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3b®oo 12. 063035305 LygsGMNZgmlb BobbYL-g5Ggdmls ohggbgdangdols Fgbsbgd 2002-2020.

oo 2900339070 930bm3oz Mo 0bxws300 039361000 2dLMEHY) 3950mx6439) 96m36mo

360309, BOH©> 60 o 85369 35@BHOl
b sho bLoEsMHOdY 603000969090 oMY

0 96m bryabg QOO0

Y X1 X2 X3 Xa Xs X

2002 7000 110 105,6 12,6 24 0,056547992 0,455705432
2003 7100 111,1 104,8 11,5 24 0,047127944 0,46600494
2004 7200 105,9 105,7 12,6 24 0,055793991 0,521648409
2005 7300 109,6 108,2 13,8 24,1 0,069006893 0,551663265
2006 7412,6 109,4 109,2 13,6 23,3 0,072968107 0,562841222
2007 9645,4 112,3 109,2 13,3 21,3 0,083275234 0,598551505
2008 10248,4 102,3 110 16,5 22,1 0,087379145 0,671050866
2009 11003,1 96,2 101,7 16,9 21 0,097022721 0,598623167
2010 13303,7 106,3 107,1 16,3 22,7 0,17390389 0,560978346
2011 19239,9 107,2 108,5 15,1 23 0,191832733 0,59311981
2012 23096 106,2 99,1 15 22,4 0,213917043 0,60558348
2013 23553,6 103,3 99,5 14,6 21,4 0,229130809 0,601178309
2014 26068,6 104,6 103,1 23 23,5 0,252522263 0,566283482
2015 29993,9 102,9 104 21,9 21,6 0,215535076 0,440489825
2016 34156,9 102,8 102,1 21,7 22 0,20718232 0,42252926
2017 38206,8 104,8 106 21,6 21,9 0,223057106 0,398628717
2018 41649,2 104,8 102,6 19,2 20,1 0,234743672 0,394555139
2019 47494,7 105 104,9 17,6 19,5 0,276245468 0,354710556

Fgo6: [LsgoGNZgEml LEBGHOLHOZOL JHMZEYwo LsALbYGO, 2020 : 1-286] [Lodo®mzgEmb LESGHOLEHOIOL gHM3zbrmwo bsdbsbm®o, 2019 : 1-
290]
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50900 0d6gds 6 BodBHmEmolL  3sB39bgdgero  LoJomM39EMBMZOL  dMErM
650090603y smgmwo ol 8sbdoebg s 98539 39M0mETo  HoMdmgdol LogMmm
dnEM@mds. gl dgLodegdEmdsls  3mag3gdl 369350 RSBHMEM0b0  BgaMglyero
365¢00Bol Boydz9wBg 493900V Y3900 BogGMMOL §3e0ols Tgz3oL9gds Foedmgdol
LogMmM dMEMMdsdo. 9909y 03039 393900©Jds 930 35330M0LM30L. 0bBMMTS305
Lodommzgmbomgol o 93Mm35380600bm30L 98 FoJBMMJOMb 353006 9d0M
9399905 3bGowgddo 12 s 13:

3HM0wo 13. 068365305 936MH:M3IS3d0MOL BOBBYL-go0gdml sB3969dgdOL Tglabgd 2002-2020.

oo 95002339d o 930bm3oz Mo 0bxws300 039310005 20LMEYHY) 390mx60439) 96m36mo
360305, BOHE &0 o B5369 35EHOL
9wb g3mm Lo@sMHOdY 603m0gMgdgd ©QOMYPOMEIDS
0 960 bryby ©MEOOHI0
Y X1 Xo X3 Xa Xs Xo

2002 7672027,1 1,1 2,1 9,6 23,1 10,64117017 0,9456
2003 7874663,8 0,9 2 9,7 23,2 10,8029557 1,1312
2004 8227884 2,5 2 9,9 23,3 10,78907168 1,2439
2005 8558159,5 1,9 2,2 9,6 23,4 10,69745714 1,2441
2006 9029986,4 3,5 2,2 8,6 23,5 10,66106742 1,2556
2007 9591383 3,1 2,3 7,5 23,6 10,55385467 1,3705
2008 9940784 0,6 3,7 7,2 23,7 10,30265948 1,4708
2009 9531898,1 -4,3 1 9,1 23,8 9,535984279 1,3948
2010 9848077,5 2,2 2,1 9,8 23,9 9,731530681 1,3257
2011 10145922,5 1,8 3,1 9,9 24,5 9,495736279 1,392
2012 10205622,2 -0,7 2,6 10,8 24,9 9,301678254 1,2848
2013 10320110,4 0 15 11,4 24,6 9,098534939 1,3281
2014 10554133,6 1,6 0,6 10,9 24,5 8,761839263 1,3285
2015 10934725,7 2,3 0,1 10,1 23,8 8,873106654 1,1095
2016 11229665,9 2 0,2 9,1 23,7 8,86207964 1,1069
2017 11686707,5 2,8 1,7 8,2 22,5 8,925789861 1,1297
2018 12080661,8 2,1 1,9 7,3 21,6 8,72482451 1,181
2019 12482569,4 1,6 15 6,7 20,9 8,719979572 1,1195

figotoo: Eurostat.

93090 sbseobo  JobbmMEogws IBM  SPSS  3GmaGmedmwo 353930l
399mygbgdom.  sbsewobol  Jggyo  Fo®gdro  GgycMglool  A9BGHMWgdqd0
LogdoMm39wmmM30L s 93MM353d0MHOLMZ0L J39dmmes dmygzsbogro:

Logo®mzgenmliongols:

Yismatl = 74769,479 — 5,948X:1 + 117,066X2 + 294,364 — 2169,56X+ + 99603,962X5 — 51815,98Xs  (7)

936353306030l

Yhig = 27671595,7 + 130002,239X:1 + 82843,844X> - 319548,498X: — 39277,764Xs - 1607272,893Xs + 1151182,985Xs
®)

3(30009390s (7) @5 (8) 2963 ™mwgdol gMmo 13930R03IM0 Mogz30LYOMEYdS
0g658  50bodbmo. [oMmdmMmgdol IMEMEMdLL  gobs30MmMdgdL  olgmo  gwrgdgb@gdo,
OMAMO035 FoMIMgdol BogBHMMJd0 s 259mygbgdo  Egdbmermaoqdo. sdgbo,
L53L9d0m FMBOEMPOYE0s, BMA (7) o (8) FobEMegdsd0 M30LvRBsE0 (93¢0 Lo3dsm©
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O0© MoEbal HomImoagbl. (5) s (6) BMOIMEdOL Jglodsdobs JmbEs MHYAMILOOL

3M9953033096@900L  GHGMBLBMGOTo30s, GOmMs  FoPIOIME  YMGBowrogm  3MJB03E096EGHJO0

00BbgL-256M9dmb 063 9aMm0M9dMEo 358396900l gobEMmegdgdolmgol (1) s (2). gb

0b6x3m®3s305 Homdmaqbogros sbMowdo 14.

3b®oo 14. HgaMaliool 3098303096GIBOL GHEBLBMOGIo3E0s

35h3969d9a0 6936gbool 80BBgL 3o09dmb gobEHMEgdol 69369600l 3m9gB0E0g6GHJd0 00DBgL 3oMgdmb gobEGHMEgdOL
39803096700 398030963300 9360®3538060Lm30L 309803096900
Lodo®mggembiogol Logdo®mggembiogol 03600 3533060Lmz0L
X 5,948 0,00004 130002,239 0,03904
Xo 117,066 0,00076 82843,844 0,02488
Xs 294,364 0,00191 319548,498 0,09596
X 2169,56 0,01409 39277,764 0,01179
Xs 99603,962 0,64675 1607272,893 0,48265
Xs 51815,98 0,33645 1151182,985 0,34569

fgotre: 53¢HMOMobgo

d9L505doloE  BOBBYL  ASGIMUL

RMOHIME00 IM(Hgll sbysmodo:

Logo®mzgermliongol:

Ysma = — 0,00005X: + 0,00076X2 + 0,00191X3 — 0,01409X4 + 0,64675X5 — 0,33645Xs

936™353306:0Lm30L

Yvig = 0,03904X1 + 0,02488X2 — 0,09596X3 — 0,01179X4 — 0,48265Xs + 0,34569Xs

06@9m0090m 85839693 gdL 39890

(10)

00BbgL-256M9dMb 0bEH9Mm0MdME0 Bsb39690gdoL sBAM0T0 ferrgdol dobgpgzom

LoJoOHM39eMBM30L s 93M™3s380M0Lm3ol 2002-2019 fargdolmzgol, sliggg oo dmmol

Lbgomd0oL ImYyero FosmImygboros sbHowdo 15.

3b®oo 15. 30Bbgl-g56gdml 063 gaMomgdrmo 35B369dgdo ©s 3sm BmMol Lbzsmdol dmpweo

oo | Yoeorg Ykuropean Union |/ YGeorgia — YEuropean Union /
2002 -0,4269 -5,9075 5,4806
2003 -0,4392 -5,9425 5,5033
2004 -0,4493 -5,8547 5,4054
2005 -0,4482 -5,8013 5,3530
2006 -0,4378 -5,6225 5,1847
2007 -0,4156 -5,4398 5,0242
2008 0,4415 -5,3191 4,8775
2009 -0,4008 -5,4172 5,0165
2010 -0,3597 -5,3227 4,9630
2011 -0,3645 -5,1934 4,8290
2012 -0,3532 -5,3379 4,9847
2013 -0,3281 -5,2790 4,9509
2014 -0,3121 -5,0271 4,7150
2015 -0,2683 -5,0566 4,7883
2016 -0,2751 -4,9643 4,6892
2017 -0,2527 -4,8181 4,5654
2018 -0,2256 -4,6287 4,4032
2019 -0,1782 -4,6113 4,4331

§go6m: 53BHMMobgeo
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Introduction

Relevance of the research topic. Georgia is on the path to EU membership. The
Association Agreement has effectively opened numerous doors in many spheres of European
public relations, including economic interactions. Export potential for a variety of goods and
services to the Georgian entrepreneurial sector in the EU are critical in this regard. One
critical question that may arise in this scenario is whether Georgian industry is prepared to
seize new prospects successfully.

This raises another question: how flexible is the Georgian business sector, focused on
development and adaptation, to successfully respond to the changing conditions of doing
business?

Simultaneously, it is reasonable to ask another question: what changes will
integration into the EU imply for Georgian businesses in terms of doing business, and what
role will business environment factors play for Georgian firms that begin making new
business decisions in light of new opportunities?

Clearly, the prospects for Georgian business representatives following EU integration
are critical, as the entrepreneurial sector generates national revenue and so contributes
significantly to people' well-being. The ability of the business sector to adjust to the new
reality, what will change for it and what will not - the answers to these questions are
essential in determining the integration's overall efficacy.

The business environment is the external or internal reality in which an enterprise
operates. This is a multifactorial data set in which some factors are more important than
others. Eventually, the organisation must adjust to some of them, while others can be
managed inside (clearly, primarily through internal branding considerations). However, how
they manage internal branding factors in this or that society is a defining feature of that
society's business environment.

Problem study condition. Relations between Georgia and the European Union have
become the subject of several dissertations. Inga Tsintskiladze's, Sergi Kapanadze's, Natia
Daghelishvili's, and Otar Abesadze's recently defended doctoral dissertations will examine

various facets of Georgia-EU relations.
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The problems of Georgia and EU integration are attracting the attention of many
researchers. G. Mamuladze, P. Aroshidze, B. Gechbaia, V. Serzhanov, M. Tsetskhladze, A.
Tsintsadze, I. Vashakmadze, I. Tavadze, L. Melian-Putkaradze, G. Abuselidze, K. Chakhava,
S. Gelashvili, The articles of N. Abesadze, O. Abesadze, S. Loda, R. Putkaradze, G.
Bedinashvili, S. Gogiashvili, S. Pavliashvili, M. Kristina, N. Abramishvili, A. Rukandra focus
on the problems of the process of economic integration of Georgia and the European Union
and the various opportunities arising in this process.

