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CAUSES OF GEORGIA'S NEGATIVE FOREIGN TRADE BALANCE AND WAYS OF
OVERCOMING THEM
Expanded summary

The aim of the work is to identify the foreign trade problems of Georgia. For this
purpose authors selected the way of analyzing of international experience. They have identified
those countries which are relevant for Georgia in terms of trade.

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

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

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

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

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

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

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

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

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

Re;t X100% , (1)
where rent is an annual rental value of land, but ir is a real average bank interest rate. Rental
value of agricultural land is directly linked to land capacity, its quality, proximity to markets
and means ma communication.

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

Land price =

Land priceX ir
Rent = 22naPreeX ™ ()
100%

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

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

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

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

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

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

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

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

24



“006m30l50”, “Ekonomisti” Ni2, 2018

RIFMIGSB0S
DEMOGRAPHY

dodGosb  Babs dgoamo
Jjb6m30,0l 903609098505 @OFBM@H0, 3GR bmG0
03569 xcogsbo dgoanol bobgarmdols mdoamobol bsbgyandfogem mboggbodgdo

RJIFMdGSBOIN0 3000503 Lodd@NZIRM-0)IGIINOL LSBR3AOL30GS
®330(M63530

@907y

bgoBosdo  dgbFoganoanos  bogo@mggarm-madggmol b begbobsods @g300m6930b
Imbsbangmdol ©ydmg@sggommo §o650m5@9300 3560m6bmdog@mydgdo. godmgangbogros
d9f60gr0 @g3m3mamsz09MG0 goms@ydol doGomswo Jobgbgdo, Smbydmogo Jmdms-
mB0bos > dog@s00l (596@96(30930. b5B3969505 ma@dgm do ©ydmg@sggomemo Gygodol
LP@s930 BGHS6L30G 353005, Gegmd; omg@gdamol, oby bofs@mggeeml bs beogdbobsods
©980m6980 S@o@ Fo@dmsagbl ©gdmg@sgomam  ©mbmdGydl. of u59 @790 aemos
bs bwgmolbsoms gy0b6mdoya@mo 0bBgsGocool 3Gmeiglgdo, o a@GmogHn@s 153 do-
@930 diedomo 35 b@gdol am@mdodgds doi §odmobsdo.

boyg06de 1}()(5&7(730: bofs@Gmggenm, my@gamo, bs bogbobsods Ggg00mbo, ©3mg@soq0s,
Jog Go;00.

Ygbogoo

Ll 3-b @odemols ‘Igdymd s@ligdomo 3o gdgdo dmbos LsJo@mmggeml o
39D gomsb Lolob@g®m gOmogAmmdgddo. @sdsdyao 3mmo@doggdo goms®gdols
35dm, GLgmol 0boios@ogom, Lobmgsdo LoJo@mmggembmsb 3Gs]Goggeow hooggde.
Lobosigeme, s@lgdomo ao®Es]dbs dmbes LsJs@mggemm-myg@Jgmols ge®mog@me-
4570, bodspomomme hsggBomo Lt -l @@mobogemo dsobmeomgdgemo Lobsbmgmm-
Logo®ob®obm bmbs dmodogns, Jg99690L dm@ol ggobm dodmlgmols Gggodo ©s0-
goms. hodmyomodos s 3obd@oaes 30sgomdb®mogo 05b53dMMBEmds, Mo©0 o=
DAS© A55JB0YO©S g3mbmdogy®o YOHmogdmmds [Jandieri G. 2016], dg0Jdbs Lob-
mgtholdods @gaombgdols g3mbmdogy®o sjGogobsgools ©s 0bBgydsiool obs
300mdgdo. 5dsb bgemo guTym m@ Jgggsbol dm@ol B@Msbl3m@m@ol yggmrs babols -
Lo® 3obogybm, Lsdsgdm, bssg@mdmbdoamm, Lobmgom, Joamlswgbo — gLf@sgqlids aob-
3000509853, obFmGomse Jmgmg OmMdo aobbm@zogmos olgmo 3Mmygdgdo,
AMAMGH035S doJm-mdoenolio-x godsbols aoblswgbo (BTC), Lodb@gm goggoloyg®o gob-
Logbo (SCP), @@sblobs@dmenogdo dognliswgbo (TAP) s ULbgs [Energy Sector of
Independent Georgia.2016]. 250435695 bsdo 0sbsdgodmgy bosgdmdmdogem  @@slo,
®30b0gbs. dmFgldoas Lobobwghm 0bg@sl@®ygdu®s, ©sofym LogdmsIm@olm
B9O0bIol swdogenmds. dgoddbs 30Mmmdgdo Lolobwg®hm Mgaombgdols g306mdo g @o
©s bmEos@y@o aobgoms®goobomgol, @odsmsbligdygemo dOmIol dsb@gdols G-
domgdol, #ybjaombodmgools s g939]@0sbo @slsgdgdolbmgol. slgm goms®gosdo
0o 360d36g@mds 5J3b Lobmgmoldo®s Mgaombgdols LYMsgom 33080 9dsw0 ©gdmy-
55090 gomsdgdols Jglfogarol o Ggyombgdols gobgomso@mgdsbyg dolo bgdmd-
3900900L LYmdo aoblobmg@sl. ¢bws s@0bodbml, ™I, dogm bobl, Hmam@ 3 mgy®-
Jgwdo, obg Lodo@mggarmPo LE@sgs 03gegds ©gdma@sgogeo goms®gds, Mo
3339mGo©  geobpgds dmbobmgdg Mga0mbgdols ©gdma@dsgoygmo  35@dgH® gdols

(3o 409 do.
25



“006m30l50”, “Ekonomisti” Ni2, 2018

Lodotmggeml dbdopsb jgmggol s@gomo godmgysgom Ll -l pémobpgaro
Lolob@g@m-Lis go@mobBobm bmbs, 53gs80bpgao bsdibg-xogobgmols dbadols 3gboczo-
3oe0@ g gd0 (dmmxmdols Igboiodsmodgdol aodmgemgdom) ©s sEo®ol og@mbm-
doyg@o Agldygdmogs (Jmd g gmols 3gbozodsmo@gdol yodmgmgdom). bognm mnyg®-
Jaool dbGowsb ¢ dygsamme Inbsbwgmg sOmgobols s sHEssbols 3Mmgobiogdo,
53M903g, domo dodgdsdyg s 93mbmBogydse 0b@gamodgdygmo godlols ©s @e-
30bmbols 3Mmg0b(30900. 3R80JOMdM, 2oM 33970 30MMb0MMdOm, 53 sAgogdo MY®-
Jao-LoJodmggenml g3mbmdoggdo s dmdomo gogdodgdol as0b@gblogdgds gg9-
@by dgHowss dgbodhbggo s dmbisgrmebgano Lobmgmolidods gzmbmdoyymo 0b@ga-
5300 g ga03, 3003980 Moy do, of yodmgmobogds. 9bps sm0bodbml, Mmd dgbsb-
Fogemo Logdhig bobosmpgds dmgao ggma@ogoygao 300mdgdom, 3339m@ o 3sdm-
bo@ o ggh@ogomyg®o bmbogrmbdom, sfygonmo bmgol mbowsb gop®g 4 smsl
390 ™3y Lodswenol 3§ g9Mgomaedryg, Jgogdoms ©s gigeo bgabgdom, gmb@@sl-
B0 Jeods@om, bdomo gmmmaogdo 3o@obOmggdom, 399@mbgmdol yobgomes-
6960l dBogomdb®ogmdom s Imbsbagmdols gonbogydo Lok@gaom.

3oblsboansgo Mgaombols gdmadsgoygmo 3Mmdegdgdol momdsby s®og@mmo
3odm 3309355 25dmJ3g4bgd o (s.mmmadg, m. FY@oMady, . Bo30dg, g oA Jo-
g5b0dg, G. yobghogsdyg, 3.2989dg0e0, g. xomdgogo, 5, Lyemsdgmady, §. Tymodg o
Lbg) o9gdEs, dmem bsbl dgagmom 30Mmdgol, Mgyombol LYMogse (3goegdom
9306m3039G s ©gIma@Msxgoge gomsMgdsl, dgg@se dg@o oJGogdmdon dgl§oges
koG gds Gmam®i bodo@mgganml, olg mg@Jgmol 3gbogdms db@og.

0990358090 gonsMgds bsJsBmggme-mydJgnol bLsbpg@oldods Ggyombgddo

2017 Faool @sloFyoldo mydJgmols dmbobamgmdols Goibmgbmdsd 80,2 do-
@ombl aopssks@ds [Turkish Statistical Institute Birth Statistics 2015]. 2016 §geols
sgodbodes 1325 smobio @odsgds, 405 smslio godwsigsmgds [Turkey Population,
2017] o, dgbododobow, 920 smobo dybgd@ogo ds@gos. Jgggsbsl  o@ymagomo
dogMoogmo bognwem o]gl. 2016 ganls dog@szoom og@Jgol oosgmos 84 smobo
3°(0-

dobobeogmdols xgd  gowgg dgdmahgbog  bAESLbmsb goHmoe  LY@sgsw
303©0bo®gmdl s@{o®dmgdol LobEgdol B@Msblgm®dszos, dgoMgdgomosh myxsbby
©g3maBogogmo assligamol 3GmiEgbo.  bbgospslbgs bEsGobEogg®o Fyotmgdols
dobgogomn 0y Jgndo Jmdsmdol xsdmd@ogo 3mgn0E0gbBo sdgsdse s@ol 2,03-2,08
[Turkey Demographics Profile 2016], ®o3 3o®@og s@fo@dmgdsbsi gg® obdybggen-
gogl. s@lgd o d9bgddogo ds@gos (10,4 go3o ymgger 1000 dzbmgdgdbyg) soblibgds
bobsbdgmms 3oty Fomom ©s 580l godm dgdm@bgbogo 3304 dmggosmdom (5,6
3530 gmggen 1000 83bmgdgdbg). Gmam@ ygges bbgs Lggdmdo, my@dJgmol dm-
Lobargmbol @gdma@dsgoga aobgoms®gdsdoi Lf@osgswm 30dpobs®gmdls ,930m30bs-
300l 30m@Eglbo. sGsgBmo godmyger ggosb hobl, Mmd my® Jgmdo dmdspmdols wmbg-
by oo bgyogemgbs dmsbobs Jogms gobsmangdols wmboli LFMsgds bO@sd. yo-
dmgeobs, HmI yobsmamgdols wmbols ds@gdols dgbsdsdolow dgggmee e gdygamdls
Q9O Bogmdols dohggbgdgano. dogsmomse, gdoweglo aobosmegdols dJmbyg Jogrgddo
030 5@ 5@ 9dsB gos 1,66, 35dob, AmEs aogbosmnmgdgen Jogddo skoddgdls 3,76, bmpswo
Lodygomm gobomangdols Joangddo - 245 [Ergdemen B.A. 2015]. 30@éggemo bs3dg0L
3ohgboliols 0b@gds gols Lodygomm sbsgo. Jodwobo®gmdls dmbsbegmdol LFMsgo0

©0g3m3H>B0Ymo  ©sdgMYds, dgosbydo sbsgo ¢339 30,5 Fgaros, dmbogrmebgemo
Logmabols Lodgsmem boby@dmogmds -74,8 §garo [Turkey Demographics Profile 2016].
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30mabmbom, 2050 Fanolomgol og@dgmol dmbsbangmdols dgoosby®o sbsgo 40,2

Vol doowfagh.

bd9bgdMo0gos, dmlobegmdol bOslmsb gomo Fo@mmdl Jnbsbangmdols
Lodko®mmgga. 2017 §genls gom ggods@ e gogmdgd®mbg 105 3530 dnwoms. g@ds-
boboool mby o Bgddo dgBow dsmsgnos. Imbobangmdols momdol Lodo Igmom-
bgoo(73,4%) Jogodo 3bmg@mdl. dom dm@ols, LEsddmendo 14,2 denb, sbgomsTo 4,75
96, 0bdo®Po -3,04 de0b, dyy@LsTo -1,923 denb s ».9. [Turkey Demographics Profile
2016].

9om-ghmo 360dgbgamgsbo mogolgdydgds, Goi My Jgmol ©ydmydsgoye
3obg0mo®gdals  sbolosmgdl, glss dmbobagmdols s@Ffo@ddmgdols dohggbgdem gddo
3339040 M9a0mb%9e0 ©0xgMgbiosios. Jibgom Mgy0mbgdl dmdol gg@Eo@mdols
dshggbgdgao go®odmgdls 1, 83 -341-0l godaagddo, bmgnm 30mgobi3ogdl dn@ols - 1,53-
4,38 [Ergdoemen B.A. 2015]. @wsbogangom og@Jgmols @gyombdo 94339 9933960800 s@fo@-
dmgdol Mggodo s dmbsbargmdol ggmm3ygemo @g3dmwydcogemo Jaggss gm®do-
o0,

259 MY3oMMgobo gdmaMoxroymo goms®gdss Lodotmgggeml dmlsbmgmyg
s dodgdsty Ggyombgddo. dogobmgolldods @gaombgddo dmdsmdol sdogno
ombgo goJloMgdyao, bognm domedmosh Ggaombgddo - oo, Moz 3oblsbwg-
A53L 9@ 39bgdcog dodgdsl. bsjgen gy Ggy0mbdo mygdJgmols Ladygsem dohggbgdgenls
dbogme go@lols 3GmgobEools dmdsmdbols s d9bgdMogo do@gdol dohggbgdangdo
omgdo@gds. obos®hgh 3Mmmgob0gddo Lsdysmmby odsmo mbgs goJlo®gdyao
(gb®ogno 1).

3boogo 1
dolobagmdol 399693M0g0 dmddomdols 85hggbgdmgdo LsJs@mggmels Jmbsbrghg ©s
303gds6g M@ Jgnol 3Gmzg06(309530 (%) 2015.

RIGTURTIETN Ymdomdols e 3gosmdols d96gdMogo
bmpo©0 bmps©0 5@ gdols
30980309660 | 30980309660 | §0980G0gbAHo

4o@ Lo 20,6 5,0 15,6

sOFoobo 154 7,2 8,2

>®mgobo 11,8 79 39

G0y 12,7 6,6 6,1

B®>30bmbo 13,5 6,3 52

Fys@e:Turkish Statistical Institute Birth Statistics 2015. www.turkstat.gov.tr/

dogbgosgsw dglodhbggo d9bgddogo do@gdols, o3 3GMgob3ogdowsb 0bdgb-
Log@o dog@ozools aodm dmbsbagmdols Mocbmgbmds dzoMgo ob LogBhmmp smom
0bOEgds (3bGogo2). dosmomdmosh 3Mmmg0b(3096d0 - sGHESSbLS s go@dlbido dmbsb-
gm0l Hobmgbmds aobygbmgmam d30Mgds, bmgoldodms Mobgls s HHs30bmbols
30306309030 dnlobagmds Fo@mmdl, bogm stmgobols 3MmgobiEosdo dmbsb-
@gmool Mobmgbmds LEsdo@yg@os. 53 3Mmgobiool dmosh bsfoendo dgobodbgds
dobobangmdols jangds, bogm bmgolbdods boado - do@gds.

dogbgpsgsw dglsdhbggo d9bgdomogo do@gdols, o3 3GMgobogdowsb 0b@gblo-
9@0 dog@szools asdm dmlobegmdol Mogbmgbmds dgodge 5b Loghmmp swo®
0bAgds (3bMoano2).
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3boogo 2
I lobangmdol @oEbmgbmdols 0bsdogs bss@mnggmmls Jmbsbrghg s 80dpgdsty

090 Jgnol 3Bcmgobgogd o, 2000-2015FF.(3530)
FYengdo go®lo SOFSSbo >®mgobo Hodby BM30bmbo
2000 326292 122409 167909 307133 720620
2005 316723 115750 168164 313722 735072
2010 301766 105454 164759 319637 763714
2015 292660 99265 168370 328979 768417
Vyo@m:Turkish  Statistical  Institute.  wwuw.turkstat.gov.tr; Turkey  Population.

http://www.worldometer.ifo/ world-population/turkey-population/
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spaomols dJobgegom. Lod{ybodme, o] 390 bgwogds oy@sb@ms ol jmbGobagb@o,
OmIgaemoi dbmgme  30mgobgools Bomamgddo Jog@mods. smlsbodbsgos, @Gmd
30mgobiools Jogs gowoseaomgdgdoi Adsbobszools domsao @930l 30Mmmdgddo
Lo gdsme 06@ 9bLogdoe dodwobsmgmdl.

o3 Jg9960lL gobgomsdgdol 3g@om IMsgom@obmgeb magoligdy@gdosms asdm
dogMo30800 30m39L9d0(3 0P P0RJAJbE0SE00!m boliosmwgds.

