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Topicality of Research. The course of the history of humanity
convinces us that existence of the society is impossible without material
production, doing something, creating, constructing and progress. The
notions of “doing”, “creating” and “producing” literally are identical,
and all them are associated with business. So, any kind of activity is
associated with business as well.

It is obvious that business cannot be developed without creating
proper business environment. Business environment implies combining
of various conditions (factors), which impact on the lines of development
of business, as well as on its paces and scales. Manufacturing entities of
any profile must work in a specified environment.

Business development is a significant factor for economic and social
development of any country. Considering and solving of political, so-
cioeconomic, demographic and other issues of national standing require
taking into account of all specific features, in which a peculiar place is
held by the extent of the influence of business environment factors and
business development level.

Despite fact that social-economic changes taking place in the country
in recent years have had a positive influence on entrepreneurship, gen-
erally on business development, the business supporting and stimulat-
ing system had not been formed in the country. During the last decade,
the State has made very silent and sometimes wrongful steps to stimu-
late business sector.

We believe that our economy is oriented on consumer-related mea-
sures, and does not imply elements of the productive economy. Conse-
quently, the business sector potential in the country is not used prop-
erly.

International organizations, local experts and Georgian entrepre-
neurs take a common stand on fact that during the recent years the
business environment was significantly improved. In general, doing of

business in Georgia is relatively simplified. However, there are still nu-
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merous problems that must be addressed.

Successful functioning and development of business sector are of
great importance for any post-socialist country. In nearly all countries,
it plays a special role in formation of Gross Domestic Product, job places
creation, satisfaction of the demands of population and companies, and
introducing novel technologies and innovations. At present, the prod-
uct output in business sector of Georgia reaches 23,1 billion Georgian
Lari that is 88,5% of country’s GDP, and 534,4 thousand people are em-
ployed in business sector.

In view of the above, under conditions of market relations, a particu-
lar importance is attached to studies of existing macroeconomic envi-
ronment in Georgia and working out the relevant recommendations.
Certainly this was the reason of choosing the topic and topicality of
problem.

Goal, Main Objectives, Scope and Object of Research. The main goal
of the proposed dissertation is to carry out fundamental analysis of busi-
ness sector in Georgia and microenvironment impacting on it, as well
as to work out the recommendations on improving efficiency of this
sector.

In order to reach this goal, the following main objectives are set dur-
ing the process of this research:

- Evaluation of business-sector importance;

- Detailed study and analysis of best international practices of
forming of stimulating business environment, comparing it with Geor-
gian realities;

- Calculation of business environment development indexes and
determining the stages of business development;

- Determining of methods for business supporting by self-gov-
ernment cities and municipalities;

- Investigation and evaluation of activity of business in regions
of Georgia;

- Developing and submitting of the system of measures required
40



for improving the macroeconomic environment of business.

The scope of research consists in theoretical, methodological and
practical issues of business functioning and regulating of business, their
development regularities and problems of support in Georgia.

The object of research is represented by business sector and its mac-
roeconomic environment, the current state of business-sector and the
study of the main aspects, as well as working out of relevant recom-
mendations.

Main Results and Novelty of Research. The main research novelty of
the proposed work consists in developing those approaches, which are
based on the existing scientific-methodological foundations and assist
to defining of specific features of macroeconomic environment that is a
precondition for increasing its functioning efficiency. There have been
studied and evaluated the activity of business in Georgia by using the
selected relevant indicators. Based on the analysis, there have also been
calculated the business development indexes in Georgia and determined
the stages of its development. We also have suggested the system of
measures for improving macroeconomic environment of business. The
components of scientific contribution are reflected in the results of re-
search carried out, and they are brought to defense.

Practical Bearing and Implementation of Research.The proposed re-
search results and recommendations can be used for solving those po-
litical and economic problems, which imply the business development
in Georgia, in general. In particular:

a)  For assessment of macroeconomic of business in Georgia, better
understanding of related problems that should have a positive influence
on functioning of this sphere;

b)  Forlegal coverage of business (during the process related to for-
mation of legal regularities of business);

c)  Proper evaluation of macroeconomic environment of business
is impossible without identification of business development opportuni-

ties. To this end, comprehensive assessment of business functioning has
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been carried out and suggested;

d)  The activity of business in regions of Georgia has been evalu-
ated by using previously determined indicators that should foster mak-
ing wise decisions by managerial authorities;

e) In teaching of study courses in higher education institutions
such as “Foundations of Economics and Business”, “Entrepreneurship”
and “Macroeconomic Policy”.

The proposed research results and methodological approaches are
currently used in training component of Doctor’s degree program in
“Economics” at Kutaisi University (special subject “Macroeconomic
Policy”).

