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Introduction

Research actuality. International enterprises carry out their investment
activities through investment project implementation. Efficient
investment projects determine financial standing of companies and
their success both on domesticand outer markets. Therefore, efficient
investment activities depends on the investment potential available in
the country and advantages of its location.

Nowadays activities carried out by international enterprises, in
particular, those of Multinational Enterprises (MNE), which are
related to investment project implementation through FDI (Foreign
Direct Investments), attracted large attention of many economists in
developing and developed countries. It should be explained by FDI
anticipated positive influence on a recipient country economics.

Proceeding from the abovementioned, the dissertation applies Joanna
Scott-Kennel’s model, which offers the domesticindustries
modernization ways and uses Foreign Direct Investments system on
the micro level. This model also takes in consideration domestic assets
enhancement typical processes, through international
firmsinvestment project implementation, Foreign Direct Investments
contribution to industries development — transfer from the enclave
condition to the complete integration.

Scott-Kennel’s investment model is related to a foreign
affiliateinvestment activities as well as interaction among
Ownerswhip (O), Internationalization (I) advantages and Domestic
Enconomics (L) advantages.

The paper is concentrated on direct and indirect links created by
foreign affiliateswith domesticenterprises, through which they may
influence on modernization of the domesticindustries; besides, it
determines the factors, which may influence on development of such
links. The paper considers domesticindustry modernization Scott-
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Kennel's model, which is followed with its usage opportunity
assessment on the example of Georgia. The model is considered in the
developing countries context. And finally, a number of questions and
assumptions are represented in order to make more detailed assessment
what way investment projects impact companies management processs
and the domesticindustry.

Goal of the research is assessment of international companies
management processs on the grounds of investment projects
implementation as well as their impact on domesticassets
enhancement on the example of Georgia. The research is based on the
model developed by Scott-Kennel.

Tasks of the research

J Analysis of foreign and Georgian scientists’
papers;

o Studies of the domesticenterprises and
industries development ways with Scott-
Kennel’s model applied;

o Development of the research methodology

and termination of the method suitable for
the given research;

J On the grounds of the developed
methodology, information obtaining about
foreign companies investment activities and
their analysis.

Hypotheses of the research represented in the paper:

1. The location advantage, in particular, characteristics of the
country and some or another industry determine efficiency of
investment projects implementation and a company success
on the domesticmarket.

2. Investors’ motive to establish links with domesticenterprises.
In paricular, it is hardly probable establishment of a union
through a resource-seeking investment, while efficiency,
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market or strategic assets seeking investments may turn out
much more successful.

Length of a affiliateworking at the domesticmarket influence
positively on links establishment.

There are two possible scenarios of innovations development:
1. When an innovation is introduced by a head firm, it
contributes to internationalization initiative of the resources
created abroad; When an innovation is created locally by a
affiliateor jointly with domesticfirms domesticfirms
involvement in this process is more likely through links or
competition efficiency.

Innovation introduction by a affiliateestablished in Georgia or
jointly with a foreign head firm shall positively influence on
links establishment.

The research issues and assumptions indicated above about the factors
determining links establishment factors are to be verified. Besides,

empiric data show that both direct links development and influence

on domesticfirms depends on domesticfirms capabilities.

1.

The larger domesticfirms capabilities are (from a point of
view of a relevant accessibility, price, degree, reliability and
technical advancement), the higher positive influence on
links establishment is;

The higher is domesticfirms  capabilities to deliver
standard/specialized materials for a foreign firm, the more
efficient investment activities may be implemented,
therefore, the higher positive influence on links
establishment may be.
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Review of the Scientific Literature

Distinguishing characteristics of multinational enterprises are revealed
in analysis of the FDI impact on the host economies. Transfer of the
unique set of resources from the head office to the foreign affiliate may
improve the latter’s economic characteristics, compared with the local
firms and besides, it may have the potential for the indirect effects as
well. This means that it has the potential for upgrading of the domestic
firmscapacities. Though, modernization of local industries depends not
only on advantages of the foreign affiliate ownership (O) advantages,
but also on location (L) specific advantages of the hosteconomy. This
issue should be discussed in further details for assessment of the firm
investment model, in particular, Direct Foreign Investment, impact in
the context of developing countries. As a rule, structures in the
developing countries significantly differ from the structures in the
countries exporting capital.

