05, respectively.

Source: Author’s research in R-studio

dows to analyze the study’s dependent and inde-
pendent variables’ dynamic causal relationship.
This method offers a more comprehensive view of
the causal quantile effect among the study vari-
ables and exhibits greater robustness against er-
rors of misspecification (Mouffok & Mouffok:).

3. RESULTS AND DISCUSSION
3.1. Unit root and nonlinear tests

Firstly, we ascertain the variables’ levels of sta-
tionarity using Augmented Dickey-Fuller (ADF) and
Phillips-Perron (PP) as two distinct unit root tests
in order to obtaining accurate results. According
to the findings of the tests listed in Table 2, the
null hypothesis can be rejected in the level series

at the 1% level of significance, except for SLR and
WND, where their stationarity can be confirmed at
the 5% level of significance (see Table 2).

Brock et al.** BDS test is employed to assess
nonlinearity of the study variables. Based on the
results of Table 3, the null hypothesis of linearity
for all the variables is rejected, as such, there is a
nonlinear tendency in SLR, HDR, WND, BIO, MPU
and FPU (see Table 3).

3.2. MQQR results

Figure 1 presents the slope coefficient esti-
mates of the impact of the 1 quantile of MPU in
the presence of FPU and of FPU in the presence of
MPU on the quantile of SLR at various values of 6
and T. According to Figure 2 (a), MPU has a positive

44 Mouffok, M. A., Mouffok, O. (2025). Wavelet-quantile 45 Broock, W. A., Scheinkman, J. A., Dechert, W. D., LeB-
analysis of the nexus between economic policy un- aron, B. (1996). A test for independence based on
certainty and sustainable markets: An ESG context. the correlation dimension. Econometric reviews,
Journal of Cleaner Production, 145574. 15(3), 197-23.

TABLE 3: BDS TESTS

DIMENSIONS SLR HDR WND BIO MPU FPU
M2 2.6063* -2.9798* -3.0872* -2.3952* -2.8372* -2.0332**
M3 2.7115* -3.5984* -2.5880* -2.3765* -2.9108* -2.2173*
M4 2.9399* -3.6102* -2.6523* -2.7920* -3.0597* -2.4400%
M5 3.5918* -3.2922* -2.7895* -2.5293* -3.2438* -3.0925*
M6 3.4648* -3.0245* -4,3491* -2.7778* -3.4058* -3.1268*

Note: * stands for P<0.01.
Source: Author’s research in R-studio
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FIGURE 1: MQQR PLOTS OF THE IMPACT OF MPU AND FPU ON SLR

(a) SLR = f (MPU, FPU)
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Source: Author’s research in MATLAB

impact on SLR at the low quantiles of MPU (0.23 to
0.43) and the high quantiles of SLR (0.66 to 0.90).
This finding suggests that when the level of MPU
is relatively low, any increase in uncertainty may
actually coincide with or even promote higher
levels of solar energy consumption, perhaps re-
flecting a scenario where low uncertainty encour-
ages investment in renewable energy projects at
times when the solar sector is already performing
strongly. Conversely, when the analysis shifts to
the higher MPU, it has a negative impact on SLR
at the high quantiles of MPU (0.80 to 0.90) and the
medium and high quantiles of SLR (0.66 to 0.90).
This inversion could indicate that when mone-
tary policy uncertainty is elevated, it dampens
solar energy investments or adoption, especially
in segments of the market that are otherwise ro-
bust, possibly due to risk aversion or tighter credit
conditions affecting capital-intensive renewable
projects. In addition. Figure 2 (b) shows that at the
low and medium quantiles of FPU (0.05 to 0.50),
the impact of FPU on SLR is negative at low and
medium quantiles of SLR (0.05 to 0.52) and posi-
tive at the high quantiles of SLR (0.57 to 0.90). This
pattern might suggest that, under relatively sta-
ble fiscal conditions, increases in uncertainty can
have a dual character, suppressing solar energy
consumption when the sector is underperform-
ing but stimulating it when the sector is already

(b) SLR= f (FPU, MPU)

10.03
< 0.025
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0.005
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0.015

-0.02
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in a high-consumption phase, potentially due to
strategic adjustments by market participants who
perceive uncertainty as a signal to capitalize on
favorable conditions. While at the high quantiles
of FPU (0.71 to 0.90), the impact of FPU on SLR is
positive at the low and medium quantiles of SLR
(0.05 to 0.61) and negative at the high quantiles
of SLR (0.76 to 0.90). This reversal could imply
that under conditions of high fiscal uncertainty,
lower-performing segments of the solar energy
market might experience a boost, possibly due to
government interventions or reallocation of re-
sources—while the sectors already enjoying high
levels of solar consumption become adverse-
ly affected, perhaps due to market saturation or
increased competition for limited fiscal support.
The findings confirm the previous studies (e.g.,
Sohail et al.;¢ Khan & Su;“ Liu et al.“8).

46 Sohail, M. T,, Xiuyuan, Y., Usman, A., Majeed, M. T,,
Ullah, S. (2021). Renewable energy and non-renew-
able energy consumption: assessing the asymmet-
ric role of monetary policy uncertainty in energy
consumption. Environmental Science and Pollution
Research, 28, 31575-31584.

47 Khan, K., Su, C. W. (2022). Does policy uncertain-
ty threaten renewable energy? Evidence from G7
countries. Environmental Science and Pollution
Research, 29(23), 34813-34829.

48  Liu, K, Luo, J., Faridi, M. Z,, Nazar, R., Ali, S. (2025).
Green shoots in uncertain times: Decoding the
asymmetric nexus between monetary policy un-
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FIGURE 2: MQQR PLOTS OF THE IMPACT OF MPU AND FPU ON HDR

(a) HDR= f (MPU, FPU)
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Figure 2 shows the slope coefficient estimates
of the impact of the ™ quantile of MPU in the
presence of FPU and of FPU in the presence of
MPU on the quantile of HDR at various values of 6
and T. From Figure 3 (a), we note that the HDR was
positively impacted by MPU at all quantile levels
of MPU (019 to 0.90) and the medium quantiles
of HDR (0.47 to 0.71). This suggests that during
periods of medium hydropower consumption, in-
creases in MPU are associated with enhanced HDR
activity. One interpretation of this finding is that,
under moderate levels of hydropower usage, mon-
etary uncertainty might encourage a reallocation
of capital towards renewable energy investments,
thereby bolstering hydropower initiatives. Also, it
was negatively impacted by MPU at the low and
high quantiles of HDR (0.14 to 0.42; 0.76 to 0.90).
This could be indicative of scenarios where either
a low base level of hydropower consumption or an
already saturated market becomes more vulnera-
ble to the destabilizing effects of monetary uncer-
tainty. In low-consumption settings, even modest
uncertainty might deter further investment, while
in high-consumption scenarios, the added uncer-
tainty might constrain additional expansion by
heightening risk perceptions among investors. In
Figure 3 (b), MPU has a positive impact on HDR at

certainty and renewable energy. Energy & Environ-
ment.
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the low and high quantiles of MPU (0.05 to 0.33,
0.61 to 0.90) and the low and high quantiles of
HDR (0.05 to 0.42, 0.76 to 0.90). This positive re-
lationship may imply that in conditions of rela-
tively low or very high fiscal uncertainty, perhaps
hydropower consumption benefits through tar-
geted policy measures or compensatory invest-
ments that offset uncertainty. Meanwhile, it has a
negative impact on HDR at the medium quantiles
of MPU (0.38 to 0.71) and SLR (0.47 to 0.71). This
negative impact at moderate levels might signal
that during periods of middling fiscal uncertain-
ty, the market experiences conflicting signals that
lead to hesitancy or misallocation of resources,
thereby stifling hydropower development. These
results are consistent with prior studies (e.g., Xue
et al.;** Yi et al.;*° Dai et al. 2025%).

49 Xue, C., Shahbaz, M., Ahmed, Z., Ahmad, M., Sinha,
A. (2022). Clean energy consumption, economic
growth, and environmental sustainability: what is
the role of economic policy uncertainty? Renew-
able Energy, 184, 899-907.

50 Vi, S., Raghutla, C., Chittedi, K. R., Fareed, Z. (2023).
How economic policy uncertainty and financial
development contribute to renewable energy con-
sumption? The importance of economic globaliza-
tion. Renewable Energy, 202, 1357-1367.

51 Dai, J., Farooq, U., Alam, M. M. (2025). Navigating en-
ergy policy uncertainty: Effects on fossil fuel and
renewable energy consumption in G7 economies.
International Journal of Green Energy, 22(2), 239-252.
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FIGURE 3: MQQR PLOTS OF THE IMPACT OF MPU AND FPU ON WND

(a) WND= f (MPU, FPU)
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Source: Author’s research in MATLAB

Figure 3 presents the slope coefficient esti-
mates of the impact of the ™ quantile of MPU in
the presence of FPU and of FPU in the presence of
MPU on the quantile of WND at various values of 6
and . Figure 4 (a) shows that at the medium quan-
tiles of WND (0.51 to 0.57), the impact of MPU on
WND is positive. This suggests that under moder-
ate levels of WND, an increase in MPU might spur
investment or operational activity in wind energy.
This could be interpreted as market participants
perceiving moderate uncertainty as a precursor to
potential corrective actions or policy adjustments
that might benefit the wind energy sector. Yet, the
impact becomes negative at the low quantiles of
WND (0.05 to 0.41) and at the medium and high
quantiles of MPU (0.47 to 0.90), indicating that
when wind energy consumption is already at a
subdued level or medium to high level of MPU,
any increase in monetary uncertainty may exacer-
bate investor hesitancy or reduce the flow of cap-
ital necessary for growth in the sector. Meanwhile,
the impact of FPU on WND at the all-quantiles lev-
els of FPU and WND is positive, with the highest
and most significant impact at the high quantiles
of FPU (0.80 to 0.90) and the low quantiles of WND
(0.05 to 0.19), as shown in Figure 4 (b). the con-
sistently positive impact across all quantiles sug-
gests that fiscal policy uncertainty may catalyze
enhancing wind energy consumption, potentially

(b) WND= f (FPU, MPU)
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by fostering a reallocation of resources towards
more sustainable and economically viable ener-
gy alternatives in times of fiscal unpredictabili-
ty, which minimize the shifting to non-renewable
alternatives and support the investment in wind
energy than other renewable sources (Johnston &
Yang;*? Chen®).

Figure 4 demonstrates the slope coefficient
estimates of the impact of the " quantile of MPU
in the presence of FPU and of FPU in the presence
of MPU on the quantile of BIO at various values
of & and . Figure 5 (a) outcomes show that MPU
has a negative impact on BIO at the all quantiles
levels of MPU (0.05 to 0.90) and the low and high
quantiles of BIO (0.05 to 0.47; 0.61 to 0.71) This
suggests that when biomass consumption is ei-
ther relatively low or within a specific high range,
increased monetary uncertainty tends to depress
investment or operational activities in the bio-
mass sector. It is conceivable that in these seg-
ments, heightened MPU exacerbates risk aversion
among investors or signals tighter credit condi-
tions, thus leading to reduced capital flows into
biomass projects. While the relationship reverses

52 Johnston, S., Yang, C. (2019). Policy uncertainty and
investment in wind energy. Working Paper.

53 Chen, L. (2024). The Dynamic Efficiency of Policy Un-
certainty: Evidence from the Wind Industry. Work-
ing Paper.
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FIGURE 4: MQQR PLOTS OF THE IMPACT OF MPU AND FPU ON BIO

(a) BIO= f (MPU, FPU)
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at the medium and high quantiles of BIO (0.66 to
0.71, 0.76 to 0.90). This implies that when the bio-
mass consumption is high, increased monetary
uncertainty might spur a reallocation of resources
or foster a competitive environment that benefits
the biomass sector. This positive effect could be
interpreted as market participants perceiving un-
certainty as an opportunity to shift investments
towards biomass, possibly due to its relative re-
silience or because of supportive measures that
come into play during periods of heightened
monetary instability. Figure 5 (b) affirms that at
the low quantiles of FPU (0.05 to 0.41), suggesting
that even in relatively stable fiscal environments,
the increases in FPU can have a dampening effect
on biomass consumption when the sector is al-
ready underperforming. The impact of FPU on BIO
is positive at medium and high quantiles of BIO
(0.42 t0 0.90) and it’s negative at the low quantiles
of BIO (0.05 to 0.42). This hints that when biomass
consumption is more robust, the increases in fis-
cal uncertainty may be associated with proactive
adjustments, while in more uncertain fiscal set-
tings, even the lower-performing BIO might ben-
efit from targeted fiscal interventions or a rebal-
ancing of resource allocation. For the low medium
and high quantiles of FPU (0.41 to 0.90), the impact
of FPU on BIO is positive at low quantiles of BIO
(0.05 to 0.42) and it's negative at the medium and
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(b) BIO= f (FPU, MPU)

high quantiles of BIO (0.42 to 0.90), which implies
that for the periods that already exhibiting higher
levels of biomass consumption, increased fiscal
uncertainty may hinder further growth, possibly
due to market saturation or the adverse effects of
broader economic instability. These outcomes are
in line with past studies (e.g., Zhang & Razzaq;*
Qamruzzaman et al.*s).

Overall, the MPU and FPU have an asymmetric
relationship with different U.S REC sources at the
majority of combinations of quantiles. In partic-
ular, MPU exerts the most pronounced and mul-
tifaceted influence on the U.S. energy transition,
where MPU tends to have substantial positive or
negative impacts on REC depending on the pre-
vailing market conditions. Meanwhile, FPU also af-
fects these energy sources, yet its effects are gen-
erally less dramatic than those of MPU. Moreover,
biomass energy consistently shows the strongest
relationship with both MPU and FPU.

54  Zhang, R. )., Razzaq, A. (2022). Influence of econom-
ic policy uncertainty and financial development on
renewable energy consumption in the BRICST re-
gion. Renewable Energy, 201, 526-533.

55 Qamruzzaman, M., Karim, S., Jahan, 1. (2022). Nexus
between economic policy uncertainty, foreign di-
rect investment, government debt and renewable
energy consumption in 13 top oil importing nations:
Evidence from the symmetric and asymmetric in-
vestigation. Renewable Energy, 195, 121-136.
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3.3. TVNQC results

The study applies the time-varying nonpara-
metric quantile causality (TVNQC) to determine
the causal influence of MPU and FPU on SLR, HDR,
WND, and BIO in the US, using a rolling window
size of 3 years. Figure 5 presents the time-varying
causal impact of MPU on SLR, HDR, WND, and BIO.
We note that the time-varying causality between
MPU and renewable energies consumption is con-
centrated at the all-quantiles levels (0.10 to 0.90).
This wide distribution indicates that the effect of
MPU permeates nearly all levels of renewable en-
ergy consumption, reflecting the pervasive nature
of monetary uncertainty across different market
conditions. Notably, the causality exhibits signifi-
cant temporal variation, with marked intensifica-
tion during the 2005-2009 and 2011-2015 periods.
These intervals likely coincide with episodes of
heightened macroeconomic turbulence, such as
the global financial crisis and subsequent recov-

ery phases, when fluctuations in monetary poli-
cy were more pronounced and, as a result, had a
stronger spillover effect on investment decisions
and operational activities within the renewable
energy sector. Conversely, the period from 2020 to
2023 shows a weakened causal relationship, sug-
gesting that recent developments, including shifts
in the global economic environment, changes in
policy frameworks, or evolving market conditions,
have mitigated the influence of monetary policy
uncertainty on renewable energy investments.
Furthermore, SLR emerges as the most sensitive
to MPU fluctuations, displaying the highest level
of causality. This pronounced sensitivity could be
attributed to the capital-intensive nature of so-
lar projects and the sector’s reliance on rapidly
evolving technological and financial conditions,
which make it more reactive to shifts in monetary
policy. On the other hand, HDR shows the lowest
causality with MPU, suggesting a relative insensi-
tivity that might stem from the mature, long-term

FIGURE 5: TVNQC PLOTS OF CAUSAL IMPACT OF MPU ON SLR, HDR, WND, AND BIO.
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infrastructure characteristic of hydropower proj-
ects, which are typically less vulnerable to short-
term monetary fluctuations. This confirms the pri-
or research (e.g., Lu et al.;* Li et al.;¥’ Wang et al.*)
(see Figure 5).

Figure 6 shows the time-varying causal impact
of FPU on SLR, HDR, WND, and BIO. The results dis-
play that the time-varying causality between FPU
and renewable energies consumption is appear-
ing at the low, medium, and high quantiles (0.15 to

56 Lu, Z., Zhu, L., Lau, C. K. M., Isah, A. B., Zhu, X. (2021).
The role of economic policy uncertainty in re-
newable energy-growth nexus: evidence from the
Rossi-Wang causality test. Frontiers in Energy Re-
search, 9, 750652.

57 Li, Z. Z., Su, C. W., Moldovan, N. C., Umar, M. (2023).
Energy consumption within policy uncertainty:
Considering the climate and economic factors. Re-
newable Energy, 208, 567-576.

58 Wang, K. H., Wen, C. P,, Liu, H. W., Liu, L. (2023). Pro-
motion or hindrance? Exploring the bidirection-
al causality between geopolitical risk and green
bonds from an energy perspective. Resources Poli-
cy, 85, 103966.

0.80). This broad range implies that fiscal policy
uncertainty does not solely affect extremely low or
high consumption levels; rather, its impact is dis-
tributed across the entire consumption spectrum.
However, the causality is not static over time. In-
stead, it exhibits clear temporal fluctuations, with
pronounced periods of stronger causality during
20112015 and again in 2017-2019. These intervals
may correspond to periods when fiscal policy was
undergoing significant shifts or when macroeco-
nomic conditions heightened fiscal risks, thereby
exerting more substantial influence on investment
decisions and consumption patterns within the
renewable energy sectors. Meanwhile, the period
from 2020 to 2023 is characterized by a relative-
ly weaker causal linkage, possibly reflecting the
sensitivity of the causal nexus between FPU and
REC to the changes in policy responses, market
destabilization, global economic crisis, and rising
geopolitical risks. Among the four energy types,
BIO exhibits the strongest causal relationship
with FPU, suggesting that fluctuations in fiscal un-

FIGURE 6: TVNQC PLOTS OF THE IMPACT OF FPU ON SLR, HDR, WND, AND BIO.
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certainty are most keenly felt in the biomass sec-
tor. This heightened sensitivity may be due to the
capital-intensive and policy-dependent nature of
biomass investments, where fiscal signals play a
critical role in driving financing decisions and op-
erational adjustments. In contrast, SLR shows the
weakest causal connection with FPU, indicating
that the solar sector might be less vulnerable to
fiscal uncertainty, potentially due to more diversi-
fied financing structures, technological advance-
ments, or stronger policy support that cushions
against fiscal fluctuations. These findings coincide
with past studies research (e.g., Su et al.;* Wang et
al.;% Zhao et al.?")

CONCLUSION

The present research delves into the asymmet-
ric impact of monetary and fiscal policy uncertain-
ty on energy transition in the United States, using
U.S renewable energy consumption from solar, hy-
dropower, wind and biomass as proxy US energy
transition, with monthly data spanning from Jan-
uary 2000 to November 2023, by applying the mul-
tivariate quantile on quantile approach (MQOQ)
and time-varying nonparametric quantile causality
(TVNQC) approaches. The MQOQ results show that
U.S. monetary and fiscal policy uncertainty indexes
have a significant asymmetric impact on different
renewable energy consumption, where the mon-
etary policy uncertainty index has the bigger im-
pact, while renewable energy consumption from
biomass has the strongest relationship with mone-
tary and fiscal policy uncertainty indexes than the
author’s sources. The TVNQC outcomes reveals a
strong time-varying causality of U.S. monetary and
fiscal policy uncertainty indexes with all renewable
energies consumption sources, except for the peri-

59 Su, C. W., Khan, K., Umar, M., Zhang, W. (2021). Does
renewable energy redefine geopolitical risks?. En-
ergy Policy, 158, 112566.

60  Wang, X, Li, J.,, Ren, X. (2022). Asymmetric causali-
ty of economic policy uncertainty and oil volatility
index on time-varying nexus of the clean energy,
carbon and green bond. International Review of Fi-
nancial Analysis, 83, 102306.

61 Zhao, Z., Gozgor, G., Lau, M. C. K., Mahalik, M. K., Pa-
tel, G., Khalfaoui, R. (2023). The impact of geopo-
litical risks on renewable energy demand in OECD
countries. Energy Economics, 122, 106700.

od of covid-19 and Russia-Ukraine war (2020-2023),
whereas biomass source shows a stronger causal-
ity with US monetary and fiscal policy uncertainty
indexes respectively than the author renewable
energies sources.

The implications of this result are crucial for
policymakers and investors involved in shaping
transformation plans in the U.S. energy sector.
First, policymakers should design tailored incen-
tives for each sector. For example, targeted sub-
sidies or tax credits could be implemented for
solar projects during periods of high monetary
uncertainty, while biomass sectors might benefit
more from direct fiscal support, as well as adopt-
ing frameworks that can adjust monetary and fis-
cal measures in real time based on market con-
ditions. Additionally, the dynamic causal nexus
between policy uncertainty and renewable energy
consumption can help authorities design policies
that are more resilient during economic stress
and capitalize on periods of stability. Moreover,
by tailoring interventions to both the sector and
the prevailing economic conditions, policymakers
can better support long-term investments in re-
newable energy. Second, investors should diver-
sify their investments across different renewable
energy sectors can help to mitigate risks associat-
ed with policy fluctuations, also adjust their strat-
egies in anticipation of future turbulent periods
by increasing hedging measures or reallocating
assets to more resilient sectors. Furthermore, by
implementing flexible and dynamic strategies, in-
vestors can take advantage of both uncertain and
certain periods to invest in renewable energy and
capitalize on the entire energy transition.

Even though the current study advances the
understanding of how monetary and fiscal policy
uncertainty affects the US energy transition, some
limitations need to be acknowledged. For exam-
ple, the analysis is focused mainly on the Unit-
ed States and a specific set of renewable energy
sources. Future research could extend the anal-
ysis by generalizing the findings a cross-country
framework or using sector-specific renewable
energy consumption. Additionally, although the
MQOQ and TVNQC approaches are powerful in un-
covering nonlinear and asymmetric effects, they
are limited in terms of dynamic impact analysis.
Researchers can employ alternative methods,
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such as wavelet analysis or other dynamic quan- al policy spillovers), which can be done by future
tile approaches. Lastly, the study does not account studies to add more clarification to the impact of
for other macroeconomic factors (e.g., technologi- monetary and fiscal policy uncertainty on the U.S
cal innovations, global energy prices, internation- energy transition.
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Abstract. Since its independence from the Soviet Union in 1991, Georgia has sought to revive its
wine’s international reputation, diversify wine export destinations, and attract Western wine-loving
tourists. Although much still needs to be done to decrease dependence on the Russian market and
translate the aspirations into reality, Georgia has progressed in pivoting to the West. The country mar-
keted as the Cradle of Wine has prioritized a Western orientation and holds the prospect of becoming a
player in the global wine market. The recommendations provided in this paper are intended to solidify
this prospect and break down barriers to entering Western wine and tourism markets. Effective pro-
motion of Georgian wines, the cross-fertilization of wine production and wine and food tourism, and
the development of domestic skills and international partnerships should go together with balancing
various wine and tourist options. Export diversification should also involve complementing Georgian
tradition with innovation, building on Western expertise and funding, and emphasizing premium-level
wines, including natural wines.
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NATALIA DINELLO, GIORGI BREGADZE

INTRODUCTION

Georgia — a mountainous country between the
Black and Caspian Seas, where Europe meets Asia
- is now recognized as a place where wine has
been made and celebrated continuously for the
last 8000 years! Multidisciplinary international
research in archeology, paleoclimatology, chem-
istry, and biomolecular studies has provided the
evidence behind this recognition. It was, however,
a Westerner, Hugh Johnson, an English journal-
ist, author, and wine expert, who first referred to
Georgia as the Cradle of Wine in his authoritative
book Vintage: The Story of Wine.2

As Westerners were long fascinated with Geor-
gia and interested in its wines, this paper aims to
ascertain Western aspirations in Georgia’s wine-
making, historically up to the present day, and to
analyze the extent to which these aspirations have
so far materialized. The Constitution formalized
Georgia’s integration into the Euro-Atlantic net-
works as the country’s objective. It is, therefore,
instructive to test the results of pivoting to the
West by the wine and tourism sectors, which are
central to Georgia's economy. Wine is the coun-
try’s second most exported commodity.> Analysis
of respective export data and an assessment of
wine and food tourism can give a sense of Geor-
gia's progress in getting closer to the West. The
paper also aims to explore the prospects of wine
export diversification away from Russia as a risky
traditional destination and provide recommen-

1 Maghradze, D., et al. (2016). Grape and wine culture
in Georgia, the South Caucasus. 39* World Confer-
ence of Vine and Wine, BIO Web of Conferences 7
(03027); Lortkipanidze, D. (ed.). (2017). Georgia the
cradle of viticulture. National Geographic Maga-
zine - Georgia in collaboration with the Georgian
National Museum. Available at: <https://national-
geographic.ge/story/georgia-the-cradle-of-viticul-
ture/>.

2 Gelashvili, A. (2024). The Revived Legend of Mukhra-
ni. Sandro Books Publishing; Lordkipanidze, D.
(ed.). (2017). Georgia the cradle of viticulture. Na-
tional Geographic Magazine - Georgia in collabora-
tion with the Georgian National Museum. Available
at: <https://nationalgeographic.ge/story/geor-
gia-the-cradle-of-viticulture/>.

3 National Statistics Office of Georgia. (2024). Exports
by commodity groups (HS 2 digit level) in 2015-2024.
Export. Available at: <https://www.geostat.ge/en/
modules/categories/637/export>.
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dations for smooth and effective reorientation to
the new Western markets. The employed research
methods include desk research, analysis of Geor-
gian national and international statistics, and the
interviews conducted in May-June 2024 with West-
erners working in Georgia’s wine industry, as well
as Georgian nationals representing the wine busi-
ness and government agencies.

This paper builds on the previous research of
Georgia's winemaking in relation to global wine
markets and international trade. Comparison of
Georgia with traditional wine-exporting coun-
tries and the newcomers in the global wine busi-
ness has led to an exploration of Georgia’s ability
to break through and become a viable compet-
itor.* In this regard, the work of Kym Anderson,
an Australian economist who specializes in trade
policy, is especially relevant to our analysis.® Giv-
en the attractiveness of the United States (US)
large and prosperous consumer market, assess-
ments of the prospects for Georgian wines to en-
ter it and develop a favorable position are also
of specific interest.®

Analysis squarely focused on Georgia's wine
industry revealed its strengths, successes, and
potential, suggesting its possible attractiveness
to Western investors and producers.” As Georgia's

4 Zivzivadze, L., Taktakishvili, T. (2019). Index-based
analysis of Georgian wine export's competitive-
ness on a global market. International Journal of
Agricultural Economics, 4(5), pp. 201-206. Available
at: <https://sciencepublishinggroup.com/arti-
cle/10.11648/].ijae.20190405.12>.

5 Anderson, K. (2020). Is Georgia the next ‘new’
wine-exporting country? Chapter 13 in The interna-
tional economics of wine. World Scientific Studies
in International Economics, 73, pp. 311-346; Ander-
son, K. (2012). Rural development in Georgia: what
role for wine export growth? Wine Economics Re-
search Centre Working Paper, 0112; Anderson, K.
(2009). Wine's New World. Foreign Policy. Available
at: <https://foreignpolicy.com/2009/11/02/wines-
new-world/>.

6 Beyond the niche: the past, present & future of
Georgian wine in the US market. (2021). Wines of
Georgia. Available at: <https://winesgeorgia.com/
wp-content/uploads/2021/08/Georgia-301-Virtu-
al-Seminar-26-Aug-2021.pdf>; Georgian wine eyes
USA market. (2021, September 23). Georgian Jour-
nal. Available at: <http://georgianamerica.com/

eng/news/georgian_wine_eyes_usa_market 2744>,
7 Granik, L. (2019, July 29). Understanding the Georgian

wine boom. Seven Fifty Daily. Available at: <https://
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appeal calls for effective marketing of wine, the
literature on this topic further informs the chanc-
es of the Western orientation of Georgian wine-
making and wine exports. For example, it was
demonstrated that storytelling as a marketing
vehicle, including branding Georgia as the Cradle
of Wine, can open new markets by linking the en-
trepreneurial process to Georgian culture.® Bridg-
ing winemaking with food and wine tourism was
shown to be another strategic marketing tool for
Georgia.’ Vice versa, public relations tips on how
to penetrate the Georgian market offered help
to Westerners seeking business in Georgia. On a
more general note, the exploration of the inter-
section of wine, society, and business in Georgia
enriched the understanding of the national con-
text as well as the influence of geopolitics on
Georgia’s interactions with Russia and the West."

The paper is organized into six sections.
Following the introduction, the second section
traces Georgia's Western aspirations from the
international fame of the country’s 19%"-centu-
ry winemaking, through the post-Soviet revital-
ization of the wine industry, to the present-day
targeting of Western markets, accounting for
support from Western and international organi-
zations. Russia’s 2006-2012 embargo on Georgian
wine and the influence of the Russia-Ukraine war
since 2022 are discussed as periods of the swings
in Georgia’s trade flows that reinforce the need
for wine export diversification. The third sec-
tion addresses the challenges and opportunities
of such diversification. It reveals Georgia’s per-

daily.sevenfifty.com/understanding-the-geor-
gian-wine-boom/>.

8 Rytkonen, P, Vigerland L., Borg, E. (2021). Tales of
Georgian wine: storytelling in the Georgian wine in-
dustry. Journal of Wine Research, 32(2), pp. 117-133.

9 Marketing research of wine tourism sector in Geor-
gia. (2014, December 20). International Business
Development and Investment Promotion Center.

10 Tsereteli, M. (2018, December 7). Georgian wine and
its narrative drive development. The Central Asia
- Caucasus Analyst. Available at: <https://www.
caaanal st.or ubllcatlons anal tlcal artlcles

development.html>; Tsereteli, M., Oliker, 0., Man-
koff, J. (2019, January). Wine, souety, and geopoli-
tics. Center for Strategic and International Studies.

Available at: <https://csis-website-prod.s3.ama-
zonaws.com/s3fs-public/event/190307 Tsereteli
WineSociety_pageproofs5.pdf>.

sistent dependence on Russian demand for its
wine. In contrast, it connects the opportunities
for diversification away from Russia with the in-
crease of Georgian wine exports to the US and
the European Union (EU). The linkages between
Georgia’s unique wine culture and wine and food
tourism are the theme of the fourth section.
Based on the interviews with Westerners work-
ing in Georgia’'s wine business, the fifth section
reports their assessments of the wine industry’s
status and prospects. The concluding sixth sec-
tion focuses on recommendations.

PAST AND PRESENT
From the 19*"-Century Fame to the
Post-Soviet Reconstruction

Westerners' interest in Georgian winemaking
traditions and their involvement in the country’s
wine industry have roots in the 19*" century. Prince
Alexander Chavchavadze (1786-1846), a poet, Lieu-
tenant-General, and businessman, introduced
Western winemaking technology at his hereditary
Tsinandali estate, thus contributing to Georgian
wine’s fame in Europe (Prince, 2024). Prince lvane
Bagrationi-Mukhranbatoni (1811-1895) launched
a “golden age” of Georgian winemaking by em-
ploying a French agronomist, importing the best
foreign machinery and tools, and establishing an
efficient European-style farm in his estate not
far from Georgia’'s capital Thbilisi" Mukhranbato-
ni's smart integration of Georgian traditions and
Western innovation paid off. His “Mukhranuli”
brand won a gold medal at the 1889 Paris Exposi-
tion Universelle.”?

During the first modern wave of globaliza-
tion in the 19*" century, Georgia managed to sup-
ply wines not only to the Russian Empire (to St.
Petersburg, Moscow, Warsaw, and the Baltic na-
tions), including the Russian imperial court, but
also to Western Europe. Georgian wines received
wide international recognition in European capi-
tals, such as Paris and Vienna.®

1 Gelashvili, A. (2024). The Revived Legend of Mukhra-
ni. Sandro Books Publishing.

12 Ibid.

13 Dinello, N. (2022). Centrality of winemaking in Geor-
gia: from prehistoric age to present-day globaliza-
tion. Journal of Wine Research, 33(3), pp. 123-145.

43



NATALIA DINELLO, GIORGI BREGADZE

Graph1
Georgian Wine Exports (thousand USD) to
the EU Countries (2019-2023)

Graph 2
Georgian Wine Exports (thousand USD)
to the US (2019-2023)
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In the Soviet period (1921-91), Georgia found it-
self cut off from international markets and West-
ern technologies and expertise. But following its
independence in 1991, the country welcomed in-
ternational investment and Western winemaking
mastery. As an example, the Tsinandali complex
associated with the name of Prince Chavchavadze
has been, since 2008, under the patronage of the
Silk Road Group, which is owned and run by Geor-
gian and European partners.” The restoration of
the decrepit palace and farm of Prince Mukhran-
batoni led to the creation in 2010 of the joint-stock
company Chateau Mukhrani, now owned by the
Swedish businessman and founder of the Marus-
sia Beverages Group, Frederick Paulsen.”

Russia’s Wine Embargo as a Stimulus for
Export Diversification

Russo-Georgian post-Soviet relations have been
marked by hostility and distrust, mostly caused by
Russia’s support of the secessionist regions of Ab-
khazia and South Ossetia. In this atmosphere, in
2006, the Russian government introduced an em-
bargo on Georgian wine under the pretext of its

14 Tsinandali Estate Museum. (2024). Available at:

<http://tsinandali.ge/en/museum/about-us>.
15 Gelashvili, A. (2024). The Revived Legend of

Mukhrani. Sandro Books Publishing; World's Best
Vineyards. (2024). 47 Chateau Mukhrani, Mukhrani,
Georgia.
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low safety and quality standards. Considering that
Russia accounted at that time for 80 percent of
Georgian wine exports, the losses from this embar-
go were extensive. Whereas the share of Georgia’s
wine production volume that was exported grew
rapidly between 2000-2005 to nearly 50 percent, it
collapsed to just 7 percent by 2007

Trading with the West—the European countries
and the US—became Georgia’s primary objective in
the post-Soviet period, especially during the years
of Russia’s wine embargo. There are some achieve-
ments in this area. Georgia's wine exports to the
EU countries surged threefold during the decade
of 2009-2018, have been expanding since then, and
reached $31 million in 2023 (Graph 1). Similarly,
Georgia’'s wine exports to the US experienced sig-
nificant growth. They increased 1.5 times from 2009
to 2018 and totaled $5.6 million in 2023 (Graph 2).

Western Support for Winemaking in Georgia

Western institutions are at the forefront of re-
vitalizing Georgia’s winemaking. The USAID/Geor-
gia’s Economic Security Program, implemented
since 2006, has helped the Georgian government
with the export of wine to the West, especially
the US, and wine-related tourism. In partnership

16 Anderson, K. (2012). Rural development in Georgia:
what role for wine export growth? Wine Economics
Research Centre Working Paper, 0112.
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with the Wine Association of Georgia and the Wine
Club, USAID supported multiple wineries to en-
able their readiness to accept tourists and trained
wine guides.” USAID also partnered with the Geor-
gian Orthodox Church and Badagoni Winery to
create the Alaverdi Heritage Trail to increase in-
ternational tourism.'®

Within the theme of “Unlocking Potential for
Georgian Wine in US Markets”, the USAID Agri-
culture Program has supported small and me-
dium-sized winemaking enterprises in terms of
marketing and export. In collaboration with the
US-based crowdsourced insights company Prem-
ise, USAID explored market trends and consum-
er preferences from three US markets: California,
New York City, and Washington, D.C. It also of-
fered export grants and provided funding for wine
degustation and trade missions, and fairs.

Likewise, multilateral international organi-
zations have entered Georgia’s wine scene. The
World Bank’s Regional Development Project for
Georgia has worked to improve infrastructure ser-
vices and institutional capacity to support the de-
velopment of a tourism-based economy and cul-
tural heritage circuits in the winemaking Kakheti
region. The World Bank has also sought to enhance
the institutional capacity and performance of na-
tional institutions, such as the Georgia National
Tourism Administration (GNTA) and the Agency for
Culture Heritage Preservation of Georgia (ACHP).2°
Furthermore, the United Nations’ Food and Agri-
culture Organisation’s (FAO) “Inclusive Rural De-
velopment and Sustainable Agriculture” project
has benefited winemaking among other agricul-
tural segments.”

17 USAID/Georgia's Economic Security Program: Mid-
Term Evaluation (2022, June). Final Report, pp. 33,
41, 43-44. Available at: <https://pdf.usaid.gov/pdf

docs/PAQ0ZGXC.pdf>.
18 USAID Economic Security Program. (2023, January

15). Quarterly report. Quarter 1 FY23: October - De-
cember 2022. Available at: <https://pdf.usaid.gov/

pdf_docs/PA02122H.pdf>,
19 USAID Agriculture Program. (2023). Unlocking po-

tential for Georgian wine in US markets. Cultivating
New Frontiers in Agriculture (CNFA).

20  Georgia - regional development project. (2012, Feb-
ruary 22). World Bank Group.

21 Agenda.ge. (2024, April 26). Georgia, FAO sign new
S4m project to boost sustainable agriculture, rural

development. Available at: <https://agenda.ge/en/

The international efforts are in tune with the
priority of the National Wine Agency (NWA) of
Georgia, which is to market Georgian wines to
the West, especially European countries and the
US. The NWA organizes international exhibitions
and presentations of wine, wine festivals, and
the International Qvevri Competition, promoting
the ancient Georgian method of using terra cotta
urns buried in the ground for fermenting crushed
grapes. It also participates in wine expos and
fairs, supports exchanges among wine profession-
als across the world, and holds Ghvino (mVino) Fo-
rums of America in collaboration with the America
Georgia Business Council.??

Russia-Ukraine War and its Implications
for Georgia’s Wine Exports

Following the onset of the Russia-Ukraine war
in February 2022, Georgia’s economic dependence
on Russia increased compared to previous years.
In 2022, about 15 thousand Russian companies
were registered in Georgia, 16 times more than
the number in 2021. Georgian exports to Russia
increased by 6.8%, and imports from Russia rose
by 79%.%2 A recovery in tourism and a surge in
immigration, financial inflows, and transit trade
triggered by the war have boosted GDP growth
and fiscal revenues. Although financial inflows
sparked by the war have recently moderated, by
early 2024, they remained above prewar levels,
supporting a positive macroeconomic outlook.?

Under these war-related economic conditions,
Georgia’s dependence on the Russian market in
terms of wine exports intensified.?> In 2023, wine
ranked first in the exports of Georgian goods to

news/2024/38857#gsc.tab=0>.
22 LEPL National Wine Agency. (2024). Available at:

<https://wine.gov.ge/En/Page/mainactivities>.

23 Transparency International, Georgia. (2023, Febru-
ary 23). Georgia’s economic dependence on Russia:
impact of the Russia-Ukraine war.

24 IMF Country Report No. 24/135. (2024, May). Georgia:
2024 article IV consultation—press release, staff re-
port, and statement by the executive director for
Georgia.

25  Transparency International, Georgia. (2023, Febru-
ary 23). Georgia’s economic dependence on Russia:
impact of the Russia-Ukraine war.
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Graph 3
Georgian Wine Exports (thousand USD) to
Russia and Ukraine (2019-2023)

Graph 4
Georgian Wine Exports (thousand USD) to
CIS and OECD Countries (2019-2023)
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the Russian market, amounting to $168 million?
and constituting a 29% increase from 2021. In con-
trast, wine exports to Ukraine declined by 42% in
2023, compared to 2021, and totaled $14 thousand,
or 12 times less than respective exports to Russia
(Graph 3). During the same period of 2021-2023,
Georgian wine exports to the Commonwealth of
Independent States (CIS), countries of the former
Soviet Union that include Russia and its allies, in-
creased by 13% and reached $203 million in value.
The same exports to the member states of the Or-
ganisation for Economic Co-operation and Devel-
opment (OECD), which is dominated by Western
countries, increased by only 5% and reached the

26 Transparency International, Georgia. (2024, Febru-
ary 16). Georgia’'s economic dependence on Russia:
summary of 2023.

$43 million mark in 2023, which is four times less
than exports to the CIS (Graph 4).

CHALLENGES AND OPPORTUNITIES
OF WINE EXPORT DIVERSIFICATION
Challenges

According to a study conducted by the German
Economic Team Georgia and ISET-PI, during the
years of the Russian embargo (2006-2012), demand
for Georgian wine in the EU and non-CIS countries
was not able to replace the Russian market (Graph
5).” Some observers argued that the Russian em-

27 Von Cramon-Taubadel, S., Saha, D. (2015, May).
Short-run risks and long-run challenges for wine
production in Georgia. Policy Paper Series, German

Graph 5
Georgian Wine Exports by Destination (2008-
2014)

Graph 6
Georgian Wine Exports to Russia (2011-2020)
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bargo was a blessing rather than a curse for Geor-
gia’'s winemaking as it stimulated improvement
in the quality of wine and diversification of the
country's exports. Most producers were, however,
happy to see the ban lifted, which made wine ex-
ports to Russia rise substantially (Graph 6). Upon
the end of the embargo in 2013, Georgia’s exports
to Russia skyrocketed to an amount worth more
than $111 million in 2014.28

The same happened as a result of the Rus-
sia-Ukraine war, which propelled Georgia’s wine
exports to Russia to an unprecedented value of
$168 million.” Exports to the EU and US continue
to be dwarfed by those to the CIS countries (Graph
7). Within the CIS, Russia remains the major im-
porter of Georgian wines, up to 83% in 2023. Rus-
sia’s imports amounted to 60% of Georgia's total
wine exports in 2018 and increased to 65% in 2023,
the highest figure since 2005.3°

Graph7

GEORGIAN WINE EXPORTS (THOUSAND USD)
TO THE CIS COUNTRIES COMPARED
TO EXPORTS TO THE EU AND US (2019-2023)
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Economic Team Georgia and ISET Policy Institute,
Berlin/Thilisi, 7.

28  National Statistics Office of Georgia. (2024). Exter-
nal trade portal. Available at: <https://ex-trade.
geostat.ge/en>,

29 Transparency International, Georgia. (2024, Febru-
ary 16). Georgia’s economic dependence on Russia:
summary of 2023.

30  National Statistics Office of Georgia. (2024). Exter-
nal trade portal. Available at: <https://ex-trade.
geostat.ge/en>; Transparency International, Geor-
gia. (2024, February 16). Georgia's economic depen-
dence on Russia: summary of 2023.

The current export statistics suggest that
much is still to be done to diversify Georgia’'s wine
exports away from Russia. Neighboring Russia
is Georgia's traditional market. This explains its
large share of Georgia’s exports. The external cir-
cumstances have contributed to maintaining and
even enlarging this share, compared to the previ-
ous years.

Yet, Georgia’s wine exports no longer face an
80% dependence on the Russian market as before
Russia’s wine embargo, and the developments
since then have shown that the export quantity can
be detrimental to wine quality. Therefore, entry
into high-value Western markets with high-qual-
ity goods and products has been pushed to the
top of Georgia’s agenda, which calls for increas-
ing awareness of Georgian wines, reducing entry
costs to new markets, and aligning the supply of
particular wines with demand.

OPPORTUNITIES

The swings in Georgia’'s trade flows due to
outside factors and difficulties in reorienting the
country’'s commerce toward the West do not mean
that diversification of wine exports is a lost cause.
The 2006-2012 embargo period remains a sore re-
minder of the urgency of strengthening trade re-
lations with other countries, especially those in
the West. At the same time, revenue from sales on
the Russian market after the end of the embargo
allowed for continuing improvements in Georgia’s
wine industry.’’ The effect of the Russia-Ukraine
war on Georgia’s economy has been waning, and
although the high dependence of wine exports on
the Russian market persists, the end of the war
can bring changes.

31 Buckley, N. (2013, February 4). Georgian wine to
flow as Russia lifts ban. Financial Times. Available
at:  <https://www.ft.com/content/13269432-6e€9-
11e2-9ded-00144feab49a>; Sharkov, D. (2016, March
3). Russian imports of Georgian wine skyrocket af-
ter ban is lifted. Newsweek. Available at: <https://
www.newsweek.com/russian-imports-geor-

gian-wine-skyrocket-after-lifted-ban-434698>.
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Prioritizing the US in Wine Export
Diversification

With support from Georgian government agen-
cies and international organizations, the wine in-
dustry is pushing forward. Georgia attributes the
utmost importance to the US as the two countries
signed the US-Georgia Charter on Strategic Part-
nership (2009) and reaffirmed the Charter’s prin-
ciples on its 10* anniversary (2019). Georgia and
the US also signed a bilateral investment treaty
and a bilateral trade and investment framework
agreement.*

There are also specific wine-related reasons
for targeting the US market. The US tops the list of
countries whose population drinks the most wine
in terms of total volume, accounting for around
15% of the world’s total wine consumption.® Ac-
cording to Tamta Kvelaidze, Head of the Marketing
& PR Department at the NWA, the agency prioritizes
marketing Georgian wines to the US as the world’s
largest wine consumer. The NWA has contractors in
all markets; in the US, it is Colangelo & Partners, an
integrated communications agency specializing in
food, wine, and spirits, with offices in New York City
and San Francisco.** The Teliani Valley company®
one of Georgia's largest wine producers, opened
its office in the US, established its own distribu-
tion company and warehouse in California, and
launched an extensive marketing campaign. If suc-
cessful, Teliani Valley's strategy can be replicated
by other winemakers in Georgia.*

Since 2013, the US market for Georgian wines
has been one of the fastest growing and showed
an almost eightfold increase in dollar terms and
nearly sixfold expansion in volume.*” Cooperation

32 The Embassy of Georgia to the United States of
America. (2021). High-level trade dialogue (HLTD).
Available at: <https://georgiaembassyusa.org/bi-
lateral-trade/>.

