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Abstract

Against the background of modern global challenges, investment acƟ viƟ es have gained relevance, 
especially in developing countries. Accordingly, for the economic growth and development of the country, 
it is important for the state to take measures that contribute to the opƟ mizaƟ on and modernizaƟ on of 
investment relaƟ ons. Therefore, the country’s leadership should pay great aƩ enƟ on to aƩ racƟ ng foreign 
investment, which will be aimed at social protecƟ on of workers, introducing technological innovaƟ ons, 
and not at using cheap labor. From the point of view of sustainable and stable development of the country, 
investments should be aimed at overcoming and miƟ gaƟ ng the diffi  cult economic situaƟ on in the long 
term, and not remain a market for cheap labor for investors. At the present stage, the main problem of 
the municipaliƟ es of the regions of Georgia is the economic situaƟ on, which is manifested in low GDP per 
capita, high unemployment and a high proporƟ on of socially vulnerable populaƟ on.

One of the subjects of acƟ ve discussion in poliƟ cal and public circles of any country is economic 
development, social situaƟ on, devaluaƟ on of the naƟ onal currency and infl aƟ on. The best way to avoid 
this situaƟ on is investment. The role of foreign investment is especially important for developing countries, 
since domesƟ c investment is currently in defi cit, to which is added an unstable fi nancial situaƟ on – a factor 
that hinders the country’s economic growth and the standard of living of the populaƟ on. Accordingly, 
the infl ow of foreign investment into the country is hindered by high interest rates on bank loans, 
confl ict regions, underdevelopment of the stock market and a number of other factors. However, foreign 
investment is associated with high technological innovaƟ on, complex tasks and signifi cant requirements. 
Accordingly, Georgia naturally leaves the niche of aƩ racƟ ng foreign investment.

Based on the above, when invesƟ ng in local governments, the government should plan and develop 
the concept of a large infrastructure project, since before making investments, the investor takes into 
account the raƟ o of two types of factors: insƟ tuƟ onal and personal at the municipal level: the infl uence of 
the government on the process of choosing a place for investment, the country’s development potenƟ al 
by various indicators and its internaƟ onal image.
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IntroducƟ on

AƩ racƟ ng investment plays an important role in the development of local municipaliƟ es in the 
country, as it contributes to economic development and increased effi  ciency. In parƟ cular, they create 
new enterprises and addiƟ onal jobs, improve modern technologies and update iniƟ al capital. They 
also contribute to the intensifi caƟ on of producƟ on and the entry into the market of new goods and 
services, which is benefi cial to both consumers and suppliers, as well as investors and government 
agencies. According to the Law of Georgia “On Encouragement and Guarantees of Investment AcƟ viƟ es,” 
“Investments are all types of property and intellectual property or rights that are invested and used for the
purpose of making possible profi t. Their involvement depends on many external factors and requires a lot 
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of eff ort. In parƟ cular, creaƟ ng an aƩ racƟ ve business environment, low taxes, creaƟ ng a stable and legal 
environment, seƫ  ng new prioriƟ es.

 To aƩ ract investments and eff ecƟ vely manage them, self-government bodies must create a municipal 
investment policy, namely: involving the populaƟ on, defi ning strategic goals and objecƟ ves, planning 
investment prioriƟ es and their analysis, etc. According to ArƟ cle 16, paragraph 4 of the Organic Law of 
Georgia “Code on Local Self-Government,” units of local self-government of Georgia (municipaliƟ es) are 
authorized to implement investment policy on the territory of the municipality.

One of the subjects of acƟ ve discussion in the poliƟ cal and public circles of any country is economic 
development, social situaƟ on, depreciaƟ on of the naƟ onal currency and infl aƟ on. The best way to avoid 
this situaƟ on is investment. The role of foreign investment is especially important for developing countries, 
since domesƟ c investment is currently in short supply, which is supplemented by an unstable fi nancial 
situaƟ on that impedes the country’s economic growth and living standards. An integral part of the modern 
economy is investment – long-term investment aimed at achieving economic acƟ vity and socio-innovaƟ ve 
eff ect, which is manifested in the form of cash, deposits, intellectual property, shares and securiƟ es.

