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Unemployment Problem in Georgia and Ways of Its Overcoming

Nugzar Paichadze

Associate Professor, Doctor of Economic Sciences,
Iv. Javakhishvili Tbilisi State University
nugzarpaichadze@mail.ru

At the current stage of socio-economic development of Georgia the most acute
problem in the country is the raising of the level of population employment and, there-
fore, reduction of unemployment. About the noted problem there are published many
interesting works by foreign and Georgian economist-researchers. However, due to the
complexity and permanent volatility of the noted problem, scientific study of the issues
related to this problem is still relevant and will continue to be so in the future. This arti-
cle mainly deals with the employment and unemployment-related issues, which, in our
opinion, are relatively less studied by Georgian economists working on this problem.
And, proceeding from the analysis of existing situation in employment in Georgia there
are suggested some concrete measures for unemployment reduction.

Keywords: Population employment, economically active population, labor force, em-
ployees, self-employees, employment level, unemployment level, types of unemploy-
ment.
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The Demographic Trend - The Most Important Component of the Modern
Global Geo-Strategic Landscape and Its Impact on Georgia

Badri Ramishvili

Associate Professor,
Iv. Javakhishvili Tbilisi State University

The author continues the series of articles, the aim of which is the identification
of Georgia’s position in the global geo-strategic landscape; the given work explores the
demographic megatrend, which is determined by demographic explosion and started
from the second half of the XX century and according to the projections it will last until
the mid-21st century and will have a significant impact on the planet's geo-strategic
landscape formation.
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According to the author, several important factors, contributing to demographic boom
on the planet, can be identified, for example: the acceleration of economic development
and the increase of social protection in this light, scientific and technological progress in
general and in particular, the development of the health care system and pharmaceutical
industry, the growth of international solidarity in the context of the humanization of
mankind, etc. At the same time, in a number of regions there have been observed the
downward trend of the reduction of growth rates, while some European countries face the
threat of depopulation. According to the author, such processes give rise to many problems.
For example, if in many countries there is the problem of excess population; Europe can
soon face a shortage of labor resources. It is also emphasized that the global population
aging process also exacerbates demographic problem in some countries.

According to the level of economic development, the author considers the human
factor as the main reason for the planet’s sharp regionalization and therefore he makes
a conclusion: first, in different regions, from economic standpoint, there is population
of different effectiveness; second, the level of effectiveness of the human of a certain
localization is conditioned not only by personal characteristics: education, professionalism,
qualifications, performance, talent, etc. but also it is determined by the setting where a
person has to work; third, because the individuals, living in different settings, have different
possibilities of the use of their own potential and self-realization, it gives rise to a number
of processes in the demographic point of view, among them migration and urbanization
are of particular importance. In this regard, in the research context, the author introduces
the economic man’s concept and considers the index of labor productivity as the most
important criterion for the assessment of effectiveness; however, in this regard, he gives
and analyzes the GDP, GDP growth, labor force, urbanization level and rates, median age,
net migration indicators.

The author believes that Russia has a great influence on the determination of
Georgia’s position in the global geo-strategic landscape; he pays great attention to the
study of the demographic perspectives of this country. A separate chapter is dedicated to
the issue in this work; in its final part there are opinions that Russia has not demographic
resources for imperial formation and even more — proceeding from the size of territory and
demographic problems, it doesn’t have sufficient population for the formation of effective
state.

The final part of the work is devoted to the analysis of the impact of demographic
megatrend on Georgia, which in the author's opinion, is still clearly negative. On the basis
of different data he has presented the grave situation in Georgia in this regard and considers
that it is necessary to formulate and start the implementation of the state demographic
policy. It should be encouraged fertility, but to achieve fast results, it is necessary for a
significant part of Georgian emigration to return to Georgia.

Keywords: Demographic trend, demographic changes, effectiveness of economic man,
urbanization, population aging, median age, Russia, Georgia.
JEL Codes: J10,J 11,7 14
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In framework of this article there is analyzed correlation between government size
and economic growth in case of Georgia and EU member state by using double logarithmic
regression model. The research is focused on importance of government size increasing/
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©93m 36honemo Ggb3xdemo3930L gogermnsbgds, oo g3tgLos o Lbgo.
2603byemo dmgamgbgdol Gogl sLggg 8ogamerbgds Lodgmoms 3033060l ood-
o, GmIgemdoy g3mbmBogneo g;360gégdo sboemo godmBggagdol Bobodg
Q)ooggfso. meOOQ)obdmé)o 33006003033(4)0 bnbd)aao, XX b0‘33350b 3.5. 8(4)06-
omByemo gdL3ge089bo, 3E9boc EEBMOgEES. Lmznommabhye d39ybg-
30l g3mbmBozolb 3600l (h983930 3gGromeymoe J3otEgdmEs, bmenm
1980-006 Bemgdob 33(’063 6053360@06 30 3600 39Bycos. dbmazemom coé)ao-
608530980l 0> gobgomotgdnemo g3gybgdol obojzoohegom > mobogm8no
Q)ooE;sm 3(’03350[}0360 bob(baaob 538353&)[5 330’)5(’0303360 bobO33ob 06)06-
bq;mﬁ)aoeonb 3(5030 LododGm 3300600303033 [1, 33- 84-85; 2, 33.17-18].

30Ega0 @gedoyae oy gdleGoyare 3gargggdeb boogydggandy dg-
bodqna?)g@o 805@0 300[)03003360[)(536)0 (bé)osbogméaogoob 33[)0536 ™o
3ocogm3s Bodmyoemodgdnmoym: 3mgnéo 0gfedos o géomyoemelhyéo
Oé)oqu;mé)aoBoo. XX boyznbgde 3(’03360 m360300b 3506@03&360@ 3393
0bgdmed LoghmdmEnbm Logoemyhm ogmbeoo, GmBgemoly g30boblyoc

386)‘333@3(’003@0 meobobémmo d338633b 0Q60363Q>o b(bé)od)aanob 80300-



b0808m™ 930600803089 gooL5M0L WYMD09S0L 93mbMEIAD037M0 vboM08o

496930l a30653mgd30, beaemm goydmmolhgdol 6039330 JmooBErgdmeobgb
93946930, HMBmgdloy o35 Iggdemmaer BrgomEdgdal gottrgds o Boco
©>30606blgds [1, gg. 84-85].

lh‘)33£)6dm l)o(l)HSaBn: 5053000, 30033(4)0 maéoBoo, 860@30@0[)0360
by&ohgaes.

o308 m 33m5m303083 60(90[)3@0[) Hm335§0 m3i7)03nnl) b@ﬁo@aaoo
Bnﬁamnb 33005(*)3030[) 3060@00)83

3m 3o 00300 gnemolbdmal 3dm3mmgl ™8 Goozommyéo gobrosd-
36900l Go(3bgol 8ogLodaBgdol. ©xbodbyeme dmemahozol Botdoémgaborgal oy30-
@gbg@oo 60333@7[5 @30303000[) Q00330000300 O 330860 30053(!)063@0 300@0-
H030L gohogos (ogyemol 8obobs 0y gogemomo &Ll 3mbhEmemo). 08 393mbg-
3930, 7 5b0dbyemo 3memah03d 000g0emolBabgdl sliggg dgdmbogemgdols o ozo-
Lgdol E9gnemoagdol, 85306 3oL 3ghgermepmdlnemo bizgboto gBmegds [1, g3. 85].

oqasoaanm mgm(‘mob boqmd(m@%g ngod@gbg@oo 9303 3(\0@3@0 Hm-
dgembogs 398cgge Lobg gdbgdo:

log(GDP,) = b, + b,log(gr debt,) + b,(Unemp,) + b, (inf,) + u,

(1)
bocoog 1log(GDE,) 8osemosbo 3oge 3Gemydtol comgatiomdymeo 860336gcmmdas,
log(gr dehttj-bobs@36003m boaoéam 3ocmob @maoéoman@o 9b0dgbgemmo,
Unemp,-y313936m30b mbyg, infi-30 0bogemazool comby.

