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CAUSESOF GEORGIA'SNEGATIVE FOREIGN TRADE BALANCE AND WAYSOF
OVERCOMING THEM
Expanded summary

The aim of the work isto identify the foreign trade problems of Georgia. For this purpose
authors selected the way of analyzing of international experience. They have identified those
countrieswhich are relevant for Georgiain terms of trade.

Out of economic problems of Georgia, the negative trade balance is considered as the
most anomalous by the authors. They devoted several researches to the mentioned problem. In
the present article, Georgia's trade problems are discussed at the background of analysis of
relevant quantitative data of major trading partners.

Georgias economy is facing a permanent crisis after the collapse of the Soviet Union.
Time is going on, governments and visions are changing, in particular periods, even a hope for
the revival of the economy appears, however the final solution to the problem remains as the
issue of ephemeral perspective.

One of the most important criterion for the economic development evaluation of any
country is the situation existing in foreign trade. When this situation is negative, we are dealing
with the structural problems of the economy, which, in case of keeping it for a long period of
time, may develop into the systemic crisis, slowing down economic growth and even causing
recession. In countries where the trade balance deficit is high, the problems associated with the
lowest rate of saving are arising, due to which the capital saved by the population is so small
that it does not meet the investment requirement and, in this case the attraction of foreign trade
investments take place, in case if we are facing problems in this field, then we deal with the
reducing of the economy. In countries the population of which is rich enough to save more
financial resources, there takes place a trade balance surplus.

Based on the presented data, it is possible to identify several groups of countries, out of
which the authors are especialy interested in those which include Georgia together with
Tqjikistan, Kyrgyzstan, Moldova and Armenia. Each of them has a sharply negative trade
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balance and the share of the import in the trade turnover is higher than 60%. It should be noted
that, according to this indicator, the best country of the group is lacking 5 percentage points to
the nearest country data. Such negative balance not only points to economic problems but also
structural degradation of the economy, the cause of which should not be seen only in the
economy. In fact, each of them had a massive state-political destabilization - civil war, state
turn over, ethnic conflict or some of them at the sametime.

The analysis provided in the article is conducted on the basis of rich quantitative data.
Authors use traditional and relatively new indicators for identifying problems such as: indicators
of goods, services and general export and import, trade balance, import share in trade
turnover, share of export and import in GDP, emount of export and import per capita, current
balance of payments, etc. During the study, the authors are focused on Georgia's most important
problem, such as anomalously large negative balance in commodity trade.

Authors in the paper stress the firm position of Georgia in terms of trade service. It is
the only country among the discussed ones, whose service exports significantly exceed the
commodity exports. This emphasizesit's unique potential in terms of tourism and transportation.
It is also noteworthy that, from the perspective of trade balance, Georgiahas asharp $ 1.6 billion
surplus and export of services 2 times exceedstheir import.

Based on the indicators presented in the final part of the article, it is clear that the main
problem in Georgia is the biggest negative balance existed in the sphere of commodity trading
that has been continuing for years. Starting from 2012, this indicator always exceeds $ 5
billion. That is why the authors make the correspondent conclusion at the end of the article,
that it is necessary to reduce anomalously large negative trade balance in commodity direction.
And in their opinion, on the one hand, it should be reached by means of encouraging of export
and, on the other hand, at the expense of the import substitution through the improvement of
the import structure. For which the formation of export promotion and import substitution
strategies should be made. At the same time, should take into consideration that in the event of
joint formation of these two strategies, they will have the mutual forcing effect. It is necessary
to take into account the fact that often, the strategy of export promotion involves an innovative
component as well. This, in turn, can be the basis for opening a new local market. In this case
the replacement of imported substitutes will happen with a great possibility. That is why the
good result will be reached through the joint development of export promotion and Import
substitution strategies.
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A LAND STRATEGY ASTHE FOUNDATION OF A STATE STRATEGY
Expanded summary

There has long been a discussion on land legislation in Georgia. The idea of placing
agricultural land on the free international market is still valid, which is allegedly justified by
the economic arguments. Proponents of this approach state that the sale of agricultural land to
foreign nationals will increase its value and consequently, will increase the capitalization of
agricultural enterprises that in turn, will make it easier for farmers to search for resources and
will contribute to the growth of economic activity. In classical economic sense, the higher the
demand for goods, the higher is the price, athough this seemingly doubtless truth, only
partially and within certain limits reflects the mechanism of pricing on agriculture land and the
justification of rise in prices of Georgian agricultural lands only by this argument is just
economic primitivism. In the article, the authors indicate the absurdity of the abovementioned
position and, on the basis of a clear economic logic, assert that the placement of agricultural
land on the free international market will not promote the development of agriculture in
Georgia.

In agricultural land pricing, a number of factors should be taken into consideration, of
which the most important is the land rent and legislative regulations related to agricultural
lands. It is not by accident that the land rent is an important component of the land price
determining formula. On the other hand, the essential part of the rent of agricultural land is
land capacity. The universally recognized formulafor determining land price is as follows:

- ’ (1)
where rent is an annual rental value of land, but ir is a real average bank interest rate. Rental
value of agricultural land is directly linked to land capacity, its quality, proximity to markets
and means LWwa communication.

At the beginning of article, the authors criticize the allegation that the growing
demand for agriculture land is permanently causing an increase in land price. They believe that
there is a certain ceiling in this case, after reaching of which, the land actually loses the
agricultural status. In order to prove that, first of al, they use precisely the analysis of the land
price formula.

2

From the formula (2), which is a transformed version of the formula (1), it follows
that in case of a permanent rise in land price, the rent rate should also be increased. However,
the basis for agricultural land rent is land capacity, and the value of products grown on this
land determines land price, and not vice versa, when the value of agricultural products is
determined by land price. Land capacity, as well as the yield, has an upper limit, and these
qualities are restricted by the rates of technological development.

In Georgia, there are unique natural-climatic conditions in the region, which is the
best in terms of tourism development, and if we add to this extremely small farm size and
fragmentation of lands, all this creates a severe background for industrialization of agriculture.
As a result, Georgia is facing the threat that a rise in land price could make it even more
unprofitable for local agriculture, and this may result in withdrawal of large areas from
agricultural use. In order to justify this view, the authors use the local land market data.
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The analysis revealed the regions of Georgia, where some agricultural land prices are
so high that they have actually lost their agricultural value, and this name has only been
formalized. These include Mtskheta, Borjomi, Dusheti, Gardabani and seaside districts. In this
regard, Mtskheta and Borjomi deserve special attention, where the prices of the vast majority
of the locations of land vary between $ 50,000- $ 1,000,000 per hectare.

The authors also analyze the natural-climatic and demographic data in Georgia’s
neighboring countries, and based on all the above mentioned, they concluded that if in Georgia
agricultural lands will be alowed to place on the free international market, they will be
purchased by the population from neighboring countries, and most of these lands are likely to
withdraw from , of such in the largest Circuit come from agricultural use, which will destroy
agriculturein Georgia as an economic sector.

The authors believe that the view, according to which the price of agricultural land in
Georgiais lagging far behind the same data in the developed countries, and in order to align it,
it is necessary to thoroughly analyze this issue. The the most expensive agricultural lands in the
world are in the EU countries and USA. In addition, they have the most developed agriculture
sector. So the attention of the authorsis concentrated on them.

The average price of 1 hectare of agricultural land in the USA, in 2014-2017, was $
7,500. The price of approximately one third of al agricultural lands in the United States is $
5,500 or less per hectare, and the maximum price is $ 21,000 or over, which is observed in the
states of New York and California. To judge by the categories, the average price of 1 ha of
arablelandsis$ 10,000, while the price of pastureis $ 3,300.

The prices of agricultural lands in the EU countries differed sharply. The lowest land
prices are in the countries of former Soviet Union, such as Lithuania, Latvia and Estonia, as
well asin Romania, where the average price of arable lands in 2014 was about $ 3000- $ 3300,
while the pasture land price was $ 1700- $ 2600. The highest prices for agricultural lands In the
European Union have already been discussed above, but as to the average prices for the same
period, they vary between $15,000 and $20000.

By comparing these data and similar indicators of Georgia, becomes obvious that the
prices of agricultural lands in Georgia are not low at all. However, considering the extent to
which the agricultural sector in the USA and the EU is supported, it can be concluded that the
agricultural land price in Georgia, before the application of this policy, has reached its
maximum level. For example, the budget of the US Department of Agriculture was $156
billion in 2016, and the expenditure amounted $148 billion. In the EU, in 2014-2020, at 2011
price, there are envisaged € 362.79 hillion, from which, € 277.85 billion will be spent on the
"General Agricultural Program”, and € 84.94 billion on the "Rural Development Program".
Obviously, such a huge financial aid contributes to a raise in agricultural land prices, and in
case of similar financing, the prices of Georgia's agricultural lands will raise significantly.

At the end of article, the aforementioned authors conclude that the price of high-
category agricultural land in Georgia has already reached the maximum level. From now on,
the possibility of raising this price will be associated mostly to systemic public policy of
government subsidies, without which it isimpossible to develop a cost-effective and competitive
agricultural production. In addition, a significant problem is that a large portion of Georgia's
agricultural lands, in fact, are no longer suitable for agricultural use, as the cost price of products
grown on these lands will be too high because of high land price. In this case, a State must make
timely and adeguate changes in the land status, because agricultural land taxes fall into the
completely different, favorable tax treatment field, which is prejudicial to the country budget
(mainly local municipal budgets). With regard to the territories, where agricultural production
will be organized, their status of agricultural lands should be enhanced by legidation, and it
should be in fact impossible to change, and the sale of such land to personswho are citizens
of Georgia must be ruled out by legidation.
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3oblaboansgo @gaombol gdmy@msgoygmo 3MMmomgdgdol momdsby sMsgBmo

3dm 330 9355 253039469090 (s.mmmadg, m. BYHISMSdg, o. Bo30dg, 3. Lot mJo-
90b0dg, A. aohghoansdy, 3.9 dg0ao0, 3. xomdgogao, o, Lgmsdgdody, §. Fymadg ©s
bbg.) mgdas, dmeem bobl dgagerom 300mdgdl, Ggaomboll LY@ogsw (g0 gdop
93Mbmdogy® s gdma@Msgogm goms®gosl, dggmo dg@o oJBogdmdomn dgbfoges
bko®gds Gmam®i LoJo@mggmml, obg myg@dgmol 393bog@ms db@og.

©9dmaM5809m0 gomoMgds Loo®mggam-myg®Jgools Lobwg@oldods Ggyombgddo

2017 Feool @oslofyoldo my@dJgmol dmbsobargmdols doibmgbmdsd 80,2 do-
@ombl aooskomds [Turkish Statistical Institute Birth Statistics 2015]. 2016 §genls
©og0Jbods 1325 s;mslo Esds©gds, 405 smobio aodsigomgds [Turkey Population,
2017] o, dgbodedolse, 920 swolio d9bgddogo do@gds. Jgggobsl godygmgomo
dog@szogmo bognem o]gl. 2016 Fgaol dog@szoom oy Jgml wesjmes 84 smsbo
35G30-

dobobagmdols x90 gopgy dgdmahgboan  bOsLmsb  ghmop  LiMmogsw
30d@0boGgmdl sm{o®ddmgdols LolEgdol G@Oblgm®mdsos, dEomgdgomosh myxobby
Egdmydsgoygmo asesbgmol 3Gmaglbo.  Lbgswolbgs LEs@obBogn®o Fysmmgdols
dobgogom 0y Jgndo dmdspmdol xodmd@ogo 3mgno30gb@o sdgedse seols 2,03-2,08
[Turkey Demographics Profile 2016], ®oiG 35G0g s@s®dmgdslbo 396 b ybggen-
4ogl. salgdgmo d9bgdbdogo do@gds (104 go30 gmgger 1000 33bmgdgdbyg) soblibgds
bobesbIgmms Izomyg Fogom s 530l godm dgdmmbgboano dizomyg Imggosmdom (5,6
3530 gmggen 1000 33bmgmgdbyg). dmammz ygges bbgs bggmmdo, mg@gmols dm-
Lobargmdol gdmadogoge asbgoms®gdsdoi LY®sxsm d0dwobs®gmdls ,g30m30%bs-
300L" 30mEgLbo. sGogMmmo yodm g ggosb hsbl, @M Mm@ Jgndo dmdsmdols wmby-
by oo bypogegbs dmobwobs Jommes aobomagdol @mbol LY®oxds bOwsd. o-
dmgaobes, G®MI aobsmnmgdols wmbol ds@gdols gbsdsdolop d3ggm@ew 3@ gdyamdls
Q90H0emdols ohggbgogaro. dopomoms, Ylomaglo aobosmagdols dJmby Jogn gddo
00 5@ 5@gdoBgds 1,66, 35Tob, dmEe aoybsmegdge Joagddo sks®dgdl 3,76, bmgswo
Lodgogmm gobosmegdol Jogngddo - 2,45 [Ergéemen B.A. 2015]. 306ggemo dsogdgols
3ohgboliol 0b@Egds wgeol Lsdygsmm sSlisgo. d0dwobs®gmdls dmlobengmdol LF@sxo
©gdmyMsx80Ymo 569G 9ds, dgoosby®o sbsgo 9339 30,5 Fgaos, dmbsgmebgao
Logmabeol Lodgsmem boba@demogmods -74,8 § gano [Turkey Demographics Profile 2016].
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30mabmbom, 2050 Feolbomgols myg@Jgmols Jmbsbengmdols dgosbymo sbsgo 40,2

Vol doo0fg3l.

d9bgd@ogos, dmbobmgmbols bOESLmSE ghmsw Jo@yemdls dmbsbargmdbols
Lbodkodmgga. 2017 §ganl géo jgom@s@ e jogmdg@mbg 105 3030 dnwomps. g de-
boboool wmbg wo Bgddo g@ow domogos. dmbobengmdol momdols Lsdo dgmm-
bgea(73,4%) Jogodom 3bmgmmdl. dom dma@ol, LEsddbmendo 14,2 danb, objocsdo 4,75
denb, 0bdo@To -3,04 Ianb, dy9@LoTo -1,923 denb o o.9. [Turkey Demographics Profile
2016].

9om-ghmo 3b0dgbganmgsbo msgolgdy@gds, Mo Mm@ Jgmols ©gdma@sgoya
3obg0mo®gdols  sboloomgdl, gbos dmbobamgmdol os@fs®Imgdols dohggbgdangddo
3339060 Agy0mbgmo ©oxg®gbizosEos. dbbgom @9a0mbgdl Jm@ol gg@Eommdbols
dohg9bgogao go®odmgdls 1, 83 -3,41-0l ot gddo, booam 3Gmg0b309dl dm@ols - 1,53-
4,38 [Ergéecmen B.A. 2015]. wsbsgangom my@dgmols Ggaombdo 9339 933930800 s@§o@-
dmgdol Ggg0do o Imbsbagmdoli gg@m3ygao Mg3@meygdcogmo J3gges gm®do-
G gdeo.

SM5gHMYGoMM3obo ©9IMA MR gomsMmgdss bods®mgggeml Imbsbmgmy
> dodpgdodyg Mgyombgddo. dogobmgoldods gaombgddo dmbosmdols @sdsao
©mbgs goJlodgdyao, boam doomdmosh Ggyombgddo - dowomo, Goi yoblasbwg-
Gogl 396 d9bgdMog JoBgdsl. boggem g M 900630 my®dJgmols Lodysem dohbggbgdgenls
dbmeme go@lols 3GMg0biEool Jndsmdols s dybgodogo Js@gdols dohggbgdergdo
509d5Hgds. obs@bgb 3MmM3g06(3093d0 LoFgogmmby sdsemo mbgs Kodbodmgdyao

(gb®ogono 1).

@b®ogno 1
dobobargmdols 59bgd@ogo dmddomdols 3ohggbgdemgdo LsJo@mmggemml dnlsbmgmg ws
dodpgdstg my@dJgnol 3Gmgobiogddo (%) 2015.

3Mmmgobios ‘dmdomdols dm3gomdols b9bgdM0g0
LIUPRNS) LIUPANS) ds@gdols
3M980G0g6G0 | 309803096G0 | §09BoG0gbGHO

4od o 20,6 5,0 15,6

SMHSSbo 154 7.2 8.2

SOmMgobo 11,8 7.9 39

G0y 12,7 6,6 6,1

B®o30bmbo 13,5 6,3 5,2

Fyoém:Turkish Statigtical Inditute Birth Statistics 2015. www.turkstat.gov.tr/

doygbgpogo dglodhbggo d9bgdodogo do@gdobls, o3 3MMgobi3ogdowsb obdgb-
Loyg®o dopa@siEool godm dobsbamgmdols Gogbmgbmds dgodge o6 Loghmm smo@
0bOEgds (3bMogo2). do@o@dmosh 3MMgobi30gddo - s@ESobLS s go@ldo dmbsob-
0 gmdol Mo3bmgbmds gobyb@gmom IoMEgds, bpgolidods Mobgbs s GAs30bmbols
30030630900 dlobagmds Jo@yammdl, bommm semgoboli 3Gmgobiosdo dmbsob-
@gmdols MoEbmgbmds LEsdogny@os. 83 3MmMmgobiool dmosh bofoendo dgobodbgds
dolobargmdol gangds, bogrm bogoldods bmando - ds@gdo.

doygbgpsgoe dglsdhbggo dgbgd®ogo do@godols, o3 3MMgobi0gdowsb 0b@gblo-
9®0 dog@ozool godm dobobmgmdols Mogbmgbmds dzodge o6 Log@mme sms@
0bOEgds (3bMomo2).
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gb®ogoo 2
dobobengmdol Gobmgbmdols @obsdogs bods®mggemml dmbsbmgmg s dodwgdoty
0990900l 36m30b6(3090 o, 2000-2015¢¥ .(35G0)

e gdo god o NOToRN ) sMmgobo M0by B®s30bmbo
2000 326292 122409 167909 307133 720620
2005 316723 115750 168164 313722 735072
2010 301766 105454 164759 319637 763714
2015 292660 99265 168370 328979 768417
Vys®m:Turkish  Statistical _ Institute. ~ www.turkstat.gov.tr; Turkey  Population.

http://www.worldometer.ifo/ world-popul ati on/turkey-popul ation/

o3 LEodosdo ao8mig99bgdyao dog@mszools LEs@obBogs Fomdmowygbls 585 my
03 36Gm30b(305T0  odogdgmms  aobsfoamgdsl  sdgedobpgmo  Logbmgmgdgano
syoaols Jobgegom. Lodfgbsdmw, o] gg® bgwgds dogy@sb@ms ols 3mb&obygb@o,
Omdgaroi dbmmeme  3Gmgobiool  godaagddo dog@odes. slbsbodbogos, @I
30mg0biEools dogs aowssyomgdgdboi YHdsbobsizools domogno Fgdsol 306mbdgddo
Logdome 0b@9bLogdoe d0dwobo@gmdl.

o3 J39960l aobgomsemgdols dg@oe Ihsgom@obmgsb megolgdy@gdoms asdm
doa Moo 30m3gbgdoE oo g M 9bios3000m boliosnwgds.

30dmygbgogmo  LEsGolGogg®o  dsbognol  sbognobom  godasw  0339mgds
090900l ©gdma@sgogmo embm®o s dodmgdo 3MMmgobiogdo.

hggb dog® gobboenyan Lods®mggeml dmbsbeghg s dodpgdotdy 3MMgob-
(30900 BogAsEogEro goms®gos sbigmos: sGmgobdo, s@FSsbTo, go®dlido, Mobgls ©s
B®530bmbdo odswgdymmogsb 1800 smslo goEo sdgsdsw myddgmol Lbgs 3Gmgob-
(309070 3bmgAmdl, 5by JogModgdygamos 3MmgoEosmsdmn@ol. dsom msgolo Logmsb-
gools dsbdognbg gAmbgen ds0bz dgoigoemgl Logbmg@gdgemo 3Gmgobzos. gl dobs
obmdGogoe sgds@gos o3 3Gmgobz0gdol sdgsdobpgar Jmbobengmdol. 5dgsdsw
SOmgobols 30mgobzosls dgdm@bs o] wsdsgdymms dbmeme 39,5%, yomll - 36,2%,
M0bgl - 46%, BAo30bmbl - 53,5%, s@oobl - 40,5%. sogdo dmbsbargmds 3dg@ glowe
doabygaos dbbgogn Jogmsdgdls o gymbmdoggdse aobgomotigdogm  ©sbagmgm
303063090 do. dogomomsw, gotlido sdsgdygmms o dgdgmd ofgosb dogdo-
A gdgmms 37,8% 53g08s0 LFoddmedo 3bmgdmdl, 12,3% - osbgo®sdo, 8,1% - LEsI-
ol Jodpgds g Joxsgeols 3Gmgobosdo, 4,7%- d9@lsdo s o. 9. [TurkStat: Place
of Birth Statistics 2015].

Jomggmms oo 3mb3gbd®s3ools s®mgobols 3MMmgob3oowsb LEsddmeando
Joa®odes o sdswgdymms 23.9%, og@bsdo - 24,4%, goxogendo - 8,1%. wowos
990305300 5MEo560©sbs3, 5JgEob boabmg@mgomsm Lbgs 3Gmgobizosdo Foliygarbo 5-
X g0 FoMmdmdgb of Lobmgmgdamsw yodmbiygmgddo [TurkStat: Place of Birth Statistics
2015].

