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Significance of the Problem

The development of the contemporary world is a
multifaceted process. The processes that occur at the international
level are distinguished by considerable peculiarities. However, they
simultaneously unite the processes taking place in different
countries. The capital, especially the financial capital, went beyond
political borders long ago, which must be seen as global
achievement. In recent years in parallel with the shortage of
finances there has been the problem of rising demands for
investment capital, the lack of this capital and its obviously limited
availability. This tendency is especially typical of the countries
with few resources, with developing or transitional economy.

The situation was even more deteriorated in Georgia after the
war against Russia, economic blockade, political changes, etc.
Consequently, the prospect of the country’s development is
considerably determined by the creation of the opportunities of
attracting real investment resources into the economy and
investing them. The emphasis should be placed on the
enhancement of the local investment potential as well as the
support for foreign investment resources, which can be
predominantly achieved by forming and maintaining the
investment potential of the entire country or its regions.

Proceeding from the aforementioned factors, studying the
issue of investment potential is one of the most significant current
problems in Georgia at the national, regional and local levels. The
investment potential of a region is substantially determined by the
investment climate and investment attractiveness. This is an
environment where investment processes take place. Legislative-

normative, organizational-economic, social-political and other
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factors contribute to the formation of the environment. They
determine the conditions of investment activities throughout the
country and in its particular territorial units.

The investment potential of the region as well as investment
climate are directly related to the investment policy of the country.
Investment policy is a combination of organizational and economic
measures taken by administrative bodies in order to create optimal
conditions for investment at the national, regional, municipal and
entrepreneur level. Investment potential determines starting
positions of the formation of investment policy on one hand, and
constitutes its consequence, on the other.

We believe that under the current circumstances the
efficient investment policy should be based on the development of
the following fundamental principles: a) Improving the legislation
of the investment activity; b) Focusing the investment policy on the
strategic directions of investment programs; c) Joining corporation
efforts within the scope of the regional investment policy in order
to meet joint interests; d) Regular monitoring of positive and
negative trends of development; e) Creating proper investment
climate and striving to improve it.

There is a wide range of definitions of the category of the
investment climate and the methodology and methods of its
calculation, predominantly, in terms of the profitability of the
invested capital. The concept — “investment climate” is mostly
applied in market economy when the economic environment
cannot be controlled directly. This is a somewhat generalized
criterion for the placement of investment resources. Investment
climate is formed on the basis of the combination of economic,

social, political, legislative, cultural and infrastructural conditions
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which ensure investment attractiveness in economic sectors,
particular enterprises, cities, regions or throughout the country,

thus affecting the growth of the investment potential.

Study of the Problem

The study of the investment potential of the region does not
have a long history in Georgia. This issue has become particularly
interesting and important in XXI century since the activation of
investment capital amid the gradual normalization of economic,
social, political and other circumstances. Supporting the local
investment potential and attracting foreign investment resources
determines further normalization of economic conditions,
improvement of the social background, budget growth and
increased employment opportunities, and solutions to other
significant problems.

Various aspects of investment potential and issues related to
it have been studied by Georgian (E. Baratashvili, I. Meskhia, V.
Papava, N. Chitanava, N. Khaduri, I. Archvadze, A. Abralava, L.
Eliava, L. Kokiauri, G. Ghavtadze, R. Manvelidze, V. Ghlonti, N.
Chikhladze, K. Khmaladze, D. Mouravidze, R. Tsinaridze, D.
Jafaridze, etc.) and foreign (B. Godin, M. Bishop, B. Mitchell, G.
Freeman, B. Lundvall, P. Zuber, K. Baldina, S. Kicker, T. Canion, V.
Palmad, P, Samuelson, S. Tomlianovich, G. Khomkalov, etc.)
scientist-economists and researchers. Nevertheless, in the majority
of works the issues related to investment potential and the
opportunities of its enhancement are discussed in a comparatively
narrow range, in a few particular directions.

Proceeding from the factors mentioned above, the major

contribution of the dissertation author lies in the discussion of those
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aspects of the issues of regional investment potential which were
not accentuated in different scientific works. Furthermore, in the
dissertation these issues are discussed in a more complex manner
and appropriate recommendations have been formulated on the
basis of a relative analysis.

During the research process the complex use of various
methods made it possible to present a comprehensive picture of the
formation and further development of the investment climate in
Georgia, which has become a certain basis for the creation of a

range of measures to solve relative problems at the regional level.

Aims and Objectives of Research

The major aim of the dissertation is to innovatively present
the concept of investment potential by generalizing and applying
the existing scientific and practical knowledge and experience, to
reveal the factors that affect it, to determine the extent of its impact
on business processes; to formulate specific suggestions on the
complex development of the Imereti Region and enhancement of
investment attractiveness by focusing on the opportunities to
integrate innovative approaches into the management of regions.
The process of the achievement of this aim has been divided into
several stages and the emphasis has been placed on the following
aspects:

» The first — Revealing and analyzing the factors that
determine investment potential amid the activated
competition for investment capital at the international
level;

> The second — Revealing and analyzing the major

directions of the modeling of investment activity and
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behavior of a business organization in the changing
investment environment, and determining possible
trends in order to disclose the opportunities of making
the regional development oriented to it;

> The third — Revealing the key factors that affect the
investment attractiveness of a region; analyzing the
opportunities of the application of the innovation-based
development model.