359my9b969o  LEs@olBogg®o  dobsgol  sbsgmobom  jodase 0339090
090 Jgmols @gdma@sxzoqmo pmbm®o ©s dodmgdo 3Mmgobiogdo.

hggb dog® gobbogyen Loo@mmggarml dmbsbrmgmg s B0dpgdsdyg 303mgob-
(309090 BogMo0gEo gomsmgds Sligmos: sMmMgobdo, sOFS56T0, godlido, Hobgls ©s
B®530bmbdo sdoEgdygmmagsb 1800 s;mslo goo sdgsdow mydJgmol Lbgs 30mgob-
(30900 3bmgMmdl, 5by Jog®oMgdyeos 3MMmgoEnsmsdmdol. dom msgobo Logmib-
ol 3obdognbyg ghmbgen 3506 dgoigomgl Logbmgdgogmo 3Gmgobios. gl dobs
H0bmdG0goE s@gds@dgds o3 3Gmgob0gd0l 5dg5dobgen Fmlobegmdsl. 5dgodse
> mg0bols 30mgobiosl dgdm@hs o odsegdygmms dbmame 39,5%, yod bl - 36,2%,
H0bgls - 46%, HHo30bmbL - 53,5%, 5@ Goobl - 40,5%. sJom@o Imbabagmds 9dg@glow
aoaliganos dbbgoen  Joemsdgdls ©o g3mbmBogydse asbgomomgdygm  ©sbsgmgm
30m30b309ddo. dogomomsw, gotldo odsgdymms s dgdamd sjgosb dop@o-
Ggog@ms 37,8% s3g0do0 bEeddmedo 3bmg@mdl, 12,3% - sbjo®msdo, 8,1% - LEod-
dm@ols Jodpgosmg jmxsgmol 3Gmgobiosdo, 4,7%- dy@lsdo s o. 9. [TurkStat: Place
of Birth Statistics 2015].

Joomggamms oo 3mbEgbGMsEool s®mgobol 3GMg0b00wsb bEsddmeando
dog@oGEs o] odspgdymms 23,9%, dy@dbsdo - 244%, jmxsgmdo - 8,1%. wowos
990205305 5OFb0Esbs3, ogsb LoEbmgmgdemaw bgs 3Mmgobiosdo Foligarbo 5-
NI LoMdmgb o Lobmg@gdmoe odmliygagddo [TurkStat: Place of Birth Statistics
2015].

Losdm@mme, gagodemos ©sgolisjgbsm GmI, 0bggg, Gmym s dmgen mee Jgomdo,
LoJo@mggenm-090Jgool Lobog@oldoms s d0dgdsdyg 3MmM306309601 wgdma@sgo-
90 2563005609050z J0d0bo®gmdl s Lgdomo (33e 00 gdgdo. b gds d0Mgdg0a 056
mxobbg doeslgmols 3Gm3gLo. 00 Aopsbms®mmyemos 53 3MmMgob0gdoEsb dmbsb-
@agmdol 06@gbboydo gdoa®siEool 30mEglmsb, Go@E doneosbmdsdo swo® 0§ 3930
dolbobagmdol @oibmgbmdol 06@9bloy®d do@Ggosl. Jowogdmosh 3Mmgobz09ddo
dolobagmdol doibmgbmdol dgdEodgools s @g3m3gesizool bodbgdo sTgoBo@as
3odmbs@yao. Imdomdol jangdols s sbomasb@s dolobggmdols 06@9bloydo
doa®o3zool  godm  dmlobamgmods  LY®sgse  d9dgds. mygadgmols bEs@olbGogol
Lodboby@ol 3Mmabmbyamo dmbsigdgdom, 2023 Fganls dmbsbargmdol dgoosbydo
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sbogo 42 Fganls doomFggl, G@s30bmbol 3Gmgobzosdo - 374 Fgals, s@@Fssbdo - 354,
®0bgdo- 379 Fagel. xgoxgdmdom, Jbmmmp yodlbol 3Gmgobios dgobodhybgdls
YgoMmgoom sbo@asbBEgm slsgl (27,5 §garo) [Turkey Population.2017].

Logo@oygoms, @md  LoJo@mggamm-mgaJgmols  3mdgbogscogdo  Lobdgdgdol
LY @og0 25630050905 253m0¥393L 940bmBogol sJBogoboEost. dg9ddbol o3 3Gmgob-
(309990 989JB05b0 slsdgool 30MMdgdl. 0o 9339 >dgoMoE asdmobs@o bwgolido®ms
b To. dmbogrmpbgamos @3obogbols ©s bosg@mdmdomm GEslgdol Losbarmggls
obsbangdyao 396G gdol g3mbmdogy®d asbgoms®gosby bgdmJdgmgds, aoblsbeng-
b0l LobEgdol 3mbodoyg®o GOSELRMATs30s, Lobmgoldo®s dhmdomo dJoa@siEogdols
35030050 9d53, 53, XJOKIOMbom, ©sFYgdygmos bmgolidods bmendo. wsodarggs
Lobeg@dolidods 3nosbo 36mg0b0gd0l LmEosmad gobgoms®gdsdo wowo hodm@hgbs
090 Jgmol @sbogangm ©s (39b@G®oy®d @ ga0mbgdmsb.

096 Jg0nol mbsdmgm g bsJstdmggmel d39bo3035¢00gHgd0l ©gdmaMsxgogmo
356300503301 dodomseo Ggbwgb309d0

30 0390-93mbmdoggdo gomsdmgdols dgageobs s gdma®sgoygeo gobgo-
05950l 35bmbbmdogdgdsms godm s@ligdbomo ao®wsddbgdo Jmbps bss@mggmm-
090 Jgmols bLabwg®oldo®s Mgaombgddo, Golo Ladmemem Ygogaoi dmbsbargmdols
M03bmgbmdols 333900 gangdbom asdmobsds (bMoao3). 3g@dme, mgdJgm-Lss®-
0ggeml Lobmg®olbdo®s @gaombols dmbsbagmdols @obmgbmds 3mb@Glsddmms
39Momedo dgdEomgoygaos 106309 joi300, 5byy 21,2%-0m, Gsdoz gowsdfyzgdo Gmao
930060056 Jobobagmdols Joa@oEosd omsdsds. dsmydol dmbobengmdols bOES

3°dmF 39905 sdoboliG@sEoygmo 3geoggdom, bgangshsyg@ols dygbogodsmo@g@ols
360d3bgarmgobo Bg@odm®ools J. dsmnydmsb dogHmgdom.

3bOoo3
I bobmgmdol Go3bmgbmdol 0653035 M@ Jgool mlsbeghg Lsds@mnggmels
9996030356208 9899 801959-2014 (35(30)

2014 2014
Yomo | Vo
1959 1970 1979 1989 2002 2014 2002 1989
399603035@0@ - %i\"mos Vos-
89%0 % or()) ob
%
d50gda 82326 100603 | 122292 | 136900 | 121806 | 152839 1,25 1,11
bgmgoboyno 42735 61905 71600 82243 | 90843 51189 0,56 0,62
Joses 17204 19065 19604 | 20061 | 20024 | 16760 0,84 0.83
Vgobggo 20324 23196 23635 25386 | 21850 15044 0,69 0,59
byme 28159 34282 38788 39629 | 33430 | 23327 0,70 0,59
>0y gbo 19593 20272 19975 21282 | 20755 16462 0,79 0,77
Shogo30by 50420 51907 50350 54822 | 46134 | 38895 0,84 0,71
sbi3obds 11265 12494 12411 13432 13010 10372 0,80 0,77
sbognJoasdo 62977 69992 69455 69108 | 60975 | 45070 0,74 0,65
Eoﬁmvaoﬁgg)b 32064 37267 36632 37895 | 34305 | 24491 0,71 0,65
bogem 367067 | 430983 | 464742 | 500758 | 463135 | 394449 0,85 0,79

Tgomm: boJodmggaml bEs@ob@ogol gomgbygaro bodloby@o. http://www.geostat.ge
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dmene 30 Fanol obdognbg dmbps s@lLgdbomo (33eroagdgdo Lobmg@oldo®s
3d96030350@ 9B 9gd0l dmboben gmdols s@Fo@dmgdols 0bogo@m@gddo. dsmydols ao6-
5, ‘Jndsmdol mby dgdicomgdygmos gggems 39bozodsmo@dgddo, aoblsggmdgdom
s>&oMols 8000bgomlis s xogobgmdo (gbognod).
3boogo 4
dolobangmdol 39695G0g0 8md@smdols bmy oo 3mgx03096GJd0 M YdJgnnsb
Imbobpg@g Logsdmggmmml 39boz03seodg®godo 1985- 2016 §§.(%0)

1985 1990 2016
£ & s ps € o
d9bo03seod % & Eﬁ “S E( S ,\‘2; “,g 2( < ”\gc; %3
~ ~ w - Bl
9630 £ | £ |27 s | &£ |27 | |& |57
J- dsm¢ydo 145 | 89 56 | 142 | 7.7 6,5 17,8 | 102 7,6
bgengshoyg@o | 26,8 | 59 | 209 | 219 | 59 16,0 17,5 9,6 7.9
Jgwo 266 | 70 | 19,6 | 22,6 | 84 14,2 17,2 10,1 7,1
‘dobggo 29,1 | 86 | 205|249 | 72 17,7 16,8 11,6 5,2
bygaom 304 | 86 | 21,8 | 248 | 6,6 18,2 198 | 12,7 7,1
>0a9b0 260 | 9,1 | 169 | 22,1 | 8,5 13,6 152 | 144 0,8
sbognzobyg 21,5 | 7.8 | 13,7 | 17,7 | 8,0 9,4 13,9 13,2 0,7
oli30bds 252 | 7,7 | 17,5 | 27,7 | 84 19,3 17,2 15,0 22
sbogndoensdo | 27,5 | 6,7 | 20,8 | 194 | 5,7 14,3 14,1 10,9 32
bobm{dobes | 292 | 7,7 | 21,5 | 20,7 | 5,9 14,8 14,2 | 11,0 3,2

Fgodm: Lo Jotmggamml Ggaombgdols Lmzosmy®-g3mbmdog@o doamdsdgmds.
LASA0oLA0ggM0 3Agdgeo. mdognobo, 1991,55.6-17. Lo Jo@mggenml LRs@ol@ogol gomgbyao
Lodbobyy@o. http://www.geostat.ge

Lbggdmeb goomgdom dybgddogo do@gods domogos skodols dgbozodsgo-
BB 0. mYIEs Yggeeaob sdgomopss aodmbs@gmo dgdcomgdol @ 9bwgbos, Mo,
Logo®ogomo, dnlsbengmdol ©gdma@sgoyemmo sdg@gdols asdm dmdsgoen Fangddog
3o dgEgdo.

Lob@g@modods Gga0mbol dmlobegmds 53gsds dogmbogyg®o L@@ agdolss,
98%-bg IgpL Jodmggargdo o Lmdbgdo Foddmowaqgbgb. xogobgmdo sdbmenydgmo
9304 glimds Lmdbygdo osldm@es, sko®sdo - Jo@mggmo dmbsbengmds, boam
Lsdzbgdo Jotmggen gomsb gomsw bmdbgdoi 3bmgmmdgb (21%) (3bGogo 5).

3bGogo 5
096900l L>bEg@H030@s LsJs@mggmmls dmbsbagmdol gHmgbanmo gdswy gbmmads
1989-2014 (%)

1989 2014

c c c c

d9boo3ogodg- % £ - :E:% % s - iﬁ

B 950 S |2 - € < = - €

g | ¢ € 2 g g € 2

B R .

a=) & - ¢
J- 00mdo 65,9 9,8 15,4 8,9 934 30 1,9 1,7
bgangohog®o 92,2 0,8 4,0 30 99,3 0,2 0,2 0,3
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Jawos 961 00 | 02 | 02 [ 999 0,1
oo bgo 943 04 | 33 | 20 | 981 1.9
b 96| 00 | 01 | 03 | 990 1.0
50002,960 916 | 58 14 12 | 971 | 23 02 0,4
Sbogn30by 468 | 428 | 62 | 42 | 680 | 309 0,4 0,7
130645 80,1 190 | 03 | 05 | 864 | 133 0,1 02
Shogndomodo | 43 | 913 | 25 19 | 68 | 929 0,1 02
6060 {30bws 12 | 896 | 83 | 09 | 42 | 950 0.8 0,0
e 617 | 276 | 68 | 39 | 769 | 212 0.9 1.0

Fgodre:  Lododmgganml s@ologol gomgbymo Lodlsbydo. http://www.geostat.ge
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d9boiodomo@g@gddo 1989 Fgenl s@lgdygaro Lmdgbo dJmbsbargmdbdol Goibmgbmds
9omo  Igbsdgoom  Fgdgodes, boem  shogniobols 3gbogodseo@g@do  momdols
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063 gbLogmo doa@siEool godm Gmam®i Lsdostmggemml, olg oy jgnol Lobeg@ol-
30605 @ga0mboli dmbobengmdol Mobmgbmdols obsdogsdo sOlgdomo (3geoggdgdo
dobps. 0@ ]gmols Jomogmdmosbo Mgaombgdol dmlobwgtg s Jodegdsty 3GIM-
30630960 dmlobemgmds e gogemdl, boem bogoldodgmndo LEssomobpgds. o3
ngo@lsb@obom, mgadgmnol IbGowsb g.f. »gdma@sgogmo ©ofm ™ & d9bmdgan
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DEMOGRAPHIC SITUATION IN GEORGIA-TURKEY BORDER REGIONS
Expanded Summary

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

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

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

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

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

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

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

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

34



“9b30bB0”, “Ekonomisti” N2, 2018

LOBLRESdMISHINOL 3S3MCROKIdS
FOREIGN EXPERIENCE

Tomasz Wolowiec

Prof. Hab. Ph.D, University of Economy and Innovation in Lublin, Poland.;

Daniel Szybowski

Ph.D, The International Institute of Innovation

Science — Education — Development in Warsaw (Warsaw) Poland;

Sylwia GwoZdziewicz

Ph.D, The Jacob of Paradise University in Gorzow Wielkopolski & The International
Institute of Innovation Science — Education — Development in Warsaw (Warsaw) Poland

THE AREA SYSTEMS OF REAL ESTATE TAXATION. SELECTED PROBLEMS
AND WAYS OF REFORMING ON THE EXAMPLE OF SELECTED COUNTRIES OF
THE EUROPEAN UNION

Summary

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

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

Introduction

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

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

Area systems of property taxation

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

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

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

Advantages and disadvantages of area-based taxation

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

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

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

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

Simplicity of solutions of area systems of property taxation

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

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

The subject and object scope

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

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

« self-taxation, in which the taxation base is determined by the taxpayer himself, by classifying
the property into a certain value range determined by the taxation authorities,

* the bookkeeping method, in which the taxation base is determined on the basis of the
bookkeeping balance value; it refers mostly to buildings used by enterprises.

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

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

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

The amount of tax burden

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

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

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

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

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

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

Tax reliefs and exemptions.

