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Introduction

Actuality of the topic: Implementation of Foreign and local investments is always
linked with the creation of new working places. In order to be carried out certain types
of investmentsin the country, for above reason is necessary the citizens made some
savings and further invest in different areas, but if the savings are small or they doesn’t
exist at all, then the failure is to be filled by foreign investments, as is happening today in
Georgia, because there are few companies which income can be reinvested in the
economy, as well as minimal or there are no local savings, accordingly the country
depends on foreign investment and the society is continuously in the expectation of its
increasing.

Foreign investment level shows stability of the country and how do its economic
policies look, investment environment, economic growth prospects, etc. The attraction
of investment is especially needed in Georgia, which leads to solving problems, such as
employment and revenue growth, introduction of new technologies, the export potential
and currency income growth in the country,the country's integration into the
international economic space, etc.

Market economy adequate labor market in Georgia still is in the formation stage
and there are a lot of problems and challenges in the process. Acceleration of country’s
economic development, creation of new working places and poverty reduction is
significantly dependent on the active employment policy in the state, including the labor
market infrastructure development, balance on labour force demand and supply, the
unemployed professional training and less competitive work force employment support.
The Labor market infrastructure development is the business effectiveness growth one of
the major factor, as far as it contributes on workforce requirements operate and quality
enjoyment.

Against the background of the flow of foreign investment and economic activity

growth in the country is fixed employment growth and unemployment declining trend,
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although unemployment still remains serious challenge. As Employment problem, one
of the important factorenhances job seekers' qualifications and professionalism.

Besides existence of foreign direct investment favorable conditions, labor market
intensive deregulation, business development support liberal regulatory framework in
Georgia, while there still is lack of work places and employers continue to say, that
cannot find relevant specialty and qualification stuff.

There takes place some paradox in the labour market in Georgia. Because, on the
one hand, there is a high demand for qualified labour force, on the other hand, there is
an excess supply of labour force, where the main problem is still the lack of qualification
and non-demanded careers.

Today Georgia is trying to attract more foreign investment, by creating relevant
investment environment in the country and also by offering cheap labour force, but
often offered cheap labour force basically cannot make qualitied construction, service,
repair, road construction, innovative product development, etc. So as long as the
country does not systemically change approach and will not be trained qualified
personnel upon the request of the labour market and delivered to investors, even foreign
investment significant increase cannot changeconsiderably local population level of
employment. Another factor to consider is the fact that all around us countries’ are
trying to attract foreign capital, so the investor has wide choice, and accordingly in this
direction the competition is high.

In fact, if we look the current situation at the labor market in, we see that they
are associated with investment sector structure changes and hence to the demand for the
formation of a new labor force, therefore, when the training programs planning is
carried out, should be considered professions in demand in the future.

It should be noted that 2016-2017 World Economic Forum Global
Competitiveness ratings position of Georgia has improved for 7 steps, however, the most
problematic factors for doing business in Georgia in the first place is unskilled labour
force, which once again confirms the relevance of the issue and requires to be paid
special attention.

50



Foreign investment impact study and analysis is undoubtedly a pressing problem
at the present stage in the world economy.

The aim of the thesis:Thesis research aims to examine assessment and impact of
foreign investment oflabour market transformation in the country.

To achieve the goal following objectives are set:

e Foreign investment determining factors and detection of stimulating main
directions;

e Labour market structure, dynamics and formation peculiarities research in foreign
countries and Georgia;

e Study of foreign investment structure and their impacts assessment on labour market
structure;

e Investment and labour market main tendencies detection in Autonomous Republic
of Ajara;

e Foreign investment impact assessment on the labour potential establishment in the
country;

e Develop recommendations for investment conditions, labour market functioning
and labour force qualification improvement.

Research objective:Foreign investment impact on labour market transportation in

Georgia.

Research methodological and theoretical basis:as research theoretical base has
been used by Georgian and foreign scientists thesis, the Ministry of Labor, Health and
Social Affairs of Georgia -Labour market demand component research, as well by various
organizations conducted research and reports, as the information base used different
laws, government decrees and orders, the National Statistics Office of Georgia Yearbook
and Autonomous Republic of Ajara Employment Agency data.

Problem study condition:in Georgian economic literature mainly is studied the
role of investment and labour market, structure and dynamics, but little attention is paid

to the investments, as the labour market transformation conditioning detectionfactor.
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Foreign investment and labour market role survey contributes many well-
known foreign and Georgian economists works, the World Bank, the International
Labour Organization and the publications issued by World Economic Forum, etc. Should
be noted ]. Keynes, M. Friedman, J. Dunlop, S. Nickel, M. Macdonald, R.M. Soleus, J.
Daning, R. Vernon, A. Silliman, S. Jensen, V. Denise, R. Clump and others works. As
well there are published related to economic problems foreign investment and labour
market Georgian scientists and researchers L. Kokiauri, L. Khurtsia, I. Kolbaia, E.
Baratashvili, G. Erkomaishvili, K. Jganjgava, V. Charaia, V. Mosiashvili, R, Tsinaridze, N.
Phutkaradze, E. Kondjaria, Okrotsvaridze, M. Shelia, N. Paicjadze, N. Latsabidze, V.
Chedia, E. Meladze, M. Tukharishvili, M. Tsartsidze, N. Latsabidze, M. Todria, T.
Antadze, V. Mosiashvili, L. Tetradze and others works.

In Georgian economic literature mainly is researched investment and labour
market role, structure and dynamics structure, but less attention is paid to investments,
as the labour market transformation conditioning factor detection, therefore, it is
necessary to activate studies in this direction.

Scientific novelty of the thesis:

e Analyzed and assessed foreign investment main modern directions in Georgia and

Autonomous Republic of Ajara;

e Researched labour market functioning trends, identified their shortcomings and
sets out recommendations for their elimination;

e Analyzed investment impact on labour market and its structure;

e Revealed interdependence between sectoral structure of foreign investment,
employment and wages.

Research theoretical and practical importance: The main provisions, results and
recommendations can be used in training courses at higher education institutions for the
preparation of “foreign investment“, ,the labor market®, ,foreign investment and
employment efficiency®, etc. Also, it will help a variety of state agencies as a result of

foreign investment in labour market transformation issues study, its improvement in
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terms of employment and foreign investment in terms of employment increased
efficiency.

