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LoddaMBIKVML I3MEMB3N3S
ECONOMY OF GEORGIA

Ramaz Abesadze
Director of TSU Paata Gugushvili Institute of Economics,
chief research associate of the Institute, professor, Doctor of Economics

STAGES OF TRANSFORMATION OF ECONOMIC AND GENERAL DIRECTIONS
OF ITS DEVELOPMENT IN GEORGIA

Summary

despite 25 years from the start of reforms, we could not transfer in to the perfect
market economy. It should be specially mentioned that nowadays market infrastructure is
undeveloped (commodity, stock and labor markets, insurance service, investing institutions,
marketing, engineering, consulting and informative services and other); economic ( industrial
and agricultural production is undeveloped, level of development of small business is low,
import exceeds export several times etc.) as well as social structures are non-progressive (
strong middle class has not been created yet, the level of unemployment and poverty is quite
high etc). In the future elimination of the deficiencies existing in the economy of Georgia and
the choice of the right way cannot be done as the result of simple inertia. The main attention
should be paid to economic development that is qualitative perfection of the economy, in order
to eliminate deformation of the economy. This can be implemented with the help of new i.e.
innovative economy’s construction.

Key words: Post-communist transformation, innovative economy, economic rise.
Introduction

The signs of crisis were shown even before restoration of independence in economy
of Georgia [Abesadze R., Arevadze N. 2011.]. Since gaining of independence the situation
has been deteriorated sharply because of disruption of economic connections, non-
competitiveness of our economy on the world market, political tension in the country,
fundamental transformation of economic-political system (process of transformation).
Post-communist transformation in the majority of countries started with economic decline. At
the same time, in conditions of stagflation and not stagnation that was caused by sharp rise of
the prices, not only on the raw, but on all types of the products simultaneously because of
hidden inflation existing in the previous system. Therefore, on the first stage of transition to
market economy there has been still unknown phenomenon- transformative stagflation
caused by hidden intention followed by the extreme aggravation of social problems that was
expressed evidently and severely in Georgia [Abesadze R. 2009.].

Stages of transformation of economy of Georgia

The following periods of post-communist transformation can be detached:

Economic downturn that at its turn includes the period of being in the monetary
zone and cupon and it was continued from the start of reforms till 1995 year. As for economic
downturn, 1991-1994 years were particularly hard when the economic difficulties existing
objectively were strengthened by internal wars and armed conflicts. In the years indicated
above the volume of Gross Domestic Product (GDP) was reduced dramatically towards
previous years: 1991-21,1; 1992-44,9; 1993-29,3; and in 1994- 10,4%. Generally, GDP in 1994
comprised only 27,5% of the rate of 1990 year. The volume of industrial product reduced even
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more: in 1991-23; 1992-46; 1993-37; and in 1994- by 39%. In 1994 the volume of industrial
product was equal only to 16" of 1990’s rate.'In indicated years the volume of agricultural
production nearly halved, the magnitude of the construction decreased dramatically. The level
of provision of energy decreased sharply. As in the whole economy in the sphere of energy as
well the processes of destruction started. For 1994 power generation decreased twice,
production of coal almost stopped, oil production fell to a critical level, forestry sector and the
construction virtually ceased to function, the gas supply was cut off due to t he insolvency of
such situation. The prices of consumer goods increased dramatically (the inflation rate
respectively comprised by 8500% per year): in some years, the inflation rate increased in 1992-
2.5, in 1993-92 times and in 1994-120 times. At the same year the minimum salary of workers
in 1989 comprised the same indicator — 1,65; average salary -1,64; pension amount- 1,64% that
upon the absolute value was accordingly depicted by 1,78; 5,02 and 1,78 USD dollars.

It is worth to mention that on the first stage methodological errors of strategic
character were done in the process of transformation. Economic reforms were implemented
isolated from each other. They did not have complex, coherent character and unified
methodology [Chitanava N.,  1997.]. The emphasis was made on macroeconomic and
financial stabilization, while the country on the initial stage did have neither macroeconomic
nor financial resources, and therefore, it was impossible to carry out real reforms [Meskhia .,
Murjikneli M. 1996.].

Despite this, from the viewpoint of transition of economic development to a new
economic order, a number of measures were fulfilled: liberalization of prices happened, own
money credit and tax system was created, reform of agricultural lands and housing sector was
fulfilled, the first stage of small privatization was implemented and so on.

Stabilization and start of economic rise. The second part of 1994 and 1995 year
belong to this period. After the economic recession, which was accompanied by hyperinflation,
high unemployment and extremely difficult political, social and criminal problems, a new
policy is started in the field of implementation of reforms on the basis of developed and
quantitatively newly considered programs by the economists of Georgia, as well as by
international organizations (primarily by the International Monetary Fund). As the result,
coupon inflation curb happened, the conditions for enter of national currency- GEL were
prepared. After GEL enter, inflation was reduced more and a stable exchange rate between
national currency and the US dollar was established. Consequently, firstly during the reforms,
the drop was stopped and the economic rise was started during 1995 GDP rise by 2,6%.

Accelerated economic rise. This period involves 1996-1997 years. Conducting of
right policy of transformation in to a market economy (essentially “shock therapy”)was
followed by establishment of economic stabilization, stop of economic fall, formation of
growth tendency and then rapid growth of the economy. In 1996-1997 years, Gross Domestic
Product risen on average by 11% in the conditions of hard national currency and low rates of
inflation. On this stage of development the legislative basis of transition to market economy
improved greatly and filled up, privatization of small and middle enterprises generally
terminated, transformation of land property was implemented, attraction of foreign investments
was strengthened; monetary credit system was improved, GEL exchange rate was released and
its regulation was relied on market economy, investment conditions were improved etc.

Slowdown of the rates of economic rise and worsening of social conditions.
Acquiring of the function of transit country by Georgia. It started from 1998 and continued
till 2004. During this period the rates of economic rise, except 2003 year, is low ( average 3-
4%) and social conditions exacerbated ( because of budget crisis salaries and premiums are not
issued, there is an energetic crisis), exchange rate fall, the rates of inflation are being risen. On

! Here and in another place, where the reference will not be, data of National Service of Statistics of
Georgia are used.
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this stage general reason of development of negative processes was hampering of economic
reforms that, of course, were conditioned by non-effectiveness of regulating functions of the
state. The difficulties existing gin economic and social sphere were followed by political
tension, as the result Rose revolution happened.

An important even for this period is that Georgia became oil transit country. On
December 10, 1998 from Sangachal terminal in Baku “Western Route” pipeline was loaded by
the first oil and with it Azerbaijan International Oil Consortium launched early Caspian oil
transportation with Baku- Supsa direction. During the first week of 1999 oil entered Georgia.

Improvement of social conditions and acceleration of the rates of economic rise.
Strengthen of the function of transit country by Georgia. The stage starts after the Rose
revolution and continues till the war between Russia and Georgia (from 2004 up to
August8,2008). During this period GDP average annual growth rate comprised 9-10 per cent.
Real GDP fully risen by 42, 6 per cent, elimination of the budget and the financial crisis ( of
the state budget deficit, pension and wage arrears have been paid, and so on); the energy crisis
was offset ( the entire population and the economy, electricity and gas were smoothly
supplied); the average annual salary in the economy grew 3 times and more, infrastructure of
the country improved (the most part of the civil and highways were repaired, new roads were
constructed and the macroeconomic environment became more stable, business conditions
were improved (tax code was simplified and liberalized with simplification of license and
permissions issue and other)), deepened privatization process, bank sector strengthened more
etc. The important fact for this period is that the status of transit country of Georgia oil export
extracted from ore of “Hazard-Chirag-Guneshli”. It is first direct route of oil transportation
between Caspian and Mediterranean Seas. Its construction cost 4 billion USD dollars. It is the
longest pipeline in the world (totally 1768 km, from that on Azerbaijan- 443, Georgia- 249 and
Turkey- 1076 km).

It is especially noteworthy that Georgia became transit country not only of the oil, but
natural gas as well. Shah Deniz gas pipeline (the South Caucasus, or the Baku-Thilisi-Erzerum
gas pipeline) passes though Shad Deniz gas field in Azerbaijan sector though Georgia to
Turkey. First test gas pipeline was loaded in Sangachal terminal on May 21, 2006. The gas first
launch was scheduled for September 30, 2006, but for technical reasons the pipeline was punt
into operation on December 20, 2006. With the aim of reduction of negative influence on the
nature, pipeline was constructed in the same corridor where several years earlier “Baku-Tbilisi-
Ceyhan pipeline” had been passed. The length of the pipeline is 692 km and annual passability
is 16 billion cubic meters.

This period is characterized by some serious shortcomings: encroachment on the
principle of the inviolability of property, non-economic intervention in the economy, actual
abolition of anti-monopoly legislation, the rise of difference between export and import etc.

Delay of rates of economic growth and economic downturn. This period coincides
with the Russian-Georgian war and the start of world financial crisis. The war did 1 billion $
damage to the country. As the result of reduction of internal and foreign investments, the rates
of economic growth were reduced in 2008 (comprised only 1,9%) and in 2009 it became the
negative magnitude (3,9%). At the same period downturn of GEL rate started, arisen bank
failures were followed by cut of credits and, consequently, investments, the construction
business almost went bankrupt, ecological situation of the country worsened, the resort sector
suffered significant losses etc.

