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SUMMARY

Georgia suffered severe political and economic turbulence during the years following the re-establishment of its independence in 1991.  Beginning in 1995, the country started to enjoy steadily improving political stability and economic growth.  Presidential elections were held in 1995 and again in April 2000, when President Shevardnadze was reelected to another five-year term.  Parliamentary elections were held in 1994 and then again in 1999, with the President's Citizens Union of Georgia Party (CUG) increasing the number of seats held by the party.  Local elections were held in 1998, with the next round scheduled for November 2001. 

The political status of the provinces of Abkhazia and South Ossetia is unresolved, with sporadic outbreaks of violence in Abkhazia.  Approximately 300,000 people displaced by these conflicts have yet to return to home.  Renewed fighting in the Russian republic of Chechnya has generated concerns that the conflict will spillover into Georgia.  Several thousand Chechen refugees have moved into Georgia's Pankisi Gorge, adding to the refugee/internally displaced population. 


In the mid-1990s Georgia began to experience modest but increasing levels of GDP growth and foreign investment.  Until 1998 Georgia’s economy grew on average 7% per year.  This growth was attributable to the introduction of a new, stable currency, reduced rates of inflation, and the re-establishment of both economic and political stability.  Economic growth and reform slowed in 1998, due to the Russian financial crisis, drought and political events, such as an outbreak of hostilities in Abkhazia and an assassination attempt against the President.  

Although growth through 2000 was positive, Georgia’s economic performance has slowed, with GDP growth of 3 percent in 1999 and 1.9 percent in 2000.  While a severe drought in the summer of 2000 undermined Georgia's projections for economic growth that year, the decline is also due to fundamental economic problems that have eroded investor confidence in Georgia.  

Foreign direct investment (FDI) has declined in recent years.  According to the State Department of Statistics, FDI in 2000 was USD 60.14 million, compared to USD 83.65 million in 1999.  FDI peaked in 1998 with USD 288 million, although a significant portion of this is attributable to one project: the Baku-Supsa early oil pipeline and Supsa terminal.      

The key sectors of economic activity in Georgia have been energy, agriculture, trade, tourism, and transport, as well as significant projects in the food processing and telecommunications industries. The United States is the largest foreign investor in Georgia, having contributed USD 20.4 million in 1999 and USD 12.2 million in 2000, or 24 and 21 percent of overall FDI respectively.

Georgia is a leader in the former Soviet Union of developing the legal infrastructure for an attractive investment climate.  Georgia maintains no currency controls, allows foreign investment in all but a few sectors deemed strategically important, and has implemented an impressive privatization program, including land privatization.  Georgia is also the second country of the former Soviet Union to join the WTO, which will provide additional opportunities for investors to develop export markets.   

Despite these advances, economic activity in Georgia is below potential.  The poor fiscal situation, pervasive corruption, and the arbitrary implementation of laws and regulations have inhibited foreign investment in Georgia. 

Problems with fiscal policy affected macroeconomic conditions in recent years.  An IMF program initiated in 1996 was put on hold in 1999 due to Georgia’s failure to meet certain budgetary targets.  However, an improved macroeconomic picture and a more realistic budget in the second half of 2000 paved the way for IMF Board approval of a new program for Georgia in January 2001.   Though Georgia’s fiscal performance since has been uneven, dialogue continues with the IMF and World Bank.  Georgia successfully concluded Paris Club debt rescheduling in 2001.

Corruption in Georgia, both official and otherwise, has been a significant and persistent obstacle not only to foreign investment, but also to economic development.  Its pervasive nature and high visibility have stunted economic growth and seriously undermined the credibility of the Government and its reforms.   

In July 2000 the Government of Georgia created an Anti-Corruption Commission that made its report in the fall of 2000.  Its recommendations include several measures that, if implemented, would improve the investment climate.   It is too soon, however, to determine whether effective anti-corruption measures will be implemented.  
Foreign investors report that the legal system often provides inadequate protection of investor rights, which has had a negative impact on the overall investment climate.  An unfortunate trend has emerged in which foreign investors become involved in disputes with local partners after their enterprise becomes profitable.  Although foreign investors have won a number of court cases in such disputes, in some cases, the foreign partner has been subject to arbitrary court decisions that appear to violate Georgian law in order to favor the local investor

Efforts to resolve these disputes have had mixed results.  President Shevardnadze chairs a Foreign Investment Advisory Council that reviews foreign investments.  Special governmental commissions are formed to review specific disputes and report back to the President on their findings.  The Chamber of Control investigates cases involving allegations of corruption.  These Executive Branch reviews have often resulted in decrees and other actions that have resolved the dispute favorably for the foreign investor.   

One investment dispute involving a U.S. firm that acquired a Georgian enterprise through a bankruptcy auction was successfully resolved at the end of 2000 through action by appropriate ministries.  However, other high-profile disputes continue.  Joint ventures are often structured under laws of third countries, and one Western investor has recently initiated arbitration proceedings against its Georgian partner in a European court.   

Judicial reforms initiated in the last year, including the introduction of competency exams for judges, could help to ameliorate these problems.  Reforms in tax and customs departments, outlined in Section 1, could also encourage an improvement in the investment climate.  

Despite these shortcomings, there continue to be opportunities for foreign investors in Georgia.  The construction of the Baku-Tbilisi-Ceyhan oil pipeline and the Shah Deniz gas pipeline will offer opportunities for investors in the energy sector as well as related infrastructure industries.  Additional privatization is planned this year in the energy sector, including power distribution outside of Tbilisi and hydropower facilities; as well the telecommunications sector.  Tenders for leasing contracts at Poti Port are also expected to be issued in 2001.  
1.  OPENNESS TO FOREIGN INVESTMENT 


The formal legislative framework of Georgia conforms to internationally accepted norms and principles.  Legislation governing foreign investment has evolved rapidly in Georgia since 1995.  This legislation compares favorably to that of other countries of the former Soviet Union, and aims to establish favorable conditions -- but not preferential treatment -- for foreign investors.  An early law granting a tax holiday to foreign investors was repealed in 1996 in favor of a regime guaranteeing national treatment in all but a very limited number of cases.  However, the Law on Promotion and Guarantees of Investment Activity protects foreign investors from subsequent legislation that alters the condition of their investment for a period of ten years.   


