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Since reestablishment of state independence in Georgia political
processes have been developing in a contradictious way and the country
has been finding itself in instability all the time. Revolutionary as well
as “Rose” changes divided society in two extremely confronted parts,
which in turn broke establishment of democratic and legal state. In
recent history of Georgia (October 2012) on the background of an acute
political hostility it was for the first time that the government has been
changed on the basis of peaceful parliamentary elections. However,
ideological incompatibility between the former and new government
formed “double government” so called diarchy, which caused negative
impact on country’s economic development. On the basis of analyses of
political-economic environment at the transitional stage of governmental
changes, the following study aims to manifest new economic challenges,
to identify strong and weak points of current economic conditions and
to draw out recommendations for further improvement of existing
conditions.

Reluctance of Political Defeat and Revanchist Policy
After parliamentary elections process of governmental changes
has been delayed in Georgia. Having different political ideology and

attitudes, President and Prime-Minister’s as well as their political parties’
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co-existence (cohabitation) faced serious problems. In fact, the following

situation was formed in the country: winner coalition (“Georgian Dream”)
became a ruler of executing authority, including having a power-control
on some part of state law enforcement agencies. But under the control
of defeated party (“National Movement”) remained Judicial System, the
Security Council, the State Audit Office, the National Bank of Georgia,
local self-governments (attorney-governor’s institute), the Diplomatic
Corps, the Regulatory Agencies, the large part of mass media (especially
electronic) and so on.

So, the parliamentary formation of the country has developed in
such a way that neither side has constitutional majority. The situation
became extremely tense as according to the constitution, President had
the right to dissolve the parliament and to dismiss government while
to recruit the latter without permit of the parliament. Although, an
agreement was achieved between sides and necessary amendments have
been made in the constitution which limited the power of the president.
However, this circumstance was not followed by any compromise from
any side. Thus confrontation between sides aggravated more.

The parliamentary election’s campaign of the ruling party was
distinguished by its rude and unfair pressure on opposition. Consequently,
it was expected that opposition which won the elections with the big
majority would make a legal response to the criminal activities of
highest ranking officials of the former government. Actually, the latter
was the order of the major part of society. That was the promise of the
restoration of justice as one of the main factors which led the opposing
coalition to the victory. However, the practical implementation of
that promise faced great resistance because of several objective and
subjective reasons among which we should highlight the following:

e The president made unprecedented step and announced himself
in an opposition. By this action he sacrificed state interests for the
interests of the party causing further aggression of the society toward

him and his team.
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e New government, beginning implementation of the restoration
of justice as the prior order of the society, faced acute resistance from
opposition. Every decision made in an attempt to restore the justice has
been perceived by the party of the president as political revenge and
biased, as well as anti-European and anti-democratic acts or an attempt
to fulfill orders of hostile Russia. Despite the fact that the parliament
reached a consensus with opposition and has adopted a resolution
about invariability of the country’s European Course (1) opposition
strengthened so called “Black PR” inside and outside of the country as
if the new government had anti-European and anti-NATO orientation.

It is remarkable, that opposition which had a ruling power before,
over the years has gained a support of some European political parties,
high-ranking state officials of several countries, representatives of
various international organizations as well as numerously hired lobbyist
groups and local mass media.

e The situation became more complicated as the majority of
population feeling the breeze of democracy and freedom of speech, after
a bitter experience of disappointment caused by the former government,
lost all patience and demanded an immediate restoration of justice in the
country. The latter needed some time and qualified and uncompromised
intellectual recourses, deficit of which was obviously demonstrated
in law enforcement agencies. As a result paradoxical conditions were
formed: on the one hand, ruling authority committed representatives of
several structures of the former government in its criminal acts in the
past, while on the other hand, judicial structures, which made numerous
unfair decisions in recent years, were still remaining under the control
of opposition and continued biased and subjective activities. Such
circumstances together with a weak and too cautious and indecisive
approach of De-Facto government made political situation more
complicated.

e New government could not recruit the executive bodies with

highly qualified and experienced human recourses. This became
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the reason of making several mistakes and hasty or late decisions.

Additionally further aggravation of situations has been caused by the
fact that every dismissal of former officials is perceived by opposition
as political persecution. This problem has especial actuality for
judicial system, regional representatives and institutions of local self
governments. However, it is also remarkable, that current government
did not have a big choice because of deficiency of qualified and
experienced human recourses. Additionally, in the highest state bodies
they mainly employed vigorously engaged speakers and famous faces
some of which did not have adequate skills for efficient management of
state structures.

e In fact, double government was formed in the country.
Numerous powerful structures, still remaining under the control of
opposition, have openly begun uncompromising fight against state
structures under the control of ruling authority. The major part of society
assured that the main purpose of the opposition is not implementation
of the country’s interests but to gain the authority again even before
the future parliamentary elections. The revanchist policy of opposition
caused significantly negative impacts on economic development in the
country. Consequently, economy became the victim of cohabitation (2).