The Provisions Brought to Defense. The following research results
containing the research novelty components are brought to defense:

1. There is studied international practice of forming stimulating
business environment and compared with Georgian realities;

2. There are offered 2 methods of business support by self-gov-
ernment cities and municipalities (the rule of guranatees of loca self-
government bodies toward banks for small business development loans
and/or preferable terms for small business development based on the
programs of a number of municipal objects), that should foster the busi-
ness development in self-governing units;

3. Thereis studied and evaluated the acitivity of business in Geor-
gian regions by 6 indicators. This should enable us to compare indi-
vidual regions one to another, to monitor current processes in business-
sector within any time period, to ensure on-time diagnostics and make
relevant conclusions for regional economic policy;

4. By using of retrospective method, based on statistical analysis,
there are calculated the business development indexes in Georgia, and
determined the business development stages;

5. The system measures for improving macroeconomic environ-
ment of business is developed and offered.

Author’s contribution. The problems of macroeconomic environ-
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ment of business are comprehensively studied by Georgian academic
economists and researchers (I. Meskhia, N. Chitanava, T. Shengelia, R.
Asatiani, V. Papava, G. Papava, N. Khaduri, S. Petelava, . Archvadze, L.
Eliava, E. Mekvabishvili, Z. Tetruashvili, N. Orjonikidze, G. Shubladze,
D. Narmania, R. Otinashvili, G. Gavtadze, K. Gabelashvili, V1. Glonti, N.
Chikhladze, and others) and foreign academic economists (P. Krugman,
M. Porter, M. Engenshlak, J Stiglitz, Sh. Iusuf, M. Fridman, S. Brew, R.
Hisrich, P. Hayek, M. Peters, S. Makovkina, N. Silayev and others). In
many papers, the regulatory issues of macroeconomic environment of
business are examined in a narrow spectrum.

The contribution of author consists in detailed study of problems re-
lated to macroeconomic environment of business, and in developing the
relevant recommendations based on in-depth analysis. Besides, in the
paper there are really and objectively shaped out the business state is-
sues during the post-Rose Revolution period. The following methods
have been used during the research works: systems analysis, synthesis,
graphic and economic-mathematical modeling, abstract-logical, com-
parative and economic-statistical. Complex application of these meth-
ods made it possible to create complex picture of business functioning
and developing that became the precondition for developing the com-
plex of activities for support to this sector.

Approbation of Work and Publications. Basic provisions, suggestions
and recommendations of the proposed work are published in peer-
reviewed journals and proceedings of scientific-practical conferences.
Considerable part of recommendations had been presented and dis-
cussed on scientific-practical conferences and workshop.

For the purpose of periodic evaluation and monitoring of works car-
ried out by doctoral candidate, there have been conducted twice the
colloquium. Basic approbation of work (preliminary defense) was held
at the Economics Department of the Faculty of Social Sciences of Kutaisi
University (Minutes of Meeting N4, dated 6.06.2014), where it was ap-

proved and recommended for public defense.
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Volume and Structure of Dissertation. Dissertation comprises 165
computer printing pages. It includes Introduction part, three chapters,
7 paragraphs, conclusions and list of References. The structure of work
has the following form:

Introduction

Chapter 1. Business in the System of Economic Relations

1.1. Business activity as the main condition for development of soci-
ety;

1.2. International practice of the formation of stimulating business
environment;

Chapter 2. Globalization Impact on Business Environment and the
Main Aspects of a legal Framework

2.1. Globalization impact on macroeconomic environment of busi-
ness;

2.2. Interaction of business and the State in the context of antimo-
nopoly regulation;

2.3. Regulations and trade regimes defining macroeconomic environ-
ment of business.

Chapter 3. Lines of Improving the Macroenvironment of Business in
Georgia

3.1. The recent past trends and current state of macroeconomic envi-
ronment of in Georgia;

3.2. Prospects and forecasts of the improvement of macroeconomic
environment of in Georgia.

Conclusions

References

Brief Content of Dissertation. The first Chapter of dissertation
“Business in the System of Economic Relations” describes business
activity as the main condition for development of society. There are

studied views of different scientists and schools of economic thought
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on the role and importance of business environment. It is noted that
the notions of “doing”, “creating” and “business” are literally identical,
which are associated with business. So, any kind of activity is associated
with business as well. In general, the business activity means that
entrepreneurial activity, which brings commercial profit.

The term business means the enterprising independent economic
activities carried out at the expense of own or borrowing funds, started
on the basis of possible risk and ownership responsibility, and the main
goal of which is to make a profit, to develop own activities, as well as
to sell goods, to do some work, and to render some services. The main
features of entrepreneurship, by which it is distinguished from other
forms of economic activities, are as follows: 1) independence, responsi-
bility, initiative, risk, dynamism; 2) enterprises, firm and the totality of
enterprises, as a result of certain activities of which they make a com-
mercial profit.

