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Summary

Agriculture is an important and organic
part of the national economy of any country.
Its role is great in ensuring the country's food
security, improving the balance of payments and
strengthening state independence. The state and
proportions of development of other sectors of
the national economy depend on the level and
speed of development of agricultural production.
This connection is reflected in both technical-
technological and industrial-economic connections.
At the same time, this connection is bilateral,
with the increase of agricultural production, the
structure and quality of food of the population
improves, the volume of imported food decreases,
which has a positive impact on reducing the balance
of payments deficit and increasing the degree of
independence of the country.

Due to the important role of agriculture, the field
received a lot of attention in the first years of the
restoration of independence, which is confirmed
by the agrarian policy developed and implemented
during that period, whose primary task was to ensure
the country's food security and strengthen food
independence. In connection with the important
role of agriculture in the first years of the restoration

of independence of the region, much attention was

paid, which is confirmed by the agricultural policy
developed and implemented during this period,
the main task of which was to ensure the country's
food security and strengthen food independence.
At the same time, it was a great challenge for a
country with a devastated economy, followed by
significant reforms in agriculture, restructuring of
the sector and the creation of an appropriate legal
framework, the integration of state regulation
of the market economy and self-regulatory
mechanisms. However, under the influence of a
number of external and internal factors, it was not
possible to fully implement the developed agrarian
policy. Agriculture is still characterized by low
productivity and, consequently, by a small share
in the sectoral structure of the national economy.
The country has serious problems in supplying and
providing vital agricultural products such as wheat,
corn, potatoes, vegetables, meat and poultry.

The global pandemic and the resulting global
economic crisis have put the issue of solving the
country’s food security problem on the agenda.
To this end, the revitalization of rural areas, social
stability and balancing the level of migration
from rural to urban areas should be a priority.
Establishing food security is a complex task and
is primarily the responsibility of the government.
There is no universal mechanism for solving the
global food security problem in the world today.
This problem must be solved at the national level, as
food security is considered to be a level of national
food production that allows the principle of self-
sufficiency of the population and state reserves
with food to be implemented in accordance with
scientifically substantiated norms. The current
severe economic crisis in the country has further
intensified the social background and demanded
the strengthening of the stimulating and organizing

function of the state.
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The issue of state regulation of the agricultural
sector should be considered in close connection
with the development of entrepreneurship and
self-regulation of production at the micro level, and
priority should be given to measures that maximize
the adaptation of producers to market economic
conditions, increase production efficiency and
competitiveness, which will ultimately contribute
to the saturation of the market with domestic
products and state food security.

It should also be noted that recent years and
even more so the pandemic process, have once
again confirmed the notions of omnipotence on the
market mechanism. The market does not have a
magic wand that will solve all the problems by itself
and regulate the existing problems. The myth of the
role of the "invisible hand" and the crisis itself is
a thing of the past. The modern world community
supports the social orientation of the economy,
therefore "realizing the dangerous nature of social
polarization", which can not be solved by bypassing
state regulation and mechanisms.
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independence; Food security; Social Economy.
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Annotation

If Pandemic has had an impact on any business it’s
primarily a tourism business. Other businesses have
a very close relation with this business and therefore
they have been affected as well. As you know, the
world travel and tourism market is expected to have
lost more than 75.2 million jobs by 2020. According
to the UNWTO, small and medium-sized enterprises
were most affected. Their share in the tourism sector
is 80%. Coronavirus will have a special impact on the
countries whose economy accounts for a large share
of tourism and whose economic growth is largely due
to the tourism sector, and Georgia is also among them.

According to the Georgian government, Georgia
will develop the tourism sector in the near future, of
course, in compliance with the safety standard and
taking into account the recommendations. Tourism is
the sector that has received the hardest and first blow
due to the crisis and which, in addition to being one
of the most important driving forces of the country's
economy in recent years, the sector has a competitive
advantage that can contribute to the economic
development of Georgia in the post-crisis pandemic
economy.

Tourism is one of the largest spheres in the world,
and its development is conditioned by the safe
environment of the country, economic and political

stability. It creates jobs and helps increase incomes

DOI: https://doi.org/10.52244/ep.2021.21.02

for the population. International tourism contributes
to the inflow of foreign currency into the country
and affects the social and cultural environment of
the country. That is why it is important to bring the
tourism business out of the crisis.

For citation: Shanidze G., (2021) The impact of the

pandemic on the tourism business. Economic Profile,

Ne1(21), pp. 17-21. DOI: https://doi.org/10.52244/
ep.2021.21.02

Introduction

The tourism business is one of the businesses
that received the biggest blow during the pandemic
in terms of the demand and supply. It should be
noted that the pandemic will affect all sectors of the
economy, although it will have more negative impact
on some sectors and less on others. The tourism and
transportation sectors were most affected, as well as
the manufacturing sector. The impact of the pandemic
is noticeable in sectors such as the financial sector,
entertainment and leisure and more. In this work we

will pay more attention to the tourism business.

Main Part
The World Tourism Organization (UNWTO)
estimates that by 2020, international tourist traffic

will have shrunk by 3% instead of a 3-4% increase.
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That means a $30-50 billion reduction in revenue which is 17% less than the previous year. (GPRC,
from international tourist spending. (EPRC, 2020:5)  2020:6)

According to Mobility Market Outlook on It should be noted that due to countries, China has
COVID-19, the global revenue of the travel and seen the largest decline in revenues from the tourism

tourism industry in 2020 was about $ 570 billion, industry. (see diagram 1)

Diagram 1
Expected Change in Travel and Tourism Industry Revenue Amid
Coronavirus Pandemic (Million USD)

156,266
140,64
117,843
70,468
31,821 28,639 20,257 15 395
- [ I ==
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Source:https://www.statista.com/forecasts/1103426/covid-19-revenue-travel-tourism-industry-forecast

According to the UNWTO, the most affected and tourism market is expected to have lost more
by the pandemic at this stage is Asia and the Pacific than 75.2 million jobs by 2020. (BDP (a), 2021). The
region, where international tourist visits fell by about biggest losses came in Asia and the Pacific, with 48.7
10%, instead of the projected 6% increase. Asia and million jobs lost. In second place was Europe, which
the Pacific region have also been affected in terms of lost 10.1 million jobs in the tourism industry. (BDP

employment in the tourism sector. The global travel (b), 2021). (see diagram 2)

Diagram 2
Job losses in the travel and tourism industry in 2020 due to Coronavirus
Pandemic shown by regions (million)
75,2
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E‘.-E' 4_,'4 2}:!" 1‘.3 ﬁ}?
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18 Source: https://www.statista.com/statistics/1104835/coronavirus-travel-tourism-

employment-loss/
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Along with the tourism business, the entertainment
and leisure sector suffered a major setback when
gatherings were banned and café-restaurants, movie
theaters, sports events were closed, and so on.

It should also be noted that the Olympic Games

are quite closely related to tourism, which were to

be held in Tokyo in 2020 and postponed to 2021.
The potential loss for Tokyo is 597 billion yen, with
a corresponding investment in hosting the event,
although much higher than the total losses of the
Olympic Games (see diagram 3).

Diagram 3

Loss of the 2020 Tokyo Olympics due to the coronavirus pandemic (billion Japanese yen)

60 59
Organizing Tokyo City

Committee
of Japan

Source:
paralympics-by-type/

During the pandemic in Georgia, it was quite
important to keep jobs in companies, when they were
almost non-functioning. A number of companies
shared the circumstance and retained staff at the
expense of pre-existing savings and also paid salaries
for a period of time; however, not all companies made
such decisions due to lack of financial resources,
which put most of the employees in a very big financial
crisis. It should also be noted that the state provided
financial assistance to certain categories of people and
financed some community bills, which provided good
benefits to the population during the crisis.

The restaurant industry, the clothing, footwear and
accessories business, the tourism and entertainment
industries were badly affected during the pandemic.
Although the online ordering service was launched,
but not all areas were covered by these sales methods.
Here, it should also be noted that people avoided

expenses if they were not critically necessary and

34
I i

Japanese business Central

https://www.statista.com/statistics/1102668/japan-budget-plan-tmg-tokyo-2020-olympics-and-

limited themselves to consuming only food and
hygiene items, which significantly reduced the
demand for other goods and services.

During a pandemic, we can distinguish: successful,
less successful and unsuccessful business groups.

Successful companies - first of all we should
mention the companies working in the field of delivery
services, companies that sell pharmaceuticals, food
and hygiene products.

Less successful companies - educational
institutions, medical services, publishing houses,
confectioneries, etc.

Unsuccessful companies - bars, restaurants, gyms
and health complexes, beauty salons, swimming
pools, etc. We should separately mention the tourism
business, which has faced a very big challenge,
this also applies to hotels, airlines, transport, travel

companies, etc.
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According to the Government of Georgia, Georgia
should be one of the first countries in the region to
develop the tourism sector in the near future, of course,
in compliance with all the safety standards that we
will have in the coming days from the International
Tourism Organization (GNTA, 2021)

By the decision of the government, the tourism
sector was fully exempted from property taxes by
2020, this was a very important step for the industry,
in addition, the income taxes of companies operating
in the tourism sector were postponed until the end of
the year.

Loan interest was subsidized for up to 50 hotels
under crisis management. Also, all hotels with
an annual turnover of up to GEL 20 million were
subsidized 80% of the bank loan interest on the first
GEL 5 million of the loan. (Geostat, 2021)

In general, the tourism industry responds rapidly
to an ascending and descending economy. World
tourism experts have established that the development
of tourism and the economic situation in the country
are interrelated. Tourism is also characterized by
the ability to recover quickly and is relatively less
affected by the economic crisis than other sectors.
(Korghanashvili, 2012: 34)

In general, the field of tourism is quite interesting
for doing business, it is extremely attractive because it
is possible to start a business with a small investment,
the return on investment is fast, etc. Tourism is
considered to be one of the most profitable businesses
and can make a great contribution to the development
of the country’s economy.