(1) dmeegemol Lodgoggm (33emolb 833-0b comgotomdyemo 36033bgemmds
6063000@696[), 2bodbycmo (33emo0 3393cm0bgdo d3gybols 3300500303360 dcogm-
doérgmdol doBggbgdemoce. gogdhmemo (33em0go0l Gmemdo gobbocmyemos Lo-
bgemdbooym boaoégm 300l @maoéoman@o d60dgbgemmdo, 33333360)60[5 om-
69 > 063300l E™bY. 1813936md0l EMbY 06r0ds godmbobogl dghgememd-
byemo oxgmonme 8megemolb 398mbogemosbmdol gaodhml. mgméogemmo dm-
9ol ggoligdol Ggameoegdol agoghmese gd3ocone Imgmdo obogemszool
©™bgo Rotamoa. 580Leob (1) dmgemol ogodhmenm 33emorl Bo6dmocgqbl
Lobgem8Boggm Logotgm goemo, ©@bodbyemol dobgrogom, doogémdol dbocygyg-
™d000 ©Ed3m 30c0gdyemgdel 3oBgz9bgdcmoce LobgemBBogym Logotgm goemo go-
dmoygbgde.
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336)[}0 oym aono%Q363@o,6m33@oB 306[)5303@3?)«)@0 m%oeoo@zﬁ)o 336[}0-
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33@0 6033600 TSP oy DSP. 336(]00@, TSP ®o3o anqmbbambb, 6HmI 363603350
oéob@oeomsoqaéoo 830@86b@o 0636@0[} aoam, beeme DSP GoBobob — 560l
oﬁobd)ol;omsoqngém 830@:]50@0 qmngé:boob 80300. oqgsoasgq;o Ogb(i)ob 80300-
33586000, @maoéomSU@ 3060 360’:@3d00b ©d Q)maoéoma:]@ bobg@agoosoo
Logotrgm goemol 860336gemmdgdol 36360330 doomgds byemmgobo dm3momgde
36)0’)03@(‘03060 %8b3ob oébsbmbo%s, 6)08 domn oéobooBOMSOQUémeob 83@0[}-
b3mal. 363603900L goLobozemboemydgdmmoce, bbgomdgddg gocsbgemoom gob-
sto, Hmd mﬁ)osa 8636)030 300")30@0 émaob 06688606360@ I(1) 003[} 3033300-
6905. bmemm 0bggemoool o 3333gg3emdal 363603980 HEGbLHSEMbImYGO
36 369039000. [5, mogo 11, gg. 24-27].
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363 63863b00b boogé:oobob 030006 obo&o@DB@oQ, 3668@-66306336«3[)
36)0’:33@36000, doogdo 36003'3@(‘03060 Jo3mogdo 30005@3360300[) oébgbmbob
agbobgb, 60080063 mmbogg 3636)03[) dméol, obggg @maoéom{')n@ dd3-bo coo
mgoeomdyem Lobgem8Boazm Logotgm goemlb Iméal.

5b0db7yemo dmgmmol boéhgbmdnmo Bggérgde bmedsmmntoos goboBoemg-
?)nqm, 030l ob, bémoB-aonSéob O{]b(l_)ooo, 800@360 63@003050 30030000380 o8-
O™ 3PEgIO300L 96 96LgdmBab gbobgd oo goahol hgbheo — byemmgobo Jodm-
mg%oco 33036mb3300b036m60b NG oébsbmbob 33[}0536[5, ag- 9-18]. ob333, oo6-
30b-gehbeobol bgotebdozol 3600 smem Bgéhommgol bo8 godhmenem (33emorbs
©° ™3 ©9330639%0L Bghoendg Boe8moggbl du=1,27 , dI=0,774. >ebodbyemol
dobgcogom, 1,79 306)@350 1,27-2 dyocmgeedo, 608 3030000036[), 6Hmd 606536005000
693629830 56 3g0b0dbgdo vgthm3mEgEHS300.

(1) go8mbobyemgdol Ggoemodozoom gmgdnmmdm 3gdgg gobhmemgdsl:

log(GDP,) = 4.174 + 4.44log(gr debt,) +
+ 0.115(Unemp,) + 0.008(inf,) + u, (2)

(2) godmbobymmgdol 3mgo30(3096hgoel 3gbobgd Boogde Hydm3mmgdo 99%-
0060 MM MI0m bd)o(bobo%aéo@ 9b0dgbgammgbgdol dgbobge. sLggg, 99%-0vbo
odOmmd0m Bmgemo Lhodhobhognésw goégobos.

Dependent Variable: LGGDP_CH_DEP

Method: Least Squares

Date: 01/15/16 Time: 12:18

Sample (adjusted): 1995 2014

Included observations: 20 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.

LGGROS_DEBT 0.439707 0.026308 16.71376 0.0000

UNEMP_PER_CH 0.115422 0.034735 3.322985 0.0043

INFL_PER_CH 0.008277 0.002715 3.048932 0.0077

C 4.174534 0.134813 30.96527 0.0000
R-squared 0.985272 Mean dependent var 8.100951
Adjusted R-squared 0.982510 S.D. dependent var 0.348258
S.E. of regression 0.046057 Akaike info criterion -3.141026
Sum squared resid 0.033940 Schwarz criterion -2.941879
Log likelihood 35.41026 Hannan-Quinn criter. -3.102150
F-statistic 356.7821 Durbin-Watson stat 1.799393

Prob(F-statistic) 0.000000
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Qg@géaos\)uoob 30030303036@[}0 o 3m63d®0635*}@0 Qs(bgé)aoso[;oob 309"
30(3096L gooBBos Bomoemo 860336g9cmmdgde R%-0,99 R‘ -m5=0,98, 693 Imegemol
LhodoLheggeo oo v3blbgammdom 1boédg 8030‘)00‘)36[}

(2) Bmeogemol g830&0nemo 309390l dobgrogoon dgbodemgdgemos gogszg-
Omm @0[&335360: 1) Bosgmob 33(‘05008030[) 333 60086@360, oy 80086@360 Lo-
bgemdboagym boaotﬁgm 39000, 603 6)30@0050[) d99Lod53gd0, g0boocob Lobgemdbo-
g Logotrgm goemom ogobobliogds dmogermdal botygde; 2) ndndggermos oo 333

86)@0@ Qoamsoqyaba@gboaoo. RY:) %ad(bob boo3:]d33@oo bmeooqmb@né)o bObOS'
8ol 503@0}306350- waodaabob 33@3300@ 60@0$06)5363@0 @mﬁg oy b@aoob-
Hognéo 0bogmdozol PByLhmds; 3) obogemopool B3éd oEgdem 393306300
933-boob, o330, 9bedbymmo 3933060 dghoe di30ergd, 3oboosb 3mgazoingb-
0o 33‘)@836[’ 0,008-U. Sb o30d¢o égowmbobaos Il o6 oasmosgbo, 53?)0[)3086)
93060803030 333-L B0 0> 0bagzEMO00l Béres 0b630dgzéyemo 3GmzgLos; 4)

bbog-ob 33¢8(4><n@mdb3@0 b@éo@gaoo o6 oym NI 30)3@363@0, 38(’908, >bod-

byemo LGotggeom dgbodemgogemo oym 333-8g 3gdmddgogde, Godg;3 dmgemal
LyogoLhegneo 3o6g0Lesbmds Bonmemgdl; 5) Bobgmal g3mbm8o 3980 gbodemg-

63@0 oym 30)33(4)0 mg(ﬁoBoob 80@06350, 6)0033@08 Sogsdd)ooso 33@33360[} 3060-
69890 0gdbgdmeos.