33 Mercer, C. (2023, May 24). Which countries drink
the most wine? Ask Decanter. Decanter. Avail-
able at: <https://www.decanter.com/wine-news/
which-countries-drink-the-most-wine-ask-decant-
er-456922/>,

34  Colangelo & Partners (2024). Available at: <https://
www.colangelopr.com/>.

35  Teliani Valley. (2024). Available at: <https://www.te-
lianivalley.com/en>.

36 Interview with Kvelaidze, T. (2024, June 3).

37 National Statistics Office of Georgia. (2024). Exter-
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between Georgian and US wineries and educa-
tional visits to Georgia by members of the US Wine
Lovers Club have sought to support this upward
trajectory by raising awareness of Georgian wine.?®

To accurately assess the status and potential of
Georgia’s exports to the US, different segments of
the wine market should be considered. The recent
worldwide trend, which is expected to continue,
is “premiumization - the demise of non-premium
wine and the emergence of commercial premium
wine”. The volume of consumption of fine and com-
mercial premium wines was projected to be about
one-sixth higher, and the volume of non-premium
wine slightly lower in 2025 than in 2016-2018.%

The US market, one of the most affluent con-
sumer markets, is deemed to be a high-value one
for Georgian wine because of the comparatively
high prices.*® According to Zurab Mgvdliashvili,
a co-founder of the Natural Wine Association of
Georgia, the US is an almost single importer of
the premium-segment natural wines produced by
the 120 members of his association. Whereas in
2023, the overall annual export of Georgian wines
reached 89.5 million liters or almost 120 million
bottles,” the country’s export of natural wines
counts in a couple of thousand bottles. Yet, the
latter export can be more lucrative as a bottle of
natural wine is four times more expensive than an
average bottle.*”?

Market research has revealed the following key
obstacles faced by Georgian wine exporters in the
US: high logistics costs, complex US legislation,
limited awareness of Georgian wine, and copy-
right issues.” These are serious barriers, but they

nal trade portal Available at: <https://ex-trade.geo-

stat.ge/en>.
38  Gambashidze, D. (2023, July 31). Georgian wine is

gearing up to strengthen its position in the US mar-
ket. Forbes.

39 Anderson, K., Pinilla, V. (2021). Wine's belated glo-
balization, 1845-2025. AAEA Agricultural & Applied
Economics Association - Wiley, pp. 750, 761-762.

40 Numbeo. (2024). Price rankings by country of bot-
tle of wine (mid-range) (markets). Available at:
<https://www.numbeo.com/cost-of-living/country
price_rankings?itemld=14>.

A National Wine Agency of Georgia. Export of wine
and alcoholic beverages. (2024, February 9).

42 Interview with Mgvdliashvili, Z. (2024, June 7).

43 Gambashidze, D. (2023, July 31). Georgian wine is
gearing up to strengthen its position in the US mar-




GLOBALIZATION AND BUSINESS #19, 2025

are not insurmountable. Julie A. Peterson, Manag-
ing Partner at the Marq Wine Group and a former
NWA contractor, underscored and celebrated the
impressive growth of Georgian wine exports to the
US. “The challenge is to sustain this growth; the
key is to keep traction”, advised Ms. Peterson.*

Expanding to the EU

In 2014, Georgia and the EU signed an Asso-
ciation Agreement, which included the Deep and
Comprehensive Free Trade Agreement (DCFTA),
allowing Georgian products to enter the EU mar-
ket without customs duty.” The top importers of
Georgian wine among EU members in 2023 were
Poland, Germany, Latvia, and Lithuania (Graph 8).
Poland consistently played a leading role: in 2023,
it accounted for 49% of Georgian wine exports to
the EU and was the second-top importer of Geor-
gian wine in the world, although its 6% share was
much smaller than the 65% share of Russia. In
2023, Germany overtook Latvia as the #2 EU im-
porter of Georgian wine.*

Graph 8
TOP IMPORTERS OF GEORGIAN WINE
(THOUSAND USD) AMONG EU MEMBER
COUNTRIES (2019-2023)
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The NWA places Germany and Poland as the
best candidates after the US for extensive mar-
keting and export diversification.”” According to

ket. Forbes.

A Interview with Peterson, J. (2024, June 5).

45  Enterprise Georgia. (2024). Free trade regimes.

46  National Statistics Office of Georgia. (2024). Exter-
nal trade portal. Available at: <https://ex-trade.

geostat.ge/en>.
47 Interview with Kvelaidze, T. (2024, June 3).

the 2023 data, Germany was fourth in the world
among countries whose population drinks the
most wine and was the fifth in per capita wine
consumption.”® At the same time, Germany was
ranked as the eighth-largest producer of wine
in 2023.° Although France and lItaly are top wine
consumers after the US, Georgia hardly exports
its wine to these countries, ranked in 2023 as first
and second wine producers.*®® In contrast, Poland,
which is known for vodka and beer but not wine,
is a promising importer.

Wine Culture as a Driver of Tourism

Georgia is not only a wine country. It is also
a land of exceptional natural beauty, a long and
unique history, and an extraordinary landscape
and ecological diversity. All these characteristics
are attractive for tourism, but Georgia’'s wine cul-
ture has emerged as the country’s leading pro-
moter. “Tasting local cuisine and wine” was one
of the most popular tourist activities, the second
only after shopping, in 2022.5" In 2023, it became
the top activity, as 78.1% of international visitors
cited it In 2022, the added value of Georgia's
tourism-related industries as a share of GDP in-

48  Mercer, C. (2023, May 24). Which countries drink
the most wine? Ask Decanter. Decanter. Avail-
able at: <https://www.decanter.com/wine-news/
which-countries-drink-the-most-wine-ask-decant-
er-456922/>.

9  World Population Review. (2024). Wine producing
countries 2024. Available at: <https://worldpopu-
lationreview.com/country-rankings/wine-produc-
ing-countries>.

50 Mercer, C. (2023, May 24). Which countries drink
the most wine? Ask Decanter. Decanter. Avail-
able at: https://www.decanter.com/wine-news/
which-countries-drink-the-most-wine-ask-decant-
er-456922/>; World Population Review. (2024). Wine
producing countries 2024. Available at: <https://
worldpopulationreview.com/country-rankings/

wine-producing-countries>.
51 Georgian National Tourism Administration. (2023).

Georgian tourism in figures: structure and industry
data 2022. Available at: <https://gnta.ge/wp-con-
tent/uploads/2023/09/2022-eng-1.pdf>.

52  Georgian National Tourism Administration. (2024).
Conducted Activities. International Visitors Sur-
vey. Available at: <https://gnta.ge/wp-content/up-
loads/2024/02/International-Visitor-Survey-2023.

xlsx>.

il
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creased from 6.7% to 7.2%. More than 20% of this
value was driven by food and beverage services.>

Tourism offers an opportunity to sell wine di-
rectly to consumers in wineries and plays a criti-
cal role in the advancement of local communities.
Many rural producers in Georgia do not have dis-
tribution contracts enabling them to retail their
wine. Therefore, the openness of their estab-
lishments for visitation, which typically includes
tours, tastings, and opportunities to purchase
beverages, is indispensable.>

Similar to winemaking, tourism can generate
secondary economic activity. Accounting for its
effect on other sectors of the economy, it was
estimated that in 2018, before the COVID-19 pan-
demic, 31.3% of Georgia's GDP depended on the
travel and tourism industry, including parks and
transportation.® On average, tourism’s direct and
indirect contribution to Georgia’s total economy is
more than 25%, whereas this figure for the global
economy is only about 7.5%.%

53 Georgian National Tourism Administration. (2023).
Georgian tourism in figures: structure and industry
data 2022. Available at: <https://gnta.ge/wp-con-
tent/uploads/2023/09/2022-eng-1.pdf>.

54  Extension — University of Georgia. (2024). Georgia’s
Alcoholic Beverage Industry 2024 Outlook.

55 Quinn, C. (2020, April 1). The tourism industry is
in trouble. Foreign Policy. Available at: <https://
foreignpolicy.com/2020/04/01/coronavirus-tour-

ism-industry-worst-hit-countries-infographic/>.
56 Shamugia, E. (2023, October 17). Tourism: Geor-

gia and the region. Forbes: Georgia. Available at:
<https://forbes.ge/en/tourism-georgia-and-the-
region/>.

Advertising Georgia as the Cradle of Wine and
wine as a symbol of Georgian national identity has
naturally connected wine production with wine
and food tourism, and wine culture has become
one of the drivers of global awareness of and in-
terest in Georgia. In 2023, 71 million international
travelers visited Georgia, and the country received
a record $421 billion in tourism revenue.¥

The largest number of visitors (1.2 million)
in 2023 was from Russia, amounting to 23.2% of
the total number of visitors, followed by Turkey
(21.4%) and Armenia (13.5%). Correspondingly, the
citizens of Russia, Turkey, and Armenia made the
most visits (Graph 9).5

As is seen in Graph 10, compared to the largest
shares of visits to Georgia from Russia and Turkey,
the number of visits from the EU member coun-
tries has been small and has not yet returned to
the pre-pandemic level. As for visits from “other
countries”, a category that includes the US, their
number has exceeded the pre-pandemic level in
2022 and increased further in 2023. The propor-
tion of visits by EU visitors in the total number of
visits to Georgia was 6% in 2023.%

The International Visitor Surveys conducted by
the GNTA at airport or land border checkpoints of-

57 Georgia National Tourism Administration. (2024,
February 12). Record $4.1 billion in tourism revenue
and 71 million international travelers - 2023 statis-
tics.

58  National Statistics Office of Georgia. (2024). In-
bound tourism statistics in Georgia. Available at:
<https://www.geostat.ge/media/59934/Inbound-

Tourism-Statistics---%282023-year%29.pdf>.
59 Ibid.

Graph 9
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fer more detailed data. It turns out that both be-
fore the COVID-19 pandemic in 2019 and recently in
2023, Western visitors stayed substantially longer
in Georgia than those from Turkey. For example,
the average length of stay of US citizens was 10
nights in 2023, compared to 1.9 nights for visitors
from Turkey. At the same time, US visitors stand
out as higher spenders. Their average expendi-
tures were almost twice as high in 2023 as spend-
ing by visitors from Poland and France.®® Consid-
ering that a large share of visitors’ expenditures is
consistently registered on served food and drinks,
spending on wine consumption significantly in-
creases the proceeds of tourism to Georgia.”

These data reiterate the point about the dif-
ference between high-value and low-value eco-
nomic activity. As Georgian wine exporters target
markets in the US and other Western countries,
the country’s tourist organizations are espe-
cially interested in visitors from these countries
because of the expectations of higher returns.
International tourism helps the Georgian wine
sector and vice versa. Visitors touring wineries
and buying directly from sellers drive higher de-
mand for Georgian wine delivered to their home
countries. Conversely, increased awareness of
Georgian wine attracts more wine enthusiasts to
visit the country.

Westerners in Georgia’s Wine Business:
Assessment of Industry’s Status and
Prospects

Looking beyond statistical data, the inter-
views conducted in May-June 2024 with Western-
ers working in Georgia’s wine industry revealed a
buoyant mood about the country’s prospects in

60  Georgia National Tourism Administration. (2024).
International visitor survey 2015-2023. Available at:
<https://gnta.ge/wp-content/uploads/2024/02/In-

ternational-Visitor-Survey-2023.xlsx>.
61 Georgian National Tourism Administration. (2023).

Georgian tourism in figures: structure and industry
data 2022. Available at: <https://gnta.ge/wp-con-
tent/uploads/2023/09/2022-eng-1.pdf>;  National
Statistics Office of Georgia. (2024). Inbound tourism
statistics in Georgia. <https://www.geostat.ge/me-
dia/59934/Inbound-Tourism-Statistics---%282023-
vear%29.pdf>.

the global wine market.® “Georgia is extremely
exceptional: it has a perfect story - amazing his-
tory, tradition, sustainable farming, and also good
wines, including the natural ones”, stated Julie A.
Peterson, a US consultant. This positive assess-
ment was shared by Patrick Honnef, the Germa-
ny-born CEO of Chateau Mukhrani, who referred
to a “renaissance of Georgian wine culture”: “Ten
years ago, there was no wine agency, no national
tourist administration, and no wine associations.
Now there is a young generation that is better ed-
ucated, the quality of wine is improving, and over-
all, it is a thrilling time”.

Olivier Sauvage, a French businessman and
consultant, agreed that “winemaking in Geor-
gia has potential”, but also pointed to the chal-
lenges: the predominance of semi-sweet wines
in Georgian exports, which are not favored by
younger generations, and the lack of profession-
alism compared to the international level. He also
highlighted the relatively high price of Georgian
mass-produced wines, compared to the prices of
international competitors, such as Spain or Chile.
The reason behind the high price is small-scale
production in Georgia and the large costs of sup-
plies and logistics. Both Mr. Sauvage and Mr. Hon-
nef also pointed to the constraints of land legis-
lation, which allows foreigners to buy land only
in cooperation with Georgian residents and thus
limits the scale of wine production. The lack of
foreign investment is another barrier.

The question is what's to be done to ensure
further progress. “Wine is the number one value
export of Georgia, it can transform the Georgian
economy”, said Ms. Peterson, referring to the ben-
efits of entering the US market with its 19 million
consumers of wine. Georgian wines are sold on
average for $5.15 a bottle in the US market and
only for $2 a bottle in Russia; some wineries can
sell for $9-$11 a bottle.

As for skills, Mr. Honnef values his young Geor-
gian staff hired fresh from the Agricultural Uni-
versity and the Technical University in Thilisi, and
also sees promise in interns attracted to work with
him. There are study-abroad programs supported
by universities, the EU, and USAID, which open op-
portunities, but more investment in travel, train-

62 Interviews with Honnef, P. (2024, May 24), Peterson,
J. (2024, June 5), & Sauvage, 0. (2024, May 5).

51



NATALIA DINELLO, GIORGI BREGADZE

ing, and international partnerships is needed.

Georgia is proud of its winemaking tradition,
but tradition must be balanced with and rein-
forced by international expertise. “Georgians
need to learn, need innovation,” underscored Mr.
Sauvage. Mr. Honnef was upbeat in this regard:
“Today the new generation understands the glob-
al market and competition from abroad and seeks
higher wine quality and new markets. Progress
comes with open-mindedness and innovation”.

Prioritizing Western markets means an in-
creasing emphasis on premium-level wines. Ac-
cording to Ms. Peterson, “Georgia needs to make
exceptional wines and to align the types of wines
with trends in wine consumption”. Mr. Honnef
agreed with the preferred focus of Georgia on pre-
mium-level wines but advocated gradual diversi-
fication of the types of wines (contingent on de-
mand) and steady development of new markets,
such as the US and Germany, while maintaining
the traditional ones. Pivoting to the West - both in
terms of wine exports and wine and food tourism
- should offer increasing financial returns. It can
also have a political impact. But as Georgia is de-
termined to strengthen its international outreach,
shifts should not be abrupt.

“Georgia must stay on course but adjust every
year. Marketing must be integrated with building
logistics, skills, distribution, and sales - all com-
ponents must work together. This country has all
the ingredients for success and demonstrated
progress; it just needs to stay the course, not slow
the way forward”, emphasized Ms. Peterson.

CONCLUSION

Based on the findings of desk research and
assessments, and suggestions of the interviewed
Georgians and Western experts, the following
conclusions and recommendations can be made.

e The wine industry is a priority sector of

Georgia’s economy. Wine was the second
most exported commodity in Georgia in
both 2023 and the first half of 2024.63 The

63  National Statistics Office of Georgia. (2024). Exports
by commodity groups (HS 2 digit level) in 2015-2024.
Export. Available at: <https://www.geostat.ge/en/
modules/categories/637/export>.
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rank of wine in Georgia's exports has in-
creased compared to 2018, when the wine
industry was the fifth-largest export gen-
erator for the country.64 The share of wine
exports in Georgia’s GDP has been grow-
ing along with the GDP growth,65 and the
wine industry provides a multiplier effect
on the economy as it is closely linked with
its major sectors. Hence, mastering West-
ern markets is worth pursuing, as every
expansion of Georgian exports to the West
is not merely a source of revenue but an
engine of economic growth and social de-
velopment.

Effective marketing is imperative for posi-
tioning Georgian wines in the Western mar-
kets. As storytelling is an important mar-
keting vehicle, Georgia's story as the Cradle
of Wine combines history and tradition and
suggests continuity through sustainable
farming. As “tasting local cuisine and wine”
is one of the most popular tourist activi-
ties in Georgia, the cross-fertilization of
wine production and wine and food tour-
ism is beneficial for the national economy
and global awareness of the country. Mar-
keting should not, however, stand alone; it
must be integrated into the entire system
of wine production, tourism management,
and skills development. It should also con-
stantly improve, building on the successes
of international partnerships and market-
ing campaigns and learning lessons from
the operation of offices and distribution
companies abroad.

There is a consensus about the need to de-
velop wine export markets beyond Russia
and decrease dependence on Russia. How-
ever, the benefits of maintaining exports to

64

65

Tsereteli, M. (2018, December 7). Georgian wine and
its narrative drive development. The Central Asia
- Caucasus Analyst. <https://www.cacianalyst.org/
publications/analytical-articles/item/13548-geor-

gian-wine-and-its-narrative-drive-development.
html>.

Jmukhadze, N. (2022. August 1). The role and influ-
ence of wine export on the economic growth of
Georgia. Forbes. Available at: <https://forbes.ge/
en/ghvinis-eqgsportis-roli-da-gavlena-sagarthve-
los-ekonomikur-zrdaze/>.
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0.

Russia are also recognized. The same ap-
plies to balancing various tourist markets.
Although pivoting to the West is expected
to offer both economic and political advan-
tages to Georgia, shifts in export and tour-
ism strategies should be well-prepared and
measured. Gradual diversification of the
types of wines and steady development of
new Western markets, such as the US and
Germany, should go together with preserv-
ing the traditional ones. This gradual strat-
egy is most feasible and beneficial.

Georgian wine exporters face serious barri-
ers in the West, ranging from high logistics
costs to copyright issues and a mismatch
between the types of wines produced and
the global demand. Georgian mass-pro-
duced wines are also expensive, compared
to the prices of international competitors,
because of Georgia’s small scale of grape
cultivation, the high costs of supplies, the
constraints of land legislation, and the
lack of foreign investment. To break down
these barriers, it is crucial to complement
Georgian tradition with innovation and to
inject Western expertise and funding, both
via private ventures and state and interna-

tional assistance. To make Georgian wines
viable in the global market, enhanced pro-
fessionalism of winemakers, higher wine
quality, and aligning the types of exported
wines with wine consumption trends are
essential.

Given the characteristics of Georgia's ag-
riculture and winemaking, the country can
hold a prominent position in niche markets
in the world. As the recent worldwide trend
is “premiumization”, Georgia is well-posi-
tioned to emphasize premium-level wines,
including natural wines, in its production
and exports. The US and Germany are the
best among affluent high-value markets
for the premiumization of Georgian exports
and a focus on natural wines. In choosing
major targets for export diversification, the
recipient countries’ per-capita consump-
tion of wine, the volume of their wine pro-
duction, and the relative competitiveness
of their wine industries should be consid-
ered. Similarly, attracting high-value tour-
ists from the US and Germany can vyield
higher returns, including through visitors’
expenditures on wine.
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Abstract. This study examines the trends and developments in Georgia’'s labor market, with a pri-
mary focus on the period from 2013 to 2023. It is based on an analysis of current labor market condi-
tions and relevant literature. The study identifies key drivers influencing the labor market, with par-
ticular emphasis on employers’ expectations. Notably, expanding digital access and the adaptation to
advanced technologies are recognized as significant factors impacting the labor market. Additionally,
the study outlines the most in-demand skills for the future workforce, which include creative and ana-
lytical thinking, technological literacy, systems thinking, expertise in artificial intelligence (Al) and big
data, as well as competencies related to management, leadership, and cybersecurity. In the process of
shaping future labor market policies, special attention is given to the influence of technological factors
on the nature and roles of future work. The paper references studies that substantiate the growing im-
pact of artificial intelligence on labor market dynamics. The conclusion emphasizes the necessity for
coordinated approaches and strategies between labor market institutions and the education system to
enhance labor market conditions and address existing and future skill mismatches. It is recommended
that active labor market policies be grounded in a detailed and systematic study of anticipated labor
market developments.
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INTRODUCTION

Reducing high unemployment rates and en-
suring effective employment of the population
requires the implementation of a comprehensive
approach. To achieve these objectives, any policy,
program, or project must involve a thorough study
and analysis of the current state of the labor mar-
ket. Furthermore, to ensure the desired outcomes,
it is crucial to assess and forecast anticipated
changes in the labor market.

Addressing issues related to unemployment
and employment of the population is complicated
by the fact that numerous factors influence the la-
bor market. Labor markets in developing countries
exhibit a unique dynamism, and Georgia is no ex-
ception. For over three decades, the labor market
in Georgia has been characterized by high unem-
ployment rates and ineffective employment strate-
gies. A significant recent factor that has dramatical-
ly impacted Georgia’s labor market is the COVID-19
pandemic. Although there have been some positive
developments in reducing unemployment during
the post-pandemic period, the labor market con-
tinues to face substantial challenges.

Alongside a detailed study of the current sit-
uation, attention must be given to economic,
technological, local, and global factors that may
either exacerbate existing problems in Georgia’s
labor market or, conversely, create new opportu-
nities to improve labor market conditions. This is
particularly relevant in the case of advanced tech-
nologies and digital work' platforms (Kvirkvaia,
2023). Therefore, it is crucial to conduct a com-
prehensive investigation into anticipated changes
related to future skill requirements, labor market
drivers, evolving workplace roles, strategies for
preparing an adequate workforce, and other rel-
evant factors.

METHODOLOGY

This study aims to analyze the current state
of the labor market, with a focus on the factors

1 Kvirkvaia, M. (2023). Digital work platforms in the
modern labor market. In M. Kupiek & R. A. Brand-
meier (eds.), The digital transformation of Georgia,
pp. 3-22. Cham: Springer. Available at <https://doi.
0rg/10.1007/978-3-031-2641-1_1>.

influencing its dynamics and the directions of its
changes. Utilizing the desk research method, the
study draws upon official statistical data, publica-
tions from local and international organizations,
and research conducted by both foreign and Geor-
gian scholars. This comprehensive approach en-
sures an in-depth examination of the labor mar-
ket dynamics and the various influences shaping
its future. Additionally, the study incorporates
findings from the report? on the development of
skills forecasting in the labor market of Georgia,
created in collaboration with Cambridge Econo-
metrics and the Ministry of Economy and Sustain-
able Development of Georgia (MOESD) (Suta, et
al., 2022). Special attention is given to the study
results published by the World Economic Forum,
which are related to ongoing processes in global
labor markets.

At the end of the paper, the research findings
are summarized, and key conclusions are present-
ed. This research serves as a foundational basis
for a comprehensive study to be conducted on the
labor market in the future.

OVERVIEW OF THE LABOR MARKET
IN GEORGIA

To analyze the current state of the labor mar-
ket, the most critical indicators are the unemploy-
ment and employment rates of the working-age
population. Monitoring changes over time is
also essential to identify trends within the la-
bor market. It should be noted that official data
on workforce indicators is based on established
methodologies and adheres to international labor
statistics practices. The methodologies and stan-
dards employed by the country’s official agency
in workforce studies are of paramount impor-
tance, as modifications of these methodologies

2 Suta, C.-M., Barbieri, L., Alexandri, E., Thoung, C,,
Barker, A. (2022). Development of a macroeconom-
ic skills forecasting model for Georgia. Analysis of
the labour market for the next 5 years. Cambridge
Econometrics and the Ministry of Economy and
Sustainable Development of Georgia (MOESD).
Available at: <https://www.lmis.gov.ge/Lmis/Lmis.
Portal.Web/Handlers/GetFile.ashx?Type=Content
&1D=2a982367-58a7-4744-93a5-14294blec451> [Last
access: 01.12.2025].
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and standards can lead to significant variations
in the reported indicators. A good example of this
is the introduction of new standards by the Inter-
national Labour Organization in Georgia in 2020,
which were implemented by the National Statis-
tics Office of Georgia (National Statistics Office
of Georgia, 2025). This change led to notable al-
terations in workforce indicators. While the rele-
vance of official statistical data warrants separate
discussion, for this research, official statistical
data, along with other materials, provide valuable
insights into the current state of the labor market
in Georgia. One particular useful set of statistical
information is the official data on population and
workforce indicators® for the last ten years (see
Table 1).

Among workforce indicators, the most signifi-
cant are the dynamics of unemployment and em-
ployment levels over the past 10 years. According
to official data, the lowest unemployment rate re-

3 National Statistics Office of Georgia. (2025). La-
bour Force Indicators. Available at: <https://www.

geostat.ge/en/modules/categories/683/Employ-
ment-Unemployment> [Last Access: 01.12.2025].

corded between 2014 and 2023 occurred in 2023,
while the highest rate was observed in 2014. It is
noteworthy that, according to official data, un-
employment has been steadily decreasing since
2014, except during the COVID-19 pandemic pe-
riod. During the reporting period, the absolute
number of unemployed individuals decreased by
112,000, and preliminary official data for the first
three quarters of 2024 indicate that the number of
unemployed individuals has decreased even fur-
ther. The unemployment rate varies significantly
across age groups (see Figure 1). For instance, in
2023, the unemployment rate among young peo-
ple aged 20 to 24 was notably high, reaching 32
percent, which is nearly double the overall unem-
ployment rate for the country in the same year.
Additionally, unemployment rates were also ele-
vated among the 25-29 and 30-34 age groups, both
exceeding 20 percent.

Unemployment and employment data catego-
rized by educational attainment level can provide
valuable insights into the labor market. Typically,
these statistics illustrate how different levels of
education influence job prospects and employ-

TABLE 1: POPULATION AND LABOUR FORCE INDICATORS *

(thousand persons)

2014 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 2_(%4 2_2%24 2_2%)4
Unemployed 3740  |3672 (3592 3545 (3090 (2769 2819 (3162 |2679 |2617 [2286 (2197 [225.7
Unemployment (%)  [23.0 219 217 21.6 19.2 176 18.5 20.6 173 16.4 14.0 13.7 13.8
Employed 1255.0 |1308.5 |12945 |1286.9 [1296.2 [1295.9 |1241.8 |12174 |1283.7 |1334.6 |1401.9 |1387.8 |1407.6
Employment (%) IAWA 433 430 427 427 (427|410 404 429  |445 |- - -
Hired 7955  |8553 (8539 8693 (9035 |8975 [8453 (8294 |870.9 (9204 |- - -
Self-employed 453.0  |445.6  |4344 |4168 [3922 3979 [3959 (3871 |4121 |4136 |- - -
Labor force 16290 |1675.6  [1653.8 |1641.4 [1605.2 |1572.8 |1523.7 |1533.6 |1551.6 [1596.3 [1630.5 [1607.6 [1633.4
Participation rate (%) |53.7 55.5 550|545 |529 [51.8 [505 [509 [51.9 533 |- - -
Outside the labor force|1402.6  |1343.5 |1355.7 [1370.9 [1429.0 |1464.3 |1494.8 |1476.7 |14374 |1400.8 |- - -
Population 37169 (37219 |3,728.6 |3,726.4 |3,729.6 (3,7235 | 3,716.9 |3,728.6 |3,688.6 |3,736.4 |- - -
Total 15 + population {3031.6  [30191 (30094 |3012.3 |30343 30371 |3018.5 [3010.3 [2988.9 (29971 |- - -

Source: The table is compiled according to the data of the National Statistical Service of Georgia

* Table 1 presents some labour indicators for the first three quarters of 2024 only, published by the Office for Na-

tional Statistics during the study period.
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FIGURE 1

Unemployment Rate by Age Groups in 2023, %
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Source: National Statistical Service of Georgia

ment stability. Data from 2020-2023 indicate that
the highest unemployment rate by educational
attainment level is observed among individuals
with Primary or Lower Secondary level, followed
by those with Upper Secondary level. Next is Vo-
cational education graduates, and the lowest un-
employment rate is among individuals with High-
er education.

According to official data, a positive correla-
tion is confirmed between employment levels
and educational attainment. From 2020 to 2023,
it is evident that higher levels of education corre-
spond to increased employment rates within the
workforce.

Furthermore, employment levels among young
people also vary by gender. For example, in 2023,
the employment rate for graduates aged 20 to 34
was 54.8 percent. Within this group, the employ-
ment rate for women was 50.4 percent, whereas
for men it was nearly 59 percent.

Over the past decade, the size of the workforce
has remained relatively stable or has experienced
a slight decline, with the participation rate being
approximately 53 percent. During the same period,
the number of individuals outside the labor force
has also remained nearly constant. It can be as-
sumed that the stagnation of both the labor force

20
: N

35-39 40-44 45-49

50-54 55-59 60-64 65+ Total

and those outside of it may be due to the low pop-
ulation growth rate and migration factors. Both
phenomena are associated with numerous nega-
tive consequences for the population of Georgia.

A positive development is the increase in the
number of employed individuals by approximate-
ly 80,000, primarily attributed to the rise in hired
employees. However, the increase in the num-
ber of employees was mainly due to the growth
in the public sector workforce, which does not
guarantee long-term effective employment. This
is confirmed by the data from the National Statis-
tics Office of Georgia (2025) on the distribution of
employment by ownership forms,* which indicates
that employment across all sectors generally in-
creased by approximately 12% from 2014 to 2023,
including about 27% in the public sector, while in
other sectors only by about 7%.

Despite a certain reduction, the number of
self-employed people remains high (about 400
thousand). Likely, some of those self-employed
individuals do not represent the actual employ-
ees or, at best, fall into the category of ineffective

4 National Statistics Office of Georgia. (2025). La-
bor Force Indicators. Available at: <https://www.

geostat.ge/en/modules/categories/683/Employ-
ment-Unemployment> [Last Access: 01.12.2025].
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employees® (Kvirkvaia & Shengelia, 2024). Overall,
the inefficiency of employment in Georgia is also
reflected in the distribution of employees by type
of economic activity, where the largest share is
comprised of those employed in agriculture.

Expected Changes in the Labor Market

In the context of globalization, the labor mar-
ket of any country, including Georgia, evolves un-
der the influence of international processes and
changes. Therefore, to study the expected chang-
es and development directions in the labor mar-
ket, it is beneficial to consider the findings from
research conducted at both international and
national levels. In this regard, the fourth edition
of the Future of Jobs® report, published by the
World Economic Forum (2023), holds significant
importance. This edition is based on a survey
conducted across 45 countries, including Georgia.
These countries’ economies account for 88% of
the global GDP. The research covered 27 industry
clusters and 803 companies, employing over 11
million people in total. The survey includes ques-
tions about broad trends and technology devel-
opments, their impact on jobs and skills, and the
strategies businesses plan to implement to trans-
form their workforce. The results of the research
are based on the expectations of the surveyed
companies regarding future changes in the labor
market.

Since the demand for labor is derived from
the demand for a firm’'s output, changes in the
labor market generally have a significant impact
on businesses due to ongoing transformations.
In terms of factors influencing business transfor-
mation, respondents in the Future of Jobs Report
2023 indicated that increased adoption of new
and disruptive technologies, along with increased
access to digital technologies, are likely to drive
organizational change. These trends are expect-

5 Kvirkvyaia, M., Shengelia, M. (2024). Unemployment
and Digital Labor Platforms in Georgia. European
Scientific Journal, ES)J, 20(37), p. 126. Available at:
<https://doi.org/10.19044/esj.2024.v20n37p126>.

6 World Economic Forum. (2023). Future of Jobs Re-
port 2023. Available at: <https://www3.weforum.
org/docs/WEF Future_of Jobs_2023.pdf>. [Last Ac-

cess: 01.05.2025].
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ed to impact more than 86% of organizations sur-
veyed. Among the factors driving changes within
organizations, the broader application of Environ-
mental, Social, and Governance (ESG) standards is
also significant (80.6%). According to the respon-
dents, the next most important trends in driving
changes are macroeconomic trends, specifically
the rising cost of living for consumers (74.9%) and
slower global economic growth (73.0%).

The report presents the surveyed organiza-
tions’ assessment of individual macrotrends as
job creators over five years. According to their ex-
pectations, the highest percentage of respondents
identifies the macrotrend of increased adoption
of new and frontier technologies as the most sig-
nificant job creator. However, a significant portion
of respondents also classify the same macrotrend
as a job displacer. Therefore, despite the positive
net effect of the increased adoption of new and
frontier technologies on job growth, more signifi-
cant net job creators in the future are anticipated
to be investments that facilitate the green transi-
tion of businesses, the broader application of ESG
standards, and the localization of supply chains.

In the World Economic Forum report, respon-
dents from Georgia exhibit somewhat different
expectations regarding job creators compared to
the global perspective. For example, according to
respondents from Georgia, the positive net effect
(job creator minus job displacer) of the macro-
trend of broadening digital access is 60%, where-
as globally, the same indicator is almost half at
33.7%. Such differing expectations may be due to
a relative lag in the adoption of digital technolo-
gies in Georgia compared to other countries. Nev-
ertheless, Georgian respondents anticipate an in-
crease in the utilization of digital technologies in
the future and consider it a significant influencing
factor on the labor market.

The impact of technology on the labor market
is particularly noteworthy among macrotrends,
as understanding how technology impacts labor
markets is critical for facilitating transitions from
declining jobs to future employment opportuni-
ties. The majority of surveyed organizations (75%
and more) anticipate the adoption of technolo-
gies such as digital platforms and apps, educa-
tion and workforce development technologies,
big-data analytics, cloud computing, encryption
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and cybersecurity, e-commerce and digital trade,
artificial intelligence, and so on by 2027.

In terms of the impact of technology on the
labor market, particularly regarding job creation,
the expectations for the next five years are al-
most identical both globally and in Georgia. Re-
spondents from Georgia also consider e-com-
merce and digital trade, big-data analytics,
distributed ledger technology (e.g., blockchain),
encryption and cybersecurity, as well as digital
platforms and apps, and so on, as significant job
creators in the future.

Regarding the anticipated creation of new jobs
in the labor market, forecasts for the demand for
green jobs are significant. Specifically, according
to a recent estimate by the International Energy
Agency’ (IEA), a green-recovery scenario could re-

7 International Energy Agency. (2020). World Energy
Outlook Special Report in collaboration with the In-
ternational Monetary Fund. Available at: <https://iea.
blob.core.windows.net/assets/c3de5e13-26e8-452-
8a67-b97abal7f0a2/Sustainable_Recovery.pdf>.

TABLE 2: REQUIRED SKILLS (2023-2027)

sult in an additional 3.5% growth in global GDP,
alongside a net employment impact of 9 million
new jobs created each year. Globally, the green
transition could create 30 million jobs in clean
energy, efficiency, and low-emission technologies
by 2030.

In order to adapt to future changes in the labor
market, it is essential to identify the skills that will
be increasingly in demand. More than half of the
surveyed respondents recognize the basic skills
whose importance is expected to rise between
2023-2027 (see table 3). Compared to the skills in
demand in 2023, the importance of Creative and
Analytical thinking will increase even more in the
future.

When comparing the two fundamental skills,
creative and analytical thinking, respondents
indicate that the importance of creative think-
ing is expected to grow more significantly in the
future than that of analytical thinking skills.
Nevertheless, both skills rank at the top of the
list of the most important competencies for

SKILLS REQUIRED 2023 (TOP 15)

EXPECTED RISE OF REQUIRED SKILLS®

Analytical thinking

Creative thinking

Creative thinking

Analytical thinking

Resilience, flexibility and agility

Technological literacy

Motivation and self-awareness

Curiosity and lifelong learning

Curiosity and lifelong learning

Resilience, flexibility and agility

Technological literacy

Systems thinking

Dependability and attention to detail

Al and big data

Empathy and active listening

Motivation and self-awareness

Leadership and social influence

Talent management

Quality control

Service Orientation and customer service

Systems thinking

Leadership and social influence

Talent management

Empathy and active listening

Service Orientation and customer service

Dependability and attention to detail

Resource management and operations

Resource management and operations

Al and big data

Networks and cybersecurity

Authors elaboration. Source: World Economic Forum, Future of Jobs Survey 2023.

* Listed skills are ranked based on share of organizations surveyed which consider skills to be increasing in im-

portance.
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their respective periods. Additionally, respon-
dents anticipate an increase in the importance
of skills such as artificial intelligence (Al) and
big data, systems thinking, technological liter-
acy, curiosity and lifelong learning, motivation,
and self-awareness, among others.

Forecasts regarding absolute job growth pro-
vide valuable insights. According to the Future
of Jobs Report 2023, based on the study of 673
million employees using a global dataset of the
International Labor Organization, the following
forecasts are given regarding the absolute growth
of jobs: Over the next five years (2023-2027), 69
million jobs will be created, and 83 million jobs
will be lost. Thus, the study indicates a net loss
of 14 million jobs, which constitutes 2% of the 673
million employees studied; According to the same
study, the highest absolute job creation over the
next five years is expected for Agricultural Equip-
ment Operators, Heavy Truck and Bus Drivers, and
Vocational Education Teachers. The greatest re-
duction in employment in absolute terms is ex-
pected for Data Entry Clerks, Administrative and
Executive Secretaries, and Accounting, Bookkeep-
ing, and Payroll Clerks.

To forecast changes in the labor market, it is
crucial to comprehend the evolving division of
tasks performed by humans compared to those
executed by machines and algorithms. Accord-
ing to the Future of Jobs 2023 report, organiza-
tions currently estimate that machines perform
over one-third of all business-related tasks, while
humans handle the remaining nearly two-thirds.
Employers anticipate that automation will exceed
40% by 2027. The survey indicates that by 2027,
35% of reasoning and decision-making tasks and
65% of information and data processing tasks will
be automated. Furthermore, the study indicates
that 44% of workers’ skills are anticipated to be-
come obsolete within the next five years, accord-
ing to surveyed companies. Survey participants
estimate that 60% of workers will require training
by 2027. In response to these changes, companies
plan to prioritize learning initiatives, on-the-job
training, and process automation. Most compa-
nies expect to see a return on their investment
in skills training within a year, whether through
increased productivity, enhanced employee satis-
faction, or greater role flexibility.
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In addition to the findings of the World Eco-
nomic Forum’s research, numerous other papers
and studies have highlighted the impact of tech-
nology on the labor market. Recent studies fo-
cusing on the short-term and long-term expec-
tations regarding the impact of technologies,
particularly artificial intelligence (Al), are par-
ticularly noteworthy. Regarding this, researchers
(McRae et al., 2024) assert that “Al will create, not
diminish, workforce opportunity”. A 2023 Gartner
survey found that 22% of employees expected
Al to replace their job within the next five years.
Despite this anxiety, it is anticipated that, in the
short to medium term, generative Al (GenAl) will
not replace many jobs; rather, it will lead to the
redesign of jobs to include new responsibilities,
such as interacting with GenAl tools. “Gartner
predicts that GenAl will be involved in 70% of
text — and data-heavy tasks by 2025, up from less
than 10% in 2023".8

Furthermore, the International Labour Orga-
nization (ILO, 2024)° has placed significant em-
phasis on the impact of artificial intelligence on
the labor market in its 2024 report. The report
states, “Many countries, including developing
ones, have adopted policies to encourage the
adoption of Al. However, in the current climate
of geopolitical tensions, technological transfer
seems to be facing intensifying barriers, which
will hamper leapfrogging strategies in develop-
ing countries to harness the benefits of these
digital technologies”.

Researchers from Georgia (Abuselidze &
Mamaladze, 2021) have dedicated a paper to ex-
amining the impact of artificial intelligence on the
labor market and employment. According to their
conclusion, “Artificial Intelligence can promote
economic growth, create new jobs and employ-
ment. The destruction mechanism is a replace-
ment effect, where new technology will replace
old technology, and hence, changing old technol-

8 McRae, E. R., Aykens, P, Lowmaster, K., Shepp, J.
(2024). 9 trends that will shape work in 2024 and
beyond. Harvard Business Review. Available at:
<https://hbr.org/2024/01/9-trends-that-will-
shape-work-in-2024-and-beyond> [Last Access:
01.12.2025].

9 International Labour Organization. (2024). World
Employment and Social Outlook. Available at:

<https://doi.org/10.54394/HQAE1085>.
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ogy jobs will inevitably lead to unemployment.
Technological advances will reduce costs and
make resources more efficient”°

Alongside certain global trends, there are la-
bor market drivers that are specific to particular
countries or regions. For instance, a group of au-
thors (Hodge et al., 2023)" asserts that “The US
labor market has experienced significant changes
since the turn of the century. Some of the most
profound changes were driven by technology, oth-
ers shaped by business, policy, and shifting so-
cial norms. Two enormous economic shocks, the
Great Recession of 2007-2009 and the pandemic
recession of 2020, also drove change in the econ-
omy and labor market. At the time of this writing,
the Federal Reserve has been working to bring
down inflation rates that reached a 40-year high
last year. These major developments have trans-
formed the nature of work and opportunities for
American workers”.

Based on the objectives of our research,
among the recently published works and studies
on the Georgian labor market, it is worth noting
the report “Development of a Macroeconomic
Skills Forecasting Model for Georgia” (Suta, et
al., 2022). This report” was developed through
a collaboration between the Ministry of Econo-
my and Sustainable Development of Georgia and
the international consulting company Cambridge
Econometrics. Cambridge Econometrics was
tasked with creating the skills forecasting mod-
el in close consultation with the National Bank
and the National Statistics Office of Georgia. This

10 Abuselidze, G., Mamaladze, L. (2021). The impact of
artificial intelligence on employment before and
during pandemic: A comparative analysis. J. Phys.:
Conf. Ser. Available at: <https://iopscience.iop.org/
article/10.1088/1742-6596/1840/1/012040>.

11 Hodge, N., Andreason, S., Van Horn, E. C. (2023). The
labor market, then and now: The first two decades
of the 21st century, part one. Available at: <https://
doi.org/10.29338/wc2023-02>.

12 Suta, C.-M., Barbieri, L., Alexandri, E., Thoung, C.,,
Barker, A. (2022). Development of a macroeconom-
ic skills forecasting model for Georgia. Analysis of
the labour market for the next 5 years. Cambridge
Econometrics and the Ministry of Economy and
Sustainable Development of Georgia (MOESD).
Available at: <https://www.lmis.gov.ge/Lmis/Lmis.

Portal.Web/Handlers/GetFile.ashx?Type=Content
&1D=2a982367-58a7-4744-93a5-14294b1ec451> [Last

Access: 01.12.2025].

document represents the first assessment of the
future skills challenges facing the Georgian econ-
omy over the next five years (2022-2027). Based
on the models developed within the framework
of the work, a macroeconomic forecast is made
in three key areas: the direction of labor demand
(employment forecast by sector, occupation, and
qualifications); the direction of labor supply (la-
bor supply forecast by age, gender, and qualifi-
cation); and replacement needs forecast by oc-
cupation. The models are constructed based on
various assumptions. One such assumption is
that by 2027, the working-age population (ages
15-64) will decrease by 12 thousand individuals.
Under macroeconomic assumptions, starting in
2024, GDP growth is expected to remain stable
at approximately 5% per year, with each major
component of spending expected to grow at the
same rate. According to this assumption, GDP is
expected to increase by 30 percent by 2027 com-
pared to 2022. Based on the sector growth es-
timates, the biggest sectors (for 2022-2027) are
Agriculture, Manufacturing, Construction, Whole-
sale and Retail Trade, and Transport. Together,
these five sectors are expected to account for
nearly 60% of gross output.

Over the forecast period (2022-2027), employ-
ment in Georgia is projected to grow at an aver-
age annual rate of 1.3%. In absolute terms, this
translates to an expected increase of approxi-
mately 10,000 workers per year. By 2027, employ-
ment in Georgia is forecasted to reach 1.36 million
people, representing a 6.9% growth compared to
2022. Most sectors are anticipated to experience
employment growth during this period, except
for agriculture, which is expected to decline by
over 11,000 workers. Declines are also expected in
manufacturing. The employment decrease in Agri-
culture and Manufacturing can be attributed pri-
marily to the robust growth in labor productivity
within these sectors. Notably, the largest absolute
increase in employment is expected in Public Ad-
ministration and Defense, Transport and Storage,
and Education. Additionally, smaller sectors like
Mining and Quarrying and Activities of House-
holds as Employers are expected to exhibit strong
percentage growth.

The developed document contains critical
information regarding the future labor market
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FIGURE 2: JOB OPENINGS BY BROAD OCCUPATIONAL GROUP, 2022-27
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Source(s): Cambridge Econometrics.

of Georgia, including anticipated job openings
or vacancies. Two primary drivers of those di-
rections are expansion demand* (resulting from
changes in the size and structure of the econo-
my); replacement demand (the need to replace
people who may be leaving their current jobs).
Forecasts of job openings are based on assump-
tions regarding changes in sectoral employment
by occupation. Additionally, these forecasts con-
sider trend analyses from countries similar to
Georgia (such as Bulgaria and Romania), which
have more readily available data, as well as ex-
pert estimates. The occupations considered are
the nine ISCO 1-digit occupations (ILO, 2025).
According to the model developed in the report,
in most occupations, replacement demand con-

Expansion demand is calculated as employment in
2027 minus employment in 2022. Replacements is
calculated as the total number of jobs where the
person would need to be replaced over 2022-27. To-
tal job openings is the sum between replacements
and new/lost jobs.

13 International Labour Organization. (n.d.). Inter-
national Standard Classification of Occupations
(ISCO). Available at: <https://ilostat.ilo.org/meth-

ods/concepts-and-definitions/classification-occu-
pation/> [Last Access: 01.12.2025].
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stitutes the majority of job openings. Overall,
replacement demand and expansion demand
are expected to account for 70% and 30% of job
openings respectively (see figure 2). Productivi-
ty in the agriculture sector grows at a rate fast-
er than output, the demand for Skilled Agricul-
tural, Forestry, and Fishery Workers is expected
to decrease, resulting in no anticipated job
openings in that occupation. The occupations
with the largest number of job openings com-
ing from new jobs are Professionals and Service
and sales workers, accounting for 25% and 21%,
respectively, of total job openings. Furthermore,
the Professionals category is where expansion
demand accounts for the largest share of job
openings (45%). The occupational structure of
some sectors is kept unchanged due to a lack
of evidence regarding potential future trends.
As well as insufficient data on possible future
trends (see Figure 2).

