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Employment Statistics in Georgia against the Background of Gender Stereotypes

Nino Abesadze

Academical Doctor of Economics,
Associate Professor
Thilisi State University
Resume

The paper considers the gender aspects of employment in Georgia. Besides, the trends of unemployment and
their reasons are identified and the international instruments of protection of human rights regulating the equality
between the men and the women in Georgia are considered. In addition, based on the statistical data, the analysis of
employment and unemployment is given in a gender respect; a particular accent is made on the need for considering
the women'’s biological and psycho-physiological peculiarities when developing an employment policy; a comparative
analysis for the results of the study of “The role of men and women in business, politics and family” accomplished by
company ACT by with the financial support of SIDA (Swedish International Development Authority) in 2013 and the
results of study dedicated to the questions of combining the family-based subsistence farming management by women
and their participation in social life accomplished by us in 1992 is given, and the relevant conclusions are made.

Keywords: Employment; gender; stereotype; analysis; statistics.
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The German Freiburg School: Is there a room for ethics and fairness in business?

Emin Akcaoglu, HaraldJ. Bolsinger and Rainer Wehner

University of Applied Sciences Wiirzburg-Schweinfurt

The ongoing global financial and economic crisis has caused an unprecedented recession in many countries. Together
with diminishing growth and employment, the world economy has also been facing huge environmental and social problems.
All these have stimulated discussions among the economists regarding the science of economics andthe need for a new
economic paradigm. Many now argue that the economy is not governed by natural economic laws and the system is based on
a man-made Institutional structure. Therefore, it should be possible to modify the system to build a new version of
capitalism, in line with the increasingly complex realities of the world. Currently even many liberal economists argue that
the current state of the world economy is directly connected to the orthodox Neoclassical Economic Theory which claims
that businesses are only profit making and all economic agents acts (and must be acting) only for their very own interests.
This is very well reflected in ‘the shareholders’ wealth maximisation’ approach of the Anglo-American stock-market-based
economic system. As a result, they argue that the neoclassical model provides the legitimacy to those actions caused envi-
ronmental and social problems such as global warming and vast income discrepancies. However, contrary to neoclassical eco-
nomic vision, new discussions have gained a momentum in the public scene regarding ‘fairness’, ‘ethics’, ‘social responsibility’
and ‘sustainability’in the economic system. In this paper, we attempt to construct a simple conceptual framework to integrate
ethics or moral values with strategic management for business sustainability by focusing on the German Social Market
Economy Model. This is important and interesting since the German economy has been doing as the best among other
European countries in the current economic crisis, and hence this case could be useful to reflect the practical examples of
sustainable and ethical approaches to business.

Keywords: Business ethics, sustainability, corporate social responsibility, social market economy, Freiburg school of
economic thought, mittelstand

More than twenty years ago when one of us was doing his graduate research, his supervisor asked him a critical
question after reading one paragraph of his draft thesis: “Do you think that there is anything called fairness in eco-
nomics?” The supervisor was an economics professor with a perspective based on the neoclassical economics tradition and
he was then claiming that there was no a room for “fairness” in economics at all. But years later, for example, Fennel and
McAdams were noting in the introduction chapter of their 896-pages edited book that “[t]he relationship between
fairness and the econiomic concept of efficiency is usually cast as an adversarial one. Rational choice ecoriomics describes
human behavior as motivated by simple self-interest, rather than by concerns of morality, justice, or fairness. Thus, it may
seem strange to devote a volume to fairness within the field of law and economics. Yet we have found that the con-
nections between concepts of fairness and the economic analysis of law are robust and diverse. We have compiled a
volume of scholarship in which economics engages with fairness, challenging the idea that the two concepts are alien to
each other. Indeed, the literature is so large that we could easily have produced a volume several times the size of this
one.” (Fennel and McAdams, 2013).

With this regard, there is another interesting example: The former Federal Reserve chairman, Alan Greenspan,
conceded to a congressional committee on 23 October 2008 that the global financial crisis has exposed a "mistake" in the
free market ideology which guided his 18-year stewardship of US monetary policy. A long-time enthusiastic and vocal
supporter of deregulation, Greenspan stated that he had been "partially wrong' in his hands-off approach towards the
banking industry and that the credit crunch had left him in a state of shocked disbelief. "/ have found a flaw;," said
Greenspan, referring to his economic philosophy"/ made a mistake in presuming that the self-interests of organisations,
specifically banks and others, were such that they were best capable of protecting their own shareholders and their equity
in the firms' (Clark and Treanor, 2008).

It is not surprising that many of these critical perspectives have been highlighted after the ongoing global financial
and economic crisis started in mid-2007. At present, every economist, perhaps even every layman knows well that
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following a significant economic growth in the post-Second World War period, the world has been struggling with an
economic crisis since 2007. In the EU, the Mediterranean countries have still been suffering: Greece, Spain, Italy and even
France have severely been affected. The German economy has been doing the best among other European countries.

Not just diminishing growth and unemployment, but also the world economy has currently some other and bigger
problems. Perhaps technological revolution has brought unprecedented wealth to some countries, but its dual nature has
been reflected in many social and environmental problems. For example, there are huge differences between countries’
per capita income and consumption levels. In addition, overconsumption of natural resources caused unsustainable
greenhouse gas emissions and therefore global warming.

Similarly, and in direct connection to this discussion, the ‘business ethics’ andthe ‘corporate social responsibility’
movements have been gaining momentum globally with several initiatives. Currently, even the mainstream academic
journals admit the relevance of ethical, moral or value-based challenges to the dominant discussion. In addition, there are
brand-new journals particularly devoted to critical and interdisciplinary research and discussion to cover issues around
ethical behaviour inbusiness and economics, and corporate social responsibility, environmental sustainability, glo-
balisation, international business etc.

Within thesevarious but interrelated discussions, one of the questions that should be raised is what makes the
German economy different from the rest at least in Europe. Therefore, in this short paper our objective is to understand
how and why the German Mittelstand or SMEs sectorbased on the middle class seem to perform much better in general in
comparison withsome other countries. In this respect, we will analyse why the values and themind-setscan be an
important ‘resource’of a business or an economy. Wewill alsoattempt to construct a simple conceptual framework to
integratemoral orethical valuesto business sustainability. To that end, we will suggest that business strategy isdirectly
related to ethical values of top management of any company. Within this framework we then refer to the German SMEs
sector (Mittelstand) and the German Social Market Economy modelwhose origins can be traced to the interwar Freiburg
school of economic thought.

Therefore, in the following sections of the paper, first the relationship between the state of the economy and the
science of economics will briefly be sketched. This will be followed by a discussion on business strategy for competi-
tiveness and sustainability before the conceptual framework is set. The rest of the paper will focus on the German case.

The State of the Economy and Economics

Before and after the great financial crisis of the 2000s, a number of accounting scandals came out in the United
States and in some other countries. For example, one of the then leading accounting firms Arthur Andersen had a
significant role in the Enron Scandal by certifying fraudulent financial statements. Though more than half of the fees
were charged for non-audit services, Enron paid Arthur Andersen $154,8 million in total only in three years (Freier,
2004). Not only those at Arthur Andersen but also at other major firms, professionals had been behaving in
nonprofessional and also unethical ways by maintaining very close connectionswith the companies that they were
supposed to be auditing. They had been violating regulations, certifying statements thatfraudulentor at least misleading,
and often obscuring the line between consulting and auditing (Freier, 2004; Gardner, 2006).

The sketched current state of the world economy is directly connected to the orthodox Neoclassical Economic
Theory which claims that businesses are only profit making and all economic agents including company owners and
managers act (and must act) as the homoeconomicus, the means-end rational model man who focus on only his own
wealth maximisation. This is very well reflected in ‘the shareholders’ wealth maximisation’ approach of the Anglo-
American stock-market-based economic system with the focus on short-term stock price. Therefore, the neoclassical
model traditionally provides its legitimacy to such actions that cause huge income discrepancies, other social and
environmental problems. One of the leading neoclassical economistsof the twentieth century, Milton Friedman, states
that “the only responsibility of business is to its shareholders’ and thus “the social responsibility of business is to increase
its profits’ (Gardner, 2006).
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Economists, at least many of them claim that economics has always a special place among other social sciences. This
perspective is grounded on the claim that economics is like positive sciences can measure the existing reality and then
forecast the future economic activity by modelling. These viewsare clearly understandable. However, when we look at
the recent financial scandals, the role economics becomes a question area itself. Paul Samuelson, another famous eco-
nomist and a very widely used textbook’s author, said once that “I don’t care who writes a nation’s laws, if | can write its
economics textbooks.” This is true as economists have the influence over the accepted economic logic of a society. That
logic normally becomes central and shapes what is correct and desirable in a broader economic and political life in a
country (Earle et al., 2017).

In other words, the current global crisis cannot be a coincidence but rather the product of the central ideology
shaped by the accepted economic logic or the science of economics that is taught at schools and universities. That is why
since the beginning of the crises, there have been many discussions generally stating that there is an urgent need for a
new economic paradigm (Josan and Voicu, 2013; Chang, 2014).

To defend economics against such criticisms, some economists often distinguish between 'positive' and 'normative'
economics. With this approach positive economics involves measuring economic realities and testing the validity of
relationships between different elements. Hence, the field of positive economics is objective and verifiable. Normative
economics, on the other hand, are based on value judgments and, depending on it, put forward 'what is believed to be
necessary', 'necessary to do' or 'believed to be better'. Obviously, the validity of normative proposals cannot be tested.

However, measurement and forecasting requires modelling, and modelling requires making a number of
assumptions due to its very nature. There is no problem here. But, decision making on economic issues definitely affects
many peoples’ life similar to decision making on political issues. In fact, it is extremely difficult to distinguish the borders
between decision making in relation to political and economic issues; not only at country level but also at business level.
Therefore, modelling process can be influenced through the assumptions made. At this stage, those conflicts among
different parties’ interests should take the discussion to another area: Persuasion and legitimacy.

For example, in a recent Harvard Business Review article, Bower and Paine (2017) argue that the problem with ‘the
shareholders’ wealth maximisation model’ is based on the widespread belief that maximising shareholder value is the most
important responsibility of boards and managers. But that is a misunderstanding due to a matter of corporate law and a
poor guide for managerial behaviour. Then they point out the key role of “the agency theory” which gives the legitimacy
to, for instance, performance-based executive compensation schemes in relation to stock prices. Such schemes have
played a very significant rolein the accounting scandals mentioned earlier.

This is a long discussion area of course. But the tricky issue for us here is related to the concept of “legitimacy”. The
recent corporate events at least in the last two decades have clearly indicated that when owners or top managers only
focus on their own selfish interests to increase the share prices or company growth, other stakeholders such as small
investors and employees can suffer extremely. How could they do such wrongdoings? If such acts are backed by some
thoughts or beliefs providing legitimacy, then it is easier to do so. In fact, even the word “wrongdoing” implies a
subjective standing related to ethical and legal considerations depending on the party involved.

Legitimacy is often related to persuasion and hence to rhetoric. If someone can persuade the others that his acts are
legitimate, probably then he can carry on what he is doing. With this regard, Donald McCloskey (1994), another leading
economist and historian, asks a fundamental question and answers: “/s economics a science? [...] “Yes, economics
measures and predicts, but — like other sciences — it uses literary methods too. Economists use stories like geologists do,
and metaphors like physicists do. The result is that the sciences, economics among them, must be read as “rhetoric,” in the
ancient and honourable sense of writing with intent”

We have not even mentioned yet, at least, the partial importance of theory building scientists personal experiences.
John Schumpeter, one of the pioneers in economics, has observed that the analyses and issues economists study are
influenced by their own personal experiences.By also quotingfrom physiologist René Dubos stating that “[t]he raw
materials out of which science is made are not only observations, experiments, and calculations of scientists, but also their
urges, dreams, and follies’,Szenberg(1994) notes that “[m]any in the profession [of economics] assume that people act in
accordance with the profession’s constructs, which are abstracted from the psychological and political aspects of economic
behaviour. They neglect the role of personal and social factors in the formation of economic discourse.”
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With that regard, we argue that economics cannot escape from the values or interests or conflicts or ideologies of
the people who have built it. That is why there plenty of school of thoughts within the borders of economics though the
neoclassical tradition has been the major orthodox line widely taught at universities as if it is the only school. As
mentioned earlier according to the neoclassic economists for instance “the only responsibility of business is to its sha-
reholders’ and thus “the social responsibility of business is to increase its profits.” Under this economic logic all the events
that caused the global crisis were legitimate. Because those business decisions makers were only looking after their
shareholders’ interests (or in fact through that rhetoric, they were looking after their own interests) whatever the
potential costs at someone else’s expense.

This argument then takes us to the issue of “values and value judgements” in relation to economics and business.
Values are aubiquitous issue. Bauer and Bolsinger (2017) state that “/n contemporary discourse, values become ambiguous,
a term that includes various things. Laws, norms, commands, prohibitions, duties, virtues, ethos, customs, culture, social
institutions as democracy, family and other concepts are often called values in everyday discourse...] The publicity of the
concept of value rose due to the explicative character in national economy and its reflection on the society and its
order|...] The history of political economy demonstrates a broad variety of interpretations regarding the meaning and
function of value concepts’.

Therefore, values, value judgements, beliefs and understandings (i.e. moral, ethical or whatever) of all influential
people such as theory builders, politicians, business people, whoever they are, will be very important for the society.
Because such ideological perspectives and legitimacy concerns will shape “the mind-set” of decision makers. Within a
business context, not only in regulatory authorities but also in companies. Interestingly but not surprisingly, the
importance of an appropriate mind-set in economic activities can be easily seen in different countries economic systems.
For instance, as mentioned earlier, the Anglo-American system is based on certain value judgements focusing on short-
term share prices. However, let us say, the German economy has been operating in a quite different path since the end of
the Second World War.Influenced by the First World War, the economic and financial crises of the 1920s and 1930s as
well as the Second World War they developed a philosophical base which is called the Social Market Economy, or the
Rhine Capitalism.

Business Strategy for Competitiveness and Sustainability

The area of strategic management in business is based on a very simple question: “Why do some firms perform
better than the others in the market?” Though the question is very simple, answering this question requires a lot of hard
work. We can start this with two other simple questions: “What is a business firm?” and “What is the purpose of a
business firm?” As we will focus on the first question in the Conceptual Framework section below, here we particularly
concentrate on the second question: “What is the purpose of a business firm?”

There may be various answers to this question. For instance, the possible answers could be ‘making money’ or,
‘increasing the share price as much as possible to make the shareholders richer and the wealthier than ever before’. All
these answersmay be accepted correct till a certain extend. As earlier emphasised, the orthodox Neoclassical Economic
Theory claims that businesses are only for profit making and all economic agents including firm owners and managers
must act rationally. In this context, rationality means focusing only on his own wealth maximisation, and therefore the
onlyresponsibility of the business is to its shareholders. In such an understanding there is no room for social respon-
sibility. But there is no a single unique form of capitalism in the world and in fact there are varieties based on different
value-setsin different parts of the world. That is why nobody canclaim thatthere is only one single truth in these types of
discussions. We agree that for profit-making businesses a firm’s initial objective is profit making. For large corporations
(even for smaller ones) enhancing the shareholders’ value could bethe major concern, andprofitability of business
formsthe base for the shareholders’ value. In addition, though in reality there are only a handful of companies that can
survive longer than a decade or a couple of decades, theoretically a company’s life time is endless and there are no
contradictions between targets of life span and shareholder’s wealth maximisation regarding the operations of a firm.
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On the other hand, there are some studies that prove the opposite views. For instance, in their famous bookBuilt to
Last, Collins and Porras (1994) search for the major reasons behind their success of the most successful companies such as
3M, American Express, Boeing, Procter & Gamble and Wal-Mart. They call such companies ‘visionary companies. In this
respect, they suggest that one of the myths of such huge success is that they exist first and foremost to maximize profits.
They say that contrary to widely accepted myth “maximizing shareholder wealth” or “profit maximization” has not been
the prevalent driving force or primary objective of such visionary companies. They rather pursue a group of objectives.
Making money is definitely one of those but not necessarily the primary one. However, they are equally guided by a core
ideology that is based on some core values and objectives beyond just making money. Paradoxically, such companies make
more money than purely profit-driven companies.