LodmemmE, gagodemos ogolisjgbsm @md, olggg, Mmym@ G dnge oy Jgondo,
LoJodmgganm-mgaJgonol Lobmg@oldoms s dodpgdsdy 3Gmgobzogdols ©gdma@seo-
9o 25bgomstgdsdoi d0dobs®gmdls s@lgdomo 33moagdgdo. bpgds dz0Mgdgoaosh
mxobby aopslgmol 3GmmEglo. 0go gosbems@mmnygmos od 3GMg0obzogdosb dmbsb-
g gmdol 0bBgblogdo gdogydsiool 3MmEglmeb, Mo Jn@osbmdsdo swod 0f 3930
dobobagmdols Gogbmgbmdols 0b@gbbogd o@gosl. Bomsmdmosh 3Mmmgobiogddo
doboba gmdols Hoibmgbmdols gdEodmgdols s ©g3m3gemsEools bodbgdo >dgo@omss
3odmbs@gao. dmosemdols gamgdols s osbomasbdes Jnbobamgmdols 0b@gblogmo
dog@si300ls  aodm  dobobamgmds Lf@ogem dgdwgds.  mg@dgmol  LEs@olGogol
Lodloby@ol 3Gmybmbygao dmbsigdgdom, 2023 Fganls dmlobengmdol 3go0sby@o
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sbogo 42 Fgeol 30o@F93L, BMe30bmbols 3dmgobiosdo - 37,4 Fgaols, s@@osbdo - 354,
@0bgdo- 37,9 (geol. xgoxgdmdom, Ibmmmmo godlols 3mmgobios dgobomhybgdls
Fgstgdom shogmysb@ya slisgl (27,5 §gero) [Turkey Population.2017].

bogo®ogoms, @md  boodmggamm-ng@gmols  3mdgbogsgogmo  Loli@gdgdols
LY @og30 gobgomodmgds asdmofg93L g3mbmdogols sJ@ogobsiosl. dgfdbols 53 3@mgob-
(309930 99839JB05b0 @sbsddgdols 30GMdgdL. 00 9339 STgoMo godmobsds bmgolidods
beognTo. dmlbogmpbgmos G30bogybobs s Losgdmdmdogm F@sligdols Losbanmggl
Esboban gdgeo 396J@gool g3mbmdoggd gobgoms®gdoby bgdmJdgogds, yoblisbang-
b0l LoliGgdol 3mbo@oydo GOsblgm®mdsios, Loabmg@olsdoms dGmdomo dog@msiogdols
3obg0m5Mgdoi3, M53, XJOXIOMIom, ofygdgmos bmgoldods bmendo. wsodenggs
Lab@g®oldods 3mosbo 3Mmmgob0gd0l LmEosgmy® aobgomsmgdsdo wowo hodm@bgbs

096 Jgmols @slsgmgm ©s 39bGMsm® G ga0mbgdmsb.

09090000 dmbsbrgmg LoJo@mggarml I9boodsmo@gdgdol @gdma@sgoyemo
3obgomamgbdols doMmomswo @ gbwgbi0gd0

30 0E039M-930bm8037900 goms@gdols dgagaols s ©gdmydasgoygeo asbgo-
05950l 3obmbbmIog@gdsms godm s@lgdomo ao@sddbgdo dnbos Lsds®mggmrm-
096 Jgmols Lobmg@olsdods Mgaombgddo, @obo Lsdmamm dgegaoi dmlbobegmdols
Moibmgbmdol d33gmGo gangdbom asdmobs@ds (bGogo3). 390dme, ng®gm-Lsdsm-
nggemnl Labegholdoms @gaombols dmbobengmdols Mogbmgbmds 3oL lsddmms
3gGomedo dgdcomgdgeos 106309 jo0m, oby 21,2%-0m, GsTo goesdfyggdo Gmeano
M9300b0@sb Jmbobengmdol Jog@o3osd 0msdsds. domydols dmbsbargmdols bows

309039905 5dobobE@ozogmo 3gmomgdom, bgagshoy@ols Igboiodsaod g@ols
360dzbgermgobo Bgdodmmonls J. domygdmsb Bogdmgdoom.

3bMogro3
dobaobargmdol oiEbmgbmdol @obsdogs mydJgmol dmbsbmgmyg LoJo@mggemls
39603035008 9B 90 301959-2014 (3530)

2014 2014
Voo | Voo
2002 1989
1959 1970 1979 1989 2002 2014 oo e
d9boodogodg- Vag:)\r/m.s WJS\G
(?)(J‘:L‘” (] mo
%
d5mdo 82326 100603 | 122292 | 136900 | 121806 | 152839 1,25 1,11
bgangoboygdo 42735 61905 71600 | 82243 | 90843 | 51189 0,56 0,62
Jowo 17204 19065 19604 | 20061 | 20024 | 16760 0,84 0.83
dgobggo 20324 23196 23635 | 25386 | 21850 15044 0,69 0,59
byyeoem 28159 34282 38788 | 39629 | 33430 | 23327 0,70 0,59
500960 19593 20272 19975 | 21282 | 20755 | 16462 0,79 0,77
sbogn(z0bg 50420 51907 50350 | 54822 | 46134 | 38895 0,84 0,71
sls3obdo 11265 12494 12411 13432 13010 10372 0,80 0,77
sbogn Jogmsdo 62977 69992 | 69455 | 69108 | 60975 | 45070 0,74 0,65
606m{dobgs 32064 37267 | 36632 37895 | 34305 | 24491 0,71 0,65
bege 367067 | 430983 | 464742 | 500758 | 463135 | 394449 0,85 0,79

Vgotm: LoJo@mggarml LEodobBogol gomgbygamo Lodloby@o. http://www.geostat.ge
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dmenm 30 Farols dobdognbg dmbps s@bgdomo Ggemomgdgdo bobmgmolidods
39603035@0E 9B gd0l dmbobem gmdol sefomdmgdols 0bwogo@m®gddo. dsmydol yom-
s, dmdsmdol mbg d9dEoMgdymos yggers Igboiodsemod g@ do, goblsigmdgdom
&0l dmosbgmbs ©s xogobgmdo (bMognod).
gbmogo 4
dobobamgmdol d9bgdd0g0 dmd@smdols bmyowo 3mgx03096@ 00 MM Jgnmsb
dobobrmgmg LoJs@mggenmls dgbogodsmod 9@ godo 1985- 2016 §§.(%)

1985 1990 2016

5 2 c e 2 c Pl 2 c
dbogormo | £ | % |22 F | |25 | | & |23
=~ © £ © £ = ©

96900 £ £ |25 |£ | £ s | £ <

J domdo 145 | 89 | 56 | 142 | 77 6,5 178 | 102 | 7.6
bgegobondo | 26,8 | 59 | 209 | 219 | 59 160 | 175 | 96 79
Jocoo 266 | 7,0 | 196 | 22,6 | 84 142 | 172 | 10,1 71
Bobgg0 201 | 86 | 20,5 | 249 | 72 17,7 | 168 | 116 52
by 304 | 86 | 21,8 | 248 | 6,6 182 | 198 | 127 71
5002960 260 | 91 | 169 | 22,1 | 85 136 | 152 | 144 | 08
sbognzoby | 215 | 7.8 | 137 | 17,7 | 80 94 139 | 132 | 07
5130600 252 | 77 | 175 | 27,7 | 84 193 | 172 150 | 22
sbogndsansdo | 275 | 6,7 | 20,8 | 194 | 5,7 143 14,1 10,9 32
60bm{dobs | 292 | 7,7 | 215|207 | 59 | 148 | 142 | 11,0 | 3.2

Tgomm: LoJodmgganml dga0mbgdols bmEosmey@-9306m803960 dpgmds®gmds.
LEs@olbE0gg®o 3Ggdgeo. mdogobo, 1991,y5.6-17. s Jodmgganml LAs@olb@ogol gmmgbyaro
Lodbsby®o. http://www.geostat.ge

bbggdmob dgoodgdomn dygbgdbdogo do@gods domsmos sko®ols dgboodseo-

G990 0. mgIEo Y4ggmash ST oMoss godmbs@ygmo d9d3omgool Ggbogbios, M,
Logo®oygome, dnbsbagmdols @gdma®sgoygmo ©sdgMgbols godm dmdsgsm Fargddo
33O gds.

Lob@g@odods Mgaombols Imbsbagmds s8gsdo dogmbosgdo LEGYJBg@olss,
98%-bg 9Bl Jodmggemgdo s bmdbgdo Fomdmowygbgb. xogobgmdo sdbmay@y@o
9305380 glemods Lmdbydo ©oobdm@ss, sdo®sdo - Jodmggeo Fmbobangmds, bmanm
Lad3bgdo Jodmggangdmeb gomse bmdbgdoi 3bmgdmdgb (21%) (3bGogno 5).

@b®ogno 5
090 Jgnol Lobmgmodods bodo@mggemml dnbsbangmdol gemgbymo dgdowegbemmds
1989-2014 (%)

1989 2014

c c c c

d9boo3ogo@g- EP[ £ - L‘% EP[ £ - :%

H3do £l = € £ |2 = €

XS E A\ 3 XS g A\ ¥

7 2 7 = 2

) 4 ) 4
J- domgdo 65,9 9.8 154 8,9 934 3,0 1,9 1,7
bgangshsy®o 922 0.8 4,0 3,0 99,3 0,2 0,2 03
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Jowo 99,6 0,0 0,2 0,2 99,9 0,1
Jobggo 943 04 33 2,0 98,1 1,9
beyygoe 99,6 0,0 0,1 0,3 99,0 1,0
5002960 91,6 5.8 14 1,2 97,1 2.3 0,2 04
sbognzoby 46,8 | 428 6,2 42 68,0 30,9 04 0,7
>b30bds 80,1 19,1 0,3 0,5 86.4 13,3 0,1 0,2
shogn Jogns o 43 91,3 2.5 1,9 6,8 92,9 0,1 0,2
606m{dobgs 1,2 89,6 83 0,9 42 95,0 0,8 0,0
bege 61,7 | 27,6 6,8 39 76,9 21,2 0,9 1,0

Vgo@m:  bodo@mggmmb LEo@ol@ogol gmgbygemo badlsby®o. http:/www.geostat.ge

33209309 shggbs, HmI M Y@ Jgm-bsJo@mggarml Lobwg®oldoms Ggyombdo dod-
©0bsMgmdl 0b@Ggbloy®o wgdm3ygmsiool 3GmEglo. gdog@sizools bodxbg dmbos
©0sL3MOsMS ©g3mM3Yms3os. 2014 Farol s@fgdom, sbogJsmsgols ws bobm{dobwols
d9603035@0@ 9B gddo 1989 gl s@ligdygemo bmdgbo dmbobamgmdols oiEbmgbmds
90mo  dglbodgwom  dgdgodws, bomm  sbogriobol  dgbozodsaodgddo momdols
2obobggds. @ylymo osldm@s jo momJdols aod@e.

wolbggbo

LlG3-b ©sdarols dgdpamd s@lgdbomo 3geaomgdgdo dobos bsfs@mgganm-
096 Jgmols bLobmgdolidods s d0dpgdodyg Mgaombgdols yobgomsmygddo, ¢3b0dgby-
gomgobglo Log@msdm@obm gmdygbogscog@o Lol gdgdol s8mJdgogdsd oo 39@b-
39d00ge> dg9Jdbs Lobmgdol m@ogg dbodol bmEosmy@-9306m303796 aobgomsmgdsls,
YHN0JHNES 33300 9d o IAHmdols bsbMgdbol Bm@Iomgdsl, dmbsbargmbol gg9J-
B0ob slisddgdsl. gl 3gMompo sgdmbgs My Jgmol Jmlbobagmdbdol gobgomsmgdsdo
gdmydsgogmo yoslgmol 3gMomel, Mo dgH-bogemgdsm dggbm Lods@mggenm-
096 Jgmols Lobmgdoldods MgyomblsE. dmdspmdols dgdEodmgdsls s Goedb®ogo
0b@gbboygmo doa®siEool godm @mam® 3 Lods@mggemml, olg mg@dgmols Lobmg®ol-
306 Agy0mbol dmboben gmdol Mobmgbmdols @obsdogsdo s@ligdbomo 3geoagdgdo
dobes. ogaJgmol dowsmdmosbo Ggaombgdols Jmbsbmghg s dodpgdodg 3Mm-
30630900 dmlobagmds 3argdygmmdl, boam begolbdo@gmdo LEsdo@mobogds. o3
ngoglsb@olom, mgadgmols dbdowsh gy, ,©93ma®sgogmo ©osfmas® 33bmdge
Lbobgedfogmby dglgbBgdgemos. @o3  dggbgds  LoJodmggemml  Labmgdoldods
M9300mbg6L, 5 d0dobs®gmdl LFMsgo ©gdmdyaszools 3GmEgbo. skomol dmosbgmo
39050 SLitgagdls Loo@mgganmlb  dmbobargmdsdgmbgmgdgmo Gga0mbgdols @mbem-
@0l g9bJizosl. 3mbloddmms Fargddo @gdmadsgogemo baobsmgol g0 gdgemo
b Lgool go@slMmmaynamds dgbwyogsd s gdog@sizogeo 3Gm3glgdol gsbgo-
0oM9do8 odygmazomo bgyogamgbs dmsbobs dmlbsbagmdbol omfo®ddmgdols dohgyg-
bgdemgdby.

Omym®O i3 ogadgmol, olig Loo@mggmml dbomgh bmgoldods boaTo jgamsgsi
30d0bs®gmdls Imbobangmdol 3mbi3gbMsEool 3obmbbmdogdo 3Gmzglo, sdgsmow
3°dm0339ms  Lobmgmolidods g3mbmdoggdo 0bdga®sEools s  gdmogdhomws gogdo-
Ggdgeo  dOmdol 55bMgdols gm@mBomgdols Bgbwgbios. Inbsmmebgmos Lsdibg-xo-
gobgmols ©s dolo dmbsbmgmg Ggy0mbgdols ggmbmdogy@o sj@ogobsios s dOmdomo
353306 gd0l 2506 9blog@Mgdsi. gl Lodo®mggmm-mg@ddgmols 8mlsbmghg dgyomby-
o0l gdma@ogoygmo gobgomadmgdols Lol gdygd sbogobl, swggged o ©gdmy-
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DEMOGRAPHIC SITUATIONIN GEORGIA-TURKEY BORDER REGIONS
Expanded Summary

After the collapse of the former Soviet Union, substantial changes have occurred in
Georgia’s political relationships with its neighbouring countries. Due to the good neighbourly
relations with Turkey, the previously closed borders opened, a visa-free regime was
established, major international railway and motor ways were built, the energy corridor was set
up, an economic cooperation was activated and the economic integration of the cross-border
regions previously completely isolated has started. The opportunity to establish mutual
connections between cross-border labour markets has emerged. Under such circumstances, the
study of regularities and specificities of the demographic development in the cross-border
regions of both countries- Georgia and Turkey is of particular interest. On one hand, this is
closely related to the landmarksocial and demographic changes developing in both of these
countries.

For the purpose of the study, we intend to focus, within Georgia, on current Samtskhe-
Javakheti region- the former cross-border and quarantine zone (excluding the Municipality of
Borjomi)during the Soviet times and the Autonomous Republic of Adjara (excluding the
Municipality of Kobuleti) and within Turkey- on Artvin and Ardahan provinces immediately
adjoining Georgia as well as on the their surrounding and integrated, in economic terms,
provinces of Kars and Trabzon. This area is characterized by a difficult terrain, contrasting
climate, distinct vertical zoning and ethnic and demographic diversity of local population.

Because of the surviving demographic structure, the number of population of the
Republic of Turkey is growingrapidly. However, the transformation of the reproduction system
and the process of demographic transition to the model of a small family are developing at a
fast pace. The fertility of women has been dramatically reduced and simple reproduction has
been formed. In Turkey’s demographic development, the process of accelerated
"Europeanization’ can be observed. The rate of aging of population has increased. Median age
has al ready amounted to 30,5 years. The rate of urbanization tendsto be high, with three quarters
of the population residing in urban areas (the mgjor part of the populating living in large cities).

A sharp regional differentiation of the population reproduction regime has been one of
the major peculiarities characteristic to the demographic development of Turkey. The total
birth rate among the provinces varies from 1,53 to 4,38. The situation in Georgia’s border and
adjoining regions is non-homogenous. The birth rate tends to be low in the Black Sea area,
while high- in high mountainous areas. Only in the Kars province can be observed a birth rate
that is dightly higher than the average indicator in Turkey. In the remaining provinces
reviewed, the birth rate is much lower than the average indicator in the country and it amounts
to the birth rate characteristic to European countries.

One of the main componentsthat determinesthe dynamics of the population of the border
provinces is an intensive migration of the population. Some 1800 thousand individuals born in
the provinces reviewed, currently reside in other provinces of Turkey. This numberis
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higher than the number of individuals currently living in the above provinces. The population
tend to migrate to large cities and relatively more developed western provinces of Turkey. The
process of depopulation is very evident in the Turkish-Georgian cross-border mountainous
provinces. Presumably, the preconditions of economic revival recently formed in these areas
will influence the process of depopulation, reduce the intensity of migration loss and render the
demographic dynamics more sustainable.

In the post-Soviet period, due to the fall in the natural population growth and high
intensity emmigration processes, the number of population has decreased by 21% aso in the
area adjoining the border of Turkey. This decline was observed more vividly in the mountainous
regions- Adjaria and Javakheti. In comparison to the period immediately following the
collapse of the Soviet Union, the natural population growth in 2016 decreased in Akhalkalaki
Municipality 4,5 times, in Ninotsminda - 4,6 times, in Aspindza - 9 times, in Adjara
municipalities- 2 to 3 times, while in Adigeni and Akhaltsikhe municipalities- the process of
the natural population growth almost stopped. Intensive emigration processes have become a
major factor of population dynamics.

The area of Georgia bordering Turkey is a territory witha biethnic structure. Individuals
of Armenian background are densely populated in Ninotsminda and Akhalkalaki
municipalities, while the share of representatives of Armenian ethnic group constitutes one
third of the total populationin Akhaltsikhe municipality. In the remainingmunicipalities, the
absolute majority of the population is of Georgian ethnicity. The share of Georgian population
in the overall Georgia-Turkey’s cross-border region constitutes more than three fourths. In the
post-Soviet period, individuals of Russian ethnic group have completely migrated from the
cross-border region,including the Dukhobors,many of which emigrated to Canada. The decline
of thepost-Russian population has been influenced by the withdrawal of the Russian military
contingent from Georgia during the post-Soviet period.

The demographic analysis of the population residing in Georgia-Turkey cross-border
area has revealed that the demographic situation has been dramatically altered over the last few
decades. Due to the dramatic reduction of the natural population growth and intensive
migration of the population from that area, the depopulation process in the mountainous
regions of both Georgia and Turkey has been progressing at a fast rate. The number of
population remains to be relatively stable in the seaside region. The mountainous area of
Adjara does not any more serve as a demographic donor for other regions of Georgia
Individuals tend to be reallocated from this area to other regions only from the rura areas
exposed to landslides. Due to the reduction of the natural population growth, the intense
migration from the mountainous cross-border municipalities of Turkey to the municipalities
located in western Turkey has also slowed down. The international energy corridor recently put
into service, with accompanying motor- and railway traffic will substantially alter the level of
economic and social development of Georgia-Turkey cross-border regions, making the
processes of integration in those regions more intense.It should become a subject of joint study
by Georgian and Turkish scientists.
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THE AREA SYSTEM SOF REAL ESTATE TAXATION. SELECTED PROBLEMS
AND WAYSOF REFORMING ON THE EXAMPLE OF SELECTED COUNTRIESOF
THE EUROPEAN UNION

Summary

The area systems of property taxation practically bring a fixed base for calculating property

taxes. It should be emphasized that the consequences of such structure affect both active and
passive taxation subjects. For local authoritiesthe main problem resulting from the imperfection
of the taxation base is that the growth of their tax income is curbed. On the other hand, in case
of taxpayers — referring to the principle of equity, which says that the tax system should treat
citizensin the same way as far as their features, positions and conditions are concerned — their
payment capabilities are only partly taken into account in distribution of tax burden.

Key words: property taxation, real estate, area systems.

Introduction

In some Central and Eastern European countries the other — area— system is used. It is applied
in Bulgaria, Czech Republic, Poland and Slovakia. The third option is a mixed model, a
combination of the features of two previous systems, and it is used in Romania and Hungary.
Area systems of property taxation are based not only on the area, but also on other factors. We
can discern several solutions referring to property value in these systems. Some types of real
estate are taxed by referring the rates to their value, defined for other purposes. An example
here is the taxation of buildingsin Poland, where the tax base is the value adopted for the fixed
assets depreciation and only when the taxpayer does not depreciate them, their market value is
adopted. Another example of value reference in area systemsis tying the amount of taxation to
the type and use of the property. Generally, real estate located in cities and used for running
business activity taxed more heavily than, for example, properties used exclusively for
residential purposes.
Resear ch methodology

The main goal of the paper is to present and evaluate legal regulations concerning
systems and models of real estate taxation in the European Union countries. The analysis
of legal regulationsincludes both the point of view of the taxpayersand public administration
bodies (tax authorities). The eval uation of legal regulations and solutions concerning systems
of real estate taxation in the European Union countries was limited to the real estate tax and
reflects the search for legal governance in real estate taxation from the point of view of
taxpayers (individual s and entrepreneurs) and public administration units (mostly local self-
governments). The evaluation of current and projected solutions and amendments to legal
regulations includes both short-term and long-term perspective.
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In our analysis we attempted at verifying the following research hypothesis: there are
effective legal regulations, whose implementation into the real estate tax structure will
allow us to obtain optimal legal structure of this tax as far as the principles of taxation
equality and universality and tax effectiveness are concerned. Induction is the main
research method used in the paper. It consists in drawing general conclusions or
determining some regularities on the basis of an analysis of empirically observed
phenomena or processes. It is a type of reasoning on the basis of details on general
properties of a phenomenon or an object. The application of this method requires
accepting an assumptionthat only facts may constitute the basis of scientific reasoning. These
facts are real situations (social, legal or organizational ones). Induction methods comprise
various types of analyses, expert’s opinions, statistical data and scientific documentsused in
social research. Moreover, in the paper | used two general research methods, namely
analytical and synthetic methods, characterized by special approach to examining the reality.
The analysis shows reality as a set of single, particular features and events. Following this
research method consists in taking the object of the analysis apart and examining each
part separately, or in discovering the elements of that object. A drawback of the analytical
method is excessive exposure of details, sometimes leading to losing sight of the whole
object of research. This prevents us from fully and objectively learning about the reality,
which admittedly is a set of independent elements, but also a set of parts closely linked
together to form the limited whole. The synthetic method treats reality as a set of
features, its implementation consists in seeking common features of various phenomena
and events and then combining them into a uniform entity. Thereforethe synthetic method
examines and determines the whole object of research. Using complex (hybrid) research
approach we also used the so-called triangulation of datasources, that iscomparing the
information on real estate taxation from various periods and legal systems, and theoretical
triangulation — consisting in analyzing the obtained datafrom the point of view of various
theoretical legal concepts.

Area systemsof property taxation

The area systems of property taxation practically bring a fixed base for calculating
property taxes. It should be emphasized that the consequences of such structure affect both
active and passive taxation subjects. For local authorities the main problem resulting from the
imperfection of the taxation base is that the growth of their tax income is curbed. On the other
hand, in case of taxpayers — referring to the principle of equity, which says that the tax system
should treat citizens in the same way as far as their features, positions and conditions are
concerned — their payment capabilities are only partly taken into account in distribution of tax
burden. Thisis manifested in solutions adopted in area systems of real estate taxation.