Despite this, the economy of Georgia was able to withstand these two great negative
impacts and the negative results did not increase into a large-scale economic crisis, where the
international help played a great role.

Overcoming the economic recession and recovery of the growth tendency. It
started in 2010 and has been continuing till today. Despite the difficulties existing in the
previous period, in 2010 not only recession was overcome, but there was also a rise (6,4%).The
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sign of acceleration of growth rates is the rate of 2011. During already passed quarter Gross
Domestic Product was risen by 5,5%.

Important rise of social assistance of the population, reduction of growth rates,
downturn of GEL rate. It involves the period from 2012 up today. This period is
characterized by important strengthening of social orientation of economy that is a heavy
burden on the economy and causes the reduction of growth rates, but we suppose that it was a
necessary measure as the population was in catastrophical conditions, particularly, in the
context of healthcare. Slowdown of growth rates was also caused by the existence of political
tension and expectation of new business regulations. Downturn of exchange rate was
conditioned by the unity of internal and external factors, including, the existence of negative
trade balance, net factor income reduction, strengthening of dollars rate in the world, incorrect
adjustment and other.

Mistakes done on the way of transformation

As the analysis showed on the path of reform in Georgia successes and failures were
superseded. | must say that with objective hampering conditions many errors were made that
slowed the rate of implementation of reforms in Georgia and, accordingly, the process of
transition to the market economy. Generally, these mistakes are following:

1. Incorrect internal and external policy carried out by the government at the
initial stage. As the result of internal incorrect policy, the society was split into two parts (that
has been continuing up today). As the result of incorrect external policy, we challenged big
state of the world. Both mistakes lead the country to the civil strife, violation of the territorial
integrity and extreme straining of the criminal situation. The economy appeared in hands of
separate criminal groups.

2. Take inefficient actions of fight against guilty elements for a long time
because of what the difficult criminogenic situation has been extended for years.

3. Non complexity and non systemacity of economic reforms.

4. Incorrect perception and implementation of liberal policy. The post-communist
period is marked standing out almost ignoring state regulation of economy under the pretext of
implementation of liberal policy, although, liberal policy was not implemented as until the last
period business suffered strict non-economic interventions of the government. Initially racket
revealed in all its stages and the end- mostly during the functioning. Indeed, if the liberal policy
had been implemented, at least it would be necessary to conduct protectionist policy to some
extent ( that all states addressed and address in case of necessity) to prevent the destruction of
their national production that lead us to undevelopment of separate fields of economy and
formation of imperfect market economy.

5. Choose of incorrect way of implementation of reforms. Transformation
processes in Georgia started in so difficult form that it was necessary to implement shock
therapy, but advanced preparation was necessary for it. From this aspect first and the most
important mistake was Georgia’s stay in the monetary zone that, naturally, did not allow to
conduct own monetary credit policy. However, Georgia choose the road with its monetary
credit system transition to market economy — the road of “shock therapy”. Realization of the
method of “shock therapy” requires targeted use of state monetary credit and budgetary
institutions. In conditions of non-existence of such institutions complete use of “shock therapy”
method is impossible and nay such attempt is doomed to failure.

So it happened. The shock therapy failed among 13 demands only 2 were performed
[Papava V. 2002].

6. After introduction of transitional currency- coupon, carrying out incorrect
monetary credit policy (very unjustified monetary and budget emission, inappropriate use of
foreign credits) resulting in a strong depreciation of coupon — hyperinflation.
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7. After successful conduction of economic reforms in Georgia in 1995-1997 years,
still incorrect conduction of reforms, inefficiency of regulating functions of the state. As the
result, the level of corruption increased, business racket strengthened, financial, budgetary and
energetic crisis was arisen, criminal situation aggravated and so on.

8. Inefficient use of important international assistance that is also a red strand
running all transformative period.

9. Incomplete compliance of forms of economic regulations and methods with the
requirements of the market economy.

10. Neglect of small business. Nowadays in Georgia the infrastructure supporting
small business does not exist that interferes the formation of strong middle class.

11. During years neglecting of rural problems that lead rural economy, in fact, to
destruction.

12.  War with Russia. We could not prevent the war with Russia that damaged Georgia
very much. In addition to the loss of territories, it was followed by economic development
retardation, reduction of investments, true economic damage.

13. Mistakes made during privatization

14. Informal appointment of age limitation non-officially for workers at public
services. Dismissal of aged individuals was followed by an artificial increase in the number of
unemployed in the country.

15. The principle of inviolability of private property (that represents cornerstone of
market economy).

16. In fact, the abolition of antritrust legislation. As the result, the level of
competitiveness decreased that is alarming for the development of market economy.

17. Increase of social tension between the separate classes of the society, as well as
between the great part of the society and the government.

18. The growth of inequality of incomes. That also raises social tension.

Present shortcomings

Because of all this, during more than 25 years from the start of reforms, we could not
transfer in to the perfect market economy. It should be specially mentioned that nowadays
market infrastructure is undeveloped (commodity, stock and labor markets, insurance service,
investing institutions, marketing, engineering, consulting and informative services and other);
economic (industrial and agricultural production is undeveloped, level of development of small
business is low, import exceeds export several times etc.) as well as social structures are non-
progressive (strong middle class has not been created yet, the level of unemployment and
poverty is quite high etc). In the future elimination of the deficiencies existing in the economy
of Georgia and the choice of the right way cannot be done as the result of simple inertia. The
main attention should be paid to economic development that is qualitative perfection of the
economy, in order to eliminate deformation of the economy. This can be implemented with the
help of new i.e. innovative economy’s construction, but, nowadays in this regard the situation
is undesirable. In particular:

1. Poor condition of the country’s scientific potential: despite specific growth,
scientists have low wages, are alarmingly decreasing their number, is outdates scientific
material and technical base, in the world almost the lowest is share of scientific financing from
state budget in Gross Domestic Product etc.

2. System of high, professional training and continuing education requires
serious transformation. It is not fully oriented on the requirement of knowledge and
economy. Getting education did not become the guaranteed means of income growth in the
future. System of staff training is undeveloped and ineffective etc.
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3. System of service of scientific researches is underdeveloped (Rural species
testing and counseling stations, seismic, model, quality management, intellectual property
defense, scientific technical information, standardization and other services).

4. There is almost no research on the effects of the transfer system. (Business
Incubators, techno parks, consulting and technological transformation centers aetc.).

5. There are no mechanisms to facilitate the diffusion of technology- High-tech
economic zones, etc.

6. Low level of development of small and middle business. There is no
infrastructure to support small businesses and innovative small enterprises.

7. While the government recognizes the need to build an innovation economy,
there is no clear innovation policy- appropriate strategy and regulatory mechanism; there is
no corresponding comprehensive legislative basis and stimulating system of development of
innovations, encouraging financial, tax and other mechanisms.

8.  Especially neglected is regional innovative activity.

9. There is no further support by donor for project implementation, which
diminishes donor activity till zero.

10. Undeveloped grant system and its management is low.

11. There is almost no connection between science, the state and business.

12. There are almost no orders from the state for scientific researches.

13. Practically are no carried out innovations based on their own researches.
Import of innovations more or less is performed only in the sphere of Communications and
Information Technology by the fact that there are many factors inhibiting the import of new
technologies- lack of knowledge, political will and the lack of institutional support, scarce
financial resources, political and social tensions etc.

Conclusions and general directions of economic development in Georgia

For the formation of an innovation economy, first of all, it is necessary to abide market
principles:
1. The exclusion of state non-economic interference in business.
2. Business conversion from dangerous area in to creative, more rapid advancement
sphere of social stairs.
3. Wealth phenomenon transformation. Encouragement of legal wealth exploration
and provision of investment.
4. Strengthening of market competition. Strict condition of antitrust laws in the life.
5. Abide of the principle of inviolability of private property ownership in conditions of
full pluralization of ownership forms.
6. Strengthening state regulatory functions. It should ensure maximum protection of
market principles; formation of healthy financial relationships; optimal taxes and social
assistances; maximum effort to reveal for scientific development and its results to implement
through realization of innovations and so on. The correct policy should ensure elimination of
negative expression of paternalism, etatism, nepotism, corruption and others. It must
implement the policy promoting national production, after which national product will become
competitive in comparison with cheap, but low-quality import goods. In addition, the aim of
this policy should be the creation of long-term perspective for economic development and not
the achievement of self-provision according to all types of products.
Nowadays in economy of Georgia in addition to above mentioned general line, the
following should be taken into consideration:
1. Institutional arrangement of the labor market to reduce unemployment rate.
Nowadays labor market in Georgia is extremely random: there is no st ate service of
employment and infrastructure that is connected with its functioning. In such conditions, sure,
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it is impossible not only the implementation of regulation, but even drawing of real picture of
unemployment.