The paper outlines the expected labor supply
based on age, gender, and qualification. It also
compares labor demand by qualification to assess
potential mismatches between skill supply and
demand. Labor supply projections are based on
population projections that do not consider any
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changes in labor force participation rates (by age
and sex) for the period from 2022 to 2027. Con-
sequently, the projected changes in labor supply
are attributed solely to demographic shifts. The
total labor force is expected to decline by approx-
imately 66,000 individuals (2.5%) over the period
from 2022 to 2027.

The report compares the projected supply
(labor force) and demand (employment) across
various qualifications and illustrates the future
supply available (i.e.,, supply minus demand).
These forecasts indicate a potential shortage of
highly* qualified workers in the medium term.
Consequently, middle-skilled workers may occupy
high-skilled positions, while low-skilled workers,
whose supply is expected to increase-may occupy
medium-skilled positions, potentially leading to a
skills mismatch that can impact productivity.

CONCLUSIONS

Analysis of the existing statistical data on
Georgia’s labor market shows that the overall un-
employment rate, particularly among youth age
groups, is significantly higher than the natural
rate of unemployment.

A positive development is that, according to
official statistics, over the past 10 years, the num-
ber of employed individuals has increased, mainly
due to a rise in the number of hired employees
and a simultaneous decrease in the number of
self-employed individuals. However, the number
of self-employed individuals remains relatively
high. Despite certain changes, the share of those
employed in agriculture continues to be substan-
tial. Regarding employment by sectors, over the
past five years, the Georgian economy has expe-
rienced significantly higher percentage growth
in the public sector compared to other sectors,

High - Doctor or equivalent; Master or equivalent;
Bachelor or equivalent; Higher professional edu-
cation or equivalent. Medium - Secondary general
education (upper secondary); Vocational educa-
tion on the base of secondary general education
(except higher professional education); Vocational
education without secondary general education.
Low - Basic general education (lower secondary);
Primary education; Pre-primary education; Has no
education but can read and write; Illiterate.

which only provides a temporary alleviation of the
unemployment problem.

Looking ahead, a shortage of highly qualified
labor coupled with a surplus of low-qualified la-
bor is expected to emerge alongside a reduction
of the labor force. This situation will exacerbate
existing mismatches in the future labor market.

In line with global processes, the primary fac-
tors influencing the development and changes in
the Georgian labor market over the next five years
will include expanding digital access, adaptation
to modern advanced technologies, and projected
economic growth. Additionally, other specific fac-
tors that will influence changes in Georgia’s labor
market in the future include negative demograph-
ic and migration trends, as well as the prospect of
joining EU structures etc.

The Georgian labor market is expected to ex-
perience increased demand for the following
skills: creative and analytical thinking, technolog-
ical literacy, systems thinking, expertise in Al and
big data, skills related to management, leader-
ship, and cybersecurity.

In developing labor market policies and pro-
grams in Georgia, it is essential to pay special
attention to technological factors, such as artifi-
cial intelligence, which will influence not only the
structure of employment but also the functions
and roles performed by individuals in the work-
place in the future.

To ensure effective employment, the primary
focus should shift from the public sector to fos-
tering growth in the private sector, as the private
sector is poised to play a crucial role in providing
long-term, effective employment opportunities.

Studying and forecasting the future develop-
ment of the labor market should be prioritized as
a pressing issue in the country. The primary users
of labor market forecasts should be education-
al institutions (higher, professional, secondary).
These institutions must provide an adequate la-
bor market supply that aligns with the forecasted
demand in a timely manner.

Decision-makers at the public level should fa-
cilitate the alignment of skills demanded and sup-
plied in the labor market. They should also support
the study of future labor market development. This
must be part of active labor market policy.

To address the current and projected mis-
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matches in the labor market in Georgia, labor
market institutions and the education system
should respond with a unified strategy and ac-
tion plans to consider both global and local fac-

tors influencing the evolution of the labor mar- supply.

ket.

10.

1.

12.

13.

14.

15.

16.
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To quickly adapt to changes in the labor mar-
ket, private companies should develop a flexible
system of on-site education and training, there-
by reducing reliance on external sources of labor
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accommodations and transportation. The study also identifies demographic factors that influence the
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mendations compared to older tourists. These findings suggest that Al-Driven Personalisation can ef-
fectively promote sustainable tourism by improving traveller experiences and encouraging eco-friend-
ly behaviors. Tourism providers can use Al to tailor suggestions to individual preferences, enhancing
both the quality of the travel experience and the environmental impact. Future research should focus
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INTRODUCTION

The tourism industry is one of the industry
sectors affected by artificial intelligence.! This
field is expected to transform various sectors and
promoting both environmental sustainability and
business success.?

According to the United Nations Environment
Programme (UNEP) and the World Tourism Orga-
nization (WTO), sustainable tourism is the “Tour-
ism that takes full account of its current and fu-
ture economic, social and environmental impacts,
addressing the needs of visitors, the industry, the
environment and host communities”? Madjid et
al. Emphasize that sustainable tourism requires
a harmonious balance between environmental,
economic, and social dimensions.* It also requires
responsible behaviours from individuals.®

The International Ecotourism Society (TIES)
considers ecotourism as responsible travel to
natural areas that protects the environment, im-
proves the well-being of local residents, including
interpretation and education. Education is meant
to be inclusive of both staff and guests.® Eco-tour-
ism, also known as responsible tourism, attempts
to limit negative effects on the environment, sup-

1 Malik, S., Muhammad, K., Waheed, Y. (2024). Artifi-
cial intelligence and industrial applications - A re-
volution in modern industries. Ain Shams Enginee-
ring Journal, 15(9), 102886. Available at: <https://
doi.org/10.1016/j.as€].2024.102886>.

2 Jorzik, P, Antonio, J. L., Kanbach, D. K., Kallmuenzer,
A., Kraus, S. (2024). Sowing the seeds for sustaina-
bility: A business model innovation perspective on
artificial intelligence in green technology startups.
Technological Forecasting and Social Change, 208,
123653. Available at: <https://doi.org/10.1016/].
techfore.2024.123653>.

3 UNEP & WTO. (2005). Making Tourism more Sustai-
nable (United Nations).

4 Majid, G. M., Tussyadiah, I., Kim, Y. R., Pal, A. (2023).
Intelligent automation for sustainable tourism: A
systematic review. Journal of Sustainable Tourism,
31(11), 2421- 2440. Available at: <https://doi.or
1080/09669582.2023.2246681>.

5 Chen, G., Peng, J. (2023). Promoting sustainable tou-
rism destinations: Support and its role in tourist
environmentally responsible behaviour. Environ-
ment, Development and Sustainability. Available
at: <https://doi.org/10.1007/s10668-023-04095-y>.

6 TIES. (2015). What Is Ecotourism. The International
Ecotourism Society. Available at: <https://ecotou-

rism.org/what-is-ecotourism/>.
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port local people, and encourage cultural pres-
ervation.” Both statements highlight responsible
tourism, which aims to reduce environmental
damage, help local people, and protect cultural
heritage. Education and active engagement from
all stakeholders are critical for developing sus-
tainability and cultural awareness in tourist activ-
ities.

Al is rapidly being used across several service
industries, such as travel and tourism, due to its
great learning capacity, flexibility, and connectiv-
ity.

Several studies have explored the potential of
Al in the travel industry. For instance, Vecchia et
al. Investigated the use of Al-powered recommen-
dation systems (RSs) where one or more attrac-
tions must be recommended to users based on
preferences, contextual aspects, and various oth-
er limitations in a sustainable way.’ Their findings
demonstrated the effectiveness of Al in match-
ing travellers with eco-friendly recommended
systems that align with their interests. Similarly,
Milton (2024)" investigated the role of Al in im-
proving energy usage and waste management in
hotels, demonstrating the potential for Al-driven
solutions for reducing the environmental effects
of the tourist industry. Al-driven solutions for en-
hancing energy efficiency and waste management

7 Kumar, P, Aggarwal, B., Kumar, V., Saini, H. (2024).
Sustainable tourism progress: A 10-year bibliome-
tric analysis. Cogent Social Sciences, 10(1), 2299614.
Available at: <https://doi.org/10.1080/23311886.202
3.2299614>.

8 Akter, S., Babu, M. M., Hani, U., Sultana, S., Bandara,
R., Grant, D. (2024). Unleashing the power of arti-
ficial intelligence for climate action in industrial
markets.

9 Dalla Vecchia, A., Migliorini, S., Quintarelli, E.,
Gambini, M., Belussi, A. (2024). Promoting sustai-
nable tourism by recommending sequences of
attractions with deep reinforcement learning. In-
formation Technology & Tourism, 26(3), 449-484.
Available at: <https://doi.org/10.1007/540558-024-
00288-x>.

10 Milton, D. T. (2024). Artificial Intelligence Transfor-
ming Hotel Gastronomy: An In-depth Review of
Al-driven Innovations in Menu Design, Food Prepa-
ration, and Customer Interaction, with a Focus on
Sustainability and Future Trends in the Hospitality
Industry. International Journal for Multidimensio-
nal Research Perspectives, 2(3), Article 3. Available
at: <https://doi.org/10.61877/ijmrp.v2i3.126>.
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in hotels directly contribute to the aims of sus-
tainable tourism. Al promotes resource efficiency
and minimizes waste, which aligns with sustain-
ability values. This promotes an eco-friendly tour-
ist company by preserving natural resources and
limiting tourism’s negative environmental conse-
quences, both of which are critical for the sector’s
long-term sustainability.

This study focuses on the use of Al-Driven
Personalisation to improve the eco-conscious
travel experience. The research will examine the
possible benefits, challenges, and future trends
of Al in this context. The main objective is to
build a more sustainable and responsible tour-
ism industry. Understanding Al’s role in support-
ing sustainable tourism and increasing visitor
pleasure allows us to build ways for delivering
personalized experiences that are consistent
with environmental values.

RESEARCH PROBLEMATIC

Based on the literature, we propose the fol-
lowing research question: How does Al-Driven
Personalisation impact the satisfaction of the Al-
gerian eco-conscious travellers? And if there is a
significant impact, does this impact significantly
vary across different demographic groups of Us-
ing Specialized platforms, Age, and Educational

Level? Lastly, do the Daily green behaviours and
public self-awareness moderate the relationship
between Al-Driven Personalisation and traveller
Eco-Consciousness Behaviour?

To investigate these questions, we propose
our conceptual framework:

Conceptual framework

The main objective in the Figure 1research is to
examine the potential for Al-Driven Personalisa-
tion to improve environmentally conscious travel
experiences. This includes looking into the ben-
efits, limitations, ethical concerns, and practical
uses of Al in this context. The study’s focus is to
provide a deep insight into how Al may be effec-
tively utilized to promote sustainable tourism and
develop customized experiences that are linked
to traveller values and environmental objectives.

Literature review and hypothesis
development

Understanding Eco-Conscious Travel: Eco-
conscious travel, also known as green travel or
eco-tourism, focuses specifically on the environ-
mental sustainability of tourism within a desti-

FIGURE 1: CONCEPTUAL FRAMEWORK OF THE STUDY
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nation landscape! Thus, Eco-conscious travel
is a form of tourism that strives to minimize the
negative environmental effects of travel. In other
words, it is a conscious effort to travel and take
into consideration to preserve natural resources,
protect cultural heritage, and support sustainable
development.

In their study by Sahabuddin et al. (2024),2
they identify tourist satisfaction as a key factor
influencing loyalty, environmentally responsible
behaviour (ERB), and environmental commitment.
The findings show that environmental value has
a substantial effect on tourist satisfaction. Fur-
thermore, visitor satisfaction is strongly correlat-
ed with tourist loyalty, ERB, and environmental
commitment to the place or destination. Chen et
al. (2023)"® recommend that tourism destinations
should maintain a conducive environment to de-
velop tourist ERB, particularly when tourists ex-
hibit a high level of public self-awareness. Previ-
ous studies have also shown that satisfactory Al
services provide visitors with an exceptional trip
experience and influence the benefits of tour-
ism products In their study, Escobar-Farfan et
al. (2024)" demonstrated that customers prefer

1 Ozcan, B., Bozoklu, S., Khan, D. (2021). Tourism Sec-
tor and Environmental Quality: Evidence from Top
20 Tourist Destinations. In D. Balsalobre-Lorente, O.
M. Driha, & M. Shahbaz (Eds.), Strategies in Sustai-
nable Tourism, Economic Growth and Clean Energy.
Springer International Publishing, 39-66. Available
at: <https://doi.org/10.1007/978-3-030-596750_3>.

12 Sahabuddin, M., Alam, Md. S., Nekmahmud, Md.
(2024). How do perceived and environmental va-
lues influence tourist satisfaction, loyalty, and
environmental awareness? Environment, Develop-
ment and Sustainability. Available at: <https://doi.
0rg/10.1007/s10668-024-050943>.

13 Chen, G., Peng, J. (2023). Promoting sustainable tou-
rism destinations: Support and its role in tourist
environmentally responsible behaviour. Environ-
ment, Development and Sustainability. Available
at: <https://doi.org/10.1007/s10668-023-04095-y>.

14 Ku, E. C. S., Chen, C.-D. (2024). Artificial intelligence
innovation of tourism businesses: From satisfied
tourists to continued service usage intention. In-
ternational Journal of Information Management,
76, 102757, Available at: <https://doi.org/10.1016/].
ijinfomgt.2024.102757>.

15 Escobar-Farfan, M., Cervera-Taulet, A., Schlesin-
ger, W. (2024). Destination brand identity: Challen-
ges, opportunities, and future research agenda.
Cogent Social Sciences, 10(1), 2302803. Available at:
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brands relevant to their identity and enhance
credibility and trust, favouring attitudes and be-
haviours that increase consumption. Travellers,
like customers in general, like travel brands that
reflect their character, values, and beliefs. When
a brand shows relevance to a Traveller’s eco-con-
scious values, it increases confidence and credi-
bility. This connection generates good sentiments
toward the brand, resulting in improved pleasure
with the travel experience, as Travellers feel un-
derstood and valued, which can lead to repeat
bookings and loyalty.

An Eco-conscious behaviour or Pro-environ-
mental also known as the Eco-friendly tourist be-
haviour, happens when an individual tries to limit
his/her negative effects on the natural environ-
ment and contribute to environmental conserva-
tion® This behaviour is positively influenced by
five emotions, as the Kvasova (2015) study found:
extroversion, agreeableness, conscientiousness,
neuroticism, openness. Other studies found that
the Ecoconscious behaviour or Pro-environmen-
tal behaviour is positively influenced by situa-
tional factors such as tourism types or activities,
personal emotions like awe and guilt, and indi-
vidual motivation.” This individual motivation, as
we supposed in our study it's the Daily Green Be-
haviours and Public Self-Awareness as a mediator
variable (DGB&PSA); these are the main supposed
as a bridge between environmental attitude and
eco-friendly behaviour.

Studies investigated which generation is more
widely known as the most eco-conscious gener-
ation, and they found that Generation Z is more
accepting of eco-friendly travel® In our study, we

<https://doi.org/10.1080/23311886.2024.2302803>.

16 Kvasova, O. (2015). The Big Five personality traits
as antecedents of eco-friendly tourist beha-
vior. Personality and Individual Differences, 83,
111-116. Available at: <https://doi.org/101016/].
paid.2015.04.011>.

17 Su, L., Li, M., Wen, J., He, X.2024. How do tourism
activities and induced awe affect tourists’ pro-en-
vironmental behavior? Tourism Management, 106,
105002. Available at: <https://doi.org/101016/].
tourman.2024.105002>.

18 Ribeiro, M. A, Sevyfi, S., Elhoushy, S., Woosnam, K. M.,
Patwardhan, V. (2023). Determinants of Generation
Z pro-environmental travel behaviour: The mode-
rating role of green consumption values. Journal of
Sustainable Tourism. Scopus Available at: <https://
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will focus on multiple generations from boomers to
Generation Z, to know how age affects the eco-con-
scious behaviour of tourists. Also, the eco-friendly
behaviour is affected positively by environmental
and health concerns and service quality.”

Successful Al-Driven Personalisation
Initiatives in Eco-Tourism:

e Booking Platform (Netherlands 1996):
With more than 610.9 million visits to its
website,?® the platform takes into consid-
eration factors such as energy efficiency,
waste reduction, and local impact to iden-
tify eco-friendly options. In October 2023,
Booking.com announced its new initiatives
around Sustainability.? Booking.com has
integrated Al into its platform to recom-
mend sustainable accommodations based
on traveller preferences and location.
These initiatives enhance the travellers’
experiences with Al-powered recommen-
dations that help to find and book sustain-
able accommodations, contributing to in-
creased demand for eco-friendly tourism.

e UK-based Skyscanner (UK 2003): this is a
travel search engine that provides flights
to hotels, and car hire and plan booking to
many tourism destinations. Its main mis-
sion is to adopt the global transformation
to modern and sustainable travel.?? As a
premier travel search platform with a 70
million monthly active user base and ex-

doi.org/10.1080/09669582.2023.2230389>.
19 Sadig, M., Adil, M., Paul, J. (2022). Eco-friendly ho-

tel stay and environmental attitude: A value-atti-
tude-behaviour perspective. International Journal
of Hospitality Management, 100, 103094. Available
at: <https://doi.org/10.1016/].ijhm.2021.103094>.

20  Statista. (2024, July 12). Booking.com: Total web-
site visits worldwide 2024. Statista. Available at:
<https://www.statista.com/statistics/1294912/to-
tal-visits-to-booking-website/>.

21 Booking.com Partners (Director). (2023, October
10). New & Next at Booking com [Video recor-
ding]l. Available at: <https://www.youtube.com/
watch?v=_|sdc7mZHg8>.

22 Skyscanner. (2023, December 15). Our commitment
to net zero. Available at: <https://www.skyscanner.
net/media/sustainability/our-commitment-to-

net-zero>.

tensive global partnerships with about 1200
global partners. Skyscanner offers compre-
hensive flight data that closely aligns with
booking trends.? Skyscanner has launched
its app-exclusive Savvy Search tool, pow-
ered by OpenAl's Chat GPT technology, to
provide travellers with an easier way to
plan their customized trips.

Eco Tourism and Al status in Algeria: in the
Strategic Tourism Development Plan (SDAT) 2025
for Algeria, this strategic plan aims to make tour-
ism a pillar of the Algerian economy by capitaliz-
ing on the country’s diverse assets (cultural, nat-
ural, historical) and developing tourism products
tailored to the expectations of domestic and in-
ternational markets.? It aims essentially to make
tourism a driving force of economic growth for
Algeria by developing both domestic and inter-
national tourism, preserving the environment and
cultural heritage, and improving the country’s in-
ternational image.

Furthermore, with more than 2 million km? of
surface and a rich relief made up of three major
ensembles: the Tell in the north, the highlands
and the Saharan Atlas in the centre, and the Saha-
ra in the south.? Thus, ecotourism in Algeria offers
a variety of activities, from exploring the Mediter-
ranean coastline to venturing into the Saharan At-
las Mountains. Popular destinations include Tas-
sili n’Ajjer National Park, Al Qal’a of Beni Hammad,
Djémila, M’Zab Valley, Timgad, Tipasa, and Kasbah
of Algiers, a UNESCO World Heritage Site known
for its stunning historical and cultural places and
diverse ecosystems.?

23 ForwardKeys. (2018, June 19). Skyscanner and
ForwardKeys join forces to reveal the future of
regional travel behaviour. Available at: <https://
forwardkeys.com/skyscannerand-forward-
keys-join-forces-to-reveal-the-future-of-regio-
nal-travel-behaviour/>.

24 Mta.gov.dz. (2008). Le Schéma Directeur d’Amé-
nagement Touristique 2030. Ministére de 'Amé-
nagement du Territoire, de lEnvironnement et
du Tourisme. Available at: <https://www.mta.gov.
dz/le-schema-directeur-damenagement-touris-
tique-030/?lang=fr>.

25  Mta.gov.dz. (2023). Connaitre l'algerie. Available
at: <https://www.mta.gov.dz/connaitrelalge-
rie/?lang=fr>.

26 UNESCO World Heritage centre. (n.d.). World Heri-
tage List. UNESCO World Heritage Centre. Available

71



ABDELAZIZ DJAMAA

TABLE 1: RELIABILITY STATISTICS.

Dimension Cronbach’s Alpha

No. of Items No of questionnaires

Scale all variables 0.916 18

DB_PS 0.680 4

AlDriven Personalization 0.797 3 160
EcoConscious Behaviour 0.795 5

Traveller Satisfaction 0.876 6

Source: Author’s explanation

MATERIAL AND METHODOLOGY

This study uses a quantitative research meth-
odology to investigate and analyse the relation-
ship between Al-Driven Personalisation and sat-
isfaction among the Eco-Conscious Travellers in
Algeria.

A structured questionnaire was developed to
collect data from tourists who have visited the dif-
ferent tourism destinations. The questionnaire in-
cluded items measuring Al-Driven Personalisation
(e.g., Destination Recommendations, Accommo-
dation Recommendations, Activity Recommenda-
tions, etc.), Eco-Conscious Behaviour and Satis-
faction of the travellers (e.g., Sustainable Travel
Choices, Environmental Awareness, Responsible
Consumption, etc.), and sociodemographic infor-
mation (e.g., age, gender, monthly income).

A convenience sampling method was used to
recruit participants from tourists visiting the des-
tination. A total of 160 respondents completed the
survey and are ready to analysis.

The target population for this study consists
of Algerian tourists who have travelled inside and
outside the country in the past 6 months. A con-
venience sampling method will be used to recruit
participants from various regions across Algeria.

Timeframe: The survey was open for replies
from 12" August 2024 to 13" September 2024,
which provided enough time for data collection.

To investigate the relationships between the
study variables, the obtained data were analysed
using descriptive statistics and inferential statis-
tics using SPSS Statistics 26.

Firstly, we have to calculate and analyse the

at: <https://whc.unesco.org/en/list/> (Last access:
16.09.2024).

72

Cronbach’s Alpha. This is a measure of internal
consistency; how closely related a number of
items are as a group.? The coefficient has a range
of 0 to 1. When an item’s alpha value is high, it
suggests that it measures an underlying factor.
That is a reliability/consistency test, not a statis-
tical test, though. For our study, we found the re-
sults mentioned in Table 1.

The reliability test refers to the consisten-
cy and accuracy of measurement. In this case,
Cronbach’s alpha is used as a measure of inter-
nal consistency, indicating how well the items
within each scale measure the same underlying
construct Almquist et al., (2020). Therefore, the
provided reliability statistics (Cronbach’s alpha
over 0.60) in Table 1 indicate that the scales
used to measure these constructs are generally
reliable and provide a solid foundation for fur-
ther analysis and interpretation of the research
findings.

Findings and Discussion: This part of the study
included the results of the questionnaire forms
distributed on the internet on Facebook, online
Google Drive, email, and phone calls. To find out
what the tourists’ satisfaction is regarding the role
of Al-Driven Personalisation as a factor to enhance
the EcoConsciousness of Algerian travellers.

Respondent’s Demographics: The given data
comprises 160 respondents’ demographic details.
Table 2 provides a breakdown of the demograph-
ic and career characteristics of the respondents
(n=160) involved in the study.

From the table above, the majority of re-

27 Almaquist, Y. B., Signild K., Brannstrom, L. (2020).
A practical guide to quantitative methods with
SPSS. 3787995 Bytes. Available at: <https://doi.
0rg/10.17045/STHLMUNI.10321829>,
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TABLE 2: THE RESPONDENTS ACCORDING TO DEMOGRAPHIC AND CAREER DATA (N =160)

CLASS FREQUENCY PERCENT
Destination Outside the country 67 41,9
More than 55 15 9,4
Gender Male 67 .9
Female 93 581
High School 43 26,9
EducationLevel University Level 78 48,8
Doctoral Degree 39 244
Less than 20,000 31 19,4
21,000-35,000 27 16,9
IncomeLevel
36,000-45,000 17 10,6
46,000-55,000 30 18,8
More than 56,000 55 344
Student 16 10,0
Employed part-time 14 8,8
Occupation Employed full-time 63 394
Selfemployed 37 23]
Other 30 18,8
- No 133 83,1
AiUsing
Yes 27 16,9
Type Inside the country 93 58,1
18-24 45 28,1
25-34 17 10,6
Age
35-44 62 38,8
45-54 21 13,1

Source: Author’s explanation

spondents (581%) chose to travel within the
country, while 41.9% travelled outside Algeria.
The largest age group was 35-44 (38.8%), fol-
lowed by 18-24 (28.1%). The sample was relative-
ly balanced, with 41.9% male and 58.1% female
respondents. A significant portion (48.8%) had a
university-level education, followed by doctor-
al degrees (24.4%) and high school (26.9%). The
most common income bracket was “more than
56,000” (34.4%), indicating a relatively high-in-
come sample. The largest occupational group
was “employed full-time” (39.4%), followed by
self-employed (23.1%). A smaller proportion of
respondents (16.9%) reported using specialized
apps integrated with Al in their travels, while the
majority (83.1%) did not; they use their recom-
mendations from notifications generated based
on their research.

Descriptive statistics of factors

The provided descriptive statistics we get from
SPSS calculations summarize the responses to the
questionnaire items across four dimensions: Dai-
ly green behaviours and public self-awareness,
Al-Driven Personalisation, Eco-Conscious Behaviour,
and Traveller Satisfaction. The statistics include the
number of valid responses (N), mean values, and
standard deviation for each item (see Table 3).

Table 3 presents the results of a survey mea-
suring traveller satisfaction and eco-conscious be-
haviour concerning Al-Driven Personalisation. The
data is based on responses from 160 participants.

The results in Table 4, the mean values for all
variables are relatively high, suggesting general-
ly positive perceptions. And the standard devia-
tion for all variables is moderate, indicating some
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TABLE 3: MEASURING THE TRAVELLER SATISFACTION AND ECO-CONSCIOUSNESS BEHAVIOUR
REGARDING THE USE OF AI-DRIVEN PERSONALISATION

N Mean Std. Deviation
1- Daily green behaviours and public self-awareness

QO01: I always participate in green activities (gardening, recycling, homemade 160 4,0313 0.95445
resources...etc.).

QO02: I talk to my friends about environmental issues 160 4,0000 0.93835
QO03: In my daily life, I prefer to use renewable energy sources (solar energy, 160 3,9375 0.90204
biofuels. etc. )

Q04: I am highly aware about my own image while visiting at my tourism destination 160 4,4375 0,79057

2- Al-Driven Personalisation

QO05: I am satisfied with the services Al recommendations provide me 160 39375 0.79057
QO06: I received relevant Al personalization to my eco-friendly preferences 160 4,0000 0,75235
Q07: Al-powered features facilitated my eco-friendly travel options 160 4.0938 0.80718
3- Eco-Conscious Behaviour

QO08: I am considerate of and preserve the environment at the destinations I visit 160 4,5938 0,60705
Q09: I will talk about the environmental protection concerns of the destination with 160 4,3438 0,99082
my travel companions

Q10: I consistently encourage my family and fellow travellers to embrace 160 4.,4375 0,86648
environmentally friendly practices

Q11: As a tourist, I avoid buying goods with unnecessary packaging material 160 4,0313 0,95445
Q12: As a tourist, I choose transportation that is most eco-friendly 160 4.0625 0.79057

4- Traveller Satisfaction

Q13: 1 believe that my travel choices have positively affected the environment 160 39375 0,79057
Q14: I would recommend myv travel destination or provider to others 160 3,9063 0,76723
Q15: Overall, I am satisfied with my travel experience 160 4,2500 0,75235
Q16: The Al-Driven Personalisation significantly enhanced my satisfaction with the trip 160 3,8123 0,84814
Q17: I would recommend this travel experience to other eco-conscious tourists 160 3,9688 0,88610
Q18: I'm preferred to utilize Al-powered customisation on future eco-friendly travels 160 4,2500 1,00314

Source: Author’s explanation

TABLE 4: DESCRIPTIVE ANALYSIS OF THE RESPONDENTS’ OPINIONS ACCORDING TO THE IMPACT
OF AI-DRIVEN PERSONALISATION AS FACTOR IMPACT TRAVELLER SATISFACTION AND ECO-
CONSCIOUSNESS BEHAVIOUR

N Mean Std. Deviation Rank
_:I_Driven_l’ersonalization 160 4,0104 0,66079 5
DB PS 160 4.1016 0,64201 3
EcoConscious_Behaviour 160 4,2938 0,63242 1
Traveller_Satisfaction 160 4,0208 0,66450 4
Scale All Variables 160 4,1128 0.54630 2
Valid N (listwise) 160

Source: Author’s explanation
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variability in responses. Results also indicate
that Eco-Conscious Behaviour is ranked highest,
meaning that participants perceive it as having
the greatest impact. And unlike Eco-Conscious Be-
haviour, Al-Driven Personalisation is ranked low-
est, indicating a perceived lesser impact.

Based on these results, we conclude that
Eco-Conscious Behaviour is a crucial factor influ-
encing traveller satisfaction. This highlights the im-
portance of incorporating sustainability into travel
experiences. On the other hand, while Al-Driven
Personalisation is ranked lower, it still has a pos-
itive impact on traveller satisfaction. This suggests
that personalized experiences can contribute to a
more enjoyable trip, even if they are not the pri-
mary driver of satisfaction. Finally, the scale All
Variables ranking suggests that the combination
of all factors, including Al-Driven Personalisation,
destination-based preferences, eco-conscious be-
haviour, and traveller satisfaction, has a significant
impact on the overall travel experience.

Hypotheses of the study test

Hypothesis 1: There is a significant positive re-
lationship between Al-Driven Personalisation and
traveller Satisfaction and Eco-Consciousness Be-
haviour.

Table 5 provides correlation coefficients be-
tween the main variables of the study: Al-Driven
Personalisation, Eco-Conscious Behaviour, Trav-
eller Satisfaction, and Scale All Variables. These
coefficients indicate the strength and direction of
the relationships between these variables.

Results found that A strong positive correla-
tion of 0.831 exists between these two variables,
supporting Hypothesis 1. This suggests that
Al-Driven Personalisation is significantly asso-
ciated with higher levels of traveller satisfac-
tion. There is also a moderately strong positive
correlation of 0.494 between Al-Driven Person-
alisation and Eco-Conscious Behaviour, further
supporting Hypothesis 1. This indicates that per-
sonalized experiences can positively influence
travellers’ eco-conscious behaviour. Also, we
found a significant positive correlation of 0.669
observed between these two variables, suggest-
ing that engaging in EcoConscious Behaviour can
enhance traveller satisfaction.

Overall, the results in Table 5 strongly support
Hypothesis 1. “There is a significant positive re-
lationship between Al-Driven Personalisation and
traveller Satisfaction and EcoConsciousness Be-
haviour”.

Hypothesis 2: Higher levels of Al-Driven Per-
sonalisation have a significant impact on traveller
Satisfaction.

TABLE 5: THE RELATIONSHIPS BETWEEN THE MAIN VARIABLES OF THE STUDY

AlDriven_Person

EcoConscious_B Traveller_Satis Scale_All_Va

alization ehaviour faction riables

AlDriven Person Pearson 1 ,494°* 831" 873"
alization Correlation

Sig. (2-tailed) 0,000 0,000 0,000

N 160 160 160 160
EcoConscious_Be Pearson ,494* 1 669" .806™
haviour Correlation

Sig. (2-tailed) 0,000 0,000 0,000

N 160 160 160 160
Traveller Satisfac Pearson 831 ,669°* 1 918" )
tion Correlation

Sig. (2-tailed) 0,000 0,000 0,000

N 160 160 160 160

*#*_ Correlation is significant at the 0.01 level (2-tailed).

Source: Author’s explanation
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Table 6: ANOVA Table
ANOVA®
Model Sum of Squares df  Mean Square F Sig.
1 Regression 48,489 1 48,489 352,728 000
Residual 21,720 158 0,137
Total 70,208 159

a. Dependent Variable: Traveller_Satisfaction

b. Predictors: (Constant), AIDriven Personalization

Source: Author’s explanation

Table 6 presents the results of an ANOVA (Anal-
ysis of Variance) test, which is used to determine
whether there are significant differences between
groups or models. In this case, the ANOVA is ex-
amining the relationship between Al-Driven Per-
sonalisation and Traveller Satisfaction.

The ANOVA results in Table 6 provide strong
evidence that Al-Driven Personalisation is a sig-
nificant predictor of Traveller Satisfaction. The
large F-statistic and highly significant p-value

confirm that the model (including Al-Driven Per-
sonalisation) explains a significant amount of the
variation in Traveller Satisfaction. This supports
the findings from previous analyses and reinforc-
es the importance of Al-Driven Personalisation in
enhancing traveller experiences.

Table 7 presents the coefficients for the re-
gression model predicting Traveller Satisfaction
based on Al-Driven Personalisation. These coef-
ficients represent the standardized beta weights

Table 7: Table of Coefficients

Model

Standardized Coefficients t
Beta

Sig.

1 (Constant) 0,669 0,181

AlDriven Personalization 0,836 0,044

3,701 0,000
0,831 18,781 0,000

a. Dependent Variable: Traveller Satisfaction

Source: Author’s explanation

Table 8: Model summary
Model Sum of Squares df Mean Square F Sig.
] Regression 15,537 1 15,537 51,084 ,000° |
Residual 48,056 158 0,304
Total 63,594 159

a. Dependent Variable: EcoConscious Behaviour

b. Predictors: (Constant), AIDriven_Personalization

Source: Author’s explanation
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Table 9: Table of Coefficients

Model Unstandardized Coefficients Standardized Coefficients t Sig
B Std. Error Beta
1 (Constant) 2,397 0,269 8,909 0,000

Al Driven PERSONALIZATION 0,473 0,0660,494

7,147 0,000

a. Dependent Variable: EcoConscious_Behaviour

Source: Author’s explanation

and their associated t-statistics and significance
levels.

The results provide a standardized beta coeffi-
cient of 0.836 for Al-Driven Personalisation is rel-
atively high, suggesting a strong positive relation-
ship with Traveller Satisfaction. And, the t-statistic
of 18,781 is extremely large, indicating that Al-Driv-
en Personalisation is a highly significant predictor
of Traveller Satisfaction. In conclusion, the results
in Table 7 provide strong evidence that Al-Driven
Personalisation is a significant and influential pre-
dictor of Traveller Satisfaction. The high beta co-
efficient and significant t-statistic demonstrate the
substantial impact of personalized experiences on
enhancing traveller satisfaction.

Finally, the results from Table 6, and Table 7
consistently indicate a strong positive relation-
ship between Al-Driven Personalisation and Trav-
eller Satisfaction. The high correlation coefficient,
significant F-statistic, and significant beta coeffi-
cient all point to the conclusion that higher levels
of Al-Driven Personalisation are indeed signifi-
cantly associated with increased traveller satis-
faction. And, the hypothesis

Hypothesis 2: Higher levels of AlDriven per-
sonalization significantly impact traveller Satis-
faction” is supported.

Hypothesis 3: Higher levels of Al-Driven Per-
sonalisation have a significant impact on Tourist
Eco-Consciousness Behaviour

Table 8 presents the model summary for a re-
gression analysis where Al-Driven Personalisation
is the predictor variable and Eco-Conscious Be-
havior is the outcome variable.

Results shown in Table 8 provide strong evi-
dence that Al-Driven Personalisation is a signif-
icant predictor of Eco-Conscious Behaviour. The
large F-statistic and highly significant p-value

confirm that the model (including Al-Driven Per-
sonalisation) explains a significant amount of the
variation in Eco-Conscious Behaviour. This sug-
gests that personalized experiences can play a
role in influencing travellers’ eco-conscious be-
haviour.

Table 9 presents the coefficients for the regres-
sion model predicting EcoConscious_Behaviour
based on Al-Driven Personalisation. These coef-
ficients represent the unstandardized and stan-
dardized beta weights, along with their associated
t-statistics and significance levels.

The coefficient of 0.473 indicates that for every
one-unit increase in Al-Driven Personalisation,
Eco-Conscious Behaviour increases by 0.473 units,
holding other variables constant. And, the t-sta-
tistic of 7.147 is significantly large, indicating that
Al-Driven Personalisation is a highly significant
predictor of Eco-Conscious Behaviour, with the
p-value of 0.000 being significantly less than 0.05,
confirming the significance of Al-Driven Personal-
isation as a predictor. Hence, the results in Table
9 provide strong evidence that AlDriven Personal-
ization is a significant and influential predictor of
Eco-Conscious Behaviour.

The positive coefficient and significant t-sta-
tistic demonstrate that personalized experiences
can effectively encourage travellers to adopt more
Eco-Conscious Behaviours.

Finally, based on the results from Table 8 and
Table 9, Hypothesis 3: Higher levels of Al-Driv-
en Personalisation significantly impact Tourist
Eco-Consciousness Behaviour is supported.

Hypothesis 4: Higher levels of Eco-Conscious-
ness Behaviour personalisation have a significant
impact on Traveller Satisfaction.

Table 10 presents the coefficients for a re-
gression model predicting Traveler Satisfaction
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Table 10: Table of Coefficients

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
1 (Constant) 1,004 0,270 3,721 0,000
EcoConscious_Behaviour 0,703 0,062 0,669 11,307 0,000
a. Dependent Variable: Traveller Satisfaction
Source: Author’s explanation
Table 11: The One-Way ANOVA with AI-Driven Personalisation
AlDriven Personalization: Using Specialized platforms groups
Sum of Squares df Mean Square F Sig.
Between Groups 7,208 1 7,208 18,303 0,000
Within Groups 62,219 158 0,394
Total 69,427 159
AlDriven Personalization: Age groups
Sum of Squares df Mean Square F Sig.

Between Groups 11,385 4 2,846 7,601 0,000
Within Groups 58,042 155 0,374
Total 69,427 159

AlDriven_Personalization: Educational Level

Sum of Squares df Mean Square E Sig.
Between Groups 0,255 2 0,127 0,289 0,749
Within Groups 69,172 157 0,441
Total 69,427 159

Source: Author’s explanation
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using Eco-Conscious Behaviour as the predictor
variable. The coefficient of 0.703 indicates that
for every one-unit increase in Eco-Conscious Be-
haviour, Traveler Satisfaction increases by 0.703
units, holding other variables constant. The beta
coefficient of 0.669 suggests a moderately strong
positive relationship between Eco-Conscious Be-
haviour and Traveler Satisfaction. The t-statis-
tic of 11.307 is significantly large, indicating that
Eco-Conscious Behaviour is a highly significant
predictor of Traveler Satisfaction. While the p-val-
ue of 0.000 is significantly less than 0.05, confirm-
ing the significance of EcoConscious_Behaviour as
a predictor

The results in Table 10 provide strong evidence
that Eco-Conscious Behaviour is a significant and
influential predictor of Traveler Satisfaction. The
positive coefficient and significant t-statistic
demonstrate that engaging in eco-conscious be-
haviour can significantly enhance the overall trav-
el experience.

Table 10 presents the coefficients for a re-
gression model predicting Traveler Satisfaction
using Eco-Conscious Behaviour as the predictor
variable. The coefficient of 0.703 indicates that
for every one-unit increase in Eco-Conscious Be-
haviour, Traveler Satisfaction increases by 0.703
units, holding other variables constant. The t-sta-
tistic of 11.307 is significantly large, indicating that
Eco-Conscious Behaviour is a highly significant
predictor of Traveler Satisfaction. And, the p-val-
ue of 0.000 is significantly less than 0.05, confirm-
ing the significance of EcoConscious_Behaviour as
a predictor.

The results in Table 10 provide strong evidence
that Eco-Conscious Behaviour is a significant and
influential predictor of Traveler Satisfaction. The
positive coefficient and significant t-statistic
demonstrate that engaging in eco-conscious be-
haviour can significantly enhance the overall trav-
el experience.

Therefore, the hypothesis “Hypothesis 4: High-

Table 12: The One-Way ANOVA with Eco-Conscious Behaviour variable

EcoConscious Behaviour : Age groups

Sum of Squares df Mean Square F Sig.
Between Groups 19,564 4 4.891 17,218 0,000
Within Groups 44,030 155 0,284
Total 63,594 159
EcoConscious_Behaviour : Educational Level

Sum of Squares df  Mean Square F Sig.
Between Groups 6,899 2 3,450 9,553 0,000
Within Groups 56,694 157 0,361
Total 63,594 159
EcoConscious_Behaviour : Gender groups

Sum of Squares ~ df = Mean Square F Sig.
Between Groups 1,301 1 1,301 3,301 0.071
Within Groups 62,292 158 0,394 -
Total 63,594 159

Source: Author’s explanation
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er levels of Eco-Consciousness Behaviour signifi-
cantly impact Traveler Satisfaction” can be sup-
ported based on the provided results.

Hypothesis 5: The impact of Al-Driven Person-
alisation significantly varies across different de-
mographic groups of Using Specialized platforms,
Age, and Educational Level.

Table 11 presents the results of one-way ANO-
VAs to examine whether the impact of AlDriven
Personalization varies across different demo-
graphic groups: Using Specialized Platforms, Age,
and Educational Level.

The F-statistic is 18,303 with a p-value of 0.000,
indicating a significant difference in the impact of
Al-Driven Personalisation across different groups
using specialized platforms. The F-statistic is 7,601
with a p-value of 0.000, suggesting a significant

difference in the impact of Al-Driven Personalisa-
tion across different age groups. Also, the F-statis-
tic is 0.289 with a p-value of 0.749. This indicates
that there is no significant difference in the im-
pact of AlDriven Personalization across different
educational levels.

Accordingly, and based on the results, Hy-
pothesis 5 is partially supported. The impact of
Al-Driven Personalisation significantly varies
across different groups using specialized plat-
forms and different age groups, but does not vary
significantly across different educational levels.

Hypothesis 6: The impact of Eco-Conscious-
ness significantly varies across different demo-
graphic groups of Age, Educational Level, and
Gender.

Table 12 presents the results of one-way

Table 13: The One-Way ANOVA with Traveller Satisfaction variable

Traveller Satisfaction : Age groups

Sum of Squares df  Mean Square F Sig.
Between Groups 16,809 4 4,202 12,198 0,000
Within Groups 53,399 155 0,345
Total 70,208 159
Traveller Satisfaction : Educational Level groups
Sum of Squares df Mean Square F Sig.
Between Groups 0235 2 0,117 0,262 o770
Within Groups 69,975 157 0,446
Total 70,208 159
Traveller Satisfaction : Gender groups
Sum of Squares df Mean Square F Sig.
Between Groups 2,709 1 2,709 6,341 0,013
Within Groups 67,500 158 0,427
Total 70,208 159

Source: Author’s explanation
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Table 14: Table of coefficients

Coefficients®
Model Unstandardized Coefficients Standardized Coefficients t Sig.
B Std. Error Beta
1 (Constant) 2,234 0,299 7,460 0,000
AlDriven Personalization 0,376 0,088 0,392 4,273 0,000
DB PS 0,149 0,091 0,152 1,637 0,104
moderator -0,087 0,040 0,150 2,192 0,030

a. Dependent Variable: EcoConscious_Behaviour

Source: Author’s explanation

ANOVAs to examine whether the impact of Eco-
Conscious Behaviour varies across different de-
mographic groups: Age, Educational Level, and
Gender. The F-statistic is 17,218 with a p-value of
0.000, indicating a significant difference in the im-
pact of Eco-Conscious Behaviour across different
age groups. The F-statistic is 9,553 with a p-value
of 0.000, suggesting a significant difference in the
impact of Eco-Conscious Behaviour across differ-
ent educational levels. The F-statistic is 3,301 with
a p-value of 0.071. While this is marginally signif-
icant, it suggests a possible trend towards a dif-
ference in the impact of Eco-Conscious Behaviour
across different gender groups.

Based on the results, Hypothesis 6 is partial-
ly supported. The impact of Eco-Conscious Be-
haviour significantly varies across different age
groups and educational levels, but there is only
marginal evidence for a difference across gender
groups.

Hypothesis 7: The impact of Traveller Satis-
faction significantly varies across different de-
mographic groups of Age, Educational Level, and
Gender.

Table 13 presents the results of one-way ANO-
VAs to examine whether the impact of Traveler
Satisfaction varies across different demographic
groups: Age, Educational Level, and Gender. The
F-statistic is 12,198 with a p-value of 0.000, in-

dicating a significant difference in the impact of
Traveler Satisfaction across different age groups.
The F-statistic is 0.262 with a p-value of 0.770,
suggesting no significant difference in the impact
of Traveler Satisfaction across different educa-
tional levels. The F-statistic is 6,341 with a p-value
of 0.013, indicating a significant difference in the
impact of Traveler Satisfaction across different
gender groups.

Consequently, Hypothesis 7 is partially sup-
ported. The impact of Traveler Satisfaction signifi-
cantly varies across different age groups and gen-
der groups, but does not vary significantly across
different educational levels.

Hypothesis 8: The Daily green behaviours and
public self-awareness will moderate the relation-
ship between Al-Driven Personalisation and trav-
eller Eco-Consciousness Behaviour.

Table 14 presents the coefficients for a regres-
sion model predicting Eco-Conscious Behaviour,
including AI-Driven Personalisation, DB_PS (a
construct related to destination-based prefer-
ences and services), and their interaction term as
predictors. The standardized beta coefficient of
0.392 for Al-Driven Personalisation is positive and
significant, suggesting a direct positive relation-
ship with Eco-Conscious Behaviour. The standard-
ized beta coefficient of 0.152 for DB_PS is positive
but not significant, indicating that while it has
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FIGURE 2: INTERACTIONS BETWEEN AI-DRIVEN PERSONALISATION, DAILY GREEN BEHAVIOURS,

AND PUBLIC SELF-AWARENESS.

w
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personalisation

Source: Slope visual analysis is generated using James Gaskin’s Excel StatTool (StatWiki, 2024)

some influence on Eco-Conscious Behaviour, it's
not a strong predictor. Furthermore, the standard-
ized beta coefficient of — 0.150 for the interaction
term (Al-Driven Personalisation * DB_PS) is neg-
ative and significant. This suggests that the rela-
tionship between Al-Driven Personalisation and
Eco-Conscious Behaviour is moderated by DB_PS.