The principal legislation governing foreign investment includes the Constitution (1995), the Civil Code (1997), the Tax Code (1997), and the Customs Code.  The Law on Normative Acts provides that international agreements do not conflict with the Constitution.  Other legislation aimed at ensuring the free and efficient operation of business entities includes: the Law on Entrepreneurs (as amended in 1999); the Law on Promotion and Guarantees of Investment Activity (1996); the Bankruptcy Law (1997); the Law on Courts and General Jurisdiction; the Law on Limitation of Monopolistic Activity; the Law on Customs, Tariffs, and Deputies; the Accounting Law (1999); and the Stock Market Law (1998).


The legal framework governing ownership and privatization is provided by the following acts: the Civil Code; the Law on Ownership of Agricultural Land (1996); the Law on Private Ownership of Non-Agricultural Land (1998); the Law on Management of State-Owned Non-Agricultural Land (1998); and the Law on Privatization of State Property (1997).  Property rights in the extractive industries are governed by the Law on Concessions, the Law on Deposits, and the Law on Oil and Gas (1999).  Intellectual property rights are protected under the Civil Code, and by the Law on Patents and Trademarks (1999).  Financial sector legislation includes the Law on Commercial Banks, the Law on National Banks, and the Law on Insurance Activities (1999).

Much of the legal framework governing commercial activities in Georgia has been enacted only very recently.  Many of the laws were drafted with the assistance of technical advisors from the United States and Western Europe and are supportive of a liberal investment regime.  In recognition of this, Georgia was admitted to the WTO in 2000, becoming only the second country of the former Soviet Union to join the organization.  However, the true test of Georgia's commitment to openness, transparency and the equitable treatment of foreign investors will be the implementation and enforcement of these laws.


Ownership of property can be gained through acquisition, merger, takeover, or green-field investment. Ownership may be in the form of an individual enterprise, a general partnership, a limited partnership, a limited liability company, a joint stock company, or a cooperative.  Under Georgian investment law, foreigners may buy, invest or purchase interests in stocks, bonds, companies, buildings, intellectual property, natural resource development licenses, and "any other form of property recognized by law."  There is no requirement for local participation in ownership, management, contracting or procurement.  


Georgian law allows unlimited foreign ownership in most sectors, but it has limited foreign investment in some infrastructure projects.  Georgia also restricts foreign ownership of agricultural land, although agricultural land privatization for Georgians accelerated in 1999 through the survey and registration of agricultural land.  The government’s reform program, supported by U.S. assistance, envisages the creation of a land registration system, which would be the basis for the development of a land market.  In November 1998, Georgia passed the Law on Privatization of Non-Agricultural Land that allows investors to acquire ownership rights over non-agricultural land.   

Under the Law on Promotion and Guarantees of Investment Activity and its amendments, the Government must retain a controlling interest in air traffic control, shipping traffic control, railroad control systems, defense and weapons industries, and nuclear energy.  Only the state may issue currency and banknotes, issue certificates on goods made from precious metals, import narcotics for medical purposes, or produce control systems in the energy sector.  Investment in certain sectors is prohibited or subject to licensing.  These sectors include production of weapons and explosives; narcotics; poisonous and pharmaceutical substances; exploration and exploitation of renewable or non-renewable substances; exploitation of deposits of natural resources; establishment of casinos and gambling houses and the organization of games and lotteries; banking; insurance; issuance of securities; wireless communication services; and the establishment of radio and television channels.

In June 1996, the foreign investor registration requirement was abolished. However, the Law on Entrepreneurship stipulates the following requirements for the registration of all companies with the court: founder and firm principals' names, dates and places of birth, occupations, and places of residence; incorporation documents; area of activity; and charter capital.  This information, stated on a registration card, is subject to publication.  Any person may request and review business registration information. 


While the registration process is not generally considered to be onerous, the licensing requirements have been the subject of significant dissatisfaction among foreign investors.  Investors complain that the large number of business licenses currently required is unnecessarily burdensome. 


An early version of the draft Law on Licensing of Entrepreneurial Activities (1998) mandated licensing of a wide range of business activities and had granted authority to issue licenses to numerous agencies. In response to complaints by the business community, the draft law was revised to reduce the number of agencies involved in issuing licenses and restrict licensing requirements only to activities affecting public health, national security, and the financial sector.  However, foreign investors continue to cite licensing requirements as a key problem for them because various agencies re-instituted their licensing authority by decree. Members of Parliament have publicly stated their intent to pass legislation to reduce the burden of licensing for all businesses.      

A problem frequently cited by foreign investors is arbitrary action by the State Tax and Customs Departments, including frequent inspections, the imposition of unfair penalties, and the seizure of liquid assets.  Investors also report difficulties in ascertaining exactly what tax rates apply to a given activity and frequent changes to rates and payment instructions.  In July 2000, Parliament adopted a law to prevent any agency other than Tax and Customs from collecting fees to address this concern.  

The Government of Georgia has taken steps toward reform of the tax service. In December 1999, the Tax and Customs Departments were placed under a newly created Ministry of Revenues.  New tax and customs heads were subsequently appointed.  The U.S. Government has provided advisors on tax and customs reform.  Reform of the tax service is now well underway.  Examinations of tax inspectors were initiated in August 2000, and Tax Code amendments adopted in the summer of 2000 were in part intended to reduce opportunities for corruption in tax collection.  The President signed a decree on Customs reform in December 2000.  The Government of Georgia adopted a Pre-Shipment Inspection Program (PSI) to increase revenues from Customs and reduce the incidence of corruption in customs clearance.  The British firm ITS won the contract for the PSI program in 1998. The program has been controversial, but continues to be in force. When the contract expires however, there may not be enough support to continue this program.    

In 1992, the privatization of Georgian state assets was initiated with the Law on Privatization of State Enterprises. This program is among the most extensive in the NIS and provides significant opportunities to potential foreign investors.  This legislation provides for national treatment of both foreign and local investors who wish to participate in the privatization process.  The Law on Privatization of State Property, adopted in May 1997, recognizes four forms of privatization: tender, auction, lease buy-out, and direct sale.  According to the Georgian Investment Center (GIC), foreign capital is currently invested in 100 Georgian enterprises.     

While the privatization of most small and medium enterprises has proceeded smoothly, questions have arisen over the methods used in some larger privatization.  The Georgian Government and Parliament have launched investigations of past privatization involving allegations of wrongdoing by Government officials.   

In January 1999, the Ministry of Communication announced a privatization program for the telecommunications sector.  Georgia plans to privatize the local fixed line operator (Sakartvelos Elektrokavshiri) as well as the long distance operator (Sakartvelos Telekomi).  The privatization was delayed in 2000 because a new regulatory commission for the sector had not been established.  The tender for the privatization was announced on January 31, 2001.  Lack of investor interest caused the Government to extend the initial May deadline for interested bidders to October 2001.   