0939 °bobodbsgos ol ogogho, ™I 96 dgademgds g gggysbodo v3mdo-
6 gdnmo Imgemoo domgdymme 3900939000 obolosmwgl Igmyg d3gybol g3m-
68030. 090006 godmBnbotnry, 96 godmoiosbgde godho ©bedbymme dmgemal
65 3cmmg0bgd0L 3gLobgd GmBgemndg Lbgs Jggysbol g3mbmB8o3z0l dogommomdy.

o398 m asmﬁmaosoga 60(90[)3@0[) 680@30@0[)03530 68.‘) Boﬁamob
33m5m3030b 3060@00)83

LododGm 030‘)50)803088 60@0[)3@0[) 66)0@30@0[}@36)0 b@éo@gaoo 83@0[}-
b3l g3mbm8030l 00bEomobmd0m HEObLEmEIo300L Lodod&m g3mbmda 308g.

0®bodbymo Lherohggeol gohoegdol oyzeemgdge o 8603369emmgob 306mdgdl
Bo6dmocogqgbl: 1) go3medgdol gohotgds, o3 §3gyobodo bgemobymemgdol do-
@O botreoggeol anmmolbdmdl; 2) ogoboblyte Gglnelgdol s6lgdmds Gg-
g3gd0L oboogebobligdemoce [1, 33. 87-88].

00b03bymo mgmEoal boogndggemBg 3qbodemgdgemos vgogme 393cgge 8-

QIo:
833=030606b3(4>o aboé@oggéo + bgemolyozemgdol 3506)@0$360 ©d (3)

63030063350[5 80@06)360

dmeegemol bgyohebhogne Lobgdg woboygobsc (3) 8megemo dgbodemgdgemos
HEbLogmEdotrogh Gergmeds:
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GDP perc change, = by + by saving perc change, + b,invest perc, +
+ bygovernment force, + U, (4)

bocooy GDP perc change, 833-0b yo43160 865000l (498300, saving perc change, —
©33mg30l 36m(396dycmo 3603gbgemmas, invest perc, — doxemosbo 0bggbhoogdel
360396 emo Bocwo 833-d0, boewm government force, 30 — bgemoalyazemgdol
dborcoogg60ls o BrgomEdohmemdol 5dbodgbgmme agoghono (33emowo.

(4) 8eocogemBo LobgemdBoogmb gaboblyéo dgbodemgdemmdol oBggbgdgem
(33000900 9®gdYed Eo8mggol 3Gm3gbhemoe o dmemosbo 0bggLhoieg-
3ol 36m39b¢memo 8603369emmdgde. ©BmZgoL bmE8oms o doemosbo obggl-
(o900 dgbodemgdgemos boboemmdtog 3o0byy ogobobosmmo gg9ybols 30606~
byéro dgbodemgdemmdgde. (4) dmegemmol gd3otoymmo dmbszgdgdo gobbocmyemos
1980-6cmocoob 2014-Bemodcog [4]. Lodgogam (33emoceoce 333-0b $odgyéo dércool
¢83300 80550@3@0, boemm 0533b6080360b 36)0380603@0 ©> QoSmasob 36m-

33603@ 86@030-0@60363@0 83@0@86()[) 360080663@0 3603353@006360.
3o(hoegdnmo ©gmédgdol o bgmolyoemgdol botodqéol obiobsbos-

0gdeo (4) 3megemde 3g3mpsboemos agoghoyo ;3gemoo government force,
03 33em000b 360dgbgemmdgdol goblobodmgo Lodotms googbgoma Bobgmals
3806039 goLb 1980-Bcmocoob 2014-Ecmodcoy.

bggds 1

Bobgool 69nmEoHmEMds 336 mg9mmmdals 33eocolb

369800960 Bemgdo 0bcoggbo
Ye Jianyng 1978-1983 0
Li xiannian X 1983-1988 1
Yang shangkun 1988-1993 0
Jiang zemin X 1993-2003 1
Hu Jintao 2003-2013 0
Xi Jinping 2013-c099009 0

bdgds go3gmgdnemos BBC-ob Robgamol obhmememo 36mazocmals dobgogoos [6]

B3Q)oqmb o3od0036)0 3503363@«)6360 605[}03@363@00 6)3({30‘)680000(4)0
33639 gool 3docmnggemmdol Bemgdel dobgogom, (33emoolb 860336gemmdgdals

306[}03@36)030 aoamggsgbn@oa NGNS 306000 domo do@aa%@abo, oéoasQ 6)3-
gmEIdHmEMIS (ob. Lggds 1).

(4) godmbobyemgdel g330conemo Egoemadsool EmL 86033bgcmmgobos
ebmomo 36 3603900L 3gdmEIgde Lihoombommnemmdsdy. gbhmgnemmgobo ogglgel

(i){]bd)om @&76@360, HmI 80)@0050 0633b0080360b 3(4)«)3360*3@0 8603353@00-
3980 3oérggemo Gogol obhggtotgdowe 3Gmigbos, bmemm 333-0l 3m(39b¢nemo
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36@0 o @0800630[) 36)003366‘3@0 8503353@005860, @635@[500300060@360
36 369039000. doemosbo 0bgqbhoz0gdol 3Gm3gbtneme 360dgbgmmmdgdal 3otggemo
60g0b Lbgomogddy gocooligemoeo o 833-0b 3Gm3gbheme 360l o odmggal
36(033603@0 3603353@(‘06360@05 Oégs@ob 3080‘)60853000, 33bod@868@oo
930g3mm 6g36rglod, EmIgembsy 393cgge bobg gqdbgdo:

GDP perc change det, = 0.448saving perc change det, + (5)
+ 0.6dif invest perc, + 1.768government force, + U,

bocoo(s GDP perc change det, — §33-0ls 3933960 36000l hgd30b coghgbonrgdy-
o 36033bgemmdos, dif invest perc, — 333-3o 0b3qLhoogdol  36m(39b¢nemo
Boemob 3oérggemo Eogol Lbgomdgoo, government force, — Bobgonol 33o6ongy-
@Sbob 6)3030063000060050[) o 3boéq>o$36mb ogod@on&)o (33e™o000.