Similarly, De Geus (1997) focus on this issue by categorising companies under two major types in accordance with
their primary reason for being in business namely ‘the economic company’ and ‘the river company’. He states that
economic company exists only for profit making but nothing else. By contrast, the river company exists for the
community or around the community. It does not mean that the river company does not care about profits or return on
investment. It does. However, such a company is itself a community and longevity is also a major reason for existence.
Therefore, “to produce both profitability and longevity, care must be taken with the various processes for building a
community: defining membership, establishing common values, recruiting people, developing their capabilities, assessing
their potential, living up to a human contract, managing relationships with outsiders and contractors, and establishing
policies for exiting the company gracefully” (De Geus, 1997: 126).

Mackey and Sisodia (2014) say that there is another way of thinking about capitalism and business that is really
needed now under the current state of the world economy. They call this ‘conscious capitalismi in whichconscious
businesses are motivated by higher purposes that integrate the interests of all their major stakeholders. Their
consciousness enables them to see the interdependencies that exist among all the stakeholders, and in turn, this allows
them to discover and harvest synergies from situations that otherwise cannot be utilised due to trade-offs.

Therefore, now we can ask: Which approach is the correct one for a higher competitiveness but more importantly
sustainability in the longer term? We can suggest that each approach has its own assumption. For instance, the first one is
based on the assumption of “business as war”, or the other one is based on the assumption of “business as value creation”
(Hansen and Smith, 2006). When you look at the business literature you can find plenty of books and articles which are
favouring one or the other. As both of them are based on different assumptions, probably it is better to say that there is
not a correct answer to the initial question. However, such a discussion makes one point clear: The mind-set of a
management executive is critically important for his or her decisions when strategy formation process occurs. Similar to
other social sciences in business and economics, all theories are assumptions-based. Depending on the period, such
theories and assumptions may also be widely regarded correct or not. Though, the orthodox assumption of money making
was widely regarded as the sole business motivationby the latest financial crisis; after the crisis many authors have started
to argue that currently the problem is either the lack of ethics in the business world or the wrong ethics that is based on
the dominant assumption about how the game is played(Hansen and Smith, 2006).As a result, public and private
organisations currently have attributed more attention to the improvement of ethical business behaviourall over the
world. The business community’s ethical and social responsibilities have thus become a public concern. Even many
business schools have introduced business ethics courses to their curriculums.

A Resource-Based Approach: Values as a Resource

The Resource-Based Theory (RBT) of the Firm, which is in the centre of our conceptual framework, simply defines
a firm as a bundle of resources. We hence classify all available resources for a firm under three basic categories as:

Firstly, physical / visible / tangible assets such as land, capital, equipment etc. Secondly, non-physical / invisible /
intangible assets such as brands, patents, license etc. (i.e. intellectual property). All such assets, tangible or intangible,
are all under legal protection in connection with ownership rights.

However, there are also someassets that cannot be put under the firsttwo groups; and cannot be protected
legally. But they are still extremely important for the firm’s operations. These are called ‘capabilities in general and
refer to tacit knowledge, work routines, organisational culture, and trust among the people in the firm etc. We think
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that this third group of resources also include the mind-set of all the people involved but particularly of the top
management. And, the mind-set cannot be separated from the value judgements of the people. Interestingly, though
these assets cannot be under legal protection, this would not be a problem of the firm as these are the ones which can
rarely be transferred or imitated.

Competitiveness of a firm will depend on that firm’s resource base. Depending on the industry in which the firm
operates, the importance hierarchy of these three resource groups may differ. For instance, operating in the iron and
steel or petro-chemical industries would require heavy capital involvement (the first group of assets) while pharma-
ceutical or computer software industries may require a large stock of intellectual property (the second group of assets).

This takes the issue to organizational culture. Organizational culture can be a source a competitiveness or vice
versa. Organizational culture is directly related to the top management’s values. If the top management cares about the
ethical behaviour, social responsibility, environmental concerns etc., the culture of the organization will be strongly in-
fluenced by this standing. Even it might be easier in small and medium-sized enterprises and family firms where the
smaller size fosterspersonal interactions for value transfers; there are also examples of multinationals who act in that way.

The Freiburg School and theGerman Mittelstand:

When we first focus on, let”s say, the German small and medium-sized enterprises, we realize that a great
majority of them are owned by families and those families have had their own traditions. Traditions which are value
based. Influenced by the disaster of two lost world wars and the economic and financial crisis in the, late 1920s and
1930s the fathers of the German constitution after World War 11 created an economic system which was not a plain
copy of the Anglo-American stock marked system.

Based on the Ordoliberal Ideas of the Freiburg School which was founded by Walter Eucken and Franz Béhm in
the 1930s they added a social component to the liberal marked economy and created the Social Marked Economy
which drove the post-war “German Wirtschaftswunder”. It was the ordoliberal credo of “freedom” and “responsibility”
that created an entrepreneurial spirit and influenced especially the family owned small and medium-sized enterprises.

A decisive role in this system however played the state that was responsible to create an open, value based, legal
business environment without boundaries and corruptionand with a reliable administration. In such a trustworthy
business environment entrepreneurs felt fair treated and were able to grow and expand their businesses on a free and
open marked. On the other hand, they had no reason to play unfair, cheat or avoid and evade taxes because they had a
transparent, reliable partner in the state.

This was the beginning of the German Mittelstand which consists mainly of family owned small and medium-
sized enterprises. Those companies are characterized to show a greater responsibility in their decisions than big mu-
Itinational corporations usually do. Not only against financial decisions because they are dealing with their own private
equity, but also against the environment, their employees and the society in total. Obviously their aim is making
profits, but money doesn”t seem to be theirone and only target. The value approach in their business approach let
them treat their employees in a responsible way by i.e. paying fair and appropriate wages.

This economic behaviour, which is sometimes labelled as stupid by short-sighted officers of big cooperation’s,
has two mayor advantages. Firstly, the employees feel fair treated and are satisfied with their working conditions.
Secondly, they are usually able to safe some of their monthly salary for future expenses. They might think about
buying real estate, a house or a flat, or starting a family. By doing this, the regular employee is able to claim more
responsibility against his personal environment and has the chance to develop himself as a member of a middle class
society. This is how an open society ideally should be. If we look at the business world of today, we see a big number
ofperfect multinational corporations driven only by money orientation covered as “shareholder value”. We also realize
a growing gap between super rich and poor who will probably never have the chance to develop themselves as
responsible members of a middle class society.

The small and middle-sized enterprises in Germany, described as “Mittelstand” always played a vital role in
developing a middle class society in the post war Germany. Without their responsible behaviour against the state and
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the society the “Wirtschaftswunder” of the 1950s would never have taken place. The fact that those companies kept
their value based traditions and acted responsible against their environment in the last decades stabilized the German
economy and society in a way that Germany was not affected as hard as other European countries by the influences of
the economic and financial crises of the last years. The German Mittelstand acts according to the “life and let life”.
Besides making profits the target was always the development of a middle-class society which is the basis for every
democracy. Abolishing the middle-class society that we can observe nowadays in quite a lot of highly developed
democratic countries has deep impacts on democracies and societies in total.

Conclusion:

SMEs are very important in Germany where they play a big role in forming a middle class society (so called
theMittelstand). The Mittelstand is the backbone of the dynamism of the German economy. But since the number of
SMEs in any economy is overwhelming, they contribute substantially to GNPs and also to employment. For instance,
over 99% of all German companies were SMEs in 2014. The number of SMEs in the country was 3.55 million and they
were employing more than 24 million people, by also generating more than 60% of the GNP. Even if these figures
show dynamism and success, German SME"s are often family run businesses with a long tradition. It is the mutual
respect of employers and employees and a value based management that make those type of companies so successful.
These companies are entrepreneurial in their nature and not always growth oriented individually. Many small business
owners do not aim to grow the company size at all.
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Management of Small and Medium Businesses in the Period of Crisis

Maia Aladashvili,

PhD in Economics,
Associated Professor
Resume

Currently economic growth in Georgia depends on large enterprises and the trend is growing, as for the small
and medium enterprises - competition is very low, as well as effectiveness of the sector, the trend is the same for many
years. Major part of the economic activity of Georgia is driven by large businesses (about 80-85%), it means that small
business is not well developed in the country. However, it should be noted that small businesses still yield significant
earnings and despite extreme economic vulnerability of the population, small businesses manage to survive and this is
the result of the fact that major part of the population run and employ people in their small enterprises/businesses.
Therefore, small and medium businesses have vital importance for the country.

The current article describes priority directions for improvement of business environment, special attention is
given to describtion of micro and macro features and characteristics of small and medium enterprises, as well as deep
analysis of market policy and regulations, institutional and infrastructural issues hindering speedy development of the
sector. The article well reflects barriers on resource delivery, production and sales cycle, pictures the issues that affect
capacity of enterprises and negatively affects the ability of the sector to serve customers. The problem solution options
and ways, as well as deep analysis of the topic is well described in the article.

Keywords: entrepreneurship; Small and medium enterprises; Problems; Crisis Management.
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New Geostrategy of China and Prospects of Georgia
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Resume

By the end of 2014, the central government of China declared the readiness to develop “alter of the Great Silk

Road" — “One Belt - One Road". According to this project, China will economically be connected to Europe, the central
and South-West Asia, Africa and Australia. The goal of this project is to export technology and "know-how" from China,
high-speed railways, infrastructure development and service delivery to the whole world. Instead China will be able to
import agricultural, health care and energy products, also other important commodities that are essential for China.
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Competition Policy of Georgia - Major phases of development
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Resume

The article analyzes and discusses the possibilities of competition policy in Georgia. The study uses economic
analysis. The article based on the facts of the Georgian market. Nowadays, Georgia has a highly liberalized economy
with few formal legislative and administrative barriers.

Laws regulating competition in Georgia were repealed in 2005. This created risks of well-established market
players engaging in anti-competitive practice and abusing their market power. Today.It is clear that the Competition
Agency will now face a number of difficulties and challenges when enforcing the Law.

The motivation to study competition policy of Georgia- and it's major phases of development is the step to
describe 25 years period of the competition policy in Georgia.

Keywords: competition, competition policy, history of competition in Georgia.
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ICT and Export Performances in Visegrad and Central and Eastern European Countries:
evidence from firm-level data
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The paper examines ICT effects on export performances of firms across Central and Eastern European Countries
(CEEC), with the focus on Visegrad group (V-4, Czech Republic, Hungary, Poland, Slovakia). To track all possible channels of
impact of ICT, the analysis controls for ICT infrastructure, ICT use, human capital and investments in intangible capital
needed for adjusting to new technologies. To conduct analysis, |1 employ firm-level data extracted from Business Envi-
ronment and Enterprise Performance Survey (BEEPS) for the time period 2002-2014. Estimation results derived from frac-
tional logit estimator find that having poor ICT infrastructure decreases export shares on average by 2,4 percentage point for
V-4 and by 2,7 - for the rest of CEEC, while Internet use increases exports by 4,1 percentage point across V-4 and by 4,7 —
across remaining CEEC. Providing workforce with trainings also contributes export intensities and investment in intangible
capital further raises marginal effects of Internet use and human capital on export shares of firms.

Keywords: ICT, export activity, firm heterogeneity, Central and Eastern Europe, Visegrad
JEL classification: F14, O32, O33, 052

In the recent century, information technology revolution and the Internet together with the fast pace of
globalization gave birth to digital economy that created new opportunities to produce, deliver, trade and consume goods
and services all over the world. Consequently, global economy as well as international trade is broadly affected by the
recent waves of digitization. In this context, deployment of Information Communications Technology (ICT) gets the vital
sense, since it is ICT that enables using recent technological advancements and reaping benefits of digitization.

According to the International Telecommunication Union (ITU) ICT development can be reflected in the following
factors: in ICT infrastructure that provides readiness for employing ICT; in ICT use, since the contribution of ICT does not
exist unless ICT is not deployed; and in skills (human capital) that enables usage of ICT (ICT Development INDEX (IDI),
ITU 2009). In addition, the recent development in the literature on ICT effects on economic growth suggests classification
of ICT as a general purpose technology (GPT) (Brynjolfsson and Hitt, 2003, Basu et al. 2003, Oliner et al. 2007, Crafts,
2008, Wang and Pearson, 2014). The latter, implies that all the advantages related to gathering, processing, and
transmitting information might be fully utilized through complementary investment in intangible capital such as
organizational changes, to ensure that a firm’s management is in line with the most recent technological capabilities.

From the trade perspectives, studies show that ICT has positive impact on trade by creating better infrastructure for
quick exchange of goods and services, and by reducing trade costs. However, while analysis is done for the aggregate
economy or at the sectoral level, firm level studies on this topic still remain scarce due to the constrained data availability.
Besides, studies control for one or two of the possible channels of ICT effects and there is no study in trade literature
which accounts for ICT effects from GPT perspectives. Finally, while papers mainly cover the US economy or the EU
founder countries, Central and Eastern European countries (CEEC) are not yet systematically studied.

The goal of this paper is to analyze ICT effects on export performances of firms across Central and Eastern
European Countries (CEEC), with the focus on Visegrad group (V-4, Czech Republic, Hungary, Poland, Slovakia). | follow
the “new new trade theory” and based on the Melitz (2003) model | examine effects of ICT on the export intensities of
firms based on Business Environment and Enterprise Performance Survey (BEEPS) data. To track all the channels through
which ICT can generate impact, together with ICT infrastructure and ICT use, | control for human capital and investment
in intangible capital (according to GPT hypothesis).

To conduct analysis, | construct the data on exports, firms characteristics and ICT variables for the time period
2002-2014. Estimation results derived from fractional logit estimator find that having poor ICT infrastructure decreases
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export shares on average by 2,4 percentage point for V-4 and by 2,7 - for CEEC; while Internet use increases exports by
4,1 percentage point across V-4 and by 4,7 — across CEEC. Providing workforce with trainings also contributes export
intensities and investment in intangible capital further raises marginal effects of ICT infrastructure and ICT use on export
shares of firms.

The value added of the paper is threefold. First, it contributes the literature by accounting for the longer list of
possible channels of ICT effects. Namely, together with ICT infrastructure and ICT use, the analysis controls for human
capital and for investment in intangible capital (ICT as GPT). Second, to bring plausible empirical results, the analysis is
conducted based on the firm-level data. Third, the sample of analysis consists of CEEC which are not systematically
covered by the literature on ICT and trade. Finally, given the valued added of the paper, the findings of analysis provide
useful recommendations for firms aiming at improving their export performances.

The reminder of the paper is organized as follows: section 2 reviews the literature, section 3 specifies the empirical
model and section 4 describes the data. In section 5, | bring estimation results and finally section 6 concludes.

1. Literature Review

This section reviews literature on ICT and trade and then moves on firm-level studies conducted particularly for
export performances of firms across CEEC. The section ends by presenting the value added of the paper and introduces
research hypotheses.

a. ICT and trade

The literature on ICT and trade starts from the early 2000s and outlines that ICT has positive effects on trade
performances via creating better infrastructure for quick exchange of goods and services, and reducing trade costs. Freund
and Weinhold (2002, 2004), were very first scholars who examined the impact of Internet and ICT infrastructure on trade.
Authors analysed US trade in services, and found that an increase in the number of web hosts by 10 percentage points is
associated with the increase in exports by about 0.2 percentage points.

The positive impact of ICT infrastructure on export performances is also supported by study of Portugal-Perez and
Wilson (2010). Authors estimate the impact of aggregate indicators of “soft” and “hard” infrastructure across developed and
developing countries. Empirical results find that marginal effect of infrastructure improvement on exports appears to be dec-
reasing in per capita income. However, the impact of ICT infrastructure on exports appears important for richer countries.