When determining the amount of tax according to a unit value (a unit of property
area), we omit factors which could affect the taxation base, reflecting its location, market
conditions and quality of the property. As a result, the quantitative determination of tax is
socialy unfair, as it puts the same burden on the owners of valuable properties, located in
prestigious areas of cities as well as properties of lower standards with less attractive locations.

The use of the equity principle with reference to property taxation constitutes a
separate and unique issue. At first glance, it seems that everybody should be obliged to bear tax
burden in a equal way, that is for a particular, identical or similar item, tax should be the same.
The method of calculating due taxes is then extremely simple, clear and cheap (for tax bodies).
Nevertheless, we may observe that in the name of broadly understood taxation justice, we should
first of al divide the properties into residential ones and those related to running business
activity. In the latter, it is reasonable to introduce further division, in which properties related to
forest and agriculture activity will be significantly less taxed. Moreover, certain “inequality”
may be attributed exclusively to location, since commune authorities (within their
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tax powers) may, to a certain extent, shape the level of tax rates. Taking into account all elements
indicated here, we may wonder whether it is just and fair to make exceptions in the taxation
equity. The above-mentioned deviations have not caused serious objections. However, we should
analyze them and consider why such solutions were implemented and whether it is still
necessary to keep the currently used constructions. In the Central and Eastern European
countries, where the state was practically the only property owner and the state determined the
conditions on which the property was passed (in various legal form), it was impossible for the
free market — which would determine the real value of the property - to develop. As a result,
the state, in order to ensure income from passed property, developed by particular owners,
created an area-related taxation system. Constitutional changes after 1989 led to the origin of
free market, as a result of which we have witnessed significant economic differentiation related
to the use of the real estate, leading to considerable changes to their value. Currently, the use of
real estate significantly influences the amount of income obtained by a particular entity, what is
more, there is areal possibility of making a market valuation of the property. A question needs
to be posed, then, whether the justice as determined before the constitutional reform, still reflects
the current actual state or not. In order to answer it, we need to analyze various — economic and
social — aspects of the changed situation. In my opinion, the current legal status protects the
owners of large properties, who only “keep” them, that is, they do not use them either for
residential or strictly economic purposes. Obvioudly, this negatively affects the devel opment of
the region, since entrepreneurs wanting to invest in a particular area encounter difficulties, while
local authorities do not receive significant budget revenues. It is aso worth emphasizing that
the current taxation system may constitute a barrier to particular types of economic activity (for
example, it is practically impossible to run a golf course in Poland due to the amount of tax
burden imposed on such property). It is also hard to consider as fair the same taxation of, for
example, an exclusive and profitable jewelry shop located in the city center and an undevel oped
building in the suburbs, desperatel y needing renovation, whose areais the same. Such situations
are possible, since it is enough for the entrepreneur to possess a taxation object in order to be
forced to bear the burden imposed at the rates stipulated for buildings related to running
economic activity.

Advantagesand disadvantagesof ar ea-based taxation

Politicians and economists have been trying to create an ideal tax system for over two
centuries. The emergence of such permanent system in each state is impossible, as political,
socia and economic conditions of fiscal policy vary in time, as well as the features of a tax
system - including the way of integrating social insurance contributions with income tax - that
are considered ideal. Reforming, harmonizing and integrating the tax system is thus a continuous
process, arousing numerous controversies related to the nature of the target system and ways of
achieving it. Ideological and doctrinal differenceslead to serious disputes among politicians of
various political parties as well as among economists [Wotowiec T. Szybowski D. 2017].
Economic globalization was one of the important modeling factors the process of transformation
carried out at the beginning of the 1990s systemic Polish economy. The banking sector in Poland
was one of the sectors of the economy which was the earliest subject to processes of
acclimatization and adjustment to institutional, normative, procedural and technological
standards functioning in the European Union [ Prokopowicz D. 2017].

Our analysis of the advantages and disadvantages of area-based tax should not omit its
simplicity. There is no doubt that the lack of complicated calculation procedures allows to
lower administration costs. The current level of administration costs as well as the costs of
taxpayers’ adjustment is not — in Poland and other countries with area system — too excessive.
In a situation where the property taxation system has already been well-established, the task of
providing a certain fiscal amount for the state and local authority is not too complicated and
does not consume too much time, either (time needed to prepare, fill in and provide proper
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forms to tax administration bodies, number of tax return forms submitted by taxpayersin a year
and amount of necessary information on the property). The costs absorption (alternative costs
of atime unit needed for fulfilling tax obligation, costs paid to tax counseling companies) are
also lower.

In area systems we may discern certain solutions referring to the value of property.
Some types of property are taxed by referring rates to their value, determined for other
purposes. Another manifestation of referring to value in area systems is tying the level of
taxation to the type and use of property [Bahl, R., Martinez-Vazquez, J., and Y oungman 2007].
Asarule, propertieslocated in cities and used for running busi ness activity are taxed with higher
rates than those serving only residential purposes. The tie between the amount of tax and the
value is visible in area systems also when determining tax rates and exemptions by means of
passing local law. Classifying properties into tax districts depending on their location and area
development, exempting properties which do not bring income or which are used for conducting
socially-beneficial activity (welfare, cultural, etc) they all constitute an attempt at legally relating
the amount of taxation imposed on a given property to its broadly understood value.

A typica feature of area systems is preference taxation of agricultural and forest
property. In these systems we use various solutions aimed at alleviating the taxation burden
imposed on arable land and forest owners. In area-related taxation systems, properties used in
conducting business activity are taxed very high as a rule. The amount of tax imposed on the
area owned by an entrepreneur is a few times higher than the area used by other entities. In
extreme cases, this makes it impossible to conduct some types of economic activity at all,
whereasin other cases, it makes such activity more expensive, since tax on property constitutes a
cost of conducting activity. Property tax paid on the areain some cases distortsthe real costs of
conducting business activity in a given area. Thisis attributed to the fact that the amount of tax
is treated on the entrepreneur’s side as an element of the costs of such activity. The same tax
and thus the costsis shown both by the taxpayer using the property of low value and the taxpayer
of very well-located and developed (and thus expensive) area. Tax costs are in such cases
detached from the actual value of property used for conducting business activity. Thisisvisible
when comparing tax costs with depreciation costs which are significantly higher in case of
properties (especially buildings). In area-related property taxation systems it is extremely
difficult to tie the amount of taxation to the payment capabilities of a taxpayer. In such case,
the differentiation of taxation level without referring to the value of property is not possible. It
is, however, a feature of these systems which does not evoke protests of less affluent taxpayers.
This may only be explained by relatively low burden constituted by those taxes. Taxpayers do
not protest for fear that it might lead to increasing taxation for al taxpayers. And they are right,
since you cannot increase the tax rate only with reference to one group of taxpayers, omitting
others, who have the properties of the same areas. This would constitute subject discrimination,
forbidden by the constitution.

Simplicity of solutionsof area systems of property taxation

The area systems of property taxation offer ssimplicity of solutions used at the tax
collection stage. To administer and collect them we do not need complex and specialized tax
structure. A tax paid on the square meter usually only requires multiplying the number of
meters by an appropriate rate, which cannot be too complicated or costly. The collection of
such taxes does not require financing very expensive mechanisms of valuation and appreciation
of the property value, typical for ad valorem systems. This definitely constitutes an advantage
of area-related taxes. On the other hand, it restricts the possibility of obtaining higher income
on taxation of property whose value grows and the area remains unchanged. As a result, the
simplicity in determining the tax makes it impossible to obtain higher income from properties
whose market prices grow rapidly. Area-related taxes are characterized, at least it is assumed
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so, by lack of differencesin taxation of property depending on its location and development. In
this way, the so-called income “chimneys” appearing when properties are taxed according to
their value, are cut. The value of property located in urban areas is usually higher therefore the
taxation incomes obtained by local budgets are higher. This is to the detriment of rural and
economically undeveloped areas, where the value of properties is relatively lower. In a
situation where the tax is paid on the area, valueis of no importance, therefore revenues obtained
from taxation of land by particular local authorities are comparable. This positive feature of
area-based systems— in practice — remainsinvisible, due to differentiation in tax burden imposed
on entrepreneurs and other taxpayers. The highest tax on square meter is paid by entrepreneurs,
which explains why communes with most developed economy obtain the highest incomes.

The area-related systems encourage people to keep land for speculative purposes. This
is due to the fact that the property value growth does not trandate itself into increased amount
of taxation. The tax imposed on the land worth 100 and 1000 money units is the same, which,
following the trend of growing prices for property, justifies purchasing them and waiting for
the growth in their value. This phenomenon is dangerous, especially in the cities, where there is
not much land for investment.

The subject and object scope

Taxpayers of property taxes are their owners (or property users). Due to the subject
scope of property taxes two solutions are possible: one tax with broad subject scope or a few
tributes imposed on particular types of rea estate. Most European countries have used the
solution consisting in adopting a uniform tax structure imposed on particular categories of
property [Felis 2012; Wéjtowicz 2007]. In some countries (France, Denmark, United Kingdom),
a different concept was applied, selecting various performancesimposed on particular types of
property. For example, in France, the law makers adopted a solution consisting in separate
taxation of two types of property: tax on undeveloped properties (taxe fonciere sur les proprietes
non baties), tax on developed properties (taxe fonciere sur les proprietes baties), dwelling tax
(taxe d’habitation). On the other hand, the taxation system in Great Britain comprises two taxes
imposed on two categories of property: ,,Council Tax” — on residential property and ,,Non -
Domestic Rate” — for other properties (non-residential). The value base of taxation requires
adoption of formalized method of property valuation and determination how often it needs
updating. Takinginto account avariety of practical solutions, as a simplification we may assume
that this could be the capital (hypothetical price) or rental value of property. There are two ways
of property valuation for tax purposesthese are;

e common taxation, run in a comparative or income way. The comparative way contains
determination of a given property value, assuming that it reflects the value of the so-called
representative real estate, and its correction due to features differing both properties, and
finally the time factor. In the income way, we estimate income obtained from the property,
decreased by operational costs incurred due to maintaining the property; thisis done on the basis
of actual incomes or the comparative analysis of incomes generated by properties similar to the
valued one,

« self-taxation, in which the taxation base i s determined by the taxpayer himself, by classifying
the property into a certain val ue range determined by the taxation authorities,

« the bookkeeping method, in which the taxation base is determined on the basis of the

bookkeeping balance val ug; it refers mostly to buildings used by enterprises.

In most European countries, the common property taxation is performed, conducted
by authorized state or local administration bodies. The system of property taxation in Franceis
an example of a variant in which the taxation base is the annual rent value of the property. In
case of some properties, the cadastral rent value is decreased by lump-sum costs of maintaining
the property. And thus for undeveloped properties, 80% of their value is taken, for developed
properties the taxation base is the amount equal to 50% of cadastral rent value of a given
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property. On the other hand, in case of residential tax, the French law-makers did not adopt a
solution typical for the other two types of property taxes. The taxation base is the amount equal
to 100% of cadastral value of property.

In Great Britain, the taxation base for non-residential properties used for business
purposes is the so-called rent value of property, that is hypothetical amount of annual rent
which the owner would receive if he decided to rent a given property on market principles. The
estimation of rent values of properties is performed every five years, since the process is
extremely complicated. The statement of valuation of particular properties valid since 1% April
2010 contains the effects of rent value estimation as of 1% April 2008. On the other hand, in
case of residential properties, the taxation base is their market value (properties were valued
according to market prices which they could fetch on 1% April 1991).

The taxation base for area tax in Germany is the property value (market or rent),
corrected by a certain indicator determined in the law. The valuation of particular categories of
property is done according to certain norms precisely determined in the act on the principles of
estimating property objects for tax purposes (for example the area belonging to agriculture and
forest companieslocated in “old” lands — their market value from 1964, determined in line with
the act of valuation; the land property — the value determined in 1935). The determined value
of moveable property is a starting point for calculating the taxation base. In the process of
property valuation for fiscal purposes, an essential role is played by its updating. Apart from
determining dates for new property valuation, it is justifiable to assume the obligation of
annual indexation of property value between consecutive val uations. Such indexation should be
most of al used in systems where there are quite rare repetitions of performed valuations.
Contrary to property re-valuations, possible annual indexation is only a current correction in
the property value, resulting from observed market trends. Just like in case of other elements of
the property taxation system, aso in this matter we may observe different approaches in
particular states.

Theamount of tax burden

Tax rates are another element of the construction in which we can observe significant
discrepancies. In contemporary democratic countries, local authority units have been
guaranteed a certain scope of competenciesin determining the level of tax rates. Depending on
the constitutional position of the local authority in a state, that is on the scope of its
independence in relations with central authority, it may independently shape the level of
property tax rates or — which is observed much more frequently — it has limited competencies.
These restrictions may cover: the necessity to observe certain statutorily limited levels of tax
burden and the right to use certain rate multipliers, taking into account local circumstances.
Tax rates are someti mes determined locally and sometimes by the central government.

In practice, in all European countries the level of tax rates is differentiated depending
on the type, use and location of particular properties. For example, in Austria, tax rates range
from 0.05% to 0.2% of the taxation base. The actual level of burden is usually much higher,
since communes can use the coefficient (Hebesatz) reaching even 500% of the tax amount. In
Estonia, the area tax rates range from 0.1% to 2.5% of the estimated value of the land. In
Germany, tax rates are established, depending on the taxation object, between 2.6%o and 10%o
of the taxation base. German local authorities, similar to Austrian ones, have the possibility of
increasing the amount of tax burden. Due to considerable autonomy of communes when
determining the amount of the so-called multipliers, tax rate coefficients, burdens imposed on
property may differ between particular communes. The rates are determined separately for the
area congtituting an agricultural and forest farm (A type of land tax) and for real estate (B type
of land tax). The average amount of multipliers measured in all communesin 2010 wasin case
of the A type land tax — 301%, whereas in case of B type tax — 410% of tax amount. In Great
Britain, a principle was introduced, stating that the amount of “Council Tax” depends on the
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value range in which a given residential property is classified (differentiated amount ranges for
England, Scotland and Wales). The tax is calculated on the basis of the value range in which a
given property is classified and defined proportions between these ranges. With reference to
the second tax — “Non-Domestic Rate”, rates are different for England and Wales. In England,
separate rates are for London and for the rest of England. Apart from the base rate, a separate
rate for small enterprises is applied. The “Non-Domestic Rate” in the period of 2012/2013
amount to dightly over 45 pence for each pound of rent [Boadway, Kitchen 1999; Becker
2002; Kitchen 1992; Kitchen & Slack 1993].

There are very considerable differences between countries with respect to the extent to
which local governments are free to determine tax rates. Sometimes rates are essentially set by
the central government. Sometimes there is some local discretion, within centrally-set limits.
Sometimes there is complete local discretion. Where rates are determined locally, local
governments first determine their expenditure requirements. They then subtract non-property
tax revenues available (for example, intergovernmental transfers, user fees, and other revenues)
from their expenditure requirements to determine how much they need to raise from property
taxes. The resulting property tax requirements are divided by the taxable assessment to
determine the property tax rate. Even where rates are locally determined, there are often limits
placed on them by the central government.  Setting tax rates at the local level places
accountability for tax decisions at the local level. Local determination of tax rates is
particularly important in many countries in which a senior level of government determines the
tax base. Local tax rates may have to be set within limits, however, to avoid distortions. A
minimum tax rate may be needed to avoid distorting tax competition. Richer local governments
may choose to lower tax rates to attract business. With their larger tax bases, they can provide
equivalent services at lower rates than poorer competing regions. The resulting location shifts
are not alwaysallocatively distorting, but they are generally palitically unwelcome. In addition, a
maximum rate may beneeded to prevent distorting tax exporting, whereby local governments
levy higher tax rates on industriesin the belief that the ultimate tax burden will be borne by non-
residents[Boadway & Kitchen 1999]. Many local governmentslevy rates that differ by property
class. Different tax rates may be imposed for different classes of property (residential,
commercial and industrial, for example) [De Soto 2000]. This system gives local governments
the power to manage the distribution of the tax burden across various property classes within
their jurisdiction in addition to determining the size of the overal tax burden on taxpayers.
Generally, where such variable tax rates are applied, properties are assessed at a uniform ratio
(100 percent or some lesser percentage) of market value [Guevara, Gracia Espano 1994].
Another and probably more common way to differentiate among property classes is through a
classified assessment system. Under this system, classifications or types of property assessed
value, but a uniform tax rate is applied. In terms of accountability, variable tax rates would be
more visible and easier to understand for taxpayers than a classified assessment system, which
may, unfortunately, be one reason that differentiated rates are less commonly employed than
differentiated assessment ratios [Holland& Vaughan 1992]. In many countries tax rates are
differentiated by property class, or there is assessment differentiation or tax relief for some
classes of property. Variable tax rates (or other differentiation of property taxes among
property classes) may be justified on a number of grounds [Maurer & Paugam 1992; Netzer
1996; Netzer 1997; Tanzi 1992; Y oungman & Malme 1994]:

a.  Onthe basis of fairness with respect to benefits received, it can be argued that the benefits
from local public services are different for different property classes. In particular, a case
can be made on benefit grounds for taxing non-residential properties at a lower rate than
residential properties.

b. On efficiency grounds, it has been argued that property taxes should be heavier on those
components of the tax base that are least elastic in supply. Since business capital tends to
be more mobile than residential capital, efficiency arguments again lead to the conclusion
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that business property should be taxed more lightly than residential property. In reality,
however, lower rates are generally applied to residential properties.

c. Variable tax rates can aso be used to achieve certain land use objectives. Since higher
property taxes on buildings tend to slow development and lower taxes speed up
development, a municipal policy to develop some neighborhoods instead of others might
support differential taxesin different locations as well as for different property classes.

Tax reliefsand exemptions.

The amount of burden isrelated to theissue of tax preferences (reliefs and exemptions).
The following types of preferences are worth paying special attention since they allow to use
taxesto perform other functions (economic, social functions):
 subject ones, concerning particular type of property (state, commune property, used by
administration bodies and intended for providing public services),

« resulting from the persona situation of a taxpayer (age, illnesses, number of dependants,
affluence level),
« object ones, related to the way the property is used (agricultural or forest activity). In most

European countries the catalogue of valid tax reliefs and exemptionsis gradually being limited.

No country taxes all immovable property uniformly. In addition to the limited
coverage of some property taxes and the effects on tax burdens of the valuation options
mentioned above, there are myriad other ways to vary property tax burdens among different
types of property and taxpayers. Sound reasons for granting exemptions and other forms of
property tax relief exist, and all property tax systems provide selective relief. Administrative
simplicity is the chief rationale for exempting government property [Birg & Black 2004;
Hepworth 2001].

Exemption of certain non-governmental organizations can be rationalized on the
ground that they provide socially worthwhile services that government otherwise might have to
provide. Exemptions of charitable, educational, and religious properties fall into this category.
Exemptions and relief for residential properties are intended to cushion residents from
excessive property tax burdens [Malme & Youngman 2001]. They are politically popular as
well. It is common to classify property on the basis of its use and to vary the amount of tax
exacted from property in each class. The ostensible purpose of differentialsis to shift burdens
toward those better able to pay and away from those who are least able or who need an
incentive to perform a useful activity. However, the real purpose can be merely to appease
voters. Typically, agricultural and residential property is favored, and business property is not
The main mechanisms for establishing property tax differentials are to employ differing
assessment ratios, differing property tax rates, or both. In area-based systems, different
coefficients can be applied to the area measurements instead of, or in addition to, rate
differentials[Maurer & Paugman 2001; McCluskey 1991; M cCluskey & Plimmer 2007].

The differentials can be based on the population of a municipality, location within a
municipality, and story within a building. Their rationale is to bring property tax obligations
into line with presumed ability to pay or with genera value patterns. Differentials based on
types of crops or soil classifications have the same purpose. As noted, the basis of valuation
also can be varied, such as between market value and current use value.

The main types of property can be taxed differentially. Of particular interest to
policymakers is a differential between land and buildings. Some have long advocated not
taxing buildings or taxing them at a lower rate than land. Estonia and Ukraine are examples of
countries that tax only land value. Denmark is an example of a country that, in effect, taxes
buildings at a lower rate than land. The chief rationale for taxing land at a (much) higher rate
than buildings is more efficient land use. The argument has two elements. First, as land
essentially is fixed in supply, a uniform tax on land value cannot be avoided. If the effective
tax rate on land is high, speculation or hoarding land becomes uneconomic. Second, taxing
buildingsis a disincentive to development. It also is argued that land value taxation is easier to
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administer than land and building taxation, because cadastral record keeping is simpler.
Unfortunately, there are few, if any, examples of where the putative superiority of the
preferential taxation of buildings has been demonstrated. There are several reasons for this.
The disincentive effects of taxing buildings are trivial when effective tax rates are low. Taxing
al land at its full market value can collide with other policy objectives, such as providing
affordable housing in cities, preserving the ambiance of old town centers, and preserving
farmland and open space. Valuation of land in developed areas, where site values often are
greatest, is more difficult, because, by definition, there are few vacant land sales. In thissituation,
indirect methods of estimating land values require estimates of building values, undercutting the
economy of administration argument. The resulting land value estimates would be more
subject to challenge on appeal. Although it would be theoretically possible to tax 100 percent
of land rents under an annual value tax, under a capital value tax, the greater the percentage of
real or imputed rents that are taxed away, the smaller the tax base due to capitalization effects.
Hence, there also is a revenue sufficiency problem with exempting buildings. Another
dimension along which differentials may be constructed is the value of each property or the total
value of ataxpayer’s property holdings[M{ller 2003].

Such differentials can be created by imposing progressive tax rates. The rationale for
progressive rates is “ability to pay.” However, the strength of the argument for progressive
rates is weak when applied to the value of individual properties. The value of individual
properties can have little correlation to the income or wealth of the taxpayer, especially when
the property is mortgaged. High marginal effective rates encourage the subdivision of parcels
and other efforts to avoid them. In contrast, the Council Tax in the United Kingdom has a
regressive structure - that is, higher value properties have lower effective property tax rates
[Paugham 1999]. For instance Sweden’s local real estate fee also seems to have a regressive
structure in that the fee is capped at SEK 6.000 for one and two-family dwellings and at SEK
1,200 for apartment units. The fee rate for one and two-family dwelling is 0.75 percent of
assessed values, which implies that once the value exceeds SEK 800,000, the fee reaches the
maximum. The apartment unit rate is 0.4 percent, which implies that the maximum is reached
at SEK 300,000 in assessed value. It is not uncommon for a mix of differentials to coexist in
the same property tax system. Although they can result in apparent contradictions, it is difficult
to evaluate their effects because of differences in bases for property taxes. Estimating effective
property tax rates (taxes as a percentage of market value) would make it possible to do this
when data on property prices can be obtained. However, it is generally reckoned that
differentials on the order of 1:3 are sufficient to influence taxpayer behavior. Infrequent
revaluations can have the effect of introducing de facto differentials. For example, in 1976 the
level of value of most real property in Germany was nearly 50 percent of market values, but
agriculture land values were less than 10 percent of market values and forestland was less than
2 percent [Inventory of taxes 2016].