An entrepreneour or a businessman is a central figure in free market
economy. Labor, capital, scientific knowledge and other factors of pro-
duction do not work until touched by talent of businessman. Entrepre-
neour working in the conditions of particular market for receiving per-
sonal benefit, simultaneously, maximally benefits to the whole society.

The process of business formation, along with formation of entrepre-
neur as a main figure, is associated with initial capital formation. There
exists the scientific view, according to which, the initial formation of
capital covers the post period of breakdown of feudal society, although
its signs, in actual fact, have been seen during earlier periods.

Research study and analysis of business and economic activities tend
to date from the period of initial capital formation (XVIII century). The
notion of entrepreneur was introduced by Richard Cantillon, French
academic economist in his “Essay on the Nature of Trade in General”
(1755). Exactly to him is credited the introduction of one of the first
concepts of entrepreneurship in economics. The views of Cantillon rep-

resent a sort of the connecting link between mercantilism, physiocrats
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and theory of Adam Smith.

The issues of entrepreneurship and division of labor are comprehen-
sively studied by famous Scottish economist and thinker Adam Smith.
The basis of his methodology is a concept of liberalism, which was de-
scribed in his “Wealth of Nations” (1776). Actually, it was a concept of
free entrepreneurial capitalism. In such system, there exists the private
property of resources, but the distribution mechanism is based on mar-
ket relations. Personal motivation of each actor of economic life in this
system is conditioned by private vested interests.

From the beginning of XIX century, there have been observed the at-
tempts of forming the trade and change-exchange relations within the
framework of certain legal standards. And for that precise purpose, a big
part is given to legal aspects gathered in Georgian customary legislation
during this period regarding commercial deals, partnership associations,
promissory notes and so on. During this period, for the purpose of trade
facilitation, in Tbilisi there was founded the Mint (1804), where the
money for Georgian system was minted. There also were carried out the
operations of commutation of state natural taxes and duties, converting
into money and so on.

From the beginning of XIX century, the customs system has become
more organized. Actually, the customs have been organized, before, in
satavados (principalities) and feudal duchies that had fostered the en-
trepreneurship development. Until the nineteenth century, the customs
houses were let to lease by State (King). The customs reform was prac-
tically implemented until the nineteenth century, and as a result the
customs houses were established on the borders, for international trade
purposes. In 1808, there was issued the Law, in which contains the list
of “those goods and things”, are taxed according to the tariffs in Georgia.

The development of entrepreneurship and business in the years of
1917-1921 was associated with global events, which became known in
history as the Socialist Revolution. Since 1921, the business in Geor-

gia has been taken under control of Bolshevistic ideology, and because
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fact that according to the Marxist ideology business was considered as
a source of exploitation of people, from the year 1921 in Georgia there
began a period of its restriction (mostly by taking the repressive mea-
sures against large businessmen), which was followed by complete ban
of this process.

It is obvious that business cannot be developed without creating
proper business environment. Business environment implies combining
of various conditions (factors), which impact on the lines of develop-
ment of business, as well as on its paces and scales. This chapter also
refers to international practice of formatting the stimulating business
environment, described the existing macroeconomic environments of
business in different countries, including special tax treatments and
made relevant conclusions. It has been established that under current
circumstance, the structure and efficiency of economies of the world’s
leading countries are conditioned by the level of professionalism of
business and community relief, as well as its capacity to develop inno-
vative sector of the economy.

It is noted that the business supporting and stimulating system had
not been formed in the country at the proper level. In recent years the
State has made very silent and sometimes wrongful steps to stimulate
business sector.

The first Chapter of dissertation “Globalization Impact on Business
Environment and the Main Aspects of a legal Framework” describes the
impact of globalization on macroeconomic environment of business,
interaction between the State and business in the context of antimpno-
poly regulation, as well as regulations and trade regimes defining mac-
roeconomic environment of business in Georgia.

It has been noted that the traditions and stereotypes formed over the
recent decades are still to remain in effect in interrelations of different
countries, and, as it turned out, they will maintain their leading posi-
tions for a long time. In a real situation, globalization is characterized by

approximation of economic interests. At the same time, development of
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integration in some regions does not occur harmonically, like in Europe.
Under conditions of economic globalization, the open doors tendency
in national economies was strengthened, as well as their involvement
in the system of international division of labor, and economic borders
have become more transparent.

