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Logics of Applying Possibilities of Economic
Policy Rationally

R. Gvelsiani
In order to apply means of economic policy rationally, it’s important
to follow a certain principle of succession. First of all, it should be
considered how much the given means support to realization of the goal.
Such means might be evaluated from the point of view of conformity to
the goals. Afterwards, they should be evaluated on the basis of conformity
to the concept and the system. In this way it can be determined how
much conforming the measure is with the concept. This allows to make
a preliminary choice. Final evaluation of economic policy measures
requires cost-benefit analysis. At the same time, it is necessary to take into
consideration basic and accompanying as well as short and long term results
of applying the measures. Intercomparison of the analyzed measures is also
very important.
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Regarding Improving Competition
Policy of Georgia
S. Petelava
Sh. Gogiashvili

The article critically analyses the issues of improving competi-
tion policy in Georgia. It’s highlighted that it’s not among the compe-
tencies of the Antitrust Service to regulate and control markets through
prices. Though, restriction of monopolistic activities and limitation of
unfair competition will obviously contribute to regulation of monopo-
listic prices.
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The authors consider that the competition (antitrust) service has
to analyze and monitor relevant markets. If case there are some cases of
damping or monopolistic high or low prices, mergers and agreements re-
stricting competition, abuse of dominant position, etc. - such illegal acts
should be eliminated by the competition department. However, in order
the country’s competition service is able to reveal antitrust activities and
prevent them a perfect legal framework is needed. Thus, currently, the
primary objective is to improve legal framework of the competition.
Consequently, specific suggestions for improving the law on Free Trade
and Competition adopted on May 8, 2012 are suggested.
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Theoretical-Methodological Issues for
Creating an e-Textbook

E. Lagvilava

Electronic Teaching is a complicated concept under which all
forms of electronically supported innovative information and commu-
nication technologies, applied in education are accumulated and inte-
grated. It reflects the integration of distant and traditional teachings on
the base of information and communication technologies, and can make
modern pedagogical technologies personally oriented and directed to
the development of student’s individual skills.

One of the most important points in e-learning teaching is to
develop multifunctional tool of teaching — such as tailored electronic
training course or textbook. The author’s creativity is very important
and vital in text-book creation. The author is responsible for building
the essential information-educational resources like content production,
course design, lay-out etc.

The text-book creation process relatively may consist of two
parts: content and multimedia components production. Content compo-
nent production process does not require the author’s deep knowledge of
computer technologies. The general knowledge of target technology and
its potential is quite enough at this stage. As for multimedia production,
the perfect knowledge of definite software and technologies is required
for their effective utilization.

Taking into the consideration the University professors’ and
teachers’ average knowledge in computer technologies, we think that
the utilization of not specialized, but universal, standard and widely
spread program products and technologies would be considered more
reasonable. No doubt, the progress in information technology and tran-
sition towards e-learning methods will have its impact on the ways of
teaching and learning.
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E-learning, with the development of telecommunication nets and
information technologies benefit greatly preparing qualified specialists,
real professionals through delivering the most innovative and flexible
solutions of our students’ training and education challenges. The effec-
tive use of technology, especially e-learning methods and techniques
will enhance teaching/learning experience greatly in educational institu-

tions.
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1. Introduction

Trade and foreign direct investments have had a positive influence
on output and productivity in poor economies. Trade is one of the most
important vehicles for growth and growth-related reforms in under-
developed countries. However these countries have many political,
institutional and economic problems that must be undressed in order to
overcome vicious circle of poverty. Free trade and free movement of capital
can play significant positive role in addressing these issues. However
new and innovative approaches are needed for fostering economic
growth and development in global arena and in poorest countries. The
multilateral trading system has successfully spurred international trade
and investment and been an engine of growth and jobs around the world.
Recent years the relevance of such system has been questioned in the
light of world financial crisis and willingness to shield their own firms
from foreign competitors has been grown in many countries. It became
difficult to negotiate comprehensive agreements about free global trade
and investments. New and creative approaches of negotiations are
needed to spur greater interests in further liberalization of global trade
and investments. These new approaches should be pragmatic and feasible
in current political conditions. Several approaches can be introduced to
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further promote free trade and capital flows. Some of them could be:
decentralization of trade negotiations while still keeping mega and global
negotiations, plurilateral and sectoral agreements among governments,
progressive and incremental trade liberalization, fostering economic
development for least developed countries, strengthening the multilateral
system trough global investment policy and negotiating best practice
guidelines in order to establish basic regulatory fundamentals, offering
better conditions for market access to least developed countries, deeper
economic cooperation between the United States and European Union in
order to promote economic welfare within the transatlantic marketplace
and worldwide.