Foreign Direct Investment

An important factor in the country’s economic growth is foreign direct investment. The fi nancial side 
is important for each investor so that he does not lose a cent and receives high profi ts, however, he must 
also be able to assess all the expected risks. Accordingly, before making a decision, the investor studies 
the economic investment environment of the country, since it is profi t-oriented, while the economic 
situaƟ on of the country receiving the investment is changing. It is extremely important for the state to 
control investment fl ows, since diversifi caƟ on is possible, which is a prerequisite for the loss of economic 
sovereignty. Therefore, the state should aƩ ract investments and investors focused on both the introducƟ on 
of technological innovaƟ ons and social protecƟ on of workers.

The investment environment of Georgia in terms of foreign direct investment by years and quarters 
of each year (see diagram N1) is as follows

diagram N1

Source: NaƟ onal Bureau of StaƟ sƟ cs of Georgia 2024
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If we compare the dynamics of foreign direct investment in the third quarter of 2022 with the same 
indicator of 2024, then the volume of investments received has almost halved, the fi rst quarter of 2024 
in the fi nancial sector is esƟ mated as negaƟ ve, revenues from foreign economic acƟ vity have also halved, 
and the volume of privaƟ zaƟ on has decreased by 517 thousand US dollars. However, most of the income 
should come from fi nancial and economic acƟ viƟ es, and not from privaƟ zaƟ on. It will be interesƟ ng to see 
if anything remains of privaƟ saƟ on by 2025. It is also worth noƟ ng that investors in Georgia avoid aƩ racƟ ng 
high-tech investments. The reason is poliƟ cal and economic instability, as well as low qualifi caƟ ons of 
personnel. 

That is why capital is of paramount importance for the region in miƟ gaƟ ng the current diffi  cult economic 
situaƟ on, since foreign direct investment changes the demand of the consumer market, increases the 
budget and increases the standard of living of the populaƟ on. Accordingly, the diffi  cult economic situaƟ on 
deals a direct blow to the business sector. In Georgia, the volume of foreign investment in 2023 amounted 
to 1902.2 thousand US dollars, while in 2022 investments were recorded at the level of 2253.4 thousand 
US dollars, and according to data for nine months of 2024 – 966.3 thousand US dollars. According to the 
Georgian StaƟ sƟ cs Service, the largest foreign investments in Georgia in the third quarter of 2024 (see 
diagram N2) are:

diagram N2

Source: NaƟ onal Bureau of StaƟ sƟ cs of Georgia 2024

In terms of foreign direct investment in Georgia in the third quarter of 2024, the Netherlands leads 
with $60.2 million, Malta is in second place with $58.3 million, and the United Kingdom is in third with 
$55 million. Also, investments come almost equally from Turkey, the Czech Republic, Japan and the United 
States. Investment came from about seventy-fi ve countries. By sector, the largest percentage was invested 
in fi nance and insurance – $300.1 million, which is 52.3% of the total volume of foreign direct investment. 
This is followed by: real estate, communicaƟ ons, transport, art, educaƟ on and administraƟ ve acƟ viƟ es. It is 
also interesƟ ng that investments in the country increase gross domesƟ c product, although in Georgia gross 
domesƟ c product is sƟ ll low at the current stage, which is aggravated by the violaƟ on of macroeconomic 
parameters called public debt, since it should not exceed 60% of GDP. It is also noteworthy that Georgia 
is characterized by low tax rates, and the sale of foreign investment in free industrial zones on its territory 
is not profi t, but a heavy burden for the populaƟ on. In parƟ cular, electricity consumpƟ on and taxes are 
growing, since a huge number of consumers are companies disƟ nguished by technological innovaƟ ons 
and cryptominers.