2. Priority should be given to economic policy that will move the economy not on
Philips curve, but will cause the movement of Philips curve in such points where the
unemployment level decreases and general level of prices is unchangeable or increases
unimportantly. It is being achieved with stimulating such innovative programs (innovative
policy aimed at reduction of unemployment), which provides the rise of approximate same
rates of joint demands and joint supply. In other words, the growth rates of product volumes
should precede and the wage go behind the rates of labor productivity until the real level of
unemployment does not reach its natural level.

3. Foreign credits and use of assistance should be strictly controlled and should lead to
acceleration of economic rise.

4. Nowadays in the country interest rate is high and bank credits have generally
mortgage and consumer character that is why it is necessary to implement large projects in the
sphere of material production by state and banks, credits will be used for creation of working
places, economic rise, reduction of unemployment and poverty level.

5. An important attention should be paid to the development of small business that is
the biggest reserve of reduction of unemployment and poverty level, strengthening of the
middle class and, generally, for macroeconomic stabilization. For development of small
business it is necessary to create its state supporting infrastructure.

6. For establishment of trade balance it is necessary to use own scientific technical
potential and strengthen. Reforms in the sphere of science and education should be started
taking into consideration today’s condition and overcome gradually deficiencies and achieve in
such way world level. It is necessary in this sphere consideration of historical, cultural and
other national features of the country. Firstly, we should save the scientific potential that yet
exists in the country.

7. Innovative policy should be established in the country. Special attention should be
paid to formation of innovative system mainly based on own researches and use of high
technologies (high-tech) that cause radical changes in the economy, changes the tendencies of
its development by both local and global scale.

8. Nowadays in Georgia the village is half natural ( 90% of farms in Georgia are
natural), low-mechanized (main weapons still hoe, bar, ax and scythe are) and therefore low
productive, with undeveloped infrastructure. Because of extremely serve conditions population
of a village cannot overcome all difficulties and formation of developed agricultural
production. Thus, effective assistance of the government to a village is obligatory. But, it
should not weaken incentive of a farmer, but it s hould strengthen. Naturally, the main focus
should be made on the fact that a farmer should increase production, install new technologies
in order to transform as soon as possible in to modern farm commaodity. Naturally, achievement
of scuh condition abroad needs a decade, but we have a priority to use directly readily
achievements that already exist in developed countries. It is easier for Georgia as it is a small
country and the companies can purchase the farms and make investments. It should be taken
into consideration that agricultural problems are often identified with the agriculture and talk
about rural development often in such a way that do not take into consideration the level of the
whole economy, especially the level of industrial development.

9. In the sphere of energy, firstly, main attention should be paid on digestion of rich
hydro and non-traditional energy sources of the country. No way should we not say no to
construction of power plants, naturally, on the basis of appropriate ecological justification.
During solving these issues we should remember that we should make calculations not on short
and long-term periods, but taking into account future perspective, as economy develops rapidly
and fuel energy reserves are gradually running out in the world. Electricity shortage causes
more ecological (if not mentioning economic problems) problems (deforestation, increase of
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unsanitary and other) rather than specific ecological concessions caused by construction of
large hydro-electric plants. Naturally, it should also be taken into consideration painful
requirements of preservation of national values.

10. Industrial development is the basis of development of all other fields. In the future
orientation should be made on development of industrial predominantly scientific sectors,
provision of rural economy and development of such traditional fields that are food industry
and hydropower.

11. Itis true in conditions of globalization some functions of the state are limited, but it
acquires more big, international functions that should be directed to neutralization of negative
influence of globalization, effective use of assistance, raising of competitiveness, storage of
best national traditions and their further improvement.
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FDI AND INTERNATIONAL TRADE IN GLOBALISATION ASPECTS IN
ECONOMY. THE CASE OF POLAND

Summary

Economic globalization changes the external environment in which national entities
operate. On the one hand, it opens new opportunities, but on the other, it imposes a serious
threat. That is why both governments and businesses must take appropriate measures and
strategies to meet new challenges.

In the article the economic globalisation aspects of international trade and foreign
direct investments (FDI) are studied. The case of the Polish economy is considered in this
context.

Key words: Globalization, Poland, economy, Trade, International

Introduction

In today's global economy, there are developing various types of economic and political
relationships. The most important include: the exchange of goods and services, trade in the
foreign exchange markets, the flow of capital and labour, international cooperation in
production, and international political cooperation. Fast development of economic relations
between different countries, and the creation and development of international associations and
institutions are all processes which characterize the modern world.

Polish economy becomes an open economy and it will be more and more influenced by
the world economic, technical, scientific and demographic processes. The factors that will have
a decisive impact in the long term perspective, with great probability will include the transition
of developed societies to the era of civilization of information and globalisation and integration
of economies. The dominant global process is the transition of the developed societies to the
era of information civilization. Its main determinants are [GW Kolodko, 2002: 92]:

- the increase of the role of science and education,

- the transformation of knowledge into a production resource,

- the development of information technology,

- the fundamental transformation of activity of all sectors,

- the occurrence of new professions that require the skill of collecting, processing and
using the information.

International trade

For centuries the economy to the greatest extent has been bound together by
international trade. After the great economic collapse, the role of trade and its rate have
changed. International trade in goods was characterized by high expansiveness and relative
independence from economic fluctuations. After the World War Il geographical structure of
trade in goods did not change. Developed countries definitely prevailed in the trade flows.
Their share in world trade ranged from 60% to 70%. The share of developing countries
remained at about 20% level, and the contribution of the former socialist countries oscillated
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in a range of more or less 10% of the global trade exchange [Marszalek A., 1991: 58-62].

Between 1950 and 1980 world's import and export increased. The average annual
growth rate of world's export in the period 1960-1970 amounted to 8.5% [C. Grece, M.
Greffrath, H. Schumann, 2004:47-51]. This increase, however, was not steady. Until 1980 the
trade exchange steadily expanded.

Table 1
The increase in world trade (in million USD)
1960/1950 1970/1960 1980/1970
Export 65 179 1652
Import 69 186 1689

Source: Own study based on data from the UNCTAD database: Handbook of Statistics On-line.

The fastest growth was recorded in the 70s of the twentieth century when its rate was
almost four times higher than in the 60s (see Table 1). In the 70s of the twentieth century total
upswing in sales amounted to more than 3 trillion US dollars. It was, however, solely the result
of intensification of exchange, but also the result of an increase in prices caused by the growth
in commodity prices (especially oil). After 1980, the dynamics of rate of exchange weakened
[Czarny E., Sledziewska K., 2007: 71-73] .

FDI

The process of opening economies and expanding the idea of free trade have increased
the possibilities international business activities, providing them with almost unlimited access
to the resources and factors of production. Increase in the position and strength of international
companies on the international scene was the result of the so-called global presence of
increasing independence towards nations, and also the growth of potentials and expansion of
interactions.

Therefore, an important manifestation of globalisation is the international flow of
capital, especially the expansion of transnational corporations (TNCs)®. They appear as factors
which co-create the process of globalisation, and constitute one of its main driving forces. The
importance of both foreign investments and corporations and their important role in the global
economy tend to regard them as one of the main manifestations of globalisation.

The internationalization of economic activity, that is keeping it abroad, is a complex
process and indicates a growing geographic scope of this activity, performed in a sequential or
complementary manner with the use of three forms: trade, contractual cooperation and foreign
investments which aim at creating foreign subsidiaries and joint ventures. Foreign direct
investments (FDI) were (and still are) considered as a determinant of an international
expansiveness of enterprises, their wealth (in capital, including human resources, technology

3 There is a problem with a name appropriate to the characteristics of the examined entities. In English
literature there are several names. One of them is the multinational enterprises (MNESs) or multinationals,
which should be translated into Polish as ,,przedsi¢biorstwawiclonarodowe”. The second name is the
transnational corporations (TNCs or transnationals), which is the Polish equivalent of
,.korporacjetransnarodowe” (KTN) or ponadnarodowe. The term "transnational corporations" was
officially adopted by the UN in 1974 and since then has been consistently used in all publications of the
organization (also in the publications of American authors).This name does not concern so
internationalised companies that become stateless, and so extensive that operate in almost all countries
and across borders. The name implies that the company is organized and coordinated by the parent
company in the home country but actions of the company are spread globally. The term adopted by the
UN is used in this article as a synonym for a company operating internationally.
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and other supremacies), managerial skills, knowledge of foreign markets and other important
attributes. The growing volume of global FDI and the growing involvement of transnational
corporations in international trade have become for researchers the evidence of the ongoing
expansion of the companies abroad, and indirectly changes taking place in them.

Corporations affect the progress of the process of globalisation through an influence on
the global economy. Their presence can manifest itself in two ways: indirect and direct
[Jarczewska — Romaniuk A., 2003:140]. The indirect form is based on the presence of
corporate goods and services outside the borders of home country. This form of the presence is
seen as a transitional stage, followed by a further process of transition to a more complex phase
of foreign activity that is investments. The direct form of global presence of corporations are
direct foreign investments (FDI).

Transnational corporations are formed and evolve through foreign direct investment
(FDI) [Goldin I., Reinert K., 2006:78]. Direct foreign investments are based on locating the
capital abroad by the parent company in order to obtain a direct impact on the activity of
companies injected with capital with an the intention of financially support the entity in which
the investor has significant share, or in order to create a new economic entity. Direct
investment include investment transactions undertaken by the investor abroad in order to exert
a direct impact on the production of the company in which the money are invested, or to
provide finances, goods, technology, in which the market investor has ownership interests.
Therefore, one shall not treat investments only as an international transfer of capital, but as a
specific type of transaction which connects the capital, experience and enterpreneurship
[J.H.Dunning., 1970:27].

