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ORM3SRDH5G0S - GLOBALIZACION

Ramaz Abesadze
Doctor of Economy, Professor

GLOBALIZATION AND ITSINFLUENCE ON NATIONAL
ECONOMY AND UNEMPLOYMENT

Summary. The article deals with modern issues of globalization and its impact on the national
economy.

Globalization has objective as well as subjective features. That’s why the globalization in-
cludes unprecedented possibilities for development of human society as so as it threats of its
existence. The positive results have been achieved only when any exposures of abuse are ex-
cluded and all decisions are received as a result of common consensus. The other trends of
globalization might end with disaster.

Globalization influences all sectors of national economy, including unemployment. In the arti-
cleinto detailed form are discussed the positive and negative sides of influence that globaliza-
tion has on the national state and economy.

The influence of globalization that affects to the unemployment depends on the circumstances
that have been existing in the world and in national economies. The article analyzes the influ-
ence of globalization on unemployment in devel oped, developing and post-communist countries
as so asitsinfluence on the international labor market at the current stage.

Key words. Globalization, national economy, unemployment, international labor market
Introduction

The term globalization isn’t just linked with economy, but with nearly all the realms:
science, culture, health protection, sports, social realms, politics and so on.

Modern advanced technologies give us the opportunity to make our planet a united
global organism. The international economic integration process strengthens. The transnation-
alizationof national economy occurs rapidly. The creation of international product dominates
within the international economic relations and not the trade between states. The formation of
global financial markets and their unseen diversification is implemented. The unification pro-
cess of technology occurs in technological, economic, educational and in a plethora of other
realms. The diversifying of communication web also happens. Powerful international economic
organizations are formed etc.

*kkk

The term Globalization comes from the word “globe” (the earth) and is the formation
process of the world as an economic, technological, political and cultural entity in the condi-
tions of maintaining the statehood and national identity of separate countries. Globalization has
aplanetary attitude.

Globalization is a real subjective process, the reasons for its creation are: 1.The urge
of the society to acquire the highest well-being level possible, and every state is interested in
this too; 2. The motivation of business to get as much profit as possible; 3.The problems within
the world that single states can’t solve alone [Bnagnmuposa W. . 2001]. It’s worth noting that
the funds used to solve global issues are equal to 2.5% of world’s GDP [[powesa T.A. 2007].
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The quickening of globalization process was promoted by: 1. The development of internation-
al economic relations, which by itself was conditioned by the formation of market relation-
ships, large geographic discoveries and the development of machinery creation, transport and
communications. 2. The formation of goods, services, capital and workforce in world market.
3. The entry of developed states in postindustrial society and the forming of innovative econo-
my that was followed with the utilization of modern, highly advanced technologies that gave a
nudge to the formation of the planet as a united global organism. 4. The acceleration of region-
alization process and with its base the economic international integration process strengthens.
5. The formation of world financial markets and their unseen diversification. 6. The strengthen-
ing of technology, ecology, statistical accounting, education, culture and the strengthening of
other unification tendency realms.

Globalization has a multitude of influences on national government, of course, devel-
oped countries have an upper hand in this case, since they have great quality and huge amount
of production factors, they create high quality of products, and alot of them. This position pre-
disposes that developed states worldwide: 1.Utilize much cheaper workforce and resources. 2.
Attract high rank workforce. 3. Often times they export low quality goods to other states. 4.
They sell and export out of date production to other countries. 5. They have good conditions
for acceleration of science-technological development, on the bases of export of resources.

On the other hand, in times of globalization the remaining states: 1. Use the great ex-
perience of other states to achieve progress. 2. Get large amounts of financing. 3. Solve a
plethora of problems.

From negative and positive influencing tendencies of globalization we can differ: 1.More and
more national governments get enticed into the globalization process. 2. The transnationaliza-
tion and internationalization of national economy occurs in dazzling tempo and transnational
corporations represent its main power. Their activity transforms global enterprisesinto a united
market of goods, services, capital, workforce and knowledge. 3. Powerful international eco-
nomic organizations are created in whole world that instill macroeconomic policy, united crite-
ria and gradually form ingtitutional globalization. 4. Globalization intruded domestic reams
and it gradually became one of the defining factors whose power overshadows the capabilities
of the government; 5. International competition gains strength in subjects and businesses that
have no defined origin, they compete with national companies and eliminate them from their
own market; 6. The appropriate common habits of global civilization are developed like: taste,
viewpoints, mentality and so on. 7. It greatly contributed the formation of political system that
is based on economic mechanism and democratic system in nearly every country. It forces sin-
gle state governments to ban voluntarism and corruption and to form socially oriented econom-
ics. 8. In the process of globalization new technologies are spread at the same pace as the capi-
tal. 9. It conditions the rational distribution of resources worldwide. The functioning of largest
companies in world arena makes it possible to achieve maximum number of scale economy.
10. In conditions of globalization competition strengthens and with united powers largest sci-
ence-technological projects are implemented that make technological perfection and innovation
spreading process much faster, that’s first of all good for the customer. 11. The solving of
global economic, social and ecological problems become much easier with the power of part-
nership of the states and the coordination of actions. 12. Nowadays, in the conditions of global-
ization the difference between developing and developed countries in case of well-being in-
creases [Anne M. 2003]. Equality demands that in these conditions the difference decreases as
fast as possible, otherwise it’ll be one of the greatest resistance in the path of globalization.
13.0n the global scale, when creating negative event there is a possibility of spreading it
throughout every country. 14. Contradictions between globalization and state’s national sou-
vernity might occur. 15. Globalization weakened state’s regulation realm and also its substitut-
ing international body hasn’t been created. 16. In the conditions of globalization the drug busi-
ness spreading and illegal trade of weapons increase. 17. The migration of people to developed

9
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countries instead of developing ones increase. 18. Whole planetary potential of science-
technological advancement is located only in a few countries. 19. The risk of global conflicts
increase when the different processes are created incorrectly that can end with catastrophic
conseguences and so on. 20. National economies not only become inspectors of globalization,
but also its organizers and life conductors. 21. The rational sector is getting narrow. Privatiza-
tion also touched realms that were at a strict regulation (energetics, transport, communications
and so on). 22. Social politics become the priority of national regulation because of the eco-

nomic functions lowering that liberated financial resources that are used in social realm. 23.
The influence of international economic ingtitutions increases in power, and a plethora of na-
tional economy functions with their regulations. These organizations are The General Agree-
ment of Tariff and Trade (GATT), World Trade Organization (WTO), International Monetary
Fund (IMF), World Bank (WB). 24. The new stage of work division occurs, where other coun-
tries play great role in creating state’s wealth and their participation rate gradually increases.
25. The influence of exogenic factors in national economy increase. 26. The globalization level
of world financing-crediterysystem, has a great influence on the functioning of national eco-
nomics and so on.

From negative influences of globalization we can separately distinguish its influence on the
exchange rate. The existence of fluctuating exchange rate has a great influence on export ca
pacity. If we want for exchange rate to perform the role of the price, it should be determined in
the international market of goods and services on the basis of demand-delivery. In reality, capi-
tal market also influences it that can put some states into favored condition. Speculations in
exchange market have serious negative results. That’s why it’s important to regulate exchange
rate internationally that is only possible with the existence of appropriate bodies. We can’t ne-
glect protectionist policy and open doors to every wind that is created by globalization process-
es. Preferences measures are needed for a state, which grant the country some kind of econom-
ic advantage.

The fact that in conditions of globalization goods and services and also production
factors are exported from developed countries towards developing states proves that the ma-
jority of transnational corporation’s parent companies are based in developed countries. With
that being said, transnational corporations give preference to direct investments because they
receive free access to natural and laboring resources of other states and they merge them with
their capital, knowledge, technologic and entrepreneurial abilities.

Globalization influences every realm of economy and therefore the unemployment as well.
The characteristics of globalization towards unemployment depends on the condition of world
and national economies. If the global economy functions well, then favorable conditions are
created for national economies and vice versa. But, the conditions in single economy may not
correlate with ones of the world economy. This first of all depends on the degree of engage-
ment of the single state in globalization process, aso the resource provision, technological ad-
vancement level and economical state efficiency of it. The influence of globalization on devel-
oped, developing and post-communist states greatly differ. Low unemployment rate is a char-
acteristic of developed states, although globalization still has a great influence towards it. We
can divide two processes of globalization that have influence on the growth of unemployment
in developed countries: firstly, the large-scale destruction of advanced technology that requires
less labor on every new production, which gradually kicks out employees with low qualifica-
tion that assists the unemployment rate growth. Secondly, in conditions of globalization devel-
oped states aspire to take their production abroad because of the cheap workforce and natural
resources. In the end these processes cause the decrease of |abor within the state, especially in
recycling enterprises. That’s why work places are reduced in realms that are oriented in outer
world and increases in ones that are oriented in domestic utilization. There is a possibility for
these two realms to have a misbalance in the direction of work and can cause large rates of
unemployment. At the same time, this process is followed by the hardship of finding jobs for
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low-qualification workers, all their jobs are taken abroad. There are two factors that are capable
of keeping the unemployment rate within the developed state low. The first one is that with
innovations new places for employment should be created within the realm of service. Thereis
a great difference in the group of developing states. They get large sums of money from oil
trade. The oil exporting states were able to modernize the economy and grow life and educa
tion level. With globalization oil exporting states were able to achieve high levels of economic
growth, that’s why they get closer to wealthy countries [I"'powwesa T.A. 2007]. Transnational
corporations create large amounts of workplaces there, because of cheap workforce and wealth
within natural resources. Therefore, the unemployment rate here is lower. Less developed
states are characterized with the lowest life level in the world. The leading realms there are the
archaic forms of agriculture. Industry is the least developed there. Traditional products are
mostly exported from less developed states. These countries are weakly involved in the process
of globalization and that’s why it doesn’t have a great influence on them. These states have a
large percentage of inequality in the realm of unemployment and salaries. In the majority of
developing states the main direction of economic development is the advancement of agricul-
ture and the creation of industrial community. For this the activation of inner as well as outer
reserves is essential. With that being said, foreign investments represent the most important
component of their development strategy. In post-communist states, the first stage of moving
towards market economy, the forced unemployment level had been very high.Then it was
gradually lowered with more or less success and in that process globalization played a great
role in international materialistic and methodological support, as well as in innovative quota-
tion [Abesadze R... 2012].

As we can see, globalization includes the development of society as well as the dan-
gers of its existence. Therefore, the correct utilization of globalization process becomes vital.
Developed states have the greatest role in this process. The existence of globalization depends
on them.

It’s noted that globalization is a real process, and no single state can declineit. Thisis
a competition as well as a mutual process between world market subjects and the government.
That’s why we shouldn’t neglect this process but vice versa, every state should have an aspira-
tion to acquire this process within itself, but should keep other country’s interests in mind. Eve-
ry country should fight for winning the competition “war” but of course, not with power, but-
knowledge, scientific development, creating highest technology, cultural perfection and etc.
With globalization every country should have means to utilize other state’s goods. But with
that being said national originality should be kept.

Globalization of course affects national government, its economy, economic state’s
regulatory forms, methods and instruments. According to some opinions, in conditions of glob-
alization, government stops existing because its functions are lost. But this point of view is
false. It’s true, that in conditions of globalization the country loses some functions, but it ac-
quires greater, international function that should be directed towards neutralizing the negative
influence of globalization, efficient use of support, the growth of competition, keeping best
national traditions and their perfection.
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RoOMMISLIESd0560 obgdags, Mmdgeoi bygm Yga®m ©s 9ROM bogagd dHmdsl
dmomnbegl ygmgger d9ddbog sbogr 3@mEydcosby, GoE mobpsmsb {os®dmgdowasb
©gbol sds 3gomogoEoy® Idobgarl o o3 dmdggdl ¥dydggmmdols wmbols
bAEol Jods@mgargdom. gmag, genmdsa@moboizool 300mdgddo gobgomsdgdyao
3996960 300l 05056 Mog0sbmo Fo®dmgds go0@sbmb Lobmgatastigm of s@bgdbyao
0590 Ladygdom dognols s d5bgdMogo Mglgdligdol godm. dgogasw, dabgddogos, gl
30mgbo 0§393L wolisddgdols ‘dgdEomgosl Jggybol dogbom, goblsggm®gdom, yowe-
3599doggogem 30 9{ggemdodo. sdo@Gmd, Lodydom swyoegdo dzodgds 0d Lgg-
Hm9ddo, GmIgeroiz mM0gbGo®gonmos oMy bodgs®mbg s 0b@Egds 0d LggHhmgddo,
OmIganoiE mA0gbGo®gog@os dogs dmbdsmgdsby. dgbsdmgdgaros g3mbmbogols 58 Mm@
gAMb ool slisddgdol dodoBm e gdom dsgsblio soMm®ggl s oo ¥y dgs-
Omds 2odmofgomb. 53 3MmEgll, 88539 @AM, InbEggl bodydomb 3mgbols yodbgangds
od5@0 33505035300l 3Jmbyg 9dgg@goolomgols, goboowsb, 30Mmggagl gmgeols,
Lfmego domo dgbsdodobo Lodygdom sppomgdols go@obs bpgds Lobmgsmpgs@gm.
3obg0ms®gdya J394bgddo 9ddg3dmdols sdsgo mbols dglobomhygbgdemsw, oby
9399930md0l Aol bgdmm Imygsboeno m@o gsJ@mmols 3md3gblsgoobsmgals, g3o-
03980 9L gmgmobs, 0bmgszogdols 3gdgzgmdom 9bos dmbogl sbomo seaomgdols Fom-
dmJdbs gdmog@glo dmdbaby@gdol Lygdmdo. gobgomsmgdom J39969d0l xasdo
‘dgdogogn Lobgadfogmgdl dm@ol dbodgbgmmgsbo goblibgoggdss. mgdymmdgh @o
9bo@Bobod Jgdmlogmgdls bogmmdols @gomoboiools dgogysm, bosgmmdols gjlidme-
Bom@ds J3996983s gdengls g3mbmdo ol dmwg@mbobsos, 3bmgmgdols ©s gobsmeng-
b0l @mbol sdo@engds. aarmdsmobsools dgdggmdom bagmmdols gJldm@om@ds Jgy-
6933 9309bmdogg@o bl Logdomw do@ogn Bgd3gdl dosmFogl, sdo@mad olobo Lgyen
9RO Yobermggdosh dpopsd Jggqbgdl [Mpowesa T.A. 2007]. oo Gsm@gbmdols
Lodgdom spaomgdo 0Jdbgds o G@oblbsgombsgmado 3m@m3m@sE0gdols Bogm, osgo
d9dobganolis s 69bgoMogo dpops®o d9bgdbdogo Agly@lgdol sALgdmdols yodm.
odgbo, o3 J399690T0 939 dggdmdol mby YgoMgdom  @odognos. bogungosw
35bg0mo@gdgao  J3g4bgoolomgols @sdsbsbosmgdganos JbmgmomTo  3bmgdgdols
439e00bg @odsmo mby (dgdmlogangdols gz009®glo Lodizomyg, Lows®odyg, deog®
330 bogmegobmg®gdm  300mdgdo, s@ssdsgdogmaiomgdgamo  xsbdGmgmmds,
05l gdom gobomargds ob do@osbow ¢Jmbanmds, @odsan sbisjdo bojggeogosbmdols
doogo  mby, Logmabaol bobay@dmogmdols 390 dohggbgdagdo o >.9.).
9406030 35T0 §odygobo dpamdomgmds gkodogl dofsmdmJdgrogdols hodm@bgbogn, dom
dodol, sOoya gm@dgol. 30gfggmmds dognbg dEodgoss gobgomsdgdygemo. oI
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J39469%0L  9JL3m@Edo  doGomsps® R YHoMmgdl  GEsoaogmo  3OmEYJ3os.
bogangdo@ aobgomomgdygmo J3gybgdo LylGom @05k Bodmymo ammdsmobsiool
30m3gLgddo s dJombg aamdsmobsizos 3b0dgzbgmmgsb aogmgbols g9 obwgbl.
>do@dmdoz 9dgdgg@mdols s dgdmbagemgdols gmobod@mbol wmby domsaos. gobgo-
0598500 3996930l dMogmglmdsdo g3mbmdogndo asbgomsmgdol dodomsw do-
dommyga ool Fomdmowygbl 30gfg9emdbols yobgomamgds, 0bpygb@@ogmmo Lsbmge-
omgdols 5dgbgos. sdolsmgol sygiEomgdgemos Gmym@ 3 doys, obg godg HgbgHggools
odmJdggds.  8dsbmsb, LYm@ge 9gabmygdo obggbBoEogdo Fo@dmswagbl  dsmo
3obgomadgdols LEMsA 00l ¢3b0dgbgarmgsbgls  jmd3mbgb@l. 3mLE 3 maynbold
J399696d0 domo Lodobmm g3mbmdogabyg gowsbgamol 3odggen 9@s3bg 0dyangdbomo
9399930 gmdols ©mbyg deog® Jo@sao oym, dgdpgy mebomsb dgdEodms dgBbss-
mgdo 099539000, @sToesi embdsmobez0sd oo Ameo omsdsds Gmyme;
Log@msdm@olim do@g@osmy@o s Jgmmememaog@o sbdsmgdgdol, olyg obmge-
(30900l gosigdol abom [sdgledg @. .. 2012].

OmamA3 hobl, aamdsgmobsios dmoEsgl Mmym@ g ssdosbms Lsbmyspmgdols
3obgomadgdols, obg dobo o@lgdmdol Log@dmboli s@bobyar  dglodengdamdgdl.
>dgbop, >yi3omgdgmo brgds aa@mdsmobsizool 3GmEglol LmGswe Fomdo®mgs,
oby Lodo@mgosbo aamdsmobsiEool gobbm@dEzogamgds. sdsdo goowglo Famomo
93908600 @og® (o) bobgandfoxnmgol. LYm@go dom aoesVyggdomgdgdbgs
0530300 gde0 aamdogobsizool dgwo.

3obomgomolfobgdgemos, MmI yamdsmobsiEos gomydo 3GmEgLos, mdgols
32939056 0@ 90 Gomg) 2@gdE J399obol o6 Fggdaos. parmdogobogools
30m3gbo oMol Abmgmom dsbB0l bydogdgol ws Lobgamdfoxgmgol dn@ol oo
3M6396 9600, doa®ed 53539 @AM oo YHmoghnwsbdos@gdols 3Gmzglo. sdo@md
Lokodms s@s  a@mdsgobozools godymes, sMsdge mommggmo  Lobgedfoxgml
doLT@o9gds, @oms gl 3dmEgbo Foddsdmml mogolo Jgggbols 0b@gmgligdols yomge-
ol obgdom. monmgyeds Jgggobod gbps 0d@dm@ml godsdxggdobsmgol  ©oE
306396 9bG0gm bAdmensdo, Jop@sd, Molis3go@ggamos, s@s dogom, sMsdge 3Mmwbom,
d93609M9d0l  aobgomamgdom, gdswenglo @gdbmemaongdol dgJdbom, sue@y@ols
LOgagmgon, 0b@gagd®ol sdomemgdom ©s 5.9, aenmdsamobsiEool dgogaew yggams
J39996oL 99bws 3Jmbegl Lodgomgds obodpgdaml Lbgs Jgggbol Loggmom. sdsgg
AOML  dgbo@bybgdymo 0dbgl g@mgbymo  mgomdymgowmds (960, BH 030900,
Lom§I9bmgds, HgMmodm@os s . 3.).

3 Mdo@0bo0s, 69bgd@Mogos, aogemgbsl obgbl gHmgbyan LobgandfFoxnmby,
dols g3mbmdogodby, g93mbmdogols LobgedFogm dgygmmomgdols gm@ddgdby, Igmmogdls
> 0blA®YIgbRgdby. bmgogdmo Imbsb@gdol  mobobdop, gemdsmobsoiools
300m3g3T0 LobgedTogm d9Ty398L s@lgdmdsl, gobsowsb dolbo gybJ309d0 @0 o-
3900, dopMod gl Igbgoygegds dasoMos. JsMmogos, yenmdsamobsiEool 30Mmdgddo
Lobgedfogml bmgoghomo g9bjcos 0bmyggds, dog®sd opo 0dgbl R ©ow,
Log@msdmaolom g9bdiosl, Gmdgemoi dods@mymo 9bos ogml aamdsgobsiools
69250090 bgdmJdggdol aobgo@@dsmgdols, wobdoMgdgdols g39]@0sbo aodmygbgdols,
306390 96Bbs®0sbmbdols  sdo@mengdol,  Lagggmglem  gomgbymo  F@swoiogdols
‘dgbs@hgbgdolis @s dolo dgdpamdo LOYagmeols gb.
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EDUCATION SYSTEM IN POLAND - REGULATION AND IMPLEMENTATION
OF INTEGRATED QUALIFICATION SYSTEM

Summary. The development of education is an important goal of the policy of Poland and
the European Union as a whole. Ever since the crucial character of this phenomenon was
realized, many actions have been taken to improve the quality of education and increase
innovation. The Act on Integrated Qualification System (ZSK) introduced a different order
than hitherto - it did not create new institutions, but defined basic principles and stand-
ards of conduct. The Act defines roles and tasks of entities operating in the area of
qualifications as well as mutual relations between them. The essence of the regulations
included in the Act on ZSK is the introduction of a set of coherent system solutions regard-
ing qualifications granted outside the education system and higher education system as
well as greater integration of various areas in which qualifications are given. Therefore,
the main purpose of this study is to present the implementation of the ZSK in the education
system in Poland.

Keywords: Education system in Poland, Integrated Qualification System (ZSK), implemen-
tation of legal regulations, development of education, policy of Poland and the EU

Introduction

Education is an important and complex socio-economic factor of every country. Countries
whose education can quickly adapt their offer to the requirements of the continuously changing
labor market and the challenges of the modern world, are countries with the fastest and most
dynamically developing global economies. Differences between countries in the potential of
human assets make a different level of the economies of these countries. Education in Poland,
but also in the world, is currently facing the fundamental problem of adjusting its structure and
offer to the challenges arising from the globalizing world, unfavorable economic trends and
deepening demographic problems [1, p. 300]. EU policy, focused on equalizing opportunities
between all EU countries, creates conditions conducive to the development of education, dele-
gating to the countries appropriate financial and intellectual resources. It supports educational
mobility, creates support programs whose implementation is aimed at improving the quality of
educational services provided in all EU countries [1, p. 275]. At the end of 2015, the Sejm of
the Republic of Poland adopted the Act on the Integrated Qualification System (ZSK) [8].
From that moment, a new stage in the development of the national qualifications system has
started. The Act introduces uniform terminology, as well as common rules for giving qualifica-
tions and ensuring their quality outside of education and higher education systems (analogous
solutions were introduced earlier). The adopted regulations should in principle contribute to
increasing the credibility and ensuring comparability of qualifications granted both in Poland
and abroad [10, p. 8]. The introduction of ZSK and the Polish Qualifications Framework
(PRK) isto enable the comparison of qualifications from various fields in the country and more
importantly in the international dimension.
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Education system in Poland

Along with the reform of education carried out by the government of Jerzy Buzek in
1999, the period of primary school education was reduced to 6 years, moreover, three years
gymnasiums were created, after which students could decide where to continue their education
and how (if there was a will) to prepare for the secondary school-leaving examination neces-
sary to be admitted to university. It is also worth mentioning that the three-tier system of edu-
cation initiated the 12-15 year study cycle. The previous two-tier system of education initiated
in 1968 assumed eight-year primary schools and four-year secondary schools (high schools),
two- or three-year vocational schools and five-year vocational secondary schools. A two-tier
system of education, depending on the choice of the student, guaranteed from 10 to 13 years of
study. The old education system aso included two-year vocational schools and agricultural
vocational schools [2]. Along with the introduction of new reform of education in Poland on 1
September 2017, an eight-year primary school and a four-year secondary school (high school)
were restored. At the same time, the Integrated Qualification System was launched.

Compulsory education in Poland begins in kindergartens. Children at the age of 6 are
obligated to attend a pre-school. Younger children are not obligated to attend a pre-school,
however, all children from the age of four have the right to attend kindergartens and local gov-
ernments in Poland are obliged to provide adegquate number of places. In addition to kindergar-
tens, there are also kindergarten classes in primary schools as well as pre-school points and
pre-school education groups. These units are intended mainly for small groups of children and
for those whose towns are far away from kindergartens and primary schools. In this way, chil-
dren have a chance not to skip the first stage of education and are not excluded, which causes
equal opportunities for everyone from the beginning. The main educational tasks in kindergar-
ten are: shaping social skills, shaping children's physical abilities, supporting intellectual de-
velopment and preparation for learning to write and read [3].

The next stage of education is obligatory primary school. Education in a primary
school is divided into two stages: from the first to the third grade and from the fourth to the
eighth grade. The child starts school at the age of seven. The first stage lasts until the age of 10.
It is worth noting that at the request of parents or legal guardians, a six-year-old child can be
admitted to primary school. Early childhood education at the first stage of primary school fo-
cuses mainly on elementary knowledge acquisition. Education takes place without division into
subjects and is run by one teacher who also acts as a class supervisor teacher. Subjects such as
art, music, English, physical education and computer classes are often assigned to a specialist
teacher in the field. Children may also attend religion or ethics classes, subject to parental or
legal guardian consent to such participation. An important element in the first stage of the edu-
cation is that students are not scored with points. The grade on the certificate after the comple-
tion of each classis descriptive.

The second stage of elementary school is the fourth to eighth grade, designed for chil-
dren aged ten to fifteen. Classes are taught by teachers specializing in particular subjects.
Among the teachers teaching one of them plays the role of class supervisor teacher. It is worth
noting that class supervisor teacher must have pedagogical background in the area of education
and care. Primary school education is free of tuition fee and ends with an exam after complet-
ing the 8th grade [4].

After completing primary school, students continue their education in secondary
schools. The secondary education includes: a 4-year general secondary school (high school), a
5-year vocational secondary school, an industry-oriented school of 1st and 2nd level (the cur-
rent three-year vocational school will be transformed into a three-year industry-oriented school,
second-level industry-oriented school will last for two years) [5] [ 6]. Completing the industry-
oriented first-level school enables student to obtain a diploma confirming student’s profession-
al qualifications, obtain a basic vocational education and to enable student to take up a second-
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level industry school. Graduates of a secondary school (high school), vocational secondary
school and a industry-oriented second-level school receive a secondary school-leaving certifi-
cate, and the condition for obtaining it is passing the secondary school-leaving examination in
three compulsory subjects (Polish, maths, foreign language). In the case of secondary school
(high school) and vocational secondary school, the student must also take the exam in the sub-
ject of his choice at an advanced level. The secondary school-leaving examination after the
second-level industry-oriented school includes, in addition to 3 obligatory subjects, an exam
confirming the graduate's professional qualifications. A student who graduated from the second
level industry-oriented school will be able to continue education in a chosen field of study.

The system of higher education in Poland is based in accordance with the Bologna
process on a three-tier structure of studies. Higher education is a first-cycle program, a second-
cycle program or a unified master's program run by a university authorized to conduct such
studies. However, third-cycle program, or doctoral studies, may be run not only by the univer-
sity, but also by the scientific ingtitute of the Polish Academy of Sciences, a research institute
or an international scientific institute operating on the territory of the Republic of Poland. Simi-
larly, postgraduate studies (this form of education can be conducted both at universities and at
scientific institutes of the Polish Academy of Sciences, research institutes or the Medical Cen-
ter of Postgraduate Education). Higher education institutions offer full-time studies (at least
half of the curriculum isimplemented in the form of didactic classes requiring direct participa-
tion of academic teachers and students) and part-time studies [7].

Implementation of the I ntegrated Qualification System in Poland

ZSK cover general, higher and vocational education, including not everything what
can be learned at school or university, but also at courses, training, work, home and in any oth-
er way. The new solution allow to compare the certificates and diplomas, and thus better plan
the improvement of qualifications, and facilitate the proper selection of qualified personnel.
Ustawa 0 ZSK obowiazuje od 15 stycznia 2016 roku. 15 lipca 2016 roku uruchomiony zostat
portal ZSK oraz Zintegrowany Rejestr Kwalifikacji (ZRK). The Act on ZSK is effective from
January 15, 2016. On 15 July 2016, the ZSK portal and the Integrated Register of Qualifica-
tions (ZRK) were launched. The register include education and higher education qualification
list determined by the Act. In addition, the register will include other qualifications, included
based on decisions of competent ministers. This means that interested organizations can al-
ready apply for the inclusion of their qualifications to ZSK. ZSK is a set of rules, standards,
new functions and roles as well as procedures regulating the manner of operation of various
entities related to granting qualifications and ensuring their quality [8]. It is worth noting that
the Act on ZSK does not create any new ingtitutions, and the terms such as " certifying authori-
ty" or "external quality assurance entity" appearing in the text are names that denote specific
functions [9, p. 1]. ZSK is abasic part of the National Qualifications System (KSK). ZSK con-
sists of those elements that already exist in Polish social and economic life, and aso currently
prepared instruments for effective integration of the entire system - the Polish Qualifications
Framework (PRK) and the Integrated Register of Qualifications (ZRK), common terminology
and general rules for quality assurance. ZSK is an important tool for lifelong learning policy.
Its effectiveness depends not only on the establishment of good legal and organizational regu-
lations or the involvement of institutions and organizations operating within its framework, but
also on the understanding of these solutions in society. Knowledge about KSK, new opportuni-
ties and opportunities that arise as a result of its modernization, in the long-term perspective
may turn out to be the most important factor determining achievement of the objectives for
which these measures were taken. Therefore, important tasks will be to promote and dissemi-
nate knowledge about these issues, including preparing and publishing periodic reports about
Polish qualifications. ZSK should cover all aspects of actions taken in Poland related to the
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confirmation of learning results. It should be a tool for implementing state policy lifelong
learning policy based on partnership of government, local government, employers, employees
and society. The scheme of the system solution in the Integrated Qualification System is as
follows[9, p. 1]:
- All qudifications included in ZSK are entered into the Integrated Qualifications Register
(ZRK),
Each qualification included in the ZSK must be described in a specific manner and be as-
signed the level of the Polish Qualifications Framework (PRK),
The PRK level results from the comparison of the qualification requirements with the lev-
el characteristicsin PRK,
Qualification included in ZSK can be given only on the basis of a positive validation re-
sult (checking whether the required learning outcomes are achieved),
Qualifications included in ZSK may be granted only by institutions authorized by the rel-
evant minister, or law,
Each institution that assigns qualifications included in the ZSK (certifying authority) is
subject to internal and external quality assurance - the quality assurance rules are speci-
fied inthe Act on ZSK,
The function of an external quality assurance entity is entrusted by the minister competent
for specific quaification
The competent ministers supervise the quality of qualifications awarded to their govern-
ment administration departments (the law gives ministers effective supervision instru-
ments),
The functioning of ZSK is coordinated by the Minister of National Education.

The Act contains a basic definition of qualifications. This definition clearly states that
it is not essential how a person learns, but what a person applying for qualifications really
knows (learning outcomes) and checking this outcomes by an authorized institution. Ording to
the Act, the integrated system includes "full qualifications' given exclusively within the sys-
tems of education and higher education - after completing specific stages of education (eg sec-
ondary school-leaving examination certificate, bachelor's degree diploma, master's diploma),
and "partial quaifications", i.e. all others (e.g. driving license, etc.). The system includes three
types of qualifications. First, qualifications in education and in higher education - given on the
basis of acts regulating the activities of the education system and the higher education system -
these are full qualifications and partial qualifications. Second, "regulated" qualifications - giv-
en on the basis of other legal regulations (apart from formal education). These are only partial
qualifications. The act imposed on ministers an obligation to review qualifications regulated in
order to determine which of them should be included in ZSK and, thirdly, "market" qualifica-
tions - given without alegal basis based on the principles of freedom of economic activity; The
possibility of incorporating market qualifications into ZSK on the request of the interested enti-
ty is provided, but qualifications have to meet the conditions set out in the Act on ZSK [11].

All quaifications included in ZSK are entered into the Integrated Qualifications Reg-
ister. Thisis an open public register that covers all qualifications included in the ZSK. Qualifi-
cations data will be widely available via the online portal. ZRK is run by the Polish Agency for
Enterprise Development. Qualifications will be entered into the register at the request of minis-
ters responsible for specific branches of the economy or request of public or private entity.

Each qualification must be described and assigned a level of the Polish Qualifications
Framework (PRK). It covers 8 levels of qualifications corresponding to the relevant levels of
the European Qualifications Framework, which alow to compare qualifications from various
domains in the country and internationally. The levels of qualifications will be placed on certif-
icates, diplomas and certificates, therefore it will be necessary to correct the models of certifi-
cates and diplomas by adding the appropriate PRK level [11]. The PRK level results from the
comparison of qualification requirements with level characteristics. This will be done by a
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team of experts in accordance with the procedure described in the law. The recommendation of
the team of experts will be binding. The most important element in determining the level of
PRK for qualification will be to demonstrate the compliance of key learning outcomes with
relevant fragments of PRK level characteristics.

The qualification can be given based on a positive result of the validation. The award-
ing of qualifications may only take place on the basis of a positive result of validation of learn-
ing outcomes required for a specific qualification (checking whether the required learning out-
comes are achieved). Achievements validated in a different place and time can be the basis for
awarding qualifications. According to the standard set out in the act, in the description of each
qualification, the validation requirements applicable to all institutions assigning a qualification
will be determined. This will ensure comparability of validation carried out by various institu-
tions. Each certifying authority is covered by internal and external quality assurance. The in-
ternal quality assurance system affects the rules of conduct, procedures, methods and organiza-
tional solutions. Its purpose is to ensure correctness and to improve validation and certification.
The functions of the external quality assurance entity will be entrusted to the minister compe-
tent for specific qualification. A list of entities entitled to external quality assurance will be
established, which will be run by the minister coordinator of the Integrated Skills Management.
Ministers inspect the quality of certification. The certifying authority every 2 years shall report
about the validation and certification activities to the relevant minister. The external quality
provider entitie reports to ministers on the external quality assurance activities every three
years. Ministers may conduct inspections in certifying institutions and in entities providing
external quality assurance. There are also situations in which ministers may apply sanctions,
with the withdrawal of the authority to certify and deletion from the list of external quality as-
surance providers[11].

Conclusions

It can be concluded that the implementation process of ZSK in Poland ran without any
major reservations. Educational institutions, like higher education institutions, efficiently im-
plemented solutions resulting from the provisions of the Act. The fact that the introduction of
ZSK will make areal contribution to improving the quality of education in Poland can be con-
troversial. Classic systems and forms of education do not fully follow the revolution in the so-
cio-economic environment. Y oung people often have the right doubts whether the current con-
tents of the curricula will be important in the near future, because the schools are preparing for
efficient functioning, but in a society that is slowly going down in history. Improving the quali-
ty of education and thus adapting to the requirements of the modern labor market requires
changes in the education system, introducing innovative teaching methods, raising the qualifi-
cations of teachers and academic lecturers, cooperation of education with business and shaping
completely new competences and skills.