In order for the tourism business to develop and
reach the first stage, at least in the previous years, the
state must take the following steps:

Conclusion
1. The state should make people more aware of
the need for vaccination, which is a precondition for

opening up the economy.

20

should be

minimized (of course, taking into account the

2. Existing business restrictions
requirements of the World Health Organization).

3. Adding / opening flights of air flights and other
means of transport.

4. A foreign tourist should not be prevented from
entering the country if he / she has been vaccinated
and in case of testing, a negative response to the virus
will be observed.

5. The state should encourage business and, once
again, reconsider the deferral of liabilities based on
the specific reality.
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Summary

The new Corona-virus and the contagious disease
which it causes, the so called COVID 19, put forward
the serious challenges for many countries all over
the world and for Georgia among them. Almost
the whole world is facing very serious obstacles
on the international and national levels. Too many
problems emerged in the world countries. To
resist against the new disease has become the main
priority for each country.

The global processes caused by the pandemics
have influenced the audit service as well. The
uncertainty and unpredictability caused the new
risks of deficiencies and activated already existed
ones in the new environment. The situation became
more complicated due to the fact that it can happen
that the auditors do not consider the mentioned
risks in the process of planning for audits or the
risks may be considered mistakenly.

The firms and other economical institutions
in which the audit is carried out are obliged to
adopt the new rules and changing environments
in which their businesses function; they should
change the rules of fulfilling the operation,
preparing the financial accounts, the processes of
their representing the information processes, safety
of information shown in the financial accounts,

the rules of their preparing; they also evaluate the

possibilities of keeping on their activities in the
nearest future.

The qualified performing of the audit implies
the basical elemenst which helps to create such
environment where the possibility of the high level
audit will be at the maximum.

Implementing the quality control implies that
such system will include two stages; each of them
is directed towards providing the audit processes
according the international standards

There types of the

improvement system. In all of them the main

are several quality
variable value represents the amount of costs for
the proper system. All countries choose the system
which provides benefits taking the costs into
consideration.

There are four main stages in the process of
implementation the system which will ensure the
high quality audit. Here are four main stages shown
in the process of implementation:

v' The first stage: to carry out diagnostic
observation;

v The second stage: stating the view;

v The third sage: working out the system;

v' The fourth stage: implementation of the
system.

The firms and other economical institutions
where the audit is carried out are obliged to be
reliable with their activities in the changing
situation in which their businesses function. The
subjects change the rules of carrying out the usual
operations, change the open information given in
the financial accounts, and estimate the possibilities
of maintaining the existing possibilities for the
nearest future.

It is important to revise some standards out of
Audit International Standards and to make them

fit for revealing and assessing the risks of essential
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mistakes and discrepencies. The controlled variation
of the standard regulates such issues as the newly
corrected risks caused by influences of COVID-19
pandemic on the planned approaches to the audit
and also, evaluation of the risks already defined and
making changes in them taking into consideration
the influence of the errors in the risk evaluations
and influence made upon the planned evaluations
and audits the changes of which will influence the
evaluations of the risks in the inner control of the
subject on the previously made imagination of the
control environment, in order to define the measures
to be taken in order to change the reactions to the
mistakes using different measures in order to reach
the trustful mechanisms to rely on.

International standards of audit- answering
to the assessed risks, the checked variation of the
standard implies that it maybecome necessary to
change the measures of reaction to the changes in
the circumstances in order to obtain enough reliable
measures and activities to control the situation by
means of enough auditory evidences. The auditor
has responsibilities to take into consideration that
largening the deadlines will cause growth of the
period and the risks of the dates of events which will
happen in the time interval between accountability
date and the date of the conclusion made by audit,
the audit is also responsible for any event taking
place later in relation to the Covid-19 situation. He
is responsible also for evaluation of the fact about
financial information.

The enterprise functioning within nowadays
complex environment taking into consideration
the situation of COVID 19, should consider such

priority issues as the uncertainty accompanying

30

the Covid situation, related covenants, and others
which accompany the pandemic period, among
them the region, the financial state of customers
and dealers, liquidating and paying capacity.

During the process of the risk assessments it
should considered that Covid 19 pandemic greatly
influenced the global economics and the separate
branches such as hotels business, retail sail, tourism
and others.

As a result of pandemic, it is possible that
the number of audit considerations and thee
circumstances can modify them which can be
conditioned by different circumstances and the
audit will state if there are incorrectable improper
The audit

will make it certain there are unimprovable

conditioned due to the circumstances.

mistakes which apart and together are essential
for the financial accountability and the auditor
will conclude that they cannot acquire the proper
conditioned which apart or together could be
essential financial accounts or the audit will
conclude that they are not able to the essential
accountability. Important researches were led to
assess the appeared situation and it was concluded
that the COVID 19 pandemic had influenced the
financial situation which showed that the specific
actions and procedures became complicated.
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ON SOME PROBLEM ISSUES RELATED
TO LIBERALIZATION OF THE TAX SYSTEM
IN GEORGIA

Summary

The article looks into the phases of reforming the
tax system of Georgia in term of its liberalization.
Since the early 2000s, the tax system of Georgia has
undergone a significant transformation. There were
reduced both the number of taxes and tax rates.
Anti-corruption measures were taken, the legal
framework was improved, and tax services were
changed over to e-services. Tax administration was
considerably simplified, but also at the same time
was strengthened. The level of fiscal discipline was
increased. As a result, despite the seeming release
of tax pressure, tax revenues for the treasury were
increased manifold.

It is clear that success of tax liberalization at this
stage of the reform was largely due to the reform
of the tax administration system. Higher fines were
imposed for violators of tax discipline, which was
reflected in severe tightening of tax administration
due to the disruption of the corruption environment.
A positive link was confirmed between tax
liberalization measures and streamlining of the tax
administration system in terms of successful tax
reform.

A number of innovations have been introduced,
including: simplified and mostly electronic-
automated service procedures, special tax statuses
for small and micro entrepreneurs, the so-called

“Estonian” model of the taxation of enterprises, the

possibility of concluding a tax agreement, a warning
mechanism as an alternative to monetary penalties,
and so on.

It should be noted that over the years, measures
to relief, forgive or partially reduce tax debts
accumulated in previous periods have become
an accompanying and distinctive attribute of the
significant ongoing reforms in the tax system.
This process has become particularly large-scale
since 2015. Just in 2015-2019, more than 68 billion
taxpayers owed more than 3.5 billion GEL in terms
of both basic taxes and fines.

We believe that the unambiguously positive
assessment of these large-scale measures for debt
relief would not be correct. Of course, such measures
relieve the tax administration system of the burden
of recovering uncollectible debts. The International
Monetary Fund and other donor organizations also
require and welcome this.

The advantages of this process, as well as related
risks and possible threats are being discussed. It is
noted that consistent use of such mechanisms leads
to long-term negative fiscal consequences, as it
undermines tax morality of taxpayers and prevents
the introduction of a culture of tax compliance.

The tax amnesties, especially if they are recurrent,
encourage an anti-competitive environment and
generate a sense of unfairness among conscious
taxpayers. Destructive expectations are created,
which leads to the transformation of the taxpayer
behavior model in the wrong direction. These
trends are evident in the case of Georgia according
to statistical data.

We believe that the final result of the tax reforms
will depend to a great degree on the ability of
the tax administration system and the state in

general to prevent the possibility of the new tax
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amnesties in the future. It is necessary to create
the preventive mechanisms that largely exclude
possible recurrences of both debt relief of taxable
objects and the accumulation of unpaid amounts of
taxes.
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Summary

The existence of pension schemes does not
count for a long period, but its obligation has been
historically proven, as the experience of countries
has shown that the countries that have the best
practices provide better social protection of the
population when retiring. The article discusses
the redistribution of pension assets worldwide,
pragmatically and theoretically evaluating the pros
and cons of retirement plans.

The implementation of the pension reform in
Georgia has been delayed many times due to the
socio-economic situation, accompanied by the
psychological attitude of the population towards
distrust of the state. Georgia is on the path to
European integration, where one of the most
important requirements is the proper protection
and social equalization of the socially vulnerable,
while the existence of pension schemes ensures
the accumulation of large amounts of funds, which
can play an important role in capital and financial
markets.

The advantages of the existence of pension
schemes may be reflected in the permanent increase

of the equalization ratio, but it should be noted that

at such times the macroeconomic indicators of the
state should be relatively stable, such as inflation,
stability of the national currency and others.

As of today, the tasks set before the Pension
Agency in Georgia are quite ambitious and require
effective management, as the pension reform takes
only a few years.In the social security system of
the population, the pension is a mechanism for
maintaining a stable material condition during the
period of disability. Following in the footsteps of
the development of mankind, pension systems were
improved, the main purpose of which was to replace
the average income per capita during the working
period in a way that would not worsen living
conditions. Therefore, the pension replacement
rate has become a measure of the evaluation of
the pension system of a country. The replacement
rate in the pension systems of developed countries
is in the range of 60-80%, in developing countries
it is 15-30%, which is systematically subject to
adjustment.

Georgia, despite the normal rate of economic
growth in the last decade, is not distinguished by a
pension provision mechanism.

From the day of independence, the state basic
pension was periodically subject to changes.
The change, however, was related not so much
to the approach to the subsistence level as to the
subsequent promises of a change of government.

At the present stage, the pension system is in
the process of modification, which aims to ensure
adequate pension income, fiscal sustainability of
pension expenditures and a more effective response
to demographic changes in the population.

