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Coherent System for Improving Managers’ Qualification —
Prerequisite for Organizations to Operate Successfully
N. Paichadze

The article discusses the issues related to improvement of man-
agers’ qualification such as its essence, objectives and importance on
the current stage of economic development; the mechanism to develop
effective system and methods for improving qualification; etc. Special
attention is paid to the importance of discussing formal, informal and
integrated approaches to qualification improvement issues.

The paper also discusses widespread experience of establishing
qualification improvement centers and the way they function, as well as
the role and importance of human resource development specialists in
improving managers’ qualification.

The concluding part of the paper presents a brief critical analy-
sis of the current situation regarding improvement of managers’ quali-
fication in Georgia and suggests some of the author’s ideas how the
situation can be improved in this direction.
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Regarding Ensuring Effective State Employment Mechanism
M. Tughushi

The article analyses current employment and unemployment
rates in Georgia and the causes for this undesired situation. It is noted
that in 2000-2011 the number of economically active and employed
people significantly reduced. The number of self-employed people
also decreased though not very sharply. Unemployment increased. It’s
noted that employment tendencies developed in Georgia in recent years
can be evaluated negatively. The author considers that the information
regarding the unemployment rate in Georgia provided by the National
Statistics Office of Georgia is not realistic and based on the experts’
views he supposes that the unemployment is 2.5 — 3 times more than
the official statistics say. The article briefly provides the author’s views
regarding the directions of regulating employment and unemployment
in Georgia.
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Globalization Tendencies in the Contemporary World
N. Caduneli

The concept of globalization refers both to an increasing flow
of goods and resources across national borders and to the emergence
of a complementary set of organizational structures to manage the
expanding network of international economic activities and trans-
actions. In other words, in global economic system companies and
financial institutions operate transnationally - i.e. beyond the national
boundaries. In such an ideal world, a state is no longer an important
economic institution with autonomous decision-making power in the
pursuit of national objectives. Those public goods that are needed
to maintain an open market system, such as protection of property
rights and a stable monetary system would become a global respon-
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sibility. Overall economic performance would depend upon the re-
sponse of firms to global market incentives and the effectiveness of
global regulations.

Though, the world economy is far from such a supranational
paradigm. “A more appropriate description of the current situation
is global economic inter-dependence, where cross-border linkages
between markets and production and financial activities are now so
strong that economic activities in any country are significantly in-
fluenced by the policies and circumstances outside its boundaries”.
Nevertheless, a country’s resources, institutional arrangements and
policy choices greatly influence national economic performance and
also determine the impact of international forces on it.

In order to analyze the current tendencies of globalization, first
of all the intensity of globalization should be measured. This can be
measured by the indicators developed by the Organization for Eco-
nomic Co-operation and Development (OECD).

As these indicators show, in 2000-2010 international trade
increases all around the world, flows of foreign direct investments
reduces, while foreign direct investment positions increases. Inter-
nationalization of technology and extent of economic activities of
multinational enterprises also increase. Thus, in the reporting period,
economic globalization mainly deepens all around the world. In ad-
dition, internationalization of technology and foreign direct invest-
ments are characterized by the most rapid growth.
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Adam Smith (1772-1823) — the Founder of Economic Science
J. Kharitonashvili

Adam Smith was a founder of contemporary economic science. He
is regarded to be one of the three most famous economists: A. Smith, K.
Marx and J. Keynes. A. Smith contributed to development of economics
as a science. A. Smith scientifically analyzed value, salary, profit, capital
and other economic categories.

The idea of economic liberalism plays an important role in A.
Smith’s doctrines. He almost absolutely opposed government interventi-
on in economics and considered that economic freedom was the base for
economic policy. A. Smith insisted on fair competition and competitive
struggle. He offered the idea of invisible hand.

A. Smith developed the principles of absolute advantage. Accor-
ding to this theory a country holds absolute advantage in some kind of
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economic activities. Thus, this country should specialize in this activities.
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Export Potential of the Electrical Energy
Produced in Georgia

G. Gaganidze

In the scientific paper the author analyzes the export potential
of Georgia for the electrical energy. Demand from the Georgia’s neigh-
boring countries for this product is analyzed. The opportunity to increase
the production of electrical energy and thus create favorable conditions
for production of other export-oriented products is also evaluated. The
author is trying to identify what type of strategic decisions should be
made in order to increase the competitiveness of the electrical power
generation sector.
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3050 mog30L dgbmdol s dol boggydggar by s@sdBomgdols
9bs5®0;

8.65¢7@smobda@o 0b@gmgddo (Naturalistic) — d¢bgdols,
3bmggmms J393900L, 00 Jgm@maools s sbo@m3manmyoolsodo
063 gmgbo s domo dgi3bemdols ybsmo.

003968 bEgHbdghads [5, a3 504-528] 0b@Fgagd@dols Lado
Lobgmds aobolibgoge:

365J@ogamo 0bGgmgd@o (Practical intelligence) — gmo-
o0 s SM>RMA oMo Aobomagdols hodmysamodgdols ¢b-
>0, 35043 do SEsdBomgool 9bo@o;

9330@0mo, 3robyymo 0bGgmgjdo (Experiential intelli-
gence) — 9bo@o goydgeeggl sbogr Lo@ysEogol,sbogn Lo@dge-
(309030 Fobobml 53¢MISH YO0 5©3F (30, Ybodo 0goOmls
sbogn 4%9d%by;
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33306963 g@0  0b6@gmgd@o  (Componential intelligence)
— 0bgm®do300l ©sdydaggdol wbs®o: IgBegzmybodyg®o, dgl-
A 960, oy gbol, 3mebols ‘dgdgbol gbodo, gbsdo ybgendd-

®gobgeml gmabody® 30mi3gLgol.

090300 358M@0gbd> [6, ag. 121-227] 33@ 9393600 ©soLodY-
0o, @md Jgbsdangdgemos 0b@gangdBol aogdxmdgligds, yowsbe-
gobgods 3mEbols Ao©sigdol, gmybodydo ybs®gool ©svamgd-
ol Logyydggenby. o6 godmygm 0b@gegd®ol bsdo Lobgmde:

1.6g0g gm0 0b@®geogddo (Neural intelligence). bgg@menmpo-
3990 Lolgdol 989J@nO™mds ©s Lobybg. ol glsdams ogmls
OMamA (3 Mmobpsymeomo, 3969@0439®0, sliggg dgdgbogro. dglo-
dodobsw, dglodangdgamos dolio goggodgligds, ob goydxmdgligds;

2.30bgnmo, gd3o@ogmo obdgmgddo (Experiential intel-
ligence) — o39937e0@gdyeo 3mEbs ©s AodmELomgds, yoblib-
35390980 250 9dmdo dogdyamo asdmELowmgdgdo. ol dglodeng-
905 04l 2oob@gdymo AmamA 3 ygges yodmELomgdols
o499 eodgds. gd3o0Moyo 0bGgegdBo 0b@Eos, dpoMmEgds
oddmEoegdols Jowgdol jgomos jgoen;

3.3m6g9000g0 06@gmgd@o (Reflective intelligence) — seody-
s @MamA3 gobA®maol Lol@Egds, odenggs bydgyemo ©s gd-
30@ogao  0b@gangdBol  Lmeswe asdmygbgdol  Lodygsagdsl,
dm03ogl 30Mmgbgdol 3@Mmden gdgdmeb asdgmsggdol, LT sgan gdols,
Aoy sdm3obgdol yowsfyggdol LEMsBYa090l, wedm owgd-
a0 gdgol, mdgenoi sd@og®gol Lodd oL, LolGgds@obsigool
9bo@l. JmoEsgl  mgom—dmbodm@obal s mgom-dgbgxdgb@d L.
sbAMgbgdols hggaggdo dgbsdemgdgamos 0dbgl wolfsgmomo s
2o7dxmdgligl.