Studies further outline that the trade-enhancing effect of ICT may not depend solely on ICT infrastructure or ICT
capability per se but on its use. Namely, Liu and Nath (2013) employ panel data for forty emerging market economies from
1995 to 2010 and find that Internet subscriptions and Internet hosts have significant positive effects on both exports and
imports in the emerging countries. Positive impact of ICT use is furthermore outlined for trade in fruits and vegetables by
Thiemann, Flemming and Mueller (2012). To account for ICT use, authors employ the data on telephone main lines, Internet
usage and mobile phone subscribers. Estimation results of the trade flows in vegetables and fruits over 1995-2009 indicate
that Internet usage has a positive effect on trade in imports while it negatively affects export flows. However, the paper
outlines that mobile phone penetration significantly stimulates trade in vegetables and fruit. The role of ICT use for different
Spanish industries is studied by Bernal-Jurado and Moral-Pajares (2010). The paper finds that the largest exporting and
importing industries are the ones that are more engaged in electronic commerce through different communication channels,
such as EDI, Minitel or Internet.

Together with ICT infrastructure and ICT use, skilled workforce (human capital) is underlined to be key factor for
reaping benefits of ICT development. Namely, according to the International Telecommunication Union (ITU) ICT
development can be reflected in the following factors: in ICT infrastructure that provides readiness for employing ICT; in
ICT use, since the contribution of ICT does not exist unless ICT is not deployed; and in skills (human capital) that enables
usage of ICT (ICT Development INDEX (IDI), (ITU 2009). Thus, as reported by ITU, it is human capital which enables
usage of ICT.

Additionally, the literature on economic growth brings other insights on the effects of ICT. As Crafts (2008) states,
the remarkable importance comes on the firms’ own experiments and product development based on the new capabilities
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that ICT afford. As the author discusses, without so called “co-invention” the economic impact of ICT may be limited,
although this process of “co-invention”, has a slower pace than the technological invention itself and thus the
contribution of ICT needs some time to show up. Following the same idea, the broader approach to explain the
phenomenon of ICT effects, considers ICT as GPT (see Brynjolfsson and Hitt, 2000, 2003, Basu et al. 2003, Oliner et al.
2007, citied in Wang and Pearson, 2014). Studies classifying ICT as GPT mainly underline that all the advantages related
to gathering, processing, and transmitting information that represents a new GPT might be fully utilized through
complementary investment in both tangible ICT equipment and software and intangible capital such as organizational
changes in the firms. The idea is that firms need some time to restructure their business processes to fully take advantage
of the enhanced capabilities of ICT. However, there are too main problems for including ICT as GPT in the analysis. First,
investment in intangible capital is difficult to measure. Second, changes in management themselves need some time to be
carried out and to bring actual results. So this type of investment may generate measurable impact not immediately but
after some time.

b. Firm-level studies and CEEC

Examining international trade based on the micro-level data was initiated already in nineties by Bernard and
Jensen (1995). The paper reported that for the US manufacturing industries, firms of the same size and of the same
industry differed in terms of productivity depending whether they were engaged in exporting activities or not. This
research was followed by the number of papers employing firm-level data that finally gave birth to “the new new trade
theory” where heterogeneity of the firms is placed in the centre of analysis (see Melitz (2003).

The literature particularly on the trade performance of CEEC based on firm level analysis is quite fresh. Mainly
studies examine destinations of exports, impact of firm characteristics and productivity as well as effects of human capital,
R&D and corruption on export intensities. However, the role of ICT is not yet studied systematically.

Determinants of exports of firms in V-4 based on Melitz (2003) model is studied by Cieslik, Michatek and Michatek
(2013). By employing data from BEEPS, probit estimations for the pooled sample over 2002-2009 indicate that together
with firm size and labour productivity, human capital and R&D spending is also associated with increasing probability of
exporting. Additionally, they find that the internationalization of the firms proxied by the use of foreign technology
licenses and the foreign ownership also increases probability of being an exporter. Same variables turn significant for the
comparative studies for Baltic and CEEC done by Cieslik, et al. (2015) and for Caucasus countries done by Cieslik, et al.
(2014). However, regressions done for particular countries and country groups separately reveal some degree of
heterogeneity.

Slovenian case based on the firm-level data is analyzed by Damijan, Polanec and Prasnikar (2004) and De Loecker
(2007). Although both studies put the focus on export destinations. The former states that productivity level does not have
to be high when exporting to developing markets, the latter reveals that productivity gains are higher for firms exporting
to high income regions. Finally, Cieslik and Goczek (2015) include measures for corruption in the analysis and bring
empirical findings by employing recent data from the BEEPS database. Estimations derived from fractional logit estimator
find the negative relationship between corruption and exports of firms from CEEC in 2008-2014.

The literature precisely on ICT and trade performance across CEEC is rather scarce. Some evidence on structural
changes in exports is found by Lechman (2016). The author reports that during 1995-2015 exports of CEEC countries
were strongly oriented towards high-tech and ICT manufactures. Other general evidence based on the survey of small
and medium-sized enterprises in the EU (Eurostat) is found by Sledziewska, Wioch, Akhvlediani, et al. (2016). Authors
underline the lower degree of digital transformation of CEEC relatively to the old EU member states (EU15). Namely
their analysis finds that in some of CEEC internet infrastructure is not developed well enough. Additionally, countries’
uptake of digital tools, as well as digital skills of their human capital is relatively at the lower level than in the EU15. The
considerable gap comes on engagement in online sales and in cross border e-commerce.

¢.  Research hypotheses

To conclude, the literature shows positive impact of ICT infrastructure and ICT use on trade performances. The
role of human capital is also found to be positive in export activities by some of the reviewed studies. Additionally, the
literature referring to the hurdles of measuring ICT effects highlights the role of investment in intangible capital, such as
organizational changes in firms. The latter ensures that the business processes are restructured according to the enhanced
capabilities of ICT (GPT hypothesis). Although, while analysis is done for the aggregate economy or at the sectoral level,
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firm level studies on this topic still remain scarce. Besides, studies control for one or two of the possible channels of ICT
effects and there is no study in trade literature which accounts for ICT effects from GPT perspectives. Finally, the impact
of ICT on trade performances in CEEC is not studied systematically, especially at the firm-level.

To fill the gap in the literature, the paper examines the role of ICT in export performances of firms across CEEC
with the focus on Visegrad countries. The analysis aims at tracking most of the channels through which ICT can generate
impact on export intensities. To do so, together with ICT infrastructure and ICT use, | control for investments in skills of
the workforce and in intangible capital such as organizational changes needed to adjust to the technological changes. To
conduct analysis | raise the following research hypotheses:

ICT infrastructure and ICT use increase export intensities of firms across CEEC and V-4;
The impact of ICT use is reinforced once a firm invests in human as well as in intangible capital needed to
uptake enhanced ICT capabilities.

2. Empirical model and data description

As discussed in the previous section, firm-level studies on export performances are mainly conducted based on the
Melitz (2003) model. This theoretical framework from “the new new trade theory” places firm heterogeneity in the centre
of analysis. Namely, the model predicts that more productive firms are able to face entry barriers to the foreign markets
by covering all fixed costs related to exporting. In other words, there is a self selection of more productive firms on the
foreign markets. This hypothesis is broadly supported by the numerous studies done for different countries, including
advanced, transition or least developed economies (see the survey of the literature by Wagner 2007, 2012). Empirical
equation based on the Melitz (2003) model can be specified as follows:

Y= X f+ g

where ¥, stands for the export status/share of a firm and X; presents set of variables that explain the export ac-
tivities. /5 stands for the vector of coefficients of the explanatory variables to be estimated and &; is the error term, which
is assumed to be normally distributed with the mean zero.

The relevant estimator for the model depends on the choice of dependent variable and the type of the data used for
estimations. The regressand could be taken as a dummy variable indicating whether a firm is exporting or not. However,
this would omit the considerable information on how much a firm is export oriented. In this case, alternative approach
could be taking share of exports in the total sales, instead of a dummy variable. As it is discussed by Wagner (2010) and
Ciedlik and Goczek (2015), taking share of exports provides more information than a dummy variable, especially if the
export levels are too low. Although, once a dependent variable is a fraction, applying linear regression models would not
be proper estimation technigue. In this case, | find fractional logit model introduced by Papke and Wooldridge (1996) to
be the relevant estimator. This is in fact a generalized linear model with a binomial distribution and a logit link function,
which is computed using quasi log-likelihood method. The estimator was already employed by number of empirical
studies on firm-level trade patterns (see Cieslik and Goczek (2015), Wagner (2010 )).

It is remarkable that in case of strictly balanced panel data, fractional probit panel estimator introduced by Papke
and Wooldridge (2007) would be the better estimation technique. This estimator can be applied to estimate fractional
response models for panel data with a large cross sectional dimension and relatively few time periods. The methodology
implies that time invariant heterogeneities across panel could be correlated with explanatory variables by including time
averages of explanatory variables in the model. However, as discussed later on in this section, the database employed in
the analysis does not provide balanced panel data, which leaves the room for cross section analysis using fractional logit
estimator.

Given the literature findings reviewed in the previous section, 1 employ the standard firm characteristics among
independent variables. Namely, | control for productivity as the most crucial factor determining export performance
according to the Melitz (2003) model. Among other firm characteristic, | control for the firm size and internationalization
of firms. The latter is quite important for CEEC, since these countries became EU members around a decade ago and due
to the differences in terms of capital and labour endowment between CEEC and the old EU members, there was observed
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considerable capital inflow and foreign direct investment (FDI) in these countries. Finally, | augment the estimation
equation with the variables representing effects of ICT.

The data for all the variables is taken from BEEPS. This is the survey undertaken on behalf of the European Bank
for Reconstruction and Development (EBRD) and the World Bank Group and it has been administrated in several rounds
across the Eastern Europe and Central Asia for the period 1999-2014. The survey aims at gaining the understanding of
firms’ perception of the environment in which they operate and covers the broad range of business environment topics
including infrastructure, different measures of firm performances and firm characteristics. The latest rounds of survey also
collected information on Internet infrastructure, Internet use, product, process, organisational and marketing innovation,
as well as management practices of enterprises.

In this analysis, | employ the data extracted from the second to the latest (fifth) rounds of survey, covering the
period from 2002 to 2014. In the second round by 2002, the survey covers 6700 enterprises; by 2005 it accounts for 9900
enterprises across 27 countries. For 2008-2009 enterprise coverage further increases to 12000 and country coverage to 29.
Finally, in the fifth round by 2011-2014, 16000 enterprises are surveyed from 30 countries. Unfortunately, we can not
form the balanced panel data since there is a huge number of firms who ceased operating at the market after a particular
round of the survey took a place, so they never again took a part in the following rounds of the survey. Consequently, for
every next round, the survey covered new enterprises which were not surveyed in the previous rounds.

Given the information provided by the BEEPS database, | take productivity expressed as annual sales per
permanent full-time employee. | proxy firm size! by two dummy variables, first denoting medium size firms, in case a
firm employs 20-99 employees, and second denoting large firms, in case a firm employs more than 99 employees.
Internationalization of firms is measured by the foreign ownership and foreign-tech of firms. Foreign ownership states
how many percent of a firm is owned by private foreign individuals/companies/organizations and foreign-tech contains
information on whether a company uses technology licensed from a foreign-owned company (excluding office software).

Together with these standard variables on firm characteristics, based on the questionnaire | construct few variables
standing for the ICT infrastructure, ICT use, human capital and ICT as GPT. Namely, | approximate ICT infrastructure by
a dummy variable standing for poor ICT infrastructure, which equals 1 if a firm does not have a high-speed, broadband
internet connection on its premises; if unavailability of internet connection is experienced and if telecommunications are
moderate, major or very severe obstacle to the operations of a firm. ICT use is proxied by a dummy variable for Internet
use which equals 1 if a firm communicates with clients and suppliers via website; if a firm uses Internet to order purchases
online or to deliver services to the clients; or if a firm does research and development online and collects ideas on new
products and services.

As for human capital the survey includes information on the numbers of skilled production and non-production
workers as well as the percent of the employees who have university degrees. In the former case, the number of skilled
workers could create collinearity with productivity measure which is calculated based on the overall number of workers.
And in the latter case, as shown by number of papers (Pritchett (2001), Hanushek and Kimko(2000), Hanushek and
Woessmann (2008) ) university diplomas especially in developing countries may not report the quality of the workforce
properly. For example, V-4 and other CEEC shared Soviet background which ensured free access to the secondary and
tertiary education but might not ensure the high quality of schooling. In this sense, | find a firm’s investment in human
capital of its employees to be the most relevant proxy for skilled workforce. Particularly, | take the percent share of
workforce, both production and non-production? workers, who was provided with trainings.

Finally, to find an approximation for investment in intangible capital (ICT as GPT), | construct a dummy variable
which equals 1 if a firm introduced new organisational/management practices or structures over last three years prior to
the interview, or whether a firm systematically gives time to its employees to develop or try out a new approaches/ideas.
It is remarkable that the BEEPS questionnaire brings here necessary flexibility by collecting information for the last three
years instead of only covering the last fiscal year prior to the interview date. This is important, since as discussed in the
literature review, effects of ICT from GPT perspectives need some time to show up. In other words, investment in

1 To avoid collinearity between firm’s size and firm’s productivity level, I include dummy variables for size of a firm instead of
bringing the numbers of firm’s actual employment.
2 Non-production workers refer to workers who are not engaged in the production process, for instance managers.
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intangible capital does not generate impact immediately but over time since changes in management always need some
time to bring measurable results.

The description of variables and summary statistics with percent share of missing observations is reported in Table
1. As the table illustrates, there are high missing observations in the data on trainings. Besides, it is considerable that in
the second and third round of surveys, the questionnaire did not cover the information on the investment in intangible
capital (changes in organization/management systems). Consequently, the data contain many missing observations for
selected questions classifying ICT as GPT. However, for estimation purposes, the dummy variable standing for GPT turns
1 only in case selected questions are positively replied and turns 0 for all other responses.

Table 1. Description of the variables

Description of variables

Names of
variables

Obs.

Mean

Std. dev.

Min

Max

Missing
obser. %

Share of exports in total annual sales

exports

50233

0,11

0,25

0,00

0.51

Total annual sales per permanent full-time
employee

productivity

39266

34,6

3350

0,03

455

22.23

Medium-size firms: dummy variable which
equals 1 when a firm employs 20-99 employees

medium

50492

0,32

0,46

0,00

0.00

Large firms: dummy variable which equals 1 if a
firm employs more than 99 employees

large

50492

0,20

0,40

0,00

0.00

Foreign technology: dummy variable which
equals 1 if a firm uses technology licensed from a
foreign-owned company

foreign_tech

50492

0,08

0,27

0,00

0.00

foreign ownership: percentage share of a firm
owned by private foreign individuals
/companies/organizations

for_own

49751

7,78

24,71

0,00

100,00

147

Poor Internet infrastructure: dummy variable
which equals 1 if a firm does not have a high-
speed, broadband internet connection on its
premises; if unavailability of internet connection
is experienced and if telecommunications are
moderate, major or very severe obstacle to the
operations of a firm.

Int_infraP

34975

0,12

0,32

0,00

30.73

Internet use: dummy variable which equals 1 if a
firm communicates with clients and suppliers via
website; or if a firm uses Internet to order
purchases online or to deliver services to the
clients; or if a firm uses Internet to do research
and develop ideas on new products and services.

Int_use

50304

0,59

0,49

0,00

0.37

Investment in intangible capital: dummy variable
which equals 1 if a firm introduced new
organisational/management practices or
structures over last three years prior to the
interview, or whether a firm gives employees
time to develop or try out a new approach/idea.

GPT

50492

0,11

0,31

0,00

0.00

Trained production workers: the percent share of
the production workers who was provided with
trainings

tr_prod

17964

0,24

0,34

0,00

64.42

Trained non-production workers: the percent
share of the non-production workers who was
provided with trainings

tr_no_prod

10381

0,19

0,33

0,00

79.44

Source: author’s compilation.