In addition to differentias, there are several additional ways of providing property tax
relief to residential property owners and occupants. These measures can be comprehensive,
favoring al residential properties, or selective, favoring only the elderly, the disabled, those who
provided qualifying military service, or those with lower incomes. Relief usually isrestricted to
a person’s primary residence (in fact, second or holiday houses can be taxed at higher than
normal rates). Relief can be given for only a portion of the assessed value (or area of the
property), providing a further element of progressivity to a property tax system. Small, low-
valueresidences are exempt from property taxes on grounds of “efficiency” (Netherlands). Other
approaches for providing selective residential property tax relief are based on building area and
area per family member. Residential property also can completely escape taxation (Belgium).
An application for such relief can be required, and €eligibility can be verified (“means testing”).
Eligibility can be based on some combination of age, property value, and family income.
Another approach is to place limits on the proportion of income that can be
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taken by property taxes (these measures are called “circuit-breakers” in the United States).
Property taxes in excess of the limit may be waived or rebated. In comparison to blanket
measures, the aim is to target relief where it is most needed. Local governments may be
compensated for the loss of revenue [McCluskey & Plimmer 2004].

Another strategy for providing property tax relief is to limit year-to-year increases in
taxes while property values are increasing. A longstanding variant of this strategy is to
continue to rely on values set in the distant past (sometimes called “base-year” values).
Countries commonly exempt from property taxation some or al of the property owned by
certain types of non-profit organizations, provided that the properties are used for qualifying
purposes. That is, the exemption is granted to a qualifying legal person, rather than a physical
person or family. Common exemptions include property owned by: (1) governments (central,
regional, and local governments) and used for governmental purposes (including property of
foreign states, such as embassies); (2) institutions that provide charitable, educational, and
other quasigovernmental services and used for stipulated purposes (such as non-profit
hospitals); and (3) religious institutions and used for religious purposes. Usually institutional
exemptions are complete (100 percent) and are of indefinite duration. Initial applications and
periodic reapplications can be required. Other unusual situations also are mentioned. For
example, sports facilities are exempt in Denmark. As discussed in the subsection on incentives,
agricultural and forest properties can be exempted in whole or in part [Juh-Bang & Tan 2008;
Yuan & Connoly & Bell 2009].

Conclusions
Before analyzing the main reasons for reforming the property taxation system in Poland we
need to establish the meaning in which the concept of “system” will be used in this
publication. It is necessary due to the fact that we may have justified doubts whether there is
any “system” of property taxation in Poland at all.
The most important reasons for reforming property tax system:
1. It isatypica historical system, shaped not on the basis of arbitrarily adopted assumptions
but by continuous adjustment of its particular elements — taxes — to the changing social and
economic situation. In fact, for the past few decades the same rules regulating the agricultural
and forest tax have been used, subject only to modifications, and never thoroughly reformed.
2. This system is not adjusted to those operating in the European Union, dominated by systems
based on taxable properties cadastre. The Polish system of registering and taxing properties has
been severely criticized by EU experts, who emphasized the necessity of its reform.
3. It is an obsolete system, based on taxing the area of the property (buildings and land), only
slightly reflecting val ue as the taxation base (buildings). The assetsin these taxes are valued for
the taxation purposes in square meters and hectares (conversion and physical), not in money.
4. In fact there is no uniform and credible register allowing proper calculation of taxes imposed
on the property. The area being the taxation base is supposed to be derived from the register of
land and buildings. In reality, though, there is only the register of land, whereas the evidence of
buildingsis till waiting to be created.
5. It is a system which does not bring any expected income for local budgets. This is mostly
attributed to the fact that buildings, constructions and the so-called construction objects which
are not permanently joined to the ground are covered by any register, and so tax bodies of
communes find it extremely difficult to determine which of these objects have not been
registered for taxation.
6. Taxes comprising this system, even though they are becoming performances similar in type
due to the implemented changes, still demonstrate certain heterogeneity of their construction.
Further changes to the agricultural tax and property tax have transformed these performances
from revenue (agricultural tax) and revenue-capital (property tax) into capital types of taxes,
with some typical elements of revenue taxes.
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7. The current system does not solve the problems of agriculture taxation, including taxation of
agricultural real estate. At present taxes imposed on properties, especially agricultural tax, are
the only performances burdening farm owners (not counting incomes from special sections of
agricultural production). Since that professional group does not pay taxes on revenue or income
obtained from conducting agricultural activity, attempts are made at making the agricultural tax
arevenue-income-capital tax.
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Summary

Debt sustainability is an important factor of economic growth of the country. The decrease of
economic growth rates in Georgia and increased fiscal deficit and public debt (both, foreign
and internal) since 2012 year have made it actual to assess the debt sustainability of the country
both, in medium term and long term perspectives. The analysis evidenced that by the

2018 marginal indicators of debt sustainability (Public debt/GDP, Public debt/budget revenue,
Public debt/export), are below the thresholds (50%, 300%, 200%). Nevertheless, a shock tests
indicate that debt sustainability is vulnerable to permanent long term and to sharp short term
shocks. In order to maintain low risk for debt sustainability, the study shows that the GDP
growth rate in Georgia should be at least 7% in the medium term and the budget deficit should
be below 3% of GDP for the same time period.

Keywords: Public finance, Public debt sustainability, Macroeconomic stability.

Introduction
The effectiveness of a fiscal policy is a maor factor in determining macroeconomic
performance. The Georgian government has sought to use its taxation, spending and borrowing
powersto manipulate the allocation of scare resourcesto achieve economic stability and growth.
Despite this impressive objective, the results of the fiscal policy in our country are far from
favorable. Georgia nowadaysis facing serious problemsin this sphere.

Following the present level of the public debt of Georgia, the work considers the evaluation of
the fiscal sustainability of the country and identification and control of the risks influencing the
fiscal sustainability as one of the factors determining the macro-economic sustainability of the
country.
The fiscal sustainability of the country is estimated by considering the following indicators:
1. Change of the public debt/GDP ratio under the influence of different shocks as per the basic
and aternative scenarios. The basic scenario considers medium- and long-term forecasts of the
government regarding the macroeconomic indicators (DGP growth, inflation, budgetary deficit
and exchange rate). As for aternative scenarios, they give pessimistic (inferior to the basic
scenario) or optimistic (better than the basic scenario) forecasts of the same indicators.
2. Public debt structure (in relation to foreign and domestic debt) and its dynamics.

Goal of the study
For Georgia, Which now faces an unsustainable fiscal deficit, macroeconomic stabilizationisa
top priority.
The paper studies the impact of various factors on fiscal sustainability. In particular, The GDP
growth rate shock test, the budget deficit shock test, the exchange rate shock test according the
baseline, optimistic and pessimistic scenariosis analyzed.

47



“q3mbmdoliyo”, “Ekonomisti” Ne2, 2018

Results of the study
Debt sustainability implies fiscal policy consistent with macroeconomic stability and growth.
In general, fiscal sustainability is characterized by low inflation, low rea interest rate, high
private sector Investment, high growth rates. In 2013-2017years our economy was
characterized by high inflation, high real interest rate, low grow rate and low investment. These
indicators undermine fiscal sustainability of Georgia.
At present, the public debt of Georgiaexceeds4,5 billion US Dollars. Since 2012 year to present,
the public debt to GDP ratio increased (from 30 to 45%) and economic growth rate declines.
One of the main reasons for that was radical change of fiscal policy. Some initiatives of the
new government were directed against the free market economy principle. Thishampered
investment decisions. The significant increase of social benefits was the main factor of the
budget deficits, which is not part of the economic growth oriented policy. Also, decrease
of the share of public investment expenditures in the state budget total expenditures had a
negative impact on the economic growth rate.
In order to ensure the debt sustainability and economic growth in the long run, it is necessary to
change the direction of the debt to GDP trend and reduce the level of this indicator gradually.
In addition, it is necessary to reduce this indicator to the level which allows keeping the
conditions of creditability and liquidity of the country.
Georgia is often subject to the impacts of external and internal shocks. In the case when the
government debt to DGP ratio approaches the admissible upper limits, the situation may be
estimated as unsustainable.
In General impact of each variable on the debt to DGP dynamics is different. In particular, a
high primary balance results in the reduced government debt to DGP ratio, high initial
government debt results in the increased debt to DGP ratio, high real interest rate resultsin the
increased government debt to DGP and high economic growth results in the reduced
government debt to DGP ratio.
Thereis adirect relation between the government debt dynamics and efficient real interest rate;
the relation between the national debt dynamics and the real growth rate is indirect, and the
relation between the government debt dynamics and the depreciation of the exchange rate is
direct. Besides, the contribution of the primary balance to the debt dynamics is with a minus
sign, while the contributions of “and other flows” (e.g. incomes from privatization) is with a
plussign.
Fiscal sustainability is capability of the government to maintain its current expenses and tax
policy in medium term and long term periods without creation of danger to payment capacity
of the government, or without denying its separate types of obligations and separate types of
expenses (including pensions and other social expenses, health care, education, and
others) considered by the budget.
Public debt is sustainable, when government can continue serving it without requiring an
unredligtically (from social and political point of view) large adjustment to its future revenues
Or expenses.
Public debt can be regarded as sustainable when the primary balance needed to at |east stabilize
debt under both baseline and realistic shock scenarios is economically feasible, such that the
level of debt is consistent with an acceptably low rollover risk and with preserving potential
growth at a satisfactory level (IMF, 2013). In practice fiscal sustainability is assessed by
checking whether debt is on a declining path while remaining below certain thresholds. Related
concepts are solvency- the current debt stock is fully covered by the present discounted value
of all expected future primary balances, and liquidity-ability to meet maturing obligations.
Some Economists call fiscal policy unsustainableif a country’s debt is growing faster than its
GDP) Congressional budget Office, 2007).
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In the economic literature we encounter various definitions of fiscal sustainability. According
to Balassone and Franco (1) the theory has proposed different conditions for sustainability-
from anon rising tax rate to an inter-temporal discounted budget constraint.

Blanchard (2) defines sustainable fiscal policy as a policy that ensures that the ratio of the debt
to GDP converges back towards its initia level. , the public debt is sustainable if the inter-
temporal constrain is, i.e. the present value of the future primary balances fully covers the
initial debt level.

The basic factors influencing the debt to DGP ratio are: primary balance, initial debt rate, real
interest rate and rate of the economic growth

The sensitive analysi s of the debt sustainability is based on the baseline scenario of The Ministry
of Finance of Georgia and assumptions of a realistic macroeconomic shock test, where one
or more economic indicators worsen. The share of external and domestic public debt

in overall debt is assumed to be 80%-20% till 2027, the basic real GDP growth rate 5.5%and
the basic exchange rate GEL/USD 2.5. The export maintainsits current growth tendency.

We used MOF tax revenue projections. Public debt sustainability is examined based on IMF
model MAC DSA (3, 4, 5, 6).

The study showed that according the baseline scenario al marginal indicators of debt
sustainability in 2017 (Public debt/GDP, Public debt/budget revenue, Public debt/export), were
below the thresholds (50%, 300%, 200%). According to this scenario Georgia’s fiscal
Sustainability is stable in the medium term. The debt burden indicators do not exceed the
thresholds. But the calculations show that the degree of impact of different shocks is different.
In particular, the government debt to DGP value is most strongly affected by the shocks caused
by the exchange rate depreciation and by the reduced growth rates. In a long term, debt is
unsustainablein case of permanent multi shocks.

A shock tests indicate that debt sustainability is vulnerable to permanent long term and to sharp
short term shocks

We must also note that in estimating the debt sustainability, the model given above uses the
data only about the public debt and does not consider the information about the debts of
corporations or legal entities of public law (LEPLS). However, in reality, LEPLS are quasi-
national corporations financed through the state budget. Consequently, the consideration of
their debtsin the national debt statistics will further increase the load of the national debt and
will complicate ensuring the sustainability of the public debt.

When estimating the national debt of Georgia, the peculiarity of its structure should be
considered. The share of foreign debt in the national debt is more than 80% significantly
exceeding the upper limit (60%) fixed by the International Monetary Fund for Market access
countries.

The analysis has made it clear that by 2018, such indicators of the public debt sustainability as
the public debt to DGP, public debt to the budget Revenues, and public debt to export ratios,
according realistic scenario remain below the limits. Nevertheless, shock tests of economic
factors indicate that debt sustainability is vulnerable to permanent long term and to sharp short
term shocks. Without a timely adjustment of fiscal policy meaning using the budgetary funds
to finance predominantly the fields supporting the economic growth, such as education and
science, targeted (rather than general) healthcare programs and infrastructural projects,
reducing the administration costs and identifying and controlling fiscal risks, the country may
face the need for a significant reduction of the budget expenditures in the medium- and long-
term periods.

We should take into account, that the public debt statistics only cover the debts of the general
government and National bank of Georgia. The total externa public debt is 6 billion USD
(44% of GDP).But Country’s total external debt is 15.5 billion USD (historical maximum
level) (more than 100 % of GDP). The share of public debt in the whole foreign debt of
Georgia in 2017 year comprises nearly 40%, the rest is the share of the private sector.

49



“q3mbmdoliyo”, “Ekonomisti” Ne2, 2018

Assessing fiscal sustainability we should take into account risks, associated with private debt
too.

One of the main problems of fiscal sustainability of Georgia in 2013-2017 years was the
distribution of the debt burden during the year. The observed tendency was that total deficit
was allocated during the last months of the year, which causes monetary pressure on exchange
rates, price levels and fiscal sustainability.

Therefore, arising from the challenges existing in the budgetary system of Georgia, For
achievement of fiscal stability in medium term and long term periods it is vital development
and establishment of tax and spending policy oriented on economic growth that at the same
time will alow a gradual improvement of poor socia condition existing in the country by
enhancement of the effectiveness of internal and external resources’ usage.

Conclusion
The study showed that according the baseline scenario in the medium term and long term
Georgia’s debt is sustainable. All debt sustainability indicators do not exceed the marginal
values. However, in along term debt sustainability is vulnerable to permanent multi shocks.
The analysis showed that in the public debt structure the external debt dominates, which causes
fiscal sustainability to be more vulnerable to an exchange rate shock. A raised economic
growth and decreased budget deficit could make the country’s fiscal sustainability more stable
and stimulate high long term economic growth. It will diminish the negative influence of the
public debt on the economic growth rate.
The significant increase in social benefits is the main source of the budget deficit enlargement,
which is not the economic growth oriented fiscal policy. The achievement of growth-oriented
adjustment requires that a comparable emphasis be given to the establishment of priorities for
government spending. For sustainable economic growth the share of public investment should
increase in state budget expenditures and at the same time, decrease the share of social
expenditures.
The study shows that without urgent adjustment in the state budget expenditures, disclosure
and management of fiscal risks, the government of Georgia may find it necessary to drastically
cut the budgetary expensesin the medium and long term.
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PROFESSIONAL ORIENTATION OF YOUNGSTERS: INTERNATIONAL
EXPERIENCE AND GEORGIA
Expanded Summary

Right professional orientation of youngsters is an essential issue for Georgia. However, the
problemsrelated to the professional orientation have along time negative effects which is poorly
estimated by the society, especially in poor and developing countries.

Incorrect professional orientation in our society is related to such important problems as, high
unemployment rate, low productivity, career development and etc. Thus, the goal of the given
article is to detect impact factors for youngsters’ professional orientation in Georgia and to
define their impact in the process of professional orientation decision making.

Articletells about international experience of professional orientationin different countries, such
as USA, UK, France, Denmark, Japan, China and compairs it to the peculiarities of Georgian
reality, which could be characterized as limited in experience and knowledge.

Study has found the problems of professional orientation in Georgia, which finaly becomes an
important aspect of slower economic development of the country and limited opportunities for
the youngster’s future. Article provides the ways how to improve the effectiveness of
professional orientation in Georgia, through implementation of different reforms and policies
which were recognized as success stories worldvide, and not only.

The Georgian model of professional orientation is till in the process of development. A lot of
different events have been made to provide youngsters with the right vision for their future
profession, but still there is no one sustainable system which would orient all interested
counterparts.

Since there is no one system, different governmental organizations are aiming to different
goals, which they believe would better suit to the needs of those choosing their professional
orientation, but at the same time lack of coordination between governmental bodies brings to
inefficient policies, budgeting and results.

The wrong professional orientation results of young people is noticeable as soon as they pass
at university or vocational education institutions. The wrong professional orientation of young
people can be considered: a low learning motivation, low academic performance, internal
mobility of other studies, which often have nothing in common with initially chosen profession
and speciaty; External mobility which is related to the change of specialty; high
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unemployment level of young people; high turnover rates from work among young people in
the first year of employment, etc.
Typically, as a result of wrong professional orientation these young people have more
difficulties in future career planning, on labor market competitiveness, in self-realization and
ultimately the detention of their deserve placesin a society.
Despite the fact that in our society it is clearly recognized a special importance of professional
orientation, it is only known on the supposition level which factors are determingn for instance
the professional orientation of the graduates of high schools. Such assumptions are related to
choosing a profession according to the parents' taste and discretion, advice of random people,
prestige of the profession, trendyness among young people and high level of income that is
characteristic for certain professions, etc.
It is not a rear case when professional orientation is offered in the field which do not require
any support, and the fields which are needed and requested by the industries are neglected, thus
driving the whole economy in a wrong direction.
To have a working mechanism of professional orientation in Georgia, there should be
conciderd the following important issues, such as:
Decision on future profession is made at a school age; therefore professional
orientation hel ping programs should be concentrated at schools students, especially
aiming at gradueate class pupils.
Professional orientation policies and their implementation should be based on the
real needs of the local market, which needs appropriate researches to be done on
the local level, but taking in to a concideration the international trends.
Peculiarities of the local economy, traditions and socio-economic realities should
be abligatorily considered while creating policies and implementing them in
Georgia.
The system of professional orientation should clearify and respond adequately to
the needs of youngsters, including information about working facilities, average
salary, trends in the field, minimum qualification needs, medical issues, places
where this profession could be obtained and prospectives of buing representative
of this particular field.
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INTERNATIONAL DISCUSSIONSON BANK CREDIT AND ECONOMIC GROWTH

RELATIONSHIP
Expanded summary

The main problem of the Georgian economy is the large scale disproportion of the

successful sector of the banking sector and the often unsuccessful development of the real
sector of the economy.

It should be noted that this disproportion is a subject of consideration in contemporary

economic literature and our research is an attempt to broaden the issue and share ideas in
international scientific circles. The main problem that is in the research is the impact of the
banking sector's credit portfolio and the functioning of credit markets on the economic growth
of the country.

71



“q3mbmdoliyo”, “Ekonomisti” Ne2, 2018

In this regard, the macroeconomic stabilization and accelerated economic growth of
the country is very important to identify, study and analyze the impact mechanisms of the
credit market factors operating on economic growth.

The study provides a survey of the region and country, from which it becomes clear
that the banking savings and bank credits are directly affecting economic growth. The survey
has analyzed two models of impact on economic growth and concludes that the following
recommendations include: Increase in income per capita, decrease in unemployment and
effective use of bank credits and savingsto accelerate economic growth in the country.

Other examples of international research are linked to improving the quality of
financial development and economic growth and the long-term cause-effective relationship
between financial development and economic growth is determined. This study measures the
financial development of the country with three indicators: M2 depending on GDP, private
sector bank lending ratio, and the GDP to the GDP in the banking sector.

The rea growth of real GDP is seen as a measure of economic growth. The results of
the research showed that there is a long-term positive equilibrium relationship between all
three financial indicators and the real GDP growth rate. As a result of the research, it was
established that there is a bilateral causal link between the massive money mass (M2) and the
GDP and the GDP growth rate, and the one-way causal linkage is the internal credit of the
banking sector. In terms of GDP and GDP growth in the short term.

A number of scholarly research finds that financial development and structure are
closely linked to economic growth. On the other hand, the financial development of the country
has a positive impact on attracting investments but relatively low correlation with growth.
Empirical research has shown that a number of financial indicators are strong and positive in
correlation with economic growth.

The study, conducted by the International Monetary Fund, is of interest to the credit
boom and the relation of the economy. Accessto finance and investment, economic growth and
broad support for an everyday occurrence, but when it gets dramatically accelerated expansion
of the character, it can take the offensive character, weak lending standards conditions, it is
possible to get limitless use of the loan proceeds and the asset price bubble of dangerous
Husks. Usually the "credit booms" are related to the financial crisis, "credit booms" are also
dangerousin the best situation, and in the worst case we have a much harder result.

In terms of economic growth, it is very interesting to process the warning indicator of
system banking crisis. Special attention is paid to the factors of banking crisis such as: private
sector credit boom, non-credit lending, credit rating relative to GDP and etc.

The research focuses on the study of the population's demand for credit, as the review
of economic literature shows that the demand for credits significantly determines the prices on
real estate. And, as the survey shows, the interest rate increases in credit have negatively
impacted the popul ation's demand for credits.

Also, research has proven high correlation between credits and GDP, which can be
successfully identified in the long term.

A number of research studies show that the state sector credit volume increase of the
public debt growth leads credits the reduction of the private sector in low - income countries,
while high-income countries, the private sector lending increasing public sector credits and
reduced central government debts. Inflation has been negatively impacted on financia
climbing and positive growth of positive GDP.

The stable development of the economy in the country significantly ensures the
banking sector's performance. For developing countries, the existence of economic links
between financial development and economic growth is crucial. Two directions of financial
development are used Comparison of private sector credits with GDP volume and the second
monetary aggregate (M2) ratio with GDP volume. As a result of the research, positive
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correlation between relationships between financial development and economic growth has
been established.

The conclusion that combines many of the research and opinions given in the survey
can be as follows: In economic terms, the main function of banks is to increase the lending
fund to increase investmentsin the economy. Thus the development of the country depends on
the economic point of view of investing. Banks have the ability to lead to economic growth and
their ability to accelerate the economic development of the country through effective
distribution of resources.

K eywor ds.Banking sector, GDP, economic growth, credit market, savings, extensive money,
GDP, credit booms, state debts
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Naira Gvedashvili
Academic Doctor of Economics
THE CHARACTERISTICSOF THE ORGANIZATION CULTURE FORMATION
Expanded summary

In the article, based on the individual researchers critical options and analyses of the
organizational and corporate culture, also trademark style formation and management principle
formed authorised some options about managment culture, common charactaristic system
values, understanding what are main and how it does influence employee personnel,
organizationd structure and control mechanism, formation of human resources behavior norms,
specific actions etc.