doygbgooge dBsgomo ©gnobogools, msbsdgommgg dg-
bgxdgbBo 0bGgegddL  aoboboansgl dsbolyg®o  0b@gengd@ols,
99030900 0b@HEgHol ©s bogosmg@o 0bdgmgddHol deog-
0. o3 Jodo@mygagdom ggerggol hodemb o®gobds hoggo®s
boggydggano, dmdganoi bfsganmdws 0b@gangdBol  3mgbod e
s139JB 9oL, sdoblmg@gdol s 3OMdmgdol aowsfygg@ol b-
NOBI
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93m30g@0 0bBgm o wegobsmgol slmEoAEgds ©gb-
09 28960l [7,23. 253] ( obogan  m@gdsb) mgm@ogdmasb. ols
dm0o3o8b 3000393369051, mg0m JmbE@M@ s, mgom® g gensiosb,
doBogoosl, gddomosl s LmEosy® 9bs-hggggdl.

909560 0mGES0gds (Edward Lee Thorndike) oo gmabo-
BYO0  0bGgegdBol  godmlobs@ow asdmoyggbs  Ggmdobo  Lm-
3oS@@0  0bGgmgddo — glos gbos®o dmobwobm  Lsgymemo
9650960l bmEos@mobe0s,g008m ©s do@mem bbgs swsdosbydols
9bs@gdo. LmEosgryg®o 0b@gangd®o yoboboamgds Gmym@@E 0b-
HadHob gdowaylbo ©Mby.

3°3OGImIOYR0,  53Bg0gg,  0bHIEIIHol  wmbygosw
09806030090, 258mgmygb 0bBgegdBol 3odgge ©mbgls, oy-
039 05bolyg® 0bFgagddl, o3 ©slfsgmom, wsdsblmg®gdom
dooegds s solobgds 0b@ g gdBuoe® 3098030963 do, sbogn-
0903900 sbAMgbgds (slfogmomo mgm@ogool sbognobols
9b5®0); dBogomdb@ogo 0bGgegdBo (Lbgswslbbgs Lyg®mgdols
5353d0Mg00L 9bsM0), gJdmEogdo 0b@gegddo s bmEosgyg®o
0 pasmadoo [8. a5 1845].

393039 gdygmos  0bGgegdBol  dgnsligdol  Gomegbm-
5030 dgmmEgdoi. sOLYdML 0b@geg@dol Lgogs. 3o@mgby-
b5l 85-114  00s35bmbols  jm9ggno30gbGoom oJgl Lodysgm  ob-
B gddo, 115-124  — Lodygoemmby dowogno ©mbyg, 125-134 —
Bomsb@0,135-144 — Jowono Gognob@o, 145-164 — o 960mUo, 165-
179 — agb0mlols dswaeo ©mby, 180-200 — g gbombols yggensby
domomo mbyg >200 — s@ogobmdgewo agbombmds. mydis, 53
Jggnobgdoms LoliGgdol dMogogo JmFobss@dwgag 3gogl, Mo sb
300 ©oLEHYOLYES JGIEaGos oo 0bGIEIIH Yo YH §g-
%030gbR L s Fo®ds@gdsls dm@ols [9].

BomsbBol aodmgmgbsdo smos@gdygmos g9bg@ogol, be-
Losmols, 339001, s@b@ols, 5@ 9dm—-300Mb950l HmEno. Ao sb®-
d969%396@ o 53 BoJBm@gdol aomgomolifobgds dbodgbganm-
goboo.

Ao ob@-d9b9xd9bBo  m@gsbobszool  mbyby  wsgeg-
‘Jodgdymos  39@Lmbognols  asdmygergbgero  Jgloden gdamdy-
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dol, bodols, 0b6@gergBol do@mgolimsb. gl mgm@os 9zo5do@w-

905 3bmdbogro  3mblogn@obagdo go®dol — ,do3 gobbo s
3335600l (McKinsey & Company) — LoJdosbmdsl, dmdgendss
bo@o®gdyao  3gemggols Logydgganby 2o3msdggybs  bod@mdo:
»OOdmEns  BomsbBolbmgol “[10], Lowsi gmddsbools Fomds@go-
ol Fobsdo@mdom aobbognygmos BomobBols godmgaogbs, 3mb-
00085, 05353Mgds, bgadgTymdols, Fbs@akg®ol  gobgomsmgdols
5930 gd@mds. gl 0wggdo 2obdFgoEws dog g0bbol xR0l
2305bpgan  IOMIgddo.  ©sdYdoggdygmos  Gogsb@ol  dodo-
30L LB®OsBga0g00 dOsgs@g@mgbyen  30md3s5b60gddo[11]. dmbEm-
boli jmblaa@obyydo xgygds (BCG — Boston Consulting Group)
Fomdm opaobs Goasb@gool dgddbols God@ogs[1l], BomsbGolio-
g0l d@dmenols bodo@{mbge. BCG wmgdng g@magermdls dols
dog® s@bgya LEOSAYA0ol — Fbmerme  Jo®mgbgdgdols ©30-
@o®gbmdgdols dow§gg00m ool dglsdargdgeno m@asbobsizogdols
Ib@0sb  3mbgy®gbd30@s@glmdols dowVggs [13]  ,,b6g0b6 s
40335605 (Bain and Company) — 39®dsbgb@ymoe  gbdoyg@gds
Aomab@—-39bgxdgbBol sJByoy@® Jods@myengdgdl. o3 3mb-
Loan@obay® go@dsl 400-bg dgBo dOmds oJgl aodmggybgd-
g0 Bosob@—-d969xdgbHol oJB s @ Logombgomsb wsjog-
‘Jodgoom [14].

egobsmgols @odgdyamo dgEbogdygemo mgmmogdols d-
@53 gbmds JmblognBoba®o xaxgdol Jogd yoeodwgds. dom
sdgm mgm@ogmo ©s 3GsJBHoggeo 3m339@9bG0s sepm Symmb
0obodgdmgg 4odm{gggdl — dgddbob sy yg@o mgmdogdo
> domo  3m3yesdoboizools dg@39@900. Bomsb@oli ds@mgols
0 gm@ogdo bgoglo Go3ol bagggogbo xauagdol gydopmgdol
3950 ®dos Mo sb:

e 5dgoMos boygzgmgbem GogobBgools s boyzgmgbe do-
bbbyl Fgga990L JmAgES308;

* BoansbBo ool wodgdyangdol  dgfdbols  LF@sgse
dbodo Agly@Lo;

* d0bbgbo 0]Jdbgds IgHow Gy s ©obsdogy®  Jmb-
Hadbdo;
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* JdoGmggmgdo s Gobsblydo bobdgdo dmombmgbgdo
OO bOESOS;

* wobsddgdgemms dmgmeobo dygedogs® 0330 g05;

e Lodydom dogrols bgaoaslio ,,Gogsb@gdolbomgols d@dm-
ol dgbododobos.

OmEgbsa  39bgxg®gol  9Fggm  s@bggeboli  ao39mgde
dOsgom 300m@0B AL dm@ol, doom 9@bgggb gooblgbmb dggero
hoby@o sbobs: Lm0y aobws gOm{@osbo  3gmomeEgmds —
aobodg  dFgobogmo, 09 gobps sofmosbo  jgmogomgmds
— 3obodg by, oy aobs Loyigbmgsbo ggmom@mgmds —
3oboMEg 50530569807 [15] s ©3oBgdgh, MM >Esdosbgdols yob-
Aol gbsmo, sliggyg, Hogob@os.