Then, Hypothesis 8 is supported. The results

FIGURE 3: FINAL CONCEPTUAL FRAMEWORK.

indicate that the relationship between AIDriv-
en Personalization and Eco-Conscious Behaviour
is indeed moderated by DB_PS. Specifically, the
positive impact of Al-Driven Personalisation on
Eco-Conscious Behaviour is likely to be stronger
when DB_PS is lower.

Hypothesis 8 is supported. The results in-
dicate that the relationship between Al-Driven

0.873
Daily Green Behaviours
and Public Self-Awareness A4
|-0,087
Al-Dri 0,473 | .
-Driven ’ ad Eco-Conscious
Personalisation |"~ B Behaviour
N
" Demographic Characteristics Wi o
- Using Specialized platforms/ Age .
0,836 W 0,703
Demographic Characteristics .
Age/ Educational Level
Demographic Characteristics
Age/ Gender s e
Faa, l
~ -
~ ‘{ Traveller
o+ + = 3 Strengthens/weak the relati Satlsfactlorl
_—— - > Significant differences

= Impact relationship

Source: The author based on SPSS results
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Personalisation and Eco-Conscious Behaviour
is indeed moderated by DB_PS. Specifically, the
positive impact of Al-Driven Personalisation on
Eco-Conscious Behaviour is likely to be stronger
when DB_PS is lower.

The moderation plot shown in Figure 2 con-
firms that Daily Green Behaviours and Public
Self-Awareness indeed moderate the relationship
between Al-Driven Personalisation and Traveler
Eco-Consciousness Behaviour. This suggests that
the effectiveness of Al-Driven Personalisation in
promoting eco-conscious behaviour may depend
on the individual traveller’s existing level of envi-
ronmental awareness and engagement.

CONCLUSION

This study aimed to investigate the impact of
Al-Driven Personalisation on Traveler Satisfaction
and Eco-Conscious Behaviour among Algerian
travellers. Through a comprehensive analysis of
survey data, several key findings have emerged.

Al-Driven Personalisation and Traveler Sat-
isfaction: Research indicates that Al-Driven Per-
sonalisation has a significant positive impact on
traveller satisfaction. This indicates that person-
alized experiences enhance the overall travel ex-
perience for Algerian travellers.

Al-Driven Personalisation and Eco-Conscious
Behaviour: Al-Driven Personalisation was also
shown to have a positive impact on Eco-Conscious
Behaviour among travellers. This indicates that
personalized experiences can support travellers
to adopt more sustainable attitudes.

Moderating Effects: The relationship between
Al-Driven Personalisation and Eco-Conscious

Behaviour was found to be moderated by Dai-
ly Green Behaviours and Public Self-awareness.
The travellers with higher levels of environmen-
tal awareness and involvement exhibit eco-con-
scious behaviour when faced with personalized
experiences.

Demographic Variations: The impact of Al-Driv-
en Personalisation and Eco-Conscious Behaviour
varied through different demographic groups. Age
and platform usage were found to influence the
effectiveness of these factors.

Finally, the findings of our study show that

Al-Driven Personalisation can be a valuable tool
to promote sustainable tourism and enhance trav-
eller satisfaction. By personalizing experiences to
travellers’ preferences and needs, tourism service
providers can encourage travellers to adopt more
eco-conscious behaviours and attitudes to ensure
a positive and memorable journey.

CHALLENGES AND CONSIDERATIONS

While Al-Driven Personalisation offers signif-
icant potential impact on travellers’ satisfaction
and eco-consciousness attitudes, it's important
to address several challenges, and tourism pro-
viders must take into account data privacy, eth-
ical implications, technical limitations, and user
acceptance. And the travel industry can harness
the power of Al to promote sustainable tourism
and create memorable experiences for travellers.

FUTURE SCOPE OF RESEARCH

The provided recommendations advocate for
a comprehensive approach to Al-Driven Person-
alisation in eco-conscious travel. They suggest
conducting long-term studies to assess its impact,
developing ethical frameworks, ensuring scalabil-
ity and affordability, considering cross-cultural
perspectives, integrating with emerging technol-
ogies, fostering collaboration, and establishing
global governance. By addressing these areas,
the tourism industry can effectively leverage Al
to promote sustainable practices while ensuring
ethical and responsible travel experiences.
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Abstract. The concept of sustainable accounting has emerged as a result of the development of
accounting over the past forty years. Two different approaches emerged: The first is the debate about
accountability, based on a completely new accounting system and designed to strengthen the sus-
tainability strategy; The second approach is a management perspective, which is related to many sus-
tainability terms. It can therefore be considered an extension of conventional financial management
accounting.

The paper discusses the purpose of sustainability accounting, stages of development, and the pos-
sibility of implementing and using two of the most important standards in Georgian companies. Key
considerations and responses to the use of standards in sustainability reporting regarding disclosures
have been formulated. Based on European experience, Georgia has introduced international standards
for sustainable development. The goal of sustainability reporting is to reduce the negative impacts of
businesses on the environment and society. The main challenge is to standardize the process of pre-
paring sustainability reports, ensuring their robustness and reliability. The introduction of standards
is important and a priority for the sustainable development of local enterprises. The early adoption
of these principles represents an opportunity for the country to improve its management reporting
practices as stipulated in the Law on Accounting, Reporting, and Auditing of Georgia. Contribute to the
creation of a more sustainable and competitive economic environment, which ultimately ensures the
creation of a European business environment. The implementation of these standards will strengthen
investor confidence and create opportunities for making informed decisions.

KEYWORDS: SUSTAINABLE REPORTING, IFRS STANDARDS, DISCLOSURE INFORMATION,
PRODUCTION PRACTICES, ECONOMIC ENVIRONMENT.
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INTRODUCTION

Sustainability accounting issues have ap-
peared in the accounting of various countries
over the past half century. Accordingly, there is a
significant challenge in Georgia today. Accounting
based on sustainability reporting has passed sig-
nificant milestones. Today, the use of sustainabil-
ity accounting information in the management
process of companies is increasing. Such infor-
mation is important for making the right manage-
ment decisions in companies. The goal of sustain-
ability reporting is to reduce the negative impacts
of businesses on the environment and society.
The main challenge is to standardize the pro-
cess of preparing sustainability reports, ensuring
their robustness and reliability. The introduction
of standards is important and a priority for the
sustainable development of local enterprises. The
early adoption of these principles represents an
opportunity for the country to improve its man-
agement reporting practices as stipulated in the
Law on Accounting, Reporting, and Auditing of
Georgia. Contribute to the creation of a more sus-
tainable and competitive economic environment,
which ultimately ensures the creation of a Euro-
pean business environment. The implementation
of these standards will strengthen investor con-
fidence and create opportunities for making in-
formed decisions. The research paper aims to im-
prove governance reporting practices by applying
international sustainability reporting standards.
Investors will have the opportunity to obtain more
complete, reliable, and comparable information;
in turn, enterprises will receive a comprehensive
picture for business model evaluation and devel-
opment. The information disclosed in the sus-
tainability report will be important for internal
decision-making to create new policies that will
impact the economic, environmental, and social
factors of the enterprise. In turn, all of this will
strengthen the development of the green econo-
my in Georgia.

The paper is based on qualitative research.
The research used data from the Accounting, Re-
porting and Audit Supervision Service of Georgia,
the Federation of Accountants and Auditors, IFRS
Foundation, Sustainability Accounting Standards
Board website materials.

RESULTS AND DISCUSSION
Sustainability accounting as a subcategory
of management accounting, and two
different approaches

Sustainability accounting is a subcategory of
management accounting. The purpose of which is
to use non-financial information about the activ-
ities of the enterprise for external stakeholders,
creditors, and equity holders!" It differs from man-
agement accounting and is used to make internal
decisions, create new policies, and influence the
efficiency of the enterprise in economic, environ-
mental, and social areas. According to the Global
Reporting Initiative (GRI), corporate reporting on
economic, social, and environmental performance
is as necessary and time-consuming as financial
reporting.?

The concept of sustainable accounting has
emerged from the development of account-
ing over the past forty years. Two different ap-
proaches emerged.’ The first is the debate about
accountability, based on a completely new ac-
counting system and designed to strengthen the
sustainability strategy. The second approach is
a management perspective, which is related to
multiple sustainability terms. It can therefore be
considered an extension of conventional financial
management accounting.

Four main stages in the development
of sustainability accounting

Sustainability accounting is a rather complex
process that can be divided into four stages. Stage
1: 1971-1980; Stage 2: 1981-1990; Stage 3: 1991-1995;
Stage 4: from 1995 onwards.

In the first stage — papers and empirical stud-
ies were published. Which contributed to the cre-
ation of social accounting models. The informa-
tion was related to products and employees. The

1 Accounting, Reporting and Audit Supervision Ser-

vice. Available at: <https://saras.gov.ge/>.
2 Global Reporting Initiative. GRI. Available at:

<http://www.globalreporting.org>.
3 Slaper, T., Hall, T. (2011). The Triple Bottom Line:

What Is It and How Does It Work? Indiana Business
Review, Vol. 86, No. 1. Available at: <https://www.

ibrc.indiana.edu/ibr/2011/spring/a rticle2.html>.

87



MANANA MCHEDLISHVILI, NAIRA TABATADZE

methodology was identical to financial account-
ing. Although several models were improved, the
debate was not widespread.

In the second stage - literature and research
show how the field of social accounting has been
refined, although interest in this field has shift-
ed to environmental accounting. Empirical re-
search has become more analytical, with social
information replaced by a focus on environmental
regulations as an alternative means of reducing
environmental damage. At this stage, the devel-
opment of training programs on social and envi-
ronmental accounting issues has begun. Through
the increasing use of conceptual frameworks, ac-
counting standards, and legal provisions.

In the third stage - environmental audit ap-
plications were developed to ensure transparen-
cy of environmental information. Environmental
management systems and a regulatory framework
were developed, which would influence the trans-
parency of social and environmental accounting.
The process of environmental regulation in the US,
Canada, and Australia has progressed more rapid-
ly than in Europe. At this stage, several manuals
were issued and articles were published covering
both social and environmental accounting issues.

The role and purpose of sustainability and
management accounting information has become
an interesting object of study for the sustainable
development of enterprises.

The fourth stage - the initial period - is char-
acterized by the approximately, this has led to the
emergence of global and regional issues of man-
agement quality control. Since this period, special
attention has been paid to accounting for envi-
ronmental costs, which includes choosing suppli-
ers whose views and practices regarding ecology
are consistent with those of customers. It also re-
fers to the costs of destroying waste products in
the production process, after-sales service, and
product withdrawal from the market.

Environmental cost accounting provides sup-
port for a company’s environmental management
initiatives*

4 Atkinson, A., Kaplan, R., Matsumura, E.M., Young, S.
(2009). Government Accounting, Georgian Herald
Publishing House, p.337.
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The role of the International Federation of
Accountants in sustainability accounting

All of the above have led to the development
of the accounting profession with international
issues. Accounting literature has been published,
focusing on sustainability accounting issues. Many
international and national meetings are held on
sustainability accounting issues.® The most devel-
oped form of sustainability accounting is environ-
mental accounting. In 2002, at the World Summit
on Sustainable Development, Robert Hugh Gray’s
Sustainability Accounting Guidelines were pub-
lished.®

In recent years, interest in corporate sustain-
ability accounting and reporting approaches has
increased. Experts from international organiza-
tions argue that the sustainability aspects of ac-
counting and reporting are of crucial importance
in assessing the future development of enterpris-
es. In this regard, the role of the International Fed-
eration of Accountants (IFAC) is important. Its goal
is to promote the development of the accounting
profession and harmonize it with standards. It has
167 member organizations in 127 countries and
approximately two million accountants world-
wide. To encourage professional accountants to
incorporate sustainability into their accounting,
the Prince of Wales created the Accounting for
Sustainability Project in 2004.” The goal of sus-
tainability accounting is to transition to sustain-
able business models and a sustainable economy.
The popularity of sustainability has grown recent-
ly, with many companies already using new meth-
ods and techniques when publishing financial
information. They provide external users with in-
formation about key activities and environmental
impacts. This information helps suppliers, buyers,
and government agencies understand how busi-

5 Kvantrishvili, N. (23.12.2024). Corporate Sus-
tainability Reporting and Transparency in the
Fight Against Corruption: A Business Perspec-
tive. Available at: <https://unglobalcompact.ge
sustainability-spotlight/korporaciuli-mdgrado-
bis-angarishgeba-da-gamchvirvaloba-korufci-
astan-brdzolis-processhi-biznesis-perspeqtiva>.

6 Sustainability Accounting Standards Board. Avail-

able at: <http://www.sasb.org>.

7 International Federation of Accountants. Available

at: <https://www.ifac.org>.
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nesses are managing their resources so that they
can achieve sustainable development.

As a result of studying the issue, three ar-
eas of sustainability were identified: social, eco-
nomic and environmental. Each of them depends
on different factors.® That is why it is necessary to
develop enterprises in the direction of environ-
mental, social and governance processes.

The role of the European Union in the
development of sustainable development
reporting and two international
sustainability standards

In 2022, the European Commission developed
the Corporate Sustainability Reporting Directive
(CSRD), which entered into force on January 5,
2023.° This directive replaced the previously ex-
isting Non-Financial Reporting Directive with up-
dated wording and requirements. Preparing cor-
porate sustainability reports for enterprises using
relevant standards; It became mandatory for the
2024 reporting period, which will be submitted to
local authorities starting in 2025. Georgia is ac-
tively working in this direction within the frame-
work of European perspectives, to introduce best
practices in the country.

Two IFRS sustainability disclosure standards
issued by the International Sustainability Stan-
dards Board (ISSB) in 2023 have already been
translated into Georgian and published. These
are:

e IFRS S1 - General requirements for finan-

cial disclosure on corporate sustainable

development;
e [IFRS S2 - Climate-related disclosure infor-
mation.

8 Adams, W. (29-31 January 2006). The Future of Sus-
tainability: Rethinking the Environment and Devel-
opment in the Twenty-First Century; Report of the
IUCN Eminent Thinkers Meeting.

9 A brief description of the draft corporate sustain-
ability reporting standard. (March 2022). IFRS® Sus-
tainability Disclosure Standards.

10 IFRS Foundation. (2022). Available at: <https://www.
ifrs.org/content/dam/ifrs/project eneral-sus-
tainability-relateddisclosures/ georgian/georgian-

s1-and-s2-edssnapshot — april-2022.pdf>.

Companies that must prepare a corporate
sustainability report

The new requirements will apply to up to
50,000 companies across the EU. According to the
CSRD, companies must prepare a corporate sus-
tainability report if they:"

1. Representing “large” enterprises in the
European Union (including banks, insur-
ance companies, accountable enterprises,
whose securities are admitted to trading
on the stock exchange, and enterprises
designated as SDP by local authorities);

2. There are small and medium-sized enter-
prises on the EU-listed market;

3. Enterprises that have a branch or subsidi-
ary within the European Union.

These companies are required to disclose in-
formation about how environmental and social
issues affect the risks and challenges they face.
They must also disclose information about the
impact their business model has on people and
the environment. As we mentioned, the European
Commission has developed a directive on corpo-
rate sustainability reporting, which will replace
the existing Non-Financial Reporting Directive.
According to the new directive, the preparation
of corporate sustainability reports using relevant
standards will become mandatory for EU member
states. Companies have many questions about
this.

Key considerations and feedback on the
use of standards in sustainability reporting
regarding disclosures

1. A company that uses accounting standards
will it be required to present the informa-
tion disclosed in the sustainability report
in accordance with IFRS standards? IFRS
accounting standards apply to financial
statements. It will not be mandatory, but
it will be up to the company to decide
whether companies in the jurisdiction will
use IFRS standards to protect the informa-

1 A brief description of the draft corporate sustain-
ability reporting standard. (March 2022). IFRS® Sus-
tainability Disclosure Standards.
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5.

tion that is being disclosed in sustainable
reporting. In addition, the company must
make a separate statement stating that it
has complied with all requirements for all
information related to sustainable devel-
opment. This information must be present-
ed in accordance with sustainable report-
ing standards and must be consistent with
any accounting principles.”?

Will IFRS standards for disclosure of infor-
mation related to sustainable development
be mandatory? The International Sustain-
able Development Standards Council does
not have the authority to grant mandatory
status to standards. However, companies
can voluntarily choose to use them.

Will the application of the standards pro-
posed by the International Sustainable De-
velopment Standards Council begin gradu-
ally? A company is not required to present
comparative information when first adopt-
ing a standard, but has the option to do
so. This proposal will make it easier for the
company to comply with the requirements
and provide investors with sustainability-re-
lated information as quickly as possible.
Will it be mandatory to report information
related to sustainable development in a
specific location, in a specific format, or
a separate report? Financial information
related to sustainable development must
be part of a company’s general purpose fi-
nancial statements. However, the company
can provide information in different ways.
The draft standards do not establish any
specific structure. For example, in the form
of a physical report, in a prescribed docu-
ment format, as a tagged data file, or via
a website. Some jurisdictions have specific
formats or reporting requirements. For ex-
ample, XBRL-based files or a report in PDF
format.™®

If there is no such standard for disclosure

12

13
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European Sustainability Reporting Standards -
ESRS. (13.01.2025).

Sustainability Reporting Update International Sus-
tainability Reporting Bulletin 2025/01. (December
2024). Available at: <https://www.bdo.global/get-
media/5a181e3f-0a64-4dc2-be8b  98dcabsbb5eb/
ISRB_2025_01_(final).pdf?ext=.pdf>.

of information related to sustainable de-
velopment, which deals with the risks and
opportunities associated with the sustain-
able development of a particular company,
if so, what guidelines or requirements must
this company comply with? The draft Com-
mon Requirements for Discussion provides
companies with sources, which will help
them identify appropriate risks and op-
portunities related to sustainable develop-
ment and prepare information for disclo-
sure, which will allow investors to assess
the value of the enterprise. The company
is advised to consider the requirements of
the SASB standards, non-binding require-
ments of the International Sustainable De-
velopment Standards Council (for example,
applying the CDSB principles to biodiversity
disclosures), and standards developed by
some other bodies. Most importantly, the
standards that a company adopts should
be designed to meet the information needs
of investors. In addition, companies can
also consider established practices in the
industry. The climate-related requirements
of the SASB standards are the basis for
the climate-related project under consid-
eration. Possible changes in requirements
are expected. As a result of the proposed
changes, some indicators will be updated
to improve their international applicabil-
ity; For the financial sector, requirements
will be added regarding indicators related
to funded and facilitated emissions. Also,
if a company uses the proposals of the cli-
mate-related project under consideration,
it will meet the TCFD recommendations.”

CONCLUSION

For Georgia to comply with the requirements
of the European Union, the Accounting and Re-
porting Service plans to reflect the changes made
to the regulatory directives and regulations in
the legislation.” They will also develop sustain-

IFRS S2 Climate-related disclosures. Available at:

<https://www.saras.gov.ge/ka/home/esrs>.

Ministry of Finance Accounting, Reporting and Au-
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ability reporting guidelines based on standards,
research, share and implement international best
practices, they will conduct training, disseminate
information to raise awareness, and implement
other socially beneficial activities.

Currently, the International Standards Board
(ISSB) plans to use two international standards for
corporate sustainability reporting in enterprises.
Through these standards, investors will have the
opportunity to obtain more complete, reliable,

dit Supervision Service. Strategy for the years 2023-

2026. Available at: <https://www.saras.gov.ge/Con-
tent/files/SARAS Strategy 2023-20262.pdf>.

and comparable information necessary to assess
the value of an enterprise and manufacturers will
get a more comprehensive picture for business
model evaluation and development.

In the future, | will continue to develop ideas
on other risks, opportunities, and priorities relat-
ed to sustainable development, which will be suit-
able for valuing the enterprise, as well as opin-
ions on further improving industry requirements,
based on the SASB standards. All of this will be an
opportunity to strengthen the green economy.

BIBLIOGRAPHY:

1. Abrief description of the draft corporate sustainability reporting standard. (March 2022). IFRS® Sustain-

ability Disclosure Standards.

2. Accounting, Reporting and Audit Supervision Service. Available at: <https://saras.gov.ge/> (Last access:

03.04.2025);

3. Adams, W. (29-31 January 2006). The Future of Sustainability: Rethinking the Environment and Develop-
ment in the Twenty-First Century; Report of the IUCN Eminent Thinkers Meeting.

4. Atkinson, A., Kaplan, R., Matsumura, E.M., Young,
Publishing House.

S. (2009). Government Accounting, Georgian Herald

5. European Sustainability Reporting Standards — ESRS. (13.01.2025). (Last Access: 03/04/2025);
6. Global Reporting Initiative. GRI. Available at: <http://www.globalreporting.org> (Last access: 03.04.2025);

IFRS Foundatlon (2022) Available at <https:

www.ifrs.or:

content/dam/ifrs/project/g eneral-sus-

eorgian-s1-and-s2-edssnapshot — april-2022.pdf> (Last ac-

cess: 03/04/2025);

8. IFRS S2 Climate-related disclosures. Available at: <https://www.saras.gov.ge/ka/home/esrs>;
9

International Federation of Accountants. Available at: https://www.ifac.org> (Last access: 03/04/2025);

10. Kvantrishvili, N. (2312.2024). Corporate Sustainability Reporting and Transparency in the Fight Against
Corruptlon A Busmess Perspectlve Available at: <https[Zunglobalcompactge[sustalnab|l|ty spot—

eS|s—perspeqt|va>.

11. Ministry of Finance Accounting, Reporting and Audit Supervision Service. Strategy for the years 2023-

12.

13.

14.

2026. Available at: <https://www.saras.gov.ge/Content/files/SARAS_Strategy 2023-20262.pdf>.

Slaper, T., Hall, T. (2011). The Triple Bottom Line: What Is It and How Does It Work? Indiana Business
Review, Vol. 86, No. 1. Available at: <https://www.ibrc.indiana.edu/ibr/2011/spring/a rticle2.html> (Last
access: 03.04.2025);

Sustainability Accounting Standards Board. Available at: <http://www.sasb.org> (Last access:
03/04/2025);

Sustainability Reporting Update International Sustainability Reporting Bulletin 2025/01. (December
2024). Available at: <https://www.bdo.global/getmedia/5a181e3f-0a64-4dc2-be8b 98dcab4bb5eb
ISRB 2025 01 (final).pdf?ext=.pdf>.

91



GLOBALIZATION AND BUSINESS #19, 2025

Vol. 10, No.19, June 2025
Creative Commons Attribution-ShareAlike 4.0 3 GLOBALIZATION
International License. AND BUSINESS

doi https://doi.org/10.35945/gb.2025.19.007

ARTICLE Open Access Journal 8

THE MEDIATING ROLE OF ORGANIZATIONAL
COMMITMENT BETWEEN ORGANIZATIONAL
JUSTICE AND JOB PERFORMANCE

Alaa S. Jameel

Ph.D. in Business Administration, Al-Idrisi University College, Iraq

% salam.alaa23@gmail.com

ARTICLE HISTORY Received: 5.03.2025 Accepted: 3.05.2025 Published: 30.06.2025

Abstract. The purpose of this study is to assess the mediating role of organizational commitment
(OC) between organizational justice (0)) and job performance (JP). The data was collected from 281
employees using a questionnaire approach. The data analysis used Smarts PLS for assessing the mea-
surement and structure models. The results indicated that organizational commitment mediated the
relationship between organizational justice and job performance. The results also showed that O) has
a significant impact on OC and JP, and OC significantly impacts JP.

Managers must be familiar with the essential rules to improve job performance, organizational
commitment, and organizational justice while also considering proper conduct. Furthermore, the nec-
essary facilities for promoting professional advancement and training should be established to bolster
banks’ current and future demands. The paper elucidates the conclusions and their limitations while
also proposing avenues for further research. This study enhances the theoretical framework within
organizational theory, organizational behavior, and psychological research, particularly concerning the
Iraqi banking sector. However, the study advises banking industry managers to provide fairness and
justice in the evaluation processes to improve employee commitment.

KEYWORDS: ORGANIZATIONAL COMMITMENT, ORGANIZATIONAL JUSTICE, JOB PERFORMANCE,
BANKS.

INTRODUCTION the past few years, academicians have debated

the strategic significance of human resources (HR)

Unlike in previous eras, human resources are inaworld thatis dominated by intellectual capital.
perceived as essential to business efficiency! In  The new narrative contradicts several study find-
ings indicating that businesses frequently substi-

1 Jehanzeb, K., Mohanty, J. (2019). The mediating role tute human resources with alternative elements

of organizational commitment between organiza-
tional justice and organizational citizenship behav- ior. Personnel Review, 49(2), pp. 445-468.
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of production when expedient.? In most instanc-
es, human resources are perceived as a cost that
should be reduced, particularly during challeng-
ing periods.> However, emerging trends provide
some encouraging indications that a significant
portion of this is undergoing rapid change. HR has
transitioned from a cost center to a profit center.
In specific sectors, such as technology, banking,
services, and knowledge-based work systems, it
is the sole primary resource, with others consid-
ered secondary.* The resource-based perspective
posits that the organization’s strategic value is
significantly influenced by its knowledge, skills,
and abilities, making it unique.* Nowadays, or-
ganizations consider human resources essential
for their continued operation. Consequently, they
value their perceptions highly and respect their
opinions.® Consequently, addressing the factors
potentially affecting employees’ perceptions is
essential. 0) and OC are two examples of such fac-
tors. OJ refers to individuals’ views of fairness in
their treatment inside an organization. It is often
examined to determine its impact on elements
influencing organizational performance, such as
0ocC’

Practitioners and scholars have paid more
attention to the concept of justice and process
in the workplace. The Staff will express their ap-
preciation when they feel fairness exists in their
workplace. HR managers are mainly concerned

2 Snell, S. A., Shadur, M. A., Wright, P. M. (2005). Hu-
man Resources Strategy. In The Blackwell Hand-
book of Strategic Management, Wiley, pp. 631-653.

3 Gill, C. (2018). Don’t know, don’t care: An explora-
tion of evidence based knowledge and practice in
human resource management. Human Resource
Management Review, 28(2), pp. 103-115.

4 Jehanzeb, K., Mohanty, J. (2019). The mediating role
of organizational commitment between organiza-
tional justice and organizational citizenship behav-
ior. Personnel Review, 49(2), pp. 445-468.

5 Boon, C., Boselie, ). P.,, Dietz, G. (2005). Commonal-
ities and contradictions in research on human re-
source management and performance. Human Re-
source Management, 15(3), pp. 67-94.

6 Salam, A. (2020). Organizational justice as a predic-
tor of organizational citizenship behaviour. Inter-
national Business Education Journal, 13, pp. 29-42.

7 Cohen-Charash, Y., Spector, P. E. (2001). The role of
justice in organizations: A meta-analysis. Organi-
zational Behavior and Human Decision Processes,
86(2), pp. 278-321.

with the perception of justice, impartial organi-
zational processes, and process impartiality.® It
is frequently held that securing fair procedures
within organizational justice frameworks can en-
hance employee commitment, productivity, and
performance.® High job performance is predicat-
ed on equitable organizational practices, which
include essential elements such as distributive,
procedural, and interactional justice.® This study
defines organizational justice as fair job duties at
all organizational levels that are acceptable to all
individuals. Employees may perceive these behav-
iors in terms of equity and organizational justice.
Consequently, this study examines organizational
justice as a critical prerequisite to assessing its in-
fluence on OC.

Several studies have extensively examined or-
ganizational commitment."? The extensive litera-
ture on organizational commitment indicates that
it can lead to positive results for both employees
and the organizations, including enhanced job per-
formance, productivity, and commitment>""
Consequently, organizations must prioritize orga-
nizational commitment as a significant individual
concern, as it results in favorable outcomes in the
workplace. However, several previous studies ex-
amined the Affective organizational commitment,

8 Salam, A. (2020). Organizational justice as a predic-
tor of organizational citizenship behaviour. Inter-
national Business Education Journal, 13, 29-42.
Ibid.

10 Greenberg, J., Colquitt, ). A. (2013). Handbook of or-
ganizational justice. Psychology Press.

1 Allen, N. J., Meyer, J. P. (1996). Affective, continuance,
and normative commitment to the organization: An
examination of construct validity. Journal of Voca-
tional Behavior, 49(3), pp. 252-276.

12 Meyer, ). P,, Smith, C. A. (2000). HRM Practices and
Organizational Commitment: Test of a Mediation
Model. Canadian Journal of Administrative Sciences
| Revue Canadienne Des Sciences de 'Administra-
tion, 17(4), pp. 319-331.

13 Jameel, A. S., Mahmood, Y. N., Jwmaa, S. J. (2020).
Organizational Justice and Organizational Com-
mitment among Secondary School teachers. Cihan
University-Erbil Journal of Humanities and So-
cial Sciences, 4(1), pp. 1-6. Available: <https://doi.
0rg/10.24086/cuejhss.vol4n1y2020.ppl-6¢>.

14 Meyer, J. P, Allen, N. J. (1997). Commitment in the
workplace: Theory, research, and application. Sage.

15 Ohana, M., Meyer, M. (2016). Distributive justice and
affective commitment in nonprofit organizations.
Employee Relations, 38(6), pp. 841-858.
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such as/®"® and limited studies examined the
overall organizational commitment,” particularly
in Iraq. The purpose of this study is to find the im-
pact of OJ on JP and the mediating role of OC.

1. LITERATURE REVIEW
1.1. Social exchange theory

“Social exchange theory”, proposed by Blau in
1964,%° offers a broad conceptual framework that
justice researchers utilize to clarify the influence
of individuals’ understanding of justice on JP, com-
mitment, and other results at work. The concept
of social exchange perception, initially formulated
by Gouldner (1960)* and Blau (1964),% is the domi-
nant framework used to elucidate the interactions
between an organization and its staff. Wayne et
al. (2002),2 establish that workers’ favorable emo-
tions are contingent upon their assessment of the
company’s level of investment in them. This con-
cept aligns with the principles of social exchange

16 Jiang, Z. (2015). The relationship between justice
and commitment: the moderation of trust. Asia-Pa-
cific Journal of Business Administration, 7(1), pp.
73-88.

17 Kim, S. H., Laffranchini, G., Jeung, W. (2018). Moder-
ating effect of subordinates’ overall justice in the
relationship between supervisors’ overall justice
and supervisors’ affective organizational commit-
ment. Journal of Management Development, 37(7),
pp. 526-536.

18 Swalhi, A., Zgoulli, S., Hofaidhllaoui, M. (2017). The
influence of organizational justice on job per-
formance. Journal of Management Development,
36(4), pp. 542-559.

19 Abdullah, H. O., Al-Abrrow, H. (2023). Impact of per-
ceived organisational justice, support and identity
on workplace behaviour through job attitudes: ver-
ification in the role of LOC. International Journal of
Organizational Analysis, 31(6), pp. 2645-2664.

20  Blau, P. (1964). Exchange and power in social life.
Wiley.

21 Gouldner, A. W. (1960). The Norm of Reciprocity: A
Preliminary Statement. American Sociological Re-
view, 25(2), p. 161.

22 Blau, P. (1964). Exchange and power in social life.
Wiley.

23 Wayne, S. )., Shore, L. M., Bommer, W. H., Tetrick, L.
E. (2002). The role of fair treatment and rewards in
perceptions of organizational support and lead-
er-member exchange. Journal of Applied Psychol-
ogy, 87(3), pp. 590-598.
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theory, which posits that exchanges are based on
voluntary behaviors rather than formal contracts,
in contrast to economic exchanges.? Gouldner
(1960)* defines social exchange as a form of mu-
tually satisfying interaction between both parties,
characterized by the development of reciprocal
behavior guided by a widely accepted moral stan-
dard. In this form of reciprocity, the exchange of
reciprocal advantages, namely psychological ben-
efits, helps to uphold a stable social order.? Put
simply, when an organization shows kindness to-
wards an employee, it develops a sense of duty
for the worker to reciprocate with a positive ac-
tion.?8 Greenberg (1990)* suggests that justice
can explain several organizational characteris-
tics, such as attitudes and behavior. Within the
corporate setting, justice is seen as a significant
catalyst for trade or reciprocity. The employee’s
thoughts of justice directly influence the quali-
ty of the link between them and the workplace.
Based on the principles of reciprocity, individuals
see the way they are viewed by other social en-
tities as either positive or negative.*® The “Social
exchange theory” posits that by fulfilling individ-
ual's emotional and social needs, organizations
may enhance individual commitment to the orga-
nization’s purposes, hence resulting in improved
job performance.”
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1.2 Organizational justice

“Organizational justice” refers to workers’ sub-
jective evaluation of the fairness of their treat-
ment inside the workplace. It is commonly inves-
tigated to determine its impact on other aspects
that influence organizational performance, such
as “organizational commitment and job satisfac-
tion”32 According to Greenberg (2001), justice in
the workplace is related to positive and negative
individual behaviours. Individuals assess the level
of fairness in the operations and gains of organiza-
tions based on the effort they put in.>* Within orga-
nizations, people regularly compare and evaluate
themselves in relation to their colleagues. There-
fore, the attitudes of these employees are formed
based on their opinions of justice.®®* Organiza-
tional justice is the beliefs and behaviors that de-
termine whether individuals feel they have been
treated fairly and equitably in terms of rewards in
their employment. It also involves examining how
these perceptions affect other results.”” According
to scholars Greenberg and Colquitt (2013),®® when
an employer treats its staff members fairly and
is seen as fair by staff members, it increases the
possibility of staff engaging in productive conduct
that ultimately benefits the workplace.
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and Colquitt (2001),”® propose a fourth dimension
called informational justice. Distributive justice
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tion by individuals in relation to their anticipat-
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Procedural justice is the concept of fairness that
staff members perceive in accordance with the
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equity that staff members perceive in their inter-
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nizational justice as a holistic construct,"#84505
based on the fairness heuristic theory, people in
the workplace attend to overall justice besides the
dimensions of justice.®? Aryee et al. (2015)%® main-
tained that justice could describe “the depth and
richness” of individuals’ holistic justice experienc-
es, which kinds of justice may not fully represent.
They discovered that justice positively correlates
with satisfaction and trust in the workplace. Jones
and Martens (2009)* identified that justice is dis-
tinct from four categories of organizational justice
“(distributive, procedural, interpersonal, and in-
formational)” and is closely associated with emo-
tional and organizational commitment.
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In conclusion, there is no consensus on
whether justice is a multi-faceted or holistic
concept. This paper’s premise is based on an
adaptation of the justice heuristic theory argu-
ment by Lind (2001)% and Ambrose and Schmin-
ke (2009).%¢ According to this theory, people’s
perceptions of O) are based on four different
kinds of justice, and how people act and think is
more important than any one kind of justice in
shaping their overall perceptions of justice. So,
rather than concentrating on specific forms of
organizational justice, this paper explores how
individuals perceive justice in general.

1.3 Organizational commitment

Employee commitment is often seen as a cru-
cial determinant of organizational productivity
and performance.” O'Reilly and Chatman (1986)38
indicated that OC constitutes a psychological
connection or relationship between a person and
the organization. Allen and Meyer (1996)% define
OC as the psychological bond the staff members
have towards an organization, which minimizes
their inclination to leave the workplace. Organi-
zational commitment, similar to organizational
justice, is built on the social exchange theory,
wherein staff members reciprocate favourable
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experiences from the organization.®® Employees
with a high degree of commitment will proba-
bly remain, maintain their association, and sup-
port the organization in attaining its objectives.®
The term of OC has been associated with sever-
al characteristics within an organizational con-
text, including 0),% leadership.®* Organizational
commitment pertains to the loyalty of individ-
uals towards their organizations. OC relies on
the assessment of an individual's perception of
the quality of psychological contracts.5 Organi-
zational commitment consists of three main el-
ements: “affective commitment, normative com-
mitment, and continuance commitment”.%

Affective commitment pertains to an organiza-
tional member’s emotional tie to the organization,
namely the degree to which they desire member-
ship and align with its objectives.®

Normative commitment pertains to a mem-
ber's sense of moral responsibility to the organi-
zation, specifically the degree to which they be-
lieve they should remain affiliated.”

Continuance commitment: pertains to the ex-
penses associated with departing from the or-
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67 Ibid.

ganization, encompassing the loss of perceived
advantages and the challenges of securing an al-
ternative job.% Several previous studies measured
the OC as a single construct, such as.®®7"

1.4 Job performance

Job performance is a metric utilized in re-
search within occupational environments.”? Sev-
eral kinds of research across disciplines, such as
HRM, the health area, and industrial-organiza-
tional psychology, have investigated the deter-
minants and consequences of employee JP. Job
performance is a critical determinant in an or-
ganization that motivates all operations towards
attaining organizational objectives.””* Subse-
quently, studies determined the concept of job
performance to comprehend its intrinsic struc-
ture,” shifting from the prior emphasis on task
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performance or the adeptness with which indi-
viduals in the workplace execute fundamental
or technical duties.” Research has established
that job performance includes not just task per-
formance but also surroundings and counterpro-
ductive work behaviour.”’® Performance in the
context refers to actions that facilitate achiev-
ing an organization’s social, psychological, and
organizational objectives within which the tech-
nological core operates.”” The income, career
opportunities, psychological requirements, and
well-being of individuals are significantly influ-
enced by their job performance.®’ According to
Guo et al. (2016),8' there is a correlation between
employees’ levels of alienation and the variety
of jobs assigned to them, as well as the social
behavior and culture of the business.
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1.5 The impact of organizational justice
on Job performance

“Organizational justice” has been recognized
as a crucial element in driving employee mo-
tivation and, thus, may play a significant role in
establishing a competitive advantage within the
service sector. Research indicates that the lack of
justice within an organization may lead to detri-
mental consequences such as employee fatigue,
the expression of negative emotions, inappropri-
ate behavior, and poor performance.®? Research
indicates that a lack of organizational justice in
the workplace can lead to undesirable outcomes
such as fatigue and an increase in negative emo-
tions and behaviors among employees, including
poor performance.®® Organizational justice is a
critical feature inside organizations that signifi-
cantly influences JP.3

Various prior research studies have been un-
dertaken to examine the impact of OJ on perfor-
mance.®>®#8 Their study findings established
that organizational justice exerts a substantial
impact on performance. According to Suliman’s
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and Kathairi's (2013)® study, it was shown that or-
ganizational justice does not have a substantial
impact on employee performance. Additionally,
people in the firm do not see justice as a deter-
mining factor for their performance.

H1: O) has a significant Impact on JP among
bank employees.

1.6 The impact of organizational justice on
organizational commitment

One of the extensively studied linkages in
management literature is the link between orga-
nizational justice and organizational commitment
within the framework of social exchange theories.
Based on SET, the norm of reciprocity suggests
that employees are likely to respond to excel-
lent or fair treatment from the organization or its
management by demonstrating commitment to
the organization.”® O) and OC are strongly inter-
connected and are often seen as indications of
a social interaction.”” Research on organization-
al justice often aims to determine its effects on
other performance-influencing variables, such as
employee commitment and work satisfaction, and
staff members of the fairness of their treatment
inside the organization.”? It has been recognized
as a crucial element in incentivizing individuals
to succeed.” It may, therefore, be essential in es-
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tablishing a competitive advantage in the field of
service.”* Consistent with this approach, research
has generally shown that there is a positive rela-
tionship between organizational justice and orga-
nizational commitment.*>9%7

H2: 0J has a significant Impact on OC among
bank employees.

1.7 The impact of organizational commitment
on Job Performance

Organizational commitment enhances opera-
tions by influencing the work performance of indi-
viduals in different sectors.”® Organizational com-
mitment is a crucial aspect in improving workers’
performance to deliver optimal service in accor-
dance with customers’ needs.®'° Organizational
commitment enhances organizations by influ-
encing employees’ job performance at all levels
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in the finance, insurance, and health sectors."2
Arasanmi and Krishna (2019)'2 identified organi-
zational commitment as key to increasing staff
performance. Considering the fact that employee
commitment to the organization correlates with
job performance. Researchers have utilized sev-
eral approaches to demonstrate a relationship
between organizational commitment and job per-
formance.**'% Previous research has indicated a
negative impact of organizational commitment on
job performance.’°5'%7

H3: OC has a significant Impact on OC among
bank employees.
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1.8 The mediating role of organizational
commitment

Individuals who consider decision-making
procedures as unjust are anticipated to exhib-
it diminished organizational commitment and a
decrease in their involvement in OC%® Organiza-
tional commitment mediates the relationship be-
tween the work environment and employee reten-
tion.® According to Swalhi et al. (2017),° effective
commitment mediated the relationship between
organizational justice and work performance
among the SMEs. Organizational commitment was
examined as a mediator between workplace spir-
ituality and organizational performance, and the
result reported that organizational commitment
can play an important role as a mediator in the
context of several industrial sectors in India!" a
study conducted among hotel employees and
choosing organizational commitment as a medi-
ator between training and development, career
development, and work performance, the findings
showed organizational commitment significantly
mediated the relationship among the mentioned
variables (see Figure 1).%

H4: OC mediates the relationship between O)
and JP among bank employees.
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2. METHODOLOGY

The study deployed the cross-sectional sur-
vey approach to examine the proposed hypoth-
eses. The purpose of this work is to examine the
mediating role of OC between OJ and JP in the
context of the bank sector. The target population
of this study is the employees of private banks lo-
cated in the capital city of Iraq. Employees from
five private banks represented the study sample;
before beginning to collect the data, the research-
er explained to the human resource department
in each bank the purpose of this study and asked
them for permission to collect the data. The study
used a quantitative approach to collect data from
private banks, using a self-administered question-
naire. The bank’s employees from different levels,
such as managers, admins of the system and da-
tabase, network officers, and information secu-
rity officers, participants in this study. 281 valid
questionnaires were analyzed in this study using
SPSS and Smart-PLS, which is considered a pre-
mier software package for “partial least squares
structural equation modeling” (PLS-SEM).™ PLS-
SEM, which emphasizes data prediction and is
well-suited for explanatory models, is excellent
for investigations that attempt to predict and elu-
cidate outcome constructs™ It is also observed

13 Ringle, C. M., Wende, S., Becker, J.-M. (2015). Smart-
PLS 3. Boenningstedt: SmartPLS GmbH.

114  Hair, ). F, Risher, ). )., Sarstedt, M., Ringle, C. M.

FIGURE 1. THE CONCEPTUAL MODEL

that PLS-SEM can be utilized to evaluate causal
relationships in investigations characterized by
limited sample sizes and insufficient theoretical
backing.

According to Herath and Rao (2009)," using
validated instruments from previous work en-
sures the reliability of findings. The current study
adapted the research items from earlier work to
enhance the reliability of the results and reduce
the issues related to reliability and validity. Ta-
ble 1 shows the number of items and sources of
each factor. The questionnaire was sent to four
experts in the fields of business administration,
human resources, and organization theory to as-
sess its structure and questions; based on the
experts’ feedback, some items have been reword-
ed and modified. The questionnaire used a five-
point Likert scale from “1 (strongly disagree) to 5
(strongly agree)”.

3. RESULTS

The demographic information depicted in Ta-
ble 2 shows that the majority of employees are
men, 73%, and 27% are women, and this reflects

(2019). When to use and how to report the results of
PLS-SEM. European Business Review, 31(1), pp. 2-24.
115  Herath, T., Rao, H. R. (2009). Encouraging informa-
tion security behaviors in organizations: Role of
penalties, pressures and perceived effectiveness.
Decision Support Systems, 47(2), pp. 154-165.

Organizational
Commitment

Organizational Justice

. Job Performance
IS
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TABLE 1. INSTRUMENTS SOURCES

FACTORS NUMBER OF ITEMS SOURCES
organizational Justice 7 (Hosen et al., 2024) (Nazarian et al., 2020)
organizational commitmen 6 (Hosen et al., 2024)(Brefo-Manuh & Anlesinya, 2023),
Job Performance 6 (Hosen et al., 2024)

TABLE 2. DEMOGRAPHIC INFORMATION

LABEL NO. PERCENT %
Men 205 73%
Gender Women 76 27%
Total 281 100%
Less 24 0 0%
25-35 25 9%
Age 36-45 144 51%
46-55 82 29%
Above 56 years 30 1%
Total 281 100%
Diploma 35 12%
Bachelor 210 75%
Education Master 27 10%
PhD 9 3%
Total 281 100%
5-10 117 42%
11-15 89 32%
Work experience 16-20 63 22%
More then 21 12 4%
Total 281 100%

the culture of the Governorate. Most of the em-
ployees were between 36 and 45 years old, 51%.
Most of the employees hold bachelor’'s degrees
(75%), and working experience shows that most of
the employees have between 5 to 10 years of ex-
perience (42%). Close to this, 32% have between 11
and 15 years of experience. Table 2 shows all the
demographic information in detail.

The data analyzed by Smart-PLS in this soft-
ware should be conducted in two main runs.
The first one should be a measurement model

102

to examine reliability, validity, and convergent
validity. The outer loading is the first indicator
assessed to measure the model’s validity. Hair
et al. (2019),"¢ indicated that the values of each
loading should be 0.708 and above are recom-
mended. The results are shown in Table 3 and
Figure 2. All the loadings above 0.708, except JP3,
JP4, OC4, and 0OJ1, were lower than 0.70 and thus

116  Hair, ). F, Risher, ). )., Sarstedt, M., Ringle, C. M.
(2019). When to use and how to report the results of

PLS-SEM. European Business Review, 31(1), pp. 2-24.
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removed from the model to enhance the model’s
validity.