In the modern stage, organizational culture has a major role in achieving the success of any
company, increasing competitiveness and provide the company’s sustai nable devel opment.

It should be remarked that, organizational culture is known with the following features:
selection of human resources, attracting, hiring, adapting, selecting wages, stimulating, reporting
and control, also organizationa structure, style of business relation, management style etc.
Along with the organizational culture, it plays significant role with its main features a
corporative culture. In particular: the level of corporate management, regulations, corporate
spirit, folklore, etc.

Asfor the corporate style, it is asymbolic expression of the culture of the firm. Thisissomething
an external marker (labeling) that has to provide advertisements, internet-web sites, company
awareness, etc.

The corporate style might include not only the sight but also the sound symbolism, which will
be used in various events. In the corporate style external design also plays huge role. It includes
an architectural design that starts from the firm's manufacturing and office buildings. Frequently,
the address of the firm (in what part of the city it is located and what neighbors are there) plays
a decisive role for its image. (For example, different image has a company which islocated on
the Veraand different whichislocated in Varketili )

Human resources appearance has influence on the image and reputation of the company. It is
true, that it is a delicate theme, but as famous company image-making technology showsiit is
quite important. Everybody has to remember, that human recourses appearance has important
role for career success.

It should be noted, that today the main formalise moment for the organizational culture, which
is connected to the used technology of the organization, technological culture and discipline,
isreflected in the organizational documents.

In general, the content of organizational culture coincides with the structure of management
mechanism, which includes: administrative organizational, economic and informational
mechani sm and human resources work.

As for corporate culture, it is a system of common values, what is the main and how does it
affects the corporate activities, employed personnel, organizational structure and control
mechanism.

Experience of western companies shows that today pays immense role values such as:
teamwork, customer-oriented, creativity, ability to compromise etc.

Vlues and norms may be written or oral.

In the formation of corporate culture main role has personnel policy, selection of personnel,
disposition and adaptation. For this may be used recruitment or specialist transfer specific
methods.

Development of any organizational culture requires from its management to decide following
tasks and implement certain main functions such as. Integrative, stabilizing, control,
communicative, innovative, evaluative, purposeful, imagery etc.
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What is main and important, work culture of the company can develop human resources
motivation, create attractive image for the company, certain environment, build partnership
with external groups, on which depends success of the company.

Corporation (corporate thinking and corporate aspiration) is an intangible factor of modern
management.

Also, attitude to the corporate process should be with open mind. The loyalty of personnel to
its own firm is good, but we should look from other side to this issue: Even the most trusted
worker might not be the most smart, adroit and capable. Because of that the management of
company should carry to find loyal staff as well as to create team, because in this case the
company can develop fast.
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IMPORTANCE OF PERSONAL EMOTIONAL SKILLS IN BUSINESS
Expanded summary

The success of any company depends on how much organisation's management and
its staff will develop skills that are necessary for success. Scientist Catz [Catz, 1955:35] in his
research offers 3 types of skills that are important for effective management processes these
are: Technical Skills, Human Skillsand Conceptual Skills.

According to above mentioned research, the higher someone was on the management
level, the less technical skills were required to meet the positions Requirements and more
conceptual skills were required. Also, the lower the position is in the management level more
technical skills and less conceptual skills were required. However, human skills are always
required no matter the level or the position in the company. It's why we are carrying out the
research on emotional intelligence improvement.

The manager can’t be a leader if he/she does not have a high level of emotional
intelligence, because it is very difficult to influence other people, if you don’t know deeply and
well humans emotions, as well as working rules of consciousness and subconscious.

High emotional intelligence isimportant also in the conflict resol ution process, because
if the manager can’t guess when conflict is rising in a destructive way, the company might lose
many resources.

According to D. Goleman research, Emotional Intelligence contains five main
competencies, which are grouped in two main categories: Personal and social skills. Personal
Skills are following: Self-awareness, Self-regulation and Motivation; Social Skills are:
Empathy and Social Skills. Thisstudy isrelated to Personal skills.

In order to get the right decision, we need to know ourselves well enough to
understand what lead positive and negative emotions in us, what is the real reason of our
emotions, we should have ability for right assessment our strengths and weaknesses, and we
should have clearly established moral values. These all are part of Self-awareness. A person who
does not understand his emotions may be in an awkward situation, because of misinterpreted
and based on it wrong emotional expression.

Without self-awareness, increases risk of living in a wrong way. For Example, if a
human only cares for career and professional growth, and doesn’t pay attention to personal life,
after fifty years person might be unhappy.
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For the managers and employees, self-awareness is important for self-development,
We mean the following, When we don’t succeed in something (we can’t meet deadlines, the
quality of the completed project isnot very high, relationship with colleaguesis not very friendly
etc.), It alwayshaslogica ground. Above mention facts, alwaysindicate that we have a weakness
— we don’t have well improved our organizational, planning or other skill. Human, who knows
well hig’her self, knows which his’her skills are weak and need improvement and based on this
improves.

Self-confidence is very important in today's reality. Occasions in the Georgian reality
are quite complex in organizations and it is needed, from manager during decision making
Firmness, Self-sacrifice and refusing stability, which is difficult and only a person who is Self-
confident can do it. In fact, the process of self-awareness leads human to be more redlistic,
which improves hig/her self —confidence.

Human characteristic, who have high levels of Self-regulation competence are
following:

Awareness of their emotions and their consequences
Knowledge of their strengths and limits
A strong sense of self-worth and capabilities

Self-regulation, is the ability of human, which helps him/her to manage internal
impulses in a difficult situation. Nowadays, there is high competition among organizations as
well as within the organization, and this is the reason, why we all need to work in a stressed
environment. If a person can't pull oneself together, despite the tension, he/she can’t succeed,
because no one need employee or manager, who can’t manage himself, cause this implies itself
increasing the number of dissatisfied clients.

Human characteristic, who have high levels of Self- regulation competence are
following:

Ability to restrain destructive emotions

Ability to observe of criteriahigh moral qualities

Willingnessto take responsibility for his/her work

Flexible approach to change

Calm attitude to new information, fresh ideas and approaches to solving
problems.

Success of human depends on his’her mental condition. One of the most important tasks
of a manager is accepting personnel, who is excited by their work, and this relates to the
competence of motivation.

To be productive and effective, we need to love the work we do. For example, a
lecturer who likesto share their knowledge, will always be more productive than lecturers who
work only for money.

Human characteristic, who have a high level of Motivation competence are following:

Desire to achieve the goal

Adherence to the goals of the group or organization

Willingness to act according to the opportunities, perseverance in achieving
goals, despite the obstacle

In business As well as persona relationships, people prefer to communicate with
individuals that are: restrained, have ability to manage internal impulses, confident, calm, love
their work , meet positively changes, know their abilities, strengths and weaknesses, have a
sense of humor and clearly formed moral values. All above mentioned human traits are part of
a subcomponent of component Emotional Intelligences.

Our aim was to demonstrate what subcomponents has Emotional Intelligences
component Personal Skills, why is it important to develop them and what difficulties may we
havein case of not knowing it.
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David Adlanishvili
Doctor of Economy, Ph.D
GEORGIA STATE DEBTSASSECURITIZATION EXAMPLE
Expanded summary

The survey is devoted to the Georgian Government debts before the National Bank of
Georgia and its covering policy, which is expressed in the emission and gradual repayment of
the Treasury bonds. The article describes the origin of debt and the use of this mechanism and
explains the positive impact of this process - the securitization — on the development of
Georgiam Securities Market.

The "conversion” of non-asset assets in the world financial markets (securitization)
and their economic activity is the usual downward trend. Unfortunately, Georgia's successful
"securitization" is more exception than practice. In thisregard, the subject of our research isthe
successful result of this example - the "Securitization" of 832 million GEL of the state debt
towardsthe National Bank.

It should be noted that issued state and corporate securities are not distinguished by
diversity. Since independence, the state has been facing a number of guaranteed debt
obligations which have been delayed by time and many of them are till not settled. In addition
to other debts, the government's indebtedness to the National Bank was steadily rising from the
period of independence of Georgiaand reached 832.846.323 GEL for 15 March 2006.

The history of the accumulation of debt islinked to the state budget deficit, and from
1994 to 2006 the Ministry of Finance used the National Bank of Georgiato cover the budget
deficit. Instead of a cold road, which means transactions with open market and investors, there
was actually a cash emission (monetary financing) in Georgia.

On 20 March 2006 the Government of Georgia and the National Bank signed an
"Agreement between the Government of National Bank of debt measures’, according to the
National Bank of the government due amount must be 2030 to March 16 so that each year the
debt One part of the registration of the National Bank on a yearly renewable yearly public debt
liability - government bonds, and the other part - different term government bonds in the open
market operations, which shall be covered from the respective years of state budgets.

Annual interest rate on bonds was determined by 13% in 2006, 2007 and 2008, and
the percentage of payments on mortgage lending amounted to 7% in 2006, 6% in 2007 and
2008.

Annual interest rate on coupon rates and debt obligations on bonds in 2008 is
determined by the Government and National Bank of Georgia in conjunction with market
interest.

With this agreement and emissions and repayment of these securities, the debt
repayment schedule was completely withdrawn and the National Bank of Georgia had an
important instrument. That is the debt that has just been recorded on the balance of the
National Bank, has acquired a very important workload and function.

At the same time, the bonds are not the only positive that has been achieved by the
National Bank and Government Agreement. In this way the attitude of the government and the
National Bank has changed - from now on, the NBG does not directly finance. Emission of
state securitiesis carried out.

This was the most important step, because the central bank financing of the budget
deficitin any of the developed countries are not considered to be part of a stable macroeconomic
environment, and vice versa - when direct lending is prohibited, it is recorded under a guarantee
that Georgiawill be a stable macroeconomic envirounment.

Keywords: securitization, National Bank, Ministry of Finance, State Bond obligations,State
Debt.
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MAIN ASPECTSOF REVENUESACCOUNTINGIN THE PUBLIC SECTOR
Expanded summary

Public entities generate revenues through the exchange and non-exchange transactions.
Recognition and measurement is one of the main issues of accounting the revenues. According
to the general model accepted by the standards, the revenue shall be subject to recognition if it
is expected that:

An entity will receive economic benefit or service potential

Auch abenefit can measured reliable by quantities
Issues of recognition of revenues gained from exchange and non-exchange transactions, with
considering the specificity of the public sector, are discussed in IPSAS 9 — Revenue from
Exchange Transactionsand IPSAS 23 — Revenue from Non-exchange T ransactions.
The Article deals with circumstances where the  criteria established by the standard are deemed
satisfactory and, the revenues are recognized respectively,
To separate the revenues received from exchange- and non-exchange transactions, a due
attention should be paid to the content of the transaction
Exchange transactions are transactions in which one entity receives assets or services, or has
liabilities extinguished, and directly gives approximately equal value (primarily in the form of
cash, goods, services, or use of assets) to another entity in exchange
Non-exchange transactions are transactions that are not exchange transactions. In a non-
exchange transaction, an entity either receives value from another entity without directly giving
approximately equal value in exchange, or gives value to another entity without directly
receiving approximately equal valuein exchange.
Measurement of the revenue generated from exchange transaction should be made at the fair
value of the consideration received or receivable taking into account the amount of any trade
discounts and volume rebates allowed by the entity.
Measurement of the revenue generated as a result of sale of the goods and services should be
made when the criteria determined by the Standard are met
The criteria of recognition of the revenues received from the exchange transactions are used for
each transaction, however in some cases it becomes necessary to use them separately for
different independent components of one and the same transaction, in order to defibe a real
meaning of the transaction
Recognition of the revenue received from rendering services, due to a nature of such transaction,
is made either towards the percent of performance or towards the total costs envisaged under
the budget, by the costs weighted share method
The non-exchange transaction covers mainly payments and transfers. Recognition of the results
of non-exchange transactions in the financial reporting is determined by agreement on the
receivabl e assets where both the conditions and limitations mat be envisaged
The conditions meanly imply a purposeful use of the received assets. Their violation may
envisage return of the economic benefit or service potential to an entity which has performed
transfer. Therefore, when a receiver of the assets recognizes initially the asset, it recognizes at
the same time the liabilitiesas well, that in case of violation of the conditions, it becomes obliged
to transfer to a third party a future economic benefit or service potential
According to the Standard, when an entity recognizes its liability related to inflow of
resources, the recognition should be done in the amount that is to be calculated by the best
measurement as at the date of the reporting date. When an entity performs its recognized
current liability related to the resources received as a result if the non-exchange transaction, it
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should reduce a balance value of the recognized liability and recognize the revenue by this
same amount
Limitation does not imply return of the assets received as a result of the transaction.
Consequently, the resources received in the course of transfer and recognized as an asset, should
be at the same time recognized as the revenue, not a liability
Measurement of the revenue received as a result of the non-exchange transaction, takes place
by value of the assetsrecognized by an entity
The entity should recognize the asset received as a result of the non-exchange transaction,
except for the services rendered, when it takes a control on those resources, which satisfy the
definition of e asset and the criteria of recognition thereof. Control of the asset separates the
entity’s assets from the property of public use, which are availableto and used by all the entities.
It excludes availability by the third persons on the benefit from the asset.
A primary measurement of the asset acquired as a result of the non-exchange transaction, takes
place at its fair value existing as of the date of its acquisition. A fair value is a measurement
that is fully relied on the market data. To say simply, thisis a ;price the sellers may receive,
not a price they wish to receive through selling the asset.
As mentioned above, the non-exchange transactions generate the revenues or liabilities. The
resources recognized as an asset received from the non-exchange transaction, should at the
same time be recognized as the revenue, except for the case when a liability is recognized
regarding receiving the resources.
When the entity is to incur certain expenses in connection to the revenue received from the
non-exchange transaction, it recognizes the revenue by a full value of the received asset
(excluding the costs), while the expenses incurred for this transaction, are recognized
separately. For example, if areporting entity is required to incur the delivery and assembly costs
related to transfer of the fixed assets, then the revenue is recognized separately from the costs,
while the costs of delivery and assembly, according to IPSAS 17 — “Property, Plant, and
Equipment” isto be recognized in the value of asset, respectively.
Thus, the criteriafor measurement and recognition of the revenues received from the exchange
and non-exchange transactions differ from each other. In particular:
Asaresult of the exchange transaction, if the criteria of recognition are satisfied, then
the expected economic benefit should be recognized as revenue
Recognition as a revenue of the resources received as a result of non-exchange
transaction, is determine by conditions an limitations of an agreement
The revenue received from the exchange transaction, is measured by the fair value
received or receivable by the entity, taking into account the amount of any trade
discounts and volume rebates allowed by the entity.
The revenue received from the non-exchange transaction, is measured by value of the
assets recognized by the entity
Degpite the existing differences which are caused by specificity of the public sector, a meaning
of the measurement and recognition of the revenues received as a result of exchange and non-
exchange transactions, corresponds in full to the genera model defined by the international

standards.

103



“q3mbmdoliyo”, “Ekonomisti” Ne2, 2018

doc0bs dsoliy@oady
0l sbmEodgdgmo 3Gmx9lmdo
LObIRAVOB(M 3@AS6B IO SRAHOCHINL LO3OMNbLISLO

9boydg. LobgendFogm obdo®gdols Jomgdol LFm@ sm@oibgel oo dbodg-
bgermds oJgl LoFo@mdmbomgol gobsblymo sbys®odygools dmdbogdols LoJdgdo.
9L 360dgbganmds godmobs@gos 0dsdo, @M, AmEglsi Lofomdml gowsgigds
M9bg@Lgdo, dob gbes dgodhoml glodsdolo bssw@oizbgm dgmmeo. sdoborsb, Lo-
Lydggemos, bofo®Imd gobobliy@d sbys®odygdsdo sbisbml o3 wsbdodgdol dgog-
3o doegdygmo Ladagdgao dmigdygen bosbas®odm 3g@omwdo. sdom 3bdbggen-
4omgogo 0dbgds LoFo@dml gobsbliyg@o osbpomodaygdol goHm-g@mo ¢3bodgbgenm-
go69L0 3M0b3030, dgbopomolmds Fobs 3gMomwgdol b Lbgs Lofs®dmgdol obpyo-
00 g690005b.

bEo@osdo gobbogygmos Lobgadfogml 8og@ gobbmdEogmgdygmo ©obds-
@950l bobggdo, domo bosbosmo, 300mdgdo s s@@oibgol Lsgombgdo dygmea@-
00 seA0i3bgol bog@msdm@olo LEsbps®@gdol dglsdsdolbaw.
Loggobdm Lodyggdo: LobgerdFogm a@sb@o, dgdmbsgoen dgmmeo, gododow dg-

00M(0.
‘dgbogoano

Lobgedfogm gdsb@gdol dgmsm@@ygamo sm@oibgol bsgombgdol @gaaro-
0905 bpgds dgmom@@gmo sedoibgol Loghmsdm@olm bEsbps®d@om (dsLl) 20,

Amd@ol mobobds, Lobgadfogm a@sb@gdo ool Lobgadfogml dogd goFgyeo
obdo@gds LoFo@mdmbomngol @gbydlgool gosigdols Lobom, LoFo@dml bodgyd-
bgm Logdosbmdolbmob szogdomgdyao, Fodbygado dgbd g gdgmo ob dmdsgoa-
‘do dgboslidyagdgano aoM 339900 300mdgdols bobsggemmp. of o opgeolibdgods
obgmo  Godol Lobgedfogm wobdodmgdgdo, Gmdgmms oMgdymgdols wobisdymg-
daemo goblobmgms dgydangdgamos, sydgmgg LobgmdFogmlmsb wowgdygmo olyg-
M0 35M0390960, OMImgdoiz o0 goblbgogogods Lofo®ddml hggyamgdmogo 3mdgH-
(3OgE0 25M0gy 9dgdoloysb.

Doaxg® Lobgandfogm g@sbdgol Lbgs Lobgabog 9fmmgdgb, dopgsmomsw,
bgdlowos, m@sEos ob bobgadfogm 3@gdos.

% %k %

o5l 20 dobgogom, adsb@om dowgdgmo @glyg@lgdo dgodengds ogml e-
o0 S SMoPYMSEO. 2obslibgaggdgh oJB0ggdls o Ygdmbogan gdbmseb ©s3sgdo-
@09 3OobRH oL,

5JB0390mob  ogsgd0Mmgdagmo a®sbHgdo Lofo@mdml, y3o®ggmgl gmgeols,
0dobomgols gdenggs, @m3 dgodobml, dgJdbsl, sodgbml ob @s0dg Lbgs abom 8mo-
Dboml gMdgegoosbo 5JB0ggdo. sdsbmsb, y@sbBo dglsdgnms omgomolifobgdwgls
3953 go0m 300mdgdlisi, MmImgdoi aoblobmg@moglh oJ@ogol Lobgmdol, gobans-
3905b, domo dgdgbols ob Famdols 3g@omwl.

‘g logem gdmab ©s353d00gdgao 3@sbdo s@bodbogl g@sb@l, Gmdgamoi o@
sols s 3ogdomgdygaro g@dgangswosbo  of@oggdols dgdgbsl b dgdbsbimsb. ogo
Lofo®dmgdls  gdanggom  aodggggeeo  Lobol  Lsddosbmdols aobogs@ommgdaso  ob
3obLabm@ 0 gdaso.

Lobgedfogm a@sb@ol ghom-gom Lobgl Fomdmowagbl sydgmgg bods@ogdo
Lglbgdo, gl olgmo Lgbbgodos, GMIganms 7306 sdGbgdol dmmbmgbols Y gds-

104



“q3mbmdoliyo”, “Ekonomisti” Ne2, 2018

by bylbol 2533930 bgdbsgma@mmdom 53dmdl Go@dls, ao® 33970, smyg dgmsbbdg-
00 300mdgd0l mobobdsw.

bodogxgdom  mOyobobsizogdols  dgdmbogamgddo  dbodgbgenmgsbo  spayomo
935305 3M5bGHgbom Jowgdym ©sx0bsbligdsl. a@sbGgdo Lobgmdfoxnm ddsdmgg-
mbdol  gOmgyagool dogd Lbgs ©mbols Lobgedfogm dds@mggarmdols gomg-
90 gool ob Log@msdm@olbom m@asbobozogdols o dJmogdmdgdolsasb Lobsjmb-
e b gymoo gm@dom Jowgdgmo sMobsgomegdygmem dJodobodyg ©s Jodo@e-
@0 BAsblgg®mgdos [godosdgoeo 3., 2014:97].

dogbgpogs® 0dobs, 0y Gmymo gm@dom odbgds g@sbEo Jowgdyara, 56
03gegds dolbo sw@oigbgol Jgmmwo. ogo swoMoibgds oEgbdgdew, 0dol dogbg-
5350, Jogdygmos Fymowo Bo@don my Lobgdfoxgml Fobsdg gomogdygemg-
dgbols IgdEodgdols ge@don [LAglgemo b., 2016: 469].

b5l 20 dobgogom s@OLgdmdl Lobgadfogm a@sb@gbol sm@oigbgol m@o
doymds: godo@om-dgmmeo s dgdmbsgsm-dgmnmewo.

@ 3530 0e-g0mEols 253mygbgdolsl a@Msb@o sobobgds dmggdols ob bo@e-
gools qo®gom.

0 Jgdmliogog-dgmmeol @AMl a@sbBo solsbgds 8magdsdo ob bodogndo,
9000 5b dgBo Losbaos®odagdm 3gmomwols asbdsgamdsdo.

sdobmob, gbws  s@0bodbml, @mI LEbpsGE0 goblobmgdogl godo@oen-
dgmmeols g30ds@glmool s dgdmbogsg-dgmmeols Ibo®sddge doMoms oGye-
d96@ 9oL

3030@og-dgmmeols 930@s@glimdols doMomswo sGdgb@gdos:

) Lobgamdfogm a@sb@Go ©ox0bsbligdol Lodygomgdss s sdo@md gbs so-
Lobml Lobgendfogm g@sb@ol Lobom gobsblig®o dpgmdsdgmdols sbas®odygdsdo
> 5Mo dJmygdsdo ob bodoanTo, y@sbBom ©ox0bsblgdymo obsbotxgdols dygb-
950l aoexgomgol Lobom. gobsowsb dmbsgrmebgmo o@ s@ol 3@sbEol mobbols
56 7bgds, 030 9Pbs s@osdmEgl Jmggdol 5b bo@omols podgm;

2) JoBmgdgmo 5@ s@ol Lobgandfogm y@sb@gdols sos®gds Imygdsdo ob
bo@omdo, Moyob ogo Lofo®dml dJogd o ool 2s3mdydoggdyao, s@odgw
Lobgedfogml dog® gobbmdEogmgdygmo Fobosmoligdss, dobmsb wsgsgdodgdayero
sbsbotx gdols gomgdy.