52




As for the sample of countries, the data covers 30 countries from Eastern Europe and Central Asia. Since the data is
not balanced panel, the analysis is be based on the cross section. In this case, grouping countries properly is essential to
deliver plausible estimations. Among CEEC, | only consider 11 countries which are the EU member countries including
V-4. Although according to the EU enlargement plan or the EU Eastern neighborhood policy the list of Eastern European
Countries could be longer. However, the CEEC which are the EU member countries are more similar to one another than
the rest of the countries also belonging to the same country group. Among these 11 countries, due to the tight
geographical, cultural and political links, | furthermore distinguish V-4 and treat the remaining 7 countries as Central and
Eastern Europe (CEE). In other words, from now on in the paper CEEC will refer to the 11 new EU member states from
Central and Eastern Europe and CEE will refer to CEEC excluding V-4. The full list of countries covered in the sample is
provided by Table 2.

Table 2. List of the countries

Country groups
CEEC Visegrad Checz Republic, Hungary, Poland, Slovakia
CEE Bulgaria, Croatia, Estonia, Latvia, Lithuania, Romania, Slovenia
All other Others Albania, Armenia, Azerbaijan, Belarus, Bosnia, FYR, Georgia, Kazakhstan, Kosovo, Kyrgyz
countries republic, Moldova, Mongolia, Montenegro, Russia, Serbia, Tajikistan, Turkey, Ukraine,
Uzbekistan

Source: author’s compilation.

3. Statistical Analysis

In this section | draw some statistics to bring general trends observed in the data. | start looking at export intensities
and productivity and move on variables standing for ICT effects. Figure 1 shows the average export shares in total annual
sales across the whole sample. As the figure illustrates, export intensities differ across countries. Overall Turkey is leading,
followed by other Balkan countries. As reviewed by Cieslik, Michatek, and Michatek,(2014) this trend could be justified
by the fact that former Yugoslavia countries used to have more liberal economies and larger trade openness compared to
other post-Soviet countries. Unlike to Balkan and former Yugoslavia countries, Caucasus countries as well as Central and
Eastern European and Asian countries which shared the Soviet background demonstrate the lowest export intensities. As
for CEEC, overall they fall among the high and medium export-intensive countries, however we can observe high degree
of heterogeneity among these countries.

Figure 1. Average export shares in total annual sales across the whole sample

Turkey
Slovenia

FYR M

nia
Lithuania
ulgaria

Estonia

Bosnia and Herz.
Romania
Moldova

Belarus
Serbia
Poland
Ukraine
Kyrgyz Rep.
Armenia

Montenegro
Tajikistan

Mongolia
Uzbekistan

o]
0
0
5
Q
)

Azerbaijan
Kazakhstan

T
30

o

10 20
Average Export share (%) in Total Sales

Source.: own calculations, Stata (2013).

To have a closer look on export intensities across firms in CEEC, | bring Figure 2. As the figure indicates
Slovenia is leading across all CEEC. Baltic countries are among top exporters with the exception of Latvia. Balkan
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countries also locate in the upper category with exception of Romania. As for V-4, firms from this region demonstrate
medium and low export intensities and locate in the lower middle category with the only exception of Poland, which
has the lowest export shares among all CEEC.

Figure 2. Average export shares in total annual sales across CEEC
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Source. own calculations, Stata (2013)
Figure 3 brings statistics on productivity and export shares. As the figure illustrates, exporter firms are cha-
racterized by higher productivity rates among all country groups. Thus, the data highlights “Melitz effects” stating that

high-productive firms self select themselves at the foreign markets.

Figure 3. Productivity and average export shares
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Source.: own calculations, Stata (2013).
Figure 4 and Figure 5 bring statistics on ICT infrastructure and Internet use. Figure 4 shows that high export

shares are associated with good ICT infrastructure. Particularly, export shares of firms which operate in poor ICT
infrastructure are on average almost twice as low as export shares of firms having good ICT infrastructure.
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Figure 4. Average export shares and ICT infrastructure
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Source.: own calculations, Stata (2013).

Figure 5 demonstrates that firms which communicate to their clients via web-site and use Internet for con-
ducting orders and purchases online or do their R&D, have higher export shares in their annual sales. Thus, data show
that higher Internet use is associated with higher export shares in all country groups.

Figure 5. Average export shares and Internet use
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Source.: own calculations, Stata (2013).

Figure 6 plots average export shares by investment in intangible capital (GPT). As the figure reports, establishing
new management and organizational systems and giving employees time to develop and try new approaches is also
associated with higher export shares across all country groups.

Figure 6. Average export shares and investment in intangible capital

15
I

10
I

Average Export share (%) in Total Sales

other Visegrad CEE other Visegrad CEE
Good ICT Infr. Poor ICT Infr.

Source: own calculations, Stata (2013).
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For further evidence, | bring Figure 7 which categorizes average export shares by the Internet use and invest-
tment in intangible capital. As the figure demonstrates in all country groups the highest export shares come on the
firms with high Internet use together with investment in intangible capital. Likewise, lowest export shares come on
low Internet use coupled with no investment in intangible capital.

Figure 7. Average export shares by Internet use and investment in intangible capital
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Source.: own calculations, Stata (2013).

Overall, as the data demonstrates there is high degree of heterogeneity in terms of export intensity across the
whole sample. Turkey and former Yugoslavian countries are among top exporters, central Asian and Central Europe
countries are the least export oriented and CEEC including V-4 locates in the upper middle category. Among general
trends, data found that as predicted by Melitz (2003) model, on average high export shares come on high productive
firms. Moreover, high export shares are associated with good ICT infrastructure and high Internet use across all
country groups. Finally, the data presented above also favour GPT hypothesis.

4. Estimation Results

This section presents estimation results. First | bring baseline estimation results derived from fractional logit
estimator reported in Table 3. Then | calculate marginal effects of the variables of interest as reported in Table 4 and in
Table 5. Finally, Table 6 provides some robustness checks of the baseline estimations. Every table brings regressions for
the whole sample, for V-4 and for CEE! separately.

Columns (1) - (3) of Table 3 provide the baseline results by having controlled for ICT infrastructure and ICT use
together with standard firm characteristics. Columns (4) - (6) bring estimations which include investment in intangible
capital (GPT) and column (7) reports estimations with human capital effects.

As Table 3 reports, estimations reveal expected signs for all the variables mostly at the 1% significance level. The
results for the standard firm characteristics are in line with the literature findings and stay consistent through all
different specifications. Namely, as expected, the share of exports increases with productivity and firm size,
underlining “Melitz effects” and economies of scale for all country groups. Internationalization of firms also yields
significant impact; using technology licensed from a foreign-owned company and an increase in the share of foreign
ownership both increase export intensities.

As for the variables of our interest, poor ICT infrastructure has negative sign and is statistically significant
already at the 1% significance level through all specifications. Similarly, Internet use also yields expected sign and stays
significant at the 1% level through all regressions reported in Table 3. Inclusion of investment in intangible capital

L Asdiscussed in the section 3, CEE includes Central and Eastern European Countries which are the member of the EU, excluding
Visegrad.
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neither alters the signs and significance of the variables and favours GPT hypothesis. Namely, dummy standing for
investment in intangible capital turns out positive and significant at the 1% level for all country groups.

Table 3. Estimation results

All VIS CEE All countries | VIS CEE All
countries countries
productivity 0.0091 % 0.00880** 0.0309%* 0.00960%* 0.0103* 0.0223% 0.919*
(0.00094) (0.00106) (0.00358) (0.00110) (0.00124) (0.00484) (1.151)
medium 0.565** 0.717%* 0.525%* 0.562%* 0.722%** 0.523%* 0.631***
(0.0450) (0.0976) (0.0817) (0.0451) (0.0973) (0.0817) (0.0935)
large 1,153+ 1.123%* 1.012%* 1.154% 1,133+ 1.019%** 1.310%**
(0.0469) (0.103) (0.0869) (0.0469) (0.103) (0.0870) (0.0908)
for_tech 0.589*** 0.494*** 0.389%** 0.500%** 0.289 0.281** 0.487***
(0.0634) (0.162) (0.145) (0.0670) (0.185) (0.152) (0.112)
for_own 0.0122%= 0.0120% 0.0115%+ 0.0123%* 0.0119%+ 0.0115% 0.0105%+*
(0.00055) (0.00110) (0.00094) (0.000556) (0.00110) (0.00094) (0.00095)
int_infraP -0.284*** -0.253* -0.423%* -0.287*** -0.273%* -0.412%* -0.187***
(0.0431) (0.101) (0.0810) (0.0428) (0.0988) (0.0805) (0.0892)
int_use 0.561** 0.573%* 0.333%* 0.545%* 0.548%* 0.335%* 0.323%*
(0.0539) (0.175) (0.112) (0.0538) (0.173) (0.111) (0.112)
GPT 0.223*** 0.424%* 0.242** 0.282%**
(0.0497) (0.136) (0.0969) (0.0961)
tr_no_prod 0.347%**
(0.128)
tr_prod 0.392%**
(0.107)
Visegrad 0.317%**
(0.0861)
CEE 0.584**
(0.0811)
constant -3.47 4%+ -3.431 % -2.918%** -3.287x** -3.223%** -2.648%* -3.246%**
(0.0442) (0.150) (0.0888) (0.0552) (0.175) (0.108) (0.125)
Numb. of 25969 3888 5999 25969 3888 5999 4965
observations

Standard errors in parentheses
Significance at the 10%* 5%** and 1%*** levels
Source.: own calculations, Stata (2013).

Finally, the last column of Table 3 brings some evidence for the effects of human capital. As discussed in the
previous section, the data on the trainings of the workforce has high missing observations and regressions for particular
country groups with few observations might not provide plausible results. Therefore, | provide estimations for the
whole sample and | control for V-4 and CEE by including dummies in regressions. Estimation results find that
trainings provided for production as well as non-production workers increase exports shares significantly. Dummies for
V-4 and CEE are also positive and significant which means that these results obtained for the whole sample could also
refer to CEE and V-4. It is considerable that unlike to the previous specifications, the coefficient of productivity yields
high standard errors and is statistically significant only at the 10% significance level. This again could be explained by
high missing observations in the data on trainings.

To provide point estimates of elasticities, | calculate marginal effects reported in Table 4 and Table 5. Overall,
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effects of ICT variables on exports of firms from V-4 are close to the ones from CEE. As table shows, having poor ICT
infrastructure decreases export shares on average by 2,4 percentage point for V-4 and by 2,7 percentage point for CEE.
Internet use increases shares of export in total sales on average by 4,1 percentage point for firms from V-4 and by 4,7
percentage point for firms from CEE. Investment in intangible capital brings 3,5 percentage point increase in export
shares for V-4 and 4,9 for CEE. As for human capital, one percentage point increase in the share of trained non-
production workers raises exports by 4,3 and 4,9 percentage points for firms from V-4 and CEE respectively. Finally,
one percentage point increase in the share of trained production workers brings 5 percentage point increase in exports
across V-4 and 5,7 across CEE.

Table 4. Marginal effects

Visegrad CEE
Poor ICT infrastructure -0,024 -0,027
Internet Use 0,041 0,047

GPT 0,035 0,040

Trained production workers 0,043 0,049
Trained non-production workers 0,050 0,057

Source: own calculations, Stata (2013).

Table 5 further elaborates marginal effects of ICT use and human capital conditional on firms’ investment in
intangible capital (GPT hypothesis). As the table shows, the contribution of Internet use increases to 6 percentage
point for both V-4 and CEE if firms invest in intangible capital. Similarly, one percentage point increase in the share of
trained non-production workers brings 6 percentage point increase in export shares of firms from V-4 and 7 percentage
points for firms from CEE. Investment in intangible capital becomes even more important for production workers.
Namely, one percentage point increase in the share of trained production workers increases export shares by 7
percentage point for firms from V-4 as well as from CEE.

Table 5. Marginal effects by investment in intangible capital

Visegrad CEE
GPT No GPT GPT No GPT
Internet Use 0,06 0,03 0,06 0,04
Trained production workers 0,07 0,04 0,07 0,05
Trained non-production workers 0,06 0,04 0,07 0,05

Source. own calculations, Stata (2013).

Finally, Table 6 provides different specification of sensitivity tests for the baseline results by having controlled
for time, country and sector effects. It is considerable that due to the high number of missing observations in the data
on GPT and trainings, | do not include variables standing for intangible and human capital in the robustness checks.
However, sensitivity tests still bring some evidence on the effects of remaining regressors. Namely, all the variables
yield expected signs and are statistically significant at the 1% significance level with the only exception of foreign-tech
and ICT infrastructure. These variables do not alter the signs, but loose significance. This could imply that impact of
foreign-tech and ICT infrastructure could be sensitive to business cycles, could differ across countries and within
sectors. Unlike to ICT infrastructure, ICT use remains robust through all the specifications and underlines its important
role in export performances of firms across V-4 and CEE.

58



Table 5. Robustness checks

VIS VIS VIS CEE CEE CEE
productivity 0.0102*+** 0.0116*** 0.00814**+ 0.00319 0.00851* 0.0147*
(0.00113) (0.00117) (0.00251) (0.00435) (0.00495) (0.00713)
medium 0.744%+ 0.747% 0.639*+* 0.548*+* 0.585%+* 0.553*+*
(0.0985) (0.0983) (0.0990) (0.0828) (0.0830) (0.0858)
large 1.221% 1.205*** 0.971*+ 1.117%* 1.161%* 1.037***
(0.105) (0.105) (0.108) (0.0880) (0.0883) (0.0936)
foreign_tech 0.210 0.232 0.0759 0.0299 0.0770 0.0560
(0.179) (0.179) (0.175) (0.152) (0.156) (0.152)
for_own 0.0125%+* 0.0121*** 0.0132+** 0.0116*** 0.0116*** 0.0121%**
(0.00110) (0.00109) (0.00112) (0.000946) (0.000952) (0.00100)
int_infraP -0.0290 -0.0421 -0.0899 -0.0369 -0.00601 0.0426
(0.106) (0.106) (0.107) (0.0878) (0.0907) (0.0938)
int_use 0.717% 0.677** 0.731%** 0.595%+* 0.575%+* 0.526*+*
(0.179) (0.178) (0.175) (0.114) (0.116) (0.120)
Time Effects YES YES YES YES YES YES
Country Effects NO YES YES NO YES YES
Sector Effects NO NO YES NO NO YES
constant -3.447** -3.267% -3.046*+* -2.862%** -2.459%* -1.263*
(0.193) (0.216) (0.383) (0.122) (0.142) (0.244)
Number of 3888 3888 3888 5999 5999 5999
observations

Source.: own calculations, Stata (2013).
5. Conclusions

The paper examined the impact of ICT on export intensities of firms across CEEC with the focus on Visegrad
countries. While other studies on ICT and trade are conducted at the country or at the sectoral level, this paper
employed firm level data extracted from BEEPS database for time period 2002-2014. To account for most of channels of
the ICT effects, together with ICT infrastructure and ICT use, the analysis controlled for investment in human and
intangible capital of firms.

Statistical as well as econometric analysis confirmed the findings in the literature on firm heterogeneity
underlining “Melitz effects” and economies of scale. The results also confirmed the previous findings highlighting the
role of foreign ownership, size of a firm and foreign-tech in export activities across CEEC. As for ICT effects, statistical
analysis revealed that across all country groups higher export shares come on firms which have good ICT infrastructure
and high Internet use. Additionally, data also favoured GPT hypothesis, implying that establishing new management
and organizational systems and giving employees time to develop and try new approaches is also associated with higher
export shares.

Empirical results derived from fractional logit estimator furthermore revealed that ICT infrastructure, use of
Internet and human capital conditional on firm characteristics, increase export shares of firms in V-4, in the rest of
CEEC as well as in all countries covered by the BEEPS database. Namely, having poor ICT infrastructure decreases
export shares on average by 2,4 percentage point for V-4 and by 2,7 - for the rest of CEEC; while Internet use increases
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exports by 4,1 percentage point across V-4 and by 4,7 — across remaining CEEC. Additionally, one percentage point
increase in the share of trained production (non-production) workers raises exports by 5 (4,3) percentage points for
firm from V-4 and by 5,7 (4,9) percentage points for firms from the rest of CEEC.