The reliability is assessed by Cronbach’s al-
pha and “Composite reliability” (CR) to confirm
the internal consistency of each factor. The values
should be 0.70 and above (Hair et al., 2019)."” The
values, as shown in Table 3, are all above the rec-
ommended value; thus, the model is reliable. The
“Average variance extracted” (AVE) is assessed to
examine the variance of factor items. The recom-
mended AVE is 0.50 and above, which means that
at least the factor explains 50 per cent of the vari-
ance, and it is the items. The value of each factor
shown in Table 3 is between 0.604 O) and 0.713 JP;
thus, there is no issue with convergent validity.

Discriminant validity

The purpose of this step is to measure how
empirically each factor is different from another
factor in the proposed model. Fornell and Larck-
er (1981)"® according to this criterion, each factor
AVE should correlate with the same factor high-

117 Hair, ). F, Risher, J. J., Sarstedt, M., & Ringle, C. M.
(2019). When to use and how to report the results of
PLS-SEM. European Business Review, 31(1), pp. 2-24.

118  Fornell, C., Larcker, D. F. (1981). Evaluating Structural

Equation Models with Unobservable Variables and
Measurement Error. Journal of Marketing Research,
18(1), p. 39.

TABLE 3. VALIDITY AND RELIABILITY

er than another factor. Table 4 shows that each
factor correlated with itself higher than others in
columns and rows, with the value highlighted in
bold font.

Henseler et al. (2015)"mendeley":{"formatted-
Citation":"(Henseler et al., 2015 criticism of the
previous methods and replacement with “het-
erotrait-monotrait” (HTMT) indicated if the HTMT
value should be less than 0.9 and if the value is
higher than 0.9, there is an issue in discriminant
validity based on Table 5, all the HTMT values
above 0.9, thus no issue in model discriminant.

The second main step after assessing the mea-
surement model is to use structural models to ex-
amine the proposed hypotheses. The first criteri-
on in this step is to determine the collinearity of
the model to ensure there are no biased results
in the proposed model by VIF, According to Hair et
al. (2019),2° if the VIF values are above 5, this in-
dicates there are issues in the collinearity among
the model factors and the best value of VIF 3 and
lower according to Table 6 all the VIF values be-
tween 1.662 0J7 and OC5 3.713 which are less than
5 and most of the VIF value close to 3 and lower

19  Henseler, J., Ringle, C. M., Sarstedt, M. (2015). A new
criterion for assessing discriminant validity in vari-
ance-based structural equation modeling. Journal of
the Academy of Marketing Science, 43(1), pp. 115-135.

120  Hair, ). F, Risher, ). )., Sarstedt, M., Ringle, C. M.

(2019). When to use and how to report the results of
PLS-SEM. European Business Review, 31(1), pp. 2-24.

FACTORS CODE | OUTER LOADINGS | CRONBACH’S ALPHA CR AVE
JP1 0.794
JP2 0.842
Job Performance 1P5 0.847 0.908 0.909 0.713
JP6 0.893
o 0.788
Organizational 0C2 0.800
Co%nmitment (O] 6k] 0.863 0.910 0.910 0.670
(0]65) 0.828
0C6 0.811
0J2 0.774
0J3 0.781
Organizational OJ4 0.730
Justice o5 0.736 0.903 0.901 0.604
0Jé 0.778
0J7 0.859
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TABLE 4. FORNELL-LARCKER CRITERION

FACTORS Jp (0] 0]]
JP 0.845
0C 0.775 0.818
0 0.587 0.586 0.777

Note: OJ: Organizational justice; JP: Job performance; OC: Organizational commitment

TABLE 5. HTMT

PATH HETEROTRAIT-MONOTRAIT
RATIO (HTMT)
0C<->]JP 0.776
0)<==>JP 0.585
0J<->0C 0.584

Note: OJ: Organizational justice; JP: Job performance; OC: Organizational commitment

thus, there is no issue in model collinearity. JP2 2.700
JP5 3.480
TABLE 6. VIF P6 3968
0C1 1.791

ITEMS VIF
0C2 3118

JP1 2.096

FIGURE 2. MEASUREMENT MODEL

0oC1 oc2 0C3 0C5 0Cé6

T

078 0800 0863 0828 (g4

0J2 Organizational

/ Commitimment

0.586
0J3 JP1
0J4 JP2
0.202
0J5 JP5
Organizational Justice Job Perfroamnce "\

0J6 0.893—»  JP6
QJ7
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0C3 3.463
0GC5 3.713
0Co 3.108
0J2 2.561
0J3 2.446
OlJ4 2.330
0J5 2.287
0J6 2.520
0J7 1.662

After ensuring there are no issues in the model
collinearity, the next step is to assess the coeffi-
cient of determination (R2) to measure the vari-
ance between the independent variables (IV) and
dependent variable (DV) and examine the pro-
posed model’'s explanatory power. According to
Hair et al. (2019),? the R2 values between 0.50 and
0.75 are moderate based on Figure 2 and Figure 3.
The R2 of the current model is 0.628; thus, the R2
explains 62% between the IV and DV.

The next criterion is to find the effect size F2 to
measure the level of the IV's effect on DV. According
to Cohen (1988),2 if the F2 is above 0.35, the effect
is large; if it is between 0.15 and 0.35, the effect is
medium; when the F2 is between 0.02 and 0.15, it is
small; and if it is less than 0.02, there is no effect.
Based on Table 7, the effect size of OC on JP and O)
on OC is 0.760 and 0.524, respectively, large, and the
effect size of OJ on JP is 0.072, which is small.

TABLE 7. EFFECT SIZE (F2)

PATH F2 VALUE DECISION
0C->JP ]0.760 large
0)->)P 0.072 small
0J->0C |0.524 large

Note: OJ: Organizational Justice; JP: Job Perfor-
mance; OC: Organizational commitment

The main analysis was run by bootstrapping
with a 50000 subsample as recommended by Hair

121 Ibid.
122 Cohen, J. (1988). Statistical power analysis for the
behavioral sciences. Academic press.

et al. (2019)'2 to reduce the error; the hypothesis
results are reported in Table 8 and depicted in Fig-
ure 2. The direct effect proposed three hypotheses.
All the proposed direct effect hypotheses are sup-
ported due to the T-statistics >1.96 and the P-val-
ue <0.05. The results indicate that O) has a positive
and significant impact on JP and OC. The p-value is
0.07 and 0.00 <0.05, respectively, and the T-statis-
tics are 2.707 and 10.433 >1.96; thus, H1 and H2 are
supported. Similarly, OC has a significant impact on
JP with the p-value of 0.00 and the <0.05 and the
9.312 >1.96; therefore, H3 was supported.

The indirect effect showed that OC mediated
the relationship between 0OJ and JP, with a p-value
of 0.00 >0.05 and T-statistics of 6.534 >1.96; thus,
H4 was supported.

4. DISCUSSION

Dedication is usually inherent among em-
ployees in a job. The HR occasionally seeks to
assess commitment. The HR typically assesses
aspects including motivation, organizational pro-
cedures and policies, work environment, and su-
perior-subordinate interactions, while the current
study measured the mediating role of OC between
the OJ and JP in the context of Iraq.

The current study reported that OJ signifi-
cantly increased the JP; this result is in line with
several previous studies’ results.?*'?>'?6 Qrganiza-
tional justice has a pivotal role in management
directives. This indicates that for leaders to effec-
tively realize their goal of exceeding performance
standards, it is crucial to cultivate and maintain
an objective perception of fairness in workplace

123 Hair, ). F, Risher, ). )., Sarstedt, M., Ringle, C. M.
(2019). When to use and how to report the results of
PLS-SEM. European Business Review, 31(1), pp. 2-24.
Arab, H. R., Atan, T. (2018). Organizational justice
and work outcomes in the Kurdistan Region of Iraq.
Management Decision.

Imamoglu, S. Z., Ince, H., Turkcan, H., Atakay, B.
(2019). The Effect of Organizational Justice and Or-
ganizational Commitment on Knowledge Sharing
and Firm Performance. Procedia Computer Science,
158, pp. 899-906.

Rauf, A., Mahmood, H., Naveed, R. T., Yen, Y. Y. (2024).
Modeling cynicism and organizational design on
job performance: Mediation and moderation mech-
anism. Heliyon, 10(11), €32069.
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TABLE 8. HYPOTHESES RESULTS

RIGINAL TANDARD T p
PATH OSAI\GIIPLE SAMPLE MEAN SEVIATION STATISTICS |  VALUES DECISION
H1 0J -> JP 0.202 0.202 0.075 2707 0.007 supported
H2 0J -> 0C 0.586 0.586 0.056 10.433 0.000 supported
H3 0C -> JP 0.657 0.657 0.071 9312 0.000 supported
Specific indirect effects
Ha RPJ = 00 > 35 0.386 0.059 6.534 0.000 supported

Note: OJ: Organizational Justice; JP: Job Performance; OC: Organizational commitment

FIGURE 3. STRUCTURAL MODEL

0oC1 0oCc2 0C3 0C5 0C6
02 o / Organizational
0.000 ik
Commitimment
0.586 (0.000) 0.657 (0.000)
0J3  <—0.000 0.000—» JP1
04 4 0.000—» JP2
0.000—
0.202 (0.007) 0.628
0J5 4—0000" 0.000-»  JP5
Organizational Justice Job Perfroamnce "\
0J6 4—0.000 g 0.000—» JP6
o7 <4——0.000

processes and treatment among organizational
members. This implies that firm personnel must
be prepared to exert additional effort to attain the
organization’s objectives, provided they cultivate
and maintain a long-term perspective. Organi-
zational justice can impact performance; hence,
managers’ non-discriminatory attitudes in com-
munication and interaction with employees can
enhance work performance. The findings suggest
that perceptions of justice influence employees’
propensity to reciprocate with enhanced perfor-
mance and increased organizational commitment.
According to the results presented here, individ-
uals in lraq place a higher value on the justice
they receive from their supervisors and organiza-

106

tional representatives during processes and deci-
sion-making. According to the findings, the most
important factors in recruiting high-performing
and committed workers in Iraq are support, digni-
ty, respect, and honesty.

0J shown in this study, significantly improved
the OC; similar findings were reported in previous
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research.?'2812 The results indicate that respon-
dents saw justice as a crucial element of organi-
zational commitment. Ensuring that awards are
equitable and transparent enhances the reputa-
tion of the business and its executives. A primary
cause of discontent in many firms is employees’
perception of inequitable compensation allo-
cation. The perception of equitable procedures
reinforces the concept of just organizational
practices and value systems. The foundational
work suggests that managers should include ad-
equate objectivity in rewards, potentially mini-
mizing managerial discretion to secure employ-
ee commitment. This means the employees who
recognized higher levels of justice in the work-
place were more inclined to indicate increased
levels of commitment. When employees see
the justice for promotion, salary augmentation,
transfer, termination, reward, and punishment
as equitable, they are more inclined to willing-
ly accept the judgments, regardless of whether
the outcomes are advantageous. Employees who
cultivate robust connections with the organiza-
tion exhibit heightened commitment and concur-
rently get satisfaction from their profession.

OC has a significant effect on JP. This result is
consistent with previous results®**"' The results
indicate that employees committed to their orga-
nizations demonstrate conduct that benefits the
organization. Consequently, ensuring that individ-

127  Boateng, F. D., Hsieh, M. L. (2019). Explaining Job

Satisfaction and Commitment Among Prison Of-

ficers: The Role of Organizational Justice. Prison

Journal, 99(2), pp. 172-193.

Estreder, Y., Tomas, |, Chambel, M. J., Ramos, ).

(2019). Psychological contract and attitudinal out-

comes: multilevel mediation model. Personnel Re-

view, 48(7), pp. 1685-1700.

Khaola, P, Coldwell, D. (2019). Explaining how lead-

ership and justice influence employee innovative

behaviours. European Journal of Innovation Man-

agement, 22(1), pp. 193-212.

Hosen, S., Hamzah, S. R., Arif Ismail, I., Noormi Alias,

S., Faiq Abd Aziz, M., Rahman, M. M. (2024). Training

&amp; development, career development, and or-

ganizational commitment as the predictor of work

performance. Heliyon, 10(1), €23903.

131 Imamoglu, S. Z., Ince, H., Turkcan, H., Atakay, B.
(2019). The Effect of Organizational Justice and Or-
ganizational Commitment on Knowledge Sharing
and Firm Performance. Procedia Computer Science,
158, pp. 899-906.

128

129

130

uals inside organizations experience a sense of
devotion to the organization is essential. This fos-
ters a sense of belonging among employees, moti-
vating them to enhance the organization’s market
position. Given that the organization’'s greatest
asset is its personnel, any actions taken by them
for the organization’s advantage would improve
its worth. The study suggests that Banks in Iraq
should enhance employee commitment. When
employees are committed, their performance will
improve and increase. The managers must culti-
vate a culture of good connections in the work-
place to increase employee commitment. This will
encourage employees’ emotional commitment to
their workplace, hence improving their inventive
problem-solving capabilities.

The findings indicated a substantial mediat-
ing effect of organizational commitment on the
connection between organizational justice and
job performance among bank staff. The findings
of this study are aligned with those of prior re-
search™™14 who reported similar findings. This
study strengthens the legitimacy of prevalent
ideas and certain academic results that employee
commitment significantly promotes voluntary ac-
tivities and fosters good perceptions of organiza-
tional justice and performance.*>"¢ Consequently,

132 Arasanmi, C. N., Krishna, A. (2019). Employer brand-
ing: perceived organisational support and employ-
ee retention - the mediating role of organisational
commitment. Industrial and Commercial Training,
51(3), pp. 174-183.

Hosen, S., Hamzah, S. R., Arif Ismail, 1., Noormi Alias,
S., Faiq Abd Aziz, M., Rahman, M. M. (2024). Training
&amp; development, career development, and or-
ganizational commitment as the predictor of work
performance. Heliyon, 10(1), €23903.

Swalhi, A., Zgoulli, S., Hofaidhllaoui, M. (2017). The
influence of organizational justice on job per-
formance. Journal of Management Development,
36(4), pp. 542-559.

Begley, T. M,, Lee, C,, Fang, Y., Li, J. (2002). Power dis-
tance as a moderator of the relationship between
justice and employee outcomes in a sample of Chi-
nese employees. Journal of Managerial Psychology,
17(8), pp. 692-711.

Brockner, )., Ackerman, G., Greenberg, J., Gelfand, M.
J., Francesco, A. M., Chen, Z. X., Leung, K., Bierbrauer,
G., Gomez, C., Kirkman, B. L., Shapiro, D. (2001). Cul-
ture and Procedural Justice: The Influence of Power
Distance on Reactions to Voice. Journal of Experi-
mental Social Psychology, 37(4), pp. 300-315.
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workplace decision-makers seeking to encour-
age pro-organizational behaviors among work-
ers should provide cognitive and organizational
resources to enhance employee commitment to
their positions.

5. THEORETICAL CONTRIBUTIONS AND
PRACTICAL IMPLICATIONS

This study enhances the theoretical frame-
work within HR, organizational behavior, and
psychological research, particularly concerning
the Iragi banking sector. The banking industry in
Iraq has a significant power gap, characterized
by hierarchical organizational structures where
authority is predominantly concentrated in the
higher echelons. Employees advocate for justice
from the upper echelons to the lower levels. Fur-
thermore, incorporating fairness and equality into
performance processes within the banking sector
is essential for fostering contented and dedicat-
ed bank employees and facilitating favorable
banking results. This study investigates the me-
diating role of organizational commitment in the
relationship between organizational justice and
job performance, contributing significantly to the
literature on performance and organizational jus-
tice within a unique environment.

The study advises banking industry managers
to provide fairness and justice in the evaluation
processes to improve employee commitment. To
accomplish this, managers should provide suffi-
cient knowledge of the methods and procedures
of work performance exercises, enabling employ-
ees to comprehend and feel committed to their
roles. During the assessment of job performance,
the managers or leaders should pay attention to
the employee’s respect and dignity; they should
ensure justice and equity during the assessment
of job performance. Managers must ensure eq-
uitable distribution of performance assessment
results to foster a sense of responsibility among
employees and encourage them to commit more
diligently to the bank’s best interests.
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6. LIMITATIONS AND FUTURE
RECOMMENDATIONS

The study has several limitations; none-
theless, it also offers recommendations for fu-
ture research endeavors. The present study was
conducted within Irag’s banking sector, raising
concerns regarding generalizability. Consequent-
ly, the findings cannot be extrapolated to other
sectors. However, this study was performed in the
banking industry; thus, the same approach may
be utilized in many industries to assess the influ-
ence of relationships. Nevertheless, the inclusion
of personnel from many industries reveals emerg-
ing patterns. The present study examined the in-
fluence of organizational commitment as a medi-
ating variable; however, other pertinent aspects,
such as organizational citizenship behavior, may
affect the link between organizational justice and
job performance. It will be intriguing to examine
the link using various intervening factors.

CONCLUSION

This study’s findings provide new perspectives
into the interaction between individuals and the
workplace, highlighting the roles of justice views,
commitments, and performance. The results of
the current study and other empirical research
confirmed that a high level of justice and com-
mitment leads to an effective strategy for manag-
ers to improve job performance and competitive
standing. Consequently, the current results rein-
force most of the previous work’s conclusion that
organizational justice significantly influences in-
dividual commitment and performance.

In conclusion, the author advises practitioners
and policymakers to focus on behavioral difficul-
ties arising from the intricacies of human and or-
ganizational relationships. Establishing equitable
and open procedures for resolving human and
organizational matters helps enhance employee
trust in the organizational procedures and sys-
tems.
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Abstract. This paper investigates the transformative impact of Financial Technology (FinTech) and
Artificial Intelligence (Al) on the global financial sector, moving beyond a descriptive overview to crit-
ically examine the challenges and opportunities they present. The study synthesizes a comprehen-
sive review of empirical data, policy documents, and industry reports, including the EY Global FinTech
Adoption Index (2023) and World Bank reports (2023), to analyze FinTech adoption across diverse re-
gions and financial service categories. The research identifies key challenges related to electronic
financial transactions, including cross-border complexities, decentralized systems, and cybersecurity
risks. Furthermore, it addresses the crucial need for adaptable regulatory frameworks that balance
innovation with financial stability and consumer protection. Findings reveal significant disparities in
FinTech adoption globally, driven by factors such as technological infrastructure, regulatory environ-
ments, and socio-economic conditions. The study highlights the potential systemic risks associated
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with FinTech investments and underscores the importance of international cooperation in addressing
cross-border challenges. By providing a holistic perspective that integrates technological, economic,
ethical, and regulatory dimensions, this paper contributes to a more nuanced understanding of the
dynamic interplay between technology and finance. It offers actionable recommendations for policy-
makers, industry practitioners, and academics seeking to foster responsible innovation and ensure the
long-term resilience of the global financial system. Future research directions are proposed, including
evaluating the effectiveness of different regulatory approaches, exploring the ethical dimensions of Al
in finance, and conducting longitudinal studies to assess the long-term impacts of FinTech on financial

stability and consumer welfare.

KEYWORDS: FINTECH, ARTIFICIAL INTELLIGENCE (Al), FINANCIAL REGULATION, FINANCIAL

STABILITY, DIGITAL FINANCE.

INTRODUCTION

The global financial landscape is undergoing a
radical transformation, spurred by the accelerat-
ing convergence of financial technology (FinTech)
and artificial intelligence (Al). This technological
revolution transcends simple digitization, funda-
mentally reshaping established business models
and redefining the core functionalities of banking,
investment management, and financial transac-
tions. While the proliferation of digital banking
services, enhanced by innovations such as re-
al-time payment systems, Al-driven identity verifi-
cation mechanisms, and round-the-clock chatbot
support,? has undeniably enhanced customer ex-
periences and improved operational efficiency, it
simultaneously raises critical and complex ques-
tions. These include concerns regarding equitable
financial inclusion, the potential for increased
systemic risk, and the imperative of developing
adaptive regulatory frameworks to govern these
rapidly evolving technologies. Existing research,
although valuable, often examines these issues in
isolation, failing to capture the intricate interde-
pendencies that characterize the modern FinTech
ecosystem.

This paper offers a comprehensive examina-
tion of the multi-layered impact of FinTech and Al
on the financial sector. Moving beyond a descrip-
tive overview, it provides a rigorous analysis of
the primary challenges and opportunities these

2 Mbama, C. I., Ezepue, P. 0. (2018). Digital banking,
customer experience and bank financial perfor-
mance: UK customers’ perceptions. International
Journal of Bank Marketing, 36 (2), pp. 230-255.
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technologies present. The study leverages a com-
prehensive review of the most recent empirical
data, relevant policy documents, and insightful
industry reports, including crucial data from the
EY Global FinTech Adoption Index (2023) and per-
tinent World Bank reports (2023). This data-driven
approach allows for a detailed assessment of the
factors driving FinTech adoption across diverse
geographical regions and within specific financial
service categories. Special attention is given to
understanding the disparities in adoption rates
across developed and developing economies, ac-
knowledging the unique contextual factors that
shape the FinTech landscape in each region. Fur-
ther, the study explores the ethical dimensions of
Al in finance, including biases in algorithms and
the potential for discriminatory outcomes.

A significant aspect of this research address-
es the pressing need for adaptable and effective
regulatory frameworks. In this regard, the study
undertakes a detailed analysis of the character-
istics, associated challenges, and necessary reg-
ulatory adaptations related to electronic financial
transactions. It delves into the complexities aris-
ing from the cross-border nature of these trans-
actions, the decentralization facilitated by block-
chain technologies, and the ever-present threat
of cybersecurity risks. Moreover, it explores the
role of international organizations in establish-
ing global standards and promoting cooperation
among regulatory bodies, underscoring the ne-
cessity for a coordinated approach to FinTech reg-
ulation. The paper emphasizes the crucial balance
that must be struck between fostering innovation
and safeguarding financial stability, ensuring con-
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sumer protection, and promoting ethical behavior
in the digital finance space. It challenges the no-
tion that regulation inherently stifles innovation,
arguing instead that well-designed regulatory
frameworks can create a stable and trustworthy
environment that encourages sustainable growth
and development in the FinTech sector.

In contrast to existing literature, which often
compartmentalizes the analysis of FinTech, this
study offers a uniquely holistic perspective that
integrates technological, economic, ethical, and
regulatory dimensions. By synthesizing diverse
strands of research and drawing on a rich dataset,
this research provides a more nuanced and com-
prehensive understanding of the complex dynam-
ics shaping the future of finance. Addressing a gap
in the current body of research, this research not
only examines the growth in global FinTech in-
vestments from 2018 to 2023 but also rigorously
analyzes how sector investments influence sector
stability and systemic risks. The study’s findings
are geared towards informing evidence-based
policy and promoting responsible innovation in
the FinTech arena. The paper seeks to answer the
following overarching research questions:

(1) How does the geographic distribution of
FinTech adoption vary globally, and what are the
key technological, economic, social, and political
drivers behind these disparities?

(2) What are the principal challenges posed by
electronic financial transactions, particularly in
relation to cross-border activities, decentraliza-
tion, and cybersecurity, and how can these chal-
lenges be effectively mitigated through regulatory
and technological innovations?

(3) How can regulatory frameworks best bal-
ance the promotion of FinTech innovation with
the imperative of ensuring financial stability, con-
sumer protection, and ethical behavior, and what
are the key principles that should guide the de-
velopment of such frameworks?

By providing robust empirical analysis and nu-
anced policy recommendations, this study aims to
contribute to a more comprehensive and insight-
ful understanding of the transformative poten-
tial and inherent challenges of FinTech and Al in
shaping the financial sector’s future. The insights
gleaned from this research will be highly valuable
to academics conducting cutting-edge research,

policymakers grappling with complex regulatory
challenges, industry practitioners seeking to nav-
igate the evolving FinTech landscape, and anyone
with a keen interest in the intricate interplay be-
tween technology and finance in the 21 century.
Ultimately, the research aspires to contribute to
the development of a more inclusive, efficient,
and resilient financial system that benefits all
stakeholders.

I. LITERATURE REVIEW
1. The Impact of Fintech and Artificial
Intelligence on the Financial Sector

The financial sector has undergone significant
transformations in recent years due to innovations
in financial technology (Fintech) and artificial in-
telligence (Al), which have profoundly influenced
how banking services, investment management,
and financial transactions are conducted. Digital
banking services provide a clear example of this
transformation, allowing customers to manage
most of their banking needs remotely without vis-
iting physical branches. Advanced technologies,
such as real-time money transfers, online account
opening, identity verification technologies like fa-
cial recognition or fingerprint scanning, and 24/7
chatbot services, have enabled banks to signifi-
cantly enhance customer experience and opera-
tional efficiency.’

This shift, reflecting the increasing global
adoption of Fintech, can be understood through a
global heat map illustrating the levels of Fintech
penetration in various countries. Regions depict-
ed in warm colors, such as China and India, indi-
cate high rates of Fintech adoption, particularly in
areas like electronic payments and online lend-
ing. In contrast, other regions appear in cooler
tones, signifying lower levels of Fintech adoption.
The impacts of technological innovation, demo-
graphics, and government policies play a critical
role in determining the rates of Fintech penetra-
tion. Countries with robust technological infra-
structure, such as the United States and the Unit-
ed Kingdom, report high adoption rates, whereas
some developing countries, such as Brazil and
India, also exhibit high adoption rates due to the

3 Ibid.
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FIGURE N°1: GLOBAL HEAT MAP OF FINTECH PENETRATION

kets/ey-global-fintech-adoption-index.pdf>

need to address the demands of the unbanked
population.*

Asia leads prominently in the adoption of fi-
nancial technology, driven by the rapid growth of
startups in China and India. In Europe, countries
such as the United Kingdom and Sweden exhibit
high adoption rates, benefiting from innovations
in financial sectors. In contrast, Latin America and
Africa, despite noticeable growth in some coun-
tries like Brazil and South Africa, still face rela-
tively low adoption rates due to challenges relat-
ed to infrastructure.®

The leading sectorsin Fintech include electron-
ic payments and online lending, where startups
are striving to provide innovative and unconven-
tional solutions. With improvements in infrastruc-
ture and the adoption of supportive regulatory
policies, regions such as Africa have the potential
to experience significant growth in Fintech adop-
tion in the future.®

This transformation has also reshaped how

4 Ibid.

5 Dahlberg, T., Guo, J., Ondrus, J. (2015). A critical review
of mobile payment research. Electronic Commerce
Research and Applications, 14 (5), pp. 265-284.

6 EY. (2019). EY Global FinTech Adoption Index 2019.

Available at: <https://www.ey.com>.
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individuals and businesses handle finances, with
electronic payments enhancing the speed and
convenience of financial transactions. These pay-
ments include the use of cryptocurrencies, such as
Bitcoin and Ethereum, which offer decentralized
payment methods, as well as mobile payments
through services like Apple Pay and Google Pay.
Furthermore, international money transfers have
become more cost-effective thanks to companies
like TransferWise (now Wise).”

Robo-advisors have emerged as one of the
most significant innovations in investment
management, leveraging advanced algorithms
to provide automated and low-cost investment
services. These include dynamic asset alloca-
tion, which automatically adjusts investment
portfolios in response to market changes, and
complex investment strategies, such as factor
investing, which were previously limited to in-
stitutional investors. Additionally, robo-advi-
sors utilize behavioral analytics to understand
investor behavior and offer personalized advice,
alongside automated portfolio rebalancing to

7 Dahlberg, T., Guo, J., Ondrus, J. (2015). A critical review
of mobile payment research. Electronic Commerce
Research and Applications, 14 (5), pp. 265-284.
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maintain target asset allocation.®

Similarly, digital insurance has revolutionized
the insurance industry by simplifying the process
of purchasing and managing insurance policies
and improving operational efficiency. Innovations
in this field include usage-based insurance, such
as car insurance based on driving habits, and au-
tomated claims processing using Al to expedite
procedures. Instant insurance has also become
available, allowing for the purchase of short-term
policies like single-day travel insurance, along
with the use of big data to enhance risk assess-
ment accuracy.’

The data presented highlights a significant
transformation in the financial landscape be-
tween 2015 and 2019, shedding light on dynamic
changes in consumer behavior and the evolution
of financial services. The remarkable increase in
the use of money transfers and payments, rising
from 18% to 75%, reflects the widespread adop-
tion of digital solutions, likely driven by the pro-

8 Jung, D., Dorner, V., Weinhardt, C., Pusmaz, H. (2018).
Designing a robo-advisor for risk-averse, low-bud-
get consumers. Electronic Markets, 28 (3), pp. 367-
380.

9 Eling, M., Lehmann, M. (2018). The impact of digi-
talization on the insurance value chain and the in-
surability of risks. The Geneva Papers on Risk and
Insurance-Issues and Practice, 43 (3), pp. 359-396.

liferation of smartphones and electronic payment
applications. Parallel to this, the savings and in-
vestments sector experienced substantial growth
from 17% to 40%, signaling heightened financial
awareness and improved accessibility to digital
investment tools.

The notable rise in the utilization of budget-
ing and financial planning services (from 8% to
34%) and insurance (from 8% to 29%) indicates
growing interest in personal financial health and
risk management. Even the borrowing sector, al-
though the least developed, showed a significant
increase from 6% to 27%, potentially reflecting im-
proved access to credit through digital platforms.
Collectively, these trends underscore the rapid
digitalization of the financial sector, emphasizing
the increasing influence of financial technology
(FinTech) in shaping consumer behavior and ex-
pectations.

These developments also suggest a potential
improvement in financial inclusion, as financial
services have become more accessible to a broad-
er segment of the population. This progress paves
the way for further innovation and growth in the
financial sector in the near future.

These combined innovations have led to no-
table improvements in the financial sector by en-
hancing the efficiency of financial transactions
through process automation and reducing the

FIGURE N°2: COMPARISON OF FINTECH CATEGORIES BY ADOPTION RATE FROM 2015 TO 2019

2015
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&

Money transfer and payments
Savings and investments
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Source: EY Global FinTech Adoption Index 2019.
Available at: <https: .ev.
kets/ey-global-fintech-adoption-index.pdf>
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need for human intervention. This progress has
contributed to cost reduction and increased mar-
ket competition. Furthermore, financial services
have become more accessible, particularly for fi-
nancially marginalized groups in remote areas.

Nevertheless, these advancements come with
new challenges, including cybersecurity concerns,
privacy issues, and the need for modern regu-
latory frameworks to keep pace with these rap-
id changes. Therefore, technological innovation
must be accompanied by robust policies and reg-
ulations to ensure the sustainability and stability
of the financial sector.

2. The Spread of FinTech and the Necessity
for Regulatory Frameworks:

Modern financial services are undergoing a
revolutionary transformation thanks to the rapid
advancement of financial technology (FinTech).
This has led to the development of advanced
regulatory frameworks to ensure a delicate bal-
ance between encouraging innovation, protecting
consumers, and ensuring the stability of financial
markets. The Payment Services Directive (PSD2) in
the European Union serves as a prime example of
these advancements. Introduced in 2018, this di-
rective aims to enhance transparency and security
in online financial transactions. It provides open
access to banking data for licensed third parties,
promotes two-factor authentication, and reduces
consumer liability in cases of fraud™.

In the United Kingdom, the Regulatory Sand-
box framework provides an innovative environ-
ment where FinTech entrepreneurs can test their
products and services under regulatory oversight.
This approach reduces the time and cost associat-
ed with bringing innovations to market and fosters
dialogue between innovators and regulators.”?

Furthermore, advancements in cryptocur-

10  Thakor, A. V. (2020). Fintech and banking: What do
we know? Journal of Financial Intermediation, 41,
100833.

11 Donnelly, M. (2016). Payments in the digital market:
Evaluating the contribution of Payment Services Di-
rective Il. Computer Law & Security Review, 32 (6),
pp. 827-839.

12 Jenik, I., Lauer, K. (2017). Regulatory sandboxes and
financial inclusion. Washington, DC: CGAP.
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rencies and digital assets necessitate updates
to anti-money laundering and counter-terrorist
financing (AML/CFT) laws. The “Know Your Cus-
tomer” (KYC) principle is now being applied to
cryptocurrency trading platforms, with require-
ments for reporting suspicious transactions by
businesses operating in the digital asset space.
These measures aim to combat cross-border fi-
nancial crimes.”

In the United States, the Financial Innovation
Act promotes innovation while maintaining con-
sumer protection. Meanwhile, Singapore’s Fin-
Tech regulatory framework features initiatives
like “Sandbox Express” to expedite the testing
of innovations Additionally, crowdfunding reg-
ulations in the European Union aim to organize
crowdfunding platforms and protect investors,
highlighting the importance of balancing innova-
tion with small investor protection.

These regulatory advancements underscore
the urgent need for flexible and effective frame-
works that align with the rapid evolution of Fin-
Tech. In this context, Arner, Barberis, and Buckley
emphasize that technology itself (RegTech) can
play a pivotal role in improving regulatory com-
pliance and risk management in the FinTech era.’

3. Characteristics and Challenges of
Electronic Financial Transactions:

Amid significant transformations in the digital
world, electronic financial transactions (E-trans-
actions) have become one of the critical pillars of

13 Houben, R., Snyers, A. (2018). Cryptocurrencies and
blockchain: Legal context and implications for fi-
nancial crime, money laundering and tax evasion.
European Parliament’'s Special Committee on Fi-
nancial Crimes, Tax Evasion and Tax Avoidance.

14 Barefoot, J. A. (2020). The Future of Financial Reg-
ulation: The US Financial Innovation Bill. Journal
of Financial Regulation and Compliance, 28 (3), pp.
381-395.

15 Zetzsche, D. A., Preiner, C. (2018). Cross-Border
Crowdfunding: Towards a Single Crowdlending and
Crowdinvesting Market for Europe. European Busi-
ness Organization Law Review, 19 (2), pp. 217-251.

16 Arner, D. W., Barberis, )., Buckley, R. P. (2016). Fin-
Tech, RegTech, and the reconceptualization of fi-
nancial regulation. Northwestern Journal of Inter-
national Law & Business, 37, p. 371.
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the global economy. However, these transactions
pose various challenges rooted in their funda-
mental characteristics.

3.1 Cross-Border Nature: E-transac-
tions are characterized by their ability to
transcend traditional geographical bound-
aries, creating a complex legal and regu-
latory environment. A single transaction
may be subject to a variety of laws, po-
tentially leading to conflicts among them,
which complicates effective enforcement.
For instance, determining tax jurisdiction
for cross-border transactions can be chal-
lenging, as can addressing variations in
consumer protection standards between
countries, exposing consumers to differing
levels of legal safeguards.”

3.2 Decentralization: Blockchain tech-
nologies introduce a decentralized model
for financial transactions, challenging tra-
ditional regulatory models. In this context,
traditional oversight becomes difficult due
to the absence of a central control point.
Additionally, applying KYC principles in
such systems becomes more complex,
and new challenges emerge in freezing as-
sets or reversing transactions in cases of
fraud.®

3.3 Cybersecurity Risks: With increasing
reliance on technology, e-transactions are
vulnerable to a wide range of cybersecurity
risks. These include ransomware attacks tar-
geting financial institutions and demanding
payment to restore data, as well as advanced
fraud techniques leveraging artificial intelli-
gence (Al), which heighten the complexity of
required cyber defenses.”

3.4 Efforts by International Organiza-
tions: International organizations, such as

17

18

19

Monehin, 0., Okeke, ., Aina, O. (2022). Cross-border
fintech regulation and regulatory challenges. Jour-
nal of Financial Regulation and Compliance, 30(1),
pp. 101-118.

Chen, Y., Bellavitis, C. (2020). Blockchain disruption
and decentralized finance: The rise of decentral-
ized business models. Journal of Business Ventur-
ing Insights, 13, e00151.

Bouveret, A. (2018). Cyber risk for the financial sec-
tor: A framework for quantitative assessment. IMF
Working Paper, 18(143).

the Financial Action Task Force (FATF), are
actively working to establish global stan-
dards to address regulatory challenges in
the digital age. These efforts include issu-
ing updated recommendations to regulate
virtual assets and virtual asset service
providers (VASPs), along with enhancing
international cooperation among regula-
tory bodies to ensure consistency across
borders.?

3.5 Data Privacy: As reliance on col-
lecting and analyzing financial data grows,
significant challenges arise regarding con-
sumer privacy protection. Arner, Barberis,
and Buckley highlight that FinTech intro-
duces new dimensions to data protection,
necessitating the development of regula-
tory frameworks that consider consumers’
rights in this context.”

3.6 Financial Inclusion: FinTech con-
tributes to advancing financial inclusion
by expanding financial services to mar-
ginalized groups. However, these technol-
ogies can also create a new digital divide
between those with access to technology
and those without.

3.7 Regulatory Adaptation: The rapid
evolution of FinTech demands the devel-
opment of flexible regulatory frameworks
that adapt to ongoing changes. Zetzsche,
Buckley, Arner, and Barberis point out
that the main challenge lies in transition-
ing from traditional regulatory systems to
ones capable of managing data-driven fi-
nance.?

20

21

22

23

Financial Action Task Force. (2019). Guidance for a
risk-based approach to virtual assets and virtual
asset service providers. FATF, Paris.

Arner, D. W., Barberis, )., Buckley, R. P. (2016). Fin-
Tech, RegTech, and the reconceptualization of fi-
nancial regulation. Northwestern Journal of Inter-
national Law & Business, 37, p. 371.

0zili, P. K. (2018). Impact of digital finance on finan-
cial inclusion and stability. Borsa Istanbul Review,
18(4), pp. 329-340.

Zetzsche, D. A, Buckley, R. P, Arner, D. W., Barberis,
J. N. (2017). From FinTech to TechFin: The regulatory
challenges of data-driven finance. New York Uni-
versity Journal of Law and Business, 14(2), pp. 393-
446,
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Addressing these challenges requires a com-
prehensive approach that strikes a delicate bal-
ance between fostering innovation, ensuring
financial stability, and protecting consumers. In-
ternational cooperation among regulators and
the private sector is crucial to tackling global
challenges posed by e-transactions. Over time,
the need for adaptable regulatory frameworks
will persist to keep pace with the rapid advance-
ments in FinTech.

4. The Impact of FinTech on Financial Sector
Stability: A Comprehensive Analysis of
Challenges and Opportunities

The financial sector has undergone a radical
transformation with the adoption of financial
technology (FinTech), which has become a key
tool for restructuring the global financial system.
The following data illustrates global growth rates
in FinTech investments from 2018 to 2023.

24 Brummer, C., Yadav, Y. (2019). Fintech and the inno-
vation trilemma. Georgetown Law Journal, 107(2),
pp. 235-307.

TABLE: GROWTH IN FINTECH INVESTMENTS
FROM 2018 TO 2023

VEAR INVESTMENT VOLUME | ANNUAL GROWTH
(BILLION USD) RATE (%)
2018 553 15.7%
2019 675 221%
2020 44.2 -34.5%
2021 102.8 132.6%
2022 1641 59.6%
2023 196.5 19.7%

Source: EY Global FinTech Adoption Index 2023

The table shows that investments in FinTech
have experienced significant fluctuations in re-
cent years. A major decline occurred in 2020, with
a negative growth rate of - 34.5%, attributed to
the global economic and financial impact of the
COVID-19 pandemic. However, there was a strong
recovery in 2021, with a growth rate of 132.6%,
driven by the rapid digital transformation neces-
sitated by the pandemic. This momentum contin-
ued with high growth rates in subsequent years,

FIGURE N°3: DISTRIBUTION OF FINTECH INVESTMENTS BY SECTOR

CRYPTOCURRENCIES

AUTOMATED CONSULTING

TECHNOLOGY INSURANCE

ELECTRONIC PAYMENTS

BANKING SERVICES
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27%

38%
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Source: Feyen, E., Frost, J., Gambacorta, L., Natarajan, H. (2021). FinTech and the digital transforma-
tion of financial services: Implications for market structure and public policy.
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FIGURE N°4: KEY CHALLENGES FACING THE FINANCIAL SECTOR

TECHNOLOGICAL ADAPTATION

CYBER SECURITY

REGULATORY RISKS
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45%
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Source: World Bank. (2023). “Key Challenges Facing the Global Financial Sector Amid Digital Trans-

formation”. World Bank Report.

reflecting increased confidence in FinTech’s ability
to reshape the financial sector and achieve long-
term gains.

Research by Feyen et al. (2021) highlighted the
distribution of FinTech investments across various
sectors, as illustrated in the following chart:

The chart reveals that digital banking services
and electronic payments dominate the FinTech
landscape, accounting for 65% of total invest-
ments. This dominance reflects the ongoing trans-
formation of the financial system toward innova-
tion and the adoption of modern technologies.
Simultaneously, emerging sectors like InsurTech
signify a growing diversification within FinTech,
enhancing its ability to offer innovative and com-
prehensive solutions tailored to diverse market
needs.

Despite its benefits, FinTech faces significant
challenges that affect financial stability.

The figure identifies key challenges, with reg-
ulatory risks being the most critical. Governments
and institutions must develop flexible regulatory
policies that balance fostering innovation with
ensuring compliance. Cybersecurity remains a
persistent concern in an increasingly complex dig-
ital environment, necessitating global collabora-

tion to address cyberattacks and protect sensitive
data. Moreover, technological adaptation poses a
fundamental challenge for traditional institutions,
requiring significant investments in infrastructure
and cultural shifts to remain competitive.

5. Three Main Challenges

5.1 Systemic Risks: FinTech introduces
new systemic risks, such as technical fail-
ures and

5.2 Cyberattacks. For instance, Knight
Capital suffered a $440 million loss with-
in 45 minutes due to a technical glitch in
2012.% Similarly, the Bangladesh Central
Bank cyberattack in 2016 resulted in an $81
million theft.?* These incidents demon-
strate how technology can increase finan-
cial system fragility and expose it to signif-
icant risks.

5.3 Changing Market Dynamics: The
entry of BigTech companies like Google,

25  Knight Capital Group incident: SEC. (2013). Adminis-
trative Proceeding File No. 3-15570.
26 IBM. (2021). Cost of a Data Breach Report.
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Apple, and Amazon into the financial sec-
tor has significantly altered market dynam-
ics. While these companies enhance com-
petition, improving services and reducing
costs for consumers,” their vast resources
could lead to market concentration, reduc-
ing competition in the long term and in-
creasing monopoly risks.

5.4 Rapid Crisis Propagation: FinTech
has accelerated the transmission of finan-
cial crises through global interconnected-
ness. High-frequency trading systems and
advanced algorithms can quickly transmit
market volatility. Additionally, social me-
dia and online trading platforms amplify
the spread of news and rumors, heighten-
ing market volatility.?®

6. Regulatory Measures for FinTech
6.1 National FinTech Regulations

By 2020, over 50 countries had developed or
were developing national FinTech strategies,” re-
flecting global awareness of the need to regulate
FinTech to ensure financial system stability and
consumer protection.

6.2 Principles for Effective Regulation

e Balancing Innovation and Stability: Regula-
tory sandboxes, such as those used by the
UK's Financial Conduct Authority,*® allow
companies to test innovative products un-
der controlled environments.

e Consumer Protection: Ensuring transparen-
cy in transactions, safeguarding personal
data, and increasing consumer awareness
are critical to reducing risks associated
with digital financial services.”

27 Bank for International Settlements. (2019). BigTech
in finance: opportunities and risks.

28  International Monetary Fund. (2021). The Rise of
Digital Money.

29  World Bank Group. (2020). Global Experiences from
Regulatory Sandboxes.

30  Financial Conduct Authority UK. (2015). Regulatory
Sandbox.

31 OECD. (2018). G20/0OECD Policy Guidance on Finan-
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e International Cooperation: Organizations
like the Financial Stability Board (FSB) play
a pivotal role in coordinating global finan-
cial policies to enhance system stability.®

e Regulatory Flexibility: Adopting a princi-
ples-based regulatory approach allows
flexibility and fosters innovation while
maintaining oversight.®

6.3 RegTech

The “Electronic Financial Regulation” (RegTech)
represents a significant innovation in the field of
financial technology, leveraging technology to en-
hance compliance and regulatory processes with-
in the financial sector. RegTech aims to simplify
and automate regulatory operations, thereby pro-
moting efficiency and transparency. According to
a report by Deloitte,* the global RegTech market
is expected to grow at a compound annual growth
rate (CAGR) of 21.27% between 2020 and 2025. This
growth reflects the increasing demand for techno-
logical solutions that support regulatory compli-
ance within the financial sector.

Consequently, establishing regulations and
principles for electronic financial systems is im-
perative to maximize the benefits of financial
technology while mitigating associated risks. This
requires a balanced approach that fosters innova-
tion and stability, safeguards consumer rights, en-
hances international collaboration, and ensures
the flexibility of regulatory frameworks to adapt
to the rapid changes in this sector.

Il. DISCUSSION

The findings of this study provide several im-
portant insights into the impact of FinTech and
Al on the financial sector. The analysis of FinTech
adoption rates across different regions highlights
the significant role of technological infrastructure,

cial Consumer Protection Approaches in the Digital
Age.

32 Financial Stability Board. (2019). FinTech and mar-
ket structure in financial services.

33 Bank for International Settlements. (2021). Fintech
regulation: how to achieve a level playing field.

34  Deloitte. (2021). RegTech Universe 2021.
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regulatory environments, and socio-economic
factors in driving the uptake of digital financial
services. The observed disparities underscore the
need for tailored policy interventions that ad-
dress the specific needs and challenges of each
region. For instance, in developing countries, ef-
forts to improve digital literacy and expand access
to internet connectivity are crucial to promote fi-
nancial inclusion and enable widespread FinTech
adoption.

Our examination of electronic financial trans-
actions reveals the persistent challenges associ-
ated with cross-border activities, decentralized
systems, and cybersecurity threats. The com-
plex legal and regulatory landscape surround-
ing cross-border transactions requires greater
international cooperation and harmonization of
regulatory standards. The decentralized nature
of blockchain-based systems poses unique chal-
lenges for regulatory oversight and consumer
protection, necessitating innovative approaches
such as the development of regulatory sandboxes
and the implementation of smart contracts with
embedded compliance mechanisms. The increas-
ing sophistication of cyberattacks highlights the
importance of investing in robust cybersecurity
measures and fostering collaboration between
financial institutions, technology providers, and
law enforcement agencies to combat cybercrime.

