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                    Georgia: Economic Overview
Moving Toward Democracy and Free Markets:
Despite suffering severe political and economic turbulence following its independence in 1991, the economy has been accelerating since 2000 and Georgia was the second former Soviet country to join the World Trade Organization. GDP growth peaked at 8.6% in 2003. Although experiencing several years of slow growth after the 1998 Russian financial crisis, Georgia has led the former Soviet Union in developing the legal infrastructure necessary for an attractive investment climate. However, corruption still persists and confidence in the judiciary has not risen significantly. To aid the situation, further judicial and tax reform was enacted in late 2004. Georgia is currently an attractive destination for foreign investment because it maintains no currency controls, allows foreign investment in all but a few sectors deemed strategically important, and has implemented an impressive privatization program. 

Economic Indicators:
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Georgia maintains a GDP (PPP) of a little over $15billion and a per capita GDP (PPP) of $3,300. 
· The economy grew by roughly 7% in 2005.
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The Baku-Tbilisi-Ceyhan oil pipeline, expected to be completed by the end of 2005, and the Shah Deniz gas pipeline, built in 2004, will offer opportunities for investors in the energy sector as well as its related infrastructure. The United States is the largest foreign investor in Georgia, annually contributing between 20%-34% of overall FDI in recent years.

· The country is pinning its hopes for long-term growth on its role as a transit state for oil pipelines and trade. The recent construction on the Baku-T'bilisi-Ceyhan oil pipeline and the Baku-T'bilisi-Erzerum gas pipeline has brought much-needed investment and job opportunities to the republic.

Economic Structure:
· GDP per sector: 17% agriculture, 28% industry, and 55% services. Investment comprises 24% of the country’s GDP.

· Key sectors of economic activity in Georgia include energy, agriculture, trade, tourism, and transport, as well as significant projects in the food processing and telecommunications industries. This includes the cultivation of agricultural products such as grapes, citrus fruits, and hazelnuts; mining of manganese and copper; and output of a small industrial sector producing alcoholic and nonalcoholic beverages, metals, machinery, and chemicals.

· Georgia’s main export partners are the US (16.1%), Turkey (15.8%), Turkmenistan (11.8%), Russia (10%), and Armenia (5.6%). Its main import partners are Russia (14.2%), Turkey (11%), US (10%), Azerbaijan (8.1%), Ukraine (7.3%), Germany (6.6%), and Italy (4.3%). 

Political Considerations:

[image: image5.png]



· Georgia has been a democratic republic since the presidential elections and constitutional referendum of October 1995. The President is elected for a term of 5 years, limited to 2 terms; his constitutional successor is the Chairman of the Parliament. In January 2004 Mikheil Saakashvili was elected to a 5-year term.
· Georgia has an open trade regime, with most commodities carrying tariffs of either 5% or 12%, although automobiles have considerably higher rates. Some goods, such as grains, humanitarian goods, and aviation fuel, are exempt from carrying customs tariffs. Imported goods are also subject to a value-added tax (VAT) of 20% and an excise tax of 5-100% is levied on luxury goods.
 The corporate income tax stands at 20%.

Attractions:
· Tourism potential: The country’s warm climate and position on the eastern shore of the Black Sea make the country suitable for additional tourism development. During the Soviet era the Georgian coast was a favorite vacation area for residents of the Soviet bloc. Visitation to the resorts nearly ceased in the early 1990s with the outbreak of armed conflict, but with the return of stability, the region again has the potential of becoming a tourist destination. It also straddles the best transportation routes across the Caucasus Mountains.

· Strong agricultural sector: The country has one of the most diverse agricultural sectors of any of the former Soviet republics. The lowlands of the west have a subtropical climate and produce tea and citrus fruits, while grapes and deciduous fruits grow in the uplands. The country’s long growing season allows it to grow almost any crop, including various vegetables and grains. Draining of swampy coastal lowlands around the mouth of the Rioni River has also increased  fertile land in Georgia.

· Hydropower potential: Abundant rivers flowing from the mountains provide water for crop irrigation and hydroelectric production. Georgia has a great amount of untapped hydropower potential. Currently,  it primarily relies upon Russian pipelines for energy and its capacity remains underdeveloped.  Recently, US has expressed an interest in finding ways to break Georgia’s dependency and become more self-sufficient.

Troubled Spots:
· Energy shortages: Energy shortages continue to hamper the Georgian economy. The government frequently must ration household electricity and heating fuel during winters. Power outages are frequent and long lasting and many industries’ production is hampered by fuel shortages.

· Judicial system: Judicial corruption is still a problem despite the government's substantial efforts in trying to raise the level of efficiency and fairness in the courts. The Economist reports that "corruption and crime have raged through government, the judiciary, business and the lives of ordinary citizens for most of the past decade." According to The Washington Times, "In adjudicating [business] disputes, the performance of the Georgian court system has been mixed. Both foreign and Georgian investors have expressed a lack of confidence in the competence, independence, and impartiality of lower court decisions, in addition to the ever present concerns about their ability to be corrupted."
· Corruption: Corruption in Georgia, both official and otherwise, has been a significant and persistent obstacle not only to domestic and foreign investment, but also to economic development. Its pervasive nature and high visibility have stunted economic growth and undermined the credibility of the government and its reforms. In July 2000 the government created an Anti-Corruption Commission that published its report in the fall of 2000. Based on this report, an Anticorruption Coordinating Council was created to implement recommendations of the Anti-Corruption Commission. Its recommendations include several measures that, if implemented, would improve the investment climate. However, few, if any, of the recommendations have been acted upon.
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GDP trends in Georgia
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Georgia has a high potential for tourism





Georgian Parliament building in Tbilisi








� US Department of State - “Background Notes: Georgia” (http://www.state.gov/r/pa/ei/bgn/5253.htm) 


� The CIA World Factbook: “Georgia” (https://www.cia.gov/cia/publications/factbook/geos/gg.html)


� The CIA World Factbook: “Georgia” (https://www.cia.gov/cia/publications/factbook/geos/gg.html)


� Ibid.


� Encyclopedia of the Nations – “Georgia” (http://www.nationsencyclopedia.com/Europe/Georgia.html)


� International Finance Corporation  - “Paying Taxes in Georgia” (http://www.doingbusiness.org/ExploreTopics/PayingTaxes/Details.aspx?economyid=74)


� MSN Encarta: “Georgia” (http://encarta.msn.com/encyclopedia_761556415/Georgia_(country).html)


� Ibid.


� EurasiaNet: “Washington wants to help Georgia break its energy dependence on Russia” (http://www.eurasianet.org/departments/business/articles/eav080406.shtml)


� The Economist – “Country Briefings: Ukraine” (http://www.economist.com/countries/Ukraine/profile.cfm?folder=Profile%2DEconomic%20Structure)