Moreover, estimation results outlined that investment in intangible capital reinforces positive effects of human
capital and Internet use. Particularly, if firms invest in intangible capital the contribution of Internet use increases to 6
percentage point for both V-4 and CEE. Similarly, contribution of trained production (non-production) workers
increases by 6 (7) percentage point across V-4 and 7 (7) percentage point across the rest of CEEC. It is remarkable that
baseline results stayed robust through number of sensitivity tests. Although, while impact of ICT infrastructure was
found to be less robust to inclusion of country, time and sector effects, ICT use stayed consistent through all
specifications. This might imply that relatively to ICT infrastructure, the effects of ICT use remain important
irrespective of business cycles and country/sector coverage.

Overall, the paper brings empirical contribution in the literature on ICT and trade. Namely, it extends the list of
channels of ICT effects and includes investment in human and in intangible capital in the analysis. Additionally, the
paper examines CEEC, which have not yet been systematically covered by the literature on ICT and trade. Given the
valued added of the paper, the empirical findings could provide useful recommendations for firms aiming at improving
their export performances. Namely, together with strong ICT infrastructure, export shares of firms could increase with
the increased use of Internet for communication with clients and suppliers; ordering purchases online or delivering
services; either developing ideas or conducting online research on new products and services. Moreover, investing in
human capital, by providing workforce with trainings should also raise export shares via increased productivity of
employees. Finally, investment in intangible capital, such as organisational changes will ensure that a firm’s
management adjusts to the enhanced ICT capabilities and most recent technological changes which should further
result in improved export performances.
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Figure 8. Average marginal effects
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Figure 10. Average marginal effects
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Globalization and the Development of Small and Medium Businesses in Georgia

Teimuraz Babunaishvili
Doctor of Economics, Professor
Tbilisi state university

Resume

The article discusses ways to improve the conditions for development of small and medium business in Georgia.
The focus is on the economic development of the country in terms of globalization and the conditions hindering it
from causing negative results in doing business.

The article also considers real prospects for the development of small and medium-sized businesses, which are
contained in the documents of the Georgia-EU Associated Agreement and the Strategy for Social and Economic

Development.
Keywords: Small and medium business, innovations, supportevents,international community, development

prospects.
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Elites and Masses: the problem of contradiction of preferences in the context of
modernization

Inga Balarjishvili

Academic doctor of economics,
Associated professor
Thilisi state university
Resume

The article considers the problem of interests consolidate of elites and masses in modernization procces. It is
separated many different variants and implimentaion results of institutional choices. There are given calasics views of
elite theory of role society. A particular accent is made on opportunity of making closer institutional preferences of
elites and society. It is offered to society the additional terms of “open access order”: the rule of law for every citizen
and the readiness for consolidated collective actions.

Keywords: elites; society; institutional choice; institutional preference; modernization; ‘open access order’.
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Financial Planning — The mechanism to avoid the bankruptcy of companies

Khatuna Barbakadze

Associate Professor
Thilisi state university

Resume

In the market economy, high level of competition, sharp decrease of production and realization, imbalance on
financial market, unpredictable external factors led to increase of the number of bankrupt companies. In order to avoid
such indicators of bankruptcy such as solvency, liquidity, low indices of financial sustainability, permanent
collaboration of management representatives and creditors is necessary. Also, it has no less importance to plan financial
indicators of the company activities as in most cases financial planning does not consider market investigation and is
based on production plan and not on realization plan; therefore, actual and planned indicators substantially differ from
each other. While planning financial indicators, it is necessary to implement profitability analysis, assessment of
efficiency of operational activity and calculation of financial sustainability, then the company will be able to provide
those inevitable financial resources, which will increase efficiency of its activity and will avoid bankruptcy.

Keywords: Financial Planning, Financial sustainability, Financial indicators, Liquidity, bankruptcy
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Georgia - EU Trade - Economic Relations after Signing the Association Agreement

Giorgi Benashvili
PhD student
75U
Resume

After destruction of Soviet Union and Since announced the state independence, Georgia has been going through
very damaged and difficult stage of development. During this period traditional trade relations have been destructed.
Georgia was faced to necessity of launched new trade connections and agreements. From that period Georgia set up
and has experienced pro-western foreign policy. It means the ambition of joining to the European democratic family.

The South Caucasus has a special importance for the EU. EU’s growing interest in diversification of the energy
supplies, first of all gas, pushes it towards closer cooperation with the Caucasus. The South Caucasus is a main part of
strategic Southern Gas corridor, which will deliver Caspian-basin natural gas from Azerbaijan end later from Tur-
kmenistan and Iraq to European Markets, outside of Russia. Since 2009, the importance of the South Caucasus has been
increased, after the EU Eastern Partnership policy was launched. The EU is committed to building strong and mutually
beneficial relations with this region. Georgia is very important member of this project. It faced very deeply relations
with EU.

The Association Agreements/Deep and Comprehensive Free Trade Areas (AA/DCFTAs), concluded in 2014,
have brought the relations between the EU and Georgia to a new level. These agreements aim at strengthened political
association and economic integration and create new opportunities in the country as increasing economic
development. Georgia has a chance to use intensely its national economic resources. Also, the issues of competition is
high demanded to increase export of goods and services to the European markets. But Georgia should improve its
export and trade balance, to decrease unemployment and adjust the social and economic situation in the country.

Keywords: European Union, Association Agreement, International Trade, Free Trade.
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Small and Medium-Sized Enterprises in a Globalizing Business Environment: Importance
and Challenges of E-commerce Adoption

Vano Benidze
Ph.D. student

Thilisi State University
Resume

Small and medium-sized enterprises (SMEs) play key role in boosting economic activity both in developed and
developing countries. Therefore, many governments have given top priority to fostering this sector. An irreversible
process of globalization, however, creates new challenges both for SMEs and for the governments. In order to cope
with these new challenges, recent literature argues, that SMEs need to integrate e-commerce in their daily business
operations. Nevertheless, SMEs have been very slow in adopting e-commerce due to different social, political,
technical, organizational, economic and regulatory barriers. In most cases, SMEs are not capable of solving these
problems themselves without the help of government, whose role in facilitating healthy business environment,
technological and transport infrastructure, secure cyberspace and educational assistance, is crucial for promoting e-
commerce adoption and use by SMEs.

Keywords: SMEs, Globalization, E-commerce, Government policy.
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The Role of Gender Imbalance and Feminism in Global Business

Khatuna Berishvili,

Doctor of Economics, Associate Professor
Thilisi State University
Resume

Studies conducted in Georgia show that the gender imbalance is found in all the spheres. Masculine-dominant
approaches restrict correct understanding of potentials of women and use of these potentials for acievement of the socio-
economic benefit of the country. In the epoch of globalization involvement of women in business is most urgent. Different
countries of the world try to restore violated imbalance in this sphere up to the present-day. It is known that in developing
countries, in which domineers religious segment, women possess less rights and restricted potentials of employment,
compared with men. If we discuss the issue in the religious and masscultural aspects, it becomes clear that in some cultures
and religions the women’s rights are grossly violated, which is especially revealed in free expression of thought and in the
spheres of employment. The present work highlights visible increase of women’s functions noticed in the society. The
studies show that equality is positively reflected on all the spheres. Balance of representatives of female and male sex at the
highest managerial positions is profitable for business. The problem of imbalance existing in Georgia in this regard does not
have positive impact on the economic development of the country.

Keywords: gender disbalance; equality; feminism; global business.
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The Effect of Modern Globalization and Automatization Trend on Labor Market

Quiji Bichia
Doctoral Student

Thilisi State University
Resume

Economic environment is changing quickly with automation happening in every industry and it has a huge

effect on labor market. The problem of unemployment is becoming more intense as human capital is being replaced by
robo-technologies. One of the possible solutions to this is the idea of introducing Universal Basic Income but it is far
from being feasible or widely accepted yet. Nonetheless, UBI is not the only way of dealing with immense automation.
A better solution may be adapting to a changing economy and embracing new technologies to answer future demands
on labor market.
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Towards the Correlation Issue between Investment and Privatization Policies

Besik Bolkvadze

PhD in Economics, Associate Professor
Batumi Shota Rustaveli State University

Resume

The work is dedicated to the correlation issue between investment and privatization policies, where the role of
investment policy and the importance of privatization policy are given, regarding the privatization process investors
behavior determinants are discussed, forms of privatization and their effectiveness are analyzed, significance of post-
investment and post-privatization activities is reasoned, Brown-field and Green-field investments and the PPl model
are also characterized. The article encompasses some respective recommendations, which, as the author suggests, will
help policy implementation persons at state, regional and local governmental levels.

Keywords: investment policy; Privatization; Property manager; Privatization Forms; Privatization fee

Investment Monitoring; Investment Infrastructure; State-Private Partnership Investment Model.
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On some Aspects of Rethinking the University System

Ineza Gagnidze

Doctor of Economics, Associate Professor,
Thilisi State University

Resume

The works of recognized scientists confirme that formation of entrepreneurial universities has started more or
less successfully in many countries. On the one hand, the entrepreneurial university positively effects Porters' diamond
framework. On the other hand the diamond framework is the basis of the national business environment (NBE) and a
part of microeconomic competitiveness. Thus Effective functioning of entrepreneurial university is connected directly
to the microeconomic competitiveness capacity of the country.

Keywords: Entrepreneurial University, Cluster, Porters' diamond framework, Microeconomic Competitiveness
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Economic Policy of Georgia and Visegrad Countries and Analysis of Living Indicators

Giorgi Gaprindashvili
Ph.D in Economics, Assistant professor
Tbilisi state university

Resume

Presented article reviews economic reforms in Visegrad countries and evaluates economic policy which is used
till present times. From post-communist countries, Visegrad Countries are the first countries that have passed the way
of democracy and made economic reforms that Georgia has been going through today. Therefore, in the article, we
have made analysis of economic development of Georgia and Visegrad countries and have compared living standards of
these countries. As a result of the analysis in the article projected the economic policy of living standards and economic
development.

Keywords: Georgia; Visegrad Countries; Economic Policy; living standards.

121



, 1995-2016

1921-1991
. 1992 -
, 1995 -
1995-2016 -
, 1995 - , 1990
(45%) 1990 16 , 2006
8 : , - [6,
238].
’ - ( -
). 1995 67 ,
2000 102 , 2016 -135[2, .17]. , -
[5, .315]. -
1 . 1995-2016
7,3—- (1995 9,6 2016 69,7 ).
1) -

122



1
: R
$

1995 67 0,644 9, 612

1996 84 0,954 11, 357

1997 95 1,240 13,053

1998 101 1,074 10,634

1999 105 0,928 8,838

2000 102 1,034 10,137

2001 110 1,069 9,718

2002 113 1,142 10,106

2003 115 1,603 13,939

2004 123 2,493 20,268

2005 126 3,355 26,627

2006 129 4,613 35,760

2007 127 6,444 50,740

2008 129 7,797 60,442

2009 128 5,609 43,820

2010 133 6,913 51,977

2011 140 9,259 66,136

2012 137 10,433 76,153

2013 136 10,933 80,390

2014 141 11,463 81,298

2015 137 9,505 69,380

2016 135 9,407 69,682
1995 644 ,

1996 - 95 , 15—
— 428 100
, 234- . ,
, , (2016
1,06 %, 0,25- 2000 0,65- 2010 ).
. 2.
1995 67
37 , 24 . , 1995-
2016 8-
18 [1, . 30]. 3

123



124

1995 37 24 45
1996 20 30 17
1997 49 27 58
1998 51 29 54
1999 44 40 40
2000 37 20 43
2001 22 13 34
2002 23 20 29
2003 20 14 28
2004 26 18 33
2005 30 32 32
2006 30 17 36
2007 29 23 30
2008 30 20 33
2009 28 28 28
2010 27 22 29
2011 23 20 26
2012 22 24 24
2013 30 37 29
2014 29 28 29
2015 28 28 28
2016 21 24 20
- $)

1995 0,428 0,317 0,111 0,206
1996 8,516 0,189 8,327 -8,138
1997 0,655 0,305 0,350 -0,045
1998 1,116 0,360 0,756 -0,396
1999 1,822 0,292 1,530 -1,238
2000 2,561 1,320 1,241 0,079
2001 6,524 4,443 2,081 2,362
2002 6,315 2,125 4,190 -2,065
2003 12,374 6,352 6,022 0,330
2004 11,801 6,028 5,773 0,255
2005 10,594 2,259 8,335 -6,076
2006 20,522 8,685 11,837 -3,152
2007 40,275 8,141 32,134 -23,993
2008 39,941 9,089 30,852 -21,763
2009 33,912 5,816 28,096 -22,280
2010 44,818 12,355 32,463 -20,108
2011 74,670 19,290 55,380 -36,090
2012 89,059 14,941 74,118 -59,177
2013 62,005 6,362 55,643 -49,281
2014 61,227 10,757 50,470 -39,713
2015 64,977 14,327 50,650 -36,323
2016 99,710 22,201 77,509 -55,308




3~ , 22 ,
5- (1995 2000-2001  2003-2004 ).
17 , ,
2005-2016
2012 2016 ,
50 35—
- [4, .23
4
: % .8 , %
1995 155 0,21 489 0,02
1996 203 0,09 751 111
1997 244 0,13 995 0,04
1998 191 0,19 883 0.09
1999 238 0,12 690 0,22
2000 324 0,41 710 0,18
2001 317 1,40 752 0,28
2002 346 0,61 795 053
2003 461 1,38 1139 0,53
2004 647 0,93 1844 0,31
2005 866 0,26 2488 0,34
2006 936 0,93 3675 0,32
2007 1232 0,66 5212 0,62
2008 1495 0,61 6302 0,49
2009 1134 0,51 4476 0,63
2010 1677 0,74 5236 0,62
2011 2186 0,88 7072 0,78
2012 2377 0,63 8056 0,92
2013 2910 0,22 8023 0.69
2014 2861 0,38 8602 0,59
2015 2205 0,65 7300 0.69
2016 2113 1,05 7294 1,06
(
5).
5—
, , 2006-2016
52,51%,
22,21%, Q4 )
. , -6
(%).

125



126

(%)

1995 41,02 32,31
1996 48,14 1889,72
1997 29,98 -92,31
1998 -13,39 70,38
1999 -13,59 63,26
2000 11,42 40,56
2001 3,39 154,74
2002 6,83 -3,20
2003 40,37 95,95
2004 55,52 —4,63
2005 34,58 -10,23
2006 37,50 93,71
2007 39,69 96,25
2008 21,0 —0,83
2009 —28,06 -15,09
2010 23,25 32,16
2011 33,94 66,61
2012 12,68 19,27
2013 4,79 -30,38
2014 4,85 -1,25
2015 -17,08 6,13
2016 -1,03 53,45
1995 74,07 25,93
1996 2,22 97,78
1997 46,57 53,43
1998 32,26 67,74
1999 16,03 83,97
2000 51,54 48,46
2001 68,10 31,90
2002 33,65 66,35
2003 51,33 48,67
2004 51,08 48,92
2005 21,32 78,68
2006 42,32 57,68
2007 20,21 79,79
2008 22,76 77,24
2009 17,15 82,85
2010 27,57 72,43
2011 25,83 74,17
2012 16,78 83,22
2013 10,26 89,74
2014 17,57 82,43
2015 22,05 77,95
2016 22,27 77,73

(%)



%, 2005

90

. 1995
74,07 %, 2000 51,54 %, 2005 2016 —22,27 %. ,
1995 25,93 %, 2000 48,46
78,68 % 2016 - 77,73 ,
’ ’ _7 '
1
( 1 $)
7
1995 90 67 23
1996 1794 41 1753
1997 144 67 77
1998 249 80 169
1999 409 66 343
2000 579 299 280
2001 1497 1015 482
2002 1450 488 962
2003 2 858 1 468 1390
2004 2730 1395 1335
2005 2 429 517 1912
2006 4 666 1975 2 691
2007 9178 1853 7 325
2008 9109 2074 7 035
2009 7 688 1320 6 368
2010 10 065 2775 7 290
2011 16 656 4301 12 355
2012 19 831 3328 16 503
2013 13 819 1418 12 401
2014 14 926 2622 12 304
2015 17 481 3 855 13 626
2016 26 810 5968 20 842
. © 1095
, 2016 26,8
300- ),
: 1995
1 23 , 2016 20,8
. 906 , 3
- 5, .199].