Mainly the following two problems are arisen in this regard:

1. Fluctuations coming from outside the country. The processes
occurring in other countries can significantly impact on Georgian econ-
omy. The national economies are not are not safe from fluctuations of
aggregate demand that comes from outside the country, which are ca-
pable of changing the country’s GDP and depreciating the fiscal policy
of the country.

2. The case of net export effect, when stimulating fiscal policy
causes variations of interest rate, internal demand and currency rate
with all the consequent changes.

In the first paragraph, there is made a conclusion that globalization
transformation of economies of civilized countries into the “open econ-
omies” obstructs the implementation of independent economic policy.
Thus, against the background of international economic integration,
the importance of economic policy increases significantly that is condi-
tioned by globalization impacts on the country’s development. Properly
formulated state policy assists to attain the internal and external goals.

In the same Chapter it is also noted that economic freedom, first of
all, is associated with a free entrepreneurship. This latter one means
that selection of forms of entrepreneurship should not be determined
by State, but on the assumption of country’s socioeconomic peculiari-
ties, being based on legislation in force. The law must protect entrepre-
neur and assist to its development.

Business development is a significant factor for economic and social
development of any country. For proper functioning of business envi-
ronment, great importance should be given to existence of free compe-

tition in the country. Therefore, antimonopoly policy is a component
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part of government regulation of the economy, the main purpose of
which is, on the one hand, to ensure using of highly efficient and large-
scale economic advantages, and, on the other hand, for the purpose of
competition development to ensure neutralization of possible negative
effects of this economy.

In the early years of the reform, Georgia practically did not have
market regulation experience at all that was explained by historical
factor. Actually, for the first time ever in its history, the country had
received significant institutions such as national currency and taxation
system; there has been adopted the antimonopoly legislation, and in
parallel, the regulatory commissions have been created. The licensing
system was also created in the country and liberalized international
trade, minimized the number of regulated prices. Only the prices of so-
called “natural monopolies were really regulated by State.

Since the year of 2004, a number of regulatory bodies and structures
have been abolished in the country. The list of activities requiring li-
censing was considerably reduced. In particular, only 114 names of
activities remained from 900 ones. There were abolished the size and
weight control system, license and permit for veterinarian activities,
license for production and selling of pesticides, pre-trip medical testing
and so on, the pharmaceutical products wholesaling has been practi-
cally settled in the country. There have been also abolished the protec-
tive standards on air transportation envisaging parity of Georgian and
foreign companies. If we carry out the analysis of the structural changes
implemented in Georgia in recent years, we can clearly see that these
changes were aimed at complete settling of the economy.

In the modern period, the main goal exactly consists in improving the
competition framework law. The existing government in force on nu-
merous occasions has reaffirmed readiness of doing it, although it would
be desirable that the competition legal provision in the country should
be more perfected. The fact is that the Georgian law on “Free Trade and

» «

Competition” “could not work” and it still needs further improvement
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and perfection.

The final part of the second Chapter dwells on regulations and trade
regimes defining the microenvironment of business in Georgia. In this
respect, the great importance is given to legal norms, ensuring the reg-
ulation of organizational-juridical, ownership, fiscal, labor and other
relations. The organizational-juridical component of relationships in-
cludes involvement of business structures in the process of developing
the legislation framework. In particular it may be as follows:

1. Business activities in general;

2. Regulation of private ownership relations, taxation of enterprise
capital and incomes, foreign-economic activities, pricing mechanism;

3. Licensing of particular kinds of economic activities.

It is important that according to article 30 of the Constitution of
Georgia, the State is responsible on facilitation of free entrepreneurship
and competition development. In addition, the constitutional prohibi-
tion (article 94) on the imposition of a new national tax (except excise
tax) is of greatest importance for industrial sector that is possible only
by referendum.

The procedures to register a business in Georgia are very simple, and

take only one day.

Table 1
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The number of registered enterprises by legal status and ownership
type (by amount of increase since 2008)

2008 2009 2010 2011 2012
By legal status, in all 374440 412856 459077 511177 553692
Joint Liability Com- 2705 2726 2739 2744 2749
panies

178 183 187 188 188
Limited partnerships

70646 78358 89604 103543 118531
Limited Liability 2159 2179 2202 2251 2286
Companies 2474 2483 2498 2521 2540
Joint Stock Compa- 110 131 157 194 288
nies 296177 326796 361690 399736 | 427110
Cooperatives
Branch of foreign
enterprise
Individual entrepre-
neur
By ownership type
Non-State 372160 410565 456763 | 508814 | 551327
Private domestic 368174 406307 451242 501044 | 539470
person 1871 2014 2956 4764 8773
Private foreign 2115 2244 2565 3006 3084
person 2280 2291 2314 2363 2365
Private mixed
State