Approbation of the thesis: the dissertation work main provisions, suggestions and
recommendations have been submitted to Economic and Business Faculty, Business
Administration and Economics Departments Joint session. The dissertation work
mainprovisions in form of five articles arepublished in international scientific
conferences materials.

The volume and structure of the work: The work is done in 200 (two hundred) pages.

Consists of the introduction, three chapters, nine sub chapters, conclusions and

recommendations and the List of references.At the end of the work are given enclosures.
Research goals, objectives and problem solving logic led to the dissertation work

following structure:

Introduction

Part I.Foreign investments theoretical and Practical Basics

1.1. Foreign investment theory of the genesis, essence and forms;

1.2.Foreign investment stimulation main directions and forms;

1.3.Factors determining foreign investment in developing and transition economy countries;

Part II. Labour market structure and dynamics

2.1. Labour market essence, elements and functioning mechanism;

2.2. Labour market regulations forms and policies in European countries;

2.3. Labour market formation peculiarities in Georgia;

Part III. Investment impact on labour market structure

3.1. Foreign investment dynamics and structure in Georgia;

3.2. Investment and labor market Tendencies in the Autonomous Republic of Adjara;

3.3. Investment impact on Labour market potential formation;

Conclusions and recommendaitons;

References;

Enclosures;
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Chapter I. Foreign Investment Theoretical and Practical Basics

In the first paragraph is discussedforeign investment theory genesis, essence, forms, its
promotion major direction and determining factors, developing and transition economies.

Term investment is of Latin origin (investire — enter) and a long-term capital
investments in the development of various sectors of the industry. It is divided into short-term
(investing up to one year), medium (from one to three years) and long-term (more than three
years term investments) investments.

Over the years, term “investment” gained broader meaning and it is used in various
fields of activities. There are many definitions of investment in economic literature. According
to one understanding “investment” means of getting profit is financial and/or non-financial
assets investment. By another meaning, the investment means any cash, property and
intellectual value or rights long-term investment in own or a foreign country business and
other units, which is used to get potential profit or other benefit.

According to Georgian Law on “National Investment Agency” article 3, invested is
capital investment by the state in various fields of business, industrial and investment programs
and projects, which main aim is country's industrial potential operation with maximum
efficiency and by promoting the development of the production to decline unemployment rate.

Investments are aggregate demand component which is paid special attention in
economic policy. The reason of aforementioned on the one hand is opportunistic special
reactions on the level of volatility and investments promote major capital growth(the total
investment, capital whole supply) in national economy and thus affect the long term economic
development on the other hand.

Investments theory genesis relates to economic opinion virtually all schools and
scientific postulates trends.

Unlike the local investments, the governments mainly pay greater attention and interest
to the foreign investment,which in turn isdivided into two parts: direct and portfolio
investments.

Investments plays dual role in macroeconomics. On the one hand, investment value is

the costs large and variable component and, therefore investment drastic changes affecting
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aggregate demand. This, in turn, affects the volume of production and employment. On the
other hand, investments means accumulation ofcapital..Buildings, machinery and equipment
multiplication leads to growth of national production capacity and contributes to economic
development in the long term period. So investment: a) Through the influence of aggregate
demand affects the production capacity in the short term; B) as affects capital formation, i.e.
Economic potential and joint delivery, investing has impact on long-term economic growth.

Government of many countries have developed foreign investment entering conditions,
which can be divided into the following categories:

1. Requirements in the national market in sales total volumeforeign companies export
maximum amount towards specific share;

2. Obligations related to the use of local workforce;

3. Foreign companies’ maximum and minimum special share establishment in recipient
countries founded companies;

4. Technology transfer requirements;

5. Company obligations to conduct research and experimental works inrecipient country.

We believe that we should pay special attention to the activities of foreign investors
with regard to the possible negative consequences, including the so-called ,banishment effect”.
As is it known, it has two forms. First, the competitive advantages foreign corporations can
oppress national companies in goods markets. Second, these corporationscapture
corporations’resources in national markets, including large amount of finances and
accordinglybasic should be protection of national interests.

In the last decade developing countries carried outinvestment regimes massive
liberalization for more direct foreign investment attracting, as it is regarded as an economic
development, modernization, employment and income growth promoting factor. Creation of
Investment environment itself implies formation of consistent investment policy and enactment
of state regulation mechanism, acceptable tax regime and legal system, administrative barriers
and reduction of restrictions, conditions of fair competition and business development

promoting Infrastructure.
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State economy stabledevelopment promotion by investment environment improvement,

through export stimulationit is recommended, as:

Import substitution with foreign currency economize and export substitution its
turnover;

Any goods internal market in the world market is small, which allows large saving of
scale, possibility of knowledge update and healthy competition;

Export replacement will attract more investments in comparison with import
protectionist substitution;

More effectively are used local resources (There is no surplus resources neglect
consumption stimulation);

Aleviated foreign debt yoke, improves its service highlight and increases foreign loans
possibilities.

Under modern conditions, foreign investment promotion main trends are establishment

of different types of exemptions, when establishing different preferential regime in the country,

both foreign and local investors enjoy same right of taking privileges. In addition, entrepreneurs

will have benefits when fulfilling following conditions: 1. The promotion of employment

growth; 2. Promotion of Small and medium sized businesses; 3.Implementation of scientific-

research and organizational-maintenance works in recipient country; 4.Promotion of regional

policy implementation; 5.Export expansion promotion.

By sectors has been designed investment stimulation means classification, which

includes three group incentives: fiscal, financial and other benefits.

Fiscal benefits:

Corporation income tax rate reduction;

Tax breaks;

Amortization charges amount growth;

Investment and reinvestment benefits;

Contribution benefits in social funds;

Export tax reduction;

Export income Preferential taxation;

For Local raw material use in export good production tax credits;

O 0 (NN |bsx|W|IN|(—

Export oriented production taxation reduction.
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Financial benefits:

Direct subsidies for covering capital expenditures;

Issuance of loan guaranties;

Guaranteed loan issuance for export oriented production;

B W IN |-

State capital participation in High commercial risk investments;

In case of some loans, preferential loans state insurance (exchange rate change,
devaluation, etc.).

Other benefits:

Subsidizing of investment projects or infrastructure reconstruction costs;

Preferential state contracts conclusion;

Protection from foreign competition;

B~

Special programs, promoting issuance of foreign loans, etc.