In today's global economy, there has been no harmonization of conditions of activities
of foreign investors. There are still differences in this respect between the different countries,
but all countries continue to restrict the flow of FDI to sectors of strategic importance. Foreign
capital investments allow to reduce international imbalances in capital equipment and promote
new technologies [Czarny B., 2004:138].

For Poland, the total value of foreign direct investment (ang. FDI stock) amounted to
160.5 billion EUR at the end of 2013. They comprised of liabilities from capital share
participations and reinvested profits (125.3 billion EUR) and remaining capital liabilities (35.2
billion). In contrast, the highest investment values were in the following countries: Germany
(27.5 billion), the Netherlands (25.9 billion), France (19.1 billion).

Chart 1. 20 main investors at the end of 2013
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On the basis of data’, it should be noted that the balance of foreign direct investments in
Poland amounted to 2.2 billion euros in 2013. During this period, the main investors were
companies from the following countries:

United Kingdom (3.3 billion EUR),

Germany (1.9 billion EUR),

Switzerland (1.0 billion EUR).

Meanwhile, the largest outflow of investments (withdrawal of capital from Poland) took
place in Jersey (-3.4 billion EUR), Luxembourg (-1.8 billion EUR ), Sweden (-0.5 billion
EUR).

Chart 2. Main countries of the inflow and outflow of investments in 2013
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Another sector are entities with foreign capital. According to surveys of the Central
Statistical Office, the population of these entities amounted to 26 128 units in 2013. In the
same year, 1 489 entities with foreign capital were established compared to 1 712 of such
entities in 2012. Among the entities set up in 2013 there were 1 214 new units, so called
"Green field investors". The highest number of new entities was observed in activities related
to culture, entertainment and recreation — 9.0%, in mining and extractive industry - 8.5%, in
production and supply of electricity, gas and water — 8.2%. Foreign capital in entities which its
value exceeded 1 million USD constitute 96.8% of total foreign capital in Poland. The highest
share of foreign capital of these entities was recorded in enterprises operating in the field of
manufacturing & trade (36.3%), and the repair of motor vehicles (21.1%). Generally, foreign
capital allocated in Poland at the end of 2013 came from 125 countries. From the European
Union countries 89.5% of the foreign capital came, and from OECD countries 94.3%.
Countries that allocated capital in Poland in the greatest extent include: the Netherlands (17.1%
of total foreign capital), France (16.6%), Germany (16.4%). At the end of 2013, entities with
foreign capital employed 1 628.5 thousand people, 3.6% more in comparison with 2012. Most
people worked in entities engaged in the processing industry - 46.3% of the total number of
people working in entities with foreign capital- and in trade and repair of motor vehicles -
23.9%. Almost 70% of the total number of employed in companies with foreign capital were

* Information on foreign direct investment in Poland in 2013 was prepared for the first time based on the new
standards of the Organization for Economic Cooperation and Development (OECD) concerning the way of
making direct investment statistics, as described in Benchmark Definition of Foreign Direct Investment 4th ed.
Because of the changes, data from the previous years and current data are not directly comparable. These data
also cease to be directly comparable with direct investments presented in current account deficit and
international investment position divided into assets and liabilities.
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employed in entities established in four voivodeships: Mazowieckie (33.7%), Wielkopolskie
(14.3%), Slaskie (11.1%) and Dolnoslaskie (9.5% ).

Since the introduction of the free market in Poland and the international opening of the
Polish economy that followed the collapse of communism, our country has made a tremendous
progress towards global economic integration.

The 27th place of Poland in Globalisation Index 2012 — ranking of most globalized
world economies prepared each year by Ernst & Young - is the confirmation of this progress.
Poland precedes in the ranking, among other countries, Italy (which is at 30th place), South
Korea (33rd), Japan (43rd), but also the BRIC countries - Brazil (45th), Russia (48th), India
(54th) and China (44th ).

Compared with the previous edition of the Globalisation Index 2011, Poland has
improved its overall score by 0.06 points to 4.23 points, which was enough to defend its
position in the ranking. In the first edition of the ranking of Ernst & Young in 1995, Poland
was at the 40th place, while the highest, 25th position in the Index, Poland has achieved in
2012.

Ernst & Young prepared globalisation Index based on interviews with 750 managers
from international companies from the 60 largest economies in the world (by GDP). It is
designed to measure the links between these economies. The value of the Index for individual
countries consists of grades in five categories, respectively, openness to trade, capital flow,
mobility of labour, exchange of technology and knowledge, and cultural integration.

Globalisation Index allows to identify areas that are the strengths of Poland compared to
other countries of the world, as well as sides that should be improved. The report shows that in
the category of openness to trade, Poland comes out best. The weakest side of Poland is rated
in terms of technology and knowledge. Small investments in research and development and
related to it low level of trade exchange shows a direction in which Polish economy and
enterprises should evolve. According to the report, another possible direction of development is
to increase export, both by entering new markets and expanding the range of exported goods.
Another challenge for the Poland is to increase, in the context of increasing globalisation,
competitive advantage in Central and Eastern Europe as an attractive country for foreign
investment. An activity that certainly would contribute to the increase of the inflow of foreign
direct investments to Poland is an extension of operation of special economic zones that offer
investors preferential conditions, that cover, among other things, tax credits. In the light of
current legal regulations, these zones would cease to operate in 2020 what is, unfortunately, not
an optimistic sign in a long-term perspective.

Competitiveness of Poland in Central and Eastern Europe, confirmed by the report of
Ernst & Young 2012, in which Poland was considered the second most attractive country for
investment in Europe (behind Germany) can not be taken for granted, it should, however, be
consistently reinforced. Special economic zones is one of the key factors that attract foreign
investors to Poland — therefore, their future must be decided as quickly as possible. The
attractiveness of Poland is largely dependent on the development of the economic zones.
Another way to increase the attractiveness of Poland to consider is a more flexible labour law.

Investment attractiveness may be a subjective term, but the inflow of investments is
hard data. These data show that in 2012, Poland has attracted significantly less foreign
investment than a year earlier. According to preliminary data of the National Bank of Poland,
the inflow of foreign direct investment to Poland last year amounted to 2.9 billion euros, while
in 2011 reached 13.6 billion euros. These data seem to be confirmed by the estimated
calculations presented at the United Nations Conference on Trade and Development
(UNCTAD), which show that in 2012 inflow of FDI of amounted to 4.1 billion USD and a year
earlier to 18.9 billion dollars.
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Conclusion

In conclusion, the size of the global foreign direct investments are growing much more
rapidly than world trade or production, which in turn causes a rapid increase in the role of FDI
as a “binding agent” of global economy. With increasing globalisation, FDI are increasingly
used to minimize the possible adverse effects of globalisation and enhance its positive effects.
Over the course of liberalization of restrictions on FDI it is important not to cause a situation
where national regulations and restrictions could be replaced by a restrictions put forward by
private companies. Those countries that fail to attract foreign investors and use them as a
catalyst in the process of modernization of the domestic industry, are at greater risk of being on
the verge of globalisation of the world economy.

The processes of economic globalization — increase of the flow of goods, services,
capital and technology that lead to the integration and merging of markets, extension of the
range and scope of the international business and the deepening of interdependence among
countries - have a significant impact on the conditions for success of economic policy.
Globalization changes the external environment in which national entities operate. On the one
hand, it opens new opportunities, but on the other, it imposes a serious threat. That is why both
governments and businesses must take appropriate measures and strategies to meet new
challenges.

Domestic companies that undertake investments abroad may also bring benefits from
participation in the processes of globalization. The government policy in Poland has been
focused on attracting foreign investors to Poland for a dozen of years. It supports investing
domestic resources abroad in a small extent. Other countries use many instruments to support
such action. In an era of globalization the investments should flow in both directions. The
investors are looking for suitable locations for business and its forms worldwide. The
possibility to expand contacts for Polish companies and access global markets, to a large
extent, depends on the level of globalisation infrastructure.
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Summary

Work offers overview the issues of HR management in Georgian companies. In
particular, it provides analysis of the issues of personnel development planning, identification
of the recruitment rules and techniques, personnel assessment, selection and employment,
employee adaptation, training, qualification improvement and development, personnel
motivation, communication and decision-making process, organizational strategy and
organizational structure suitability, assessment of the personnel activities and labor potential,
personnel carrier management and HR management system software.

The directions for improvements of these issues are identified.

Keywords: human resources, private sector, qualification, personnel motivation,
organizational strategy, organizational structure

1.Introduction

Successful functioning of the organizations is the basis for their economic growth, i.e. degree
of economic growth depends on the quality of management quality at various levels of
management hierarchy. One of the most significant components of management quality is the
quality of HR management. Numerous interesting publications of both, foreign and Georgian
economist-researchers deal with the issues of HR management [1;2;3;4;5;6;7;8;9]. Given
complexity of the mentioned problem and its permanent change with time, studying of the
relevant issues is still of significance. The work is focused on the factors affecting prompt
decision-making and transparency of HR management processes.

