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The war with Russia in 2008 and the global economic crisis of 2008-2009 have had a damaging effect on the Georgian economy; however a modest recovery is expected in 2010. Many aspects of the business environment have been improved drastically through decisive reforms. Foreign investment and trade are key government priorities. The tax system has been simplified and reformed. Skills shortages are a major problem for employers, and most consumers have very low disposable incomes.

Chart 1

Ease of Doing Business 2010: Regional overview

Source: Note:

Doing Business 2010, World Bank Ranking covers the period from June 2008 through to May 2009. The ease of doing business index ranks economies from 1 to 183. For each economy the index is calculated as the ranking on the simple average of its percentile rankings on each of the 10 topics covered in Doing Business 2010, i.e. exclusive of the electricity pilot data. The ranking on each topic is the simple average of the percentile rankings on its component indicators. A high ranking on the ease of doing business index means the regulatory environment is conducive to the operation of business. Rankings from 1-61 refer to easy, from 62-122 refer to moderate and from 123-183 refer to difficult.

(Click here to view map in detail.)

1.

ECONOMIC STABILITY

Political tensions challenge stability
Georgia's economy

contracted by 4.0% in real terms in 2009 as a result of not only the global economic crisis of 2008-2009 but also due to the Russian-Georgian war of August 2008. The conflict displaced many agricultural producers, damaged transport and communications infrastructure and reduced the confidence of investors in the political and economic stability of the country. Other political tensions in the region, including continued disagreement with neighbouring Azerbaijan, also make the business environment more challenging.

However, an economic recovery is expected in 2010 with the economy forecast to grow by 2.0% in real terms. Attracting foreign investment is a major priority of the government, along with growing efforts towards diversifying the economy away from agriculture and into tourism and services. Foreign direct investment (FDI) inflows saw healthy growth between 2005-2007, from US$453 million to US$1,750 million, but the sharp deterioration in domestic and international business conditions caused a decline of FDI inflows to US$1,564 million in 2008.
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Chart 1: FDI intensity and FDI flows 2003-2008

Source:

Euromonitor International from International Monetary Fund (IMF), International Financial Statistics and World Economic Outlook/UN/UNCTAD/national statistics

The government's efforts to introduce economic reform, more business-friendly administrative procedures and to tackle corruption have helped restore some of the

confidence of foreign investors. There is a strong stated commitment to privatisation, which was brought to a virtual halt as a result of the conflict with Russia. However, one of the key privatisation deals, that of the national railway system, was called off in 2010, casting doubts over the government's commitment to the liberalisation of the economy. The World Economic Forum's global competitiveness index ranked Georgia 90th out of 133 countries for 20092010, with the country's ranking remaining unchanged since the 2008-2009 report. Corruption is a very serious problem at all levels of the administration, and Georgian businesses are frequently confronted with bribe-seeking officials. In 2009, Georgia was ranked 66th out of 180 countries in Transparency International's corruption perception index, suggesting only minimal progress with fighting corruption compared to 2008, when Georgia was ranked 67th out of 180 countries.
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Chart 2: Corruption perceptions index rank in selected countries 2009

Global rank out of 180 countries

Source: Note:

Transparency International Transparency International’s Corruption Perception Index ranks 180 countries by their perceived levels of corruption, as determined by expert assessments and opinion surveys annually.

2.

EASE OF DOING BUSINESS

Georgia ranks among top business environments
In World Bank's Doing Business 2010 report, Georgia was ranked 11th out of 183 countries, an

improvement of five positions from the 2009 report, largely due to significant reforms which made international trading and paying taxes easier and more efficient. It takes a total of 3.0 procedures and 3.0 days to start a business in Georgia, at a cost of 3.7% of the per capita income. This makes the process of opening a business one of the fastest, easiest and most affordable both in the region and internationally. By comparison, the average for the Eastern Europe and Central Asia region is 6.7 procedures, taking 17.4 days and costing 8.3% of per capita income. Registering property is also a very straightforward process which takes 2.0 procedures and 3.0 days and carries no cost. By contrast, in OECD countries on average, property registration requires 4.7 procedures and 25.0 days, and costs 4.6% of the value of the property. Getting credit became more difficult since mid-2008, due to the international crisis in the financial sector and the repercussions of the war with Russia on the domestic banking sector. Private credit bureaus hold credit information on 12.2% of Georgian adults, compared to 19.4% of the adult population average coverage for Eastern European and Central Asian countries, and 59.6% of adults covered in OECD countries. Closing a business remains one of the most difficult procedures investors can face in Georgia's business environment. The process takes 3.3 years and costs 4.0% of the estate, while claimants can expect to

recover 27.9 cents to the US dollar from an insolvent business. By comparison, closing a business takes 2.9 years on average in Eastern European and Central Asian countries and costs 13.5% of the estate, while claimants can expect to recover up to 31.6 cents to the US dollar. Dealing with construction permits was made easier thanks to reforms which introduced a simpler process for obtaining confirmation from utilities, a risk-based approval process for building permits and stricter time limits for obtaining an occupancy certificate. The information communication technologies (ICT) industry is seeing rapid expansion with the growing popularity of mobile communications and broadband Internet. Growth is from a very low base, however, and is limited by insufficient public investment and the poor state of the communications infrastructure of the country. The number of households with a broadband Internet connection grew from 0.3% in 2004 to 4.7% in 2009.