Scott-Kennel’s investment model is associated with the interaction
between ownership (O) advantages of foreign affiliates’ property,
internationalization (I) advantages and L-advantages of local
economics. This model ensures certain direction, for discussion of the
central issue studied in this work, formulated as follows: what is the
impact of incoming FDI on local industry in Georgia? Hence, the goal
of the work is to assess model of the investment activities carried out
by the international companies and their impact on development of
domestic industry in Georgia. Besides, Scott-Kennel’s model it should
be evaluated in various contexts.

Analysis of Scott-Kennel’s investment model for industries
modernization in recipient countries. Joanna Scott-Kennel in her PhD
dissertation offers domestic industries modernization model, which
applies Direct Foreign Investments system on the micro level. The
model provides for the domestic assets enhancement typical process as
well as impact on incoming Direct Foreign Investments on the
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industry development as, which may result from such extremity as the
enclave standing up to the other extremity — total integration.

Domestic assets enhancement. This process carries out IDP
operationalization with such mechanisms illustration, which may
contribute to the domestic industries modernization upon interaction
among foreign and local firms. The process includes four various stages.
Each stage constitutes a step to local firms and/or a foreign branch O-
specific advantages modernization.

1. The first stage of the investment modeling: an affiliate entry
to a foreign market.

2. A foreign affiliate enters into the host economy and introduces
certain O-specific advantages. These are the advantages unique
for the specific firm or those, unavailable for the domestic firms.
At the first stage the initial position is enclave position where
the affiliate only benefits from O-advantages, through complete
internalization application.

3. The second stage: formation of links
4. The third stage: O-specific advantages diffusion and transfer.

5. The fourth stage: ownership advantage enhancement. At the
last stage of thee process a domestic firm and/or aforeign
affiliate will be able to increase its O-advantages upon the
direct and indirect links established with foreign affiliates.

6. When completing the process Scott-Kennel assumes that the
final influence on the domestic industry will be determined
with abilities of a domestic firm as well as joint activities
carried out by domestic firms and affiliates.

Domestic industry modernization diagram model. For more visibility
of the abovementioned model Scott-Kennel represents a diagram
showing degree of links (DOL) between domestic firms and foreign
affiliates. In this case the model shall be applied as a guidance principle
to access degree of links (DOL) between foreign affiliates and domestic
industry.
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The diagram model is represented on figure #1. The upper part
represents links degree — DOL from the enclave up to the complete
involvement. According to the enclave scenario, a foreign affiliate
carries out direct internalization of its O-advantages and does not
establish direct links with domestic firms.

To the right direction links degree rises. For example, an affiliate may
establish downstream links with domestic firms, at the first stage of
investment, which constitutes way of learning from a firm possessing
the local experience and knowledge.

According to this scenario, DOL is higher than in the enclave scenario
and lower than in the development scenario, so DOL is medium.

At the second edge of the continuum DOL is high. According to this
scenario, a foreign affiliate creates a high degree links — alliances,
which implies a partial internalization of its O-advantages. In this case
O-advantages transfer between a foreign affiliate and a domestic firm
is mutual.

Specifically, the scheme represents three possible scenarios of the links
degree, which are related to the abovementioned three category of
links, in particular, the low, medium and high degree links (see scheme

1).

48



Total Internalization

Scheme 1
Local Industry Modernization Investment Model (Link degrees and
link types)

Indirect links Direct links
O-advantage diffusion O-advantage

Enclave «— Tow —— Medium —— High —» Local

integrated
Downstream Upstream links; DFI

links; agents/ suppliers/

customers subcontractors

Enclave  Competitive

Links non- Jinks; Knowledge Cooperation

existence) - comoetitors related links
agreements; Cooperative
Licensing/  partners

franchising

Foreign < OF > ¢ OF+0Oh —» Local

affiliate + + firm
Lh Lh
+ +
OLI If Ip OLI
=0Of =0Of + Oh

Management improvement process. Scheme 2 describes interrelation
between an affiliate OLI configurations and local firms as well as the
three types of links with local firms. The evolution scenario of
development is offered where various type links are placed in various
sites. When a branch establishes more solid links with domestic firms,
will be more integrated in the domestic economics and hence, the
domestic industry modernization process will be enhanced.