There has been progress this year to restructure the management of Poti Port. The plan announced by the Government in the fall of 2000 does not call for the privatization of port facilities, but will offer lease contracts for terminals to private sector entities.  Tenders will be issued and awarded in 2001.  This initiative could increase the profitability and efficiency of port activities and ultimately lead to greater interest in future privatization. 


A significant privatization process is underway in the energy sector.  Telasi, the Tbilisi distribution company, was the first entity in the power sector to be successfully privatized.  In December 1998, American company AES acquired a 75% stake in the company.  In early 2000, AES also purchased Units 9 and 10 of the Gardabani thermal power station that together generate about 35% of the sector’s total capacity.  

Plans are underway to group 70 local electricity distribution companies into regional entities for tenders to be issued in mid-2001.  Twelve hydropower and thermal power plants will be re-offered through a competitive tender process mid-year.  Once these sales are complete, 75% of Georgia’s electricity distribution and 50% of its generation capacity will have been privatized.   

A component of the energy privatization process was the July 1999 creation of the Wholesale Electricity Market (WEM).  It is composed of electricity producers, suppliers and customers and its main task is to facilitate wholesale electricity trade in a transparent and equitable way.  The WEM manages financial settlements and flow of funds in the electricity market and tries to ensure that electricity supplies are consistent with payments.  However, problems have arisen with the supply of electricity to non-paying state entities, although the WEM has recently increased its collections from these customers significantly.  The Government is planning to issue a tender for private sector management of the WEM in 2001.  The World Bank is planning to issue a long-term credit to support the implementation of this initiative.   

2.  CONVERSION AND TRANSFER POLICIES

Foreign investors may convert or transfer any amount of funds associated with an investment into hard currency.   Foreign investors have the right to hold foreign currency accounts with authorized local banks.  The sole legal tender in Georgia is the lari (GEL), which is traded on the Tbilisi Interbank Currency Exchange, as well as the foreign exchange bureau market.  The former is a wholesale market for foreign exchange between banks, while the latter handles large volumes of small retail transactions.  Any amount of lari generated by foreign investors can be sold for hard currency through these markets at a legal market-clearing rate or can be converted in banks that have a hard currency operation license.  The Law on Guarantees and Promotion of Investment Activity (November 1996) removed all duties on profit or capital repatriation from Georgia. 


Foreign investors in the past have faced delays when withdrawing funds from commercial banks.  Delays might also be anticipated in banking transfers because of poor interbank communication.  However, several Georgian banks have obtained access to the "Swift" and Western Union interbank communication networks, which eliminate transfer delays and guarantee immediate withdrawals.  Delays of over 60 days in transfer of funds are very rare.


After paying all applicable taxes, there is no limit on the inflow or outflow of funds for remittance of profits, debt service, capital, capital gains, returns on intellectual property, or imported inputs.

3.  EXPROPRIATION AND COMPENSATION


The Georgian Constitution provides for protection of ownership rights, specifically the universal rights to ownership, acquisition, disposal or inheritance of property. Foreign citizens living in Georgia possess rights and obligations equal to those of the citizens of Georgia.  The Constitution allows restriction or revocation of property rights only in cases of extreme public necessity, and then only as directly envisaged by law.  Georgian law prohibits expropriation of foreign investments, except in cases involving natural disasters, acts of God, other cases of force majeure, and epidemic emergencies.  

In cases of expropriation, Georgian law requires the Government to offer full compensation pursuant to the decision of a court of law.  Compensation must be paid without delay and should include both the value of the expropriated property as well as the loss suffered by the foreign investor by the expropriatory action.  The legislation does not stipulate the currency in which compensation should be given, but investors have the right to convert compensatory funds into hard currency at the market exchange rate and freely transfer such funds abroad without limitation.

Georgia has no history of expropriatory actions, although some investment disputes possessed characteristics of an expropriation.  One case involving an American investment fund backed by OPIC was resolved after nearly 3 years of dialogue between the investor and the Government of Georgia, and several government decrees.   

In July 1996 the Georgian Parliament adopted a bankruptcy law, which took effect on January 1, 1997.  Under this law, creditors may initiate bankruptcy suits against debtors and receive reimbursement from the bankrupted company (after meeting the minimal needs of the bankrupted company as defined by the court).  The Law on Promotion and Guarantees of Investment Activity provides for reimbursement to creditors in lari, which foreign firms may freely convert into hard currency and transfer abroad without any limitations.  

4. DISPUTE SETTLEMENT 


Georgia's legal regime for dispute settlement procedures meets international standards. Georgian law allows disputes between a foreign investor and a governmental body to be resolved in Georgian courts or at the International Center for the Settlement of Investment Disputes (ICSID), unless a different method of dispute settlement is agreed upon between the parties.  If the dispute is not considered at ICSID, the foreign investor has the right to submit the dispute to an ICSID supplementary institution or to any arbitration agency founded in accordance with arbitration rules of the Commission of the United Nations for International Trade Law (UNCITRAL).  

On February 3, 1994, Parliament ratified a decree on accession to the International Convention on the Recognition and Enforcement of Foreign Arbitration Awards.  As a result, the Government agrees to accept binding international arbitration of investment disputes between foreign investors and the state.  Decisions of international arbitrary bodies are to be binding.  Their enforcement is guaranteed by the state.


Despite the legal underpinnings for dispute settlement, inadequate dispute settlement procedures are one of the leading problems encountered by the foreign investment community in Georgia.  Although some investor disputes have been resolved favorably for the foreign investor, these cases have greatly undermined confidence in the Georgian investment climate.  There appears to be a trend in which foreign investors find their interests threatened once they become profitable.  In some cases, foreign investors believe that the Government and the courts have acted against them unfairly and in direct contradiction to the law.  Foreign investors have also reported instances in which government actions appear to be motivated by the financial interests of government officials.  In some cases, investors have found that assets or money have been diverted from company accounts.   

Several disputes involving local investors have centered on alleged illegal or improperly handled privatization and bankruptcy proceedings.  Other investment disputes involve the liability of the foreign investor for debts and taxes incurred by a Georgian enterprise before privatization or bankruptcy.  Such disputes have often involved alleged manipulation of corporate legal documents to the detriment of the foreign investor.  