Talent Management - Actual Direction of Human Potential
E. Gulua

The success of social systems is unambiguously determined by
managing human resourses in an appropriate way. It is permanently dis-
cussed how to exteriorize this postulate in real life where unimployment
and poverty still can’t be overcome and in better cases the lack of self-
realisation or satisfaction with work is clearly expressed. Humanization
of society is incompatible with such collapses. Self-critical intelligence
should not be able to become accustomed to such “leakages”; one should
confess this failure and develop himself, find ways to achieve the supreme
target of humanity — a human, with the best detections of its potential.

According to objectives there are different ways to manage the po-
tential. Potential is the unity of existing, covert and unrealized resources
which might become the source of success in case of appropriate manage-
ment and development.

Respectively, the issues to demonstrate covert or explicit skills is
very important as the use of talent, potential and intelligence is directly
correlated with success. Thus, the pressing issues from the human resource
management directions are evaluation of talent, development and imple-
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mentation of the management methodology, find out interdependence of
success and talent management as well as talent and intelligence.

Talent management system could not be discussed as a separate
process related with only micro groups. It must be perceived as a whole
process, which can attain total efficienty and effectiveness when Employ-
ee Value Proposition (EVP) is growing and it is implemented on three
levels: idivudual, macro and micro levels.

Talent management includes the processes of identification of tal-
ent, planning, development, realization, stimulating, maintaining, grow-
ing, transforming and applying and this creates the basis for detecting,
developing and utilizing all potentials, that are the background for total
effectivity.

Talent identification is a very important process. There are many
approaches in this direction. In recent researches talent is not only the
ability of quickly remembering information. Talent does not exist without
using it successfully in real life.

George Gurdjieff - founder of “The Institute for the Harmonious
Development of Man” considers that an individual cannot realize oneself
without his/her harmonious spiritual, physical and emotional develop-
ment which includes individual development, team working skills, sys-
tem creating and managing skills.

Hans Jurgen Eysenck differentiates biological, psychometrical and
social intelligence. Also, there are very important findings belonging to
Howard Gardner, Robert Stenberg and David Perkins.

Intelligence can be defined on different levels: the first level — ba-
sic intelligence (learning, memorizing skills); the second level — analyti-
cal skills; the third level - multilateral intelligence; the fourth level — emo-
tional intelligence and the fifth one — social intelligence.

Despite of diversities of definitions, modern management consid-
ers intelligence through basic intelligence, emotional and social intelli-
gence. The fundamental research work in this directions has been made
by Charles Darwine, he learned the cognitive aspects of intelligence,
memorizing and problem solving skills. The concept of emotional in-
telligence is associated with the theories of Daniel Goleman. According
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to these theories emotional intelligence includes self-cognition, self-con-
trolling, self-regulation, motivation, empathy and social skills. Edward
Lee Thorndike used the term social intelligence to explore non cognitive
intelligence - the ability of socialization, understanding and managing
others. The social intelligence is considered to be the highest level of
intelligence.

It is confirmed that the talent is affected by genetics, character,
food, training and environment. It is significant to consider these factors
in talent management process.

Talent management, as the main aspect of organizational human
resource management system, is associated with McKinsey & company
and the work “The War for Talent”. This theory was developed in later
researches of this group. Talent management strategies are elaborated for
multinational companies. The Boston Consulting Group (BCG) creates
talent making tactics against “the war for talents”. BCG is faithful to
this concept that corporative compatitiveness could be achieved only in
case of individual advantages. ,,Bain and company‘ permanently replys
talent management actual trends (Bain and Company). This group has
published several hundreds of works about this issue.

Nowadays, valuable scientific theories are developed by consulting
groups, they have theoretical and practical competences to be sensitive to
face modern challenges, develop theories and popularize, promote them.
Talent management theories are popular because: there is an obvious cor-
relation between the best talents and the best business performance; tal-
ent is growing resource of value creating processes; business is made in
complex and dynamical context, etc.

As managers have to make choice between the various priorities
they are advised to remember the following old Chinese proverb: If you
want one year of prosperity, grow grain, if you want ten years of prosper-
ity, grow trees, if you want a hundred years of prosperity, grow people”,
in addition, the skill of “growing people” also is a talent.
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3505 8080M60S
3306™3040l Sgoegdonmo pmdm@o,
sbmEo@gdymo 30mg89bodo

dmdmgtgds 396@®oyg®mo dobgol dglsbgd dgoomgdom ob-
senasb@es dgEbogdgdss. gl gyeol dodmgg0L 989JH0bMds-
by cobobgds. ,,bgdoldog@o  Jgggbols Lodobgm Lol@gdsdo 396-
BOs@@0 bobgo [odyzeb dmel sbdyagdl. dob LoJdosbmdsbgs
053M 0gdemo MmamA 3 gOmgbygmo g3mbmdogols, sbggg Jagybols
Lodobgm Lob@gdol dwymowo gobgomedmgds. s@gygmmomgdls @o
geols 30dmd3ggel bomo s gbswem gm®dom, 396@GsE @0
b5b30  J3bols 2oesdFy39® 94mbmdogyned  Fobsddmgmgdl d@mdols
30mEg]dgool  yoggobsmgols, bodmbenols ©s dmdbaby®gdols
dod@smdobomgols IFo@dmgdaowsb  bobmgsmgddog boggmgms
dmdbdo@gdaolioggh” [Lyg36]. LFmogo bgdmembodbymo  aobs-
300038l Loggarggo  3Mmdagdol oG ysmy@dmdsl.  gganggols
dobobos  ghmgbyamo (39b@®ogy®a) bobgol  Lsddosbmdols d-
b0'dgbgermgobglo  dodoBmygegdgdols  [o@dmbgbs, mebsdgommgy
B9begbzogdol, Log@msdm@olm  3@sddogol,  LoJstimggenmls
9omgbymo dobgol sdmzobgdols s ubl30gdol gosbsgobgdom.
slobygao dobbol dobswggo wolidygaros dgdpgao YOHmogH0-
5353d0Mgd o sdm3sbgodo: 1) gymse-Lsg@geodem dmao@ogols
300b303g60bs > mobsdgdmgg 0blG®dgh@gdols (bsgdgoodm
®2560b530900L G980bsbLoMgbs, LodMmmEgbdm 3m@odogs, @os
dob@ol 3maroRogs o Loadgbgdgm dmmbmgbgdol  Lolidgds)
35dmygbgdol  dgdobobdol  9539]H0obmdol wolisdyymgds;  2) me-
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3obobogogmo LM y]@a®ol dobgogom asblbgsggdygeo Lobg-
sdbgoggem  LolbRgdgdol  Lhgoolbgs dmegaol  dgos@gds.

bEo@osdo swbodbymo  Lsgombgbol shangdydse  Fomdmbgbols
bog3ydggen by, ao3gmgdgeos ©slygbs, M gyms-lszGgoo@m
3o@dogol, ®mdgaoi 396@@sy® saoml 035390 g3096mdo-
3oL do@mgsdo, 9bws 3Jmbrgl 33390m@e asdmbs@ymmo Lobgend-
F0gm95@030 0530L9099@ 905, mogolio LEHOSHYR00ms @ Hoddog0m
dop o3 9d39d09L  gOHmgbyemo dobgol @godiEosl  ggmbmdogy@o
306096300l wAmom (3gemoagdgdby.