Finally, the domestic industry modernization process Scott-Kennel’s
model (2001) contains the evolutional scenario for development where
each type and degree of links are related to various OLI configurations.
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It implies that the model assumes that incoming direct foreign
investments contribution to the country economical development are
positively related to the links and firm level, which at the same time
depends on affiliate OLI configuration.

Consequently the question arises, whether the model could be used for
the context of Georgia?

The paper considers several factors, which may play decisive role in
the link development process. In particular, it considers the factors
related to characteristics of foreign affiliates or recipient economics (L-
factors).

Scott-Kennel represented the scheme for analysis of multinational
enterprises role in the recipient country industry. The scheme contains
the domestic industry modernization model from a point of view of
transnational interrelations and determines both FDI variables and
those, which are not related to FDI. Under ESP paradigm the scheme
contains economical systems and governmental policy as potential
determinants for links establishment.

Scott-Kennel model of domestic industry modernization in the context
of developing countries. The model illustrates the degree of links,
through continuum enclave FDIs on one end and development FDIs
on the other. Generally, the developing countries are characterized
with passive industrial context where domestic capabilities are weak
and the private sector —limited. Portel mentions that FDIs are attracted
by domestic L-specific advantages, primarily by the natural resources.
At this stage, the characteristic L-specific advantages are adequate for
attracting of FDIs but they are not sufficiently attractive to make links
with the domestic firms. This means that the enclave investments take
place in the cases where only affiliate gains benefits by modernization
of its O-advantages, employing full internalization.

Low degree linkages (DOL). After entry of the foreign affiliate, given
the conditions in the host country, the foreign affiliate would make
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the links with domesticfirms. In the context of developing country,
changed not conditioned by FDIs, specifically, with respect of
governmental politics and infrastructure, determines the degree of the
links made. Initially, it is expected that only indirect links will take
place — like hiring of the domestic labor and competition effects — as at

this stage the L-factors are not sufficiently developed to promote direct
links.

Medium degree linkages (DOL). Improved economic situation,
regulatory framework, capacities of domestic industries, all these may
result in creating of further links. As a result of improvement of
domestic situation the forward and backward links between the
foreign affiliates and domestic firms will be possible. In this context,
DOL and the process of domestic industry upgrading could be regarded
as medium.

High degree linkages (DOL). Degree of linkages is high when the
foreign affiliates and domestic firms closely cooperate, e.g. through
knowledge agreements or cooperation linkages. At this stage O-
advantages are upgraded and FDIs are fully involved, implying optimal
integration of FDIs into the host economy. In this case it is considered
that modernization of domestic industry is high (where the degree of
linkages is high).

Finally, implementation of various links and O-advantages further
increase constitutes interrelations between an affiliate O-advantages
and recipient economics L-specific advantages; meanwhile, L-factors
alterations substantiate O-advantages changes.

In the developing countries context, such L-advantage received by
succession such as abundanceof natural resources attracts a large
volume of Direct Foreign Investments. However, in the case of weak
local conditions, we may assume that the links will not take place if a
recipient country fails to improve domestic capacities, political system
and infrastructure.
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Issues and assumptions under study. The abovementioned Scott-
Kennel investment model describes the stages determining the process,
through which domestic firms improve their O-advantages, through
links established with foreign affiliates. Then the model was
reconsidered in developing countries context. On the grounds of the
analysis we may assume that the model may not be adequate in the
context whereas other important variables exist related to the
governmental policy and economical environment.

Therefore, we represent issues and assumptions under study for
assessment. We would like to consider whether Scott-Kennel
investment model maybe applied in developing countries, in
particular, in Georgia context.

The next step is assessment of what influence FDI make on the
Georgian industry. We represent issues and assumptions under study,
which will study indirect and direct links on the firm level. The study
has conducted in three stages: an affiliate profile, established link size
and determinant factors, and link common level.

