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Abstract: The article shows the economic situation in Georgia and perspectives 
the country has. The main problems that concern the population today, as well as 
the challenges that Georgia faces today and the tasks to be resolved are described 
in the paper. Along with the economic situation in Georgia, labor market conditions, 
foreign direct investments, foreign trade and competitiveness of the country are 
assessed. Paper concludes with the picture of the economic situation in Georgia and 
setting the ways of economic development.
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INTRODUCTION
During the last 5 years, Georgia's economic growth does not exceed 5%, which 

is very low for the country development. In spite of the low economic growth in the 
recent years, relatively high growth of the economy in 2017 can be observed compared
to the previous years that was mainly conditioned by the inflow of foreign direct 
investments, growing exports, increased revenues from tourism, large volumes of 
foreign remittances and increased external debt. Economic growth is reflected in the 
growth of the well-being of the population in a few years after the sectors of 
economy are considerably developed and create additional jobs. At the same time, 
we should note that Georgia is still a developing country, where natural resources 
and economic assets are not involved in the economic sector, which would further 
lead to double-digit growth of economy, development of the country and increase of 
the living standards. In abovementioned period, significant number of jobs has not 
been created, high levels of poverty and low income still remain as one of the main 
challenges. Level of competition is low in Georgia, monopoly, oligopoly companies 
dominate in determining the prices, and quality of the goods and services, hence poor 
quality products and high prices can often be observed on the market. The important 
task of Georgia's economic advancement is to develop relevant economic model and 
approaches that will be based on the synthesis of past experiences. Today we need a 
new, future oriented model that will be supported by international methodology and 
experience.

The development of economic models should be based on the realization of 
short-term and long-term objectives, which implies the implementation of a policy 
that will respond to the challenges facing the country and maintain sustainable, stable 
economic environment for the future generations. Economic development should be 
considered as a mechanism for creating welfare, ensuring high living standards for 
each citizen. The main focus of economic policy is the citizen of the country whose 
economic well-being and social security should be ensured.



OVERVIEW OF MAJOR MACROECONOMIC INDICATORS
For the development of the private sector relevant financial resources, expanding 

private property in Georgia and the capitalization of existing assets are needed. For 
attracting additional financial resources and economic development of the country,
it is necessary to attract investments (Table 1).

Table 1
Foreign Direct Investments in Georgia, 2013-2017 (million USD)

Years Total Quarter I Quarter II Quarter III Quarter IV
2013 949.9 252.2 208.8 254.8 234.0

2014 1 763.0 312.6 191.2 729.4 530.0
2015 1 576.0 294.6 465.6 486.0 329.8
2016 1 583.8 394.0 408.6 505.5 275.8

2017 1 346.5 404.5 347.5 594.5 -
Source: http://geostat.ge/index.php?action=page&p_id=2231&lang=eng

According to the National Statistics Office of Georgia, in the third quarter of 2017
foreign direct investments (FDI) in the country amounted to 595 mln USD, which is 
17.6% more than that of the third quarter in 2016. In the first 9 months of 2017 
(January-September), FDI to the country amounted to 1.346 mln USD, which is 3% 
more than that in the corresponding period of the previous year. The largest investor 
countries in the third quarter of 2017 were Azerbaijan (154 mln USD), Turkey (139 
mln USD), United Kingdom 63.4 mln USD) and the Netherlands (62 mln USD). As 
for the economy sectors, the largest investments were made in communications and 
transport (178 mln USD), construction (116 mln USD) and energy (72 mln USD).

It should be noted that investments are mainly made in infrastructure sector, but 
not enough, because for the economic development of the country it is essential to 
attract more finances in the manufacturing sector. Such fields that are reproductive, 
create economic wealth and employ economically active people. In addition, private 
sector should attract FDI and the state intervention should be minimal. Participation 
in the investment project should be based on the market principles and be in line 
with the country's economic development priorities (Table 2).