Developing and developing countries are trying
to equalize the time of retirement of the population,

which is often difficult to achieve and requires
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both economic and political decisions, because the
financing of social security from the state budget
requires large expenditures. Which can often be the
result of the devaluation of the national currency
and high inflation, which in itself can be seen as an
impediment to economic development.

The increase in social spending is often the
subject of controversy among scientists-economists,
for example, for the development of the state, what
kind of spending will be more effective, financing
social or capital projects ?! Often, the increase in
capital expenditures, at the expense of the social
situation, is not considered a popular political
decision, because at this time the dissatisfaction of
the socially vulnerable segments of the population
increases.

One of the goals of the accumulative pension is
to achieve social equality and a high replacement
rate, but how much it will work in Georgia is also
a question, because the unemployment rate and the
self-employed are high in terms of labor force, in
particular, about 30% of the labor force The amount
of monthly salary thatis published statistically is also
problematic, because the calculation methodology
is often disputed and there is no minimum wage at
the level of legislation.

The main functions of the Pension Agency are to
invest the accumulated funds, but investments in
investment assets are not defined by the National
Bank and are quite narrow, for example, foreign
practice allows pension funds to invest funds in
both real assets and foreign financial markets.
As the

investments by the Pension Agency should be

mentioned, implementation of such
allowed in Georgia and should be used to finance
national, strategic projects.

Ensuring the stability of inflation and the

national currency in Georgia remains a challenge.

60

In the event of inflation approaching double digits,
pension savings will lose effectiveness.

Also noteworthy is the gender imbalance when
receiving a pension, namely in terms of average
salary and life expectancy, a man’s salary is about
4 times higher than a woman receiving a pension,
which should be considered unfair, the state will
have to adjust the retirement age in the future.

Finally, it should be noted that the
pension reform, despite its shortcomings, should
be considered a step forward, but it needs to
refine certain issues, diversify asset management
and economic stability, which will not be easy to
achieve.

KEYWORDS: pension

coefficient, pension assets, social deprivation.

reform, equalization
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Summary

The modern world is facing very serious
challenges. Our society has once again strongly
felt all the challenges of a pandemic. Mankind
is going through this ordeal and the economic
crisis provoked by it. We have a need for global,
fundamental macroeconomic change. The world is
changing before our eyes and in these conditions
there is a chance for the country to correctly assess
the current situation.

Despite the rich resource potential of the
country, the share of food exports in the country’s
total exports is 7-9%, and imports - 10-12%. At the
same time, according to the results of 2019, food
imports exceeded exports by 3 times.

Many factors need to be considered when

formulating a state support policy, however, the

70

strategy for action should be based on several
important principles:

1. Information-analytical support of the state
agrarian policy and management of the forecasting
system;

2. Access to government support;

3. The consistency of the policy of the Ministry
and its sustainable nature, because the long-term
goals and objectives facing the field can not be
questioned;

4. Competitive products and conditions of its
production;

5. Public involvement and participation of
industry associations in defining strategic tasks.

We get a picture where all five principles are
completely violated in both business practice and
thought theory. Programs are fragmentary and less
result-oriented, the information-analytical part
is weak and vague, there is no forecasting system,
unequal conditions are maintained in the market
and there are no conditions for its protection
and regulation, government actions are mostly
inconsistent and inflexible, sectorial associations
are virtually mixed. They not only dominate the
formation of policies implemented by the state,
but it also acts on their orders and often seriously
damages the process.

We

agriculture and rural development in Georgia, with

believe that the current strategy of
its content, goals and objectives, does not meet the
challenges facing the country and the sector. The
agenda highlights the need to create a new strategic
document with more involvement of scientists,
experts, practitioners and farmers, which will be
the subject of public discussion before adoption.
The need for a “big push policy” is suggested by the
authors in the paper.

The proposed vision, where the territorial
and sectoral principles complement each other,

moreover their synergy creates a precondition for
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development, requires more attention from the
state.

At the modern stage, reasonable, scientifically
substantiated and at the same time adapted in
practice target-program action models are gaining
special importance. They are part of a complex
macroeconomic government vision in which all
agencies, entities and individuals have explicit
rights and responsibilities. All the above problems
can be overcome if there is political will and we
will replace evolutionary inertia with a policy
of revolutionary big push, where the state will
comprehensively understand all the problems and
advantages, thus creating a Georgian model of crisis
management and development.

We need to address the challenges, create a
new strategic document for overcoming the crisis
and promising development, where, along with
monetary and fiscal issues, we will play an important
role in the regional and agrarian development
of Georgia. We are not really in the reality to
be satisfied and follow the state in the policy of
“evolutionary self-flow”, we need a new strategic
vision, targeted programs, a new understanding of
the food security problem, flexible stimulus and
regulatory policies, fast, effective and responsible

action by the government.

KEYWORDS:

Management; Structural reform.

strategy;  Agrarian  policy;
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Summary

The intensive growth of industrial processes and
transport in cities is directly related to environmental
pollution, which is manifested by an increase in the
amount of emissions from vehicles and an increase in
the concentration of aerosols in the atmosphere. The
dynamics of this process depends on many different
factors, in particular, the state of atmospheric
stratification, wind direction, speed and more.

The main source of air pollution in Kutaisi is road
transport - more than 90 percent of total air pollution
emissions come from road transport. The emission of
large amounts of pollutants from vehicles is due to
many factors, including improper organization and
management of traffic, low fuel quality, catalytic
converter malfunctions, and the age of vehicles.

The number of passenger cars in Kutaisi is growing,
for example, according to the years. In Kutaisi in 2014
-38929, 2015 -47668, according to global trends, if we
do not take into account possible changes in policy,
we can assume that car ownership will double in the
next ten years.

According to the data conducted by the National
Environment Agency on air pollution in Kutaisi in
November 2018, the maximum single concentration
of dust exceeded the maximum allowable norm by

2.4 times (4.2 times as of December), and the other

components: carbon dioxide, sulfur dioxide, sulfur
Also the maximum single concentrations of nitric
oxide were within the norm. There have been up
to a million cars across the country in recent years,
according to this year’s data. 49273 cars (cars, buses,
trucks) are registered in Kutaisi. The main part of the
increased car fleet in Kutaisi is outdated and does
not meet international technical and environmental
requirements. Most of the registered cars were
produced before 2002. According to the Service
Agency of the Ministry of Internal Affairs, the issue
amounts to 22,628 units over 20 years old, 11,737
units from 10 to 15 years old, and 387 units under 5
years old.

It should be noted that st. Kutaisi has introduced
municipal transport, namely buses, based on their
ecological passport data, we can assume that air
pollution will be minimized, which will contribute
to sustainable development of the city, in particular,
improving the ecological situation will increase the
socio-economic situation.

Their economic sustainability will improve and
the welfare level will rise, sustainable transport will
improve the economy of transport users, as you know,
municipal transport is much cheaper compared to
other service transport. We have mentioned that the
emissions of harmful substances by the new buses are
less.

The buses were currently out of order due to
regulations imposed during the pandemic period, thus
increasing the number of light vehicles, their excessive
number, thus affecting the air quality composition.

The author has made a comparative analysis
between the harmful substances emitted by the
municipal transport in the previous years and the
substances emitted by the new buses, namely we have

selected greenhouse gases CO, and NO em, increasing
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greenhouse gas emissions leading to temperature rise
and resulting in climate change.

The IPCC methodology was used. The mathematical
relationship between the fuel used by vehicles and the
harmful substances emitted into the atmosphere as a
result of combustion is as follows:

yCO, = 3.22x-0.003 (1)

yNO =0.035x + 0.0017

The given equations can be used to predict the
quantitative pollution of the environment by vehicles
during the day, if the intensity of traffic D or the
amount of fuel consumed is known.

here are the following challenges to ensure transport
sustainability in Kutaisi:

Develop an appropriate environmental, economic
and social development strategy for the functioning
of sustainable transport in the city:

Reducing the negative impact of traffic on air
quality and reducing secondary pollution in the city
area;

The level of awareness of the population about the
air quality in the city;

Air pollution quality control;

Increasing flow of vehicles, which is not in line
with proactively integrated transport planning and
demand management, and which negatively affects
air quality;

Development and implementation of socio-
economic policy in the field of transport;

Control of wvehicle flow, work on updating
the vehicle fleet, creation of electric transport
infrastructure, appropriate planning for green cover
cultivation;

Increase the involvement of the Department of
Ecology and Landscaping of the Infrastructure
Development, Landscaping, Transport and Cleaning
Service in the work process of drafting the city master

plan;
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Cultivation of new green zones and restoration of
green zones in the area of the city and its surroundings;

Participation of the Department of Ecology and
Economy and Landscaping in joint measures to
be taken by various agencies to reduce transport
emissions, such as:

Optimization of traffic management in Kutaisi
(including the introduction of a traffic light regulation
system);

Setting an age limit on imported cars;

Gradual tightening of fuel quality and emission
requirements;

Introduction of mandatory use of -catalytic
converter;

Re-introduce annual technical inspection of
vehicles, including exhaust inspection.

Support for measures to reduce the number of
vehicles:

Introduction of environmentally friendly vehicles;

Improving and complex development of municipal
transport in the city and increasing its popularity;

Popularization of municipal transport in order to
reduce the number of vehicles;

Participate in the implementation of the principles
of Ecological sustainable transport, energy
efficiency, intensive transport planning and demand
management, low-carbon fuel and electrification of
transport (through new technologies - hybrids, fuel,
mobile communications, etc.).