> The forth — Formulating specific suggestions on the
complex development of the Imereti Region by studying

the its entire economic potential;

Theoretical and Methodological Basis of Research

The theoretical and methodical foundations for studying and
analyzing the problems and issues discussed in the dissertation are
as follows: classical and modern economic theories, studies by
Georgian and foreign scientist-economists related to regional
investment attractiveness, views of politicians and experts, reports
and studies from international organizations, etc. The dissertation
author has used official statistical information, legislative and
normative documents, other types of public information, etc.

In the process of achieving the dissertation aims and
objectives or studying particular issues the author applied general
scientific methods of research as well as methods of synthesis,
SWOT-analysis and analogies; comparative, historical and
quantitative methods; methods of institutional analysis, graphic
and economic-mathematical modeling; abstract-logical and

statistical methods, etc.
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Scientific Novelty of Dissertation

The major scientific novelty of the dissertation lies in the
identification of the key conditions and factors determining the
regional investment potential of Georgia on the basis of the
research, analysis, evaluation and generalization of the scientific
studies of regional investment problems; the disclosure of
investment peculiarities determined by modern globalization; the
in-depth analysis and evaluation of the key indicators of the
attractiveness of the investment potential of the Imereti Region.

There are the following scientific findings: the author has
studied the opportunities of the application of innovative
approaches in the management of the regional development of
Georgia; the model of the ranking of the regions of Georgia has
been suggested; the impact of regional factors on the investment
behaviour of companies has been defined; the author has evaluated
the entire economic potential of the Imereti region and the
opportunities of its clusterization; the role of enhancement of the
regional investment potential of Georgia in acceleration of the
regional development has been defined on the basis of the analysis;
the author has suggested the system of measures of stimulating the

improvement of the regional investment environment of Georgia.

Practical Importance and Realization of Research

The results of the research and recommendations can be
applied to solve the political and economic problems that appear
during the processes of the formation of programs of strategic
regional development in Georgia, the disclosure of the investment
profile of the regions and the stimulation of their investment

attractiveness. The results of the research and methodological
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approaches can also be used in the process of teaching the special
courses of relative academic university programs.

Certain issues discussed in the dissertation, practical views or
recommendations will be beneficial for the researchers or
practitioners interested in this field.

Author’s Contribution. Investment area has been an object of
interest and research for scientist-economists for a few decades
already, at the international as well as national and regional levels.
The issues linked to it are also discussed in relation to the processes
of studying macroeconomic and regional politics, the problem of
the sectoral or territorial distribution of investment resources, the
formation of strategic plans of the development of territorial units
and other significant problems.

However, considering the existing reality related to the
solution of the problem of attracting overseas investment capital
and integrating it into the development of the country amid the
“hunger” for financial resources throughout the world, there are a
lot more significant issues that require in-depth scientific research
and evaluation. The author of the dissertation has studied and
innovatively presented the following issues:

= The essence of investment potential as an economic
category;

* The active role of government in the improvement of
investment potential;

* The concept of region, principles of its management and
processes linked to it;

* Presenting the impacts of regional factors on the

modeling of the investment behaviour of companies;
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* Trends of the regional development of Georgia,
opportunities of cluster development, innovative
approaches towards regional strategic management;

= Optimal management of municipal property and its
application in terms of the enhancement of investment

attractiveness and other aspects.

Approbation of Dissertation and Publications

The major principles of the work, innovations and
recommendations have been published in reviewed journals,
foreign-language publications, materials of scientific-practical
conferences, in accordance with the relative regulation of Kutaisi
University. More specifically, 3 papers were published in the
journal “Economic Profile” (2008-2015), 2 reports were presented
at national conferences (2013-2014) and 3 reports - at international
conferences (2010-2014).

Besides, the findings from the dissertation, related to the
issue of optimization of municipal property management, have
been given to the committee of formation of the development
strategy of Kutaisi.

Dissertation Volume and Structure

The dissertation consists of 180 printed pages. It comprises
the introduction, 3 chapters, 9 sections, conclusions and
suggestions, references and appendices. The structure is as follows:
Introduction
Chapter I. Investment Potential and Its Determining Conditions

L.1. Investment potential as an economic category;
[.2. Government role in the improvement of investment

potential
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Chapter II. Regions and Conceptual Aspects of Current Regional

Development

II.1. Modern approaches towards the understanding of the
concept of region;

I1.2. Prospects of applying innovative principles in the
management of regional development;

I1.3. Impacts of regional factors on the formation of the
mechanisms that motivate the modeling of the
investment behaviour of companies

Chapter III. Role of Enhancement of Investment Potential in
Acceleration of Development of Georgian Regions (the example of
the Imereti Region)

III.1. Modern trends of the regional development of Georgia;

II1.2. Evaluation of the entire economic potential of the
Imereti Region and opportunities of cluster
development;

II1.3.The role of innovation and innovative system in the
development of regions of Georgia;

II1.4. The significance of the evaluation of municipal property
for the enhancement of investment attractiveness of
territorial units

Conclusions and Suggestions
References

Appendices
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Synopsis of Dissertation

The first chapter of the dissertation, “Investment Potential
and Its Determining Conditions” deals with the study of the
contemporary essence of the concept of investment potential as an
economic category. The enhancement of investment attractiveness
is one of the most significant recent issues related to the economy
of Georgia. The achievement of this goal largely depends on the
enhancement of national as well as regional investment
attractiveness for potential investors. In the existing context it is
immensely important to provide investors with conditions that
positively affect their decisions while selecting a particular area for
investment, such as a particular project, company, city,
administrative-territorial unit, region or the whole country.