Working Hypothesis. In the process of Georgia's integration with the EU, when the
characteristics of the country's business environment are slowly approaching the indicators
of the EU business environment, the key problem for Georgian industry is the small scale
and resources of enterprises, which does not allow them to effectively manage the product
key process in the EU.

Purpose and objectives of the Study/Research. The purpose of this study is to identify
patterns of change in the business environment for Georgian enterprises during the process
of integration into the European Union, to identify the primary barriers to adaptation to new
business conditions, and to develop mechanisms for resolving those barriers.

The aim of the research was to establish the following objectives: to comprehend the
economic regularities of the process of business environment transformation on the business
unit; to determine the quality of realisation of new opportunities for Georgian enterprises
during the process of integration with the European Union and to identify the major issues;
and to develop mechanisms for resolving integration-related issues and threat management.

Research subject and object. The study explores the changes in the business
environment that occur as a result of the integration of two economic systems and their
impact on the corporate entity's operations. The research is focused on a business unit that
functions within a small-scale economic system that is connected into a larger economic
union.

Research Methodology. The aims and objectives of the research, the working
hypothesis, the subject and the object of the research led to the use of two quantitative

methods in the research process. Timeline analysis was used to predict the integration
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process. Multifactorial regression analysis was used to assess the factors of the business
environment.

Research Results/Outcomes. In the process of integrating a small economic system
into a large economic union, changes in the business environment have an effect on the
business entity; an analysis of the impact of changes in the Georgian business environment
on Georgian enterprises within the context of the Georgian and EU integration processes was
conducted, and the primary integration threats and problems confronting Georgian
enterprises were identified; Several mechanisms have been developed.

Scientific novelty. As a result of the theoretical understanding of the impact of
business environment transformation on the business entity in the process of integration of
economic systems, it became clear that it is necessary for business entities to make decisions
on minimizing production costs, effective market control, labor force and investment in
modern technologies; The analysis of the Georgian business sector revealed that the small
size of enterprises, lack of access to various resources or technologies, distrust of Georgian
products and, consequently, the inability to fight effectively in a highly competitive
European market are the most important problems for Georgian enterprises; It was found
that the business environment indicators of Georgia and the EU are close to each other; It
was found that the dynamics of the business environment in Georgia and the EU is
practically the same, which shows that the two economic systems are developing practically
the same; The methods of regression analysis and time series analysis were related to each
other within the general scheme of quantitative analysis. In the first, regression coefficients
were reported to determine the contribution of a particular factor of the business
environment to total output. The coefficients of the regression equation were then modified
to obtain the coefficients of value for the integrated index formulas of the business
environment. The difference between the business environment indicators of the two
systems was then calculated to predict the convergence of business environments as part of
the time series analysis.

Theoretical and practical significance of the paper. The results of the research may be
of interest to those in academia who study the problems of business environment

transformation and the business entity responding to environmental changes.
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Transforming the decision-making process and content of the enterprise in response
to the new reality of the business environment may be interesting for researchers in the field
of management, risk management, strategic management.

The identified threats, problems of the business integration process of Georgia and the
EU and the directions of their individual or cooperative management developed by business
entities may be interesting for business practitioners who try to maximize profits and
minimize losses in the integration process.

The dissertation's first chapter, titled "Theoretical comprehension of the change in
the business environment during the integration of two economic systems," is divided into
three subsections. The section "Enterprise working in an economic system's business
environment" defines the business environment as a collection of factors that evolve over
time and influence the sustainability of large-scale business choices and operations. The
following classification system can be used to categorize elements of the business
environment: Macroeconomic environment of business (economic growth, unemployment,
and inflation); Microeconomic environment of business (level of competition); Social
environment of business (poverty; political situation); Business eco-environment
(environmental pollution); Global economic environment of business (exchange rate).

The business climate presents difficulties for businesses operating in it. As a result,

businesses must make a variety of options in order to address these issues. Table 1

summarizes these choices.

Table 1. Business entity response to changes in the business environment conditions

N | Business Environment | Factors Challenges for the business | Business solutions
sector
1 Global Exchange rate Sharp changes in  the | Decision on the investment or
exchange rate suspension of investment in a partner
country
Decision on the purchase or
expenditure of foreign exchange
reserves
Decision on the key of the goods or the
suspension of the key
Decision on the purchase or
expenditure of supplies.
2 Macro Economic Growth Falling or rising economic | Decision on change / reduction of
growth rates in the country / | production volume
partner countries Decision on changing the number of
employees
Decision to explore new markets
Decision on product / service
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differentiation.

Unemployment

Cyclical unemployment

Decision on change in wage policy
Decision on changing the number of
employees

Decision on the implementation of
projects
responsibility

Decision to relocate a business to
another country

related to business social

Inflation

Rising price levels on both

final and intermediate
products, including supply
shocks.

Decision on pricing policy change
Decision on change of production
volume

Decision on changing the number of
employees

Decision on the implementation or
suspension of investments

3 Micro Quality of competition Aggravation of competition Decision on pricing policy change
Decision on product / service
differentiation
About searching for new markets

4 | Social Poverty Social tension Decision to relocate a business to

another country

Decision on change of production
volume

The decision to invest in the workforce
Decision on the implementation of
projects related
responsibility

to business social

Political situation

Political tensions

Decision to postpone investment
Decision to relocate a business to
another country

Decision on change / suspension of
production volume.

5 Ecological

Environmental

Change in environmental
legislation. Environmental
problems.

Decision to invest in eco technologies
Decision on the implementation of
projects related to the ecological
responsibility of the business

Decision to relocate a business to
another country

Decision on change of production

volume

Source: Author

Section 1.2 "Business in the process of integration of two economic systems" discusses

different cases of integration, depending on the type of economic system, its scale and level

of development. The first characteristic on the basis of which the process of integrating

business environments will be described is the scale of the economic system. Table 2

provides a concise description of the various cases of the integration process.

Table 2. The process of integrating business environments when economic systems of

varying scale and complexity are combined

Small economic system

Large economic system

Several small economies

Several large economies

Small

economic

system

Case 1.
The business environment

acquires the features of both

The business environment
of a small economic system
is adapting to the business

The business environment
of a small economic system
adapting to the business

The business environment
of a small economic system
adapting to the business
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systems environment of a large environment of a previously | environment of a previously
economic system established union established union
Large Case 5. Case 2. The business environment The business environment
economic The business environment of | The business environment | acquires the features of both | acquires the features of both
system a small economic system is acquires the features of systems systems
adapting to the business both systems
environment of a large
economic system
Several Case 8. Case 6. Case 3. The business environment
small The business environment of | The business environment The business environment | acquires the features of both
economies a small economic system is acquires the features of acquires the features of both systems
adapting to the business both systems systems
environment of a previously
established association
Several Case 10. Case 9. Case 7. Case 4. The business
large The business environment of | The business environment The business environment environment acquires the
economies a small economic system is acquires the features of acquires the features of both features of both systems
adapting to the business both systems systems
environment of a previously
established association

Source: Author

The second characteristic that must be considered when analyzing changes in the
business environment is the economic system type. Table 3 summarizes the characteristics of

an integrated business environment that is in the process of integrating various economic

systems.
Table 3. The process of integrating business environments under the conditions of
unification of different types of economic systems
.. Commanding Market economy Mixed economy Transition economy
Traditional Economy .
economics
Traditional The business The business Traditional The degree of
economics Case 1 environment of a environment of a economics uncertainty, ambiguity
ase 1. .\ . . . . .
. traditional economy traditional incorporates its in the business
The business . o .
. . adapts to the business economy adapts to | characteristics into a environment of a
environment remains . . . o .
h d environment of a the business mixed economy transition economy will
unchange . . . . .
g domineering economy environment of a business increase
market economy environment
Commanding Case 6 Case 2. The business The business The business
. ase 6. . . . . .
economics The busi The business environment will environment of a environment of a
e business . . . . . . - .
. environment remains be obtained with mixed economy will transition economy is
environment of a . . . :
.o unchanged the indicators of be more like the adapting to the business
traditional economy . . .
. both systems, ie the business environment of a
adapts to the business . . . .
; business environment of a domineering economy
environment of a . . .
. . environment of the | purely domineering
domineering economy .
mixed economy economy
Market Case 7. Case 3. The business The business
Case 10. . . . .
economy The business The business The business environment of a environment of a
. environment will be environment mixed economy will transition economy is
environment of a . . . . .
.. obtained by the remains unchanged be more like the adapting to the business
traditional economy . . .
. indicators of both business environment of a
adapts to the business . . .
. systems, ie the business environment of a market economy
environment of a .
environment of the pure market
market economy .
mixed economy economy
Mixed Case 13. Case 8. Case 4. The business The business
economy Traditional economics The business environment environment of a
incorporates its environment of a remains unchanged transition economy is
characteristics into a mixed economy adapting to the business
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mixed economy will be more like environment of a mixed
business environment the business economy
environment of a
pure market
economy
Transition Bndorbanas 15 Case 11. Case 12. Case 9. Case 5.
economy Tah d333 f‘ The business The business The business The business
e degree o . . . . .
& environment of a environment of a environment of a environment remains
uncertainty, . . o o
.. mixed economy will be | transition economy | transition economy unchanged
ambiguity in the . . . .
. . more like the business adapts to the is adapting to the
business environment . . .
. environment of a business business
of a transition . . .
. purely commanding environment of a environment of a
economy will increase .
economy market economy mixed economy

Source: Author

A third characteristic needed to describe well the process of changing the business
environment in each case is to identify the level of development of the economic systems
involved in integration. Table 4. shows the cases of integration of business environments for

economic systems at different levels of development.

Table 4. Characteristics of an integrated business environment when integrating economic

systems with different levels of development

Developed economy Emerging economy
Developed In this case, the business environment of a developing
evelope . . . - -
P Case 1. The business environment will not change country adapts to the business environment of a
econom
Y developed country
E . Case 3. In this case the business environment of a
mergin, . . . . . .
gng developing country adapts to the business environment of a | Case 2. The business environment will not change
econom
Y developed country

Source: Author

The final process that accompanies the merger, which should be discussed in this
paragraph, is the timing of the merger - the stages of integration, the phases that the
integration participants go through until their final merger.

Table 5 shows the integration phases in the slightly extended aspect. The five phases
of Balsa are intertwined here in two - in part and in full formal integration. In addition,
there are three "pre-integration" phases - the formation of ideology, promotion and
implementation of technical work. Another final phase has been added - full integration,

which means full integration / formalization of formal and informal institutions.
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Table 5. Phases and aspects of economic integration

Economic
considerations

Social aspect

Institutional
aspect

Ideological aspect

Political aspect

Phase 1. Formation
of ideology

Economic relations
between economic
systems typically
involve export-
import operations
and the movement
of economic
resources, with the
exchange rate,
economic frontiers,
and macroeconomic
policies defining the
framework.

The members of
the community in
question may
have a history of
living in one state,
or are ethnically
or culturally close
to one another,
although they are
not currently
inclined to unite.

Various formal
institutions
developed in
these societies
in their own
way and by
logic. They
may or may not
look alike. The
same can be
said for
informal
institutions.

The ideology of
integration can
emerge in
academia and be
delivered to the
public through
authoritative
individuals, the
media,
contemporary art.
At the same time,
the ideology of
integration can
"spin" in society
for years
(decades).