New Economic Challenges

The new government inherited numerous complicated political,
economic and social problems. Particularly, especial complexity was
accumulated in the economy, as it was a hostage of policy of the former
government. Thus, it was required an appropriate research, analysis,
evaluation and improvement of the legal framework, as well as time,
energy, and caution in order to avoid repetition of mistakes of the former
government. Taking into consideration an importance of time factor, the
revanchist part of the former government applied the maximum effort
not to give the new government any opportunity for thinking or analyses

and thus to hamper its activity. In this regard, the opposition considered
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economy as the most favorable area. So, the first attacks from their
side were carried in this direction. Double government created a very
favorable background to make one still confused part of the community
being mistaken.

The first negative demonstration of double government was the
wave of massive strikes. Despite the fact that by the ruling authority it
was regarded as the positive symbol of democratic improvement in the
country, it was not an acceptable occurrence for the country’s economy.
Any kind of strike in business sector and in public service influences
negatively on the international image of the country; scares national
and international investors and causes negative impacts on economic
development.

We should notice, that organizers and participants of strikes who
protested political, legal, economic and social problems now, basically
were that employees who were silent while facing the same problems in
the past. That was why new government and society somehow suspected
blackmail and sabotage. Strikes and hunger demonstrations were taking
place simultaneously or alternately: miners’ in Tkibuli and in Tchiatura,
metallurgists’ in Kutaisi, drivers’ in Tbilisi and in Kutaisi, railway men’s
in Tbilisi and in Samtredia, traders’ in Kutaisi and in Zugdidi, workers’
in Poti port and so on. Additionally, these events were accompanied by
massive demonstrations and protests of refugees and Internally Displaced
People with their illegal intrusions into buildings looking for houses in
various cities of the country, the partial support of strikers from students’
side, the regular riots in prisons, the protest actions of unemployed and
vulnerable people, and other social activities.

Because of an absence of investigation of legal reasons and factors
which have caused massive strikes, we are not able to make an academic
evaluation. Therefore, I would like to state only in hypothetical content
the following two assumptions:

o Thefirst. The fearinthe society formed by the former government

disappeared. Belief in establishment of the democratic society revived
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and created important incentives for immediate manifestation of all

injustice that was accumulated during the previous years.

e The second. It is possible that strikes were caused by
encouragement of the former government aiming to hamper
accomplishment of new government’s activities and to increase
dissatisfaction of citizens. This plan in turn would be the very favorable
ideological prerequisite for opposition’s early return in authority.

Anyway strikes, hunger demonstrations and other social actions,
which already received a systematic character, provide an important
support for the opposition. On the one hand, the international community
(which does not see the real picture of the situation) has a wrong
impression as if activities of the new government caused increased
dissatisfaction in the population. On the other hand, partially people are
truly disappointed, that the ruling authority is not able to restore the
justice in the country and does not have an ability to take all necessary
legal measures.

It is obvious that complex political processes as well as massive
strikes and social activities in pre-election and post-election periods
including paralyzes of Poti port, the strategic transport connecting point
of the Caucasus and Central Asia, had significantly negative effects on
the country’s economy. The strike of railway men was a serious economic
threat, but fortunately, it was a short-term problem, which saved the
country’s economy from long-term financial losses and alteration of
vectors of goods turnover from partner countries’ side.

Macroeconomic Fluctuations
A few months before the parliamentary elections as well as in
post-election period economic growth began to decrease. This tendency
was caused by various objective and subjective factors. Especially
negative impacts on economic growth were stipulated by the fact that the
opposition prioritized party interests over the interest of the state followed

by exceeded cautious and irresolute actions of the new government. The
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analytical review of dynamics of basic macroeconomic indicators in pre
and post election periods is the following:

* Gross Domestic Product. In recent years Gross Domestic
Product of Georgia was characterized by the obvious upward trend. We
had only two exceptions in 2008 (2.3%) and 2009 (-3.8%), which were
caused by the global economic crisis and short-term Russia-Georgia
War. Compared to the previous years the growth rate decreased in 2012
and according to the preliminary report the indicator amounted 6.1%.
Economic growth reached the peak point - 12.3 % in 2007. In the first
quarter of the parliamentary election year (2012) the growth rate of
Gross Domestic Product was 6.7 %, in the second quarter - 8.2%, while
since the third quarter the trend of growth rate was decreasing (7,5 %)
and in the fourth quarter it amounted 2.5% . In January-April 2013 the
growth rate reached 2.7 % and in May it equaled even to zero.