In adjudicating these disputes, the performance of the Georgian court system has been mixed. While the judicial objectivity of the Supreme and Constitutional Court is dependable, the ability of the lower courts to adjudicate without interference has not been well established.  Both foreign and Georgian investors have expressed a lack of confidence in the competence, independence, and impartiality of lower court decisions, as well as their ability to be corrupted. 

Although some foreign investors have successfully sought redress in lower courts, in a few cases, lower court decisions have changed control of enterprises on questionable legal grounds.   Sometimes these decisions have been reversed by higher courts or government action. For example, a foreign investor in the telecommunications sector effectively regained control from a local partner through a higher court ruling. Another court decision that invalidated the acquisition of a foreign investor was later overturned by presidential decree. 

However, some high profile investment disputes continue unresolved.  In one case, a regional court suspended the partnership of a foreign investor in a joint venture and transferred management rights and control of the assets to the Georgian partner.  Although President Shevardnadze formed a Government Commission to resolve the dispute, lack of action prompted the foreign investor to apply to an international arbitration court to settle the dispute.  


In response to lack of confidence in the court system, the Government has embarked on a judicial reform program.  All serving judges were required to sit for qualifying examinations based on the current law.  Justices on the Supreme Court and the Constitutional Court were exempt from the examination requirement. On May 12, 1999, those judges who failed the examinations or refused to take them were replaced by 178 newly appointed judges; 30 existing judges retained their positions by passing the qualifying examinations.  In addition, the 1999 Law on Common Courts removed lay judges from the judicial system.  During 1999, public notaries began an accreditation process.  In 2001, an accreditation procedure for officials in the procuracy is planned.

5. PERFORMANCE REQUIREMENTS/INCENTIVES


There are currently no preferential tax incentives available to foreign investors in Georgia.  The 1996 Investment Law abolished previously existing benefits and tax holidays for foreign investors, and instead extended to them the same rights and protections as "physical persons and legal entities of Georgia."  The previous law on foreign investment activity had provided a number of incentives for foreign investors, including a tax holiday for certain foreign investments for 2 years from the date the investment became profitable.  Foreign companies that obtained licenses under the previous law were “grandfathered” for a five-year period.  

There are no performance requirements imposed as a condition of establishing, maintaining or expanding an investment.  In some cases, the terms of a privatization tender may specify performance requirements, but these typically relate to maintaining employment levels, or committing to make additional investment in the enterprise within a specified period of time.

There are no government-imposed conditions on permission to invest.  Foreign investors are required to disclose commercial information under licensing procedures, although the requirement is not excessively intrusive or unreasonably detailed.  Georgian legislation does not require foreign investors to re-invest profits locally.  


There are no discriminatory or excessively onerous visa, residence, work permit, or similar requirements inhibiting foreign investors.  Foreigners may obtain a visa from Georgian embassies throughout the world or obtain a 2-week single entry visa at a port of entry, the current cost of which is USD 80 for Americans.  This can then be extended at the Consular Department of the Georgian Ministry of Foreign Affairs.  Legislation does not stipulate any special permission for foreigners to live or work in the country.


Theoretically, foreign and domestic firms have equal treatment in government financed/subsidized research and development programs.  However, as a result of the government's acute budget problems, there are no government financed R&D programs that would attract foreign investors.    Research and development programs that have attracted foreign companies are funded by international organizations through technical assistance programs.


There are no discriminatory or preferential export or import policies affecting foreign investors. 

6.  RIGHT TO PRIVATE OWNERSHIP AND ESTABLISHMENT


The Civil Code, the Law on Entrepreneurship, and the Law on Promotion and Guarantees of Investment Activity authorize private entities to freely establish, acquire, and dispose of interests in business enterprises. The Law on Entrepreneurship specifically grants foreign and domestic private entities the right to establish and own business enterprises and to engage in all forms of remunerative activity.  In conjunction with this law, a number of sector-related laws regulate business activity in the banking, agribusiness, energy, transport and tourism sectors.

The Law on Promotion and Guarantees of Investment Activities of November 1996, and amended in June 1998, defines the legal principles governing foreign and domestic investments in Georgia and provides investment protection guarantees.  It provides that the rights and guarantees of a foreign investor cannot be less than the rights and guarantees of Georgian individuals or legal persons.  In the event that new legislation is adopted that adversely affects the conditions for foreign investors, the Law on Promotion and Guarantees of Investment Activities will continue to govern for a period of ten years from the date the new legislation is enacted.     


As noted above, the Government of Georgia has implemented an ambitious privatization program in which foreign investors have participated.  Although the law states that foreign and domestic entities will be treated equally, this is not always the case in practice. (See Section 1.)  While many of these investments have proceeded smoothly, there have also been cases in which Georgian Government officials participated inappropriately in privatizations.  Foreign investors' interests have also been harmed by court decisions, legislation and decrees that clearly favor the Georgian entity or partner involved in the enterprise.  (See Section 4.)   

Foreign investors have reported that government entities and private entities owned by former and current government officials or their relatives and associates, enjoy favoritism in licensing, access to information, and other privileges.  Foreign investors wishing to compete have been made to understand the necessity of taking government officials' family members as partners or employees.  Investors who have partnered with entities that have close ties to the state have not always been protected from adverse government actions.  

7.  PROTECTION OF PROPERTY RIGHTS


As noted above, the Georgian Constitution, Civil Code, and Law on Promotion and Guarantees of Investment Activity, protect property rights, including those of foreign investors.  The Civil Code facilitates acquisition and disposition of all property rights by foreigners.  However, foreigners are not allowed to own agricultural land, natural resources, the continental shelf, cultural and historical monuments, and military property. (See Section 1.) 

Despite these legal protections, foreign investors have been involved in disputes that have threatened their investments.  In turning to the court system for relief, they have met with varying success.  In some cases, foreign investors believe that court actions against them were in violation of their legal rights.  Although a judicial reform program is underway, it is too early to determine whether these reforms will adequately address this problem.  The fact that foreign investors cannot be confident that they will receive fair treatment in the judicial process is a major deterrent to foreign investment in Georgia.               


Regarding intellectual property rights, Georgia's accession to the World Trade Organization (WTO) in October 1999 further advanced its adherence to international norms.  A special WTO Unit within the Ministry of Foreign Affairs coordinates Georgia's efforts to ensure its legislation complies with WTO requirements, including the TRIPS agreement.      


Georgia joined the Paris Industrial Property Convention in 1994, and thereby became a member of the World Intellectual Property Organization and a party to the Patent Cooperation Treaty.  It is also a party to the Bern Convention for the Protection of Literary and Artistic Works (May 1995) and the protocol relating to the Madrid Agreement concerning the International Registration of Marks (August 1998).