Dependent Variable: GDP_PER_CH_DETR
Method: Least Squares

Date: 01/15/16 Time: 13:41

Sample (adjusted): 1981 2014

Included observations: 34 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.
DINV_PROC 0.600540 0.167288 3.589852 0.0011
SOC 1.176784 0.546974 2.151443 0.0393
SAVING_DETR 0.447887 0.127902 3.501800 0.0014
R-squared 0.486837 Mean dependent var 0.055647
Adjusted R-squared 0.453730 S.D. dependent var 2.743772
S.E. of regression 2.027924 Akaike info criterion 4.336000
Sum squared resid 127.4868 Schwarz criterion 4.470679
Log likelihood -70.71200 Hannan-Quinn criter. 4.381929
Durbin-Watson stat 1.261949

3330603@0 (4)3.)@080300[)0[) @306@3250, Hmd ooo:;obnq;o@o 53360 booC)ob-
003360@ 0603503363@003050, me)m QoGo&;BSSo 300803030366360, 3503353@00-
39600 5%-0060 omboo o Imgmmo Lohobhognoe go6gobos. (5) godmboby-
@86030 606536(\060000 8336360 600630@360@&) 8o5050@863@0 o 300@0[}
(bgbd)ob 1%-0060 3603363@(\036350[} Qmsob 30b3@3om, o6 3806035860 33@360)[)-
3360[}@360050[& 36006@330. Q06605-3m¢bm50b o:]b(i)o NS 603(‘0@&)60 ogthm3m-
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€9mo300L 39L3mBAgdTmOC, 30bs0Eb dmgemo 96 go(303L mogalyazocm Bggél,
603 (b{]bC)Ob 8030093532)0[) 3600-3(4)00 Q033860b 506)3m0@886b, oaobmcs, 606)53-
bmdoo 69369330 drm0d-gmagtol (Hglholb Bobgrogoos doomgds Hy dedmagdo
0g(h™ MG gemo300l 96 96lgdmdal dgbobgd.

0bodbyemo 3ggagdel Bobgogoo dgggodmmes 393cgze ob33bgde 303939
omn: 1) gboenomoldyéo Bogmds Bobgmol g3mbm8nzol 8ogommomdy go394d-
(Hoobo 3domal, Goboy dmegemol goégoloobmds doymomgdl; 2) dmegemdo
©9(hge80bo300L O JMEgdhetgdymmo ghgédebszool (R2=0,49 R;uﬁ=0,45)
3603369cmmdgdals Bobgrogoo Lisbyérggemos Bsotoml Lbgo qgoghméyemo (33eme-
©9%0, 693 meegemom goblodmgenmo 96 560l; 3) Boremasbe 0bggbhogagdol oo
©o3mggol bm&ds 3o 98m 30gdYmgosdos 333-Leob, Go3 mgoe o 3g-
©9309- 3oemosbo 0bgqliho0gde o BmZg0L b3y g30boblyto dbotrcosdgerals

6806)(‘00, 6)03 8(‘0@8@0[’ 08860[) 806 OQOGOHEO. Ob830, 86)@0@ @08(‘030@863@060'
3os Borgotmdols ga3enBohmeemdols oo Bbotrrosdgeol agodhmeo 833-0b Beosl-

096. dogdnemo 3993900 ?gmEonemo 8mepgemol sbosemmgontos o Bomomgdl
aéonomobimeo LhGohgzool gogddhoobmdedy.

oq:b0503503oo, 6Hmd 80‘)@3@0[} 068 oy domomo Q{]GSéaoGoBoob 3993030~
8660 (R2=O,49) 33bod@mo 808006333@00 mamﬁ)oa@o 80’:@8@0[) B3@b@350b
393mbobgol d3cogemmdoms (Bodbozgemgdgmmoe (33emogdel godmygbgdem) oy dem-
930 36033bgemmgobo qaodhmErnl Bontomggemmsoo.

@0b335330

LododGm 330060‘)303083 80@0[}3@0[} 3(‘03360 mgéoBoob 3(\0@3@0[} 3o6rm-
53630 33[}06@863@00 933-0L 6333@06060 33@36mq>mdb3@o b@éo@gaoob 333-
330)6000.

LododGm 030)500303083 60Q0b3@ob 660@30@0[)636)0 boéoéaaoo 3033d'
d)oosoo Bossmob 8080@00033, 336600@, 68030963360 o 86@0360 BNEVOO
3[)06)@03860 d333a60b boano@{]&)b odq;g3b 8060&660}[} LododGHm 3300500803083
60@0[}3@0[} 630 303(4)0)330050)803360 b@obowaémbob 3060‘)60630.

Bosgmob 33(’0600303033 33[)06@000 3006636'3@0800 300336)0 or>3603oob b(béo-
Osaoo, 603 33@8336000 Q’°b(b'{]6’Qf]b°- 333300(4)0 06)3333500, oy 6)0033@0 b(béo-
h9300 9600 0g6hod §39ysbol, o6 96LgdmBL, 0yd(3e, ©wLbedboges dgdgge god-
oo: 860@30@0[)@360 30@30030[) o6mb d33350b 330’)5(’03030 NS aoGoBQob 3333006
33@0@863&5 o 30360033005(’080336 633336[}. oq>50363q>0b 600030@0[}50536000,
F)osgooobooo3ob 3600060@3@)3@ 80@6«;80@ 3080R6os Lodod&m 9 3(’050030 3033 ao-

Qob3@ob 86)0@30@0[}6‘36)0 0)3006)00.
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3mGgdhgemde.

bob36>33@oo 3330053@3[) 3mb¢bob$mmo 660@30@0[)6‘360 d333682’°b b@&)o-
hoagoo 33306)0‘3@0@ o 8mb@3b 33@388601) 33@06360 8063000006, 60303 33bod-
O™, 506)300330[5 obo@o mgméosbo o 33@330[} obo@o mbogd@gbo. ob333 3603-
368@0030600 od 533363&)[5 33006003030[5 3330603@0 3300939, 6)003@35303 S06-
Bogl 8m 360 0gcodos.
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Econometric Analysis of the Theories of Transition to Market Economy
(Case of Chin’s Economy)

Giorgi Migeladze
Doctoral student,

Iv. Javakhishvili Tbilisi State University
Giooo.migeladze@gmail.com

After the collapse of the Soviet Union the post-Soviet countries began their
transition to market economy, which produced different economic theories. The article
presents the review of shock therapy of the transition to market economy and gradualistic
transformation theories and their empirical comparison in the case of China’s economy.
The given work discusses the possible consequences of shock therapy and effectiveness
of the use of gradualistic transformation theory for China’s economy. In empirical
70
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research there are given variables (GDP, inflation rate, and unemployment rate) examined
in theoretical models and substitute variables (percentage rate of savings, percentage rate
of investments, state foreign debt) of the factors presented in these models, as well
as an individual approach to the determination of one of the factors (variable of the
government’s reforms and support). Based on the China's economic indicators, by the
empirical realization of shock therapy model it is determined in China’s economy that
it was possible to successfully implement the noted theory. In addition, on the basis of
the comparative analysis of the models the research determines the effectiveness of the
gradualistic strategy and its advantage with respect to the strategy of shock therapy.