Information provider: National Statistics Office of Georgia

In compliance with Tax Code in force, special preferential tax
treatment extends to persons having micro and small business status, in
particular, micro business is not subject to income tax, and small business
has preferential tax treatment. A small business status can be granted
to entrepreneur natural person, whose total return from economic
activities during one calendar year is not more that 100 00 Georgian
Lari. In addition, he is not allowed to carry out some types of activities,
the list of which is defined by government of Georgia. In compliance
with the same rules, there are defined those types of revenues, which
are not subject to special tax treatment.
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Tax treatments and rates are of crucial importance in regulation of
macroenvironment of business. During the recent decade, the tax rates

have been considerably reduced in Georgia (see Table 2)

Table 2.
Tax Rate Changes in Georgia since 2005
Taxes and rates Taxes and rates Taxes and rates
(data for 1 January | (data for 1 January since 2008
2005) 2008)
Income tax - 12-20% Income tax - 12% Income tax - 20%
Profit tax - 20% Profit tax - 20% Profit tax - 15%
Social security tax - Social security tax
-31%¢1% -20%
VAT - 20% VAT -18% VAT -18%
Excise tax — diversified Excise tax — diversi- | Excise tax — diversified
fied
Property tax - 0,1-1% Property tax up to Property tax up to 1%
1%
Motor vehicle tax - diversi- Customs duty - Customs duty - diversi-
fied diversified fied
Tax on conveyances Abolished Abolished
Natural resources use tax Abolished Abolished
Environment tax Abolished Abolished
Tax on motor vehicles Abolished Abolished
entering Georgia and limit-
exceeding loads — diversified
Flat-sum tax - diversified Abolished Abolished
Small business tax - 5% Abolished Abolished
Municipal tax, which Abolished Abolished
included 7 taxes - diversified

Acquisition of licencences and permits by businesses acting in
Georgia is required for carrying out those types of activities, which are
regulated by the State and characterized by: possible heightened danger
for human life or health; includes essentially significant reasons of state
or public interests, or are related to the utilization of public resources.

Georgia has one of the most liberal trade policy in the world that
implies facilitated international trade regime and customs procedures,

low import tariffs and minimum nontariff restrictions.
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In compliance with Georgian legislation in force, export or re-export
from Georgia are not subjected to customs duties. Export from Georgia
is also not subjected to VAT.

In accordance with country’s legislation, there are no any nontariff
restrictions envisaged in international trade (licensing, quoting, bans
and so on), except in cases where this is required for protection of
health, safety and environment.

As a result of this, Georgia has as follows:

- Free trade regime — with CIS countries and Turkey (since 2008);

- Most favored trade regime (MFN) — with WTO member
countries;

- Generalized Scheme of Preferences (GSP) — with USA, Canada,
Japan, Switzerland, Norway.

- Generalized Scheme of Preferences + (GSP+) — with EU
countries (7200 names types of goods since 2005).

In addition, the Agreement on Investment Promotion and Protection
is still in force with 32 countries, but the Agreement on avoiding doubles
taxation — with 42 countries.

According to Doing Business “World Bank Group, whose report are
published every year), Georgia in 2014 is ranked 8" out of 189 countries
(a 104 increase compared to 2006 with 112 ranking).

There have been implemented 36 reforms in the country both
institutional and with a view to improving regulatory environment,
positions is boosted by all indicators (see Fig. 2.8).

The following most significant reforms have been implemented:

1. Significant reduction of the number of required licenses and
permits;

2. Creation of “One-Stop-Shop” & “Silenceis Consent” for license
applications;

3.  In compliance with facilitated Tax Code only 6 out of 21 taxes
are remained in force;

4. Reduced time and costs required for property registration.
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Fig. 1.
Georgia’s rankings in 2006-2014
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The first Chapter of dissertation “Lines of Improving the
Macroenvironment of Business in Georgia” dwells on the recent past
trends and current state of the business development in Georgia, as well
as on prospects and forecasts of the improvement of macroenvironment
of business in the country.

It is noted that in the first half of the 1990s, on the road of business
development there were identified highly important problems such as
follows: problems related to finance activities — inflation, instability of
national currency rate and uncontrolled price increase; problems with
registration of enterprises; non-payments, deterioration of tax discipline
and compressed paying capacity of consumers caused rapid growth of
cash turnover accompanied with typical inconveniences; high interest
rates, impossibility of obtaining of long-term and mid-term loans and so
on. The mentioned problems and negative trends have created a hard
enough picture in the economy of Georgia.