‘dg3mlogog-dgmmeols dboMEsdkg®o doMomswo sGdgb@gdos:

1) Gopaob Lobgadfoxnm g@sb@gool Jowmgdol Fys@ml o6 Fomdmowagbgb
sJaombg®gdo, o@ dgodangds Jomo Jo@Esdo® sbsbgs oJ3ombgdms  3s3o@ogn o,
5539 Jomo osmosMgds gbes dmbegl dglsdsdolo Losbys®@odygdbm 3g@momwgdols
dmggdols ob bodoerdo;

2) Lobgadfogm a@sb@gool ao3gds dmeosbse glslyoeme, Lahyd@ol
Lobom, 0dgosmoe begds. Lbofo®dm 35Tob ©o0dlabymgdl a®sb@ols dowgdsl, oy
553354mRBom gdls goMmyggaer 30Mmmbdgdl o dobwodo Foygbgdyan gomrgdyeng-
dg0L. 5doBm3 gMobBgoo soliobgds Bmagdsdo ob bodsado 03 3gdomegddo, Gm-
dgendoz LoFo@mdm bodxs® s@osmgdl obsbos®xgdl, Gmdgmms ©ox0bsbligdsc
bogds g@sb@ol dgdggmdom;

3) Lobgedfogm a®seb@gdo, RoJ@mddogew, ULobgamdfoxml  golgsagdo
3@0Gogol  goa®@dgagdols Fomdmowygbl. sdoGmd @maogzg@os, A®mI  dmggdols
aoslobowo s Lbgs obsgmmyondo aswobobogdo, GmIgmms odoibgs bpgds
‘dgdmbogemgdols Jobgogom, solobgdbmegls Imggdsdo ob bodogdo Lobgedfogm
306G gdmsb gOhmo.

‘g3 logog-dgmmeols godmygbgdols doGomswo @odsbsbosmgdgamo mogolig-
b gdos ol, @md bobgardfogm g@sbBgoo swos@gds dJmggdodo ob bo@ogndo
LobRgdo@® e bogydgzgarbyg, 08 Losbysmodygdm 3g@momegddo, mdgedoi Lofom-

105



“q3mbmdoliyo”, “Ekonomisti” Ne2, 2018

o bodxo 5@0oMgdl obsbo®xgdl, MmIgmms ©sxobsbligdss a®sb@ols d9dgg-
0600 bpgds. Lobgmdforgm a@sb@gdol dgdmlsgmgdol smos@gds dsmo dowgdols-
056539 (Lbogolm 3gmmpom) gFobss@dpgagds doLl 1-0l, ,,50b56LyM0  sbysmod-
390%0L Fodygbs™ dgdmbiogangdols slsbgol wo@moibgol dgmmel. Logolim dgmmeoals
3odmygbgos olsdggdos dbmame 35d0b, GmEglog @ Ol dmdl bbgs Losbys-
M0da90m 39M0mgdobg gMsbBol gowsbsfomgbol Lbgs Logydggamo, aodos 0dols,
@ bobomosi domgdygamo ogm a®sb@o.

bdo® dgdmbgggsdo, dbgamo o@ oMol 03 3gMomegdol sy gbs, AmEglisg
9bos dmbegl Lobgadfogm g@sbdmsb ©szogd06gdymo obsbodyxgbols o6 bo@-
xgool sosdgds, Mopasb 3@sbBo gmggmmgol gumolbdmol godggggen bdgao-
Q0390 ©obobomxgdl. a@sob@ol sos@gds dmygdsdo ob bodsmTo bpgds 0dogg
39Mm0mEdo, HmEglsE swosdEgds dgbsdsdobo bodx gdo. sbogrmyoqdse, Sdm@@o-
bgdo  5JH0ggdmeb ogogdodgdgmo  a®MsbBgon, @mamdi Tgbo, dmagdsdo ob
Do@o@ o sM0sBEYds 3MMIMAB0EsE Yggems Losbao®odygdm 3g@omedo, G-
©gbsz oMoibymos 33gmol sbomobgdo dmEgdge oJBoggdby.

>@059m@E0bgdom ©JB0ggomeb szegdoMgdygmo a®MsbBgdo dgodangds oy-

3039 39olbbdmdegl oM 33990 gomEgdymgdgdol dgbdgagdsl. sbigmo g@s-
6dgd0  omos®gds IJmygdodo ob  bo®omTdo 0  Loobyomodygdm  3gMomgddo,

amEgbsg gofggmo odbgds o3 gomgdbygamgdgdols gl g gdolbmsb ©sjzogd0mg-
dao  sbobs®yx gdo. dsgomomop, dofol gdsb@o dgodamgds dgoiogegl dofols
bogggmbg  godg3g9umo  dgbmdo-boygdmdgdols  3dgbgdermdols  JoGmdsl.  sdoGmd
306Gl s@osmgds dgdmlbogagdols Lobom dobobdgfmbomos dmbegl dmzgdgmo
‘dgbmdo-bsg90mdgdols ImdLoby@mgdols dmgemo gools yobdoganmdsdo.

Lobgandfogm g@sb@o, Gmdgaoi dowgdgao ofbgds aofgueo bodyxgdobs
> bodool 3md3gblogools Lobom, ob Lofo@mdml gomsgogdgemo  gobsbliyg@o
obdomgdol dobbom, MmIganlisg o@ gdbgos dglsdsdolo bodmdsganm obbo®- x9do,
9bs  S@osMEgl  0d  3g@omwols  dmygdsdo  ob  bo@omTo, @mEglsi  ogo
59399900 gds Jomgdsb.

Lobgedfogm a@sb@ol goigds dgodengds bpgdmegl s@sgygmswo sdBogols,
dopomomsw, dofs 5b Lbgs Labol dglyg@lgdol Lobom, Gmdgemoig Lofomdmd ¢bwos
3°dm0ygbml. o3 dgdmbgggsdo, Gmyme 3 Fgbo, Jomgdgmos stoggmopo oj@ogols
dgg3oligds Ggoy@o @odgogmgdom, dgbsdsdobse, 3@sbBoiE s sj@ogoE 9bos
sobobml @gomydo mo®gdygmgdomn. s@Olgdmdl san@g@dbs@ogeo dgmmeoE, GmI-
g0l dobgegomsi a®MsbBols o dmEgdymo sMogymswo sJBogol osbsbgs begds
bemdobogry@o o gdyegdoo.

5JB0390m5b s 353d0Mgdgao LobgedFogm a@sb@gdo, dom dm@ol s®ogy-
o0 4M5bE g0 Hgomu@o @oMgdymgdom, Bobsbliydo dpymds®gmdols sbys@od-
39050 Yo@dmpygboamo gbps 0dbgl g@sb@ol ao@agogdgamo dgdmlogamols bo-
bom s@os®goom, 5b g@sb@ol aodmgomgom oJBogol Lodsmsbbm womgdyemgdols
dobowgdo.

>Mbgomdls gobsbly®d obyomodygdodo 5dH0ggdmsb ogegdocdgdygemo a@sb-
Aol sbabgol m@o dolowgdo san@dg@dbs@oygeo dgmmeo.

3odggmo dgmmeo ggeolbdmol g@sbBol sbobgsl aowsgowgdymo dgdm-
Loganols bobom, Gmdgmoi smos®egds dmygdol ob bodsado LobGgds@d e o
A530mbog @ Logydggambyg, 5JBogol bobasdagdemm dmdlosby@mgdols dmgemo gowols
3obdoganmdsdo.

dgmdg dgomeols msbsbdom begds g@sbGol godmgomgs dmzgdgemo s@o-
g0l Lodo@oblim mo®gdgegdols dobowgdo. a®MsbGo smos@egds dmagosdo  ob
bo@omTdo (3390000 5JB0gol Lobo®agdam dmdbsby@gdol gowol aobdogarmdsdo,
ohJodgdymo (339m0l Jgmmeon.

106



“q3mbmdoliyo”, “Ekonomisti” Ne2, 2018

5JB0ggdol dgdgbsd wo dglodsdobo a@sob@gool dowgdsd dgodangds 360dgbg-
gmgobo 3gmomgdgdo godmofgoml LoFo@mdml gymswo Lablmgdol dmd@smdsdo.
0dobomgol, @md as3mhbegl 5JB039ddo ©sdsbpgdyamo 0bggb@oEogdol LsgdHmm
0obbs, sbgmo 3gmomgdgdo 3omgyg dgbangdols Lobom gbps solobml  gyaswo
Loblmgdol Imd@omdols sbao®odygdol gobdo@m@gdom d9bodgbgddo, 0dolws doyby-
o350, bgds My oM a@sbGol msbbol godmdgomgs dgbodsdolo sJBogol Lods-
obbm  mo®gdymgdoesb  dobo  Gobsblydo  dpamds@gmdols  sbas®odygdsdo
sbobgols dobboom.

‘dgdmbogmmgdmsb ©s3o3dodgdymo a@sb@gdo solobgds, Gmam@E dmygdols
ob bo@ools bofogo, ob @Gogmgg dgbaol bobom, o6 Log@mm LobgerFmegdom
»Ubgs  dgdmbogangdo®; sen@gdbs@ogmow, olobo obyo®odygdsdo asdmodgomgds
‘dgbodsdolio bodx gdosb.

3M5bBom aomgogolfobgdymo 30Mmmdgdols Jguldgamgdemmdolsls babgend-
Fogm a®@sb@do dgodargds 3gob  ©o9d@ybrgl a@sbBol  2od3gdl LOymow b
bofoamomog. obgm dgdmbgggsdo ©sd@ygbgdygmo  mobbs  gbes  godmodzommls
30560l wodhgbogo msbbowsb. Laobgadfoxnm adsob@gdo, GmImol sd®bgdaby
Fomdmodmos dmmbmgbs, aobbogymo 9gbos 0dbgl dmammE Losw@ogbgm dgge-
Lgogdoli  goslobyxgs. dgdmbsgamgdbmsb  ©ogogdoMgogmo g@sb@ol  ©so@9bgds,
30639e0 Goado, Ybos ©oY30M0L30MEIL >M53MMEG0b oY@ YoEogegdym gom-
gdgagdsl, AmIgmoi Fo®dmodgs a@sbdmob dododmgdsdo. myy a@sb@ol ©o-

Lbod@gbgdgaro mobbs smgds@gds sbgmo aopsgogdymo gogwgdymgdgdols mob-
bol, ob @mEgbsg @ oMl dmdl ao@egogdymo gogEgdymgds, a®MobGol ©o-
Lod@9bgdgeo mobbs oyymgbgdarog 9bws S@os®EglL bodyxol Lobow. of@ogmsb
©5353d0@gd 9o 3AsbBol slod®mgbgdgmo mobbs sobobgds o@ogol Lodsgnsblim
00959 gdols gobAom, 5b aoogswgdygmo dgdmbagargdol bsdmol dgdEodg-
d0m, EsLsdMYbgdgao msbbol M bmdol dglsdsdolow. wogMmmgomo ©sds@gdomo
(33900l msbbs, @M3gamoi  swos®gdygmo  0dbgdmes  odMYbgdedwyg, AMSbB0L
sMoMlgdmdols 30Mmdgddo, oyymgbgdemog gbws s@osMEgl bodxol Labom.

sliggbo

sd@Moge, ©solyggbol Lobom dgodargds hodmgogsamodmm dgdwgao, Bobob-
by obyododygdodo oJ@0g9dmeb ©s353domgdgao a®sb@o  solsbgds mdo dodo-
050 Jgmmwom:

300390 dgmmeEoli msbobdo, aMsb@o solobgds dowogowgdygemo dgdmlisg-
ol Loboo, dmggdols o6 bodoado Lol gdsdy® ©s Msgombomy® bogydgga by
5JB0gol Lobasdagdaem Imdbobydgool dmngao gowol yobdogermdsdo.

dgmdg dgomeo 3o ageolbdmol g®sb@ol godmdgomgsls dmEgdymo ojdo-
3oL Lodogoblim modgdymgdols dobomgdse. o3 dgdmbgggsdo g@sbGo smos®wgds
Jmagdsdo ob bodogTo (3390000 oJB0gol Lobodpgdarm dmdbsbydmgdols gowols
2ob3ogenmdsdo, wobds®gdymo 33900 Igmmeom.

3°dmyggbgogmo @odg@odg@s

. gobobliyg®o sbas®odygdol 3mbigddgemg®o Logydgan gdo, 2014,

5. gobl (dobl) 20, 2014. Lobgedfoxnm a@dsb@gdol dymsm@@ygeo so@oibgs
> bobgandfogm ©obdodgdol gobdod@gdbomo dgbodgbgdo.

6. gobsblydo s5baoM0dygdols LogOmsdm@olm LEsbsdGo dgodg o Lodygsmm
Lofo@dmgdolismgols, 2009.

107



“q3mbmdoliyo”, “Ekonomisti” Ne2, 2018

7. godwosdgogmo 3., 2014. dygposm@@ygmo  sm@oibgs  Loxodm  Lsdos@maols
bd09dB 90 do, mdognolo, ,,dgBoeosbo”, g3. 97.

8. Leglbgemo 6., 2016. Lobgmdfoxm a®sb@gdol sm@oibgol msgolgdydgdgdo,
olyg 3008o a9a9dgomols g3mbmdogol 0blBodydol boghmsdm@obm bedgs-
bog@m 3mbegg@gbiool dologgdo, ag. 469.

Marina Maisuradze
Associated Professor at TSU
SPATE GRANTSACCOUNTING ISSUES
Expanded summary

Therefore, assistance by the State has a great importance for the entity in preparing the
financial reporting. Considering that if resources are transferred to the entity, the latter should
select arelevant accounting method. At the same time, it would be desirable if the entity
reflectsin its financia statements a benefit it received within the reporting period, as a result of
such assistance. This will ensure observance of the principle of comparability in the entity’s
financial | reporting.

The resources received by the grant can be cash and non-cash. Distinguish is made
between grants related to assets and revenues.

The grants related to the assets are given to the enterprise to purchase, create, build or
otherwise attract long-term assets. In addition, the grant may provide additional conditions that
determine the type, deployment, period of acquisition or possession of the asset.

The revenues-related grant is a grant that is not related to the acquisition or creation of
long-term assets. This type of grants are given to the enterprisesto expand or implement
certain activities.

One of the types of the state grant is also the excused loans. These are the loans which
payback alender deniesvoluntarily, according to earlier agreed terms and conditions.

There are two methods of accounting the state grants: The capital-method and the
revenue-method:

- In case of apply the capital-method, the grant is reflected outside of the profit or loss,
in the financial reporting;

In case of apply the capital-method, the grant is reflected in profit or loss, in during
one or more reporting periods.

A magjor advantage of the capital-method is that the state grant is a tool of funding
therefore, it should be reflected as the state grant in the financial statements and not in the
profit or loss. At the same time, it would be unjustified to recognize the state grants in the
profit or loss, since they are not generated by an enterpris, but is a stimulation implemented by
the state, without bearing associated costs.

Asto recognition of the revenuers-method, its supporters consider that:

Since the shareholder are not a source of receiving the state grants, they cannot be
reflected directly to the shareholders capital, but must be recognized in the profit or loss of a
relevant reporting period. Besides, issuance of the state grants absolutely free of charge, asa
gift, takes place very rarely. An entity receives the grant in case only, if it meets certain
requirements and obligations. Therefore, the grants are reflected in the profit or loss in those
periods when an entity recognizesits expenses as the costs, which are funded by the grant.

The main characterizing feature of the revenue-method is that the state grants are
recognized in the profit or loss on a systematic basis in those reporting periods when the
entity recognizes its expenses as the costs, which are funded by the grant. Recognition of the
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state grants immediately after receiving, i.e. by the cash method, contradicts to the incomes
charging method. Application of the cash method can be alowed in cases only when there
exists no other basis to redistribute the grant over other reporting periods except the type in
which the grant was received.

The state grant, which will be received for compensation of the expenses and losses
incurred by the enterprise or for the urgent financial assistance of the enterprise, which does
not have the appropriate future expenses, should be recognized as income for the period when
it is subject to acceptance.

Grants related to amortized assets should be recognized as revenues in proportion to
accrued depreciationin the period of depreciation on the asset.

The grants related to non-repatriation assets, which may mean fulfillment of certain
obligations. should be recognized as revenues in the reporting period when the expenses will
be spent to meet these obligations.

When the state grant is partially or fully returned, the returned amount shall be deducted
from the remaining amount of the grant. And, the state grants, on which return amout arises,
are considered asthe re-view of the accounting valuations.

An entity should reflect the following items in the explanatory notes of the financial
statement:

a) Accounting policy used by the entity for the state grants, including the methods of
inclusion of the grantsinto the financial reporting ;

b) Natural an size of the state grants reflected in the financial statements, as well as
description of other forms of state allowances from which the entity derived a direct benefit;

¢) Unfulfilled conditions and other unforeseen events associated to any type of the state
allowancesreflected in the financial statement .
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Lobgd (Breusch, Trevor S., Godfrey, Leslie G.,1978)
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J3bows bg@bolgdy®d Rm@dsl. ggarggol dgmag gdo3dg 30mg803E0 bR oL 3Jmbws
9900 930L B9bwgbios (Bernd Ernst R.,2005).
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dopgaol dggoligdolol 3odggan  g@o3bg P-l dbodgbgenmdgdo Ig@mygmdls
0,81-0,83 dgoemgrdo, bogm Igmeg gHo3byg 0,936-0,956 (Bernd Ernst R.,2005).
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embdomo gboto sOEmy domoaos (JoJgmsdy g. 2017).
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domopagbos 3930980396 @3gmoel  3om-3ommgg  gbmde-boggdmdgdols  ©s
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9300l 533 mgm@gamsigosl. dmgmols b3gEogogeEos 5@ s®ol asblsbrgmdgmo
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R.2005).
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JB0g9mo @gogmobsizoom doowgds: 1) wodsgmo LEsGolE0g Mo 3b0dgbgammdols s
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COMPARATIVE ANALYSIS OF INVESTMENTS MODELS (CASE OF USA AND
GEORGIA)
Expanded Summary

Thisarticle discusses findings of the empirical research of the five prominent Investments
models on the example of the USA, conducted by R. Kopke. Moreover, on the example of
Georgian economy | statistical adequacy of the above mentioned models are empirically tested
and the results are compared to outcomes of R. Kopke’s study.

The paper reveas the tendency of peaks and falls of the factor variables coefficients and
prevalence of capital adjustment rate over capital depreciation rate, which are similar to the
empirically tested accelerator models on the basis of the USA’s and Georgia’s economies. Major
difference between empirical models is the existence of autocorrelation in residual members.
According to the model of R. Kopke, autocorrelation is observed in the residual members, while
the autocorrelation is not detected in the empirical model based on Georgia’s economy. The
latter adequately reflectsthe country’s economic reality.

On the basis of Georgian economy example, Paper reveals the seasonal component in
time series analysis of the investments. In order to increase statistical significance, the research
needs to exclude seasonality from the original data. After seasonal adjustment, the timeline series
are checked about stationarity by Dickey-Fuller test. Investments belongs 1(1) type, because
using first order differencesleadsto the stationarity.

Akaike and Schwarz Criteria is Applied in order to define investments autoregressive
model type on the example of Georgia. The highest values of determination and corrected
determination (0.31; 0.25) are observed in ARIMA (2.1.2). Additionally, the model F>F¢, and
all variable’s coefficients are statistical significant except constant member’s. By excluding it from
the model, determination coefficient value decreases from 0.31 to 0.3, when coefficient of
corrected determination minimally increases; this indicates exclusion of constant variable from
the model.

Breush-Godfrey null hypothesisis accepted with 99% confidence interval, which means
non-existence of autocorrelation.
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If we continue inserting lag variables of autoregressive and moving average, every
added lag reduces values of corrected determination coefficient. Also, probability of acceptance
null hypothesis of Breush-Godfrey’s test decreases. Coefficients are becoming statistically
insignificant, which indicates the deterioration of the results.

Paper reveals that empirically verified autoregressive models on the example of two
countries similarly result in statistically non-significant result. The difference between the
models is the existence of autocorrelation in residual members. Difference results about
existence of autocorrelation in residual members might be caused by using different methods in
empirical realization process (making time series stationary on example of Georgia’s economy),
also by the difference in countries’ economics.

Autocorrelation is not found in residual members in empirically estimated Investments
cash flow model on the example of Georgia’s economy and total capital’s coefficient is not equal
to zero unlike R. Kopke’s study. Factorial variable coefficients create a saw-like tendency and
determination level of the model islow.

It should be mentioned that empirical realization of Tobin’s investments model on
Georgian economy case faces following problems. 1) there is no information about Tobin’s
coefficient — q; 2) there is no empirical data on total capital. The later can be fixed by using the
result from investments accelerator model, which estimates total capital values. However,
because of the absence of Tobin’s coefficient values statistically valid model cannot be built on
Georgian case.

Calculation of Tobin’s coefficient or replacing it with economically similar factor is not
possible, because there are no economic indicators that could be used for fixing stated problem.
Also, considering that technical estimation problem in the model should be fixed by assuming
that Tobin’s coefficient is constant through time and creating new coefficients
has no valid economic logic, because above mentioned fact confronts Tobin’stheory.

Like the research made with Tobin’s model on USA’s example, using it on Georgia’s
example is statistically incorrect. Additionally, we get different results by using Neoclassical
models. On USA’s example model has statistically useful values, when on Georgia’s example

statistically non reliable resultsis received.
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Lobowm dgdembsgan gdo.

‘dgbogogno

bogopalbobopm LobRgds obgmo gbws ogml, @md Lsgomslobspm dgdmbseg-
950l bOslmob ghmow o@ hoobdml jg@mdm dgFs@dgmdomo Loddosbmds. Jggys-
65do s®lLgd o Logopsobsbo@m 3mamodogs dobbow gbos olobogogl ggddm Uyd-
BM®obs o gabmygdo obgglBoiogdolbomngol, slggg d0bbglols ©sFygdol ©o yob-
gomo@gdobomgols dodbowggamo o bgmbogdgmo Lagoobsbopem gomgdml dgd-
bol. m3@odognyg@o Lopgswabsbowm Lolidgdol dgddbs gg3mbmdogg®o mgm@oobs s
940b6m3o3gGo 3meno@ogol ghm-ghomo gemgegbo 3Gmdangdss.