Development of electric transport infrastructure
and bringing to the forefront alternative transport
modes;

Expansion of the existing network of pedestrian
and bicycle lanes, arrangement of new pedestrian

roads and bicycle lanes and development of relevant

infrastructure.
KEYWORDS: Sustainable transport; sustainable
development; Compatibility; Eurostandard;

Pandemic; Regulations.
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Summary

In parallel with world population growth,

demand for  healthyand clean  agricultural
products is increasing day by day. To satisfy
expected increases in agricultural products within
traditional methods becomes more and more
difficult,

soil degradation. There is a need to adopt and

considering the climate change and

develop innovative agricultural practices. One
of the most effective and new methods that can
be used is Aeroponics. Aeroponics is a process of
growing plants, within a controlled environment,
in the absence of soil, with a small amount of
water, using a minimum area of 3-dimensional
greenhouse farming, where the cultivation period,
compared to the traditional, is faster and prolonged
throughout the year. Regarding this matter, we
find it reassuring, that Georgian companies are not
lagging behind the current global processes and
are actively involved in refining or developing the
Aeroponics system.

The advantages of Aeroponics over the traditional
method (Geoponics) can be classified as follows:

e  Requires less water.

e  Plant fertility does not depend on soil

90

quality, or weather conditions. moreover, soil is
not required at any stage of plant vegetation.

e  Hasthe highest vegetation per square meter
compared to all other existing methods (Geoponics,
Hydroponics), which is due to the possibility of
3-dimensional farming in Aeroponics.

e  Reduces transportation cost,
since greenhouses can be organized directly in the

cities and in urban areas.

e  The plans can be planted all year round

regardless of meteorological conditions and
seasonality.
e Since nutrients and minerals are

systematically provided to the plants’ roots, the
process of its growth and consequently fertility
lasts longer than the traditional method.

As for disadvantages of using Aeroponics can be
summarize as following:

e At the beginning stage, set up costs of all
components for the Aeroponics are relatively high.

J Aeroponics requires specialized
knowledge not only regarding the needs for plants,
but also of the whole electronic systems and tools,
which are widely used in Aeronautics (for example:
pH / EC / humidity meter, timers, high pressure
atomizers, etc.)

e Even minor mistakes can have negative
effect. Specifically, if the plants do not get exactly
as many vital minerals as needed, they will not
survive. As already mentioned, soil is not used
in Aeronautics which would neutralize excess
minerals or nutrients.

In conclusion, Aeroponics is the one of
the most innovative and efficient ways of farming,
which promises sustainable future production of
the agricultural products. Furthermore, Aeroponics
has minimal or no negative impact on the
environment, while traditional farming uses water

and land resources insufficiently.
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USING A FUNCTION DERIVATIVE IN
ECONOMIC TASKS
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Summary

The article focuses on the application of
mathematical methods in economics, in particular
discussing economic problems that are easily solved
using derivatives.

The purpose of the article is to show students
the way and opportunity to use mathematical
methods to solve economic problems. To this end,
the article discusses and analyzes several economic
tasks in detail, which will be interesting and easy
for students to master.

I considered the derivative of a function as the
rate of change and introduced the definition: The
instantaneous rate of change of the function f with

respect to x at a point x, 1is called

S +h)— f(x)
h

f ! (Xo) = lll_f)rol the derivative if it

exists. With the help of this definition I have
discussed and explained

Task 1: Suppose that the increase in production
of a certain product over a period of time is
described by a function

u(x) =200+ 2x +x°

And population growth is described by the

following function:

v(x) =1500 + 20x + 3x

98

Where is the number of years from the initial
period, then the production of these products per
capita is given by the function:

200+ 2x+x°
Y =500+ 205+ 357
Find the growth rate of product production.

By solving this task I came to the conclusion
that after a year the production of products per
capita increases.

In the following tasks I used the method of
finding the extremum values of a function using a
derivative, namely [ equated the first-order
derivative to 0, found the critical points, and with
the help of the second-order derivative I
determined the extremes of the function.

I discussed task 2: For the production of X
volume of products, the firm plans a cost that is

calculated by the formulan

K(X)=2600+2X+0,001X". For what volume

of production will the average cost be the smallest?
Find the numerical value of this small expense.
Solving this problem, I came to the conclusion
that the given function of the average cost takes on
the least value when the output volume is a unit

X,=1612, and this value is equal to:
k(X,) = 5.22 which is the marginal cost X, when

producing the volume output.
I discussed Task 3: How many products should
be sold in order for a firm to profit maximally if the

derivative cost function is known:
2

C(x) = 2400 + 6x — ——
200

2
X

And return function: R(x)=60x— 20

Here I came to the conclusion: if 600 units of
the product are sold, then the firm's profit will be
maximum and it will be numerically equal

At the end of the article I discussed such a task

4 of applied optimization. What is the minimum
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amount of material needed to make a 2 liter
cylindrical jar?

Where I came to the conclusion: the smallest
amount of material will be spent to get a cylindrical
vessel if we take the height 2 times the radius of the
base.

KEYWORDS: Function derivative;

of function: maximum, minimum; Expenditure;

Extreme
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Abstract. Information and order

are essential for the

clarity
successful functioning
of an organisation. The more information an
organisation has about the internal and external
environment, the higher is the likelihood of its
operation, self-survival and development. Optimal
management with minimal resources in private
and public organisations can be achieved by
reducing the entropy of the system. In economics,
the term entropy is associated with the extent of
uncertainty. Practice shows that the understanding
and application of the theory of entropy for the
correct handling of the organisation management
is manifested as an important source of a high
level of organisation and increasing the efficiency
of activities. Entropy factors must be taken into

account to run an organisation flawlessly.
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Introduction

Inmodern times, the mechanism for the formation
and implementation of effective management
is widely used as a powerful stimulator of the
economic growth of an organisation. Organisations
and representatives of management sector in
general pay particular attention to entropy factors
in business processes. The aim of our research was
to understand how well entropy approaches are
known to organisations; whether the organisations
have a specific system of information support; How
they obtain information about environmental
factors and what is their priority; The findings
and recommendations from this article will help
organisations to study the impact of entropy factors
and improve the functioning and management of

organisations.
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Main part

Organisations create structures to ensure
coordination and control of the activities of their
departments and personnel. They differ from each
other in complexity, formalisation and the ratio of
centralisation and decentralisation. Accordingto the
classical theory of organisation, the organisational
structure should be processed from top to bottom,
the sequence of which is similar to the planning
process: first, leaders divide the organisation into
broad areas, then set specific objectives and, finally,
define procedures for action. The last decades have
been distinguished by the increasing complexity
of production, targeted changes in technology,
its globalisation and the development of modern
information technologies, which gave a new
impetus to theoretical generalisations and their
application in scientific research in the field of
management. The most common phenomenon
for any organisation is an irreversible, purposeful,
appropriate change in matter or consciousness. The
development of an organisation is influenced by
many factors, which are subdivided into factors of
the internal and external environment. The factors
of the internal environment of the organisation
that lead to its development include: Change of
management; (Bakashvili at al., 2009:30)

of the

organisation; technology - technological change;

Change the goals and objectives
changes in the professional composition and
qualifications of personnel. Environmental factors
affect the development of the organisation:
legislative framework; political situation; economic
situation; competition level.

At the present stage, the concept of entropy
is very important. Economists, marketing and
management specialists are interested in entropy
because of its reversible and irreversible nature,

because there are many such reciprocal processes:

expected or unexpected, planned or unplanned
business processes in marketing and management.

Entropyisacontroversial or probably fundamental
characteristic of any system. At the beginning of
the 21st century, scientists showed us that we live
not only in a world of molecular disorder, but also
in a world of macro instability. That is why we
have obtained generalized entropy as a universal
parameter - a quantitative measure of disorder or
uncertainty. Several forms of entropy are found in
the literature today: 1. Entropy as a limitation of
uncertainty in an ordered system. 2. Information
entropy or ambiguity of information. 3. Entropy or
uncertainty of action with macroscopic sets of each
not very well ordered system. It is noteworthy that
in the micro- and macrocosm there is a strict order
of structures that counteracts the growing tendency
of chaos. Those. With a general increase in entropy.
(Baratashvili at al., 2016:104)

The level of development of a state depends on
the volume of economic and natural resources, as
well as on the information environment in which
it is located. The elements of the information
environment are the norms of political morality
and culture; Knowledge possessed by man and
many others. The completeness of information
is determined by access to the resources of the
information space in which the organisation
operates. You should also consider internal and
At the

present stage, organisations can receive a fairly large

external communication connections.

amount of information. It should also be noted that
in a highly competitive environment, many types
of information about the work of organisations are
confidential. (Bakashvili at al., 2009:81).

It is important for every organisation to hold
comprehensive information about competitors

and customers and try to prevent confidential

101
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information from falling into the hands of outsiders.
Awareness means that an informative description of
an object shall be comprehensive. The organisation
must be distinguished by an orderly organisational
structure without which it would be unmanageable.

The use of modern networks allows to obtain
information about organisations located in any
part of the world, as well as to connect to central
databases.

Great importance is attached to the entropy
model and entropy calculations adopted in
computer science, economics, project management
and organisational structures.

An entropic model of risk management in
complex projects is proposed. The amount of
information in the project is determined by the
following formula:

I, = -X W(p)InW(p), which coincides with
the entropy. This value determines the amount
of information that the manager must process
while managing the project. W (p) The likelihood
value is a measure of the likelihood of a project
in an organisational space.Using this formula to
determine the amount of I, information in a project
in risk management tasks, the entropy is determined
according to the following algorithm:

Phase I discusses the classic project scheduling
view (PERT, WBS, etc.), where entropy (3,)) is
found by summing all jobs, where ID is the job ID.
=29

To determine the entropy of work in Phase II,
D, identifies a series of adverse events that occur
when work is done at a critical time due to a lack
of time.