Investment encouragement by government, forms investor behavior various
determinants. It affects the profit expectations, refinancing costs and demand expectations or
contributes formation of the cluster.

In many countries, including the regions, there are special investment promotion special
systems, and tax benefits for foreign investors, which makes it attractive to invest in these
countries.

There are following preferential regimes and so called investment incentives in Georgia’s
neighboring and post-socialist countries:

Lithuania—-there are free economic zones in Lithuania. Where in registered companies’ foreign
investors share in authorized capital equals at least 30% and exceeds 1.000.000 US Dollars, for
Five years are exempt from income tax payment and next ten years pay only 50% of
aforementioned taxes.

Bulgaria -companies which invest in regions in Bulgaria where unemployment is especially on
high level are exempt from profit tax. Investment projects which exceed 5,000,000 euros when
importing equipment are exempt from VAT Tax. There also operate free economic zones.
Poland-there are 14 special economic zones in Poland, where following benefits operate: The
investor is entitled to reduce the tax base of the investment up to 50%, while for small and

medium enterprises aforementioned benefit increases up to 65%.

57




Turkey —investment promotion general program operates in Tukey, which considers following
benefits: 1) exempt from customs duties; 2) exempt from VAT when making importing main
means and performing local purchases; 3) Credit allocation from the budget, and also operate
free economic zones.

Kazakhstan—there are following tax benefits for foreign investors: 1) exemption from property
tax; 2) exemption from land tax payment; 3) the investor has the right to reduce the investment
cost of the tangible assets acquired under the project; 4) when purchasing main means of import
exemption from customs tax.

Uzbekistan—exemption from income Tax during 7 years, in case if foreign investment is carried
out under state investment projects program;

Germany —there is investment promotion large-scale differentiated system, which is primarily
focused in terms of regional development equalize existed differences.

When Attracting investment important role plays in country's current legislation, local
infrastructure, quality of life, how is the level of training and competence of the workforce.

According to aforementioned criteria, foreign appropriate services determine the world
all countries, including transition economy countries political and economic rating, which is of
primary importance to foreign investors and take into account when giving directions to the
investment. In terms of attraction Foreign investment in certain areas, it is very important in
country investment sphere regulatory bodies smooth and uninterrupted operationin order to
work unhindered.

For Investment support and promotion, there is established Department for Investment
Policy and Investment Promotion in Georgia. The department functions is not much different
from the functions of the National Investment Agency and I believe that it is unjustified to
create a similar structure, and spend cerating sums for keeping.

It is better that investment agency strengthen works in terms of investment promotion
and attracting.

In 2015 passed Georgian law on mountainous regions development, which aims to

stimulate social and economic progress in the mountainous regions to determine the benefits,
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which are provided in the mountainous regions for improvement of people’s living in
prosperity, living standards, employment, social and economic conditions.

According to aforementioned law the mountainous district permanent residents enjoy a
variety of social benefits, as well as income and property tax with regard to the Tax Code of the
tax benefits.Business entity which according to current Georgian legislation is grated the status
of a mountainous settlement enterprise, by the Georgian Tax Code established terms and
manner is exempt from taxation.

In recent years in Georgia for attracting direct foreign investment in order to stimulate
investors in the tax code was introduced two special status: the international enterprise and
foreign company branch, significantly reduced the tax burden, there was an aggressive
privatization, customs reform carried out, canceled a lot of licenses and permits and
significantly reduced the various types of regulations. As well as foreign investment onflow
growth, the Georgian government passed a special law on “Free Industrial Zones”, with the aim
of promoting economic growth, strengthening the competitiveness of the industry, attracting
foreign direct investments and technology in Georgia.

Alleviating of tax pressure and exemption from taxes, gives to taxpayer significant
additional financial resources, but it is important that they were directed to the modernization
of production and technology updating. Unfortunately, the state uses tax incentives above
mentioned forms, does not possess the financial resources guarantee of targeted use. As world
experience shows, the most law-abiding taxpayers, even economic development objectives
spend freed up financial resources only 1/3.

We believe that for more efficient use of tax incentives tools, the state should
deliberately  arise  desire to  business entities that entrepreneurs upgrade
promotion/modernization and not onlyestablish economic conditions and opportunities,
including the implementation of investment activities.

It's advisable to use tax benefits to be made its effectiveness analysis.

We can see in Scientific literature targeted tax benefits, according to differentiated
product life cycle stages and it is recommended that the benefit to be granted mainly for
introduction of innovative products and development stage.
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We consider aforementioned justified, because, innovative product development and
implementation stages, bear commercial, financial and technological risks. For the production
launching stage is typical as well low profitability, so at this point the business entities
especially need tax benefits.

The aforementioned tax, financial or other benefits to a certain country economy can
have certain positive impact. However, despite this, the country, foreign investment promotion
process, with priority should be given to whether any particular form of stimulus, but also in
the formation of a favorable investment climate, which depends on many political, economic,
social and socio-cultural factors.

Existing conditions in the country, which affect capital raising, is formed on basis of
variety of factors and in itself combines: ideology, policy, economic status, culture, socio-
political stability and a variety of issues, which evaluates Investor during investment decision-
making process, that allow him to make some conclusions about the expected risk.

It is very important in recipient countries foreign investment major determining factors

determination. Defining determinants of foreign investments are mainly divided into two
groups: supply and demand factors. Ownership and internationalization advantages is discussed
as foreign investment supply determinants, the latter include scale economy, product life cycle,
intangible assets and internationalization, while the host country location advantages, attracting
more foreign investment flows, presents demand determinant.
The efficiency-oriented foreign investment is motivated to create and enhance the competitive
environment for the firms operating in recipient countries. Consequently, the competition to
attract foreign investment is based on infrastructure in host countries and the existing level of
service, business startup simplicity and availability of qualified personnel. This all leads to the
challenges in developing countries, which include the formation of human capital, which
provides the special business services such as, for example, efficient communications and
systems distribution.