Thus, in post-election period the growth rate of Gross Domestic
Product has importantly decreased, although it is still too early to
announce this reduction as already formed tendency. We can state that
we refer to the slowdown of economic growth rates, which is caused by
deceleration of economic activities and slackening of business sector.

* Foreign Trade. In 2004-2012, the turnover of foreign trade was
increasing by high rates, while it started to decrease in post-election
period. Inaddition, the volume of imports was almost four times more than
the volume of exports. In January-May 2013, exports of goods increased
by 4.4 % compared to the corresponding period of the previous year,
while imports decreased by 7%. Totally, during this period, the foreign
trade turnover decreased by 4.3 %. We should regard the improvement
in the trade balance deficit in January-May 2013 as the very significant
positive step. It should be also noticed that the structure of exports has
improved and nowadays mainly final production is exported from the
country. The volume of imports has decreased, yet it did not cause any
deficit of production or any increase in prices on the market.

 Inflation. In 2010-2011an average indicator of inflation was 8
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%. In2012 because of decline in prices of goods and services decreasing

trend became evident. This tendency was kept in pre-election as well as
in post-election periods. The deviation from the target rate (6%) was
mainly caused on the one hand by the weak regulatory policy of the
National Bank of Georgia and on the other hand, by reduction of prices
on food and utility costs. In short-run deflation can be considered as a
positive indicator for improving standards of living, however in terms of
economic development maintenance its long-term trend can be regarded
as a negative circumstance.

* Employment. According to the rate of employment Georgia
is on one of the latest places among the post-communist countries. In
the last decade, unemployment rate fluctuated from 12 to 16 percent,
while according to sociological survey it is stated as 3-4 times more than
the official indicator. The number of employees in business sector still
remains unvarying. In the first quarter of 2012, the number of employees
has amounted 470.0 thousand people, while in corresponding period
of 2013 the number increased till 485.7 thousand people. However
compared to the fourth quarter of the previous year it decreased by 42.2
thousand people. Thus, the new government did not make yet important
steps to improve the employment rate.

* State Budget. During recent nine years under the authority of
the former government the state budget has increased almost 10 times.
In pre-election as well as in post-election periods reduction in forecasted
revenues in the state budget did not take a place. Moreover, in the first
quarter of 2013, tax revenues of consolidated state budget reached Gel
1.6 milliard which presented an increase by Gel 63.5 million compared to
the corresponding indicator of 2012. As receipts exceeded expenditures
we have got a surplus of Gel 168 million. Although if we take into our
account an increased state budget of 2013 (plan assignments — Gel 8.7
milliard) compared to 2012 (actual assignments — Gel 7.8 milliard) the
current speed of mobilization of budget revenues could be somehow

stated as dangerous. We can expect that in order to meet budgetary
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liabilities it would be necessary to decrease expenditures or to increase
external debt. Yet, the minister of finance of Georgia guarantees of full
coverage of all planned expenditures [3].

 Activities of Banking Sector. In recent years in Georgia was
formed very sustainable and stable banking system, which clearly showed
its solidity during global crisis and Russia-Georgia war. Considering
commercial banks as well as National Bank of Georgia we can state, that
the total turnover of all goods and services produced in banking sector
(gross output) is characterized by the same variable dynamics in post-
election period as well as in pre-election period. Moreover, in December
2012, this indicator importantly exceeded the highest indicator of pre-
election period. Yet, by March 2013, an annual growth of loan portfolio
reached 12%, which is lower than the trend over the past year.

In recent months, the National Bank of Georgia relaxed its
monetary policy, which positively impacted on reduction of interest
rates on retail products of commercial banks. This process was supported
by decrease of interest rates on retail deposits and decline in prices of
financial resources attracted from abroad. Despite of all abovementioned,
in current period the demand of business sector on loans is importantly
decreased which can have a negative reflection in formation of future
economic growth pace.

 Foreign Direct Investments. It is broadly known that Foreign
Direct Investments has a great importance for economically weak
countries. In 2004-2005 FDI in Georgia did not exceed a half million
U.S. dollars. In 2006 FDI quite quickly increased and reached 1.2
milliard U.S. dollars, while in 2007 it reached an all time high point
— 2.1 milliard U.S. dollars. In the following years the trend started to
decrease and it was just in 2011 when it a little bit exceeded one milliard
U.S. dollars. In 2012 decline began again and according to preliminary
reports FDI amounts 865.2 milliard U.S. dollars. Thus, we can say that
in recent years, dynamics of Foreign Direct Investments did not have

a clear upward trend and year to year it varied from growth to decline
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alternately.