Keywords: China, shock therapy, gradualistic strategy.
JEL Codes: P20,P 31, P40, P 52
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33303M3a 336-0MO30
8300@ 8J©3060dJ
03. Jagobnygnqvmll mgnqvm[ln[l bob{]qoaﬁmgm (75113{][5[1003@0(1
@mj@mﬁol;@n

E-mail: zviad.zedginidze@gmail.com

gobobln®ds  365080L3> 360dgbgammgobo g3o3mbBgggqgdel Bobodg cove-
yg6o Loogoboblie Lobhgdol selgdnemo LhEydhn®s o olo LoBgodbgce-
39 3memoghogd. bmogemoml Lbgocolbgs d39gobodo Gogo mmbolidogds
3oo(h6gl, Bomd, gémo dbcog, 399303980600 030boblnEo 363080L0l Mo6o-
ymggomo 9a39dho, beaemm, 8gmedg 3bérog, o0bygl Loogobsblem Lgdhm&ol
LoBgo8bgreggemem 3memoagyo ol BgmEBotgdal géadgemgacnsbo 36m(3qbo.
69mE3> doBboco obobogros Ldgredbgoggemm 3Goghnzodo dsbodog o6-
Lbgdnemo Labybhggdel smdmagbgtol o @mboldagdgdal gobbmezogamgost,
639, 390930093 JRG™ demogéo o 3géomo Loagoboblm Lolhgds
1bcos Bodmysemodgdnemoym [1].

ymggemogg 93089, dmemm Bemgddo 3memogozol godhocgdmgdols
o 8536mg3mbmBolhgdol B0 YoEmgds ga8mds a30bsblyto Gg-
3emoérgdol dgomegdol 3036mg3mbmBozn 9boemodl [2], [3]. wgdshgoe
doGomso gmanbofgdnmos 3s36m36ygbonen 0blhE8gbhgdls o
om0 go3gdthooboce 30dmygbgdal 38938, oliggg, 8930m3Gmgbzoyeo o
dmbghoéyemo 3meodozol P6Hm0ghm 393306Ls o 93 yggemoc3gbmsb coo-
393806989 Lobommmggddy.
bo33096dem bodyggdo: 3536m36m09bono 3memogzd; Lobhgdnéo Gob-
305 LoBgroodbgeggemm 3memogogzo.



0030m367096609m0 30mod0306 obg0moM ds 090bsbLyM0 36208060l d9drogmd Satomedo

3.‘)353003533(935303@0 3mqm®o3ob a&lo

BN 3600363@36803@0 Bm@od)o 30 anwobbambb 80060@)006068[), 33%obgbob
o osososbtléo bd)oboqanﬁmbob obgooo bo%g@oab{)@{;a@m 300@00030[) 8°O°'
6350[), 60033@03 80306003@0 odsgbo bob(imanéo 60[)3360[5 oq;3mo3b36obo o
%ososbnéo bgdd)mémb 3600303@360060[& (Bogqmb 30306)003@3600’) 8806@0,
procyclical) gobgothtroemgdsdyg. 3s36m3cngbizonmo dmmohoze 369396307cm0
boboomobos, Ge8emol 808560, gémo bz, 308l 030656lyEo Lobihgdol
30@330060 38300336360 3003360[) 30306 m, bquoo, 830069 85603, 338@3me
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Formation and accumulation of systemic risks could not be detected by the financial
supervisory practice before crisis, which became one of the causes for global financial
crisis. These risks and their effective management have become a major objective of
the new framework for financial supervision. The article reviews the development of
macroprudential policy, which has taken place after the global financial crisis and has
been paid growing attention by macroeconomists, as it necessitates analysis of financial
regulation in the context of macroeconomics.
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E-commerce: Essence, Importance and the Factors Influence on It
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Doctor of Business Administration Science
Iv. Javakhishvili Tbilisi State University

E-commerce is one of the most important instruments of the economy. It offers
excellent opportunities for growth in developing countries. The Internet has enormous
potential as a tool for development. E-commerce is indeed relevant and can be an
extremely beneficial tool in developing countries. Globalization and blurring of national
boundaries, accelerating information exchange, electronic commerce is one of the world’s
major economic trends. The economic effect from the use of e-commerce technology has
a positive growth, and of course, now this sphere of activity is an integral part of society.
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Place of venture and business-angel investment in the economy —filling “financial
gap”, offering sources to the companies, existing at the early stages of development and
oriented towards rapid growth, when traditional sources of financing are not acceptable
in virtue of high risks of company-seekers.

Venture in the developed countries today is multi-billion industries, providing
“flowing production” of innovation companies, including those of such class as Intel,
Microsoft, Silicon Graphics, Google and Russian mail.ru, Yandex, Ozon, Rambler.

Due to several waves of the world glut of high technologies, science-consuming
start-ups became principle field of application of venture capital, and first association,
and according to the words of the “ventures” related with the high-tech. This is absolutely
fair: characteristic to the venture projects, cooperation of “high profitableness — high
venturousness”, characteristic to the high-technological companies of initial stages of
the highest level. The largest (in quantitative expression) flows of venture capital and
investments of business-angels are directed to the high-tech. For example, according to
the database of Pricewaterhouse Money Tree Survey in the 4" quarter of the year 2007,
on the “non-technology” sectors, including field of service, media, and wholesale trade,
20% of venture investments of USA were provided. However, at the same time, it shall
be remembered that science-consuming and high technologies are not the characteristics
of projects, but only small distributed field of their existence.

[lustration for diversity of venture projects in the field of high technologies,
are such diverse companies, as Body Shop (cosmetics) and Starbucks (network of

101



Lamara Qogiauri, Nino Qogiauri

chocolate-houses), finances by business-angels; many internet companies of media-
projects of projects in the field of service and commerce, are formed on the basis of
ready technologies. According to the entrepreneurs of the USA and Europe, in fact any
business in Russia in the 90s of last century at rapidly increased markets (for example,
at the market of consumer goods and field of service), may be considered to be ventures
by virtue of the political risks.

“Candle plants” are by no means considered to be venture projects, i.e. the
companies having stabile share at the limited and slowly extending market and making
their owners warranties, but quite small dividends, even if these companies are operating
in the field of high technologies. Such companies are hardly expected to have rapid
growth of capitalization. Due to this fact, business-angels and venture investors do not
consider them to be the objects of investment.

In so doing, small e-shop, making small but stabile income, or stagnating
company, from three persons manufacturing complex devise for only client — another
small enterprise, may not be venture projects. On the other hand, venture project with full
right to be rapidly increasing network of cafés with innovated design and technologies of
selling, rapidly increasing number of customers and demanding investments for floating
assets and advertisement campaign. Though, technologies still remain to be the principle
field of application of venture capital in the USA, as basic opportunities for rapid growth
of capitalization are accumulated in them.

Starting from the 50s-60s of last century, venture capital became basic development
motivator of Silicone Valley. It provided continuous process of financing start-ups, being
on the crest of technological wave. With its transfer into the venture centre Silicone
Valley is bound to integrated micro schemes. Thereafter, due to microprocessor glut of
70s-80s and internet-glut of the 90s, it has also overcome “second” and “third” births. In
the Valley, smoothly running mechanism of creating new technological companies was
activated, and, at the beginning of the 80s, they were creating up to 40 thousand jobs
annually, and their incomes made billions of US Dollars.

According to the data of National Venture Capital Association (NVCA) of the
USA and analytical ventre Global Insight, US companies, using venture capital during
the period from 1970 through 2005, together created 10 million new jobs and made
income of more than 2.1 trillion US Dollars. Today, 9% of work force of private sector
of the USA is engaged in them and making 16.6% of GDP.

During last 40 years, venture capital supported multiple famous companies,
such as: DEC, Apple, Compaq, Sun, Microsoft, Intel, Silicon Graphics, Google, Skype,
Genentech, AOL, Cisco, Yahoo and etc. (Table 1.). Even after completion of internet glut
and fall of venture sector in 2002, volume of investments into the stage of “seed”, “start-
up” and “early growth” was about 200 million US Dollars a year, while total annual
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volume of private and venture investments into the companies of Silicone Valley, was
more than 4 billion US Dollars.
Table 1.