BILoR-Us 3@ o™ dmmo@ogol ©oygbogo m@ogbHody-
b0l 303G (3359, Jogomoms® Fymswo dobol bsbo@dwobs
Jaools 2obdsgemdsdo, gyanbyg dmmbmgbols geoegdolisl, dgo-
dengds  asdmofgoml  obgmoszogdo dgogagdo ob  gO®mméeogo
dombmgbols dgbmygogs, gb 3o mogol db@og, 8330090 bomdsls
9Omgbygao dobgols Loddosbmdbolswdo. g3mbmdogydo  bydogd®g-
b0l bpmdoby ghmgbymo dsbgolswdo, wopswss wsdmgowgdyao
Loddosbo o@ogmds. ,,msgolbo Fo@dmdmdols dmdgb@obomgols (396-
BB YH0 3563960 dmlLobengmdol momJdol dgyboywsgo bpm-
bom Loty gdamdebgb. 39b@@ogy@o dsbjo dom PYd@s@mE o
Lobmgomgdog dobgo@ doohbom, @mdmols sdmEebs Lobmye-
©mgoolomgol Jboby@gds ogm. odsgg O™, ssdosbgdo mgaow-
696, @I (396G yY@0  bobzol Lobgard{ogmgd@ogo LRsEgbo
3000 253mBMgdologeb 030305 [2, 3. 88l mydis, olm@os 3b-
>04mxl, @md Lobgad{ogm bymolbygsmo dgygdmosm dodm@swo
obomygdamb  dognoygregdom. msbsdgommgg olm@osdo (396-
BOsg@0  bsobjgol  sdmyzogdembols 3Mobiodo Ly Yu@™
omdoboMgdoo begdmes Amam® 3 mgm@osdo, sliggg Logobmb-
dgdbanm  3GsJB0godo. bobobol goligogy®o 0b@gdmglgdol bg-
Fomol ©sdey3ggemdsl @ogdo@ds 3mboybl@udagmo 3maodo-
3900 0b@gdmgligdo, oo dm@ols Foboliso@bggbm owggdo.

396G®o@u@0 dobgol Loddosbmdol g@m-gohmo 3Gobio 3os
Lobgadfoxnm  g3mbmdogydo  3mmo@ogols  sdmEsbgdmsb s gey-
050 boddoobmdols 3mm@dobo®gds. 396@@s@ @ dobgols Lo Jdo-
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3M3gO oo dobgzgdolowdo, Mgxnobsblomgdols aobsyggonl, gowsb-
0bxogl Log@goodm obl@o@dy@gdols goggoomdols Goliggdl.

Ae0o©-bo3Mgodm  3mmo@dogol  gm@dodgdols  3GsJ@o-
gao  s39dHgdo  aueolbdmdl @ogo Lsgombol dgdydoggost,
Omdgems  Jo@olss  gymse-bsj@goodm  dmmo@ogol  3Gom@-
00O Yo MdogdHol Fgebyge: Bgmby dwoboghs my gymol
dofmegds, LoddmEgb@m gobsgggmo, my gyaoll Gomgbmds.
Qe o©-bo 3B gooBm  3meo@ogol dgdydeggdobs o ao@odgdo-
Lol 3b0dgbgarmgsbos (396@®sy@o bobjol ©sdmyzoegdamdols
bodolbo, olggg, Omam®E Lodsbgm  Lol@gdol LEsdogyg@mdsls
>J3L yowmglsp oo db0dgbgemds gyasw-bsj@gooBm dmao-
B030lL 989JB0sbse gobbm@zogmgbolsmgols.

Lododmggemlb ghmgbygemo dsbgol (bgo-0) dogd ao@oty-
b0 mobodgtmgg Fymse-Lsj@goodm 3memo@ogs o6 b
040l dodo@mygeo dbowme gsligbol bEsdomy@mdsby. 5@ s@ols
‘dgdmbggzomo, @mI beoyoghm  Jgggsbsdo Fobsbl Fo®dmowegbls
doJLods@gdme Jpa®owo aMdgmmgemosbo g3mbmdogydo bOEs ©s
2olgdol LEsdo@y@dmds, boaem g3@mdol 396@@smgmo dsbggdo
0530l Gyao-Lsg@geodm  LA®sBgyosl gg03dodgogh  ggmbe-
dogol dgdog dEg@o gobgoms®gdols s ©olsddgdols ds@oen
ombgl.

obog bes 5@0bodbml, H™MI LsJsmggmm@o dmbgdo@yen
(Byeo-bogMgoodm) 3maodogsdo 3Ogoo@dols @mao  dogbyg
Lgligos. L, bododmgganmdo gyanse-bsg@goodm dmmo@ogols go-
53990l dgdobobdol Fgg3olgoolols gg@mdgmo sg@m®ga®glools
dmgaols yodmygbgdom dJowgdyeo dgogagdo a30hg9690L,@mA Lo-
35630 bglbgdol goBmmols 3b0dgbganmds goligdbmseb s Ggogy®
d33-056 d0doBmngoom IJmenosbmdsdo gg@ 0dbs @oslBymgdyao.
>0bodbygeo goBo dgodangds s0blibgomgl Lodsbgm 3@geo@ols
3oty Gomon bods®mggeml g3mbmdogsdo. m9dzs, bgbbgdols
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Main Directions of National (Central) Bank Activities
on the Current Stage

M. Gogokhia

The article presents the most important directions of the national
(central) bank activities. International practices, objectives and functions of
the National Bank of Georgia are analyzed.

The central bank represents a definite variety of a bank, as a whole,
with specific characteristics. In its essence it is a social institution which
regulates currency flow in cash as well as non-cash payments. Central bank
creates deisive economic preconditions for exchanging products, movement
of goods and services from the producer to the consumers of public goods.
Confidence from the economic entities in the national banks determines
business activities to great extent. Sustainable development of the country’s
bank sector depends exactly on the activities of central bank. Banking regu-
lation and supervision is discussed in the paper.

Special attention is paid to one of the most important issues of the
banking practice such as monetary and credit policy, its methods and mod-
ern instruments. As experience shows, problems occure in this direction.
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Classification and Measurement of Financial Assets
N. Kvatashidze

The article describes the methods of measurement of financial
assets in accordance with Financial Instruments of the new IFRS 9
(2013). IFRS 9 requires an entity to classify financial assets at either
amortized cost or fair value on the basis of: a) the entity’s business
model for managing the financial assets; and b) the contractual cash flow

characteristics of the financial assets unless it chooses to designate the
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financial asset at fair value through profit or loss.

If a financial asset does not meet the criteria for amortized cost
classification, it is measured at fair value. In other words, where the
condition that the contractual cash flows are solely payments of principal
and interest is failed, or the objective of the entity’s business model is
not to hold the financial asset to collect the contractual cash flows, the
asset must be measured at fair value.
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Analysis of Change of the Social Insurance Fund
with Probabilistic and Statistical Methods

A. Tsintsadze
N. Svanidze
Mathematical model of management of a social insurance funds with the

exponentially  distributed insurance compensations and deterministic
expenditures for social programs is represented and analyzed. A probability
density function of the capital and probabilistic characteristics for the fund’s
functioning are obtained, which can be applied to determine the sufficiency of
fund’s capital management at all levels. Using the results of this research it is
possible for particular period of time determine in insurance fund change of
cash flow movement speed, on what basis in determined from state tax
revenues assigns acceptance necessity and capacity.
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Socialist Integration in the Context of Regional Economic Integration
— Antipode of Market Integration
(On the Example of the South Caucasian States)

Importance of the Problem: in terms of changing tendencies of
the World economy, small countries having more open and less diver-
sified economies experience serious influence of interdependence and
integration processes. From this point of view, objectively developed
relations with the neighbouring counntries are very important in the con-
text of economic integration.