Benefits, which for foreign companies have become more important than the

disadvantages, that they may have, we are talking about the following areas: capital,
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management, technology, marketing raw material access, scale economy, negotiations and
political power. Foreign investors' investment decisions include two stages:

In the first stage, takes place determination of the location and choosing of potential

candidates in the region, and at the second stage on foreign investor the final decision has
impact tax and fiscal incentives. Foreign investment determining macro-level determinants
include any host country's environmental conditions, which affect foreign investment flows,
the aforementioned determinants are: market scale and potential, natural resources, the host
country's openness and bilateral trade experience, macroeconomic factors, the fiscal deficiency
and labor costs.
Suliman and Mollick researched foreign investment flows in developing countries, and
concluded that foreign investment small flows to African countries is due to the small amount
of low-skilled labourforce. The authors pointed out that human capital is the determinant of
foreign investment, an important determinant.

Institutional factors are important definitional determinants of foreign investment
activity, especially in developing countries: a) political instability indicates a possible violation
in host country, threats of civil war or simply weak government, which would impede the flow
of foreign investments;B) the countries with developed democracy and political responsibility
provide a reliable legislative base and accordingly stimulates foreign investment onflow to the
country, c) weak legal protection of assets threats firms from seizure of assets, as a result is less
possibility of investment , d) for well-functioning markets necessary institutions low level
increases business production costs, which ultimately reduces the activity of foreign
investment.

In the modern world together with the globalization process development foreign investment
traditional determinants meaning gradually decreasing. In the past, if foreign investment one of
the most traditional key factors was local market scale, nowadays its value has decreased
significantly. At the same time, the host country infrastructure development of quality, skilled
labour force availability, desirable business conditions, low labour costs, the abundance of
natural resources and proximity to the western developed countries, is the foreign investment

attracting major determinants.
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ChapterII.Labour Market Structure and Dynamics

In the second chapter is discussed labour market essence, elements, functioning mechanism,
regulation forms, policy and labour market formation peculiarities in Georgia.

The labour market is the most important component of the market economy. Its main
function is the provision of human resources for production and service areas. On Labour
market proper functioning is heavily dependent country's labour and economic potential use
level, population living standard and social satisfaction.

Labour market functioning depends on many factors. These factors vary by nature
(demographic, economic, social, legislative, organizational, institutional) and on labour market
by the crossing in some extent is focused current situation in country.

For labour market essence full perception is important to be separated from each other
labour market broad and narrow understandings.

In the broad sense the labor market includes economically active population as a whole and
its essence cannot be reduced to "unemployed-vacancies" ratio.At the given moment of
economy functioning - a certain level of employment the economically active population one
part is employed, and the second part is actively looking for the job. The latter forms the
current labour market, the labor market in a narrow sense.

Labour market as a market economy organic component, has a complicated structure and
functioning on supply and demand law basis. Modern, civilized labour market formation and
functioning is necessary number of elements. In particular, labour market subjects; economic
programs accepted by labour market subjects, solutions and legal standards; The labour market
conjucture; Labour market infrastructure and social security system.

Labour market each element proper functioning is largely dependent on the country's
labour and economic potential use level,as well population living standard and social
satisfaction. Therefore, it should support in accordance withlabour market needs, appropriate
specialty and supply of qualified personnel, which in turn should lead to a reduction in the
level of unemployment in the country and to the development of population socio-economic
conditions.
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In Labour market formation process great importance is paid to the given sphere regulatory
legislation.

There are a variety of mechanism of labour market regulation. It may be a market,
regulatory, or based on a collective effort. They always coexist in varying size in different
countries.

The relation isderegulated when labour relations are regulated mainly based on market
mechanisms. However, according to some authors’ opinions, market mechanism is one of the
type of regulation and it is based on the use of national laws and other regulatory tools.

Normative regulation is the concept of classic regulation and implies rules and
procedures established by government, which in the form of laws and decrees are covering and
regulating different aspects of employment.

By market forces regulating potentialstrong side is that:it enhances participation,
efficient distribution and low transaction costs. As to the potential risks belong: market failure
and discrimination.

Normative regulation potential strong side is that: it is predictable, directed towards
equality and provides monitoring. And to the potential risk belong: rigid monitoring costs and
moral damage.

Finally, as regards by the collective agreement regulating potential strong sides is that: it
establishes investment possibility for a long-term period and provides self-monitoring.
Potential risks may be summarized as follows: spending time, employed (insiders) and
unemployed (outsiders) difference.

Labour regulation in different ways affects employment: it will increase the demand on
the labour force, increasing the duration of employment, or even the flow of labour force into
firms.

Labour market regulation affects the firms' activities, including the scope, output,
investment, technology, and in general, recourses distribution in production. It is one of the
main condition to determine the number working places and employees one of the important

conditions.
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Nowadays the legislative trends in the European countries is directed towards
deregulation or destandardization and thus facilitating more "flexible" labour market
development.

In caseof Georgia labour market regulation mostly take place by handling active
employment policy, which is reflected by the state-sponsored employment programs and for
new working place creation by business stimulation. As Such measures can be considered:
working place formation, professional training, business ensuring bycheap state loans and
organization of social activities for individual groups of citizens.

On the formaiton of labour market in Georgia highly negative influence had specialists
training operating system in the country. If we take into account in the national economy the
labour force demand scale and characteristics of its changes on the one hand and trained
specialists real competitiveness, it can be said that high school actually trained “certified
unemployed” on the other hand.

Georgia, as well as other underdeveloped countries, the labour market one of the
features is informal employment (self-employment and the so-called "shadow" employment)
high share in the total number of employees. The majority of self-employed are engaged in the
informal, unregistered activities.

Informal employment phenomenon exists in all countries, although depends on
percentage. For example, self-employed in the US is population only 7%, 93% is formalized as
in a service, and the real sector. This figure in European countries is about 15%, while the
number of self-employed in Georgia reaches 62-63%.

Informal employment creates illusory impression that the country's unemployment rate
is low. Informal workers' income is three times lower than income of hired employees. 60 self-
employed overall income is the same in sum as 20-22 employees.

We believe that for effective operation of Georgian labour market is necessary special
state support, which is determined by the following considerations:

o The labour market is not self-regulating system, and it is incapable, according to the
country's economic and social development requirements, ensure labour potential
rational use and development;
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e Spontaneously developing labour market cannot provide in employment sphere defense

of social justice principles;

e The labor market cannot regulate itself maintenance of unemployment to socially

acceptable level;

The problem can be solved only in labour and employment sphere by development and
implementation of targeted state policy. The ultimategoal of the policy should be effective
functioning of the labour market, the country's economic and social development.