Thus, the term “investment potential” implies:

* Onone hand - investment conditions, opportunities
of investing funds in investment assets;

* On the other hand - a combination of investment
resources - accumulated and organized in a certain
way, which makes it possible to achieve the synergy
effect if they are applied purposefully.

There is a direct link between investment potential and its
particular realization. The latter implies: measures of its formation
and enhancement; a combination of measures for creating the
proper conditions to integrate it into the real investment process;
the process of its efficient realization achieved through the
application of various motivating mechanisms.

We believe that the investment potential of a region is a

combination of economic resources existing in a particular region
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(natural resources, labour resources, industrial infrastructure,
major funds, etc.), investment resources and investment conditions.

The relation between investment potential and investment
process has been discussed in different ways by contemporary
authors. However, all of them emphasize investment climate and
attractiveness, and their role in the formaion and improvement of
investment potential at every level of management. Investment
potential is a synthesis of various objective characteristics (business
conditions, property, solvency, etc.), whereas investment climate
includes objective opportunities of the whole country or a
particular region and risks of investment activity.

There are eight elements complementing the country's

investment potential that can be efficiently used in regard with
regions. They are as follows:
1) Commodity Resources; 2) Labor resources; 3) Production
potential;4) Innovation potential; 5) Institutional capacity; 6)
Infrastructure capacity; 7) Financial potential; 8) The Consumer
potential; Furthermore, Investment potential for its part implies
the existence of an appropriate legislative base, investment
potential assessment methods and criteria, investment risk
management mechanism etc.

Above mentioned components can be reckoned to be more
or less developed in Georgia exept from the latter. To prove the lack
of methodology for investment climate assessment it must be more
accurate to say that there is no investment potential i.e. in general
there is no thorough attempt at investment environment passive
study to make predictions concerning consecutive management
steps. Consequently, static character of current methodology for

Investment climate assessment can be considered as a drawback and
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in most cases it turns down all the opportunities to be integrated
in investment management process in order to come up with a wide
range of investment management solutions.

It’s become of great significance to carry out scientific
research  on foreign direct investment and by developing
investment  potential maintain a great contribution
to economies in developing and transition countries. The less is
the amount of free investment resources the vaster becomes
opportunities for capital investment, i.e. fighting competitively for
the acquisition of investment capital. (according to areas and
geographical characteristics) The issue becomes more acute in case
of certain countries with scarcity of domestic investment resources.

At the present stage of development, the influx of foreign
investments remains important to the state's economy. This is
caused by less support from the state, the scarcity of sufficient
resources in the majority of domestic corporations, a financial crisis
the country has recently undergone, falling production, mostly
outdated and obsolete facilities, capital that is expensive relative to
other factors of production.

It’s noteworthy that perspectives for foreign investment in
Georgia as well as in most countries of the former socialist
camp are appealing. The following aspects can be an impediment:

a) the lack of substantial competition and serious resistance
from national entrepreneurs b) cheap labor force without having
to pay too much attention c) cheap Industrial raw materials market
; a large consumer market d) a high rate of profit, which surpasses
the industry average profit margin endorsed by developed market-
economy countries. e) existence of inefficient and irrational

markets.
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It should be mentioned that, to attract greater foreign
capital by means of investing funds is less common. The main
reasons are political instability and economic growth, incomplete
and sometimes controversial legislation; ambiguous property
rights, the benefits of foreign investment, national currency
instability; less predictable changes in tax system;

Regional investment policy supports job creation,
competitiveness, economic growth, improved quality of life and
sustainable development. It encompasses measures system which is
held at levels of the region or other territorial unit and promotes
investment and domestic resource mobilization, instructions for
their effective and rational use to meet interests of both population
and investors. Regional Investment policy may have different
characteristics accordingly due to certain factors: a) economic and
social progress in the region; b) industry potential including its
current size and rate of growth as well as profitability
characteristics and trends. c¢) natural and climatic conditions;
energy resource supply; d) Geographical location and geopolitical
situation; e) demographic conditions; f) the attractiveness of
a region or country as an investment destination etc.

To promote state investment policy and activate regional and
municipal aspects it’s highly recommended to assess criticality
ranking of separate administrative-territorial units , based on which
parties rating is set up to integrate several differential options for
maintaining current situation development.

Although Criticality indicator seems to be rather complex
and polyhedral, its calculation can impact positively on regional
development priorities. From our point of view, considering

current reality it can be calculated in accordance with total
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potential and integral risk indicators. In this respect each territorial
unit could be characterized by potential rate (high, average, low,
impaired, minor) and risk factor (high, moderate, minimum, etc.)

The effectiveness of investment policy is determined by
investment climate improvements. For its part, an efficacious and
favorable investment climate has influence on investment policy in
terms of further improvement. Investment policy as a mixture of
measures affects those distinctions (primarily subjective ...) that
create investment climate. It will be actualized by means of
investment strategies under risk-based regulation,
implementation as an essential part of the strategic planning
process, and its realization.