As for 2012 the year of elections, we have the following picture:
In the third quarter (before elections took a place) Foreign Direct
Investments in Georgia amounted 195.4 million U.S. dollars, which
was almost two times less than the corresponding indicator of 2011
(317.0 million U.S. dollars). In the fourth quarter of the same year (after
parliamentary elections) it amounted 181.1 million U.S. dollars that
is also two times less compared to the corresponding indicator of the
previous year. (342.6 million U.S. dollars) In the first quarter of 2013
Foreign Direct Investments reached 226.2 million U.S dollars which is
lower by 43 million U.S. dollars than the same indicator of the previous
year. Based on all above-mentioned, we can conclude that the downward
trend of FDI was formed before elections took a place and the decline
reinforced after elections as well.

In failed political cohabitation negative impacts on the investment
environment and on Foreign Direct Investment inflows are characterized
by diversity. Among them, we should particularly underline political
instability and property insecurity [4].

Thus, in post-election period the pace of economic growth has
slowed down. Economy had got a turbulent character because of various
subjective and objective factors. In my opinion, mainly two factors
caused negative impacts on the economy: 1. Objective peculiarities
related to the governmental changes; 2. Revanchist and dishonest actions
of the former government. Several concrete components of the above-
mentioned factors are the following:

v Before and after elections business sector and especially foreign
investors are in waiting mode and change strategy of their actions
according to the economic policy of the new government. The wait-
and-see-mode is particularly prolonged as it is impossible to achieve
democratic co-existence between the new and former government;

v Accumulation of severe economic, legal and social problems,

regulation of which requires a lot time. The latter in turn reacts
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against economy as it is impossible to fix and to overcome numerous
problems in short-run;

v"  Increased frequency of strikes, hunger demonstrations, refugees’
illegal invasions of the buildings and other social activities since the
very first days after elections took a place;

v" Following party interests, representatives of the former
government disseminate false and unfounded information inside
and outside of the country;

v Making absolutely stupid, illogical and populist announcements
by minority about non-compliance of pre-election promises of the
winner coalition at the first meeting of the newly elected parliament,
before the formation of new government;

v The special announcement made by “National Movement” in
January 2013, declaring the beginning of state budget crisis. This
statement was not substantiated and did not correspond to the real
picture of the situation. On the contrary, it aimed to create a panic in
the society and to give a signal of inefficient management of the new
government to the international partners and foreign investors;

v" Negative interpretation of the new government’s activities by
Georgian embassies abroad as they are still remaining under the
control of the president; Procrastination of legal appointment of
new ambassadors from the President’s side;

v’ President’s and parliamentary minority’s attempts to humiliate
the image of the new government at the international forums and
meetings;

v Distribution of negative information about actions of the new
government by hired lobbying groups and by several European
political parties which are friends of “National Movement”;

v Spreading misinformation by the President stating Georgian
banks to be bought by Russian companies. However, this statement
was very promptly and wisely rejected by commercial banks and

National Bank of Georgia;
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v’ President’s informational statement as if infrastructural projects
are stopped by the new government. I regard this action as a
revanchist step which aimed to hamper the flow of Foreign Direct
Investments in Georgia. Unfortunately we still experience spreading
such kind of false information trough the country;

v’ Parliamentary minority’s pedaling request to adopt the law
about economic amnesty. On the one hand, it was an attempt to
abolish commitments and liabilities of criminal business structures
which were connected to the former government and on the other
hand, to reduce revenues in the budget in order to create the threat
of further crisis in the country;

v Postponement of announcing state orders and tenders in
infrastructural construction’s area from the new government’s side.
Although this postponement is caused by objective circumstances
(to abide by the law, to prepare documents for the projects);

v" Those businessmen’s being in the wait-mode who are illegal
owners of their businesses, who gained the support of the former
government in return of corrupt deals and party loyalty;

v' The government's failure to take legal measures to ensure
protection of property rights, legal assessment of criminal acts
committed in this field over the past years and future security of
business deals;

v Large businesses, established in connecting offshore of the
former government, were making investments in Georgia on behalf
of pseudo foreign companies. So, currently they suffer from fear
of legal financial controls and as a result their business activeness
slowed down.

v" Opposition’s attempt to scare the society and foreign investors
by the results of amnesty;

v" The new government’s failure to take antimonopoly measures
followed by postponement of economic and legal reforms and so
on.
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All above-mentioned factors and conditions negatively react on

business activeness in the country and scare national as well as foreign
investors.