In recent years, has been taken a series of steps to resolve and relieve above problems in
Georgia, but we cannot say that it is enough to improve the situation. Disturbing factorsanalysis
showed that the local labour force doesn’t have relevant qualifications and have no skills that
are most in demand in the labour market. The same findings are seen in the Global
Competitiveness Index report, According to which workforce without proper education for
business topicality is second problem in Georgia.

Within the framework of Government action plan has been carried out the following
measures:

a.population general census, whichwas carried out by LEPL National Statistics Office of
Georgia (GEOSTAT)and covered the whole population;

b. have been created job seekers and vacancies online database (www.worknet.gov.ge),
which includes all job seeker and the employer who decided to register at State Employment
Service database;

c. have been created Ministry of Education and Science of Georgia, professional
education database (www.emis.gov.ge), which includes all public vocational educational
establishment and the private institutions, which decided to register, as well as professional
educational establishment all students and teachers;

Social Service Agency, according to employment programs Department's annual report,
labour market management information system, using worknet- employees’ dynamics in the
past years is as follows: in 2014 was employed - 387 job seekers, in 2015 - 349 job seekers, and
in 2016 - 670 jobs seekers, including 58 —people with special needs.
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It should be noted that the above data on the number of employees, for overcoming
acute unemployment problem is with minimal input capacity, so the state by variety of
solutions and projects should create an environment, where work places are created notby
public sector but the private sector. Also according to the data has been revealed that the
working place deficit reduction was not portal purpose (Worknet) and its one of the main tasks
is information exchange between job seekers and employers.

However, before the set-up of this version (Worknet) in the country, the need for
information about regarding job opportunities for the job seeker was notproblem, since a
number of employment Portal functions in Georgia. Under the aforementioned analysis, we can
say that establishment and introduction oflabour market data portal doesn’t have substantial
influence on the reduction of unemployment, which is actually one of its aims and tasks.
Accordingly, in my opinionits establishment in thelabour market has not significantly changed
anything.

For many years the government of Georgia is spending considerable financial resources
in order to release the number young people with the highest education, which cannot be fully
employed. According to Ministry of Education of Georgialess than 40% share of higher
education graduates in employment and are not employed in the profession that have studies 4
years of study. While the remaining 60%, which the state funds fully or partially, after
graduation aren’t employed at all.

Accordingly, we believe that as long as according to requirements of the labour market
will not be trained personal in higher educational and vocational education institutions,
expenses incurred by state- will be ineffective and in most cases unreasonable.

The data shows that a strong vocational education and apprenticeship system holding
countries with youth unemployment rates is much lower than in countries where workplace-
based learning system is not developed.

Despite the current high unemployment level in country, employers often fail to find
the skilled personnel, which major reason is absence of appropriate education, training, and

social-emotional skills, that is associated with leadership, critical thinking and other factors.
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We can say that the country observed the following major trends and directions, in

particular:

Inthe country in terms of employment, the main economic areas are the service
sector. While the employment rate decreased significantly in the field of
construction, but according to the employed workforce still remains predominant
economic sphere.

While the country has a high unemployment rate, in many cases, employers have
difficulty find necessary and appropriate professionals, qualified staff in labour,
which is caused by job seekers low qualifications and non-professionalism.

It was also observed that it is difficult for employers, to find the stuff with the
professional education. It is also caused by the fact that the country doesn’t educate
some professions at all. Therefore, in the labour market between supply and demand
of the labor force we can see significant imbalance.

In the country is also problematic for the employer organizations for the employed

people to conduct variety of training courses and qualification training.

Under the aforementioned, I believe that the country needs professional education enhance

and promotion, in order to redress imbalance between supply and demand in the labour

market, training of the vocational education relevant specialties and qualified workforce and

supply of the labour market, which in turn will increase the level of employment in the

country.

Chapter III. Investment Impact on Labour Market Structure

In the third chapter is discussed the dynamics and structure of foreign investment in

Georgia, investment and labour market trends in Autonomous Republic of Ajara and

investments impact on labour market capabilitiesformation.

As it is known, for developed countries economy direct foreign investment is not an

important stimulus, they are more important for developing economy. Dependence of Georgia
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on foreign capital is too great. Economic development and creation of working places, which

today is one of the biggestproblems for Georgia, cannot take place without foreign investment.

Direct Foreign Investment Dynamics in Georgia
2005-2016 (Million US Dollars)

DiagramNel
2500
2015
2000
1758
1564 N/iells
1500
1564
1117
1000 1190 s1a AN
912 942
500 658
450
0
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016*

Source: Diagram is drawn up by author based on Georgian National Statistics Service Data. (*Preliminary data)

In 2015 like 2014 direct foreign investment rapid growth was observed in transport and
communication, which amounted to 584.6 million GEL. The aforementioned growth is related
to the pipeline construction project, which is implemented by the Azerbaijani representation,
that why in 2015 from Azerbaijan increased direct investment onflowin Georgia (40% of total
investments). Also in 2015 compared with 2014 foreign direct investment from 9.5 million
increased to 140.3 million GEL, in healthcare sector.

In Georgia in 2015 in working place creation besides trade and education sectors,
increased those economic sectors, which according to the statistical data took place foreign
direct investment growth. The aforementioned areas are: healthcare and social services;

Transport and communications; Financial activities; Agriculture and mining industry.
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As for 2016, according to preliminary data, the volume of direct foreign investments in
Georgia reached 1 645 million US dollars, which is 5% more than the 2015 data.

Share of three largest sectors in 2016 amounted 61%. As in previous years, the most
foreign direct investment was carried out in transport and communication and amounted 645
million US dollars, which is 39% of total Foreign Direct Investment. At the Second place is the
energy sector with 203 million US dollars, while at the thirdplace - the construction with 163
million US Dollars.

Direct Foreign investments according to the Economic Sector
2010-2016(Million US Dollars)
Diagram Ne2
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Source: the diagram is drawn up by author, on the basis of data of National Statistics Office of Georgia.

According to the data of National Statistics Office of Georgia, in 2016 the average
monthly salary of employees amounted 983 GEL. In the given period was marked number
sector with relatively higher average monthly salary. In particular: at the first place is financial
sector — with average monthly salary 1 838GEL, at the second place construction sector — 1464
GEL, third place — operations with real estate, rent and providing service to the customers with
1144 GEL, fourth place holds — transports and communication sector employed with 1250 GEL,

fifth place — energetics, gas and water production and distribution sectors employed with the
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salary 906 GEL, and according to the latest data, In 2016, the lowest average monthly salary is
still in the education sector with the salary 536 GEL.