There are various methods to evaluate investment climate
based on different economic, political and financial performance,
according to which Investment grade can be assigned to any entity
(the country, region or local territorial unit ) This indicator seems
to be of great significance for Investors which combine certain
information they are interested in. Investment rating depicts the
level of stability index, economic policies, Investment
environment, economic growth perspectives. For instance, Liberal
investment environment in Georgia and equal approach to local
and foreign investors makes country as an attractive destination for
FDIL

Obviously, these factors can’t guarantee the attraction of
more foreign direct investment, but they can facilitate to certain
degree. According to various rating companies, researches showed
that over the last few decades Georgia has been characterized by

the increasing popularity. We can focus on comparative analysis of
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the individual components of index of economic freedom at the

example of Georgia in contrast with world average.

Table 1.

Individual Components of Index of Economic Freedom

Georegia n ‘World Average Georgia 1 World Average
sgaoeo place sggoee

Business Trade Freedom

Labor Investment

Freedom Freedom B

60 .
Freedom Freedom
] 20 40 60 80 100 0 20 20 60 80 100

The above-mentioned table is just a rough and conditional
description and the role of the state in investment sphere mustn’t
be ignored. The main objective lies in the fact that country’s
investment policy is supposed to develop efficiently along with
maintaining freedom to let local market participants compete. The
policy should stipulate selection of investment priorities, upgrading
quality of investment management process, integrated approach to
setting objectives and targets and consistency of actions.

Under the condition that the centre for heaviness of the
investment strategy is increasingly moving towards creating the
appropriate investing environment oriented towards the private
investor’s activation, instead of increasing state investment
expenses, the objective of the country’s investment policy should

be to support the activation of priority fields, enterprises or
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territorial-geographical units and the growth of their motivation.
Besides, the policy mentioned should have a systematic, coherent
and dynamic character.

The second chapter of the paper “Regions and Conceptual
Aspects of the Regional Development” studies the contemporary
methods concerning the definition of the concept of regions,
discusses the possibilities of the application of the innovative
principles in the regional development management and analyzes
the impact of the regional factors upon the formation of the
motivational mechanism for the investment behavioral modelling
of companies.

Several decades ago, in the regional economy, a region was
considered to be a place of togetherness for a production-
consumption of the population, natural resources, goods and the
service. Taking into consideration the ongoing processes and the
contemporary challenges in the world, it is apparent that the
attitude suchlike is imprecise. As a result of the deepening processes
of decentralization and deconcentration in a number of leading and
less developed countries, it seems necessary to consider the region
as a participant of the economic processes and as a juridical
plenipotentiary entity — with its own economic interests.

The abovementioned approach includes the following
important components: 1) perfecting the state administration
against a background of the increase of the importance of regions;
2) further developing regulatory institutions and improving their
legal foundations; 3) enhancing economic regulatory instruments
and accentuating the market methods; and 4) the possibility of the

existence of the specific regional forms.
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According to the modern theory of regionalism, the concept
“region” is defined as a poly-functional and multi-aspect open
socio-economic system, which has multilateral (direct and
reciprocal) relations with the environment.

Georgian scientists — economists draw their attention to the
importance of the region as the economic space covering a variety
of objects, a territory equipped with the systems of communication,
populated points, manufacturing enterprises, used and recreational
areas, transport and engineering networks. Within the state
strategy of Georgia’s regional development of the years 2010-2017,
the concept of region is defined as a functional-planning unit,
which represents the unification of the administrative-territorial
units, and, as a rule, it coincides with the territory governed by
Georgia’s state representatives-governors. The city of Tbilisi is also
considered to be a region, Georgia’s autonomous republics and
temporary administrative-territorial units.

Under the ongoing globalization conditions, as opposed to
nationalism, the world economic problems have come to the
foreground. The functioning of state regulations for the national
economy is gradually becoming weaker and weaker, since under
these conditions it is less capable of protecting the national
economy from the harmful impact of international economics. In
particular, it is said of a small country, including Georgia. The latter
causes an increase in the interdependency of economics, and
accordingly, the infringement of the possibilities of defending the
independent decision-making and one’s own strategic interests.

As a result, the relations are being established between the
regions, which, truly, are not of higher importance than the state

level, though, they are not of less importance. Such kinds of
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relations are going more and more beyond the cultural and
educational spheres, and for the purpose of developing business
relations, realizing joint investment programs, attracting
supplementary resources, implementing joint projects, unifying the
efforts for the investing resources in the competitive battle and etc.

At the current stage, the term “regional development” does not
cover only the implementation and realization of the mechanisms
for supporting local social or economic processes any longer. No less
importance is ascribed to the integration of the modern methods
and principles of the management in the activity of the regional
governance linkage in order to make the decisions made here more
understandable for, generally, the economic system and its separate
entity as well, for either the business organization or the physical
entity, not in a country taken separately, but in the whole world
taken in its entirety. The necessity for the adoption of the modern
style of the governance is particularly noticeable in the strategic
management of the regions, generally, of whose dominance in the
governance activity, in the European viewpoint, requires the novel
visions and attitudes.

In the modern regionalism more and more intensive discussions
are taking place about the necessity of the application of the
innovative approaches and of the adoption of the novel principles.
In the dissertation paper the attention has been drawn to the
following principles and approaches:

- Respecting human rights, a person’s freedom, open and
widespread involvement of a person or an organization in
the social life, taking the independent decisions
accentuating their own priorities, which will be free from

the harsh influence on the part of the state;
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Harmonic, proper and results-oriented suitability of the
state regulations and deregulations;

For the purpose of achieving the shared responsibility and
the involvement provision into the state governance,
switching the model of “cooperative state/municipality”
into the place of the paradigm “superior state-
municipality”, in the future the shared responsibility and
involvement will be based upon the models of
interrelations: “motivation incentive-supportive state” and
“sustainable cooperative municipality”.