In the right opinion of Maria M. Grzelak and Elzbieta Roszko-Wajtowicz, "it is neces-
sary to implement correctly defined (in the EU and Poland strategic documents) educational
goals, which in an increasingly complex world is one of the main factors determining sustaina-
ble socio-economic development. Positive changes depend to mostly on the sense of responsi-
bility of current and future politicians, people holding managerial positionsin state administra-
tion, territorial self-governments, entrepreneurs, non-public associations and ingtitutions'[1, p.
300]. Propably time will show whether the implementation of ZSK in Poland will improve the
qualifications and competences of Polish society.
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LEGAL, ORGANIZATIONAL AND METHODOLOGICAL ISSUESOF INTANGIBLE
ASSETSAND INTELLECTUAL PROPERTY OBJECTSIN GEORGIA
Expanded Summary

In terms of modern globalization and Euro-integration, for the economic growth and
development of the country is important to activate business, entrepreneuria activity, increase
competitiveness of companies and ensure their financial sustainability and long term stability.
The latter is directly dependent on the composition and structure of the enterprise assets, where
asubstantial share belongs to intangible assets and intellectual property objects and their rights.
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Determining the effectiveness of the economic benefits, which are adequate to the use of these
assets (property), are required to evaluate their real market value, which is also mandatory for
the country's current legislation, namely, the international standards of assessment (1VS 2017)
and the International Financial Reporting Standards (IFRS-2017). It is obvious that there are
very serious tasks in the management of modern companies regarding general assets and
intangible assets, including periodic assessment of intellectual property objects. It should also
be taken into consideration that the efficiency and quality of the assessment process are
essentially dependent on the adequate normative-legidative basis, the relevant methodological
basis and the availability of comprehensive information on the market condition of these assets.
In accordance with the International Standards of Assessment, in many cases, the objective
assessment is the goodwill and the categories of intangible assets such as: Related to
marketing; Related to customer; Related to art; Related to agreements; Related to
technologies. As for the intellectual property objects as part of the united property complex,
their assessment is made according to the standard classification scheme used by the World
Intellectual Property Organization (WIPO) and Independent Appraisers. Selection of the
methods and value used in assessing non-material assets is directly dependent on the purpose
of assessment. Consequently, an evaluator should evaluate intangible assets, intellectual
property objects, and carry out their expertise, etermine the terms of the economic and juridical
service and operativelly obtain the following necessary information: Intangible assets, name of
the intellectual property objects and full description; Property certificates (patents, licenses,
trademarks, etc.); License agreement on usage of license; product production plan with using
intangible assets, intellectual property objects (Product nomenclature, price, prime cost, release
volume for the latest 5 years according to the species and period); Current expected revenue
forecast and planned expenditures, tax expenses and more; Agreement on the performance of
the works on which the intangible assets are created; expenses necessary for the
implementation of scientific-research and experimental projects; copyright royalty, about the
remuneration; about preparation of production and implementation of expenses;, about
Advertising and marketing surveys; For the assessment date, about actual effect of intangible
assets and intellectual property objects, useful service periods, About amortization period,
residua carrying value. By assessing these factors, the organization of the evaluation activities
shall be carried out in the following sequence:

1. In accordance with the general standards, in particular, according to the MIA 101
"work scale" the assessor is obliged to describe the basic conditions of the evaluation
assignment.

2. In order to ensure compliance of the assessment with International Standards of
Assessment, the assessor must conduct the examination and obtain relevant evidence,
so that he/she have an accurate guarantee that the assessment process will be carried
out in accordance with the purpose and value of the assessment and the assessment
report will be comprehensive, reliable, objective, in compliance with all requirements
of the standard. That is why it is particularly important proper selection of the basic
values. It should be fully consistent with the terms and conditions of the Assessment
Order, aswell as all requirements related to it.

3. An assessor must consider the prereguisite of the assessment, or the alleged use of the
asset, in order to analyze: a) the best and most effective use; b)current/existing use. As
a result of the analysis, he/she has to make a clear conclusion of the assessment of
which option is to use the asset to be more efficient, because this is the factor in
calculating the size of the decisive market value.

4. Asthe next step, the assessor selects the method/methods of evaluation and uses the
appropriate information in the selection of the selected option.

5. Cdculation of market value and compounding of results are carried out by using the
method/methods selected by the assessor.
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6. Thefinal stage is to prepare and submit an assessment report in accordance with the
requirements defined by the International Standards of Assessment.

Experience and practice of developed countries show that in the process of assessment of
intangible assets and intellectual property objects, the method of income is most commonly
applied to such objects as: Technology; Trade names, Trademarks; Digital signage; Activity
licenses; Contracts on competition restrictions and more. Five main approaches are used in the
assessment process of the income approach: Surplus income method Release method from
royalties; Additional profit method; Zero method Distributor method.
The intangible asset assessment is based on the concept of mutual trust between the risks of
liquidity of the assets and its revenue. International experience is practically justified that the
risk of investing in investments in intangible assets exceeds the risks associated with
investments in the material and financial assets. Modern companies periodically analyze the
structure of their assets and assess the participation of each group in terms of income and
profit. Therefore, in assessing intangible assets, it isimportant to note that the company's assets
distinguish not only the level of participation in the industry and quality of functioning but also
the income potential (the level of requested income).
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COMPARATIVE ANALYSISOF KEYNESIAN AND MONETARIST THEO-
RIES

Expanded Summary

In the 30s of the 20th century, the economies of Western countries had a historically
unprecedented, deepest economic crisis, which led to the practical need to find means that
would allow dynamic economic reproduction without deep fluctuations. The first who devel-
oped a paradigm of state regulation based on the theory of “regulated capitalism” was John
Maynard Keynes.

The main factor of economic development, according to Keynes, is “effective demand”,
which consists of personal and industrial consumption. This choice of factors affecting the dy-
namics of economic development is not accidental. In the mid-thirties of the 20th century,
Western economies tried to overcome the worst crisis. Asis known, the economic crisis during
capitalismis acrisis of overproduction of goods, capital and labor, that is, superiority of aggre-
gate supply over aggregate demand.

Criticizing the concept of the classical school that supply automatically generates de-
mand, Keynes suggested that it is necessary to generate income by stimulating demand in order
to influence the factors that shape effective demand and determine the growth of national in-
come. As noted above, one of the components of effective demand is personal consumption.
The latter, first of al, depends on the level of employment, and therefore unemployment is one
of the factors that impedes effective demand.

Keynes rejected the postulates of neoclassical economic theory, according to which em-
ployment depends on the marginal productivity of labor and the volume of labor expressed in
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real wages. In his opinion, the level of employment depends on the expected level of consump-
tion and investment. He noted that the level of consumption increases with increasing income,
but not as fast asincome. This is due to the so-called "Basic psychological law", the essence of
which is that people tend to increase consumption, but not in such a size as their income in-
creases. With these, a natural propensity to saveis revealed.

It should be noted that Keynes explained reality in his own way. The share of consump-
tion in national income decreases as national income grows. This occurs in the form of exten-
sive economic growth and the formation of the main industry. In addition, according to
Keynes, the richer the society, the higher the savings and the less propensity to consume. This
leads to a decrease in production and employment. So the crux of the problem is how to com-
bine full employment and economic growth.

The answer to this question is based on determining the functional relationship between
employment, consumption and investment. Given that employment is a function of consump-
tion and investment, Keynes suggested that consumption is stable, and therefore the focus of
government should be to encourage investment.

Thus, insufficient demand of population, which lags behind the income must be com-
pensated for the increase in investment demand. The amount of investment depends on two
factors: the expected return and the real interest rate. This implies monetary and fiscal instru-
ments for regulating investment demand. What is the role of these tools in stimulating growth
and investment growth?

The rate of return and demand can be increased by lowering nominal wages. This con-
cept was a classic theory. Reducing wages leads to lower prices and reallocation of real income
in favor of the rentier. In general, this redistribution reduces the propensity to consume. How-
ever, thisincreases the marginal efficiency of capital investments. In addition, lower prices and
cash income, in turn, reduces the demand for cash, which leads to lower interest rates and en-
courage investment.

This method, known as the flexible wage policy, is to change the amount of money ex-
pressed in nominal wages. Its practical implementation is very problematic in a democratic
society. Only in an authoritarian society can the wage be regulated. Uniform regulation in a
market economy system and, moreover, a reduction in money wagesisimpossible. The gradual
reduction of wages by individual entrepreneurs is a struggle against trade unions. In addition,
the result of flexible wage policies can be “extreme price uncertainty, perhaps the most signifi-
cant volatility, after which any business calculations will be completely meaningless.” Ulti-
mately, this has a negative impact on investment demand.

A flexible monetary policy can be avoided by the negative results of a flexible wage
policy. The change of money supply in the open market through monetary credit operations,
regulation of discount rates and required reserves, according to Keynes, in public administra-
tion. Increasing the amount of money expressed by a unit of wages without reducing the latter
will lead to a decrease in the interest rate and an increase in the marginal efficiency of invest-
ments. All this will stimulate investment demand and employment growth. In addition, lower
interest rates on deposits will contribute to an increase in consumption, since deposits in banks
are less attractive.

However, all these measures may not be sufficient to achieve effective demand and full
employment. In order to increase demand and employment, Keynes proposes an active fiscal
policy.

Budgetary expansion of demand is one of the decisive factors in reducing unemploy-
ment and, besides solving economic problems, contributes to the elimination of socia re-
sistance. Moreover, Keynes developed a theory of "multiplier” in terms of the efficiency of
public expenditure towards Increasing production, income and employment.
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The concept of Keynes laid the basis of many years of practice of state regulation, the
parameters and directions of which have their own characteristics in different countries and
were changed by the objective trend of social development.

In our opinion, the Keynesian model does not take into account one important point:
under capitalism it is even theoretically impossible to achieve equality of aggregate supply and
demand. Consider the following example: suppose that the entire capital of a country is com-
bined into a large firm in the form of aggregate capital that produces final goods. At the same
time, the company produces the means of production, raw materials, energy, materials and
components. The price of final goods produced by this company is determined by the formula:
price = wages + profit. Therefore, the company buys only one resource - labor. The rest creates
itsinternal divisions. There is no rent and interests for the firm. In this company, everything is
covered. Suppose a firm buys labor, pays a salary of 10 hillion lari a year and plans to earn
20% of the profits. The company supplies goods and services in the amount of 12 billion lari.
Thisis aaggregate supply.

But consumers are households. They can spend no more than 10 billion GEL, which is
the disposable income they receive. Thus, real goods of 2 hillion GEL cannot be realized.
There is a “traffic jam” in the circulation of capital - an excess of supply. The problemis fur-
ther exacerbated by the fact that households do not fully consume their wages from current
consumption, but rather save part of it. If the latter is 10% of the income, then the value of the
"traffic jam" will increase to 30 billion GEL.

Consequently, of the total gross supply of 12 hillion lari, 30 billion lari remains unreal-
ized - supply exceeds demand by 25%. If the joint capital company reduces the volume and
employment of the company, the amount of wages paid will be reduced, and, consequently, the
total demand will still be reduced. Thus, the crisis of overproduction becomes even stronger.

The problem of imbalance in the turnover of capital according to Keynes is as follows:
potential money will be transferred to wage labor, but only through exchange. In other words,
the potential cash income is changed to labor, which is used in the investment process and does
not participate in current production. For this, there are also the necessary financial resources,
that is, 1 billion lari, which is concentrated in savings. In addition, it should be noted that the
hired worker always promotes capital with his own labor. Labor in investments is labor that
turns potential cash flow into tangible capital, namely, building structures, equipment, materi-
als, energy. Labor in the investment for the company is not involved in the current production
of profits, which in this case suffers from the problem of overproduction. Employment in in-
vestments does not bring any profit to a particular investor of a company, as the company in-
vests money only for the sake of profit in the future.

However, this does not mean that labor in investments does not create a surplus product.
The transformation of the surplus product into profit is delayed while the new materia capital
will not participate in the production of the final product. And this discrepancy over time cre-
ates the illusion that aggregate demand is equal to aggregate supply and the overproduction
crisisis being overcome. But the fact is that the newly created material capital will participate
in the creation of a new value added, that is, the creation of a new product and the discrepancy
between aggregate supply and demand will be even greater. After this, the “overcoming” of
this discrepancy in time still continues with the scenario described above. However, as we have
seen, this will not only overcome the crisis of overproduction, but only postpones this crisis for
a certain period of time, which will aggravate this crisis in the future. Consequently, according
to Keynesian theory, it is impossible to establish an equality between aggregate supply and
demand.

With the widespread use of the monetary regulation of the Keynesian approach, the
problem of accelerating inflation has appeared. Ultimately, the agenda raised the question of
the need to create conditions for long-term non-inflationary economic development.
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According to the monetarist theory, the long-term non-inflationary development of the
economy can be achieved by observing the monetarist equation, which looks like this;

M=Y+n",

where M shows long-term growth of the money supply, Y - long-term growth of real
GDP and t* - the expected inflation rate. This equation is called the monetarist or Friedman’s
equation. Monetarists believe that the long-term equilibrium in the money market is reflected
in compliance with the basic monetary law, in accordance with which alink is established be-
tween the growth rates of the real money supply and production volumes.

The goal of a long-term monetary policy is to stabilize inflation and turn it into a pro-
cess when it is completely exposed to accurate forecasting. As monetarists consider, economic
policy, which is aimed at the long-term trend of changes in the economic situation, is the best
way to ensure optimal growth of economic growth.

Of course, al countries will strive for rapid economic growth, full employment and
price stability. This raises the question: what does price stability mean? What is the most desir-
able long-term price trend? Economists point to a relatively low and stable advantage in the
field of inflation. Stable inflation, the annual rate of which is about 3%, has been observed for
almost half a century in the United States, in particular since the Second World War, if we do
not take into account the stages of stagnation of the 70s of the last century and periods of glob-
al economic crisis starting from 2008.

It is noteworthy that economists say that macroeconomic policies should take a step
forward and ensure absolute price stability or zero inflation. However, a significant part of
macroeconomists holds a different opinion. They point out that zero inflation is just a matter of
an ideal economy. Modern economic life is not characterized by stability. According to econ-
omists, such instability is the struggle of workers for lowering their nominal wages. To ensure
the stability of the average wage level, it would probably be necessary to increase wages for
one category of workers and lower them for others. However, no company or employee will
agree to categorically reduce their wages.

In accordance with macroeconomic laws, stable prices and wages provide a more stable
level of unemployment and lower output than when inflation rises by about 2-4%. Despite the
fact that economists disagree about the optimal level of inflation, they are quite consistent that
predictable and moderate price increases are most desirable for healthy economic growth.

The latter idea is dictated by the ideologists of monetarism, whose philosophy we have
shown above from the point of view of the monetarist Friedmann'srule. Therefore, for pricesto
remain stable (which does not mean zero inflation), the Central Bank must choose the average
annual growth rate of the money supply, which ensures a moderate, say, annual inflation rate of
2-4%. It is in this way that monetarists are trying to overcome the inflationary character of
Keynesian monetary regulation.

Is this really possible with the help of a monetarist equation? In response to this ques-
tion, we consider what the results of the Friedmann equation are for the long term. Suppose
that the inflation target is at most 4%, and the average annual growth rate of production is due
to new technologies and production factors - 3%. Then the central bank can only do everything
to ensure a maximum of 7% of the annual money supply. In this case, the inflation rate will be
saved. But in practice, if the long-term regulation of the money market is actually monetarist in
practice, then the country's economy will face an inevitable crisis after decades, due to the ac-
celerated growth of the money masses compared to the physical economy. Over time, the
growing amount of money in the economy will accumulate more and more, from which there
will be no other way out other than the explosion of inflation.

We believe that this small note is not without reason regarding the monetarist equation.
Indeed, analysts believe that one of the causes of the global economic crisis is the excessive
emission of the US dollar, which, as we have argued, may indeed occur in the practical imple-
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mentation of Friedman’s monetarist regulation concept. Finally, we believe that the long-term
monetarist approach does not ensure non-inflationary economic development. Moreover, this
ideology in the current global crisis, as they say, has the lion’s share.

Based on the above, it can be said that during the current global financial and economic
crisis, both Keynesian and monetarist paradigms turned out to be untenable and the question of
the need to create a new paradigm that will be able to overcome the current systemic economic
crisisis put on the agenda.

Lali Khikhadze
Academic Doctor in Economics
Thilis Sate University

MODERN TRENDS OF DEVELOPMENT OF ECONOMIC AND CULTURAL
GLOBALISM AND MAIN PERSPECTIVES OF GEORGIAN ECONOMY

Summary.Future of development of national economy and business sector of any country in
the modern world is connected with irreversible processes of globalization. Internationaliza-
tion, transnationalization and integration processes of economic life, liberalization of foreign
trade policy have become essential factors determining current status of globalization. Along
with this, globalization processes are mostly contradictory and positive outcomes of such pro-
cesses are mainly felt by a group of postindustrial countries. They account for the largest part
that is 70-80% of the use of the global resources of raw materials and energy sources while
developing countries and countries in transition mostly represent just markets for sale of prod-
ucts (consuming countries) and cheap labor resources. Attitude of developed states towards the
developing world should be construed only on principles of equal and mutually beneficial co-
operation.

Globalization as a multidimensional phenomenon is regarded as a process of the world
economic, political, social and cultural integration out of which economic and cultural
globalization is the most notable and clear-cut which is built through exchange of goods,
services, capital, scientific-technical expertise, professional and cultural values between the
countries.

Key words: economic and cultural globalization, global business, postindustrial, countries in
transition and developing countries, modern trends of globalization, integration processes,
liberalization of international business, transit corridor, export potential of Georgia, cultural
heritage, global organizations.

Introduction
In the beginning of XXI Georgia is on the verge of various political, economic, cultural
areas and faces necessity to get effectively involved in the global world. Global problems can-
not be solved only with your own experience and it is required to examine the processes ongo-
ing in the world, to investigate experience and apply it with consideration of economic and
cultural peculiarities of our country. We consider that Georgia is actively engaged in globaliza-
tion processes, under bilateral and multilateral agreements is associated with the grand repre-
sentative of the world economy — the European Union, the United States, China, Global Triad —
the International Monetary Fund, the World Bank, the World Trade Organization and other
international organizations. Therefore, objective necessity is that Georgia receives the best
benefit, perspective of preserving economic progress and cultural heritage. Country’s national
policy, business and cultural relationships with the civilized world need to be purposeful, ra-
tional and economically justified.
Genral Analis
In the 20-ies of XXI century, the mankind is facing numerous global problems and
challenges but a specia attention should be drawn to economic and cultural globalization and
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to its research and evaluation as cultural globalism aims at depletion of religious, ethnic,
national and cultural values and formation of uniform global culture. And global culture and
cosmopolitan approaches are incompatible with and contradict the state national policy, nation-
al culture of any country is distinguished by its indigenous nature, historical traditions, cultural
heritage which to a certain extent delay growing process of the so-called cultural globalism but
there are cases to the contrary when cultural identities of the states are restricted and global
culture suffers from degeneration and changes. Despite such impact, the country’s national
culture still preserves cultural values asit has certain self-protection mechanisms from negative
processes of globalization.

The whole mankind and respectively, al cultures have many common values, beliefs
and behavior but also there are many private and specific aspects distinguishing one culture
from another. Culture of various countries are rather individualized, therefore, it is necessary to
study multi-shaped cultural phenomena so that business and cultural cooperation between the
states bring about more efficiency. Essential processes of negotiations, business or cultural
relationships will become efficient to the maximum extent if we study cultural challenges and
cultural stereotypes characteristic to countries. Examination and research of cultural peculiari-
ties are of utmost importance that is essential currently with consideration of the world globali-
zation processes. Preservation of cultural originality and its characteristics depends on how
mighty a country, nation, population is in view of nationality, how strongly it is nationally
bonded and united, how powerful and comprehensive is their cultural characteristics, historical
roots and to what extent are these traditions valuable and accept global transformations entered
from outside. Although a nation’s role and its designation has significantly diminished on the
way of such transformations, it still exists and closes a way and hinders global cultural changes
and innovations unacceptable for their national, indigenous culture. A wave of cosmopolitan
culturein al countries reaches various levels and devel ops differently because culture and ide-
ology of every country varies from the cultural consciousness of another nation, country. Na-
tional traditions and cultural values are often ignored and merged into mass global processes
that deprives a nation of cultural individualism and awareness distinct to this country only.
New global culture becomes increasingly hybrid and multi-shaped because correlation of inter-
national process in the world is based on a super giant system of telecommunications and in-
formation technologies. Globalization of economy creates a single action area and helps the
most remote regions to get closer and reduce territorial boundaries. Besides, development of
global processesis strongly related to intensification of competition on the world market, glob-
alization of financial system, liberalization and unification of international business demon-
strated in application of harmonized, unified standards and regulations, formation of mega-
economic policy.

Also a number of transnational companies is considerably increasing (number of head
companies reaches 80 000 and their affiliates — daughter companies, branches and associations
exceed 900 000 in various countries of the world) which indicates that processes of globaliza-
tion lead us to trans-national and mega-economic world; economic internationalization, trans-
nationalization, integration processes and liberalization are fundamental for development of
globalization. Free trade in goods and services, international movement of capital, international
migration of labor resources, increasing tendencies of formations of strategic aliances and
networks, information technologies, formation of ideas and knowledge-based economy are
various dimensions of globalization processes. This means that each mentioned form of global
business covers the whole world and their joint operation deepens integration of economies of
the countries, mutual influence and dependence which we should regard as positive trend of
economic globalism though globalization serves not only to progress and integration but to
disintegration as well because application of latest technologies and equipment results in
growth of unemployment, stagnation of national production (due to developing countries hav-
ing a status of a consumer), also increases material inequality and social sratification. As a
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result, globalization actually offers favorable opportunities for active involvement in communi-
ty and cooperation though scientists and researches assess economic globalization as not favor-
able ad beneficia for al countries, some countries manage rapid integration into the global
world and harmonic development while others are relatively slow in adaptation. It is notable
that economic globalization does not promise countries that everyone will get effect and utmost
benefit from business relationships but we should take a specia care that in anticipation of ex-
pected high incomes and profit we bear in mind negative outcomes and trends globalization
process may bring.

Modern trends of economic globalization affect sovereign countries, continents and the
world in whole. Specifically, frequent global economic, financial, energy, ecological crisis and
risks, terrorism, transnational crime, smuggling, illegal trade in arms, drug business, illegal
migration of labor resources are the main problems for developing and transit economy coun-
tries, also large-scale growth of transnational companies and “dictate” over national states
should be considered. Developing countries and countries in transit are more sensitive to in-
ternational instabilities. In this view, impact of modern economic and cultural trends on devel-
opment of Georgia’s economy and business sector is of utmost importance. Country needs to
determine its place and business cooperation segment within the world community that is ra-
ther hard considering the influence of drastic global competition for the poor countries with
transit economy undergoing transformation and reformation processes.

Economic globalization is characterized by positive tendencies as well, in particular, it
is vitally important for Georgia to have close business cooperation with international markets
and to share experience that is one of the basic factors for development of national industry and
production of diverse Georgian products for export purposes. International competition provide
for geographical diversification and expansion of sale markets. Searching and studying of ways
in global business gives Georgian companies opportunity to gain innovative, management and
technological experience. Accordingly, efforts should be intensified to find export markets in
WHO and UN member countries though actual situation studied suggests that since 2012 up to
date no export has been made to 60 countries in the world, including: Argentina, Morocco,
Slovenia, Indonesia, Ireland, Finland, Egypt, Norway, Croatia, Taiwan, Zimbabwe, Ecuador,
New Zealand, Hong-Kong, Malaysia, Thailand, etc. A significant volume of products with a
cost of more that million GEL have been imported to Georgia from these countries the
imported products not being strategically important for the country because import repl acement
policy, application of local resources may result in production of healthier, more high-quality
and ecologically cleaner products at minimal costs. In order to further expand export potential
and reduce a country’s balance of payments deficit, it is required to activate integrated market-
ing communications (PR technologies, promotional communications, international branding) to
ensure entry of national production and its long-term existence at the international market.

At a modern stage not a single country can be left isolated (in an autarchic regime) and
a proper methodology should be developed to address global problems. Any country should
consider its role in these processes in compliance with reality and development of modern
global trends. Georgia’s priority is being a transport corridor for a world economy because
prospects of development of our country’s export potential (in view of perfection with regard
to quantity and quality) are less promising in the upcoming years (over next 8-10 years) and in
this view, development of tourism, banking, insurance and transit services is vital. Transit
model on the territory of Georgia is affected by geopolitical factors. Prospects of developing
Georgia’s transit potential is already a reality and strategic interests of donor countries and
international organizations are clear that will bring a significant benefit in view of economy
though we should not forget global hazards and risks discussed above.

Adaptation and harmonization with economic globalization processes requires interna-
tional regulations. Demand for international agreements and conventions are increasing so that
sovereign states are able to coordinate national and global businesses. More comprehensive
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legal regulation and control of commercia banks and financial institutions, because currently
global policy and legal order of the world community are fundamentally changing though this
process does not weaken the national states at al, we need to revise national and global busi-
ness, legislation, multilateral cooperation between the states and international organizations.

conclusion

Impact of positive and negative outcomes of economic and cultural globalism on the
Georgian economy should become a ground for national security concept and inclusive
development of economy while religion, traditions, historic and cultural heritage formed over
many centuries, development of priority fields, production of high-quality, competitive and
ecological goods and services — fundamental basis for development of Georgian economy
because the country should employ irreversible processes of globalization in the modern world
for economic growth, improvement of standard of living, poverty reduction, preservation of
cultural heritage and people’s welfare.

Any country in the world including Georgia should reduce risks of developing political,
economic, financial, energy, ecological crises and a poverty level. International global organi-
zations — the World Trade Organization, the International Monetary Fund, the World Bank
group and other regional finance ingtitutions should support developing countries and countries
in transition in view of ensuring their integration and harmonization with the world economy
so that every country enjoys vast possibilities of economic growth and development as a result
of irreversible global processes.

References:
1. L. Khikadze, T. Shotadze, 2014. Globalisation and Perspectives of Development of Geor-
gian Transport Potential, Theory and Practice of Modern Management, International Scietific-
Practical Conference, Batumi, p. 243-250, October 17-18.
2. L. Khikadze, 2018. Cross-cultural Challenges of Communication in Global Business, Journ.
Economy and Business, Volume X1, N2, p. 194-206.
3. L. Khikhadze, 2018. Negative and Positive trends of Globalization and its Impact on Eco-
nomic Development of Georgia, TSU.
4. L. Khikhadze, 2018. The world trading organization’s mission in theconditions of globaliza-
tion and its influence on thetransitional economical countries, World Economy and Intarna-
tional Economic Relations, International Scientific Collection, kiev, Thilisi, Chisinau, p.46-51.

@o@0 bobsdy
Jb3040b s009d089G0 OB G0,

mdoarobol bsbgardfonem 960390 bodgdo
33MB6MBN3AAR0 RS FIRNRDIGIRO 3RM1IRNDBAOL  d56300)5® IO
0)56583R®M33 BIGRKI6GNIBN RS LOIOOMNBIRML A3MEMB030L 35630050 IO
d0E00SR0 3@0MBHOBHIBIS0

358SONMIdgmo  H9boydy

05bsdgodmgg  Ibmgamoml bgdobdogmo Jggybol gdmmgbymo g3mbmdogols s
30bbgl LgdBm@ol aobgoms®gdol Imdsgsemo yenmdomoboizool dgydaggee 3OmGY-
Lgomobos  ogogdo@gdgmo.  Ladgy@bgm  3bmg®gdols  0b@g®bsEombs@mobsios,
BObLE>E0Mbogabs300, 06G YA YE0 30m3gLgdo, Logok@m dmeo@ogols @odg-
Aooboios gobs ol 360dgbganmgebo go@mmo, GmIgeoi yoblabmgmagl yanm-

do@m0boiools mobsdgo®mmgg dpamds®gmdsl.
XXI boygybol @olofgoldo LoJodmggenm Lbgoswslbgs 3meo@dogyco, ggm-
bedogyco s gy @gageo bog3ggool doxbsbg 0dygmegds ©s yanmdsmad Jbme-

60



“9pmbmobGo”, “Ekonomisti” Ne4, 2018

momdo 9g89]Gosbo hodmgol syEoe gdembol Fobodg wosl. yemdsgy®o 3Gmo-
9dgd0l Jmagodgds dbmame bsggmomo godmaeomgdom dggdagdgaros, bako®ms
o3 dodomygargdom  dbmgmomdo dodwobotg 3GMEgLgdbols @ godmELomgdols
3350935 5 domo 25dmygbgds higgbo J3gybol g3mbmdosado ws JPmBgagemo mogolg-
d9960L  aomgoamolifobgdom. doggohbos, @mI bods®mggmm oJGogtoe hodmgamos
3 mds@oboiools 3MmmEgligddo, m@mdbmogo s d@sgomdb@ogo by dgzd e gdgdbom
5353do@gdgeos dbmgmmom gimbmdogols y@sbegdmsb- g3dmjogdodmasb, sdg@ogols
‘dgg0mgdagm  AGoBgomsb, hobgmmsb, aamdsmy® GMosslmsb- LogHmsdm@olm
Logomg@dm gmbomsb, Jbmgmom bsbgol xaRmsb, gok®mdols dbmgmom m@ys-
boboosbmsb s bbgs Logtimsdm@olm m@asbobsiogdmsb. sdpgbom mdogd o
2930 gdmmdss  bodo®mggermd doowml dsdlodsgnyg@o Lamygdgeo, g30bmdogyg@o

3oma@globs s 3@ geo 39935000 9mdols dgbsmbygbgdol 39ML3gdogs. Jgay-
boli ghmgbygao 3maodogs, Loddosbo ws jgm@ageo ghmoghmmdgdo (3030-gro-
bgoge dbmgmombomsb  gbos ogml dobsbpolisbyamo, Msgombsgyg®o s g3mbm-
doggdow obsdgmgdygeo.

XXTI boggabol 20-006 Fargddo gomd@omdol Fobsdyg w©asl Idsgs@mo aamde-
Y@0 3OHMdagds s 3odmFg935, dogMod aoblsggmn@gdygm gydsmgdsl, jgamggobs
5 Jggaolgdsl Lakodmgdls  g3mbmdogy®o s Jua@ oo aamdsamobsEos, M-
35653 gY@ B YOm0 aemdsaobdo Jobbow olsbagl Ggaoaoydoa, gmbogy®o, gemg-
byamo ©s gym@OHgmo Golgyemdgool Fodmsls o ghmlobmgsbo aanmdsmydo

390l o@dodgdsl. genmdsm o 3gm@Gyes ©s 3obdmdmamodg®o Jopymdgdo
30 g9mogligdomo s Foboomdmgamdsdos Lobgadfogml ghmgbya 3mamo@ogslimsb.

Lodotmggenmbomgols 3b0dgbganmgsbos Log@msdm@molbm  bob@gdmseb Ikow@m
LoJ30560 MoboddOMBgmbs  ©s godmiELomgdol gobos@mgds, AmIgaoi gomgbyemo
0bglEM0L gobgoms®gdols s IMsgomagdmgsbo Jodmgmo  LogJldm@@m 3dm-
9300l Foddmgdol gom-gohmo dmsgs®o go@mmos. boghmsdm@olm 3mb @ gbios
30 360dgbgenmgbo  25b5300Mmdgdl ggma®egoger oggdlbogogsgosles ©s  gobe-
©gb0L 35bAgdol 2ogsMmmgdsl. penmdsgyg@o dobbgldo abgdol dogds s jgmgge
ode g3l Jo@myga 3m835b0gdL obll dgodobmb obmgsioy®o, dds@mggmmbomo ©s
Badbm@mmaogdo  asdmiomgds, bowem 0b@ga®odgdbygmo do i gdobygaro jmdeybo-
3530900 (PR Bgdbmenmaogdo, Lo@giammsdm 3039603530900, dgbwobao)  Logdme-
Yool dobgdby gOmabymo 3GmeyJiool dgm§ggeemdobs s g@Mdgegoosbo
05333000950l boggydggero.

9406m3ogg@0 s JPEG YO gmo e mdsgobdols 3mbodoyg®o ©s bgasdoygdo
9090900 yogagbs LoJs@mggeml gzmbmdogeby gdmgbymo glog@dmbmgdol jmb-

(398GO0Ls s g3mbmdogols 0bi@gboyo yobgomsmgdol bogydggemmo gbos aobpgls,
bo@em boyyybggdol aobdogemmdsdo hodmysmodgdymo Ggmopos,  GOs©o30gd0,
oG- 39 G YO Yo 3993300090065, 3H0MM0GIH Y0 EsGAJo0lL aobgomsdmgds,
doombomolibosbo, gmbgyn®gbBybo@osbo ws gzmamaoy®o  Lombanols ©s dmdbe-
by gdols Fo@dmgds Logo®mgganml g3mbmdogol gsbgoms®gool ¢9bosdgbdy®o be-
99939800, Moas5bs3 Mmobodgodmgy IbmgmomTdo yeomdsgmobsizool  Igydiggewo
30m39Lgd0 J399o658 g3mbmdogygdo s@dsgammdol, 3bmg@Mmgdol wmbol aoydxmdyg-
Lgool, Los@odol odgnggol, 3ye@ydhgmo dgdggoedgmdols dgbsdhybgdols s
dobobamgmdols 3gmomemgmdolongol gbps godmoygbml. dbmgmomnl bgdolidog@mds
J3945603 o oo @0l LoJodmggenmd ybos dgediodmml 3meodogygdo. 93mbmdo-
3960, obsblyg®o, 969Gy 9@049@0, g3memyoydo 3Gobolgdol Fo@dmdmdols @olsgg-
b0 s bo@o®odols Mby. aamds@y@o LogHmsdm@olm mAasbobsEogdo — goddm-
b0l Ibmg@om m@Aysbobs30s, Log@msdn@olim bogs@y@em gmboo, Ibmgmom dsbgols
X3980 ©5 Lbgo @ga0mbyeo Loggobsblm 0blo@y@gdo 3bos @sgbds®mb yobgome-
(9000 5 JoMEsdogomo g3mbmdogol Jgggbgdl dbmagmom gzmbmdogsdo 0bGgy®e-

61



“9pmbmobGo”, “Ekonomisti” Ne4, 2018

3ools s Jo@mImbobsizoobomgols, Goms yamdsgygdo  dggdaggoeo  3MmEglgdo-
Loaob gggems Jgggebed doomml  g3mbmdoggdo bowols s aobgomadgbol godmm
‘dgboden gdenmdgdo.