It is noteworthy that in recent years the average monthly salary in Georgia is increasing
for the sectors of employees, in which increases investment, that indicates that investment
growth besides employment growth, as well will encourage average monthly salary growth for
employed.

We can say that in Georgiaforeign investment is definitely having major impact on
economic growth, the production development, creating competitive export product in the
country, advanced technology inflow and of course, employment growth, but the fact is that
the above mentioned large number of investment in the previous years was mainly directed to
capital-inventive fields, where employment volume is small and there is not significantly
reduced unemployment level in the country.

Investments, their sectoral structure affects the labour market and leads to its
transformation, changing demand for labour force parameters, specialties and qualifications, on
the basis of which it becomes necessary to make changes in higher and professional education
existing programs and according to the demands in the labour marketto develop new programs
and on the basis of theseprogram train requested profession and specialty stuff, in order to
eliminate current imbalance in labour market between supply and demand.

Autonomous Republic of Ajara in Georgia, as well as investment projects
implementation in regions, as well as in employment growth is also in second place, so it is
important for our thesis be considered investment and labour market core tendencies in Region.

In 2015, carried out private investment according to the economy sector is distributed as
follows: the largest investment flows go to energy sector (53%), tourism (39%) and construction
(7%).

Analysis of the data shows that if the tourism and construction were the most interesting
for investors, the last period in this respect leads energy field. In 2015, on the energy sector
comes investments 148.4 million US dollars, when in 2012 the indicator was 0%.

For revealing labour market demand component current and anticipated trends has
carried out survey, according to which in Ajara A.R. among the most requested professions was
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nominated sales assistants, foreign language teachers, the average education field teachers,
couriers and receptionist, bakers, confectioners.

As in other parts of Georgia, as well as in Autonomous Republic of Ajara —was
outlinedthat even in high unemployment conditions employers have difficulty to find and
attract specialized and qualified stuff. Also in the regionsnumber of job seeker significantly
exceeds the number announced vacancies. Candidate’slow professionalism and the fact that a
number range of trained stuff is notmate in the region, in many cases, leads to structural
unemployment.

For the employers is problematic to findhigher education qualification specialists
(specialists or professionals) in construction and services fields in the regions. It was revealed
that there is the lack of personnel, especially in the economic fields, that needs technical stuff.

There were outlined numbers of professions, which are in short supply in the region that
in recent years is related to labour market mobility trend growth. In specific sectors, such as
different types of production, the region is characterized by filling deficient staff from overseas,
in particular, Turkish specialists, which is, of course, explained by Geographical locationin
Ajara region.

Demand for workforce in different directions in Autonomous Republic of Ajara indicates
that the investment process is actively underway in Region. Accordingly, as a result of
attraction of foreign investments together with region economyrapid development and
formation of new industries, and the issue regardingtrained, qualified staff becomes actual. But
unfortunately, this is a problem not only for Ajara region, but throughout Georgia, there is
therefore a need for comprehensive and consistent reform of the education system, as well as
higher education and vocational education. However, despite the fact that more or less
education reforms are carried out in the country, various directions and profession staff
irrelevant knowledge and skills indicates education programs ineffectiveness. As a result for
employers often problematic in the quality of performance, this is relevantly reflected on the
output and competitiveness.

According to the survey report of graduated by the Ministry of Education and Science of
Georgia in 2015 survey of graduates according to the report, 49.1% of the graduates declare that
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they were not employed by profession, 7% indicate lack of qualification, 5% - salary was
unsatisfactory, 4% day that the work schedule was unsatisfactory and etc.

At that time when from the budget is spent serious amount of money (in 2015 spent
28,182.6 millionGEL, in 2016 30,273.0 million GEL and in 2017 it is planned to spend 34,628.0
million GEL) on professional education and graduates 49.1% declare thatthey aren’t able to find
jobs relevant to their knowledge and professions, it just unreasonable and ineffective waste of
funds. So we think, as in higher and vocational education institutions, training always have to
be according to the request of labour market and in case of necessity market requirements
training programs should be updated as well.

Today Georgia is trying to attract more foreign investment, by creating investment
environment in country and by offering cheap labour force, however, offered labour force in
many cases have low qualifications. So long as the country does not systematically changes
approach and will not be prepared qualified personnel according to the requirements of labor
market and offered to employers. Cannot be reached even in case of significant increase of
foreign investment local population employment lever growth. Another factor to consider is
the fact that all around our country is trying to attract foreign capital, so the investor has a
choice, according to the direction of the high competition. Another fact should be also
considered that all around us all countries are trying to attract foreign capital, so the investor
has a choice, accordingly competition is high in this direction.

In addition to the foreign investment statistics and as a result attracting the employment
growth, as well as it should be noted, that the state investment projects and programs promote
employment in the labour market.Among them is the program “Produce in Georgia” which
includes five components: access to financial resources; Infrastructure (real estate) access;
Consulting services, the film industry promotion component "film in Georgia" and the hotel
industry development component “host in Georgia.”

According to the data of 2016 within the scope of program — “Produce in Georgia” have
been implemented 2752 projects, the total cost of whichamounted 243 454 010 GEL. According

to the funded project has been employed 12 423 people.
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In 2016, within the framework of program - "Start-up Georgia" has been implemented
20 high-tech and 33 innovative projects, whose total value amounted 5 087 712 GEL.
WithinHigh-tech start-ups were employed 114 people, and innovative start-ups - 287.

For the country the greatest effect, in addition to other benefits, which bring the above-
mentioned programs, is changes in thinking, in order to stimulate young people for more
thinkingthat through aforementioned programs become employers and not employees.

On the one hand in order to conduct a study of public opinion with regard to foreign
investment, and on the other hand, find out in Georgia in different fields acting investors
investment conditions, related to labour resource and employment, we conducted two
quantitative surveys based on random selection.

Within theQuantitative survey scope have been questioned 312 (three hundred twelve)
respondents. The study covered the entire Georgia. Questions referred investment and
employment. We will review only some of them:

Respondents 52% believe that the country has appropriate qualification staff that can be
introduces to foreign investors, 25% says that we don’t have appropriate qualification stuff, 8%
do not have an answer, and 15% find it difficult to answer asked question.