Providing the interrelation between the modern decisions
and future strategic challenges. This refers to the fact that
at any level the supervisor’s actions should be based upon
the past experience, be concerned with the modern
problems and, to the maximum, should take into
consideration the future prospects. As a result of that, the
close ties will be established among the past, present and
future. As for the strategic objectives, they seem to be
integrated into both the operative and long-term
governance activities;

Providing the priority of the determination in comparison
with the pretension, encouraging the attitude, when a
citizen is willing to achieve success for his/her own and for
others, and besides, together with them;

It is exactly the similar outlook that should be the basis for
the management of the regional development, taking
concrete steps for forming and realizing the strategic
outline. In this case there will be laid a solid foundation for

the investing behavior of the separate companies and for
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being normalized the formation of their activities and for

their further perfection.

All the above-mentioned, together with the other issues of no

less importance, go under the title of the investment policy of the

corporation, this presents to be a less studied field in the reality of

Georgia, it is certain that its actuality is beyond any doubt. Whilst

implementing the investment policy of the corporation, the

following principles should be taken into consideration:

Addressing the investment policy towards the strategic
plans of the corporation and the achievement of its
financial sustainability;

Considering inflation and risk factors;

Investments Economic validation;

Forming the optimal structures of the portfolio and real
investments;

Ranking the investment projects according to the
importance and order, due to the existing resources and
considering the possibilities of attracting foreign
sources;

Selecting comparatively cheap, reliable sources and
methods of the investment funding;

Considering generic state and local factors whilst

building up the investment strategy and etc.

Taking into consideration these and other principles gives us

the opportunity to avoid mistakes and inaccuracies during a

complicated and time-consuming process of the implementation of

the investment policy of the corporate.

The model of the investment behavior features a theoretical

concept of the motivation system of the economic entity, which
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enforces them to undertake the investment activity at all the stages
of the functioning and through all kinds of exposition forms.

The third chapter “The Role of Raising Investment Potentiality
in Hastening the Development of the Regions of Georgia (Based on
the Example of the Region of Imereti)”, on grounds of the studies
of the modern tendencies of the regional development of Georgia
and of a generic assessment of the economic potential in the region
of Imereti, there are suggestions about how to raise the investment
attraction of the regions of the country and of the territorial units
in connection with the possibilities of cluster development, the
role of innovations and the innovative system and with the
importance of making an assessment of the municipality property.

Discussing the region of Georgia as the totality of an arena for
undertaking the investment activities and of the places with the
relevant conditions, we are creating a new identity of their content
and functional meaning. For several decades, the contemporary
approaches to the regions and the regional development have been
being formulated, attitudes have been being changed, priorities,
conditions and etc.

At present, Georgia contains 2 autonomous republics, 9
regions, 12 self-governing cities, 60 municipalities. In spite of a
small area of the territory, the territorial differences are quite likely
to be noticeable in Georgia, as among the different regions and
within them, too, according to the territorial units. Under the
circumstances, some of the main characteristics of the existing
model of the regional development have been exposed, the
following are noteworthy to mention among them: disorder in the
development; the lack of (material, financial, human and etc.)

resources; the faultiness of the legislative base; misbalance in the
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development; a variety of the interested parties regarding the
matters of the regional development.

In the nearest future, for the purpose of the successful delivery
of the priority directions of the regional policy and, accordingly, of
the approved strategies, great importance is ascribed to the
inclusive elaboration and implementation of the concrete action
plans  (thus, projects, detailed activities, programming
supplements), which will be provided by means of the entirety of
the effective monitoring and assessment instruments, and
accordingly, through the performance indicators.

In spite of being made the positive strides, in the regions of
Georgia, there is still a problem in terms of the systematic and
institutional vacuum supporting the technological renovation and
the development of the innovations. The same applies to the
following: old technical-technological base, weak manufacturing
capacity, and low productivity of labour, the existing level of the
factors influencing other kinds of production, the public
intervention and the extreme restriction on the supporting
processes. The mentioned above hinders a great deal the
development of the important economic processes in regions.

Mainly, the three factors determine the competitiveness of the
separate regions: economic conditions, financial flexibility and an
organizational/administrational structure. In its own way, the
economic conditions include the functioning of a business sector, a
demographic situation, an economic structure of the region, the
size of the consumer market, a social background, the scalability of
the real demands, the potential for transportation-logistics, and,
generally, the prospects for an economic growth. It is of central

importance to define to what degree we are able to use natural and
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historical advantages in the regions, or, on the contrary, whether
we have the ability to fix the deficit of these advantages or not, in
most cases, through the specific, our own unique initiatives. All of
these are shown within the indicators of the economic, budget,
social spheres of the regions.

We think that it is necessary to undertake the ranking of the
social-economic state of the regions of Georgia, based upon the
aggregated key indices. It will give us the opportunity to define a
position of this or that region of Georgia on its economic map. This
is one of the elements of the regional diagnostics (Development
Processes Diagnostics). Since a thorough diagnostics covers a wide
range of regional situations and characteristics of the problems, a
list of different factors for a qualitative assessment, which
determine the situational state and development. The ranking will
enable us to use the results of analyses not only as a basis for
evaluating a level of the investment attraction in the regions, but
also as a means to highlight the problem, of which solution the
development of any region is greatly dependent on.