Investment at the local government level is a long-term development perspecƟ ve. The municipality 
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gets the opportunity to achieve a compeƟ Ɵ ve advantage over a long period of Ɵ me, increase its own 
fi nancial income and economy, introduce high-tech services and create jobs. All this in a completely
new way represents the image of the municipality. Before invesƟ ng, an investor at the municipal level 
takes into account the raƟ o of two types of factors: insƟ tuƟ onal and personal: what is the government’s 
infl uence on the choice of investment locaƟ on, the country’s development potenƟ al in various indicators 
and its internaƟ onal image. Accordingly, before making a decision, he conducts an analysis that includes 
a large-scale view of the country’s stability and macroeconomic sustainability. In addiƟ on, the decision 
is signifi cantly infl uenced by personal and insƟ tuƟ onal factors and their raƟ o. Although investments are 
made in a parƟ cular municipality, economic growth and stability are important to them. In parƟ cular: 
gross domesƟ c product, gross naƟ onal product, gross domesƟ c product per capita, savings, foreign 
direct investment, aggregate public debt and, most importantly, indicators and indices developed by 
internaƟ onal organizaƟ ons that determine the country’s raƟ ng. In recent years, the Georgian government 
has been acƟ vely improving communicaƟ on with investors in the context of the eff ecƟ ve use of indices 
and indicators.

When invesƟ ng in local governments, an asset can exist, but only part of it can be used. That is why 
the government should plan and prepare a concept for major infrastructure events. By sector, the largest 
share of foreign investment in 2023 falls on fi nancial and insurance acƟ viƟ es – 30.7%, followed by trade 
– 16.5%, manufacturing – 16.9%, transport – 8.7%, informaƟ on and communicaƟ ons – 6.3% and other 
sectors – 22%. Investments in municipaliƟ es in the region were distributed according to needs. In 2024, 
Georgia received $891.5 million in foreign direct investment, which was distributed across the largest 
sectors as follows:

Financial Insurance System – $526.5 million
Manufacturing – $170.2 million
Real Estate – $155.3 million
In recent years, when communicaƟ ng with investors, posiƟ ons seem to be improving, but in our 

realiƟ es, the data best speaks of fundamentally negaƟ ve dynamics. In parƟ cular, for the three quarters 
of 2024, there is an increase in investment, while the fourth quarter turned out to be negaƟ ve. Such a 
rapid drop from 202 368 thousand lari to -16 301 thousand lari (almost 186 thousand lari) does not occur 
with orderly regional management. Investors are oŌ en wary of a country with volaƟ le macroeconomic 
indicators and monitor the current economic environment and policies, which can cause diffi  culƟ es. This 
applies in parƟ cular to gross domesƟ c product, gross naƟ onal product, gross domesƟ c product per capita, 
purchasing power parity, savings rate and is based on data published by the NaƟ onal Bureau of StaƟ sƟ cs 
of Georgia.

 IdenƟ fying investment needs and aƩ racƟ ng investment for municipaliƟ es in developing and low-
income countries is an important aspect of economic development that should answer the quesƟ ons:

 What direcƟ on of development of the region is a priority;
 Which sector is growing to receive investment in the municipality;
 What specific advantages does the municipality have?
In addiƟ on, in response to rising infl aƟ on in the world, most countries have Ɵ ghtened monetary 

policy. This reduced infl aƟ on somewhat, but aff ected the pace of economic recovery, aff ecƟ ng fi nancial 
markets and global interest rates. The impact of the pandemic and war on the economy and the pace of 
its subsequent recovery diff er depending on the country and sector of the economy and is due, on the one
hand, to fl uctuaƟ ons in the world commodity and fi nancial markets, and on the other, to the uncertainty 
that arose as a result of the Russian-Ukrainian war and other geopoliƟ cal problems.