Fulfilled and unfulfilled pre-election economic promises of
the government

In electoral practice it is widely known that the winner of
elections becomes that political force which gives the mostly prior and
demanded political, economic and social promises and assures people
in possibilities of their fulfillment. However, as a rule, promises almost
always outweigh possibilities, so in the history it is less likely to find
a country whose population is satisfied with government's activities.
Georgia is not an exception. Until today, the winner political parties
“Round Table”, “Citizens’ Union of Georgia”, “National Movement”
had not fulfilled the major parts of their promises. For instance, we can
name the economic and social promises of “National Movement” such
as: solving the problem of unemployment; Georgia without poverty;
Availability and accessibility of Health Care; Pension in amount of 100
U.S. dollars; turning Georgia into the world financial center and so on
and so forth.

It is still complicated and risky to make an evaluation of economic
reforms carried out in short run by the winner coalition «Georgian
Dreamy. However, it is essential to identify strengths and weaknesses of
implemented reforms in order to develop strategies to overcome current
challenges.

Despite political and social tension in the country, new government
and parliament has fulfilled a large part of their pre-election promises in
the first 6 months. In particular:

V' Tariff of electricity reduced by 21-27%, fuel price decreased —

by 10%, prices of pharmaceutical products —by 30-70%, prices of

bread —by 5-10%, prices of sugar —by 15-20%;

v Since April, 2013 pension has amounted 125 Gel. Moreover, by
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1 September it will increase to amount150 Gel;

v" Since 1 July, 2013 financial assistance for vulnerable people
has doubled (up to 57 thousand points);

v Citizens of all category have been provided with the basic
health insurance package;

v Business has been exempted from pressure of the state and
political party;

v' Tax-exempt income was introduced. People having annual
revenues up to Gel 6 thousand are exempted from the income tax;
v’ Transparent and safe budget was adopted. Significantly reduced
the volume of fines, the duration of postponement of payment of tax
debt has increased from one-year to three-year term. The Institute
of private tax inspections, which often caused to collect unfair fines,
has been abolished;

v State external debts began to decrease. In the future the
government will take further external debt only to finance
infrastructural projects;

v"Interest rates on bank loans started reducing;

v’ Salaries of public school teachers have increased, textbooks
have become free of charge for public school students;

v’ State health care programme has been put in motion. The budget
of health care as of a priority sector has increased by 76% compared
to the previous year;

v Negotiations related to attract new investments in metallurgy
(Gel 205 million) and in construction of a new plant in Poti port
from Azerbaijan (estimated value is approximately 1 billion U.S.
dollars), and etc have been started;

v' Negotiations with Russian Federation about reestablishment of
agricultural trade are successfully completed;

v Agricultural sector has become a prior field and its budget
increased by 60%, the fund of Gel 1 milliard was established. In
February 2013, Small Land Owner Farmers Supporting Programme



J4M6Mandamn 013MmNd R I4M6MaNdIAn 3N<NSNJI

was launched. The programme will be financed by Rural and
Agricultural Development Fund. Approximately 640 thousand land
owners received rural cards (vouchers) to make rural - agricultural
activities (plowing and loosening of land, purchasing of inventory
and raw materials, etc). In the framework of the project of Agricultural
Development, the European Union has assigned 40 million Euros
to Georgia. Started vaccination of more than a million cattle, the
census of cattle of private sector was organized. Additionally, Plant
Protection Programme will be launched. As approximately 70% of
lands were not registered, census of land owners was implemented
and database was prepared. Almost 900 tractor-mechanists were
trained. Financial resources have been assigned to buy 350 heavy
agricultural machinery equipments, 1700 Moto blocks and tractor-
drawn implements. Farmers Service Centers are going to be opened
in rural areas. Such Service Centers have been already established
in 54 municipalities. In 2013, allocation of financial recourses for
rehabilitation of irrigation and drainage was higher by Gel 54 million
than that of the previous year (10 Million Gel in 2011). We have
ongoing channel rehabilitation in Marneuli, Gardabani, Mtskheta,
Sagaredgo, Kareli, Kaspi. Cleaning operations of irrigation channels
have been started in several regions (5);

Program of preferential agro-credits has been launched. In the
framework of this programme, the three-component credits are
already issued. The first kind agro-credits up to GEL 5 thousand
interest-free loans with no collateral back-up will be available to
small farmers. This kind of credit is interest-free for the first 6
months and after this period the interest rate is 3% for each next
month. The second component includes 2-year long preferential
credits ranging from GEL 5 thousand to 100 thousand at 8% of
interest for middle sized and big farmers. The third component
provides 1 million GEL 7 year-term credits at 3% of annual yield to

agriculture-enterprises. The difference between market interest-rate
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and preferential interest-rate will be disbursed by the Agriculture
Development Fund. Currently 11 commercial banks and 2 micro-
finance organizations are involved in the Preferential Agro-credits
Programme;