Lfmogo gopsbobswgdols 83d39mbdom obpgbls Lobgandfogm Jggybols ggmbm-
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3o®dmboboios  g3dmgogdodols 3obmbdeEgd@mdslmsb ©s Lopo@slobsm  3obmba-
gd@mdols wobggfs.

Ygbobfogamo mgdols sJ@gommds gobdoMmmdgdagmos 3m@gbcoyg®o Logswols-
bowm dgdmbogangdols ao8mygbgdom, my Gmym@o bogsesbsbopm Ggodmols ‘dgdmb-
39350 dggdemos Jg99obsl JoswFoml g3mbmdogy®o boawol dowsen Bgd3l (GDP-0ols
doJbodoen@ 3b0dgbgarmdsls).

kok sk

3530mmbgby m3Bodsado bogoswslbsbspm Fgodmols dowfggols mmbolidog-
d90bg 9uOM bosmgemo FoMmdmwagbolamgol sgoamm @ogg@ol obsdogydo IGywo
LoJo@mggeml  g3mbmdogol dspogmomby 2011-2016 Fangdols dobgogom. @oggd@ols
dogoo gfmws 3bmdogro 5dgMoggmo  93mbmdolBol sORPGH @oxgdol Lods@og-
(3999 mE, OmdgmdsE magolbo mgm@os dgddbs 1974 §ganls, mgdEs smbodbsges, GmI
3ol o® dgddbos gb mgmeos s ol xgé gowegy 39-14 Loggubgdo Fodmoyggbs oM5dds
930bm8obAds 036 Jognwybds [Laffer, 2004]. 3bmdomos, GMI @ogg@ol G gLom
439e05bg 3o®ao© d0xgddo bogowslbobom dgdmbogmgdby wodo@gdygmo modgdsy-
950l po@slisbowol (dgdpymddo - VAT) aobogggmols bgasgagbs smof g@gds [3s30gs,
2008].

05300 33e0390005b odmdpobomyg, dogoi40 d0g0s Woligghsdwyg MM, @o-
2900l dd o dbo@me @sdsbo Jodmmgbss, MmIgaoi sBsgGom o dGj03EL ds
[3o3530s, 2008].

Jomggamo g3mbmdoli@gdols, sgogdogml ganswodgm 303535l s oyl ggm-
bmdogols s d0bbglols gozum@gBol 30mggbm@ol, 93mbmdgdeogol gomgo@ols
bganddmgobgmols 0g@o sbobodgomols ggemggol dgogyoE SsLEP®YdL 0dsl, GmI
900m3emog Jnnbmgbsbyg Lsgo@sbsbowm Bgodmol bOwol bgdmdgwgds gmggemgols
obg Gombobo PodymRomo 5@ sGol, HMamA 3 gl 3obmbogyg®o Lobon  g3mbmdogols
05b5dgMmgg  Lobgaddmgsbgammgddos  Fo@dmwygbogo. aoslisbogbol  bows
bgaobygamgdols dbdowsb Ygodengds dobobdods@mmygmos 0dbol  @sdmygbgdyano,
03 [odobomoligdgara, slggg ©sddgbmdgdgdgemo g3mbmdogy@o 3meo@dogols
aobo@odgdas [sbobosdgoema, 2010].

doygbgosgo  bgdmombodbymols, dgg@o  dggemggoto  oxg@ol  dOgEols
5O lgdmdols, Bmym@ 3 s300m@l olig doohbggl [3s35g5, 2008].

o390l IOYL0 mog0sbgg ds3Gmg3mbmdogud d@omdo 0dbs hodmysmodg-
gm0, Aol 253m@3 0g0 goesbsbowgdols o ggymo bobgmdgdolomgol jo o@ oym
3ob3mgboaro, oMsdg  golodysmmgdygmo gHmmdaogo aoslobopolomgol. od
93565L3bgaols bogmoe dogosh bdoMow 0ygbgdgh g.§. Logoswsbsbowm @godmols
dohggbgdgels, GmIgeoi aobobsbwg®gds Mmam® 3 doyxgddo FoJdmddogom o43-
Mgx80eo0 bagopsbsbswm dgdmlisgemm gdol g@mmdaog dows 3OmEY]Gmsb dgusmogds.
9L 3ohggbgdgemo g30b6mdogodo s@lgdygen dpamdo@®gmdsl LOymse MM sbsbagogl,

Q5JH™MIM0goE S3MgR0mo aopsbsbowgdols boigeem, 3mBgbEog® Lagomslsbopm

‘dgdmlogen gdls gbos omgomolifobgdwgl.
Logo@alisbopm  @obogo®agool sbogmobo  gbdbggmymal  Logowosbisbowm
MG25bmgdls s Logowobsbom 3mao@ogol gobdlsbmgmgar 30693L ©s oMy gao,
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30 9b3og®o dgdmbogangdols Lobmdgdom, ©obsgotaol, Gmdgmoi aodmfggymos
3obmbdgyliodsdm Jdggogoom, po@slisbo@ols o@ gowsobeom ©s s@OLYdYmo Logswalos-
boem 30@0B 03000 (56 ©SEgEM0GES, 5@ dJmbs yopsbs, aogBgmes boys-
Esboboem dgmagomols Ggg0do).

d0x90do  Logswsbobowm  dgdmbagamgdol dmdoaobgdols dg@ow @sdsgno
dohggbgdmols gOm-gehmo dJmsgsdo dJobgbos gmdyxEos [dggodebsdg.. 2000]. 396-
dne, OmEglsi sEyomo gl dgVemdggdol dogd dglodsdol m@ysbmgddo (od-
©a9bom gz@sMomgdgddo dJmboigdgdols Jgabgdbymsw d60dgbgammgeb ©odobob-
xgool  (99930Mgdsl), Godoi  bodo®mggermTo  dg@-bogergdo  bmdom, bobmye-
Omgomogo 3bmgdgdol momdol yggems bggmm dJmoige.

030l gomgoeolifobgdom, @m3  LsJsdmggerm@o  2005-2016 {argddo VAT
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dobbgdolomgol ogydgom, @md Lbgs gopslbobopgdol Ggodmo 9Egmgmos ©s
203 gbol 54 obegbgb J39960L §30mbmdo G b wsby.
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‘dgbsdsdobow, mommggae Lg@m@do dgddboar sdo@gdym moMgdygmgdoby Loydo-
bmdom. 3m@gbcogao VAT-0l aoblobmg®ol gb dgmmwo, yoogemols 0dogg bol, o
Loko®ms 0bpogogsmyg®o gosdbegmobsmgols dogxgddo aowsbsbpgmo VAT-ols
309 bosba o0 dgdbamop.  3mbi@gdymo  gowsdbogmols  domosbo  bopgswslsbowm
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holiomgemgano VAT-ol msbbs (9Jb3m@@o gggems Jgggobodo odga®gds VAT-ol by-
gobo 2obs339m0m s dobbyg Logoobsbom ©obsjodygdols godmmgemolisl VAT-ols
3ob5339m0ls 203039 9o Omyma 3 Falo, o6 brgds). Goi dggbgos bmgsw dmweganls,
030 3I9domdls ghmgbygmo obas®odgdmsb, R®m 3mbiMgdymsw ,GHglyalgdols ©s
2530m496900L° b0 gomsh, GmIgabsiz  LobEgdsdoydew 5739969096  J394b60b
dgbsdodo LEsGoLGoggHo mmgsbmgdo. dnEgdgmo bMoggdowsh godmdwobsdy,
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- 3m@gbiogdo VAT 3mbidgd e bgddm®ob 0d3m@E by,
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= - 200l bogosbobom @godmo, @dmIgaroi dniggdgamo Fanobmgols
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‘dogo 3GMOYJ@mob msbsgstomdom.
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0o©0 dnmbmgbss, M oslobo@gdol sbas®odgddo sliobgs Jmbogl wodmoibgols
dgmmeols godmygbgdom, @oi 0dsls  omgomolifobgdl, MM aopslbobopol sbao®oddo
sbobgol @AM ¢bps ©sgdmbggl Logopsbsbsm gomegdymgdol Fo®ddmdmdbdols dm-
396@L. 3owgg gho mogolgdyg®gds, Ao gob-omss aoblsbwgdgao, s@ol dgdwgyo:
NoM03900, 30M396G 900 aoslobo@gdol sHosE@MPYmo 5b Loghmmp o@ gowob-
Eobsmgol s ULbgs Loxo®odm Lobji309d0 gbps s@wodocbml aswslbobswgdolsysh
(3o 39 305JB035o3 LobJEos-Loygdaggdol sw@oibgs 2016 Yamowsb Jo®mdmgdl 3oem-
39 doobabo@gdologsb ©sdmyzo0gdmom, gOmosbo  Lobobobm jmwol  sdmJdy-
©goslmsb ghmog.

hggb dog® ho@omgdygmo lLogowsbobowm Fgo@mols aosbyo®odgds, boggmow
VAT-0l g35]@mdmogo gowsbrols dshggbgomols, ggtobmds Ggomyd psmoigbgsls s
309630900 oMoibgol obsga®al. sbiggg pobomgomolifobgdgamos, M3 Logows-
Lbobom dgmogomgdomn godmfggnmo ©obsisdao, @ dmbofomgmdl 3m@gbioyg®o
sM03bgol sbsgomyols yosbysmodgdsdo.

Jagdmm dmzgdgen gbdoa@o slobygamos VAT-0li wodoibgol @obsgotgo wo
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@bdognol
VAT-0l pobogotgol wobsdogs bodstimgganm@o 2011-2016 e gddo

Qo@({)@bao TN onan VAT-1s

o ( ((:1)0) ) oMobgsls Q’*
2011 24,343,986,583 0.4 97,375,946 2,250,992,327 2,348,368,273
2012 26,167,283,503 -0.2 -52,334,567 2,526,098,612 2,526,098,612
2013 26,847,354,249 -0.1 -26,847,354 2,733,684,495 2,733,684,495
2014 29,150,481,302 0.7 204,053,369 2,376,458,399 2,580,511,768
2015 31,755,555,634 0.7 222,288,889 3,095,126,694 3,317,415,583
2016 34,028,452,192 0.9 306,256,069 3,413,264,850 3,719,520,920

{go®em: www.mof.ge; www.geostat.ge.
*2012-2013 Fengdols @absgatpol godygmaomo 36033bgarmds o@ stol gomgsaobfobgdyeno
obss@lmdmogo gnlodsdmdols godm; 2016 Fanols posbas®odgds Lsgymsto 0b@gdh3tg@oEoom.

Logoobobsm @gommol opagbs Igmdog goligddos dodmgdyano, gobsowasb
dodwobotg Roligddo aoobaomodgds dbmeme golgomymo g839Jdob dos@o®gdgaos
[gdoenadg, 2014]. dglsdodolop, Igedog ¢oligddo godmlbobygamo Lsdotmggenmls -ols
Aoy bAEs (Fobs Fgmmsb dgosdgbom) ws 3m@gbzoyg®o V. m-ols §godmo 2012-
2016 §engddo Fomdmy gbognos 3g-2 3b@oanJo.

gboogo 2
@ggggg(?(%i;lg;ob Logo@olobopm
Fgemo (730 baodo
2012 1.0635 0.0993
2013 1.0339 0.1045
2014 1.0462 0.0915
2015 1.0288 0.1099
2016 1.0285 0.1173

(g e: www.geostat.ge, www.mof.ge

ho@omgdygmmo @gadglboygao sbogobol dgogagdom @oxgdols IO ywo bodo@m-
390mls 39(06(080(;01}00)301) Bgodengos Vgdegaboo@s® asdmglobmm:  X=21,0929q d
105,8423q

3o@admeols sdmblbom dogomgdm, GmI m3Godsgrygdo Logswobobswm GgoMmo,
oby obsdogydo @ogg@ols FgdBomo g = 9,96%, bowmm gizmbmdogol dgbssdsdolo
03¢ 0dogy@o bOs ol 105,3 (5,3%). LESA0ZPH0 @oxggmols Ihgools §gdGoamgsdols
360d3bgemds Gmeos 7,77%-0b ©s 12,16%-0ls.
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LEo@ogg®o @oxgols dogool Fg@Gomagdo ombodbogl g3mbmdogol olgm
dgmdomgmdol, Gmwgbsi GDP 0bs®hgbgol bdwols d9odog @gds3l, dmdgamoi Gmeos
90mob. 53 FghGomgdl dm@ols dmJzggeos gobgomygdo dmeodogols bsdmJdgom
©os3obmbo. bLHsGoggo moxgdol Fgd@omgdols dggobgogeo  3b0dgbganmdgdo
bodo®mggerml  ggmbmdogobomgols s@ols - 7,77% s 12,16%. gL 60odbogl, ®®d
Lagoalisbsm Ggommol wsfggs 7,77%-0l Jggdmoo gsdmofggal Jggybols ggmbmdo gy
goMbols, sliggg, VAT-ob Logowasbsbsmm dgo@mols gobdws 12,16%-0l bgdmm Jggybols
9406m3o30L Hgi3gboge dpamds®gmdsdo dgggebsl bodbsogl.

M3@odogg@mdols mgombsb@olom, Moiombsgy@mos, mg VAT-0l 3m@gbioygco
Lopopolobom  Fgo®mols  d60dgbganmds  dogobmmgogds  9,96%-1  do@bbowsb.
sbodbya g o To Lods@mggmml g3mbmBogol goshbps 3m@gbiosemo dosmfoml
dodlodo@y@  105,3%-056 bAols dohbggbgdgenl, oby 5,3%-006 IoBgosl. mydae,
5930 gdgmo  bodogxghm bodxgool aofgzolomngol, goligosgy@o 3mao@ogols
g gbom ©5353909@0 smdsbd g gdgeo s bogsbmbdpgdbamm m@asbmgdo VAT-ols
Logopalsbom Ggodmols 3oMsdgpdgdsm 9,96% - 12,16%-006 dygoemgol somhgggb.
Sbgm 306mdgddo, odEs 0dobs, MM Jo@aaos doygxgdol gdmlsgagdo, g3mbmdogss
‘dgbsdodobo 0bMmEgds. s3G0gse, VAT-0l Logowsbsbosm @godmols 9,96% - 12,16%-
0560 06 gMgom0 LogmbB@ MM s LodMmmybmbm, Lommogb@oEom 3s@Mmsdg@tos.

d9-3 gbMogndo, aodmbsbymos Lods®mggarm@o 20112016 Fargdols VAT-ols
25JH™IM0g0 aopsobwols Logowsbsbom Fgo@mo GDP-Lmsb dods@mgdsdo dywdog
9oligddo, @mdgmoi bodgomme 113%- dgoygbl. bmam wesdogbymo VAT-ol
Bg00mo Igedog Bobigddo 0dsgg 3gdomedo bodygoeme 10.3%-1 dgomagbl.

3bGogno 3
GDP gowobes, | gowsbpogm | 3m@gbzogdo | 3m@gbiog®o/
bmdobogny@o d9dog o VAT-o0l /otogbyemo | ©s®ogbymo
Pamo GDP, 390303 goligddo H3oMM0 VAT, 3903d0g VAT-ols
VO gsligddo (35J®0) (Bemb 393-lbmsb goligddo Bgodmo GDP-
(Ig0b eno@o) @™ 96d0) ‘Ygodgdom (dg0b boob
% @@ 96d0) Ygsdgoom %
2011 22,241 2,565.2 11.5 2,163.5 9.7
2012 23,653 2,827.7 12.0 2,349.5 9.9
2013 24,454 2,662.4 10.9 2,555.6 10.5
2014 25,585 2,991.8 11.7 2,340.6 9.1
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2015 26,322 3,057.1 11.6 2,893.1 11.0
2016 27,072 2,806.3 10.4 3,176.1 11.7
Vyo®m: www.mof.ge; www.rs.ge

DO S@osMgdgmos, MM Lodsbdm  giymbmdogzol  Jggybgddo o@sbs-
bowgdols (bogopslbsbospm Fgo®mol) dgdiodgods 0fg93L 0b3gbBozogdol LGodyeo-
Ggool. o oagmolbdgds 39(om8gmbdobyg, bgangagslby s ©ogogbegdby Logows-
Lobom aobsiggmols dgdEodmgds. o gogomgsmmolifobgdm hggbo 3gemggol o aosbys-
09930l g9 90L, ©@ogolyggbom, @md dsJlbodsanydo 105,3%-0560 bH@ol Fgd3ols
dobopTggom sy3omgdgmos, VAT-0l bogspslbsbspm Ggotimo dogsbammgegls 9,96%-
056 dohggbgdgel. Lododmggemml g30mbmdogol bA®olomgol Ladodms bsobggb@oizom
300m3gLL dogiagl LEdymodgds, o3 3odm0f393L ©ods@gdomo Lodydom seaomgdols
‘39J965L s odo@gdom godmdydaggdsb.

wobggbo

50030mo© dgodengds ogolggbom, Mmd VAT-0l wsbsgodaols (9.¢. Vat Tax Gap)
290b0M0dg0go0l gomgdyg s@sbTm@o 0dbgds m3Bodsmydo Logswsbsbopm Ggodmols
3obLobegds s dglsdsdobose m3@odsgnydo g3mbmdogyg@o bewols dshggbgdbanols

o q6s.
m3@odogrygdo  Logowslbosbosm  @Ggo0mol  goobao®odgds, boigmsw VAT-ols

aoobwols  Johggbgdaobls, gyhEbmds @gomy®d  oMoibgsls ©s  3mGgbaoy®o
od03bgol obs e olbl, RA—-GAP dgmmomamyool ‘dglsdsdolog.

b5dBmdols @odmgdyangds, dJolbo mgm@oygmo ©s 3GSJHogyo godmygbgds 0d
25 gdmgdosb yodmdobs@gmdl, Gmd m3@odsgny@o bogsobsbsm Ggodmol wsw-
2965 35bbobwg@magl golgsmy@mo 3mmo@ogol 3geomgdol bakodm dJods@mqgagdsls,
3030000 gdl aolsbOEgmos My dgbsodiEomgdgaro bopgowslbobom Ggo®mo. 3garggs
0den ggs 06x3mAIs305L, My Amam@o Logspsbsbowm Ggodmol dgdmbgggsdo dgydanos
J399065L  dosfoml g3mbmdoggdo bowol domoan Fgd3l (GDP-ols dslodsenyd
3b0dgbgemdols).
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DETERMINATIONOF OPTIMAL TAX BURDEN TO ACHIEVEHIGH RATE

ECONOMIC GROWTH
(CASE OF GEORGIA)

Summary

This thesis analyzes the connection between the Gross Domestic Product (her einafter
the GDP) and tax revenues in 2011-2016. The tax burden to facilitate an optimal economic
growth that is crucial for future development of the country was determined based on
calculations. The so-called RA_ GAP Methodology was considered for determining optimal tax
burden.
Keywords: Gross Domestic Product (GDP); Tax burden; Economic Growth; Tax Gap; Potential
tax revenues.

Introduction

The tax system should be such as not to suppress private entrepreneurial activity with
theincrease in budget revenues. The creation of an optimal tax systemis one of the most difficult
problems of economic theory and economic policy.

It is through the taxation that the state regulates the country’s economy, as it is the
main instrument of formation of the revenue part of the country's budget.

It can be said that following to the post-communist period, the fiscal crisisin Georgia
had a self-enhancing character. High taxation of economic agents and low levels of tax returns
have further strengthened the inequality of tax burden.

Tax burden is calculated for both the country as well as by the ingtitutional units
(corporation, enterprise). “Tax Pressure” is considered as a synonym for “Tax burden”. Tax
burden (pressure, taxation rate) — is the country's total tax revenue ratio in terms of Gross
Domestic Product, expressed in percentage.

In the world of widely proven tax regulation, entrepreneurship development
incentives have not been taken into account in Georgia's fiscal policy, which has adversely
affected economic development, it can be said that it suppressed the production.

The actuality of the topic of study is due to the fact that, with the determination of
potential tax burden, it is possible to achieve the optimal economic growth.

* % %

For clear representation of the macro level optimal tax burden on the example of the
economy of Georgia it would be good to form the dynamic Laffer curve [Laffer, 2014]
according to the period of 2011-2016 . It is known that the cost of the value added tax
(hereinafter as “VAT’) on Tax Revenuein the Budget is best described by the Laffer curve.

As well as the results got by other researchers, Balatski comes to a conclusion that
Laffer Curve is nothing but a beautiful hypothesis which, on the whole, has not been proved
by anything. Despite this, many researchers presume the existence of the Laffer Curve as
something given a priori. [Papava, 2008].

The Laffer curve was formed from the very beginning in the macroeconomic context,
due to which it was intended not for individual taxes, but for an averaged joint tax. | nstead of the
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|atter, the so-called Tax Burden Index was used very often which is defined as the sum of tax
revenues typically incorporated into the budget as a whole. In order to make this indicator reflect
the current economic situation, instead of collected taxes, it should take the tax revenue into
consideration.

Tax Gap Analysis ensures the tax authorities and tax policy defined entities with the
lost, potential revenues, gap caused by unauthorized actions, not paying taxes, and existing tax
policies (which were not declared, no payment has been paid, tax payment concession have been
released).

Namely, there is a deliberate distortion of data in the declarations submitted by
entrepreneurs to the respective bodies, more or less covering amost all spheres of public lifein
Georgia. Generally, corruption is one of the main reasons for mobilizing tax revenues in the
budget [ Shevardnadze ... 2000].

Considering that the share of VAT taxes in Georgia in 2005-2016 amounted to 44%"
of the country's total tax revenues, thus determining the potential value of this tax shall be
essential for our research.

According to the International Monetary Fund explanation [Eric Hutton, 2017], the
tax gap is the difference between the potential tax revenue from current economy and the
actual taxing.

According to the methods statement of the Monetary Fund, the potentia VAT
adaptation is carried out in the sphere in compliance with a predetermined model, based on the
added value created in each sector. This method of determining potential VAT will pass the
same path required for individual taxpayers to calculate VAT payable in the budget. The total
tax liability of a particular taxpayer in respect to VAT isas follows. VAT accrued on import by
it + VAT imposed on the country’s territory — and the VAT amount of goods and services
acquired within the economic activity (exportsin al countries shall be taxed at the VAT zero
rate and when calculating Tax gap on it the VAT rate usually does not affect it). As for the
general model, it works with national accounts, more specifically with the “resources and use”
tables that systematically published by the country's dtatistical bodies. Depending on the
spreadsheet, the potential VAT amount is determined by the sectors: VAT on importsand VAT
accrued on the territory, with reduced VAT amount to be taken into consideration.