Research Objective: the objective of the research is to study char-
acteristics of socialist integration in the context of the theory of regional
economic integration on the example of the South Caucasian states.

Problem study and its theoretical and methodological founda-
tions: the base for analyzing the theory of economic integration is to
compare the trade volume between the two countries before and after
integration according to expected statistical and dynamical effects with
compliance to the indicators of trade improvement and trade reduction.

Outcomes: A brief historical overview of the integration process-
es in the South Caucasus has shown that the integration processes served
to establish socialist ideology.

After the collapse of the Soviet Union and formation of new in-
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dependent states entrepreneur relations based on socialist integration
ceased.

The comparison of main trade products of Georgia-Azerbaijan
and Georgia-Armenia in 1987 and 1997 was carried out in the research.
This proved that the base for commodity exchange between Georgia,
Armenia and Azerbaijan was entrepreneurial cooperation between these
countries. Trade was also managed systematically. National require-
ments and comparative advantages were not seriously taken into con-
sideration. In addition, in the discussed period major commodity ex-
changes between the South Caucasus states changed, which proves the
non-objective nature of integration. The paper presents outcomes of the
comparative analysis of the characteristics of socialist and regional eco-
nomic integration theory.
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Abstract: In recent years, political and economic relations between
Georgia and the European Union (EU) have increased significantly. Con-
clusion of the EU-Georgia Agreement on the Deep and Comprehensive
Free Trade Area (DC FTA) will be an important step toward Georgia’s
gradual economic integration with the EU. Within the context of increas-
ing economic globalization and regionalization, this article examines the
DC FTA as a new dimension of the EU’s trade policy, the DC FTA’s role
in the process of Georgia’s government economic policy transformation,
as well as the possible effects of DC FTA-related reforms on Georgia’s
economic development and economic performance.
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Introduction

Currently, the world economy is characterized by an intensification
of global and regional integration processes. Despite the growing num-
ber of regional integration groups, the European Union (EU) remains a
“classic model” of successful regional integration. The EU positively in-
fluences the economic development of the member-states, which makes it
attractive for neighboring countries.

Georgia’s economy is a transitional, small, open economy with
insufficiently developed export potential and diversification of exports.
Georgia attempts to develop a close economic relationship with the Eu-
ropean Union that became crucially important after Russia forbade Geor-
gia’s exports in 2006. Consequently, achieving political association and
gradual economic integration with the EU has become the main priority of
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Georgia’s foreign policy. Furthermore, the formation of a democratic state
and successful development of the market economy in Georgia represents
a long-term interest of the EU.

In 2010, Georgia and the EU started negotiating an Association
Agreement, which will include an agreement on a Deep and Comprehen-
sive Free Trade Area (DC FTA) as an integral part. Negotiations on the
DC FTA started in 2012. In general, DC FTA is a new kind of the EU trade
agreement and, in contrast to a Free Trade Agreement (FTA), goes beyond
the reduction/elimination of tariffs and covers a broad range of economic
areas. Accordingly, DC FTA can be described as multidimensional agree-
ment with far-reaching economic and political goals and therefore, more
than merely a trade agreement.

Research on the effect of the DC FTA on Georgia’s economy has
been undertaken by the UNDP (2007) and the CASE/Global Insight (2008).
These studies concluded that Georgia will significantly benefit from this
agreement, especially in the long-run. In contrast, Messerlin et al. (2011)
criticized the influence of DC FTA related reforms on Georgia’s economy
because of the a broad area of reforms Georgia had to undertake to suc-
cessfully fulfill the EU’s preconditions in order even to start negotiations
on the agreement.

The aim of this article is to examine the concept of DC FTA and key
developments of the EU-Georgia trade relations in the light of a increas-
ing economic globalization and regionalization, to analyze the influence
of DC FTA on the economic policy of Georgia and Georgia’s economic
performance in general, as well as to evaluate the possible challenges and
positive outcomes of the DC FTA on Georgia’s economic development.

Economic Globalization and DC FTA as a new dimension of the
EU trade policy

In the 1990s economic globalization became a main determinant
of national economic development. As Frieden (2006) pointed out, “The
interests, and the ideas, favorable to economic globalization dominated
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world economics and politics. The globe was once again capitalist, and

capitalism was once again Global” (p. 412). In view of that, economic glo-
balization stipulates the establishment of qualitatively new economic rela-
tions and increasing interdependence among countries that gives to glo-
balization a clearly defined complex nature. As Stiglitz (2007) describes,
economic globalization “entails the closer economic integration of the
countries of the world through the increased flow of goods and services,
capital, and even labour” (p. 4). Hence, economic globalization includes
all nation states with different degrees of integration into the globalizing
world economy. Liberalization of the economic relations among countries
is primary foundation for expansion of globalization and underlines the
importance of economic factors of globalization.

Along with economic globalization, there have been growing re-
gional integration processes: “Regional integration in the 1990s became
an important component part of the overall process of economic global-
ization” (Frieden, 2006, p. 411). Therefore, “Globalisation and regional-
ism are not mutually exclusive and cannot be seen in isolation from each
other” (Di Mauro et al. 2008, p.17). However, regional integration in
contrast to economic globalization is developed by the nation states for
the nation states and it is governed by the nation states through jointly
established institutes. Accordingly, regional integration represents a more
effective form of collaboration among states through bilateral or mutually
(in the regional framework) approved rules and procedures, which are not
agreed upon the global level. As Higgott (1998) pointed out, “Because
globalization weakens the efficacy of national policy instruments, collec-
tive action approaches to problem solving with regard to issues demanding
trans-national management solutions are probably easier at the regional
level” (p. 45). Hence, the first reason for increasing regional integration is
the impossibility of the formation of an efficient structure of global gov-
ernance, which pushes the nation states and regional integration groups to
expand economic relations in the regional framework." Second, regional
integration processes are complicated economic-political phenomena de-
veloped through the intensification of economic relations, where positive
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economic factors (trade, capital flow and labor migration) of integration
together with the political goals of nation states create a symbiosis and
represent a primary way to decrease the negative aspects of globaliza-
tion. Consequently, deepening of integration processes is one of the main
approaches to respond to the absence of the efficient global governance
and to increase the positive effects of globalization. By the same token,
globalization and regional integration do not reduce the key role of the
government in regulation of domestic and foreign political and economic
relations and definition of development priorities. Accordingly, in spite of
the intensification of the regional integration processes, the nation state
remains as a most important actor of the world economy (See Weiss, 1999;
2000).