The study’s analysis of FinTech investments
and their impact on financial stability sheds light
on the potential systemic risks associated with the
rapid growth of the FinTech sector. The increasing
interconnectedness of financial institutions and
FinTech companies creates new channels for the
transmission of shocks and vulnerabilities. The
entry of BigTech companies into the financial sec-
tor also raises concerns about market concentra-
tion and the potential for anti-competitive behav-
ior. Effective regulatory oversight is essential to
mitigate these risks and ensure that the benefits
of FinTech are not outweighed by the potential for
financial instability.

I1l. LIMITATIONS

While this study provides a comprehensive
analysis of the impact of FinTech and Al on the

financial sector, it is important to acknowledge
its limitations. First, the study relies primarily on
secondary data sources, such as industry reports,
policy documents, and academic publications.
While these sources provide valuable insights,
they may be subject to biases or limitations in
data availability. Future research should consid-
er collecting primary data through surveys, in-
terviews, and case studies to provide a more nu-
anced understanding of the impact of FinTech on
different stakeholders.

Second, the study focuses primarily on the
impact of FinTech on the financial sector in de-
veloped countries. While the findings are relevant
to developing countries as well, further research
is needed to examine the specific challenges and
opportunities facing these countries in the con-
text of FinTech. Factors such as limited access
to technology, weak regulatory frameworks, and
high levels of financial exclusion may significant-
ly influence the impact of FinTech in developing
countries.

Third, the study does not fully account for the
dynamic and rapidly evolving nature of the Fin-
Tech landscape. The pace of technological inno-
vation is accelerating, and new business models
and regulatory challenges are constantly emerg-
ing. Future research should adopt a more agile
and forward-looking approach to capture the dy-
namic nature of the FinTech sector and anticipate
future trends and challenges.

Finally, the study does not provide a compre-
hensive analysis of the ethical implications of Fin-
Tech and Al. The use of algorithms and data-driven
decision-making in finance raises important ethi-
cal concerns about fairness, transparency, and ac-
countability. Future research should explore these
ethical dimensions in greater detail and develop
frameworks for responsible innovation in the Fin-
Tech sector. This includes considering the poten-
tial for algorithmic bias, the need for data privacy
and security, and the importance of ensuring that
FinTech solutions are accessible and beneficial to
all members of society.

Acknowledging these limitations provides a
balanced perspective and reinforces the value
of the study while paving the way for future re-
search. It demonstrates intellectual honesty and
strengthens the credibility of the work.
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CONCLUSION

This study has provided a comprehensive
analysis of the multifaceted impact of FinTech and
Al on the global financial sector, moving beyond
a descriptive overview to identify key challenges,
opportunities, and the critical role of regulatory
frameworks in shaping the future of finance. Our
analysis reveals that the rapid adoption of Fin-
Tech, while driving efficiency and expanding ac-
cess to financial services, also introduces novel
systemic risks and necessitates adaptable regu-
latory approaches. The geographic disparities in
FinTech adoption highlight the importance of con-
sidering local contexts, technological infrastruc-
ture, and socio-economic conditions when formu-
lating policy interventions.

Specifically, our examination of electronic fi-
nancial transactions underscores the persistent
challenges posed by cross-border activities, de-
centralized systems, and cybersecurity threats.
Theincreasing reliance on complex algorithms and
data-driven decision-making in FinTech necessi-
tates a renewed focus on transparency, account-
ability, and ethical considerations. The study find-
ings suggest that effective regulatory frameworks
must strike a delicate balance between fostering
innovation and safeguarding financial stability,
protecting consumers from potential harms, and
promoting fair competition in the market. These
frameworks should embrace a principles-based
approach that allows for flexibility and adaptabil-
ity, enabling them to keep pace with the rapidly
evolving technological landscape. Furthermore,
international cooperation is essential to address
the cross-border challenges inherent in FinTech
and to prevent regulatory arbitrage.

The research highlights the crucial role of
RegTech in enhancing regulatory compliance and
risk management within the FinTech ecosystem.
Investing in technological solutions that automate
regulatory processes and improve data collection
and analysis can significantly improve the effi-
ciency and effectiveness of regulatory oversight.
Additionally, fostering a culture of collaboration
between regulators, industry stakeholders, and
technology providers is essential to developing
innovative RegTech solutions that meet the evolv-
ing needs of the financial sector.

Ultimately, this study contributes to a more
nuanced understanding of the transformative
potential and inherent challenges of FinTech and
Al in shaping the future of finance. The insights
gleaned from this research have significant impli-
cations for policymakers, industry practitioners,
and academics alike. By providing a robust em-
pirical analysis and actionable recommendations,
this work aims to inform the development of ev-
idence-based policies that promote responsible
innovation, enhance financial inclusion, and en-
sure the long-term stability and resilience of the
global financial system. Future research should
focus on evaluating the effectiveness of different
regulatory approaches in promoting FinTech in-
novation while mitigating risks and exploring the
ethical dimensions of Al in finance. Further, there
is a need for longitudinal studies that track the
long-term impacts of FinTech on financial stabil-
ity, consumer welfare, and market competition.
Only through a continued commitment to rigorous
research and informed policymaking can we har-
ness the full potential of FinTech to create a more
inclusive, efficient, and resilient financial system
for all.
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INTRODUCTION

Strong turbulences marked by abrupt varia-
tions in oil prices have rocked the global oil mar-
ket during the past few decades. The times of
highest oil price volatility were 1973, 1979, 2008,
and 2020, which followed the 2019-2020 coronavi-
rus epidemic. Because the US has run out of stor-
age space, the West Texas Intermediate futures
crude oil price saw negative trading for the first
time in April 2020. The global oil market’s past in-
dicates that macroeconomic success and fluctu-
ations in oil prices have historically been closely
correlated. Both nations that import oil and na-
tions that export oil may experience economic
instability as a result of oil shocks. Furthermore,
in some oil-dependent economies, sudden and
severe swings in oil prices may be the cause of
financial and economic crises. Since it can have
an impact on producers, governments, and con-
sumers, the volatility of global oil prices and how
it affects macroeconomic performance have be-
come more of an issue for economies!

For centuries, oil has pulsated through the
veins of the Arab world, fueling not only its cars
and industries but also its societies and political
landscapes. The OAPEC members have witnessed
an intricate and influential interaction between
their oil wealth and economic fortunes. This re-
lationship dances to the rhythm of the up-and-
down nature of oil prices, a volatile melody that
can uplift economies to soaring heights or plunge
them into the abyss of stagnation.

Hence, this investigation endeavors to en-
hance the existing literature in twofold. Initially,
this paper measures the influence of fluctuations
in oil prices on the trajectory of economic expan-
sion in Arab nations that export oil. This involves
analyzing historical data to identify patterns and
correlations between oil prices and economic in-
dicators such as Gross Domestic Product growth.
The choice of these nations is according to its
importance in the oil market since they contain
leader countries such as Saudi Arabia, Iraq, Libya
and Algeria. Second, for the first time, this analy-

1 Marimoutou, V., Raggad, B., Trabelsi, A. (2009). Ex-
treme Value Theory and Value at Risk: Application
to oil market. Energy Economics, 31(4), pp. 519-530.
Doi: <https://doi.org/10.1016/j.eneco0.2009.02.005>.

sis uses the modern MMQR procedure to allow us
to track the effect of oil prices on several quan-
tiles of GDP. This procedure will help us to deter-
mine and estimate what role oil prices play in low,
medium and high GDP levels among the nations
of the study.

1. LITERATURE REVIEW

The oscillations observed in oil prices exert
significant ramifications on economic develop-
ment within Arab nations, especially those that
exhibit a pronounced dependence on oil exports.
The link between oil price variations and GDP
growth is complicated and varied, impacted by
different economic, political, and social factors.

To begin with, real GDP in the GCC countries,
which include Saudi Arabia, Bahrain, Qatar, Ku-
wait, United Arab Emirates, and Oman, reacts
asymmetrically to oil price changes, specifically,
positive oil price shocks exert a more pronounced
positive influence on GDP than negative shocks.
This asymmetry suggests that while rising oil pric-
es can stimulate economic activity, falling prices
may not have an equally detrimental effect, par-
ticularly in nations like Kuwait and Qatar, where
the negative impacts of price declines are more
pronounced.?

Moreover, the interconnectedness of oil pric-
es, electricity consumption, and GDP in the GCC
region further complicates this relationship. The
petroleum sector constitutes the essential foun-
dation of the economies in these countries, ac-
counting for a substantial proportion of the Gross
Domestic Product (GDP). Consequently, fluctua-
tions in oil prices possess the capacity to trigger
significant modifications in governmental reve-
nue streams, which in turn affect public spending
and investment endeavors. This cyclical interde-
pendence engenders a situation wherein elevated
oil prices may result in augmented government
spending on infrastructure and social initiatives,
thus facilitating economic development.?

2 Zmami, M., Ben Salha, 0. (2020). Oil price and the
economic activity in GCC countries: Evidence from
quantile regression. Equilibrium. Quarterly Journal
of Economics and Economic Policy, 15(4), pp. 651-
673. Doi: <https://doi.org/10.24136/€9.2020.028>.

3 Benlaria, H., Almawishir, N. (2024). The Relationship
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However, the fluctuations inherent in oil prices
may concurrently generate a degree of unpredict-
ability within the economic landscape, potentially
impeding both investment activities and the for-
mulation of economic strategies. Oil price shocks
explain a significant portion of the variation in
governmental income and gross domestic product
within the Sultanate of Oman, indicating that fluc-
tuations can lead to budgetary constraints during
periods of low prices. This volatility can create
a challenging environment for policymakers, as
they must navigate the impacts of fluctuating rev-
enues on fiscal policy and economic stability.

In addition to direct impacts on GDP, oil price
volatility can also influence inflation rates and the
overall economic climate. Oil shocks can lead to
inflationary pressures, which can further compli-
cate economic growth. In nations that derive sub-
stantial revenue from oil exports, escalating oil
prices may result in heightened production costs,
which may be passed on to consumers, thereby
affecting consumption and investment decisions.
This inflationary effect can dampen the positive
impacts of rising oil prices on GDP growth.’

Furthermore, the historical context of oil price
shocks provides insight into their long-term ef-
fects on economic growth. The twin oil crises of
the 1970s, resulted in significant economic trans-
formations in Gulf oil exporters, as they utilized
their increased revenues to invest in foreign aid
and domestic development. This historical per-
spective underscores the potential for both ben-
eficial and adverse outcomes stemming from oil
price fluctuations, depending on how govern-
ments choose to manage their oil revenues.®

The situation in Iraq exemplifies an additional
aspect of the repercussions of oil price fluctua-
tions on economic development. Rodhan’s re-
search indicates that although elevated oil pric-
es typically exert a beneficial influence on gross
domestic product, the ramifications of decreasing
prices are significantly more acute in nations such
as Kuwait and Qatar, suggesting that the economic
resilience of these nations is closely tied to their
oil revenue stability.’

An other study analysed the level of depen-
dency between petroleum prices and the expan-
sion of economic activity in four member states
of OPEC during the timeframe spanning from Sep-
tember 3, 2000, to December 3, 2010. The study re-
sults indicate that fluctuations in oil prices during
times of global economic fluctuations and finan-
cial instability impact the correlation between oil
and economic development in OPEC nations.®

Research has examined the significant influ-
ence of fluctuations in crude oil prices and their
volatility on the economic expansion of countries
in the MENA region. Additionally, the researcher
examined the bidirectional and fluctuating cor-
relation between economic development and oil
prices. In addition, a distinct study was carried out
for each MENA country that exports oil and each
country that imports oil. The study employed a
panel quantile regression methodology using al-
ternative linear models. The research findings re-
vealed that fluctuations and volatility of oil prices
have differing impacts on countries that export
and import oil. Across various quantiles, the ef-
fects of oil price variations and the level of uncer-
tainty associated with them differed.’

between Electricity Consumption, Price of Oils, and
Gross Domestic Product in the Gulf Cooperation
Council Countries. International Journal of Energy
Economics and Policy, 14(1), pp. 66-75. Doi: <https://
doi.org/10.32479/ijeep.15108>.

4 Al Jabri, S., Raghavan, M., Vespignani, J. (2022). Oil
prices and fiscal policy in an oil-exporter country:
Empirical evidence from Oman. Energy Economics,
111(106103). Doi:  <https://doi.org/101016/j.ene-
€0.2022.106103>.

5 GOmez-Loscos, A., Gadea, M., Montanés, A. (2012).
Economic growth, inflation and oil shocks: are the
1970s coming back? Applied Economics, 44(35), pp.
4575-4589. Doi: <https://d0oi.org/10.1080/00036846.
2011.591741>.

6 Werker, E., Ahmed, F., Cohen, C. (2009). How Is For-
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eign Aid Spent? Evidence from a Natural Experi-
ment. American Economic Journal: Macroeconom-
ics, 1(2): 225-44. Doi: <10.1257/mac.1.2.225>.

7 Rodhan, M. (2024). Macroeconomic impacts of oil
price shocks: evidence from Iraq by using vector
autoregressive model. International Journal of En-
ergy Economics and Policy, 14(3), pp. 162-170. Doi:

8 Ftiti, Z., Guesmi, K., Teulon, F.,, Chouachi, S. (2016).
Relationship between crude oil prices and eco-
nomic growth in selected OPEC countries. The Jour-
nal of Applied Business Research, 32(1), pp. 11-22.
Doi: <http://dx.d0i.org/1019030/jabrv32i1.9483>,

9 Mamdouh, A. (2023). Oil price fluctuations and eco-
nomic growth: the case of MENA countries. Review
of Economics and Political Science, 8(5), pp. 353-
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In conclusion, the influence of fluctuations in
oil prices on the economic advancement of Arab
countries is characterized by a complex interplay
of positive and negative effects. While increasing
oil prices may invigorate economic expansion and
government revenues, volatility introduces un-
certainty that can hinder investment and fiscal
planning. The historical context and the specific
economic structures of these nations further in-
fluence how they respond to fluctuations in oil
prices. As such, there is a critical need for these
countries to pursue economic diversification
strategies to reduce their dependence on oil reve-
nues and enhance their resilience to price shocks.

2. DATA AND METHODOLOGY
2.1. Methodology

We begin with a critical acknowledgment: the
impact of oil price fluctuations is not a singular,
one-dimensional phenomenon. It varies across
countries, depending on diverse factors like the
structure of their economies, their monetary pol-
icies, and their population. A simple linear rela-
tionship between oil prices and economic growth
would be a disservice to the complexities at play.

Hence, the present study employs the meth-
ods of moments quantile regression with fixed
effect (MM-QR),° to examine potential variations
in the impact of oil prices on GDP among various
quantiles. This strategy enables us to obtain a
comprehensive understanding of the condition-
al distribution in contrast to the ordinary least
squares (OLS) technique.

This study makes use of yearly data from 1990
to 2021, for eleven members OAPEC Oil Arab ex-
porting countries: Algeria, Egypt, Bahrain, Kuwait,
Iraq, Saudi Arabia, Qatar, Libya, United Arab Emir-
ates, Tunisia, and Syria.

This study looks at how the spot price of crude
oil affects economic growth. GDP is the dependent
variable used to measure economic growth. As a
result, the specification now contains a number
of independent variables. These are the indepen-

379. Doi: <http://dx.doi.org/101108/REPS-12-2019-
0162>.

10 Machado, J., Silva, J. (2019). Quantiles via moments.
Journal of Econometrics, 213(1), pp. 145-173. Doi:

<https://doi.org/10.1016/j.jeconom.2019.04.009>.

dent variables: crude oil spot prices (OILP), Popu-
lation (POP), and Exchange rate for local currency
(EXR). All variables were transformed into their
respective natural logarithmic form to eliminate
any possibility of heteroscedasticity issues and to
enhance the significance of the analysis, as for-
mulated below:

InGDP it= f (InOILP it, InPOP it, InEXR it) (01)
InGDP it= «0i + a1i InOILP it + 2i InPOP it +
+ a3i InEXR it + eit (02)

In Equations (1) and (2), where i ranges from 1
to N, representing the number of nations. It is a
sequence of numbers starting from 1 and increas-
ing by 1 each time. T represents time, while «Oi
represents the fixed impacts of the country. The
variables ali, a2i, and a3i represent the elastic-
ities of gross domestic product (GDP) in relation
to oil prices, population, and the exchange rate
for the local currency, respectively. €it denotes the
error term, which is presumed to be both inde-
pendent and follow a normal distribution.

To investigate the effects of population, local
currency exchange rates, and crude oil spot prices
on economic growth, we used panel quantile re-
gression, which was first used in this work! This
approach, which is more robust than standard re-
gression approaches that concentrate on the mean
effects like OLS, gives more insightful images of the
impact of the independent variables by permitting
the slopes of the regression line to vary across dif-
ferent quantiles of the dependent variable.

However, quantile regression with individu-
al impacts has many limitations, such as the in-
ability to account for potential unobserved vari-
ability among people. Thus, we used the MM-QR
with fixed-effect approach. This methodological
approach facilitates the estimation of conditional
quantiles through the amalgamation of estimates
pertaining to the location and scale functions,
which are derived from conditional means. In fact,
rather than only changing location as in previous

1 Koenker, R., & Bassett, Jr., G. (1978). Regression
Quantiles. Econometrica, 46(1), pp. 33-50. Doi:
<10.2307/1913643>.
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work™" the MM-QR allows the individual impacts
to affect the full distribution as well as the loca-
tion and scale of the dependent variable Y (GDP).
Furthermore, MM-QR is particularly crucial for
estimating quantile regression with individual ef-
fects and endogenous explanatory variables.

Models of location-scale variants include the
MM-QR, which estimates the conditional quan-
tiles of a dependent variable (Y). The distribution
of variable Y is dependent on a k-dimensional
vector of covariates (X). Y is determined using the
following formula:

Yit=ai+ Xit' § + (8i+ Zit'y) Uit (03)

The probability, denoted as P {§i + Zit' y > 0},
is equal to 1. The parameters a, B, 6, and y’ are
uncertain and require computation.

(ai, &i), where i ranges from 1 to n, reflects the
fixed effects for each individual. Z consists of a
k-vector that includes defined components of X.
The given elements are differentiable transforma-
tions denoted by Zl, where | ranges from 1 to k.
Each transformation Zl is a function of X.

71 =71 (X),1=1,...k (04)

The variables Xit and Uit are independent and
identically distributed for every fixed i and over
time (t). Based on (Machado & Silva, 2019)*, Uit
are perpendicular to Xit and are adjusted to meet
the moment conditions without strict exogeneity.
The conditional quantile Qy (t|x) of the depen-
dent variable Y, as described in Eq. (3), is repre-
sented as follows:

Qy (z]Xit) = (ai + 6i (1)) + Xit' B + Zit 'y (7) (05)

where Xit' includes the independent variables

12 Koenker, R. (2004). Quantile regression for lon-
gitudinal data. Journal of Multivariate Analysis,
91(1), pp. 74-89. Doi: <https://doi.org/10.1016/].
jmva.2004.05.006>.

13 Canay, I. (2011). A simple approach to quantile re-
gression for panel data. The Econometrics Journal,
14(3), pp. 368-386. Doi: <https://doi.org/10.1111
j1368-423X.2011.00349.x>.

14 Machado, J., &Silva, ). (2019). Quantiles via moments.
Journal of Econometrics, 213(1), pp. 145-173. Doi:
<https://doi.org/10.1016/j.jeconom.2019.04.009>.
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(OILP, POP, and EXR). The symbol Qy (t|Xit) rep-
resents the quantile distribution of the depen-
dent variable Yit (GDP), given the specific values
of the explanatory variables Xit. The fixed impact
of quantile T for individual i is given by the scalar
coefficient ai (1), which is equal to the sum of ai
and &i multiplied by q(t) (ai + &i g(71)).

Unlike the usual least-squares fixed effect,
the individual effects do not show any change in
the intercept. The impacts of these time-invariant
characteristics can vary across different quantiles
of the dependent variable Y. The estimation of q()
is derived from the subsequent optimisation issue:

Equation (6) can be expressed as follows:

Minqg = Yi Yt pt (Rit - (6i + Zi't y) q), where Rit
represents the difference between Yit and (ai +
Xi't ), and pT (A)= (t-1) Al {A < 0} + T Al {A > 0}
denotes the check function.

2.2. Data
Table 1 provides an overview of the various
variables, while Table 2 describes statistics for the

sample.

Table 1: Variable Description

VARIABLE DEFINITION SOURCE
Gross Domestic

GDP Product per capita Ef;f[zaWorld Bank
(Us$)
Crude OIL spot Prices .

OILP (US $) OAPEC website

POP Population The World Bank

Data

EXR Exchange rate for local OAPEC website

currency (USS)

According to the data presented in Table 2, the
skewness values for three variables (GDP, POP, and
EXR) are negative and significantly different from
zero, indicating a pronounced left skewness. The
Skewness value for the variable OILP is close to
zero, but its Kurtosis value is far from three. The
Jarque-Bera statistical test unequivocally rejects
the null hypothesis of normality, providing further
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TABLE 2: DESCRIPTIVE STATISTICS

VARIABLES LNGDP LNOILP LNPOP LNEXR
Mean 8.90 3.65 15.98 -1.58
Median 8.94 3.72 16.16 -1.30
Maximum 11.49 4.69 18.50 1.31
Minimum 312 2.51 12.99 -6.90
Standard deviation 1.35 0.67 1.43 2.28
Skewness -0.57 0.005 -0.32 -0.85
Kurtosis 3.90 1.61 212 3.04
jarque Berra 31198 28.277 17.421 43.239

(0.000) (0.000) (0.000) (0.000)

(.) denotes p-value.

Source: EViews 12 program output

confirmation that using OLS estimation will be un-
reliable, while adopting quantile regression is more
appropriate and resilient for this investigation.

3. EMPIRICAL RESULTS
3.1. Correlation matrix / Variance inflation
factor:

Table 3 displays the correlation coefficients
between the different variables, along with the
findings of the variance inflation factor. The abso-
lute values of all correlation coefficients between
independent variables are below 0.7. The VIF test
findings demonstrate that there is no multicol-
linearity among the independent variables, as the
average value of 1.39 is below 5. The VIF findings

support our perspective of including OILP, POP,
and EXR in the same model.

3.2. Slope homogeneity test:

Before continuing, it is essential to perform
a crucial test to verify the accuracy of the Slope
homogeneity hypothesis for the provided data.
Therefore, we will utilise two tests for analysis:
(Pesaran & Yamagata, 2008)" and (Blomquist &
Westerlund, 2013)" The findings delineated in

15 Pesaran, M., Yamagata, T. (2008). Testing slope ho-
mogeneity in large panels. Journal of Econometrics,
142(1), pp. 50-93. Doi: <http://dx.doi.org/10.2139
Ssrn.671050>.

16 Blomquist, J., Westerlund, J. (2013). Testing slope
homogeneity in large panels with serial correlation.

TABLE 3: CORRELATION MATRIX - VARIANCE INFLATION FACTOR

LNGDP LNOILP LNPOP LNEXR VIF 1/VIF
LNGDP 1.000 - -
LNOILP 0.304 1.000 1.57 0.63
LNPOP -0.607 0171 1.000 1.56 0.64
LNEXR 0.39% -1152 -0.595 1.000 1.03 0.96
Mean - - - - 1.39 -

Source: STATA 17 program output
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TABLE 4: SLOPE HOMOGENEITY TEST RESULTS:

Test Delta P-value
Test of: Pesaran and Yamagata

A 22.996 0.000

A adj 25.034 0.000
Test of : Blomquist and Westerlund

A 21186 0.000

A adj 23.064 0.000

Source: STATA 17 program output

Table 4 demonstrate the rejection of the null hy-
pothesis of uniformity in the slope across different
nations. Thus, it is crucial to take into account the
limitations imposed by variability on the slope to
guarantee reliable outcomes in estimating tech-
niques.

3.3. Cross-section dependence tests

We utilize four distinct examinations: the
Breusch-Pagan LM (BP) test suggested by (Breus-
ch & Pagan, 1980),” the Pesaran Scaled LM (PS)
test presented by (Pesaran M., 2004)® the Bias

Economics Letters, 121(3), pp. 374-378. Doi: <https://
doi.org/10.1016/j.econlet.2013.09.012>.
17 Breusch, T., Pagan, A. (1980). The Lagrange Mul-
tiplier Test and its Applications to Model Specifi-
cation in Econometrics. The Review of Econom-
ic Studies, 47(1), pp. 239-253. Doi: <https://doi.
0rg/10.2307/2297111>.
Pesaran, M. (2004). General Diagnostic Tests for
Cross Section Dependence in Panels. Cambridge
Working Papers in Economics No. 0435, Faculty of
Economics, University of Cambridge.

18

corrected scaled LM (BCS) test proposed by (Balt-
agi et al,, 2012)” and the Pesaran CD (PE) test
(Pesaran, 2007)*° The findings showed that the
null hypothesis of “no CSD” is not accepted, they
unequivocally affirm that any shock impacting a
variable in one country would propagate its im-
pact to the same variable in other nations.

3.4. MM-QR results and discussion:

The findings of MM-QR across different quan-
tiles have flourished in Table 6; the coefficient re-
lated to OILP is positive, significant and gradually
increased from 0.2 to 0.9 quantiles and remains
insignificant for the first quantile. Notably, this

19 Baltagi, B., Feng, Q., Kao, C. (2012). A Lagrange Multi-
plier test for cross-sectional dependence in a fixed
effects panel data model. Journal of Econometrics,
170(1), pp. 164-177. Doi: <https://doi.org/10.1016/].
jeconom.2012.04.004>,

Pesaran, M. (2007). A simple panel unit root test in
the presence of cross-section dependence. Journal
of applied econometrics, 22(2), pp. 265-312. Doi:
<http://dx.doi.org/101002/jae.951>.

20

TABLE 5: CROSS-SECTION DEPENDENCE TEST RESULTS:

VARIABLES\TEST BP TEST PS TEST BCS TEST PE TEST
LNGDP 1020.98*** 92.10%** 91.92%** 26.07%**
LNOILP 1760.00%** 162.56*** 162.38*** 41.95%+*
LNPOP 1621.82%** 149.39%** 149.21%** 40.23***
LNEXR 873.08*** 78.00%** 77.82%** 5.82%**

*** Indicates the null hypothesis being rejected with a significance level of 1%

Source: EViews 12 program output
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TABLE 6: THE FINDINGS OF THE MMQR APPROACH

QUANTILES LOW QUANTILES MEDIUM QUANTILES HIGH QUANTILES
0.10 0.20 0.30 0.40 0.50 0.60 0.70 0.80 0.90

Core independent variable

LNOILP 0.219 0.267 0.31 0.350 0.383 0.412 0.439 0.462 0.487

* *% *k% *k% *k% *%k% *kk *k%

Controle variables

LNPOP 0.577 0.537 0.499 0.467 0.439 0.415 0.392 0.373 0.352
*% *k% *k%k *k%k *k%k *k% *k% *kk *k%k

LNEXR -0.384 -0.310 -0.240 -0.180 -0.128 -0.083 -0.041 -0.036 0.032

Notes: The symbols *** ** and * represent statistical significance at the 1%, 5%, and 10% levels,

respectively.
Source: STATA 17 program output

outcome is in line with findings for GCC members.
2 This heterogeneous impact across income levels
is likely driven by several factors. MM-QR allows
us to isolate these dynamics by revealing how oil
price changes differentially affect various quan-
tiles of the GDP distribution. The results indicate
that as GDP increases from the 0.2 to the 0.9 quan-
tiles, the impact of oil price fluctuations becomes
stronger and more positive. This means that coun-
tries with higher GDP tend to benefit more from in-
creases in oil prices in terms of economic growth.
The insignificance of the coefficient for the lowest
GDP quantile indicates that changes in oil prices
have a minimal impact on the poorest sectors of
the economy. This might be because they're not
as connected to global markets or rely more on
industries other than oil for their economy.

This outcome can be attributed to the fact
that high-income countries (those with elevated
GDP levels) benefit from a more robust economy
through strategic investment projects yielding
substantial economic returns. Nations such as
Saudi Arabia, Qatar, and the UAE, when experienc-
ing a rise in oil prices, acquire additional revenue
that is subsequently channeled into local invest-
ments. This process directly and significantly im-
pacts economic growth. Conversely, countries with

21 Zmami, M., Ben Salha, 0. (2020). Oil price and the
economic activity in GCC countries: Evidence from
quantile regression. Equilibrium. Quarterly Journal
of Economics and Economic Policy, 15(4), pp. 651-
673. Doi: <https://doi.org/10.24136/€9.2020.028>.

lower GDP levels are characterized by limited and
weak investment opportunities. In these nations,
oil revenues are primarily allocated towards bol-
stering infrastructure and funding social expendi-
tures, which do not contribute as substantially to
economic growth.

Population has a positive and significant im-
pact on GDP and decreases gradually from the
low to high quantiles confirming prior findings.?
Accordingly, this outcome can be explained by
the fact that when the population grows further,
resources like land, infrastructure, and skilled la-
bor might become relatively scarce, leading to di-
minishing marginal returns from additional pop-
ulation growth. This could explain the decreasing
effect in higher quantiles.

The effect of exchange rate for local curren-
cy on GDP is negative but insignificant across all
quantiles, which aligns with previous research.?
The insignificant effects could be explained by the
fact that a substantial portion of oil exports from

22 Maestas, N., Mullen, K., Powell, D. (2023). The Effect
of Population Aging on Economic Growth, the Labor
Force, and Productivity. American Economic Jour-
nal: Macroeconomics, 15(2): 306-32. Doi: <10.1257/
mac.20190196>.

23 Ayad, H., Ben-Salha, 0., Ouafi, M. (2023). Do oil pric-
es predict the exchange rate in Algeria? Time, fre-
quency, and time-varying Granger causality analy-
sis. Economic Change and Restructuring, 56(5), pp.
3545-3566. Doi: <https://doi.org/10.1007/s10644-
023-09545-1>,
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these nations are denominated in US dollars,
meaning they receive a fixed income regardless of
their local currency’s exchange rate. This reduces
the direct impact of fluctuations on overall GDP.

CONCLUSION

In summary, our paper gives us a clearer pic-
ture of how oil prices affect the economies of Arab
countries that export oil. The study’s duration was
from 1990 to 2021 using a special analysis method
called Moment of Quantile Regression (MM-QR).

Our results support what we suspected: there's
a strong and positive connection between oil pric-
es and economic growth in these countries. But
what’s interesting is that this connection isn’t the
same for everyone. We found that as a country’s
wealth (measured by GDP) goes up, the impact of
oil prices on its economic growth gets stronger.
However, for the poorest parts of these countries,
the impact is much smaller. This suggests that
poorer areas might not be as affected by changes
in oil prices, perhaps because they're not as con-
nected to the global economy or they rely more
on industries other than oil.

We also looked at how population growth and
changes in exchange rates affect economic out-
put. It turns out that while a growing population
initially boosts economic growth, the effect de-

creases as a country becomes wealthier. This tells
us that the correlation between population and
economic growth is significantly more complicat-
ed than it seems. Similarly, changes in exchange
rates don’t seem to have a big impact on overall
economic output, likely because these countries
mostly trade oil in foreign currencies.

Recommendations:

According to our research, we may provide

some suggestions:

e Leaders should prioritise diversifying their
sources of revenue, particularly in econom-
ically disadvantaged regions, to reduce
their reliance on oil revenues and enhance
their ability to rebound from challenging
circumstances;

e Make strong plans to handle changes in
money value, like saving money and being
careful with spending, to protect against
sudden changes in how much money is
worth.

e Spend time and money learning about how
money and economies work better, so we
can make smart plans for when oil prices
go up and down and keep our economies
strong in the long term.
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Abstract. Combining institutional theory of the firm with resource dependency analysis, this study
explores the ever-changing geopolitics of oil and challenges of overproduction in Venezuela’s national
oil company (NOC), PDVSA. It analyzes a state company's structural crisis and its limitations for growth
through the lens of resource dependency theory and geopolitics of oil. Despite the recent easing of
US sanctions, our findings suggest that an alternative firm strategy is rarely, if ever, viable for the
company due to its international and geopolitical dependency. This paper further argues that PDVSA’s
performance reflects greater alignment of crisis management with the geopolitics of resource-based
development. PDVSA has pursued a strategy of ‘jockeying’ between transnational oil interests (private-
ly-owned, Western MNEs) and non-Western oil companies from allied nations like Russia and China.
Furthermore, since much of the oil windfall resulted from currency overvaluation by inefficient na-
tional and foreign capital, PDVSA has been unable to maintain a competitive advantage that could
enhance its performance. This study is limited to the oil sector in Latin America, but a few examples
of ‘resource nationalism’ emerging from other countries are briefly discussed. The paper concludes by
discussing the policy implications of the research for oil industry managers in the context of ongoing
globalization.
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INTRODUCTION

This paper examines the evolving corporate
performance and crisis of Venezuela's state-
owned oil company, PDVSA, from early 2000 up
to the present. Venezuela suffered an unprece-
dented economic collapse, most intensified by
the 2017 debt default and the COVID-19 pandem-
ic most recently. From 2013 to 2018, GDP con-
tracted by a cumulative 47.8 percent, with infla-
tion reaching 130,060.2 percent in 2018." As oil
production consistently fell for more than a de-
cade, it collapsed after 2016, forcing President
Nicolas Maduro to seek a restructuring of sover-
eign debt and to renegotiate oil contracts. From
2017 to 2022, disruptions in oil shipments, a de-
clining workforce, and US sanctions on crude oil
exports occurred.

With the Nationalization Law of 1976, former
President Carlos Andres Perez created PDVSA
(Petroleos de Venezuela, S.A.)—the state-owned
oiland natural gas company and a holding compa-
ny for the oil industry that was initially structured
to run as a corporation with minimal government
interference. Elected in 1998 on a populist author-
itarian platform, President Chavez extended direct
state control over PDVSA, also to align its gover-
nance with his ‘symbolic nation-building project’
called the Bolivarian Revolution.? Today, as the
largest employer in Venezuela, PDVSA “accounts
for a significant share of the country’s gross do-
mestic product (GDP), government revenue, and
export earnings”.?

Scholarly interest in NOCs has increased in
recent years due to a global commodity boom
(2000-2004) and the resurgence of ‘resource na-

1 CEPAL. (2019). Bolivarian Republic of Venezuela:
General Trends, in Economic Survey of Latin America
and the Caribbean. Available at: <https://reposito-
rio.cepal.org/bitstream/handle /11362 /44675/144/]

EEI2019 Venezuela en.pdf>.
2 Strgnen, 1. A. (2020). Venezuela's oil specter: Con-

textualizing and historicizing the Bolivarian at-
tempt to sow the oil. History and Anthropology,
33(4), pp. 472-495. Available at: <https://doi.or
1080/02757206.2020.1762588>.

3 US Energy Information Administration. (2019, Janu-
ary 7). Background Reference: Venezuela. Available
at:  <https://www.eia.gov/international/content/
analysis/countries_long/Venezuela/background.

htm>.

tionalism™ in different parts of the world. For
Venezuela, in addition to resource dependency,
fiscal over-reliance on oil makes PDVSA high-
ly relevant for discussions® on ‘rent capitalism’,
‘rentier socialism’, ‘resource nationalism’, ‘ex-
tractive institutions’, ‘rentier state’, or even a
‘petrostate’. These models define the ‘paradox
of plenty’® as a condition in which developing
countries become overly dependent on oil and
gas production. This form of dependency leads
to potential economic windfalls that typically
contribute between one-third and one-half of
their GDP.” Natural resource-based development,
however, is not unique to Venezuela. In most
rentier states based on oil, economists point to
a ‘resource curse’ that is associated with poor
economic growth, lack of democratic institu-
tions, and a weak domestic productive sector.®

4 Wilson, J. (2015). Understanding resource national-
ism: economic dynamics and political institutions.
Contemporary Politics, 2015, Vol. 21, No. 4, pp. 399-
416, 400-401.

5 Mommer, B. (1990). Oil Rent and Rent Capital-
ism: The Example of Venezuela, Review. Fernand
Braudel Center, Vol. 13, No. 4, Fall, pp. 417-437; Car-
din, P. (1993). Rentierism and the Rentier State: A
Comparative Examination. McGill University, PhD
thesis; Karl, T. L. (1997). The Paradox of Plenty: Oil
Booms and Petro-States. Berkeley: University of
California Press; Acemoglu, D., Robinson, J. (2012).
Why Nations Fail: The Origins of Power, Prosperi-
ty, and Poverty, ed. New York: Crown; Losman, D. L.
(2010). The Rentier State and National Oil Compa-
nies: An Economic and Political Perspective. Mid-
dle East Journal, Vol. 64, No. 3, Summer, pp. 427-
445; Lopez-Maya, M. (2014). The Political Crisis of
Post-Chavismo. Social Justice, Vol. 40, No. 4 (134),
pp. 68-87; Wilson, J., 399-416; Lander, E. (2016). The
implosion of Venezuela's rentier state. Transna-
tional Institute New Politics Papers. Available at:
<https://www.tni.org/en/publication/the-implo-
sion-of-venezuelas-rentier-state>.

6 Karl, T. L. (1997).

7 Di John, J. (2010). From Windfall to Curse? Oil and
Industrialization in Venezuela, 1920 to the Present.
Pennsylvania University Press. A rentier state or
economic model tends to emerge when “mineral
and fuel production is at least 10 percent of GDP
and mineral, and fuel exports are at least 40 per-
cent of total exports” (Di John. (2010). p. 79).

8 Sachs, ). D., Warner, A. (1999). The Big Rush, Natural
Resource Booms and Growth. Journal of Develop-
ment Economics, v. 59 (1, Jun), pp. 43-76; Venables,
A.(2016). Using Natural Resources for Development:
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Resource-based development is characterized
by highly volatile revenue. Due to a narrow tax
base, the government enjoys absolute freedom
and has an active role in oil production, a feature
less typical of more diversified economies.’ Being
the main distributor of wealth with a monopoly
on oil and direct control of the oil industry, the
government encounters fewer market pressures
to guide the administration of oil wealth.

This study examines the multitude of stake-
holders that constitute oil policy-making in PD-
VSA. After deconstructing the rentier oil strategy
as outlined below, it analyzes how the key insti-
tutional stakeholders (national government, in-
ternational oil companies, and their respective
governments) have shaped PDVSA's corporate
strategy and performance over time. In our anal-
ysis, we draw on the institutional theory of the
firm and consider the fragmented and opportu-
nistic nature of the rent distribution system in
the global oil market.® This paper argues that
PDVSA's performance reflects greater alignment
of crisis management with the geopolitics of re-
source-based development. Against the back-
drop of resource dependency and loss of oil rent
since 2016, PDVSA has pursued a strategy of ‘jock-
eying’ between transnational oil interests (pri-
vately-owned, Western MNEs) and non-Western
oil companies from allied nations like Russia and
China. Furthermore, since much of the oil wind-
fall resulted from currency overvaluation by both

Why Has It Proven So Difficult? Journal of Economic
Perspectives. 30(1): 161-184; Ross, M. (2015). What
Have We Learned about the Resource Curse? Annu-
al Review of Political Science. 18: 239-259; Sachs, ).
D., Warner, A. (1995). Natural Resource Abundance
and Economic Growth. NBER Working Paper No.
5398. Available at: <https://www.nber.org/papers
w5398>,

9 Manzano, 0., Monaldi, F. (2010). The Political Econ-
omy of Qil Contract Renegotiation in Venezuela.,
in H. William, F. Sturzenegger (eds.), The Natural
Resources Trap: Private Investment without Public
Commitment; MIT Press: MA, Cambridge.

10  Wiseman, C., Beland, D. (2010). The Politics of In-
stitutional Change in Venezuela: Oil Policy During
the Presidency of Hugo Chavez. Canadian Journal
of Latin American and Caribbean Studies, Vol. 35,
No. 70 (2010), pp. 141-164.; Styhre, A. (2019). The in-
stitutional theory of the firm: Embedded Autonomy,
Routledge: London, UK.
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inefficient foreign and national capital,” PDVSA
has been unable to maintain a competitive ad-
vantage that could enhance its performance. PD-
VSA's ties with China and Russia extend beyond
mere financial support, they are also influenced
by hostile relations with the US. Despite China’s
increasing control of the global oil market, North
America remains the top destination for PDVSA’s
crude oil exports. The U.S. is the dominant player
as the main creditor and investor in the inter-
national oil market. Using a case study of Vene-
zuela’s national oil company in crisis, this study
aims to explore the interaction between firm
strategy and evolving geopolitics of oil in natural
resource-dependent economies.

1. LITERATURE REVIEW: OIL INDUSTRY AND
NATURAL RESOURCE DEPENDENCY

The research on rentier states originates
from ‘resource curse’ analysis™” and ‘paradox
of plenty’® These models refer to a problem of
over-relying on oil and gas reserves as a poten-
tial source of commodity windfalls for devel-
oping countries. Mahdavy, who gave the renti-
er state its contemporary meaning, defined the
rentier state as one that relies almost exclu-
sively on the export of raw materials such as oil,
gas, or minerals. This includes nations that are
financially weak but well-endowed in natural
resources. The term ‘external rent’ is used to
designate the financial proceeds from sales of
the commodity to foreign companies or govern-
ments, as opposed to the profits generated typ-
ically by manufacturing or productive economic
sectors. The extent of this reliance is such that it
generates harmful outcomes for development,

1 Dachevsky, F., Kornblihtt J. (2017). The Reproduction
and Crisis of Capitalism in Venezuela under Chavis-
mo. Latin American Perspectives, 44(1): 78-93, p. 78.

12 Luong. P. )., Weinthal, E. (2006). Rethinking the Re-
source Curse: Ownership Structure, Institutional
Capacity, and Domestic Constraints. Annual Review
of Political Science, Vol. 9, pp. 241-263.

13 Karl, T. L. (1997).

14 Mahdavy, H. (1970). The Pattern and Problems of
Economic Development in Rentier States: The Case
of Iran, in Cook, M. A. (eds). Studies in the Economic
History of the Middle East, Oxford University Press:
Oxford, London, pp. 427-476.
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FIGURE 1. VENEZUELA: PETROLEUM INDUSTRY AS SHARE OF EXPORTS %
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Source: Figure is the author’s own. Data from UN Comtrade, The Observatory of Economic Complexi-

ty (2021), via Statista — The Statistics Portal

such as poor economic growth, a weak domes-
tic productive sector, endemic corruption, weak
property rights, and unequal distribution of
wealth.” While the rentier model is common in
the Arab world, states that depend on exporting
petroleum and distributing its windfall also in-
clude Venezuela, Nigeria, Indonesia, Botswana,
and Russia.'”®

NOCs serve crucial policy functions for rent-
ier states. They secure a ‘ruling bargain’” be-
tween political elites and society based on

15 Sachs, ). D., Warner, A., (1999), pp. 43-76.; Smith, M.
(2013, January 11). Venezuela, Oil and Chavez: A Tan-
gled Tale. Available at: <www.oilprice.com>; Smith,
B., Waldner, D. (2021). Rethinking the Resource
Curse. Cambridge University Press: London, UK.

16 Beblawi, H. (1987). The Rentier State in the
Arab World. Arab Studies Quarterly, 9(4), pp.
383-398. Available at: <http://www.jstor.org/sta-
ble/41857943>; Yates, D. A. (1996). The Rentier State
in Africa: Oil Rent Dependency and Neo-Colonial-
ism In the Republic of Gabon. Africa World Press.
Trenton: NJ.; Losman, D. L., pp. 427-445; Wilson, .,
pp. 400-401.

17 El-Katiri, L. (2014). The Guardian State and its Eco-
nomic Development Model. Journal of Development
Studies, 50:1, pp. 22-34; Wilson, J. (2015). p. 405.

concessions in exchange for populist economic
policies. In this framework, public officials se-
cure regime legitimacy through forming loyal
constituencies (‘patron-client networks’) that
support the petrostate in return for a portion of
oil income captured by NOCs.”® This analysis is
pertinent to NOCs that operate as state monop-
olies in markets with imperfect competition and
direct access to economic rent (above-normal
profits). While some of these nations do have
substantial financial assets, such as Saudi Ara-
bia and Qatar, most are barely capable of fund-
ing development in profit-generating, labor-in-
tensive enterprises. Therefore, they do not have
a strong domestic productive sector. Venezuela
is not even the most extreme example of de-
pendency. Angola and other African petroleum
exporting nations are even more vulnerable to
the boom-and-bust cycles of the global oil mar-
ket (see Figure 1, 2).

18 Di John, J. (2010). p. 79.
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FIGURE 2. OIL RENTS (% OF GDP)
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database

TABLE 1. TOP TEN COUNTRIES WITH
THE LARGEST OIL RESERVES IN 2019
(THOUSAND MILLION BARRELS)

RANK| COUNTRY RESERVES |% OF WORLD TOTAL
1 |Venezuela 303.8 17.5
2 (Saudi Arabia 2976 17.2
3 |Canada 169.7 9.8
4 lran 155.6 9.0
5 |lraq 145 8.4
o, | w2 |
7 [Kuwait 101.5 5.9
8 gr?]iﬁ‘;feérab 97.8 56
9 |United States 68.9 4.0

10 |Libya 484 2.8

Source: Table is the author’s own. Data from BP
Statistical Review of World Energy (2020), p. 14.

PDVSA stands out as the quintessential exam-
ple of a rentier oil company. Venezuela’'s supply
of oil is substantial, compared to both the size of

140

its economy and most other countries.® In 2019,
crude petroleum accounted for 83.1 percent of
the value of Venezuelan exports. The industry
represented 88.3 percent of all export earnings,
including refined petroleum, with the highest con-
tribution made in 2013, at nearly 96 percent (Fig-
ure 1). Figure 2 displays Venezuela's oil rents as a
percentage of GDP in 1990-2014, starting with the
oil opening of the 1990s. Table 1 shows the top
ten countries with the largest oil reserves in 2019.
Table 2 shows the largest oil producers in 2019.
The Orinoco Belt is by far the largest and remain-
ing source of oil in Venezuela, with a reputation
for largest extra-heavy oil deposit in the world.
Compared to lighter oil, extra-heavy oil consumes
more water and energy, is costly to produce, and
generates higher mineral pollution and other
waste by-products.?®

19 Hults, D. R. (2011). Petroleos de Venezuela, S.A. (PD-
VSA): from independence to subservience. 436, in
D. G. Victor, D. R. Hults, & Thurber M. C. (eds). Oil
and Governance: State-Owned Enterprises and the
World Energy Supply. Cambridge University Press,
pp. 418-477.