The amount of burden is related to the issue of tax preferences (reliefs and
exemptions). The following types of preferences are worth paying special attention since they
allow to use taxes to perform other functions (economic, social functions):

* subject ones, concerning particular type of property (state, commune property, used by

administration bodies and intended for providing public services),

* resulting from the personal situation of a taxpayer (age, illnesses, number of dependants,

affluence level),
* object ones, related to the way the property is used (agricultural or forest activity). In most

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

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

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

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

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

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

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

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

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

Summary

Debt sustainability is an important factor of economic growth of the country. The decrease of
economic growth rates in Georgia and increased fiscal deficit and public debt (both, foreign
and internal) since 2012 year have made it actual to assess the debt sustainability of the
country both, in medium term and long term perspectives. The analysis evidenced that by the
2018 marginal indicators of debt sustainability (Public debt/GDP, Public debt/budget revenue,
Public debt/export), are below the thresholds (50%, 300%, 200%). Nevertheless, a shock tests
indicate that debt sustainability is vulnerable to permanent long term and to sharp short term
shocks. In order to maintain low risk for debt sustainability, the study shows that the GDP
growth rate in Georgia should be at least 7% in the medium term and the budget deficit should
be below 3% of GDP for the same time period.

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

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

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

Goal of the study
For Georgia, Which now faces an unsustainable fiscal deficit, macroeconomic stabilization is a
top priority.
The paper studies the impact of various factors on fiscal sustainability. In particular, The GDP
growth rate shock test, the budget deficit shock test, the exchange rate shock test according the
baseline, optimistic and pessimistic scenarios is analyzed.
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Results of the study
Debt sustainability implies fiscal policy consistent with macroeconomic stability and growth.
In general, fiscal sustainability is characterized by low inflation, low real interest rate, high
private sector Investment, high growth rates. In 2013-2017years our economy was
characterized by high inflation, high real interest rate, low grow rate and low investment. These
indicators undermine fiscal sustainability of Georgia.
At present, the public debt of Georgia exceeds 4,5 billion US Dollars. Since 2012 year to
present, the public debt to GDP ratio increased (from 30 to 45%) and economic growth rate
declines. One of the main reasons for that was radical change of fiscal policy. Some initiatives
of the new government were directed against the free market economy principle. This
hampered investment decisions. The significant increase of social benefits was the main factor
of the budget deficits, which is not part of the economic growth oriented policy. Also,
decrease of the share of public investment expenditures in the state budget total expenditures
had a negative impact on the economic growth rate.
In order to ensure the debt sustainability and economic growth in the long run, it is necessary to
change the direction of the debt to GDP trend and reduce the level of this indicator gradually.
In addition, it is necessary to reduce this indicator to the level which allows keeping the
conditions of creditability and liquidity of the country.
Georgia is often subject to the impacts of external and internal shocks. In the case when the
government debt to DGP ratio approaches the admissible upper limits, the situation may be
estimated as unsustainable.
In General impact of each variable on the debt to DGP dynamics is different. In particular, a
high primary balance results in the reduced government debt to DGP ratio, high initial
government debt results in the increased debt to DGP ratio, high real interest rate results in the
increased government debt to DGP and high economic growth results in the reduced
government debt to DGP ratio.
There is a direct relation between the government debt dynamics and efficient real interest rate;
the relation between the national debt dynamics and the real growth rate is indirect, and the
relation between the government debt dynamics and the depreciation of the exchange rate is
direct. Besides, the contribution of the primary balance to the debt dynamics is with a minus
sign, while the contributions of “and other flows” (e.g. incomes from privatization) is with a
plus sign.
Fiscal sustainability is capability of the government to maintain its current expenses and tax
policy in medium term and long term periods without creation of danger to payment capacity
of the government, or without denying its separate types of obligations and separate types of
expenses (including pensions and other social expenses, health care, education, and
others) considered by the budget.
Public debt is sustainable, when government can continue serving it without requiring an
unrealistically (from social and political point of view) large adjustment to its future revenues
Or expenses.
Public debt can be regarded as sustainable when the primary balance needed to at least stabilize
debt under both baseline and realistic shock scenarios is economically feasible, such that the
level of debt is consistent with an acceptably low rollover risk and with preserving potential
growth at a satisfactory level (IMF, 2013). In practice fiscal sustainability is assessed by
checking whether debt is on a declining path while remaining below certain thresholds. Related
concepts are solvency- the current debt stock is fully covered by the present discounted value
of all expected future primary balances, and liquidity-ability to meet maturing obligations.
Some Economists call fiscal policy unsustainable if a country’s debt is growing faster than its
GDP) Congressional budget Office, 2007).
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In the economic literature we encounter various definitions of fiscal sustainability. According
to Balassone and Franco (1) the theory has proposed different conditions for sustainability-
from a non rising tax rate to an inter-temporal discounted budget constraint.

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

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

The sensitive analysis of the debt sustainability is based on the baseline scenario of The
Ministry of Finance of Georgia and assumptions of a realistic macroeconomic shock test,
where one or more economic indicators worsen. The share of external and domestic public debt
in overall debt is assumed to be 80%-20% till 2027, the basic real GDP growth rate 5.5%and
the basic exchange rate GEL/USD 2.5. The export maintains its current growth tendency.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

The wrong professional orientation results of young people is noticeable as soon as they pass
at university or vocational education institutions. The wrong professional orientation of young
people can be considered: a low learning motivation, low academic performance, internal
mobility of other studies, which often have nothing in common with initially chosen profession
and specialty; External mobility which is related to the change of specialty; high
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unemployment level of young people; high turnover rates from work among young people in
the first year of employment, etc.

Typically, as a result of wrong professional orientation these young people have more
difficulties in future career planning, on labor market competitiveness, in self-realization and
ultimately the detention of their deserve places in a society.

Despite the fact that in our society it is clearly recognized a special importance of professional
orientation, it is only known on the supposition level which factors are determingn for instance
the professional orientation of the graduates of high schools. Such assumptions are related to
choosing a profession according to the parents' taste and discretion, advice of random people,
prestige of the profession, trendyness among young people and high level of income that is
characteristic for certain professions, etc.

It is not a rear case when professional orientation is offered in the field which do not require
any support, and the fields which are needed and requested by the industries are neglected, thus
driving the whole economy in a wrong direction.

To have a working mechanism of professional orientation in Georgia, there should be
conciderd the following important issues, such as:

e Decision on future profession is made at a school age; therefore professional
orientation helping programs should be concentrated at schools students,
especially aiming at gradueate class pupils.

e Professional orientation policies and their implementation should be based on the
real needs of the local market, which needs appropriate researches to be done on
the local level, but taking in to a concideration the international trends.

e Peculiarities of the local economy, traditions and socio-economic realities should
be obligatorily considered while creating policies and implementing them in
Georgia.

e The system of professional orientation should clearify and respond adequately to
the needs of youngsters, including information about working facilities, average
salary, trends in the field, minimum qualification needs, medical issues, places
where this profession could be obtained and prospectives of buing representative
of this particular field.
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INTERNATIONAL DISCUSSIONS ON BANK CREDIT AND ECONOMIC GROWTH
RELATIONSHIP
Expanded summary

The main problem of the Georgian economy is the large scale disproportion of the
successful sector of the banking sector and the often unsuccessful development of the real
sector of the economy.

It should be noted that this disproportion is a subject of consideration in contemporary
economic literature and our research is an attempt to broaden the issue and share ideas in
international scientific circles. The main problem that is in the research is the impact of the
banking sector's credit portfolio and the functioning of credit markets on the economic growth
of the country.
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In this regard, the macroeconomic stabilization and accelerated economic growth of
the country is very important to identify, study and analyze the impact mechanisms of the
credit market factors operating on economic growth.

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

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

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

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

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

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

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

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

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

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

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

Keywords.Banking sector, GDP, economic growth, credit market, savings, extensive money,
GDP, credit booms, state debts
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Naira Gvedashvili
Academic Doctor of Economics
THE CHARACTERISTICS OF THE ORGANIZATION CULTURE FORMATION
Expanded summary

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

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

It should be remarked that, organizational culture is known with the following features:
selection of human resources, attracting, hiring, adapting, selecting wages, stimulating,
reporting and control, also organizational structure, style of business relation, management
style etc.

Along with the organizational culture, it plays significant role with its main features a
corporative culture. In particular: the level of corporate management, regulations, corporate
spirit, folklore, etc.

As for the corporate style, it is a symbolic expression of the culture of the firm. This is
something an external marker (labeling) that has to provide advertisements, internet-web sites,
company awareness, etc.

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

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

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

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

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

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

Vlues and norms may be written or oral.

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

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

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

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

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

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

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

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

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

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

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

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

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

e Awareness of their emotions and their consequences
¢ Knowledge of their strengths and limits
e Astrong sense of self-worth and capabilities

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

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

Ability to restrain destructive emotions

Ability to observe of criteria high moral qualities

Willingness to take responsibility for his/her work

Flexible approach to change

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

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

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

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

e Desire to achieve the goal

e Adherence to the goals of the group or organization

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

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

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

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

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

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

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

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

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

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

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

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

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

Keywords: securitization, National Bank, Ministry of Finance, State Bond obligations,State
Debt.
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MAIN ASPECTS OF REVENUES ACCOUNTING IN THE PUBLIC SECTOR
Expanded summary

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

e Anentity will receive economic benefit or service potential

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

103



“006m30l50”, “Ekonomisti” Ni2, 2018

doG0bs> Gs0lzsdy
o by sbero@gdaemo 3GmR9bmG0
LOBIRNEVOBM d056BIB0L SKLXHOGBL3OL LS30MEISO

G9bogdy. bobyardfonm @sbds@gdol Jowgdol bfmd sedoibysl wowo J6ods-
bgermds sgal bofomdmbomgol 50bs6by@mo sbgomodsgdols Jdmdbowydol bogdy do.
gl dbodgbgarmds  godmobsBgds o0dsdo, @b, Gowybsg  bsfomdml  gowsgigds
@gbamlbgdo, dsb gbws dgsmboml d9lbodsdolbo boswdoibgem dgmemwo. sdsbmsb, bo-
badgaaos, boFo@mdmd 6obsblbym sbgsmodggds do sbobmlb od @obdsmgdolb dawg-
ao@ Jowgdaamo bomggdgero Joigdaam bosbgsmodm 3g@mome do. sdoor &b mbggan-
goRoao 0gbgds Lo[fs@dml 0bsblbadmo sbgomodggdol gmm-g@mmo  wdbo dgbgarem-
gobglo 3@0bi050, dobos@olbmds Fobs s9Gomeydols 56 bbgs boFo@mdmgdolb sbgo-
@0 J3g393mb.

boBosdo gobbogoganos bobgardfogmlb Jogm gobbodogangdaaro  @sbds-
@gd0l bobggdo, dsmo bsbosmo, s0mm3gd0 o sm@Goibgol bsgombgdo dgmoand-
oo so@oibgols bog@ms dmGober bBobos@Bgdol dybsdsdobsg.
boyg56de  boBgagdo: bobgendfonm a@sbBo, dgdmbogogn  Jgmmo, gododogr 8-

(I)m,q)f).
dgbsgoemo

Lobgedfogm a@sb@gdol dygmom@@gmo sm@oibgol Lsgombgdols @gyao-
0965 bpgds dgmom@@gmo semoibzol LogBmsdm@olom LFsbpsd@om (dsbl) 20,
OMIols msbobdop, Lobgadfoxgm a@sb@gdo s@ols Lobgadfogml doge gofgyao
obdomgds Lofo@dmbomgol @gbyg@ligdol aowsigdol babom, LoFo®@dml Ladgyd-
6gm Loddosbmdolimsb ©sgsgdomgdymo, Fomliygando dgld g gdgmo ob dJmdsgoe-
‘do Iglobdygam gdgmmo a0 33990 300mdgool bobosggmme. of o6 oagaolibdgds
obgmo @odol Lobgdfogm ©obds®gdgdo, @mdgmms mo®gdymgdols obsdymg-

b0 aoblobwgds dggdangdgaos, sadgmgg bobgadfogmbmsb wowgdygamo olig-
00 25M0g 96960, MMImgdoi oG aoblbgogegds Lofo@dml hggymgddogo 3mdg@-

(3OO 35M0390960L525b.
beogxg® Lobgedfogm a@sb@gdl Lbgs Lobgelsn 9fmwgogh, dsgsmomsg,
L3 Lowos, MEsE0s o6 Lobgmdfogm 3@ gdos.

* ¥ %k

5L 20 dobgegom, g@sbBom dowgdymo @glyg@lgdo dgodengds ogml gv-
MO0 S 5MPYm 0. gobolbgeggdgh oJ@oggdls s dgdmbogamgdmsb szsgdo-
9o aMbEgdb.

5JB0390m5b  s303doMgd o a@sb@gdo LoFomdml, ¢30039egl gmgaobs,
0dobomgols gdgnggs, @md dgodobml, dg]dbsl, sodgbml ob @s0dg Lbgs gboom dmo-
bopml g@mdgangswosbo oJGoggdo. s8olmsb, g@msbGo dgbsdmms omgomolifobgdegl
©535¢gd0m 300M693Lo3, MMAmgdoi aoblobmg@oglh osJ@ogol Lobgmdsl, gobams-
3900L, domo dgdgbols 5b Fermdol 3gHomols.

‘g3 loge gdmeb  ©s3ogdodgdygmo a®sb@o s@bodbogl g@sb@l, @mdgaroi
o0 5Mol  ©sgogdomgdymo a®dgagsosbo  odBoggool dgdgbsls ob ‘dgJdboliosb.
030 LoFo@mBmgdl gdemggom aom3ggyeo bobols Logdosbmdol aobsggs@mmgdemsm o6
3obLabm@ 09 gdas.

Lobgedfogm a@sb@ols gom-gohm Lobgl Fo®dmowygbl sa®gmgg bods@ogdo
Lgbbgdo, gl obgmo Lglbgdos, GMIgmms gzob odAYbgdols Jmmbmgbols e gds-

104



“006m30l50”, “Ekonomisti” Ni2, 2018

by Lgbboli 3083990 bgdosgmagemmbomn 53dmdl 9@, gomyggneo, semg dgmsbbdyg-
50 300mdgb0L mobobdo.

Lsdogxgdm  mAyobobsizogdol  Fgdmbsogargddo  dbodgbgenmgsbo  swyogno
939805 2M56E gd0m Jomgdye ©sB0bsblYdsL. a®sb@gdo Lobgandfogm ddsdmgg-
@emool  ghmggmgdol dogd Lbgs mbol Lobgedfogm ddsdmggarmdols gomg-
e gdols ob Log@msdm@olm m@asbobsizogdols ©s dJmogdmdgdologeb LalsJmb-
e ob gymeo gm@don Jowgdymo sHSlogomEgdgam d0dpobs®yg s Jodods-
@y@0 BOsblggmgdos [godwosdgoeo 9., 2014:97].

dogbgosgsm 0dols, My Gmam®o gm®don ofbgds gMobGo dowgdbymo, oG
033 gds dolbo smmoibgols dgmmeo. ogo swodoibgds 0gb@ s, 0dol dogbg-
5350, Jowgdyamos gPmseo gom@domn oy Lobgedfogml Fobsdg gomogdyeg-
4960 d9di00960L gm@dom [LEglgeo b., 2016: 469].

5L 20 dobgogom osAlgdmdl Lobgadfogm a®sb@gdol swmoibgol mmo
doamds: 3o3o@sm-dgmmpo s Jgdmbsgs-dgmnmeo.

@ 35308 0e-dgmmeols godmygbgdolol a@sb@o solobgds dJmagdol ob bode-
@ols godgo.

e dgdmbogog-dgmmeoll @AML a@sbBo sobsbgds dmpgdsdo ob bodoado,
gm0 ob 9B Losbgo@modagdbm 3g@Mompol sbdsgmmdsdo.