According to the October 2024 World Economic Outlook, the InternaƟ onal Monetary Fund, aŌ er 
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growing 3.3% in 2023, esƟ mated global growth in 2024 and 2025 at 3.2%. It is noteworthy that the actual 
rate of economic growth in 2023 is 0.1 percentage points. higher than the forecast made in April of the 
same year (3.2%). Global infl aƟ on is sƟ ll at a high level, although it tends to decline. In 2022-2023, world 
infl aƟ on was 8.6% and 6.7%, respecƟ vely, the InternaƟ onal Monetary Fund esƟ mated this fi gure for 2024 
at 5.8%, and for 2025 at 4.3%. The global infl aƟ on forecast for October 2024 is 0.1 percentage points lower 
than the forecast made in April of the same year and amounts to 5.8%, while infl aƟ on will decrease to 
4.3% by 2025 (in contrast to 4.5% expected in April). It is worth noƟ ng that expectaƟ ons for the medium 
term were revised downward, and infl aƟ on in 2026-2028 is expected to be 0.12 percentage points lower 
compared to the April forecast of the current year, which was also facilitated by the downward trend in 
food prices and petroleum products. In addiƟ on, future economic growth will conƟ nue to require avoiding 
further economic fragmentaƟ on, maintaining global liquidity, managing debt problems, and overcoming 
climate change.

The economic growth of the region is facilitated not only by aƩ racƟ ng investments, but also by the 
acƟ ve involvement of ciƟ zens in the process of municipal administraƟ on, which is a new main challenge. In 
parƟ cular, what contribuƟ on each resident makes to the development of his seƩ lement, to what extent he 
parƟ cipates in solving important issues for the municipality and whether he shares responsibility with the 
authoriƟ es. Accordingly, it is important for ciƟ zens to know about the fi lling of the budget with taxes and 
the spending of income. Knowledge of this issue increases the moƟ vaƟ on of ciƟ zens to acƟ vely parƟ cipate 
in the budget process. In 2020, against the backdrop of geopoliƟ cal risks developing in the region, as well 
as a worsening fi scal situaƟ on and a reducƟ on in income, private investment received a signifi cant blow, 
which conƟ nued in 2021 and averaged 13.1% of GDP. Against the backdrop of geopoliƟ cal events in 2022, 
private investment amounted to 15.9%, and in 2023 increased to 16.9%. The growth trend will conƟ nue 
in 2024 and is expected to improve to 18.1%. It is also important that reducing investment, on the one 
hand, reduces the current account defi cit, which is a posiƟ ve factor in external vulnerability. However, on 
the other hand, this reduces the growth potenƟ al, which impedes the maintenance of macroeconomic 
stability. Accordingly, in the medium term, supporƟ ng investment through government capital spending 
will be important to sustain economic growth. It is expected that in 2025 the current account defi cit will 
conƟ nue to decline and by 2028 will decrease to 3.7% of GDP. Accordingly, if the current situaƟ on worsens, 
we may receive high external debt and an increase in interest expenses, which will put addiƟ onal pressure 
on the fi scal balance. Since not only taxes will increase, but also the process of economic recovery will slow 
down. In parƟ cular, it is important to analyze global geopoliƟ cal risks. The recent growth of infl aƟ on and 
interest rates in the world will signifi cantly slow down the economic recovery. 

Conclusion

Thus, investments are considered the most eff ecƟ ve means of business development in the 
implementaƟ on of strategic goals and objecƟ ves for the development of the region. The investment 
structure should increase the volume of investments directed to the revival and development of 
producƟ on. Territorial investment measures should meet diff erent and diverse needs. The investment 
environment played an important role in eliminaƟ ng the diffi  culƟ es encountered in the Georgian economy 
and acceleraƟ ng structural opƟ mizaƟ on. In parƟ cular, in connecƟ on with the growth of investments in 
the region, four free industrial zones were created, which will contribute to increasing the country’s 
compeƟ Ɵ veness and economic growth.
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