According to data of National Statistics Office of Georgia, more
than 90% of agricultural production volume are intended for the own

consumption, and represents significant livelihood for population.
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According to World Bank data, the share obtained from sales of
agricultural products is just 7% in total intra-productive revenues, and
by productivity indicator of Georgian agricultural sector is at the lowest
place among post-Soviet countries. The share of agricultural sector on
the country’s GDP is just about 8%.

Special emphasis should be placed on problems related to protection of
ownership rights in post-revolutionary Georgia. In contrast to common
property, private ownership long since was recognized as a significant
precondition for economic development. This right is protected almost
in all legislations of modern countries throughout the world. The
private ownership right is guaranteed by Georgian Constitution as well.
However, in recent years, highly unfavorable tendencies have been
observed in Georgia in this regard. During the years of 2004-2007, total
value of property gifted to the State was 137,8 million Georgian Lari, 6
million USD and 10 100 Euro.

In accordance with Heritage Foundation’s 2011 index of economic
freedom, Georgia by protection of ownership right (40 points) ix nest
to such countries as Kazakhstan, Shri Lanka, Pakistan, Nepal and
Cambodia.

We believe that such behavior is unacceptable and repetition thereof
may undermine the country’s authority as well as may become a factor
hindering its development.

It is necessary to note those positives as well, which took place
with a view to business development and improving the investment
environment.

Sustainable economic development, liberal and free market economy
policy, existence of only 6 taxes and reduced tariffs, small number of
required licenses and permits, simplicity of administrative procedures,
preferential trade regimes with numerous countries throughout the
world, advantageous geographical location, highly developed and
integrated transport system, educated, highly skilled and competitive

man power and many other factors provide a solid basis for starting a
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business and its successful development in Georgia.
Fig. 2.

Direct Foreign Investments (mln. US dollars)
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Between 2006 and 2012, the amount of foreign direct investments in
Georgia was 8,270,9 million USD. The highest indicator of foreign direct
investments - 2,015.0 million USD was observed in the year of 2007, an
increase of 69,3% over the previous year. Rapid rates of investments
were kept until August of 2008. In 2012, the amount of foreign direct
investments in Georgia was 911,6 million USD, an decrease of 18,4% in
comparison with the previous year.

In current conditions, taking into account the role and importance
of regions, in the same chapter we have studied the activity of business
in the regions of Georgia. The defined economic factor of competitive
capacity of regions is largely conditioned by stable functioning of
business sector. In order to define the ways ahead (strategy), and make
managerial decisions, it is necessary to ensure the accurate diagnostics
of this sector.

We believe that for assessing the activity of the region we have to use
6 indicators, the development and analysis of which are not complex
ones for administrative bodies. These indicators are as follows: mid-
annual number of inhabitants; number of employed; output of products;

average monthly earnings of employed; investments in fixed assets and

56



638 80T 756 7 iz 09°TT ST OT FSTIT | GLOT
®q,
I
60T 96T 8.1 9T T T0¢ 85T TTT 7T
(TAD upur)
°q
790 4% IET TT 8¢ 88T T S 9T
ujux
SmMm Tur)
ST 9CT 8TT 60T FET ([ 9CT €TT T
(139)
'q
T FTT 08T 75T T 8T 89T 87T VA4
ﬁmwmﬁé
860 FTT 8T'T 660 cTT 8TT 8TT 3T Z4l! (opdon :
I Nm 000,
0T TOT 0T 360 0T 0T TOT 00T TOT
(e1doa4 000,)
T
ol
Ew.mw\,m 9UBAS neuweny
i, nayyey pred -Turny| owsZ natpyeael ’ -mm BLIND) naIdwW] I03edTpU]
BpIyS OWdAY -ora18 -oUsIwes
291 —sweg -PSIN
-eyoey

€ 9IqeL

BI310910) JO SUOI3a1 AqQ SIXIPUT AITATIOR SSIUISTLE

57



added value (see Table 3).

In order to ensure complete monitoring of processes occurring in
business sector in the region, we have introduced the business activity
index (I, ). It not only strengthens links between the indicators, but
enables to compare the indicators of different regions.

[=E1+E2+E3+E4+E5+E6

where, En are the indicators of individual components defining the
growth rate of business activity level (the sequence numbers of them
coincide with indicators we have selected and listed above).

It is seen from the formula that the high level of any component con-
ditions the possibility of growth of the general level of efficiency, and,
consequently, increases the business activity index (Iba).

The selection of measurable criteria for assessing the business activity
enables us not only to compare individual regions to each other, but to
monitor the processes occurring in business sector in any time interval,
to ensure on-time diagnostics and make the relevant conclusions for
regional economic policy that is a basis for making optimal decisions.