2. Euro Crisis and Its Impact on Global Economy
2.1 The Causes of the Euro Crisis

World financial crisis took three main forms that poses a major risk
to the stability of the global economy today: (1) high and rising public
debts, (2) fragile banks and (3) huge liquidity.

The Euro crisis began in world’s largest trading block and contains
two characteristics of global financial crisis: problematic sovereign
debt in particular vulnerable countries and fragile European Banks
which hold a large portion of that debt. The root of Euro crisis is the
loss of competitiveness that is associated with the Euro adoption in EU
countries including Greece, Ireland, Italy, Portugal, and Spain (GIIPS):
(1) adoption of Euro was accompanied by a large fall in interest rates
and surge in confidence, (2) domestic demand increased dramatically
followed by increase the prices of non-tradable relative to tradable and
wages relative to productivity, (3) growth accelerated, driven by domestic
services, construction and an expanding government. Exports stagnated
and current account deficit soared, (4) as a result private and public
indebtedness surged (Dadush Uri and Contributors. 2010; p. 2). But when
global financial crisis hit the growth model in GIIPS crashed: domestic
demand bubble burst, government must shrink and high costs must be
reduced in order to regain export markets for growth.
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Introduction of Euro cause the expectation that stability and
wealth of European Union’s Northern Members (EUN) — Austria,
Belgium, France and Netherlands —would diffuse throughput Europe’s
periphery. Improved confidence and low interest rates fueled domestic
demand partly financed by foreign lending. Increased demand drove up
the prices and wages, particularly in service and non-tradable sectors.
The GIIPS’ economies realigned away from manufacturing and industrial
sectors toward financial services, housing constructions, and real estate:
4 percent of GDP in GIIPS countries shifted toward these sectors from
1997 to 2007, compared to a shift of 2 percent in EUN. In the same
period unit labor costs rose by 32 percent in the GIIPS, compared to a
12 percent increase in the EUN ( Dadush Uri and Contributors. 2010;
p-12). Remarkable characteristic of these trends was the transformation
of German economy into the world’s largest exporter. The result of these
trends was a dramatic decline in competitiveness in the GIIPS against
advanced countries. Situation in such vulnerable countries was worsened
by the difficulties associated with having a single monetary policy in the
euro area.

2.2 Expanding Governments in EU Member States

From 1997 to 2007 public spending per person rose by an average
of 76 percent and government’s contribution to GDP rose by 3,5 percent.
In the EUN, average per capita spending increased by 34 percent and the
government’s contribution to GDP stayed constant. The global financial
crisis fully exposed the flaws of the GIIPS’s post-euro growth model. Tax
revenues collapsed as output growth slowed, revealing that the expanded
state sector was unaffordable [1, p. 12]. Though the GIIPS are currently
suffering from overextended governments, the roots of their problem run
much deeper and reflect a structural misallocation of resources that will
require more complex and protracted reforms than just deficit reduction.

Fiscal worries are most evident symptom of Euro crisis and
politicians remain focused on debt and deficit targets, the current crisis is
not mainly fiscal. Before the crisis erupted, debt in Ireland, Portugal and
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Spain was at or below German levels, and well below the USA level [3,
p- 86]. Europe would not face a funding challenge if it functioned as a
fiscal union. Gross debt in the euro zone was expected to reach 87 percent
of GDP in 2011 and begin declining by 2014-compared to 229 percent in
Japan and 1000 percent in the United States.

The true causes of the current euro crisis involve misaligned
economic structures and lost competitiveness. When euro was introduced,
interest rates declined across the euro zone and spending and borrowing
surged increasing wages relative to productivity. To accommodate this
rise in demand, domestic sectors, such as construction, grew at the expense
of internationally competing sectors, such as manufacturing. European
monetary policy became too loose for the periphery, fueling construction
booms in Greece, Ireland, and Spain an unprecedented banking expansion
in Ireland. The periphery’s less competitive product and labor markets
and weak capacity for innovation kept these countries from matching the
export capacity of a reunited Germany. When the global financial crisis
struck, revenues collapses and the unsustainable nature of the periphery’s
growth model was exposed. The chart below clearly shows the euro zones
misalignments in trade and labor costs [3, p. 87].