Solving of the organizational issues requires application of the instruments and mechanisms
not used before. These instruments and mechanisms include: organizational culture, business
ethics, motivation, recruiting of the managerial personnel from the people distinguished with
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intelligence and smartness, their re-training. Mostly, the managers deal well with the current
objectives of the organization’s functioning but often they have no sufficiently trained to deal
with the development strategic objectives.

Such lack of training is the main cause of the managerial crisis in Georgian companies, whose
errors result in additional risks, costs and restricts effective decision-making opportunities.

To study the HR management problems in Georgian private sector we have applied he
qualitative research methods, in particular — in-depth interviews oriented towards problem
identification. For each of the respondents the goals were pre-determined and on this basis the
questionnaire was prepared to collect specific information. The representatives of Georgian
companies (high, medium and low level managers) were interviewed.

2. HR Management Systems in Private Sector of Georgian Economy

HR management in Georgian companies is distinguished with certain characteristics.
In most companies HR management is regarded as a sphere not closely linked with the
business. Survey showed that only few managers regard that staff motivation management is
their work. In many Georgian companies the role of HR manager is not quite clear and it is
excessively simplified. It is mostly identified with the administration activities and is limited to
making employment contracts with the staff members, recording of those who were late and
arrangement of the leaves.

HR management strategy, similar to the relevant specific incentives, is effective only
where they are adjusted to the organization’s general strategy, its goals and promotes
achievement of the organization’s mission. Any organization is doomed without well-
conceived strategy (both, general organizational strategy and HR management strategy are
implied): its activities would be unbethought and inconsistent, while the resources would be
spent unreasonably and ineffectively.

Actually, the directions of the companies’ HR activities basically depend on the
organizational goals and plans. Business manager needs the HR manager as his/her business
partner, able to provide information about whether the organization has reliable human
resources to achieve better results or advices that achievement of goals would be complicated
due to high personnel turnover. There are many cases where the organization’s manager
instructs the HR manager to write the strategy and this is not correct. HR management strategy
is the vision of how personnel should be managed so that the business was able to achieve the
planned results. This is the set of decisions oriented towards improvement of business
revenues, change the behavior of organization members, to ensure that the organization
achieves planned results. At the same time, HR management strategy should be integrated into
the business strategy. HR manager should be aware in business strategy and he/she should be
the full capacity member of the business management team. Before organization strategy is
approved, the HR manager should state what are the team’s opportunities and risks for
achievement of strategic goals, i.e. the managers should plan personnel management directions
together with the HR manager, to ensure achievement of the new results.

Mostly, Georgian companies apply the following HR management strategies: staffing
(providing human resources to the company), development (making as much investments for
personnel training and carrier growth as possible, outcomes management), maintenance (taking
care about wider involvement) and labor remuneration management. In addition to these key
strategies, there are some recruiting strategies (e.g. hiring of the best personnel only),
development strategies (promotion of the staff members with the best achievements only) and
remuneration strategies (offering the highest remunerations at market).

Depending on the organization’s needs, its capabilities and risks, its strengths and
weaknesses, HR strategies, extent of its correspondence to business strategy, these issues
should be discussed by HR manager together with the management team. The main
management problem in Georgian companies is that only the humanitarian sphere is regarded
as the sphere of activities of HR manager rather than business management. Actually, HR
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manager is required to provide information about the structure of the company’s human
resources, staff turnover and what can be contributed to the company by each of the
employees.

Studies conducted in the sphere of job descriptions, assessments and motivation
systems showed that job descriptions comprise the key component of HR management. They
state for each specific position the necessary functions, responsibilities, competences, improve
individual and organizational effectiveness, familiarize the personnel with the goals of the
specific positions and organization. Study results show that job descriptions are developed for
almost all positions in the private sector though only 40% are provided. Study of the
motivation methods show that in Georgian companies financial rewards comprise the most
widespread form of personnel motivation, with 70% share in total motivation measures, while
forced motivation cause by the fear of punishment has 20% share while development
opportunity has only 10% share. At the same time, the bonus system of rewarding depends not
on the individual achievements but rather on the supervisor’s subjective opinion. It should be
noted that most respondents attempt to perform their duties properly due to financial
expectations.

As human resources comprise the main basis for any organization, the quality and
characteristics of the work performed by them directly affect the companies’ results.
Organization should take care about not only selection of the highly qualified personnel but
also about their permanent professional and personal growth and development.

According to the survey results, the process of staff selection and hiring mostly
includes standard procedures, implying providing of personal information, testing and
interviewing. Testing was mostly of general nature, in many cases, the existing standards did
not correspond to the qualification requirements and said almost nothing about the candidate’s
professional knowledge. 80% of the respondents regarded that that their advantage compared
with the other candidates was their personal information, work experience and test results and
20% regarded that these were the place of residence, appearance and communication skills. A
personal development may result from self-development and with the assistance of the
organization to which he/she belongs to. It is necessary that the staff members had motivation
for self-development to cultivate his/her abilities, seek the ways and methods for improvement
of his/her professional and personal skills, plan and make specific steps and further, evaluate
achieved results. He/she should be sure that these results would be seen and properly
appreciated. At the same time, the company should ensure planning of the staff development
process, its proper implementation. In most Georgian companies no proper attention is paid to
staff development processes or they occur spontaneously. As a result, they have overtired
employees dissatisfied with their monotonous work, with permanently decreasing productivity.

Knowledge improvement may be provided via formal trainings, self-education,
professional and work meetings and other activities. The process of personnel development
planning includes assessment of the personnel abilities, their education, immediate needs and
potential resources. 90% of the companies have personnel development plans in Georgian
private sector. Large companies mostly rely on general training courses that are not relevant,
either with respect of their contents or their duration. Test period is quite long and frequently,
the candidate’s labor is used for absolutely different purposes, before he/she is appointed to the
specific position.

Individual’s motivation is impacted by the power. Structural role determines an
individual’s formal power. Greater is such power higher is the desire and sense of self-
realization. Better is match between the power and responsibility, more effectively the
organization’s issues are solved and more motivated and willing are the people. And
insufficient power and its mismatch with the responsibilities result in demotivation,
demoralization of the personnel and increase their motivation to seek the other jobs.
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Communication is the most significant factor for organization development. Communication
between the managers and subordinated personnel is of particular significance. In Georgian
companies, managers mostly use such communication means as e-mails, phone calls, meetings.

Decision-making process, in Georgian companies, is entirely authoritarian. Only few
(13%) of the respondents regards that they are partially involved in this process. Proper
decision-making depends on adequate decision-making process. Best means for involvement of
the staff members into the decision-making process are the collegial structures, work groups
and commissions. Working together the staff members apply their competences best and the
organization has the opportunity to make better decisions, on one hand and ensure
improvement of the staff involvement and motivation on the other. This significantly improves
the sense of self-realization among the staff members.

Research showed that clearly defined responsibility is the best motivator for

individual. If the staff members are well aware in the organization’s expectations, i.e. they
know what are they responsible for, this makes them more active, inn achieving of the desired
results. Clear responsibilities stimulate the personnel to work with greater willingness even
when they are dissatisfied with the work conditions. Personnel make efforts to realize their
responsibilities and only after this think about leaving of their jobs. At the same time, many
employees with high remuneration and good work conditions leave their jobs as they were not
able to find out what their actual responsibilities were. Such things undermine the personnel
motivation and labor productivity and stimulate them to seek new jobs due to insufficient sense
of self-realization.
Study has identified the deficiencies in the organizational structures of Georgian companies
hindering implementation of the developed strategies and preventing achievement of the stated
goals. In many cases, actual distribution of functions dramatically differs from the formally
allocated tasks and the names of the positions, jobs and divisions do not reflect actual job
performed by the relevant structural subdivisions and positions. Such facts become the cause of
numerous misunderstandings, conflicts and unpleasant disputes, reducing the staff motivation,
labor productivity and wasting time. We should not the great number of structural units
subordinated to general managers, frequently hindering successful performance. There are
many cases where more than ten structural subdivisions are subordinated to general manager
directly.

And the experience shows that it is impossible to effectively manage more than 5-7
subordinates, allocate sufficient time to each of them and properly participate in dealing with
their significant problems and objectives. In many cases the functions are grouped not by their
necessity for the organization but by the better experience and knowledge in the top
management group. Certainly, organizational structure cannot be effective without clearly
defined priorities. It should correspond to the strategy and promote its implementation,
Therefore, in many cases, most part of the skills and capabilities of the employees of Georgian
companies are unused and significant part of the funds is wasted without any results.

In 80% of the companies, evaluation of fulfillment of the imposed duties is provided
based on the percentage of monthly plans. Significant part of the companies has the rating
system leading to unsound competition between the personnel. In many cases the personnel
undertakes great quantities of work requiring so much time, while the remuneration is so low
that this causes dissatisfaction of the personnel. This results in high personnel turnover.
Ineffective remuneration system significantly undermines the personnel’s labor productivity.
Here we can see also lack of respect to the personnel. This is one more cause of personnel
turnover in the private sector, mostly resulting from low salaries and hard work conditions.