127



, 1995 67 , 2016

135 . , ( 15- )
1995-2016 8-
l 22 l
5- (1995, 2000-2001  2003-2004 ). 17
2005-2016
, , 2006-2016
52,51 ,
22,21 ,
. 1995
74,07 %, 2000 51,54 %, 2005 2132 % 2016 ~ 22,27 %. ,
: 1995 25,93 %, 2000 — 48,46 %, 2005
- 7868 % 2016 - 77,73 %.
(1995-2016 )
( 1 )
300-
906-
1. . Ca “, 2015, 496
2. . - 20 21-
., 2016, .53-58
3 20 .
. “ S “ 2014,
.314-321
4. ,
) , 2017, 47

5. Gelashvili, S. Georgia’s economic development Priorities in beginning of XXI century. Collected articles of Russian State
Humanitarian University, Moscow, 2002, pp. 197-205.

6. Mikeladze, G., Gelashvili, S. Gradualistic strategy of transition to market economy. Theoretical and Applied Economics.
Vollume XXIIl1, 2016, No 4 (609), Winter, pp. 237-242.

7. http:// www.data.worldbank.org

http://www.nbg.gov.ge

9. http:// www.geostat.ge

®

128



Georgia-India Trade Relations in the Post-Soviet Period: Statistical Analysis

Simon Gelashvili

Doctor of economics Professor,
Thilisi State University
Resume

The article deals with statistical aspects of trade relations between Georgia and India during the post-Soviet
period, for which the long-term time series of 1995-2016 years were used. Ranking of Georgian trade partner countries
was carried out according to whole trade turnover, as well as registered export and import volume of goods and
established India's ordinary position. The nature and direction of total trade turnover, as well as the export and import
tendencies have been identified. In the process of analysis, both absolute and relative and average indicators were

calculated. Finally, there is shown statistically the increase of India’s role as an important trading partner for Georgia.

Keywords: trade turnover, export, import, relative indicators, growth rate.
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Audit Practice in Foreign Countries

Nazi Gvaramia

Academic doctor of economics Associate professor
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Resume

The paper reviews the essence of the audit, goals, the role and importance in market economy, audit basics,
regulations and development prospects in Georgia as well as the audit experience in foreign countries. Significant place
is given to organizational issues of audit, there are also presented the procedures for making an audit conclusion, its
structure, form, content and status.

The paper also considers the next stage of completion of the audit -the review of the audit conclusion (act,
recognition), the appeal process, response forms and legal aspects of the results revealed. It is argued that development
of audit activities will help entrepreneurial subjects to make decisions that are justified for improvement of
management processes and improvement of financial condition. Besides, development of audit activities is necessary to
ensure the state interests of courts, prosecutors and investigators.

The scientific paper aims to present the perspectives of necessity and development of audit activities in modern
conditions.

Keywords: Accounting, Auditing, Standards, Regulation.
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Effective Realization Conditions of Economic-Political Advice
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Resume

Reference, passing the critical distance from the advisor up to the addressee, represents the market product.
Process of advising is related with lots of material or non-material stimulus. Besides those stimulus, which can
condition the “acceptable” advices, there are other reasons, supporting disappearing the critical distance between the
advisor and the advice recipient. The matter is about the circumstance, when both of them make similar estimations
from the beginning or/and when during the process of advising interconnection of their estimation takes place. Such
thing may support communication process and may be scientifically justified if the estimations are recognized. It is
very difficult and rare, as effect of attention concentrating towards estimation does not exist at all or/and it disappears
step by step. By such behavior, as a rule, quality of advising is dropped, what is expressed in the fact, that any
important (necessary for action) means is early excluded from the acting field. To avoid this it is necessary to control
the situation by the independent scientist. For maintaining the critical distance between the advisor and advice
recipient it is necessary to publish the materials about ongoing process of advising. Control is useful for the concrete
politician, not to happen under the absolute influence of the advisor. In this case personal characters of the politician
have a great importance, how he/she can maintain his/her own independence. He/she is responsible for not his/her
advice, but for that decision, which he/she takes independently

Keywords: economical-political advice; models of advice; market of advices; economical-political decision; field

of decision; advisor and advice recipient.
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For the Efficient Functioning of Securities and Money Market

Maia Gogokhia

Doctor of economics
Thilisi state university
Resume

Perfect functioning of securities market is one of the most important factors, which support economic and social
development of the country. The paper discusses the main tendencies of securities market at the current stage and its
relation with the monetary stability in the country. Instruments of financial market, stock exchange indexes, the
processes developing on the stock exchange market and interactions of monetary policy are displayed.

Keywords: securities market, stock exchange indexes, behavioural theory, investment, monetization.
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Situation of Social Protection in Georgia

Nino Grigolaia
Doctor of economics
Professor
Resume

In the work is discussed the social security reforms implemented in the field of social protection in recent years
in Georgia. There is analyzed the situation of pension and social assistance provision for the population in 2007-2015
years, reflected the dynamics of financial aid provided by the state.

In the work is made the conclusion that the state's main commitment represents to implement effective reforms
in the country, which will become the basis for improving the country's social security system.

Keywords: social security, poverty, minimum wage, level of living.
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Globalization of Economy and International Service Operations Management

Nodar Grdzelishvili

Doctor of Economics, Associate Professor
Davit Aghmashenebeli University of Georgia

Shorena Khalvashi

Doctoral student,
Georgian Technical University
Resume
The paper deals with the topical issues of Globalization of Economics and Management of International Service
Operations.It is mentioned thatThe new paradigm is indicated in the direction of management development- Service
management, which aims at the broad systemic, intersectoraland specific economic point of view to the discussion and
explanation of the processes that are happened in service and quasar service systems.It is said that under conditions of
globalization, the impact of cultural adaptation should be the main direction for studying various current issues of
operational management.
Key words: economy, globalization, service management, competition, operation management.
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International Experience in Result-Oriented Budgeting, as a Tool for Developing State and

Municipal Services

Maia Grdzelidze

Doctoral student
Georgian Technikal University

Budgeting practices in Georgia needs optimization in order to improve quality and effectiveness of public

(municipal) services provided to citizens by local and state government bodies. It also needs to promote feeling of
responsibility among office employees and managerial personnel. Thereby, the article considers issues of new
budgeting methods, approved to be effective in different countries throughout the world.

Keywords: cost-oriented budgeting; Result-oriented budgeting; budgetary resources management; quality of

public (municipal) services.
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The Practice of Implementing the UN and Eurostat Recommendations in the Customs

Statistics
Meri Daushvili
Doctoral student
Thilisi State University

Resume

The Association Agreement between the European Union and Georgia implies the approximation of the
Customs system to the EU model. This itself requires the appropriate informational support. Therefore, nowadays, a
particularly relevant issue is the identification and the methodological improvements of the drawbacks, existing in the
Customs statistics.

Key words: methodology; customs; improvement; quality; statistics.
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Innovative Economy: Problems and Perspectives of Development

Tamar Dudauri

academic doctor of economy, Associated Professor
Caucasus International University

Nino Samchkuashvili
doctor of economy, Associated Professor
Georgian National University

Resume

The priority direction of the country's economic development is the innovative way of development.
Innovations are becoming increasingly important for the sustainable development of the economy as a microeconomic
and macroeconomic level, as they allow economic subjects to become competitive in both domestic and international
markets. The article analyzes the essence of the innovative economy and the possibilities of its development, revealed
the main trends of innovative economics development. The main problems and perspectives of innovative
development are defined.

Key Words: Innovative economics, innovations, competitiveness, science fields, patent, venture fund, techno
park, business incubator.
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The Impact of Exchange Rate on Macroeconomic Environment and Sectoral Output of the
Georgian Economy

Aleksandre Ergeshidze

PhD student
Thilisi State University
Resume

Georgia is exposed to a currency mismatch problem, and is therefore highly sensitive to exchange rate risk. This
study uses a computable general equilibrium model (CGE) to assess the impact of nominal exchange rate on various
components of the economy. The paper finds out that depreciation improves trade balance significantly, through
increasing competitiveness in the manufacturing, agricultural, transport and communication sectors, while sectors that
are to a greater extent dependent on imported intermediate inputs rather than export revenues (such as construction,
real estate and renting, healthcare) are negatively affected. In addition, study identifies that depreciation is expected to
increase inflation and promote economic growth.

Keywords: Nominal Exchange Rate, Computable General Equilibrium Model (CGE), Dollarization, Currency
Mismatch.

174



1),

2013
19%

758
87%-

2014
2007

175



2,000.0
1,500.0
1,000.0

500.0

0.0

2014
-12%
2014

8%;
-12%
2015

2015

78%
2015

2016
2015
32%
2016

(6%) (

176

J0MAEI3oto mgbermto obzgbdyoEogdo s Ggobzgbdogos LajsGmonggermio
2012-2016 §§. (Ogrb. 500 erera™o)

g911.6 941.9

119.9 2680

1 758.4

2012 2013

B 5 aobagbEHogos

- 27%;
- 7%;

- 1564,5

2014

0,1 %-

(17%),
2).

2014

15645

2015

B SoMmsdottho mboemo obzagbdogos

— 23%,
- 6%;

(7%).

_21%,

, 11%-

- 35%
- 10%.

1565.9

[5].

1 5659

2016

- 13%
-3%;

9%

311.6 287.2
146 2

- 19%, -

2014 -

- 25%

(35%),



JoMmpadomHo mbrmGo obzgidoo)do Lijs@omggermio
2016 ool (Berb. 388 Emersmo)
800 5580

450
200 2035
150 . 118.8 97 2 88.3 757 G4 1 536 445
0 H = = =m = = -
« o = o Ry £ '
o gmfﬁ e e <
-gp & o e el ‘P\
o« &;fl @5@ &7 H‘};S
& < g
Py &
A ra
2016
, 2017 ! i
[2, .204].
1991 5 -
1995 , "
1996 " )
2002 " )
2006 " )

177



2013

2020),

178

,[ 1,

.. 10-11

[ 6].

A4].

“, 2016.

110

, 2015.

[ 4].



3. - , 2020,
, , 2013.

4. G. Erkomaishvili, The strategy for Increasing the Competitiveness of Georgia. International Conference on Economics,
Industrial and Business Management. World Academy of Science, Engineering and Technology, Barcelona, Spain, 28-28
October, 2014. www. waset.org.

5. www. geostat.ge

6. www. parliament.ge

Economic Policy Stimulating Direct Foreign Investment in Georgia

Gulnaz Erkomaishvili
Doctor of Economics, Associate Professor,
lvane Javakhishvili Tbilisi State University

Resume

Attracting foreign direct investment and placing them in optimal fields is particularly for developing countries.

There are not enough corporations or companies, in Georgia, whose income will allow reinvesting in economy.
Thereforedependence of Georgia in foreign capital is great. There are obstacles to attracting foreign investments in
Georgia: small market, low qualifications of employees, high interest rates, currency fluctuation instability, existence of

conflict zones and others.
The main thing that foreign investors are worried about is that their rights to the property in the country is

jeopardized.

Keywords: Foreign Direct Investments; Investor; Reinvestment, Stimulating policy of attracting investments.
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Accounting the Revenues Received by Legal Entities of Public Law from Exchange
Transactions

Mariam Vardiashvili

Academic Doctor of Economics Assistant professor
Thilisi State University

Resume

In the incomes of organizations operating in the public sector, the revenues gained from the economic activity take an
important place, a major part of which is formed as a result of the exchange transactions.

The Article deals with essence, classification, measurement and recognition of the revenues received from the
exchange transactions, that is based on the provisions envisaged by IPSAS 9 — “Revenue from Exchange Transactions” and
the relevant instructions of accounting and financial reporting for the budgetary organizations.

Keywords: Exchange Transactions; Fair value; public sector.
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Universal Health Care in Georgia: Achievements and Challenges

Tengiz Verulava
Doctor of Medicine, Professor
lia State University
Resume

The process of health care system reorientation in Georgia began in 1995. Health insurance mandatory
contributions or the targeted healthcare tax imposed on wages (“3+1”) and being a part of social tax, were the major
sources of state healthcare financing until 2005. It was replaced by mandatory government taxes. Tax Department of
the Ministry of Finance of Georgia is responsible for collection of taxes, which ultimately are consolidated on single
state treasury account.

Since 2013, the Universal Healthcare Program has been enacted. all citizens of Georgia are provided with basic
medical services through unviersal healthcare or state and private insurance programs. Despite increased government
spending on healthcare, its share in overall health expenses is significantly lower compared to the recommended by
WHO. Despite the serious advancements, there are still problems associated with the primary health care. It is
necessary to increase the financial accessibility of services linked with high expenses.

Keywords: Universal Healthcare Program, Healthcare System in Georgia.
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GLOBALIZATION AND MIGRATION PROCESSES

Tamaz Zubiashvili
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The globalization of migration processes Is one of the characteristics of the modern world economy, which in turn
affects the socio-cultural and political climate of individual countries and entire regions of the world. This phenomenon is
usually understood as “increase of the scales of international migration of population, involving more and more countries of
the world in the migration interaction, qualitative change in the structure of migration flows in accordance with the needs of
the globalizing labor market”. At the same time, the globalization of migration flows is thought to be derived from the
liberalization of the flow of goods and capital and the globalization of population.

The globalization of migration processes is not only quantitative increase of the number of migrants, as well as sending
and receiving countries. This phenomenon has a significant impact on the formation of modern migration policies at the
global, international level. There is a unification of the requirements for labor migrants, no matter how skillful they are. On
the other hand, working conditions and methods of personnel management are standardized and unified at the same time.
The processes of globalization in this sphere lead to the fact that the geography finally loses its meaning: both for the host
country, for the country of origin, citizenship and nationality of the labor migrant, in accordance with its requirements for
skills and general qualification in a specific field, and for the migrant himself - in accordance with the conditions of
employment and residence in the country to his requests and expectations.

Keywords: International migration, globalization, migrants, migratory streams

JEL Classification: F20, F22, F23
I. INTRODUCTION

Globalization is characterized by establishment of strong economic, information, political, cultural and other ties
between states and these connections become a determining component of their future development. The important
form of these connections are migratory streams, i.e. the interstate movement of people conditioned by uneven
development of world economy, inequality of economic conditions and opportunities in different countries, different
degree of their involvement in the processes of modernization and globalization, demand of the world labor market.

Revolutionary development of transportation and communication systems in the 1960s in the world became a
precondition of “migratory explosion;” It was also promoted by the growth of demand for foreign labor force in certain
regions of the world. For example, the history of the post-war Europe is closely connected with the formation of mass
migratory streams directed to the West-European countries from many regions of the world.

In the process of globalization at the contemporary stage of the world development there are close interco-
nnections between the streams of goods and capitals and migratory movement of people. Thus sometimes they have
different geographical direction, supplement each other, become a condition and result of each other.

Without globalization of population when all new and new masses of people get involved in labor markets, in
the markets of consumer goods, when owing to migratory streams it became possible to explore new lands and natural
resources, when, at last, a great part of the world population acquired necessary labor skills and got involved in public
division of labor, without all of these it would be impossible to create modern systems of manufacture.