2dobmob, 9bes 5@0bodbml, @md LAbEsGG0 A5blobmgHoglh godo@own-
dgmmwols 93005 gbmdols s dgdmbogsm-dgmmeols IboMEsdkg® doGomsw sGyy-
d96@goL:

3930 og-dgmmeols g30@sGglmdols doGomspo sMydgb@gdos:

) Lobgandfogm g@dobBo ©og0bsblgdols Lodysmgdss s Sdo@md ¢bps sSo-
Lobml bobgerdfognm g@sb@ol Lobom gobsblydo dpamdsdmgmdbols sbys@odygdsdo
> oM dmygdsTdo ob bodogndo, aMob@Bom ©sR0bsbligdymo sbsbo®xgool dgb-
950l aoogsdmgols Lobom. gobsowsh dmbsmmmbgao o@ s@oli @sbBol msbbols
©36M7bgds, 020 bps smos®Egl Jmagdol 5b bodomols godgm;

2) dotmgdygmo 56 oMol Lbobgmdfogm a@sb@gdols smos®gds dmygdsdo ob
bodo@To, @oEash o0po Lofo@dml Fogd o@ os@ol  godmdydoggdygmo, oMsdgo
Lobgedfogml Bogd gobbmdEogamgdygmo Fobognoligdss, dobmob ©s3ogdodmgdygemo
sbsbodx gool ot gdy.

‘dgdelogsg-dgmmeols Fbo@sdd gdo dodomswo s®dgb@gdos:

) @opaob Lobgamdfogm a®sb@gdols domgdol Fysdmlb o@ Foddmowygbgb
o>J3ombgdgdo, o@ dgodangds domo JoMEsdod sbsbgs oJzombgdims  Jo3o@sado,
205390 domo S@osMgds bes dmbpgl dglodsdolo Losbys@modygdbm 3gMomwgdols
dmpygdols b bodoado;

2) bobgandfoxm a®sb@gdols ao3gds dm@osbse gbslyopame, Lahygdaols
Lobom, odgosmsw bpgds. bofo®@dm d5Tob o0dlioby®gdl g@sbGols domgdsl, oy
0553354 Boe gdls oM 339gee 300mmbdgol o Jolwsdo Foygbgdyem gomwgdaemg-
bg90L. 5d0Bmd g@sbGgdo solsobgds dJmpgdsdo b bodsgdo 0d 3gHomegddo, Gm-
dgen oz Lbofodmdm bodxoe s@os@gdls @obobodxgdl, @mdgmms ©ox0bsbligdss
begds adsbBol dgdggmdom;

3) Lobgadfogm a@sb@gdo, @oJ@momogom, ULobgmdfoxnml  gobigsamogdo
3m@o@Bogol  gop®dgagdsl Fomdmopagbl. sdo@md wmyogg@os, AmI  dmagdols
aoolisbo@o s bbgs sbognmyoy@o aowsbsbopgdo, @mdgmms psdoibgs brgds
‘dgdmlogemgdols dobgogom, solsbgdbmegls Imggdsdo ob bodsgdo Lobgandfogm
305bBgomsb gHhmsw.

‘dgdmlogeg-dgmmeols  godmygbgdol  doGomswo  sdobosbosmgdgaro mogolig-
b6 goos o, GmI Lobgmdfogm g@sb@gdo swos@Egds dmygdsdo ob bosdowdo
Lol gdodym Logydgganbyg, 08 Losbys®odygdm 3g@momwgddo, @mIgamdoi bLofom-

105



“006m30l50”, “Ekonomisti” Ni2, 2018

dm bodx o 5@0sMgdls sbsbo®xgol, Mmdgmms ©oxobobligdoi gMobBols 89939-
0600 bpgds. bobgmdfornm a@sb@gdols dgdmbogemgdols smaostigds domo dogmgdols-
mobogg (Logobm Igmmpom) gFobss@dwgagds dobl 1-0l, ,,30b656L7M0 sbysmod-
3900l Fompagbs dgdmlogemgdols sbsbgol wosmoibgol dgmmel. Logolim dgmmmols
359mygbgds @olsdggoos dbmame 3590b, MmE Lo @ sOLgdmdl Lbgs Losbys-
0900 3900mEgdby aMsb@ol gowsbsfomgdol Lbgs Logydggemo, aodws 0dobs,
&> Lobomsi domgdgemo ogem a@sb@o.

bdo® d9dmbgggsdo, dbgamo o@ os@ol 0d 3gHomegdol oy gbs, MmEglss
9bes dmbogl Lobgedfonm a®sbBmsb ©sjzogd009o9amo obobo@xgdols ob bo@-
xgools s@ooMgds, GoEash aMsbdo ymggmmgol agmolbdmdl gomyggge b3gao-
Q0396 ©obobo®x gdl. g@MsbBol smosdgds dmagdsdo ob bodogmdo begds 0dogy
39M0mEdo, GmEglbsE swosMEgds dgbsdsdolo bomxgdo. sbogmaoy@sw, SdIn®@o-
bgdoE  oJB0ggdmeb  ©ogogdodgdbymo  gMmobGgdo, @mymei Fgbo, dmpgosdo b
DoBo@To s@osMEgds 3GM3MAOEOYEsE Ygges Losbyo@odagdm 3g@omedo, G-
gbo oMmogbymos 3ggmols sbodoibgdo Imzgdge 5JB0g90%by.

205580 B0bYdsE  5JBH03gdmeb s353doMgd o a®Mob@gdo dgodengds op-
Agmg9 aolblmdegl aoM 3397900 gomEgdyemgdgdol dgb@gangdsl. sbgmo a@e-
6®gd0  SwosMEgds dmagdsdo b bodmogndo 03  Losbyo@modagdm  3g@Momegddo,
Omegbsig aofggmo 0dbgds o3 gomegdyagdgdols gl g gdoliosh ©szo3d0Mg-
b0 obosboMxgdo. dogomomse, dofol g@sbBo dgodangds dgoiogogl dofol
653390bg  2oM33990  Fgbmdo-boygdmdgdols  399bgdembol  3oMmdsl.  sdo@Gmd
305bBOlL s@osMmgds Ygdmlogmgdols Loboom dobsbdgfmboenos Imbegl dmgdygaro
‘dgbmdo-bs5290mdgd0l 8mdlLoby@gdols Jmgeo gopol aobdsgenmdsdo.

Lobgedfogm adsb®o, dmdgamoi do@gdygmo 0dbgds gofgumo bodxgdols
s> bodogols 3md3gblogools Lobom, ob Lofomdml aomsgogdgeno  gobsbliyg@o
obdomgdol dobbom, GmAgelsi o gdbgds dglsdsdolo Lodmdsgenm  obbo®-
%990, 9bes s@osdEgl 0d 3gHomeol Imygdsdo b bodsmdo, GmEgbsi 0go
059399 gdoM 9o Jowgdsls.

Lobgedfogm g@sbBol ao3gds dgodamgds bpgdmwgl s@sgymswo sjGogol,
dogomomsw, dofs b Lbgs Labols Ggliyg@lgool Lobom, @mdgenoig Lofo®mdmad gbos
3odmoygbmb. o3 dgdmbgggsdo, @Gmam®z Fabo, Jo@gdygmos s@oggmso oj@ogol
Ygaolgds Ggomado moMgdyemgdom, dgbododobow, 3@sbBoi ©s oJBogoE bos
s0lobml Ggomy@o @odmgdamgdom. sGLgdmdl se@g@bs@oygmo dgmmeoE, Gma-
ol dJobgogomsi g@sbBols s dmEgdyemo s@sggmspo sJ@ogol sbsbgs bogds
bm8obsg o @omgdymgdom.

5JB0g390mob ©sgogdoMgdgmo Lobgadfogm a®sb@gdo, dom dm@ol sOogy-
o0 Mm5bGgdo Mgomy@mo @oMgdymgdom, Robsblydo Jpgmdsmgmdols obys@od-
390590 {oddmwygbogno 9bes 0dbgl a@sbGols powagswgdygemo dgdmbaganols bo-
boo s@os®gdom, ob 3@sbBol asdmigomgom sdBogol Lodogsblm @omgdymgdols
dobopgdeg.

>@Lgomdl Bobsbly@ obyo®modygosdo oJBoggdmsb ©s3sgdodgdygmmo a®ob-
Aol sbabgol mdo dobowgdo sen@g@bs@oyero dgmmeo.

306ggmo 8gmmEo amolibdmdl a@ob@ols slobgol gopsgowgdygmo Jgdm-
Lboganols Loboo, @mdganoi swos®gds dmagosl ob bodsgndo LobEgde@dyd s
O5300bs@y® bogydgga by, 5JBogol Lobsdagdarm dJmdbobymgdols dmgemo gswol
35b3og@mdsTo.

dgmeg dgonmeols msbosbds bpgds a®sb@ol godmdgomgs dnigdygmo sJ@o-
30l Lodogsblm  @odgoyengdol dobomgdew. a@sb@o swos®gds dmygdsdo o6
boto@mTo 339mop0 5dHogol Lobodggdem dmdboby@gdols gowol aobdsgenmdsdo,

shJodgdagemo (33900l dgmmwoom.
106



“006m30l50”, “Ekonomisti” Ni2, 2018

>JB0ggd0l dgdgbod o glsdsdolo adsb@gdols domgdsd dgodangds 360dgbyg-
@emgobo (330w gdgdo ao8mofgoml Lofo@mdml gymemo Lobldgool dmd@omdsdo.
0dobomgol, @m3 asdmhbegl 5JB0ggddo odobpgdyamo 0bggbBoiEogdols Logdmm
mobbs, sbgmo (3gmomgdgdo oy Igbemgdols boabom gbos sobobml  gyeswo
Loblmgdol dmd@omdols sbao®odygdoli gobdo@m@gdom dgbodgzbgddo, 0dolws doygbyg-
5350, begds 09 o505 3ASbE0L mobbol aodmdgomgs dglodsdolo sj@ogol Lode-
@oblm  @wodgdygmgdowsb oo  Gobsbly®o  doamdodgmdols  sbyomodygdsdo
sbobgols dobbom.

g3 logem gdmeb  s353d0Mgdgemo g@MsbBgoo solisbgds, Gmammz dmggool
b bods@ol bofoaro, o6 oy dgbanol Lobom, 56 Loghmm Lobgan§mwgdom
Lbbge  dgdmbogangdo™; se@g@mbos@ogmom, olobo obas®odygdsdo  godmoggomgds
‘dgbodsdolo bomxgdowasb.

300bBom gomgomolifobgdymo 30@mmdbdgdols gyldygm gdbenmdolisls Lobgend-
Vogm a@sbBo dgodangds 306 ©o9ddbogl a@sbBol  godigdl LEOymsw  ob
bofogmdmog. osbgm  dgdmbgggodo  ©od@Ybgdyamo  mobbs  gbws  asdmodzomml
305bB0l @ombgbogno mobbowsb. Labgmdfoxm y@sb@gdo, MmImols od®bgdoby
Fod8m0dmds dmmbmgbs, gobbognyao 9bes 0dbgl Gmgmd i Losw@ogbgm dgge-
Lgogdol ao@obobyxgs. dgdmlogmmgdmeb s3og3doMgdyemo  a®sb@doli @od®ybgds,
3oGgger M0ado, 9bos ©oy30M0L30MHEIL SMosIMMFHDYoE AoEogogdye  gogn-
g0 gdsl, Mmdgaoi [omdmodgs g@sbGmeb 80ds0mgdsdo. oy a®Mob@ols ©o-
Lo gbgdgmo mobbs omgds@gds sbigmo ao@egogdymo gomEgdymgdgdols msb-
bol, ob AmEglsE @ oGlgdMdL googogdymo o Egdygmgds, a®MobGols ©s-
Lo gbgdgmo mobbs oyymgbgdemog bws swosmEgl badmyxol Losbom. sj@ogmsb
05353909090 M6l olsdMybgdgmo msbbs solobgds oJ@ogol Lodogrsblim
®0Mgd e gdols gobMom, ob gopsgemgdygmo dgdmbsgengdols bsdmols dgdzomyg-
bd0m, Esbad®bgdgeo mobbol M bmdols Jglodsdolop. wog@mmgomo ©sds@gdomo
(33990L  mobbs, MMAgmoi  SWosM om0  0]bgdmes  sdMYbgdedyg, MobBols
>MoMLgomdols 3oHmdgddo, oyymgbgdwog bws s@osdEl badxols baboo.

©3liggbs

2dM0yo, ©sliggbol Lobom dgodgngds hodmgogsemodmm dgdogyo, ¢obsb-
L@ obgo®modygdsdo o5JBoggdmeb ©ogogdodgdygao a®@sb@do  sobsbgds m@o dodo-
M50 3gNMEOm:

30639800 3gomeols mebobdoe, a®Mob@o solsbgds gowsgsmgdyao dgdmbog-
ol Loboo, dJmagosl ob bodogndo Lol gdodyd ©s BoEombomy®d Logydggm by
>JBogol Labompgdam Jmdbsbymgdol dmgamo gowols gobdsgarmadsdo.

dgmarg dgompo go agolbdmdl g@sbGols asdmdgomgsls dmigdgeo sj@o-
3oL Ladogsblm mo®gdygamgdols Jobomgdsw. o8 dgdmbgggsdo a®sb@o smos®gds
dmygdodo ob bodogndo (339moo o5J@ogol Lobsdggdemem Imdbsbymgdol gowols
3obdoganmdsdo, wohfomgdyao 339mol dgmmoon.

3°9mggbgdamo @o@gBod s

. gobablyg@o sbgo@moTygdol 3mbigd3dgomygmo Logygdgemgdo, 2014.

5. @bl (dsll) 20, 2014. Lobgemdfogm a@sb@gdol dgmom@@ymo smdoibgs
s LobgadFogm obdo®gdols gobdod@@gdomo dgbodgbgdo.

6. Boboblydo 5bas®0dygdols LogBmsdm@olim LFsbpsdGo 30y s bodgsgm
Lo o®dmgdolsmgols, 2009.
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7. godwosdgoamo 3., 2014, dyomom@@mo  sm@ogbgs  Loxs®m  Lsds®maols
Lyd09dBgodo, mdogobo, ,,dgMo0sbo”, ag. 97.

8. Ldgbgemo 6., 2016. Lobgardfogm g@sb@gdol sm@ogbgol msgolgdy®gdgdo,
0l 35505 2939 dgomol g30bmdogol 0blGoG @l LogBhmsdm@olm Ladgs-
bogtm jmbygdgbiool dslogngdo, ag. 469.

Marina Maisuradze
Associated Professor at TSU
SPATE GRANTS ACCOUNTING ISSUES
Expanded summary

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

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

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

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

One of the types of the state grant is also the excused loans. These are the loans which
payback a lender denies voluntarily, according to earlier agreed terms and conditions.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

¢) Unfulfilled conditions and other unforeseen events associated to any type of the state
allowances reflected in the financial statement .
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SCIENTIFIC WORKS OF UNDERGRADUATES AND DOCTORAL STUDENTS
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03sbmsb,  bofs@mggeml 90603006 dogoarom by gdiomogaep  dgde [figdaaos
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bmdom  [g5696d0. obggg, o@bodbryamo  y5amg5930L Fbodabganrmysb 85b6bbgog93sb
Fomdmswagbl  bodsmmgaarml  Jogogmomn by  dowgdaao  0bggbdoiogdol  bymans-
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boyg56de  boBgagdo: 0b3gbBoiogéol  ofbgagmsdmdol dmwgao, 0b39bBoi0960
SgBMBIgeBgbogaro  dmwgaro, 0bggbBoiogdolb Bmdobol dmwgaro, 0bggbdoiogdol
bgmgansboygmdo Jdmwgemo, 0bggbBocogdol gaamowo boyowydols dmwgaro.

Yglsgsemo

9306m3ogg6 mgm@osdo 0bgglBoiogdols dglsbgd ddogsgmo dmegmo >@g-
dmdl, OMdgmmnsgsh Gommme 3bmbdogos ©s 3GSJPHogge  Jgergggddo bdodsw
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3m339b 332930b 90990006
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0639LE0E0gd0L dmEgemgdols gresdgoomo Sbsgrobo
Lodotmggeml o 533-b g3mbmdogols dsgomomndyg gdsdodogmop @goeo-
Do dmEgengol aoshbos Gmamm dbgoglo, sbggg aoblbgeggdyamo dgogygdo.

