
International Journal of Management and Applied Science, ISSN: 2394-7926                                                 Volume-4, Issue-8, Aug.-2018 

http://iraj.in 

The Long-Run Economic Growth Burdens: Case of Georgia 

 

56 

THE LONG-RUN ECONOMIC GROWTH BURDENS: CASE OF 

GEORGIA 
 

TSOTNE IASHVILI 
 

Faculty of Law, Administration and Economics, University of Wroclaw, Wroclaw, Poland 
Faculty of Economics, Ivane Javakhishvili Tbilisi State University, Tbilisi Georgia 

Email: tsotneiashvili@yahoo.com 
 

 

Abstract - After the collapse of the Soviet Union, Georgia passed the painful path of transformation. Despite mostly 
progressive reforms, still, after 27 years, the country couldn’t reach a stable growth. From 1991 to 1995 Georgia had a 
negative economic growth (-21.1%, -44.9%, -29.3% and -10.39% respectively 1991, 92, 93 and 1994 years). 2007 met the 
highest growth accounting for 12% but after the World Financial Crisis in 2008 economic growth has declined by 18.64% 
and accounted for 2.3%. In 2009 it was even negative. The economy declined by -3.6%. During the last few years, annual 
growth consisted of 3-4%. In order to boost the economy, it is important to be focused not only on a short but also on a long-
run growth. Furthermore, the long-run growth drivers become more significant taking into account the situation of 
approaching the 4th industrial revolution. There are some burdens for the long-run growth. The obstacles which can be 

mostly characterized in the countries who had (and in some cases still have) the transformation economies. The aim of this 
article is to examine the technological trap and its impact on the economic growth. The most important question is: How the 
technological trap can be a burden for growth, especially for the countries in transition. The paper provides the definition of 
the technological trap, the hazards of the Necroeconomy and explains how the Necroeconomy can be a significant burden for 
growth and reason of the technological trap. Our aim is to provide some theoretical and practical examinations from above 
mentioned economic issues. The paper explains different sources of the technological trap and mostly is concentrated on the 
technological trap in transition economies. 
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I. INTRODUCTION 

 

In order to reach the long-run, stable economic 

growth concerning only on inputs is not efficient. 

Mostly, to reach the short-run economic growth it is 

enough to use more inputs and to speed up economic 

growth by using the extensional growth possibilities, 
moreover, providing the expansionary fiscal or 

monetary policy. Concerning only on a short-run 

economic growth has its own disadvantages and of 

course thetradeoff between short and long-term 

growth.Reaching the long-run growth is mainly being 

based on technologies and innovations and as well as 

on government’s aim to launch the innovative 

economy. New technologies, increase in 

At(Macroeconomist tend to call this increase the 

“Technological Progress”), [14] according to Solow 

Growth Model, can shift the output curve and 

economy can postpone reaching the steady state level.  
Our aim is to examine how the technological trap can 

be a threat and burden for growth and why is it 

especially dangerous for the countries in transition. 

Nowadays, we live in the technological era, but 

sometimes countries can’t or don’t adopt the new 

technologies and they are experiencing the situation 

which is called “The Technological Trap”. 

 

II. UNDERSTANDING THE CAUSES OF 

TECHNOLOGICAL TRAP 
 
Accordingto Evgeni Balacki [2], observation onthe 

global economic development has demonstrated that 

technologically backward countries have low 

economic growth and growth dynamism significantly 

lagging behind the developed countries. In terms of 

capital, finance, and technology mobility and the 

openness of the countries the figure should be 

otherwise. On the contrary, the technologies and 

innovations should be applied and there should take 

place the diffusion of technologies and innovations, 
which should facilitate the rapid economic growth of 

developing countries. However, in most cases, this is 

not happening. Thedifference between the developed 

and the developing countries, in most cases, is due to 

the difference between technologies they own. For 

developing countries, especially in a situation where 

the world is facing 4th industrial revolution, it is 

significantly important to bear in mind the 

importance of the technologies and possible hazards 

of the technological trap. 