Recently, the world observed a significant transformation of
the EU’s trade policy priorities. Remaining an active supporter of the
conclusion of the Doha Development Round negotiation at the multilat-
eral level, the EU simultaneously attempts to gradually deepen its trade
relations on a bilateral level through new Free Trade Agreements.? As
the European Commission (EC) stated, “Doha remains our top priority.
However, the bilateral is not the enemy of the multilateral. The opposite
may hold truer: liberalization fuels liberalization” (COM (2010) 612, p.
3). There are two reasons to explain changes in trade policy of the EU.
First, the EU’s intention to deepen integration processes is a response to
the problems facing the global trade system. Second, as Koopmann and
Wilhelm (2010) pointed out:

When the EU ended its self-imposed moratorium (from 1999) on
the negotiation of new bilateral trade agreements in 2006, one reason was
due to the observation that other trading powers were becoming increas-
ingly engaged in bilateral and regional trade policy. This in particular
holds for the United States of America. (p. 307)

So, “During the past decade the formerly unquestioned European
leadership in regional integration and preferential trade agreements has
been increasingly challenged by dynamic US regionalism on a global
scale” (Guerrieri and Dimon, 2006, p. 89). Accordingly, the EU is trying
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“To match the FTAs negotiated as part of the US ‘competitive liberalisa-

tion” strategy” (Woolcock et al. 2007, p. 236). Consequently, following
disappointment with results of multilateral trade negotiations and increas-
ing competition from the USA and other big economies (especially China,
Japan, Brazil and South Korea), the EU has broadened the area of bilateral
agreements and involve more countries in its trade agenda.

The EU trade policy, according to the communication adopted by
the European Commission “Global Europe: Competing in the World,” is
a main instrument to increase the EU competitiveness in the world econ-
omy (COM (2006) 567). In addition, this communication declared that
“To have a positive impact FTAs must be comprehensive in scope, pro-
vide for liberalization of substantially all trade and go beyond WTO dis-
ciplines” (ibid., p. 10). Consequently, the EU has decided to focus on DC
FTA agreements:

The idea of a deep free trade area (sometimes referred to as a free
trade area “plus”) goes beyond the traditional concept of trade liberal-
ization, which focuses mostly on reducing and removing customs tariffs,
sometimes limited to trade in manufactured goods only (so-called “shal-
low” integration). (Dabrowski and Taran, 2012, p. 6)

So, gradual evolution of the trade policy of the European Union
from simple FTAs to the DC FTAs clearly demonstrates that the EU at-
tempts to achieve its global goals, which remains problematic at the mul-
tilateral level, by extension of bilateral agreements. Regarding developing
and transition countries the EU promotes DC FTAs because the EU wants,
on the one hand, to provide favorable conditions for the EU investment
and expand the area of exports of goods and services and, on the other
hand, to promote developing and transition countries’ sustainable devel-
opment, which are in line with EUs long-term economic goals. According
to the EC Communication on “A Strong European Neighborhood Policy”
(COM (2007) 774), the main instruments to achieve these goals and in-
crease economic integration with European Neighborhood Policy (ENP)
countries are, “Tailor-made deep and comprehensive free trade agreements
(DFTAS), including measures to reduce non-tariff barriers through regu-
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latory convergence” (p. 4). So, DC FTA is a new generation agreement

with various combinations of liberalization and regulation, which goes
beyond simple trade liberalization issues and covers many aspects of the
performance of the economy in general. More specifically, DC FTA fore-
seen regulation convergence is a primary novelty, which leads to policy
changes in many areas of economy in countries involved in negotiations,
thus extends the area of the EU standards and regulations beyond the EU
on a bilateral basis.

The EU wants to conclude similar agreements with all neighboring
countries, especially with those countries in Eastern neighborhood that
declared such aspiration and have the appropriate capacity as well. The
aim of these agreements is to create compatibility with WTO rules and EU
norms and standards free trade area with those of the Eastern European
countries that are able to show readiness and sufficient progress to provide
reforms in the trade-related areas and realize the relevant obligations un-
der the agreement. However, agreement on DC FTA does not mean future
EU membership, which makes DC FTA-related reforms one of the prob-
lematic issues for countries involved in negotiations on such agreement,
including Georgia.

In addition, the EU will sign an agreement on DC FTA based on
their economic and political goals. The EU takes into account the impor-
tance of these countries to facilitate economic growth in the European
Union, their attractiveness for the EU countries’ investment and export,
and also, the level of development of these countries. Obviously, the first
two provisions are economic criteria, while the last can be assumed to
be more political than economic, but, as some experts noted, “A few EU
bilateral agreements have been commercially motivated” (Woolcock et
al. p. 237). However, these provisions, especially economic provisions,
have become more important for the EU. For example, the first Eastern
European country with which the EU completed negotiation on a DC
FTA is Ukraine, the biggest economy in the EU’s Eastern Neighborhood:
“Ukraine has reached the most, as after five years of negotiations the EU-
Ukraine Association Agreement with embedded DC FTA has been initialed
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in March 2012” (Movchan and Shportyuk, 2012, p. 5). The conclusion of
the agreement on DC FTA for neighboring countries, including Georgia,

is an important opportunity and step forward to achieve more profound
economic integration with the EU.
Progression of the EU-Georgia trade relations toward DC FTA

In 2005, the EU granted Georgia a special incentive arrangement
for sustainable development and good governance - within the EU Gen-
eralized System of Preferences (GSP+). The GSP+ regime is not perma-
nent, and it will be removed as the country achieves a sustained economic
growth trajectory. Also, “The existence of GSP+ means that Georgia will
not benefit from a simple FTA, since it now has virtually tariff-free access
to the EU” (Pardo Sierra, 2011, p. 1384). The EU is Georgia’s main trade
partner. According to statistical data, during the 2011 year, the share of
the EU in total trade turnover of Georgia was 27%, share in export - 19%,
and share in the import - 29%.? Consequently, the government of Georgia
wants to establish closer political and economic relations with the EU.
Hence, to ensure deeper economic integration with the EU and, therefore,
to provide an additional stimulating impact on economic growth in Geor-
gia, it is necessary to conclude a new broad trade agreement with the EU
like DC FTA. So, the government of Georgia chose DC FTA because it
was dictated, on the one hand, by the long term national interest of Geor-
gia to become a member of the EU and, on the other hand, Georgia has no
other option for developed regional integration.

The possibility of conclusion of Free Trade Agreement between the
EU and Georgia was declared in the EU-Georgia ENP Action Plan (2006),
and there was stated that “In this context, the Commission will undertake
a feasibility study which will also look at regional trade and economic
integration aspects” (p. 10). According to research undertaken by UNDP
(2007) and CASE/Global Insight (2008), DC FTA share in the economic
growth rate of Georgia will be small in the short run, but the DC FTA
would largely increase the gains from trade and the country would consid-
erably benefit from this agreement in the long-term.

After the Russia-Georgia war in August 2008, the EU’s decision to
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step up activities towards the Deep and Comprehensive Free Trade Area
between Georgia and the EU was declared in the European Council Con-
clusions (Presidency Conclusions, Council of the European Union, 2008,
p- 3). It is worthy to note that Georgia as a small economy is not as attrac-
tive as is Ukraine for the EU to conclude DC FTA. Therefore, supporting
the development of economy emerged as a foremost motivation in the
case of Georgia that underlines the dominance of political than economic
reasons to start negotiations on DC FTA with Georgia.

The EU’s approach to begin negotiation with Georgia on DC FTA
was based on conditionality to provide the regulatory convergence and
legal approximation in some areas. Despite some controversies, taking
into account the political importance of close relations with the EU, the
Government of Georgia prepared strategies and action plans in all relevant
areas (Technical barriers to trade (TBT), Sanitary and Phytosanitary is-
sues (SPS), Intellectual Property Rights (IPR) and Competition Policy)
and started the implementation process. Finally, in 2011, the EU Commis-
sion agreed to start negotiation on the DC FTA with Georgia.