Among the regions of Georgia, Imereti is one of those having
great and good prospects for development. There is quite a variety
of sphere-related structures in business, determined by the
diversity of the existing resources. In particular, in Upper Imereti a
primary discipline is mining engineering (extracting and processing
manganese in Tchiatura and Zestaphoni, extracting coal in
Tkhibuli), as for the central and western part of the region,
different agricultural disciplines are more developed — market-
gardening, viticulture, cereal farming, fruit-growing, animal
husbandry and etc. Also, the potential of the city of Kutaisi should

be separately mentioned separately. It is a centre for a major part of

68



the economic and intellectual resources of the region, including the
free industrial zone.

Almost all the municipalities of the region are located within
the surrounding area of the central auto- and railway highway,
which creates further possibilities for the development of business.
For the last 2 year the attraction of the region has been much more
increased by the operation of the Kutaisi (Kopitnari) Airport, at this
stage, particularly, it is said of the aspect of tourism. In the future,
supposedly, it seems to be interesting in terms of the attraction of
further investments.

In Imereti almost all the banking, credit and insurance
institutions, existing in the rest part of the country, are in
operation, here. Also, there are local business consultancy
organizations, state structures, vocational and higher institutions,
of which proper working are of central importance to the
investments attraction and business development in the region.

In spite of a number of advantages, in the region there are quite
a lot of impeding factors for business development; out of them the
following should be highlighted: ill-equipped infrastructure, lack
of investments, labour force qualification, a low accessibility of the
modern machinery and technology, deficiency of the active
international relations and etc.

The progressing of the infrastructural projects is particularly
important for the formulation and development of the future
prospects in the region of Imereti, characterized by a growing
tendency for the last few years. In 2014 the municipalities in the
region of Imereti allocated in total 7,6 million GEL from the local
budget for the infrastructural projects, 154 projects mentioned

were planned and carried out (Fig. 2). A leading position was taken
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by the municipality of Vani in terms of the financial resources
allocated from the local budget for the infrastructure — 1 729 051
GEL, the lowest level of funding was revealed in the municipality
of Bagdati — 22 485 GEL. The municipality of Tchiatura managed to
finance most of the infrastructural projects from the local budget —

27 projects.

Figure 2.
Local Budget Infrastructural Costs, 2014 y. (GEL)
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In 2014 the Fund for Regional Development allocated 38 233 870
GEL to the municipalities of Imereti. In total 136 infrastructural
projects were financed. The major part of the funding was allotted
to the municipality of Kutaisi — 10764,9 GEL, within its framework
16 projects were funded (Fig. 3).
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Figure 3.

FRD Funding Structure According to the Municipalities,
2014 (%)
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Chiatura 8%, Sachkhere 10%, Kharagauli 5%, Kutaisi 8%, Tskaltubo 6%,
Samtredia 4%, Khoni 3%, Vani 3%, Baghdati 12%, Zestaphoni 6%,
Terjola 9%, Tkibuli 6%.

In the region, in total 53 million GEL was spent on the
infrastructural projects in 2014 (Fig.4).
Figure 4.

Infrastructural Expenses According to Funds
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In the region of Imereti we surveyed the representatives from

the companies of different size and direction of activities. Totally,

15 respondents were surveyed, of whose manufacturing output was
about 750, 0 million GEL and the employability level was 4500

persons.

As a result of the analyses, we have the following indices:

The majority of companies were established in 2006-2012
yrs. (including those, whose turnover exceeds 10, 0 million
GEL);

Since the year of 2012, mainly, small and medium-sized
companies have been founded, with a turnover of up to 5,
0 million GEL in total (4, 5 % of a whole turnover) and in
where only up to 3 % of the personnel from the companies
surveyed were employed. There is only one company,
which has a turnover of more than 10, 0 million GEL. Its
main assignment is to build the automobile highway,
which is the state investment;

In 2014 LTD “Eurasiastyle” stopped functioning. Besides,
for the last 2 years there was a reduction both in the amount
of production and in the number of employees. The
company started working with up to 600 employees
(including 200 foreigners) and finished with 300 staff
members (including 25 foreigners);

The following impeding factors for doing business were
enlisted: inappropriate  business environment (6
respondents); difficulties with registration (0); tax
legislation and records management (2); customs
regulations (3); labour regulations (4); uncompetitive

environment (8);
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For the purpose of the improvement of the situation, the actions to

be carried out are the following:

Increasing the possibility of taking a loan, the easy
accessibility of a loan;

Making supportive strides for small businesses on the part
of the authorities; creating new economic entities and
facilitating the improvement of the employability indices;
Making legislative changes in terms of the elevation of
regulations and restrictions; liberalization;

Having more communication with entrepreneurs and
increasing their level of being informative;

Increasing a minimum of VAT refunds, reducing VAT
rates, reducing property tax;

Stabilizing economic and political situation;

Maintaining- advancing local infrastructure; supporting
risk reductions on the part of the authorities;

Increasing real income at the cost of a reduction in income
tax; increasing the joint demand;

Reducing the fluctuations of the currency market,
providing stability in order to be given the opportunity of
conducting medium and long-term action plans;
Supporting tourism, simplifying visa regulations;

Supporting export.