3bGogo 1
393U s Logohmggmml dogsmonby gddomogmse g8m§dgdgmo
0b39LH 030730l Impgemgdol Ygrgagdol Ygromgdomo  Sbsgmobo

0639bB030gd0L dmegao aoglbo Vgegao 3°6Ubgoggdgeno Jgrgao
L 39803096 go0l bHws- 1. bo@hgbmdom (93¢96Tdo o@
300l Hgbrgbizos d3b3wgos
0b39LB0E0gd0l 2. do@omopo godo@omols 53GMIMAES(300
>Jlge g@s@Bmeol dmwgaro (33900L bo®ds 35b6bgoggoom &.30m339L
bogengdos 3o30@smols 380 gg0baob
dmdggool LohJomgby
L Ls@dobBoggmow L 3m339L 330 ggolyeb
0b39LB030gd0l >M360dgbganmgsbo 3obLbgsggdom
530G g gLogeo dmegeno 390093900 bodhgbmdom (93098 do o6
23brgos 53H™gOOgEo30s
L gymopo bsgopgdo L bLogdodmggenmls
43db0dgbgem gogagbsls doo@ombyg ho@o®gdyam
sbpgbls 0bgglBozogdols 382093580 doMm0;>©o
36033b69@mdoby 3930@s@ols 3mgxn03096@0
2. 3098030963900l 2obbbgoggdgaos 0-Lgob
0639LB0E0gd0l Yoo bg@bolidsago®o 3obLbgoggdom @. 3m339L
bsgowgdol dmpgao ®9bwgbios dogeolysb
2. badhgbmdbdomo {93690 >@
balosnwgds
>3O GOOILSG000
3oblbgoggdomn @. 3m339L
dogenoligob
L. @mdobols Imwganols
oBaqbEor01dol Amdobols dobgogomn g3mbmdogzols
30500G0go0L (Hoobo sbabosmgds
dowgeeo LAsBobE0g@s©
doBmgoygeo o s@ols
L dmpgmmo babosmogds
LAsBob@ogg®o
0b39LB030gd0ls >®5LR 30 YAMb0m,
bgmgenslogy®o Imwgano 3obLbgoggdom >39-b
930b6m3039® Inbs3gdgdby
d9J3boeno dmpgarolipsb

0b3gbBo@E0gdel  sJligamgds@m@ol Bmegero: 99-20 Loygygybols dmemml Go-
bod 33399 hos@ods 3MoBognmo 3393900, Gomsi dob dgogols Mmama
>Jbgargds@mmols, sbggg 0b3gbBoiEogdols bbgs dmwgemgdo. 5dT-1 s@obsEbmgdg-
dgeo  godmgdols s a@dgegoosbo  dmbdodgools LoFos@dmm  Lodgogmgdgdols
33500 dnbsigdgool Jobgogom dob 3gmrggs 3 g@odse hos@ods. @. 3m3gz9d
332093990056 doowm Ygdpgao 3 360d36gemgobo gogao (Bernd Ernst R., 2005):

30639e00: 309803096G g0l goboFomgdol @osgols bog®dg wodmyowydymos
3obbognyano 3g@omeols Loa®dgbyg. doMggan ggemggedo @opol Log@dg ogem 439-
mobg dzodg bmdols (M=5), bowm dmem ggamggedo yggeody a®dgero (M=12).
>mbsbodbogos, Gmd  309x03096Ggd0  Skydgommdsby  Ygwomgoom  do@omos,
300009 d9bmdgoby. dowgdyemo gogy0 E@MY03PM0s, OoEAsh s@En@Mgommdoby

111




“006m30l50”, “Ekonomisti” Ni2, 2018

0639b@00g00L @opo Ygosmgdom dmgmgs, goeeg Jgbmdso-bop gomdgdby. dmanm
2 ggmgzedo ool 3mgn03096@gol  jengdol Ggbpgbios sbaloosmgdl @mols
BoJBOL bAPsLmsb Jodotmgdsdo. GmEglsE 3oMggen 33erggedo  3mgx03096@ d0
390 gmmol, dgdgy 0bMEgds o dmeml ggemeg e gdymmdl, Lsdmemme
Babpgbzos  0@gdl  obymolyg@o  sbmdygds 3“0l sdmGBosgdbym  gm@dsl
(Bernd Ernst R., 2005).

dgmag: ggamggol 3g-3 gHo3by doMomswo Bmbogdols 0bggl@ozogdol gmgxo-
(30963 gdol @sao®goygmo dbodgbgammds sGol godymgzgomo m@ogg Lobol G-
dobmgol. o3 bodbogh gOHm3g@omost dmpgamdo 6 < g Izgeggodo smbodbogl,
a0 3ob (33900l bemAIgdols I60dgbgermdgdo dgbmdgdby 5%, bmem sedu@go-
@mdoby 15% aoomgoaobfobs (Bernd Ernst R., 2005).

dgLodg: 0gBMgMM gasizos bo@bgbmdom F9gd9ddo ogm ds@sgno, p dgHygmod-
> 091-ob 0,997-dpg. 30Mggaro ogol 53BHMIMAGES305 Ao3M(3gEgdEos 0b-
39LB00gdL momJdol gggens dmwgerdo (Bernd Ernst R., 2005).

LoJo@mggeml  g3mbmdogols dopomomnby gddoMogme @gomobgdymo 0b-
39L3030g00L 5Jlige g@o@m@ols dmegmol Jgegagol Fo®ddmowygbl: 1) dmogarols
bodbgbmdom Fg3096To o@ dgobodbgds S3@MIMAgas3es; 2) dmnwgeo bobosmog-
b5 LEs@obRogg®o dbodgbgarmgbgdom s aoohbos domsgro sdblibgenmdomo ¢bs-
®0; 3) dmegmol BoJdmagmo 33msegdols 3mgn030gbGgdo bosbosmegds bdwe-
g gdols Bgbegbioom; 4) dodomswo gododsmols 3ggmols bea®ds bogengdos 3odo-
Bogrols dmeggdols Lobds®gby (Mikeladze G., 2017).

033U o bodotmggarml g3mbmdogols dspsmonby gddo@ogmse dgdm§ady-
00 0639LH00gd0L ol g@MsBmmol Imwgengdol bgsgl Jgwgagol Fo@mdmow-
396L goJBmegmo  3gmsegdol 3mgR030gb@gdols bHws-gangdol @ 9bwgbzos ©s
3o30@o@ols dmdagdols LobJo@ols Fg@mds do@omswo  gododsmols (33900l bom®-
35bg. gd30M0ygmo Imgagdol 2oblbgeggdym dgegasw a39gmobgds bombgbmdom
930900 533M3m@A g o300l s@Olgdmds-s@omlgdmdols god@o. @.3m339L dmpgenols
dobgegom bo@hgbmdom Fg3096do dgobodbgds s3@m mMgmazos, bomm Lsds@m-
39e0mb  dogomomnbyg oggdgm  dmpgmdo  sg@mgm@gmsizos o6 dgobodbgds s
dmpgao jodgow osbsbogl Lsjodmggaml g3mbmdogols Mgogmdbsl.

0639LB0(30gd0L  SgEMBgyGglogmo Impgma: s@bodbymo Imwpgeols gd3o-
oo Ggomobsios dmobpobs @ofiste 3m3399 ggenggol 3 g@odsw >dd-b dogo-
@omnbg. I3gaggzemds Lodgogam @gmoeol Gmedo aoboboars I /ke_1, 3gmoggols
Uodogg 9Bo3by  gm339 09gbgdes  9330cgl  ggo@s@ms  dgmmel  (Bernd Ernst
R,2005).

Aohote 3m339L  ggangzgool goblsggm@gdygm dgogal Foddmowygbl owm-
bo'dbygaro b3gaoxoge3ools Inwgeols dobgrogomn Jowgdbyao domso s@slisodgom
Yggagdo Gmam® 3 seggommbol Sbggg dgos@owgdols d@o@Po. @. 3m33gl
300g9en 3380 935d0 oI Y@Mgommbol o gdol Gogo ogm 1 dgmmdgdo -3, beam
dglodgdo -8. goodowgdols @spagdol Goao go ogm 1, 2 s 6. 3m339L ggenggols
3M0Bogmbgdo domgdyge dgogal blbosh 70-00b Fangddo wowo ggmbmdogydo
350©bgdom, @opash dgydangdgmmo  ogm  g3mbmdoggdo  gomebgdol  asmgogols-
Fobgds dmpgendo s Lfmogo gl oym dowgdgamo dgogyol dodomswo dobgbo
(Bernd Ernst R.,2005).

Lododmggeoml g3mbmdogols dogsmonbdyg 0bggl@oEogdol w@momo 3§ 3dogols
3obboangolisls gbgogdom Lgbmby@mdols jmd3mbgb@l. 33mrggol dgogagool g9,
slioagbom Jobobdgfmboemos Lgbmby@mdbol asdm@oibgs Jmbozgdgdowsb. bg-
bobydoe InbFmagdol dgdwgy 73003900 d9358mFImm ©ogo-gumg@ol Ggb@ol
359my9695000  LASE0mbomy@mbdoby. 0bgglGoiogoo Fomdmowagbls  I(1) Fodol,
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GoEa5b 0go s@ols DSP Godols wo 3oMggemo @oaols bbgomdgdby gowsligamom oo
LEoombsgy@mwgds (Dickey, David A., and Wayne A. Fuller., 1979).
3bGogo 2
©040-g9mg@ol BabGo gomgnmmgsbo gglgol SALgdbmdsby
MNull Hypothesis: I_SA has a unitroot

Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -2.438372 0.3561
Test critical values: 1% level -4 165756
5% level -3.508508
10% level -3.184230
*MacKinnon (1996) one-sided p-values.
MNull Hypothesis: I_SA has a unitroot
Exogenous: Constant
Lag Length: 1 (Automatic - based on SIC, maxlag=9)
t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -1.152387 0.6869
Test critical values: 1% level -3.581152
5% level -2.926622
10% level -2.601424
MNull Hypothesis: I_SA has a unitroot
Exogenous: None
Lag Length: 1 (Automatic - based on SIC, maxiag=9)
t-Statistic Prob.*
Augmented Dickey-Fuller test statistic 0.516322 0.8235
Test critical values: 1% level -2.616203
5% level -1.948140
10% level -1.612320
*MacKinnon (1996) one-sided p-values.
3b®omo 3

300390 Gogol Lbgsmdom 1 ggligbg GgbGo

Null Hypothesis: D(_SA) has a unitroot
Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic - based on SIC, maxiag=9)

t-Siatistic Prob.*

Augmented Dickey-Fuller test statistic -9.767362 0.0000
Test critical values: 1% level -4.170583
5% level -3.510740
10% level -3.185512

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

530mAgaGglogm, Iggdego bodygommlb s sg@mmgydglboym-dag@ego bo-
‘Ygomml Jmpgaols goblobogggmo mogosdoMmggmse aowsgogm 30Mggeo @o-
30L Lbgomdgdby. 0bgglGozogdol dmwgemols Lobol wobswggbow 3G0EgM0ydgdew
3°9mg04gbmm  535030bs s  dgodol JmgRo30gbdgoo. 3gMdmw, Mm3Godomydo
dmpgao 0dbgds ol, @mdgmbsg 9dbgos o30030L @ dgodzol 3mgnoE0gbdgdols
dobodogny@o  3b0dgbgemdbs.  sarFg@bsBogol  wsamdol  Fobsdg  g3o@o@glmds
960d9ds Igod3ol  g@0@g@mogdl, @opash doli mgoligdsl Fomdmowagbl, wozg06-
3900l glsldgmme goowgdolsl dgombgl kq9ddsdo@o dmpgao (sbsbosdgomo o,
2014).
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3boogo 4
535030l s Vgod30L gModgMoxdgdols 360Tgbgarmdgdo o@mggemo @oyols
063 gaM00935© 53§mAJaBglogm-33@sgo LsTgommls pHmon 3F300ggddo

ARIMA ARIMA | ARIMA | ARIMA | ARIMA | ARIMA | ARIMA | ARIMA

0,1,1) 0,1,2) 1,10 | 210 | 1) | w12 | @11) | @12
535040 12,72 12,67 12,70 12,76 12,74 12,73 12,8 12,64
V35630 12,80 12,79 12,78 12,88 12,86 12,89 12,86 12,84

0639LB0E0gd0L Imgals gl ARIMA(L.0) Loby. 30b3® 9 e sw:
Al = a+bAlL_; +u; (1)
(1) godmlbobyegdols gxoligbolsls gmgdygmmdon:

3bGogo 5
493009 3350MSGNS JgnmEon Vgxsbgdgmo (D) dmpgmo
Dependent Variable: D({I_SA)
Method: Least Squares
Date: 06/15/15 Time: 22:52
Sample (adjusted): 2003Q3 2014Q4
Included observations: 46 after adjustments
Convergence achieved after 3 iterations
Variable Coefficient Std. Error t-Statistic Prob.
C 11.68843 14 44367 0.809243 0.4227

AR(1) -0.387021 0.141166 -2.741604 0.0088
R-squared 0.145903 Mean dependentvar 12.68181
Adjusted R-squared 0.126492 S.D. dependentvar 145.3566
S.E. of regression 135.8527 Akaike info criterion 12.70352
Sum squared resid 812062.2 Schwarz criterion 12.78303
Log likelihood -290.1811 Hannan-Quinn criter. 1273331
F-statistic 7.516391 Durbin-Watson stat 1.923218

Prob(F-statistic) 0.008805

Omama 3 gbgosgm, msgolyggemo Fgzdol 3mgx03E09bdo LHsGoLGggMo©
o>M5360dgbganmgsbos.  dglsdsdolise, ogo dmpgando o@ 9bps ogml  hodmyeo.
9B gHdobsizool s gm@g]Bodgdgmo ©g@gMdobsizool jmgR03E0gbdgdl  goshbos
sdoeo 3b0dgbganmdgdo (0.16; 0.13), Goi doygmomgdl, Gmd dnwgedo 9bos ogml
bodmygaro Lbgs 860dgbgarmgobo  Rod@m@gdoE. ©oMdob-go@lmbols LEs@obEogs
(1,92) 2-mob sbgoml 0dymegzgds. odmgggs Go DW  §qlRol ©sdggdgd0: dmegando
bodmygaros dgogamddogo ggmowols moag@o dbodgbgamds, ogo o FomImow-
396L Lsodgomlb bodhgbmdoon §930d0 sg@mgmgamsiEool s@lgdmbol woliswoygbag.
dmpgaols badhgbmdomo §g3@gd0 bm@mdsgnyg@s gobosfomgdyamo s@ s@ob.

0y (1) dnwgmopsh gsdmghogbsgm mogobygee Fag0l ©s dggonsligdm,
35d0b dogowgdo:

Al = —0,3797A1,_4 + u;

0gdas  Gmam® 3 sgbodbgm, domgdygmo  dmgmo  bolosmpgds  Gogo
bogenmgoabgdgdom.

oebsbodbogos, ARIMA(2.1.2) aoohbos ©gBgmdobsizool s 3m@g]Bo®goe-
@0 9B 9@dobsi3ools yggamsby dowegno db0dgbganmdgdo (0315 0.25). sdsbmsb, dm-
gedo F>F 5 @53 dob beodobiogg@ow db0dgbgmmgbgdsl dogmomgdl. olggg
0bAgds dmdmbizgdolR®mdols domgdol sadosmmds badhgbmdomn §93¢96do goo-
BoL Babol Jobgogom. sobimsb, bomhgbgdols gobsFogmgds bpgds bm@dsaado.

114




0y gogomgogolifobgdm
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>mbodbyanls,

0bggb@oiogdols

0b39LB0E0gd0l ARIMA(2.1.2) Imwgenols dggobgoolsl gogdgemdm:

Dependent Variable: I_SA_D
Method: Least Squares

Date: 06/20/15 Time: 14:06
Sample (adjusted): 2003Q4 2014Q4

Included observations: 45 after adjustments
Convergence achieved after 18 iterations
MA Backcast: 2003Q2 2003Q3

M3@0dogyd  Jmga s

3b&ogoo 6
983009L 3goRGGMS Jgnmwon Vggslgsymo ARIMA(2.1.2) dmpgeo

Variable Coefficient Std. Error t-Statistic Prob.