The most famous companies created with the help of venture capital

Company \Venture investor
Microsoft August Capital

Intel, Apple Venrock

United Healthcare Warburg Pincus

Cisco, Yahoo Sequoia

Hotmail Draper Fisher Jurvetson

Genentech, Amazon.com, AOL, . .
. Kleiner Perkins
Intuit, Netscape

eBay Benchmark

Google Kleiner Perkins, Sequoia

Venture industry — this is a high-profitable field, profitableness of leading funds
in which they make about annual 30%, and profitableness per separate projects may be
more than 100% in a year. By virtue of this, investors of venture funds in the developed
countries also become conservative investors, which are able to offer “long money” —
pension and insurance companies, banks (Fig. 1.).

Currently, developed industry of private and venture investments are owned not
only by the USA, but also by the EU states, Taiwan, China, and Israel. In the Western
Europe, there are about 500 funds of private and venture investments with annual volume
of investments of 14.5 billion EUR.

Find below several examples of rollout of particular sectors and companies. They
illustrate importance of venture and “seed” investments, in terms of implementation of
“breakthrough” innovative projects.

16.8% 1]

0.9% 2]

1.7% ';l

45.2% 9]

1% 14
4.3% [5]
3.3% 16|

1.3% |7]

15,3% [8]

[1] Banks [4] State agencies [7] Charitable funds
[2] Academic institutions [5] Private investors [8] Insurance companies
[3] Corporate investors [6] Funds of funds [9]Pension funds

Fig. 1. Sources of venture capital in the USA in 2003
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One of the most evident examples is related with the development of micro-
electronics in the USA. In 1947, cooperators of Bell Laboratories John Bardeen, Walter
Brattain and William Shockley demonstrated first solid-state transistor, managing
necessity in the awkward and unreliable electrical lamps. In 1956, this invention was
awarded with Nobel Prize. In 1954, Shockley created own company in Silicone Valley.
Money was collected by the venture capitalist A. Beckman. Eight young specialists,
who came to Shockley, soon were sure in his bad temper and they decided to start own
business. As a result, in the end of the 50s new company — Fairchild Semiconductor
was established, which was created with the funds of Sh. Fairchild, son of one of the
establishers of IBM. Attraction of capital was provided by the financial A. Rock, and
the volume of initial investments made 1.5 million US Dollars. “Star” project of the
company were the first in the world integrated micro schemes. In 1961, Rock formed
another fund in the amount of 5 million US Dollars, among which only 3 millions were
invested. Results surpassed all expectations, as Rock returned to the investors up to 90
million US Dollars.

In 1968, three of the leaders of Fairchild Semiconductor — Robert Noyce, Gordon
Moore and Andrew Grove established new innovative company Intel. Cornerstone of
success of Intel became necessary ingredients of computer revolution — microprocessors
and memory schemes. The funds for financing Intel were also collected by Rock. It is
noteworthy that in the beginning Intel was dominating at the market of memory, and
microprocessors became “diary cow” of the corporation only in the 80s.

Idea and principal algorithms of online-search Google were processed by two
students of Stanford University — Larry Page and Sergey Brin. First business-angel
for Google was one of the establishers of the Company Sun Andy Bechtolsheim
(1998). After brief conversation, he issued to the establishers cheque on 100 thousand
US Dollars, requiring neither business plan, nor — presentation, or registration of the
company (though the cheque was issued to the company Google, which was registered
by Brin and Page immediately). Unique development and having such famous business-
angel in the team did their part: in 1999 venture funds Sequoia Capital and Kleiner
Perkins Caufield Byers (KPCB) invested in Google 25 million US Dollars in exchange
for 40% of shares. In 2001, new CEO — E. Schmidt (ex-director of Novell) came to the
Company. He invested into the company his own 1 million US Dollars and received
9.7% of shares in exchange for them. Source of income of the project became context
advertisement — the mechanism of selling advertisement messages on Meta words, when
payment is recovered in case of clicking on the advertisement. In terms of IPO in 2004,
the shares were sold for the price of 100 — 110 US Dollars. In a week they were quoted
with the price of 196 US Dollars, and in November of the same year market price of the
Company with the shares a bit less than 3 billion US Dollars made 46 billion US Dollars.
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Skype — the company manufacturing software, which became standard in the
field of internet-telephones (VoIP), established by Swede Niklas Zennstrom and Dutch
Janus Friis. The Project was implemented by Estonian programmers from the institute
of cybernetics in Tallinn. In September of 2002, Skype received investments from
investment company of early stages Draper Investment Company, and in 2003 — from
the fund Mangrove Capital Partners and business-angel K. Hommels. Peculiarity of
business-model in the fact that the company made income from additional services —
calls from the computer on local phones (SkypeOut) and from local phones to Skype
(Skypeln), when the call fro/to Skype remained free of charge. At the end of 2005, Skype
was bought by the Company eBay for 2.6 billion US Dollars. At that moment, number
of subscribers reached 4 million, and the company employed 200 persons. In terms of
the transaction, initial investors, according to the hypothesis of analysts, they made profit
350 times more compared with the initial investments.

Statistic and examples are evidences of cogency of positive role of venture funds
in the system of financing innovations. Venture investment is the mechanism, with the
help of which every participant of the project will be the winner:

e entrepreneurs-innovators get financing of their developments;

e investors make high profits in terms of growth of capitalization of invested
companies;

e the state receives more taxes and new jobs;

e cconomy in total gets opportunity for opportune implementation of new
technologies.

Scarcely best illustration for successful venture entrepreneurship is the list of the
most successful venture investors (as of 2007-2008) published by Forbes — “stars” of
venture business.

John Dorr—probably the most famous venture investors in the world. Representing
the company Kleiner Perkins Caufield & Byers, he participated in financing and creation
of such companies as Google, Amazon, Sun Microsystems, Intuit and many others.
Today Dorr is the mentor of multiple young investors. By the way, he thinks that in
general training of venture investor costs 30 million US Dollars. Last priorities of Dorr
were not information technologies, but alternate sources of energy. He declared several
times that he intended to “win the war against global warming”. Dorr already invested in
such companies, as Amyris (being engaged in the issues of creating biofuel and fighting
against malaria), Bloom Energy (different fuel elements), Miasole (processing sun
batteries). These are the most interesting companies in the portfolio of Dorr, though not
all.

Michael Morits — one of the owners of the company Sequoia Capital. Born
in Wales, studied in Oxford, received diploma of the teacher of history, and later he
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traveled to America to make billions. Basic capital was made by Morits at the expense
of IT-companies. In olden times, he invested in Yahoo! Paypal and Google (this latest
brought him 15 billion US Dollars in terms of investment of 12.5 million). Besides this,
Morits sold the company Atom Entertainment MTV for 200 million, investing 90 million
US Dollars. Of course, as any investor, Morits also had unsuccessful projects. Thus,
once he invested 110 million US Dollars in the company Red-Envelope. Today market
capitalization of this company is not more than 30 million.

Ram Shriram — one of the establishers of the Company Netscape, representing
first browser for internet. He participated in creation of Amazon. His basic capital was
made by Shriram with the help of Google. Main object of his attention are IT-companies.
Some time ago, Shrimam invested in such investment-start-ups, as Mint. Being online-
service for managing domestic (not limited) finances, CheapTrip — online travel bureau
for the residents of India, Xoom.in — analogue to Flickr for India residents.