Nikoloz Chikhladze

Doctor of Economics,

Nana Rusadze

PhD of public administration

ON THE ISSUE OF DETERMINING THE RELATIONSHIP BETWEEN THE GOV-
ERNMENT SIZE AND ECONOMIC GROWTH

Summary. The paper dwells on studying the relationship between the government size and
economic growth using the mathematical and statistical tools for the post-Soviet countries of a
certain group, as well as for Georgia for the period of 2003-2017, based on the World Bank
data. In both cases, there have been revealed the the variation in the share of state expenditure
in the analyzed period, which is explained by GDP growth rates in the model presented herein.
Keywords: government size; effectiveness; correlation; GDP; expenditure.

Introduction
Over the last half-century, the combined efforts of many governments have been fo-
cused on establishing an effective public service. Improvement of the system of public admin-
istration, as well as the use of the new management concepts and technologies were very much
linked to the use of the effectiveness and performance indicators [Klishch N., 2007:35].

Of particular importance to effective public administration is to combine state
management resources and methods with the existing opportunities and risks. Determining the
need for public intervention into social and economic life, as well as government size represent
one of the main indicators of effective public management.

To assess the effectiveness of public administration, it reasonable to use the well-
tested indicator, such as Government Size.

In scientific literature, the following indicators are used for the analysis of
“Government Size”:

- Theratio of the number of people employed in the public sector to total number

employed people in an economy (%);

- The share of public assets in the country’s total assets (%);

- Theshare of public investment in total investment in the country (%);

- Public sector output;

- Theratio of public expenditure to Gross Domestic Product (GDP) (%);

- The share of budgetary revenue in GDP (%).

An overview of the various sources revealed that the share of state budget expenditure
in GDP (%) is the most commonly used indicator addressing the “Government Size”. It shows
what proportion of wealth created by society ("cake") is spent by the State on delivery of
goods and services for the satisfaction of social needs. In the present work, we have based on
this method (it should be taken into account common pattern - non-economic expenditure
(social costs, ecology, defense, security, etc.) can not be directly reflected in economic growth
indicatorsin the short term).

Based on theoretical and empirical research, some researchers (Barro R.J., Armey R,
etc.) have developed a curve that suggests that the increase in government expenditure to kind
of atipping point contributes to economic growth, but beyond this point, the economic growth
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begins to decline. This seems like sensible, as in a Keynesian model, government expenditure
stimulates economic growth by rising overall demand (especialy in terms od education and
infrastructure). However, if the "growth of the state" is permanent and exceeds the private
sector, the return begins to decrease and slows economic growth.

In scientific literature, we encounter an ambiguous approach to the size of the
relationship between the size of the government and GDP. One part of the scientific establish-
ment believes that there is a negative correlation between them, but on the opinion of the
second part, there is a positive correlation between these values.

Of particular importance is study focused on different countries (OSCE and other 60
countries) and covered a 37-year period (1960-1996). In these countries, there was observed
the inverse relation between the share of government expenditure in GDP and GDP growth.
The 10% growth of the share of government expenditure reduces the country’s economic
growth by 1% on average, and if the share of government expenditure exceeds 60%, economic
growth decreases by 1.6%. [Gwartney ... 1998:; 10]

Let us consider the aforementioned relationship in post-socialist countries. We have
selected 10 countries (see Table 1). In general, public administration in post-socialist countries
has undergone the radical transformations, and it has been built on such important principles as
democracy, legitimacy and transparency. Aspiration of state governing bodies to achieve
trangparency and clarity for civil society when performing its own functions necessitates a shift of
these bodies towards the public governance principles. This, in turn, necessitated the need for
ingitutional transformation, which is taking place in such countries at a varying pace and in a
different scenario. Accordingly, public spending and its share in GDP are aso different in these
countries.

Tablel

Growth of GDP and the share of expenditurein GDP in some post-Soviet

countriesin 2010-2015, %°

# Country 2010 | 2011 | 2012 | 2013 | 2014 | 2015

1| Lietuva 16 6 3.8 3.5 3.5 2
423 | 425 36.1 355 | 346 34.9

2 | Estonia 2.3 7.6 4.3 1.9 29 1.7
405| 374 393 | 385| 384 40.2

3 | Latvia -3.9 6.4 4 24 1.9 3
455 | 405 38| 37.7 38.3 38.5

4 | Russia 4.5 53 3.7 1.8 0.7 -2.8
357| 353 35| 358| 386 34.5

5 | Tajikistan 6.5 7.4 7.5 74 6.7 6
26.1 27 246 | 277 284 32

6 | Belarus 7.8 55 1.7 1 1.7 -3.8
42| 345 388| 419 395 42.6

¢ Table was prepared on the basis of the following sources:
http://databank.worldbank.org/data/indicator/NY .GDP.MKTP.KD.ZG/1ff4a498/Popul ar -
Indicators;

http://ec.europa.eu/eurostat/tgm/tabl e.do?ab=table& i nit=1& | anguage=ené& pcode=tec00023& pl

ugin=1; http://www.economywatch.com/economic-statistics/economic-

indicators/General Government Total Expenditure Percentage GDP/;
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7 | Kazakhstan 7.3 74 4.8 6 4.2 12
225| 217 24| 202 | 223 23
8 | Georgia 6.2 7.2 6.4 34 4.6 29
264 | 238 24.8 25| 265 25.8
9 | Azerbaijan 4.9 01 22 58 2 11
317 34 36.6 38| 363 38.5
10 | Armenia 2.2 4.7 7.2 33 3.6 32
26.2 25 224 | 238 24 264

Among the listed countries, by the highest level of government size, there are
distinguished Lithuania, Latvia, Estonia, Belarus and Azerbaijan (35-45%). In the Baltic States,
as EU member states, thisis due to a high European standard for the public sector. With regard
to Belarus and Azerbaijan, these states are marked by high share of the public sector, which
contributes to a high percentage of public expenditure in GDP.

The data presented in Figure 1 reflect the relationship between the change in govern-
ment size and the change in economic growth rates. The linear schedule, whose parameters are
estimated by least square method, shows that the relationship between the state expenditure in
GDP and economic growth in these countries is on inverse nature (see Figure 1).

Figure 1
Trends in the government size and economic development rates
in post-socialist countries
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The regressive equation parameters shown in Figure 1 indicate that the increase in the
share of public spending in GDP in post-Soviet countries by 10% leads to a decline in GDP
growth by 1.8%. The value 0.276 of the R? coefficient indicates the variation of the share of
public expenditure during the analyzed period, which is explained by GDP growth rates in the
model presented herein.

The presented regressive equation finds that in the case of 20% of public spending,
GDP growth rate is about 6% on average. If public expenditure will be increased, GDP growth
rate in the selected countries are forecast to fall. Thus, the existence of a "big country" isakind
of burden for the public, or atax that will be compensated by low economic growth rates.

Regarding linear regression, it should be taken into consideration that theoretically,
the level of public expenditure can be so low that the State will no longer be able to perform its
basic functions. In practice, there should be taken into account the specificity and
administrative-territorial structure of the country, which will enable usto compare the share of
public spending in GDP and GDP growth rates, on the basis of specific calculations.
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Government policy in Georgia has always envisaged a reduction in the size of the
government in some way, although it often had a declarative character.”

In postcommunist Georgia, the government has implemented some cosmetic changes,
which has further complicated the existing problem. In 1992-2003, the number of territorial-
administrative units was increased and Georgia was divided into nine regions. This has resulted
in further bureaucracy and inefficiency in the governance. In 2003-2012, the government
renamed the districts and transformed up to 1000 self-governing units into municipalities. With
this approach, even small rural communities, slightly larger villages and towns have become
new municipalities. During this period, the village councils were abolished and the position of
the attorney of administrative unit was established, who was appointed by the head of
municipality. He was responsible for coordination with municipality activities.

As a result of the transition of power in 2012, an attempt was made to reform the
territorial-administrative structure. In particular, the municipalities and self-governing cities
(their number was increased from 5 to 12) received significant administrative and social-
economic delegations. It was one more step towards the regional decentralization. However,
since 2017, the number of self-governing cities has decreased to 5 again [ Rukhadze, 2016: 3].

We share the view that thisreform is only partial and incomplete. In particular, too large
number of municipalities had to be reduced, as well it was necessary to solve the problem of
bureaucracy, which increases budgetary expenditure and reduces the effectiveness of govern-
ance.

Bureaucratization is a main source of public spending. As a result of ingtitutional
changes that have been implemented since 2004, the number of state institutions has
decreased, and some of them have been consolidated. Therefore, it has become necessary to
optimize the number of public officials. Within the Public Service Reform, the number of
employees in the ministries (in 2004-2005) was reduced from 102571 to 66615 (35%) and the
number of employees in subordinate agencies was reduced from 23769 to 8237 (65%).

According to data of the National Statistics Office of Georgia, the number of employees
in the public sector in 2007-2017 decreased by 37,5 thousand (from 321.3 thousand to 283,8
thousand people). During the same period, the salaries of employed persons in the public sector
increased by 2,74 times, and the wages in the non-public sector increased by 2,26 times.
[Geostat ... 2017: 47].

In 2014-2017, the number of employeesin the public sector decreased by 16686 people.
In 2014-2015, many self-governments were reorganized and optimized, which led to a
reduction in the number of staff (see Table 2). The analysis carried out in the regional context
reveals that in 2014-2015, reduction of staff in the local self-government bodies of different
regions was uneven [Rusadze, 2017: 308.]

Table2
Number of people employed in the public structuresin 2014-2016°
. (+,-)
Public structure 2014 | 2015 | 2016 | 2017 | 2015/ | 2016/
2016 2017
Local government 14635 12646 | 11913 | 9574 733 2339
Governor's Administration 387 272 366 251 -89 115

7 In 1919, the Prime Minister of England responded to lord, who took an interest in national costumes
Georgian delegation members visiting Paris were wearing: "They are from the country that can provide
all of Europe with ministers".

8 Table was prepared on the basis of data provided by Public Service Bureau, according to the reports of
2014-2017 http://csh.gov.ge
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total public administration | 63394 | 53109 | 51242 | 46708 | 1867 | 4534 |

Recent ongoing changes and dynamics are characterized well by the number of public
officials per 1000 citizens of the country.

Asiillustrated in Figure 2, the trend (downward) is positive. However, it should also
be taken into consideration that the 2015 data have been obtained by a new indicator of the
population census, according to which the population dropped by 777 thousand people, which
contributed to the formation of this trend [Rusadze, 2018: 59].

Figure 2
Number of public officials per 1000 citizens of Georgia in 2013-2017
-1
=
AL e | "
2014 2015 2017

An increase in bureaucracy, low state awareness, nepotism and the so-called "loyalty
vertical" to personalities (and not to values) in countries as representative of the size and type
of Georgia, contribute to the inefficient nature of public expenditure, access of corrupt individ-
uals to them, possihility of outflows of funds abroad (including offshore). In sum, under condi-
tions of the ruling power force with a low state awareness, the bureaucracy's attempts to lay
hands on as much dlice of "GDP-cake" as possible unduly and unfairly, lead us inevitably to
the reduction in production and distribution efficiency, that is, the deterioration of economic
growth indicators [Archvadze, 2002: 54].

Let us consider separately the growth dynamics of Government Size and GDP in
Georgia in 2003-2017. Of the events that are characteristic of this period are reference should
be made to the following:

- The changes of government (twice);

- Thechangesaimed at liberalizing taxation legidation;

- Minimization of the shadow economy;

- Signing the Georgia-EU Association Agreement;

- Theworld economic crisis,

Georgia-Russia war in August 2008.

Durl ng the analyzed period, GDP increased from GEL 8564 thousand (in 2003) to
GEL 38042 thousand in 2017 (by 4,4 times, at current prices)[GeoStat ... 2017: 17]. The pro-
cess accompanying GDP growth was also naturally increased public spending: against the
background of the establishment of state institutions and a decline in corruption, this figure
increased from GEL 1610 thousand to GEL 9664 thousand (6 times). Also, the size of the
government was growing continuously. In 2003, it made up 18.8%, in 2007 - 25.8% and in
2017 - 25,4%. The average annual GDP growth rate was 5.7%, while the share of public ex-
penditure in GDP made up 26.2% (see Fig. 3).
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Figure 3
The evolution of public expenditurein GDP in Georgiain
2003-2017 (min GEL)
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Based on the World Bank data, which we were partially presented in Table 1 (2010-2015), we
have analyzed the change in the size of the State and changes in economic development of
Georgiain 2003-2017 (see Figure 4). [World Bank, 2018]
Figure 4
Therelationship between the changesin the size of the State and change in economic
development of Georgiain 2003-2017
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The linear schedule, whose parameters are estimated by least square method, shows
that the relationship between the state expenditure in GDP and economic growth in these
countries is on inverse nature. The value 0.634 of the R? coefficient indicates the variation of
the share of public expenditure during the analyzed period, which is explained by GDP growth
ratesin the model presented herein.

There are other studies that are based on revealing the linkage between the share of
budget revenues in GDP and the GDP growth rates in Georgia in 2002-2008. The study re-
vealed that: the 1% growth rises the economy by 0.06%, and the 1% growth in budget revenues
stimulates the economy by 0.12&, and the 1% growth percent in the capital formation leads to
0.15% growth in the economy [Tabagua, 2009: 11].
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Some authors believe that according to 2016-2020 forecasts, based on the IMF
figures, reduction in government size by 1% accelerate the economic growth rate by 0.16%.
[Beridze, 2016: 43]

In the view of academician V. Papava, when comparing the economic growth indica-
tors of individual countries and regions, the universally recognized problem is the existence of
the fast growth effect, because of which, it is virtually impossible to compare these indicators
directly to each other. He suggests us, when studying tis problem, to eliminate the fast growth
effect, as aresult of which, it would be possible to get a more adequate picture [Papava, 2014:
35].

In terms of the size of the government, it is interesting to study and analyze the
situation in other countries. We have formulated a list of 12 states that are different in the
territorial-administrative structure, but are comparatively by population size. (See Table 3).
Table 3 alows for comparing the number of ministries in these countries, considering the ratios
to significant macroeconomic indicator, such as GDP.° The leader in terms of the number of
ministries in this group is Poland (19 ministries), as well as Ukraine and Norway (18
ministries). "Small Governments' have been observed in Hungary, Netherlands and Moldova
(8-9 minigtries).

Analysis has revealed significant differentiation in the number of ministries per
million of inhabitants. As expected, the leaders are the post-Soviet republics. Latvia (6,84),
Armenia (5,86) and Georgia (2,56). This figure is aso high in Norway, which, despite a high
economic level (75245 thousand dollars per capita per population), is explained by small popu-
lation size.

Table3
Thenumber of ministriesand their ratio to GDP by states
State The number of | The number of min- GDP per GDP per capita,
ministries istries per million ministry $
inhabitants (billion $)
Ukraine 18 0.41 6.2 2548
Armenia 17 5.86 0.7 3966
Serbia 16 1.84 2.6 4759
Belgium 13 1.13 37.9 42843
Moldova 9 2.25 0.9 2025
Poland 19 0.50 27.6 13766
Latvia 13 6.84 2.3 15947
Norway 18 3.40 22.2 75245
Georgia 10 2.56 15 3872
Canada 15 0.41 110.2 44797
Hungary 8 0.82 7.0 5784
Netherlands 8 0.47 103.3 48316

Interesting results were given by GDP calculated on per ministry in this group of
countries. It is still the lowest in the post-Soviet republics: Armenia (0,7), Moldova (0,9) and
Georgia (1,5). In this regard, the above mentioned has a relatively high figure - $ 2,3 billion,

® We entered in Table the developed and European countries of different sizes, as well as post-
Soviet republics (Table was prepared in the basis of the World Bank data)
https.//data.worldbank.org/indicator/NY .GDP.MKTP.CD:;_http://www.worldometers.info/world-
popul ation/popul ation-by-country/
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and its GDP per capitais 7,8 times larger than in Moldova, 4 times than in Armenia, 4,1 times
than in Georgia and significantly larger than in Ukraine.

Table4
Thenumber of parliamentarians per 100 gloousand citizensand GDP per capita by
stat
The number of | GDP per capita | The number of parliamen-
parliamentarians (%) tarians per 100 thousand
State citizens
1|Georgia 150 3872 4,02
2|India 795 1581 0,06
3|Germany 631 47774 0,78
4|Australia 226 61980 0,96
5(Belgium 221 42843 1,97
6|Azerbaijan 125 7886 1,31
7|Ukraine 450 2548 0,99
8|Lithuania 141 16489 4,81
9|Israel 120 37206 1,46
10|K azakhstan 154 12601 0,89
11|Brazil 594 11726 0,29
12|Netherlands 225 48316 1,33
13|Russia 450 10962 0,31
14|Japan 722 38303 0,57

As for the legidlative authorities, we have selected 14 countries, including the
developed and developing countries, as well as post-Soviet states. Table illustrates that Georgia
is distinguished by a large number of members of the legisative body, as far as on average,
100,000 citizens are served by 4 parliamentarians (see Table 4). In small states, this figure be-
tween 1 and 2. Only in Lithuania, it reaches 4,81, athough Lithuania's GDP per capitais 4,3
times higher than thisindicator in Georgia.

Conclusions

1. The existence of a "big country" is a kind of burden for the public, a tax that will be
compensated by low economic growth.; the existence of a "big country” is a kind of
burden for the public, or a tax that will be compensated by low economic growth
rates. Minimizing the role of the State promotes both reducing bureaucracy and cut-
ting taxes required for its feeding;

2. Itis necessary to minimize the losing/duplicate functions and services of the State, as
well as to save a number of processes and procedures by improving organizational

10 Table was prepared in the basis of the World Bank data https.//data.worldbank.org
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performance. Along with reducing costs of public administration, this also reduces
business expenditure to State structures and promotes competition;

Analysis of the number of employed people in post-Soviet countries allows us for
concluding that the number of public officials in Georgiain correlation with the num-
ber of citizens is characterized by one of the highest figures. This is what points us to
the urgent need for the effective use of human resources in public administration;
When studying the size of the State and a “small government”, in practice, there must
be taken into account the specificities and its administrative-territorial structure,
which will enable us to compare the share of public expenditure in GDP and the GDP
growth rate, based on the concrete calculations;

It is inadmissible to merge the ministries on the basis of some subjective
considerations or decision made by the group of persons without preliminary,
thorough study and analysis. To this end, it is necessary to determine the State's
optimal size and to “adapt” to it the executive structure of the government;

When determining the optimal number of ministries, it is necessary to specify and
compare the descriptions of the responsibilities and works of each of them. Without
this, an effective decision cannot be made.
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MAIN TRENDS AND SOCIO-ECONOMIC CONSEQUENCES OF THE " GREEN
ECONOMY" DEVELOPMENT IN THE EUROPEAN UNION COUNTRIES

Summary. The main trends and socio-ecological consequences of the "green economy” devel-
opment in the European Union countries that could be considered as useful experience for
Ukraine on the path to sustainable development have been defined, which can lead to signifi-
cant structural changes in the system-forming sectors of the economy such as energy, construc-
tion, agriculture, etc. that affect the production apparatus updating, energy efficiency of pro-
duction increase, stimulates the transition to alternative energy sources and reduces the
greenhouse gas emissions level. Thus, it has been proved that the "green" infrastructure devel-
opment provides for the economic development intensification in terms of supply and demand,
while expanding employment and helping to reduce unemployment.

Key words: sustainable development, "green economy", socio-economic consequences, Euro-
pean experience, economic policy, environmental policy.

Target setting in general form. Link with scientific and practical tasks.

The main principles, priorities and tools for implementing the Concept of Sustainable
Development have led to the numerous strategies development aimed at ensuring the lives of
future generations. In the countries of the European Union, the Strategy for Sustainable Devel-
opment was adopted in 2001 and is based on the following priority objectives: financial sup-
port for maintaining stable production and high consumption levels; observance of socia
equality guarantees; stimulation of the environment pollution reduction; landscapes organiza-
tion and non-renewable natural resources protection; biodiversity conservation. An important
component of the financial model of sustainable development in European countries is the tax-
ation reduction of labor payments and the increase of resource and environmental taxes, which
is of particular relevance to Ukraine and is on the path of European integration [1].

The purpose of the paper is to identify the main trends and socio-economic implications
of the "green economy" in the European Union, which could be considered as a useful experi-
ence for Ukraine on the path to sustainable development.

Recent resear ch and publications analysis. Uninvestigated parts of general matters
defining

S. Bila, D. Syrokhman [1] devoted their scientific works to studying the trends, traditions

and experience in implementing the policy of sustainable development in the European Union,

the theoretical and practical aspects of forming the conditions for the "green economy" devel-

opment were reflected in the works of domestic scientists such as Ye. Khlobists, V. Trofim-

chuk, A. Chechel, [16] and foreign authors, such as C. Allen [8], B. Porfiriev [15], and others.
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However, constant changes in foreign policy and the world economy determine the new trends
in the "green economy" development in the European Union countries, which are also appro-
priate to identify and consider as a useful experience for Ukraine on the path to sustainable
development.

Statement of basic materials. Justification of the results.

The main principles of the European Union's economic policy. During 2008-2010, Eu-
rope and the world as a whole faced an extremely difficult economic crisis since the Great De-
pression. As aresult, Europe took a step back in the economic plan and in the overall develop-
ment of the European Union. In March 2010, in order to ensure a reasonable, sustainable and
comprehensive growth, the EU approved a new European strategy for economic development
for the next 10 years - the Europe 2020 strategy [2].

The Europe 2020 strategy reveals the European social and economic concept of the 21st
century and gives an insight into how Europe is going to come out of the crisis and how to
bring today's instability towards smart, sustainable and comprehensive growth and develop-
ment. To achieve the necessary results, Europe will need to strengthen economic governance
[2].

Europe 2020 sets three main factors for strengthening the economy [3]:

- reasonable growth: economic development, based on knowledge and innovation;

- Sustainable growth: creating an economy based on the appropriate use of resources,
ecology and competition;

- Comprehensive growth: promoting higher employment rates, achieving social and terri-
torial consensus.

The Europe 2020 Strategy sets the following main goals [4]:

- 75% of the population aged 20-64 must be employed;

- 3% of EU GDP must be invested in research and devel opment;

- achievement of the energy policy goals and policy on climate change (including 30%
reduction of environmental pollution);

- the proportion of pupils dropping out of school must not exceed 10%. Not less than
40% of young people must have higher education;

- Reducing the number of people at risk of falling below the poverty line by 20 million.

In order for Member States to adapt the Europe 2020 strategy to their specific situation,
the European Commission proposes that states transform the EU's objectives into their national
strategies.

EU ecological policy. In 1989, economists, environmentalists in the consultation for the
UK government to ensure sustainable development and its measurement concluded that scien-
tific and technological progress due to which mankind had improved material well-being but
gained at the cost of the planet environment deterioration. [5] In the same study, they proposed
the principles of national economic policy for the United Kingdom Government introducing
the term "green economy" into scientific circles. For several years, those economists published
new environmental and economic studies [6-7] actualizing the issue upon the environmental
destruction importance, but arguing that such destruction gained global proportions and related
climate change, ozone depletion, tropical deforestation, loss of natural resources in developing
countries. Their conclusion as aresult of these studies was radical: the world community needs
aradical revision of the traditional economic development model [8].

Since then, and to this day, the concept of a "green" economy has gained popularity
thanks to the national governments support and international organizations, and has become
one of the priorities for implementation around the world, especially since the United Nations
Conference on Environment and Development in Rio de Janeiro The "Agenda for the 21st
Century" [9] was adopted, and later - the United Nations Framework Convention on Climate
Change [10]. These roadmaps proclaim the introduction of "green" measures of economic poli-
cy within the framework of the sustainable development strategy.
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Speaking about the development of the "green politics' principles in European scientific
research and socio-economic strategies of national countries, it has to be pointed out that, re-
gardless of the initial research approaches to the "green" economy, the main importance for it
is the integration of economic and environmental policies, in which the opportunities for new
sources of economic growth while preventing the pressure on nature have been highlighted
[11-13]. All of thisimplies a wide range of measures ranging from economic instruments such
as taxes, subsidies and trade patterns, as well as regulatory policies, including standards setting
and ending with non-economic measures such as voluntary approaches and information provi-
sion. The basic UN document in Europe is the UN publication, in particular UNEP (United
Nations Environment Program), UNDESA (Department of Economic and Social Affairs),
UNCTAD (Trade and Development Conference), UNCSAD (Sustainable Development Con-
ference), describe the concept of the "green" economy, its fundamental principles, advantages,
risks and generalize international experience in this field. Numerous non-governmental organi-
zations have also been making efforts in recent years to promote the green economy concept.
At the same time, despite more than 20-year history of this concept, it remains open for discus-
sion and continues to evolve.

The most authoritative and widely used definition of "green economy” is formulated in
the United Nations Environment Program (UNEP): "Green" economy is an economy that pro-
vides long-term improvements in people's welfare and reduction of inequality, while allowing
future generations to avoid significant risks for the surrounding environment and its impover-
ishment" [14].

The same document emphasizes the relationship between the concepts of the "green”
economy and sustainable development: the concept of a "green" economy does not replace the
concept of sustainable development, but now more and more widespread acknowledgment that
the achievement of stability almost entirely depends on the creation of a proper economy. For
decades when new wealth was created using the “brown” economy model, society did not
solve such problems as social marginalization and resource depletion, and the Millennium De-
velopment Goals have not till been achieved. Resilience remains the most important long-term
goal, but for its achievement the economy must be "green" [14].

The concept of "green" growth emphasizes the importance of integrating environmental
and economic policies in such a way that it will reveal new potential sources of economic
growth without creating an "unsustainable" load on the quantity and quality of natural re-
sources. The transition to a "green" economy requires the application of a wide range of
measures that include economic instruments such as taxes, subsidies and emission trading
schemes, state regulation measures, such as standard setting, as well as non-economic
measuresi.e. voluntary initiatives and information provision.

The "green" economy can also be seen as a system of principles, goals and activities. A
list of the basic principles of the green economy as outlined in the ECLAC (United Nations
Economic Commission for Latin America and the Caribbean) (2010), EEA (European Eco-
nomic Area) (2010), UNEP (2011) OECD (Organization for Economic Cooperation and De-
velopment) (2011) can be summarized as follows:

- equality and justice, both within one generation and between generations;

- compliance with the principles of sustainable development;

- the application of the precautionary principle regarding potential impacts on society and
the environment;

- adequate accounting of natural and social capital, for example, through internalization
of external social and environmental effects, green accounting, cost accounting throughout the
life cycle, and improved governance with the participation of stakeholders;

- sustainable and efficient use of resources, consumption and production;

- contributing to the achievement of existing macroeconomic goals through the creation
of green jobs, poverty reduction, competitiveness and growth in key sectors of the economy.
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The implementation of these principles requires the creation of appropriate conditions
and a balanced well-considered policy of national governments, which will give priority to
those types and results of economic activity that, along with modernization and increase in the
efficiency of production, will contribute to the quality of life and the environment improve-
ment.

As the foundation for "green" growth, basic green paper documents consider moderniz-
ing the energy base of the economy, since:

energy plays a strategic role in economic development and security at all levels (national,
regional and international);

in the whole world, the tendency towards the depletion of the most affordable and profit-
able reserves of traditional energy sources, primarily oil, isincreasing.

The objects of energy, in the first place, are the source of the largest volume of man-
made emissions that lead to globa climate change, caused by increased concentration of
greenhouse gases in the atmosphere.

The main direction of energy modernization is the development of the so-called alterna-
tive (non-traditional, pure or "green") energy. Its widespread interpretation includes the use of
energy-efficient technologies, as well as environmentally friendly, low-carbon energy sources
(including renewable sources and nuclear power plants) that are increasingly displacing hy-
droecological fuels. In turn, in the structure of the fuel itself there is a rapid replacement of oil
(black oil) and coal with natural gas as an environmentally friendly energy source. Thus, diver-
sification and decarbonization act as priority directions of energy modernization, and taking
into account the above-mentioned basic role in the development of the economic complex, the
core of the "green" economic growth in general.

As experts note, for the global green economy there are quite fast growth rates, which is
due to the following factors:

- institutional: by mid-2014, 96 states had normatively set targets for the renewable ener-
gy development, including 73 regulatory acts describing the use of biofuels, and 81 - special
beneficial tariffs for connecting these energy sources (feed-in-tariffs);

- investment: primarily due to the rapid growth of G20 countries' investments, of which
only more than $ 300 billion was spent on the renewable energy sources development in 2014
[15].

In the EU, the immense share of funds was invested in the wind and solar energy devel-
opment, primarily in projects for the large wind power plants construction in Western Europe
(sea-based). By 2020, virtually all EU countries plan that renewable energy sources will be
20% of all energy sources.

In addition to alternative energy, the European market for environmentally-friendly tech-
nologies and equipment has grown significantly, which, without energy, exceeded $ 500 bil-
lion.

Over the past five years, sales of so-called organic food and beverages (produced without
the use of chemical additives) have doubled. Currently it accounts for 3.5% of the total food
market. At the same time, employment in the organic food production and beverages in the EU
in the 2000s (by 2011) increased by an average of 19% per year. The 2012 agreement between
the EU and the US on the mutual recognition of organic products certification has given a new
impetus to the organic products growth in these markets, as this agreement opened the way for
the trade barriers elimination and the unhindered sale of products certified as organic in the
United States and EU countries.

The noted trend is characteristic not only for food, but also for a wider range of consumer
goods, for example, wood products, including furniture. Sales of such a product certified as
ecologically pure, in the past three years, increased fourfold. In addition, since 2007, in the
UK, and in subsequent years in other European countries, the practice of so-called carbon bear-
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ing labeling of food and other products has been implemented, indicating the amount (in
grams) of greenhouse gas emissions in the production and transportation of units of goods.

An important role is played by the powerful multiplicative and anti-crisis effects of the
"green" economy. The first is provided by the economic instrument as environmental innova-
tion development. For example, in the New Growth Strategy of 2009/2010 (Germany), these
innovations are seen as the main link between economic, industrial and environmental policies,
and investments in these innovations are a factor in increasing the economy competitiveness.

In terms of the anti-crisis potential of eco-innovation and the "green" economy, the econ-
omy as a whole can increase employment and mitigate unemployment, stimulate activity in
other areas of the economy. For example, from the general crisis package for the "green" sector
in Germany from 13% to 16%, in France - 21%, and so on.

Other factors that determine the rapid development of this area of the economy - the fac-
tor of environmental cleanliness and environmental safety and the factor of reducing the risks
of climate change. The fact is that under other equal conditions "green" production technolo-
gies are less ambitious and risky than industrial technologies of the 20th century, since their
use significantly reduces emissions of pollutants and greenhouse gases into the environment,
reducing the risks of large-scale accidents similar to radiation catastrophes in Chernobyl
(USSR, 1986) and Fukushima (Japan, 2011) or industrial-ecological disaster in the Gulf of
Mexico (USA, 2010).

The third factor that contributes to the strengthening of the "green" economy position is
the high level of scientific and technological "green" production, which provides arapid transi-
tion to a new (sixth) technological process. It is increasingly defines the competitiveness of
national economies nowadays.

Significant investments and the rapid growth of the green economy have generated seri-
ous expectations of its strong development in the coming decades among a considerable part of
analysts and political circles. It is evidenced by numerous reports and forecasts (including UN
specialized organizations) prepared with the participation of international experts, management
bodies and research institutions [ 16].

As the main scenario, experts are considering the option of transforming the European
economy by 2050 into a low-carbon, resource-efficient economy, and as the main mechanism
for implementing this scenario, the annual investment for 2012-2050 is about $ 1.3 trillion in
ten key sectors. These include agriculture, forestry, water management, fisheries, housing and
utilities, energy, industry, tourism, transport, waste management and recycling. In the first four
sectors, the development of which most depends on the availability of natural capital and
weather and climatic risks, it is recommended to send a quarter of these green investments ($
325 million, or 0.5% of world GDP).

It is planned to attract funds necessary for investments provided that a well-considered
state policy is implemented and innovative financing mechanisms, including greenhouse gas
emission trading and microfinance, are used. It is expected that implementation of this scenario
will provide for 5-10 years higher annual growth rates than investments in normal develop-
ment, in the absence of negative consequences for the environment. It is expected that the ratio
of emissions to the ecological capacity of the environment (the so-called ecological footprint or
imprint), which is today 1.5, will have decreased to 1.2 until 2050, significantly approaching
the first level consistent with sustainable development, whereas it can exceed 2. In addition,
due to a significant increase in energy efficiency as a return from "green" investments, the
world economy's energy demand is projected to decline by 40% by 2050 compared to the iner-
tial development scenario (i.e., while maintaining the amount of energy consumption at the
level of 2011) and a reduction in greenhouse gas emissions compared to their current level of
one third.
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Conclusions and per spectives of further scientific developments

However, despite the fact that the scenario of the "green economy” is definitely progres-
sive and positive for the world socio-economic development, reducing its environmental and
climate risks, there are factors and conditions in the world that can affect the performance of
projected global transformations. In particular, such as the uneven economic development, the
ambiguity of supporting the "green economy" by key actors of the international community -
national states and corporate supranational entities; insufficient development of reforms to
stimulate public investment and development costs for green industries.

Thus, the consideration of the main trends and factors of the "green economy" develop-
ment in the countries of the European Union alows identifying significant structural changes
in the system-based sectors of the economy such as energy, construction, agriculture, etc. Asa
result, the production unit is updated, the energy efficiency of production is increased, and the
transition to alternative energy sources and the reduction of greenhouse gas emissions. In addi-
tion, the "green" infrastructure development enhances the economic development of both sup-
ply and demand, while expanding employment and hel ping to reduce unempl oyment.
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WORLD INNOVATIVE POLICY AND GEORGIA
Expanded Summary

The global transformation in the world depends on the rapid development of innova-
tive processes. The innovative policies in Georgia are directly related to international tenden-
cies. Innovation is directly related to such important topics as: Create a new or improved prod-
uct, its marketing provision, to attract investments, create valuable intellectual property and act.

In modern conditions, Japan is one of the prominent countries in terms of innovation.
There was a new approach to Japanese management theories, which are based on the continu-
ous updating of new technologies. Japan's experience can be a general orientation for develop-
ing countries, which should be taken into consideration.