20 Hults, D. R. (2011). p. 437.
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TABLE 2. THE TOP TEN LARGEST OIL-
PRODUCING COUNTRIES IN 2019
(THOUSANDS OF BARRELS PER DAY, B/D)

RANK|  COUNTRY | ourtpur | % OFSoOBAL
1 |United States 17045 179
2 |Saudi Arabia 11832 12.4
3 |Russian Federation| 11540 121
4 |Canada 5651 59
5 |lraq 4779 5.0
I
7 |China 3836 4.0
8 [lran 3535 3.7
9 |Kuwait 2996 31
10 |Brazil 2877 3.0

Source: Table is the author’s own. Data from BP
Statistical Review of World Energy (2020), p.16.

2. THEORETICAL ARGUMENT: THE
GOVERNMENT-BUSINESS RELATIONS

Given Venezuela's over-reliance on oil income,
it is imperative to understand the geopolitics of
oil and the multitude of stakeholders interacting
with the state oil company. As summarized above,
the rentier theory predominantly focuses on the
national government (‘rent-seeking elites’) and
tends to disregard other stakeholders, especial-
ly transnational, and their institutional environ-
ments that might shape the dynamics of resource
dependency. The political capture argument is
implicitly deterministic in that it does not consid-
er the potential conflicts of interest or, inversely,
mutual dependency between the government and
business relations. Various stakeholders—NOC,
national authorities, private multinational firms,
and their home and host governments—actively
shape how the government extracts oil income.
Other studies of government interventions in
NOCs have analyzed the outcomes, considering
the factors of capital intensity, cost structure,
and risk exposure in the oil industry. Rather than

simply reacting to national interests, Noreng”
suggests that senior executives of NOCs actively
strive for independence from their governments’
resource dependency analysis; however, it doesn’t
sufficiently explore how rent-seeking politicians
are limited in their ability to continually capture
or influence oil policy.?

Furthermore, NOCs are unique economic
structures. Their decision-making depends on the
inherent risks involved in the oil sector, such as
geological uncertainty, price volatility, and geo-
political factors. These factors limit government
control over oil. Furthermore, exploration, ex-
traction, transportation, and refining affect the
cost structure of firms. The global oil market dy-
namics, including supply and demand, global
competition, and the influence of organizations
like OPEC, constantly interact with government
influence on NOC. In this regard, this paper fol-
lows Singh and Chen in viewing NOCs as “complex
organizations that bear new developmental ca-
pacities rather than vessels of rent-seeking inter-
est”.? Originating in Evans,® our view of the NOC
aligns with the institutional theory of the firm as
having an ‘embedded autonomy’ (EA) in the local
and institutional environment of the global oil
market. According to Styhre, EA implies that mod-
ern corporation is embedded in a variety of social
practices and stakeholders that are “simultane-
ously anchored in, for example, corporate legis-
lation and regulatory practices, on the national,
regional... and transnational levels, while at the
same time being granted the right to operate with
significant degrees of freedom within legal-regu-
latory model”.»

The institutional theory of the firm provides
a dynamic and contextual framework for under-
standing the corporate strategies followed by

21 Noreng, 0. (1994). National Oil Companies and Their
Government Owners: The Politics of Interaction and
Control. The Journal of Energy and Development,
198, Spring, Vol. 19, No. 2, pp. 197-226.

22 Di John, ). (2010). pp. 83-86.

23 Singh, J. M., Chen, G. C. (2018). State-owned enter-
prises and the political economy of state-state re-
lations in the developing world. 1077, Third World
Quarterly, 39:6, pp. 1077-1097.

24 Evans, P. (1995). Embedded Autonomy: States and
Industrial Transformation. Princeton University
Press: New Jersey, USA.

25  Styhre, A. (2019). p. 1.
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NOCs in various contexts or in different periods in
time. It highlights the dynamic interaction in the
local and international environments—both the
mutually dependent and contradictory relations
between the economy, firm, and their state own-
ers. As exemplified by PDVSA, most National Oil
Companies (NOCs) are “legally independent firms
with direct ownership by the state”?® which often
leads to highly restricted management autono-
my. However, how much the NOC depends on the
global economy can also play a significant role in
its independence from the government. The na-
ture of global political landscapes determines the
modalities of interaction between NOCs and the
destinations of their FDI, as well as their engage-
ment with home and host state authorities.

Synthesizing the institutionalist analysis pre-
sented above with the geopolitics of power, this
paper advances the following argument: PDVSA’s
corporate strategy has been shaped by its dy-
namic relationships within the local institutional
environment, global conditions, and the compa-
ny’s investment strategy, all within the framework
of its long-standing reliance on the U.S., particu-
larly the North American oil market. This has led
to a persistent crisis for the company, reflecting
the ever-changing geopolitics of oil and the chal-
lenges of overproduction in a resource-depen-
dent economy.

3. INSTITUTIONAL STAKEHOLDERS:
GOVERNMENT AS ‘SOLE OWNER’

Since the onset of Chavista administration in
1999, PDVSA has been instrumental in channeling
the oilwealth to supportboththe Venezuelan Trea-
sury and the public.” Rosales refers to Venezuela

26 Cuervo-Cazurro, A., Inkpen, A., Musacchio, A., Ra-
maswamy, K. (2014). Government as Owners: State-
owned multinational companies. 923, Journal of
International Business Studies, Vol. 45, August, pp.
919-942.

27 Mares, D. R., Altamarino, N. (2007). Venezeula’s PD-
VSA and World Energy Markets: Corporate Strate-
gies and Political Factors Determining Its Behav-
ior and Influence. The James Baker Ill Institute for
Public Policy, Rice University, March, p. 15; Hertog,
S. (2010). Defying the Resource Curse: Explaining
Successful State-Owned Enterprises in Rentier
States. 261, World Politics, Vol. 62, No. 2, April, pp.
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as an “example of a neo-extractivist country that
pursues a developmental model based on wealth
redistribution sustained by oil rents”.?® As stated
in its original governance (Nationalization Law of
1976), PDVSA is fully owned by the government,
which controls all the company’s shares. PDVSA’s
common stock is not publicly traded; “Pursuant
to Article 303 of the Venezuelan Constitution”,
the company’s “shares may not be transferred or
encumbered”? Since the oil industry generates a
substantial portion of foreign exchange and funds
the state budget, it would have been impossi-
ble to import the goods necessary to satisfy the
population’s basic needs without oil income. Af-
ter benefiting from the commodity boom during
the 2000s, Venezuela used the oil windfall to ad-
vance ‘economic populism)’, i.e., prioritizing social
programs and expanding direct government sub-
sidies for energy and food through PDVSA, which
provided oil at lower prices to the domestic mar-
ket. While other presidents also used PDVSA as a
political tool to subsidize domestic consumption,
Chavez substantially increased debt as a share of
GDP by taking on debt and printing money.*® The
state not only used oil to buy influence abroad
through the Petrocaribe alliance, but also to se-
cure legitimacy at home by redistributing income
directly with revenues from PDVSA.

Oil strategy remained pivotal to ‘nationalist
reform policy’, particularly as oil prices began to
rise in the early 2000s. According to Lopez-Maya,*

261-301; Lander, E. (2016). The implosion of Vene-
zuela’s rentier state. Transnational Institute New

Politics Papers. Available at: <https://www.tni.org/
en/publication/the-implosion-of-venezuelas-rent-
ier-state>.

28  Rosales, A. (2016). Deepening Extractivism and
Rentierism: China’s Role in Venezuela's Bolivarian
Developmental Model. 560, Canadian Journal of De-
velopment Studies, Vol. 37, Issue 4, 560-7, Decem-
ber.

29  SEC Filing. (2016). PDVSA: Petroleos de Ven-
ezuela, S.A. SEC, 128, Edgar Archives. Avail-
able at: <https://www.sec.gov/Archives/edgar/
data/906424/000119312516712239/d171369dex99t3e.
htm>.

30  CRS. (2021, April 28). Venezuela: Background and
U.S. Relations, p. 2. Available at: <https://sgp.fas.
org/crs/row/R44841.pdf>,

31 Lander, L., Lopez-Maya, M. (2002). Venezuela's Oil
Reform and Chavismo. NACLA Report on the Ameri-
cas, 36 (1): 21-23.
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there were four main attributes of Chavez's en-
ergy reform. A primary goal of the reform was to
centralize oil policy design and implementation
within the executive branch. The goal was to re-
verse the 1990s market liberalization by placing
PDVSA under the Ministry of Petroleum and trans-
forming it into the sector’s ‘political leader’. This
action would soon be challenged by PDVSA man-
agers who did not want to give up the power they
had acquired under La Apertura Petrolera. Second,
the oil reform sought to maximize oil rent by priv-
ileging royalties on sales over taxes on profits. A
persistent and worrisome drop in oil income oc-
curred during the 1990s, due to revenue being
generated through taxes rather than direct roy-
alties. Besides, depending on international prices
and volume of production, royalties involve much
simpler processes, whereas taxes are subject to
more complicated accounting methods. Third, the
reform also aimed to bolster Venezuela's com-
mitments to OPEC. Fourth, and finally, the reform
aimed to slow down the trend towards privatiza-
tion and deregulation of PDVSA that was in motion
but failed to materialize during the 1990s. The last
two objectives became a source of conflict with
the US government over time.

While Chavez proclaimed a move towards ‘21
Century Socialism’, his ‘rentier socialism’ mir-
rored the state capitalism of Carlos Pérez's first
presidency in the 1970s, a period marked by soar-
ing oil prices. Like Pérez's Plan of the Nation (La
Gran Venezuela), Chavez's policies re-centralized
the petrostate, cancelled debts, and nationalized
oil projects. The commodity boom was short-
lived, and by the time oil prices began to fall in
the 1980s, it left Venezuela indebted and poor.®
Using oil revenue to pay for generous social wel-
fare programs and nationalization of the oil in-
dustry, Perez's first presidential term (1974-1979)
was called ‘Saudi Venezuela’ In his second term
(1989-1993), Perez adopted IMF austerity policies
and privatization reforms; oil prices declined, and
the people turned against the government in the
same way they have turned against the current
president, Nicolas Maduro.® Inaugurated to a five-

32 Lopez-Maya, M. (2014). p. 74.

33 The Independent. (2010, December 29). Carlos An-
dres Perez: President of Venezuela during the oil
boom who was later forced out of office.

year term in February 1989, Perez became the tar-
get of massive protests and street violence, which
paved the way for Hugo Chavez's attempted coup
and subsequent rise to power from 1998 to 2013.>

PDVSA began to lose autonomy as salient fric-
tions within the government surfaced at the onset
of Chavez's arrival, which culminated in a big oil
strike in December 2002. Also known as the ‘oil
lockout), the strike led to the temporary shutdown
of PDVSA for two months.* Facing an undemocrat-
ic backlash, PDVSA overhauled the entire organi-
zation just to solidify the state control of the oil
industry. Chavez replaced PDVSA’s board with po-
litical allies and merged it with the Ministry of Pe-
troleum. After assuring that he would be directly
involved in making decisions about the way PDVSA
should run its business, Chavez fired nearly 18,000
workers (around 40 percent of PDVSA's skilled em-
ployees) who participated in the strike.? The eco-
nomic consequences of this action were dire. In
the first quarter of 2003, Venezuela’s GDP dimin-
ished by 27 percent, forcing the country to import
oil to satisfy domestic demand, while unemploy-
ment increased by a third, reaching 20.3 percent.”’

The main difference in oil policy under Chavez
was the degree to which PDVSA subsidized social
programs for the most marginalized segments of
the population. After purging the company of po-
litical opponents in 2003, PDVSA still managed to
bring in large amounts of oil revenue due to high
oil prices and large crude reserves. The over-
hauled PDVSA had greatly extended responsibili-
ties to the state, including a mandate that PDVSA
finance and manage social programs known as
Misiones Boliviarianas (Bolivarian Missions). Pro-
gressive, partially effective, and ‘clientelistic’ in
nature, the Misiones provided aid to the coun-
try’s lower classes through literacy training, in-

34  Sullivan, M. P. (2009, July 28). Venezuela: Political
Conditions and U.S. Policy. Congressional Research
Service (CRS), 3-4, RL32488, Washington, DC.

35 Smith, M. (2013, January 11). Venezuela, Oil and
Chavez: A Tangled Tale. Available at: <www.oilprice.
com>.

36 Kott, A. (2012). Assessing Whether Oil Dependency
in Venezuela Contributes to National Instability.
Journal of Strategic Security, Vol. 5, No. 3, Fall, pp.
69-86.

37  Jones, B. (2007). Hugo! The Hugo Chavez Story from
Mud Hut to Perpetual Revolution. Steerforth Press,
Hanover: New Hampshire Jones, p. 43.
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frastructure projects, agricultural activities, and
health care. In some cases, PDVSA's responsibil-
ities for its social contributions were excessive.
From 2008 onward, PDVSA financed two key op-
erations through a subsidiary: a ‘price-controlled
food distribution network’*® and Fonden-Fondo
de Desarrollo Nacional (National Development
Fund), a politically motivated program with mil-
itary participation. Founded in 2005, Fonden
served as ‘off-budget military funding’ for eco-
nomic development.*

Benefiting from the commodity boom, one can
understand that the PDVSA could tolerate great-
er public spending on ambitious social programs.
At the peak of oil prices, Venezuela made import-
ant strides in reducing inequality. From 2003 to
2008, the company spent more than $23 billion on
social programs. PDVSA’s social investments im-
proved some of the social indicators, such as tri-
pling of spending per capita among households.*
Over 5.25 years upon takeover, real GDP grew by
94.7% or 13.5% annually, which was considered re-
markable by international standards among some
observers.” Poverty decreased from 50 percent in
1998 to about 30 percent in 2014. The Gini index
was indicative of major changes as well. In 1998, it
was 0.49, but by 2012 it had declined to 0.40 (small-
er numbers indicate greater equality), which the
World Bank* regarded as one of the lowest in Lat-
in America. Although this gave some analysts the
impression that Venezuela was becoming ‘social-
ist’, these social programs have been criticized as
being temporary and unable to address structural
inequalities that are intrinsic to the Venezuelan
economy.

38  Hults, D. R. (2011). p. 434.

39 Tian, N., Lopes da Silva, D. (2019, April 2). The crucial
role of the military in the Venezuelan crisis. Avail-
able at: <https://www.sipri.org/commentary/topi-
cal-backgrounder/2019/crucial-role-military-vene-
zuelan-crisis>.

40  Kott, A. (2012). p. 79.

4 Malleson, T. (2010). Cooperatives and the ‘Bolivar-
ian Revolution’ in Venezuela. Affinities: A Journal
of Radical Theory, Culture, and Action, 157, Vol. 4,
Number 1, Summer, pp. 155-175.

42 World Bank. (2017). The World Bank in Venezuela.
Available at: <http://www.worldbank.org/en/coun-
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4. INTERNATIONAL STAKEHOLDERS:
FROM ‘HANDS OFF’ TO ‘OBSOLESCING’
BARGAINING

PDVSA’'s corporate governance is rooted in
the institutional framework for the energy sec-
tor and the merger of multinational companies
that controlled oil production before 1976. In 1976,
President Carlos Perez nationalized the oil indus-
try, creating the state-owned PDVSA as a holding
company for a group of oil and gas companies.
Even though the law began expropriation by ter-
minating oil MNE concession agreements, the oil
industry was structured as it had been before
nationalization—all private firms with operating
licenses were fully compensated and convert-
ed into 15 state-owned companies. PDVSA was
formed as a central company with 14 affiliates.
For instance, Standard Oil became Lagoven, Shell
became Maraven, Mobil became Llanoven, and so
on.* PDVSA enjoyed the status of a ‘commercial
entity’, independently managed and staffed with
the local workforce of the former companies.* As
a result, “corporate structures that existed before
nationalization were maintained while Article 5 of
the Nationalization Law left room for foreign in-
volvement in the Venezuelan oil industry as long
as it was deemed to be in the interest of the Ven-
ezuelan state”*

During the 1990s, when oil prices declined,
PDVSA took major steps to expand foreign op-
erations and liberalize the oil sector as part of
the government’s Apertura Petrolera. Given the
extra-heavy crude in the Orinoco Oil Belt, which
entailed heavy extraction and refining costs, the
oil sector desperately needed joint ventures. PD-
VSA's leaders, seeking to solidify management au-
tonomy, successfully lobbied for the ‘Opening’ of
the oil industry to foreign investors for the first

43 Lander, L. E. (2007). Venezuela’s balancing act: Big
oil, OPEC and national development. NACLA Report
on the Americas, 25, Vol. 34, Issue 4, (Jan/Feb): 25-
30.

44 Giusti, L. E.(1999). La Apertura: The Opening of Vene-
zuela’s Oil Industry. Journal of International Affairs,
Fall, Vol. 53, No. 1, pp. 117-128; Ravell, A. F. (2011). A
brief overview of Venezuela's Oil Policies. Available
at: <https://www.lexology.com/library/detail.aspx-

2g=01cf61f2-9591-4ac3-9ceb-59ac37090e13>.
45  Wiseman, C., Beland, D. (2010). p. 144.
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time since 1976. As Giusti, the former CEO of PD-
VSA noted,*® Apertura partially privatized PDVSA
by permitting operational service agreements
and strategic associations (‘equivalent to joint
ventures but requiring congressional approval’),
all signed with private — mostly foreign — inves-
tors, including ExxonMobil, ConocoPhillips, Shell,
BP, Equinor (then Statoil), Total, Repsol YPF, China
National Petroleum Corp.” Depending on the type
of agreement, the government offered incentives
to participating foreign companies that included
“general corporate tax regime, reduced royalty
periods, and access to international arbitration”®
Key Apertura deals included ExxonMobil and Con-
ocoPhillips profit-sharing agreements in La Ceiba
and the Coronoco fields, the joint venture with
Veba Oel in Germany, and the acquisition of CIT-
GO’s share in the US.*

Apertura’s oil deals drew criticism for po-
tentially undermining national sovereignty. In
contrast, after Chavez, PDVSA's dealings with
multinational enterprises (MNEs) demonstrated
‘obsolescing bargain’ dynamics. Increasingly be-
coming subservient to the state, PDVSA adopted
in 2001 the controversial Hydrocarbons Organic
Law (HOL). HOL established a mechanism to as-
sign a leading role for PDVSA in all new private
investments, further enabling it to lead the expro-
priation process. Under the law, either the state
directly (through PDVSA) or mixed companies
(Empresas Mixtas)—joint ventures where PDVSA
had a majority participating stake—would car-
ry out all upstream oil activities. Such activities
required majority PDVSA ownership (at least 51
percent) of all future joint exploration and pro-
duction ventures, as well as the payment of high-
er royalties by international oil companies. While
HOL mandated that ‘only’ PDVSA could commer-
cialize and export crude oil, it still allowed private
corporations to carry out downstream operations,
including the exportation of refined products or
upgraded oil. The HOL also raised the royalty rate

46  Giusti, L. E. (1999) p. 188.

47 Jaffe, A. M. (2019, February 21). Amid Political Uncer-
tainties, Venezuela’s Oil Industry Situation Worsens,
Council on Foreign Relations. Available at: <https://
www.cfr.org/blog/amid-political-uncertainties-ven-

ezuelas-oil-industry-situation-worsens>.
48 Ravell, A. F. (2011).

49  CRS. (2021). p. 10.

to 30 percent from 16.67 percent and lowered the
income tax rate to 50 percent to offset the effect
of the increased royalty. Although the Chavez gov-
ernment assured investors that HOL would not
retroactively apply to existing contracts or proj-
ects, it “created a more limited role for investors
than the Apertura contracts had provided. It also
limited the applicability of international arbitra-
tion”.%

Monaldi et al* argue that it took nearly 5 years
for Chavez to complete the expropriation pro-
cess. In the case of Venezuela, commodity boom
seemed crucial but various factors created strong
incentives PDVSA’s nationalization, including 1)
the end of the investment cycle in the oil sector;
hence, the need for placement of sunken invest-
ments, 2) significant increase in the price of oil
within the context of Apertura contracts that were
‘fiscally regressive’, 3) weak ‘deterrence’ of inter-
national arbitration because of the grave short-
term gains against the low cost of nationalization
(i.e., MNE compensation claims and legal fees un-
der bilateral treaties), 4) delays in taking absolute
control of formerly autonomous PDVSA and using
it towards renationalization. Against an oil price
increase from 17$ to 37$ per barrel between 1999
and 2004, the royalty rate was just 34 percent, im-
plying that PDVSA benefited less from the global
price boom than foreign MNEs.

In the early 2000, PDVS reversed the mar-
ket-oriented reforms that had been implement-
ed in the 1990s. Although the 2001 HOL was con-
sistent with the Venezuelan law that prohibited
the retroactive application of laws to existing
contracts, nationalization accelerated with the
announcement of a new oil strategy in October
2004.% PDVSA had asked in January 2002 some of
the foreign companies to cut output to help meet
its OPEC production quota; Venezuela agreed

50 Monaldi, F., Hernandez, 1., La Rosa, J. (2020). The
Collapse of the Venezuelan Oil Industry: The Role
of Above-Ground Risks Limiting FDI, Working Paper.
11, Center for Energy Studies, Rice University's Bak-
er Institute for Public Policy.

51 Monaldi, F,, Hernandez, I., La Rosa, J. (2020). p. 13.

52 Koivumaeki, R. I. (2015). Evading the Constraints of
Globalization: Qil and Gas Nationalization in Vene-
zuela and Bolivia. Comparative Politics, 113, Vol. 48,
No. 1, October, pp. 107-125.

53 Koivumaeki, R. I. (2015). p. 113.
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to trim output by 6 percent, or 173,000 barrels a
day, as part of OPEC’s cut of 1.5 million barrels a
day.* In late 2004, the government declared major
changes to all Apertura contracts—32 operating
agreements signed during the 1990s— technical-
ly forcing investors into renegotiation of existing
projects. Legislation in 2006 raised the royalty and
income taxes on the four strategic associations to
33.35 percent and 50 percent, respectively.” It also
increased the royalties on the Orinoco belt heavy
oil projects from 1 percent to 16.67 percent. Then it
imposed an ‘extraction’ tax in 2006, which includ-
ed 1/3 of the value of all hydrocarbons produced,
and a ‘windfall’ tax in 2008.%

By the end of 2005, major MNEs holding oper-
ating agreements signed ‘transitory agreements’
to migrate their existing contracts to PDVSA, with
the noticeable exception of ExxonMobil, which
had resented the royalty hikes and contractual
changes earlier. Chevron, like other major for-
eign oil companies, agreed to pay higher royalties
and taxes and gave up majority interests in their
projects.”” The 2001 HOL had already provided the
background of renationalization with a minimum
of 51 percent stake for PDVSA in the mixed com-
panies. However, the government further claimed
that PDVSA could take a bigger stake depending
on the level of foreign investments. In October
2005, Oil Minister Rafael Ramirez pressured for-
eign MNEs to agree to transfer their contracts
to joint ventures by the December 30" deadline,
warning that if they failed to do so, they should
either leave the country or face state takeover of
their operations.*®

In 2007, PDVSA concluded the partial expropri-
ation process. This resulted in a major increase in
state ownership and control over oil operations
as well as a significant decline in privately owned
oil production. Congress approved the remaining
batch of joint venture agreements that gave CVP,

54  Associated Press. (2002, January 10). Venezuela
asks foreign oil companies to trim output.

55 Stein, P. (2009, November 16). Venezuela: The Back-
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uters.

58 Kerr, J. (2006, January 3). Venezuela Enters New Year
with New Oil Contracts. IHS Global Insight.
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a PDVSA unit, a minimum of 60% share in most
of the new projects. During this takeover, PDVSA
increased its ownership in four of the strategic
associations from 40 percent to an average of 78
percent. Total, Statoil, Chevron, and BP agreed to
give up their shares and have remained as mi-
nority partners in their Venezuelan projects. By
contrast, companies like Exxon Mobil and Cono-
coPhillips refused to agree to PDVSA’s terms and
pulled out of joint ventures. After refusing to re-
linquish controlling stakes, they faced full expro-
priation of their assets, in return for a book value
reparation, considerably below market value. Exx-
on and Conoco, after suing PDVSA and the Chavez
government, escalated their dispute by filing for
arbitration in international courts.®

5. STAGNATION AND THE
OVERPRODUCTION CRISIS

PDVSA has been facing an acute crisis since
2017. Its revenues have dropped. The reasons in-
clude shipping issues for oil, poor maintenance,
fewer workers, and US sanctions on selling crude
oil (2019-2022). At a time when greater FDI was
needed in the oil industry, PDVSA took great risks
in forcing foreign companies to pay higher taxes
and produce oil in joint ventures that were major-
ity-owned by the state. Such contractual changes
not only caused uncertainty by leading to falling
output from the joint ventures, but they also re-
duced reinvestments needed just to maintain oil
production—$2.5 billion per year. In October 2005,
PDVSA announced that it expected joint ventures
to increase production up to 50,000 b/d under the
new contract. Yet, these companies typically pro-
duced around 500,000 b/d during the oil opening
in the 1990s (see Figure 3).%°

Since Maduro’s succession to the Presidency in
2013, the oil industry has descended into further
economic turmoil. The oil-dependent state began
to deteriorate rapidly as hyperinflation and se-
vere food shortages set in. The World Bank issued
a report calling attention to Venezuela’'s current
woes, which were a product of declining oil pric-
es. In addition, it blamed the Maduro government

59 Stein, P. (2009, November 16); Monaldi, F., Hernan-
dez, I., La Rosa, J. (2020). p. 12.
60 Kerr, J. (2006, January 3).
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FIGURE 3. VENEZUELA'S ANNUAL AVERAGE CRUDE OIL PRODUCTION, 1997-2020 (MILLION

BARRELS PER DAY, B/D)
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Source: Figure is the author’s own. Data from the U.S. Energy Information Administration (2020).

for failing to create a ‘savings fund’ to offset what
might have been an expected downturn. World
Bank further noted that “during the economic
boom, Venezuela did not accumulate savings to
mitigate a reversal in terms of trade or to cush-
ion the necessary macroeconomic adjustment”.
However, there were probably few reasons for the
government to anticipate such a development
since ‘peak oil’ was widely accepted as a proba-
ble outcome in world supplies. To some extent,
Venezuela was a victim of a massive expansion in
fracking that has made the US the world’s larg-
est oil and gas exporter. That said, there was no
doubt that the pro-Chavista government made
little attempt to diversify economically. Food con-
tinued to be imported, and manufacturing made
little contribution to GDP. The underdevelopment
of non-energy output is, of course, a hazard for
rentier states historically.

Oil prices have declined precipitously in Ven-
ezuela since the end of the commodity boom. In
2013, a barrel of Venezuelan crude oil sold for
$100. A year later, the price had dropped to $88.42,
and another year later it was $44.65. In early 2016,
it had plummeted to $24.25. Such a steep decline

61 World Bank. (2017). The World Bank in Venezuela.
Available at: <http://www.worldbank.org/en/coun-

try/venezuela/overview>.

would prompt most governments to rethink their
development model, but the Venezuelan govern-
ment has shown no signs of moving away from
oil dependency so far. On the other hand, even if
it did conceive of an alternative, funding for new
infrastructure would be difficult to come by giv-
en the nation’s virtual bankruptcy, sharp drop in
FDI, and surmounting economic problems.®? Such
problems have been so serious that by January
2017, Venezuelan oil tankers with 4 million bar-
rels of oil and other fuels were abandoned in the
Caribbean Sea. PDVSA lacked the cash to pay for
safety inspections for ships carrying oil exports.®
Figure 3 shows Venezuela's declining annual aver-
age crude oil production from 1997 to 2020. If the
global supply of oil had remained constant, Ven-
ezuela’s problems would not have been so acute.
However, new technologies and offshore drilling
created a spike in production that defied ‘peak
oil’ expectations. By late 2015, supply mounted to
97 million barrels per diem, exceeding demand by
more than a million per day. This surplus led to a
severe drop in oil prices.*

62  Lander, E. (2016). pp. 2-3

63 Gramer, R. (2017, January 26). Venezuela is so Broke
it can’t even Export Oil. Foreign Policy.

64  Gokay, B. (2017, April 10). Venezuela crisis is the hid-
den consequence of Saudi Arabia’s oil price war.
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6. TRANSNATIONAL OIL ALLIANCES:
RUSSIA AND CHINA IN THE GLOBAL
OIL MARKET

Since 2015, PDVSA has been saddled with debt
that appears unlikely to be paid from the state
treasury. October-November 2017 was the acid
test for the government since it was the dead-
line for paying bondholders $3.5 billion. This has
put downward pressure on PDVSA bonds, which
are a major source of revenue historically for the
state.® Perhaps the only mitigating factor in this
financial crunch was the apparent willingness of
the Russian government to restructure Venezu-
elan debt to Russia, which stood at $3.15 billion.
Signed in November 2017, the debt deal stipulated
full repayment in ten years and ‘minimal’ repay-
ments over the next six years.®

Rosneft, Russia’s second biggest state-con-
trolled oil company, was one of the largest foreign
creditors and a ‘“financial savior’ of the Maduro re-
gime. As early as 2013, President Putin expressed
greater financial interest in Venezuela when the
CEO of Rosneft, Igor Sechin, announced plans to
invest $13 billion in Venezuelan oil and gas assets
in the next 5 years. Russia’s involvement in PDV-
SA, through Rosneft and a consortium of private
Russian oil companies, was aimed at: 1) promot-
ing Russian geopolitical interests in the Caribbean
region, 2) advancing economically feasible invest-
ment deals.” In early 2016, Rosneft announced a
partnership with PDVSA in Petro Monagas, an in-
vestment of $500 million in the Orinoco Oil Belt,
for offshore gas drilling.%® Rosneft also advanced
prepayments to PDVSA for crude and refined prod-
ucts when China, Venezuela’s other major ally, de-
layed its payments. In 2014, PDVSA received 6.5
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million dollars in loans and advanced payments
from Rosneft when the Maduro government was
experiencing foreign currency shortages. In De-
cember 2016, Rosneft “also provided a $1.5 bil-
lion loan collateralized with 49.9 percent of Citgo
Holdings, PDVSA's refinery in the US".%

China is PDVSA's other major financial sup-
porter, although, unlike Russia, it has declined to
restructure Venezuela’'s outstanding loans.”® Chi-
na and Russia’s relations with Venezuela are part
of a global strategy to recruit allies in building a
new multipolar, anti-US world order. While China
seems to be more commercially driven in its for-
eign investments, Russia seeks both commercial
and geopolitical interests in Venezuela, one which
has “grown with the intent to disrupt western
democracies and achieve a firm foothold in the
Western Hemisphere’s largest oil reserve”." China
has provided Venezuela with economic and polit-
ical support in exchange for future oil shipments.
According to Guevara, “with roughly $67 billion
invested since 2007, China has become a main
source of Venezuela’s external financing, and an
important partner of its oil-based economy”.”? In-
deed, in 2001, Venezuela was the first Latin Amer-
ican country to form a ‘strategic development
partnership’ with China,” followed by a series of
bilateral trade, infrastructure, and energy co-op-
eration deals.

Excessive reliance on oil rent, with a sharp
drop in FDI (post-2006) has deepened PDVSA's de-
pendence on Chinese financial support. An exam-
ple of Asian foreign aid, China seeks to promote
FDI through ‘bilateral lending’ and ‘opportunistic’
(‘state-to-state’)’ alliances rather than through
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multilateral channels or US involvement. Such
bilateral aid has been consistent with China’s
‘go-global strategy’ of promoting Chinese firms
internationally since 1998. The other goals have
been to meet the country’s long-term energy de-
mands and secure access to raw materials.”” Of
particular importance is the energy deal signed in
2008 that would give a big boost to oil exports
to China.”®* However, by 2012, PDVSA’s underper-
formance allowed export of only 640,000 barrels
of oil a day to China; 200,000 of that export rev-
enue simply went to service the country’s debts
to China.” In the first quarter of 2018, China im-
ported only 381,300 barrels of oil from Venezuela,
hitting ‘the lowest in nearly 8 years'” Other recent
deals include a $5 billion credit line from China
to finance investments in infrastructure, elec-
tricity, and agricultural development, including a
joint-venture agreement between the PDVSA and
a Chinese state-owned company, Heilongjiang
Xinliang.”

Paradoxically, China’s ‘go-global strategy’ and
bilateral diplomacy face limitations in Venezuela.
The Chinese market potential has yet to be real-
ized due to conflicts of interest in the global oil in-
dustry. In addition to limited refinery capacity, Chi-
na has little proximity to Venezuela, which brings
with it the high cost of transporting Venezuelan
oil. The other obstacle is Venezuela’s ability to pay
sovereign debt, which undermines China’s contin-
ued investments in the Orinoco Oil Belt. PDVSA
only signed short-term sales contracts because of
China’s interest in cheap fuel oil, whereas PDVSA
seeks to increase the price of its heavy oil prod-
ucts. Finally, China has “signaled its willingness to
work with opposition leaders” (Juan Guaido) for
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ton D.C: United States, pp. 1-40.

76 Bull, W. (2008, September 25). Venezuela signs Chi-
nese oil deal. BBC News.

77 Plummer, R. (2013, March 5). Hugo Chavez leaves
Venezuela in economic muddle. BBC News.

78  Aizhu, C., Tan, F. (2018, June 15). Venezuela oil ex-
ports to China slump, may hit lowest in nearly 8
years: sources, data. Reuters.

79  Suggett, J. (2010, August &). Latest Venezuela-China
Deals: Orinoco Agriculture, Civil Aviation, Steel, and
S5 Billion Credit Line. Available at: <www.venezue-

lanalysis.com>.

debt repayment, which indicates China’s declining
confidence in the Maduro government.® Until Chi-
na’s potential is fully realized, Central and North
America remain the most important markets for
PDVSA's crude oil export.

7. CITGO: THE US OVERREACH AND
SANCTIONS DILEMMA

Welcomed at one time for its charitable dona-
tions of fuel oil in the USA, CITGO has become a
major player in the ongoing crisis with the US gov-
ernment. In the last decade or so, Venezuela's re-
lationships with the US are the opposite of those
with Russia and China, which are generally aligned
with states considered America’s adversaries. PD-
VSA bought CITGO in 1990, a Houston-based oil
company that has been in business since 1910 and
exports close to a million barrels of oil to the US
annually. CITGO—fully owned PDVSA's subsidiary—
accounts for the largest share of Venezuela’s for-
eign downstream (refinery) operations in the US,
along with operations in the Caribbean and Eu-
rope.t" At its peak in 2007, Venezuela exported an
average of 1.1 million b/d of crude oil to the US.

In the first round of sanctions that began in
August 2017, the US issued “an executive order
that limited access to debt capital and prevented
PDVSA from receiving cash distributions from CIT-
GO".# In January 2019, the White House imposed
broader sectoral sanctions on PDVSA’s crude oil
shipments to the US. The sanctions were aimed at
unseating President Nicolas Maduro, whose last
election in 2018 the US viewed as illegitimate. Pur-
suant to President Trump’s Executive Order, the US
Treasury banned access to US financial markets
and oil supplies for all PDVSA joint ventures and
its subsidiaries, including a blockage on PDVSA’s
property under US jurisdiction and a ban on all
US companies and individuals from ‘engaging in
transactions’ with PDVSA®. As a result, all U.S. im-
ports of Venezuela’'s crude oil were discontinued
in March 2019.8* In April 2019, the US Treasury's

80  Kaplan, S. B, Penfold, M. (2019). p. 38.

81 US Energy Information Administration. (2019, Janu-
ary 7).

82  CRS.(2021). p. 22

83 (RS, (2022).

84  US Energy Information Administration, (2020).
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Office of Foreign Assets Control (OFAC) took steps
to exempt certain transactions from US sanctions
under amended licenses that would allow “only
transactions necessary for the maintenance of
‘essential operations’ through June 1, 2022".%

Even after securing special permissions, the
ban on export authorizations for PDVSA’s foreign
partners negatively impacted US oil interests in
Venezuela. Such an embargo left oil companies
like Chevron, Eni, Repsol “with billions of dollars
in unpaid dividends and debts that had been set-
tled through Venezuelan oil cargos”.®® While hop-
ing to unseat the Maduro government through
economic sanctions, the White House left CITGO
out of the equation from the beginning since it
was a strategically important part of the Ameri-
can business. CITGO is the operator of three of the
largest oil refineries that provide 750,000 barrels
per day (b/d), including one in Chicago that is a
regional energy hub. For instance, in 2015, CITGO
provided 15 billion gallons of gasoline to Ameri-
can drivers.”’

Given the strategic importance of CITGO to
American oil interests, the US expects to carry on
buying oil from PDVSA with little disruption. This
depends on the continued viability of CITGO - PD-
VSA’'s most valued asset abroad. However, CITGO
had already become liable for Venezuela’s debt
when foreign companies attempted to seize PDV-
SA’s CITGO shares as compensation for expropri-
ated assets in 2006-2007. Therefore, the US Trea-
sury (OFAC) took further steps in October 2019 to
safeguard CITGO “from seizure in legal challenges
against Venezuela to preserve the asset for the in-
terim government if it takes power”.® This indicat-
ed that bondholders would be unable to recover
their collateral, which consists of shares in CITGO,
until January 22, 2020, even in the event of a de-
fault on those bonds. In May 2020, CITGO’s new
board, appointed by the interim (US-backed) gov-

85  CRS, (2022).

86 International Business Times News. (2022, March
31). Exclusive-Venezuela's PDVSA Seeks Oil Tankers
in Anticipation of US Sanctions Easing.

87  Jaffe, A. M. (2018, January 23). How Much Worse Can
It Get for Venezuela's State Oil Firm PDVSA? Council
on Foreign Relations. Available at: <https://www.
cfrorg/blog/how-much-worse-can-it-get-venezue-
las-state-oil-firm-pdvsa>.

88  CRS, (2021), p. 11.
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ernment of Juan Guaido, reached an agreement
with bondholders to prevent creditors from lig-
uidating CITGO'’s assets until May 2020. OFAC ex-
tended the protection for CITGO through October
20, 2020.#°

Furthermore, obstacles remain to the full lift-
ing of US sanctions. Given the oil shortage caused
by Russia’s invasion of Ukraine in February 2022,
President Biden initiated talks with Venezuelan
officials about easing some of the sanctions be-
fore the expiry date (June 1, 2022). Around March
2022, traders were speculating that such a move
might lead to the relaxation of restrictions on
Venezuelan bond purchases as well. However,
since the Biden administration does not officially
acknowledge Maduro as the leader of Venezuela,
US investors are still prohibited from buying the
country’s debt, unlike European investors who are
aggressively buying the bonds.”

Ironically, US sanctions against PDVSA result-
ed in increased isolation and consolidation of
power for the Maduro regime. The desired effect,
namely the strengthening of the Guaido-led pro-
visional government and a democratic transition,
failed to materialize. Furthermore, the provisional
government was unable to maintain control over
CITGO’s management. This makes CITGO'’s future
uncertain, as the board of directors keeps chang-
ing and PDVSA tries to regain control of the com-
pany under any future settlement with the US.

8. POLICY IMPLICATIONS
OF THE RESEARCH FOR OIL
INDUSTRY MANAGERS

This paper has examined PDVSA's strategic
importance for North America and its depen-
dence on the US as a ‘lender of last resort’ and
leading global trader. When PDVSA defaulted on
sovereign bonds, the US kept CITGO secure by re-
newing exemptions from US sanctions. This pre-
vented creditors from liquidating PDVSA’s CITGO
shares—‘American cash cow’ and the most valued
asset PDVSA holds abroad.”” Big US oil compa-

89 CRS, (2021), p. 13.

90  Vizcaino, M. E., Yapur, N. (2022, March 8). Defaulted
Venezuela Bonds Are Luring Buyers Betting on US
Deal. Bloomberg.

91 Krauss, C. (2018, October 1). Venezuela's Crisis Imper-
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nies like Chevron benefited from the exemption
and further easing of US sanctions in 2022, which
would help resume their operations in Venezuela.
While Chevron remains committed to investing in
Venezuela, CITGO appears to benefit significant-
ly from reopening trade with PDVSA.”2 This goes
contrary to the emergence of a multi-polar world
order (China, Russia) that would undermine US oil
interests in Venezuela.

US oil industry managers are capitalizing on
the increasing tensions between PDVSA and its
trading partners, which are occurring against the
backdrop of Western sanctions on Russian oil. Al-
though PDVSA has repeatedly expressed interest
in increasing oil trade with China to diversify oil
exports from the US, it must come up with a fea-
sible strategy. Chinese and Russian investments
are high risk and have far bigger liabilities than
originally thought, as they are no longer reliable
markets for Venezuelan oil. Even when oil pric-
es were high, there were structural fault lines
in PDVSA that would open further after prices
dropped. Rosneft’s exit from Venezuela in March
2020 amid US sanctions was a loss of financial
and technical capacity for PDVSA.>* On the other
hand, given PDVSA’s drop in oil production and
the drop in oil prices after the commodity boom,
China finds it harder to trust Venezuela with its
outstanding loans (around $20 billion)* and may
be even reluctant to make more oil investments.
China seems to be “focused more on getting its
payments back than strengthening its diplomatic
relations”® Until China’s potential is fully realized
as a trading partner, North America remains the
dominant market for PDVSA’s crude oil export.

As for the recommendations and directions for
future research, it is conceivable that as oil pric-
es keep rising, PDVSA may once again achieve a
modicum of normalcy. This is an area of research
that needs to be further investigated. In June 2022,

ils Citgo, Its American ‘Cash Cow’. New York Times.

92  Garip, P. (2021, August 12). Venezuela Negotiating
Agenda in Crosscurrent. Argus Media.

93 De La Cruz, A. (2020, April 10).

94  Sigalos, M. (2019, February 7). China and Russia
loaned billions to Venezuela — and then the presi-
dency went up for grabs. CNBC.

95 Garcia, I. (2021, December 22). The Future of the Si-
no-Venezuelan Relationship: Make or Break? Har-
vard International Review.

the US State Department gave the green light to
two European companies, Italy’s Eni and Spain’s
Repsol, to resume shipments of Venezuelan oil
to Europe. This could potentially benefit US oil
companies by helping to reduce Europe’s depen-
dence on Russia and redirecting some of PDVSA’s
shipments from China.*® With recovering oil prices
lately, “Venezuelan oil production recovered from
a historically low level of 500,000 barrels per day
(b/d) in 2020 to a yearly average of 636,000 b/d
in 2021 and, most recently, 788,000 b/d in Febru-
ary 2022".” However, this still begs the question of
how PDVSA can stave off another crisis that seems
almost inevitable for rentier states based on oil.

CONCLUSION

Combining institutional theory of the firm with
resource dependency analysis, this paper exam-
ined the evolving corporate strategy of Venezue-
la’s state-owned oil company, PDVSA. It has exam-
ined the multitude of stakeholders involved in oil
policy making, including local institutional actors
and transnational oil interests. Certainly, obsta-
cles remain to PDVSA’s performance and poten-
tial for investment arising from rentier economy
distortions, especially since the rise of President
Chavez in 1998 and subsequently. As of August
2020, Venezuela produced 360,000 barrels a day
(b/d) of crude oil (excluding condensates)—the
lowest amount ever recorded since 1973. Several
factors continue to drive down crude oil produc-
tion, such as a lack of investments, maintenance
problems in oil infrastructure, a shortage of heavy
oil diluents, and loss of human capital. US sanc-
tions in 2019 and 2020 decreased foreign invest-
ment and limited markets for Venezuelan oil.*®

Since the easing of US sanctions in 2022, US oil
industry managers need much stronger incentives
to resume business talks with PDVSA. Because

96 Parraga, M., Spetalnick, M. (2022, June 6). U.S. to let
Eni, Repsol ship Venezuela oil to Europe for debt.
Reuters.

97 Palacios, L., Monaldi F. (2022, March 23). Venezuela
Oil Sanctions: Not an Easy Fix Available at: <https://
www.energypolicy.columbia.edu/research/com-
mentary/venezuela-oil-sanctions-not-easy-fix#_
edn6>,

98  US Energy Information Administration, (2020).
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of the changing political climate and increased
tariffs on Venezuelan oil under President Trump,
however, these talks might be significantly de-
layed. To boost oil output, the Venezuelan govern-
ment signed new oil deals in late 2018 with seven
companies, akin to private investments (‘operat-
ing agreements’) nationalized by Chavez. Although
the plan seemed like a gesture to allow more for-
eign participation, it faced several hurdles before
the closing of the deal. Most of the companies
involved were small and little known, with no rec-
ognized experience operating oil fields, and US
sanctions have prevented experienced firms from
working with PDVSA.*

With the resumption of diplomatic talks in
2022, the US can utilize other incentives, such as
promoting private sector investments. Such in-
vestments should target stronger technical ex-
pertise, managerial, and organizational resources.
In CITGO's case, for instance, “the United States
could encourage the company to make targeted
investments to update pipeline infrastructure in
Venezuela”®® Another significant challenge lies in

99 Pons, C. (2018, September 10). Exclusive: Venezue-
la signs oil deals similar to ones rolled back under
Chavez - document. Reuters.

Berg, R. (2021, October 12). The Role of the Qil Sec-
tor in Venezuela's Environmental Degradation and
Economic Rebuilding. Available at: <https://www.
csis.org/analysis/role-oil-sector-venezuelas-en-
vironmental-degradation-and-economic-rebuild-

ing>,

100

creating compelling incentives for former PDVSA
employees to return to work in Venezuela. Conse-
quently, should a regime change occur, the central
question becomes which oil companies will work
with PDVSA, rather than focusing solely on FDI.
However, domestic institutions and U.S. oil policy
in Latin America could significantly affect the out-
comes of these incentives.