Table 2
Georgia's foreign trade, 2012-2017 (million USD)

Indicators 2012 2013 2014 2015 2016 2017 
January-

November
Foreign trade turnover 10433 10933 11463 9505 9408 9564

Registered exports of goods 2377 2910 2861 2205 2113 2440
Registered imports of goods 8056 8023 8602 7300 7295 7124

Foreign trade balance -5680 -5112 -5741 -5096 -5181 -4684
Source: http://geostat.ge/index.php?action=page&p_id=134&lang=eng

Georgia has a very high negative foreign trade balance. The share of imports in 
the total turnover is 75% and the country almost entirely depends on imported goods. 
Both final goods and semi-processed products are imported, which clearly indicate 
on Georgia's low economic development. Thus, it is necessary to develop national 
production in order to satisfy the local market, then to achieve export growth and 



economic development as well. The main export commodity groups from Georgia 
are as follows: (1) copper ores and concentrates (379 mln USD); ferroalloys (285 
mln USD), share in total exports is 12%; (2) auto-export (197 mln USD), share in 
total exports is 8%; (3) wine export (155 mln USD), share in total exports is 6%; (4) 
drugs (127 mln USD), share in total exports is 5%; (5) spirt drinks (108 mln USD), 
share in total exports is 4%; (6) mineral waters (87 mln USD), share in total exports is
4%; (7) nuts and walnuts (74 mln USD), share in total exports is 3%; (8) nitrogenous 
fertilizers (71 mln USD), share in total exports is 2.9%.

In Georgia, production levels are still very low and cannot satisfy local market. 
The exports quality to the EU is often incompatible with the EU standards. Therefore,
the major trade partner countries are land neighbors, viz. Russia, Azerbaijan, Armenia,
Turkey and separately China. Developed sector is processing, aimed at obtaining 
natural resources and agriculture products. Export are often re-export not produced 
in Georgia. Private sector in this field is undeveloped. Besides, it is important to 
increase workforce qualifications in the fields of industry. The academic and business
sectors should be linked to each other. Labor market and business should define the 
workforce demand for the needed professions. The educational system should be 
developed according to such demands and challenges of the labor market.

From other branches for Georgia, it is important to develop agriculture, as it has 
great potential due to the geographical and climatic conditions. According to official 
data, almost half of Georgian population lives in rural areas and this ratio has not 
been significantly violated during the last 20 years. It should be noted that a large 
number of workable population has gone to work in the cities or abroad. In case of 
encouraging agriculture, it is possible to create new workplaces and to employ people.
For the rural development, innovative technologies and knowledge, agricultural land 
and capital market development, basic infrastructure, substituting imported agricultural 
products with local products are needed. It is possible providing soil and climatic 
conditions of Georgia, which can contribute to the development of processing industry
and implementation of the necessary measures for opening foreign markets.

LABOR MARKET AND EMPLOYMENT CONDITIONS
Unemployment is one of the main problems for Georgia and the main priority of 

the country is to solve this problem. Although unemployment rate is 13.9% in 2017, 
such a data is a source of public discontent. Experts believe that these figures do not 
reflect reality, given country's severe socio-economic situation. The main reason for 
this is the high share of self-employed in the total number of employees. Self-
employed people do not consider them as officially employed as most of them are 
employed in rural areas and cannot receive the amount of revenue that will put them 
in a group of actually employed. Incomplete employment problem should also be 
mentioned. To research labor market problems fully, it is necessary to carry out a large-
scale survey in order to create more or less complete picture of labor supply and 
demand, which will become the basis to meet market requirements and identify most 
needed specialties. In the employment process, it is important that not only the 
workplace is provided, but also the labor rights of employees are secured.



Figure 1: Unemployment rate in Georgia, 2007-2017 (%)
Source: http://geostat.ge/index.php?action=page&p_id=146&lang=eng

The employee must be paid the appropriate compensation, which will provide 
them with decent living conditions. In addition to the existing reality, it is important 
to create a labor inspection service in line with European experience that will protect 
the rights of employees in order to have safe and suitable working conditions.