Georgia’s economic performance and DC FTA related reforms

Neoliberal reforms taking place in the USA and the Great Britain in
the 1980s have spread to many countries in the world, including Georgia,
primarily through the policies of international organizations and, namely,
the International Monetary Fund (IMF). In the last decades, the econom-
ic liberalization process has been carried out in neoliberal globalization
framework, also understood as the so-called “Washington Consensus.”
The main principles of the doctrine were liberalization, deregulation, and
privatization. As Frieden (2006) pointed out, “There was disagreement
’inside the tent’ among market oriented thinkers, but few questioned the
general superiority of markets as mechanisms of economic allocations”
(p- 400). So, this policy supposed the significant reduction of government
activity in the regulation of the economy and was based on the principle
of “small government.”

The transformation of the government’s role in economic regula-
tion is especially remarkable in transition countries, including Georgia.
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After the “Rose Revolution” in 2003, with the purpose to establish a free
market economy and foster economic growth, Georgia’s economic policy
has been based on neoliberal principles, characterized by little regulation
or no regulation at all in some areas. But, as Stiglitz (2007) noted:

These “free market” economists are also more inclined to believe
that markets, by themselves, without government intervention, are effi-
cient, and that the best way to help the poor is simply to let the economy
grow — and, somehow, the benefits will trickle down to the poor. (Interest-
ingly, such beliefs have persisted, even as economic research has under-
mined their intellectual foundations). (p. XVI)

This statement brightly describes Georgia’s government economic
policy over the past nine years. In Georgia, during 2004-2011, the aver-
age economic growth rate was about 6%; GDP per capita increased from
1.187 US Dollars in 2004 to 3.210 US Dollars in 2011. However, eco-
nomic growth did not reduce the unemployment rate, which was high and
even increased from 12.6% in 2004 to 15% in 2011. In addition, the share
of the population under the poverty threshold increased from 6.4% in 2007
t0 9.2% in 2011.5 As a result of neoliberal economic policy, during 2004-
2011, there has been rapid economic growth but slow economic develop-
ment in Georgia, because “If economic growth is not shared throughout
society, then development has failed” (Stiglitz, 2007, p. 45). So, only rapid
economic growth based on neoliberal economic policy and therefore, on
less regulated market economy;, is not a sufficient precondition for further
economic development.

In general, the neoliberal economic policy supposedly increases ef-
ficiency based on growing freedom of the private sector, but, as Stiglitz
(2007) pointed out, “Efficiency, however, is not everything” (p. 143). So,
neoliberal economic policy represents a policy targeted to reduce inef-
ficient regulation, but it does not refuse the possibility and often the ne-
cessity of the regulation of the economy in general. Also, it should be
highlighted that “The markets do not create, regulate, stabilize, or sustain
themselves” (Rodrik, 2011, p. 237) and “Adam Smith may not have been
quite correct when he said that markets lead, as if by an invisible hand, to
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the well-being of society” (Stiglitz, 2010, p. 200). Obviously, the market
economy is unable to create the necessary preconditions for economic de-

velopment without a significant government role. In addition, “Capitalism
does not come with a unique model” (Rodrik, 2011, p. XVIII) and “There
are, for instance, other forms of market economies — such as that of Swe-
den, which has sustained robust growth — that have led to quite different
societies, marked with better health care and education and less inequal-
ity” (Stiglitz, 2007, p. XV).

So, it is important to note that considering Georgia’s less devel-
opment oriented policy, the DC FTA emerged as a main instrument for
economic policy transformation, which pushes Georgia’s government to
change neoliberal economic policy and successfully combine open and
regulated market economy. DC FTA provisions require reform and adop-
tion of the European Union regulations in many spheres of the economy,
including custom, intellectual property rights, sanitary and phytosanitary
issues, food safety, environment, statistics, public procurement, technical
regulations, standards and conformity assessment procedures, company
law, services, movement of capital, taxation, competition policy and state
aid, enterprise policy as well as public internal financial control and so on.
As Pardo Sierra (2011) noted, “Areas of reform are far-reaching, ranging
from food safety measures, competition law, and passing a new labor code
to adopting EU customs legislation and regulatory convergence. The main
question is whether the Georgian authorities regard the Deep and Com-
prehensive Free Trade Agreement as a reward worth the implementation
costs” (p. 1384-1385). Therefore, there are some difficulties to achieve a
convergence with the EU in regulatory areas because of Georgia’s deeply
deregulated economic environment.

However, it is obvious that DC FTA related reforms, in contrast to
neoliberal economic policy, are oriented to increase government’s role in
regulation of economic activity. As a result, these reforms will lead to the
formation of a regulated market economy in Georgia. As Rodrik (2011)
noted, “Markets and governments are complements, not substitute. If you
want more and better markets, you have to have more (and better) gover-
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nance. Markets work best not where states are weakest, but where they are
strong” (p. XVIII). In addition, DC FTA related reforms can be considered
as a factor not only supporting economic growth but also raising the level

of economic development of Georgia. Economic development in its turn
is the result of complicated combination of reforms in economic, political,
institutional, social and educational spheres, which will lead to an unem-
ployment reduction, fairer distribution of income, country’s institutional
development and improvement of quality of life of the people in general.
Accordingly, to ease the adaptation to unstable economic conditions and
solve the problems caused by unemployment, unequal distribution of in-
come and institutional underdevelopment, it is highly important to elabo-
rate and pursue an efficient development policy because ineffectiveness
of government’s policies will lead to protectionist views in the society,
including toward the EU.

Consequently, DC FTA is an effective instrument for the forma-
tion in Georgia of a less neoliberal and, therefore, more regulated market
economy that will provide more compatibility with the economy of the
EU. Achieving Georgia’s economic compatibility with the economy of the
EU, other things being equal, is as an important step toward the EU mem-
bership in the long run.

DC FTA related main challenges and possibilities

The agreement on the DC FTA between the EU and Georgia will
cover almost the entire spectrum of the trade. Accordingly, it is very ambi-
tious and complex agreement and should incorporate the interests of all
parties involved.

First, the main political and economic challenge related to DC FTA
is how to spread the agreement’s provisions to the occupied territories of
Georgia. It should be made with respect for the territorial integrity and
sovereignty of Georgia within its internationally recognized borders. Con-
sequently, it is very important to determine an adequate formulation into
the agreement.

Second, the major economic challenge related to the agreement on
the DC FTA between Georgia and the EU is the openness of the European
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Union market to Georgia’s agricultural products. Agriculture products

are Georgia’s main export products. But agriculture is a very sensitive
area in the EU trade policy. Therefore, Georgia should profoundly reform
the agricultural sphere, namely agricultural production to fulfill the EU
standards in this area. This is a case in which government should play an
important role to achieve the appropriate standard of agricultural produc-
tion. Without important changes in the agriculture area in general, direct
benefits from the DC FTA will be much smaller.

Moreover, as it is indicated in CASE/Global Insight feasibility
study, DC FTA would imply heavy costs in the short run, for both the pub-
lic and private sectors, to achieve full compliance with EU economic rules
and standards (Case/Global Insight, 2008). Also, as some, more critical
experts have argued:

The burdensome regulatory changes imposed on Georgia are
equivalent to taxing Georgian production - endangering its growth and the
sustainability of its reforms and successful fight against corruption, which
is so crucial for its long-term development. (Messerlin et al. 2011, p. 1)

As the EU new member states’ experience shows, to achieve full
compliance with the EU rules and standards requires significant expenses
from the state budget and from the private sector as well. In those coun-
tries, compliance was achieved by significant financial aid by the EU and
their clearly declared membership prospects. It is obvious that Georgia’s
situation is different. Consequently, it is highly important that the DC FTA
related reform should not to have an economic growth deterrent nature that
will restrain continuity of reforms. Instead, it should support to develop
countries’ competitive advantage and create the necessary preconditions
(improvement of the business climate, growth of country’s investment at-
tractiveness) to achieve a high economic growth rate.