These agreements were implemented through Georgia's Law on Patents and Trademarks, which was passed in February 1999 and took effect on May 20, 1999.  In addition, book four of the Georgian Civil Code on "Intellectual Property Law" provides protections for intellectual property rights.  Georgia's legislation applies to copyright provisions for literary, musical, artistic, photographic, and audiovisual works.  Industrial property rights protect inventions, trademarks, and industrial designs, and appellations of origin. Georgian legislation protects trademarks for ten years with the option to protect indefinitely.  Firm names are protected by the Civil Code and the Law on Entrepreneurship, as well as by other by-laws on industrial property.    


The Georgian National Intellectual Property Center (Sakpatenti) is responsible for matters involving industrial intellectual property (inventions, designs, layouts, trade marks), and for appellations of origin.  A law of appellation and geographic indications enacted in 1999 protect appellations of origin.  The Copyright Agency is responsible for copyrights, and the Ministry of Agriculture for plant variety protection.  The Cultural Department within the MFA is responsible for copyrights on literary, artistic, musical, photographic, and audiovisual works.   Patents are available in all areas of technology, including product as well as process, and for pharmaceuticals. Georgian law establishes the patent protection period as twenty years. 


New patent, trademark and design applications are filed with the Georgian Patent Service.  Foreign companies may apply only through local patent attorneys.  A special patent court in Tbilisi reviews applications.  The Entrepreneurship Law, revisions to the Civil Code, and the Commercial Banking Law guarantee protection of commercially valuable proprietary information, except for that subject to open publication. 

Despite the body of protective legislation, actual enforcement of intellectual and industrial property rights in Georgia is extremely weak.  This is especially true in the areas of computer software and audio- and videotapes.

8.  TRANSPARENCY OF THE REGULATORY SYSTEM


Georgia has made considerable progress towards establishing the legal underpinnings of an open and competitive market.  The country has begun to develop a regulatory framework intended that will foster competition.  Compared to other countries of the former Soviet Union, Georgia is relatively advanced in this regard.  

However, the regulatory system has far to go to meet the standards of transparency familiar to businesspersons in advanced western democracies.  Poor enforcement of existing laws and illegal practices by Georgian officials have cast a shadow on Georgia’s performance as a transition economy.    


For managers and officials schooled in the Soviet system and accustomed to the easy privileges of office, the cultural transformation to a system structured to reward competition and openness is difficult.  Concerns over conflict of interest issues or nepotism seem alien to a local commercial culture that is based on very strong and extensive family ties, clan loyalties, and personal contacts.  A recent history of poor detection and weak enforcement of laws has made non-transparency in the regulatory system profitable for a few powerful players.     

Streamlining procedures within a bureaucracy inherited from the Soviet era, while struggling under the financial constraints of a budget crisis, is a major challenge for Georgia's reformers.  Official government salaries have been eroded by inflation over the years to a point where most are at or below subsistence level, and many civil servants seek to supplement their income by opportunities their positions present.  Consequently, investors face innumerable petty obstacles and near constant frustration at the day-to-day difficulties of doing business in Georgia.  

The IMF, U.S. Government, and other international organizations are working with the Government to produce a budget that makes more realistic revenue projections and to reform the revenue collection system.  This is key to providing adequate salaries to government officials in a streamlined bureaucracy. It is hoped that this will reduce the need for civil servants to seek extralegal payments from businesses.   


Despite concerns with the actions of tax officials, the tax regime on its own is not a major impediment for foreign investors.  Employment taxes are comparable to those of western economies.  The combined rate of social charges is 33 percent of employees' base salary, with social security accounting for 27 percent of this amount.  Since salaries are low compared to western standards, these rates are not generally considered a deterrent by foreign investors, but could discourage job creation in local firms. 

In general, other rates of taxation in Georgia are also comparable to those in Europe and the United States, although the appropriateness of such rates is the subject of debate within the country. 

The Tax Code is the principal piece of legislation directing the formation and functioning of the taxation system, the payment of taxes, and the legal positions of taxpayers and tax authorities.  All companies--Georgian and foreign--are subject to central and local taxes, as well as certain social payments.  The principal taxes collected in Georgia are the following:


Value added tax (VAT): Taxable operations and taxable imports are subject to VAT at a rate of 20 percent of the value of goods and services.  VAT is payable at every stage of operation and import.


Profit tax: For all companies, Georgian and foreign, permanently established in Georgia, the rate of the profit tax is 20 percent.  In addition, taxes on dividends, interests and management fees are withheld at the source at a rate of 10 percent.  

Foreign entities without a permanent presence in Georgia are subject to a withholding tax on dividends, interest and other receipts at rates ranging from 4 to 10 percent as follows:

· Dividends and interest -- 10%  

· Insurance premiums by Georgian companies -- 4%

· Payments of Georgian companies for international   

telecommunication and transportation services -- 4%

· Payments made by Georgian entities for royalties,   management fees, the delivery of goods or rendering of services, rent for the lease of movable property, etc. -- 10%


Tax on property of enterprises (TPE):  This tax is applicable to foreign companies that carry out their activities in Georgia by means of permanent establishments.  The rate of the TPE is 1% of the value of the company's property.


Personal income tax (PIT):  The PIT is paid by resident as well as non-resident individuals at the following rates:

· Up to 200 Georgian lari --12% of taxable income

· 201-350 lari -- 24 lari + 15% of income over 200 lari

· 351-600 lari -- 46.5 lari +17% of income over 350   

lari

· More than 600 lari -- 89 lari + 20 % of income over   

600 lari


Social charges: The current tax legislation specifies the following deductions from employees' salaries:

· Health protection fund -- 1%

· Social security contribution -- 1%


Legal entities active in Georgia are required to make the following employers’ contributions:

 Social security contributions -- 27%

 Unemployment contributions -- 1%

 Health protection contribution -- 3% 

[Note: These rates were current in the year 2000.]   

Some foreign investors have advocated reductions in tax rates, and have asserted that tax rates are too high for Georgia, particularly regarding the 20 percent VAT and agricultural taxes.  The new Minister of Agriculture is advocating changes that could be considered in Parliament in 2001.  Another problem often cited by foreign investors is the frequent amendment of the Tax Code, leaving investors uncertain which taxes they are required to pay.


Currently, the United States does not have a double taxation treaty with Georgia.   