Diagram Ne3

BmYes MWNo Wmldon'tknow m Ifind it difficultto answer

Source: diagram is drawn up by author, on the basis of the survey.
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The interviewed 94% believes that foreign investors, pay foreign and local workers
different wages, or the foreigner has higher wage than local worker.

Diagram Ne4

MYes ®WNo mldontknow mIfind it difficult to answer

Source: diagram is drawn up by author, on the basis of the survey.

Of course, the unpleasant fact, when our compatriots are being given less wages than
foreign workers, but in many cases the difference between the salaries can be explained by low
qualification of local workforce.

As a result of the research was mainly reflected the following key issues: for the majority
of respondent is important for the country to attract foreign investment, accordingly without
their attraction local people employment increase and our economic development is impossible;
according to the opinion of the majority of public, foreign investment is very important for the
country, as well as from which country will be implemented the foreign investments; The
research identified a number of sectors and areas where should be attracted and carried out
more investment, according to their priority those sectors are: education, health, industry,
trade, agriculture, energy, tourism, and technology;

Also according to public opinion was identified a number of benefits and measures to
attract foreign investment, in particular: amendments should be made in the relevant

legislation, as well as the interviewed society majority expressed negative attitude related to
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state property transfer to the foreign investors, at a symbolic price 1 GEL; according to the
opinion of more than half of the surveyed society, attracting of foreign investment and
implementation uniquely promotes employment growth; Also related to the relevantly
qualified personnel, the majority of respondents think that we have such a qualified people in
the country, and we can introducethem to foreign investors.

After public opinion examination, we considered necessary number to carry out research
in other directions, the main purpose of aforementioned research was in various fields of
activity working investors’attitude related to country's investment climate and employment.
Quantitative survey questioned 39 (thirty nine) companies.

Investors point out the variety of problems that hamper them. Interviewed investors
16% indicated that these problems arelegislative, 33% think that the main problem is
administrative, 21% says that the problem with the current tax system, 14% thinks - civil and
the last 16% name others problems, namely: an unstable environment, non-existence of

financial resources effective and free access.

-
-

W Legislative B Administrative Tax m Civil W Other

Diagram Ne5

Source: diagram is drawn up by author, on the basis of the survey.

Recently, in the country for the surveyed companies for the investment as interesting

areas occurred: 22% - industry, 20% - construction, 17% - tourism, 12% - education, 10% -
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energetics, 9% - agriculture, 4% - healthcare, 4% - trade and 2% think It is interesting to
invest in transport services sphere.

Digram N6
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Source: diagram is drawn up by author, on the basis of the survey.

Very interesting is the investors 39% opinion that certain benefits to be imposed on
foreign investors, first of all it is necessary for regional development to issue number of benefits
to the investors who will invest in diffetent regions of the country. Because in the country the
investment is mainly made in country's major cities, and the development of the region still is
problematic issue. Therefore it is necessary in some cases for the development of the regions
and in case of investments to be imposed on investors additional, different kinds of benefits and
incentives.

It is also noteworthy the investors opinionregarding bureaucracy skills advancement, in
this regard we agree with it, because in most cases the low-skilled, and incompetence is delayed
review and approval of various investment projects and adoption of appropriate solutions,
which has a negative impact on investment projects.

As a result of survey has been revealed the key problems that investors point in

connection with the local workforce. In particular, according to 32% interviewed investors,
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they point low level of qualification of the local labour force, 28% thinks they don’t have the
appropriate specialty or there doesn’t exist qualified staff, 11% thinks that the main problem is
the lack of motivation, 26% thinks that the problem is laziness, while 3% think that the
problem can be seen in every personnel.

Diagram N°7
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Source: diagram is drawn up by author, on the basis of the survey.

Surveyed companies assessment related to the local workforce, once again shows that
the biggest obstacle factors after implementation of further investments related to local
population employment low level of qualification and at labor market existing demanded
specialty or lack of qualified stuff, plus lack of motivation, laziness and modern technology
proper maintenance problems.

Unfortunately still is not taken into considerationdemand on labour market and
according to certain specialties and training of qualified personnel. So in order not to get
graduated, diploma holder unemployed large army, it is necessary constantly train demand-
driven stuff and supply in the labour market.

The survey conducted by us and the Ministry of Health and Social Affairs of Georgia in
2015, confirms that todayis in short supply and deficient technical personnel in the labour

market in Georgia. Therefore, should be paid more attention to popularization ofprofessional
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educationand according tothe demand for technical personnel supply in the labour market, in
order to be employed more people after every implemented investment.

Based on our study, we observed the following: when discussing investment condition
each interviewed investor states that there is normal investment environment in Georgia; As
for the major problems that face investors during investment process, according to absolute
majority opinion, those are administrative problems; there were also outlined the areas, where
investment is the most attractive today in Georgia and according to the priority those areas are:
industry, construction, tourism, education, energetics, agriculture, healthcare, trade and
transports services.

Majority of the surveyed investors believe that investors should be imposed various
types of benefits; According to the study also was outlined, that the majority of investments
surveyed investors employs local residents, their share of the total employees amounts
maximum 82%; in connection with local stuff, as well as were outlining the main problems:
qualifications low level, the lack of relevant qualified stuff, laziness and lack of motivation;
Their recommendations according to their priority is as follows: training of relevant qualified

personal, qualification raise and salary increase.