In recent decades, the state did not conduct any reforms in the field of education 
and labor relations. All reforms and initiatives including creation of Employment 
Agency or bringing in other standardized methods in the educational sphere, were 
socially disoriented short-term populist policy. On the labor market there is more 
workforce and less employment opportunities, i.e. excessive labor supply on the 
market can be observed. At the same time, there is a deficit on qualified staff, thus, 
the labor market is characterized by excessive supply of low qualification workforce 
and excess demand on highly qualified workforce.

ROLE OF FREE COMPETITION IN ECONOMIC DEVELOPMENT
Historical experience show that an effective economic development is impossible

in the conditions of the planned economy. Georgia must timely move to the market 
economy, where the products of high quality or low price are achieved within the 
conditions of free market competition. The economic policy must be determined by 
developing free market relations that will ensure the implementation of macroeconomic
goals as minimum. The important task of the state economic policy is to support free 
and fair competition for all economic entities in Georgia. Under free competition, 
business expansion will not be hindered. Business should be free from politics; the 
state should consider it as a major source of job creation. The private sector should be
dismissed from state regulations and be able to accelerate its economic activity. Free 
competition is the best way to achieve economic well-being. In terms of competition, 
the manufacturer should do business activities to provide decent working conditions 
and provide high quality available products that will be competitive on the market. 
Under free competition, the market functioning is determined by the consumers.

The governmental economic policy should be based on the principles of free market
economy; it means property rights' protection, free market competition and private 
sector freedom. It is important to protect competition in the country, as the market 
should be "free" for the distribution of all resources effectively. This means freedom 
of the choice, where the choice implies the market diversity in terms of the price and 
quality.
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Currently the Competition Agency functioning in Georgia is an independent 
public legal entity headed by the Chairman appointed by the Prime-Minister of Georgia.
The aim of the Agency is to promote market liberalization, free trade and competition.
To protect competition in Georgia, the Competition Agency will have to ensure: (a) 
inadmissibility of administrative, legal and discriminatory barriers to entry new 
business entity into the market from the side of the state and/or local self-government 
bodies; (b) proper conditions for a free access of the economic agents on the market; 
(c) inadmissibility of an unlawful restriction of competition between economic agents;
(d) equality in the activity of economic agents; (e) inadmissibility of the dominant 
position misuse; (f) ban of exclusive rights by the state, autonomous republic's 
authority and/or local self-government bodies to economic agents that cause unlawful
limitations of the competition; (g) maximum publicity, objectivity, indiscrimination 
and transparency in decision making by the authorized body.

CONCLUSIONS
The country's economic development should be based on the principles of free 

market and a strong private sector. Strengthening the private sector in the country 
will increase jobs and accelerate country's economic development. An important part 
of the country's economic development is foreign trade and economic relations. It is 
important that Georgia use its unique geographical location to maintain and enhance 
its transit function, as well as to develop the perspective of turning the country into 
a regional trading center. It is important that geo-economic location of the country 
be supported with a safe and stable business environment in order to implement 
important regional economic projects including transport and communications, as 
well as energetic resources within investment policy. To be transformed into a regional
trading center, the state should ensure the improvement of the business environment, 
free market principles and healthy competition. It is important for the human capital 
development to achieve compliance with labor market requirements and promotion 
of innovative and high-tech sector, stimulating export and rehabilitation/development 
of needed infrastructure for doing business. To ensure competitiveness/attractiveness
across the region and also achieve the recognition and attractiveness of Georgia on 
the global level, it is important to ensure the leading positions in various international 
rankings (Ease Doing Business, Human Development Index et al). To enhance the 
economy's competitiveness, it is important to expand the area of free trade agreements.
Thus, attention should be paid to the consistent and effective implementation of the 
Deep and Comprehensive Free Trade Agreement with the EU.

The capital market existence and development is very important for the country's 
economic development; it enables the economic entities to attract long-term financial
resources in parallel with bank lending. This means that the capital market creates a 
competitive environment not only for lending, but also for the redistribution of 
savings. The capital market's function is not only the supply of financial resources for
the business. Well-developed capital market is an additional instrument for placing 
the savings for the country's population. As a result, the developed and transparent 
capital market promotes stable economic growth and welfare of the population.
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