 

The process of development of technologies is one of 
the most important issues to provide stable 

development. The significance of technologies and 

innovationswere emphasized by Joseph Schumpeter 

(Schumpeter J., 1939). [10]New technologies and 

innovations can disturb market equilibria and give it a 

new direction of development. Also, force the 

economy to develop extensively and leap forward. [4] 

Speaking about the technologies it should be taken 

into consideration some of its features. Technologies 

are developing in one stream and their change is 

cumulative and depends on its trajectory. [5] During 
the development process of technologies may occur 

issues such as “Technological Trap” (Lock-in) or 

“Technological Break-Out (Break-Out) [5] 
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     “Technological Trap” is a situation when firms 

favor to use outdated or less modern and inefficient 
technologies, even when there is a possibility to use 

more modern ones. [3] Reasons of the technological 

trap are different for developing and developed 

countries and the possible causes of technological 

trap differ by the development level of economics. 

We should search causes on the micro as well as on 

the macro levels. It is obvious that most of the treats 

are referred to the developing and less developed 

countries (LDC), the hazard of the technological trap 

is even more significant for the countries which have 

passed the command economy system and are in 

transition or in post-transition period. 
 

As mentioned above the technological trap is a 

situation where firm favors to use outdated 

technologies, despite the possibility that on market 

there exist new and modern technologies. It can be 

considered that the output produced by this type of 

technology would be non-competitive on the 

international markets, quality will be low and even 

more, the cost of the product could be relatively much 

more expensive. Overall, the demand for this type of 

product will be low.  
 

But what are the reasons causing the technological 

trap? According to Brain Arthur (Brain Arthur 1989) 

[1] when technology acquires market advantages and 

leadership for various reasons, then, even if the new 

technologies emerge out of the market, the market 

still continues to prefer old but well-known 

technologies. Because of the dominance of one 

technology other new and modern technologies are 

being blocked (Lock-In) [1]. For the illustration of 

latter, there is one well-known example - The 

QWERTY keyboard. The QWERTY keyboard due to 
its first appearance on the marketgained dominance 

and now it is famous all around the world. Despite 

the fact that there were and still are, more modern and 

easily learning keyboards (for instance DSK) 

QWERTY keyboard didn't lose its dominance and 

still is one of the most recognized ones. Another 

reason for the technological trap could be 

microeconomic decisions offirms. In particular, we 

can discuss the situation when firms just are "not 

willing" to transfer to the new technologies, despite 

the fact that they knowthere are some new and 
modern technologies on the market.   

 

Generally, the transformation process from one 

technological structure (formation) to another 

structural unit is (In this case these two are: old and 

new technologies) defined by 3 factors: The first and 

the second are current expenditures on the output 

which are produced by old and new technologies CS 

and CNrespectively. The third factor is capital 

expenditures-TO. These are the costs which occur 

when there is a transformation from old to 

newtechnologies. For the simplicity ofanalysis, it is 

considered that the entrepreneur is producing 

products either old or only with new technology. The 
logic of the implementation of new technologies is as 

follows: Even if the costs of the products produced by 

new technologies are less expensive than the costs of 

the product produced by old technologies the 

entrepreneur will not replace the old technology with 

new one if the cumulative difference between old and 

new technologies does not cover capital expenditures. 