3. Conclusion

Analysis of HR management systems in private sector of Georgia showed that
inadequately allocated roles, powers and responsibilities, improper motivation systems,
inadequate management and poorly operating management systems result in low degree of
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taking advantage of the personnel’s capabilities and skills. Strategic development objectives
are left without solution. In many cases, the persons responsible for the significant objectives
are not even included into the organizational structure. For this reason, the organization misses
the opportunities: ongoing processes slow down, strategically significant issues cannot be
solved, positions at market weaken and finally, the companies fail to achieve the stated goals.
Absence of persons responsible for the strategic objectives in the organizational structure and
responsibility of the first person for whole set of strategic objectives hinders achievement of
goals. Managers need to make great efforts to manage the personnel for achievement of the
organizational goals.

Regarding the above, it is significant that Georgian companies implemented the following
measures for the purpose of improvement of HR management:

- Adjusting of the administrative resources management strategies to the business
strategies;

- Performing the process of identification of the company activities’ directions before
the process of structure formation;

- Formation of the organizational structure based on the in-depth understanding of the
company’s purposes and adequate planning of the key processes to ensure best use of
the personnel’s capabilities for effectively performing of the ongoing processes and
implementation of the company strategies;

- Implementation of the effective HR policies directly impacting such qualities of the
employees as: involvement in the management process, sense of obligations,
motivation and skills;

- Instead of vesting responsibility for each of the strategic objectives in the first person,
appointing of several responsible persons to ensure achievement of the organization
goals.
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Irine Mamaladze
Doctor of economics, Associated professor of
Caucasus International University
COMPANIE’S REORGANIZATION AND THE PROBLEM OF BALANCING THE
INTERESTS
Expanded Summary

Company reorganization is an usual run of things in modern business. Companies
often alliance with each other which are then transformed into a legal entity. Sometimes more
powerful rivals join and then devour weaker companies. Growing companies single out (spin-
off) certain businesses as separate legal entities to make them more flexible to continue the
development. Very large firms are forced to disintegrate as required by the antitrust law or
different interests of major shareholders etc. Modern financial crisis are pushing a number of
companies to single out specific assets or businesses in order to pledge them or sell and repay
loan portfolio.

In case of absorption and join financial problems are comparatively small - all the
company’s assets and liabilities are transferred to a successor which is responsible for all of
them. As to disintegration or single out (spit off), this time becomes a problem to divide assets
and liabilities so that the existing companies should have financial stability and sufficient
liquidity.

The structure of assets and liabilities of the newly established or reorganized societies
is determined by shareholders how can they formulate and adopt the dividing balance.

After the reorganization each society should have adequate sources of funds to cover
accounts payables_as they had before reforming. These sources are: funds, financial
investments, accounts receivables, incomes from having or selling long-term financial
investments or non-core assets.

Dividing balance is drawn up when rights, obligations, financial investments,
contracts and others are already inventoried. This time not only the basic assets and liabilities
recorded in the balance sheet are distributed but also off-balance sheet commitments and the
agreements. It is better to set in proper time the contract successor since principle decisions for
the reorganization have been made.

As a result of the reorganization it should be possible to cover payables to previous
level. The mechanism for this is the achievement of equality the discounted cash flow balance
ratio (DCF).

To get present value in the process of discounting the values of positive and negative
cash flows which participate in DCF calculation, the following principles are used:

— the present values of elements causing positive and negative cash flows is calculated
separately using appropriate discount rate for each assets and liabilities;

— receivables and financial investment — % of the average annual rate, the society is
credited in a quarter.

— payables — % of average annual rate of VAT to be payed to budget which the society can
place (or is capable) in a quarter.

The present value calculation period (the period under review) is recommended to fix
for three years (12 quarters) which will start from the date of dividing balance drawing up and
finish taking into account limit deadline of payables, then it can be written off.
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Payables should be divided into divisible and indivisible. To indivisible payables
belong arrears to budgetary and non budgetary funds (in receivables expect VAT), it is not
distributed and stays in the society under reorganization.

To divisible payables belong arrears to suppliers and leaseholders, advances received
and other payables on which may be appointed other successor with the requirements of law.

Negative cash flow is calculated as the sum of current payables, discounted cash of
adjusted payables and discounted payments of fixed capital and interests on loans and credit.

Funds are distributed between reorganized and isolated societies in proportion to the
size of their negative cash flows. The repayment of these flows by financial resources must
approximately be equal in reorganized and isolated societies.

If any DCF values in any society are more than 5% different from the coefficients of
other societies or prereform ones, then receivables must be redistributed but when it is not
sufficient the payables must also be distributed.

Private capital should be distributed in such a way as to maintain balance equation in
all isolated companies. This time we shall try to equalize net assets ratio with its own and
especially with the authorized capital. This allows to achieve “a reserve” when net assets are
below the size of authorized capital (at the beginning of the operation of new companies).
which can lead to a reduction of the authorized capital.

The rule of redistribution of receivables and payables in that period which is rotating
between the date of dividing balance drawing up and the date of state registration of isolated
societies must be described in the succession rules and approved by shareholders together with
dividing balance.

In case when payables and receivables appear in transitional period while the
liabilities producing them appear before the date of dividing balance drawing up, then the debt
must be attributed to the society under reorganization or to isolated society which was offered
the given obligation during the drawing up of dividing balance.

It is appropriate to draw up “interim” dividing balance before the state registration of
societies to control the results of the transitional period, succession regulations and financial
sustainability of reorganized societies. This will be the balance of societies under
reorganization and isolated societies (form1) for any date of transitional period i.e. the account
on changes attached to dividing balance. Parallel with it we can draw up control indicators of
start up balance sheets. This is the combination of indicators, calculated for the date of
registration of isolated societies on the basis of “ Forecast balances of the societies under
reorganization and isolated societies”. To calculate correctly the control indicators it is
necessary to forecast financial and economic activities of these societies from the date of
“intermediate” balance drawing up will the date of registration. Should also be done cash flow
budget, profit and loss forecasting account and balance sheet of all created societies.

This interim balance sheet will help shareholders and managers to understand whether
the principles and succession rules of dividing balance are protected, whether the state
registration of societies is prepared; will facilitate the evaluation of the activities, which the
director general has done during the reorganization.

Starting balance sheet is draw up on the basis of these acts are drawn up on the basis
dividing balance, taking into consideration succession rules and should be checked by the
representatives of corresponding companies. The shareholders of the companies under
reorganization are obliged to assess the adequacy of actual start-up (starting) balance sheet
with the interim one and take appropriate administrative measures (awarded bonuses,
dismissal).

Implementation of these procedures must provide the creation of financially and
economically sustainable new companies as a result of reorganization.
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Vakhtang Charaia,
PhD Head, TSU Center for Analysis and Forecasting

FOREIGN DIRECT INVESTMENTS ATTRACTION AND MANAGEMENT IN
GEORGIA
Expanded Summary

The article focuses on the role of FDI in Georgia’s economic development. To attract
as much FDI as possible, a proper investment climate should be in place - institutional,
political and regulatory environment. Well developed investment climate is the chance and
motivation for both, local economy and foreign companies, to generate maximum income,
create new work places and improve the quality of life in the given country. FDI trend is one of
the best indicators of country’s economic sustainability and its attractiveness. Especially for
small and developing countries, the amount of FDI matters, therefore most of such countries
are trying to compete with each other through improving their investment climate according to
different world famous indexes, such as: Global Competitiveness Index, Doing Business,
Corruption Perception Index, Economic Freedom Index and etc. As a result of impressive
reforms since 2003, Georgian economy has benefited with large invasion of FDI, however the
level of per capita GDP is still law in comparison to Eastern European countries and it should
be improved. The main idea of the paper is to show a real linkage between FDI and
employment ration, on the case of Georgian economy

Based on Investment Development Path, research shows that Georgia is on the second
level of its development (see diagram 1), which means that inflow investments are prevailing
on outflow investments and the country is still progressing based on non-modern technologies
based economy. It can largely explain the role of the Government of Georgia in the evolution
of the competitiveness of Georgian enterprises and of Georgia as a production location. It also
predicts the direction of Georgian outward FDI to neighbor countries and highlights the
relevance of the two-way relationship between inward FDI and the upgrading of the country’s
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location advantages, on the one hand, and with the development of domestic firms’ ownership
advantages on the other hand.

Diagram 1
Investment Development Path, Case of Georgia
GDP Per Capita
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Source: Author’s calculations, based on WB data.

Research based on 80 different investor countries in Georgia show that the biggest
part of FDI’s are: 1. Efficiency seeking investments —16%; 2. Efficiency seeking investments —
16% and 3. Resources seeking investments - 3% (Diagram 2). Based on the research we can
say that Georgia is still a country of low paid workforce and foreign investors are more
interested in the local market occupation then in conquering international markets using
Georgian opportunities and economic attractiveness.

diagram 2
Left — Trend for FDI Motivations; Right - IDP for FDI inflow in Georgia
2007-2013 years.
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Source: Author’s calculations, based on GEOSTAT data.
The fact that FDI’s are positively affecting the development of Georgian economy is

proved by the contribution Index, which shows that the companies created with help of FDI’s
are: employing around 1/5™ of all Georgian employees; taxes generated from such companies
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makes up to half of all collected taxes; makes up to %2 of all exported products form Georgian
and etc (see table 1).