With a view to business environment in Georgia, the following basic
problems from the recent past should be noted: restriction of indigenous
production; promotion and stimulation of import; significant share of
the state sector in GDP growth; inexistence of antimonopoly legislation;
derogation of the role and small and medium businesses in the country’s
economy; less availability of credits. Actually, the business sector was
deprived of possibility to challenge and explain itself in courts.

The last parliamentary elections held in Georgia (2012) confirmed
that the majority of country’s population supports changes in all sectors
of public life, including especially the economy. International organiza-
tions, local experts and Georgian entrepreneurs have a common posi-
tion regarding the fact that the business environment over the past few
years had been considerably improved. In general, doing a business in
Georgia is comparatively facilitated. However, there still exist numer-

ous problems that should be resolved.
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However, it did not have a positive influence on the level of unem-
ployment. Suffice it to say that the real growth of GDP in 2007 picked
—12,2%, but unemployment level was 13,3%, in other words, it was the
same as in previous year, when economic growth was 9,4%.

Formation of a new guide in macroeconomic policy is conditioned by
the positions of state program as follows: along with the market relations
development, conceding key role to the State in system transformation;
structural modernization of the economy for ensuring an increase of
global competitive capacity of the country’s economy; creation of fair
market environment and formation of available flexible and modern
infrastructure, and so on.

Greater prominence in formation of macroeconomic guides should
be given to a package of measures with a view to attraction of foreign
investments that requires creation of stable investment environment.
Business must be completely freed of state intervention, and it is
necessary to ensure firm guarantees of strong protection of ownership
rights, to intensify activities for free trade regime with European Union,
USA and other countries.

We believe that it is necessary to ensure protection of local market
from dumping goods, and to take measures for penetration of Georgian
agro-industrial production into the Russian market.

In the formation of macroeconomic policy, a significant role is
given to monetary policy. In this regard, it is necessary to envisage in
the future an increase of the level of trust in national currency and,
consequently, reducing the dollarization level. Also, the monetary
power should be freed of political pressure. It is necessary also to:
ensure the sound competition between commercial banks; introduce
the deposit insurance system that will contribute to acceleration of
economic growth.

A discrete role in the formation of macroeconomic policy
should be given to fiscal policy, as one of the main directions of which

in the future is considered abolishing of inappropriate expenses.
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Proper assessment of macroeconomic environment of
business is impossible without identification of business development
opportunities. To this end, we will make a complex assessment of
business functioning.

With a view to accuracy of assessment we have used the index
selection method (we have calculated the business development indexes
(I,)). It enables us to operatively and effectively assess the current state
of business and its development opportunities.

During the research process, we have used the data of National
Statistics Office of Georgia since the year of 2004 that enabled us to
determine indexes and reveal trends taking place during the nine-year
period (2004-2012) (see Fig. 2).

Fig. 3.
Business Development Index in Georgia in 2005-2012
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tance in business promoting macroeconomic policy. In particular, it is
possible to lay on an imposition of different flat-sum taxes in various
regions of the country, based on the existing level of their potential and

development.
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When assessing the business environment, it is necessary to take
into account its attractiveness to foreign investors. For attraction of se-
rious financial resources, firs of all, it is necessary to ensure stability
in the country. However low the taxation rate might be, it would be
impossible to form the developed and attractive environment, unless
the stable legislative and political environment is in the country. The
researches carried out in recent years have shown that the most “popu-
lar problems” for business environment in Georgia are not easily un-
derstandable legislation, ambiguous records and frequent amendments
to the laws. We believe that the Government should provide greater
purposeful support to the sectors conditioning the economic growth in
the country, in particular, to agriculture, processing industry, trade and
tourism. It is necessary to utilize in time the investment funds, to create
the state investment bank, to expedite signing of the Free Trade Agree-
ment with European Union, to ensure political stability and accelerate
implementation of reforms in the country.

Main Results and General Conclusions. The research we have car-
ried out enabled us to present the following conclusions and scientific
achievements:

1. Despite the business environment improvement trends, the
business climate in Georgia still faces a lot of significant challenges, suc-
cessful solution of which requires introducing the dialogue practices
between the State and private sector;

2. When reforming the economy of post-Soviet Georgia, it could
be impossible to develop such economic model, which would be able to
assure success and sustainable development simultaneously. Authori-
tarian style and ill-conceived economic reforms in the country after the
Rose Revolution create a complex economic and social situation.

3.  One of the vulnerabilities of Georgian market consists in ex-
istence of the monopoly structures and inexistence of their restrictive
mechanisms. For the purpose of ensuring the free trade and competition

on the market, it is necessary to develop and adopt relevant legislative
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framework and appropriated mechanisms that should strengthen the
free market principles reduce oligopolistic prices.