The level of innovation is a very important indicator. Its level of measurement is made
by innovation index, which has many components. In this respect, the first five in the world
looks like this: Switzerland, Sweden, United Arab Emirates, United States and Finland. Geor-
giaas adeveloping country, it is ranked 64th among 128 countries, which should be considered
a positive moment, it should be noted that Georgia faces many challenges in this regard. This,
first of all, is evident in innovative development in the long term, human capital, research,
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knowledge and technology. Georgia as part of the world economy creates new strategies,
which are based on a new innovative system. This is precisely what the structural changes in
the globalization process are for developing the innovative economy. Existing contours in the
country are seen in future innovations, which will have the greatest influence on the quality of
intellectual capital. At the fast pace is developing biotechnological fields, auto model, simple
models of communications, alternative sources of energy, modern medicine of medicine, nano-
technologies, etc. Such a revolutionary leap of innovations is dictated by the progress of the
competitive advantage theory. Thisis due to the innovation of the world market. Georgia's pro-
spects of obtaining high competitiveness on the world market are possible to develop intellec-
tual capital, which is one of the driving forces in the country's progressin the near future.

Georgia as a developing country needs an accelerated growth rate of economy. This
cannot be done in a small resource. A lot of economic reforms have led to a lot of problems.
Global historical experience of market economy and institutional reforms are a prerequisite for
the advancement and progress of the economy, but it is necessary to strengthen the innovative
processes. This requires the creation of scientifically grounded programs of the strategic devel-
opment of the country and the elaborate strategy to implement innovative achievements. All
this will be a contributing factor for successful economic reforms, which requires a new ap-
proach to the economic policy of the country in terms of successful socio-economic develop-
ment.

Innovation is, in general, a wide and versatile category, which is related to solving
such important issues as: Creating a new or improved product, providing its perfect marketing,
attracting investments, creating valuable intellectual property, buying latest technologies and
more.

Moreover, the creation of innovative product is always preceded by the creation of new
ideas that can stimulate public progress. In addition, innovation in its chapter implies new op-
portunities to get some benefit from new markets, this is a process that transforms new ideas
into new business models and, eventually, new products and brands.

Y ou cannot even notice the general characteristics of innovation. One interesting point
here is that the innovation is not only connected with technologies. It is aform of thinking that
can be used at any stage of business for transformation of existing tendencies. Technology is
itself an innovation target, and so for high-tech companies, the main goal is to maximize inno-
vation at a certain stage of development. But the stimulating role of innovations is important,
"If you do not grow up, do not do something different or better, then the competition will get
rid of you" From this, it is obvious that innovation means continuous improvement, but "doing
something different from competitors' Technological breakthrough, a different view of the
problems. In this process, it is also important to quickly and easily meet new requirements.
However, the speed should be introduced to the user so that it can be consumed by users.

Any innovation should have a technological innovation that will increase the possibil-
ity of revenue. Scale - can have both global and local value for a particular country.

As long as we have to interact with Georgia's innovative policies and challenges, |
think we will not focus on the innovative political system of Japan, one of the prominent coun-
triesin the world.

Japan is one of the developed countries. GDP per capita is one of the highest in the
world with 48 thousand US dollars (Georgia's index is more than 12 times!)

It is noteworthy that Japan is not the size of the territory (378 thousand sg.mm) and the
number of population (126 min) is not distinguished from other countries. The main reason for
success is the country's progressive innovative policy. Many advanced countries in the world
introduce Japanese innovative management and its import is considered one of the priorities of
economic policy by local governments, which can be considered a positive trend. As a result,
these countries become more competitive in their own production, as well as their economic
strength. It should be noted that Japan, as one of the largest national economies, is the fourth in
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the world as an exporter and simultaneously importing country. There are great achievements
in the field of high technology. The new system of supercomputers has been created, which
gives the opportunity to predict various natural processes or events. Such success is based on
Japanese management theories.

This kind of Japanese experience is unique in the world. They have their own princi-
ples, the essence of which is to use foreign technologies not only to use but also to improve
continuously. By doing this you are learning technological initiative and offer your own inno-
vation to the world.

In addition, the tax advantages imposed by the state stimulate corporations and firms to
develop innovative, export-oriented advanced technologies and products which are a guarantee
of state welfare.

The experience of the developed countriesin the field of innovation, and especially the
Japanese, in our opinion, can be a genera focus for developing countries. In this regard, it is
interesting to know about the global innovation index in Georgia and in different countries.

It is known that the level of innovations in individual countries in recent years has
been measured by the global innovation index GlI. It consists of seven components. These are:
Relevant institutes in the country, namely, political environment, regulatory environment,
business environment; Human capital and scientific research;

The existence of infrastructure, which includes modern technologies and ecological
sustainability, market development level, including access to credits, investing, trading, compe-
tition, and market scales; Business development level measured by the knowledge of the em-
ployee, the ability to get the information and knowledge necessary for information; Knowledge
and Technologies, which play amajor role in creating innovations;

Creativity, where important is the existence of intangible assets, new products and ser-
vices. According to the Global Innovation Index, countries around the world are characterized
by different rates. Switzerland is leading the index list. Then comes Sweden, United Arab
Emirates, United States, Finland, etc. According to the data of 2016, Georgia ranked 64th in
the Global Innovation Index ranking among 128 countries.

There are also strong sides from the listed components of Georgia. These are: business
environment (ranked sixth) and market development level (seventh place). From the weakness-
es, the level of education that is one of the serious challenges for the country, despite the abun-
dance of educational institutions, its qualitative indicators are critically low.

Development of scientific research is one of the serious challenges for the country and
the level of knowledge of the employee iscritical.

From the above, it is clear that the world innovative policy is progressively changing. Its
main driving force is the achievement of scientific research in developed countries. Devel oping
countries can also share this experience and adjust the practiced models in their national econ-
omies. In this regard, in our opinion, the experience of Japanese experience. Thisis one of the
most painful challenges for Georgia - education system. Our country must, with its own intel-
lectual capital, should develop the national economy and engage in global integration process-
€s.

Innovation in the process of globalization is characterized by an increasing tendency.
Its significant advantage is to increase the competitiveness of the country and maintain the
leading position on the world market. To this end, Georgia, as a small resource, needs to devel-
op an innovative economy. For this, the search for their own ways is to stimulate and promote
national intellectual capital. The introduction and innovation of innovative achievements cre-
ates the prerequisites for enhancing the competitiveness of their traditional sectors, which is a
stimulus for attracting investment capital. To attract Introduction of high technologies will be-
come a contributing factor for future innovations.

All this should be reflected in the target programs of the state that will support Geor-
giasrapid growth of economy and a decent place in the civilized world.
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Tengiz Kavtaradze
Doctor of economics
EXPERIENCE IN CLUSTERSIN USAGRICULTURE AND ITSGENERALIZATION
IN GEORGIA
Expanded Summary

The innovative activity is the priority direction of the country's development, success-
ful implementation of which isto overcome the economic backwardness and filling the market
with different kinds of competitive products of its own production. In competitiveness research
it is intended to elaborate the theoretical foundations of the clusters concept and their role in
regional competitiveness. Regional competitiveness mechanism and the role of clusters in re-
gional competitiveness are less studied in modern practice. Clusters should be reviewed ac-
cording to various conceptual approaches: innovative process, socia capital and economic ge-
ography.

The geographical scale of the cluster may vary according to the city, region, country
to according neighboring countries. Cluster can be formed in different forms: Financial institu-
tions engaged in manufacturing or serving of finished products and others. Cluster politics is
usually done in the framework of the liberal and conducting models. These two models are
characterized by the following principal features. Liberal cluster policy is designed to form
clusters of market impacts, and the selection model for clerical modeling takes place at the
state level, considering sectoral and regional priorities. The conducting policy determines the
volume of the region and its funding for cluster. The main followers of the liberal cluster poli-
cy arethe US, Canada, Great Britain; Directionalist - France, Finland, Japan, Korea, Sweden.

Clusters typically combine different sizes of enterprises whose ownership motivation
is quite different. This factor in the US innovative agriculture is paid attention. The form of
close cooperation for many SMES may be unacceptable. Private enterprises are based on indi-
viduality and obilety, so their owners are not ready to work closely with rivals, suppliers or
clients. Therefore, first of al, it is necessary to establish a high level of strategic thinking of
private enterprise owners (management). They should decide on two main issues: what level of
co-operation is not ready and what results are expected from this cooperation. There can be
weak motivation to enter clusters, as well as large enterprises with well-developed connections,
because the main thing is to get profit for them. Work with small and medium enterprises will
be associated with additional expenses. For the development of regional competitiveness, for
the development of small businessintegration in stronger economic structures, it is advisable to
use different forms of integration. In order to increase regional competitivenessin the US agri-
culture, there is an opportunity to integrate profitable industrial enterprises with different fields
of agriculture and cultures.

It is impossible to develop clusterization as a regional competitiveness without the
functioning of the interconnected market relations infrastructure. It is necessary to create and
implement the whole system of stimulating support for business development at the state and
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regional level. Identify the priority directions for securing the country's and regional sectors
specificities.

The Imereti Agrarian sector has a great potential for development, with the potential
for effective use of regional agricultural clusters. In Cluster, on the one hand it should be com-
bined with competition and on the other hand, close cooperation and collegiality of all subjects.
In this regard, there is a generalization of the US Cluster Regional Comunicability Expert in
Georgia. For example, it would be better if the United States would be the largest oil monopo-
lies and flagship chemicals in the household chemistry, if they were able to enter into the clus-
ter of large profits of the Imereti region by making clusters of mutually beneficial conditions:
viticulture, horticulture, breeding and other farming farms.

For the purpose of solving this problem, to develop regional competitiveness of clus-
tering, different forms of integration must be given special attention to the use of franchising
and the creation of business incubators. By using them, businesses will be guaranteed for joint
ventures, including the possibility of exchanging foreign markets. Thus, clusterization in the
agriculture innovation systems of the regionsis areal way of development of regional competi-
tiveness. Therefore, the leadership of Imereti region should pay attention to it.

105



“9pmbmobGo”, “Ekonomisti” Ne4, 2018

LIIBMH IR0 I3M6MB3N3> — SECTORAL ECONOMY

3e@ol gommargboos
30b69b0l 5@doboli@o@ydols wm Bm@mo, bago@mggermb Bgfboya@0
26039 6oB g0l sboomgdaamo 3GmR9berGo

Lodo®MOIBIRML LOM30600HB() BASELIMAHBOL IBAMIIR LOLB®IZIB0S6
Ja0)0360)0)53L355RMJOL RS 06BHIHIMRIRIAMBOL 3@(MJ3RIFOL S6SROBO)

B9 b0ady: bisoBos do [o@dmwagbogros bodo@mggarmb bo@o0bog ber §G56b3m®-
B0l gamesaa  LobBgdgdmsb  aGmoghGmmsglbydoemdol @s 0bBgGIm@say@mmdols
3O gdols yaarg30b Sbogrobols Jgwgsgdo. sgag Fodmmgenoano o [o@mdmwggboaros
Jg@3gar bobBgdgdmsb bogs@mggermlb @y0bog bol wos Jobo 0bRGsbBE@ S amol
0353b9650m30b, B7607000 Jo@I9BG 30l S 5T yambon SGELYS a0 godmfigg3900b
SHM3@rgdagmo bsjombgdo. bodosdo Fomdmoggboaros dmyag 0bgom@dscos “ga@m-
SO Fo@-bogommgganmb sbogodgdol dgbsbyd Ggmsbbdydol™ mbBg 66 do bogs@mgy-
el G0608 bol G@6L30GBE0L byfsmGobomgol gomgogmolbffobgdaemo bmgogdmo
©OEYTH0gIS0l o @ya cans0900l dybsbyd. go@ws sdobs, bBs@osdo gobbogrgaros
bogombo  “0bBgGEdmwsaaco  GG56b3mGBE0LY o dsbdo  @yobog bol  bmgowo
360 dgbgarmdol dglbobgd. bBoGos Imdbowgdaamos dmms Gaborsggerols ghmgbaeo
bsge;609Gm qmbpols sboangs baws d9iz609@ms §@s630L bogmdagen by (NYS 2016-41).

boyg56de bodgggdo: G@mobbsm@Bomgds, bo@@obbsm@Em 0bR@sbd @y s ams,
bofs@mggenml @ 0bog bs,  g90m453 Jool  bBsbos@Bgd0, @gg0mbsgradgo  gobgo-
0255930,

Ygbogogmo

LA ®s@gaogese 3b0dgzbgarmgsbo ggma@sgogmo dpgdsdgmdols godm, LsJom-
0ggeml, dongal 3oggobosdo s ol Bodamgdl ao®gmsi, boggobdm Lo@®sbbo@dm
A96J30s 530LM0s.  Laddmms 033g@M0ols 3gMomwdo goggolools Mglidydamogzgdols gzm-
bm3ogo, 3500 M@0l Lo@@sbldmm@m 0bg@sliddgdads, dbmammo 39960l gobodo@s,
hoby@® ©o/5b Jgggboldos sbodbymmgdols mdogd®gdl doggnmgbgdmebgb s 3@s]-
B0 oM ool o@ FomImeygbobgb wobsmbgbo Jmgmmomls g3mbmdo ygdo
3obg0m5Mgdolis s aamds@y@o 0bGgayMo3ool mgslsb@olbom. baddmms 3ogdodols
sdemol d9degy Loo@mmggaml Lo@@sbldm®Em dogob@@om gdds 06 9bgl s gvy-
000 g9bioo.

dbmgaomdo Jodwobsdy germdsgy@o g3mbmdogy@o ©s dmeo@ogydo 3G m-
39bgdol gomgomolifobgdom, gl3gmdgool dggslgdom, gobarmgls dmdsgsado sw-
dobogangmbs s obsgengml dm@ols god@mbol 3s@om gany@o BAgoMmmdmygbgols
doEgmemods ao0b@Egds, glodsdolow, LoJs@mggamml B@sbljoggologmo gm@owoem-
A0l g9bJEos Fotmmgpgds. oloi 3bmdogos, MM Pbo@Iobodo Y3o®s@gbmdgdo-
56 208m3pobamyg, g3tmgegdodol dobomo odbopggaos gggms bogmsdm@olm
domsdsdobomgol, mydzs aobomgomolifobgdgaros, AmI ggdmgegdo®ddo obdgade-
300l Fobsdo®mdsls aodggggeo g3mbmdogado s oblGodygaogdo Mgum@dgools
35000 gds  FoMdmopagbl, ©oFgbgoygmos dmgao  @opo  OoGgdoydgdo, @obo
©533594mxzomgdols goc9dg g30m3gogdools Fgg0mds s Mgaombogny@o 0b@ga®oios
‘dggdan gdgemos.

969660305, Lages®mgm g3mbmdogyn@o gogdo®gdol Lo ganymaes ymggemo Jagybols
940bmdoggM0 989 YOm0l bOEL growgbo Ggbgmgos. Logs®gm gambmdogy®o
353d0@9d0L 306 9JLEH 0, 9gHmgogdo@Mol dsbo@o, Lbgswaslbgs g30@s@glmdgdowsb

106



“9pmbmobGo”, “Ekonomisti” Ne4, 2018

3odmdobsy, Jodbowggmos Lso@mggambsmgol. dmgm Fagddo Lsjo@mgganmd
360d3bgarmgbs@ aos@®mdsgs YHMoghmmds g3Mm 33 doMmsb, Gmdgamoi o3 AMO-
bmgol gobd@go3gdgeos Loo@mggarm-936m3ogd0@ol gdmoghmmdols obGm@osdo
>@bgdgaro, gggmoby ddgogho s ygmgeolbdmdgggmo ¥, Lbodsdmgymm-ggaho-
3583060l sbmzo®gdol” byandgzd g gdom, (dgmobbdgdsls mgoiosmygdow gFfmogds
»obmEodgdol dglobgd dgmobbdgds gohimo Ibdog, g3@mgegdodls ©s g30™m30ls
>@™MIPA0 9bgdyools 359 0056955L o dom §93¢ LobgandFoxmgdl s dgmeg dbmog,
Lododmggenml dodol.”), @mdmols bofoamoiss “@mds s gmgaolidmdzgge msgolby-
Qoo Logokdm bogMmgbg gmebbdgos (DCFTA). 3 byang30@ gdol goxm@dgdom
LoJo@mggenm-936m 35330 dn@ol gHmog@nmdgdo mgolmd@ogem sbo, ob@m®osy-
o 930939096@m ©mbgbg aopsgows. ,,obmzo®gdols dglobgd dgmsbbdgools™ VI
3000 gbgds B@bL3mAGLs s Folimsb ogogdodmgdgen bojombgdl s ol Jodmggen
®0do, F@sbL3MAHL bygdml Imeg@bobgdols s gg@m3ygmo LEsbes@Egools
©5bg® 35l omgogolifobgdls.

mog0l db@og, Lodo®mgganml Ladgzoboabem G@sbldm@@ol Ly@mmol g5
OM3ge s bog@msdm@olm LolEgdgdmsb YHhmoghmmsgligdomds s odyols ob-
B9OImEoEydmdol PbOYbggmmymas syEomgdgeo 30Mmmdss LoJo@mggemml Lod-
56b0@ M gMgxbol LOYmymRomsw g sdmygbgdolsmgals.

bogotmnggeml @3obogbol @sbL3m@E0b ig@mmol gbsbgd

Lododmggeml Lo@d@msbbodm g9bdizool 3mbdgJb@do LoJsdmggenml @gobog-
b gobdool s (396G y@o sbool Ggaombgdoli ggdm3sbmob sbsgsgdodgdgen
> BgMbosBogm abose aoboboangds. Lsds®mggemml LEMs@gy0geo 360dgbgemdols
3G B go0 s Bghdobogngdo 300300 9308d0M©Yd056 Sbg@Mmdsoxsbols, ggdsobols,
O9bgmols, dgaysdgmol Lodgzoboabm babgol, slggg dogrg bLOgmo s@Ggodmgomn
2dmJdgomgds dodm-mdogolio-go@liols Lo jobogbm dsqoli@domo, Gmdgmoig bods®-
0ggml G30602bsL 300300 ©ss303T0Mgdl M@ Jgmmnsh s G@Msblggmm3yen
L@@ obl3m@GM 06gOsLEM YA NOSLmsb. GAsliggol gt gansbo, @mIgalsg dgygdaos
9300m30bs396 ©s g3Mm3oEsh ASbboEol doMmomswo bsgowgdols Fomdsmmgs jogo-
Lool gogaom, bog@hmsdm@olm bobmyspmgdols s dbbgogmo aowsdbowsgo 3md3e-
bogdols gydopmgdols 396@®To gu®m ofdogdew g9dcgge. o3 gmbdgdlddo sbiggy
‘dgbodengdgamos gobogd@mm obggg 9.¥. »0009d9d0L gbol™ 30mg]@dg, GmIganbys
Lododmggeml bgmolyggmmgdols Fo@mdmdsmygbargdo o 0dgogol sdysmgdgb

Lododmggeml gobanglo obm@ool gobgmomo 3g@omeols godymagomo dg-
093900 dggbe LoJo@mmgganml @ jobogbolisg. dogbgosgsw 3ddodglio g3mbmdoggdo s
3m@o@Boggmo dpamdo@mgmdbdols, bods@mggmml @30boabsd mogosdomggmop aom-
339900 Fomdo@gdom dgdenm dggldrgagdobs Jgggbol ggmbmdogol goxsblsmgdols
dsLB0Igaodgdgemo  Ameo. bods@mggmml @30bogbs hodmysarodws 3mdygdosh
Lo o®dm, dop@od swbodbygaro Fo®dsBgogdo dowfggmo ogm Fo@dmgdol mEy-
ool bAOom (53 Jgdnbgggsdo Log®obbo@m yopsbowggdol dmEgamdols bawom),
053, mogol dbMog, 3meEo@Goggdo s g3mbmdo gdo Rod@m@gdols bgysgengbom ogm
30903990 s s@s Fomdmgdol gobgoms®gdomn s 3mdbaby@gdols bodolbobs ©s
999JB056mdols sFo@engdom.

Lododmggermdo Lodgoboabm A@Mobldm®@@ols g3dml@sbesm@gdmsb magligds-
omdols s dglsdsdolbmbdols dglfogmols o o3 Logombols bmgswo sbogobolimgols,
360dgbgarmgobos mogesdo®ggmem dggogobmm “Lsdo@mggmml @ gobogbol” bem-
3000 3amds®gmds s sdobomgol bps dgRslogl, my @ Loddmsg®ggdbbg I4ds-
bl 097580 “Loo@mmggenml @3oboabs”. sdol dgdpamd dgbsdengdgamo gobogds

107



“9pmbmobGo”, “Ekonomisti” Ne4, 2018

®30602b0L Lg@mmols 0bGg@dmesmyy@mbol s Lodmdsgamm 3m@gbiosaals dgge-
bgos(s.

Lododmggeml @3oboabs Lod gogmosmaw ogmgs: bo@go@mm gowsbowggodo,
Lodybogim gosboeggdo s 06xASLEYIG NGOl Goeosemgdo. swbodbyao  go-
oo gdo 0gmggh olgom Logdosbmdgdl, Gmam@gdogss Lo@Ggo@mmm asmsbowggdo,
d2bog3Mms ImdLoby@gds s 3060 bols doGomswo 06x@MSLEHOYJBO0L JoBmgs.

Doaopse, Losdgoanm gosbowggdo @goboabols dgdmbsgmol g9bg@o@gbdols
dodomoo Fys®ms, bomm bsdyboghm aoesbowggdbo 9dgHgl dgdmbgggsdo be-
o056 M3gAS(3055, MoEash Jo@oMgdbmom Jabogdmdols sdogo @Gomoxgo s -
dodobio 5@ s@ob @ 3obogbol gbsbgols s dmdbaby®gdolsmgals.

Lododmggermlb & 3obogbs dmdggdosbo Lofs@dms — dsLTo Ls@godmm gows-
bopggool Fogno domosh ™3gMsEogddo Logdomolos dybogdgdol G@sbl3mAEo-
960056 Jogd o bodomols olsgs@oE ©s sdo@gdbom dmygdols Jolowgdo.

Logmblga@ocom go@ds ,,Booz Allen Hamilton®-is (BAH) j3erggol dggsligdom,
egolsmgol Lsdo@mggeml @3obogbol dmsgodo babols LogJldegs@ocom Lo go-
bogbm dogol@amols Jligeno Logdome be@domy® Ipamdomgmdsdos, dopoliE@swmo
do@osbo g gdHOmBoEoMgdYmos, boaem doGomswo dopolGogmo m®dbdogo
dmd@ombdols Lodgoggdols odanggs.

LoJo@mggenmlb @gobogbol 0bg@sbd®yddy®s @odwgbody 3md3mbgb@oliogsb
9965, glbgbos: bogdo, 430056960 s Lo®3oboabm dogolE@ogoa, jmdybogsizools
Lodgomgogdo, gagd@d®mgbgdaools dofmegds, ©g3mgdo, Lowaydgdo ©s dolbmsb
©5353doMgd o s gdgommds. d0dpobsdg 9Bo3bg Lodgoboabm GASEL3MGEL
0653G5LEOYJH B0 9dgdgbo boFoao 85 §garbyg dg@o bobsbdymmdbolss.

doygbgosgsw 0dobs, Mm3 2bgool, bopgdols s 230M5d9b0l JEamdsmgmds
M390530900L 9YFyggdoe Fo®dmgdols Lodgomgdsls odarggs, jHoGogygee swyomgddo
Lo®gdmb@em Lodydomgdols ho@omgdsl, 390dm, sbosbgdoymo Mgaligdbol yodmig-
o, sbggg bogy@owmgdms M30bogbol Logdosbmdslmsb ©siegdodgdymmo astgdmls
©560bdy@ gdols 30193963001 @Mbolidogdgdol yo@omgde.

LoJo@mggenml Lot goboybm 06g@slEdmyd@gsl aoohbos Moyo 3Gmdamgdgdo,
OMmI@ g6doi 9339 mogo obobs. 3 dbdog, hggbo Jgxolgbom, Jmogo®o sb@ M@ gds
®30603bobmgol 5ol 06gOSLEAGYJANGOOL, ©odbdsmyg boggomdgdol, @mimdm@o-
39000, goambgools s Lbgs 06x3@sLEGYIH YO Yo dods@m Yy gdgdols bobwsbdyammds.
ods@o Bgdbogy®o seddgommds s Aobygoms@mgdgmo 0by@slFO IR YGs dm-
©gObobsgosls s gobsbagdsl dmombmgl. 3GMomgdss aob@domo Lbo@®gdmbGm
bodx 960, G535 bg@Hombgmo skoMdgdl sliodggd bra®dsls. ggAm3gen Logrosbosbym
bobgdmaeb mogligdomdols mgo@lsb@olom, o 30Mdmgdol Fo®dmowygbls @osb-
539006 bmds, LooMmmggaml oo ofgl @osbpspagdol 9.§. “g9g@m3gamo bmds”,
oobspgdol dgagens dmombmgls dognosh o Lsobggldogom aowsfyggdomgost
5 bomx gol. 53539 @AM, 5@ lgdmdL 53 3Mmmdangdols o@sd@ol s@sgBmo gbs.

dmddogo Jgdoygbemdbols mobodgemmgy do@omgdagbom aobobemgdols sq30-
mgdamds bodo®mggeml @3oboabsls sbogno sdmiEebgdols Fobodg oygbgdl. obg@e-

LA YJA Mol aobsbargdslimsb ghmsw sygEomgdgemo 0bgds aoM3ggnemo godo@om-
0565bgdgool aobbm@mzogmgds s agdgommdols msbsdgo®mmgg ©osabml@o g®o

(3950®0L hodmbsgsmodgdense, Mol dgogyomsE mogosb 0dbgds sEoamgdyao dmd-
530 396030 o 305bgda0 5b s@sbomsbswm dg3gmgds. wosabmli@osy®o 396@-
A0l hodmbagosmodgdmom 5930 gdgeos Gmym@ g dglbsdsdolo Ggdbogol ‘dgdgbs, olig
dmdbobydg 39Mbmbomols gosdbowgds, Mol dgogaesi dgbsdamgdgmo asbogds
sbogno @ 9d6030L godmygbgds s dgbsbgs. sddoysw, LoJsMmggenml @goboybols m3g-
5309006 Ylog@mnbm ©s 989]J@ 90 Foddmgdobomgols s dmdsgogno gsbgome-
M gd0bomgol, oo 0bggb@ozoss Lakodm.

108



“9pmbmobGo”, “Ekonomisti” Ne4, 2018

Lododmggeml @30boabsbg dmbes LogJldamgedoiom ggbjiools gmdgmzos-
mobo30s: bodo®mggmml @z0boaboby wodggdygaos dgliedg dbsmols dogd g bsg@ms
3o54ggobs @ B300mgdols gosbowgol m@ysbobgds (sbogr dmdmsg dgdomagbemdsls
9bs 3Jmbegl s@Lgoye dmmnbmgbgdmeb dglisdsdolimdols sdswsl@ygdgdgemo dm§-
d065-1gOR0G03oH0) B3, Y339 >OLgogmo godmiELomgbols dgbsdsdobow, dgg@swe
9Fgmdl bganls &3obogbol jmdg@Eogme 3mdygdosh maysbobsEose hodmysao-
3905L. slggg s@lobodbogos, H®I slogamgmol gJlidg@m@ms dmbsbdgdom, dsJlods-
@G0 989JG05bmd0l Jolom{ggoe Jobsbgimboaos @3obogbol Logdldangs@siEom
996J300l Legemo 3mdgdEosmobszos.

1992 Yaoob Lodo@mggemm ao9@M005bgdgemos @ 3obogbol mebsdddmmdgnmdols
mGabobsz0sdo (OSID), @oig H30bogbsl bgabsy@ger 300093l ¢9Jdbol, @sms
Jg@ogomosbo Godogom dgyngobgdmse gobobm@Eogmml Ggodmols yo@sbowgs
V9360 LobgandFonmgdol @ goboabgdby. sg@gmgg 2011 Fganls bods@mggarm dg960-
©> LogAmsdm@olom Lodzoboabm gosbowggdbol Lsdmsghmdmmsdm@olim Mm@y sbo-
bo300L 3mbggbGE0sl Log@Mmsdm@olm Lo® joboa bm gowsbowggdols dglobgd (COTIF).

2016 Fgeols LoJs®mgganm@o dbogdms aomaygobgoolasmgols dgdmygsboaro odbs
05bsdgdmgg Bodol mmbo sboao do@omgdgemo, AmImgdo s gdgomos Ladodm
43905 m5bsdg®mgg dm§ymdogmbom, ge@@smsbodgodmgg Godol glog@nbmgdols
LolBgdgdom. ombodbymo  dos@o®gdemgdo LAy  dgbsdsdobmdsdos  gg@m3eyen
boxg@nbmgdols LHsbps@dGgdmsb.

2017 Ygeopsb @s0bgdas bodgotmm ©miydgbdsiool gangdd®mbygmmo byendm-
V9ol Lobdgds, Gmdgeo bodygomgdsl odgngge gen 9d@Ombygmsew ofs®mdmml swyo-
@e6M030 Lo@Ggodmm gosbowggdols ymdgAEoygmo s Bobsbliyg®o spoibgols ©s
oMobgolomngol sygEomgdgmo m3ydgbBocos (Jomomwol aomgdyg). sboamo Lob-
H99> ®gobogbols dmIbdomgdgarls 5daggl Lodgoggdols dbmgmoml bgdoldogHo
F9030@0@sb ©s0bobml s 3mofg@mb bgao LoGgo®mm m3g@ho3ogdl, Gs@ dodmgols
0gobab@olon aodo@magdymos ©s sogogdl dmdbaby®gdol dmbogmdsl.
LAoGos Indbs@gdgeos LoJomggaml dmms Gyglmsggamols ghmgbyeo Lodgiabogdm
AQmbols shogysb@es 3g3bogdms g@sb@ols (N Y S-2016-41) Loggyydggenby.

“93003530@-bo s mnggemls slmEodmgdol globgd gmsbbdgool
39669J63 3o LoJotrmggmml @zobogbol G@Hsbl3m@Eol Lgj@mdobsngol
3°0goolfobgdgao eodyiBHogado s Gy gRsGogdo

Lodotmggenm-g36m3ogdodl ool slmEo@gdols dgmsbbdgdols dobgogom,
LoJodmggenml @30boabsd 8 dodomswo wodgdBogs s Mgaaes3os ¢bos obgdamb.
939530900l sdmJdggds g s3md@ogow 2018- 2021 Fengddo ¢bps gyobbm@zogm-
gl. 53 dbMog, oM3399e0 dmlodboEgdgmo b5d0xgdo 339 BOLS0YS. J3OM og-
‘do@ols Lod goboabm womgBoggdols doGomswo s3g]E gdos:

V' 39dbogamo s glog@mbmgdol  300mdg30  ©s YA Anmsgligdsmds
(2004/49/EC o093 03> gog®mosbgdols @ 30bogbgdols glsgdmbmgdol dglobgd);

Vo350l aoblbs o 06g@sLA®IHPGobY ©odggds ( 913/2010 @gymesios
306399630 BHgodmolmgol gg@m3ygao bodgoboybm Jigamol momdoby ©s
2012/34/EC wodgd@ogs, Gmdgmol 39dg9mdomsi hodmysmodws gohmosbo gg@m-
90 Lot 3obogbm bmbo);

V' Lol gdsTo @olbisdgdnmms 3goe0g03o30s s I0mIomo 300mdgo0 08 Js@o@gd-
ol 399567569930L Lg@BogoEo®mgool dglobgd, @GmIagdoi do@meggb wmgm-
dmBoggdls  ©o>  I5@oMmgdmgdl  aog@mosbgdoll  Lodzoboabm Lol gdsdo
(2007/59/EC wotgd®ogo);

109



“9pmbmobGo”, “Ekonomisti” Ne4, 2018

V20900006550l godamgddo Lodgobogbem LobRgdolb g@mog@mmsglgdoomdols
dgbobgd  @3060abols 0bg@sLAMYJdGhgmo  3md3sbool GoMogol ©owygbs
(2008/57/EC o9 0g5)s

V' Logombgdo 3gbog@ms 9amgdgdols s Lobmysmgd@ogo Ladybog@m La®goboga-
b o Losg@BmBmbogmm B@Msbldmm@ols 3mdloby®gdgdols, @z0bogbols dybsghms
PR gdgdols s gomEgdgmgdgdol dglobgd o Lo@godmm  asmsbowgols
39053 Mm@ gdol gbobgd (Ggagesios EC - N 1370/2007) s EC N 1371/2007 );

v 3609369 mgobo  ©0dydHoggdo s@lgdmdl asMmgdml s3gol mgobsb@olom
Lobogomm Ggodmols dows F@sbldm@@Godgdols globgd, dmIgeoi g@osmddo-
350 506903 90> (2008/68/EC ©00d9]B0go).

hodmmgarogro woMgdHoggool dmsgodmo dobsbos Los@@sbldmm@m dobodby
9300390 (Jom Jn@ol Lo Jodmgganml) @ j0bogbols 3mboigools qogdxmdgligds, sbiggy,
o, 0 GEgeme 3o0boBEml @30boabols 3mbindgbBnbo®osbmds dobomby Ggdbosy-
M0 3005393900l 25bOom ©s 300Mdgdol 3o7dxmbdgligdom. Ladmamm @gbeya@e-
B0 0d6gos ob, ™I LoJotmggeml @3obogbs gobogds gu®m dmbogo m3g@siEogddo
s bgaols ‘dgFymdl hodmysmodegl bodwgomo g3mm3gmo LGsbps®@gdols @ gobogy-
bow.

" 06@ 9o ydo BHS6L3mME0" ©s JsbTo o®obogbm GHSELIMMEL
Ge@ob 360336gemdol bmgswo s@fg@ds

H9M30bgb0 “0b@gMImsmy@o® s “0bHgMdmwsmobdo® dgos®gdom shomos.
dsgomomasw, ols ,,Concix Oxford English Dictionary“-do 3o06gges© aodmoygbgl 1980-056
Ferg6do, mgd3s, o3 3g@omedo 0b@g@dmsmobdols yoggds xg96 3owgy 5O 0ym 0y039,
A3 dogomomsw, gl g35d3L. 0dsgg @ gdlogmbols 3g-10 (1999 §.) yodmigdsdo @gm-
dobo ,,06¢gMdmpsgy@mo” aobdo®@gdymos dgdpgybsodow: 0b@gHdmwsmymo gfm-
©g0s 0lgmo LoBgodmm goEsbowggdl, GmegleE Lo@®sbldm®@m aswsbowgols 3dm-
39b3o JobobdgFmboanos ob @slisdggdos, godmoaygbgdyeo 0dbols m@o 5b m@Dg IgBo
Lo@@obldm@m@m Lodgomgds o ¢390gb dgdmbgggsdo, Bgodmols dodmgdls o@ oJgl
3o0MEsdoMmo dgbgds Lbgoolbgs Lo@dgmdobogrm, Ladsgm s bbgs @mxolBogy®
30mi3gbgdmasb (cases, there is no direct connection or access between the loading/unloading
point and therail, inland waterway, sea, or air transport system).