Table 1
Contribution Index (2011 year, in percents)
Region / Value | Employmen Tax Capital
Economy added t Exports Income Salary | R&D Formation
Developed | =, ; 75 193 | 139 | 146 | 242 | 105
Countries
Developin
g 12,2 79 17,3 14,6 15,4 24,1 11,6

Countries
Transitiona | ) 3,0 112 | 154 257
| Countries
Georgia 33 18 47 46.5 15 40

Source: UNCTAD

Attracting FDI to Georgia is an issue of major importance nowadays. Georgia is not
short of local dynamos of economic enlargement that could potentially catch the attention of
investors; however, the small efforts done for the promotion of local savings to transform it to
the investments is hinder the economic development of the country. Foreign Direct Investment
works as a locomotive to enlarge the transfer of technology, skills and access to export
markets. It can decrease unemployment and increase employment; contribute to a higher GDP
through higher levels of productivity.

While empirical analyses show the institutional factors as a key challenge for FDI
inflows, less attention is given to the relationship between political risk and investment
decision. Many of transition economies of Eastern Europe and the CIS have practiced an
enormous progress in FDI inflows during the past decade. Meanwhile, other countries in the
region especially with low democratic characterizes — have been usually ignored by
international investors. Fortunately Georgia has overcome this negative factor.

The government of Georgia is ready and willing to provide greatest assistance to
investors in the Georgian economy. Particular attention is paid to improving the business
climate through further streamlining the business regulation procedures, liberalizing the
financial sector and even more decreasing the tax burden.
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GENERAL ASPECTS OF CASH FLOW STATEMENT ANALYZE
Expanded Summary

The Companies are facing financial difficulties when portion of cash resources is
decreased in the pool of current assets, while current liabilities are increased.

The lack of minimal cash reserves runs the risk of covering company’s expenses. The
surplus of cash resources indicates missed possibility of benefit from investing of this cash
resources.

The above mentioned problem can be solved by analyzing of financial resources and
evaluate sufficiency of cash resources; Specifically calculation of minimum balance of cash
resources evaluation of synchronicity of inflow and outflow cash recourses along with
company’s ability to generate cash. The article contains important discussion about evaluate of
net cash resource’s general structure and separately for each type of company’s activity; along
with importance of cash flow statement analyze in respect of identifying company’s solvency
and liquidity.

The importance of analyzing cash resources for the purposes of managing in this area is
also discussed in provided article.

Key words: Net cashflow, free cashflow, solvency, liquidity ratio, the ratio of Beaver,
money-turnover ratio, the ratio of cash to the dock, net investment coverage ratio.

General part

The statement of cash flow contains information, not outlined in other statement of
financial position.

One of the general principle of company’s welfare is inflow of cash recourses required
to cover planned expenses.

Analyze of cash resources includes important management information for company’s
management, shareholders, and investors. The company’s management can control solvency,
receive timely decision and evaluate additional investment ability based on such analyze. Such
information give chance creditors and shareholders receive well founded decision related to
profit sharing.

All the ways of cash inflow and outflow should be identified and analyzed in order to
understand real movement of cash resources within the company, evaluate synchronicity of
cash inflow and outflow.

The most well-known way of controlling cash resources in forming the budget within
the company in order to identify cash inflow and outflow and avoid any lack of cash or surplus
at bank account.

The cash flow statement includes three type of activity related to cash, such as cash
from current activity, investment activity and financial activity.

The cash inflow from current activity related to income from sale of goods or service,
receiving advance payment from customer; cash outflow relates to covering accounts payable,
salary liabilities, payment of taxes, bank credit and/or other liabilities.

Cash flow from investment activity related to sell or purchase of long term assets, such
as fixed assets, intangible assets and other long term financial investment.
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The financial activity covers cash flow related change of company’s own and borrowed
cash resources, such as share disposal, stock issue, income from stock disposal and etc.

Net Cash flow — Result of cash flow change (difference between inflow and outflow for
each type of activity separately and totally for whole period).

During analyzing of cash resources the information should discard internal cash
transaction and movement, as such transfers are not treated as inflow or outflow based on
international accounting standards.

The important indicator of cash statement is cash result from current activity or net
cash resources from current activity. The company’s ability to generate cash can be evaluated
based on this indicator. That’s why it is important separately to analyze cash from current
activity as company’s chance to operate without borrowing financial resources.

The variation of cash resources can be positive, the company may have sufficient
liquidity coefficient and at the same time negative index of net cash from current activity. This
means that current activity results outflow of cash resources, and inflow is result of investment
or financial activity. Prolongation of such negative index for couple of periods can result
company solvency problem.

Information included in cash flow statement can be used for analyzing couple of
indicators characterizing solvency issues. The formula for calculation one of the solvency

indicator is below:

__ beggining cashresources + cashinflow during period
Ksolvency -

cash outlfow during period

Analyze of solvency indicators provide important information whether company can
cover expenses based on available cash resources and future inflow of cash. In order to avoid
solvency problem result calculated using above mentioned formula should not be less than 1.

Another coefficient of solvency is Beaver ratio which is calculated in the following
way:
net profit +depretiation

Kbeaver -

Long and short term liablities

The average value of liabilities are used for calculation of Beaver. The recommended
index of this coefficient is between 0,17-0,4.
If index is less than recommended the solvency risk is evaluated as high, if within

interval the risk is medium sized, if more than 0,4 the solvency risk is estimated as low.
. __ netcashresources before interest covering
Interest covering =

paid interest amount

This indicator assist to evaluate company’s ability to serve borrowed cost and pay
interest payable.

As such cash flow statement provide information regarding changes occurred within
company’s net assets, financial structure, and company’s ability timely to react on lack or
surplus of cash resources.

Despite that fact that companies are having different activity, the cash resources are
required for identic targets, specifically purchase assets, cover liabilities, pay salary, taxes and
etc. The following information can be received from Analyzing of cash resources:

e The source of cash inflow and further direction of usage

» Does company has ability to cover expenses using cash inflow from current activity

o Sufficiency of funds for investment activity and payment of dividend

e The company’s dependence on borrowing cost and their importance in sustaining
company’s financial stability

e Prognoses of future cash movement and ability to usage.
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MODERN ASPECTS OF SERVICE SECTOR AND ITS DEVELOPMENT
PERSPECTIVES IN GEORGIA
Expanded Summary

Rapid growth of service sector is one of the main tendencies at modern period of
development.

Service — is a process, the integral part of which is always the people.

According to international statistical data more than 40% of foreign investments in the
world is spent on the development of the service sphere that indicates not only the importance
of this sector, but the vast perspectives of the further development. Such a cardinal change in
the role of the service sector has given birth to talk about the foundation of postindustrial
“service” society and mention economy as a “service economy”’.

At present according to the World Bank data the service sphere revenue is 68% in the
world GDP structure while more than a half of employees in developed economies are
concentrated in service sphere where the place of material-intensive sectors is quickly occupied
by science-intensive and labor-intensive sectors.

Revising the last years dynamics of service sector we see that in developed countries
the business service is the leading complex.

MICE (meetings, incentives, conferences, events) tourism business in the world is
considered to be one of the most profitable and fast growing species of business service giving
significant economic-benefit. In Georgia this type of business is a new direction and our
country is the best place to arrange such international effects as MICE: conferences,
congresses, workshops, business, sports and cultural meetings, trainings, exhibitions, symposia.

No less rapidly is developing the information service which forms the basic look of
new economy and determines the national competitiveness in the world market.
Computerization and informatization of economy has a steadily leading role in the modern
world infrastructure.

The communications and telecommunications are at the most important position. In
Georgia, broadcasting, electronic communications and information technologies is one of the
most developed areas and its figures keep pace with the development of other countries of the
world.

Among the rapidly advancing sectors one of the leading is the leisure service of
population, its cultural and social needs service. Now a particular branch of this sector is the
so-called “impression” industry — cinema, theatre, sports etc.

Travel and tourism industry in the world is the most fast growing sector in service
types. Any country, including Georgia which is trying to develop tourism as a service sector
has to ascertain and reveal general tendencies and regularities of tourism service of its own
country; then find specific features typical only for him and differing him from other countries.
otherwise the country will not be able to appear before tourism market (tourist service buyers).

Georgia is a service exporting country, where the tourism share is 60% but despite
this the absolute volume of tourism share in national economic performance is not impressive
yet which is a result of political and economic instability of the country and still a low level of
service and infrastructure development in tourism sector.

We definitely want to pay maximum attention to such a significant sector of economy
as the service field the development of which of our opinion is the most important condition for
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steady advancement of the whole economy - education and science - as we believe that
development of science is the very foundation for economic development

The present demand — the establishment of knowledge - based economy will not be
possible without the support of higher education system improvement and science
development. It is necessary to work out a long-term strategy for the development of higher
education and science with the active participation of all stakeholders which should define the
legislative changes on the basis of the country’s social and economic development strategy and
at the same time clearly define the appropriate financial resources. Should be defined the
scientific priorities and ensured the internalization of doctoral targeting funding. Should be
planned the steady increase in funding for higher education and science in accordance with
GDP growth.