On the other hand, globalization of the world economic system has led to cardinal changes of scales and stru-
ctures of migratory streams. As a result of the processes of globalization there is a formation of new division of labor in
which migrants play an important role, filling the economic niches in the developed countries. In the low sector of the
world labor market low-skilled migrants, including illegal ones, become important elements of competitive struggle
both between powerful transnational corporations and between "outsiders" of the world globalization process with
small-sized enterprises of the sphere of manufacture and services. Simultaneously labor migration of managers and

192



experts from the highest echelons which in the conditions of transnational scale of activity of the largest world
companies practically does not have national borders provides these companies with the flexible and effective
mechanism of hiring and production management.

Globalization of production processes and distribution of information and computer technologies leads to the
unification of demand for qualified labor force, increases a role of modern trades for which the national identity loses
its previous value and geographical borders cease to be real restriction on employment.

Influence of globalization of the world economy on migratory processes is shown in the formation of essentially
new migratory situation in the world whose characteristic features are:

Unprecedented expansion of the scales of international migration;

Qualitative changes of migratory streams;

Feminization of labor migration;

Growth of illegal migration;

Transformation of migration into globally organized international business, including criminal one.

[l. SCALES OF INTERNATIONAL MIGRATION

The scales of international migration enable to consider this phenomenon as of global importance. According to
the data of the United Nations, at the beginning of the 215t century in the world more than 220 million people lived in
those countries where they were not born and did not hold citizenship (this number has increased three times in
comparison with 1950). It makes up approximately 3% of the world population. If we consider estimations of those
experts on migration which adhere to wide interpretation of the phenomenon of international migration and include
in it economic tourists, seasonal workers, pendular migrants, illegal migrants, etc then the number of international
migrants in the world will be quite a great one.

International migration contains essentially all the countries of the world which to some extent, in this or that
form are involved in the world migratory streams. If in 1965 in the world there were 41 countries with the number of
migrants more than 300 thousand persons in each one, in 2000 such countries were already 66, and in 43 countries out
of them the number of international migrants exceeded 600 thousand persons.

Migration of labor resources out of the all forms of international migration to the greatest degree is
interconnected with the globalization processes of the world economy. The research conducted by the International
Labor Organization in 152 countries on the existing situation in the field of international labor migration showed that
in the 1970-1990s the number of the countries-importers of labor resources increased from 29 up to 55, and the
number of countries with “mixed migratory status” increased from 4 up to 15 (ILO, 2000, p. 7).

Globalization plays a role of the catalyst in transformation of traditional roles of the countries in international
migration. It is shown;

(1) When transnational corporations and large companies transfer their manufactures more close to the sources
of cheap labor sources and the areas of consumption of their production; their purpose is to reduce production costs
and accordingly to increase profit. E. Petras called this “movement of the capital to maximization of profit.” However if
we consider this process from a position of influence on the dynamics of labor migration it is necessary to notice the
opposite process — “movement of labor to the evening out of wages.” For example, placing of manufacture in the
countries with redundant labor resources with the purpose to reduce migratory inflow from there, the developed
countries sometimes get opposite results: familiarizing of the population of poorer countries with the international
standards of manufacture and consumption strengthens motivation to move to richer countries. So, Petras observes
that Mexicans, having acquired the certain industrial skills in American enterprises located in their country, thought
that they could be also demanded at the enterprises in the United States, where labor reimbursement is somewhat
higher.

(2) If a country which traditionally was a supplier of labor force and gets involved in globalization processes (for
example, through active investment of the international capital, creation of offshore zones, manufactures of
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transnational companies, etc on its territory) then new job places are created and the country starts to draw labor
resources from neighbor countries; thus in this way it turns into the country-recipient. This occurred in many
countries where economy experienced sharp rise in the last decades owing to the investments of transnational capital
in industry and agriculture (Southern European countries, Ireland), oil production (countries of the Near East) or in
high technological branches (Korea, Malaysia, Singapore, Taiwan, Ireland).

Several decades ago, especially in traditional societies, a person could live all life in one city or village without
going anywhere from there at all and meeting a migrant among friends, neighbors and acquaintances. In a modern
globalized society such situation is practically impossible (Castles S. Migration at the Beginning of the 21 Century:
Global Trends and Issues. 2000 p. 269). People’s behavior becomes inevitable result of globalization that has an effect
not only on the development and distribution of modern forms of production in the world, but also on improvement of
transport conditions for movement between countries and availability of information.

It should be noted that in the last decades activization of migratory movement in the world occurs in the
conditions when the migrant receiving countries restrict immigration and close the borders for foreigners, and the
public opinion on immigrants gets negative. However the restrictive policy of the recipient countries which actually is
selective and not so much prohibitive virtually cannot stop streams of international migrants. And economically and
demographically host countries become dependent on inflow of migrants. The economic advantage of receiving countries
(and permanent existence of migratory streams of high intensity in sending countries) allows regulation of migratory
streams and their provision with qualitative structure that will be most acceptable to the receiving countries.

1. QUALITATIVE CHANGES OF MIGRATORY STREAMS

Globalization "adjusts" the movement of migratory streams under changing requirements of the world labor
market, transforms qualitative structure of international migration streams. Classification of current changes can be
done by some characteristics; these characteristics are:

Time characteristics of migratory streams.

Out of all kinds and forms of international migration temporary labor migration developed most dynamically
during the last decades. It is connected, on the one hand, with the development of transport that simplified movement
of people and “reduced” distances between countries and continents. In such conditions temporary work abroad
appears more rational, than permanent emigration as it means smaller material and emotional expenses.

On the other hand, globalization of the world labor market demands greater flexibility of migratory behavior
which just can be ensured by temporary labor migration. Temporary attraction of foreign workers also corresponds to
the migration policies of developed countries which, actually, and make the “globalization elite” and in many respects
determine the conditions with which other countries participate in the processes of globalization.

Qualification characteristics of migrants.

On the labor markets in developed countries which basically determine the direction and intensity of world
migratory streams of labor migrants, steady demand for labor of foreign workers on two qualification “poles:” on
workers with low and the highest qualification has been created.

Non-prestigious job places which don’t demand high qualification and labor conditions are heavy and wages are
low, are available as subsidiary works on construction, in agriculture and manufacture, and also in the sphere of public
service and house services. These kinds of works are already actually fixed for migrants (For example, in Germany in
the 1990s the expressions “an assistant in the house,” “cleaner" (die Putzfrau) and “Polish cleaner” (polnische Putzfrau)
practically are used as synonyms), so it can be said that labor migrants have not only simply created the certain
enclaves on the labor markets of host countries, but also they have turned into the structural element of a global
economic regime, with which the economy of developed countries is built and developed. At the same time economic
and social well-being of these countries more increasingly depends on inflow of labor migrants.

Simultaneously thanks to migrants developed countries successfully overcome permanent shortage of specialists
of the modern trades demanding high qualification: scientists, managers, developers of information technologies, etc.
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Thus, on the world labor market there is polarization of temporary labor migrants by their qualification
characteristics, so-called “professional migrants,” (scientists, supreme administrative personnel, engineers, technicians,
entrepreneurs) for whom favorable conditions for employment in host countries are created, and low-skilled workers, the
demand on them also is rather high and selection procedure is tough when there is a huge offer of them.

Gender characteristics.

Traditionally it was considered that overwhelming majority of labor migrants were men. Women participating
in labor migration streams mainly were members of the families of male migrants. However already at the beginning of
the 1990s it was noted by researchers that women make up not less than 50 % of “independent” labor migrants. In
many respects it is basically related with structural changes in the world economy, accompanying globalization
processes. Development of so-called “service economy” has led to growth of the sphere of services in the structure of
employment of developed countries and created constantly growing demand on women-migrants who are engaged in
the sphere of low-skilled labor service.

Women-migrants generally are employed in such spheres of the labor market of host countries which are
developing rapidly in recent years. This sphere includes the leisure and entertainment industry (dancers in restaurants,
participants of show-programs), sphere of public services (the personnel of hotels, bars, casinos, etc.), house service
(nurses, governesses, servants), sex-service. Many of these kinds of employment can be related to the “spheres of risk.”
Risky employment of women-migrants virtually is connected to sex-employment, and so-called to sex-related
employment, which frequently is related to sex-services (striptease-show, consumation, massage, etc.). These spheres
of employment, as a matter of fact, also represent the basic migratory opportunities for women.

Thus, feminization of migratory streams that became a characteristic feature of the present stage of the
development of international labor migration, simultaneously means the tendency of marginalization of big groups of
migrants on the world labor market and raises a problem for protection of the rights of labor migrants in the line of
priority tasks of the national and international institutes who are engaged in migration study.

IV. CONTRADICTIONS IN THE EPOCH OF GLOBALIZATION

The most acute problems accompanying the modern process of globalization are reflected in international
migration as in a mirror. It is an increase of differences in economic and demographic potential of developed and
developing countries that is expressed in growing inequality of incomes and opportunities and that accordingly
stimulates international migration. It is an increase of competition on national labor markets of host countries,
strengthening of ethno-confessional standoffs in the areas of immigrants’ concentration that is expressed in general
aggravation of social tension in migrants host countries. It is strengthening of labor migrants exploitation by employers
that is expressed in reduction of really earned wages, restrictions on payment of various benefits, etc., that incurs
infringement of migrants social rights.

Migration and globalization become so connected by this complex system of mutual relations that they act not
only as “mutually provoking” processes but also mutual problems causing. In general view the contradiction between
migration and globalization are shown in the problem of person’s customs. The right to free movement which is not
simply one of the fundamental laws of person, but also a condition of development of globalization processes
encounters the control by the states on the movement of people in order to maintain optimum size and structure of
population of the country. Against a background of free movement of capitals, goods, technologies and information
“people are less mobile; they always belong to any state, are depended on passports, visas, permission for residence and
the conjuncture on a labour market.” (Hirst P., Thompson G. Globalization and the Future of the Nation
State//Economy and Society. p. 410. 1995).

The contradictions inherent in the period of globalization are shown in migration sphere in the form of
transformation of migration into globally organized branch of international business including various migratory
services, starting from the assistance in obtaining a visa and in searching jobs and ending with illegal contraband and
human trafficking. Such kind of business manipulating hundreds of thousands of job places worldwide and is operated
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by the network of organizations and institutions. In such conditions regulation of migratory streams in receiving
countries can be productive only in the case if it is oriented not only to migrants, but also to those formal and informal
institutes which are engaged in commercialization of migration and make profit from it.

V. CONCLUSION

Regulation of migration in the conditions of globalization becomes possible only by the joint efforts of the majority
of the world countries (first of all by the largest and the most developed countries), i.e. by means of multilateral
international cooperation. It is obvious, that it concerns first of all those problems that incur growing number of
refugees and increase of the scales of illegal migration which have got really global character. However, not to smaller
degree it concerns international labor migration as maintenance of legal guarantees for those citizens of the countries
who work in other countries, became an important component of the global process of struggle for human rights.
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The Main Priority Directions of the General Plan of 2017 Land Use of Thilisi
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Resume

Modern Tbilisi faces varied challenge. There are lot of actual and problematic issues for Tbilisi: traffic system
failure, road overload, chaos made by taxes, unarranged underground urbanistic system, lack of parking places for cars,
increasing trend of number of vehicles, waste management and utilization problems and so on.

In 2017 May has been published Tbilisi General Plan for Land Use. There are defined superiority issues of Tbilisi,
To accomplish these assues will help to improve the situation in Tbilisi. According to General Plan of Tbilisi the
important issue is development of banks the river Mtkvari and turn them into a recreation zone. Also, priorities
include to develop of Tbilisi subway system by adding three new lines. It is priority to make a new modern
international standart accepted landfill. For the Capital, it is very important direction to create effective traffic system
and overcome the problem of very load roads in peak time. In the article analyzed, the ways of solving the main
problems according to Tbilisi General Plan for Land Use.

Keywords: General plan, Thilisi, Transport, Waste management.
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The Global Trends of Development of E-services

Dimitri Javakhadze
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Resume

The world of network and network relationships are the latest achievements in business. New technologies,
electronic platforms, and especially social media platforms change the global economy at a rapid pace. Due to the main
goals of business, save time and financial resources, decrease administrative pressure, simplify communication with
partners, more efficiently and effectively manage self-sustaining in the existing competitive world, without the
introduction of electronic services in compliance with international standards, it is unacceptable. The article reviews
global trends of e-services development, which show the dynamic of the spread of electronic services and show a
undisputed picture of their implementation and use.

Keywords: electronic services; e-commerce; e-government; electronic platforms.
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Social Marketing Interventions for the Implementation of Healthy Eating among Adolescents

Tamar Jangulashvili
PhD Student

Charita Jashi
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Resume

The paper explores the challenges of social marketing regarding healthy eating issue.Analyzed experiences of
social marketing interventions on healthy eating. The new conceptual approach "Food for Wellness" - based on 6
criteria of social marketing benchmark and 5 areas of FWB is discussed in the article , which is considered as effective
approach for the integration of healthy eating at the school. Food security and healthy eating are priority direction
according the requirement of Georgia's Association Agreement with Europe.

Keywords:social marketing;healthy eating; food for wellness; behavior change.
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Factors of Economic Growth and Globalization

Merab Julakidze
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Resume

The article discusses the issues of transformation of economic growth factors in the modern stage of
globalization. Characteristics of the modern phase of globalization are listed. Analyzed the role of international trade in
globalization, its national and international regulation, the role of the state in the global economy. The process of
economic globalization and its impact on the supply factors are analyzed: natural resources, labor resources, expanded
capital, technological progress, entrepreneurial activity. Finally, it is viewed as a direct factor of economic growth. The
model of influence of economic growth factors on GDP is built and analyzed the results.

Keywords: Economic growth, Characteristics of globalization, Economic growth factors; Economic globalization,

economic growth model.
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Innovation Management and Particular Impacts on Companies and Economy
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Abstract
This paper deals with the evolution of the process of innovation management. For this reason, different processes are
first presented by means of literature research in order show the opening up of the innovation process. Possibilities for
integration of external potential will be presented, with focus on customers and suppliers. In the empirical section, statistical
data is used to examine the country's level of interrelationship between the input and the level of innovation achieved. The
scope of this article is to show the impact of innovation management and to analyze the reasons of successful innovations.

1. INTRODUCTION

By definition innovations are always new and appear for the first time. Processes on the other hand refer to steps of
work that are often repetitive and do not show a high degree of creative freedom. This apparent contradiction needs to be
resolved as the output of new innovations, which is the essential prerequisite for growth and sustainability of companies
in the technology market, can only be generated through the creation of a systematic approach to the creative input. It is
necessary to create processes even at the level of idea creation in order to provide continuous creative input. Generating
innovations requires a great degree of creative freedom as well as a certain degree of systematics in order to stay on target.
Therefore the creation of innovation management processes should systematically support innovation and make it
possible (Hofbauer/Sangl 2011). Process orientation also makes it possible for the new ideas to be transformed into
concepts efficiently and effectively and to be developed further so that they become innovation, which can succeed in the
market. It is most important that the ability and readiness to create innovations as well as a systematic innovation
management form the company and therefore secure the effectiveness and efficiency of the innovation activity (Hofbauer
2004, p. 2).

2. INITTAL SITUATION AND PROBLEM FORMULATION

Innovations are not only essential for the competitiveness and profitability of companies, but also crucial for the
competitiveness of countries and therefore determining for the standard of living of the people. The European Community
has recognized this and supports and stimulates innovation activities in all member states with a plurality of programs. The
realized effects are analyzed in order to be able to readjust activities.

Since 2004 the Community Innovation Survey, CIS, collects data about innovation activities of companies every 2
years. The latest data were released in 2015 and refer to the reporting period from 2010 to 2012. Besides a broad spectrum of
indicators for the innovation activities of companies, the share of innovative companies in all countries is also identified.

The EU-average percentage of innovative companies amounts 48.9%. This means that nearly every second company
in the EU28 member states has generated innovations within the named period. The highest percentages are observed in
Germany (67%) and Luxemburg (66%) although in both countries slight decreases were registered in the reporting period.
The collected data included product and process innovations as well as organization and marketing innovations, which are
new for the company or represent significant improvements.