>Algdmdl 0b@g@mdmsm o gowsbowggool Lbgs aobds®@gdgdos, mydas
350 0ol doboodlmdmogo goblbgsggds oo s@so.

hggb dog® ho@o®gdamo 33emggol 3Gm3gLdo hodmgyseodwon ,,06@ 9@ dmwes-
@Ya0 Aosobowggdoli® hggbgym ©gxnoboosdpyg: ,,0b@gHInwsm Yo dowsbowgs™
Fom3mo©a 96l g00mgdols gosbowgsls Modwgbody Loboli F@sbl3mAGom. o3 ML
9O0-90m0 gosdbopsgmogsbo Sfo®mImgdls Jmgero dobowgol mEASE0bgosl, yop-
bogbols 39bJB0wsb obodbyemgdol 396]@sdwy, aosBgodmgol ghmo b Msdwgbody
3960 gogmom. of 5@ s@lgdmdl M3gHsGmMo s 3 ggmo. Mgommb gdls bgun-
930990 gdoli 4mggee gosdGobmsb, Mmdgmoi 3obygbolidygdgamos mogols 3mbs ;-
390bg. oJgob godmdeobodyg, 3obygboldygommmds, @mxobBogydo xodkgol ymgge
Gam@byg, posbowgol ©sd33900bg dmpols.

OOamO3 3bmdomos, Lo@@sbldm®@m aosbowggdol o gadgolsl Lbge-
©olibgs  Loboli @@ASbL3mAE0L  253mygbgds ©s gowobopgol gm@dols dg@hggs
059m 30gdgmos Lbgswslbgs Bod@mdgdbyg (agmay®oxgoygmmo, 0bg@sbE®YIHga o,
Log@nbmgds, LmEosmy®-3m@odoigdo, bo®ds@oygm-lissobmblrgdmm, Ggodmg-
50l Lo@@sbldm@@m oboslosmgds o d@sgogmo bbgs), Gmdmgdoi bodmmammme
obgbli aogemgbsl 3mbi@gH Y Lo@®oblsdm®@m ©gdgxrsbdo Ggodmols Inbggodols
Yglodagoenmdgdby.

110



“9pmbmobGo”, “Ekonomisti” Ne4, 2018

09539 ©®mL, Lbgoolbbgs md0gd@ydo dobgbol as8m, Gmyao dpamdomgmds
‘904365 Logthmsdm@oliem d0bbgl-godgdmTo, 3§ goggos 30b3mgbios Lo@@mobldm-
O™ 65bodby, H30OmIRmmmgagdoliomngol gowsbowgol Fo®oggdol, dmILoby-
Agmdols bodolbol, Ggodmol glog@nbmgdols sEgol, aowsbowgols Lolf@oxol,
Lobobgdm, Lodsgm aomabslgem gangdols Igya90bgogaro gubdiombodgdol s bbgs
dohggbgdagbols dJobgogom. s3M 05, sG0lL LododAmgds gobammgl dmdsgom o o-
JoOmggenml @30boabod wsmdml §odygobo 3mboz09d0, @sloi dggdiggewo bsbosmo
96905, 09 @OMPYSE S MoEo oYM 5@ Pobbm®Eogm s Lomsbsm MgRm-
dgdo.

09 3530mg5e0lF0bgdm 03 ¢30@s@glmdgdls s dgbsd@mgdbammdgdl, Gmdgu-
Loz ®3060gbs s gdl do@osbo Log@sbdmd@m LobRgdol gu9]@ydo gybjiom-
bo®gbolomgols, 4930 ©oLodYM bl 5@ LakoMmgdls 0b@GgMdmpsmy®o gowsbowggddo
Lo®gobogbem  A@SbL3MAEGHL  Gmaols 360dgbgamdols  opagbs. bowos, @mI
06 gOImEogy® asmsbowggddo ¢93bodgbgemmgsbglo gybjios LYmegw @goboabols
BObLIMEL s30LM00s, gl goblsgymdgdom 360dgbganmgsbos oligmo Jagybgdolomgols
Lopo oliggg yosbowggdol gobbm@iEogmgds dglsdengdgeos Lobogom G@sblidm®-
BomsE, 3 Ib@og go 3bmdogos, @m3 LsJs@mggeml @3oboabs dog s 3ob3ool
b@ggdl Jmeols dpgdodyg gg@sbools Lo@®sblidm®d@m sOEg@ools gom-gom ¢dbodgbyg-
@gobgl bofoml Fo®Imowygbls, dmdganoi gdmgerglio abom 53530690l gg@mm3asbs
> 396@G @A sbool. Yglodsdolow, Lodotmggemml @jz0boybol s dol mogligde-
Pmdsl  9g0m3ge  LAsbsMAgomsb, Lods®mggmml Lo@@sbldmd@m ©g®gasbdo
063 gBHImwom o gosbowggdols aobgomemgdol 3mb@gJlddo. goowglo 360dgbg-

oS 5.

©oliggbs

Lodotmggerm dbmgamonl aobygymagamo bsfomos ©s, dgbgddogos, dobo
3obg0msdgds Loghmm Fgbwgbiogdols gomadm@do bpgds. Lododmggamml gzmbm-
dogydo bAws o Jpa®owo aobgomomgds dg@Fomop ©odmzoegdygeos dobo, Gem-
3003 Lod@obbodm  Jgggbol, 3m@Bgbiosamol 989]@u6 godmygbgdoby. Goi y4-
olbdmdl 0dsl, @md LoJodmggenml Lo@®sbldm@@m womaol dmpg®bobgds ©s
Lo@®obbodm 596300l LOgmaslmgsbo dgb@yamgds dmombmgl dko@m gzmbm-
dogydo  gAmoghmmdgdols  aobgomemgdsls  dgbmdgar  Lobgmdfoxmgdmsb  w©s
Log@msdmaoliem dbbgoan d0bbgl mmyebobsEogdmsb s bmysmsw, Ggyombyamo
05653 dOMIE M0l gom®oggdsl. dsgnolibdggs 0Jomg9b gbws 0gmls dods@myano, Gmd
dsJLodoggdom 0dbsl by dgfymdoemo LsJodmggemmbs s dobo bE®sGgaogeo
3om@Bbommgdolomgol 3@om@odgdgeo  Lgddmmols 0bBgyds@os Ggaombyge  ©s
930037 bobMgddo.

9omgbgo dgymbgmdol, dom ndols Lo@@sbldm@Em LoliEgdol sem@dobgds
gl dgydangdgamo 0dbgds bog@msdmmolem bEsbps®@gdols dgloggdobo dmwgeng-
b0l obgdagols s dneosbo Lol gdgmo GASbLmMBszools ot gdy.

2dM0y00, LoJoMmggenmd dmam 3gdomedo aopswys 3b0dgbgenmgsbo bado-
%900 Lod3obogbm F@SbL3M@MEL ghHmgbymo LEsbos®Egdol ggdmgogdodols L sb-
P5OE oMb slssbgmgdamow, mydEs, Gmam® 3 bgdmmss bofiggbgdo, xgd jowgg
dognosb dg3M0s gobsggmgdgaro Ly@omol @owogom o dglsEgmgmop. Lod jo-
bogbm  FOBL3IMAFL  bofoanTo, g3®mgegdodol  dodomswo @ g3mdgbosz0gd0ls
solm@a@ o 9ddsgmmglbmds 2019-2022 Fangdols dygomgedo gbos odbgl 0d3@o-
39600900, smbodbymmo 3o Fobs Fargdologeb goblibgsggdom, gbmybgganymels
o0l g9bJ0mboMgdols goblbgoggoynm Mggodbyg gowslgmsl, Go3, mogol dbMog,

111



“9pmbmobGo”, “Ekonomisti” Ne4, 2018

Lo®gobogbm  F@sbL3m@OE0L  Lggdmdo dg@o Foblgamols s 39ML3gJBoggdol
‘dgboden goemdgdl odgn ggs.

>Jgeb 258mdpobamy, M9 gogomgsmoliFobgdm 0d mmbolidogdoms jmddanglols
Lbowopgls ©s 360dgbganmdol, @mdgmbsig A®sbLl3mdm@o 9bdybggaymal bgdol-
dogmo Jg9960L g3bmdogsdo, ‘dgodangds 0mJgol, Gm3 LsJo®mggenml Lo@@sbldmm@m
Lol gdol dmogsd dgdopagbgero @30bogbol HHSbL3MME0L LB gao dmeghbobsizos
5 §30m3ge s Log@modmdmbe LEsbEsMAgomsb sad@omgds, Ggyombsaymo
063 g305300L Moo dgodengds yobwgl g3mbmdogols dgdpamdo aobgomsmgdols ©s
9omgbymo gMdgangoswosbo dobbgdols JowFggol Loggebdm Fg@@ogmo s ddansgdo
0bLE®YdgbGo.

2°3mggbgd gm0 m@oHBoH YOS

1. 0. goTbo, 0. 35§00, §. aodMogasdgogo o. 0dbsodgomo - LoJo@mggemls
A30bogbs  3Mmdargdgdo s 39ML3gdBoggdo - Pmbwo “wos Lsbmpopmyds
LoJo@mggenml” dows 30mgd@ol 7d3L. boJo@mggarml @gobogbs - sbogno@ogydo
obao®o™;

2. bLogodmggenml gg@m3dygen ©s g3tims@msb@ogn® Ld®mgddamgodo ob@ga®sEools
Logombgddo Lobgandfogm dobobE@ols s3o@o@o - “Lods@mggeml LsdmJdgom
39830bs s s@Imbagmgm 3sGBbom@mMdol Logbom B3900l gobbmdzogamgdsby
Lododmggenml 3ema@glo sbyomodo™ - 2014;

3. ©s300m ey - 0bGg@dmpsmy®o Ls@gomm G@sbl3dm@@o - Losgdmem ¢gg-
93950 © 2005, -19 07506 5935 1 - ag.21-31 - 3. 58-86.

4. Lobm@odgdol dglobgd dgmobbidgds gohmols dbdog, 93¢Mm3egd0@lL s g3@m3ols

>@™MIPA0 gbgdaools 3og@mosbgdols s dom Fgzd LobgedFoxmgdlbs s dgmmgls

dbMog, LogoMmgganml Jn@ol® - g36m3ogdo@ol mgoEos@mymo gy@dbogmo - msgo

VI, wsbo@mo XIV-2014.

http://www.railway.ge/

6. http://eugeorgia.info/ka/latestnews/0/0/1/

s

112



“9pmbmobGo”, “Ekonomisti” Ne4, 2018

Boris Gitolendia
Doctor of Business Administration,
Associate Professor at Georgian Technical University

CASE ANALYSISOF THE GEORGIAN RAILWAY TRANSPORT SECTOR
INTEROPERABILITY AND INTERMODALITY WITH THE EUROPEAN SYSTEMS

Summary. This paper presents the results of research about the Case Analysis of the Georgian
Railway Transport Sector Interoperability and Intermodality with the European Systems, Here-
in are listed challenges and problematic issues of compatibility of Georgian railway and it’s
infrastructure and technical parameters to the EU standards and also some directives and reg-
ulations required for Georgian Railway Transport Sector in the context of “the EU — Georgia
Association Agreement”. Also, article is giving a brief information about the “intermodal
transportation” and the general importance of the role of rail transport in it. The article is
prepared on the bases of the Young Scientist Grant of the Shota Rustaveli National Science
Foundation (NYS-2016-41).

Keywords: Transportation, Transportation Infrastructure, Georgian Railways, EU Standards,
Regional Developmant.

Introduction

Due to the strategically important geographical location, Georgia has a key transit
function within the entire Caucasus, as well as beyond its limits. During the Soviet empire,
economics of the Caucasian republics, including transport infrastructure, belonged only to out-
skirts, deadlocks and/or objects inside the country and did not have a practical value in terms of
the economic development and global integration in the rest of the world. After collapse of the
Soviet Union, Georgian traffic arteries have regained their functions.

Under the conditions of deepening economic globalization, the connection between
countries is unimaginable without international standards in transportation system. Taking into
consideration strategic geographical location, Georgias urgent task at this stage is a hew un-
derstanding of the country's role in the global world and the necessity of acquiring additional
international functions, which cannot be achieved in accordance with all kinds of high interna-
tional standards without interconnecting transport with European systems. In this context it
should be noted that, due to the enormous advantages, it is known that the preconditions for
integration into the European Union are to carry out certain economic and institutional reforms,
aset of criteria, without satisfying which EU membership and regional integration are impossi-
ble.

It is natural that the perfection of foreign economic ties is the greatest reserve of eco-
nomic efficiency of each country. In the context of foreign economic ties, the EU market is
attractive for Georgia due to various advantages. Georgia has greatly deepened relations with
the EU in recent years, which has been strengthened with the most powerful and comprehen-
sive so-called “EU-Georgia Association Agreement” in the history of EU-Georgia relationship
(The Agreement is officially called "Association Agreement on the one hand, between the Eu-
ropean Union and the European Atomic Energy Union and their Member States and on the
other, Georgid"), a part of which is "Deep and Comprehensive Free Trade Area Agreement”
DCFTA.

Since then the relationships between EU and Georgia have moved to a new, historically
unprecedented level. The VI Title of the Association Agreement deals with transport and relat-
ed issues and, first of all, envisages modernization of transport sphere and the introduction of
European standards.
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For its part, intermodality and interoperability of the Georgian railway transport sector
with the European transport systems is the necessary condition to fully exploit the Georgian
transportation corridor.

About Georgian Railway Transport Sector

In the context of Georgian transit function, Georgian railway is considered to be an
alternative way of communication between regions of Caspia and Central Asia with Europe.
Strategically important ports and terminals are directly connected with railroad lines of Azer-
baijan, Ukraine, Russia, Bulgaria. Also main railroad of Baku — Thilis — Karsi soon will be
operationalized in full capacity and that will directly connect Georgia with Turkey and transeu-
ropean transport infrastructure. Traseca corridor that can operate a main stream of the transit
from and to Europe via Caucasus attracts active attention of international society and big
transport companies. In this context we can also consider “The Silk Road” project that Geor-
gian government pines great hopes on.

Negative results of Georgia’s recent history made an impact on the Georgian railway.
Despite the hard economic and political situation Georgian railway managed to successfully
accomplish the role of economic improvement stimulator at first. Georgian Railway was estab-
lished as a profitable enterprise. But the mentioned success was achieved by increase of manu-
facture volume (in this case it means increase of transit volumes), which was caused by an in-
fluence of political and economic factors and not by production development, increase of ser-
vice quality and effectiveness.

For the purpose of studying the compatibility and accordance of Georgian railway
transports with the Euro Standards and with the aim, to make general analysis of thisissueit is
important to evaluate overall condition of the Georgian Railway. For this purpose, one should
evaluate amount of power that is used for the functioning of Georgian Railway. Only after this
it will be possible to evaluate the intermodality of the railway branch and its future potential,
which isthe main aim of our topic.

Georgian Railway is divided into three branches. cargo transit, passenger transportation
and infrastructure branches. These branches include such activities as cargo transit, passenger
transportation and management of main infrastructure of the railway.

In general, cargo transit is the main source of the railway profit. Passenger transporta-
tion is mainly unprofitable operation because, the low rates of train travel are not enough for
railway maintenance and service.

Georgian railway is profitable enterprise as the portion of cargo transits in full amount
of transportations is enough to cover the loss caused by passenger transportations and to have
some additional profits.

According to the research made by Consulting company “Booz Allen Hamilton”
(BAH), nowadays, the operational railway network of Georgian Railway is in normal state,
freeway is completely electrified, and main railroad allows traffic in both ways.

Infrastructure of Georgian Railway consists of multiple components: Bridges, Tunnels
and Railroad, communication tools, electrification, depots, stations and their equipment. At this
stage most part of infrastructure are more than 85 y.o.

Degpite the fact that the state of all the infrastructure allows to operate continuously
renovation works in the most parts is important. It is also important to prevent pollution of en-
vironment caused by railroad functioning.

Also, the big problem in the aspect of compatibility with the European railing system is
the sizing of railings. Railing in Georgia doesn’t have so called “European Size”, change in
railing requires big investment decision and expenses. At the same moment, there are multiple
ways of solving this problem.

With the renovation of infrastructure and change of trains certain capital investment will
be required to found modern diagnostic center, which will allow avoiding late or insufficient
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reparations of mobile equipment. To establish diagnostic center, purchase of the appropriate
equipment will be as essential as requalification of support staff. That will allow the usage of
new equipment and its support. Therefore, to guarantee safe and effective work of Georgian
Railway, big financial investment will be required.

The operational functions in Georgian Railway became commercialized. Third party is
allowed to organize passenger and cargo transportation on Georgian railroads (at the same time
new vehicles should be compatible with requirements and have proving certificate), which,
according to already existing experience, helps Railroad to develop as profitable commercial
enterprise. It also should be noted that according to the opinion of western experts full com-
mercialization of Georgian railroad is advisable.

Since 1992 Georgia is the member of the Organization for Cooperation of Railways
(OSID), which creates advantageous environment for railway, to operate cargo transportation
on the territory of membership countries with preferential fees. Also in 2011 Georgia joined
The Convention concerning International Carriage by Rail (COTIF).

From 2017 digital signature system for cargo documentation was implemented, which
gives an ability to make commercial and finance records of local cargo transportation digitally
(without paper). New system gives the ability to railway clients to see and agree with cargo
operations from every part of the world, which makes managmenet and service parts much
more easier and flexieble. Work is prepared in virtue of young scientist scholarship of Shota
Rustaveli National Scientific Fund (N YS - 2016-41) - Georgia.

Directivesand Regulationsrequired for Georgian Railway Transport Sector in the
context of “the EU — Geor gia Association Agreement”

According to EU — Georgia Association Agreement, Georgian Railway should
implement 8 main regulations. Regulations should start to work step by step in 2018-2021
years. Certain preparational steps were already made towards this. Main aspects of the Euro-
pean railroad guidelines are:

v" Compatibility of technical and safety conditions (2004/49/EC Guideline about safety
of the Railway union);

v" Market opening and allowance on infrastructure (N 913/2010 Guidline for particular
cargo of European railway network and 2012/34/EC Guidelane, which facilitated creation of
united European railway zone);

v' Qualification of the system staff and labor conditions of the drivers who operate the
trains and locomotives in the railroad network of the union (2007/59/EC Guideline);

v Establishment of the railroad infrastructural compatibility tariff in the frame of the
railroad system unification (2008/57/EC guideline);

v' Matters regarding the rights of the passengers, public raillway and auto transport
services, duties and cargo transit operators (Guideline EC - N 1370/2007) and EC N
1371/2007);

v' Important guidelines exist according to environment protection from local
transportation of dangerous cargo, that are implemented gradually (2008/68/EC Guideling).

The main goal of enlisted guidelines is the improvement of Railway (Georgian one
among them) positions on the European transportation market, also rise of its competitiveness
on the market through improvement of technical parameters and conditions. As a final result,
we will get more flexible in operations and suited to European standarts Railway.

A brief explanation of the “intermodal transportation” and the general importance of the
role of rail transport in it

The terms “intermodal” and “intermodalism” are relatively new words. For example, at

first it was used in Concise Oxford English Dictionary of 1980. Although meaning of Inter-

modalism was not the same as it is today. In 10" edition of the same dictionary (1999) the term

115



“9pmbmobGo”, “Ekonomisti” Ne4, 2018

“Intermodal” is explained as follows: Intermodal is a freights convey during of which the
transportation conveying process deems appropriate or permissible to involve two or more than
two modes of transport; and in the majority of cases, freight receiver has no direct connection
with various terminal stations, customs and other logistical processes (cases, there is no direct
connection or access between the loading/unloading point and the rail, inland waterway, sea, or
air transport system).

There are more definitions for intermodal conveying but there is a little difference in
their meanings.

During the process of the research conducted by us we formulated our own definition of
“intermodal conveying”: “Intermodal conveying” is freight conveying by several types of
transportation vehicles. During this time one of the carrier manages the organization of the
whole transportation process starting from departure point to the point of destination passing
through one or several points of loading. There is no managing operator and the client sign
agreements with each carrier who is responsible for own part of the transportation. Therefore,
the responsibility is upon the carrier for each cycle of the logistical chain.

As it is known utilization of various types of transport and selection of transportation
methods while planning the freight transportation, depends on different factors (geographical,
infrastructural, safety, social-political, regulatory and jurisdictional, transportation characteris-
tics of freight, etc.). All of these factors make the final impact on a possibility of freight to end
up in a specific transport corridor.

At the same time, due to the diverse objective reasons, situation in international busi-
ness environment got quite hard. Competitiveness on the market gets higher based on tariffs,
quality of service, safety of cargo, speed of transportation, border/customs continues function-
ing and other parameters. Therefore there is a risk that in nearest future Georgian Railway
might give up leading positions irreversibly, if required reforms won’t be implemented in time.

If we consider the advantages and the opportunities offered by the Railway for the
effective functioning of the entire transport system, the importance of the role of railway
transport in intermodal traffic does not require many substantiation. It is obvious, that the most
important function in intermodal traffic has railway transport. This is especialy important for
countries, where the transportation can also be done by sea transport. In that case, it is well
known that the Georgian Railway System, between Black and Caspian seas, is one of the most
important parts of the Eurasian transport artery which connects Europe and Central Asia with
the shortest route. Accordingly, the Georgian Railway and its compatibility with European
standards in the context of the development of intermodal transportation in the Georgian
transport corridor has great importance.

Conclusiton

Goergiais the part of the world and it is natural that its development goes in the course
of common tendencies. Its economic growth and Development depend on the usage of its po-
tential as atransit country, which means that the modernization of Georgian transportation and
its usage with full potential requires economic partnerships with neighbor countries and inter-
national business organizations. All the efforts would be directed towards the maximum sup-
port of the integration of the priority business sector of Georgia and its strategic partners into
regional and European markets

Growth of the national enterprise, especially the transportation system will be impossi-
ble without the implementation of models appropriate to international standards and without
the systemic transformation in general.

In the recent period, Georgia has made important steps towards approximation of
national railway transportation standards to European ones, though as it is shown above there’s
still lots of work to do, to make actual changes. Most of the main European Union guidelines
regarding railway transportation should be implemented in 2019-2022 years, as opposed to
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previous years, abovementioned will cause change in general work of field, which will result
in improvement of transportation field and will give more perspectives and chances for it.

Therefore, taking into consideration the size and significance of the complexity of the
measures that the transport provides for the economy of any country, It can be said that the
modernization and adaptation with the European and international standards of the railway
transport as the main direction of the transport system of Georgia in the context of regional
integration can be a key point to a further economic development and a powerful tool for
achievement of national long-term goals.
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gols 360dgbgenmdgde godmgoygbgdm 0bggl@ozogdol oJbgamg@s@dm@ol dmeganols
dobgegom asdmmgmog  3s30fomols ggom@om o 360dgbganmdgol. dggsdm§Gdmm
pOmomo 373003900 bEs@ombsgma@mdsby ©ogo - gyemgdol  HgbGoo [17,
Dickey..., P.427-431].

gbBogo 1 wamomo 3F300g9d0L Fgdm§dgds LEsEombomydmdsby ©ogo-
BIIOob HabGon

Null Hypothesis: LN_| K has a unit root
Exogenous: None
Lag Length: 4 (Automatic - based on SIC, maxlag=10)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -0.396355 0.5364
Test critical values: 1% level -2.608490

5% level -1.946996

10% level -1.612934

*MacKinnon (1996) one-sided p-values.

Null Hypothesis: LN_|_K has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 4 (Automatic - based on SIC, maxlag=10)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -2.028837 0.5726
Test critical values: 1% level -4.137279

5% level -3.495295

10% level -3.176618

*MacKinnon (1996) one-sided p-values.

Null Hypothesis: LN_| K has a unit root
Exogenous: Constant
Lag Length: 4 (Automatic - based on SIC, maxlag=10)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -2.081438 0.2528
Test critical values: 1% level -3.557472
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5% level -2.916566
10% level -2.596116

*MacKinnon (1996) one-sided p-values.

Null Hypothesis: D(LN_I_K) has a unit root
Exogenous: None

Lag Length: 3 (Automatic - based on SIC, maxlag=10)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.707682 0.0004
Test critical values: 1% level -2.608490

5% level -1.946996

10% level -1.612934

*MacKinnon (1996) one-sided p-values.

OmameA3 gbgosgm i K[—l Fom3mpagbl 3oMggemo @ogol 0b@ga®odgdswe
t—a

30m3gll, gobsosb doowgds ozo-Byemg@mols GglBol se@g@bs@oygao Jodmmgbs
9Onggemmgsbo gglgol s@lgdmdstby [17, Dickey..., P.427-431].

@b®ogo 2: 0bzgldoEogdols s doMomso godo@omol Gomomdol @my-
stomdygeo  3b0dgbgermbols  gdmFdgds  LHo@ombomy®mdasby  ©ogz0-gymg@ols
BabBom

Null Hypothesis: LN_GDP_F has a unit root
Exogenous: None
Lag Length: 3 (Automatic - based on SIC, maxlag=10)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -1.788027 0.0703
Test critical values: 1% level -2.607686

5% level -1.946878

10% level -1.612999

*MacKinnon (1996) one-sided p-values.

©0030-39e 900l Hgb@Gom ln_v':'—_l] 730030 LEosgombos@my®mdsby dgdm§ag-
bd0lols doowgds byemgsbo dodmmgbs 10%-osbo 360dgbganmgbgdols wmbom 3§ do-
30 LEoEombsmy@mools dglobgd [17, Dickey..., P.427-431].

Gk&)ogmo 3: 393- 3odpobodg s mopoMmgdygmmo 360dgbgamdols GoMomdols
Q({)}boﬁmmaﬁg{m d60dgbgarmdols IgdmFdgos LEsEombomy@mdsby wogo-gymg@ols
HabHow

Null Hypothesis: LN_LP_F has a unit root
Exogenous: None
Lag Length: 1 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*
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Augmented Dickey-Fuller test statistic -11.96170 0.0000
Test critical values: 1% level -2.622585

5% level -1.949097

10% level -1.611824

*MacKinnon (1996) one-sided p-values.

obggg LAsEombogny@ 37 3@0gL Fomdmomagbls ln]_:;j]

mdol goJ@m@o [oddmopagbl godBon®d @gmsel s dobo d60dgbganmdgdo
3o0s 2009 Faoli 30Mggeo jgo@@omobs, Lowsi ogo I-ol Gmanos, Lbgs 3gom-
Bowgddo dobo dbodgbgenmds 0-L yBmer©gde.
09 (33900l beo@dols gbobgd godmgoygbgdm dgmeg dowymdsl ©s (23) dme-

9ol olg dggoxzoligdbm dogowgodm:

gbBomo 4: 33900 bm@dols Igmdg dowymdol Jgdmbgggado (23) dmgamols
dgn3olgdgoo 9dEomgl jgoe@s@ms dgmmeols gsdmygbgdom

Dependent Variable: D LN | K F
Method: Least Squares

Date: 06/09/18 Time: 14:17
Sample (adjusted): 2003Q3 2016Q4

Included observations: 45 after adjustments

Convergence achieved after 1 iteration

D_LN_|_K_F=1/C(1)* LN_GDP_F+(1-C(1))/C(1)*LN_LP_F+C(3)+C(2)*WAR

Coefficien Std. Erro t-Statistic Prob.

C» 0.550312 0.047829 11.50581 0.0000

C@3) 0.001716 0.029127 0.058900 0.9533

C(2 -0.958743 0.199292 -4.810744 0.0000
R-squared 0.810887 Mean dependent var 0.019193
Adjusted R-squared 0.801881 S.D. dependent var 0.427858
S.E. of regression 0.190442  Akaikeinfo criterion -0.414601
Sum squared resid 1523258  Schwarz criterion -0.294156
Log likelihood 12.32851 Hannan-Quinn criter. -0.369700
F-statistic 90.04460 Durbin-Watson stat 2.290399
Prob(F-statistic) 0.000000

993000 dmpgao LEsEobEg®o goMaoll Fo®dmowagbl s sdsbmsb
©909Md0bs3zool s 3mM9dBodgdgmo HMIobsizool 3mgnoEgbdgdols 3b0dgbyg-

@mdgo03 Logdome doesaos (0.81; 0.8)

2dobmob, dmpgaol bodhgbmdomo {93 9d0 bo@dsa s s@ols aobsfoeng-

b0,
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20098040 1: 33900l bem®@dol Igmeg Jowymdol dgdmbgggsdo (23) Imwganols
bomdbgbmdomo §g3dgool aobsfoamgdols ob@Gmadsds
7

Series: Residuals
6 Sample 2003Q3 2016Q4
Observations 45
54 Mean 1.55e-14
Median 0.006922
4 Maximum 0.378500
Minimum -0.371907
3 Std. Dev. 0.186063
Skewness -0.151588
2 Kurtosis 2.254673
Jarque-Bera 1.213928
14 Probability 0.545003
0

-d.4 | -0.3 -0.2 -0.1 | 0.0 0.1 0.2 0.3 0.4
5Om0T-gmeadols dglgol dobgogom bo@hgbmdom §93¢96do dgobodbgds Lg-
0PE0  JOAgE 305, 0boosb doomgds gomguemgsbo Jodmmgbs s3Bm M@ ans-
300l s@lgdmdols globygd [16, Breusch, P.,334-355; 22, Godfrey, P. 1293-1301].
gbBogo 5: 33900L bo®@dols dgm@g Jowymdol dgdmnbgggsdo (23) dmwgaols
bodhgbmdom  F93096do  sg@mgm@gmsizool  s@Lgombols dgdmFdgos  d@mod-ame-
2ol BgbEol dobgogom

Breusch-Godfrey Serial Correlation LM Test:

F-statistic 4.431168 P rob. F(2,40) 0.0183
Obs*R-squared 8.161811 P rob. Chi-Square(2) 0.0169

obggg swbodbyemo  gd3oMmogmo dmpgeol bogamgebgdom  agqgemobgds 9@ g m-
L3gslRgamds. bodhgbgdols 39Bgmmlggsliggmmdsty dgdm§adgdolol aagoxgdols

BabBoL gOmgyemgsbo Jodmmgbs doowgds, 95%-05b0 sgpdsmmdom, o3 yyeol-
bdmdl 3gB g mbzgesb@g@mdol s@ligdmosl. dglsdsdobsw, bo@hgbmdomo §ggmgdols
35005305 >Mob s@ols Iygwdogo.

3b®ogo 6: 339m0L bom@dols Igmdg Jopymdol dgdmbgggzsdo (23) dmegerols
bodbgbmdom  §g3d93do  3gBgdmlzgosliggamdols s@lgdmdols dgdm{dgds  aango-

xg®ol Bgb@ol dobgogom

Heteroskedasticity Test: Glejser

F-statistic 3.202538  Prob. F(3,41) 0.0330
Obs* R-squared 8.543036  Prob. Chi-Square(3) 0.0360
Scaled explained SS 6.906564  Prob. Chi-Square(3) 0.0749

99300y dmegedo yggems (33Eop0 3Mm9no3ogbdgool dglobgd doomgds gOmgy-
emgobo d03mmgbs LEGoLG0ZgMoe godmaolmdols dglsbgd, gotes (33900l bome-

dobs [2, sbsbosdgogno, ag. 109-129]. dmgarols s@bodbyeo bogarmgsbgdgdols gom-
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goeolFobgdom. Loliyg®ggaos godmgoygbmo (33900L bem@dol db0dgbgarmdols dglss-
bgd 306ggemo dopamdos.