Only if the latter is fulfilled, then the old technology 

will be replaced by new one. It should also be noted 

that current expenditures are constant and capital 

expenditures have a single character, so they can only 

be compared to a certain  period of time. Since the 
entrepreneur seeks to reduce the cost of production, 
the transformation to a new technological structure 

will only happen when the cost of gross output 

expenditures will be reduced. The situation whereby 

both technologies (old and new) are equally useful is 

following: 

 



0

0)]()([ TdttCtC NS

 
Whereas,t is a time,  is the period of time in which 
the entrepreneur wants to replace the old technologies 

with new ones. If the left side of the equation is 

higher than the right side, then it is going to be a 

transformation to the new technologies. If the  
period of time is large, then the chance that T will be 

less than the left side of the equation is higher, so the 

probability that the firm will move to the new 
technologies is higher. [2] So, if the firm which has 

the long-term plans and is not concentrated only on a 

short-term, quick and high profits, then it will 

definitely move to the newtechnologies. In the 

absence of newtechnologies, there will bethe 

technological trap. We can consider that the reason 

for the technological trap is not only microeconomic 

decisions of the firms and entrepreneurs. The 

macroeconomic instability plays a huge negative role. 

For instance, the macroeconomic instability makes 

the  period of time unclear, so the decision to move 
to new technologies is lagging in time. The lack of 

trust in the institutions and in the government plays 
the same role. Macroeconomic instability often 

occurs in developing countries, so it can be assumed 

that the technological trap is mostly characterized for 

this type of countries. 

 

III. TECHNOLOGICAL TRAP IN 

TRANSITIONAL ECONOMIES 
 

As mentioned above, the technological trap mostly 

appears in developing countries. Also, significant 

hazards are still remaining in the countries who have 
experienced The Soviet Union command economic 

system. Of course, Georgia is not an exception.  In 

this part of the article, there will be an attempt to 

analyze the possible threats regarding the 
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technological trap in transition economies.         

During many decades, the development of economic 
thinking was mainly determined by the confrontation 

between two economic schools - Keynesian and 

classical. [7] After the collapse of The Soviet Union, 

the world faced new problems in economic thinking –

the transformation from command, central economy 

to free market. Economists didn’t really have the 

solutions, mainly because the problems were new and 

never mentioned in theeconomic theorybefore. 

 

After the collapse of The Soviet Union, the new 

reality was revealed. As Adam Lipowski mentions, 

when the world is divided by “Developed” and 
“Developing” countries the command economy in the 

wholecan be characterized as the “Misdeveloped” 

economy. There are following some features of the 

“Misdeveloped” economies: 

1. The excessively high share of industry in GDP at 

the expense of domestic and foreign trade and 

financial and insurance services; 

2. The excessively high share of manufacturing of 

production inputs, at the expense of theproduction 

of the means of consumption; 

3. The insufficient share of internationally 
competitive goods in industrial production; 

4. The large scope of low-quality unwanted 

production imposed upon buyers; 

5. The excessive share of obsolete goods in 

industrial production at the expense of new and 

updated products. [6] 

The consequences of the “Misdevelopment” can be 

seen on the figure №1 which shows the annual GDP 

growth in Georgia from 1989 to 1995.  
Figure №1 

 

 
Source: The World Bank Data; www.worldbank.org 

 

The collapse of the Communist regime and the 

breakdown of command economy "stripped off" the 

Post-Communist Economies. It turned out that with 

the rare exceptions (partially hydroelectric power, 

mining, and primary processing of extracted raw 

materials) all goods produced in these countries were 

incompatible with international standards and could 

not compete with the Western products due to low 
quality and/or high prices. This type of economy 

Vladimer Papava calls the “Necroeconomics” [11] 

Naturally, even if a certain section of the economy is 

"dead", the other sections may be "alive".  For this 
reason, these sections may be referred to as the 

“Vital" economy, or “Vitaeconomy”. [11] 

The “Necroeconomy” and the “Vitaeconomy” 

appeared in different spheres of the Post-Soviet 

Economies: 

1. Necroeconomy existing in the public sector; 

2. Vitaeconomy existing in the public sector; 

3. Privatized Vitaeconomy; 

4. Privatized Necroeconomy; 

5. Private sector based on new investments – 

Vitaeconomy. [11] 

The threat of the technological trap is connected with 
the third group – the Privatized Vitaeconomy. The 

Privatized Vitaeconomy is a part of the economy, 

where there is a demand for products but these 

products are produced with the outdated technologies. 