C 12.59880 17.88737 0.704340 0.4853

AR(1) -1.152331 0.101162 -11.39094 0.0000

AR(2) -0.849792 0.102867 -8.261107 0.0000

MA(1) 0.901509 0.075933 11.87242 0.0000

MA(2) 0.930557 0.049399 18.83748 0.0000

R-squared 0.314567 Mean dependentvar 13.57115

Adjusted R-squared 0.246023 S.D. dependentvar 146.8725

S.E. of regression 127.5321 Akaike info criterion 12.63905

Sum squared resid 650577.1 Schwarz criterion 12.83979

Log likelihood -279.3787 Hannan-Quinn criter. 12.71389

F-statistic 4589310 Durbin-Watson stat 2.015766
Prob(F-statistic) 0.003820

Omame 3 gbgosgm, dnwgedo gggems s5dblbgmo goJBm@ol 3mggozogb@o
LEs@obBoggde 860dgbgammgobos, aostes mogolyggsmo {gzdols. dolo aodm-
®o3bgom dmegmosb ©gHgMmdobsizool 3mgnoEogbBol 360dgbgarmgbgds 0.31-sb
0.3-3g 330Mgds, mydEs dobodomydom 0bBEgds JmAg]HoM oo ©gdg@Hdobs-

300l 3m9x803096@0, @o3  FmEamoEsh  mogolygsmo

doggomomgdls.

Method: Least Squares

Date: 06/20/15 Time: 14:19
Sample (adjusted): 2003Q4 2014Q4
Included observations: 45 after adjustments
Convergence achieved after 21 iterations
MA Backcast. 2003Q2 2003Q3

Vagmol  as8m@oibgaby

3b®ogo 7
m530b9g8s@o Fg3@0lL 35093y 983009l JgoR@MsGNS dgnmEon
YguoLgdgemo ARIMA(2.1.2) Bmegmo

Dependent Variable: |_SA_D

Variable Coefficient Std. Error t-Statistic Prob.

AR(1) -1.152433 0.101755 -11.32555 0.0000

AR(2) -0.848953 0.103519 -8.200968 0.0000

MA(1) 0.901182 0.076172 11.83090 0.0000

MA(2) 0.930283 0.050238 18.51743 0.0000
R-squared 0.305996 Mean dependentvar 13.57115
Adjusted R-squared 0.255216 S.D. dependentvar 146.8725
S E. ofregression 126.7523 Akaike info criterion 12.60703
Sum squared resid 6587115 Schwarz criterion 1276763
Log likelihood -279.6582 Hannan-Quinn criter. 12.66690
Durbin-Watson stat 1.991399
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d0m0d-gmea@cls Bglgol dobgogom 99%-osbo  sendsmmdom  doomgds by-
@emgobo dodmmgbs badbhgbmdom [g309ddo 53@mgmBgasizool s®odligdmdols dg-
Lobgd (Breusch, Trevor S., Godfrey, Leslie G.,1978)

09 3obgoaMdmdm dmwgedo  sg@mGgadgbogmo ©s IEPdsgo  Lodysmmls
@og®o  360dgbgamdgdol  hodmgol, ygmggmro dgdpymdo  @mopol  ho@mgobsl
33000905 30 gJHoMgd o 9B gMdobsizools 3mgn0E0gbdol 360dgbgmmds, Sliggy
d300Egds dOM0d-gmEadols bymmgsbo Jodmmgbol dJowgdols sendosmmdbols 360dg-
bgenmds,  3mgxR03096@gd0  begds  LEsGoLbEgYMs©  5Msdb0dgbganmgbgdo, @i
‘9093900l 2o90M9lgdabyg doggomomgdls.

033U o bodotmggarml g3mbmdogols dspsmonby gddo@ogmase dgdm§dy-
b0 0bggl@BoEogdol s3@m@ga®mgbogao dmegmmgdols dbaogh dgogyl Foddmow-
396L dmpgaol LEsGoLEZYMs© SMSLs0dgom dgogygdo, boamm asblbgoggdeya
Jggal — bodhgbmdom §g3®gddo 5g@mgm@gasiEool s@lgdmbdo-s@s@lgdbmdols go-
JBo. 2oblbgoggdymo dggao bodbgbmdom [g3dg0do  sg@mzm@gmsiools s@ly-
dmdsbmob  @sgogdodgdom dglodgmms godmfgggeo ogml @mam@E  gddo@oymo
Ago0bsizools 30mEgldo asblbgeggoygmo dgmmeols godmygbgdom (bsJs@mggenmls
dogomombyg 373003900l gobBsEombogygdmdon), slggg Jggybgdol g3mbmdoggdls
‘dodols goblibgoggdom.

0639L30(30gd0L Fumomo bsgsEgdol Jmegmo: @obodE Jm3ggd 1982 §ganls
9930@0ygamoe dgodm§ds gymowo bogogdols dmpgao, Lowsa fi/ki—; s®ols @sdm-
JORIFIO  (33EL>R0. Iggarggeco  ggeggol 9iHo3gdby 0ggbgows w@opol Lbgows-
Lbgs Loaddgl oJ®oggdol 139305040056 godmdobs®y. 33e0 930l 30Mggen gBo3by
dgbogmo dogows oligghodwyg, MM gymopo bogogdo o sbpgbls s@Lgdom
3530 gbsls sdg@gommmdsles s dgostomgdaby. 3g3eggol dgmeg 93s@dg dob doo-
mm 3b0dgbgermgobo woligghs, GMI gymoo bogogdo gooMydom o gogeng-
6ol obegbl dgbmdo-boggdmdgdby, gomg smdy@mgommdsby. s@bsbodbogos gsdo,
330930l 30Mggen  9Bo3by, Lowox hodmymo gsddmmgdol @ospagdol Log®dg dg-
©5M9300 0O 3Mg803096HJOL e gds-bMwols @ 9bgbz0gd0l gobdgmmgdsmds
J3bos bg@bolbgdy® @m@dsl. ggenggol dgmeg 9Ho3dy 3M9R03E0g6E YL 3Jmbos
dgd00930L Bgbpgbos (Bernd Ernst R.,2005).

A, 3m339L dogd gyu@swo bsgowgdols dmegemols dgxsligdolols by = (6 — g)
3609gbgamds  LEs@obBogn®oe bymmsb sbhepmbss.  jodo@osmol  @ogodgdyero
d609gbg@mds  Jmpgado o@ ostols s@ligdomo s dg3bogMds ggemggol dgdwgy
9053y gL 3geowo Yy gdgeoym (Bernd Ernst R.,2005).

dmeganols Jgxsligdolols Jodggee  9@s3bg p-l I60dgbgermdgdo  Igdygmdls
0,81-0,83 Jygoegodo, beogem dgmeg 9Bs3by 0,936-0,956 (Bernd Ernst R.,2005).

Lododmggeoml  g3mbmdogols dogomomnby gddo@oygmow dgdmFdgdgmo  oge-
o0 bogogdols dmwgmoli dgogagdl Foddmopagbl: 1) gd3o®oygmo dmwogaols
bodbgbmdom §93098do o6 Tgobodbgods 53@MIMAgEs305; 2) RBoJBm@ o (3gens-
ol 3mgxn030gbdgool 360d3bgmmdgdo Jdbols bgdbolidopged @gbrgbosl; 3) do-
HoMdE0 go30@ ool 3mgR03096@0 oblbgoggdygmmos 0-basb; 4) dmpgaol sdblibg-
@Mo0m0 Pbodo sOEmY dowognas (JoJgemadg ., 2017).

0b39LB0E0go0L Gmdobol dmegeo: djgarggodol dogd Jgnsligdya Gemdobols
dmegals 3Jmbws (2) Imwgmols Jmwogozo®gdogmo babggdo.

=a+ ZT:_OI bj(q - 1)t—jkt—j—1 + biki_1 + u; 2

I 93>3y 356 Ky dop0g000 aodmoygbs (g)t_j, OmIgaoi Impgaedo sbobog-

©> 3mM3d3sbools Gymoswo bogogdols Imd@Momdsl. ggamggols I g@edbg @. 3mdsggd
(2) dmpgmol m@ogg bty Ke_1-bg aoym o olyg dgoggebs, boaem I gEs3by
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9309boG0l Gmado  dob aoboboans ;—tt, oo 0 o@ol gmddsbools LoFo@dmm

Lboddgogmggdols godmygbgdol mbyg. dgEbog@mds msgols 3gergggddo doowm 3o gg-
o Mool 53dmMga@gboygmo 3Gmaglo. s3obmsb, ggemggol I o III g@o3vy @.
3M3339 049bgds sendmbols gobosfoemgdols gogol dg-3 Gogol 3m@obmdl, boarm
I-bg — 3gmobg @ogobsl. d3gargge®mds 3odo@omo aogm m@ bofogo: dgbmde-
6o gomdgoeE s smdygdgommmdse, Mol dobgogomsi dsb sopm dmpgaro. >@bod-
byamo 33 ggol dgogaom 393609@3s Joowm Loob@gmgbm dgogao — o6 Food-
doopagbes  b3gEogogyd  Ggmoel  Gom-Gomyg  99bmods-boggdmdgdols  ©o
sk Mgogmmdgdolomgol, sMsdgE 0g0o Slsbogws dsm 3mddobsost (Bernd Ernst R.,
2005).

993000 @gomoboioolsl 0bgglBoiogdols Gmbdoboli dmwgerdo dgobod-
bgds bomhgbgdols LgMogmo sgBmgm@gamsizos s 2 360dgbganmdgdo  dgmyggmol
‘dgbmdo-bopagdmdgdolimgols 0,82-sb 1-dwg, boam spkydgommdgdobngols 0,82-©sb
0,994-3¢04.

B™Md0bol dmegmol  9d3oGogmo @goaobszos Lods@mggaml  g3mbmdogols
dogomombyg oFywgds dgdmgyo Lobol 3GMdagdgdl: 1) o6 s@Lgdmdl s@sbsodo
06gmAdoz0s Amdobol 0 3mgno30gbdol dglobgd; 2) o@ >@Lgdmdl gddo@oygao
dmbs(393960 doGomswo godo@ogols dgbobgd. ¢35b5L3bgeo 3Mmdargdol wodanggs
‘dgbodangdgamos 0bgglBoiEogdols oJlgag@s@mmols dmegamols dggagool aodmyg-
bgdom, @ols Logydgganbgis odmmgmomos doGomswo  godo@ogols dbodgbganm-
b960. 033> BMdobols 3mgno30gbGoli 360dgbgamdgdols dglobgd 0bgm@dsiools
20Ol gomds 3565300mdgdL RBoJBL, MM LoJsdmgganml dogomomndy LEsGolEo-
39050 go®aolo Jngmols sagds g9 dmbgdbrgds (Mikeladze G., 2017).

FgboTgbs: InLobdgds Bmdoboli 3mgn03E0gbHgdol aodmmgemmol ob dbysgbo
9306mAogg@o doboo@lols 3Jmbg goJ@m@om hsbsizgemgds dggdangdgamos, Mooasb
oliggg 0@ s™lgdmdl g3mbmdo Mo 0bpos@mmgdo, GmImomnsE smbodbya 3Hmd-
mgdol @odanggl d3genggoto. 5dobmsb, dgmeg dmlob@mgds, dnwgedo F9]6039G0
Ygaolgdol 30mde gds gosnd@sls sdggdom, G®mI Fmdobols jmgxoEogbdo ©OM-
do Igedog Lowogl FoMdmswagbl ©s [om8mJdbsls sbogno Lobol jmggoiogh-
G900 ¢; =bi(q — 1)i—; 93mbmdogyd SbAL dmgagdymos, §obsowsb s@bodbymo
BoJB0 g¥0bsswdpgygos Gmdobols mgm@osls (Mikeladze G., 2017).

0639LB0(30gd0L bgmgesbogn@o Bmpgmo: @. 3m3399 0bggliBocogdols bgm -
@slogy®o Jmwgamo dgsgols dgdwgao gm@dom (Bernd Ernst R.,2005):

I = ag + Y75 bj(g)t—th—j -t Cj(g)t—jyt—j—l + 8keq + Uy (3

330930l doGoms  sdggosl  [omdmopagbos  jmd-ogmslol  ¢ybiools
AsLd@Hodol dygwdogo 939390, 3330 g3o0ds Ygoggols 26 3o@odg@®o, Loowsbsi 13
0ym  ¢j, beoaom b]- -13. 3m99803096@ 900l Jgnolgbolsl dob  godmoygbs @oyy@o

930900l 309803096¢ 900l goboFoagdols A-Godo.

A, gm339L ggemgazol dggaeor wowyobs, GmI dggnsbgdymo 3o@adg@mgdo
3odmodhgmes LEsEobEogg®o LEsdommyg@mdom. 5dsbmsb, bgmgemsbogg® obggl-

B0E0gool dmegado, bbgs dnwgmgdols dbgoglow, saomo oJgl bombgbmdomo
F9g00L  s53@m3magmsiosl. dnwgmol L3gEogogs@os o@ ool asoblobmg@yao
s ol dgodengds ogml aoblbgeggdgmo, 33eggol dobbgdowsb yodmdwobsdyg. sbig-
39 300d@mgds@g@os dmpgedo ho@mymo 35@539BMgdol 3oblsbwgdsi (Bernd
Ernst R.2005).

06393030980l bgmgmsbiogy®o Imwgmols LoJs@mggenml dogomonbyg 36s-
JBogao Ggo@obsizoom oowgds: 1) wsdsgmo LEsEoLGgy®o 3b0dgbgemdols ©s
2dblbganmdomo ¢bodols djmbg Imwgmo; 2) goJ@mdgmo (3gmegool JmgnoEo-
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960900l 360dgbganmdgdo  Jdbosh  bg@bolidopage®  @gbrgbiosl; 3) bombgbmdom
V9309030 530 mgmagamsizool  dgaslgds 30mdmgds@y@os ©s @obsdpgomgdom
390 9oMg9mxm b dogowgdm 303mmngbgdls dob dgbsbgd (dofgansdyg g., 2016).

©5lggbs

033U o bodotmggarml g3mbmdogols dspsmonby gddo@ogmse dgdm§ady-
gm0 0b39LH00gd0L oJlge g@sBmmol dmwgegdol bgsgl Jgwgagol Fo®dmow-
396b BoJHoOgmo  3amargool 30gBo3oghHgool bOLs-gargool Hgbrgbgos ws
3930@o@ols dmeagdols LobJo@oli g@mds doMomso  gododomol (339mols bm@-
35bg. gd330M0gmo Jnwgagdol aoblbgeggdym dgegase a39gmobgds bodbgbmdom
V9369030 53Bm gm0 geo300l s@lgdmods-s@msmbgomdols god@o. @.30339L dm@ganols
dobggomn bsdhgbmdom §93098T0 dg0bodbgds sgBmIm@ganszos, boam Lsjs®m-
g39e0ml dopsmomnby sy9dger dmegado osg@Bmgm@gmsEos o@ dgobodbgds s ols
300 Slsbogl LoJodmgganml g3mbmdogols Ggommdsl.

M@0 Jgg9bol dsgsmombyg gddo@ogmer d9dm{dgdyamo 0bggl@oEogdol og-
BMDgadgbogmo dmpgamgdols Jbgogl dgegal Fo®Imowygbl dmwgemols LEsEobL-
B039H© SMsbs0dgom dgogygdo, bomamm asblbgoggogm dgegal - bsdhgbmdon
V9369030 533m3m@gans3ool  s@lgdmds-s@momligomdols  gsd@o. goblbgeggdyemo
dgga0 bodhgbmbom F93096do 5g@mgm@gamsiEool s@ligdmdolimsb ©sjsgdomgdom
dgbodanms  2o8mFgggmo ogml GmamaE gddodogmo  Ggomobszools 3GmEglido
3obLbgoggdyamo dgmmeol 9s3mygbgdom (bsdodmggeml dopsmomnby Y 3003930l
35LHOE0Mbogg@d™dom), sbggg J3gybgdols g3mbmdoggol Jm@mol aoblbgsggdom.