At stage III, multiple adverse events in the case
of a negative E  time margin are defined as: a) E =0,
if there is no uncertainty, b) E =[LF,EF+( d_-d)]
or LF >EF >( d,-d). However, before analysing the

102

risks, the manager must draw up a schedule to get a
positive backup result over time.

At stage IV multiple adverse outcomes E are
sequentially and selectively split into multi-element
events.

Stage V estimates the duration of the
redeployment work

Stage VI reveals individual entropy

Op= ~ZgPInP; =Ny,

And the formula for the total entropy of the
project schedule is the sum of the individual
entropies.

2= Lipdp

d)1nP
At stage VII, we can calculate the likelihood of

-3, E/(d-d)*InP =% E /(-

the opposite risk in the event that many adverse
events Ei replace many desirable events Ef, which
gives the job a positive free time and takes the job
out of a critical situation. To get multiple desired
events, the job critical CRIT index (likelihood of
working in a critical manner) must be used.

At stage VIII, we can similarly calculate the
entropy of other components of the project, such as
score, quality, and specificity.

When planning a project, we need to find a
balance between risk and chance. The value of
entropy or risk in case of risk 3 risk = InW"“ can be
quite large, which does not mean that the project
is poorly planned. In this formula, W refers to the
individual state of independent projects that carry
risk. PC is an index of risk status. If the entropy or
force of many pleasant cases... D Positive = InW
positive, turns out to be a riskier case D Positive>2
Risky, then positive cases occur more often, and the
manager will have the opportunity to complete the
project on time.

The entropy parameter evaluates the skills of
management of a manager or the head officer
necessary to make rational decision or to overcome

uncertainty in a particular project or business. In



95mMbmBoytio IE3mazomo, wmdo 16, 1 (21), 2021/Economic Profile, Volume 16, Issue 1(21), 2021

general, the volume of entropy for any company is
expressed in units of uncertainty or uncertainty in
the company's business processes and shows how
much information a manager needs to describe the
company's business processes over a certain period
of time. (Makharashvili at al., 2017:79)

Within the specific period of time, the entire
business of an organisation is an amalgamation of
its small business parts. B = {bi} or B = ubi. There are
many expected outcomes for every single business
process or project in a company. It is clear that
in order to calculate the entropy, it is necessary
to separate the projects as much as possible and
make them independent. The total entropy of an
organisation decreases if:

1. The company acquires additional information
on business processes or projects;

2. Uncertainty outcomes of specific projects are
reduced, and projects become more understandable;

3. A specific project b is completed and the
company knows the results w in that specific case.

Launching every new project in a company with
different possible outcomes increases entropy and
complicates the decision-making process.

The entropy ofacompany isincreased ifadditional
customer needs arise or market conditions and
change is required which increases the uncertainty
in the decision-making process. (Baratashvili at al.,
2007: 96)

Consider a situation in which a business
organisation consists of several business projects,
but some business projects are complex, complex
projects, and some are relatively simple. Using the
parameters of entropy, you can estimate the amount
of managerial efforts of a manager or head of a
company required to make a decision to determine
uncertainty in a specific project or business process.
The complexity of a business is determined by
entropy (3), the value of which affects the method

for developing a set of possible outcomes. However,

the overall entropy of a business depends on the
accuracy of the business. (Prangishvili, 2005:109)

We conducted research to determine the factors
of entropy and their impact on organisations.
Representatives of 150 small and large organisations
operating in the Georgian market in various
fields were interviewed. The legal form of the
respondents, the specifics of their functioning, the
field of activity and the category of users differed
from each other.

When asked a question how important it
was for their organisation to constantly collect
the

answers were divided as follows: a) very important

information about environmental factors,

-55%; b) important-34.7%; c) less important -6.4%;
d) unimportant — 2.3%; e) very unimportant
-0.4%. It turned out that information about the
environmental factors of an organisation is very
important for most organisations.

The next question was whether organisations
had a specific system for obtaining information
on environmental factors. The responses acquired
demonstrated that in most of them information
is collected according to a certain strategy and a
predetermined scheme.

So,weaskedthenextquestion-whatmethodswere
applied to obtain information about environmental
factors. Possible options were distributed as follows:
a) Personal contacts -19.6%; b) Internet resources
-44%; c) Research independently - 9%; d) Official
statistics -22%; e) Other - 5.4%. The results showed
that Internet resources are the most convenient and
accessible for them.

The next question was to prioritise on what
type of environmental factors organisations were
collecting information most often, and the following
have been revealed: competitors -3%, consumers

-3%, suppliers -2%, economic environment -3%,
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-1%,

technological-1% and others.

ecological-natural political-social  -2%,

The next question was how organisations
assessed the objectivity of information parameters.
In most cases, the answer was positive, although
there were cases when the acquired information
was inaccurate and unreliable. Regardless of
whether they quantified uncertainties or not, for
the majority in this case the answer was negative
(65%).

The next question was concerning to the
decisions made by the management structures of
the organisation. The question was whether they
evaluate the effectiveness of the decision based on
the information received. Between the two possible
options, most of the responses were positive.

The next question was as follows: what
parameters were used to assess the sustainability
of the organisation in a changing environment?
The answers were as follows - with a constant
streamlining of the internal environment of the
organisation, stability, employee satisfaction,
correct and effective final decisions and results.

The responses to the following question — ‘Have
you ever heard about the use of entropy approaches
in managing an organisation?” have been distributed
in the following manner: Yes -27%: No -73%

It turned out that the most of the respondents are

not familiar with the concept of entropy.

Conclusion

Clarifying uncertainties is an important factor in
the effective operation and successful management
of an organisation. Obtaining / analysing new
information and data for decision-making are
determine the successful

characteristics that
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implementation of the decision made by the
manager of the organisation.

Entropy in economics and technology expresses
the extent of uncertainty in a system. That is, in the
business world, it is a situation where organisations
are almost completely unaware of information
about the state of the system and the environment.
It will be possible to achieve private or public
optimality using the entropy estimation method in
all organisations.

The

were formed in the decision-making process in

key factors of uncertainty (entropy)
organisational structures. The growth of entropy
factors in the management of the organisation
is very apparent. At this time, the organisation is
characterised by an outflow of labour, inequality,
undefined behaviour, unfavourable end results,
etc. As practice shows, the analysis of entropy and
entropic factors and its use for organisation and
social life as a whole is expressed by the effectiveness
of the operation, as well as by the degree of order
of the internal environment of the organisation.
The organisation's management system will not be
absolutely flawless, because the right step, taken
once, can later have devastating consequences
due to the influence of certain factors. Applying
the entropy factors allows us to assess the capacity
of an organisation to manage what is needed in
order to make the right choice. If an organisation
would like to have a good governance system, it is
necessary to reduce uncertainty, confusion, risk,
indefiniteness, or reduce the entropy, as a whole.
The main condition to reduce chaos and disorder
is to improve the system management and increase
the ability to self-organisation.

From all of the above, it is clear that the
provisions of the theory of entropy should form
the basis of modern management activities and

decisions required for management.
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Abstract. The complexity of the economy implies
two factors operating for the same purpose. On the
one hand, the more goods a country produces, the
more complex its economy becomes. On the other
hand, the complexity varies depending on how
many other countries can produce the same goods.

Georgia is as complex as expected in terms of its
income level. As a result, it is planned to develop its
economy moderately. Growth Lab's 2028 growth
forecast for Georgia is projected at 4.2% annual
growth over the next decade, making it one of the
top twenty countries globally.

As soon as innovation is introduced, people start
striving to use it. That is, they are copying it in
some way. Meanwhile, after this copying, more and
more opportunities to use this particular innovation
are revealed, which in turn leads to an increase in

revenue. This happens every 50-60 years.

For citation: Dzotsenidze T., (2021) Economic
complexity index (eci) as best indicator for growth
prediction. Economic Profile, N°1(21), pp. 108-115.
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Introduction
Economic complexity reflects the diversity of

production opportunities that is reflected in this
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country’s exports. The Economic complexity Index
(ECI) explains the differences between countries'
incomes and predicts future growth better than any
other separate indicator.

In the ECI rating, Georgia ranks 65th among the
most complex countries. Compared to the decade,
the Georgian economy has become more complex
and has improved by 21 positions in the ECI rating.
Improving Georgia's complexity is due to the
diversification of its exports.

The ability to produce more things means having
more knowledge, introducing this knowledge,
storing it and high rates of innovation. All this
leads to further growth of the economy. Economic
growth implies new innovations again.

The complexity of the economy implies two
factors operating for the same purpose. On the one
hand, the more goods a country produces, the more
complex its economy becomes. On the other hand,
the complexity varies depending on how many
other countries can produce the same goods.

Economic Complexity Index (ECI) as Best
Indicator for Growth Prediction

1.1. International trade and modern integration

The big question for modernity: Why is the

world economy so integrated today?

500 years ago it was possible to divide the world

into separate zones. They also had connections
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with each other, which was very different from
the current integration. Biological and mineral
resources on Earth are unevenly distributed.
As a result, human populations live in different
climatic zones. At the same time they have
different access to natural resources, different costs
of producing goods. The heterogeneous passion
for resource allocation leads to large differences
between productivity. This in turn is the basis of
trade. Trade, on the other hand, is also the driving
force behind integration. Yet the same trade has
existed since the beginning of human history and
has never led to the degree of integration we have
today.