David Cheriton — Professor of Stanford University; notwithstanding the fact that
he was worth a billion, he continues working for the teacher of informatics. He made his
capital (more than 1 billion US Dollars) on information technologies. He started from
creation of the company Granite Systems together with A. Fon. The company was later
sold to Cisco Systems for 220 million US Dollars. A bit later Cheriton established Kealia,
which was sold to Sun Microsystems for much less price — 90 million US Dollars. Later
Cheriton invested in Google at the initial stage.

Andreas von Bechtolsheim — his fortune exceeds 2.3 billion US Dollars.
Bechtolsheim is one of the establishers of the company Sun Microsystems. Later he
left the company to be engaged in other projects. Among them are Granite Systems and
Kealia. After selling of the latest, Sun. Bechtolsheim returned to his former company.
Andreas is the fists investors of Google. He invested in the company at the first round
about 100 thousand US Dollars.

Tim Draper — third generation of venture capitalist. He started his venture
activities in 1985, establishing venture company Draper Fisher Jurvetison (DFJ). He is
still the Managing Director of the company. Draper created network of daughter venture
funds DFJ, which are situated in the 26 leading technological centers of the world; he is
the author of original idea of “virus marketing” in email, development of which provided
distribution of online products with geometrical progression. It was accepted as standard
instrument of marketing by hundreds of companies. Draper made two successful
venture investments in Russia — in Parametric Technology and Coatue. The first one
was established in 1985, by S. Heisenberg — former professor of Leningrad University,
migrated in 1974 to the USA and being occupied with development of CAD/CAM-
systems. At the “exit” from Parametric Technology, Draper received 175-fold income.
Another Company with the center of processing in Novosibirsk, was successfully sold
to AMD.
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Franklin “Pitch” Johnson —independent venture capitalist in Silicone Valley
(California, USA) since 1965; he is leading own company, managing venture funds
(Asset Management Company). He was and remains to be the Director of many
successful public technology companies, including Amgen, one of the global leaders in
the field of biotechnologies, in which he was investor-establisher. During last 40 years, its
managing company implemented more than 200 investments. Johnson is the member of
Supervisory Board of Russian technological funds from the moment of its establishment
and, at the same time, he is the representative of its consulting board.

Don Valentine — establisher of one of the largest venture companies Sequoia
Capital. From the moment of its establishment (1972) he assisted in “increasing” of the
most successful enterprises of the sector, including Apple Computer, Cisco Systems,
Electronic Arts and Oracle. In total, Sequoia, which is managing the funds of 3 billion
US Dollars, assisted in start-up and financing of more than 500 companies.

Arrangement and Functioning of Venture Fund. Venture fund is formed
for the period of 5-10 years. Basic object of investment for venture fund is share in
the companies at “start-up” stage. Goal of the Fund is the growth of capitalization of
companies invested by it and making income through selling shares of the fund in the
companies.

As a rule, investment into one company is provided in several rounds. Such
method of approach supports at the early stage to identify unsuccessful projects and stop
their financing. Entrepreneurs receive extra incentives to increase their effectiveness for
investment into the following round. Interim dividends from the invested companies are
accounted for by the fund, and in the most cases, they are reinvested. For the purpose of
diversification of risks, venture funds invest accumulated resources into the large amount
of projects (10-20).

For the purpose of financial optimization, particular part of the sources, which
are transferred by the venture funds to the company-recipients, are often registered as
long-term collateral-free debt securities. Such investments are considered by both parties
as investments and in case of collapse of the project, return of the credit may not be
provided.

Selection of the projects for investment in the venture funds — this are standardized
business processes deal flow and due diligence, divulging important volume of time of
the managing company in the first two year of existence of the fund.

According to the global practice, the structure ideally conforming venture fund,
in Anglo-American law is agreement on partnership with limited Liability (Limited
Partnership, LP, partnership in commendam), participants of which, in case of losses, loose

107



Lamara Qogiauri, Nino Qogiauri

only their investments. Investor, is given the status of partner with limited liability (for
the sum, which is not more than investments made by hime), and managing company acts
as General Partner with limited liability and undertakes making management decisions.
At the end of investment cycle, General Partner receives carried interest — award for the
success in the amount of 20-25% from the income of the fund. Often it takes place after
payment to the investors initial sum of their investment plus stated earlier income with
the hurdle rate'. Besides this, for managerial needs and pays earned, managing company
receives management fee — 2-4% of the sum of shares under the management, on annual
basis (or maximal declared volume of assets of the fund). Contribution of the managing
company in the fund may be too inessential — approximately, 1%, though there are cases,
when managers of managing company at the same time act as basic investors of the fund.

The partner, leading the management company, is usually called venture capitalist.
It should be remembered that venture capitalist is not owner of larger share of assets of
the venture fund. Main contribution of venture capitalist in the fund is, in the first place,
entrepreneurial and management knowledge, professionalism and contacts. Peculiarity
of the venture funds is in active participation of managing company in the process of
management of invested company, in the “life of investor with company”. This, at the
same time, is distinctive training, as establishers of start-up receive necessary knowledge
in the field of business, accounting, marketing together with useful relations and contacts.
The name of the famous venture capitalist becomes a kind of brand, increasing changes
of start-up to survive in competitive fighting.

General scheme of functioning of the fund is given in the Fig. 2.

The funds organized as Limited Partnerships, have following basic advantages:

1. Opportunity for reservation of capital (commitments). Investors of the fund
do not place all sources at once, but offer the fund commitments — liabilities to allocate
resources on an as-needed basis within the bounds of the stated earlier volume. Reservation
of capital relieves the managing company from the task to provide profitableness of the
resources not yet invested, allowing concentration on the main thing — searching for the
perspective companies and management of already invested projects, which conforms to
the principle of implementing financing in several rounds.

2. Fiscal transparency. All taxes are paid only to the investors, and not the fund,
which is not tax-payer legal entity.

1 Practically, size of carried interest and order of its determination is the subject to negotiations
between investor and managing company, by virtue of which the agreement gains more com-

plicated form.
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INVESTORS - MANAGING COMPANY -
LIMITED PARTNERS GENERAL PARTNER
(~99% of capital, 75-80% of profit) (~1% of capital, 20-25% of profit)
Investments in Management fee
the form of Profit for the needs of Carried
commitments management, 2-4% interest award
of the sum of assets for success,
annually 20-25% of
profit
VENTURE FUND
Resources
invested into Resources from
the company the selling of

the companies
at the “exit”

COMPANIES (10-20)

Fig. 2. The Scheme of functioning of venture fund

3. Organizational flexibility. Structure of LP allows spelling out in the
instruments of incorporation, terms and conditions of managing with fund, which may
be essentially varied, depending on the wishes of the investors and managing company.
Important value in terms of financing ventures gains written fixing of “insurance
measures” and “safety airbag” of each party in case of occurrence of risks and related
conflicts. Such agreements protect each participant from mistaken or incorrect actions
of the counter-party. Rules of managing by the fund is structuring in this form, to allow
each party —investors and managing company — to be interested in achievement of total
end final targets: received maximal profit at the “exit” and would not behave itself
opportunistically in case of problematic situation.

In the form of LP, the funds are created in many countries of the world (USA,
Israel, Finland, and Great Britain). However, in line with “classic” venture funds, there
are venture companies, registered in the form of corporations. Special forms are venture
funds and forms, whose shares are sold at the stock exchange. As model example of the
latest, they often mention British Venture Capital Trust in the literature.