Governmental policy. According to the theory, economical
development of the country is influenced by the governmental policy
direction. Generally, it is an opinion that economical growth of the
countries, which follow market orientation, is more significant than
that of inside oriented economics. Georgia is considered one of the
post-Soviet countries with the most liberalized economics; however,
its approach to Direct Foreign Investments rather conform to the neo-
structuralism than the neo-liberalism. Therefore, its policy is not as
neutral as it is officially announced; hence, in some aspects its political
system may hinder modernization of the local industry assumed by
Scott-Kennel investment model (2001), which implies that the
governmental policy may play the determinant role in links
establishment.

52



Description of Research and Methodology

Natural and social phenomena may be considered with philosophic
terms applied. These terms are given in the methodology chosen for
the research activities. There are certain significant differences
between quantitative and qualitative methods. These differences first
of all are manifested on the assumptions level (epistemological and
ontological assumptions).

Quantitative study implies a traditional scientific approach to the
problem solution, according to which the only reality exist, which
maybe described with variables, through which the cause, outcome
and relationships between variables are determined.

On the contrary, qualitative methods are based on the assumption that
several realties exist in a human’s perception of the world. Therefore,
to perceive and understand phenomena information obtaining from
various sources is necessary and further it generalization. One of the
primary methods for information receiving is humans’ conversation.
Goal of the qualitative method is profound understand of the
phenomenon, collection and analysis of ideas, sensations, motivations
and interrelations.

P. Gauri mentioned that case study is a useful method for gaining of
in-depth understanding of the issue, management situation or new
theory. Case study includes data collection from multiple sources, like
verbal reports, personal interviews, observations and written reports.
Thus, the key characteristics are the depth of the object to be studied
and concentration thereon. This approach is based on the integrative
power of study; ability of studying of multidimensional objects and
further unifying of various elements into the meaningful
interpretation.
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According to Yin, case study is more desirable approach than answers
to the questions “how” and “why”; study of the characteristics, by
means of Yin’s criteria, show that case study is an adequate method.

After the specific cases study is identified as the research best strategy,
data collection and interpretation processes were scheduled. During
the design process the following issues were considered, in particular,
a preliminary structuring degree, analysis unit determination,
identification of firms for specific cases and specific research
instruments details.

Research Results

Meta-matrix: cases initial joint consideration. This chapter describes
the first stage of cases joint analysis, where proceeding from the case
inner analysis, each affiliate profile, links establishment, determinants
for links establishment, and links degrees will be considered and
jointly studied. For the initial study of cases partially arranged meta-
matrix for individual cases inner analysis is developed. Meta-matrix
contains firm characteristics (an affiliate profile), direct and indirect
links (links establishment), link determinants, link degrees lines,
which were previously used for the case inner analysis. The case inner
analysis data were compressed and entered in the meta-matrix (see
Table 1).

An affiliate profile. Consideration of firm characteristics showed that
two firms operate in the agricultural sector, while two others operate
in the service sector. Therefore, we may say that the driving force for
the firms operating in the service sector, is a market seeking
motivation. Besides, all firms to a certain extent rely on resources
obtained from a head firm as a competitive advantage resource. Hence,
none of the firms have made investments for a purpose of local
innovations creation or development in Georgia. Despite these
common characteristics, the affiliates differ with their origin countries,
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age, entry regime, ownership type, autonomy level, affiliate role and

size.

Link establishment. Most part of the case firms are large competitors in
Georgia, while the firms which are small competitors are owned by

large corporations — big international players. Therefore, all these

firms, to a different extent, coped to influence the competitive
environment in the own sectors, mainly through innovations