Analysis of the survey results demonstrates the correctness of the

assumptions made in the dissertation, which is related to the

necessity of structural policy implementation, oriented to

deregulation and decentralization, and the importance of local

investment potential growth. In addition, actions should be taken
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in this direction both at the general state and regional levels and
with stakeholder engagement.

Further strengthening of specialization of territorial units
and development of clusters -significant sources of economic
progress, can be considered as an innovative approach to regional
development and strategic management.Economic specialization
has been the determining factor in successful development of a
country, coping with a crisis situation, etc. This refers to the
regional level as well. Concentration of specializing production in
certain regions allows gathering limited resources, particularly on
priority directions allowing maximization of their optimal use and
the rate of profit.

We consider it necessary for successful functioning of
specialized agriculture of different parts of Georgia to:1) determine
dominant sectors in the economy and develop their priority; 2)
strengthen research activities and focus mainly on difficult and
high-quality production; 3) organize international market-oriented
economy; 4) support the enhancement of ties between main
entrepreneurs; 5) promote exports of specialized products and
organize relevant production abroad; 6) improve and perfect the
system of staff education and technical training 7) support
functional formation and development of the regions and
enhancement of the quality of specialization; 8) stimulate
developmentof such companies operating in the region that could
substantially contribute to the specialization of the region 9)
regulate imports of such products, which could become a priority
of this or that regionspecialization.

The key factor of regional competitiveness is strong potential

clusters that serve the increase of industrial and scientific potential,
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growth of employment and productivity, poverty reduction, export
promotion and investment attraction.

Specialized development, to some extent, promotes
equalization of the developmet level of Georgian regions. In
deepening specialization, equalization of the development level of
the regions will provide a solid basis for the increase of
specialization level of the country's economy and, therefore, a more
clearly defined position in the world economy.

Under modern conditions, special attention should be given
to help the economically backward regions. I mean, systematic
financial support for those who due to negative factors (unfavorable
geographical location, outdated economic structure, complicated
demographic situation, and so forth) significantly lag behind the
overall economic development at the general state level. This can be
implemented in various forms.In particular: to stimulate the
investment directed to production modernization and
reconstruction in laggingregions; to promote creation of new high-
tech manufacturing;to accumulate various types of additives and
subsidies (for example, at each newly created job); to develop
opportunities of getting soft loans, etc.

In parallel with general state innovative system, under
modern conditions, regional innovation system is gaining more and
more strength, which promotes rapid spread of knowledge, skills
and best practices inside a territorial and geographical unit.
Unfortunately, in the regions of Georgia, there is a systematic and
institutional vacuum of technological renovation and innovation
development support also weak production capacities, low

productivity, existing level of development of other factors of
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production and extreme limitations of public intervention or
support.

The basic prerequisite of innovative systems development is
the existence of proper investment in research and development
(the so-called R & D - Research and Development) of the
country.In this regard, Georgia is not in a very good condition. The
country's scarce financial resources and social situation in the
country makes it very difficult to invest in research and
development. In our opinion, there are two main ways to overcome
this problem:1) to attract foreign investment resources, research
and innovation import;2) to mobilize own resources and
concentrate on key areas, to motivate local companies by investing
in researches and innovations, to promote activation of scientific
potential of universities.

Against the background of normalizationof the country's
development and economic situation, at central and local levels,
the problem of optimal control of municipal property is getting
active which will probably get worse unless,at the current stage,
some rapid and effective steps are taken in this direction. The
importance of this is further reinforced by the fact that some of the
municipalities have already startedlarge-scale or sectoral programs
for strategic development in which the issues of property
management and optimal use should be given proper attention.

In Georgia, local governments inherited the old, amortized
housing and communal agriculture. Most of the infrastructure
elements are out of date, they have not been used for a long time,
in many cases they have lost their original function, etc. The
following factors create additional difficulties: property variety,

wide geographical layout, absence of total property list. Therefore,
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it is necessary to begin the process of inventorization of the
property which encompasses, firstly, to describe the objects with
some kind of documantation, secondly, to start finding information
about the objects with no official documents available. After some
time of the inventorization, an assessment group should be
involved in the process which will determine the value of
individual objects.

Regarding the real situation, in our conditions, it’s more
appropriate to use comparative (analogue-based) methods. At this
time, emphasis is given to the selection of an evaluation object and
its comparison with those object-analogues which have recently
been built. Also, they use information about the prices recorded in
transactions made in connection with the objects analogous with
real estate.

Furthermore, they compare a specific investment object with
those analogue-objects according to which we have information

about the profitability indicators, in case of their leasing.

The research has established the following conclusions:

1. At the current stage of Georgia’s development, it’s of
crucial importance to raise the economic potential of the regions
and their competitiveness (including an investment point of view).
This is significantly determined by creating a relevant legal
framework which will regulate issues related to strategic planning
of the regions, innovations and competitiveness, municipality assets
and their managerial problems.

2. At present, it becomes necessary to further deepen the

deregulation policy which should include support of financial and
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investment spheres and creating appropriate infrastructure,
development of microfinance institutions, investment firms and
fund networks, establishing investment insurance and promotion
system, elimination of unnecessary bureaucracy and cancellation of
artificial barriers, etc.

3. In Georgia, attracting investments, above all, should be
focused on the formation of investment potential in the whole
country and its individual regions, its improvement, involvement
in the process of economic reform and efficiency rise, and
improvement of the quality of further integration of the country on
the world investment market.