There may be a political
force in societies that
shares and supports the
ideology of integration,
although it has not yet
been able to influence
public life.

Phase 2. Idea
Promotion

Economic agents are
beginning to
consider the benefits
of a possible
economic union,
despite the fact that
economic processes
continue to take
place within the
same framework as
in the first phase.

Citizens are more
likely to be
influenced by the
promotion of the
idea of
unification,
especially by the
part of the society
that is more prone
to change or likes
the idea of such
unification.

Neither formal
nor informal
institutions
have any
changes in this
phase

The idea of
integration finds
its development in
two directions: a)
in the form of
various scientific
papers in the
academic field and
b) in the form of
public discussion
in the mass media.

The idea of integration
becomes one of the
elements of the political
platform of the leading
political force, thus it
slowly takes on a formal
look and a time-bound
plan.

Phase 3.
Implementation of
technical works

Economic agents
begin adapting to
the anticipated

Citizens are also
beginning to plan
and implement

Formal
institutes begin
technical work

In this phase, the
development of
ideology is related

The government begins
coordinating integration
work by setting up

integration steps to adapt to related to to the details of working groups between
conditions: planning | the conditions of integration. issues arising in different states, creating a
and implementing expected various aspects of regulatory framework.
required integration integration,
investments, (mobility, travel including the
conducting market planning, etc.) introduction of a
research, and single currency, in
performing other which the leading
procedures. role is still played
by the academic
sector.
Phase 4. Partial The free movement | Free movement of Formal The idea of The introduction of a
integration of goods, services, citizens enables institutions, integration finds | single currency necessitates

labor, and capital
creates new business

opportunities for

economic agents.

citizens to
establish closer
socio-cultural
relations with the
neighboring
community

while carrying
out integration-
related tasks,
still fit into the
pre-integration
system

further expansion.
The academic
sector, the media
and the political
parties are
promoting the
post-integration
phase, although at
this stage there is

a single monetary policy,
which in itself implies
similarity or integration
into other aspects of
economic policy.

58




also a pro-

disintegration
force.
Phase 5. Complete Within the Citizens enjoy A unified The ideology of Unified legislative,
formal integration integrated system, opportunities for system of integration seeks executive and judicial
the formal integration, formal to assert the power, unified monetary

conditions for
conducting business
become completely
unified.

although socio-
cultural diversity
remains

institutions is
being formed,
at this stage all
formal
institutions are
common. Pre-

potential for
preserving socio-
cultural diversity
in the integration
process, as well as
to protect new

fiscal and social policy are
strengthened

integration formations from
differences promoting the idea
disappear. of disintegration.
Phase 6. Full Improving informal Socio-cultural Full integration The idea of United State

integration

business conditions
contributes to the
creation of a unified
business
environment within
an integrated
economic system.

similarity implies
the establishment
of the same
standard of living
and conditions for
all citizens of the
integrated system,
which is based on
the social
diversity of
citizens.

of formal and
informal
institutions

integration shifts
from evaluating
the integration
process to
reasoning. In
addition, it seeks
to cite arguments
for further
expansion of
integration.

Source: Author

It seems that in the process of integrating business environments, specific business
entities are faced with three possible types of business environment: 1. A completely new
reality if the integration of their economic system business environment with other members
of the business environment. In this case, they will have to get acquainted with the new
rules of the game and get used to them; 2. A more or less familiar reality, if the conditions of
the business environment of the participants in the integration process are mixed and mixed.
In this case, adapting will be relatively easy because they already have experience responding
to some factors in the business environment; 3. Absolutely familiar reality if these business
entities are representatives of the integration leader. In this case, it is the business
environment of their economic system that dictates the conditions that others must come to
terms with. Consequently, these business entities do not have to change anything in their
governance activities, decision-making structure and content.

Section 1.3, "Changing the enterprise's business environment during integration with
the country's large economic union,” examines the theoretical situation in which the

business environment of a small economic system is integrated into the business
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environment of a large economic system. Table 6 summarizes the cases from Tables 2, 3, and

4 that apply to Georgia's relationship with the EU.

Table 6. Contrast of specific cases of integration of two economic systems from Tables 4, 5

and 6

Integration participant 2

A mixed economy very
close to the market

Several large economies Developed economy

Integration
participant 1

A mixed economy that is
highly inclined towards
a market economy

Case 8. The business
environment of a mixed
economy will be similar to
the business environment
of a market economy
(Table 1.2.2)

Case 10. Small Business
Business Environment
Adapts to the Business

Small Economy Environment of a Large
Economic Union (Table
1.2.1)
Case 3. The economy of a
developing country is
Emerging Economy adapting to the economy of a

developed country. (Table
1.2.3)

Source: Author

Table 7 is an attempt to illustrate the process of integrating the business environment

of an “adaptable” participant (participant 1) into the economic activities of a leading

participant (participant 2) in the integration process of two economic systems through the

phases of integration discussed above..

Table 7. The process of adapting the business environment

Formation of Idea promotion Implementation Partial Full formal Full integration
ideology of technical integration integration
works
Global
environment

exchange rates | At this stage, the | At this point, | At this stage, the | The single | The change in the | The new
exchange rate is | transactions in | impairment currency implies | currency currency will
set and changed | the currency of a | process may be | that the | environment is, in | be "own"
according to the | large economic | halted as | currency power | principle, less | recognized at
regularities of the | system may | technical work | of a  large | subject to | the  informal
small economic | increase as | may also involve | economic fluctuations, institution
system, and in | economic agents | the achievement | system can now | which means that | level,  which
accordance with | begin to pay | of currency | be used by | the reliability of | will increase
the intervention | attention to that | stability, ~which | actors in a small | the enterprise will | confidence in
policy set by the | currency, which | should be a | economic increase in the | the new
Central Bank, it is | may lead to a | prerequisite for a | system. new integrated | integrated
not affected by | depreciation of | single currency. system. member.
the process of | the national
ideology currency against
formation. the partner

currency.
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Macro
environment

Economic growth,
unemployment
and inflation

Inflation,
economic growth
and employment
rates continue to
change virtually
according to their
own systemic
regularities.

Macroeconomic
dynamics at the

promotion stage
are also not
related to the
integration

process. Perhaps
at this  point
monetary and
fiscal policy

makers are simply

At this
fiscal

point,

and
monetary policies
begin to change

and move
towards the
indicators of the
system with

which they are
being integrated.
This means that

Already within
the
union

customs

the
indicators of the
small economic
system are
under the
influence of the
indicators of the
large economy.
For Dbusinesses,

Macroeconomic
indicators are set
within the
framework of
unified fiscal and
monetary
institutions

Analyzing
integrated

budget

or

monetary

policy

already
becomi
commo

issues is

ng
nplace

for people from
small economic

systems.

The

analyzing possible | the price level | this means less "memory" of a
reform issues in | will stabilize, | volatile small economic
their areas. economic growth | macroeconomic system is
and, indicators. completely lost
consequently, in the
employment rates integrated
will also start to system.
move steadily
towards the
chosen mark.
Micro
environment
Quality of | At this point, the | At this stage, no | New markets and | Companies are | A completely free | Rules of
competition | degree of market | changes in the | new competition | realizing new | market creates a | competitive
competitiveness quality of | are becoming an | key common space for | struggle are
remains competition, imminent reality | opportunities competition ~ for | becoming
unchanged in | although business | - here the degree | but they are also | most markets. commonplace
both  economic | entities are | of market | realizing for new Union
systems already beginning | competitiveness aggravated business
to think about | does not change | conditions  of entities
preparing for | in isolated | competition.
increased societies, but
competition. rather the scale of
the market itself
increases.
Social
environment
Poverty, political | The economic | At this stage, | At this stage, | Free movement | The fight against | Attitudes
situation | system of both | there is virtually | economic entities | allows low- | poverty becomes | towards
participants, no change in | below the poverty | income workers | an element of a | poverty are
which continues | poverty rates. | line consider | to seek their | unified policy, and | changing
to move at its own | Political territorial shifts in | fortune abroad, | in practice the | throughout the
pace, maintains its | discussion about | an integrated | this may be | approach to it | integrated
own rates of | joining or not | economic system | good for a | becomes the same | economic
poverty. Pro- and | joining the union | to take advantage | recipient in an integrated | system,
anti-integration does not change | of new | looking for a | economic system. | especially in
forces are | the political | opportunities, low-paying job, | The political | the area of
emerging in the | atmosphere in a | typically from a | perhaps bad if | process is | migration. A
political arena given society less developed | the new | increasingly taking | unified policy
participant to a | workforce place with the | to tackle
more developed | competes locally | political processes | poverty  also
participant and requires | of the | sets
economic system. | budget corresponding expectations
At this point, the | expenditures to | union. for addressing
first active actions | manage this  problem.
on the part of | migration. Both  formal
opponents of | Opponents  of and  informal
integration may | integration are institutions of
emerge. formed as a kind the  political
of  permanent process are
force which, absolutely
despite  being similar.

active, does not
change anything
on the path of
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integration.

Eco-environment

Environmental

Environmental
values,  policies
and practices

remain unchanged
and evolve with
the internal
regularities of a
small economy.

Practically,
at this stage, there

even

are no changes in
the
environmental
values,  policies
and practices of
the small
economic system.

At this stage, | This time, it is
environmental not the
policy makers in | environmental
small economies | policy that is
have to reform | spreading, but
their policies in | the

line with the | environmental
standards adopted | practice among
in large | ordinary
economies. Thus, | citizens, which
the business | means that
environment can | business

be even more | employees are
difficult for small | becoming
business entities | implementers of

in this regard. similar practices
in the field of
environmental

protection.

The integration of | In practice,
small economy | people are
environmental becoming
policy carriers of
overall
environmental
system
significantly
changes the
relationship in this
small

into the
common
environmental

values.

area for
business entities.
Environmental

practices may
become even more
expensive for

them.

Source: Author

As illustrated in Table 7, all of the factors considered go through the integration stages

in a similar fashion. The business environment can be defined by a single, integrated

indicator, which can be formalized as follows:

and

For small and large economies where Xi i =

Ysmall = A1 X1 + A2Xo +. .. +A6 Xs

Yoig = BiX1 + BaXe + . . . +Bes X6

()

2)

1. . . 6 represents the value of the

characteristic of the business environment at some point in time, while Ai and Bi represent

the coefficients that reflect the role of the corresponding indicator in the business

environment in small and large economies (see Table 8).

Table 8. System of Business Environment Factors Coefficients

Marking Characteristics of small Characteristics of the
economy integration of several large
economies
Macro Environment
1 Economic growth rate X1 Al B:
2 Inflation X2 Az B>
3 Unemployment X3 As B3
Social Environment
4 Poverty level X4 A4 B4
Eco Environment
10 | Harmful substances per capita X5 As Bs
Global Environment
13 Exchange rate Xs As Bs

Source: Author
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Given the dynamics of the two economic systems' business environment indicators
over time. Separately, it is required to continue developing business environment indicators
for both systems and to determine the point in time at which these indicators coincide or
approach one another. A more effective method of formalizing the integration problem is to

analyze trends in terms of gaps rather than individual trends (Table 9).

Table 9. Integrated indicator of business environment for two economic systems, in different

phases of integration?