Aiming economic revival and development the government
initiates to establish investment funds. Sovereign heir-at-law of the
Partnership Fund established by the former government in 2011 is
now imposed by the too important task to attract 2 milliard U.S. dollar
investments and to implement strategic projects. Its management
concerns to involve world famous investment bank IP Morgan. The
source of income of the fund will be foreign investments as well
as dividends and investments of state-owned entities (Georgian
Railways, Georgian Oil & Gas Corporation etc.) The fund will
invest in energy, agribusiness, infrastructure and construction of
enterprises[ 6];

It is also considered to establish small-scale investment fund to
promote youth projects and creative businesses. Besides, a private
investment fund will be set up, which will provide co-financing for
foreign investments;

Implementation of infrastructural projects continues, new projects
are started as well. In 2013 Gel 935 million will be disbursed on
infrastructural projects, Gel 235 million more than was spent in
2012. Additionally, all small-scale, medium and large-scale projects
started before are currently continued. Only construction project of
the city Lazika is rejected because of absence of design and financial
support. This year rehabilitation of 250 km automobile road, 30
bridges and 3 tunnels will be finished, construction-rehabilitation
of Ruis-Agara automobile road, Agara-Gomi bypass, section of
road of Zestafoni-Kutaisi, Kutaisi bypass, Kobuleti bypass will be
continued; construction-rehabilitation of Samtredia-Grigoleti road
and other roads will be started. Construction-rehabilitation works
of water supply system is started in 25 cities. Gel 55 million will be
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spent to build houses for Internally Displaces People [7];

It is remarkable, that implementation of infrastructural projects is
going with a faster pace in the first quarter of 2013 than in the same
period of 2012. Regional fund’s project financing procedures are
substantially changed. Relevant projects presented from regions
and municipalities are considered and selected by the government
commission and not individually as it was before. There is a strict
monitoring on targeted spending of the money received from funds.
It is planned to keep technological terms of construction to exclude
the poor quality in constructions, which aimed to score political
points before;

Fund of Georgia’s Demographic Revival has been established. The
main goal of this organization is to regulate the hard demographic
conditions in the country and to increase the birth rate. By this
purpose, it has also seen a creation of the programme to issue a
monthly financial support on an every third child;

An active work is started to form and implement a new reformist
strategy and work-plan of political, economic and institutional
arrangements of local self governments;

It has also seen to return old soviet deposits, so called internal debts
of the country, to the people who owned these deposits. This issue
was not included nor in the pre-election promises of the ruling
government neither in their governmental programme;

e Thus, despite of unfavorable political environment, new
government has made quite courageous steps in this short
period of time. Yet, what is already made cannot provide an
instant economic effects but the focus is on achievement of
stable and sustainable economic development in long run.
Besides, it is complicated to measure an efficiency of already
made decisions, as for that we need to examine the results of
their practical implementation in time. Though, it is possible

to find out several mistakes in recent or distant future.
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However, we should remark that there is a very long list of pre-

election promises and governmental programme which currently does

not have any progress and is still remained in the future work-plan of
the authority (the government and the parliament). Among them should
be mentioned the following:

v

50

The authority could not liberate the business from an artificial
monopoly. In particular, in December, 2012 functions of Competition
and State Procurement Agency were regulated by the law and it
received the right to make monitoring of the market. Large business
is still presented by monopolies or cartels which create their own
rules and conditions on the market and set higher prices on necessity
goods and services. This problem is particular in oil, mineral water
and extractive industry businesses;

It was not taken adequate measures to protect property, to make
a legal assessment of criminal activities committed in this field in
the past and to ensure inviolability of business deals in the future.
Working on protection and inventory of property (especially land)
is delayed. (It is remarkable, that the moratorium has been imposed
until 2015 to sale rural and agricultural lands to foreigners);

As for employment, we still experience the stagnation. This is due
to the fact, that because of objective reasons corrections of state
and regional programmes and call for tenders have been prolonged.
However, this process is already finished and employment is
expected to increase significantly in the near future;

Domestic investors have not been supported. They still do not have
privileges that are granted to foreign investors. Establishment of
investment funds is also delayed;

Working on legislation issues of pension insurance and deposit
insurance has not been started yet;

Attempts to conclude free trade agreement between EU and USA
is effortless;

It is still not specified the nomenclature of excise goods and it is not
created the new taxation mechanisms of luxury goods;
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v Adequate measures are not taken to protect the domestic market

from poor quality goods and dumping prices and so on and so
forth,;