introduction.
Table 1
Case Analysis: Meta Matrix
Case/variab HIPP Aromaprodu JSC Telasi ProCredit
les Georgia ct Bank
Affiliate profile
Basic activities Agricultur | Agriculture Power Financial
e sector sector
Age 7 29 17 16
Entry form Greenfield | Merging Merging Greenfield
amalgamatio | amalgamati
n on
Ownership form Georgian Georgian Georgian Georgian
affiliate affiliate firm owned | affiliate
by a foreign
firm
Autonomy Significant | Significant Violent Violent
influence influence influence influence
Firm size Medium Medium Large Large
Investment Efficiency Efficiency Market Market
motivation seeker seeker seeker seeker
Head office ownership | Numerous | Numerous Numerous Numerous
advantage
Innovations Yes Yes, parent
company
Investments for local No No No No
innovations
development
Competitive Parent Parent Parent Parent
advantage company company company company
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Basic competitive | High High quality | Managerial Service
advantage quality product, practice quality,
product, Advanced qualificatio
ecologicall technologies | n
y pure Best
product quality
product
”0O” advantage as | Advanced Domestic Managerial Products,
competitive technologi | resources practice Experience
advantagebasic source | es accessibility ,
Managerial | Technologie Market
practice s accessibilit
Training Innovations y
Market
accessibilit
y
Case/variables 1 2 3 4
Link establishment
Indirect competitive advantage
Basic Basic Large Large
competitor | competito | competitor | competitor
in Georgia | r in | at sat
and Georgia internationa
Competitive position internationa 1 marketsNo
I markets competitors
at the
Georgian
market
Competitive Medium Violent Violent
environment/competitio | influence influence influence
n alteration (niche
segment)
anestm.ent for do.m'eftlc No No No NO
innovations accessibility
Direct links
Customers’ links Over 10 Over 10 Over 10 Over 10
Suppliers’ links Yes Yes Yes None
Was Standard Standard
Local supply depending Standard
on a head
office and
used
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domestic

resources
Social responsibility Over 3 None 3 3
Knowledge related No No No No
agreements
Cooperation agreements | Yes No No Yes

Link degree Over Under Medium Medium
medium Medium

As to direct links with domestic firms almost all firms, proceeding from
their specificity, have established links with customers and render a
certain help to customers and/or suppliers. The companies mainly
establish links with foreign supply companies. These firms help
suppliers to satisfy their specific necessities successively.

None of the firms entered in the scheme have executed knowledge
related agreements; however, most part of them have executed
cooperation agreements, which they have executed with domestic
universities.

And finally, when collecting process a new type of links was identified,
which provides for knowledge and expert qualification transfer from a
foreign affiliate to the domestic industry. We determine such links as
Corporate Social Responsibility (CSR) links. In the most cases
knowledge and experience are transferred through projects and do not
provide for direct relations with domestic firms.

Links establishment determinants and link degree. All the firms have
established direct links with domestic firms as a result of projects
implementation. We cannot say that any of the case firms has
established a low degree link. Hence, all firms medium or high degree
link, according to the classification offered in the study model. This
situation is substantiated with characteristics of products or services of
all these firms, which as a rule, substantiate links establishment with
customers (medium links).
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Consistency seeking between cases. To identify exact consistency
between cases similar case groups were identified within the sample.
As a result, the analysis process was minimized down to three groups
analysis instead of two investment projects case. The paragraph below
considered the system selection process, within framework of which
similar firms groups will be identified and classified. To identify similar
firms groups within the sample framework partially arranged meta
matrix was applied.

To identify firm characteristics firstly emphasis was made on an
affiliate profile and further on the firms involvement degree, on the
grounds of links establishment.

Further basic activities of an affiliate were considered in the
clusterization aspect. Clusterization first attempt was carried out by
the origination country and is adequate initial point whether certain
similarities are identified in the firms activities.

In the case group two firms are engaged in the agricultural products
manufacturing, the third one is a bank, while the forth firm provides
distribution and sale of electric power. On the grounds of the
information represented, we may assume that activities of the firm is
not significantly depending on the origination country.

Under conditions of unclear interrelation among the firms countries
and their basic activities we considered their age, the country entry
regime and ownership form. When considering the affiliates age (a
term during which the affiliate operates in Georgia), its basic activities,
the entry regime and ownership form we revealed that the firms
operating in the service sector have the same age; however, their
entry regime and ownership form is different.