9.
EFFICIENT CAPITAL MARKETS AND PORTFOLIO INVESTMENT

Georgian law does not restrict the free flow of financial resources.  In practice, however, the flow has been restrained by inefficient and unreliable inter-bank communication, regularly requiring three to seven days; lack of financial resources in commercial banks; and widespread cash settlements.  There is also a residual mistrust of the banking system among many potential depositors as a result of scandals in the early 1990s involving local financial companies.  

The Georgian banking system is at an early stage of development.  The Law on the Central Bank, adopted in 1996, introduced a two-tier banking system consisting of the Georgian National Bank and commercial banks. Available money market instruments are the National Bank of Georgia (NBG) credit facilities and inter-bank funds.

By law, all commercial banks must become joint stock or limited liability companies. To improve the banking system, the NBG now certifies commercial banks and issues licenses for the conduct of specific banking activities.  Since 1994, the Georgian authorities have embarked on a comprehensive program of banking sector restructuring, with the help of U.S. experts.  The banking sector reforms, which focused on upgrading and enforcing prudential standards for commercial banks, have started to yield positive results, particularly with regard to banking sector consolidation.  

The introduction of bank prudential standards, generally in line with the Basle guidelines, together with enforcement of the regulatory framework by the NBG, led to a sharp reduction in the number of banks from a peak of 229 in early 1994 to 30 by the end of 2000.  In June 1999, the minimum capital requirement was raised to GEL 2 million, after which the NBG revoked one bank’s license.  The NBG raised the minimum authorized capital requirement to 5 million lari in January 2001, causing a few more licenses to be revoked. Only licensed banks are permitted to conduct hard currency transactions.

Currently, the banking system comprises domestic regional small and medium-sized banks, a handful of large banking institutions with branch networks, and two foreign banks (Turkish and Azeri).  The limited number of foreign banks in part reflects the small size of Georgia’s financial market.  However, foreign investment is significant, accounting for approximately one third of total bank capital.  Banking system assets have been rising and the maturity of loans has been gradually lengthening.  

Most banks issue three to six month credits for use in commercial operations, at interest rates that can exceed 5 percent per month.  Commercial bank lending tends to be restricted to associated or well-known companies, or to taking positions on their own account in investment projects.  Lending rates to small enterprises and start-ups are often prohibitively expensive.   

Bank lending grew by 35% in 1997, slowed in 1998 following the Russian crisis, and then resumed growth in 1999.  Seventy nine percent of total bank deposits are in dollars, reflecting the increased dollarization of the Georgian economy and banks’ desire to pass foreign exchange risk on to their clients.  Despite progress, the overall role of banks in intermediation remains very small, with a ratio of broad money to GDP of only 8 percent.  Rising dollarization suggests a lack of confidence in the Georgian Lari.  


Some programs backed by international donors have recently been introduced to extend credit to micro-enterprises and small-scale agricultural projects. The Microfinance Bank of Georgia was created in May 1999 with capital from the European Bank for Reconstruction and Development and the German KfW, among others.  Its current loan portfolio is USD ten million, with an average loan of USD 8000.  The success of these operations will lead to additional capital inflows in 2001.  


The U.S. Government supports financing to credit to small and medium enterprises (SME’s) through a five-year USD 25 million regional program implemented by Shorebank Advisory Services.  This project involves the provision of technical assistance and training to partner banks, while the IFC provides credit lines to two partner banks administered by Shorebank.  To date, this program has disbursed over USD 8 million and in 2000, facilitated 242 loans to SME’s in Georgia.  These programs include USD 10,000-500,000 loans to commercial enterprises with four-year repayment at 23-24 percent interest; Development Enterprise Loans between USD 1,000-15,000; and Real Estate Loans averaging USD 5,000 with four-year repayment at 21 percent.   

Continued banking sector reform, with a focus on increasing financial intermediation and mobilizing savings, will be important for Georgia’s sustainable economic growth.  The U.S. Government's Banking Supervision Project will continue to work toward the development of a regulatory framework that improves the health of the banking system.  During 2001, the project will have as one of its foci the implementation of a new asset classification system and enhancing laws on transparency in commercial bank activity.  

The portfolio investment regulatory system is currently being developed.  Capital markets development took a giant leap forward with significant technical assistance from international donors. In 1999, the U.S. Government completed a large-scale two-year program to create a stock market in Georgia.  The legal framework for the creation and operation of a stock market was established by the Law on Stock Markets, adopted in December 1998.  A regulatory agency, the National Securities and Exchange Commission, was created.  

The primary goal of the newly established Georgian Stock Market is to create a transparent, liquid, and organized securities market with a viable trading mechanism.  The stock market organizes public trading of securities in compliance with the exchange rules and procedures, and disseminates information on trading results and prices.  High volumes of trading are not expected on the stock market in the near future, but the volume of shares traded on the exchange and the number of companies listed has continued to expand since its opening in summer 2000. 

As of the end of 2000, 269 companies were admitted to trade on the Georgian Stock Exchange (GSE). Thirty-nine companies have been granted brokerage licenses, twenty of which have been certified to use the GSE trading system. The total trading volume for the year 2000 was 5,892,324 GEL involving 4,354,640 shares in 601 transactions.   

Developing an active stock market in Georgia will complement U.S. Government supported banking sector reforms.  Running concurrently and complementing the creation of capital markets is the Georgian accounting reform project, also funded by the U.S. Government, which is introducing international accountings standards (IAS) to Georgia and assisting enterprises to convert from the Soviet-era system of statutory accounting.  The Law on Accounting, adopted in February 1999 required all joint stock companies in Georgia to adopt international accounting standards by January 2000. 

Despite the legal requirement, very few companies have begun to use international accounting standards.  This is a slow process that requires well-trained certified accountants who are being prepared through the ACCA program. This program is expected to continue with U.S. Government support until there are enough ACCA trained instructors to deliver the curriculum.  A new U.S. Government project will work with Georgian banks to assess their compliance with the requirement to adopt IAS.  



No law or regulation authorizes private firms to adopt articles of incorporation or association that limit or prohibit foreign investment, participation, or control. Practices which restrict foreign investment, participation, or control of domestic enterprises are usually informal, sometimes involving criminal pressures which cause foreign owners to sell out their ownership.  There are no "cross-shareholder" or "stable shareholder" arrangements used by private firms in Georgia.


Georgian legislation does not protect private firms from takeovers.  There are no regulations authorizing private firms to restrict foreign partners' investment activity or limit foreign partners' ability to gain control over domestic enterprises.  However, the mechanism by which hostile takeovers might be executed is lacking at this time. 