Intellectual and scientific — technical potential still existing in our country is a solid
foundation not only for the development of service sector in our view as leading field, but for
the independence, strength and steady progress of Georgian economy in the nearest future. It is
the prerogative of the state as far as the selection of right economy policy and justified
priorities for the further development of any country with transition economy including
Georgia, only the state is capable if.
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IMPACT OF MONETARY AGREGATES IN REAL ECONOMY
Summary

This article discusses on the example of Georgia the influence of monetary impulses
towards the real GDP and real sector of economy. For this purpose, under the vector
autoregressive model has been carried out the reaction functions’ study on the impulse. The
survey shows that the money supply stock's impact on the real estate price index is important.
The above-mentioned fully responds to the the idea of economic theory of money supply

stimulation on the economy in the short term, and the real estate market is no exception also.

Introduction: It should be noted that in 1996-2015 in a Georgia the circulation of the national
currency's volume was approx. 13-times more increased, while the average annual growth rate
reached approx. 16%. Money supply rate was especially high in the years 2004- 2007.Against
this background the real GDP 2.7 times increased, according to official statistics, and the
consumer price index has increased 2.8 times, average annual real GDP growth rate was 5.8%,
while the average annual inflation reached about 6%. Difficulties of the monetary policy were
related to the large number of inflows of the foreign currency ,namely according to the
Georgian Tax Balance's financial account the extent of the foreign investments amounted up to
only 8.5 billion US dollars during the years 2002-2008, while the National Bank's foreign
currency reserves increased by $ 1,372 million.

Data and econometric model: during the research process it is used two types of model.
The key reason for the separation of models is the lack of the number of observations in the
key variables separation of variables. The first model includes the quarterly figures for 2007-
2015% | and the second model includes quarterly 2009-2015 indicators. The study is based on
the examination of reactions of functions based on the vector auto regression model:

The first m_odel:

Y, = A(L)Y,, +Z, +E,

Y, = (M,,RGDP,,RC,,CPI,R ,REER, AP)
Z, = (TR,,TREND,)

The seconq model:

Y, = A(L)Y,, +Z,+E,

Y, =(M,,GR, AP)

Z, = (TREND,)

Whereas, Y, - the endogenous variables vector, Z, -exogenous vector variables, E, -
residual member vector.

?! statistics used in the present research is based on of the Ministry of Finance (www.mof.gov.ge);
National Bank of Georgia (www.nbg.ge) and the National Statistics Office (www.geostat.ge) data
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For Endogenous variables were used the following timelines?*: Real Gross Domestic
Product (GDP); The consumer price index (CPI); The national currency loans, the average real
interest rates in the quarter (R); Real effective exchange rate (REER); Household consumption
in real chart (RC)?; Real estate price index 3 (AP); Government securities interest rates (GR),
In order to describe the money supply indicator we have used the three parameters : Reserve
money (CC); Monetary aggregate (M3), the monetary aggregate (M2)As an Exogenous
variables have been used received abroad in the natural form (current and capital) transfers
(Y_tr) and the factor income received from abroad in (Y_f) the sum of (TR), the figure was
used in the sense that from our point of view this variable mostly was the determinant of the
national economic conjuncture for the evaluation period , also it is the most exogenous factor
and important feature of an external shocks.

Conclusion:

Thus, this article carried out by us revealed the following findings: money supply shock in
government securities interest rates did not significantly affect and we can talk regarding its
importance  only for the short term , but for the medium and long term an impact of the
money supply shock is limited.

According the study/survey it is also shown that the importance of the money amount shock
on the real estate price index has a great impact. The above-mentioned fully reflects an opinion
existing in the theory of economic related the stimulation of economic by the money supply in
the short term, where the real estate market is no exception to.

Yours Sincerely, The study also showed that monetary shocks on the real estate price index
are stronger than the monetary shocks’ impact on the total output that can be interpreted in a
Georgia as the high level inclination of Investment in the real estate market than in the other
sectors of the economy, that is due to the underdevelopment of financial markets and
institutional restriction.

It should be noted that the difference between the first and second model results are
significant, however, reason for this is the inferiority of models. We think that the second
model gives a more complete information in terms of the influence of money market towards
the real estate price index. Therefore, we can conclude that the growth of monetary aggregates
at the initial stage significantly increases the Real estate price index, however, a shock for a
long period is the reason of dynamic instability at the the real estate market.

% To make the above figures comparable during the interval of the time, it is important to take into
the consideration of the price level, as one of the important factors. Irreducibility of variations in
price levels may produce a wrong correlation between the indicators , and as the result of the above-
mentioned it is reasonable the adjustment of the parameters for the baseline period (I quarter of
1996)using an overall internal product deflator

% Households and households serving private non-profit organizations and their expenditures’
ultimate consumption at the final upper-real picture/chart
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THE IMPACT OF BUSINESS STRATEGY IMPLEMENTATION ON THE
COMPANIES’ OVERALL PERFORMANCE IN GEORGIA
Exnanded Summary

Competitive approaches are normally seen as a set of actions of available resources that
are usually utilized in the strategic process development. Therefore, managers pay important
attention to them to increase organizational performance. The relationship between competitive
approaches (low-cost leadership, differentiation and focus) and the organizational performance
have been explored by many strategy researches, yet, there is no clear evidence that companies
following one of the generic strategies are going to have superior performance. Although, most
research in this area has been conducted in the manufacturing sector, the review of the
literature on strategy processes and organizational performance pinpointed that there is no
single empirical evidence involving Georgian based manufacturing organizations. Moreover,
the degree of strategy implementation has not been measured against the performance
measures of the companies.

Strategy Implementation and Performance - Although there's significant theoretical and or
empirical literature available on strategy process, its implementation has not yet been studied
widely enough. Strategy implementation is the most important link between a strategy
formulation and a firm’s performance. Nutt has conducted a research studying on both the U.S.
and Canadian organizations. He came to conclusion that not even half of these organizations
have fulfilled their goals because of the mistakes in the implementation process.

Hickson, et al., (2003) identified several influential factors on strategy implementation process
and classified them into two groups. The first group factors are based on experience and
include: acceptability, resourcing, familiarity and specificity. The second group factors are
based on readiness and include: structural facilitation, priority and receptivity. According to
authors, companies have only two options in successfully implementing the strategy. One is
planned option and the other is prioritized option. Despite adopting either of aforementioned
approaches in the process of strategy implementation will make company’s results better off,
Hickson, et al., (2003) based on their research findings have concluded that those companies
choosing to employ integrated approach have better results in their performances.

Performance Measures - The majority of studies use a variety of measures, such as non-
financial (success) or financial. Financial measure comprise with such indicator as: profit,
turnover, return on investment, return on capital employed, and inventory turnover. Non-
financial measures include innovation and market standing.

The measures in the success of firm's performance generally include the bottom-line and
financial indicators such as sales, profits, cash flow, return on equity, and growth. These factors
are important to determine how a firm compares with its industry competitors when assessing
firm performance. With the multitude of competitive environments faced by firms in differing
industries, knowing only absolute financial numbers such as sales, profits, and or cash flow is
not very illuminating unless viewed in the context of how well the firm is doing compared to
their competition. Therefore, it is important to use an industry comparison approach when
making firm performance assessments for organizations sampled from a wide variety of
industries.

This research is going to adopt the two types of performance measures (objective achievement
and competitive performance, including financial performance measures like: return on assets
return on equity, return on sales end etc.) used by many researchers in different combinations.
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Research Strategy - The following research undertook a quantitative strategy through a
deduction approach. Hypotheses were formulated from the existing knowledge and tested using
the primary data collected from administering the questionnaire. A random sample of the
manufacturing organizations was selected for this study and the findings were generalized. The
hypothesized relationships between the variables were tested using appropriate statistical
techniques in order to assess and model the relationships.

Survey Instrument - The questionnaire was constructed to investigate the relationship between
strategy implementation and the organizational performance. Already existing measures were
modified and employed to test the hypotheses mentioned in this article. The questionnaire was
distributed accordingly and responses were collected through an internet survey tool.

The chef aim of this study was to investigate Georgian based manufacturing organizations in
the context of strategy implementation and performance. On the one hand, the research looked
at the procedures of strategy implementation within the manufacturing organizations, and
checked whether or not mentioned processes had an impact on the companies’ overall
performance.

The purpose of this study is to examine the links between strategy implementation and
organizational performance. Moreover, this paper will attempt to find whether or not the
emphasis on planning strategy implementation will grant a company with superior
performance. This paper studied 108 Georgian based manufacturing companies. A
questionnaire was chosen as the survey instrument. The respondents selected were CEOs of
manufacturing companies being surveyed. Findings of this study are based on the results of the
hypothesis test which indicate that there is not a strong link between the degree of planning
strategy implementation and organizational performance. The results of this study are
particularly useful for practitioners, as it can provide managers with the information connected
with strategy formulation and implementation processes. This study makes a contribution to
the existing literature by exploring strategy processes within Georgian based manufacturing
companies, and addressing inconclusiveness of the results of generic strategies and
organizational performance.
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