The above value model can be displayed asfollows:

Here:
S - isaspecific sector.
- Potential VAT on the import of specific sector
- Potential VAT on the output of a specific sector
- Potential VAT on Consumer Sector Consumption (i.e. Resources/
Expenditures)
The overall tax gap structure can be visually presented as fol lows:
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1 Source: www.mof.ge; www.geostat.ge
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Asit is known, the dynamic Laffer curve with Balatsky interpretation [E.V. Balatsky,
N.A. Ekimova, 2011] will be recorded by the following formula:
Where a and b are assessabl e parameter options.
The model (1) simultaneously gives us three indicators. These are the dynamic Laffer
point (), the static Laffer point (%) and the maximum growth rate of the economy (x).
The model (1) shows the dependence between the growth rate and the tax rate of the
Gross Domestic Product.

—— -thereisanincreasein the Gross Domestic Product;

— - the tax burden that is calculated for the year by the correlation of tax returns
sum with the same year Gross Domestic Product.

Asit is known, one of the main demands of the National Accounts System (EAS) is
that the tax reportsreflect the use of the accrual method, which impliesthat the time of reflection
in the tax report must coincide with the moment of origin of a tax liability. Another aspect of
EAS is the following: fines, percentages for not paying taxes in due times or at all and other
penalty sanctions must be accounted for separately from taxes. In practice, the sanctioning of
fines shall be carried out separately from 2016 together with taxes, together with the activating a
Single Treasury Account.

Calculation of tax burden carried out by us, instead of VAT payment indicator, is
based on actual accrualsand potential gap accruals.

Table Nel below showsthe VAT accrual gap and its dynamicsin 2011-2016.

Tablel
Dynamicsof VAT gap in Georgiain 2011-2016

ver | GDPinacive Aocr’f”m“('(?/“ Mustbeadded | , | Tocaculaethe

values (g[a)%) 0 to areal accrual total VAT burden*
2011 24,343,986,583 0.4 97,375,946 2,250,992,327 2,348,368,273
2012 26,167,283,503 -0.2 -52,334,567 2,526,098,612 2,526,098,612
2013 26,847,354,249 -0.1 -26,847,354 2,733,684,495 2,733,684,495
2014 29,150,481,302 0.7 204,053,369 2,376,458,399 2,580,511,768
2015 31,755,555,634 0.7 222,288,889 3,095,126,694 3,317,415,583
2016 34,028,452,192 0.9 306,256,069 3,413,264,850 3,719,520,920

Sour ce: www.mof.ge; www.geostat.ge.

The negative value of the 2012-2013 gap is not taken into consideration due to content
inconsistencies; Calculation of 2016 with its own interpretation.

It would be reasonable to determine the tax burden in constant prices, as calculation in
current prices has only a fiscal effect [Kbiladze, 2014]. Consequently, the growth of Georgia's
GDP realized in constant prices (as compared to the previousyear) and potential VAT burdenin
2012-2016 are presented in Table Ne2.

Table2
Year Red ggxg&;f the Tax burden q
2012 1.0635 0.0993
2013 1.0339 0.1045
2014 1.0462 0.0915
2015 1.0288 0.1099
2016 1.0285 0.1173

Source: www.geostat.ge, www.mof.ge

131



“q3mbmdoliyo”, “Ekonomisti” Ne2, 2018

With the results of the regressive analysis conducted, the Laffer curve for Georgia's
economy can be summarized as follows: X = 21,0929q - 105,8423¢>

With the parabola effect we get the optimal tax burden, i.e. the dynamic lapse point q
= 9,96%, and the optimum growth of the economy is 105.3 (5,3%). The value of static lacquer
curveisequal to 7.77% and 12,16%.

Dynamic and static L affer curves
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Static Laffer curve points denote such state of the economy when the GDP maintains
a steady pace of growth that equals to one. Among these points falls the fiscal policy action
range. Estimated values of static Laffer points for the Georgian economy are 7,77% and
12,16%. This means that lowering the tax burden below 7.77% will cause the country's
economic downturn, as well as increase of VAT tax cargo over 12,16%, means bringing the
country's economy into recession.

In terms of optimization, it is deemed to be rational if the value of VAT potential tax
burden will be closer to 9,96% from the left. At this point, the Georgian economy had the
potential to achieve a maximum 105.3% growth rate, i.e. increase by 5.3%. However, for
reimbursement of necessary budgetary expenditures the executive and legislative bodies
engaged in drawing up fiscal policies will select for the VAT tax consignments parameters
faling within the range of 9,96% - 12,16%. In such conditions, except to that the budget
revenues are high, the economy is growing consequently. Thus, 9,96% of VAT tax cargo -
12,16% interval is acontrol, forecasting and orientation parameter.

Table3
Nominal VAT Paid VAT Pgé‘zmg "1 Potentia /
GDP, at payments, at Burden VAT at accrued VAT
Year constant constant prices | compared con st’ant Burden
prices (in min. (fact) with GDP prices (in compared
i 0, i 0
GEL) (in min. GEL) % min. GEL) with GDP %
2011 22,241 2,565.2 115 2,1635 9.7
2012 23,653 2,827.7 12.0 2,349.5 9.9
2013 24,454 2,662.4 10.9 2,555.6 10.5
2014 25,585 2,991.8 11.7 2,340.6 9.1
2015 26,322 3,057.1 11.6 2,893.1 11.0
2016 27,072 2,806.3 10.4 3,176.1 11.7

Source; www.mof.ge www.rs.ge
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It is generally recognized that the reduction of taxes (tax burden) in market economies
results in stimulating investments. Here it is meant to reduce the tax rate on entrepreneurship,
salaries and dividends. If we take into account the results of our survey and calculation, we
conclude that the VAT tax burden should be approaching 9,96% to achieve a maximum growth
rate of 105.3%. For the growth of economy in Georgia, it is necessary to stimulate the
investment process that will result into creation of additional jobs and additional output.

Conclusion

It is easy to conclude that without VAT Tax Gap calculation, it would be wrong to
define the optimal tax burden and thus deter mine the optimal economic growth rate.

Calculation of optimal tax cargo, instead of VAT payment index, is based on real
accruals and the gap of potential accruals, accordingto RA_GAP methodology.

The cost of the thesis, its theoretical and practical application derives from the fact
that the determination of optimal tax burden determines the need for fiscal policy change,
suggesting whether the tax burden has to be increased or reduced. The survey provides the
information as to what type of tax burden can make the country achieve a higher rate of
economic growth (maximum GDP).
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ECONOMIC DEVELOPMENT POLICY FORHIGH MOUNTAINOUSREGIONSIN
GEORGIA
Expanded summary

The work provides analysis the exemptions defined by the Law of Georgia on the
Development of High Mountain Regions and evaluates their potential role in developing the field
of agriculture. The case study method was used in the research process. Cases of primary
production and processing of agricultural products are discussed, on the basis of it the additional
to Tax Code exemptions provided by the Law of Georgia on the Development of High Mountain
Regions were revealed.

The need of special policies for the development of high mountain regions is important
due to the peculiarity of mountainous areas’ geographical, climatic, economic, and natural
resource potential. The above characteristics of the mountains, as well as for living and economic
activities, differ significantly from the non-mountain areas. According to the 2014 census of
Georgids population, the number of residents in mountainous regions decreased by 30%
compared to 2002.

The migration of the population is resulted by objective factors such as. small holdings;
land fragmentation and reduced fertility; climate change and natural disasters; unsustainable use
of resources; poor condition of infrastructure; difficulties related to food production; low access
to public and private sector services; unattractive environment for business development etc.
Economic development opportunities in the mountain areas are limited compared to the non-
mountain areas that requires special policy elaboration to support the development of high
mountain regions.

Only 22% of the population has remunerative work in high mountainous regions of
Georgia. The main source of income for the rest part of the population is agriculturd activities.
Degspite the fact that almost 80% of the high mountain area population is self-employed, the food
security level inthe mountai nousregions of Georgiais lower than the country’s average.

In most mountainous settlements majority of the basic food products either are not
produced at dl, or production quantity isn’t sufficient, so people consume products produced in
non-mountain regions or imported from foreign countries. Taking into consideration the above
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mentioned, it is of particular importance to elaborate and implement special state policy for
promoting economic activity in the high-mountain areas. Georgia’s mountainous population’s
troubles in regard of food security have to become one of the top priorities on the government’s
agenda. The necessity of imposing benefits for ensuring socioeconomic progress of high
mountainous regionsis defined by Article 31 of the Constitution of Georgia on the basis of which
the Law of Georgia on Development of Mountai nous Regions was devel oped.

Analysis, synthesis, comparison and case study methods were used during the research
process. Based on case study, the effectiveness of state policy for two directions of agriculture
(primary production and processing) for which the quality of impact factors and development
opportunities are different, were evaluated. In order to assess the efficiency of Georgias state
policy, unstructured in-depth interviews with regional development experts were conducted.

Law of Georgia on the Development of High Mountain Regions establishes tax
privileges for business entities which, in accordance with the legislation of Georgia, have been
granted the status of high mountainous settlement enterprise. Tax privilege is an important
stimulating tool for business, but their effect is significantly limited. In order to evaluate its
current effectiveness two cases were studied: potato production and potato chips production. Tax
privileges established by the Tax Code of Georgiaand by the Law of Georgia on the Development
of High Mountain Regions were compared.

If the farmer is engaged in primary agricultural production, the Law of Georgia on the
Development of High Mountain Regions provides additional exemption from the rea property
tax. Land cultivation in the mountainous region is relatively difficult and needs higher
expenditures. Exemption from the real property tax allows the farmer to reduce the weaknesses of
the competitiveness caused by the environmental conditions. In addition, it should be mentioned
that the property tax is not a particularly heavy burden for business sector. Hence, the established
exemptions cannot significantly stimulate agricultural development, though it reduces the tax
burden and dightly promotesthe activities of already established farms.

High mountainous settlement enterprise, which process potato and produce chips can
enjoy tax privileges and exempt from taxes that should stimulate the establishment of processing
enterprises. In fact, since the articles of Mountain Law entered into force no new processing
enterprise was created in high mountai nous settlements. Consequently, the question arises: if such
tax privileges stimulate the entrepreneur to invest in the processing enterprise, why did not one
entrepreneur have such incentive yet? The answer is clear when we discuss operationa and
investment issues. In particular, whether the raw materials to be processed are available, what
are the cogts of the raw materials transportation to the enterprise, whether transportation without
losses is possible, whether the required number of workers of relevant qualificationsis available,
what are the costs of products delivery to the market etc.

Benefits provided by the Mountain Law are mainly focused on creating better
conditionsfor the population by offering social packages, which has only a short-term effect. The
analysis showed that the tax exemptions provided by the law have insignificant effect on
economic development, provides relief of the tax burden of the entrepreneurs rather than
stimulation of commencement of the new business activity.

The effectiveness of tax privileges is minimal in case of primary production in
agriculture, while the main problem for the field development is low yield and productivity on
primary level.

Due to the scarcity of raw material base in high mountainous regions of Georgia,
establishing processing enterprises is not attractive for investors, as well as additional benefits
provided by the Mountain Law are usdless. The main reasons for the inefficiency of these
benefitsare consideredin the article.

The development policy of high mountainous regions is assessed as ineffective, not
sustainable in the long term and not oriented on economic development. The necessity of
improvement of the Mountain Law and policy instrumentsis revealed.
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OPPORTUNITIESFOR THE IMPLEMENTATION OF ECONOMIC POLICY OF
ENVIRONMENTAL PROTECTION IN URBAN SPACE
Exspanded summary

Modern world has been facing the problem of environmental pollution and misusage of natural
resources already for decades, sadly asamain reason of it is considered growth of the emerging
economies and industrial development. It is impossible to discuss Environmental protection
from the point of view of only one discipline. For economics it is particularly important to
study the economic effect caused by environmental pollution. Various countries of the world
have been attempting to promote the means of environmental protection from the
90s. The purpose of the thesis is to study environmentally efficient measures that can be
implemented in densely popul ated urban environments. In 1992, at the Earth Summit in Rio de
Janeiro, Brazil, where 172 countries participated, they adopted specific provisions to ensure the
economic policy of states to promote environmental protection and rational usage of natural
resources.
From the Rio Conventions, | think the following issues are important while implementing
environmental policiesin Georgia

1. Climate change;

2. Desertification;

3. Maintaining biodiversity.
Regarding climate change, according to the Convention, it is essential that the member states
reduce the 90s volume of greenhouse gas emissions. Since Georgia's manufacturing systems
have been stagnated over the years, our country has not had this problem yet and Georgia's
greenhouse gases are normally present. It is noteworthy that the reduction of greenhouse gas
emissions in the atmosphere is virtually impossible, which is why the global warming will be
accompanied by the years.
The desertification is a problem that is one of the most important issues in the city.
Implementation of infrastructural projects and accomplishment activities often leads to the
complete destruction of the soil fertile layer, which is particularly negatively impacted in urban
environments.
The next issue is the maintenance of biodiversity. Maintaining urban flora is a necessary
precondition for biodiversity conservation.
For example, one of the most important problems for The flora of Thilisi is the Georgian
mulberry tree, which causes the pollution of the streets, and the strong root system is damaging
the walls of the private houses and the walls of the yard, because of these the population is
systematically fighting against it, which can cause the disappearance of this kind of species.
There are also some of the trees that are quite widespread in the city, most of them are between
20 and 50 years of age, which can cause a variety of problems as well as damaging the local
inhabitant’s properties, and sometimes even people. The replacement of the above-mentioned
trees is difficult and in short-term conditions is impossible, therefore, urban flora is facing
danger. According to the resolution of Thilisi Municipality City Council, the protection of trees
is possible for only one way which implies the formation of treesin the special cases.
Besides Rio Convention, Georgia is obliged to pursue environmental protection policies in
accordance with Association Agreement with the EU.
Introduction of Urban Gardening Development and Promotion Program is very important in
densely populated areas. In Germany, some part of the local population refuses to consume
products offered by large companiesand prefers consumption and production of local products.
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In studying the issue, it became clear that urban gardening has proved to be one of the most
efficient and interesting measures for the Germans and other European countries to support
environmental protection in urban areas. One of the main problemsin the urban environment is
desertification and the reduction of biodiversity that can be caused for instance by the
implementation of infrastructural projects, that in many cases, completely destroys soil fertile
layer. In addition to the production process urban gardening allows the renewal of soil fertility
layer. Moreover, it helps to improve dendrology and green areas. As regards climate change,
the growth of green plants and trees in the city directly affects the reduction of greenhouse gas
emissions.
Stemming from the above, we can discuss urban gardening opportunities and development
prospects Thus, the positive aspects of urban gardening are:

Local production will be stimulated;

The population will be able to purchase ecologically clean and natural products at

amarket price;

The economic condition of the inhabitants of the precinct where urban gardening

islaunched will be improved,;

Urban gardening will be attractive for tourists (they will be very interested to see

the production of rural productsin the city center);

Importer firms will be more willing to work in the direction of ecologically pure

products, as local production will be more competitive;

Penvironment protection issues will be promoted and advocated;

Therisks of desertification and biodiversity degradation will be reduced.
Of course, unI|ke Germany, urban gardening in Georgian space can face to certain difficulties.
However, this system is possible to implement. At the same time, if prices are reasonable, the
population will be more interested and we will have another opportunity to get closer to
european reality. For the Government, we have the following recommendations to encourage
the popuI ation:

Identify the land areas on the balance of the Ministry of Economy or Self-

Government Unit which are not used by the State at thistime;

Provide certain benefitsto urban gardeners;

In the framework of the possihilities to set the necessary infrastructure for the

gardens;

Take the necessary measuresto increase the promotion of urban gardening;

Improve awareness of the population to improve environmental policy.
Obwously, in the nearest future the world will face the need of urban gardening to play a
major role in the development of cities and | think that Georgia has the potential to become one
of the first countries in the region to implement this project successfully and to give specific
recommendationsto neighbor countries.
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ANALYSISOF FDI DETERMINANTSIN GEORGIA
Expanded summary

Foreign direct investments play important role in economy of countries. Foreign direct
investments play important role especially in devel oping countries (also in Georgia).

Foreign direct investors are motivated by such factors as low salary, factors that
contribute to sale of products such as many inhabitants, high income of individuals, economic
growth(increase of real GDP), disposable income, subsidies, imports and exportsthat in its turn
indicate how open is an economy, inflation(consumer price index) and so on. But do this
factors play significant role in attraction of FDI to Georgia. In order to answer this question we
conducted regression analysis and applied econometrics. Specifically we conducted various tests
and according to principles of econometricswe proved that out of many above mentioned factors
subset of factorsreally play relevant role in attraction of FDI to Georgia.

The motivations of investors are different. Dunning, author of eclectic paradigm, grouped
the motivations of investors in four groups: market-seeking FDI, efficiency-seeking FDI,
resource seeking FDI and strategic asset seeking FDI. Market-seeking foreign direct investors
are motivated by sale of products on local market (the easier the sale of products on local markets
the more such FDI will be made). So asin Georgiathe majority of investors were market-seeking
investors (see Vaxtang Charaia who reached this conclusion according to analysis of statistical
datain Georgia) and according to Dunning’s characterization of such type of FDI we decided to
include in the model as independent variables the following variables:
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real GDP, gross national disposable income, number of inhabitants. we decided to include also
consumer price index(inflation) among other explanatory variables but because of the fact that
frequency of this variable was different from frequency of other explanatory variables we
decided not to include this variable among other factors that we included in the model. Also
because of the above mentioned facts we also decided to include import as independent
variable in our model that is conditioned by the following: If imports increase in country then
there will be many competitors to foreign investors and they won’t be able to sell as freely
products as they would sell if there had not been many importersin the country. but at the same
time if there are many importers in the country theoretically this could be positive factor for
market-seeking investors because if there are many products in the economy this could resultin
reduction in expenses for such investors and consequently they would sell many products as
the price of their products decrease. Second place according to volume of FDI inflow into
Georgia took efficiency-seeking FDI (see vakhtang Charaia who made such conclusion
according to analysis of statistical data in Georgia). According to dunning’s eclectic paradigm
the motive of such investorsis to increase efficiency and reduce various costs. So we decided
to include in our econometric model the variable salary as one of explanatory variables. Third
place according to inflow of investment in Georgiatook resource seeking investments. Thelatter
is motivated by export of products or resources to home country. So we decided to include
in the model as additional explanatory variable the variable exports.

After various procedures we decided that final explanatory variables that should be
included in the econometric model are salary, population number and imports. The variable
salary turned out to have high negative coefficient that could be explained by the fact that we
don’t have statistics about strategic asset-seeking FDI and in 2007-2013 efficiency-seeking
FDI to 17% of total inflow of FDI into Georgiain this years. We could not find statistics about
strategic asset seeking FDI. During such FDI investors are motivated by such factors as skilled
and highly competent human capital to whom we should pay high salary logically. Accordingly
because of increase of salary such FDI could be hindered significantly because of it that during
such FDI investors are motivated by strategic assets as well (one of which is human capital)
that would enable foreign investors to compete with local firms. Consequently during such FDI
investor should have as low costs as possible in order to set low price on goods in order to have
profit anyway. So when salary increase, costs of investor also increase and because of this such
FDI could be hindered significantly in Georgia. But one flaw of our approach is it that we
considered only salary. It would be better to consider the square of salary that would tell us if
the increase of salary decrease such FDI only after salary increases occur when salary is above
some high level. Such approach is logical as salary increases would be hindering factor for
inflow of FDI when salary increases lead us to high salary and not when salary increases lead
us to low level of salary. As efficiency-seeking FDI was low in Georgia and as investors are
motivated by reduction of various costs in case of such FDI saary increase that reflects
increase of costs would be hindering factor for inflow of FDI in Georgia. But again it would be
better to interpret the coefficient of squared salary in such a case the necessity of what is based
onlogic that we introduced previously with regard to strategic asset-seeking FDI.

With regards to population number, the coefficient of which turned out to be negative
and insignificant which contradicts with theory as in Georgia the mgjority of FDI was market-
seeking FDI. Insignificant coefficient means that inflow of FDI is not affected by change in
population number and negative coefficient means that when population number increases FDI
decreases that is in contradiction with theory because when population humber increases FDI
should also increase so we should have positive coefficient. In this case we could have
multicollinearity problem but according to variance inflation factor we have very little
multicollinearity problem which is not necessarily big problem. But we should keep anyway
this variable in the model because high number of population reflects big market (many
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consumers) and in Georgia the majority of investors were market seeking investors despite of
the fact that coefficient of this variable was negative and insignificant.

With regards to import it is statistically significant, but its sign is not probably correct
as mgjority of FDI into Georgia was market seeking. Though positive coefficient of this
variable could be explained by the following: in case of import the quantity of local products
increases, consequently prices can decrease and investor could purchase resources in low
prices. Thisis proved by the fact that first place according to FDI volume took market seeking
FDI(in case of low prices the sale of products could be easier and at the same time investor
could make profit) and the second place took efficiency seeking during which investors are
motivated by reduction of various costs.

The practical importance of thisarticleis revealed by the fact that we proved in the model
according to Ramsey Reset test that we don’t have omitted variable bias that in its turn reflects
it that we kept in the model only relevant explanatory variables/significant explanatory variables
and we did not omit significant variables in the model. Accordingly those bodies that work on
attraction of FDI and those bodies that create policies for attraction of FDI could attract FDI
by paying attention to less procedures and consequently efficiency in attraction of FDI could
increase. For example asimport proved to be significant factor for attraction of FDI government
bodies could pass some reforms in the country that would promote imports for products into
Georgia but as the size of this coefficient is low it is not necessary to increase imports by high
volumes (also increasing of imports by high volumes is not necessary as this could result in
trade deficit and increasing of imports by high volumes could be detrimental for country’s
balance of payment). Those bodies could also try to return migrants into Georgia that would
increase the number of population in country and this way we could attract significant amount
of additional FDI as this factor may be significant factor for attraction of FDI into Georgia
because we had high volume of market seeking FDI inflow into the country. But one flaw of
our approach is it that it would be better to test sign and significance of salary in squared
form because by this way we could find out if salary increase hinders FDI inflow only after
salary increase occur after high level of salary and logically this would be better because if
salary increase does not occur we could lose many workers from companies that would be
deterrent to economic growth after which FDI inflow would decrease into Georgia. In
summary efficiency in attraction of FDI could be increased because according to various tests
we found out that for example subsidies is not significant factor for attraction of FDI. So
government could save and not give subsidies and attract FDI anyway(theoretically subsidies
don’t play important role in case of market seeking FDI because government does not play
important role in attraction of such FDI and subsidies are given by government and in Georgia
majority of FDI inflow comprised of market-seeking FDI)
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