Chart 1. Percent Change in Export and Labor Cost Since 2000

Exports as a Percent of Unit Labor Cost
GDP

2007 2010 2007 2010

Germany 10,9% 7,6% -2,8% 4.2%
Greece -1.0% -1,7% 23,7% 35,5%
Ireland -31,9% -23,7% 28,0% 28,9%
Italy 2,1% 0,0% 21,2% 31,1%
Portugal 2,9% 1,3% 17,2% 22,7%
Spain -1,1% -1,5% 24,3% 31,0%

Source: International Monetary Fund, Organization for Economic

cooperation and Development.
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2.3 Lessons From Euro Crisis And Responses In The Rest of
The World

Euro Crisis will affect the rest of the world. The crisis will lower
growth in Europe which is the destination of about quarter of world’s
export. Euro will continue to depreciate that will reduce profits from
exports to Europe but will increase the competition from the continent.
Keeping low interests rates in Europe and in other industrialized countries
the crisis will encourage capital flows into emerging markets. Crisis will
lead to bouts of risk-aversion and could deal to collapses of many fragile
financial institutions. But at the same time Euro Crisis will raise the alarm
on sovereign debt in other industrial countries and is emerging markets.

Without currency depreciation in euro zone, regaining
competitiveness requires wage and price deflation that will depress
growth and make debt burden harder. A low euro increases concerns
about currency overvaluation in other countries. A weak euro zone
implies not only slower global growth - 26 percent of world imports
are currently consumed by euro zone members-but also low European
Central bank interest rates for an extended period [3, p. 89].. This will
encourage capital flow out of Europe into fast-growing emerging markets,
adding to appreciation and inflation fears in the latter. Europe must take
the necessary steps - cut budgets and enact structural reforms that boost
competitiveness in the periphery. Europe should move toward fiscal union
and better integrated labor markets across the union to assure rest of the
world that euro will survive.

In Euro area crisis is caused by the loss of competitiveness combined
with high indebtedness dominated in a foreign currency. Vulnerable
countries in Euro area need to take actions toward the combination of
fiscal consolidation and structural reforms. The fiscal consolidation must
be designed to stabilize their debt-GDP ratio. Structural reforms must be
designed to boost productivity, competitiveness and potential growth.
Reestablishing competitiveness, fiscal sustainability and balanced growth

model will take several years. Countries need a fiscal adjustment of 5 to
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12 percent of GDP, and push back unit labor cost disadvantage of 15 to 30
percent. At least three and four years will be required to affect the necessary
reforms. During this period domestic demand will decline or stagnate [1,
p- 4]. European Union must tighten its criteria for the admission in Euro
area. New members of Euro area should have large fiscal surplus to offset
the demand boom that typically accompanies euro adoption. Besides this
newcomers should restore the competitiveness of their economy which
implies the wage cuts and fiscal austerity. The demand and supply of non-
tradable should be moderated and special attention needs to be placed
on wage-setting and labor market flexibility. Special attention should be
placed on finding ways how to bolster the tradable sector. Newcomers in
Euro area should moderate the inflow of foreign capital, especially debt-
creating capital, during the early years of euro adoption via tighter bank
regulations on borrowing abroad and general capital controls [1, p. 98].
The World Bank also cut its forecast for developing countries,
which last year grew at their slowest pace in a decade, to 5.5 percent
in 2013 from 5.9 percent in the June forecast. World bank warned that
developing countries could suffer fallout from problems in Europe and
the United States. It has advised developing nations to focus on structural
policies and investments to support sustained growth. Jim Yong Kim,
World Bank President said: “Despite, promising and sometimes even
courageous measures taken in Europe, their issues remain in the Euro
zone and of course we still have fiscal policy issues in the United States.
The risks from this situation are substantial, especially for developing
countries that have remained remarkably resilient thus far” [11].

2. Global Crisis And The Competitiveness
In The USA

For decades, Europe has been an essential partner working with
the United States to confront a wide range of challenges around the globe.
Evidence does not support widespread idea among USA policymakers

that nation’s competitiveness is declining. The fact is that per capita
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income in the USA is high and productivity in manufacturing is rising.