0y (23) dmegmol Jgxaoligoobsl 3ggmols beo@dols gbobgd yodmgoygbgdm
30639e0  Joamdsl, @o3 agmolbdmdl, @Gmd dobo dbodgbgammds Fo®dmowygbls
0.057-1s, 35dob dogomgdm:

Gk&)ogmo 7: 33900L bm@dols 3o@ggamo Jowamdols dgdmbgggedo gdizocdgls
33oA5@ms dgnmwom Jowgdymo (23) Imwpgmols gxaslgdgdo

Dependent Variable: D_LN_| K _F

Method: Least Squares

Date: 06/09/18 Time: 13:08

Sample (adjusted): 2003Q3 2016Q4

Included observations: 45 after adjustments

Convergence achieved after 7 iterations

D_LN_I_K_F=1/C(1)* LN_GDP_F+(1-C(1))/C(1)*LN_LP_F+0.057+C(2)

*WAR
Coefficien Std. Erro t-Statisti Prab.
c@1) 0.566049 0.051367 11.01977 0.0000
C(2) -1.028846 0.201679 -5.101393 0.0000
R-squared 0.794665 Mean dependent var 0.019193
Adjusted R-squared 0.789890 S.D. dependent var 0.427858
S.E. of regression 0.196120  Akaikeinfo criterion -0.376749
Sum squared resid 1.653919 Schwarz criterion -0.296453
Log likelihood 10.47685 Hannan-Quinn criter. -0.346815
Durbin-Watson stat 2.141582
1 fi f!t Ly Yy
- =|-2=11-0.767 {ln'—‘ +0.057 — 1.029w  +u; 24)
ey 05 Lp—ys

(24) Jmpgaol LEsSEAOLEgYHsE godaolos, dobo 3mgnoEogbdgdol dgbobgd
doowgds  gOmggemgsbo  dodmmgbs LEsGobEogyGoe boodgommdbols dgbsbgd [2,
obobosdgoamo, ag. 109-129]. Jmgaels goohbos domso sdblbgamdomo gbodo s
dobo, GmamaG ©HIMdobsizool, sbggg 3m®9]doMgdgmo ©gBg®dobsiEool jmgao-
(3096®0 Logdomp ds@sgnos (0.795; 0.79).

dmegaols bodhgbmbomo §g3dgoo bo@dsar  gobsfomgdols  9J39dmgdodgds,
53 >EsLbEAYHYOIL bgdmm sebodbymo BgliBgdol gomoy@mdsl.
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2098030 2: (24) Jowgwol bsdhgbmbdomo  {gg309d0l  gobsfoargdols  Jol-
BMaG>IS
7

Series: Residuals
Sample 2003Q3 2016Q4
Observations 45

59 T Mean -0.052521
Median -0.035011
4 — Maximum 0.331999
Minimum -0.422703
3 | Std. Dev. 0.186462
Skewness -0.132551
Kurtosis 2.216650

Jarque-Bera 1.282343
14 Probability 0.526675
0-4

T
-04 -0.3 -0.2 -0.1 0.0 0.1 0.2 03

dmpgaols bombgbmdomo §93090T0 53@mgmAgasiool dgdm§dgdolsl b m-
0d-amea®ols Ggbol bymmmgsbo Jodmmgbs doowmgds 99%  Loodgommdom, @oi
39olbdmdl Gmd bodhgbmdom Fg3098do o dgobodbgds ogBmgm@gmsigos [16,
Breusch, P., 334-355; 22, Godfrey, P. 1293-1301]..

gboogo 8 (24) Imegeols bo@hgbmdomo (9309030 s3Hmgm@gensz00ls
>0 lgdmdols dgdmFdgds d@mod-ameadol Ggligols dobgwogom
Breusch-Godfrey Serial Correlation LM Test:

F-statistic 1539773  Prob. F(2,41) 0.2266
Obs* R-sguared 0.000000  Prob. Chi-Square(2) 1.0000

(24) dmpgmols bodhgbmdom {g30gddo doomgds aangoxgdol BglGol byeom-
gobo  do3mmgbs  d3mmlggoslggamdol  dgbobgd  90%-0560  Loodgommdom  [21,
Glgser..., P.316-323].

gb®ogo 9: (24) dmegeols bodbgbmdomo Fg309ddo  3gHgmmbzgesbly-
Omdol sAlgdmdols dgdm§adgds aargoxgdol Bgb@ol dobgogom
Heteroskedasticity Test: Glejser

F-statistic 2571338 Prob. F(3,41) 0.0672
Obs* R-squared 7.125888  Prob. Chi-Square(3) 0.0680
Scaled explained SS 6.274609  Prob. Chi-Square(3) 0.0990

LoJo@mggenml gg0mbmdogol dogomonbdyg (23) dmpganols gd3domoymo Ggogmo-
bo3000  ©a0begds, GMI Jmegemo LEsGoLGo Mo godaolbos [2, sbsbosdgogmo,
33- 109-129]..

doanosbo 0bgglBoEogools s do@omswo  godo@ogmols Fobs 360dgbganmdols
0565@>OEMOSmsb  bOEoE  sdmogdgmgdsdos  3d3- dodpobotg s Fobs
36033b9@mdol mobog@mds, bo@m Jmgdse ©odm owgdyamgdsdos wobsdgoy-
oo Jodpobsdyg 3gGomeols msbsgodomds doli Fobs 3g@Mompols 360dgbgenmdbsls-
b, 5dslmsb,

obggg gemgdoe ©sdmgogdbgmgdsdos mdol goJ@m@o Lsdgogym Ggerso-
0ob, Mo @ma0ggdo dgogyos. doGomswpo godo@ogols (33900l bo@dols 360dgby-

eos, Amdgaoi  aodmmgmomos  0bggb@oEogdol o Jbgamgds@maols  dmeganols
d9dg9mdom Fomdmopagbls gomy dggoligdols, gobsowsb wsdo@gdomo magoliggsao

Vgg@ol hodmgon dmwgedo oy dmpgmmoEsh smbodbymo dbodgbgemdols »dm-
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mgdom s bgasbogo dgxsligdom doowgds LEs@obBoga®ow s@sdbodgbgmmgsbo

9900

0639bB030gd0l  gddodogao  Jmpgmols ©g@g@doboooll o  JmegJdodg-
b gBgMdobsizool 3mgno309bGgdo d0a30000096L, M3 Jmgaols sgemos LEo-
BobA0YMoe  3bodgbgermgobo  Lbgs  goJ@megemo  3gmswo, o3 @ma049@
Ygogal Fomdmowy gbl. dmgmols gd30@ogmo @goaobsizool Fob os@obodbs, @md
Lododmggeml dogomonbyg o@ gopagohbps 0bgm@mdszos §gdbmemmyoygdo 3Gmydg-
Lol gmopol dgbobgd s dmbps dmpgenol gddomogeo dgdm§dgds s@bodbyemo

3gools gogdy. dgodangds omgsl, @md Lfm@ge s@bodbyemds (3geods J3mgs
sbobgs 9B g®mdobsiools s 3m@gBoMgdygao ©gEgmdobozools gmgnoEogb@gddo.
>mbodbyamo dgogagdo dogmomgdl mgm@oygmo Jnwgaols (22) oG gl gerem-
55y, 53 geolbdmdl, GmI Jgggbols gzmbmdogs gmgger 3g@omedo dool{msgols
dob d9bgddog ©mbgdg. dgbgddogo ©mby AMOL ygmgge Fodddo goboawol
3gomgdsl  Ggdbmmmaogdo 3Gma@gbol 39d39mbom, @o3 yyolbdmdl, @md
39960l 930bmdogol dgbsdargdanmdols bgws Labmgodo gobozool 3gmomgodst.
360936 mgobos s@obodbml, @md Jowgdymo Dgogygdo 9Rdbgds @sdwy-
b0dg 360dgbgenrmgeb ©sdg9dsl, 39Mdmo:
L. J3994b0l ggmbmdogol dsld@sdols Iygedog 389053
2. go30@omobs s dOmdol gemgdomo 9398900l dglobgd;
3. @wemob gmggen 3gtomedo g3mbmdogs doolf@sgols dob dybgddog wmbgdwoy;
4. &m0l ymgger Godddo Ggdbmemmyoygdo 3gmomgdgdols godm oigmgds 393-1
b969dM0g0 @mbg ©s> 0p0 gobolsbmgdgds, Mmam®i [obs @momo @sod@ol
b9690M0g0 mbol dmEgamdols bsd@sganom dodwobsmyg 3g@omols s fobs
39Mompol @gdbmemmyoydo 3ma®mglols 33@ogool GoMmdsby.

©oliggbs
LEo@osdo Fomdmwygbogmos jméd-egaasbol, g3mbmdogol dgbgd@ogo wm-
bols ©s 0bggliBoingdols mgm@ools Lobmgbolgseb domgdgemo 0bggb@oiogdols dm-

RIX0-

1 [ §]

r b fr g -1
E_(T_T)_(T_ e A G e L
930603030l 37695M030 ©EMboESE osb@ol sdsbsbosmgdgao 0bggliGo-
(30g%0L  FgmE03mogsGoydo JmEgmon s gbogos  dmeosh  0bggliBoEogdols
HomEgbmdols  jogdodo, Fobs 3g@omeol  3odo@omols  JoEgemdsbmsb, d33-L,
obsddgdyamms MomEgbmdol, GoBmdomno Fgbmmmyoygdo 3gemswol dodwobsmy
> @sa0Mgdygmm  3b0dgbgamdgomsb o godoGomols  (339mol bo@dsbmsb.
b0 dbyemo  0b39LbB0E0 o0l dmwgmo  gudbgds ©sAg909L: 1) Jggyboli  g3mbm-
dogols oLd@odol Igdog 9a9agosl; 2) gododogmobs s dOmIol gangdowo 939a9-
b0l gbobgd; 3) @@mol ymggan 3g@omedo g3mbmdogs doolf@sgol dol dybgddog
©ebjdrg; 4) OOl yogaee GJHdo Hbommpogdo gmomgdgdol yode o3y
gds d93-b d9bgddogo ©mby s o0go aobolabwg@gds, Gmamai Fobs @momo
B>JHOL d9bgd@ogo wmbol dmEymdols bsd@sgmom dodwobsdy 3gBomeols ©s
Vobs 3g@0meol Bgbmemmyoygdo 30madgbols 33esgool BodMmdsby.
Lodo@mggaml g3mbmdogols dopomonby g4mbmdogol d96gdcogo mbowsb
2osbAol sdsbslosmgdgmo 0bggliGoogdol 3gmE03mogsGoydo dmpgmols 93-
300090 Mgom0bo300m  aobwgds, AmI dmpgmo bEsGoLE YA godaolos.
doanosbo  0bggb@ogogdols  ©s  doGomoo  godo@ogols  Fobs  d60dgbganmdbols
0565@5OEMOSLmsb bAPsE ©sdmopgdbyagdsdos 3d3-1 dodwobsdg s Fobs dbo-
‘d3bgenmdol mobog@omds, bmenm Jangdse ©sdm oo gdsdos obsddgdymms
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THE MULTIPLICATIVE MODEL OF INVESTMENT CHARACTERIZING THE
DEVIATIONSOF THE ECONOMY FROM THE NATURAL LEVEL AND ITSEM-
PIRICAL REALIZATION ON THE EXAMPLE OF GEORGIAN ECONOMY

Expanded Summary

Thearticleisfinancial supported by Shota Rustaveli national science foundation project # PhDF2016_238

The article deals with the multiplicative model of investment characterizing the devia-
tions of the economy from the natural level, adopted by consolidating the Cobb-Douglas theo-
ry, theory of the natural level of economy and the theory of investment. In addition, on the
example of Georgian economy, article empirically tests the efficiency of the model and its va-
lidity.

The article describes the model of investment derived from the synthesis of Cobb-
Douglas theory, the natural level of economy and investment theory:

I I _
= (T - (- - L - b L) 46 (M)

By the multiplicative model of investment characterizing the deviations of the econo-
my from the natural level is defined the link between the total number of investments, the
amount of capital of the previous period, the GDP, the number of employees, the current and
the lagging values of the relative technological variable and the depreciation of capital. It is
important to note that the results are based on several important assumptions, namely:

1. Permanent return to country's economy of scale;

2. Decreasing return to scale on capital and labor;
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3. In every time period economy convergesto its natural level;

4. Because of the changes in technology in each of the time period, the natural level of

GDP is changing and it is defined as the product of the amount of natural level of the

previous time period and the variables of the technological progress of the current and

previous periods.

In order to evaluate this model of investment on the example of the economy of Geor-
gia the model (1) needs to involve a random member, a variable reflecting the results of the
August 2008 war.

S (e fea) (Lo eal B9 pnL )+s+h tu 2)

Ky it [T i TR i

Furthermore, we do not have any empirical information about technological progress
on the example of Georgia's economy and as it was noted in empirical realization of the in-
vestment acceleration model - on the principal capital depreciation rate [8, Mikeladze, p. 154-
164].

If we assume that the depreciation rate of the principal capital is constant across time,
than we can use two approaches for calculation its value and considering it in the model:

1. The value of the principal capital depreciation rate is calculated in assessing the in-

vestments’ acceleration model and we can consider it in evaluation of the model (2).

2. In the evaluation of the model (2) assess the capital depreciation rate as a free

member in the model. Since the model does not contain a free member, it will not cre-

ate a problem in the evaluation regarding what part it takes in the value of the eval uat-
ed coefficient.

Before the evaluation of the model (2) we used the property of the logarithm concern-
ing the difference of logarithms with one base and modified it as:

. ¥ . T
Ip _ “_.-'17] _ ”E _(]*I.v!) J_g‘l
nH_( . ) ( , ) - {lnj_:_,ﬂ"ﬁ"‘b + 1, 3)

When evaluating the model (3), it is desirable to convert the dependent variable into
logarithm as well, which in practical terms suggests that we will step to the relationship be-
tween variables in terms of growth rates:

¥t . TP
[ H Fe-a | _ H Te—a | _ (1—w) ]_g.‘l
h ﬂt_]—( . ) ( . ) - {lnj,t_]_.-l+£+b + u; 4)

Since we do not have information about the variable describing the technological pro-
gress, let’s check the model without this variable, this action will be reflected in the determi-
nant coefficients. In order to determine the empirical values of the dependent variable, namely
for the values of the principal capital, we will use quarterly data of the capital calculated by the
investment acceleration model.

By the empirical realization of the multiplicative model of investments characterizing
the deviations of the economy from the natural level on the example of Georgian economy it is
determined that the model is statistically suitable. The ration of gross investment and the
lagged value of the principal capital are increasingly dependent on the ration of GDP's current
and lagged values, and decreasingly dependent on the ration of current period employment
with its lagged value. In addition, dependent variable is also decreasingly dependent on the war
factor variable, which is alogical consequence. The value of the principal capital depreciation
rate calculated using the investment acceleration model is a good estimate, since by the addi-
tion of an independent member in the model or by omitting it and re-evaluating the model we
will get statistically insignificant results.

Determination and corrected determination coefficients of the empirical model of in-
vestment indicate that the model lacks statistically significant other factor variable, which is a
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logical outcome. Before the empirical realization of the model it was noted that there was no
information about the variable describing technological progress on the example of Georgia, so
we examined the model without this variable. It could be said that this variable was reflected in
the determination and corrected determination coefficients.

These results indicate about the correctness of the theoretical model, which implies
that the economy of the country convergesto its natural level in every time period. The natural
level changes in each of the time period through technological progress, which means that the
upper limit of the country's economic capacity is changing.
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INSTITUTIONAL DEVELOPMENT VERSUSECONOMIC DEVELOPMENT IN
GEORGIA

Summary. Institutional development is an actual topic as devel oped as devel oping parts of the
world. Ingtitutional change process is more sensitive for developing economies. Georgia is
post-transition devel oping economy with low incomes.

Twenty five years have completed after the collapse of the Soviet Union, but the economy of
Georgia has not yet returned to the incomes level of the 90s. Besides successful institutional
and economic reforms and years of high economic growth rates, GDP per capita in Georgia is
lower than in other eastern European EU member countries. Post-Communist Georgia was
characterized by both institutional and economic backwardness, while some post-Soviet econ-
omies have completed integration process into European economic and political structures.

Keywords: Institutional development, Economic development, Transition.

Introduction

After the dissolution of the Soviet Union, ingtitutional problems faced to the Georgian econo-
my divide into three main groups:

» To establish new institutions required for independent country (for example: The Central
Bank and other governing bodies);

* The transformation/replace of existing institutions, institutions founded in planned economy
need adaptation/madification in the market economy;

* To develop institutions to the level of institutions like developed economies.

It should be said that the first task was successfully solved and nowadays Georgia have suc-
cessful independent economic institutions. The second issue is mostly solved, but problems
still remains due to slow transformation of informal institutions. What can we said about third
issue - over the past years Georgia have shown important institutional growth not only between
other post-Communist European economies, but also the other developed countries. Still, there
are still room for important institutional reforms, especially through global background of rapid
institutional changes.

Body of the Paper

In our research we will use two institutional distinction (as individually as combined). First
distinction is given this economist Douglas Cecil North - formal vs informal institutions. What
are characteristics of formal or informal norms? Informal institutions defined by codes of con-
duct, norms of behavior and conventions. They come from socially transmitted information and
are a part of heritage that we call a culture. Unlike informal one, formal institutions are written;
they include political (and judicial) rules, from constitutions, to statue and common laws, to
specific bylaws, and finally to individual contracts defines constraints, from general rules to
particular specifications (North,1991). Other institutional distinction can be defined by not it is
written or not, but about who is responsible for sanctioning when a rule has been reneged upon.
Firstly, similar distinction was made by Ludwig Lachman in 1973 and it was answered ques-
tion how ingtitutions came about. (Lachman, 1973). German economist Stefan Voigt suggests
two dimensional ingtitutional structure (formal and informal, external and internal) where ex-
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ternal and internal ingtitutions are described as. if the state sanctions rule-breaking, the en-
forcement is external to society, if rule-breaking is sanctioned by members of society, institu-
tionisinternal (Voigt, 2016).

Stefan Vogt offers a simultaneous use of both two approaches to get two-dimensional institu-
tional structure. If we combine them, we have four groups (types) of institutions each with two
institutional dimension. These groups are Formal internal (FI), Formal external (FE), Informal
internal (I1) and Informal external (1E). Sum of these ingtitutions should give us total institu-
tional space. By theoretical foundations of both distinction each institutional groups should be
shortly described as:

Formal external ingtitutions - laws and official regulations which is controlled by state.
Formal internal institutions- formal rules controlled by society and business groups.
Informal external institutions — public trust and effectiveness in state policies.

Informal Internal institutions — unwritten norms in the society, such as ethics.

Measurement of ingtitutional groups indicated above is required several steps. find suitable
indicators, sort and group them by their differences and then to calculate new scores. Measur-
ing of institutions is one of the major problem in the institutional economics, because most of
variables are not quantitative. Most suitable for this two dimensional model should be “Global
Competiveness Index” which is provided by World Economic Forum on its “Global Competi-
tiveness Report”. Global Competiveness Index include 12 pillar about competitiveness land-
scape of countries. Report use data about 140 economies and providing insight into the drivers
of their productivity and prosperity.

From 12 pillars of indicators 1st pillar of index is interesting for our research only which name
is “Institutions”. Pillar “Institutions” includes 7 sub-indexes and 21 indicators. Source of insti-
tutional indicators is executive opinion survey of World Economic Forum.

To sort and group indexes we must make attention to both dimension separately: institutions
determined by index is characterized as formal institutions or informa ones? Who imposes
sanctions? State (external institutions) or society (internal institutions)? Data from pillar A is
used in our research. Pillar “Institutions” is grouped by A - Public Institutions and B - Private
Ingtitutions. Public intitutions we can present as external type and private institutions as inter-
nal type.

Second dimension (formal vsinformal) should be determine by specified characteristics of sub-
indexes. To determine formal and informal institutions is used only sub-indexes, because every
coefficients one sub-index belongs to same group of institutions. Scores for each type should
be calculate as simple average of sub-indexes as they have equal weightsin the total GCI index
calculation.

Next step isto group GCI sub-indexes into the two dimensional matrix. Every type includes at
least one sub-index. Coefficientsin every group is listed above.

Formal externa ingtitutions:
* Property Rights (incl. coefficients: property rights, intellectual property protection);

* Public Sector Performance (Wastefulness of government spending, Burden of government
regulation, Efficiency of legal framework in settling disputes, Efficiency of legal framework in
challenging regulations, Transparency of government policymaking).

Informal external institutions:
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« Ethics and Corruption (Diversion of public funds, Public trust in politicians, Irregular pay-
ments and bribes);

» Undue Influence (Judicial independence, Favoritism in decisions of government officials);

* Security (Business costs of terrorism, Business costs of crime and violence, Organized crime,
Reliability of police services).

Formal interna institutions;

 Accountability (Strength of auditing and reporting standards, Efficacy of corporate boards,
Protection of minority shareholders’ interests, Strength of investor protection).

Informal internal institutions:
» Corporate Ethics (Ethical behavior of firms).

In the 2016-2017 global competitiveness report, score of Georgia is 4.2 (1-7) and is ranked
66th among 140 countries. The score of the ingtitutional index is higher - 4.4 (1-7), including
indices -state institutions - 4.4 and private institutions - 4.3.

In order to assess ingtitutional and economic deprivation, we compare institutional and eco-
nomic indicators of Georgia to other post-communist republics in the region (Central and East-
ern Europe): Albania, Armenia, Bosnia and Herzegovina, Bulgaria, Croatia, Czech Republic,
Estonia, Georgia, Hungary, Latvia, Lithuania, Macedonia , Moldova, Montenegro, Poland,
Romania l., Russia, Serbia, Slovakia, Slovenia and Ukraine. In the subsequent part of the arti-
cle this group is referred as “other post-communist countries”.

Figure 1: Economic vsInstitutional level
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Figure 1 contains economies arranged by two factor: global competitiveness institutional index
and gross domestic product per capita (2016). There is a positive dependence between two var-
iables across countries. However, Georgia has one of the highest institutional level rates, but
there is a significant economic backwardness among most of other countries.

It is possible to calculate correlation coefficients between the two variables for country group
in 2007-2016 years (Table 1). The strongest correlation between economic and institutional
development was observed in 2007 - 0.81. In later years, correlation has been weakening
through rapid institutional development of low income economies. Since 2012 coefficient is
gtill growing. Correlation coefficient was 0.49 in 2016.

Table 1: Correlation coefficients between GDP per capitaand GCI institutional index (pillar 1)
in post-communist economies, (2007-2017)

Year 200

7 | 2008 | 2000 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016
Coef‘;'c'e” 081| 065| 059| 046| 031| 029 032| 037 | 046| 049

Source: Authors calculations from World Bank and World Economic Forum (2016)

We also have calculated same coefficients between economic variables and institutional
groups.

Correlation coefficients between GDP per capitaand institutional groups (One-dimensional
matrix, calculated by GCI indices):

Formal Institutions - 0.49

Informal Institutions - 0.49

External Ingtitutions- 0.49

Internal Institutions -0.47

Correlation coefficients are almost same, because all indicesisincluded in to two groups. But
using more detailed two dimension distinction makes results different.

Correlation coefficients between GDP per capita and institutional groups (Two-dimensional
matrix, calculated by GCI indices):

Formal External Institutions - 0.43

Formal Internal Institutions - 0.60

Informal External Institutions- 0.52

Informal Internal Institutions - 0.30

Economies with high economic development characterized by relatively strong formal internal
institutions (0.60), while the least devel oped economies are incompatible with informal internal
institutions as unwritten laws working in the society.

After assessing the relationship between economic and institutional factors, next step is to
evaluate economic and institutional backwardness of the economy of Georgia compared to
other post-communist countries. During the economic recession of the 1990s, Georgian econ-
omy decreased by 5 timesin real prices (before 90s, Georgia was one of the wealthiest country
in Soviet Union). To economic and ingtitutional levels, economic development — GDP per
capita, Ingtitutional development — GCI institutional index. 1horizontal line — 100% corre-
sponds average rates of all post-Communist European Countries for the relevant year. In 2007,
the economic development of Georgia was only 26.6% of the above-mentioned countries (deep
economic backwardness). In the last decade, Georgian economy was growing faster than the
rest of countries. In 2016, the indicator was increased to 39.6%. As ingtitutional side; level of
institutional development of Georgia was almost equal to the level of average post-communist
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economies (98.7%) in 2007. After successful institutional reforms, Georgia became one of the
institutional reformator in the post-communist world (indicator grew to 115.3%, 15 percent
increase of index between 2007-2016).

Figure 2: Economic vs Institutional level (100% = Average of post-transition/post-communist
Economies)
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Conclusion

It is clear that Georgia has successfully managed to eliminate backwardness for both -
institutional and economic sides. Across rest of countries, informal internal institutions group
has weakest dependence to economic growth. Between 2007-2016 years, institutional devel-
opment level grew by 11.3 percentage point and economic development level by 13.0 percent-
age point compare to average of other post-communist economies. But, it is evident that in-
comes in Georgia is till low and rapid economic growth remains as a magjor economic chal-
lenge for country.
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Slsdmeay, xmblmbo s G®doblbmbo (Acemoglu, Johnson, and Robinson 2005)
o0b0dboggh, GmI bgmgmsbogymo ggmbmdogy®o bOpoll Impgangdo (Cass 1965;
Koopmans 1963; Solow 1956) J399690L dm@ol dgdmbsgangools gsblbgaggdol doGomsw
353037393 dobgboe goboboarsggh god@mdms s37dgmsEosls, dog®sd gl dmwgen gdo
@dgo@0s, 93sligbmb jombgsl 0dols dglobgd, my Ms@md sbgdbgodl Jg99bgdol gomo
boFogmo 3g@0 Mgly@bols godmymasl go@mmgool sz9dgmomgdolmgol, godg bbgs
sbombgbgdo. bmdmmo o Gmdslo (Douglass C. North and Thomas 1973) s3@ 3039096,
3 bgmgansbogy® dmegagddo gobbogymo bOEOL goJBmmgdo (06(*)30(30360,
3o30@ogols 5399 gds, 063{]1)(?)0(30360) 0g0mmb  Fomdmopagbgb  93mbmdogyc
DOESL s sMs dob godmdFggg Jobgbl. gl sg@mAgdo g3mbmdogy® gobgoms®gdsdo
35bLbgoggdol dodmoms 3odmdfggg dobgbow sbsbgangdgb J3946900L 0bbBoBYGE0Y®
350930 ool goblbgeggdsb.

06LBOBPE0go0L gggmody bdodoew ao8mygbgdowo ©gxnoboiool dobgogom,
GMdgmoi 9390360l wgamsl bodml (Douglass C North 1990), 0bl@odgE0gdo sGols
LobmaomgdsBo hodmysmodgdgemo madsdol §Fglgdo (rules of the game), ggcm
QAo y@o 3o - Lobmyspmgdols Jogd mogols mogologol ws§glgdygemo dgbwewo-
3900, AmImgdoi aoblobwgMoggh ssdosbgdol 0b@Ggmsdiosl s o3 0b@gdsjiools
dmBoggdl. egbpegmdom, g3mbmdolFgdo  msbbdwgdosh, @md oblGodyEogdo
3509 gOm-gom gggeobyg 3609gbganmgsb Mm@l 1sdsdmdlb Jggysbsdo dgdmlog-
950l mbol g5bLsbwg@sdo (Acemoglu 1995; Acemoglu, Johnson, and Robinson 2001,
Glaeser et a. 2004; Knack and Keefer 1995; Douglass C North 1991; Douglass Cecil North
1990). 53539 @OML, 5ALYdMdL  90sbbdmgds 0dol globgd, g Gmdgao Godol
06LBOB Y0900 yzgesbg 360dgbgarmgsbo.

XgHotE Amgasboo (Roland 2004) 0bl@odgE0gdl d3ymal 2 bsfomms@: s@o-
geado@y®o (bgans (GgoEgdso) s Fm@doggdo  0blEodyEogdo  (LF@sgswm
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(ggogm{]&og)o). sMogm@domy®o  0bbRodycegdol J39d oyuaolbdgds gymm@gmo,
h393900, Lobmyopmgdsdo wodjzgoedgoygmo dgbgoymgdgdo ©s bo@dgdo, Lobem-

3omgool  Jbmgmdbgoggammds s o.9.. o3 Godol 0blbEodycogdols dodomswo
0530LgdM goss MmMTo bgeo (3gmomgds.  Bm@dsgy® oblGodEegddo o oyy-
olibdgds jmblo@dyEos, gobmbgdo s Lbgsslbgs Ladmagtmdm ¢fqgdgdol b -
(305-3mgo@ gmdgdols 3obdbsbmgdgeo ©m33dgb@gdo, AmIgmms 33e0mgds3 LMol
Jgodgdom  d3odg dmbsiggmdos dglodemgdgemo. Gmam®3 Xgu®o dmealmbo
(Hodgson 2006) s@b0dbsgl, slggg aobsmgoemolifobgdgemos, @md 3@s]@ogsdo bdodsw
200l bLo@ysEogdo, OmEglei BmOdsmyg@o hodmysmodgdymo obmbgdo @ 3y-
Yomdl, Gowyobsi 0bobo  s@omogligdswos sMsGMAOTom @ 0bLB0E(30gomsb. doTo-
Lboosdg, @0 aog0amm 09 GEym@ gomodwgds Jgybol oblEo@gEombsggdo
350930 ©o Amam@ asbolobmg®gds dobo Dglodsdolo bmgdgdol mbyg, >¢30-
gdgos Ibgoggamdsdo dogommm 0blGo@y30gdol mMogg X3 IR0

Loddkmms 3ogdo@ols sdensd dodyo dobs (93bmagba®o dmzo) 3ml@-Losddmms
Log@ob Jg996900L LY @sx G@oblgmmds@ost agadogeo g3mbmdogomsb Lodsbom
9306m303obyg, @slisi Imdygs Bodmm dobd@odosbo 0blFodyEoyg®o Ggam®dgso.
98mA3960, IgH-bogagdo Fo®ds@ gdom, doGomspsw aobbm@ogms Bo@dsmydo
0bLBOBPE090d0.  bmyoghm  Jgggobsdo wofgmomds ,ogomy@mds’  3obmbgdds
3M5JBogodo ggm 0d9dogs. o3 o JBol ghm-ghmo dgbsdanm sblibs s@ol LYmago ols,
OmI >bodbygao go@dsa@a@o 3geomgdgdo 5@ smdmhbps mogbgdswo J3gybgddo
hodmyomodgdygen sOsxgm@dogmy® oM gdmlmsb, dglodsdobaow, dom ogengbs gg@
dmobeobgls g3mbmdogydo sa9bdgdol J3935bg. s@bodbygeo Jodmmygbols GHgbBo@gods
53 653D Mol doGomswo dobsbos.

06LBOB Y0900 BMAse @0 s sSHOPMMIo @0

1937 {geols Gmbog gmobds (Coase 1937) mogol gogangbosh bsd@®3 o,
#0030l 69b9d5", goboboms B@ASbbsJE0gmo wobsba®xgdols gmb3gnGos s shygbs,
O3 gmbg@gd e Lodyo30gddo o®mdgdl dgydeosm dgododmmb GasbbsjiEogeo
sbobo®xgdo 03 goy®3393e0mbdols dgd00gbom, G®IgamoiE mob sharsgl GESbD-
5J3098L  930bmoggdo boJdosbmdols gobbmdEogamgool 3Gm3gldo. dmygosbgdom,
boemds s Gmdslids (Douglass C. North and Thomas 1973) @@sbbsjzogmo ©sbs-
boxgdols o@gs goso@sbgl dngosh g3mbmdogoby s hodmoygs@modgl dodmmgbes,
A3 AObbsJEogmo obsbodxgdol bmds gowsdfyggd M@l msdsImdl Jg99b0l
9406m3og9@ gobgomo®gdsdo.  sg3Bm@gdo s@bodboggh, MM d@sgomo ganslbogmbo
940b6m3olBo bodbl glgedws 989J@ M0 dobBOl gowsdfyzgd Gmal Jggybol gzmbm-
dogy® asbgomsdgosdo, mydizs 989JA M0 Ladsbmm dgsbobdo, GmgmaiE Fmbsb-
Fodgao dgogao, dboaeme 353906 doom§ggs, Om@Es o6 salgdmdl FG@sbbsJEogamo
obobaMx gdo. Mmgo@mods o Lbgoggo®os o HHSbbsJ30ymo wobsbodxgdols s@lyg-
dmdod dgodangds Jgggobs 300Ygebml oMo9939]B @ dobMS3yg ob Lymsi dobmols
>®5Mgdmdsdeyg, Mo 999ga oM gEsb ho@ggsl ombmgl (Acemoglu 1995). as®gwsb
hodggodo go ogygaolibdgds 0blEoGYE0gd0l 3geomgds, GMmIgmon gosdfyggd
OOl ModsdMdl GASEDoM G0 Ym0 sbsbo®xgool oblobwg®sTo s, dglodsdols,
J39460L 94mbmBogn@ yobgomsmgdsdo (Cheung 1983). dsdsbowsdy, doGomswo s@bo,
OmIgomsz 0bLGR (3000 gogargbols sbpgbgb J3ggsbol g3mbmdogy® bowsby, s@ols
3500 9bo®o, 2oblobmgmb G@Mobboiogmo obsbs®xgdo. gotyo 0blBodyEogool
300md98T0 AMobbo3ogmo sbsbs®xgdo JoMmEgds,  g3mbmIogndo Loddosbmdbs
9RO dmdygo0sbo begds s JgggobsTdo ggmomewgmdol wmby 0bAEgds. (3Ywo
06LE0E 930900l 300Mdg6To BMobbsJ300l @sbsbo@y gdo Jomogos ©s, Jglsdsdolsg,

bogegd 9939JB0sbos  g3mbmdogy@o sJGoydmde.
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OOamA3  50obodbs, 0bLGo@yEegdo dgodmgds ©sogml  ge@dsmy®  ©o
>Mogm@o@ @ bofoms. gobgoms@gdya  Jg99693To dmdogmsdggdo doGomowow
9900603056 gm@domy@ [abgdl GHsbbsJ309d0L asbbmd0gegdobsl. bogen gdow
35b30m5M 9390 J399693T0 30 YBOM JgBoE 3s3m0ygbgds sMogmMogydo 0blGo@ -
(30950 0d0@ ™3, HMI OAIsgy®o 0blEB0GYE0gd0 56 5@ sALYIMSL 5b sGogB 9B G0
(Jatting  2003). sGoxm@do@y®  0bLE0EYE0gdby Loyd@olsl domPo  dgygodemos
3039 0lbdmo Lobmasmgdsdo s@lgdymo bpmds s gAmoghmds@ogolizgds. Gm@3S
Jagysbsdo domogmos bmds Lobmasomgdol Lbgs §9g@ol dododm, gl sdEocgdls
3065 JHoL ogdslis s Job sl Y gdslinsh ogsgdomgdya G@MsbbsiEoye
©sbobo®x gol. sliggg sbgm Lobmysmgdgddo domsmos bpmds dnsgmmdgdols Jods®m,
@53 Aol d30bbglols 3gmgdol JmGogoiosl Logym@gdols Ygmgdols oigol @algols
98300 950L botrxbg. Dglodsdolbow, domogo bpmdol Jg99696do BFGsbbsJ30geo
5bsboMx goo Wods@os s dgHo MM s Hglyd Lo Mhgds 0bmgsiogdolngol s Libgs
30megd@ogeo g30bmdogg@o Lsgdosbmdolmgol.

Qm@Odogy®  0bLR0RE0gdody Logdodolol gggemseby bdodow asboboangds
Loggm@gdol gaemgdoll oi3gol s 3mbd®sd@ol sebmgmgdols 0blEodyiEogdo.
Gym@O 3 sbsdmeay ©s xmblbmbo 3@ 3039096 (Acemoglu and Johnson 2005), s ggo-
960l o330l 0bLEOGYE0goL doggumgbgdosh oliobo, MM gdoi Mg Ye0c gdgb
YOM0gANMdsL 3menoBogy® LobFgdslbs s 3gtdm Lgdm@l dmmol, Go@asb s ygm-
960l 9@ gdol doMomoo sdMmggg0, Amam® 3 Fgbo, Jmogimdss. Mo dggbgds
3065 JBoL 0bLFoHYE0golL, Jomdo oxgaolbdgds m@ 39@dm bygdogddl dmaols
YH00gANMd0L Jo@gageo@dgdgamo 0bbBod 30900, Goash 3mbGMsB0, Amam®s
Lo, (o@mdmopagbls dgomsbbdgdsl m@ 39@dm Ligdogddl dma@ob.

Loggm@gdols gaemgdols oigol 0blodyEogdols 360dgbgemmds dmols ggm-
bemdoggmo dg3bogtgool amosb. g3mbmdogg®o 39i3b0gMgds Lbgs sMogg@os oy
Mo, Hmame dmgobpobmon Jgbeygoygmo Ggligalgdol aobsfoagds o Jbodsagdo
Y9090l dobowgdow. gl o@gs msgobmogow agemolbdmdl 3mbgamolddl dgboyoye
AgLy@lgdbg (A.A. Alchian 1965; Armen A. Alchian and Demsetz 1973). »3 3G m3gl3o,
AmamA 3 IOsgomo  gganggs bosymgl (Acemoglu and Johnson 2005; Acemoglu,
Johnson, and Robinson 2001; Angeles 2011; Leblang 1996), dsgnosb 360dgbgenmgsbos, Gmd
J3995651 3Jmbr gl Lomsbs@me asblsbmg@yumo s s gm0 bsgnn®gool g gds.