*  Thislistcanbe easily expanded, yet governmental programme

intends to resolve above-mentioned issues gradually.
Assumptions and Forecasts

According to the official announcement of National Bank of
Georgia, it is expected to decrease forecasted 6% economic growth till
4% as a result of deceleration of inflows of foreign investments, passive
activities of domestic businesses and their extended being in the wait-
mode (8).Earlier in January 2013 European Bank for Reconstruction
and Development (EBRD) decreased the forecasted economic growth
from 6 to 5 %, while in April EBRD lowered this forecast till 3 %. In
their opinion, this is caused by decline in investments and vagueness of
post-election transition (9). International Edition “Financial Times” also
refers to fall of investors’ confidence and the decline in investments after
elections in October (10). According to the announcement of Business
Ombudsman of Georgia the decline in economic indicators is caused by
the management and administrative problems of governmental bodies.
The law quality management and insufficient competence is observed in
governmental structures as well as in business sector. Small and medium
businesses are adapted to develop in conservatory conditions and liberty
becomes the strange thing for them now. Besides, large business-groups
possess sufficient resources. In addition, it is impossible to have effects
of investments in short run [11].

The Ministry of Economy and Sustainable Development reckons
targeted 6% rate of economic growth unrealistic and fixes the possibility
of 4-4,5 % economic growth [12].

According to our expert measurements, if in June-July 2013
the Gross Domestic Product does not achieve 4% growth rate, annual
economic growth will not exceed 3-3.5 %. At the same time, if during
presidential elections political confrontation becomes tenser, economic
growth rate will range in 2-2.5 %. In any case, the country is not
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threatened by economic crisis by its classical definition. Additionally,
because of inertial nature of economy, economic growth in the country
will start from the second half of 2014.

Conclusions and Recommendations

Nowadays Georgia faces not economic crisis, or recession and
stagnation but the deceleration of economic growth. An instant economic
decline took a place during the last year in December and during this
year in May. As for the dynamics of macroeconomic indicators in post-
election conditions the trend did not go below the zero and more or less
varies corresponding to different months. This indicates that economic
activity is slowed down. At the same time, we should not approach to
this phenomenon artificially, as an expansion of economic deceleration
in the long run may be followed by its regulatory formation which may
make economy to move in harder economic regime, such as recession,
stagnation and crisis.

The transition process of the change of government is painful and
complicated in Georgia. On the one hand, after having almost 10-year
ruling experience, “National Movement” after finding itself in minority,
could not make state interests prior over party interests and dishonestly
tried and still tries to discredit activities of the new government all
the time. On the other hand, the new government, not having enough
courageous and quickness, showed an excessive caution that created a
negative background in economy and in society.

Political cohabitation failed in the country. Confrontation
between the former and new government became tenser and reached
the political deadlock. We do not have the reasons to make optimistic
forecasts until the presidential elections (October). Generally, we may
assume that the negative impact of political confrontation on economy
will be remained in force. Because of upcoming presidential elections,
in the nearest future we may expect further complication of political
and social confrontation which in turn will extend the waiting mode
of investors, decrease business activity and thus cause deepening en
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economic downturn.

The government in the nearest future should develop the long-term
strategy of economic development and a relevant work-plan including
priority tasks, schedule of implementation, executers and performers
and financial sources. The priority should be given to main sectors
responsible for economic growth — agriculture, extractive industry,
trade and tourism. The government should be more active to attract
foreign investments, to establish investment funds or a new investment
bank. The National Bank of Georgia should activate the appropriate
financial mechanisms to level deflation and to increase money supply
in the economy. The government should reinforce its effort to conclude
free trade agreement between European Union and Unites States of
America. Reforms require more speed and more courageous. The main
task consists of providing political stability in the country, restoration of
justice and protection of property.
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The State’s economic role in the evolution of trends
M. Chumburidze

The work is dedicated to issues of self-regulation and regulation
of market within conditions of market economy, state and economics
relations, market fiasco and state regulation of economy. For that end the
work analyses main schools of economic theory and directions. Conclu-
sion had been drawn that the trend of strengthening of state regulation of
economy within conditions of contemporary globalization represents ob-
jective reality. Consequently, contemporary “mainstream” of economic
theory is Neokeinsism, followers of which are called artistically inter-
ventionalists.
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Microeconomic Competitiveness — Modern Approach
I. Gagnidze

The Study Group ofthe Global Competitiveness of World Economic
Forum elaborated a new index of global competitiveness in 2008-2009.
In this Index, the global competitiveness has been thought as the sum of
the competitiveness of micro and macroeconomics. Microeconomics of
competitiveness has three main components: microeconomic business
environment quality, the level of clusters development, development
quality of company management and strategies. In addition to the
mentioned, the evaluation indicators of Georgian economics are given
according to the Global Competitiveness Reports for 2008-2014 where
the situation was improved only by the direction of the main requirements
that can’t be said about the increasing factors of efficiency and the
quality factors of innovation and development. One of the reasons of this
condition is considered that the former government failed to elaborate
the country’s economic development strategy and there was no emphasis
to the priority sectors of the country in building the clusters. Based upon
the works of well-known researchers, the effectiveness of clusters in the

country’s economic development was proved.
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Offshore Phenomenon in Contemporary Business
Sh. Shaburishvili

Nowadays the term offshore is used used in a broad sense and
means both the companies, which use other countries while planning
their financial activities and the areas (state or territory), where there
are special taxation, foreign exchange or organizational preferences for
foreign companies.