Overall, this paper has argued that PDVSA’s oil
strategy can’t overcome the paradox of “rentier
socialism”, geared towards using oil income as a
windfall for development. In the long run, PDV-
SA’s resource dependence and its alliance-based
trading will only temporarily mask the underly-
ing over-production crisis. Moreover, the US will
struggle to control Venezuelan oil, a situation
compounded by Donald Trump's executive order
set to begin in early April 2025. This order mandat-
ed a 25% tariff on U.S. trades for any nation buying
oil or gas from Venezuela.”" In addition to higher
oil prices in the US and reduced imports of Vene-
zuelan oil, China (as the largest buyer of Venezu-
elan oil) will face greater costs, potentially reduc-
ing its imports of Venezuelan crude. With a loss of
export income, the state-owned PDVSA is struc-
turally limited in its ability to diversify resources
and operate effectively in the global market.

101  Parraga, M. (2025, March 25). Oil loading slows at
Venezuela's ports amid US tariffs, license termina-
tion, data shows. Reuters.
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Abstract. This article explores the potential consequences of Donald Trump’s return to the presi-
dency on the ongoing Russia-Ukraine war, with particular emphasis on the resulting geopolitical shifts
and implications for global security. The analysis examines Trump’s stated positions, proposed peace
plans, and their reception in both Kyiv and Moscow, shedding light on how his rhetoric and strategy
may reshape the trajectory of the conflict. It further contextualizes his approach within broader trans-
atlantic dynamics, including NATO’s cohesion, European defense initiatives, and the global response
to a reoriented U.S. foreign policy. By highlighting Trump’s preference for transactional diplomacy,
skepticism toward multilateralism, and emphasis on bilateral negotiations, the article considers how
these tendencies may accelerate a reordering of the international system and challenge the existing
liberal order. The discussion also assesses the potential ramifications for U.S. alliances and regional
stability in Eastern Europe. The article concludes that while Trump’s promises of a swift peace may
have rhetorical appeal, their implementation could intensify volatility and long-term insecurity in the
region and beyond.

KEYWORDS: PEACE NEGOTIATIONS, NATO AND EUROPEAN SECURITY, RUSSIA-UKRAINE WAR

INTRODUCTION order. Given the multidimensional nature of the
conflict, it involves all representatives of the civi-

In 2022, the war launched by Russia in Ukraine lized world, and its consequences directly or indi-

changed the geopolitical situation in the world.
It is the largest and most multidimensional con-
flict since the end of the Cold War, which has put
an end to the existing rules-based international
system and laid the foundation for a new world

rectly affect other states.

Two years after Russia’s full-scale invasion,
Ukraine has regained approximately 54 percent
of the occupied territory, while Russia still holds
onto 18 percent of the country’s sovereign ter-
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ritory! Meanwhile, Russia continues to bomb
Ukrainian cities and blockades its Black Sea ports,
while Ukraine has stepped up air strikes on Rus-
sian ships and infrastructure, including deep in
the Russian territory.

Since January 2022, Ukraine has received about
$300 billion in aid, but recently, there has been
a growing pessimism on the part of its support-
ing countries and a need for policy review, most
clearly demonstrated by the election in the United
States, where Republican Donald Trump returned
to power. Trump’s main message to the world was
that he would end the war in Ukraine.? However,
the ongoing processes and the unpredictable for-
eign policy of the United States leave question
marks, based on which it has become very difficult
for politicians or experts to predict the course of
events. At times, Trump’s statements do not co-
incide with each other, but his message is clear
that he wants to end this war, which he reiterated
during a meeting with the new German Chancellor
Friedrich Merz in June 2025.

In one of his comments, Trump argued: “Some-
times you see two little kids fighting like crazy.
They hate each other, and they'’re fighting in the
square, and you're trying to help them. Some-
times, they don’t want to be helped; sometimes
it's better to stop and let them fight for a while
and then help them. | told Putin on the phone,
President, you might have to continue the war and
a lot of suffering, because both sides are suffering
before you help them, before you can help them.
In some form, there will be additional fighting. He
hit them, and they hit them very hard, deep into
Russia. Putin made it very clear to me so we have
no choice but to hit them, and it probably won’t be
pretty. | told him I don’t like this. | said, ‘Don’t do
this. You should not do this. You have to stop this’.
But again, there is a lot of hatred between Russia
and Ukraine. | stopped the war between India and
Pakistan, and | want to do the same with Russia
and Ukraine. At some point, it will happen. | be-
lieve in it. If it doesn’t happen, or if | see someone
deviate from this path, if Russia deviates, you'll be
surprised how tough we will be”?

1 Center for Preventive Action. (2024). War in Ukraine.

2 Slattery, G., Landay, J. (2024). Trump's plan for
Ukraine comes into focus: NATO off the table and
concessions on territory.

3 FrontNews. (2025). Trump, | am with Ukraine, | am
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1. RUSSIA-UKRAINE WAR AND TRUMP’S POLICY

Trump laments the devastation of Ukrainian
cities and the deaths on both sides, insisting that
the real toll will ultimately be much higher than
Kyiv and Moscow have so far claimed. “They're
killing everyone, it's the worst massacre this world
has seen since World War II. It has to stop”, he
said, adding that his administration would speak
to both Russian President Vladimir Putin and
Ukrainian President Volodymyr Zelensky.*

Trump’s team is working on a plan to bring
Ukraine and Russia to the negotiating table, and
their statements indicate that both Kyiv and Mos-
cow will have to make compromises, although the
Ukrainian president has repeatedly stated that
the war cannot end at the expense of Ukraine’s
sovereignty and territory, and the only way to end
it fairly is to increase pressure on Russia and in-
crease aid to Ukraine, which is unlikely to happen
under Trump’s presidency.®

During the Russian-Ukrainian talks in Turkey,
there was a feeling that the war might be com-
ing to an end, or that a temporary ceasefire might
be agreed upon, but the real outcome of the talks
was only a prisoner exchange. At the same time,
Trump believes that Ukraine and Russia are like
two children who should be allowed to fight until
they choose to behave otherwise. “Sometimes you
see two little kids fighting like crazy, sometimes
they don't want to be helped, and sometimes it's
better to stop and let them fight for a while and
then help them” — Trump said.®

Donald Trump has been paying closer atten-
tion to ending the war in Ukraine since being
elected the 47" president of the United States.
Based on comments made during his first term,
Trump’s thinking remains highly transactional on
foreign policy in general and the Russia-Ukraine
conflict in particular:

He promised to end the war quickly, within
months of his presidency. Trump’s operating mode
has been to deal with the other “most powerful”

for stopping the killings, this is what | really want.
4 Politico. (2024). Trump sees ‘a little progress’ to-
ward ending war in Ukraine.

5 FrontNews. (2024). Zelenskyy: Ukraine must secure
peace without trading territory or sovereignty.
6 FrontNews. (2025). Trump, | am with Ukraine, | am

for stopping the killings, this is what | really want.
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people in the room and often to ignore other
stakeholders. Trump’s operational approach has
always been to deal with the other “most power-
ful” people in the room and often to ignore other
stakeholders.’

This means that any peace talks are likely to
be bilateral between Trump and Vladimir Putin,
the dynamic which Putin seems to have support-
ed. While Trump’s meetings with Zelensky in New
York and Paris may have signaled the possibility
of revealing his thoughts, Trump may simply be
positioning himself for the talks, but these expec-
tations dramatically changed by the time of the
talks between the Ukrainian and Russian delega-
tions in Istanbul.

Trump’s statements suggest that he plans to
end the war with the status quo, with Russia re-
taining control of the occupied territories. By cut-
ting off U.S. military and financial aid to Ukraine,
by rejecting Kyiv's membership in NATO, and by
recognizing Russian sovereignty over the occupied
territories of Ukraine. Trump can project his power
both at home and abroad.

Trump’s statements also focus on the scenario
of a breakdown in peace talks: Trump could step
up arms and financial aid to Ukraine. The Biden ad-
ministration gave Ukraine the opportunity to use
its weapons to attack Russian territory, which in
turn increases the risks of escalating the conflict as
Putin escalates with tactical nuclear weapons.

Trump could pressure allies in this scenario to
ease the Western sanctions regime against Rus-
sia and its oligarchs. This would not only directly
help Russia but would also hinder Ukraine's war
effort, as billions of dollars in interest from frozen
Russian central bank assets are currently being
funneled to Kyiv to finance reconstruction and re-
armament.

Donald Trump will focus on achieving peace
in Ukraine rather than returning occupied territo-
ries, saying Ukraine’s focus should be on peace,
not territory.® Brian Lanza, who worked on Trump’s
2024 presidential campaign, said the administra-
tion would push for Zelensky to consider a “realis-
tic vision of peace”.

7 Kelly, M.J., Martin, C. (2024). Trump's Endgame for
the War in Ukraine.

8 Santos, S.F. (2024). Trump ally says Ukraine focus
must be peace, not territory, BBC News.

Given the current scenario, following Donald
Trump’s victory in the presidential election, there
was concern that Ukraine could lose the contin-
ued support of its most important ally, the Unit-
ed States, which has spent $108 billion in military,
humanitarian, and economic aid since Russia’s
February 2022 invasion.

“We are preparing for the worst-case scenar-
io, when [Trump] stops all aid”, said Lieutenant
General Ihor Romanenko, a former deputy chief of
the General Staff of the Ukrainian Armed Forces.’
Trump has promised to end the Russia-Ukraine
war “within 24 hours”, but has provided little ex-
planation for the plan, saying he would cut off mil-
itary aid to Kyiv unless it begins peace talks with
Moscow.

Trump’s “peace plan” remains vague, but ex-
perts say it likely involves giving up some or all of
the territory occupied by Russia, nearly 19 percent
of Ukraine’s territory, in exchange for a peace deal
or a freeze along the present front-line positions.
They were made more stringent by Russia at the
second round of talks in Istanbul.

Trump, who often describes himself as a mas-
terful deal-maker, has also argued that if Mos-
cow does not engage in peace talks, he will push
ahead with the supply of advanced weapons to
Kyiv. This approach implies a more forceful and
hardline approach to international security issues
and is focused on achieving concrete results with
whatever means available. Trump’s promise that
the war will end is inevitable, because he might
be thinking of two scenarios: a. forcing the con-
flict to freeze under the current status quo, which
includes cutting off financial and military aid to
Ukraine, or b., strengthening Ukraine militarily. In
either case, the war will end, and the foundation
for a new geopolitical order will be laid. Howev-
er, the new German Chancellor has taken the ini-
tiative and lifted restrictions on Ukraine’s use of
long-range missiles, and he will also transfer Tau-
rus missiles to Ukraine.

Earlier, one of President-elect Donald Trump’s
first congratulatory phone calls was to Ukrainian
President Volodymyr Zelensky on the day after the
election. Both sides noted that the conversation

9 Al Jazerra. (2024). Russian-Ukrainian War. (2024).
‘Worst-case scenario’: Ukraine awaits Trump’s pres-
idency with trepidation.
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was positive and focused on future peace. It was
not until the following day that Trump spoke to
Russian President Vladimir Putin, and even then,
the Kremlin denied the dialogue had gone as
smoothly as the Russian leader had hoped. The
Washington Post, which first reported the call, cit-
ing five sources familiar with the matter, said that
Trump “urged the Russian president not to start
a war in Ukraine and reminded him of Washing-
ton’s significant military presence in Europe”. This
is certainly not a message Putin would welcome.

Trump and Vice President J.D. Vance's talk of
a quick peace deal poses a major challenge for
Ukraine. The Trump administration’s new peace
plan would force both sides to compromise in
order to avoid further war and destruction. How-
ever, recent actions and the dynamics of the war
make it clear that the war is still going to contin-
ue. Trump’s future priorities and the current state
of geopolitical dynamics could lead to a peace
deal that still gives Ukraine positive leverage.

Although NATO has been promoting Ukraine’s
membership prospects since 2008, it has repeat-
edly put the process on hold, but Ukraine's size
and its experience in hot war for more than a de-
cade, not to mention the contribution of Ukrainian
troops in the past, could be a valuable argument
in its favor but Vladimir Putin emphasizes and
the peace agreement memorandum he presented
strictly defines Ukraine’s military neutrality and
the inadmissibility of such forces. This could be
a particularly important element as Trump renews
pressure on European allies in NATO to increase
their defense spending and rely less on the United
States. Fears of Trump’s waning support for the al-
liance itself also provide a backdrop for support-
ing Ukraine. In response to recent developments,
NATO has begun rearmament and related exercis-
es. European states are increasing their military
industries, and much of their armaments remain
strictly classified. Eastern European states, which
face a direct military threat in the face of increased
possible intervention, are especially preparing.

In addition to the recent developments around
the military issue, a particularly heated confron-
tation has begun between Trump and Elon Musk,

10 Gienger, V. (2024). To ‘End’ War in Ukraine, Trump
Might Be Tougher on Putin Than Critics Think. Just
Security.
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which was fueled by Elon Musk’s resignation from
his position and Trump’s criticism of him. Trump
accuses Elon of using psychotropic drugs, which,
in his opinion, was the basis for aggression. Elon
Musk, on the other hand, has recently accused
Trump of being in Epstein’s files.

The fierce public dispute between US Presi-
dent Donald Trump and his billionaire supporter,
Elon Musk, intensified after Musk publicly accused
Trump of mentioning his name in government files
related to the crimes of financier Jeffrey Epstein.
The Trump administration has admitted that it is
reviewing tens of thousands of documents, videos,
and investigative materials that its MAGA move-
ment says will expose public figures complicit in
Epstein’s crimes."

2. GEOPOLITICAL RAMIFICATIONS
AND THE NEW GLOBAL ORDER

Trump’s return to the presidency significantly
affects not only the course of the Russia-Ukraine
war but the structure of the global order itself. His
transactional diplomacy, characterized by priori-
tizing bilateral deals with strongmen over multi-
lateral alliances, signals a retreat from the estab-
lished international norms shaped by post-World
War Il institutions such as NATO and the UN.

Under Trump's leadership, key European coun-
tries—especially Germany under Chancellor Frie-
drich Merz—have moved toward strategic autono-
my by increasing defense budgets and expanding
military-industrial capabilities. Eastern European
states, facing direct military threats, are particu-
larly accelerating rearmament to hedge against
potential weakening of U.S. guarantees. In paral-
lel, global actors like China, Iran, and North Ko-
rea perceive opportunities in a more isolationist
U.S. stance. Trump’s inconsistent signals toward
allies like South Korea and Japan have prompted
debates about nuclear deterrence and indigenous
defense capabilities. Meanwhile, in the Middle
East, the recalibration of power dynamics is ev-
ident in Gulf states balancing relations between
Washington, Moscow, and Beijing.

The weakening of a rules-based international

1 France24. (2025). Musk accuses Trump of being
named in Epstein files as public row worsens.
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order is a direct consequence of normalizing terri-
torial acquisition through force. Trump’s openness
to recognizing Russia’s control over Ukrainian ter-
ritories risks setting a dangerous precedent, po-
tentially encouraging other authoritarian regimes
to pursue expansionist agendas. Thus, Trump’s
Ukraine policy has repercussions far beyond the
immediate region. It accelerates a transition to-
ward a multipolar world where power politics pre-
vail over democratic values and international law,
fundamentally challenging the liberal world order™.

CONCLUSION

Since 2022, the war has only escalated with
devastating consequences not only in terms of
human lives and infrastructure, but also the ero-
sion of the rules-based international system. Each
step taken towards peace talks escalates the sit-
uation, as Russia’s real goals in this war are grad-
ually expanding. Despite Trump’s attempts to end
the conflictin a short time, he has failed to change

12 Avdaliani, E. (2022). New World Order and Small Re-
gions. The Case of South Caucasus. Palgrave Mac-
millan, pp. 17-72.

the situation, which means that the war contin-
ues. European security is also clearly at the center
of the negotiations, where Germany, with its new
Chancellor supporting Ukraine and expressing its
readiness to create the most powerful army in Eu-
rope. Leaders around the world, be it in the Mid-
dle East, Asia-Pacific countries, and beyond, are
watching the results and signs of the US position
to determine their future.

Trump’s diplomacy to end the war and lay
the foundation for a lasting peace creates a pos-
itive outlook, although given the recent devel-
opments, it is still questionable. Trump’s policy
is result-oriented and assumes a compromise
between both sides, since the escalation of this
conflict was largely determined by decisions that
took into account the interests of both sides and
a process that took place over time. According to
Trump, there is no alternative to peace, which is
an important statement against the backdrop of
increased threats and destabilization in the world.

Thus, it is impossible to predict the end of the
brutal war waged by Russia against Ukraine. One
outcome is clear, though: the collapse of the inter-
national system, the arms race, and militarization
pose a threat to peace and global stability in the
long term.
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INTRODUCTION

Some European countries are not part of the
Union for various reasons (neutrality in Switzer-
land, fiscal freedom in Andorra, etc.), while oth-
ers are applying to join. Georgia is one of these
new countries eager to join the European Union,
a desire marked by the Georgian population it-
self (82%'"), and by the decision of the Union’s
institutions to recognize the validity of Georgia’s

1 National Democratic Institute. (2023, May). Taking
Georgians' pulse: Findings from March 2023 tele-
phone survey (Conducted by CRRC Georgia, p. 50).

application for enlargement on December 14,
2023.

Founded after the Second World War to pro-
mote peace, prosperity, and solidarity between
its member states, the European Union today is
much more than just the economic and customs
union it was at its inception. Today, it occupies
a central position in the world’s political, eco-
nomic, social, cultural, diplomatic, and strategic
landscape. What's more, it embodies an ambi-
tious project to support and encourage demo-
cratic values, human rights, and cooperation on
an international scale.
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In the current and prospective context, the
European Union is facing a series of complex and
interconnected challenges: the scale and recur-
rence of international economic and financial cri-
ses; the sometimes uncontrolled migration at its
borders; the renewal of security policies against
cybercrime and terrorism; the return of symmetri-
cal conflicts in Europe (war in Ukraine); the erratic
international policy of Donal Trump; the neces-
sary revolution in the face of threats to climate
and biodiversity.

To achieve this, the Union is implementing in-
stitutional and pragmatic internal measures, and
participating in international cooperation, but it
must also rethink its global influence: the United
States is no longer Europe’s unconditional ally,
and the rise of new players (China, India, Rus-
sia...) demonstrates the need to re-examine its
place and role on the world stage. Does Europe
want to close itself off like a besieged fortress, to
deny itself by returning to a selfish, individualistic
Europe of Nations, or to continue to expand with
new members bringing new opportunities?

To meet this challenge, on June 14, 2022, in
Brussels, the European Council held a strategic
debate on the European Union’s relations with its
partners in Europe, focusing on the proposal to
launch a “European political community”. The aim
is to provide a platform for political coordination
for European countries across the continent, with
this platform potentially involving all European
countries with which the Union maintains close
relations.

The aim would be to foster political dialogue
and cooperation to address issues of common
interest, to strengthen the security, stability, and
prosperity of the European continent.

In its conclusions (June 23-24, 2022), “The Euro-
pean Council recognizes the European perspective
of Ukraine, the Republic of Moldova and Georgia.
The future of these countries and their citizens
lies within the European Union”.?

The European Council was thus ready to grant
candidate country status to Georgia once the pri-
orities set out in the Commission’s opinion on

2 Consilium. (2022). Conclusions of the European
Council, 23-24 June 2022. Available at: <https://

www.consilium.europa.eu/media/57452/2022-06-
2324-euco-conclusions-fr.pdf>;
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Georgia's application for membership had been
taken into account. This will be done in December
2023, with Georgia officially acceding to candidate
country status.

What benefits can the European Union expect
to derive from the future integration of these new
countries, specifically Georgia, which is not direct-
ly attached to the geographical territory of exist-
ing Europe? The analysis must be carried out at
several levels, each of which corresponds to spe-
cific and plural expected benefits.

1. POLITICAL, INSTITUTIONAL,
AND SECURITY LEVEL
A - Expanding the European Union’s Sphere
of Influence

Generally speaking, the addition of new mem-
bers can only widen the EU’s geopolitical scope
and strengthen its role as an international player,
giving it a stronger voice in world affairs. Enlarge-
ment is therefore one of the major strategic ele-
ments of the European Union’s foreign and neigh-
borhood policy.

From a practical point of view, the example of
Croatia’s accession in 2013 is a perfect illustration
of how the integration of new members enables
the EU to strengthen its regional influence and
promote stability. Indeed, Croatia’s accession has
enabled the EU both to strengthen its influence in
the Western Balkans and to help stabilize the re-
gion.’ Indeed, the Western Balkans is a historically
fragile region, marked by ethnic and political con-
flict, and as such, represents a strategic area for
the EU. Croatia’s accession symbolized the EU’s
strong commitment to the stabilization and inte-
gration of this region. By becoming a member of
the EU, Croatia has also served as a model for the
other countries of the Western Balkans, demon-
strating two important points: firstly, that eco-
nomic, political and social reforms can lead to full
membership, and secondly, that Croatia’s acces-
sion has strengthened the EU’s credibility as an
actor capable of promoting democratic and eco-

3 European Monitor (2013, Friday 28). Croatia’s ac-
cession to the European Union - Q&A - Main
contents. Available at: <https://www.eumonitor.
eu/9353000/1/j9vvik7mic3gyxp/vjavfyp3hcy0>.
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nomic reforms. The countries of the region, such
as Serbia, Montenegro, Albania, Northern Macedo-
nia, and Bosnia-Herzegovina, see the EU, through
this example, as a key partner for their develop-
ment and stability. The EU’s commitment through
enlargement also encourages these countries to
adopt European standards of governance, human
rights, and the rule of law, and thus demonstrates
the Union’s ability to promote its “soft power” val-
ues internationally.

Expanding the EU’s area of influence by inte-
grating Georgia, in a fragile and dangerous geo-
political and strategic context, is therefore in line
with strategic geopolitics: Georgia, situated at the
crossroads of Eastern Europe and Asia, occupies
a strategic geographical position of particular im-
portance to the European Union. By considering
Georgia’s integration, the EU could considerably
extend its area of influence in the South Caucasus,
a region marked by geopolitical tensions and the
competing ambitions of powers such as Russia
and Turkey.

Georgia’s geographical and geopolitical loca-
tion would be of great benefit to Europe: among
other things, it would position Georgia directly
on the northern border of Turkey and Armenia
(another candidate for EU membership), and the
northeastern border of Azerbaijan and the south-
ern border of Russia. The European Union’s area
of influence would thus be multiplied by Georgia’s
accession to the Union alone.

B - Promoting Peace, Security, and Long-
term Stability

By encouraging cooperation and economic,
political, and social integration, EU enlargement
can help to promote long-term peace and stabil-
ity throughout the European region and on the
southern border of the Caucasus. Thus, by inte-
grating Georgia, the EU can only strengthen its
ability to shape regional orders and to guarantee
the collective security of its space and the new
integrated territory. Indeed, this enlargement pro-
cess is not only beneficial for the new member but
also for the Union as a whole, by strengthening its
geopolitical position and ensuring the harmoni-
ous and stable development of its neighborhood.

Here, too, the Croatian example is conclusive:
stabilization of the Western Balkans is crucial to
the security of Europe as a whole. Croatia’s inte-
gration has reduced the risk of conflict in the re-
gion by anchoring the country in European struc-
tures of security and cooperation. It has also sent
out a strong signal against the influence of outside
players such as Russia and China, who are seeking
to extend their influence in Eastern Europe and
the Balkans in particular. Croatia’s accession has
also encouraged greater regional cooperation. By
becoming a member of the EU, Croatia has active-
ly participated in regional cooperation initiatives,
helping to resolve bilateral disputes and promote
reconciliation in the Western Balkans. This has
helped to create a more stable and cooperative
environment in the region.

Georgia’s integration into the EU would there-
fore help stabilize a region often shaken by con-
flict. Georgia’s proximity to trouble spots such as
Abkhazia and South Ossetia, and its recent history
of war with Russia in 2008, make the promotion of
peace and security crucial. By integrating Georgia,
the EU could play a more active role in resolving
regional conflicts and promoting reconciliation, or
at least stabilizing a highly critical geopolitical sit-
uation. Indeed, Georgia's integration into the EU
would drastically weaken Russian influence in the
South Caucasus, as Russia wields considerable
influence in the region and takes a dim view of
its Georgian and Armenian neighbors’ attempts
at European and Atlantic integration. By offering
Georgia a path to membership, the EU could re-
duce Georgia’s dependence on Russia, strengthen
the country’s sovereignty and independence, and
represent a major step in expanding the Union’s
sphere of influence. The EU would thus strength-
en its ability to shape the regional order in the
South Caucasus, promote stability and security,
disseminate its values, and reduce the influence
of external actors.

A number of concrete examples demonstrate
that enhanced cooperation between EU member
states in the field of defense and security has
made it possible not only to combat direct and
indirect military threats (cyber threats) more ef-
fectively, but also to coordinate responses to in-
ternational crises.* Similarly, several studies have

4 Consilium. (n.d.-a). Defence and security policy.
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shown that EU enlargement has had a positive ef-
fect on peace and stability in the candidate coun-
tries, and even more so in the integrated coun-
tries.’

In this respect, the Ukrainian example is also
quite conclusive: any country bordering a power
aiming at expansionism (conquest of territory,
human colonization), in this case, Vladimir Putin’s
Russia, can suddenly be invaded under the pretext
of ethnic regrouping or reconstitution of a “histor-
ically” homogeneous territorial unit. Georgia un-
derwent this expansionist policy in 2008, Crimea
in 2014, and the eastern part of Ukraine in 2022.
Yet, Putin is not attacking any of the NATO and/
or EU member states on which he might also have
conquering designs: Poland and the three Baltic
states of Estonia, Latvia, and Lithuania. Europe-
an membership and the common military defense
shield of NATO member countries are sufficient
deterrents to prevent any direct military aggres-
sion. Finland, for example, after decades of neu-
trality, urgently joined the Defense Organization
on April 4, 2023, protecting itself from any expan-
sionist vision on the part of its Russian neighbor.
The integration of new members into the EU is
therefore undeniably an essential factor in main-
taining security and stability, both for these terri-
tories and for the Union as a whole.

2. IDENTITY AND CULTURE
A - Strengthening the Cohesion of the
European Identity

Europe is made up of 27 heterogeneous states
(level of economic and social development, specif-
ic cultures and languages, etc.). It is this diversity
that makes it so rich. Any additional contribution
based on “present consent, the desire to live to-
gether, and the will to continue to make the most
of the heritage we have received” (Ernest Renan),
underpins the ideal of a “European nation”.

It's not a question of creating a “United States
of Europe”. The United States is a country popu-
lated by conquered natives, successive waves of

Available at: <https://www.consilium.europa.eu/
en/policies/defence-security/>.

5 Consilium. (n.d.-a). Defence and security policy.
Available at: <https://www.consilium.europa.eu/
en/policies/defence-security/>.
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migrants, and descendants of slaves, who ended
up creating a “melting pot” of diverse populations,
mostly from outside the territory, creating a sover-
eign and unified state. Europe, on the other hand,
is made up of locally existing nations, of countries
built up throughout history, which continue to exist
in the community formed by the European Union.
Far from denying linguistic and cultural differences,
Europe claims to be a juxtaposition of autonomous
entities, freely linked by a new common destiny,
enjoying the richness of its differences. There is no
desire to create a “European” in the sense of an
“American”, there is no attempt to acculturate or
dominate one culture over another, but on the con-
trary, a desire to build a common project on these
specificities and disparities.

In this way, each new arrival enriches the di-
versity of the European Community, and helps to
continue building a European “identity”, this rich-
ness being the very foundation of its existence:
“strengthening the European identity is a necessi-
ty for the future of Europe”®

But how can we define Europe in terms of iden-
tity, to promote common European values? In oth-
er words, which countries not yet integrated into
the Union can be “naturally” defined as “Europe-
an”, and therefore “legitimately” accessible to full
integration? A single criterion is not enough. For
example, if we take only the geographical aspect
into account, it may seem incongruous to refuse
Turkey’s application but to integrate Georgia and
Armenia, which are located further to the east.
History would lead us to consider territories long
conquered and dominated by European empires
(the Maghreb, for example), and the linguistic
aspect alone to consider access to Europe for
French-speaking, English-speaking, or other peo-
ples. Religion is an aspect often evoked, through
the fantasy of a “Christian” Europe, which does
not stand up to the undeniable presence of other
religions on the continent, and to the dominant
secularism in the powers and cultural life of many
contemporary European countries. A multiplicity
of objective and subjective criteria must be tak-
en into account: to the north and west, the Atlan-
tic Ocean marks a geographical boundary; to the

6 Cairn.info. (2004). L'Europe et ses frontiéres. Etudes,
(6), 729. Available at: <https://www.cairn.info/re-

vue-etudes-2004-6-page-729.htm>.
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south and towards Turkey, history, religion, and
customs form a second frontier. To the east, an-
other criterion needs to be added: if history, re-
ligion and customs are shared (as in the case of
Russia), the Union can only admit states that have
voluntarily decided to claim, assume and apply
the political and institutional consequences of
their membership of the common project that is
the European Union.

The enlargement of the EU to include Georgia
meets all the criteria mentioned here: the coun-
try’s history is European, its religion has been
dominant in Europe for two millennia, its culture
is in no way oriental or Asian, and its desire to
anchor itself institutionally in Europe is strong.
Moreover, Georgia’s accession would reinforce the
spread of European values of democracy, the rule
of law, and respect for human rights in the South
Caucasus and motivate Georgia to pursue and in-
tensify its political and economic reforms, align-
ing its standards and practices with those of the
EU.” Finally, membership would serve as an exam-
ple to other countries in the region, encouraging
similar developments.

There is also a kind of “moral duty” Europe-
ans owe to Georgia: it was one of the first coun-
tries to disengage from Russia after the collapse
of the USSR. In 2004, Eduard Shevardnadze was
overthrown by the “Rose Revolution”, ushering
in a pro-European and reformist government. In
2008, former president Mikheil Saakachvilli ap-
plied (along with Ukraine) for NATO membership.
It was supported by George W. Bush, but rejected
by Nicolas Sarkozy and Angela Merkel to avoid of-
fending Putin’s Russia... Two months later, in Au-
gust 2008, Russia attacked the capital Thbilisi and
moved into the breakaway republics of Abkhazia
and South Ossetia. NATO membership would have
prevented this, as would EU membership today.
Finally, as we have already mentioned, Putin is not
currently attacking any NATO and/or EU member
country: the moral duty of Europeans is therefore
matched by the geostrategic necessity of contain-
ing Russian influence.

7 EEAS (07.09.2023. The EU and Georgia. Available
at: <https://www.eeas.europa.eu/georgia/europe-

an-union-and-georgia_en?utm_source=chatgpt.
com>.

B - Boosting Tourism and Cultural Wealth

Tourism is a crucial sector for the European
economy, making a very significant contribution
to the GDP of EU member countries: in 2019, tour-
ism accounted for around 10% of EU GDP and gen-
erated over 27 million jobs, or almost 12% of total
employment in the EU.

The addition of Georgia to the EU can only
stimulate intra-European tourism, encouraging
citizens of the current Union to discover new plac-
es, traditions, and cultures.

Indeed, Georgia, with its rich history, unique
culture, diverse landscapes, and natural heritage,
would add a new dimension to the EU’s tourism
offering, attracting tourists interested in less-
er-known, more “authentic” and original destina-
tions. In 2019", Georgia welcomed over 9.3 million
international visitors, so it's a safe bet that the
country’s accession would lead to a sharp rise in
tourism on its soil. There are many compelling ex-
amples:

Hungary and Poland joined the European
Union in 2004. On average, these two countries
received 9.6 and 14.3 million travelers a year, re-
spectively, before their accession. By 2019, these
figures will have risen to 16.5 and 21.4 million
tourists, an increase of over 70% for Hungary and
around 50% for Poland. The growth of the sector,
thanks to accession, is therefore quite significant.

The same applies to Bulgaria (5.2 million tour-
ists in 2007, versus 12 million in 2019, an increase
of 130%), Romania (1.9 versus 2.7 million, a 42%
increase in inflows), and Croatia (12.4 million in
2013, when it joined the EU, 19.5 million in 2019, an
increase of 57% in just six years).?

These figures show that EU membership has
had a positive impact on tourism in member
countries, particularly in terms of increasing the
number of foreign visitors. This is due to a num-
ber of factors, including easier travel, greater po-
litical and economic stability, better integration
into European transport networks, and greater
visibility of destinations for foreign tourists. But

8 *We have deliberately chosen this reference date,
so as not to take into account the effects of the
Covid 19 pandemic from 2020 onwards.
Eurostat. (n.d.). Tourism statistics. Available at:
<https://ec.europa.eu/eurostat/statistics-ex-
plained/index.php?title=Tourism_statistics>.
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it's undeniable that the effects are also positive
for the European Union as a whole, as these tour-
ism-receiving countries contribute to the Union’s
budget, and encourage their citizens to travel to
the rest of Europe too. It also harmonizes quality
standards and regulations in the tourism sector,
enhancing the tourist experience and boosting
confidence: according to a study by the Europe-
an Commission, some 80% of tourists say they are
satisfied with tourist services in the EU, thanks to
perceived quality and safety.

Georgia’'s accession to the EU would attract
structural and investment funds to develop tour-
ism infrastructures, thus improving the accessibil-
ity and quality of the country’s tourism services.
At the same time, tourism partnerships based on
policies of regional cooperation and joint initia-
tives would be strengthened: Georgia’s accession
would enable enhanced cooperation with other
EU member countries on shared tourism initia-
tives, such as cultural itineraries and joint tourism
promotion projects.

The tourism sector can rely on the promotion
of the country’s rich culture and heritage. Geor-
gia is known for its UNESCO World Heritage sites’,
its ancient wine-making traditions, its unique and
varied cuisine, its charming capital city steeped in
history, and its remarkable natural sites.

Georgia also has a rich and diverse history and
culture, with a long-standing and vibrant artis-
tic, musical, and literary tradition. Its integration
into the EU would thus enrich the Union’s cultur-
al diversity, bringing new perspectives, traditions,
and forms of artistic expression. In the form of a
shared cultural heritage, its integration into the
EU could both contribute to the preservation and
promotion of this common cultural heritage and
strengthen the sense of belonging to a diverse
and multiple European community. Similarly, the
country’s integration would facilitate cultural and
artistic exchanges between Georgia and the other
member states of the European Union. This could
take the form of artistic collaborations, cross-cul-
tural festivals, exhibitions, and other events, all
promoting mutual understanding and the enrich-
ment of citizens.

9 UNESCO. (n.d.-a). Georgia — UNESCO World Heritage
Centre. Available at: <https://whc.unesco.or

statesparties/ge>.
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Beyond tourism and cultural exchanges, edu-
cation and research would also benefit from this
full integration, in at least three respects: firstly,
the promotion and development of multilingual-
ism, with the Georgian language joining European
language programs, enriching the language skills
of EU citizens. In addition, the development of ed-
ucational and cultural resources, both in Georgian
and in European languages, will facilitate mutu-
al language learning throughout the Union. The
second advantage would be the extension of ed-
ucational exchange programs, such as Erasmus+,
to Georgian students and researchers, enriching
academic and cultural prospects within the EU.
Last but not least, integration would enable the
amplification of research between scientists, hu-
manities specialists, academics, and private play-
ers. The writing of this article is a prime example
of this.

These combined advantages could make the
Union an even more attractive, enriching and
competitive tourist, cultural, scientific and intel-
lectual destination on the world stage, strength-
ening the European Union’s global appeal.

3. ECONOMIC AND STRATEGIC LEVEL
A - Economic Benefits from Expansion
of the Single Market

The accession of new countries increases the
size of the EU single market, opening up new op-
portunities for trade, investment, and growth,
both for the newcomer and for existing member
countries.

So, for example, if we take the case of Croa-
tia seen above, EU enlargement has opened up
new economic opportunities for both sides. Cro-
atia has benefited from European investment (7.7
billion euros in FDI (Foreign Direct Investments)
between 2013 and 2019), structural and cohesion
funds (12.7 billion euros since 2013), which have
stimulated its economic development (gain of
over 7 billion euros in GDP).

In return, European companies have gained
greater access to the Croatian market, boosting
trade and investment in the region: integration
has added some 4.2 million consumers to the sin-
gle European market, significantly increasing the
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volume of intra-EU trade. The integration of 10
new countries in 2004 (including Poland, Hunga-
ry, and the Czech Republic) led to a significant in-
crease in intra-EU trade: between 2003 and 2008,
exports from the old member states to the new
ones almost doubled, from 134 billion euros to 247
billion euros.

Similarly, in macroeconomic terms, the acces-
sion of new members, even if they are less wealthy
and less developed, is a source of growth for the
Union as a whole: +2.8% growth in European GDP
following the entry of Croatia, +4% following the
accession of Bulgaria and Romania in 2007.°

In addition to these quantitative data, there
are also positive qualitative elements: the integra-
tion of new countries stimulates competition and
innovation, which in turn strengthens the overall
competitiveness of the EU and the new countries
on the world stage." Micro-economically, too, the
positive data are undeniable: the integration of
new members promotes job creation through-
out the EU. For example, the 2004 enlargement
contributed to the creation of 1.5 million jobs in
the new member states between 2004 and 2007.
What's more, in a report by the European Commis-
sion,? detailing the economic impact and benefits
of EU enlargement in terms of jobs and econom-
ic growth, totaling the jobs created directly in the
member states and the additional jobs indirectly
created in the old new member states, it is esti-
mated that EU enlargement since 2004 has con-
tributed to the creation of around 4 million jobs
across the EU as a whole up to 2019.

EU enlargement also brings economies of
scale, particularly in manufacturing and services.
EU companies can benefit from lower produc-
tion costs and a larger market for their products
and services. The French example of the “Dacia”
car brand is a case in point: this brand could not
have been created in France, as production costs

10 UNESCO. (n.d.-b). Georgia - UNESCO World Heritage
Centre. Available at: <https://whc.unesco.or

statesparties/ge>.

1 ENA. (n.d.). Qiao: Les nouvelles routes de la soie.

Available at: <https://www.ena.fr/content/down-
load/2826/45682/version/1/file/Qiao.pdf>.

12 European Commission. (n.d.-b). European Econ-

omy. Available at: <https://ec.europa.eu/econo-

my_finance/publications/pages/publication13389
en.pdf>,

and taxes made it impossible to produce a low-
cost, high-quality vehicle. By locating its activities
in Romania, the French group directly employs
14,000 people, accounts for 14% of manufactur-
ing jobs in the country, and contributes 3% to the
national GDP. In France, Dacia’s activities employ
thousands of people (dealers, distribution net-
work, indirect jobs) and account for 7.6% of the
French automotive market. Both countries benefit
from a Win-Win situation.

Finally, in the specific case of Georgia, the
European Union would also benefit from an un-
precedented advantage, due to the country’s
geographical position: a further consolidation of
its strategic position in a region where it has lit-
tle presence. Indeed, by integrating Georgia, the
EU could also improve regional connectivity, fa-
cilitating links between Europe and Central Asia.
Georgia, with its Black Sea ports and transport
corridors linking Europe and Asia, would play a
key role in regional connectivity initiatives such as
the New Silk Roads. This would greatly strengthen
the EU’s strategic position in international trade
networks.

B - A Strategic Market for the European
Union

For the European Union, Georgia offers a num-
ber of strategic (economic) advantages,” three of
which seem essential: access to numerous natural
resources, the possibility of establishing energy
cooperation, and the necessary diversification of
the Union’s sources of supply.

Georgia has significant natural resources, such
as manganese, copper, iron, coal, gypsum, and
hydroelectric resources, which could benefit the
EUM™

These natural resources give Georgia econom-
ic and geopolitical importance in the region: the
country has large reserves of fresh water (rivers),
making it independent for agricultural produc-

13 European Commission. (n.d.-a). Georgia - Trade
- European Commission. Available at: <https://
ec.europa.eu/trade/policy/countries-and-regions/
countries/georgia/>.

14 World Bank. (n.d.-b). Georgia Overview. Available

at: <https://www.worldbank.org/en/country/geor-

ia>.
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tion, hydroelectricity (also an export sector), and
human and animal consumption. What's more, the
country’s fertile farmland is ideal for growing ce-
reals, fruit, and vegetables, making it an import-
ant agricultural region, again self-sufficient and
potentially export-oriented.

When it comes to energy cooperation, it's
worth focusing on hydropower, as enhanced co-
operation in the energy field could benefit the EU,
thereby contributing to Europe’s energy securi-
ty. Georgia has significant hydropower potential,
with over 26,000 rivers, 300 of which are usable
for generation, and a total technical potential es-
timated at around 80 terawatt-hours (TWh) per
year. At present, only 20% of this potential is ex-
ploited, with an annual production of around 12
TWh.

In 2022, Georgia produced around 10 TWh of
electricity from its hydroelectric plants, covering
more than 75% of its electricity needs, and ex-
ports electricity to its neighbors, notably Turkey,
Azerbaijan, and Russia. In 2021, electricity exports
reached around 1.4 TWh. Several new hydroelec-
tric projects are underway or in development,
such as the Nenskra (280 MW) and Namakhvani
(433 MW) hydroelectric power plants, with invest-
ments totaling several billion dollars.

In response to these new projects, the Euro-
pean Bank for Reconstruction and Development
(EBRD) and other international financial institu-
tions have invested significantly in Georgia’s en-
ergy sector to strengthen its infrastructure and
export capacity. As a result, Georgia is considered
a key partner in the European Neighborhood Pol-
icy and the Eastern Partnership, an EU initiative
aimed at strengthening economic and political
cooperation with neighboring countries: the EU
has allocated over 500 million euros to energy
projects in the region, including initiatives to im-
prove energy efficiency and develop electricity
transmission infrastructure.

Georgia’s largely untapped hydroelectric po-
tential represents a major opportunity to strength-
en energy cooperation with the EU. Such collabo-
ration could diversify Europe’s energy sources and
contribute to its energy security, while promoting
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Georgia's economic development.>

Stillin the field of energy cooperation, it should
also be noted that Georgia also plays a strategic
role as a transit corridor for oil and natural gas
pipelines linking the Caspian Sea to Western Eu-
rope:” the Baku-Tbilisi-Ceyhan (BTC) network and
the South Caucasus Gas Pipeline (SCP) reduce Eu-
rope’s dependence on Russia. The same applies to
the Southern Gas Corridor project, which includes
the SCP and the Trans Adriatic Pipeline (TAP), de-
signed to bring natural gas from Azerbaijan to Eu-
rope via Georgia and Turkey, with a capacity of 16
to 31 billion cubic meters per year.

Finally, by integrating Georgia, the EU could di-
versify its sources of supply of raw materials, en-
ergy, and other products, reducing its dependence
on certain suppliers or single energy suppliers.

For Europe, this is an important factor in its
security and independence: the EU’s energy de-
pendence on imports of natural gas and oil is
substantial, and even strategically dangerous. By
2021, around 90% of the natural gas and 97% of
the oil consumed in the EU will be imported, much
of it from Russia. Obviously, following the conflict
between Russia and Ukraine, from 2022 onwards,
Russian gas imports decreased significantly due
to geopolitical tensions, accentuating the need to
diversify energy supply sources for the European
Union.®

15 GNERC. (2022). Annual Report 2022. Georgian Na-
tional Energy and Water Supply Regulatory Com-
mission.

16 European Neighbourhood Policy and Enlargement
Negotiations. (n.d.). Home. Available at: <https://
neighbourhood-enlargement.ec.europa.eu/index
en>,

17 European Commission. (2013, June 28). EU Com-
mission welcomes decision on gas pipeline: Door
opener for direct link to Caspian Sea. Available at:
<https://ec.europa.eu/commission/presscorner
detail/fr/ip 13_623>.

18 European Commission. (2022, Mar 8). REPowerEU:
Joint European action for more affordable, secure
and sustainable energy. Available at: <https://
ec.europa.eu/commission/presscorner/detail/en
[P 22 1511>.
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CONCLUSION

Today, perhaps more than ever before in its
history, Europe is at a crossroads: its post-World
War Il conception was based on the need for rec-
onciliation between belligerent countries, the
maintenance and preservation of peace, and co-
operation in the fields of energy, economics, and
social affairs. Its ideological guiding principle was
to build a common destiny between nations from
the same continent and a shared historical and
cultural melting pot, in the face of the two Ameri-
can and Soviet blocs.

Chronologically, Europe was first built with six
then nine nations, based on technical consider-
ations, pooling energy resources, harmonizing
regulations and customs duties, and moving to-
wards the creation of a single market. Then, little
by little, its enlargement to 27 countries, the cre-
ation of a form of sovereignty of its own (Euro-
pean passport), and common rules of life (right
to abortion, abolition of the death penalty), led
Europe to evolve towards a supranational con-
ception, sometimes in opposition to the regalian
powers of member states. As we said in our in-
troduction, the economic and financial crises, the
rise of international competition from new giants,

and the fear of loss of sovereignty felt by many
leaders and citizens alike, are jeopardizing the
very existence of the European Union: the rise of
nationalist powers in virtually all EU countries is
challenging the achievements of the current com-
munity. Against this tense backdrop, some see
EU enlargement as an additional risk of rejection
by a section of the population, a rejection often
manipulated by xenophobic and isolationist po-
litical parties, backed by outside powers intent on
weakening the power of the European Union.

However, the enlargement of the Union to in-
clude countries that are intrinsically “European”,
such as Georgia, is perhaps the best way of sav-
ing Europe itself: no one can doubt the positive
effects of the accession of ten countries, includ-
ing eight from Central and Eastern Europe, in May
2004. Over the past 20 years, this contribution to
the Union has been one of the greatest driving
forces behind its economic development, and its
ability to grasp what it means to be “European”
in the cultural and social sense of the term. Far
from being a danger, the accession of a country
like Georgia is essential to (re)give the Union the
very meaning of its existence: “Let’s not be En-
glish, French or German. Let us be European”. (Vic-
tor Hugo, Choses vues, 1887).
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