The heterogeneity of resource allocation leads
to large differences between productivity. This in
turn is the basis of trade. Trade, on the other hand,
is also the driving force behind integration. Yet
the same trade has existed since the beginning of
human history and has never led to the degree of
integration we have today. A special factor that led
to the creation of modern integration is related to
18th century Europe and the Industrial Revolution.
(Bradford, 2020:13)

1.2. Difference between neoclassical economy
and complexity economics

What does mean the notion of economic
the

application of complexity science to the problems

complexity? = Complexity  economics is
of economics. It sees the economy not as a system
in equilibrium, but as one in motion. Traditional
neoclassical economics considers completely
rational agents (firms, consumers, investors.) Who
deal with clearly formulated problems and aspire
to optimal behavior. This rational, balanced system
gives us an elegant, sophisticated economy, but it is
limited and often far from reality. According to the
economic theory of complexity, agents differ from
one another. Their information on other agents is

imperfect. Accordingly, they research, respond,

and constantly change their actions and strategies.
The results may not fully reflect the equilibrium
state and, conversely, reveal patterns that are
inaccessible to equilibrium analysis. (Hausmann
and Rodrik, 2005:21).

Thus the economy appears not as a stable data,
but as constantly changing and evolving actions,
strategies and views. Not something mechanical,
static, eternal and perfect, but as an organic, lively,
creative and disordered reality.

The complexity of the economy implies two
factors operating for the same purpose. On the one
hand, the more goods a country produces, the more
complex its economy becomes. On the other hand,
the complexity varies depending on how many
other countries can produce the same goods. The
more complex the country's economy, the richer
this country is. Such countries include the United
States, the European Union, China, etc. China is
at a very high level in terms of complexity. Here,
industrialization exports itself where it is cheapest.
China accounts for a large part of world production.
China has become a complex economy due to
the fact that it exports productions from other
countries with difficult economies. The higher the
complexity of the economy empirically, the higher
the expectations for further economic growth.

The processes are interconnected. The ability
to produce more things means having more
knowledge, introducing this knowledge, storing
it and high rates of innovation. All this leads to
further growth of the economy. Economic growth
implies new innovations again.

The idea of

knowledge introduced. It is impossible to produce

complexity is based on the

things without proper knowledge. In a complex
economy, many things are produced that involve

a vast amount of knowledge that is impossible for

109



95mMbmBoyyfio IGB3mazomo, ymdo 16, 1 (21), 2021/Economic Profile, Volume 16, Issue 1(21), 2021

an individual to possess. Let’s take an example:
Consider a modern car. It is estimated that there
are 100,000 patents behind the development of this
vehicle in a defined sequence. This means that in
order to produce such a car, you must first invent
100,000 different processes and products. Not only
invent, but also find an effective method of mass
production. It is now clear that we are dealing with
the amount of knowledge that one person, taken
alone, cannot have.

Thus, what distinguishes a complex economy
from a simple economy is the ability to mobilize
large amounts of invested knowledge.

1.3. Institutions for
K-waves and cauterization

complex economies,

Thus, what distinguishes a complex economy
from a simple economy is the ability to mobilize
large amounts of invested knowledge. Further,
maintaining this knowledge requires training
people, coordinating scattered knowledge, relevant
institutions, markets, property rights, legal and
education systems. Significant reforms to the

patent system took place in Britain in the mid-

19th century. The cost of patents has been reduced.
The complicated process of obtaining a patent has
become easier. This allowed innovations to be
introduced at an accelerated pace. The process of
inventing, protecting copyright and transforming
them into innovations has become much easier.
Back in the mid-19th century, a Companies Act
was introduced in the UK, which made it possible
to create companies with limited liability. This
means that it has become much easier to consolidate
financial capital and turn to production. During the
Industrial Revolution we saw a sharp increase in the
complexity of the economy. How did this happen?
Due to fundamental inventions, Kondratiev waves
or K-waves were generated. The Kondratiev wave
implies certain kinds of significant achievements
in a particular country, in a particular sector, and
in a certain period of time or a serious innovation.
The effect of these innovations is very impressive
in terms of production, costs and the emergence of
opportunities for further innovation. This in turn

leads to activity clustering.

Chart 1
K-waves
steam engine railway electrical petrochemicals information
cotton steel engineering automobiles technology
chemistry .
PIRID|E
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As soon as innovation is introduced, people start
striving to use it. That is, they are copying it in
some way. Meanwhile, after this copying, more and
more opportunities to use this particular innovation
are revealed, which in turn leads to an increase in
revenue. This happens every 50-60 years.

In the 20th century, Kondratiev's waves
continued to act. Humans are exposed to electronics,
chemical processes and steel. They provide ample
opportunities for construction development. At the
same time, the possibilities of inventions increase
exponentially, that is, by geometric progression.
The next stage was the emergence of cars and flight.
All of this drastically reduces transportation costs
and makes the world a smaller space than it was
before. (Schumpeter, 2006:737)

GDP grew slowly over the centuries, but after the
19th century a rapid explosion began. The change
in the size of the gross domestic product per capita
is similar. It has been unchanged or slowly changing
over the centuries and then at once it grows.

Thus, as we see the world economy becoming
more productive. The rate of population growth
in the twentieth century is greater than its growth
throughout all previous history. At the same time,
the economy is growing at an astonishing rate. Thus
we have GDP per capita, production volume per
capita, economic productivity, population growth
and unprecedented growth rates of production
capacity. Now the question is: is it possible for this
growth to continue indefinitely?

No, it is not possible. Until now, it was considered
how much production we could produce to
determine economic growth. Growth is still less
considered in terms of how much we can produce
without damaging the system in which we live and
on which we depend. The main drawback of the
modern economy and its use is this - ignoring the

impact on the human natural environment. It is as

if the natural system is in no way dependent on our
activities. (Durlauf, 1997)

So, will we be able to continue economic growth
in the future? And will all the people on earth be
able to do that?

In our view, economic growth can only be
achieved in the future if the definition of growth is
changed. Limits and boundaries mean that growth
cannot be constant.

1.4. The index of economic complexity (ECI)

Let us now briefly consider the index of economic
complexity in general and for Georgia in particular.
The Economic complexity Index is a ranking of
countries according to the diversity and complexity
of their export basket. Specialized capabilities are
developed in countries of high complexity and
can therefore present a diversified set of complex
products.
the

a country depends not only on the volume of

Determining economic complexity of
production of that country. The complexity
information contains not only the absolute number
of products produced by the country, but also the
number of countries exporting these products and
the complexity and diversity of products created in
these other countries.

Economic complexity reflects the diversity of
production opportunities that is reflected in this
country’s exports. The Economic complexity Index
(ECI) explains the differences between countries'
incomes and predicts future growth better than any

other separate indicator.
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Chart 2
Economic complexity Index (ECI)
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Georgia is a middle-income country and ranks
78th out of 133 countries per capita. Its 3.73 million
inhabitants have a GDP per capita of $ 4,722 ($
14,594 PPP; 2018). GDP per capita has grown by an
average of 3.9% over the last five years. Which is
higher than the regional average (National Statistics
Office, 2021).

In the ECI rating, Georgia ranks 65th among the
most complex countries. Compared to the decade,

the Georgian economy has become more complex
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and has improved by 21 positions in the ECI rating.
Improving Georgia's complexity is due to the
diversification of its exports.

Georgia is as complex as expected in terms of its
income level. As a result, it is planned to develop
its economy moderately. Growth Lab's 2028 growth
forecast for Georgia is projected at 4.2% annual
growth over the next decade, making it one of the

top twenty countries globally.
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Chart 3

Growth Lab’s 2028 growth forecast for Georgia

w

78th richest economy per capits out of 133
722 (514,593 PPP; 2018). GOP per capits

START EXPLORING

Source: Growth Lab (2021)

According to Prof. J.Archvadze and Prof.A.
Silagadze, the export coverage in April amounted to
50.5 percent, which is the highest figure in history
and we can count on it. This year, Georgia's exports
increase by an average of $ 51.3 million every
month. Hausmann, R., et al., (2011).

According to the preliminary data of the National
Statistics Office, in January-April 2021, the foreign
trade turnover of goods in Georgia (excluding
undeclared trade) amounted to 3,929.0 million US
dollars, which is 12.8 percent more than in the same
period last year. Of this, exports were US $ 1,199.0
million (up 19.6 per cent) and imports US $ 2,730.0
million. USD (up 10.1 percent). (Lomidze, 2021)

According to Geostat, the negative trade balance
in January-April 2021 amounted to 1 531.0 million
US dollars and 39.0 percent of foreign trade
turnover.

Despite the existing problems, slow growth and

development trends are emerging in the country.