In order to analyze the top position of Germany and to explore the position of innovative companies, a breakdown
according to branches is additionally useful. The intensity of innovation describes the percentage of innovation spendings on
total sales of all companies within a specific branch. According to the German innovation survey, a publication of the Centre
for European Economic Research in Mannheim (ZEW, Zentrum fiir Européische Wirtschaftsforschung), the branches of
vehicle manufacturing (10.2%), electrical industry (8.7%) and chemical/pharma (6.9%) have the highest percentages (Table
1). ZEW is part of the Europe-wide innovation survey, which is called Community Innovation Survey (C1S).
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vehicle manufacturing 10.2% | textil, leather, clothes 3.3% | food and tobacco industry 1.4%
electrical industry 8.7% | glass industry 2.6% | consulting and advertising 1.2%
chemical/pharmaceutical 6.9% | rubber industry and polymer 2.6% | water and disposal sector 0.8%
industry processing

technical/R&D services 6.7% | transport industry 2.3% | business services 0.6%
telecommunication industry 6.6% | metal production and 2.2% | energy, mining and mineral oil 0.6%

processing industry

engineering industry 5.6% | media services 2.1% | financial service industry 0.5%
furniture industry, toy sector, 3.3% | timber and paper industry 1.5% | wholesale sector 0.2%
repair industry

Table 1: Intensity of innovation according to branches 2012 (ZEW, 2016)

Thus we can conclude, that the German core industries vehicle manufacturing, electronics and chemical/pharma
hold the top position in the field of innovation.

This article gives attention to the research question, how to protect a leading innovation position in times of
discontinuities and rising competition.

3. METHODOLOGY

The first part of this article consists of a critical analysis of the relevant literature. The different innovation
processes as the initial source of innovation are compared to each other and linking as well as differentiating aspects are
displayed. Subsequently current trends like Open Innovation will be discussed and special consideration will be given to
the integration of the customer and supplier side for problem solving. The second part of the essay deals exemplarily with
an in-depth analysis of the empirical data situation. Proven indicators with regard to their correlation are examined by
means of a regression analysis.

4. FINDINGS OF LITERATURE ANALYSIS
Starting with the commonalities of successful companies this chapter presents the main findings of the comparison
of popular innovation processes in scientific literature. Examining the corporate practice allows an analysis of the extent
to which the identified elements can be found again.

4.1. Success Factors of Innovation Management

Scientific studies of medium-sized world market leaders show that there are connecting elements between them,
which appear to be decisive for their outstanding international performance (Frietsch et al. 2015):

e Global growth as a strategic corporate goal

e Commitment to active research and innovation

e  Excellent process management

e Systematic knowledge management

e Scientific cooperation

e Know-how protection through fast patent application

Process orientation, systematic idea generation and the resulting speed are essential and emphasize the economic
sense of innovation processes.

4.2. Innovation Processes and Classification of Innovation Management

With the help of a systematic and process-oriented innovation process promising ideas shall be detected by
intention rather than by chance (Uebernickel et al. 2016, p. 9 et seq.). Figure 1 gives an overview of the multitude of
innovation process models found in literature.
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IHofbauer/Sangl  Strategic Idea Conception, Product Market Testing Market Product Lifecycle!
:(2006) Orientation Management, Transformation  Development Development Management |
I o o e = Innovation _ _ _ _ _ o e 1
Hauschildt Idea Detection/ Research Development Invention Implementation  Exploitation
(1997) Observation

Reeder/Brierty/ ldea Generation Screening Idea Evaluation  Preliminary Product Formal Business Market Launch
Reeder (1987) Business Plan Development Plan

and Testing

Geschka/ Strategic Idea Finding Selection of Task Elaboration  Task Realization

Laudel (1992) Orientation Proposals Specification

Brockhoff (1992) Project Idea Research & Invention Investment Implementation

Development

Cooper/ Idea Idea Selection Development Testingand Production and

Kleinschmidt Validation Market Launch

(1991)

Trommsdorff/ Problem Idea Generation  Screening and Development Testingand

Schneider (1990) Recognition Analyzation Validation

Thom (1992) Idea Generation Idea Acceptance Idea Realization

Muller/ Invention Incubation Implementation

Deschamps

(1986)

Figure 1: Selected innovation processes of the academic literature (Hofbauer/Wilhelm 2015, S. 10)

The underlying idea and thus the creative element is the key component across all considered processes. The final
stage is mostly characterized by the implementation into the market. An upstream positioned strategic orientation,
however, is only the starting point for few authors. The /ntegrated Product Management Process by Hofbauer/Sangl
(2011) underlies this research article in order to cover the widest range of innovation management, starting with strategic
orientation and ending with accompanying lifecycle management.

Bailom et al. 2013 determines a commonality between above-average successful enterprises, which differentiates
them strikingly from those less successful: no matter what situation they are in, they are never content with just sticking
with the company’s present success. This continuing willingness to implement changes is considered by the authors as the
most important property of particularly successful companies.

5. POSSIBILITIES FOR INTEGRATION

In light of progressive discontinuity along with steadily more challenging strategies, the requirements for
innovation processes have changed (Hofbauer/Sangl 2011, p. 312). Companies have to face them by adapting their
business activities to the changed environment in order to remain competitive in an intensive and complex market
environment.

During the last decades innovations were predominantly created in research and development departments within
a single company. In the future, an increasing number of innovations will be generated in so-called innovation networks,
where all potential sources inside and outside the organization will be used.

5.1. Open Innovation in different economic sectors

Open innovation has become a widely discussed phenomenon in both Europe and the US since the publication of
Henry Chesbrough’s book, Open Innovation, in 2003. (Chesbrough, 2003)

The described closed system of innovation generation can be opened up by a modern approach of innovation
management in order to tap into external potential. This is known as Open Innovation. The Open Innovation approach
makes use of internal and external sources for the generation of innovations as well as internal and external ways of
utilizing ideas and thus has extensive opportunities to create value for the company (Chesbrough 2003, p. 1). With the
opening up of the innovation system, the company is able to cope with increased competition and innovation pressures by
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distributing the necessary investments and risks to implement the innovations to several process participants (e.g.,
suppliers, customers)
In Figure 2 the innovation process is opened to use external potential and know-how, which is ought to be used
and transformed in the respective phase of the progress of the ongoing process
Trend Insight Enabler
Lead User

Complementary Expertise Providers
Concept Validators

— time

T e ! anagers
Conception Introducti
Innovation Fields and Selection G ntrecuction management

Gate 1 Gate 2 Gate 3 Gate 4 Gate 5 Gate 6

Figure 2: Possibilities for Integration

As already mentioned by Chesbrough, internally oriented, centralized approaches has become obsolete.
(Chesbrough, 2003, p. 177) Although useful knowledge is widespread in many industries, external ideas need to be
combined with internal knowledge in order to create value.

A survey conducted by companies from different sectors in 2013 shows that across the diverse industries, about 78
percent of the companies say they use open innovation (Chesbrough/Brunswicker., 2013).

What is striking here is that manufacturing (both high-tech and medium-tech, with 90,91 %) and the industry of
wholesale and retail (with 85.73 %) are above-average in applying open innovation. On the other hand, the financial
sector is only reluctant to open innovation at just 54.55%. This leads to a new area of competition for various branches.
Companies with the largest R&D departments are not any longer in a preferred position automatically, but there will
rather companies. (Borchardt, 2012, p. 81)

There are various sources for the generation of new product ideas outside the company. Two of these, the
integration of the customer and the integration of the suppliers, are discussed in more detail below.

5.2 Customer Integration

In the past, there has been a number of researchers, who discourage integrating customers in the development of
radically new products (e.g. Christensen, 1997; Hamel and Prahalad, 1994). Such Scholars argued a long time against
customer involvement in the process of NPD, because listening to customers hampers the efforts of a company to come up
with really new products and makes them vulnerable to competitors’ products that incorporate disruptive technologies.

On the other hand, there are also researchers, who advocate the integration of the customer into the innovation
process (Schweisfurth, 2017). User innovations are an important and prolific source of innovation (Bogers, Afuah, &
Bastian, 2010; Hippel, 1976) and a main source of ideas for firms (Poetz & Schreier, 2012). For example, 6.1% of UK
consumers - early 2.9 million individuals- were engaged in consumer product innovation. Taken as whole, consumers'
annual product development expenditures are more than 1.4 times larger than the annual consumer product R&D
expenditures of all firms in the United Kingdom combined. (Hippel, Jong, Jeroen P. J. de, & Flowers, 2012). Users’
ideation efforts are driven by the motivation to use an invention. Not all users are equally likely to innovate but
innovative activity occurs especially among lead users (Hippel, 1986).

A study, which deals with the sources for innovations shows that clients respectively customers have with 82,3 %
the highest proportion in supporting innovations of companies (based on Deutsches Zentrum fir Luft und Raumfahrt
e.V., 2013, p. 11). The second and third highest proportion is held by the management (77,3%) and R&D (68,8%), both
internal supporters.
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Various scientific studies show a poor picture of company practice: 50 to 80% of all failed innovations are due to a
lack of customer orientation: Customer proximity is a key success factor in innovation management and a devastating
weakness of many companies. (Stern & Jaberg, 2005)

Customer integration is not only necessary for the identification of ideas, but in addition assumes a major role in
the further steps of the product management process. An overview of the most important advantage through customer
integration in the different stages is provided by Hofbauer 2013, p. 14. There the customers’ contribution is examined
starting from the generation of ideas, their selection, conception and development through their market testing by several
methods. Customer proximity is essential in all phases of the innovation process. Moreover, before, during and after the
innovation project, everything else is to be coordinated with the customer.

The motivation of customers to join the new product development process to force innovations is normally very
high. Users are directly affected by problems resulting from the usage of products as they are very close to the source. Due
to their personal experiences and know-how they know potential problems very well. As a result, they develop quite
good ideas for solution possibilities. And in some cases they solve the problems even better.

Customer proximity leads to growth if it is possible to recognize a trend earlier than the competition and to convert
it into products. In the ideal case of a customer-oriented organization, all employees are primarily concerned with
anticipating and solving the problems of the customers. It is not just a matter of responding to expressed wishes, but also
of understanding the customer processes and needs.

The success of customer integration in new product design and development although depends on type and
segment of a product. For expensive luxury goods, traditional Designer Products seem to be still requested. Contrary to
extant research, the results even show that being close to users rather harms luxury fashion brands because they are
perceived to be lower in quality and fail to signal high status (Fuchs, Prandelli, Schreier, & Dahl, 2013).

Customer integration always has to be planned, managed and controlled under the perspectives of efficiency and
effectiveness. The first necessary step therefore is to determine in which position of the value chain customers should and
can be integrated (Hofbauer/Bergmann 2012, p. 27).

5.3 Supplier Integration

As well as the integration of the sales market, the procurement market also influences the innovation process.
Particularly in times of ever more demanding customers and new social and economic conditions a well targeted supplier
management supports maximizing the customer value through innovations. These changed market situations force
companies to innovate continuously and develop them to market maturity. To establish competitive advantages it is
essential for companies to ensure access to these new technologies by the procurement department. Therefore an ongoing
market and technology screening is necessary to augment the scarce internal resources perfectly. For this reason strategic
supplier management contributes to getting access to the most innovative suppliers and thus to taking advantage of the
new technologies for their own enterprise.

Looking at the allocation of innovations in the automotive sector, the outstanding potential of supplier innovations
becomes clear: The number of patents granted increased significantly within only one decade. Whereas in 1992 there
were only 1,081 patents granted, the number nearly tripled in 2002 with 2,802 patents granted. Only a closer
examination, however, reveals the increased importance of supplier integration. In 1992 nearly half of the patents granted
(48%) were generated by the OEM (Original Equipment Manufacturer) itself. Only ten years later supplier innovations
made up nearly two thirds (65%) and so overtook the producer clearly (Schiele, 2012).

There are several instruments within the scope of innovation management to embed suppliers in the most effective
way. The tools range from innovation days and idea or concept competitions to integration of, or cooperation with, start-
ups in terms of venture capitalists or angel investors.

6. RESULTS OF EMPIRICAL DATA ANALYSIS

The better the single companies, the higher the competitive advantage and logically the higher the success of that
companies. All the different efforts of companies of a national economy are brought together in aggregated statistics.
Numerous statistics exist in the fields of innovation management and innovativeness at country or industry level, each of
which applies different factors. For example, Figure 3 compares the ranking of the 15 most innovative countries range in
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Europe. The data derive from the global innovation index 2016 and show the excerpt for Europe. The global innovation
index 2016 examines 128 economies all over the world as regards their innovativeness. It a wide range of different subject
areas in the respective countries investigates on the basis of selected criteria, in order to create a ranking based on the results.
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Figure 3: Ranking of the 15 most innovative countries in Europe (WIPO/Cornell University/Insead, 2016)

Figure 3 shows Switzerland as the most innovative country in Europe with an index value of approximately 66.3
points. This means that Switzerland is the most innovative country in Europe and even in the world. In general, 8
European countries are represented among the top 10 most innovative countries in the world and thus outshine non-
European countries such as the USA (only 4 with 61.4 points) or Singapore (6th place with 59.16 points).

To find out which factors promote the innovative strength of an economy, data from the European statistical office
(Eurostat) were evaluated in a first step.

6.1 Innovation expenditures measured by percentage of GDP

Firstly, expenditure on research and development, which is often described, was examined as a percentage of GDP.
A regression analysis was used to determine whether there is a correlation between percentage R&D expenditure at

country level and patents. The corresponding linear regression is shown graphically in Figure 4.
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Figure 4: Relationship between R & D expenditure as a% of GDP and the number of patents (source: Eurostat 2017, author’s

calculations)
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As can be deduced from the point cloud, although a positive trend can be seen, the associated coefficient of deter-
mination R2 with a value of only 0.197 is very small.

6.2 Innovation expenditures measured by absolute figures

Secondly, the absolute expenditures on research and development were studied, which are also provided by
Eurostat at country level. Expenditure on R&D in millions of euros have been investigated regarding a possible correlation
with the number of new patents registered. Figure 5 represents this evaluation. The Y-axis is again the number of new
patents. On the X-axis, expenditure on research and development is shown in millions of euros.
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Figure 5: Relationship between R & D in millions of Euro and the number of patents (source: Eurostat 2017, author’s calculations)

R2 is much higher in this case, with a value of 0.9432, compared to the previous regression analysis. It can be
concluded that an increase in expenditure on research and development (on an absolute basis) has a significant positive
effect on the registration of patents and thus indirectly on the innovative power of the companies of an economy.
However, the actual money invested is determinant, irrespective of the relation to GDP. A pure increase in the percentage
rate is therefore not sufficient. According to this, the focus in further research should be on the absolute values, and the
indicator R&D expenditure as a percentage of GDP should be taken with caution.

7. CONCLUSION

Although there is no single reason for failure in market penetration because the reasons are always individual and
are widely diverse. There seems to be one thing in common: in most cases the impression is that the customers did not
play a decisive role or only played an understated one (Sauvonnet/Blatt 2015, p. 13).

The strategic partnership Fit for Innovation founded by the German Federal Ministry for Education and Research
(BMBF) and the European Social Fund (ESF) determines that the bottleneck of innovativeness is not the existence of good
ideas or new technologies, but their successful and quick implementation and realization in innovative and marketable
products and services (Knospe 2011, p. 7). In addition to the correctness and importance of an idea as such, it is the many
steps until their realization which are especially critical to success (Knospe 2011, p. 8) and therefore should be led and
controlled consequently by a strict management process, starting with an evaluation of the idea, its realization in terms of
conception through the development of the physical product and process, the preparation of the launch and
accompanying lifecycle management. The better the single companies, the higher the competitive advantage and logically
the higher the success of that companies. The success of innovation management was measured by the dependent variable
of registered patents in the executed regression analysis.
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Aggregated statistics show the different efforts of companies of a national economy. We found out, that it is not

decisive, that a specific percentage of GDP has to be spent. Much more important is the absolute number of money, which
is invested in R&D, to receive a critical dimension.
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