A3 9ggbgos gmbGAsJBol s@ldgmgdol 0bbBod 3090, of doMomswo ©sI-
3905 0los, MM gl oMol gmobbdgds m@ Lydogddl dm@ol, GmIgmoi sBss LG gen-
4MRomo ©s 5Mos O Ygmymgomso solitgagdswo. gl s@sldgmymazomgds Bmggols
3063 960bF o Jdgegdol Golil m@ogg db®owsb (Kahkonen and Meagher 2002):
‘dgodgngds s@lgdmdegl dgrogdo dm@ogoEos gmbd@s]@ol dbsdmggdolbmgol, oo
0356 3mbd@AsJHol Igbd g gdoby. gl Kgbmdgbo dgodengds dognosh Gywo oymls
bm@Eos@y@o aodmbsbgoosb, Gsysbsi ggmbmdoggdo GAsbbsjiEogdo dodome-
o ©5x7dbgomos JMbGMS]Bgobg s o3 JWbEMsJBgdol Moljol bews Yo@ym-
Qoo 0dmJdggdl g3mbmdogn@o oJBon@mdsby (Stone, Levy, and Paredes 1992).

Loddkmms gogdodols wsTanols d9dwgy yggems Jagyebs Grommdes LY@sgow
(385 gdo©0  Bm@Is@ @0 0bLFHoGYE0gool Fgagensl, @sms dmgbobsm 39960l
39830900 93006mdoz0L AGSbLBM@Is30s Lodsb@m g3mbmdogyd Lol gdaby. ©mbm-
M0 mAbobs30gdols my bbgs Jgggbol Bmogdmdgools Ibodsdgdom dg@bsgzangdo
Fod8o@gdom dmbps sbogro 3obmbipgdemdbols dgdydoggds. dog@ed 0d Jgggybgdl,
Lopoi sbanse sobgdgomo go@dsagdo 0blGodEogdo mogbgdso o oym o@-
Lgoyee sMoxgm@domy®d 0blodycogdmsb, Imygfosm 3@ g08b99ao yoMadsgoao
30miglol aogems. Jg99b6g960b dgmeg bofogdo 3o s@boddyao 0blo@yEogdo mog-
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Lgodowo smdmhbos  Jgggebodo s@ligdym sMoxgm@mdogmy® 0blEodyEogdmsb ws domo
063 g05J3000 999JB9M0 0bLAAYEYHO o gdm hsdmysgodws.

060G YE0go0L yoga gbols dgg3oligdols Jods@mygargdom s@Lgdygao 3gemgggd0ls
4I@oga glimds, Gmamaz Fabo, doGomspse gu@oEmgdsl gm@dsmy® obl@odyio-
90Dy sdsbgoggdl. gHm-g9@mmo doMomswo dobgbo sdobs obss, MM Lsgdome Gmyaos
>M5xmOdo@ o 0bLB0R3E0go0l aoblobmgds s dgdpgy domo badolbols @om-
©gbmdMog godmlsbygm gdsdo gobmags.

>M5xmOds@ o 0blGoGy3ogdol aobmdgols s Jomo Gmarols dggoligdols-
030L BoBmmE 253m0yggbgos Imgmoml woMgdymgdsmns ggarggol (World Value
Survey)®® dmbogdms dobgdo (Knowles and Weatherston 2006; Tabellini 2010). Ligan o3

3320930 gdglo Goygbeos ho@emgdyma mydis s@bodbymo dohggbgdargdols godmyg-
bgdo hggbo g@mbggols J3996900L xaRmob 30ds0mgdsdo dgydan gdgenos. dobgbo also,

OmI 3garggol Iggdgby Hom@si o@ dmoogh Imbsigdgdl hggbo dgmdhggol 5 Jggybols
dgbobgd. mg aogomgoolfobgdm 0dsl, Gmd Jg@bhggsdo Lygan 15 Jg9956s ggodal, gb
bogdome woe doibgos.

060G YE09o0L gobmdgsdo dbodgzbgermgsbo goydxmdglgds dmbos ol dgd-
093 ®53 990Jdbs bmggenom dsobgol FdoBmmggemdol gdgbo 0bwogs@m®o. gl obwo-
350™M™M 950 ©sxgdbgdygmos 300 bbgopslbgs gmsbyg s sboboggb 3mog@mmdgdls
Yo@ol 256Lbgog9090L. 060035@MMJd0sb gOm-gomos 3obmbol 4bgbsglbmds (rule of
law), dmdgmoi bmdsgl oy @sdpgbo® oz dmdomsdggdl brmds s gdm@bhogn gdosb
Lobmaomgdsdo sdigoeagdbgm Fgligdl (3maoigosl, Lalsds@mmml ©s o.9.), sliggg
Dmdogl obsdogaols s do@smdols sendommdsl. gl dohggbgdgamo LOgmow s@ols
og9dbgdagmo Jggyobsdo 33bmgmgd 9Jl3g@m@ms dmbsbmgdgols s babmygspmgdols
3odmgombgabg 0dols dglobgd, my Gmam® bogds 3obmbgdols s@lidigmgds 3Gs]Go-
godo. gbododobow, gb dobggbgdgano dgagodemos dogszgogbmo s@sgm@dsam o
06LB0B 930900l Lobmal. Jggdmm Fo@mdmwea gboar Mga@gloyga sbosgnobdo Lfm@go o9
3ge0ol 20dmgoygbgdm sMsgm@Is@mado 0blEo@yEogdol aogmgbols dglogsligs-

>(.

R QAo y@o 0blGodyEogool Lobmdol s@bggolols hggb dogyggdom slodme-
@b s @mdoblmbl (Acemoglu and Johnson 2005) s gobs®agdengdm Polity 1V 3@ m-
9JB0L dmboigdms d5bgddo s@lgdymo gowslygg@ommgdol 30dwgd Jodms dgbryw-
g0l Lobmdoor (executive constraint). gl Lsbm8o msgobo Jobss@lom 8ogzymgbgos
QAo yg@o 0bLGoGYE0gool Lobmdl, @owysb w©oxydbgdygemos Fbmerme ™mxo-
3o gM0 m3ydgbdgdol JgbTegmobyg o slobagl goblbgsggdol Jgg469ddo hodm-
4500909 (o gMoe) 356mbdpgdamdgols dm@ols.

0bLEOYIgbH Yo 33 s©gdols Jodmboangs
0b6LB0BPE0go0l  db0dgbganmgbgdols  gd3o@Mogmo  sbogrobolols  gOm-gHmo

43905y RoMmmE 253039 9d o 3Gmdagds 5ol gbmygby®mdols 3MMmben gds,
b LodgaEos, Bmis sdblibgemo 3ges©o 0dsg@Mm s dgodengds @sdm jowgdyao
3geoo 0gmb. dogomomsp, MM@Es §oddmdm, @md oblGodyisogdols bodolibols
3o99xmdgLg6s 0§393L gOm Lyawbg dgdmbogemols bHwsL, dgodangds Sliggg Lods@m-
@00bo 0yl Jbxgenmds, MM Jgggebsdo g3mbmdogy®o goms®gdols goydxmdgligos
0V393b 06bB0BYE0gd0L badolbol gogdxmdglgdsl, Gseasboi Jgggsbol gu@m dg@o
Agbyg@bo 9hbgds o8 bodolbol golsb@gmop ©s JbObggmbogmgsw. g3mbm-
039 @o@gAo@dy@hodo o3 3OMdagdols dmagomgool yggmsbyg gog g gd g abow

16 World Values Survey: Round Six - Country-Pooled Datafile Ver-
sion: www.worldvaluessurvey.org/WV SDocumentationWV6.jsp. Madrid: JD Systems Institute
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omgagds 0blGMYdgb@ymo 3gmowols godmygbgds. Jgmmeol s@bo 0dsdo dpgmds-
Ggmdl, AmI mommggmo gbomagbyo Ggmswolmgols gbes godmgmm olgmo ga-
beoggbg@o  Ggmowo, @mdgmos Fgegymomog Gamorby dbowee  gbemygby®
3geoby bgdmJdggdom obgbl aogagboli. oby hggbl dsgsmomdo, Inbsbargmdols
‘9B logemgdby 0blE®dghGgmo 3goo aogemgbol dbmenmo 0bLFodEogool
ba®obbbg bgdmJdgegdom ¢bws shpgbwgl.

mog0bmsegow, 3oMao 0blbA®mydgbdmo (3gmopgdol dg@mbggs spgoao o@
>00l. 8dogg @@Amb, 3mbiMgdymo LodgsEogoobmgols @mo@gms@dgdsdo dgdmmasgs-

bgdmos 0bbBmydgbd e 3geoms 3g@bogmgdsm asdmbagyo go®osb@gdo. hggbls
‘dgdmbgggodo dogyggdom dgd o @ogggbl (Beck and Laeven 2006) ©s ®gadgbogen

obo@obPo sMoxgm@mBogymo 0blGodEogdol 0blE®dgbd g 3gmos®  aodmgo-
496990 J39960L dog@ Lodkmms gogdodols dgdoygbemdado godomgdygmmo Fangdols
HomEgbmdsl. dobgbo, 0y @sGmd goygbgdm 53 bl YIgbR e (338 oL, sGob do-
Lo ‘dgbsdenm aogangbs Lobmyswmgdols 0bpogo@yemy@ ©s jmangd@oy® dybgdoby.
2mOMEb0AYL M3 s Amansbpds (Gorodnichenko and Roland, 2017) fobgmols
©5 ©0E0 dA0FSbgmols godmEpomgdols JglFogemmomn shggbgl, ™I s@Lgdmdl danog®o
3mbodoyg®o  sdmyowgdymgds 0bpogoysmobdls s ggmbmdogygdo  oblEody-
(309500 Lodaog@ gl do@ol. ©sdo@gdom, 53@MMgd0 53000509896 Inbobmgdsl, GmI
J399565d0 0bpogoysmobdol wmbg aobolobmg®gds Lobmyspmgdols 3y @@ gao
dobolosmgdangdom s Jbmgmdbgoggemdom. dsTDobswasdyg, 3M5]Gogodo dgodangds
33Jmbogl dgdmbggzgdo, Gm@Es Gmdgeody 0d3g@ools J39d cbmgmgdsd dgodangds
3930 gbs 0Jmboml Lobmgswmgdol 0bpogowygsmobdol bamolbbg s dglsdsdobsg,
dol g3mbmdogy® aobgomomgdoby. bylFow 3 dgbgoygmgdol sbobogl Losddmms
353060l dgdoagbemdbdsdo gododmgdgmo Fangdol Gomwgbmdbols 0bl@®Ydgh@yen
(3gE0oEsE  253mygbgds. Loddmms Loliggdol d9bgdowsb aodmdwobsmyg, dgodangds
30350 59mm, MM Laddmms 3ogdomdo 3bmgdgdsd yogangbs 0Jmbos Lobmyspmgdsdo
0b6©0g0gom0obdol s Jmengd@ogobdol badobbby s Lobgandfogml 3odsdn sws-
300690l sdmyoEgdgmgdsby.  @mmaoldy®os gogoJOmm, GmI gogagbols ba@olbo
3MMgan5305d0s boddmms jogdodols dgdowygbenmdsdo ymabol @@mbonsb. boddmms
30830630 gggmmoxzgdo LobgadFogml Logygm@gds ogm ©s swo® @hgdmes bogM3g
39Mdm oboos@oggdobmgol, dgFomdgmdolongol. dglodsdolop, dglgbEos Lobmye-
Pmgdodo 0bpogoygemobdo s godamoghs gmagl@ogobdo. slggg, o3 J3gybgddo
d0ogHmdol Gmao 5@ ogm Lfmdo smdygamo s dmdomsdg sdmgogdagmo  ogm
Lobgendfogmby s dob yowsfyggdoengdgdby (Papava 2005). sdol dgogyo obss, G®3
sdmyY ogdmmdols Indmggdol dgdwgy J399690L gogdoden dmsgHmdgdolmgols
‘Jgbeypggool ©ofgligds o wgdmy@s@oygmo Lobmgsmgdol hodmysmodgds. 5dob
‘dgbodsdolio gogangds odmbos Jggyboli g3mbmBogy®d ggmomomgmdsby. bmgogdho
J399696d0 Lodmogsdm bobmgspmgds mgbsi Ghgds dmsgdmdols danogdo Fbgbols
J399. dggaom dogomgm gm@dogy@dem gdmydsdogmo Jgg9bgdo dmogdmdgdols
F99bdRYRGo domsBE go00.
dgmeg  obLE®mydgbBgmo  3gmopo, MMAgmbsi  Ggydgboygm  sbognobdo
RO yg@o 0bLGRYE0go0L 0blEFMYIgbGow yodmgoygbgom, s@als 0blGodyEogdo
aodmiomgds  (Indtitutional Experience). gl ggeowo 0bL@9dgbdor Vgdmmsgs-
bgogeEos 0©sdolbs s yodmosdol dog@ (Eydam and Gabriadze 2018) ws ag30hg9690L
T gd0l Momegbmobsl 1918 Fanols 93w ga, Gmdmol asbdsgemmbsdoz Jg996900 0ygbgb
0530930093 9e0b0. dJoMmomso 0©gs 0lss, MMI sdmyzoEgdgaro J3gybol JsMmgol s
0530930098980 0bLF0RE0go0l  sOlgdmdols Fobs aodmEeomgds, @mIgaro
J399690L aoohbosm Lodkmms 3ogdomoligob goblbgoggdge Lol@gdsdo, dgodangds
3odmbosgao gmgomogm Lodkmms gogd0@ol oby@ggol dmdgb@do. oblBodyioyg®o
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In the paper, based on the experience of the Post-Soviet Union countries, the author
analyses the importance of institutions for economic development. In particular, the role of
formal and informal institutions is assessed. To test the relationship, cross section as well as
panel data regressions methods are deployed. In addition, to account for endogeneity in the
regressions, instrumental variable approach is used. The main result is that informal institutions
are more important in determining the level of economic development in our sample countries
than formal institutions. Proposed explanation is that implemented reforms in formal institu-
tions during the transition process were not consistent with informal institution, therefore re-
formers fails and were never adopter in practice.

When looking at post-Soviet Union countries one of the most vivid observation is that
there is considerable difference in terms of economic development of these countries. On the
on hand we see the countries, which have achieved the good level of development, on the other
hand there are countries, which are still straggling to transform their economic and political
system. The pattern is especially surprising if we will take into consideration that at the mo-
ment of the dissolution these countries were at the same level of development. Therefore, the
guestion which is arising naturally is that why some countries managed to achieve fast eco-
nomic development over the last 25 years, while others failed to do so?

To answer the question, the author analyses the role of institutions in determination
the level of economic development. Economics agree that ingtitutions play an important role in
determining the level of economic development. The main channel through which the institu-
tions are able to do so is their ability to reduce transaction cost in an economy. However, disa-
greement exists about the type of institutions that matters the most. In this paper the role of
formal and informal institutionsis analyzed.

Under informal institutions culture, habits, world views of a society and taboos are
meant. The main characteristics of these institutions is that they change slowly over time. Un-
der formal institutions we mean congtitutions, laws, legislation and other formal documents
determining the roles and functions of different government entities and agencies. Unlike to
informal ingtitutions, it is relatively easy to make changes in formal ingtitutions in relatively
short period of time. As Hogson (2006) argues, in practice we often have a case when the im-
plemented reform in formal institutions does not work. In the author’s view, the main reason is
that formal institutions are not consistent with informal ingtitutions. Therefore, in order to un-
derstand how institutional environment is formed in the country and how institutions contribute
in the countries’ economic development it is important to analyze both group of institutions.

When talking about formal institutions, property rights and contract enforcement insti-
tutions are the most often discussed. As Acemoglu and Johnson (2005) argue, property right
institutions are those regulating the relationship between government and private sector, since
the main threat of violation of property rights come from the government. When it comes to
contract enforcement institutions, they are institutions regulating relationship between two pri-
vate parties and since they are not complete and completely enforceable there is the risk of
opportunism from either side. Elimination of the risk requires strong institutional arraignment
in the country.

After the dissolution of the Soviet Union, al former member countries were trying to
transform their economic system from planned to market oriented. With the help of the interna-
tional aid organizations and the governments of different countries the changes in formal insti-
tutions were more or less implemented successfully. However, in some countries newly im-
posed institutional changes were not consistent with existing informal institutions and the im-
plemented reforms failed. In the second half of the countries, the institutional changes were
consistent with informal institutions and therefore they managed to establish strong and growth
supporting institutions right from the beginning.
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In this paper, we empirically test the relationship between economic development and
institutional quality based in the evidence from post-Soviet Union countries. First, we will use
cross section data for the analyses. Next, to use all the information accumulated over the years
main model will switch to panel regression. In the regression analyses, to address potential
endogeneity and omitted variable problems we will use instrumental variable approach and
additional control variables. To measure informal institutions, we will use index of rule of law
from the World Bank World Governance Indicators. As an instrument for informal institutions
we follow Beck and Laeven (2006) and use the years under socialism. The measure is the
number of years the country was member of the Soviet Union and is meant to capture collectiv-
ism and individualism nature of a society. To measure formal institutions, we use constraints
on executives from Polity 1V project. As an instrument of the formal institutions we follow
Eydam and Gabriadze (2018) and use the measure of institutional experience, the number of
years during which the country was independent before joining the union. This measure is in-
tended to capture the experience of self-administration and forming functional formal institu-
tions, which could have been used as a benchmark during the transition period.

To measure the economic development of the country we use ppp adjuster GDP per

capita for these countries. As an additional control different Geographic and economic measure
are used in regression analysis, including absolute latitude, landlocked status, trade share in
GDP and export of natural resources.
Regression analysis showed that informal institutions play more important role in determining
the level of economic development in a set of post-Soviet Union countries. Therefore, if the
countries want the implemented reforms in formal institutions to work in practice, they should
take into consideration existing informal institutions. Also, it should be taken into account that
these institutions constantly interact and their interaction determines the institutional arrange-
ment of a country. However, one thing is to describe the existing situation and the other is to
determine particular steps to change the situation and help least developed countries to achieve
economic development. for this purpose, it is important to continue research to explain the
causes of institutional development and change.
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Summary. Fundamentally, there are only two ways of coordinating the economic activities of
millions. One is central direction involving the use of coercion, so called the technique of the
army and of the modern totalitarian state. The other is voluntary co-operation of individuals -
the technique of the market place. As Milton Friedman, has mentioned in his public speeches,
the government solution to a problem is usually as bad as the problem and very often makes a
problem worse. In this paper, we are going to discuss the role of government to create a
framework for the whole economy so that economic agents can benefit the most.

Key words. Economic Freedom; Economic Freedom Index; Economic Growth; Government.

Introduction — Description of Economic Freedom
A common objection to totalitarian societies is that they regard the end as justifying the means.
Liberals disagree with this statement and argue that appropriate means are free discussion and
voluntary co-operation, which implies that any form of coercion isinappropriate.
Basicaly, individuals can be considered as economically free when (a) property they acquire
without the use of force, fraud, or theft is protected from physical invasions by others, and (b)
they are free to use, exchange, or give their property to another as their actions do not violate
the identical rights of others.
Economic freedom is the fundamental right of every individual to control his’her own labor
and property. In an economically free society, people are free to choose whether they want to
work or not, produce, invest etc. The success of every individual depends on their own labor
and initiative, their personal effort and ability. Institutions do not discriminate either or in favor
of people to any factor unrelated to individual merit, government decision making is character-
ized by openness and transparency. The allocation of resources for production/consumption is
based on the open competition so that every individual gets the chance to succeed.
It isimportant to distinguish economic freedom from political and civil liberties. Political liber-
ty means that citizens are free to participate in the political processes (vote, lobby, and choose
among candidates), elections are fair and competitive, and aternative parties are allowed to
participate freely. Civil liberty encompasses the freedom of the press and the rights of individ-
uals to assemble, hold alternative religious views, receive a fair trial and express their views
without fear of physical retaliation.

The key ingredients of economic freedom are personal choice, free competition and protection
of private property.

Government as a Rule-M aker
When we are talking about what should be the role of government, first of all we must sign that
it must do something that the market cannot do for itself, namely, to determine, arbitrate and
enforce the rules of the game.
Discussion economic freedom, people see a critical relationship between individuals and gov-
ernment. Generally, state action or government control that interferes with individual autono-
my limits economic freedom, but the goal is not simply an absence of government coercion.
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The government has its exclusive role in this layout. It can provide alegal structure and a law-
enforcement system that will protect the property rights of owners and enforce contracts in an
evenhanded manner.
When governments substitute taxes, government expenditures, and regulations for personal
choice, voluntary exchange, and market coordination, they reduce economic freedom.
It isimportant to distinguish the day-to-day activities of people from the general customary and
legal framework within which these take place. The day-to-day activities are like the actions of
the participants in a game when they are playing it; the framework, like the rules of the game
they play. And just as a good game requires acceptance by the players both of the rules and of
the umpire to interpret and enforce them, so a good society requires that its members agree on
the general conditions that will govern relations among them [4].
The basic roles of government in a free society are: to provide a means whereby we can modify
the rules to mediate differences among us on the meaning of the rules, and to enforce compli-
ance with the rules on the part of those few who would otherwise not play the game.
The need for government in these respects arises because absolute freedom isimpossible.
“Freedoms” can conflict and when they do, one’s freedom must be limited to preserve anoth-
er’s.
“The right to swing my fist ends where the other men’s nose begins” — Oliver Wendel Holmes,
Jr.
My freedom to move my fist must be limited by the proximity of your chin. The major problem
in deciding the appropriate activities of government is how to resolve such conflicts among
freedoms of individuals.
In summary, the organization of economic activity through voluntary exchange presumes that
we have provided, through government, for the maintenance of law and order to prevent coer-
cion of one individual by another, the enforcement of contracts voluntarily entered into, the
definition of the meaning of property rights and the provision of a monetary framework.
In an economically free society, the fundamental function of government is the protection of
private property and the enforcement of contracts. When a government fails to protect private
property, takes property itself without full compensation or establishes restrictions that limit
voluntary exchange, it violates the economic freedom of its citizens. Ingtitutional arrangements
that restrain trade, increase transaction costs, weaken property rights, and create uncertainty
will reduce the realization of gains from trade and also the incentive of individuals to engage
productive activities [4].

Measuring “Freedom”
“Full employment” and “economic growth” have in the past few decades become primarily
excuses for widening the extent of government interventionsin economic affairs.
“Economic Freedom” considers that the countries which keep their economies more or less
“free” will have opportunity to boost their growth, others argue, that state control, if intelligent-
ly applied, can do the same. We are not going to detract the latest postulate but to prove that
economic freedom matters alot [1]-[2].
First of all, economic freedom is the issue that affects incentives, productive effort, and the
effectiveness of resource use.
If we accept the intuition underlying the basic macroeconomic model for GDP, we expect that
any factors that would likely increase consumption, investments, government spending, or net
exports will probably have a positive relation to GDP. Let’s discuss around the topic and find
out if economic freedom can increase above mentioned parameters.
There are several common indexes which measure economic freedom, such as Index of Eco-
nomic Freedom by the Wall Street Journal and Heritage Foundation, Index of Economic Free-
dom by Fraser Institute, Index of Doing Business or Global Competitiveness Index.
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In this paper, we will use an index calculated by the Wall Street journal and Heritage Founda-
tion. The reason is simple, it gathers 10 different components in four broad categories which
are found in other indexes too, so picture will be drawn quite objectively.

For analytical understanding and presentational clarity let’s briefly discuss the main concept of
understanding and measuring each component of the overall index.’

As it was mentioned, it consolidates 10 different economic freedoms which are divided into
four broad categories (see Table 1.). Each of them is graded on a scale from 0 to 100. Scores on
these components of economic freedom, which are calculated from a number of sub-variables,
are equally weighted and averaged to produce an overall economic freedom score for each
economy. After having an overall score of the index for the country, each country is classified
to one of the five categories: 1. Free; 2. Mostly Free; 3. Moderately Free; 4. Mostly Unfree; 5.
Repressed.

Table 1. Categories and Components of Economic Freedom Index by the Wall Street
Journal and Heritage Foundation.

Categories of Economic Components of Eco-
Freedom | ndex nomic Freedom I ndex

Property Rights
Freedom from Corruption

Government Size Fiscal Freedom .
Government Spending
Business Freedom

Regulatory Efficiency Labor Freedom
Monetary Freedom
Trade Freedom

Market Openness Investment Freedom

Financial Freedom

RULE OF LAW [7]. Property Rights - this component by its content is a qualitative assess-
ment of the extent to which a country’s legal framework allows individuals to freely accumu-
late private property. People should be secured by clear laws that are enforced effectively by
the government. The criterion of measurement of this component is determined and varies from
0 to 100. 0 point is drawn if private property is outlawed and all property belongs to the state,
people do not have the right to sue others and do not have access to the courts. Opposite to
these, 100 points are drawn when private property is guaranteed by the government. The court
system enforces contracts efficiently and quickly, the justice system punishes those who con-
fiscate private property unlawfully and there is no corruption or expropriation.
Freedom from Corruption — Corruption leads to insecurity and uncertainty into economic rela-
tions, it leads to increasing costs and disfigures resource allocation.
The score for this component is derived directly from Transparency International’s Corruption
Perceptions Index (CPI)*8, which measures the level of perceived corruption in 175 countries.
GOVERNMENT SIZE [7]. Fiscal Freedom — component measures the burden of taxes (mar-
ginal and the overall level of taxation) as a percentage of GDP.
The component score is derived from three quantitative sub-factors:

The top marginal tax rate on individual income;

17 For detailed measurement methodology of the index visit the link -
http://www.heritage.org/index/book/methodol ogy
18 hitp://www.transparency.org/research/cpi/overview
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The top marginal tax rate on corporate income;

The total tax burden as a percentage of GDP.
These numerical variables are weighted equally as one-third of the component score.
Fiscal freedom scores are calculated as follows:

fiscalfreedom, =100-a( factor; )’

Equation (1)
In equation (1) fiscalfreedomij represents the fiscal freedom in country | for factor j; factor;
represents the value (a percentage expressed on a scale of 0 to 100) in country | for factor j; o
is a coefficient set equal to .03. The minimum score for each sub factor is zero, which is not
represented in the printed equation but was utilized because it means that no single high tax
burden will make the other two sub-factors irrelevant.®
Government Spending — component captures the burden imposed by government expendi-
tures, which includes consumption by the state and all transfer payments related to various en-
titlement programs.
We cannot assume an optimal level of government spending for each country as it depends on
many factors such as culture or the level of economic development. Though, one thing is clear,
excessive government spending that causes chronic budget deficits and the accumulation of
public debt is one of the most serious drags on economic dynamism.
Due to its complexity government spending has a one of the major impacts on economic free-
dom.

The equation used for computing a country’s government spending score is:
GE, =100 - a (Expenditures )?
Equation (2)
The scale for scoring government spending is non-linear, which means that government spend-
ing that is close to zero is lightly penalized, while levels of government spending that exceed
30 percent of GDP lead to much worse scores.
In the equation (2) GE; represents the government expenditure score in country |; Expenditures;
represents the total amount of government spending at all levels as a portion of GDP (between
0 and 100); a is a coefficient to control for variation among scores (set at .03). The minimum
component score is zero.?°
REGULATORY EFFICIENCY [7]. Business Freedom — component measures whether the
regulatory environment promotes efficient operation of businesses. The quantitative score is
based on 13 sub-factors, all of which are weighted equally, using data from the World Bank’s
Doing Business report:
- Starting a business — procedures (number);

Starting a business — time (days);

Starting a business — cost (% of income per capita);

Starting a business — minimum capital (% of income per capita);

Obtaining a license — procedures (number);

Obtaining alicense — time (days);

Obtaining alicense — cost (% of income per capita)

Closing a business — time (days);

Closing abusiness — cost (% of estate);

Closing a business — recovery rate (cents on the dollar);

19 http://www.heritage.org/index/book/methodol ogy

2 |n most cases, the index uses general government expenditure data that includes al levels of govern-
ment such as federal, state and local. In cases where data on general government spending are not availa-
ble, data on central government expenditures are used instead.

158




“9pmbmobGo”, “Ekonomisti” Ne4, 2018

Getting electricity — procedures (number);
Getting electricity — time (days);
Getting electricity — cost (% of income per capita).

Each of these sub-factors is converted to a scale of 0 to 100, after which the average of the
converted values is computed. The results represent the country’s business freedom score.
Equation for calculating each sub-factor is as follows:

factorscore = 50 factor, / factor,

average
Equation (3)

So according to the equation (3) factorscore is based on the ratio of the country data for each
sub-factor relative to the world average, multiplied by 50. For example, on average worldwide
it takes 18 procedures to get necessary licenses and country “X” needs just 10 procedures. Ra-
tio is 18/10=1.80 and 1.80 multiplied by 50 equals 90, so the score for country X is 90.
Labor Freedom - is a quantitative measure of the legal and regulatory framework of a labor
market. The regulations vary from country to country and in many cases they can be even ri-
diculous. The most common ones are: regulations concerning minimum wages, laws inhibiting
layoffs, severance requirements and measurable regulatory restrains on hiring and hours
worked, plus the labor force participation rate as an indicative measure of employment oppor-
tunitiesin the labor market.
Labor freedom component is calculated by equally averaging the below mentioned sub factors:

Ratio of minimum wage to the average value added per worker;

Hindrance to hiring additional workers;

Rigidity of hours;

Difficulty of firing redundant employees;

Legally mandated notice period;

Mandatory severance pay;

Labor force participation rate.

Like it was in the equation (3), for converting sub-factors into 0 to 100 scale there is used the
same concept:

factorscore = 50 factor / factor,

average
Equation (4)

Monetary Freedom — The score for the monetary freedom component is based on two sub-
factors:

The weighted average inflation rate for the most recent three years;

Price controls.?
The weighted average inflation rate for the most recent three years serves as the primary input
into an equation that generates the base score for monetary freedom.

WeightedAvg.Inflation, = q,Inflation,, +q,Inflation, _, + Equation (5.1)
+(q,Inflation, _,

MonetaryFreedom, =100 - a \/WeightedAvg.Inflation; -

- PCpenalty,

Equation (5.2)
81 through 83 (thetas in equation 5.1) represent three numbers that sum to 1 and are exponential -
ly smaller in sequence; inflation;; is the absolute value of the annual inflation rate in country

21 Price Controls means price stability without microeconomic intervention.
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“X” during year t as measured by the Consumer Price Index; o represents a coefficient that
stabilizes the variance of scores and the price control penalty is an assigned value of 0-20 pen-
alty points based on the extent of price controls. The square root functional form is chosen to
create separation among countries with low inflation rates.
MARKET OPENNESS [7]. Trade Freedom — measures the extent of tariff and non-tariff bar-
riers that affect imports and exports of goods and services. The trade freedom score is based on
two inputs:

The trade-weighted average tariff rate;

Non-tariff barriers (NTBS).
Different imports entering a country can face different tariffs. The weighted average tariff uses
weights for each tariff based on the share of imports for each good.

TradeFreedom =100(Tariff, , - Tariff.)/
(Tariff, - Tariff ) - NTB,

Equation (6)

TradeFreedom i, equation (6) represents the trade freedom in country “X”; Tariffmax and Tariff
min represents the weighted average tariff rate (%) in country i. The minimum tariff is naturally
zero percent, and the upper bound was set as 50 percent. An NTB penalty is then subtracted
from the base score. The penalty of 5, 10, 15, 20 pointsis assigned. For example penalty of 20
points is drawn, if NTBs are used extensively across many goods and services and/or act to
impede a significant amount of international trade and O points if NTBs are not used to limit
international trade.
Restrictive rules that hinder trade vary widely, the categories of NTBs considered in the penal -
ty include quantitative restrictions (such as import quotas, export limitations etc.), price re-
gtrictions (antidumping duties, tariff rate quotas etc.), regulatory restrictions (licensing, label-
ing, advertising, media regulations etc.), customs restrictions (advance deposit requirements,
customs classification procedures etc.), direct government intervention (subsidies, competition
policies, exclusive franchises).
I nvestment Freedom — In an economically free country, there would be no constraints on the
flow of investment capital. Individuals and firms would be alowed to move their resources
into and out of specific activities, both internally and across the country’s borders, without re-
gtriction.
This index evaluates a variety of regulatory restrictions that typically are imposed on invest-
ment, such as national treatment of foreign investment, foreign investment code, restrictions on
land ownership, sectoral investment restrictions, expropriation of investments without fair
compensation, foreign exchange controls, capital controls.
Financial Freedom — is an indicator of banking efficiency as well as a measure of independ-
ence from government control and interference in the financial sector. The index scores an
economy’s financial freedom by looking at five broad areas:
- The extent of government regulation of financial services,

The degree of state intervention in banks and other financia firms through direct and

indirect ownership;

Government influence on the allocation of credit;

The extent of financial and capital market development;

Openness to foreign competition.
An overall score differs from O to 100 e.g. O if the system is repressive, private financial insti-
tutions are nonexistent and 100 when government interference is negligible.
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“Economic Freedom” and Economic Development
After discussing the measurement technique of economic freedom, we can analyze its relation-
ship with economic development. As it was mentioned above if we accept the intuition under-
lying the basic macroeconomic model for GDP, we expect that any factors that would likely
increase consumption, investments, government spending, or net exports will probably have a
positive relation to GDP growth, so improving economic freedom is expected to have a posi-
tiverelation to GDP.
Let’s discuss the relationship between economic freedom index components and economic
development.
The most essential component for economic freedom is “property rights”. It is impossible to
promote small and medium businesses (SMEs) without efficient rule of law which protects
private property rights. If one cannot freely dispose the property, he/she owns it will decelerate
the incentives to produce and realize innovative start-ups [3].
The other component is corruption. It is often understood as the abuse of public office for pri-
vate gains. As a result of corruption, the public at large loses confidence in the government’s
ability to manage the economy in the interest of people.
Most researches find that corruption lowers private investment, thereby reducing economic
growth. In fact, corruption adversely affects the quantity of productive public investment by
displacing public funds from public investment towards unproductive activities[3].
Fiscal freedom simply is a measure of the tax burden imposed by the government. A high taxa-
tion burden directly affects the incentives of the individuals to refrain from doing business. It
also reduces investment level within a country.
Though it is difficult to identify an optimal level of government spending, volumes of research
have shown that excessive government spending that causes chronic budget deficits and the
accumulation of public debt is one of the most serious drags on economic dynamism.
Every individual who is going to invest or start a new business is seeking for a place where it
can be done in the easiest way. Business freedom is the factor, which really matters to individ-
uals al over the world. Simply, if | live in a country, where | have to have 20 procedures for
starting business what takes 3-6 months to be done, it will push me to seek for a country with
less restrictions e.g. Georgia, where an average time of starting a new businessis 15 minutes. If
acountry has a high level of Business Freedom it will give an opportunity to interest thousands
of investors from all over the world to invest in this country, so itsimportance is quite substan-
tial.
Labor freedom is the component, which stimulates proper resource allocation. It is essential
that country’s economy has high level of labor freedom, so that employers on the one hand are
free in negotiating with employees and on the other hand employees can chose on their own.
Every regulation on labor market such as e.g. regulations concerning minimum wages can easi-
ly boost corruption or jump to shadow economy, what leads country’s economy to recession.
Monetary freedom consists of two main sub-factors: the weighted average inflation rate for
most recent three years and price controls. For economic agents, price stability is one of the
most important issues to plan their future entrepreneurial plans. In a modern world, most cen-
tral banks are managing monetary policy by targeting future inflation rate. The main reason of
this policy is to build a sustainable economic environment for economic agents. Stability isthe
main factor for developing business and this factor is directly concentrated on thisissue [2]-[3].
What is the meaning of open markets? Why do countries trade between each other? The an-
swer is comparative advantages. “X” country can produce “M” goods at a lower opportunity
cost than “Y” country, while the “Y” country can produce “N” goods at a lower opportunity
cost than “X” one. It gives them opportunity to trade between each other and both of them ben-
efit. If one implies any barriers (tariff or non-tariff) it will lead both countries to inefficiency
and ineffectiveness[4].
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Nowadays, there is no rationally thinking economist that would rather think to put restrictions
on investment flows. Investments lead country’s economy to innovations, stabile flows of for-
eign currency and sustainable economic growth.