Formation of Idea promotion Implementation Partial Full formal Full integration
ideology of technical integration integration
works
Ysmall Ysmall 1 Ysmall 2 Ysmall 3 Ysmall 4 Ysmall 5 Ysmall 6
Yhig Yhig 1 Yhig2 Yhig3 Yhig 4 Yhigs Yhig6
/ Ysmall - Ybig / / Ysman1 - Ybig 1/ / Ysman2 - Yig 2/ / Ysman s - Ybig 3/ / Ysmall 4 - Ybig 4/ / Ysmalls - Ybig 5/ / Ysmali6 - Ybig 6/

Source: Author

Prior to considering the technical performance of the theoretical model, another issue
must be resolved. This is a case of a "weak point." These are the most difficult business
environment elements, since they contribute to the integration of business environments
moving at a "acceptable” pace (a different issue) or not at all. The issue can be resolved by
examining the variations in each of the six variables separately. Three integration risk zones
can be identified and risk management methods developed in this case): When statistics
clearly reveal data gaps, it indicates that specific variables in the business environments of
the two systems are conspiring against integration rather than disintegration. When statistics
deviate from each other or approach each other, it indicates that specific factors in the
business environments of the two systems are working on data integration at times and
disintegration at other times. When statistics reflect data convergence, it indicates that
specific factors in the business environments of the two systems are working on data
integration.

The forecasting assignment will be accomplished through the use of time series

analysis. Timely analysis is a technique that will be used to forecast the business

2 From the technical point of view, during the analysis of empirical data there will be the years included in the
schedules instead of the stages of integration. (Auth.)
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environment of small and large economic systems based on their historical values. They will
be determined using the formulas (1) and (2). (2).

As it turned out, when analyzing various time series models, the simple exponential
correction is perfectly consistent with the study's aims, as analytical time series do not imply
seasonality or autocorrelation. Calculations utilizing formulae (1) and (2) are impossible
without first calculating the values of the Ai and Bi coefficients. This problem can be solved
using multivariate regression analysis, which entails finding the regression coefficients for
the two equations below:

Ylsman = a0 + a1X1 + a2X2 + . . . +a6Xe 3)
and
Yhig = bo + biXi + baXo + . . . +beXe (4)

Where Y is the production volume of the business sector.

Once coefficients a and b have been estimated, they need to be converted to
coefficients A and B. In this case a0 and b0 will be inverted as constants, and the conversion
procedure will be represented by the following formulas to determine the essence of the
coefficients and the algorithm for converting the ai and bi regression coefficients to the Ai
and Bi coefficients.

Ai=ai/Ya i=1...6 (5)
Bi=bi/Ybi i=1...6 (6)

After converting regression analysis and regression coefficients (1) and (2) to
coefficients, it is feasible to determine the values of integrated business environment
indicators for both economic systems that are undergoing integration, allowing for
forecasting using the time series approach.

When the business environment of a small economic system is integrated into a
larger, already integrated economic system, it is critical to differentiate the distinct traits that

characterize business decisions. The ten tables below detail these distinctive qualities.

Table 10. Response of the business entity of the small economic system to the change of the
business environment conditions in the process of integration of the business environment of
small and large economic systems

N | business environment | Factors Challenges for the business | Business solutions
sector

1 Global exchange rates The need to reassess assets, the | Decision on conducting internal and
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terms of the contract in the
process of introducing a single
currency.

external audit evaluations. Decision
on revision of pricing policy.
Decision  to  review  supplier
relationships

Economic Growth

Technological backwardness
limits development prospects for
a new member of the union at
the level of both the country as a
whole and the specific business

entity.

The decision to invest in new
technologies. Decision on financing
scientific-research and experimental-
construction works within its own
company

Unemployment

The new business reality requires
a highly skilled workforce that
can participate in the production
of a high quality product /

service.

Decision on change in wage policy.
Decision on raising the qualification
of the work force. Decision on
revision and change of recruitment
criteria

Inflation

Inflation caused by supply
shocks.

Decision on changing the number of
employees. Decision on pricing
policy change. Decision on change in
production volume.

Quality of competition

The overall size of the market is
growing, the demand for its
products / services is changing
and the degree of competition is
also increasing as it is now
dominated by bigger and
stronger players.

Decision on quality management
system modernization. Decision on
product / service modernization.
Decision on key strategy change

2 Macro
3 Micro
4 Social

Poverty

With integration comes the
problem of labor shortages due to
labor outflows in the more
attractive geographical regions of
the new union.

Decision on wage policy. Decision
on relocation of business

Political situation

Political ~ crises caused by
disintegration proponents

Decision on relocation of business.
Decision on change of production
volume

5 Ecological

Environmental

Beyond eco-regulation, a more
serious challenge is to build a
conscious eco-friendliness in the
behavior of business entities and
their employees.

Make decisions about introducing
eco-friendliness  into  corporate
culture

Source: Author

It seems that the challenges posed by the business environment to the business entity
in the process of integrating small and large systems fit into the framework discussed in
Chapter 1.1. However, there are some specific features - especially the need to invest in new
technologies and training of the workforce, as well as the modernization of quality
management systems and the introduction of the principle of eco-friendliness in the
production process.

Dissertation Chapter 2. "Transformation of the Business Environment on the Road to
EU Integration in Georgia" consists of three subsections. In section 2.1. "Overview of Past
Changes in the Business Environment of Georgian Enterprises" Georgia is characterized as a
mixed economy with a highly skewed market economy, while the European Union is a

mixed economy very close to the market. Two additional characteristics that are useful for
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describing changes in the business environment in Georgia's EU integration process are the
scale of the economy and the level of development. Georgia is a small and developing
economy, while the European Union is a highly developed economy created by the union of
several large entities.

Based on the three characteristics discussed above, it can be concluded that the
process of Georgia's EU integration can be described by the three cases that 1.3. The
paragraph 11 discusses changes in Georgia's business environment in the EU integration
process can be described as "adaptation” - the business environment will have to take on the
characteristics that it will "meet" in the integration process in a large, developed EU. It is
unlikely that the characteristics of the Georgian business environment, both formal and
informal, will remain in any form after integration into the business environment. The
current conditions of the Georgian business environment are simply transformed into the

indicators that the EU will offer to Georgia.

Table 11. Types of economic systems of Georgia and the European Union and results
of the integration process

European Union
A mixed economy very Several large economies Developed economy
close to the market
Case 8. Georgia's business Case 8. Georgia's business
environment will be similar to environment will be
that of the EU business similar to that of the EU
environment (Table 4) business environment
(Table 4)
Small economy Case 10. The business
Georgia environment of the
Georgian economy is
adapting to the EU business
environment (Table 3)
Emerging economy Case 3. Georgia's economy is
adapting to the EU economy.
(Table 5)

Source: Author

Georgia is currently at the stage of partial integration with the European Union. At
the same time, the EU itself is in the final phase of full integration, when the most difficult
element of integration - the amalgamation of informal institutions - has begun. Once it is
clear which stages of integration Georgia and the EU are in, it is necessary to determine the
significance of the coefficients for the integrated business environment equations separately

for Georgia and the EU.
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Table 12. Information on Georgian Business Environment Indicators 2002-2020.

Year Released Economic Inflation Unemploymen Absolute Emissions of The value of

products, Growth t poverty harmful the national

million GEL substances currency in

per capita dollars
Y X1 X2 X3 X4 Xs Xe

2002 7000 110 105,6 12,6 24 | 0,056547992 0,455705432
2003 7100 111,1 104,8 11,5 24 0,047127944 0,46600494
2004 7200 105,9 105,7 12,6 24 | 0,055793991 0,521648409
2005 7300 109,6 108,2 13,8 24,1 | 0,069006893 0,551663265
2006 7412,6 109,4 109,2 13,6 23,3 | 0,072968107 0,562841222
2007 9645 ,4 112,3 109,2 13,3 21,3 | 0,083275234 0,598551505
2008 10248,4 102,3 110 16,5 22,1 | 0,087379145 0,671050866
2009 11003,1 96,2 101,7 16,9 21 | 0,097022721 0,598623167
2010 13303,7 106,3 107,1 16,3 22,7 0,17390389 0,560978346
2011 19239,9 107,2 108,5 15,1 23 0,191832733 0,59311981
2012 23096 106,2 99,1 15 22,4 0,213917043 0,60558348
2013 23553,6 103,3 99,5 14,6 21,4 0,229130809 0,601178309
2014 26068,6 104,6 103,1 23 23,5 0,252522263 0,566283482
2015 29993,9 102,9 104 21,9 21,6 0,215535076 0,440489825
2016 34156,9 102,8 102,1 21,7 22 0,20718232 0,42252926
2017 38206,8 104,8 106 21,6 21,9 0,223057106 0,398628717
2018 41649,2 104,8 102,6 19,2 20,1 0,234743672 0,394555139
2019 47494,7 105 104,9 17,6 19,5 0,276245468 0,354710556

Source: [Georgian National Statistics Office, 2020

Office, 2019: 1-290]

: 1-286] [Georgian National Statistics

Six factors will be used to calculate the index for Georgia during the last few decades,

as well as the overall volume of production over the same period. This enables us to

determine the contribution of each factor to total production volume using multifactor

regression analysis. Then the EU will be treated similarly. Tables 12 and 13 detail these

factors for Georgia and the EU:

Table 13. Information on EU Business Environment Indicators 2002-2020.

Year Released Economic Inflation Unemploymen Absolute Emissions of The value of
products, Growth t poverty harmful the national

million GEL substances currency in

per capita dollars
Y X1 X2 X3 X4 X5 Xs

2002 7672027,1 1,1 2,1 9,6 23,1 | 10,64117017 0,9456
2003 7874663,8 0,9 2 9,7 23,2 10,8029557 1,1312
2004 8227884 2,5 2 9,9 23,3 | 10,78907168 1,2439
2005 8558159,5 19 2,2 9,6 23,4 | 10,69745714 1,2441
2006 9029986,4 3,5 2,2 8,6 23,5 | 10,66106742 1,2556
2007 9591383 3,1 2,3 7,5 23,6 | 10,55385467 1,3705
2008 9940784 0,6 3,7 7,2 23,7 | 10,30265948 1,4708
2009 9531898,1 -4,3 1 9,1 23,8 | 9,535984279 1,3948
2010 9848077,5 2,2 2,1 9.8 23,9 | 9,731530681 1,3257
2011 10145922,5 1,8 3,1 9,9 24,5 | 9,495736279 1,392
2012 10205622,2 -0,7 2,6 10,8 24,9 | 9,301678254 1,2848
2013 10320110,4 0 15 11,4 24,6 | 9,098534939 1,3281
2014 10554133,6 1,6 0,6 10,9 24,5 | 8,761839263 1,3285
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2015 10934725,7 2,3 0,1 10,1 23,8 | 8,873106654 1,1095
2016 11229665,9 2 0,2 9,1 23,7 8,86207964 1,1069
2017 11686707,5 2,8 1,7 8,2 22,5 8,925789861 1,1297
2018 12080661,8 2,1 1,9 7,3 21,6 8,72482451 1,181
2019 12482569,4 1,6 1,5 6,7 20,9 | 8,719979572 1,1195

Source: Eurostat.

Regression analysis was performed using the IBM SPSS software package. The
regression equations obtained for the analysis for Georgia and the EU are as follows:

For Georgia:

Yiman = 74769,479 — 5,948X: + 117,066X2 + 294,364Xs — 2169,56X4 + 99603,962X5 —
51815,98Xs (7)

For EU:

Yhig = 27671595,7 + 130002,239X: + 82843,844X> - 319548,498X3 — 39277,764X4 -
1607272,893X5 + 1151182,985Xs  (8)

It is necessary to mention one specific feature of Equation (7) and (8). The volume of
production is determined by such elements as the factors of production and the technologies
used. Thus, it is quite likely that the free member in Equation (7) and (8) represents a fairly
large number. Regression coefficients were transformed according to formulas (5) and (6) to
obtain coefficients for the integrated business environment equations (1) and (2). This

information is presented in Table 14.