The real problem lied in misguided fiscal policy, which contributes to low
government and low households saving and inefficient spending. Fiscal
reforms that focuses on incentives toward exporting more and importing
less would help growth in the long run. On the other hand, a lower dollar
or lower wages-traditional solutions to competitiveness problems-would
do little good. Competitiveness is measured by productivity, per capita
income and output per hour. The declining USA manufacturing sector
increased output per hour by 5 percents annually from 1990 to 2009,
compared to an average of 3,45 percent in the other major, developed
countries. The United States tends to export relatively sophisticated,
high-value added products for wich demand are growing and in which
low-wage economies are less likely to compete. In 2009, 23 percent of
USA manufactured exports were high-technology exports, compared to
the OECD average of 17,4 percent [3, p. 112].

The United States has lost export share to China and other
emerging markets. But there is little evidence of a long term slowdown
in the USA export growth. The United States has maintained its export
share relative to that of other advanced countries, and the decline in its
share against developing countries has been more than offset by the rapid
growth of world trade. [3, pp. 79-80]. There are at least two concerns
about the USA ability to maintain its competitive edge going forward:
education and infrastructure. Following a long period of low investments,
USA infrastructure is deteriorating. Despite spending an average of $14
000 annually per students (Organization for Economic Cooperation and
Development, 2010a)-more than any other country- the USA ranks 31% in
math and 22" in science out of 65 countries, including many developing
countries (Organization for Economic Cooperation and Development,
2010b).

Before the economic crisis USA households and government
savings were deteriorating and both were fueling the unsustainable boom.
In 2005 households savings dropped to as low as 1,4 percent compared to

an OECD average of 4,4 percent. The overspending was accompanied by
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a large deterioration in the current account deficit. The household savings
rate has rebounded to over 5 percent since the crisis but still lags the
OECD average which is now 7,3 percent [3, p. 81]. Current account
deficit narrowed to 2,7 percent of GDP during the recession in 2009 but
policymakers worry that the trade balance may widen again when USA
recovery accelerates.

As a conclusion it can be stated that USA does not suffer from
low productivity or competitiveness. It does not need a lower dollar
or to cut wages. But The USA economy suffers from the inadequate
government and households savings, misguided incentives and inefficient
public expenditures. Adequate reforms in tax system and more efficient
spending may raise the USA potential growth rate and improve its
provision of essential public goods. This steps would cause the increase
of competitiveness in the USA.

3. Impacts Of Transatlantic Leadership On
Global Economy
31 Agenda of Growth Through Transatlantic
Initiatives

Renewed global leadership of tow giants of the world economy —
The United States and the European Union is needed to boost the global
economy. Both giants need to be better integrated into the economic
dynamism of emerging markets, while strengthening the multilateral
trading system embodied in the World Trade Organization (WTO).
The Unites States and the European Union need to lead with ambitious
initiatives the negotiations regarding trade and investment policies at both
the bilateral and multilateral level.

Today’s trade policy agenda must reflect complex character of
trade that results from the forces of globalization. It needs to adapt to
the greater importance of investments and trade in services, the rise of
multilateral firms, the globalization of supply chains, and the expansion
of the digital economy. (A New Era for Transatlantic Trade Leadership.
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A Report from the Transatlantic Task Force on Trade and Investment.
February, 2012. p.5)
The world economy has changed and shifted away from the old

post-war model of trade agreements. Then old model was based largely
upon deals initiated and concluded by USA, the EU and Japan. Old model
was focused largely on reduction of tariffs on industrial goods. The model
was based on the traditional perception of trade as a zero-sum game
involving only imports and exports of goods.

3.2 Key Elements of Change in the Reality of
International Trade

Four key elements caused the changes in the reality of international
trade: (1) global supply chains and the rise of true multinational firms,
(2) global trade become increasingly led by investment, (3) Declining
political support for open markets, (4) multilateralism without strong
leadership.