Accordingly, in order to,the products manufactured in 

this group, to be competitive and could answer the 

international requirements is important to meet the 

relevant standards of producing and to use modern 

technologies. 

 

The first and the forth sections of the economy are 
dead, no matter of the type of ownership. There is no 

chance to build the competitive producing in these 

parts of the economy. The government should stop to 

support these companies who are occupying these 

dead sectors of the economy and, even more, the 

government should try to sell it by partsand pieces. 

Contrary, if the government decides to suspend the 

life of these sectors, due to the social factors it will be 

“Greenhouse conditions” for the technological trap.  

 

It should be noted that the new private economy 

created on the basis of new investments will not 
experience the technological trap, if they compete 

with the international market and if they stop 

expecting any help from the state and will try to base 

the production on their own entrepreneurial skills. 

Reasons behind the technological trap in transition 

economies are even more and significant than private 

decisions of entrepreneurs and macroeconomic 

instability. Firstly, it should be mentionedthat in case 

of human capital the situation is even worse. For 

example, in Georgia, there is a lack of entrepreneurs. 

It is true that Georgia passed transformation path but 
in case of human capital the post-communist 

reflection is mostly still remained. “Homo 

Transformaticus” (The persons who partially 

havefree market economy routines but still waiting 

for a help from the government) still hasn’t become 

“Homo Economicus” as well as “Post-Deltsi” aren’t 

yet entrepreneurs[11]From that perspective, the 

microeconomic, entrepreneur decision to move on to 

new technologies is even more complicated, if we 

also add the macroeconomic instability then the 

future and “economic horizon” for entrepreneurs is 

uncertain. Barely, they will make a decision to adopt 

http://www.worldbank.org/
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new technologies. We can name another reason 

causing the technological trap in transition countries. 
For instance, high interest rates create low 

possibilities and the lack of availability of financial 

resources. Another reason may be referred to a low 

quality of education. The unqualified staff does not 

allow entrepreneurs, regardless of their willingness to 

have modern technologies, since their qualification 

does not correspond with the knowledge and 

experience necessary for the use of new technologies. 

All of this creates the switching costs and it is not 

cheap for entrepreneurs to spend extra money for 

education and for training of their employees. This 

above mentioned could be connected to the 
Evolutionary Theory of Economic Change,[8] and of 

course to the routines. Routines created during the 

command economy can barely change. Establishing 

new market-based routines, organizational memory 

and skills take some extra time.   

 

IV. OVERCOMING THE TECHNOLOGICAL 

TRAP 
 

 Economists offer different solutions to get rid of the 

technological trap. One of the main solutions could 
be in reducing the interest rates and expand the 

allowance on financial resources. This will help to 

encourage entrepreneurs to start a business and to buy 

new technologies. Also, the state should facilitate the 

development of general education and not only, also 

it should be bared in mind that general education or 

high education system should be close to the 

requirements of labor market demands. Otherwise, 

the gap between the educational system and labor 

market demand requirements should be reduced. The 

significant thing for the government is to pay 

attention to the development of science in the frame 
of the university. Furthermore, it is important to take 

into consideration the importance of applied research 

projects and provide the governmental funding 

especially for the projects who might have a 

significant future possibilities of commercialization. 

This is more significant for the countries like 

Georgia. The country has a huge potential in science. 

But the main problem is to find the “right” research 

project to finance. And after fulfilling the theoretical 

tasks of the research projects it is important to start 

implement these projects in practice, start to 
commercialize these scientific researches. In addition, 

of course the outcomes from these applied projects 

should be available for other market participants. 

Scientific knowledge and “Know-How” should be 

spread in order not to have a monopoly on the 

market, which respectively could be one of the main 

reasons of the technological trap. 