10.  POLITICAL VIOLENCE 


Georgia encountered considerable instability in the immediate post-Soviet period.  A civil war in the early 1990s resulted in the ouster of then President Gamsakhurdia in early 1992.  Two assassination attempts against President Shevardnadze in 1995 and 1998 are believed to have been perpetrated by former supporters of Gamsakhurdia and paramilitary groups.     

Beginning in 1989, separatist conflicts flared up in the areas of Abkhazia and South Ossetia. Although the situation in these regions has calmed considerably, there was renewed violence in Abkhazia in 1998 and partisan activity continues in these regions.  Their status remains unresolved and the central government does not have effective control of these areas.  The small and relatively prosperous Black Sea province of Ajara, while never the scene of political violence, has a constitutionally guaranteed degree of autonomy from the government in Tbilisi.  Relations between the leadership of Ajara and Tbilisi are strained.  

Although presidential and parliamentary elections in 1999 and 2000 were marred by irregularities, there were no reports of violence.  There are periodic demonstrations by Internally Displaced Persons (IDPs) and other groups complaining of non-payment of salaries and pensions, as well as demonstrations for lack of electricity, but none of these have been violent.  Small opposition parties, including the Zviadists and Communists also demonstrate, but again these protests are non-violent.  Violence has been directed towards small evangelical groups, but this has been perpetrated by other religious groups, and not the Government.   

More recently, there have been concerns that the conflict in neighboring Chechnya could spill over into this country.  There has been an influx of refugees from Chechnya into the Pankisi Gorge in Georgia, where the local Kist population is ethnically close to the Chechens.   This has strained Russia-Georgia relations and coincides with difficult negotiations on the closing of Russian military bases in Georgia and the introduction by Russia of a visa regime which would require many Georgian citizens working in Russia to return home.       

Externally, Georgia maintains friendly relations with neighboring countries, including Turkey, Azerbaijan and Armenia.   These relations serve as an additional incentive for foreign businesses intending to come to the region. Development of regional energy projects, including the Baku-Tbilisi-Ceyhan oil pipeline and Shah Deniz gas project will strengthen Georgia’s ties with its neighbors.  It is also anticipated that these projects will generate greater investment in Georgia due to increased demand for goods and services associated with the development of the energy corridor.  The economic boost from these projects will also result in greater levels of employment and revenue, thereby encouraging stability in the country. 

11.
CORRUPTION


Corruption in Georgia, both official and otherwise, has been a significant and persistent obstacle not only to foreign investment, but also to economic development.  Its pervasiveness and high visibility have stunted economic growth and seriously undermined the credibility of the Government and its reforms.   

In Georgia, anti-corruption activity is regulated by criminal law.  The Criminal Code treats bribery as a criminal act.  The maximum penalty is fifteen years imprisonment and confiscation of property.  However, very few cases of substantial corruption have been prosecuted under this law, despite the high visibility of corruption.  The law enforcement agencies responsible for criminal cases have themselves been identified as harboring corrupt officials. 

Many U.S. and foreign firms doing business in Georgia have had direct experience with official corruption.  This includes interference by customs and tax officials, legislation and decrees that adversely affect their interests, and unfavorable court rulings in investment disputes. (See Section 4 on Investment Disputes.)  

The 'shadow economy' is sizable in Georgia.  Although estimates vary considerably on the percentage of illegal activity in the overall economy, it is clear that the shadow economy has negative consequences on official revenue collections.  Poor revenue collections exacerbate the poor fiscal situation in the country, and further hinder the Government's ability to provide basic services.  During the past two years, the Government has accumulated arrears on public sector salaries, pensions and allowances.  

Smuggling has emerged as a serious problem that undermines the competitiveness of legal imports and locally produced goods.  Although estimates vary, a commonly cited figure notes that half of all imported products are now smuggled in Georgia.  Smuggling is particularly widespread in the petroleum and tobacco markets.  Smuggling undermines trade in legal products and discourages investment, including foreign investment. 


The fight against corruption has gained momentum recently.  During the 2000 presidential election campaign, both the ruling party and the President identified anti-corruption efforts as a top priority.  The U.S. assistance program includes corruption as a priority issue. 

The Government of Georgia has started to take action to address these problems.  Part of this effort involves the Tax and Customs reforms discussed in Section 1.  In July 2000, the President announced the creation of an Anti-Corruption Commission headed by the well-respected Chairman of the Supreme Court.  The Commission issued a report detailing specific anti-corruption measures in the fall of 2000.  These include licensing reductions and budget transparency.  This document shows progress in that Georgia has become the first former Soviet State to openly acknowledge that corruption is a very serious and imminent threat to democratic and economic stability.  The implementation of the report’s recommendations would send a positive signal of the Government’s commitment to address this pervasive problem. 

Recently the Government has displayed a greater willingness to pursue cases against corrupt officials.  In the fall of 2000, four former energy officials were detained and charged with mishandling state funds.  The Head of the country’s Humanitarian Aid organization was also charged with diverting funds.  Some of these officials were singled out for corruption in a report issued by the Chamber of Control earlier in the year.  However, it is too soon to determine if the state of recent charges in old cases signals a commitment to reform.   

12. BILATERAL INVESTMENT AGREEMENTS


Georgia has negotiated bilateral agreements on investment promotion and mutual protection with 23 countries.  These agreements are in force through a Bilateral Investment Treaty (BIT) with the U.S. and similar agreements with Armenia, Azerbaijan, Belgium, the Benelux economic union, China, Germany, Greece, Israel, Kazakhstan, Kyrgyzstan, Luxembourg, Moldova, Netherlands, Romania, Turkey, Turkmenistan, Uzbekistan, the United Kingdom, and Ukraine.  Five countries have signed agreements with Georgia that have not yet been ratified.  These are Bulgaria, France, Egypt, Italy and Iran.    

13. OPIC AND OTHER INVESTMENT INSURANCE.


The Caspian Finance Center is located at the U.S. Embassy in Ankara, Turkey.  This initiative brings together representatives of OPIC and the Trade and Development Agency (TDA) to provide a one-stop-shop for American investors and traders seeking to do business in the Caucasus and the Caspian Sea region.


To date, the U.S. Overseas Private Investment Corporation (OPIC) has provided political risk insurance for three projects in Georgia totaling close to USD 20 million.  In October 2001, OPIC announced its first finance project in Georgia with a letter of commitment for a USD 26 million loan to the Joint Stock Company Hotel Tbilisi to construct two Marriott hotels in Tbilisi.  OPIC funding has also been extended to the Caucasus Fund, a regional investment fund focusing on projects in Georgia, Azerbaijan and Armenia.   