Offshore companies are established for various purposes, includ-
ing tax optimization, creation of international image, hiding information
about the real owner of the company, taking capital abroad and protec-
tion of property rights. Offshore companies are mainly established based
on residence principle in order to minimize taxes legally. Along with a
number of threats, offshore schemes planning process is connected with
increase in a company profitability. Working in offshore business re-
quires constant search of new solutions as well as adaptation of existing

mechanisms.
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About Socio - economic
Prospects for Development of Georgia
E. Udesiani

In the article it is analyzed and assessed measures implemented
by the new governmentin the socio - economic development. Particular
attention is focused on the most severe socio - economic problems in
the near future. Some space is devoted to Government's long-term
economic policy strategy (2014-2020), With which intensive work is
in progress at present.
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Statistical Analysis of the Structure of Crimes (Given the
Example of Georgia)
E. Gloveli

The article reviews twenty the most widespread crimes while put-
ting emphasis on three of them — theft, fraud, and illicit transfer of drugs.
We calculated the average level, the intensity of variation i.e. diapason,
dispersion, average square deviation and variation coefficient of these
crimes. Furthermore, for the purpose of better understanding of the data,
respective crimes have been studied on a regional level and relevant
decisions are made.
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Foreign Aid: The essence, structure and the goals
L. Natroshvili
The paper discusses the types of foreign aid and it’s types, major
donors, which assist with Foreign Aid to developing countries. The two
main type of financial aid are discussed in details — Grant and Loans,

through them developing countries get financial and technical assis-
tance.
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For Improvement of Labor
Effectiveness Management
N. Paichadze

This article is devoted to a significant factor of organizations
stable development - improvement of management of labor effective-
ness. This is a discussion on the issues as follows: the essence of la-
bor efficiency management, tasks, its elements and principles. To the
significant elements appeared after the processes of labor efficiency
management is paid great attention. These elements are: measuring of
the results of work, dialogues, agreement, reverse — contact, planning of
work indicator. In this work is also given systematic practice of discus-
sions about already achieved work indicators which are widely spread
in economics of developed countries and the author’s own thoughts
about this topic is given. The issues are connected to the methods of
their performing. Managing work efficiency, special attention is paid
to the practice of establishment of the employees ratings assessment by
the managers and the problems in relation to it. Finally, a brief analy-
sis of labor efficiency management in Georgia is given with a short
analysis of existed condition and the authors’ thoughts on its improve-
ment.
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For regulation of financial assurance in culture section

M. Tugushi

The paper presents, that Participation of state of funding in Cultu-
re section of Georgia has to grow even more, in 2-3 years it has to grew
to 1,5-2,0 %. In addition to this, country state development in focus has
to be moving to ‘anglo-american’ type of financing. Borrow funds from
outside and own incomes has to become the main source of funding of
Culture section organizations.
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Psycho-physiological and anatomical foundations of expres-
siveness Of human emotions

L. Svanidze

Emotions in the article are considered, as complex pattern of corporal
and mental changes, which includes corporal irritation, feelings, cogni-
tive processes and behavioral reactions. It arises in reply to Personally
experienced important situations. Outward expression of human men-

tal and physical condition are reviewed basically. Through vegetative
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and Movement reactions, the expression of emotions characterized dual

function of emotions — Regulatory and Signaling, characteristic dynam-
ics and phases of emotions, which is manifested during the tension and
changes through De-escalate. In the article Types of emotion are pre-
sented in Scheme, emotional conditions. Great Georgian Psychologist
Dimitre Uznadze I emphasized the emotional anguish Corporal expres-
sion. At the end, author draws attention to the articles significant role
— emotion, which includes.
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Value Chain Management
M. Kharkheli

Manana Kharkheli article “Value Chain Management”
concerns a problem of transformation companies from traditional
management to value chain management. The article considers the
priority and advantage of this kind of management within the firms as
well as the obstacles for its fulfillment. The article is based on the
example of Georgian Construction Company “Sasco”

The author recommends companies to work toward obstacle

clearing direction and to start intensive management of value chain.

3°3mygbgdamo @oHaBGIBS

1. Crusen Po06un3, Mapu Koynrep. Menemxment. M., 2007.

2. J. Teresko. «The Dawn of E-Manufacturing». Industry week,
October 2, 2000;

3. G. Taninecz. «Forging the Chain, Industry Week, May 15,
2000.
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