To transform DC FTA related reforms into a factor stimulating
economic growth depends, on the one hand, on the scope and depths of
regulatory convergence and, on the other hand, on the selectivity and suc-
cession of reforms (Messerlin et al. 2011). It is very important in many
areas such as food safety, competition policy, labor relations and trade
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related technical barriers. Clarification of the scope, depths, the selectivity

and succession will reduce controversial relations between the necessity
of regulatory convergence and the needs of the economic growth in a short
run. Moreover, using this approach will ensure redistribution of the public
and private costs over time. As a result, Georgia will avoid declines in the
economic growth rate that is essential for successful reforms in many trade
related areas and for economic development.

Furthermore, in the long run, a DC FTA between the European
Union and Georgia will support private sector development by creating
a transparent and stable business environment and will significantly in-
crease Georgia’s investment attractiveness. Experts pointed out that:

Potential inward FDI to Georgia following the deep free trade agree-
ment with the EU could be substantially higher than the current flows. As
a result, FDI stock in Georgia might increase from USD 2,320 mn in 2005
even up to USD 11,136 mn in 2020. However, this fivefold increase is
feasible under the condition that Georgia succeeds in its transition reforms
and moves towards the level of Bulgaria. (Case/Global Insight, 2008, p.
110)

DC FTA “can strongly spur FDI inflows in Georgia both in tradable
and non-tradable sectors. Investment flows in the tradable sector would
be oriented on an optimal combination of the resources seeking (rela-
tively cheap manpower, high quality agricultural raw materials, etc.) and
the market seeking” (Kakulia, 2009, p. 16). In addition, considering that
there are three types of trade-induced growth (see Baldwin and Seghezza,
1998), economic growth in Georgia because of the DC FTA with the EU,
especially in the short run, will be primarily based on investment rather
than labor skill and technology. In their analysis of interaction between re-
gional integration and investment-lead growth in four countries (Portugal,
Spain, Ireland, and Greece), Baldwin and Seghezza (1998) concluded:

The integration of relatively poor nations into a rich trading bloc
seems to have exercised a positive influence on the poor nation’s invest-
ment rates, however the influence was not strong enough to overcome
poor macroeconomic management and market rigidities. (p. 396)
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Obviously, in the short run, the investment growth rate will be the

most important criteria to evaluate DC FTA’s influence on Georgia’s econ-
omy. There are two channels to increase investment flows: First, invest-
ments from the EU member and non-member states attracted by cheap
labor and second, investments from non-member states willing to export
product to the EU market. But, as Nello (2002) noted:

In transition economies the opportunities for foreign direct invest-
ment are closely linked to the privatization process, and also they depend
on the openness of authorities in the host countries to foreign purchasers.
Foreign investors also will take into account the overall economic envi-
ronment, including macroeconomic stability, geographical location and
the costs of production. (p. 301)

Accordingly, increasing investments mostly depends not only on
Georgia’s competitive advantages but also on government’s economic
policy to improve investment climate and investment attractiveness. In
the long run, assuming the combination of the DC FTA with an efficient
development policy of government trade stimulated economic growth will
based not only on the investment, but also on investment encouraged labor
skill and technology development. Accordingly, stimulation of the FDI
would be a particularly significant economic outcome from DC FTA.

Moreover, DC FTA provisions require further development of
some institutions (Competition and State Procurement Agency, Food
Safety Agency, National Intellectual Property Center, National Agency
for Standards, Technical Regulations and Metrology) and establishment
of new regulations to achieve compatibility with the EU. It is obvious,
that regulatory convergence is an important factor to increase trade rela-
tionship (see Méngova, 2012) and Georgia should to continue reforms in
trade related areas (Ecorys/CASE, 2012). Also, noteworthy that Institu-
tional development is one of the most important aspects of development
in general, but, as Acemoglu and Robinson (2012) pointed out, “Nations
fail today because their extractive economic institutions do not create the
incentives needed for people to save, invest and innovate” (p. 372). Ac-
cordingly, reforms in trade related areas should not create regulations that
will lead to reducing economic stimulus for private sector and therefore,
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decline of economic growth.

Consequently, the best policies to achieve success in reforming
DC FTA related areas and establishing an EU-compatible economy are a
symbiosis of reform succession with gradually shifting government policy
from the less regulated and only growth oriented market economy to a
more regulated and development-oriented market economy. In conclu-
sion, considering all above mentioned structural, institutional and policy
changes and possibilities created by a DC FTA and targeted to reach more
compatibility with the EU, a DC FTA is the best available instrument to
achieve economic development in the long run.

Conclusion

In the long run, formation of the DC FTA would be an important
supporting factor for economic development of Georgia. First, the DC
FTA will gradually shift Georgia’s government economic policy from a
neoliberal and growth oriented market economy to a more regulated and
development oriented market economy. Second, strengthening important
institutions will encourage more competition in the internal market and a
transparent business and investment climate. Furthermore, the DC FTA
will facilitate Georgian companies to produce high standard products that
could be exported to the EU market and consequently, would increase
Georgia’s export diversification. Moreover, the additional inflow of FDI
and technologies will contribute to progressive structural developments in
Georgia’s economy, job creation, reducing unemployment and economic
growth based on investment increasing, labor skill and technology de-
velopment. Finally, and more importantly, the DC FTA will improve the
level of economic development and integrating Georgia’s economy more
deeply and broadly into the globalizing world economy.
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CYIIECTBOBAThH 0€3 HAJIOTOB SIBISICTCS TO, YTO HE HYKHO YTBEP)KIATh

B obOmecTBe. OH TakKe MPU3HAN, YTO HAJOrOBas HArpy3Ka BIIHSET HE
TOJIBKO JTOXOJIbI OFOJKETA, HO M MHBECTHUIIMH, CIIPOCa U IPEIIOKCHHIS,
LIeH 1 Ipyrux. Bee 310 mMeet npsiMoe, Tak ¥ KOCBEHHOS BO3ICHCTBHE Ha
SKOHOMHYECKYIO aKTHBHOCTH M IPOM3BOJICTBEHHBIE MOIIHOCTH. B 1mo-
HSATHE HAJIOTOBOT'O OPEeMEHHU BaXKHBIM (DAKTOM SIBJISIETCS CBSI3b HAJIOTO-
BO Harpy3KHu ¢ 9KOHOMHYECKOH JIeATEIbHOCTBIO U ITPOM3BOACTBEHHBIX
MOIIHOCTEH. BiusHHe HANOrOBOW HArpy3KH Ha OFOJIKET HaJOrOBBIX
JIOXOJIOB M MPOU3BOJCTBEHHBIX MOIIHOCTEH MOMKET OBITh pealn30BaH
JIBYMsI pa3TUYHbIMU criocobamu. C OJTHOM CTOPOHBI, HATOTOBAst HArPy3-
Ka BIIMSICT TEXHOJOTHHU MMPOU3BOJACTBA, 3P(PEKTUBHOTO HCIIOJIb30BAHMUS
pPECYpCoB, UTO, COOTBETCTBEHHO, OyIET M300pakeH Ha MPOU3BOICTBEH-
HBIE MOIITHOCTH H, C APYTOil CTOPOHBI, H3MEHEHHE HAJIOTOBOTO OpeMEeH!
BIIUSICT Ha OIOKET HAJIOTOBBIX MOCTYIUICHHUH, KOTOpBIe OYIyT N300pa-
JKE€HBI Ha ’KOHOMHUYECKYIO JESITENbHOCTD [5].
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