The Multilateral Investment Guarantee Agency (MIGA), part of the World Bank group, also offers investment insurance.  To date, however, MIGA has not insured any projects in Georgia. 

14.  LABOR

Georgia can offer an abundant supply of qualified, professional, trained technicians and skilled and unskilled laborers at extremely attractive costs compared to Western European and American standards.  The labor force is among the best educated and most highly trained in the former Soviet Union.         

The slowdown in economic growth has negatively affected employment in the country.  After several years of increases, the total level of employment in Georgia started to fall in 1997 and has continued.  According to the State Department of Statistics, the current labor force is over 1.9 million.  The official unemployment rate at the end of 1999 was 5.5 percent, or 100,000 workers and at the end of 2000 was 5.7 percent, or 108,000.   
The official unemployment rate, however, does not accurately reflect the real labor situation in Georgia. Under-employment and hidden employment remain widespread.  Many employees in the public sector are paid only token salaries on an increasingly irregular basis, which makes employment figures misleading.  In addition, a significant percentage of the Georgian labor market is believed to be employed in the shadow economy.  This casts further unreliability on official employment statistics.   

Unemployment and under-employment especially affect young people and those formerly engaged in non-entrepreneurial activities, such as specialists with a university or technical education who previously worked in state-supported sectors.  Teachers have been particularly hard hit as a profession, and generally do not earn a living wage due to a shortage of state resources devoted to schools.  As a result, teachers have sought out other employment.  This has had a detrimental effect on the overall quality of the education system in the country. 

Foreign businesses can benefit from the high level of education of the labor force.  For example, during the Soviet period a number of defense-related enterprises operated in Georgia and employed a skilled labor force of 90,000 people, including 10,000 scientists.  Georgia had a strong health care sector in the Soviet period, with particular strengths in medical research.  While some of the best qualified professionals and technicians emigrated from Georgia (mostly to Russia) after the Soviet Union's collapse, many have remained in Georgia and are attempting to find a new role in a market economy dominated by small farmers, traders and entrepreneurs.

The state social security system technically provides pension, unemployment and maternity benefits.  These benefits are negligible, however, and the system is bankrupt.  Despite wage gains made in earlier years, monthly average wages remain very low at about USD 37 as of June 2000.  In June 1999, the monthly minimum wage was raised to GEL 20 for state employees.  Monthly minimum pensions were increased to GEL 14 in November 1998 and remain at this level.  Employers are legally required to make social security contributions for employees, but compliance is uneven.  A number of informal survival mechanisms have emerged to supplement the formal social safety net.  Among the most popular mechanisms are subsistence farming, petty trade, family support networks, and sale of assets.  

Labor, health and safety laws are not considered an impediment to investment.  The labor market in Georgia is relatively free and open.  Although wage negotiations take place between employees and employers, trade unions are not politically powerful.  Some local and small-scale strikes have taken place among teachers, pensioners, and workers in different sectors of economy due to lack of salary payments.  However, this activity has not had a disruptive effect on economic activity.   


Legal aspects of employment relationships in Georgia are still regulated by the Labor Code of 1973, with certain amendments.  Though most of its provisions are outdated, Georgian legislation recognizes freedom of contract and, therefore, certain issues not regulated by the labor code may be resolved by agreement of the parties.  This is currently the general practice.  A new labor code, which will reflect recent political and economic changes, is currently being drafted by Parliament. 


The Georgian government adheres to the International Labor Organization (ILO) convention.  Georgia has signed multiple ILO agreements, including the Forced Labor Convention of 1930; the Paid Holiday Convention of 1936; the Anti-Discrimination (employment and occupation) Convention of 1951; the Human Resources Development Convention of 1975; the Right to Organize and Collective Bargaining Convention of 1949; the Equal Remuneration Convention of 1951; the Abolition of Forced Labor Convention of 1957; the Employment Policy Convention of 1964; and the Minimum Age Convention of 1973. 

15. FOREIGN TRADE ZONES/FREE PORTS 

There are currently no foreign trade zones or free ports.  Proposals to establish such zones have been under discussion but are controversial. Although there are no plans for Poti to be a “free port”, the Government is dedicated to improving port operations as part of its overall goal of developing east-west trade routes and revitalizing the Silk Road.  (See Section 1 on plans to restructure port management.)  

A major impediment to realizing this goal is inadequate infrastructure in the country.  Road and rail transport within Georgia is more expensive than in neighboring countries.  The conflict with Abkhazia has disrupted important rail and road transport links to Russia.  In combination with the lack of a railway connection to Turkey, this has complicated trade to and from Georgia.  

16. FOREIGN DIRECT INVESTMENT STATISTICS


Official statistics on Foreign Direct Investment (FDI)  inflows during recent years are as follows:

1995 
-    33.25 million USD

1996 
-    68.46 million USD

1997 
-   138.6 million USD

1998 
-   288.04 million USD

1999 
-   83.65 million USD

2000 
–  60.14 million USD

Total:
-    672.12 million

[Source: State Department of Statistics] 

The value of foreign investment in place at the end of 2000 was USD 672 million.  In 1999 the United States accounted for 24 percent of FDI in Georgia, or USD 20.07 million, and in 2000, accounted for 21 percent of FDI, or USD 12.63 million.   At the end of 1999, the U.S. was the largest foreign investor in Georgia, totaling USD 64.6 million, followed by Turkey (USD 10.2 million); the U.K. (USD 5.2 million); Korea (USD 3 million); Germany (USD 2.2 million); and other CIS countries, including Russia (USD 1.1 million).  [Source: State Department of Statistics.]

Foreign investment peaked in 1998 because of construction of the Baku-Supsa oil pipeline.  Nevertheless, there has been a declining trend in foreign investment. In 1998, FDI contributed to 6.4 percent of GDP, compared to 6 percent for 1999 and 5.2 percent for 2000.  

This trend could be reversed with the initiation of construction of the Baku-Tbilisi-Ceyhan pipeline and Shah Deniz gas pipeline across Georgia.  Other large-scale investments are anticipated in the tourism sector, with the construction of two Marriott hotels to be completed in 2001.  The privatization of the telecommunications sector could also bring another major foreign investment to Georgia.  


Georgian investment abroad is negligible.  There is little money for such investments, and the returns available within Georgia are far higher than outside the country. 
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