Dramatic increase of intra-firm trade is an evidence of global
supply chains and the rise of multinationals. Intra-firm trade represents
approximately 16% of total exports of Organization of Economic
Cooperation and Development (OECD) countries (ownership threshold of
50%). It is most common between OECD countries: 58% of USA imports
of goods from OECD countries is intra-firm trade compared to 29% of
the imports from Brazil-Russia-India-China (BRIC) countries. Intra-firm
trade Accounts for 48% of the total USA imports of goods on average,
and 30% of the exports (A New Era for Transatlantic Trade Leadership.
A Report from the Transatlantic Task Force on Trade and Investment.
February, 2012. p.5)

An important purpose for investment today become maximization
of'the efficiency of global supply chains and establishment of commercial
presence in a foreign market that serves as an important mode of
delivering services for multinational firms. Investing directly abroad
is a way for companies to get closer to existing customers and to reach

out to new customers in emerging markets. Many emerging countries
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realized that inward foreign direct investments (FDI) offer a fast track

to industrialization and to integration in the world economy. Trade and
investment made them mutually reinforcing in the global world. Today’s
task is to overcome the artificial situation of separation between trade
policy and investment policy.

World Trade in Goods and Total FDI Flows.
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Since the global financial crisis hit the world economy positive
attitude toward market oriented reforms is generally declining. The world
is a witness of an increasing trend toward re-regulation of the financial
sector and selective government intervention. Less enthusiasm for further
trade liberalization is also symptomatic of a trend of skepticism toward
the operation of market forces.

4.3 The Transatlantic Economy In The Global World
Today’s challenge in global trade is to design trade strategies
— whether they be bilateral, regional or multilateral- that can generate
growth and jobs, and at the same time creates positive tensions for trade

liberalization on a non-discriminatory basis. Today’s world economy needs
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enough “outside pressure” to motivate countries to recommit themselves

to substantial trade liberalization. A transatlantic trade initiative can be
one of such initiatives.

The USA and the EU share the world’s largest cross-border market
for trade and investment. In 2010 bilateral trade across the Atlantic in
goods alone totaled $674 billion. In 2011 the transatlantic economy
represents 54% of world GDP. In 2009 the USA and EU accounted for
28,2% of global exports of goods and 33,4% of global imports. The USA
and the EU were the sources of 62,9% of inward stock of FDI and sources
of 75,3% of outward FDI stock in the world in 2009. In 2010 USA
outward FDI to Europe amounted $1.1 trillion, i.e. 52 % of total USA
FDI. Only 3,7% of total USA FDI was destined for the BRIC countries.
In 2000-2010, 76% of total FDI inflow to the USA came from Europe.
In 2009 The EU FDI to the USA (1,1 trillion Euros) was significantly
higher than the combined EU investment in China (58,3 billion Euros)
and India (27,2 billion Euros). 61% of all imports to the USA from the
EU in 2009 consisted of intra-firm trade, 31% of USA exports to the EU
was intra-firm [8].

4, Conclusions

A transatlantic economic policy agenda designed to promote jobs
and growth and to boost economic welfare in Europe and the United States
must foremost be based on an open trade and investment policy that will
guarantee even greater flows of transatlantic trade and investment. The
USA and EU should boost the new bilateral initiatives with regard of trade
and investment policy: conclusion of a comprehensive trade agreement
freeing up substantially all trade, adoption of a unified approach to tariffs
and non-tariff barriers, liberalize bilateral trade in services, negotiation
of transatlantic investment agreement and a bilateral government
procurement agreement.

Besides these bilateral initiatives The EU and the USA need
boost initiatives to revitalize the global trade: pluriliteral and sectoral

decentralized negotiations, liberalization of trade in services, negotiations
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on agricultural policy, agreement on government procurement and on

trade facilitation, fostering development for least developed countries.
The EU and the USA should cooperate more closely to promote
enforcement of existing disciple in global trade and strengthen the World
Trade Organization System.
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Wellness Industry and its Development
Strategies in Georgia

G. Erkomaishvili

Nowadays, wellness industry, the industry of healthy lifestyle,
is becoming more and more popular all over the world. It’s going to be
a multi-billion industry is closest future. The concept of Wellness is to
maintain good physical and mental health willingly and in a pleasant
way, not under compulsion.

Georgia has excellent resourses for developing one of the most
important direction of this industry — construction of recreation com-
plexes, which is provided by the investment Company ,,Medgroup
Georgia®“. The center offers its customers the services with the up-to-
date technologies and it will employ a large number of people as well.
Using the products and services from local suppliers will increase profit
and have positive impact on the country’s economy. It will become the
beginning of developing the Wellness industry in Georgia.
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Deep and Comprehensive Free Trade Agreement (DCFTA) —
Reality or “Cooperation on the Paper?”