Table 14. Transformation of regression coefficients

Indicator Regression coefficients Business environment equation Regression ratios for | Business environment equation
for Georgia coefficients for Georgia the EU ratios for the EU
X1 5,948 0,00004 130002,239 0,03904
X2 117,066 0,00076 82843,844 0,02488
X3 294,364 0,00191 319548,498 0,09596
X4 2169,56 0,01409 39277,764 0,01179
Xs 99603,962 0,64675 1607272,893 0,48265
Xs 51815,98 0,33645 1151182,985 0,34569

Source: Author

Accordingly, the integrated indicators of the business environment will have to report
according to the following formula:
For Georgia:

Yoman = — 0,00005X: + 0,00076X2 + 0,00191X3 — 0,01409X4 + 0,64675Xs — 0,33645Xs
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For the EU

Yoig = 0,03904X: + 0,02488X> — 0,09596Xs — 0,01179Xs — 0,48265Xs + 0,34569Xs
(10)

The Report on Integrated Business Environment Indicators by Year for Georgia and
the European Union for 2002-2019, as well as the modulus of differences between them, is

presented in Table 15.

Table 15. Integrated indicators of the business environment and the modulus of

difference between them

Year YGeorgia | YEuropean Union | / YGeorgia — Y European Union /
2002 -0,4269 -5,9075 5,4806
2003 -0,4392 -5,9425 5,5033
2004 -0,4493 -5,8547 5,4054
2005 -0,4482 -5,8013 5,3530
2006 -0,4378 -5,6225 5,1847
2007 -0,4156 -5,4398 5,0242
2008 -0,4415 -5,3191 4,8775
2009 -0,4008 -5,4172 5,0165
2010 -0,3597 -5,3227 4,9630
2011 -0,3645 -5,1934 4,8290
2012 -0,3532 -5,3379 4,9847
2013 -0,3281 -5,2790 4,9509
2014 -0,3121 -5,0271 4,7150
2015 -0,2683 -5,0566 4,7883
2016 -0,2751 -4,9643 4,6892
2017 -0,2527 -4,8181 45654
2018 -0,2256 -4,6287 4,4032
2019 -0,1782 -4,6113 4,4331

Source: Author

As illustrated in Figure 1, the gap between Georgia's integrated business environment

indicators and those of the EU is gradually closing. They are approaching one another slowly,

but steadily.
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Fig. 1. Module of difference of integrated indicators of business environment

The challenges confronting the Georgian business entity as it integrates into the

European Union are significant. Twenty in-depth interviews with diverse representatives of

the Georgian business sector were undertaken.

The findings of an in-depth interview in open-axis and selective coding schemes:

Table 16. Open, axial, and selective coding

Open codes

Axial coding

Selective coding

e  dBio-product

e Agro-industrial product

. Wine

. Partner-investor

. Partner-maker

e  Georgian product is not known

. Georgia is not known as an
industrial country

. Distrust

. Strict product requirements

e  Cost of production

e  Strict requirements for the
production process

e Very high costs for market

research

e Very high costs on advertising

e  Georgian Diaspora

e  Inability to drive without being on
the ground

e  The difficulty of getting into the
key scheme and the high costs

e  Foreign specialist - high salary

. Trainings

e  Shortage of
technical staff

e The need for consultation on

engineering and

Phenomenon:

Exports at this stage are only a test of
strengths and markets and are not the most
important part of a company's operations.

Reasons:

Lack of market knowledge or the need for
large expenditures to study the market, as
well as the implementation of promotion
strategies, the need to
production technologies and achieve low
costs per unit product

invest in mass

Results:

The export effort is mostly unsuccessful,
unsuccessful, or does not go at all before the
start of its own export procedures and stops
at the stage of completing the formalities.

Strategies:
Use of Georgian Diaspora. Use of joint action.
Opening a representative office on the spot.

Context:

Georgia is not recognized as an industrial
country in the European markets, which
shows distrust in trying to establish an

industrial, commercial and investment
partnership.
Obstructive and / or facilitating

The process of integration with the EU
presents opportunities for the Georgian
business sector, which is trying to act in
new markets against the background of
relatively expensive production, while
in European markets Georgia is less
known as an industrial country and
therefore distrusts business proposals
from this country.
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export issues

Established contacts in European
markets in which it is difficult to
enter

Many petty formalities that may
not matter but hinder the entry
and delivery of goods

Georgia is mainly considered as a
tourist place

Such intermediate products that
the goods need for export but are

circumstances:

Many DIY formal procedures. Established
connections that make it difficult for a new
subject to gain a foothold.

not  produced

(packaging).

e  Insufficient scale of production

. Joint action

in  Georgia

Source: Author

In-depth interviews elicited information about the primary difficulties confronting

the Georgian business sector and the business decisions made by businesses in response to

these challenges. Additionally, it found, consistent with the study's hypothesis, that the

primary challenge for firms is the difficulty of decreasing unit costs of production while

operating in the EU, given limited access to competent employees and current technology.

Table 17. Business Entity Response to Changes in Business Environment Conditions

N | business environment | Factors Challenges for the business sector Business solutions

1 Global exchange rates Each increase in the euro creates an | Companies are trying to replace
opportunity for the company to | suppliers of needed intermediate
export, but also increases the cost | goods, capital assets, promotional
of the promotion in the European | materials with local or other
markets, as well as the cost of | international suppliers. Companies
technical re-equipment of | choose to reduce export operations
production. or take a break.

2 Macro Economic Growth European markets are growing at a | Companies are trying to join
small but steady pace, which means | forces and / or find an
niche opportunities for the | international partner to gain
company, but a competitive | access to the financial resources
environment requires minimizing | needed to invest in modern mass
unit costs of production, which in | production technologies.
turn requires investment in mass | Companies choose to reduce
production technologies. export operations or take a break.

Unemployment Companies see the mneed for | Companies choose to hire a
qualified staff, especially in the | specialist ~ with  foreign  or
product development and | international experience who is
marketing sector, who will be able | highly paid. Companies apply to
to effectively manage the key | prestigious universities and still
process in European markets but | hire students.
often fail to hire relevant qualified
staff.

Inflation In addition to the imported | Companies continue to export
inflation caused by exchange rate | operations and refuse to share in
fluctuations, the company is facing | the profits in order to maintain the
an increase in logistics services, | market however reduce the scale
especially in a pandemic. of operations or take a break.

3 Micro Quality of competition The European business space offers | Companies are trying to use the
the company many markets, | Georgian diaspora in the EU.
segments and niches, but this | Companies try to find a partner in
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diversity is accompanied by an
increase in market entry costs and
fierce competition, making it
difficult and expensive to find,
consolidate and maintain a suitable
niche when Georgian industrial
products are scarce. They know
and do not trust.

the EU through various business
forums, exhibitions and other
communication tools.

4 | Social Poverty The domestic market is not enough | Companies are trying to join
for companies to use mass | forces and / or find an
production  technologies  and | international partner to gain
minimize unit costs of production. | access to the financial resources
Companies use relevant | needed to invest in modern mass
technologies and are thus not ready | production technologies.
to fight in European markets. Companies are taking a break from

implementing export operations
plans in the EU.

Political situation Despite the common European | Companies choose to reduce their
approach to equality and the | export operations or take a break
protection of economic rights, the | until they can better understand
political  influence  of  pro- | the details of the situation or find
isolationism and anti-disintegration | a reliable partner.
forces in the EU may be reflected
in the imposition of certain barriers
to specific new players.

5 Ecological Environmental EU requirements for imported | Companies choose to reduce their

products, as well as other common
European, domestic, sometimes city
and region regulations, are so
diverse that companies sometimes
prefer to stop working to export to
the EU.

export operations or take a break
until they are better aware of the
relevant regulations.

Source: Author

In section 2.2. "The business environment of a local business organization at the

modern stage of integration with the European Union" showed that in 2015-2020, the

Government of Georgia has taken numerous steps to accelerate the integration process and

fulfill the obligations under the Association Agreement. These actions are presented in the

table below.

Table 18. 2014-2020. Measures taken in relation to integration

Year

Events

2015

With the support of the LEPL Entrepreneurship Development Agency, more than 160 representatives of small and
medium-sized businesses benefiting from the "Run in Georgia" program were trained on DCFTA-related issues.
Trainings were also conducted to strengthen strategic planning and management skills. Video tutorials and more were
prepared.

LEPL Entrepreneurship Development Agency organized 14 local and international events to promote exports and
establish new business connections. An export catalog of some types of goods has been developed. The work on the
website www.tradewithgeorgia has been completed, a certificate training course for expropriation managers has been
prepared.

More than 1700 international and European standards have been adopted by the Georgian National Agency for
Standards and Metrology.

The Accreditation Center has participated in a number of international forums, conducted trainings on the
implementation of the standard in the areas of certification, inspection and certification of persons.

International technical assistance was provided by the Technical and Construction Supervision Agency.

Georgia has adopted a number of by-laws in the fields of veterinary medicine, food safety and phytosanitary.
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‘Work on a new customs legislation has begun.

Amendments to public procurement legislation have been adopted, tenders have been fully switched to electronic
platforms, and changes have also been made to simplified procurement. 549 procurement specialists employed in self-
governing bodies were trained.

‘Work is underway to fulfill its obligations under the Association Agreement on intellectual property.

The LEPL Competition Agency has conducted research on up to 10 different markets, as well as participated in
international forums and meetings.

Work is underway to improve labor legislation.

Work on the "Forest Code" is underway. Various projects have been launched to improve the management of flora and
fauna resources.

"Georgian Transmission Network Development Ten-Year Plan" Approved

2016

220 beneficiaries were consulted on DCFTA within the framework of the "Produce in Georgia" program.

The website www.een-georgia.ge has been launched

European directives were translated into Georgian and the first versions of the relevant technical regulations were
prepared.

The Georgian National Agency for Standards and Metrology has adopted more than 2190 international and European
standards.

The Accreditation Center has fully implemented several international accreditation standards. 12 trainings were held, in
which more than 240 people participated.

Sanitary and phytosanitary measures have been revised to bring them closer to European standards, and veterinary,
phytosanitary and food safety regulations have been brought into line with EU legislation. Several trainings were
conducted on product import into the EU.

The first version of the draft amendments to the customs legislation was prepared.

Amendments to the Law on State Procurement have been prepared. Seminars and trainings were conducted.
Amendments to the legislative acts of Georgia in the field of intellectual protection have been prepared.

Seminars and trainings on competition promotion were conducted.

Reforms in the regulatory bodies and regulations in the fields of energy and water supply, gas supply, infrastructure have
started.

The website www.dcfta.gov.ge has been launched

Trainings on occupational safety and health were conducted. Work on the Forest Code continues.

A draft law on e-commerce has been prepared.

2017

Trainings and consultations with the beneficiaries of the "Produce in Georgia" program continue. Georgian companies
participate in international exhibitions.

Georgian legislation in the sanitary and phytosanitary areas has been brought closer to 17 EU legislative acts. New
research methods have been introduced in the Plant Pest Diagnostics Department of the Laboratory of the Ministry of
Agriculture and in the Food Research Department.

Trainings on customs issues and development of textbooks are underway. Introduce new regulations. Work on the
Customs Code continues.

The institute of an authorized economic operator was introduced.

New amendments were made to the Law on Public Procurement, at the same time the State Procurement Agency issued
19 by-laws to implement these changes.

National benchmark databases continue to be updated.

The refinement of the accreditation system continues. Reforms in the field of market surveillance according to the
relevant strategy.

Sakpatenti has prepared a package of legislative changes related to 7 normative acts.

Competition policy advocacy and competition agency capacity building.

The draft law on "Post" has been developed

The final version of the "Forest Code" was developed.