LoJo@mggeml  93mbmdogol dogomomndyg gddodogmmse dgdm{dgogmo -
o0 bogomgdol dmpganols bodhgbmdom Fg3096do  o@  dgobodbgds  Sg@mgm-
9530, oblbgoggdom @. 3m339L Jmegaoligeb, sbggg goblbgoggdye dgogals
Fom3mopagbl dmegando  doGomswo  godo@omol  gmgxoiEogb@ol 360dgbganmdols
Lbgomds 0-baosb. dmwgemoli goJ@mdgmo @Ggmseols 3mgx0Eogb@gdols 360dgbg-
@embgdo Jdbol byg@boldspagod @gbwgbzosl s dmegaol sdblbgamdomo ¢bso
O30SO,

Abaoglio 5T3- g3mbmdogol dsgsmomnby ho@odgdagmo Bmdobols dmwgemom
330 930Ls, LoJo@mgganml dogomonbgi dobo gddo@oygmmo dgogagools asdmygbgds
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gl LEsAolGoggdse godaolo Jmbszgdgdo aoshbos, dmwgbsi boodmggmmls
dogomombg LHs@oLGoggdoe s@sbsodgom dgogagdo doomgds.
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The article is financial supported by Shota Rustaveli national science foundation
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COMPARATIVE ANALYSIS OF INVESTMENTS MODELS (CASE OF USA AND
GEORGIA)

Expanded Summary

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

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

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

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

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

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

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

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

Calculation of Tobin’s coefficient or replacing it with economically similar factor is not
possible, because there are no economic indicators that could be used for fixing stated problem.
Also, considering that technical estimation problem in the model should be fixed by assuming
that Tobin’s coefficient is constant through time and creating new coefficients ¢; = b;(q — 1),_;
has no valid economic logic, because above mentioned fact confronts Tobin’s theory.

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

statistically non reliable results is received.

120



“006m30l50”, “Ekonomisti” Ni2, 2018

@356 0333759

0556y xogsbodgoaol bsbyarmdol mdoeobolb bsbgandfogm

260390 60BIB0L gybmdo 0L bosmfBeodmm 3Gmg@msdol @efBm@msb0;
dobgogo boggoemsdy

0556y xogsbodgoaol bsbyarmdol mdoemobolb bsbgandfoogm

260590 6oBgBol 30bbybol sdobolB@modgdol boefBmmem 36Gmg@msdols

QOFEO@SbB0

M3B3085RIA0 LOOdIRILOLIRM BB0HNOL dS6LSOBR3@S I3ME6MB03IAN bAHROL
ORIV BJF30L 30LOKVIBOR (LOIS@MZIRML SIORNMbJ)

B9body

bsdmmddo gosbognobgdmaos Jmgmosbo dogs 3Gm@aBobs (d9dmyangdoom GDP) @o
bogo@obsbom d9dmbogargdl dmmol yogdomo 2011-2016 [argddo. gosbgsmodgdol
bogyadggen by woggboanos bogowsbsbopm Bgodmols ol dsbygbgdgero, @mdgaroi
bogar s dgmfgemdl  m3Bodogra@  g3m6m30y0@%  bEwsl, @i @dbo debgarmgsbylbos
T9g960L Jmdsgoaro gsbgoms@gdobsmgolb. 3sbbogr memos 3B 0dsar o bogowsbsbswm
BgoGmol 356bs bmg@obsmgols sa0argdga0 30989600900 bsgowsbsbswe &80 bsg-
@gdob poagbob (9.F. RA-GAP) dgmmw@menmgos.

boyg56de  bodgggdo: dmanosbo dogo 3GmeyBo (GDP); bogo@obsbowe Bg0@mo;
JJb6080 900 bGEs; bogo@sbsbs@m sbsysmggdo (Tax Gap); 3mBgbizomGo bogsws-
bsbsm dgde bogargdo.

Yglsgsemo

Logopalobosm LolRgds olgmo gbos ogml, G®I Lopsmslsbom dgdmbog-
930l bOPslmsb gohmoe @ hosbmlb 3gddm dgFo@mdgmdomo Loddosbmds. Jggys-
6odo o@Lgdyamo Logswobobs@m dmemo@ogs dobbow ¢bos obsbsgegl jg@dm Lgd-
Am@obs s Yabmy®o 0bgglBoiogdobsmgols, sliggg d0bbglbol @ofygdol wo gob-
3005 g9d0bomgol dodbopggmo s bgmbsg@gamo Logoobobsm gomgdmls dg]d-
bol. m3@odogado Logowsbobsm LobEgdol dgdbs gzmbmdogndo mgm@ools s
9406030 ggG0 3m@o@ogzol ghm-ghmo gOHmgegbo 3GMde gdss.

LYmogo aswslsbopgdol 3gdggmdom obgbls Lobgmdfogm Jgggbol ggmbm-
dogol Mgamo®gosl, @owyobsi 00 Fo®dmowygbl Jagybol dogxg®ol bodgdmbag-
@ bofomols gm®do@gdols dJoGomse 0blR®ydgb@L.

3mb@gmdgbolbdy®o 3gHompol Jg8pamd LoJoMmggemdo golgsmao j@o-
bolio, dgodengds 0mgol, mgomasdsdgmoggdgee bolbosol s@o®gds. g3mbm8o -
0 5296@gd0l Fowogn 5d9a305Ls o Lopswolsbom sdmbopygdols sdogr ©m-
b9l dm@ol Fobooswdwgamdsls 3owgg 9ROM Sdmogdgdes bogspsboboom  Ggo-
0ol 9mobsd@mds.

Logsalsbom  Bgo@mmo 05bas®0dgds Gmam®g Jgggbolomgol 8menosbsg,
obggg 3ol obgo®odmdgh obLE0G PG00 gOm gy gdol (FMAO3MAsSE0s, Lofo@m@dm)
dobgegom. ,Lopopsbobom  Gg06mol” Lobmbodow goboboggds ,,Lspswolobopm
76gb0”. Logswsolobom Bgo@mo - s@ol goslsbowols go@ebrols gosagdeyyan gds. bs-
aoslobom Ggodmmo (T6gbo) — Jgg9bols xsd9®o 3m@gbzoy®o Logswslbobowm dgdm-
Logen gool Bo@Emdss dnosb dogs 3Oy mseb, ysdmbs@ygmo 3MMm396/95do.

3mB9b3ogdo  Logopslobom  dgdmbogangdol os@agbols dobboo Asbo@o-
90905 Logs@sobsboom @obs oty gdols sbognobo.
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Abmxg@ondo FoBome 53GMd0Mgdgmo Logswsbsbspm @gagmodgdomn dg-
Fomdgmbol gobgoms®gdols LEodygmgdo o@ obs gomgogmolifobgdymmo Lsdotimgg-
el gobgomy® 3maodogodo, @853 Podygmgomo gogargbs dmsbpobs  g3m-
bmdogols gobgomomgdsby, dgodemgds omgol, bogans FomBmgds.

o8 dobbom, Logosbobsm  oedobolimomgdol 3GmEglido  asdmgamgbogoo
30moegdgdols gomgogolifobgdom, Lsdotmggenm@o 3g@Mompyasm bo@Eogaogds
aoabobo@ol sEdobold@momgdols godom@oggds, Logowsbsbopm  3obmbdpgdbenmdols
3oM3mboboios  gg@mgegdodols 3obmbdwgdmmdslmeb ©s Logowslobowm  jobmbd-
goemdols sbggfe.

Ygbsbfogamo mgdol oGgsemds gob3o@mmdgdgamos 3mEgbizog®o Logo@slos-
bom dgdmbogangdol godmygbgdom, my Gmym@o Logswsbsbsm @gommol dgdmb-
393>do dgydemos Jgggobol dos@{oml g3mbmdogydo bOwol domsar @933l (GDP-ols
doJLods@ @ 360dgbgermdsb).

* * %

d5400m©mbgby m3Godsgydo bopowsbobosm Fgodmols dom§ggol @mbolidog-
390b9 9YnOm bomgmo Fo@mdmagbolsmgols sgoamm @oxg@oli wobsdogygdo IGywo
LoJo@mgganml  g3mbmdogol dogomomnbg 20112016 Fangdol dobgogom. @oxgdols
dogoo gfmps 3bmdbdoamo sdgMoggmo  g3mbmdol@ols s@F YO @oxg@ol Lods@og-
(3999 mE, GmIgadsi msgolbo mgm@os dgJdbs 1974 §gaols, mgdigs s@wbodbsgws, GmI
sl 5@ dggddbos gl mgm@os s ol xg® gowgg dg-14 boyyzybgdo Fodmoaygbs s@odds
94M6m3oLEds 066 Joenweybds [Laffer, 2004]. 3bmdogmos, G™m3 @sgg@ols IGgLom
43905bg godaom doyxg®do Logomslobsm dgdmbagmgdbg ods@gdygmo modgdsy-
mgd0ls go@obabowol (dgdwymddo - VAT) a0bsgggmols bgasgmgbs smofgdgds [3o303s,
2008].

05300 33e0 9390005 25dmIobotry, dognsigo dogows ©sliyggbodoyg MMA, @o-
A9Hol IGO0 Ibmemme @msdsbo dodmmgbes, HmIganoi sGox®mon @ dGj03LYds
[3535gs, 2008].

Joomggeo g3mbmdoliGgdols, s3ogdogml genowodg® 3odsgol o nly-l ggm-
bmdogols @ b0bbglol gozeBgBol 3GmPgbmaol, g3mbmdgd@ogzol gosmgo@ols
bgenddmgobgeols 0@ sbsbodgoemol jgenggol dgogaoi sslRyg®gol o0dsl, @md
9OMmdmog dmmbmgbsbyg bogswslbsbopm Ggo@mmol b@wols bgdmJdgogds ymggemgols
obg gombobo@ 9oMYmBomo 5@ s@ols, Gmam® 3 gl 3obmbogy®o babom  g3mbmdogols
mobodgommgg  Lobgmddmgebgenmgddos  (o@mdmpagboano.  aopslbobowgdols  bA©s
bgenolgaegool dbdowsb dgodengds dobsbdods@mgmop 0dbols odmygbgdyaro,
Omame [osdobomoligdgeo, sbggg ©eddgbcdgdgdgemo  g3mbmdogydo 3meno@ogols
3oLo@ oM gda s [5bsbosdgogeno, 2010].

dogbgosgs®  bgdmombodbyemols, 930  Bggemggodo  @osgg@mol IO gols
>0 gdmdsls, Hmam@ 3 53Gom@A L 0lig Joohbggl [3535g5, 2008].

553900l IO Yo MogoEsbgg ds3Mmg3mbmdogy®d k@oado odbs hsdmysmody-
S0, @0l aodm3 080 aosbabowgdol (o jgymo Lobgmodgdolomgol jo o@ oym
3obggmgboaro, s@edge  aoliodgommgdymo  ghmmdemogo gopsbsboswolsmgol. o3
93565L3bgeol bszgans dognosb bdodo 04gbgdgh g.§. Logopslboboswm Ggodmols
dshggbgdgarl, @mdgemoi aobolobmgMgds MMamM® 3 doygxgddo RoJHMdMogo® o4
099000 Logopslbobswm dgdmbsgangdols ghmmdanog dows 30m©JB0sb dggommads.
9L 3ohg9bgdgeo g3mbmdogsdo s@ligdym dpamdo@gmodsl LOygmsw Gm sbsbsgogl,
R JBHMIM0go® ©3M9R0e0 Aoslisbo@gdol boigmow, 3mBgbzoy® Logowslobowm
dgdmbogen gdls 9bws nmgoerolifobgomgl.

Logo@olobo@m  ©obsgodggdoli  sbogmobo  9b@ybggeymal  bogswslbsbsom
MO256mgdls @ Logoslbobosm 3memo@ogol asobdbobmgdgen 30090l ©s oMa o,
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3m@Bgbaog®o dgdmbagargdol Lobmdgdom, @obsgsmyol, GmIgamoi aodmfggyeos
356mbAgyliodsdm Jdgmgdgdom, goobisbs@ols 5@ aoabromn s s@Lgdyao Logsmsls-
bom 3m@o@ogdom (o6 oY sMoMEs, 5O dmbEs gopsbps, 3ogMgmos bLogs-
slisboem dgmagomols G950d0).

5099%9H 30 Logopsliobsm  dgdmbsgangdol dmdogobgool IgBow odsgno
dshggbgdeol gthm-gohmo dmsgodo dobgbos mayxEos [dggemmbsdy.. 2000]. 390-
do, GmE lsx saomo ogl dgfomdggdol dogd Jglodsdols m@asbmgddo Fom-
a9boe g eMmoMgogddo dmbogdgdol Vgabgdymom 3b0dgbgermgeb wodsbob-
xgool (9306 9dsl), @odo  LodotmggermPo  dgB-bogengdo  bmdom, Lobmye-
©Pm9d0030 3bmgmgdols momJdol ygges bygdm dmoige.

0dol  aomgomobfobgdom, @m3  LsJodmggermdo 2005-2016 (angddo VAT
3oslobo@ol bggo@omo Foano  Jgggbol xody@  Logowslobswm  dgdmbogangddo
Lodygomme 44%-1 dgoagbl, dgbsdsdols@ s@bodbymo aopsloboals 3m@gbioygdo
Lbowool oy gbsl s@lgdomo dbodgbgammds gbgds hggbo ggamggolbomgols. 3gerggols
dobbgdolomgol o379 dgom, @md Lbgs popslobogdols Ggodmo ¢Egergmos ©s
358809651 5@ sbgbgb J39960L g3mbmdogyn® bO©sbY.

Log@msdm@olem Logogy@m gmbools gobds@@gdom [Hutton,2017], Logowos-
Lobo@m ©obsgomgo s@ol bbgomds s@lgdygao g93mbmdogosb dolbomgd 3m@gbioy®
Logo@slobsm dgdmlsgombs s Ggo@o@ sdmmgodsl dn@ob.

Logomg@em gmbools dgnmomammgools dJobgogom, 3ndgbzoyg®o VAT-ols dols-
052905 sGHAMdA0g kHoedo bmdEogmegds obslfs® goblsbmgdgemo dmwgeols
‘dgbodsdolsw, mommgyge Lglem®do 99ddbogr ©sds@gone mo@mgdemgdoby oy e-
brdom. 3m@gbgogdo VAT-0ol goblsbmg@ol gl dgommwo, googanols 0dsgg abob, do3
Loko®ms 0bogoeiemy@o gowsdbpgmobsmgol dogxgddo gowsbsbegamo VAT-ol
309 bosbas®odgdmse.  3mbidgdgmo  aopsdbpgmols  do@osbo  bapswslsboom
3o 9dm9ds VAT-Lomsb d0do®mgdsdo osbyomodgods, Gmammz: dob dogd 033m@ @by
sdogbymo VAT + J39960L Ggodmmosby wodogbygmo VAT - 3ol dogé gg0bm-
dogn@o  Loddosbmdol gomyegddo dgdgbogr  Lodmbgenbg s Bmdlobydgosby
holbomgemmgano VAT-ol msbbs (gldma@o yggmos Jgggebsdo 0dgadgds VAT-ol bey-
@gobo 3obs339m0m s Folbyg Logowsbsbo@m sbs3o®agdol yodmmgeolsls VAT-ols
350653390l 203039 gos Amym@ 3 Fgbo, od brgds). Goi dggbgds bmasw dmwgels,
030 3793omdl gOmgbygmo obyo®modgdmsb, PRG®m 3mbiMgH e ,Mglyelgdols ©s
3odmygb950L*  3bGoegdmsb, @mdgmlsig  LolFgdodoytom  oJ39969096  J3gybols
dgbodsdo LRs@obBogn®o moysbmgdo. dmagdygmo cbGogdosh godmdwobsdy,
3m®gbiog®o VAT-0b mpgbmds bgd@mmgdols d@oedo gobolsbmgmgds: 083m®@ by o
BIN0AMA05Dg wosdoizbymo VAT, dgdodgogmo hsbsmge geno VAT-ob msbboom.