Further consideration for possible group classification is concentrated
on the firm size, value, autonomy value, investment motive, an affiliate
role, investment for a purpose of domestic innovation obtaining or
development, innovation and basic competitive advantages source.
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Proceeding from these notions, investment motives and investment for
a purpose of domestic innovation obtaining or development are the
same in various cases.

When considering direct links establishment, firstly scale and degree
of customers’ links should be considered. The volume and type of the
help rendered to clients is various, without any clear regularity.

As we conceptually represented in the study model, an affiliate link
degree (DOL) may change from the enclave position (where very few
direct or indirect links exist) up to the full integration where an
affiliate participates in mutually favorable cooperation contracts with
domestic partners. Thence, the link level should be determined for
three separate stages:

e Low when links are insignificant, on grounds of which
we may assume that an affiliate acts in the enclave
environment or restricted with indirect competitive
effects;

e Medium when an affiliate participates both in
customers’ links and suppliers’ links, with domestic
affiliates and/or CSR links as it is assumed within the data
collection process;

e High when an affiliate establishes more close
relationships with domestic firms, through knowledge
contracts or cooperation contracts.

Initial opinion about firm potential classification assumes three
potential structures as follows: the first one is based on the firm
characteristics (or an affiliate profile), the second one - establishment
of direct links, while the third one — the link degree. Among these
potential structures the link degree (DOL) structure is based on the
direct links establishment concept.  Hence, the direct links
establishment structure is component of the link degree (DOL)
structure whereas the latter represent the affiliate involvement degree
in the local industry through the selected investment model.
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When comparing an affiliate profile structure and link level (DOL)
structure, two basic arguments exist to consider the latter structure
(DOL) as foundation for the firms classification and analysis, within
the cases entire aggregate: the first issue of the research is a foreign
affiliate links degree in the Georgian industry and link establishment
determinants through investments making to identify how Direct
Foreign Investments influence onto on the local industry updating.
From this point of view, on the link degree grounds, through firm
classification the facts may be determined, which are various in
different firm groups and denotes differences from a point of view of
links degrees. It means that the factors may be determined, which are
related to involvement certain degree; the second, the structure
arranged on an affiliate profile provides for similar characteristics
forms groups identification, based on variables wide spectrum; it is
restricted as it cannot reveal clear interrelation among the firm
characteristics and influence onto the local industry.

Case and group identification. Let’s group case firms according to their
similar characteristics with the abovementioned link degree system
applied. This system determines three levels of involvement in the
domestic industries, on the grounds of the size and degree of the links
established by the firm. When identifying these notions the link size
and degree should be applied, informants’ data and additional data to
ensure that the analysis to be within framework of each case specific
experience.

The link degree notion is directly related to the link establishment
notion. It implies that of the size and degree of the links established by
a foreign affiliate determines its link degree with the local economics.
On the grounds of the link establishment perception by informants,
the firms considered in the case determined relationships with
suppliers, clients, similar industry firms, research entities, private and
state organizations. Size and degree of these relationships show that
the case firms links are medium or high degree.
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The forms of the case, which participation in the local economics is
restricted with insignificant competitive effect in the domestic
industry and several links with local organizations are characterized
with medium degree links. On the other hand, the firms which make
significant competitive influence on the industry and have established
both medium and high level links, characterized with high degree
links.

The abovementioned categorization provides for the case firms
classification in two groups- on the grounds of medium or high degree
links relative to whether an affiliate has established high degree links
through investment projects implementation.

Three groups of the firms would be determined to assess affiliate links
level through more versatile criteria application. From this point of
view, a number of variables are chosen to group the firms according
to their links level, providing each firm link level; hence, variables
contain both established links number (which is determined by a
number of relationships established with customers, suppliers
(subcontractors, other organizations), firms and cooperating partners)
and degree of such links. Besides, the competitive links are taken into
account to assess the firm links general level.

Specifically, for the link general level assessment five types links may
be applied: 1. Competitive links; 2. customers’ links; suppliers’ links; 4.
corporative social responsibility links;, 5. cooperation links.