2018

Geostat has completed the connection of foreign trade databases with the Business Register database

79 Georgian companies participated in trade missions in the European Union

Regarding the DCFTA, 140 beneficiaries of the Run in Georgia program were consulted

The 1946 standard was registered by the National Agency for Standards and Metrology

Accreditation rules and procedures are being developed and brought closer to European standards

Pilot studies were conducted to improve market surveillance

A number of resolutions have been adopted in the field of sanitation and phytosanitary to bring it closer to EU
regulations in the fields of food safety, veterinary medicine and plant protection. Several trainings were conducted at the
National Food Agency.

A new draft of customs legislation is being discussed

The dispute resolution mechanism has been regulated in the public procurement system

Sakpatenti continues to hold meetings, participate in international forums and work to improve legislation.

15 events were held to raise public awareness about competition policy. 27 events were held to strengthen the skills of
the Competition Agency staff.

The National Forest Agency has prepared several draft ordinances in the field of forest use. Developed a platform for the
Forest and Land Use Information and Decision Making Support System.

2019

102 Georgian companies participated in 11 international exhibitions in the EU.

160 beneficiaries were consulted on DCFTA in the "Run in Georgia" program

New technical regulations and standards have been approved. 2036 standards were registered by the National Agency for
Standards and Metrology
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Several normative acts in the field of veterinary medicine, in the field of food safety, in the field of plant protection have
been approved.

The new Customs Code came into force

Laws on e-commerce and e-mail were adopted.

The approximation of public procurement legislation with European standards continues.

22 competition-raising events on public awareness were held. 34 training events were held for the employees of the
Competition Agency.

The Forest Code was introduced in Parliamento.

2020

A number of meetings and forums have been postponed due to Covid19.

Geostat has taken further steps to bring it closer to EU accounting standards.

43 Georgian companies participated in 9 international exhibitions in the EU.

2761 standards were registered by the National Agency for Standards and Metrology

11 government resolutions were adopted in the sanitary and phytosanitary direction and 7 draft resolutions were
prepared.

The approximation of public procurement legislation with European standards continues.

9 events were held to raise public awareness about competition. 17 training events were held for the employees of the
Competition Agency.

Work has begun on the by-laws of the Forest Code

A climate change strategy and work plan have been developed

Law on Labor Inspection adopted

Source: http://www.dcfta.gov.ge/ge/implementation

Did these measures affect business outcomes such as foreign direct investment in

Georgia from the EU, Georgia's exports to the EU and imports from the EU? The dynamics of

the corresponding indicators are presented in Table 19 and Figure 2.

Table 19. FDI from the EU to Georgia, Exports from Georgia to the EU and Imports

from the EU to Georgia 1995-2020.

FDI, thousand US | Export, thousand US Imports, thousands of

Year | dollars dollars US dollars

1995 - 7238.07 114090.70
1996 - 19599.73 186943.21
1997 45793.88 20149.40 224431.16
1998 49540.40 36395.15 271229.08
1999 8561.45 49701.23 161423.89
2000 41550.82 69393.96 161535.93
2001 71930.04 55961.24 214544.88
2002 55188.96 59027.17 211795.30
2003 92905.90 77748.15 380372.73
2004 192325.56 111363.43 604352.86
2005 243845.52 165160.23 627350.39
2006 468312.83 157901.95 947822.61
2007 1038201.04 268530.35 1538897.35
2008 483738.91 335153.84 1756449.56
2009 228988.03 237552.54 1330101.63
2010 251869.99 309189.51 1466578.80
2011 492377.88 424448.13 2050757.72
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2012 465597.33 352950.40 2428744.95
2013 425100.00 607204.00 2266083.69
2014 835965.17 624201.42 2371979.74
2015 816497.24 644729.94 2082429.42
2016 415939.96 565674.95 2228082.73
2017 807598.57 655435.80 2225014.72
2018 597479.52 729224.32 2555163.71
2019 656317.39 819242.36 2407237.34
2020 600723.41 716973.37 1925962.59

Source: www.geostat.ge

The Association Agreement does not appear to have had a significant influence on
economic relations between Georgia and the EU - FDI, exports, and imports have remained
relatively stable since the Association Agreement was signed and fully implemented. Rather
than that, all three metrics show the progressive strengthening of economic ties between
Georgia and the EU since 1995, which would have occurred regardless of whether the
subject of association had been raised at all. As it turns out, the corporate climate is changing,

but the business sector is still reacting slowly.
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Fig. 2. FDI, Export and Import

At the same time, if the FDI and export dynamics are more or less volatile and reflect
a slowly upward trend, imports show a fairly high growth rate as well as a fairly high degree
of volatility - this is another proof that Georgia is an import-dependent economy, including

imports from the EU. The quality is increasing.
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In section 2.3. "Forecast for the adaptation of the Georgian business environment to

the common conditions of the European Union" The Action Plan for Integration 2021-2023

is presented:

Table 20. 2021-2023. Goals related to integration

Goals

Tasks 2021-2023

Further improve the field of trade
statistics

Calculation of foreign trade index; Mirror comparison of international trade statistics of goods;
Production of international trade statistics for services.

Promoting exports to the EU

Diversification of export products on the territory of the EU; Improving access to finance for small
and medium-sized businesses; Development of small and medium business opportunities in the
field of export.

Legislative and institutional
approximation in the field of
technical barriers to trade with
relevant EU legislation and best

practice

Approximation of legislation with European; Institutional and infrastructural development
required for the administration of technical regulation, standardization, metrology, accreditation,
conformity assessment and market surveillance; Facilitate the training and adaptation of
stakeholders, including economic operators, to the implementation of related legislation; Capacity
building of relevant state bodies; Execution of market surveillance in accordance with DCFTA
obligations.

Promoting trade in products subject
to sanitary and phytosanitary
measures and protecting the life or
health of humans, animals and plants

Improving the welfare of sanitary and phytosanitary animals and other legislative measures;
Raising the awareness of consumers and civil society in business circles and civil society;
Improving the capabilities and skills of the competent body; Implementation of sanitary,
phytosanitary and veterinary border control.

Approximation with EU legislation
and best practices in the field of
customs

Legal and procedural support for accession to the Common Transit Procedures and the Single
Administration Document and the implementation of the New Computerized Transit System
(NCTS); Information technology support for accession to the Common Transit Procedures and the
Single Administration Document and the implementation of the New Computerized Transit
System (NCTS); Promoting the implementation of the new Customs Code; Further approximation
of the program of authorized economic operators of Georgia with the program of the European
Union.

Legislative and institutional
approximation in the field of

establishment, trade in services and

Develop a legal framework in line with European best practices in telecommunications, e-
commerce and postal services, and promote postal market development.

e-commerce with relevant EU
legislation
Legislative and institutional | Adopt a new law on public procurement and by-laws and develop manuals, methodological

approximation in the field of public
procurement with relevant EU
legislation and institutional capacity
building

guidelines and instructions related to mathematics; Modernization of the unified electronic system
of public procurement; Human resource development in the field of public procurement.

Approximation with EU standards
and best practices in the field of
intellectual property

Ensuring access to justice in the field of intellectual property; Institutional strengthening of LEPL-
Georgian National Intellectual Property Center - "Sakpatenti"; Raising awareness in the field of
intellectual property; Implement effective measures against contraception and piracy.

Develop areas of competition and
trade protection in line with EU best
practices

Raising awareness of competition and trade policy in public and private sector; Improving the
qualification of employees.

Promoting sustainable development

Sustainable management of natural resources and promotion of conservation; Fulfillment of
international commitments / agreements related to climate change; Ensuring the protection of
labor rights in accordance with international standards.

Ensure effective coordination and
communication of DCFTA

implementation

Disseminate information about the benefits, opportunities and benefits of the DCFTA; Facilitate
the functioning of the coordination mechanism for the timely and quality implementation of its
commitments.

Source: http://www.dcfta.gov.ge/ge/implementation
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At the outset of the research, a hypothesis was created that the Georgian and European

Union business environments would gradually become more similar over time. This time,

the offered hypothesis will be quantified. Table 21 details this hypothesis.

As shown in the table, the modulus of the difference between integrated business

environment indicators will steadily decline in importance between 2020 and 2025,

reflecting the trend of Georgia's business environment adaption to the EU business

environment. Fig. 3. illustrates the same hypothesis, but in graph form.

Table 21. Hypothesis about the change in the integrated indicators of the business

environment and the modulus of difference between them

Year | YGeorgia | YEuropeanUnion | / YGeorgia — YEuropean Union /
2002 | -0,4269 -5,9075 5,4806
2003 | -0,4392 -5,9425 5,5033
2004 | -0,4493 -5,8547 5,4054
2005 | -0,4482 -5,8013 5,3530
2006 | -0,4378 -5,6225 5,1847
2007 | -0,4156 -5,4398 5,0242
2008 | -0,4415 -5,3191 4,8775
2009 | -0,4008 -5,4172 5,0165
2010 | -0,3597 -5,3227 4,9630
2011 | -0,3645 -5,1934 4,8290
2012 | -0,3532 -5,3379 4,9847
2013 | -0,3281 -5,2790 4,9509
2014 | -0,3121 -5,0271 4,7150
2015 | -0,2683 -5,0566 4,7883
2016 | -0,2751 -4,9643 4,6892
2017 | -0,2527 -4,8181 4,5654
2018 | -0,2256 -4,6287 4,4032
2019 | -0,1782 -4,6113 4,4331
2020 -0,19 -45 4,3100
2021 -0,2 -4,4 4,2000
2022 -0,21 -4,3 4,0900
2023 -0,22 -4,2 3,9800
2024 -0,23 -4,1 3,8700
2025 -0,24 -4 3,7600

6.0000

4.0000

2.0000

0.0000

Difference module

W

2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

Fig. 3. Hypothesis about the value of the difference modulus
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A forecast was made for IBM SPSS using the YGeorgia / YEuropean Union / indicator

shown in Table 22 and Figure 4.

Table 22. Difference Module Forecast 2020-2025

Forecast rate 2020 | 2021 | 2022 | 2023 | 2024 | 2025
/ YGeorgia — YEuropeanUnion / | 4.43 | 4.43 | 4.43 | 4.43 | 443 | 4,43
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Fig. 4. Difference module forecast

Observation

Prognosis

The program appears to provide only one indicator for 2020-2025 - 4.43. Which, at

first glance, contradicts the preceding hypothesis. However, Table 23. and Figure 5. provide a

95% confidence interval surrounding the forecast. As the table indicates, the figures assumed

by the hypothesis for 2020-2025 are at the lower limit of the confidence interval, indicating

that there is a possibility for the integrated indicators of Georgia's and the EU's business

environment to be as close to each other as the hypothesis suggests.

Table 23. Confidence interval and hypothetical indicators

Forecast rate 2020 | 2021 | 2022 | 2023 | 2024 | 2025
/ Georgia - European Union / 443 | 443 | 443 | 443 | 443 | 443
The upper limit of the confidence interval | 470 | 4.81 | 4.89 | 496 | 5.02 | 5.08
The lower limit of the confidence interval | 4.17 | 4.06 | 3.97 | 3.90 | 3.84 | 3.79
Hypothesis 431 | 420 | 409 | 398 | 3.87 | 3.76
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In any case, the arrival of hypothetical indicators in the confidence interval, at the
lower limit of the interval, means only one scenario of the development of the situation. The
forecast shows what can be seen in principle from the above analysis - despite the numerous
measures that the Georgian government has already implemented and plans to implement in
the near future, the process of integration of Georgia and the EU business environment may

enter a phase of stagnation..
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Fig. 5. Forecast and confidence intervals

Dissertation Chapter 3. "Management of Threats to Georgia's Changing Business
Environment in the EU Integration Process in Georgian Companies" also consists of three
subsections. In section 3.1. "Identification of Integration Threats for Georgian Enterprises"
examines all the factors of the business environment separately and identifies where the
"weaknesses" of integration are - which factor or factors are responsible for the integrated
performance of the Georgian and EU business environments, either at a slow pace or They
are always beyond.