Everything what was mentioned above is vain without financial freedom. If the financial sys-
tem within a country, (banking sector or capital market) is not developed enough, it will be a
substantial obstacle for economic agents. First of all, it is necessary for credit alocation, so that
economic agents have access to loans, also banks can freely extend loans, accept deposits and
conduct operations in foreign currencies.

On the basis of above mentioned arguments, we can assume economic freedom as one of the
most essential factors for economic development. For better understanding and illustrating
what is the difference between development level of the “Freest” and “Repressed” economies,
seethe Figure (1).

Figure (1) - Average per capita GDP of top countries from each category of economic
freedom index.
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SOURCES: http://www.heritage.org/index/ranking;
http://data.worldbank.org/indicator/NY .GDP.PCAP.PP.CD

In Figure 1 it is calculated average of per capita GDP (PPP) of top 5 countries of each category
from world’s freest economies to repressed ones.

Conclusion - Effective Level of Freedom and The Role of Gover nment
Economists argue about what is the effective level of freedom? There is no single answer to
this question. We cannot assume that “golden score” is any specific level and it does not need
any changes. The best answer would be that it varies from country to country and depends on
many factors such as geographical environment, traditions, the level of economic development
etc. In a modern world, there is no example, what would give us a single reason to say that
specific level of economic freedom is gained and enough, that it does not need to be modified
and developed time to time. World economic environment is changing day to day, so adjust-
ments are needed in al sectors of economy. The effective level of economic freedom is coun-
try’s position, when it gains most benefits from economic activities, when there is high level of
competition on the market and people control the fruits of their own labor.

And the other question is about the role of government. Many economists argue that govern-
ment should not take any activities in the market place and that it must be diminished absolute-
ly, but we do not agree with that postulate. If there would be simply an absence of government
coercion it’d rather cause a chaos and inefficiency. The point of government coercion should
be creation of a mutual sense of liberty for all. It must provide a proper framework for the
whole economic system, so that every individual at the same time is protected by the law, can
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benefit from his’her own effort and initiative and is not able to harm other economic agents.
Government coercion is justified if it is directed for promoting and strengthening property
rights, fiscal and monetary freedom, business and labor freedom, trade and investment freedom
and of course diminishing corruption. As Adam Smith, has mentioned many years ago, “the
only fair is laissez-faire”, maybe in exceptional cases we can approve government interven-
tions in the market place, but it should be strictly limited and unavoidable. Government’s core
functions are maintaining defense, keeping order or promoting education. It should keep econ-
omy open and free and not act in ways that distorts it. Economic freedom is the only thing that
stimulates open competition, and competition creates progress.
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DEVELOPMENT OF POTENTIAL REVENUES OF LOCAL SELF-
GOVERNMENT IN GEORGIA
(CASE OF SAMEGRELO AND UPPER SVANETI REGION, GEORGIA)

Summary. My research topic is about a very important issue in Georgia, which can provoke
the development of irreversible economic processes. Geographically, a village is the smallest
administrational and municipal unit and logically, if the smallest territory is affluent, the state
is correspondingly wealthy.

Economic advancement in Georgia largely depends on the development of local democ-
racy and self-government. The essence and the aim of the local self-government is to create
possibilities for local citizens to resolve local problems independently. It will not be possible, if
the rights, responsibilities and duties of the territorial and administrational units are not clear-
ly distributed.

The main flaw of the reforms carried out so far in Georgia in the process of local de-
mocracy formation is that the local authorities are largely depended on the central government
and they are not focused on realizing the interests of the local community, which is theoretical-
ly the basis of their existence.

The mentioned flaws are also caused by the fact that these reforms are planned and put
into the normative framework, without careful study and scientific perception. Unfortunately,
we can hardly find scientific works and researches done about local self-governance and
moreover, municipal legislation isjust taking shape.

Keywords: local Self Government, Municipality, Region, Economic Palicy.

1 Actuality

The theme of the research project is about a very important issue for Georgia, which
largely depends on the irreversible economic development. This topic issue concerns the de-
velopment of local self-governments. Geographically, a village is the smallest administrational
and municipal unit and logicaly, if the smallest territory is affluent, the state is corresponding-
ly wealthy. The prerequisite of this processis to research the theme and the effectiveness of the
research depends on the formation of economic policies that facilitate devel opment.

The essence and the aim of the local self-government is to create possibilities for local
citizens to resolve local problems independently, to secure and share common good and feel
the responsibility and accountability towards other members of the community. It will not be
possible, if the rights, responsibilities and duties of the territorial and administrational units are
not clearly distributed.

Civil participation in exercising local democracy guarantees the level of independence
of self-government. It is one of the most important criteria of assessing local governance. The
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more citizens are involved in efficient exercise of the local governance, the higher the quality
of self-government is.

The main flaw of the reforms carried out so far in Georgia in the process of local de-
mocracy formation is that the main aspect — the interests of the local population — is not taken
into consideration. Therefore, the local authorities are largely depended on the central govern-
ment and they are not focused on realizing the interests of the local community, which is theo-
retically the basis of their existence.

The mentioned flaws and disadvantages are also caused by the fact that these reforms
are planned and put into the normative framework, without careful study and scientific percep-
tion. Unfortunately, we can hardly find scientific works and researches done about local self-
governance and moreover, municipal legidation isjust taking shape.

To solve this problem, we do not have to try to find any easy, though inefficient way out
by just copying local government systems from developed European states. In European states,
local self-governments were formed naturally by forming local citizens’ self-organization insti-
tutionally. The situation in Georgia is drasticaly distinctive. Self-government here is formed
and reformed from the “centre”, by imposing and amending legislative enactments.

Analogical situation istypical to all former soviet states that had to endure monolithical-
ly centralized governance and totalitarian regime for 70 years. Thus, studying extant problems
inlocal self-governments and setting the goals to solve them is an actual issue.

The research is mainly aimed at defining the essence of self-governance and its placein
the general state government system. The objectives also include: the study of internal traits of
this ingtitution, substantiation self-organization as one of the main terms for self-governance,
analyzing the supporting factors and forms of self-organization of the local citizens in the pro-
cess of forming and developing self-governance, which must be in accordance with open mar-
ket economic development process.

Furthermore, as each region is characterized individualy, the research must be done
taking the distinction into account. Specification will solve two main problems: First — meeting
economic interests and preventing the conflict of interests.

The Research Aims:

- Revealing, studying and analyzing the possihilities of diversification of local
revenues, by the example of Samegrelo-Upper Svaneti Region.

- Study of potential revenues for the expansion of income.

- Survey of population dependence with participation in local self-government
funding.

The main goal of the research is to study the economic policy of local self-governments
in Georgia and work out new means and recommendations for its improvement and moderniza-
tion; to characterize and analyze the functions, goals, means and results of the regional self-
governments.

The Resear ch Objectives. Following objectives of the research were selected as the
tasksto study theissue;

1) Employees both in the public sector and in the private sector were inter-
viewed on special basis of questionnaire.

2) Revealing sources of revenue of local self-government of Samegrelo-Upper
Svaneti Region with the purpose of their expansion;

3) Study potential revenuesin the local self-governments.

4) Based on the analysis of the materials obtained from the survey, elaboration
of materials with specific recommendation for local self-governments existing in
Samegrelo-Upper Svaneti Region.

5) Study and analyse functions of local self-governments.

6) ldentification of sources of local self-financing system formation.

7) Local people’s attitude towards local self-governments functions.
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8) Research economic interests of the population.

Expected results of the research: The main results of the research and scientific
innovation will be:

Studying, analysing and evaluating the economic policy of the local self-
governing bodies in Samegrel o-Upper Svaneti Region: Presenting an analytical repot.

Study will be conducted in all nine municipalities and benchmarking methods
will be used to identify successful and problematic projects from each municipality. The
information received from the population who filled the questionnaire about the projects
implemented by the municipalities will be compared and based on this comparison
analysis we will identify the level of demands of the population.

Establishment of recommendations for the effective functioning of self-
governments in Samegrelo-Upper Svaneti region (based on analysing the obtained ma-
terials), which correspond to market economy principles.

The object of theresearch is- Samegrelo-Upper Svaneti municipalities.

Theor etical-methodol ogical basics of resear ch:

Research was carried out in Samegrelo-Upper Svaneti Region villages and municipali-
ties, where 400 local inhabitants were interviewed. For the representative selection, the repre-
sentatives of all municipalities were equally presented in the research (9 municipalities and 30
villages). Qualitative data were analyzed with a content-analysis method.

The following methods were used during the research: Quantitative (questionnaire sur-
vey), where the questionnaire was based on the objectives of the research; Qualitative (focus
groups).

Practical importance of resear ch:

Results and recommendations received by the survey may be used:
- To improve the legidative base of local self-government;
- To improve the specific functions of local self-government;
- To work out effective economic policy of the local self-government activities
in Samegrelo-Upper Svaneti Region.

Historical review:

Thereis some interruption in the process of historical development in Georgia regarding
to existence and functioning of local self-government. Until 1917, there was another type of
self-government, that was elected by the local inhabitants. The Revolution and the Communist
State established different kind of self-governance, which the Communist government meant
based on the principles of one-party governance, which neglected the pluralism and was not
oriented towards the interests of population. This eventually led to conflict of interests, which
was repressed by force.

From 1917 to 1921, Georgia gained independence, but during this period, the self-
government was not able to assemble. In 1921, when Georgia lost independence, the hegemon-
ic regime of the communist party was formed (one-party rule regime until 1991).

In 1991, the Soviet Union collapsed which was followed by the restoration of independ-
ence and soon provoked internal disorder, which emerged when the Georgian territories of
Abkhazia and Samachablo were occupied by the Russian Federation. In 1991, loca self-
governments were destroyed and in the beginning of the transition period, local self-
governance was not functioning until 2000 year.

The practical part of the research:

Practical works were carried out to achieve the objectives of the research. The duration
of the survey was two months, from July until August 2017. Quantitative results were pro-
cessed with the SPSS program. Qualitative data was analysed with a content-analysis method.
The research was conducted within the framework of the Student Scientific Projects of Thilisi
State University.
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The survey equally involved residents from all municipalities and more than 400 sub-
jects were interviewed. Among them, 180 were male and 220 were female. The survey was
conducted in nine municipalities and in 30 villages.

Research has shown that the economic situation of families is quite low. 53.1% of the
population was included in the low-income group (0-700 GEL), while 42.4% was in the mid-
dle-income group (700-1500).

75.9% of the respondents are interested in local self-government activities and have in-
formation on important decisions or projects. Statistically significant differences are distributed
by the local self-governmental data on gender-based projects. X2 (1, N=375) = 16.1; p = .00.
Particularly, men are more likely to benefit from local self-government projects than women.

Malé\,/lﬂfﬂ

el
Male

Female

BYes ENo i,

EUse-of Project

9.9 Female,963.’37
B =

Figure N-1

Thelevel of education of the respondentsis related to the readiness to pay a small
amount of money for the research self-government. X2 (4, N=401) = 34.4; p=.00. The mgjority
of those who have higher education - 76.3% agree to pay money. From those with incomplete
secondary education and full secondary education, the positive response rate is much smaller.

Figure N-2
Readiness to pay Level of Education
money Incomplete Full sec- High
secondary ondary

Yes 55.6% 51.6% 76.3%

No 16.7% 22.4% 18.8%
Not Sure 27.8% 26.0% 5.0%

all 100.0% 100.0% 100.0%

Employment status connection with the readiness to pay a small amount of money to

solve local problems X2(8, N=384) = 38.02; p=.00.

Figure N-3
Readiness Employment Status
to pay money unem- Self- Hired Pensioner Student (un-
ployed employed (unem- employed)
ployed)

Yes 40.9% 62.1% 69.4% 57.1% 33.3%

No 31.8% 13.8% 23.6% 0.0% 44.4%
Not Sure | 27.3% 24.1% 7.0% 42.9% 22.3%

All 100.0% 100.0% 100.0% | 100.0% 100.0%
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69.4% of employers agree to pay for local problems. According to all other restrictions
on employment, the positive rate of withdrawal isless. The lowest rate of acceptance of the
amount is expressed in the unemployed and it is quite logical.

Itislogical, that statistically significant link has been shown to be willing to pay taxes
and readiness to pay a small amount for local self-government X2(4, N=401) =280.9; p=.00.

Figure N-4
Readiness to pay money Readiness to pay local taxes
Yes No Not Sure
Yes 83.1% 11.7% 15.2%
No 4.3% 77.9% 23.9%
Not Sure 12.6% 10.4% 60.9%
All 100.0% 100.0% 100.0%

Statistically significant link is between trust to the local self-government and the will-
ingness to pay a small amount of money to local self-government X2(8, N=398) =98.2; p=.00.

Figure N-5
Readiness to Trust in self government
pay money Do not trust | Do not Hard to Trust Completely
at all trust answer it trust
Yes 48.3% 38.9% 54.5% 75.2% 93.3%
No 44.8% 50.0% 11.4% 12.0% 0.0%
Not Sure 6.9% 11.1% 34.1% 12.8% 6.7%
All 100.0% 100.0% 100.0% 100.0% 100.0%

As shown from the table, the positive response to a small amount will increase with the
quality of confidence expressed towards the self-government.

Residents of different towns express different readiness to pay money. The connection
between the city type and the willingnessto pay is statistically important. X2(16,

N=317)=56.7; p=.00.

Figure N- 6
Readiness Cities
to pay Zugdidi | Khobi | Foti | Abasha |Chkhoro-|Walenjixa | Martvili |Senaki | Mestia
money Py
Yes 53.8% | 66.7% |73.0%| 51.5% | 75.6% 70.5% 60.0% |52.4% | 50.0%
No 41.0% | 9.5% |16.2%| 45.5% 2.2% 13.6% 40.0% |11.9% | 26.1%
Not Sure | 52% | 23.8% |10.8%| 3.0% 22.2% 15.9% 0.0% 35.7% | 23.9%
All 100 100 100 100 100 100 100 100 100

The highest rate 75.6% to pay small amount of money is observed in Chkhorowyu and
the lowest rateisin Mestia.

Statistically significant link has been revealed between the respondent’s readiness to
pay local taxes and their level of education X2(10, N= 401) =30.7; p=.001. The highest rate of
payment for local fees (46.4%) is also revealed in higher education.

Statistically significant link has been revealed between that the respondents willing to
pay local taxes and their employment status X2(8, N=384) =22.5; p=.004.
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Figure N- 7
Employment status
Readiness to Unem- Self-employed = Hired Pensioner Student
pay local taxes ployed (unem- (unem-
ployed) ployed)
Yes 51,5% 73,8% 71,4% 85,7% 55,6%
No 27,3% 13,1% 22,9% 0,0% 22,2%
Not Sure 21,2% 13,1% 5,7% 14,3% 22,2%
All 100 100 100 100 100

Statistically significant link was revealed by the respondents who are willing to pay lo-
cal taxes and satisfaction with the assistance provided by the self-government X2(4, N=123)
=14.9; p=.005. Particularly, the highest rate of willingness to pay local taxes was revealed
among them who are satisfied with the assistance they have been provided from the self-
government.

Figure N-8
Readiness to pay local Quality of satisfaction with self-help
taxes Dissatisfied Medium Satisfied
Yes 59,5% 48,0% 69,6%
No 19,0% 48,0% 26,8%
Not sure 21,5% 4,0% 3,6%
All 100 100 100

Residents of different towns express different willingness to pay local taxes. The con-
nection is statistically significant between city and local payments X2(16, N=317) =60.5;
p=.00. As shown in the table, if the local tax payment is paid, the highest level of willingnessis
revealed in the Chkhorowyu, and the lowest rate of positive response inin Martvili.

Figure N- 9
Readiness Cities
to pay Zugdidi | Khobi | Poti |Abasha| Chkhor- | Tsalen- |Martvili|Senaki| Mestia
local taxes owyu jikha
Yes 48,7% | 66,7%|89,2%| 42,4% | 93,3% 72,7% | 40,0% | 73,8%)| 60,9%
No 33,4% | 23,8%| 8,4% | 51,5%| 2,3% 11,4% | 30,0% | 9,5% | 23,9%
Not sure 17,9% | 95% | 2,7% | 6,1% 4,4% 15,9% | 30,0% | 16,7%| 15,2%
All 100 100 | 100 | 100 100 100 100 100 | 100
The survey revealed the priorities of the problems in the population:
FigureN - 10
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Conclusion

The results of the survey have once again showed the role of local self-governmentsin
solving the social-economic problems of the population. The main findings of the research are:

Firstly, the existence of local self-governments in the opinion, of the mgority of the
population is necessary to solve the social-economic problems of their region, but the involve-
ment of the population is till low and most of them do not know about the projects imple-
mented by the local self-government. It is therefore necessary to carry out local policiesin in-
creasing the involvement of the population, which implies the introduction of modern models
of engagement. The main challenge of local self-governments will be solving problems related
to the involvement of the population.

Second, high correlation was revealed between the level of education of the population
and their dependence on loca self-government. Consequently, the improvement of the level of
education will make it more effective as a mechanism for solving local problems, as well as
positively affect the level of social-economic development of the country.

Third, the readiness of the population is high in terms of expressing financial support. In
order, to implement this practice, it is necessary to create a scheme of participation, which will
fit into the level of income of each family.

Fourth, the trust of local population is low towards the local self-government institu-
tions, resulting in poor participation of the population. There is also alow level of readiness to
pay local taxes, which would be afinancial support for their problemsin their city or village. In
order, to avoid these problems, local self-government needs to gain confidence from the popu-
lation and it will not be possible if the population’s demands are not met. It is therefore neces-
sary to create a system of involvement in the population, where most people will have the op-
portunity to express their opinion. In addition, the role of the population should be increased -
budget preparation and planning of the projects. In parallel with this process, monitoring and
reporting must be done to the population, after which the population satisfaction index will
increase, which will increase also confidence. The involvement of the population in the budget
planning process is necessary to ensure the real possibilities of the existing budget and become
the part of the scheme to co-finance the population to solve common problems.
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Tatia Udesiani
PhD student of Akaki Tsereteli Sate University

THE ROLE OF INTERNAL CONTROL SYSTEM IN THE MANAGEMENT OF
STATE PROCUREMENT
Expanded summary

Effective management of state procurement processes is one of the key challenges for budget-
ary organizations, because it provides a rational expenditure of funds, healthy competition
based on cost and quality of services and goods, publicity and etc. In turn, internal control sys-
tem plays an important role in the management of public procurement, allowing organizations
reduce deficiencies and risks to a minimum.

The processes related to state procurement are regulated by the Law on State Procurement, the
purpose of which is to ensure the rational expenditure of the funds intended for public pro-
curement, to produce healthy competition in the field of production of the necessary goods,
services and construction work, ensuring public procurement publicity, etc.

Therefore, efficient management of state procurement in budgetary organizations is a crucial
issue for economically and efficiently disposes of the organization's financial resources. The
internal control system plays an important role in regulating this issue.

In order to study the situation in the budget sector, we evaluated the situation in the local mu-
nicipalities in 2014-2017 years. Various types of disorders have been identified in the process
of research and analysis, which is due to the following main reasons:

v" Budgetary funds are transferred without comprehensive documentary reasons;

v" The volumes of work and values of the unit have been improperly improved. Non-
performing works are reimbursed;
Weak control mechanisms in the process of planning and execution of the work;
Amendments are made without proper justification for the completion of the work,
which iswhy it is not used for contractual penalties
The works specified in the contract are completely or partly unfulfilled
The tender procedures included unfair selection, assessment, and disqualification of
candidates

v
v

AN
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v' Unjustified payments and in efficient costs.
According to our assessment, the above mentioned shortcomings indicate severa types of
problems, among which the most important is the weak functioning of internal control in the
organization.
It is important that these organizational flaws do not occur in most internal audit reports.
Therefore, we can conclude that the internal audit in the organization is ineffective because it
cannot reach its goals and objectives
During the audit each stage and issue are studied and analyzed with relevant evidence. In case
the state procurement process was adequately studied and payments made withinsignedcon-
tracts were properly analyzed, it was necessary to reflect the issues in the audit report and elab-
orate the relevant recommendations.
As for the unreasonably increased work volume and unit values this problem also can be found
if the reasons of changes of each contract are analyzed.
The current issue requires additional study and search for the reasons that caused it. Internal
financial control system is not only an internal audit, management unit plays a key role. Con-
sequently, the analysis of the problem would have made clear the flawsth at are related to the
weakness or absence of internal financial control. One of the most important issues in internal
audit inspection is to assess the risks of corruption and fraud, moreover, if we consider the is-
sue, that there are some facts of unfinished works that are already paid.
Introduction and effective functioning of the internal control system serves to increase the ac-
countability of structural units and early detection of potential risks. It is one of the prerequi-
sites for successful and effective work of budget organizations and private enterprises. The
need for introducing and development of internal control system depends on increasing aware-
ness of the internal control, for which it is necessary to organize large-scale trainings in the
municipalities as well asin other institutions of budgetary resources. Solving existing problems
and taking effective steps will help to ensure rational and efficient management of the budget
funds.
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Giorgi Morchiladze
PHD Sudent TSU
CHARACTERISTICSAND EVOLUTION OF INNOVATIVE PROCESSMODELS
Expanded Summary

In modern World, because of desperate competition and globalization, any company
needs the continuous care of improvement its product and business processes, thus it can
achieve the success and maintain the existence in long-term period. Development of products
and business-processes is always related to the innovation. Effective innovation management is
quite difficult and complex, that iswhy it is necessary as a theoretical and empirical study.

The aim of the research are: study of innovation management models, Characterization
of them, explaining the causes of structural changes in the process of evolution of models
which isimportant for the development of innovations management theory.

In the 50s of the twentieth century, the leading economists believed that the innovative
process had a linear and consistent character and included scientific findings, researches, engi-
neering and productive actions, marketing, and after all of these process there was provided
new product on the market:

According to the first generation linear models, the process starts from the Organization
Research and Development Department (R & D), which is why it is caled "technological
push" linear models. This model consists of the following stages: Basic Sciences - Technologi-
cal Development — Manufacturing — Marketing — Sales;

However, studies of the 60-70-ies of the twentieth century proved that with the "techno-
logical impetus’ an important influence on innovation can a market demand. The second gen-
eration of "linear models' are named: “Market Push” Models. “Market — Push” model consists
of the following steps: Market Needs — Development — Manufacturing — Sales.

British scientist Roy Rothwell made a significant contribution to the innovation research
process, including three additional models:Coupling of R&D and Marketing (G3), Integrated
Business Processes models (G4) and  System Integration and Networking model (G5).

In mid of 80’s Marketing and R&D became more tightly coupled through structured in-
novation processes. Operational cost reduction was a central driver behind this ”coupling mod-
el”. According to this model Technological innovation comes from the coupling of markets
needs and technological opportunities. It is understood that innovation is rarely the result of
pure technology push or market pull forces, but rather the result of the matching and combina-
tion of the two. The process is till sequential but with feedback loops. R&D and marketing
play abalanced role. The emphasisis given to the interface between the two.

As describes R. Rothwell, Fourth-generation models started in the early of 80s, compa-
nies were initially concentrating on core businesses and core technologies. Growing awareness
of the strategic importance of evolving generic technologies, with increased strategic emphasis
on technological accumulation. New focus on manufacturing strategy. Rapid growth in the
number of strategic alliances between companies. Shortening product life cycles led to time-
based strategies. Integration and parallel development was important

And Fifth-generation model were from middle of 90s, and according to them: Compa-
nies remain committed to technological accumulation, strategic networking continues, speed to
market remains of importance; firms are striving towards increasingly better integrated product
and manufacturing strategies, greater flexibility and adaptability. “Fast innovation” is an im-
portant factor determining a company’s competitiveness. The ability to control product devel-
opment speed can be seen as an important core competence. The process 5G is essentially a
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development of the 4G (parallel, integrated) processes in which the technology of technologi-
cal changeisitself changing (networking process).

According to our research, was founded main differences between linear and non - line-
ar innovation Models, which are following:

- Aninnovative idea in linear models can be generated only on specific stages
and in non - linear innovation models can be generated in any stage of innova-
tion;

Accordance to the second generation innovation models, innovations are creat-
ed by specific organizations and not in the " General technological Environ-
ment”

In non - linear models significant role not only subject of the process, but also
the relationship between them and changes in the environment.
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Luka Lazviashvili
THE ANALYSISOF INCOME DISTRIBUTION IN GEORGIA BASED ON SIMON
KUZNETSMETHODOLOGY
Expanded summary

The research reported here is taken from my Master’s Thesis “Macroeconomic Policy
of the Inclusive Economic Growth” which | successfully defended at Ivane Javakhishvili Thili-
si State University in July 2018. It’s the part of the third chapter of my thesis, compressed and
refined for being published. (Special thanks to the Doctor of Economics, Professor and my
thesis supervisor Mr. Nodar Khaduri who made a great contribution with his critical remarks
and advices).

The major aim of the article is to analyse the income distribution in Georgia by Simon
Kuznets methodology and to depict the final result on the Kuznets Curve. The Kuznets Curve
is dtill actua in the modern economic theory. It reflects the concept of how economic growth
affects the inequality® and, since there are not many enquiries about that subject and the Kuz-
nets theory is still authentic looking at empirical data,* it remains as a major concept of the

% Simon K uznets - Economic Growth and Income Inequality, The American Economic Review, Vol. 45,
No. 1 (Mar., 1955), pp. 1-28
% Robert J. Barro - Inequality and GrowthRevisited, January 2008
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underlined connection.®” Georgia hasn’t gone through the natural and stable way of economic
development in recent centuries what was done by western developed countries. The develop-
ment of Georgian economy was forcibly obstructed and then abruptly became sovereign in 90s
of the twentieth century, since then, both simultaneously but not one after another, the industri-
al and the post-industrial developments are in progress. So, we should not expect that Kuznets
Curve will be perfectly replicated in Georgian economy. In the research below | will try to ex-
plain the recent income distribution tendencies in the economy of Georgia according to the
Simon Kuznets ideas and draw an outline of the most possible future scenario. (Thereis always
National Statistics Office of Georgia wherever the source of data is not indicated)

The Kuznets Curve consists of increasing and decreasing parts with the bending inter-
val between them. One of the first idea articulated by Kuznets about the inequality is that ex-
cessive share of the total income in hands of highest-income quantile (20%) of the population
is the reason of a high inequality in the developing countries. The middle 3 quantiles are close
to the lowest quantile while the top quantile is much higher with it’s income share than the 4"
quantile. That means the country has not the strong middle class. Let’s see the distribution of
income in Georgia. | collected the data about household incomes from the National Statistics
Office of Georgia website (the datais from 2009 to 2016), sorted it in ascending order, formed
the 20 % quantiles and got the picture which fully approves the mentioned idea. In 2009, the
distribution of the total income between 20% quantiles was 4.20%, 8.89%, 14.23%, 22.58%,
50.10%. In 2016 it was little bit better in terms of equality but only slightly. The top quantileis
gtill away above the other quantiles.

Distribution of the Total Income between 20-Qiantiles of
Population of Georgia, 2016
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The little improvement towards the equality from 2009 to 2016 was driven by differ-
ent pace of average income growth between quantiles.

37 Alfredo Saad-Filho — Growth, Poverty and Inequality: From Washington Consensus to Inclusive
Growth, November 2010, Economic & Social Affairs
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The Average Growth Rates of Quantiles Average Incomes in
2009-2016
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As lower quantile we look the higher growth rate it has, that’s the ideal arrangement
for inclusive economic growth. Here is the chart representing the annual growth rates for 1%
and 5" quantiles during that period.
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As the chart shows, the best year in terms of improvement towards equality was
2012, when the lowest quantile income increased by 26.12% while the top quantile income
by only 5.16%. In that year, poverty rate in Georgia dropped from 34.1% to 30%. Hence, it
was the most successful year for inclusive development with that two improvements.

However, those improvements can’t be relieving for the poor people in Georgia. In
absolute terms the top quantile average income went up by 851 GEL while the lowest
quantile average income increased by only 118.61 GEL. Their average income is 9 times
lower than the highest quantile average income. Therefore, not only the correct arrange-
ment is enough but also higher difference in growth rates is needed.

To compare Georgian economy with the economy of about our level, the good
example is Moldova which is on 31t place in the Inclusive Development Index ranking for
developing countries. Georgia is on the 32t spot in that ranking.

3 World Economic Forum — The Inclusive Development Index 2018, Summary and Data Highlights
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DISTRIBUTION OF PERSONAL INCOMES FOR
GEORGIA AND MOLDOBA, 2016
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The chart demonstrates the difference between Georgian and Moldavian distribu-
tion of personal incomes. It’s apparent that Moldova (orange bars) has much more equal
distribution between it’s quantiles than Georgia (blue bars). Although Moldova is 2 times
lower real GDP per capita country than Georgia (4084$ to 2063$ in 2016, 2010 US dollar),
their income distribution is bright example of how developing country can have the high
equality. Exploring their economy I found out that service section share of GDP from 24%
in 1989 became 64.8% in 2017. That is another crucial idea of Kuznets. Rising share of ser-
vice section in economy will lead to the decreasing inequality in long term. Georgia has to
press on that factor.

Moreover, according to Kuznets, the emergence of the new industrial system has
shattering effects on long-established pre-industrial economic and social institutions. In-
deed, Georgia suffered it’s growing phase of inequality in 1990s when Soviet Union was
finally abolished and the country became a sovereign republic, where new institutional
system was established. That led the economy to the increased inequality.

According to the Kuznets numerical illustration, the turning point of the curve
comes when the half of the total population is settled in cities given that proportion of av-
erage incomes between agriculture and all other sectors is 1:2. Since the proportion in
Georgia was 1:1.35 in 2016. That numbers highlight the industrial and post-industrial un-
derdevelopment of Georgia. In 2018, 58.3% of Georgians are living in urban areas of coun-
try. With simple calculations, and considering the widening gap between the average in-
comes of agriculture and other sectors, also predictions about high economic growth, I as-
sume that 60% settled in urban areas will be sufficient for turning point for being activated
and that time will come in 2025.

Also, I want to stress on the fact that Simon Kuznets analysis was about 19 and
20 century tendencies when that each phases were continued for about 60 years. Today,
in a modern, globalised and hectic world economy we should not assume that the country
needs still 60 years to overcome the inequality growth phase. In Georgia’s case, the ine-
quality rising phase definitely shouldn’t last until 2050 (from 1990s).

We talked about the first (inequality rising) and turning point phases. Now about
the last phase which is the inequality decreasing phase of Kuznets Curve. The factors of
that phase are barely realized in Georgian economy for now but the time for that is not far.
The first factor, according to Kuznets, which leads to increase the income inequality is de-
mographic. Usually poor people have more children then rich people. Therefore in long
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term the quantity of the rich people who were rich years ago shrinks and the quantity of
relatively lower-income people raises. That means that over the time top quantiles are ful-
filled with previously lower quantile people. Hence the inequality diminishes.

The second and third factors of decreasing inequality are dynamism of economy
and increased share of service section in GDP. In Georgia there are some structural changes
indeed. If in 2006 the highest-share sections in GDP were government driven sections,
now there are the trade, industry and transport sections on top of the list in 2017. The dy-
namism of economy creates good chances for lower-income people to settle themselves in
the market. The service section is enhancing over time in Georgia as well. The share of the
sector and the average income of the sector are both increasing. That creates opportunities
for the ordinary people who are without a massive heritage or other privilege to gain high
income with their professionalism and commitment. Hence it lowers the inequality.

The most important factor according to Kuznets is the strengthening of middle
class, thus middle 3 quantiles. The 58% of the Georgian population lives in urban areas of
country in 2018, that means the 50% barrier was prevailed years ago (in 1969, based on
growth pace). Therefore the adaptation of the middle class should be over for now and
strengthening process is already started. The political power in the hands of middle class is
very important too. The fact that in 2017 9.11% of the GDP was directed to the health care
and social security is the proof of middle class political influence.

There is the graph of the difference between lowest and top quantile shares from
1996 to 2016 in average personal income per quantile.
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There are two phases of inequality growth: from 1996 to 1998 and from 2004 to
2010. Both of them happened during the political and institutional changes what confirms
the claims of Kuznets. The downward oriented stretch between that two increases can’t be
explained as a start of final phase of Kuznets curve because the two phases don’t follow
each other in a such short period of time. But the interval after 2010 can be the phase of
activated turning point.
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I made VAR model in for further analysis of that subject. There I found that the
only significant impact GDP per capita has on lowest quantile share and that connection is
positive. Also, I made a forecast for the mentioned variables: quantiles and GDP per capita
growth. As you can see the lowest quantile share has a little downturn until 2019 and then
goes up again. That’s because it is strongly depended on GDP per capita growth which has
it’s little drop as well. But if we consider the policy measures the government of Georgia
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implements for inclusive growth that slump can be avoided.

Finally, considering the factors I mentioned here and VAR analysis and forecast of
the inequality I assume that the final phase of the Kuznets Curve in Georgia started in 2010
(from whence the reducing of the difference started, see the graph), or after little swings it

Inequallty
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starts from 2019 and in 2025 will be in an active final phase.
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