An affiliate general level links are evaluated by summarizing an
affiliate assessment points for each type of the links. It means that
points are assigned to each type of the links, by a single variable or
variable aggregate (see the measured independent variable list table
2, table 1)., while the assessment criteria are given in the chapter
about the research methodology), which jointly determines size and
degree of the links established by an affiliate.
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Table 2
Independent Variables for Links Range Assessment

Link types Independent Variables
Competitive links Influence on:

e  competitive alterations

Suppliers’ links .
e  Dependence on Georgian firms
(domestic supply system);
e  Suppliers’ relationships;

. Help rendering to suppliers

Customers’ links , . . .
e  Customers’ relationships (quantity);

e  Help rendering to customers

Joint links .. .
e  Total joint agreements (quantity);

] Resource transfer

Beside the link level pints, degree and frequency points are assigned
to each firm (see the case firms points in the Annex); the degree pints
constitute summary of the resources quantity delivered by an affiliate
to suppliers/subcontractors, clients, corporate social responsibility
related entities, cooperative partners and various types of the help
rendered by an affiliate/ Size pints constitute summary of the points,
which are assigned according to quantity of relationships with clients
and suppliers, quantity of social responsibility projects and locally
received products/services types.
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Diagram 2

Firms Clusterization According to Scott-Kenne’s Investment Model
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To identify link degrees and frequency differences, the informal
occurrence diagram (see diagram 1). Three groups are determined
according to the case firms disposition of this diagram: firm #2 is a
component of the first group, which points are under the medium level
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degree; firms #3 and #4 are components of the second group, which
points are under the medium level size and above medium degree; firm
#1 is a component of the third group, which points are above the
medium level size and above medium degree.

Notions comprehension. Within framework of the analysis grouping of
the firms with similar characteristics determined tools for the study
further emphasis. Analysis is carried out to identify how further
emphasis was performed with variables considered in each group and
then usage of the results obtained to study variables in all the firms. As
a result of this analysis comprehension of each group variables became
more profound as well as common properties of all the firms.

Through the firms grouping as well on the grounds of data obtained
upon the case analysis, meta matrix is drawn up (see Table 1). This
arranged meta matrix will be applied as basis for concentration on each
group firms, according to an affiliate profile, established links,
determinants of the links, and will be used to create the study
structure. The table in which the firms are entered as discrete groups,
allow us to comprehend more profoundly notions characteristic for
each group and conduct further analysis for the aggregate firms.

Links determinants: origination and impact. Upon the case analysis
specific factors were identified, which impact links establishment for
each firm. In this part we described the analysis, which is applied to
detect existence of such factors, within the firm group as well as for
the aggregate firms.

Initially determinants nature and types were determined as basis of the
analysis. Proceeding from the case analysis, each determinant of the
links establishment may be classified depending on what type of links
is influenced by that and degree of such influence. The factor
influences on the customers’ links, suppliers’ links, corporate social
responsibility links and/or cooperation agreements formation.
However, a specific factor is not restricted with a specific link.
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Analogically, a certain factor may make positive or negative impact on
a certain type link formation, meanwhile its influence on another type
link may be opposite.

When making analysis within the case framework, in particular, when
making determinants analysis, two basic groups of determinants were
identified pursuant to their origination: 1. The factors related to a
foreign affiliate characteristics (the variables related to Direct Foreign
Investments); 2. The determinants substantiated with Georgia’s
location advantage, i. e. the variables that are not related to Direct
Foreign Investments, capacities of a domestic firm, the regulatory
market, etc. These groups conform to the groups offered in the study
model.

Finally, the firm affiliates’ profiles are compared for a purpose of the
factors identification, which may be related to a certain level of the
link;therefore, characteristics of the foreign affiliates, which may act
as the link establishment determinants.
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Judgement and Scientific Approaches

Outcomes of international firms investment activities are analyzed
pursuant to the following parameters: a affiliate profile, establishment
of a union, determinants for a union establishment and union degree,
on the grounds of which an arranged meta matrix is developed. Such
a meta matrix contains characteristics of a firm (a affiliate profile),
direct and indirect links (links development), links determinants and
degree.

Consideration of a firm characteristics show that two firms operate in
the agricultural industry, two ones — in the financial sector, while the
forth one — in the power sector. The firms considered in the paper
operate in Georgia and have both the market and efficiency seeking
motivation.