Section 1.3 develops criteria that can be used to determine the extent to which business
environment factors work to integrate the business environments of two economic systems.
Several zones were identified, depending on whether the indicators deviated from each other

or approached.

Table 24. Risk Zones for Business Environment Factors
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N | Business environment factor High risk zone Low risk zone No Risk zone
The figures are The figures sometimes go The figures are
mutually exclusive beyond each other and converging
sometimes get closer

1 | Economic growth rate \4

2 | Inflation v

3 | Unemployment rate \4

4 | Poverty level v

5 | The amount of harmful substances emitted per 4

person
6 | National currency exchange rate in dollars v

Source: Author

As indicated previously, it appears that the majority of indicators evolve in about the

same way throughout time; they neither approach nor attempt to approach each other. 1.3.

This was defined in the paragraph as a low-risk zone.

In paragraph 2.3, some findings addressing the business decisions that will define

Georgian corporate organizations over the subsequent stages of integration were made.

It is vital to design a risk management strategy for these specific business decisions,

albeit the first step will be to identify hazards.

Threats are classified in the same way as business environment elements are classified

in risk management theory. As a result, the same classification system will be utilized to

detect dangers. It is summarized in the table below.

Table 25. Business Entity Response to Changes in Business Environment Conditions

N | business Factors Challenges for the business | Business solutions Dangers
environment sector

1 | Global exchange rates Each increase in the euro | Companies seek to replace | Sharp changes in the
creates an opportunity for the | suppliers of required intermediate | exchange rate will
company to export, but also | goods, capital assets, promotional | make it impossible to
increases the cost of the | materials with local or other | carry out business
promotion in the European | international suppliers. Companies | operations.
markets, as well as the cost of | choose to reduce export operations
technical re-equipment of | or take a break.
production.

2 | Macro Economic European markets are | Companies are trying to join | An economic recession

Growth growing at a small but steady | forces and / or find an | will make it harder for
pace, which means niche | international partner to gain | markets to penetrate
opportunities for the | access to the financial resources | the EU.
company, but a competitive | needed to invest in modern mass
environment requires | production technologies.
minimizing unit costs of | Companies choose to reduce
production, which in turn | export operations or take a break.
requires investment in mass
production technologies.

Unemployment Companies see the need for | Companies choose to hire a | Low staff qualifications
qualified staff, especially in | specialist ~ with  foreign  or | can lead to low quality
the product development and | international experience who is | product/ service.
marketing sector, who will be | highly paid. Companies apply to
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able to effectively manage the
key process in European
markets but often fail to hire
relevant qualified staff.

prestigious universities and still
hire students.

Inflation In addition to the imported | Companies continue to export | Rising production costs
inflation caused by exchange | operations and refuse to share in | due  to  increased
rate fluctuations, the company | the profits in order to maintain | transportation or other
is facing an increase in | the market however reduce the | costs.
logistics services, especially in | scale of operations or take a break.

a pandemic.
3 | Micro Quality of | The European business space | Companies are trying to use the | Market, consumers will
competition offers the company many | Georgian diaspora in the EU. | not accept Georgian
markets, segments and niches, | Companies try to find a partner in | products.
but  this  diversity is | the EU through various business
accompanied by an increase in | forums, exhibitions and other
market entry costs and fierce | communication tools.
competition,  making it
difficult and expensive to find,
consolidate and maintain a
suitable niche when Georgian
industrial products are scarce.
They know and do not trust.
4 | Social Poverty The domestic market is not | Companies are trying to join | The outflow of
enough for companies to use | forces and / or find an | qualified personnel can

mass production technologies
and minimize unit costs of
production. Companies
relevant technologies and are
thus not ready to fight in
European markets.

use

international partner to gain
access to the financial resources
needed to invest in modern mass
production technologies.
Companies are taking a break from
implementing export operations

plans in the EU.

lead to a shortage of
personnel in a specific

profession and
problems  in the
technological

adjustment and
management of

modern production.

Political situation

Despite the common
European approach to equality
the  protection of
economic rights, the political
influence of pro-isolationism
and anti-disintegration forces
in the EU may be reflected in
the imposition of certain
barriers to  specific

and

new
players.

Companies choose to reduce their
export operations or take a break
until they can better understand
the details of the situation or find
a reliable partner.

The growing influence
of disintegrating,
nationalist, isolationist
forces in the EU will
lead to a tightening of
companies' access
policies to European
markets.

5 | Ecological

Environmental

EU requirements for imported
products, as well as other
common European, domestic,
sometimes city and region
regulations, are so diverse that
companies sometimes prefer
to stop working to export to
the EU.

Companies choose to reduce their
export operations or take a break
until they are better aware of the
relevant regulations.

Lack of information on
specific regulations in
force in a particular
European market may
hinder or suspend the
product launch process.

Source:

Author

As can be seen from the table, there are several threats facing companies in the

European integration process that are trying to take advantage of the opportunities created

by this process. Exchange rate fluctuations, recessions, political problems, lack of information

about Georgian products, problems with staff training and new technologies, lack of

information about specific regulations may hinder or stop the process of selling Georgian

goods and services in the EU.
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Section 3.2, "Local Business Risks and Loss Reduction Trends in the
Integration Process," provides a coherent context for the issues raised in the preceding
sections of the study (Table 30). The risk identification framework "Simple Risks - Compiled
Risks - Key Risk" was used to identify potential crises for Georgia on its road to European
integration.

According to a pessimistic scenario of European integration, Georgia will become a
supplier of human and capital resources to EU industrial centers, while subsisting on the

transfers generated by these resources and EU aid. The business environment in this region

will be formed in an anti-business manner.

Table 26. Business Environment Factors and State Policy for Dealing with European

Integration Risks
Compiled risks

Business environment The main risk

factors

Simple risks

Economic Growth

Insufficient rate of economic growth to
realize the potential of the factors of
production

Reduced access to factors of
production

In the process of European
integration, the local business
environment will deteriorate

Unemployment Outflow of labor in the process of European and the country will turn into
integration in the Eurozone a crisis region, which has
supplied the EU with labor
- and capital and now lives on
Poverty Locals dependent on labor flows to Unattractive investment private and public transfers.
Eurozina environment

Environment polution | Establishing a production rule unfriendly to
an environment unsuitable for European

integration

Problems with the sale of
national goods and services

exchange rate Imported inflation

Inflation Increased competitive pressure on local
production by EU businesses in the open

market

Source: Author

Solving this problem will require the implementation of a multilevel state policy.
Attempts to create such a political mechanism will be outlined below. Integration-oriented
economic policy should be divided into two levels: macro-level measures and micro-level
measures.

Measures to be taken at the macro level can be divided into four key elements: 1.
Combining stimulating monetary and restrictive fiscal policies. 2. Obtaining special
preferential conditions for investments from the European Union, creation of Georgian and
European joint ventures, creation of enterprises with emigration capital. 3. Compatibility of

the policy of enlarging the social package and tightening the conditions for receiving the
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package; 4. Matching competition and technological development policies and maintaining

balance.

At the micro level, four key areas should also be identified that will facilitate the

more or less painless implementation of the European integration process: 1. Combining

policies to increase access to education and stricter education standards 2. And technology

assistance policies. 3. Policy for increasing the scale of tourism exchange with the EU. 4.

Policy for inclusion of local industrial enterprises in the production chain of European goods

and services.

The above risk management scheme is intended for government action, but changes

in the business environment and their impact are primarily reflected in companies operating

in new environments. It is they who take upon themselves the full gravity of the impact of

the various dangers on themselves and try to come to terms with these dangers or otherwise

manage them before the state authorities take the measures described above.

A summary of risk management measures is presented in the tables below.

Table 27. Business Entity Response to Changes in Business Environment and Threat

Management
N | business Factors Challenges for | Business solutions | Dangers Threat management
environment the business
sector
1 Global exchange rates Each increase in | Companies are | Sharp changes in | Moving part of the business
the euro creates | trying to replace | the exchange | to the EU as a branch /
an opportunity | suppliers of | rate will make it | representative office.
for the company | needed impossible to
to export, but | intermediate carry out
also  increases | goods, capital | business
the cost of the | assets, operations.
promotion  in | promotional
the  European | materials with
markets, as well | local or other
as the cost of | international
technical re- | suppliers.
equipment  of | Companies choose
production. to reduce export
operations or take
a break.
2 | Macro Economic Growth | European Companies are | The economic | Markets diversification policy
markets are | trying to join | recession in the
growing at a | forces and / or | EU will make it
small but steady | find an | harder for
pace, which | international markets to
means niche | partner to gain | penetrate.
opportunities access to the
for the | financial resources
company, but a | needed to invest
competitive in modern mass
environment production
requires technologies.
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minimizing unit
costs of
production,
which in turn
requires
investment  in
mass production

Companies choose
to reduce export
operations or take

a break.

technologies.

Unemployment Companies see | Companies choose | Low staff | Lifelong training program for
the mneed for | to hire a specialist | qualifications can | staff within the company.
qualified  staff, | with foreign or | lead to low
especially in the | international quality product /
product experience who is | service.
development highly paid.
and marketing | Companies apply
sector, who will | to prestigious
be able to | universities and
effectively still hire students.
manage the key
process in
European
markets but
often fail to hire
relevant
qualified staff.

Inflation In addition to | Companies Rising Moving part of the business
the  imported | continue to export | production costs | to the EU as a branch /
inflation caused | operations and | due to increased | representative office.
by exchange | refuse to share in | transportation or
rate the profits in | other costs.
fluctuations, the | order to maintain
company is | the market
facing an | however reduce
increase in | the scale of
logistics operations or take
services, a break.
especially in a
pandemic.

Micro Quality of | The European | Companies are | Market, Joint efforts with other

competition business space | trying to use the | consumers will | companies to raise the image
offers the | Georgian diaspora | not accept | of Georgian industrial
company many | in the EU. | Georgian product in general.
markets, Companies try to | products.
segments and | find a partner in
niches, but this | the EU through
diversity is | various business
accompanied by | forums,
an increase in | exhibitions  and
market  entry | other
costs and fierce | communication
competition, tools.
making it
difficult and
expensive to
find, consolidate
and maintain a
suitable  niche
when Georgian
industrial
products are
scarce. They
know and do
not trust.

Social Poverty The  domestic | Companies are | The outflow of | Lifelong training program for
market is not | trying to join | qualified staff within the company.
enough for | forces and / or | personnel  can
companies  to | find an | lead to a shortage
use mass | international of personnel in a
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production
technologies
and minimize
unit costs of

partner to gain
access to the
financial resources
needed to invest

specific
profession  and
problems in the
technological

production. in modern mass | adjustment and
Companies use | production management of
relevant technologies. modern
technologies Companies are | production.
and are thus not | taking a break
ready to fight in | from
European implementing
markets. export operations

plans in the EU.

Political situation Despite the | Companies choose | The growing | Moving part of the business
common to reduce their | influence of | to the EU as a branch /
European export operations | disintegrating, representative office.
approach to | or take a break | nationalist,

equality and the
protection of

until they can
better understand

isolationist forces
in the EU will

economic rights, | the details of the | lead to a
the political | situation or find a | tightening of
influence of | reliable partner. companies'
pro-isolationism access policies to
and anti- European
disintegration markets.

forces in the EU

may be reflected

in the

imposition  of

certain barriers

to specific new

players.