Conclusions and recommendations
» We can say, that foreign investment in Georgia, has a large impact on economic
growth, production development, the competitive export product creation in the
country, advanced technology flow and of course, employment growth, but the fact
is that in recent years the investments large part was directed mainly employment
capacity areas, where the employment volume is small and accordingly there is not
significantly reduced unemployment level in the country;
The advantages of the implementation of investments in Georgia: a stable economic
development, liberal and free-market economic policies, only 6 taxes and reduced tax
rates, small number of licenses and permits, simplified administrative procedures,
preferential trade regimes with many countries in the world, Deep and Comprehensive
Free Trade Agreement (DCFTA) Enactment with EU, favorable geographical location,
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cheap labour force resources, etc.;
> Foreign investment attracting potential obstacles may be considered: the
instability,low qualificaiton of labour force, small market, high interest rates and low
access to finance opportunities, Court independenceDegree, the national currency
exchange rate instability,still high rate of poverty, lack of development financial market,
occupation of country territory and the conflict zones;
» Foreign and local investments lead to labour market transformation, which is caused by
demand on new profession, on the basis of which is needed in higher and professional
education programs changes and on labour market relevant requirements programs
development. Investment sectoral structure affects the labour market, changes demand for
labour force parametes, specialties and qualifications;
> If we take into account, on the one hand, in the national economy existing
demand scale on labour force and its changing characteristics, and on the other hand,
trained specialists real competitiveness, it can be said that the high school, in fact,
prepared “unemployed diploma holders”;
»  Labour Market Information portal (www.worknet.gov.ge) creation and
implementation didn’t make significant impact on the unemployment rate decline,
which actually was one of its task and the goal. Accordingly, I consider that by its
creation on the labour market has not significantly changed anything;

» If according to the labour market demand will not be trained in higher education
institutions, as well as in professional education establishmentsrelevant specialists
and qualified stuff, expenses incurred by government would be ineffective and in
many cases inappropriate;

> In my opinion the country needs a professional education more popularization

and promotion in order to eliminate imbalance between supply and demand, by training

relevant specialists and qualified stuff in professional institutions in order to supply
labourmarket, which in turn will increase level of employment in the country;

> It is noteworthy that in recent years in Georgia, the average monthly salary rises

in the sectors of employees, in which industries or sectors increased investments, which
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indicates that investment growth besides employment growth, as well as will promote
employees average monthly salary increase;
> At a time when millions of budget funds are spent on professional education and
graduates 49% declare they could not be employed in accordance with the knowledge
and profession, it's just a waste and ineffective spending of funds. So we think, as higher
education institutions, as well as in vocational training should always be made according
to the labour market requirements in order that after graduation each of them to be
employed in their profession and specialty;

> As in rest of Georgia, as well as in Autonomous Republic of Ajara has been

exposed that even in the high unemployment conditions, the employers find it difficult

for them to search and attract necessary specialty and qualifications staff. Candidates
lack of professionalism and the fact that stuff of differentprofessions in the region mainly
aren’t trained, and in many cases leads to structural unemployment;

> As a result of foreign investment attraction together with region's rapid economic

development and the creation of new enterprises increases demand for professional stuff

in different areas;

» It has been revealed in the region, that if earlier tourism and construction was the
most interesting field for the investors, nowadays leads the energy sector.
Accordingly investments growth in various field, followslabour market
transformation and growth of demand for specialties which needs energetic sector,
as well as across the whole country, in the region together with foreign investment
growthshould be in accordance with the requirements of the labour market to train
stuff and offer to the investors, which in turn will lead to the growth of employment

and improvement of socio-economic conditions;

> According to our study has identified the following key issues: It is important for
the majority of interviewed foreign investment in the country, accordingly without their
attraction local population employment growthand our economic development is
impossible; according to opinion of the majority, foreign investment is very important

for the country, as well as from which in the country will be carried out foreign

80



investments; more investment should be attractedand implemented in areas such as

education, health, industry, trade, agriculture, energy, tourism, and technology;

> According to the public opinion revealed a number of benefits and measures to
attract foreign investment, in particular: amendments to be made in relevant legislation,
as well as the interviewed public majority negative attitude in the regard with state
property transfer to foreign investors, in a symbolic price of 1 GEL; according to the
surveyed society majority opinion, attracting and implementation of foreign investment

uniquely contributesthe increase employment;

> When Speaking about the investment environment the majority of surveyed
investors, note there is normal investment environment in Georgia; according to the
majority of the investor the major problems they face is the kind of administrative
problems; There were also outlined the areas which are the most attractive for
investment in Georgia and according to their priority the sectors are: industry,
construction, tourism, education, energy, agriculture, health, trade and transport

services;

> According to the most surveyed investors should be imposed various types of
benefits; According to the study also has been outlined thatafter carrying out the
investments the surveyed investors majority has employed local residents, whose share
of the total employed maximum equals 82% of the employees;in connection with local
stuff, has been revealed major problems: a low level of qualifications, the lack of
specialization, laziness and lack of motivation; Their recommendations according to the
priority is as follows: specialized training of personnel, professional development and

salary growth;

> By Government both local and foreign investment additional encouragement and

stimulation should be made in the fields and areas, which are priority for the country;

> In terms of regional development in the country for equalization of differences,
should take place improvement of production and employment opportunities by targeted

promotion of private investment;
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> In my opinion for investors more effective use of different types of tax incentives,

the government should more deliberately arisein business entities desire to upgrade the

production and modernization of modern technologies, and not only to create economic

opportunities and conditions, for the performance of their investment activities;

> I believe that targeted tax or other benefits, based on the product life cycle stages

should be granted, mainly innovative products development and implementation stage.

Because, innovative product development and implementation stages can contain

commercial, financial and technological risks. For Production staring stage is

characterized also low profitability, so the business entities at this point especially need

tax benefits;

> For the Investors tax, financial or other benefits can have certain positive impact
on the country economy. However, despite this, in the country, foreign investment
promotion process, priority meaning should be given not to any particular form of
stimulus, but also to the formation of a favorable investment climate in the country,
which depends on many political, economic, social and socio-cultural factors;

> For the attracting of foreign investment there operated law in Georgia on ,free
industrial zones“ and ,free tourist zones“ development promotion but introduction of
these laws will actually increase the investment scale. Therefore it is necessary to be
activated in this regard and make appropriate measures;

> By the employer involvement is required to conduct educational process, as well
as to strengthen industrial practice component, outlining and implementation of labour
market oriented directions/professions, which will ultimately increase employment;

> If in the training program involved persons cannot be employed steadily, it will

be inappropriately spent funds. The training program, which is an active direction of

employment policy, in fact will gain passive employment policy;

> In the country should become mandatory registration of vacant jobs, maybe not
all entrepreneurs still carry out registration, but the information obtained to the
Employment Service will give better information on the labour market general
information regarding employment;
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> It is also important in the country to promoteless competitive groups employment
development mechanisms, including employment of the disabled and people with

special needs;

> In overcoming the high unemployment rate an important role can play civilized
labour market and its adequate infrastructure development, which in turn, will provide

development of right employmentstate policyand realization.
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