4. In modern conditions, the need to develop an
investment policy seems obvious which will be based on relevant
law and legal standards, considering the analysis of central and
regional investment legislation, basis of systematization and
unification and proven local and international experience.

5. We consider it necessary to activate regional and
municipal aspects in the investment policy of Georgiafor the
purpose of which it is recommended to carry out criticality
rankings for particular regions of the country and use the resulted
rating to determine several differentiated options for improving the
situation.Criticality is quite complex and multifaceted, but its
calculation has a positive impact on regional development
priorities.

6. Considering our reality, criticality indicator can be
calculated on the basis of uniting the total potential and integral
risk indicators. In this case, each territorial unit can be
simultaneously characterized according to the potential and risk i.e.

to carry out regional rankings.
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7. Anincrease in the investment potential of the county or
region should not only be designed for foreign investors. Equality
important is the creation of conditions for realization of the
investment potential locally.

8. Any kind of incentives (tax benefit, state subsidies,soft
credits, etc.) should be available for all companies, under the united
state policy.In this situation, one of the most acceptable form of the
stimulation of private investments is to use tax incentive
mechanisms.

9. In Georgia, in the field of investment, strengthening the
role of the government should be focused on enhancing the
efficiency of investment policies and maintaining the quality of
freedom of market participants in private (also foreign) investment
stimulation conditions. To do this, there has to be a coherent vision
of systemic policy oriented on developing the country’s industrial
potential.

10. An increase in regional investment potential greatly
depends on the managerial style of the local government, quality of
their decisions, integrating modern management principles in
management, etc. It is necessary the work of local self-government
bodies to be understandable and acceptable to the local population,
as well as to business organizations.

11. In Imereti, formation of a regional innovative system
should be related to knowledge regeneration, distribution and
developing related relations in which Kutaisi shoud have a central
place.The goal will be to study how cooperation of companies and
regional institutions develop innovations and education, which is

so necessary to succeed in today’s global world.
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12.  The model of a regional innovation system and cluster
development, with a high-level university in its center, tends to be
a necessary condition for national development and
competitiveness. In Imereti, in this regard, the conditions are quite
good because here there are two powerful universities, a number of
colleges and educational institutions which offer different kinds of
educational and vocational programs.

13.  We should maximally support the so-called “cluster
initiatives” as an organizational innovation of increasing
competitiveness of a particular regional cluster and the regions’
economic growth rates. The initiators of such innovations should
be local management bodies or local business associations, which
will create preconditions for stimulating the development of the
cluster from the bottom.

14.  For successful functioning of our regional specialized
agriculture, we consider it necessary: to sepatate dominant sectors
in the economy, develop their priority; to strengthen research
activities and concentrate on difficult and high-quality production;
to organize international market-oriented economy; to maximally
support deepening ties between main entrepreneurs; to support
exports of specialized production.

15. Georgian regions, including Imereti, in the field of
research and development management, should establish direct
state management-free “coordinating units” for the purpose of
improving their capabilities, which will play the role of an advisor
and monitor with the government support and will help it select

proper priorities.
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16. During the management of different policies and the
formation of concepts in Georgia, attention should be paid to the
following issues:

a) State regional policy should be characterized by long-
term strategic vision and appropriate action planning;

b) There should be objective (“non-political”) methods for
finding resources ,based on real statistic information,
and for programic and regional distribution;

c) Formation of the system needs to be done; it will unify
financing and partnership which will strengthen public
participation in the management of projects, their
interest in the project success and their own property
rights.

d) It’s necessary to establish a proper normative base
which will establish general rules for the management
of the policy planning and implementation process,
based on the decision of individual projects;

e) Integrated programs (promoting the creation of
additional jobs, development of infrastructure and
human resources, etc.) and individual projects should
be supported;

f) It’s necessary to monitor and evaluate the actions for
beneficiaries and taxpayers in order to demonstrate the
additional benefits and generosity that the project
brought to the region;

g) It’s important to ensure the transparency of the policy
for policy and program implementation, which is
considered an essential component of democratic

governance.
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17. In Georgia, like other democratic countries, local self-
government bodies must be equipped with more agricultural and
infrastructural functions, which will make a positive impact on the
development of an administrative and territorial unit, its economic
recovery, social background improvement, etc. This will contribute
to the improvement of its investment attractiveness.

18. In Georgia’s territorial units, the most urgent of the
infrastructural  problems are municipal property-related
problems.We think the most severe are the absence of a property
list, determination of its value which is pretty complicated due to
the antiquity of its individual elements, inactivity, initial functional
disorders, etc. It's needed to start a property inventorization
process. Firstly, the objects should be described and documents
arranged. After some time, an assessment team, which will
determine the value of each object, should get involved in the
process.

19. Analytical activities in the regions are of particular
importance. They create a solid foundation for selecting right
management methods, principles, development strategies, promote
business activities, etc., which ultimately has a positive impact on
the investment attractiveness.

20. Inreal investments, a full-scale inventory of real assets
of the region can play a crucial role.It’s essential to form the so-
called “assets map”. It'll allow us to create a regional development
strategy based on them,which will be focused on activating existing
and potential investors and raising their motivation.

21.  All projects being implemented in the region need

individual approach according to their specifics.All participants of
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an investment project are to carry out calculations and assessments,

incorporate own interests and avoid undue risks.
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