4 | Ecological Environmental EU Companies choose | Lack of | Moving part of the business
requirements for | to reduce their | information on | to the EU as a branch /
imported export operations | specific representative office.
products, as well | or take a break | regulations in
as other | until they are | force in a
common better aware of | particular
European, the relevant | European market
domestic, regulations. may hinder or
sometimes city suspend the
and region product launch
regulations, are process.

so diverse that

companies
sometimes
prefer to stop
working to

export to the
EU.

Source: Author

As can be seen from the table, there are four main areas of risk management: 1.

Moving part of the business to the EU as a branch / representative office; 2. Market

diversification policy; 3. Lifelong training program for staff within the company; 4. Joint

efforts with other companies to raise the image of Georgian industrial product in general.

In section 3.3. "Assessment of the reliability of the research results" The Monte Carlo

experiment was used to assess the reliability of the results of the regression analysis. The
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experiment was performed in the following sequence: In Section 2.1. The obtained
regression coefficients were considered as "real" coefficients; Production volume indicators
for Georgia and the European Union were analyzed separately. The absolute value of the
annual change was calculated, then the mean of this change was calculated to determine the
range from which random numbers could be generated; A random number generator located
at www.random.org was used to generate 360 random numbers for 20 experiments; Random
numbers were used as random member regression equations (1) and (2):
Yisman = a0 + a1X1 + a2X2 + . . . +a6X6 + Usmall
and
Yhig = bo + biX1 + b2Xo + . . . +bsXs + Ubig

Statistics on six factors for Georgia and the EU were then obtained and thus
production volumes were calculated for twenty experiments and a dynamic range was
obtained for Georgia and the EU, including the values of output volume, constant and
explanatory six variables for 2002-2019; Regression analysis values were again obtained using
the regression analysis using the IBM SPSS package; The scatter diagram was constructed
separately for each regression coefficient to assess how well the obtained regression
equations actually work and how well the experimental results are grouped around the "real"
value.

It turned out that for Georgia, five of the seven regression coefficients are well
condensed around the "true" value. And for the EU, two have a clear density, while three are
more or less concentrated around the "real" meaning.

Overall, a conclusion can be drawn about the success of the Monta Carlo experiment
- the regression equations obtained in Section 2.1 more or less accurately reflect the realities
of the business environment in both countries.

R2 was used to make a conclusion about the quality of the regression equations and
the dynamic sequence. As it turned out: for the equation of regression of the Georgian
business environment R2 = 0.968. For the EU business environment regression equation R2 =
0.982. For the dynamic sequence of the modulus of difference of business environment
indicators R2 = 0.860. In all three cases the value of R2 is close to 1 which means that in all

three cases the analysis provided a more or less accurate description of reality.
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The Darbin-Watson criterion was used to show that there is no autocorrelation
between the elements of the regression equations: for the Georgian business environment
regression equation d = 1,845. For the EU business environment regression equation d =
2,056. In both cases d approaches 2 which means that there is practically no autocorrelation
in the regression equation of the EU business environment, while in the case of Georgia
there is little autocorrelation.

F-statistics were used to determine the degree of regression assessment: for the
Georgian business environment regression equation F = 56,286; For the EU business
environment regression equation F = 97,371. In both cases there is a high quality rating.

In order to confirm the reliability of the in-depth interview analysis, the material
obtained from the in-depth interviews was provided to another researcher. The results of
open, axial, and selective coding performed by another researcher in parallel mode largely
replicate the results obtained in the interview coding process, thus confirming the reliability
of the qualitative part of the present study.

The following conclusions were made within the framework of this study:

The factors that shape the modern business environment can be divided into four
levels: macro (economic growth, unemployment, inflation), micro (degree of competition),
social (poverty and political tension), eco (pollution) and global (exchange rate).

The response of a business entity to a change in the business environment involves
making several types of decisions, including decisions to stop or implement an investment,
relocate a business, or change the volume of production; Decisions about purchasing or
spending inventories; Decisions about pricing policy changes, search for new markets,
product differentiation; Decisions on changes in wage policy, investment in the labor force,
change in the number of employees, implementation of social projects; Decisions about
investing in eco technologies, investing in eco projects.

The process of integrating business environments can be considered in three aspects.
The first aspect involves the interaction of business environments in the process of
integrating economic systems of different sizes. 10 An analysis of such cases reveals that
integration means adaptation, mixing, or leadership. Clearly, large economic systems dictate

the terms of their business environment to other participants in the integration. The second
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aspect is the relationship between business environments in the process of integrating
different types of economic systems. 15 The analysis of such cases revealed the three types of
interaction mentioned above, in addition, it was found that economic systems with a clear
ideology usually dictate their own business environment conditions to other participants in
the integration. The third aspect involves the integration of economic systems with different
levels of development. A review of three such cases revealed only one, the process of
adaptation. It is also clear that the business environment of a developed country is the unity
of the conditions with which it adapts to the business environment of a developing economic
system.

The six-phase scenario of the integration process involves a) the formation of an
ideology; B) promotion; C) implementation of technical works; D) partial integration; E) full
formal integration; F) full integration.

Each phase was discussed in five aspects: a) economic; B) social; C) institutional; D)
ideological; E) Political. As it turned out, the leading role changes at different phases,
ranging from the activity of academic circles to the ideology formation phase, ending with
the integration of informal institutions into the full integration phase.

For a particular business entity, the integration process poses the same type of
challenges as for the business environment as a whole. He has to or adapt to completely new
conditions; Or a business environment is created around him that is more or less familiar to
him; Or the business environment around it does not change at all as it is a major player and
leader in integration.

It can be said that 6 indicators can be used to describe the process of integrating the
business environment of two economic systems. However, it is possible to describe the
business environment not through 6 but through one integrated indicator, in which these 6
indicators contribute.

Formalizing the process of integration of two economic systems includes the
following steps: 1) collecting data on the business environment indicators of the two
economic systems; 2) Assess the relationship between business environment factors and
production volume through multifactorial regression analysis; 3) Transformation of

regression coefficients into a formula for calculating an integrated indicator of the business
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environment; 4) Report on the integrated indicators of the business environment of the two
economic systems and identify the differences between them by years; 5) use the
methodology of time series analysis to determine how big the difference is and how it will
change in the future; 6) Comparative consideration of the 6 factors of the business
environment of both economic systems in order to separate high risk, low risk and risk-free
zones for integration and to develop risk management measures.

Investing in new technologies, raising the qualification of the workforce, blocking its
outflow, introducing a quality management system, introducing the principle of eco-
friendliness in the company - these are the key challenges for the business entity when the
small system business environment integrates with the large business environment.

The degree of development of competition as an informal institution means that
Georgia is characterized as a mixed economy that is highly skewed towards a market
economy, while the EU is a mixed economy that is very close to the market.

Changes in Georgia's business environment in the process of EU integration can be
described as "adaptation” - the business environment will have to take on the characteristics
that it will "meet" in the process of integration in a large, developed economy in the EU.

As a result of the transformation of regression coefficients, it was possible to calculate
the integrated indicators of the business environment for Georgia and the European Union
and to calculate the difference between them. It seems that in the retrospective of 2002-
2019, the difference between these figures is gradually decreasing.

At the same time, in-depth interviews with Georgian companies showed that the EU
creates opportunities for them and in some cases they use them successfully, although in
most cases the activity of Georgian companies in expanding their activities in the EU is more
experimental. Due to financial, regulatory difficulties, as well as the inability to achieve low
costs per unit product, they either stop working in this direction or take a break.

Georgia, on the one hand, and the European Union and the European Atomic Energy
Union, on the other, and the Association Agreement, Georgia has made a number of
commitments on internal government reforms, trade facilitation, convergence of standards,
sanitation and phytosanitary measures, public procurement, competition, energy. And other

matters.
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The visa-liberalization regime immediately had an effect on the increasing number of
Georgian citizens visiting the EU. This regime also opened up another opportunity for
emigration for labor.

A number of structures have been set up to coordinate the implementation of the
Association Agreement.

Ideologically, integration did not turn out to be for foreigners, as Georgia has
historically had such aspirations. At the same time, in such an "natural" attitude towards
European integration, there is a danger that it will turn into a certain nihilism.

The direction of change in macroeconomic indicators of the EU and Georgia over the
years is practically the same in almost all indicators, which means that the socio-economic
life of Georgia and the EU is practically the same, similar global and regional conditions,
which sets similar conditions for both participants in economic integration.

In 2015-2020, the Government of Georgia implemented a number of measures to
comply with the terms of the Association Agreement, including the DCFTA. These measures
were aimed at strengthening the skills of local entrepreneurs to fight in the European
market, bringing local standards and regulations closer to the EU, and more.

Unfortunately, FDI, export and import figures do not show drastic changes since the
entry into force of the Association Agreement. At the same time, the high and fluctuating
growth of imports from the EU once again confirms the fact that Georgia is an import-
dependent country. At the same time, it shows that despite the convergence of Georgia's
business environment with the European business environment, the response of the business
sector, which would be reflected in the mass expansion of import-substituting production, a
sharp increase in exports and accelerating the attraction of European investment, is still
delayed.

In the future, the Government of Georgia will continue to fulfill its obligations under
the Association Agreement and adjust its economic practices in Georgia to European
standards through regulation, reform of public institutions, simplification of trade

procedures and recognition and implementation of European standards.
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For the quantitative expression of such adaptation of the business environment, a
hypothesis has been formulated that shows how the difference between the integrated
indicators of the business environment is decreasing in 2020-2025.

Using the IBM SPSS program, this difference was forecast for 2020-2025 and it turned
out that according to the forecast, this difference will remain unchanged at the level of 2019
- Georgia's business environment will not continue to be closer to the EU business
environment.

Through the same program, confidence intervals were formed for the forecast
indicator at the level of 95% and it was found that the hypothetical indicators meet near the
lower limit of this interval.

A separate review and comparative analysis of Georgia and EU economic growth
rates, inflation, unemployment, poverty, environmental pollution, exchange rate data for
2002-2019 revealed that Georgian and EU businesses operate in the same global and regional
business environment.

The main threats that may arise for Georgian businesses in adapting to the Eurozone
business environment in the context of EU integration arise from one of the negative
features of Georgia's current economic system. "Speaking in the role of a territory for the
European Union. There is a wide range of risks for companies, from which can be
distinguished distrust of Georgian products, lack of qualifications and difficulties in the
process of mastering new technologies, lack of information about various regulations, etc.

Reduced access to factors of production, an unattractive investment environment, and
problems with the production of goods and services of national production are the key risks
that may arise for Georgia in the European integration process, leading to a major risk: If
things had labor power and capital and now live on private and public transfers.

To prevent or mitigate or deal with this threat, it is necessary to implement a complex
system of measures, which include both macro and micro-level actions, namely: a) a
combination of stimulating monetary and restrictive fiscal policies. B) Receiving special
preferential conditions for investments from the European Union, for the establishment of
Georgian and European joint ventures, for the establishment of enterprises with emigration

capital. C) Combining the policy of enlarging the social package and tightening the
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conditions for receiving the package. D) Combining competition aggravation and
technological development policies. E) Combining policies to increase access to education
and tighten education standards. F) Combining policies for subsidizing and competitively
accessing highly competitive markets for agricultural products, promoting agro-industrial
complex development and technological assistance. G) Policy for increasing the scale of
tourism exchange with the EU. H) Policy for inclusion of local industrial enterprises in the
production chain of European goods and services.

As for the management of threats in Georgian companies, they are related to
operations such as raising the image of Georgian industrial products in the European business
space, training of employees, opening branches in the EU and market diversification policy.

Figures from the Monte Carlo experiment, the R2, the Darbin-Watson test, and the F-
statistics prove that both the regression equations and the results from the dynamic sequence
analysis accurately reflect reality. In addition, the results of the qualitative analysis
conducted in parallel mode also argue that open, axial, and selective coding also deserve

trust.
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