All firms to a certain extent rely on the resources received from a head
firm as a competitive advantage source. Therefore, none of these firms
have implemented investments in Georgia for a purpose of
domesticinnovations establishment or development. Despite these
common characteristics, affiliatesdiffere from each other from a point
of view of countries, age, the market penetration form, ownership
form, autonomy level, affiliaterole and size.

A affiliateprofile constitutes a basis for the domesticindustry updating
process more deep understanding; all that shall be carried out through
a firm characteristics representation, which may be related to a link
highrer or lower degree. It means that through joint consideration of
a firm characteristics development and link degree, we may determine
the firm characteristics, which depend on higher degree of links.

The firms studied  operate in the agricultural, power and
financialsectors where significant competitive amendmends are
manifested. Main part of the firms considered in the case are large
competitors in Georgia. As a result, all these firms influenced on the
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competitive environment in the relevant sectors through innovations
indtroduction; however, scale of their influence was various.

As to direct links with domestic firms, proceeding from the nature of
their activities, almost all firms have links with customers as a result of
a certain help rendered to them and/or for suppliers. Firms mainly
have established links with the supplier companies, which are owned
by foreigners, not by locals. These firms help suppliers to satisfy their
specific necessities successively.

All firms have established direct links with domesticcompanies.
Therefore, it is inexpedient to tell about a low degree link of the case
any firm. Therefore, all the firms have middle or higher degree links,
according to the categorization offered within the study framework.
This situation is substantiated with nature of the operations carried out
by all these firms, which as a rule provide for links establishment with
customers (middle links).

Scientific Approaches

e Meta matrix is developed for international firms investment
activities indiuvidual cases; this meta matrix is clustered
within each category framework specific variables applied (a
affiliateprofile, links development, links determinants, links
degree (level)).

e It is shown that success of international firms investment
projects mostly depends on the location advantages. It’s just
location that defines international firms investment projects
long-term implementation characteristics from a point of
view of their integration in the domesticeconomics, and links
established with domesticsuppliers.

e We have analyzed separate international firms investment
activities links degree and links frequency, developed these
firms clusterization diagram, which allowed us to evaluate
efficiency of the international firms investments as well as the
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integration level and its influence onto the domesticindustry
development.

e  Onthe grounds of investment activities modeling and studies
of the downstream and upstream links, we determined the
firms hierarchic management degree, which is ranged out of
the enclave condition (full internalization) up to partial
internalization (involvement in the domesticindustry)
condition.

Recommendations

Outcomes of the studies show that investment projects implemented
by foreign affiliates are mainly determined by the location advantages.
The investment projects implemented in Georgia are motivated with
the market or natural resources adoption. However, motive in one of
the cases studied by us was efficiency seeking. Activities of this firm is
oriented to the domesticand both outer markets adoption through
export; it has solid connections both with suppliers and other outer
partners; however, there are few contracts related to knowledge,
which is not contributive to technology transfer.

Therefore, when developing the industrial policy technological
breakthrough is to be taken in consideration when specific direct
foreign investments are attracted. As a matter of fact support of
investment activities is senseless when difference between a potential
foreign investor and domesticfirms network capabilities is too large.
Outcomes of the studies manifest that such inedegree among
competences level may not ensure establishment of domesticlimks.

In order to achieve efficient implementation of complicated
investment projects attention should be given to the education policy.
Education should make great contribution to assets development as
well as to domesticfirms ability to absorb new technologies and
knowledge. The studies showed that domesticskills and competence
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developmen t is especially important in the agricultural sector, which
as a rule depends on a human capital development.

It is necessary to schedule industries of priority where investment
projects are implemented throu FDI (Direct Foreign Investments).
Development of industrial and sectoral priorities, FDI industries
ranging on the special methodology grounds should serve to this goal
achievement. This methodology may rely on the micro economical
analysis acknowledged techniques such as portfolio and claster analysis
which as a rule are applied in the strategic management.

Whereas investment activities carried out by multinational enterprises
is determined with location advantages when the industrial policy
conducting, all basic parameters of the location advantages shall be
improved.
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