N. Dagelishvili

It can be said that there is mutual readiness for closer relations

and strengthening of cooperation between the EU and Georgia. Having

active trade relations with the EU is very important for Georgia. Once the

EU decided to launch the Deep and Comprehensive Free Trade Agree-

ment (DCFTA) with Georgia, we have to face challenges - the aim of the

DCFTA is to foster mutual trade by lifting trade barriers by introducing

the EU norms and standards in the third countries. DCFTA helps Georgia

to integrate with the EU internal market in long term and it is supposed to
contribute to Georgia’s development.
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Small and Medium-sized Business in Georgia and the Govern-
ment Support

T. Taktakishvili

The article analyzes the current conditions for small and medium-
sized enterprises (SME) in Georgia as well as all over the world. Re-
spective figures and different kinds of supportive government support-
ive policies are shown on the examples different countries indicating the
high importance of SMEs for those countries.

The main problem SMEs face is the lack of access to financial
resources. The paper describes different ways of providing SMEs with
financial resources and suggests that financial institutions play the most
important role in this regard. The gap that is left beyond financial insti-
tutions may be filled by “business angels” or venture capitalists. Inter-
national organizations also make valuable contribution to development
of SMEs. However, when private sector and international organizations
are not able to foster growth in SME sector and there is so called market
failure, government takes initiatives and through creating funds, estab-
lishing support centers and developing different policies promotes de-
velopment of small and medium-sized enterprises.
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Pairwise Granger Causality Tests
Date: 01/30/13 Time: 22:24
Sample: 2002 2011

Lags: 2
Null Hypothesis: Obs F-Statistic Probability
EKZT does not Granger Cause

SBD 8 0.31261 0.75280
SBD does not Granger Cause EKZT 1.97933 0.28307
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Evaluation and Forecasting of Economic Significance of the
State Budget Deficit of Georgia

A. Gabelaia
The paper presents the analysis of interrelation of the state budget
deficit of Georgia with the most important macroeconomic indicators
of the country carried out using the EViews software. On the basis of
this analysis, it becomes obvious that the state budget deficit has more
influence on the economic growth of the country than on the contrary. In
other words, reduction of the budget deficit can contribute to economic
growth and vice versa.
The problem of forecasting the state budget deficit is considered.
In spite of the fact that this indicator is usually defined by the economic
policy carried out in the country, possibilities of receiving look-ahead
estimates of the state budget deficit based on its dynamics are shown.
Namely, “moving average and autoregressive model” (so called ARMA
type model) of this indicator with addition of a trend component is de-
signed and based on it forecasts for 2012-2015 are made.
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3 C. W. J. Granger. Forecasting in Business and Economics. Academic
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4 V. Su. Economic Fluctuations and Forecasting. HarperCollins College.
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Eculiarities of Introducing Regulatory Standards for Banking
Supervision in Georgia and in Foreign Countries

V. Charaia

The last financial crisis was caused by many factors, but the main
reasons were the following: dramatic change in the ability to create new
lines of credit, which dried up the flow of money and slowed new eco-
nomic growth and the buying and selling of assets. As a result global fi-
nancial crisis of 2008 year has hurt millions of individuals, businesses, and
financial institutions all over the world and also in Georgia. To prevent fu-
ture crisises Basel Commission on Banking Supervison has invented new
scheme of recommendations called Basel 111, which is very conservative
and may cause some significant problems for the western banks.

What concerns the process of Basel III recommendations impl-
mentaion in to the Georgian banking system, we could say that it will
be usefull and will not cause any significant problems for the Georgian
banks. Moreover, almost all Georgian banks do satisfy the main criterias
for Basell III recommendations right now, but the future strengthening of
Georgian banking system vitally requaries its implementation.
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Regulating Depreciation of Company’s Assets
M. Maisuradze