Standard hierarchy of employees managing the company is presented in the
following form:

e  Partner — this category includes “venture capitalists”, managing process of
collecting resources in the fund (fundraising), preparing decisions on transactions, and
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managing portfolios of the company. Prerogative of the partners is participation in the
profit of carried interest;

o  Managing director — employed staff member, not participating in the profit.
His/her objectives include preparation of documents for transactions and cooperation
with the portfolio companies (under his/her supervision there may be entire portfolio of
projects, usually belonging to one particular direction);

e Project manager — employed staff member, not participating in the profit.
His/her objectives include: preparation of documents on transactions, cooperation with
the portfolio companies, solving problems of the invested companies on everyday basis.
The projects of less amount than those of the managing director may be managed.

e  Associate — employed staff member, not participating in the profit. Principal
objective is analyzing of sectors and companies. Sometimes analysts participate in
preparation of transactions and management of the company.

Peculiarity of venture investment is high degree of control of investors over
actions of the managing company in terms of small degree of control over managing
company by the state regulatory bodies — meeting interests of investors are controlled
by themselves. Venture funds in the USA are released from additional control over
the investments from the side of SEC (Security Commission), provided that majority
of investors of the fund are accredited investors — wealthy individuals or institutional
investors. Criteria of accrediting of investors are determined on the level of regulatory
acts of the USA. It is assumed that accredited investors invest “not last moneys”, “know
what they are going to” and have qualification in the field of investments, to release SEC
from the necessity of protecting their interests.

Controlling activities of managing company from the side of representatives of
investors is implemented by investment committees of the fund, determining all financial
decisions of the managing company: selection of the objects of investments, volume
of allocated resources, time and order of “exit”, and distribution of profit. Decisions of
investment committee are binding for managing company. Bordering authorities between
investment committee and managing company is provided on the basis of agreement
between parties, put on papers.

In the process of operation of the venture fund, consulting board is often created,
which consists of the experts of the field and rendering the fund consulting services.
Participation of famous persons in the consulting board gives essential rise to reputation
of the venture fund.

There are two models of formation of venture fund. Within the framework of the
first, the initiative comes from the future investors of the fund — holders of investment
capital. In the second (and this takes place more frequently in case of “classic” venture
funds in the USA), process of collection of funds (fundraising) is activated by the group
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of managers of future managing company, which prepared private offer to the qualified
investors and informational memorandum. This latest is directed towards attraction of
investors and it includes following sections: description of investment strategies of the
fund, description of the sectors of investments, description of the stage of development
of business companies-recipients, credentials of the members of managing company, and
other necessary information.

Often, in case of such model, managing companies go to the investors with the list
of projects, which are ready for investments.

In general, at the stage, when the circle of investors is already determined,
investment memorandum is concluded, in which they record order of creation and
functioning of the fund, the right and obligations of each party, mechanism of dispute
resolution. Investment memoran-dum is not legally binding document, though, after
agreement by every party, it is not customary to retreat with all the parties. Often
investment memorandum is of confidential nature.

After conclusion of investment memorandum, the phase of sighing legal
documents on the right and obligations of parties and volume of commitments shall
start. Completion of this stage is called closing, or closure of the fund. Closing the fund
is the end of the stage of collecting funds, but no stopping activities of the venture fund.
Closing simply opens the process of its investment activities.
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Today positive state policies in the developed countries of the world are directed
towards fundamental transformation and development of innovative economical sector.

One of the most principle ways for solving tasks of priorities set for economical
development is a correct direction of innovative activities; particularly, processing and
implementation of the programs of public and private partnership in the financial, investment
and infrastructural sectors; creation of wide network of state-private venture funds,
technoparks and business incubator center and etc. Likewise, extended nature of the terms
of repurchasing of innovative and especially — venture investments should be emphasized.

To our mind, in the development of innovative and venture entrepreneurial sector,
as united complex, we should distinguish two “narrow places”; the first — “Primary” is non-
development of the initial investment; the second one — is the lack of qualified specialists.
Business-angel, primary, seed and start-up investment sectors are not developed in Georgia
and it includes narrow range of projects; at that, neither venture capital, not — institutions
related with it possess serious financial resources.

As for qualified specialists, there are many high-qualified specialists, and managers
of serious investment projects in Georgia, but there is the lack of people, who comprehend
difficult mechanisms of venture and business-angel investments.

It is often very difficult to find common language between participants of innovative
projection and investment processes; sometimes the parties do not understand each other; in
the process of searching for investments, sometimes difficulties of preparing business-offers
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arise and etc. Due to this fact, many of potential interesting transactions fall through at the
stage of negotiations.

In the United States of America, and in fewer cases in the EU states, venture and
business-angel fields are singled out as separate specialization. Their representatives are
different in professionalism, and the best features of practitioners knowing standards and
criteria. This lowers the above noted risks to the minimum.

To our mind, solving said problems may be provided in two ways:

In practical field the governmental — private partnership programs should accelerate
development of the sectors of venture and business-angel investments.

Together with the existed ones, it is necessary to develop programs of joint co-
financing of initial, seed and startup investment funds along with business-angels development
programs.

Keywords: Venture investment, business-angel investment, development, innovative
activities.
JEL Codes: G20, G23, G24, G28
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Mechanism of Control in Finances Function System and
Prerequisites for its Realization

Tsiuri Oqruashvili

Doctor of Economics

Ketevan Gudushauri
Doctoral student, TSU

The article analyzes the connection of financial control function with other main
functions in modern Georgia considering the experience of foreign countries. There is
highlighted the importance of the implementation of finances control function. In addition,
the focus is shifted to the finances distribution and regulatory functions. It is proved that
there are strong economic ties between finances functions. There is offered the opinion
that in Georgia’s practice the necessary prerequisite for successful implementation of
finances functions is the provision of financial stability and hard national currency by the
main bank of the country.

The function of financial control is directly connected to its distribution function.
The function of financial control is manifested in the conversion of the gross domestic
product in relevant funds and then in the control of its targeted distribution. The movement
of budgetary funds and the overall budgetary process - budgeting, review, approval,
implementation and approval of accounting - is related to the financial control function.

The objectives of the function of finances control are: the protection status of
the country's financial legislation, control over the tax and customs services, banks,
financial obligations and full control over the implementation of the budget system,
the performance of mutual payments between enterprises and organizations. In the
conditions of market economy, some experts estimate is fair, along with distribution
and control functions, finances perform also regulatory functions; through the finances
of the state (state spending, taxes, the state credit) it is connected to the regulation of
production processes. It can be made the conclusion that the finances control function
is closely connected with distribution and regulatory functions. It should be noted
that effectiveness of the financial control function is highly dependent on the finances
discipline existing in the national economy.

On the basis of presenting the noted issues in a new way in the article there is made
a conclusion that the National Bank should formulate such monetary policy which will
provide the approximation of the standard of minimal reserves to the standard existing
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in the international banking practice and change the “expensive” money policy with
“cheap” money policy. At the present stage the important sphere of the banking system
of developing countries is the development of financial markets. It is necessary to create
in Georgia the Deposit Insurance Corporation, which will insure both individuals and
legal entities savings.

Keywords: Control of finances, distributive and regulations functions, national rate of

exchange of currency, ,,cheap” and ,,expensive” money’s policy.
JEL Codes: E42, E 52, G32,G 38
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