53¢ gm0 @oMmgdygmgdols bgdmombodbyemmo dmpgmo dgodangds yodmo-
Lobeml dgdgyo Loboo:

PV = Z(PVmS +PVoS — PViS)

Lose:

S - Foddmowy 96l 3063 9@ e Lg@mals

PVm? - 30 9bgog®o VAT 306369090 bgd@m@ols 0d3mad by,

PVo® - 3m@gbioyco VAT dmﬂ&(ﬁa@‘ﬂg@o LgJBm@ol ao8mdggosby,

PVi%- 30 9b30®o VAT 306369090 bgJdm@ol 3mbds@gosbyg (oby
‘}b”jﬁ)bq&%‘]/;goBoboﬁ)xf]B%;])
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dor@osbo Logoabobowm obsjo@mgol LE®JGamol gobysaamo Fo@mdmoagbs
‘dgboden gdgenos d9de gabsodsg:

amenogyngob galiagaign Byoigiogin
liagapoaliabagoem qoulbis 3adn
patinygbioli goolic jaten
JoBmBAmeRomBnb gofia areo
Seagg g cin guaringlgs a3l gakia g
P o R ahias

OmamO3  3bmdogos,  ©obsdogy®o  moggdols G0 dogoigobgyeo
0b@ 930 gBs>3oom [E.B.Banaukui, H. A. EkuMoBa, 2011] hoofgmgds dgdogao gmo-
dygaom:

x=axq+bxq? (1), ULowsEa s b dgasligdoo 3o6G0dgHtgdos.

dopgao (1), goneamgase, odo 0bpogs@dm@ol Jo@gdols Lodgomgdols ggod-
m93L. gligbos, obsdogyn@o @oxg@dol §g@h@owmo (), LAs@ogn®o mexzgdol Fgdh@owo
() ©5 93096030401 o JLodogm @0 bAwols gdso (b).

dogaoo (1), 330h396901 M jogdargdsls dngnosh dogs 3GmEyJ@ol bHwols
B933Lo o Logomslobom gobsjggml dmdols.

x = xxt - o0l dngnosbo dogs 3GmEyJ@ol bewols Ggdsdo;
t-1 -
T

q=5 - o0l Logowsbobspm @go®mo, Gmdganoi dnEgdgmo Favolbmgols
00b5M0dgds Amam@3 bogoobsboem gdmbsogmmgdol xsdols sdsgg Ferol Jmarosh
‘oo 3O JB0ob msbsgs®ombom.

OmamO3 3bmdogos, ghmgbyge sbys@modms LoliGgdol (gol) g@m-g@mo dodo-
moo dmmbmgbss, MMI Aoslobopgdol sbas®odgddo sbisbgs dmbpgl wemoibgols
dgmmeols godmygbgdom, @s3 0dols omgoolifobgdl, GmI gowsbsbowols sbys®oddo
sbobgols @M gbos ©ogdmnbggl Logowsbabowm gommwgdygemgdols Fo@dmdmdols Jm-
3960, 30y gO®m mogolgdydgds, Mo gob-omss 3oblobmgdymo, s@ols dgdwgyo:
XoM03g00, 30m396@ 900 aoslobogdols sBosE@Mymo o5b Loghmme o gowob-
olomgol s Lbgs Loxo®odm Lobj3ogdo gbws spodmoibml gowsbsbswgdoliogsh
(308039 305JB0godoi Lobos-loyg@eggdol s@@oibgs 2016 §eowsb Fomdmgdls goen-
39 dosliobogdologeb ©sdmyzowgdemsw, gahmosbo Lobsbobm  jmeols sdmdg-
©goolmob ghms.

hggb dogd Bo@omgdamo Lspswsbabom Ggo@mols aosbas®odgds, boigmsw
VAT-0b 3oJBmddogo aoobrol dshggbgdarolis, gy@mwmbmds @go@y® ms@oibgols ©s
3m®gb3oMo sMmoibgol sbsjomal. osliggg golomgomolifobgdgamos, MmI Logsws-
Lobopm dgmogomgdom 208mFgggmo ©sbsiodao, 5@ dmbsfomgmdl 3m@gbzogdo
©5M03bgol obs3o® 0l gosbas®odgdsdo.

Jag8mm dnigdgee 3bGogdo stsbyaos VAT-0li wo@oibgol @obsgo®ao s
dobo obsdogs 2011-2016 §engddo.
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3bGogo 1
VAT-0l @56 3560l ©0bsdogs bsdsdmggemmdo 2011-2016 Fangddo
Qm‘{)@b”’ 9bgs boyen VAT-
oo | P | oy | SO | worghae | oot
of ,50) i oMobgsls ©
2011 24,343,986,583 0.4 97,375,946 2,250,992,327 2,348,368,273
2012 26,167,283,503 -0.2 -52,334,567 2,526,098,612 2,526,098,612
2013 26,847,354,249 -0.1 -26,847,354 2,733,684,495 2,733,684,495
2014 29,150,481,302 0.7 204,053,369 2,376,458,399 2,580,511,768
2015 31,755,555,634 0.7 222,288,889 3,095,126,694 3,317,415,583
2016 34,028,452,192 0.9 306,256,069 3,413,264,850 3,719,520,920

Fgo@e: www.mof.ge; www.geostat.ge.
*¥2012-2013 Fangdols ©obs 3020l 9o@ymaomo 360d3b9anmds 5& s@Gol asmasanolifobgdaano
B0655G1MdA030 F99bodsdmdol a8dm; 2016 Fanols a55bas®0dgds bs 3990560 0639398 5(3000.

Logopaliobsm Ggodmmols sowygbs d9edog goligddos do@mgdyero, gobsowsb
30d0bsdyg gobgddo gosbyo®modgds dbmeme Gobgsmmy@o 989]@ol do@omgdgaos
[gdognsdg, 2014]. Dglodsdolow, dygwdog Roligddo godmbsbyao Lsfs@mgganmls
Ao @0 baws (Fobs Fgmmsb dgoodmgdom) ws 3m@gbzoyg®o V. m-oli Bgodmo 2012-
2016 Fergddo Fo®dmwy gbognos 3g-2 3b@ogndo.

-ols

3bGogo 2
@ggg"ggf?gg);ob Logopaliobsom
oo 2930 biodro g
2012 1.0635 0.0993
2013 1.0339 0.1045
2014 1.0462 0.0915
2015 1.0288 0.1099
2016 1.0285 0.1173

Vyo®m: www.geostat.ge, www.mof.ge

hoBomgdgamo Gga®glogemo sbogmobols dgegagdomn @msgg@ol ddgmo Lsjo@mn-
390l 930bm8ogobsmgols Jgodangds gdegaboodoe godmglobmm:  X=21,0929q d
105,8423q°

3o@admeols sdmblbom dogowgdm, M Mm3Godsaygmo bsgswslisbsm Ggotmo,
o6y obsdogy®o @ogghol FgoGomo g = 9,96%, bogm g3mbmdogzol dgbsdsdolo
M3B0domy@o bAes s@ol 1053 (5,3%). LHsGOZYH0 @osxgHol 3Gl FgdEomgdols
db0dgbgermds Gmanos 7,77%-0l s 12,16%-0b.
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00653039960 ©s LFs@Goggto ensxgdol 3dgmgdo

%
o o 30 |
By
105,3 |
100% ——
; "
p N .
/7 \
/o \
e \
\
\
\
[+
777% PO 4o qen q

bo@ogy®o @oggdol IGgeol Tg@m@domgdo s0bodbogl g3mbmdogol obgm
damdotgmdsl, @meglsi GDP 0bs®higbgdl bdwols Igmdog @ 9dsl, @mdgaoi Gmanos
90mol. 53 Ty Boagdl ool dmagnmos gobgs@yg®o 3meodogol bsdmddgom
©0535bmbo.  Ls@ogydo @oxgdol Fgh@ogmgdols dgxaslgdygaro 360dgbganmdgdo
LoJo@mggeml  ggmbmdogolomgol o@ol - 7,77% o 12,16%. gl bodbogl, @md
Logowsbsbowm Ggodmol ool ggs 7,77%-0l Jggdmm ysdmofgggl Jgggbols ggembmBogy®
3oMEbols, sliggg, VAT-0b Lspopaslobom Ggodmol gobmws 12,16%-0l bgdmm Jggybols
9306m30 30l M g3gloyge dpamdsdgmdsdo dgygebols bodbogl.

3¢ 0o 9@mool mgomsbMoliom, Gosigombsgyg@os, my VAT-0l 3mE9bizoyg®o
Logopolobsm  Bgodmols  dbodgbgemds  dogobamgogds  9,96%-1  dodbbowsb.
>0b0dbyen Ty BoaTo LoJo@mggemml g3mbmdogel goshbws 3m@gbiEosao dosmfomls
doJLodogry@  1053%-056 bAwols dobggbgdgenls, o569 53%-006 do@gdol. myd3s,
2930 gdgmo  bodoygxgdm  bodyxgdols aofgzolomgol, gobgoeydo  dmeno@ogols
‘Ygagbom ©535390@0 s@Islitmgdgeo s bsgobmbdpgdamm measbmgdo VAT-0ls
Logo@slbobom @godmols 3oMedgdmgdse 9,96% - 12,16%-056 dgoemgols somhgggb.
sligom 30009530, yo@ws 0dobs, @M o@sgos boyxgdob dgdmbsga gdo, g3mbmdogss
‘dgbodsdobo 0bMEgds. sdMosw, VAT-0l Logopsbabswm Ggodmols 9,96% - 12,16%-
0560 063 gHhgo@0 Lo3mbGOmMEMm s LadMmabmbm, Lom@ogb@oEom 3o@msdg@®os.

d9-3 bMogndo, yodmbisbygmos LoJo@mgganmdo 20112016 Fangdols VAT-ols
35JBmdM0go gosbpol Logswsbsbsm Ggodmo GDP-Lmsb dods®mgdsdo dywdog
aoligddo, @mdgeoi Lodygsmme 11.3%-1 dgoygbl. bomm ws@ogbymo VAT-ol
B30t mo Iedog Boligddo 03539 3gBomedo Lodgogme 10.3%-1 dgoagbl.

3boogno 3
GDP go@obs, | gowsbrogm | 3m@gbgogco | 3m@gbgog@o/
bmdobognydo d9dog 0 VAT-0ls | /@stogbygmo | ©s@oigbymo
Fgamo GDP, 3wdog 3519330 HgoGmo VAT, 390dog VAT-0l
%oligddo (35J®0) d33-Lbmsb Roligddo Hgommo GDP-
(Igb @o@0) (denb Ygotrgdom (denb Loob
50 9330) % 50 9330) ‘Ygootigdom %
2011 22,241 2,565.2 11.5 2,163.5 9.7
2012 23,653 2,827.7 12.0 2,349.5 9.9
2013 24,454 2,662.4 10.9 2,555.6 10.5
2014 25,585 2,991.8 11.7 2,340.6 9.1
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2015 26,322 3,057.1 11.6 2,893.1 11.0
2016 27,072 2,806.3 10.4 3,176.1 11.7
Vyo&m: www.mof.ge; www.rs.ge

DA SW0M YOS, Mmd LodsbBm  ggmbmdogol  Jg99696d0  gosls-
bo@gdoli (Logowobobsm @godmmol) dgdizodmgds 0fgggb 0bggldoiogdols bEodyao-
M90ol. o opagmolbdgds 39Fomdgmdoby, bgmaslby oo ogowgbogdby Logswe-
Loboom gobogggmols dgdcodgods. o9y aogomgsamolifobgdm hggbo ggenggol oo aoobys-
0dgd0l dgg9a90L, ©ogoliggbom, MM dsdlodsaydo 105,3%-0560 bOPOL Fgd3ols
doboef ggom syiEoggdgemos, VAT-ol Logopslbsbopm Ggo®mo doygsbermgogls 9,96%-
006 35hggbgdgels. Loodmggenml g93mbmdogzol bOwobsmgol Lokodms Loobggb@oizom
30m39LL Joggl LGodgao®gds, Goi3 33m0F393b ©odo@gdomo Lsdydom segomgdols
‘9960 o sdoBgdom godmdydoggosl.

©5b3gbs

Sgoms dgodagds ogolggbom, dmd VAT-0l psbsjomgol (9.§. Vat Tax Gap)
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Summary

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

Introduction

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

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

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

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

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

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

* * %

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

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

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

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

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

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

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

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

The above value model can be displayed as follows:

PV = Z(PVmS +PVo® — PVi®)
N

Here:
S —is a specific sector.
PVm? - Potential VAT on the import of specific sector
PVo* - Potential VAT on the output of a specific sector
PVis- Potential VAT on Consumer Sector Consumption (i.e. Resources /
Expenditures)
The overall tax gap structure can be visually presented as follows:

Rolicy gap Concessions

Tax gap

Acerual gap
Law-abinding loss

Collection gap
Potential scorual

Taxing Dedlared accrual

11
Source: WWW.lTlOf.Ee; Www.geostat.ge
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As it is known, the dynamic Laffer curve with Balatsky interpretation [E.V. Balatsky,
N.A. Ekimova, 2011] will be recorded by the following formula:
x=axq+bxq? (1), Where a and b are assessable parameter options.
The model (1) simultaneously gives us three indicators. These are the dynamic Laffer
point (q), the static Laffer point (g?) and the maximum growth rate of the economy (x).
The model (1) shows the dependence between the growth rate and the tax rate of the
Gross Domestic Product.

Xt _there is an increase in the Gross Domestic Product;

X =
Xt—1

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

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

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

Table Nel below shows the VAT accrual gap and its dynamics in 2011-2016.

Table 1
Dynamics of VAT gap in Georgia in 2011-2016

Year GDP in active Aotr:]cgar‘?)u(lg(t) : Must be added Accrued VAT To calculate the*

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

Source: www.mof.ge; www.geostat.ge.
e The negative value of the 2012-2013 gap is not taken into consideration due to content
inconsistencies; Calculation of 2016 with its own interpretation.

It would be reasonable to determine the tax burden in constant prices, as calculation in
current prices has only a fiscal effect [Kbiladze, 2014]. Consequently, the growth of Georgia's
GDP realized in constant prices (as compared to the previous year) and potential VAT burden in
2012-2016 are presented in Table No2.

Table 2
2012 1.0635 0.0993
2013 1.0339 0.1045
2014 1.0462 0.0915
2015 1.0288 0.1099
2016 1.0285 0.1173

Source: www.geostat.ge, www.mof.ge
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With the results of the regressive analysis conducted, the Laffer curve for Georgia's
economy can be summarized as follows: X = 21,0929q - 105,8423q°.

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

Dynamic and static Laffer curves

108,27
100%

948

o
T8 T M™% q

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

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

Table 3
Nominal VAT Paid VAT P;)éf;rr‘é':‘(;’ Potential /
GDP, at payments, at Burden VAT at accrued VAT
Year constant constant prices | compared const:smt Burden
prices (in min. (fact) with GDP prices (in compared
1 0 1 0,
GEL) (in min. GEL) % min. GEL) with GDP %
2011 22,241 2,565.2 115 2,163.5 9.7
2012 23,653 2,827.7 12.0 2,349.5 9.9
2013 24,454 2,662.4 10.9 2,555.6 105
2014 25,585 2,991.8 117 2,340.6 9.1
2015 26,322 3,057.1 11.6 2,893.1 11.0
2016 27,072 2,806.3 10.4 3,176.1 11.7

Source: www.mof.ge www.rs.ge

132



http://www.mof.ge/
http://www.rs.ge/

“9b30bB0”, “Ekonomisti” N2, 2018

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

Conclusion

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

1. Climate change;

2. Desertification;

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

Local production will be stimulated;

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

a market price;

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

is launched will be improved;

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

the production of rural products in the city center);

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

products, as local production will be more competitive;

Penvironment protection issues will be promoted and advocated,;

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

« ldentify the land areas on the balance of the Ministry of Economy or Self-

Government Unit which are not used by the State at this time;

Provide certain benefits to urban gardeners;

In the framework of the possibilities to set the necessary infrastructure for the
gardens;

Take the necessary measures to increase the promotion of urban gardening;

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

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

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

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

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

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

155



“9b30bB0”, “Ekonomisti” N2, 2018

consumers) and in Georgia the majority of investors were market seeking investors despite of
the fact that coefficient of this variable was negative and insignificant.

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

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