Avarsx@:

GDP PER CAPITA, 2018

$4,722

78 ™ OF 133 sa722 e 5 }‘_‘ %
’_/‘/v g ;- =
p B0 AN
v .
ECI RANKING

65™0F 133 esth | ;

GROWTH PROJECTION TO 2028

4.24%

21™OF 133

(2 WATCH TUTORIAL VIDEO
|

Conclusion

Georgia is as complex as expected in terms of its
income level. As a result, it is planned to develop its
economy moderately. Growth Lab's 2028 growth
forecast for Georgia is projected at 4.2% annual
growth over the next decade, making it one of the
top twenty countries globally. The export coverage
in April 2021 amounted to 50.5 percent, which is
the highest figure in history and we can count on
it. In the ECI rating, Georgia ranks 65th among the
most complex countries. Compared to the decade,
the Georgian economy has become more complex
and has improved by 21 positions in the ECI rating.
Improving Georgia's complexity is due to the

diversification of its exports.
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Annotation

Decentralization is the priority reform in the post-
socialist countries of Central FEurope. Slovakia's
accession to the European Union has accelerated
decentralization, which is being implemented at the
political, fiscal and administrative levels. Based on
the example of the Trnava region, located in Western
Slovakia, it was determined that administrative-
territorial decentralization is prioritized in the region.
Slovakia’s accession to the European Union and the
political situation have little effect on decentralization,
and municipal utilities improvements are still issues
of concern in the region. The level of decentralization
effectiveness in Slovakia is determined as 60-70%,

and in the Trnava region — 70-80%.
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Introduction
Decentralization in transitional societies remains

one of the most challenging issues even today. Firstly,

DOI: https://doi.org/10.52244/ep.2021.21.12

the overall success of decentralization reform depends
directly on the current political conditions and internal
problems in the country. Decentralization has become
an invariable institutional attribute of successful
economic and governance reforms in former post-
socialist countries. Moreover, decentralization
reform was a mandatory requirement for a country
wishing to join the European Union. It means that
decentralization back in the 1990s was largely
associated with democratic change in transition
countries. As an example, there can be mentioned
the classification of post-socialist countries by the
level of decentralization in the late 1990s, which was
proposed by Western scholars Jonathan Dunn and
Deborah Wetzel (Dunn & Wetzel, 1999). Without
going into details of this concept, we should note
that the most successful countries in view of the
decentralization reform were the ones that chose
the course towards European integration - these are
Poland, Hungary and the Czech Republic. It was
in these countries that a number of institutional
reforms related to the autonomization of regions
were successfully implemented. The countries with

the “second-rate” decentralization were the Slovak

1 "The article is a part of the research project “Research into Economic Development of Georgia During the CoVID-19
Pandemic”, grant-supported by Kutaisi University" (1.01.2021-1.07.2021).
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Republic, Romania, Bulgaria and the Baltic countries
(Latvia, Lithuania and Estonia), which in the first
decade of the 2000s were able to obtain membership
in the European Union. The most problematic in
terms of decentralization pace were countries having
serious issues with democracy which returned to
authoritarianism (e.g. post-Soviet Central Asian
countries) or had systemic internal problems, such as
separatism (Russia), civil war (Croatia) or countries
in which decentralization reform was not considered
across small territorial borders (Georgia) (Dunn &
Wetzel, 1999). As is seen, the phenomenon of post-
socialist decentralization is inextricably linked to
the European policy vector and the desire to carry
out successful reforms that will reduce the influence
of central governance in the regions. Certainly,
expanding the competences of local authorities as
a result of reducing the administrative competences
of the central government is a “difficult” reform
for most post-socialist countries. The high level of
bureaucracy and corruption, for example, in most
post-Soviet republics (with the exception of the Baltic
States) can barely be forgotten. Thus, according to the
information about the level of corruption for the year
of 2020 provided by Transparency International, the
best “anti-corruption” post-Soviet country is Georgia,
it occupies the 45" place in the world ranking. This
Caucasian country has been well known for its anti-
corruption strategy over the last decade and this has
brought its results. Armenia (60™), Belarus (63" and
Kazakhstan (94™) are in the ranking of anti-corruption
among the post-Soviet countries, occupying places
from 50 to 100. Notably, the situation with Tajikistan
is difficult because it is ranked only 165" and so
far has minimal prospects for improving the result
in the fight against corruption. However, Estonia
being a post-Soviet country is one of the best in this
respect. In terms of the absence of corruption, Estonia
ranks 17" out of more than 180 countries surveyed.

Moreover, positive dynamics is obvious, as Estonia

has moved up the world ranking table by 11 places
since 2012 (Transparency International, 2021). In
fact, the situation with the level of corruption in the
post-Soviet space is quite diverse, which symbolizes
that the Soviet common past of fifteen countries still
remained in the early 1990s.

Secondly, decentralization is a systemic reform
that encompasses the economic, administrative
and political spheres. Therefore, it is important
to understand the main forms of decentralization.
Tackling the various aspects of the debureaucratization
of the state began in the 1950s. The development
of algorithms for fiscal decentralization, “Tiebout
(Tiebout, 1956) “Oates’s

Decentralization Theorem” (Oates, 1972), became the

hypothesis” and
main scientific trend. The modern scientific approach
elucidates three main forms of decentralization:
(1) fiscal decentralization, which is mainly seen as
strengthening the fiscal autonomy of regions (for
example, due to local authorities’ competences in
the formation of financial and budgetary systems),
(2) administrative decentralization, which means
the degree of autonomy of regional authorities from
the central government (for example, by delegating
administrative powers from the center to the regions)
and (3) political decentralization, which is explicated
as the ability of local authorities to fulfill the functions
of central government locally (often achieved
through local elections) (Schneider, 2003: 33).
International organizations, such as the Organization
of Economic Cooperation and Development (Making
Decentralization Work, 2019: 4), are close to
defining the main forms of decentralization (fiscal,
administrative, political).

Each former
has

economic and political space suggested its own

post-socialist country  which

successfully integrated into the European

model of decentralization. The European Union’s
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recommendations and support were a universal
benchmark for implementing decentralization.
Along with this the Central European countries have
their own peculiarities of administrative division,
the history of relations between the center and the
regions, the ethnic specificity of the regions, the
socio-economic and political fragmentation of the
regions. Hence, the analysis of successful models
of decentralization should, whenever possible, take
into account both external and internal conditions of

decentralization.

Decentralization in the eyes of public officials in
the Trnava region.

Within the period January 26-29, 2018, we
conducted the expert sociological survey on the issues
of decentralization among public officials in the Trnava
region of the Slovak Republic. There were several
reasons for choosing the Trnava region as the place
where the survey was done. Firstly, during the period
from September 2017 to January 2018, the research
project “Optimisation of the Public Administration
System in a Transborder Region of the EU: the
Experience of Trnava Kraj” was being implemented
at the University of Trnava. This project was made
possible due to the financial support provided within
the framework of the National Scholarship Programme
of the Slovak Republic. Secondly, the Trnava region
is interesting for conducting applied research on
the issues of decentralization. Indeed, the Slovak
Republic itself belonged to the post-socialist countries
not long ago, and it faced many problems on the way
to European integration. Despite the contradictions
(for instance, “meciarism period” of the 1990s (Leska
2013), the Slovak Republic succeeded in obtaining EU
membershhip in 2004. As it was noted above, the post-
socialist country’s success of European integration is

directly related to the strategy of decentralization. It
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should also be stressed that the West Slovakian Trnava
region is one of the most successful regions in view
of socio-economic development. This region also
successfully conducts cross-border cooperation with
the neighboring regions of European Union member
States. Exemplarily, within the framework of cross-
border cooperation programs INTERREG IV and
INTERREG V the Trnava region cooperates with the
regions of the Czech Republic, Hungary and Austria.
(Haydanka, 2018). Active and effective cross-border
cooperation in the region, supported by a high level of
socio-economic development, undoubtedly testifies
to effective mechanisms of decentralization in the
region. Thirdly, we conducted the regional rather than
national comparative study; based on this we chose
the method of qualitative, not quantitative analysis
when carrying out a survey of public officials. The
experts in our case were public officials interviewed
in the Trnava region. In just four days, there were

conducted five expert interviews.

The content and nature of decentralization.

Decentralization is a complex phenomenon that
concerns the political, economic and administrative
aspects of local authorities’ autonomy. First of
all, it was necessary to determine public officials’
the
proposed options, four out of five respondents
“the

competencies from the center to the regions” and “the

understanding of decentralization. Among

defined decentralization as delegation of
optimization of the administrative-territorial structure
of the country”. The third most popular option was
“expanding the financial autonomy of the regions”.
None of the respondents considers decentralization to

be an element of the country’s European integration.

The typology of decentralization.
The next step of the survey was to identify the main
types of decentralization. The type of decentralization

refers to a specific model of decentralization reform
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that optimized the system of public power in the
Slovak Republic. This aspect of decentralization
concerned the national level, not the regional
one. The respondents were unequivocal that the
administrative-territorial type of decentralization was
the most favorable for increasing the efficiency of
the Slovak system of public administration. Political
decentralization, popular cultural decentralization,
financial  decentralization and environmental
decentralization were not identified as priorities for
reforming public administration. On the other hand,
the effectiveness of decentralization was confirmed,
since none of the respondents chose the option
“decentralization did not lead to the optimization of

the public administration system in Slovakia”.

The initiators of decentralization.

Decentralization, as a reform that concerns the
relationship between the center and the regions being
implemented in the political, administrative and fiscal
spheres, can be initiated by various stakeholders.
According to the respondents, the central authorities
(Government) and national political parties have the
greatest influence on the decentralization processes
in the Trnava region. Paradoxically, decentralization
in the Trnava region was implemented “from top to
bottom”, not vice versa, through the initiatives of
local communities. Local initiatives are not seen as
a factor in contributing to successful decentralization
reform, which is evidenced by the fact that such
options for effective influence on decentralization
as local elites, local non-governmental organizations
and associations of national and ethnic minorities
were not selected. The external political factor is
not viewed as a means of decentralization either ™
decentralization processes are not linked either to
European integration or Slovakia’s rapprochement

with the European Union.

“The UN factor” of decentralization.

The preparation for accession to the European
Union and membership in the organization are
traditionally perceived as factors in stimulating the
decentralization reform. The European policy of
subsidiarity remains a trend in organizing public
administration, strengthening local communities
institutionally. At the same time, the assessment
of the role of the European Union’s impact on
decentralization processes in the Trnava region
is rather chaotic since the respondents expressed
no unambiguous position and chose all possible
options. Somewhat more support was expressed to
the European Union’s financial and economic aid
as well as to local NGOs’ support and coordination
of regional development programs; the cooperation
between the Trnava region and the European Union
structures at the local level, expert assistance to the
Trnava region’s authorities and the opinion that the
European Union structures did not significantly affect

the decentralization processes were also supported.