 

The above-mentioned actions indicated more or less 

specific plans and tasks that the state could use to 

overcome the technological trap. In general, to talk 

about the role of the State in tackling technological 

trap, as mentioned above, it is necessary to maintain 

the macroeconomic stability. In addition,by the 
statethere should be declared general economic and 

social goals. This helps every firm, individuals and 

entrepreneurs to make appropriate decisions because 

they know what are the main goals of the country and 

overall, it raises the trust in the government.  

 

For this example, we can bring the decision of the 

Government of Georgia about the creation and 

formation of the unified social and economic 

development strategy of Georgia. The Strategy of 

Social-Economic Development of Georgia - "Georgia 

2020" was very positive in this regard. The main 
problems and challenges of Georgian economy were 

clearly identified in this document as well as, relevant 

goals and indicators for which the state should have 

achieved in several years of perspective. This 

document and the stated goals of the state created 

economic optimism [12]that helps the country and 

firms to overcome the technological trap. 

Consequently, these actions stimulate firms to have 

long-term plans and to move onthe modern 

technologies. Consequently, the specific plans of the 

state are important for the development of general 
economic goals and strategies thatwill facilitate the 

motivation of the firms' behavior. 

 

According to the strategy, Georgia must move into 

the development of an innovative economy and 

theeconomy based on knowledge and the respective 

ministries should be able to develop mid-term plans 

prior to 30th of June every year to help the country in 

the strategy and accomplishment of the goals set. 

Unfortunately, this was not fulfilled and tasks set out 

in the strategy were challenged. As a result, the state 

has fascinated the strategy and offeredthe "4-point 
plan of the government", which is an example of 

economic primitivism. [12]Of course, all of these, 

will contrary reflect on the activities of the firm. 

  

CONCLUSIONS 

 

In conclusion, as it was mentioned above, the 

technological trap is one of the main burden for the 

economic growth. It can be said, that the 

technological trap is a threat for both developed and 

developing countries. However, the reasons for its 
creation and the mechanisms of its overcoming are 

different. The main reason for the emergence of 

technological trap for developing and transition 

economies is the economywhich was developed in 

the wrong direction -(“Misdeveloped”) the past 

technological heritage and the role of human, namely 

Homo Sovieticus (The person who was born and 

raised in The Soviet Union and has a routine related 

to the command economy) and Homo 

Transformaticus, (The persons who partially have a 

free market economy routines but still waiting for a 

help from the government) and according to the lack 
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of entrepreneurial entities and innovator 

entrepreneurs. 
The difference in the mechanisms to overcome the 

technological trap is determined by the difference of 

the causes of the technological trap. The role of the 

state is decisive for developing and transitional types 

of economies, which should take over and eliminate 

the basic macroeconomic causes of the technological 

trap and for microeconomic reasons, such as the 

individual decisions of firms and entrepreneurs, I 

believe, that this is a matter of time.In addition, the 

appropriate macroeconomic environment is one of the 

most important factors. 

 
When talking about transition and developing 

countries in the process of overcoming technological 

traps, it should be taken into consideration the role of 

the state. Which is not protected from failure. As the 

market economy is familiar with the market fiasco, 

also in non-traditional economics, the state is not 

protected from the fiasco too. [13]This is caused by 

the fact that people like in the market, as well as in 

the public sector they have their own (economic) 

interests.  

 
In addition, taking into consideration the fact that the 

decision-making in the state sector in the transitional 

economy may still be made byHomo Transformaticus 

or by Homo Soveticus, there is the likelihood that the 

goal of overcoming the technological trap will end up 

with the state fiasco. 

 

Therefore, in the developing and transitional 

countries, the most importantchallenges are the goal 

of overcoming the technological traps. In this respect, 

the role of the state is particularly important. While, 

for the developed countries, where the technological 
trap is over-dependent on the decisions of firms, 

entrepreneurs, and individuals. 
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