The article highlights the main issues of depreciation of a com-
pany’s assets. It’s noted that at the end of each reporting period a com-
pany should identify if there is any sign of depreciation of assets. In case
there is some, the company is obliged to evaluate compensation value
of the asset. In addition, regardless existence of depreciation possibility
or not, the company should annually check the chance of depreciation
of assets having indefinite useful life and the intangible assets not used
jet, comparing their balance and compensation values. The goodwill de-
rived regarding the merger of companies should be checked annually. It’s
noted that economic benefit gained from the use of the asset determines
the value of using this asset.
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Perspectives in Georgia
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worldwide. The development of control and audit in Georgia since
19-20™ centuries till the present time is discussed. The current situ-
ation of audit control in Georgia is discussed and the author’s sugges-
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“Abstract. That the modern state couldn’t exist without taxes is
something that doesn’t need to be argued to society. It is also acknowledged
that tax burden influences not only the budget revenues, but investments,
demand and supply, prices and others. All this has direct as well as
indirect influence on the economic activity and production capacity.
In the concept of tax burden the important fact is the connection of tax
burden with the economic activity and production capacity. The influence
of tax burden on budget tax revenues and production capacity can be
realized in two different ways. On the one hand, tax burden influences
production technologies,effective usage of resources that accordingly will
be depicted on the production capacity and, on the other hand, the change
of tax burden influences budget tax revenues that will be depicted on the
economic activity.
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“3. Survey. In respect to taxation pressure, peculiarities of economic
activeness and output may be explained by means of the balancing of
positive and negative effects. Hereinafter the effects promoting growth of
economic activeness and output in case of increase of taxation pressure
and those preventing such growth in case of decrease of taxation pressure
is called “positive”, and vice versa: the effects preventing growth of
economic activeness and output in case of increase of taxation pressure
and those promoting such growth in case of decrease of taxation pressure
is called “negative.”

The group of positive effects may include the effect of creation
of economic environment (or economic ability of state) and the effect of
benefits. The effect of creation of economic environment supposes that the
growing of taxation pressure up to the optimal level — 38,2% (Abuselidze,
2005)— — extends the financial abilities of the state and performs its
economic function better (please see the Abuselidze curve).

This effect is positive for output, as in conditions of growing tax
revenues, first of all supply from the public sector itself grows by means
of creation of more public wealth and services, and, secondly, the state the
improves business environment, which is very important for promotion
of growth of economic activeness in private sector. The effect of benefits
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defines direct influence of taxes on individuals’ behaviour. So, the effect
of benefits promotes economic activeness in case of growing of taxation
pressure up to the optimal level.

The group of negative effects includes the effect of replacement
and financial effect. Existence of the effect of tax replacement is provided
with that some kinds of business are not taxable, besides those taxable
are liable to various rate taxes. When tax rates grows over the optimal
pressure, the result is the effect of the replacement of business transfers
from taxable spheres to tax-free spheres or from the spheres of heavy
taxes to the spheres of lower taxes. Individuals actively seek and often
find ways to avoid taxes partly or wholly. Such ways of avoiding taxation
lead to reduction of budget revenues (Abuselidze, 2005). The same result
is received resulted financial effect. This effect originates when the same
business may be compensated in various forms and correspondingly the
rate may vary. A classic example of the influence of this effect is the case
when for the purpose of avoiding grown tax the business entities shift
taxes onto each other and transfer to shadow economy.
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“Let us assume that at the initial stage balance of output and
economic activeness is at point F and it is corresponded with tax rate t.
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Let us say that due to some circumstances state charge grew to some value.
In other equal conditions this change will cause growing of economic
activeness and correspondingly curve moves to the new position. In such
situation, for the purpose of achieving the new balance, simultaneously
with grown expenses state has to rise t value up to t,. The matter is that at
F point of the initial balance economy is on the ascending part of the curve
of aggregate supply. In such case, among the effects originated resulted
rise of the t sum of the effect of creation of output promoting environment
and the effect of revenues prevail. That is why, ironically enough, rise of
taxes up to t, will promote growing of recourses supply. In circumstances
of grown quantity of using recourses available the aggregate output will
grow and balance will be achieved at point F, (Fig. 3).

The different situation takes place, when the initial balance point is
at E. This latter is on the descending part of output and aggregate supply,
where prevailing role belongs to negative effects of taxes (effect of
replacement and financial effect). Certainly, in such conditions lowering
of taxation pressure is a natural way of economic activeness stimulation
and growth of output. That is why, in this hypothetic situation, if state
reduces t value from t, to t,, then economy will manage to transfer to the
new balance at E, and satisfy the grown aggregate demand (Fig. 4).
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“In spite of curves shifting fiscal points t, and t, remain unchanged,
although maximum values of output and economic activeness determined
by these points do change (Fig. 5). So, the level of balance of economic
activeness and output depends on optimal taxation pressure t,=38,2%.
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