4. The unbalanced situations on the money and currency markets
create advantages just for some individual sectors of Georgian business,
and, simultaneously, not too reliable and attractive conditions for eco-
nomic development.

5. When assessing the business environment, it is necessary to
take account for its attractiveness to foreign investors. In order to at-
tract serious financial resources, first of all, it is necessary to ensure sta-
bility. There should be exist sustainable legislative and political envi-
ronment in the country.

6.  With a view ti attraction of investments, it is important to com-
pletely use Generalized Scheme of Preferences (GSP+), granted by Eu-
ropean Union to Georgia, since it envisages almost non-tariff export of
Georgian products into the European Union market.

7. It is also necessary to improve legislative framework and easi-
ness of its understanding. The procedural part of legislative sphere
should be improved and facilitated and the level of information aware-
ness in this field should be increased.

8. We believe that it is necessary to adopt restriction on making
amendments to the Tax Code of Georgia. Suspension and sequestration
of current activities should be forbidden. And, in general, it is necessary
to ensure optimization of tax sanctions. There are identified the cases,
when during the tax inspections of taxpayers the tax authorities may use
the non-direct methods.

9.  We believe that it is possible to lay an imposition of the differ-
ent flat-sum taxes in various regions of Georgia based on the level of
their potential and development.

10. It is necessary to study the best international practices in this
sphere, and for the purpose of efficient functioning of business, there
should be created the alternative, independent and legal mechanism for
resolving commercial disputes.
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11.  To help business sector, especially beginner business, the State
should assist to increasing skills of small and medium entrepreneurs,
availability of financial resources and strengthening the export poten-
tial.

12.  The conditions of receiving the credits for small and medium
businesses should be facilitated considerably. At present, for receiving
the credit it must be guaranteed by real property assets, and besides, the
precedents of funding the beginner companies are rather complicated.

13.  One of the most significant factors of the development of busi-
ness sector in Georgia consists in low level of entrepreneurship skills. It
is very difficult for micro and small businesses to develop themselves,
and one of the main reasons of this consists in lack of experience in re-
investment of received money.

14.  The studies have shown that on the assumption of relative ad-
vantage of Georgia economy, transportation (first of transportation of
energy resources), agriculture and food industry, hydro power industry
and tourism can be considered as efficient sectors. Namely the men-
tioned sectors should condition the economic growth.

15.  Studies of business sector development diagnostics issues in
Georgian regions have shown that the business activity index we select-
ed not only strengthens links between the indicators, but enables us to
compare indicators of different regions. In particular, the higher is (Iba),
the more significant positive change takes place in a particular region.

16. The selection of measurable criteria for assessing the business
activity enables us not only to compare individual regions to each other,
but to monitor the processes occurring in business sector in any time
interval, to ensure on-time diagnostics and make the relevant conclu-
sions for regional economic policy that is a basis for making optimal
decisions.

17. For the purpose of complex assessment of macroeconomic
environment of business and business functioning. The analysis has

shown that it is difficult to emphasize some stages from the period of
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2004-2012, although the stable period may be considered the year Of
2007, when a new economic policy implemented since 2004 generated
the positive results, however in the following years there is observed
inconsequence in this regard.

18. We believe that the budgets of self-government cities and
municipalities should envisage some development components, and
funds for small business development. For redistribution of mentioned
funds it is possible to apply 2 methods as follows: adoption of the order
of guarantees of local self-government bodies vis-a-vis the banks for
receiving credits for small business development and/or formulation of
preferential conditions for small business development on the basis of
programs of municipal objects.

19. Since 2044, there is observed the investment growth in Georgia,
but they are mostly invested in real property assets, and not in revival
and recovery of production. There is created the illusion that money
came into the country and no more poverty anymore. Another part of
incoming money was used by banks for credit accommodation purposes,
and for purchase of foreign goods again (mostly of domestic and other
appliances). It is obvious that under these conditions, the investments
attracted into the country did not succeed in stimulation of business or
in fostering the growth.

20. The fact that there is no longer a political pressure on business
from the part of new government may be considered as a positive
phenomenon. Business had been enabled to be free from political
pressure.

21. We believe that in the near future it is necessary to solve the
problem with status of expropriated property that was hindered by sus-
pension of the process of justice in this regard.

22. Itisnecessary to utilize in time the investment funds, to create
the state investment bank, to expedite signing of the Free Trade Agree-
ment with European Union, to ensure political stability and accelerate
implementation of reforms in the country.
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23. Unfortunately, the country does not have the business promo-
tion and regulation strategy that should enable us to minimize possible
mistakes in this field. The strategy should envisage specific character of
national economy and national peculiarities of business environment in
Georgia.
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