Areas of decentralization.
Decentralization, as any other reform, must
solve a number of applied problems of the region’s
development. The respondents were unanimous
in choosing the group of the biggest problems of
the Trnava region, namely: communal problems,
such as transport, education and the social sector.
They supported options such as “the imperfection
of the administrative-territorial structure”, “local
authorities’s corruption and bureaucracy”, “central
government’s interference with the local authorities’
affairs” and “local conflicts between different political
forces”. The option “a difficulty in forming local
expenditures” was not supported, which indicates that
the financial and budgetary issues of the region are of

secondary importance. The most urgent issues for the
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local authorities are to solve current problems, which
may improve the region’s well-being immediately,

not in the long run.

Achievements of decentralization.

The identification of the main achievements of
decentralization in the Trnava region is somewhat
the

decentralization. Indeed, strengthening the financial

contrary to determining main areas of
autonomy of the local authorities was determined
as the main achievement of decentralization. The
development of institutions of local democracy
and civil society are in the second place among the
achievements of decentralization. And the third
place is taken by the improvement of communal
infrastructure in the region. One respondent even
stressed that decentralization had no positive
consequences. The options “changing the sources of
the formation of political elites” and “increasing the
level of protection of national minorities’ rights” were

not supported at all.

The impact of the political situation on the
decentralization processes.

Although decentralization is an objective process of
delegating competencies from the central government
to local authorities and strengthening the regions
financially, political factors are very important in this
respect. In post-socialist countries, due to the weak
rotation of regional political elites and the high level
of bureaucratization of local self-government, the risk
of formalizm of decentralization is always high. In
this context the main goal will be the permanence of
the local political elite and the gradual oligarchization
in the regions. In addition, the political aspect of
decentralization lies in the regularity of conducting
local elections. At the time of surveying it was

known based on the official data that the last regional

120

elections were held in 2017. It was of importance to
clarify the influence of these elections on the nature of
decentralization in the Trnava region. The respondents
were unanimous in expressing their pessimism, as
they with one voice supported the option according
to which the state of decentralization remained
unchanged; such options as “there was no rotation of
the political elite” and “local elections were not very

influential” were supported too.

Prospects of decentralization.

The future of decentralization consists in the nature
of cooperation between the local authorities in the
Trnava region and the Government of the Slovak
Republic. Two main options can be suggested:
the first means the status quo or expansion of local
authorities’ certain competencies (for example, in
matters of finance or cross-border cooperation), the
second option presupposes reducing autonomy in
the region and increasing the central authorities’
supervision and control functions. The respondents
were supportive of the options increasing the
potential for decentralization in the Trnava region:
the need for deepening decentralization received the
greatest support; the expansion of the Trnava region’s
autonomy and even the development of national-
cultural autonomies in the Trnava region were also
highlighted. It should be underlined that the option of
strengthening the Slovak Republic’s unitarianism was
also chosen, although the option of strengthening the
central government’s influence in the region was not
chosen; the possibility of federalization of the Slovak

Republic was not chosen either.

The viability of the decentralization.

We have already evaluated the decentralization
processes in the Trnava region and calculated its
effectiveness ratio at the national/regional levels

(Haydanka, 2019). The respondents’s answers were
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quite similar: in the Trnava region, the effectiveness
of decentralization was assessed at the level of 70—
80% and at the national level in the Slovak Republic,
decentralization was estimated at 60-70%. In our
view, two aspects are indicative: the first is that no
respondent ranked decentralization either in the
country or in the region by the lowest percentage [
0-10%, the second aspect is that the effectiveness
of decentralization was not ranked by the highest
percentage 1 90—100 %. In other words, we have not
received any contradictory results based on assessing
the effectiveness of decentralization (neither skeptical
nor “romantic”’). We are of the opinion that the
effectiveness of decentralization has been assessed
rationally, and the reform potential has been realized

by more than half.

Conclusion

In post-socialist countries, decentralization is still
considered to be the public administration reform
which is capable of tackling issues in communication
between the center and the regions. For the countries
of Central and Eastern Europe, which have begun
to acquire membership in the European Union
since 2014, after successful economic and political
transformations, the optimization of the public
sector remains a priority. Reducing bureaucracy
in administration, expanding competencies and
autonomy at the local level became an institutional
compromise between post-socialist countries and
“examiners” from the European Union.

It should be emphasized that decentralization is
gaining more importance in the case of a developed
form of cross-border cooperation in the region.
This significantly strengthens the region’s financial
autonomy and encourages local elites to cooperate
with the neighboring regions. For example, the Trnava
region is actively participating in cooperation with
the Czech, Austrian and Hungarian regions within the
framework of INTERREG.

Among the three forms of decentralization
(administrative, fiscal and political) administrative
decentralization is considered a priority in the
Trnava region. Accordingly, the political situation
(regional elections) and the processes of European
integration have a negligible impact on the level of
decentralization in the region. The decentralization
initiative is connected with the central government,
not the local communities’ desire for autonomy.
Notwithstanding the successful implementation of
decentralization in the Slovak Republic, in the Trnava
region communal problems rather than, for example,
the degree of the region’s dependence on the central
government are still the topical ones. On the other
hand, the strengthening of the region’s financial
autonomy remains an important achievement. The
main prospect, respectively, is to increase the level of
decentralization of the Trnava region in order to solve

all urgent problems.
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Summary

Nowadays in the world, public structures are just
as often and fundamentally pre-evaluating investment
projects using a proven methodology as private
investors. This allows them to predict the results of
the investment project implementation and to make
final conclusions about the effectiveness of the
investment project compared to the actual indicators.
Moreover, there is a clear tendency to reduce the
volume of projects for which pre-selection-evaluation
procedures are applied, before making a decision on
their implementation.

On the example of Georgia, despite the fact that
a normative base for pre-selection and evaluation
of investment projects has been created with the
involvement of donor organizations, we have not been
able to find even one case of selection and evaluation

of investment projects at the municipal level (except
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the capital).
Therefore, the aim of our research is to identify
the that

from pre-evaluating investment projects, analyze

circumstances prevent municipalities
the challenges municipal authorities faces in this
area, make appropriate conclusions and develop
recommendations to solve the existing challenges.
There

Management Guide” by the Government Resolution

was approved “Investment Project
Nel91 on the management of public investment
projects (22.04.2016); The management methodology
of investment project was approved y the order of the
Minister of Finance of Georgia N165 (22.07.2016)
and according to them, public investment projects
with a value of 5 million GEL or more were subject to
selection and evaluation.

According to the international practice, the above-
mentioned guide and methodology suggests the use
of CBA - Cost-Benefit Analysis and CEA - Cost-
Effectiveness Analysis methods for the evaluation of
alternative projects.

Cost-benefit analysis in the evaluation of a public
investment project is characterized by certain
specific features, which is reflected in the fact that
the evaluation of costs and benefits of the investment
project goes beyond the narrow spectrum of financial
indicators of the implementing agency and is done in
a broader economic context. It is called as economic
cost-benefit, which refers to the estimation of costs and
benefits in the context of society as a whole, including
possibly costs and benefits for which market prices
are sometimes not directly observable.

Therefore, in order to evaluate investment projects
with this approach, it is necessary to have a number
of statistical data and information in the target area of
the project, depending on the specifics of the project,
which in most cases are impossible to obtain at the
municipal level. Therefore, they are not able to use
the cost-benefit approach when evaluating alternative

projects. However, as our observations have shown,
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this is not the only reason and there are other
interceptive conditions.

In that case when it is not possible to calculate the
benefits of project implementation with sufficient
accuracy, it is advisable to use cost-effectiveness
analysis to evaluate projects. That should be relatively
simple for the municipalities, however, in the 10
municipalities we did surveys, there is not a single
case of its usage and investment project evaluation in
general has not been identified.

In the process of the survey, from the respondents
which represent the economic services of the
municipalities, it was found that the majority (about
75%) are not well acquainted with the requirements of
the above guide and methodology, about 80% do not
have an economic education that will allow them to
practice independently evaluate investment projects in
the process of activities. After getting acquainted with
the essence of the methods of cost-benefit analysis and
cost-effectiveness analysis, the problem of finding
relevant statistical indicators was named as the main
obstacle to the process of evaluation of investment
projects by these methods. They also emphasize that
the lack of statistical information at the municipal
level also delays the effective implementation of the
municipality’s activities in many other areas.

As a result of the conducted research, we can
conclude that in order to effectively conduct the pre-
selection-evaluation process of investment projects
at the municipal level following issues has to be
considered:

o Increase the qualifications of relevant staff
of municipal bodies and provide them with relevant
knowledge and skills to be able to evaluate investment
projects funded by the municipality using a proven
methodology based on objective analysis. Moreover,
in order to achieve this, except providing staff training,
we also consider it advisable to appoint experienced
external consultants (Coach) to the municipalities at

the first stage, who will offer their staff on-the-job

training;

o As a result of the cooperation between the
Municipalities and the National Statistics Office, the
list of key statistical information that is critical to the
effective implementation of municipal government
should be defined and the National Statistics Office
should be responsible for collecting, processing and
delivering it to municipalities;

e Municipalities should evaluate investment
projects in the first stage using the cost-effectiveness
analysis method, and after purchasing the relevant
competencies and providing the necessary statistical
information to the relevant staff, gradually introduce
other methods, including the cost-benefit analysis
method;

o After the

recommendations, a amendment should be made in

implementing given
the relevant government decree and the cost of the
investment projects that will be subject to selection-
evaluation by the above-mentioned methodology
should be reduced to 1 million GEL.

There is no doubt that the implementation of these
mentioned recommendations will give a number of
positive results to the municipalities, among which we
should first of all mention the increase in the efficiency
and effectiveness of public finance spending.
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