Table 1 Indicator

Table 1: Ranking in Doing Business 2009 - 2010 Doing business 2009 16 5 9 2 27 38 42 95 Doing business 2010 11 5 7 2 30 41 41 95 Change in rank 5 0 2 0 -3 -3 1 0

Ease of doing business Starting a business Dealing with Construction Permits Registering Property Getting Credit Protecting Investors Enforcing Contracts Closing a Business
Source: Note:

Doing Business 2010, World Bank (1) Rankings are based on data sets across 183 countries. Doing Business presents quantitative

indicators on business regulations and the protection of property rights that can be compared across 183 economies. (2) Ranking for each year covers the period June-May of previous year.

3. GOVERNMENT REGULATIONS AND TRADING ACROSS BORDERS
Government seeks to encourage FDI
Georgia's investment laws are transparent and generally treat foreign and domestic businesses equally, although corruption and favouritism are not uncommon and personal ties with officials are often decisive. The government has started various investment promotion programmes, focusing especially on sectors such as tourism and manufacturing, and on less developed regions such as the country's highlands. With foreign investment from Russia declining sharply due to the political tensions between the two countries, the Georgian government has focused on attracting investors from the Middle East, and particularly the United Arab Emirates. Georgia has been a member of the World Trade Organisation (WTO) since 2000, which has significantly facilitated foreign trade and reassured trade partners of the commitment of the government to liberalise trade and simplify importing and exporting procedures. Major reforms were introduced in the 2008-2009 period, including strict performance criteria for customs officials and fewer documents required. The country jumped an impressive 55 positions ranking 30th out of 183 countries in the World Bank's Doing Business 2010 report, compared

to the 2009 report. Exporting a standardised shipment of goods from Georgia requires 4.0 documents, takes 10.0 days and costs US$1,270 per container, making foreign trade faster in Georgia than in most OECD countries, where exporting requires, on average, 4.3 documents and 10.5 days. Similarly, importing a standardised shipment of goods requires 4.0 documents, takes 13.0 days and costs US$1,250 per container, compared to 7.8 documents, 28.4 days and US$1,774 per container in Eastern European and Central Asian countries on average.

Chart 4

Chart 3: Trading across borders global ranking 2010

Global rank out of 183 countries

Source: Note:

Doing Business 2010, World Bank (1) Data covers period June 2008 – May 2009. (2) Rankings are based on data sets across 183 countries.

4.

TAXES

Major reforms drastically improve the tax system
Major improvements were also achieved by the Georgian government in terms of reforming the tax system. In the World Bank's Doing Business 2010 report, Georgia was ranked 64th out of 183 countries for the ease of paying taxes, compared to its ranking of 112th place out of 183 in the 2009 report. Reforms included introducing an online payment system and abolishing the social tax. An average enterprise needs to make 18.0 payments, and dedicate 387 hours in order to prepare, file, pay and return its taxes every year. By comparison, the process takes 12.8 payments and 194 hours in an average OECD

country.

Chart 5

Chart 4: Total tax rate and number of hours to prepare, file returns and pay taxes 2005-2009

Source: Note:

Doing Business, World Bank (1) Total tax rate measures the amount of taxes payable by the business in the second year of operation, expressed as a share of commercial profits. The taxes included are profit or corporate income tax, social security contributions and other labour taxes paid by the employer, property taxes, turnover taxes and other small taxes (such as municipal fees and vehicle and fuel taxes). (2) Data for each year covers the period June-May of previous year.

Tax payments are fairly low and with the simplification of tax procedures, many companies no longer have an incentive to operate in the informal sector. However, it remains significant, with tax evasion also common. As of 2010, the corporate tax rate stood at 15.0% and value added tax (VAT) rate is 18.0%, with financial services, books and periodicals and the importing of machinery for the oil and gas sectors exempt from VAT. Free industrial zones offer investors incentives such as a 0.0% value added tax (VAT) and property tax rates. Georgia was party to 26 double-tax treaties in 2009, which prevent double taxation by offsetting tax payable in one country against tax payable in the other. A further four treaties are awaiting ratification, including those with Russia and Turkey, and 9 more are in the process of being negotiated.

Chart
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Chart 5: Corporate income tax rate in selected countries 2009

%

Source: Note:

Doing Business 2010, World Bank (1) Data covers period June 2008 – May 2009. (2) Tax rate refers to mandatory contributions that a medium-size company must pay or withhold in a given year in Georgia, as well as measures of administrative burden in paying taxes.

5.

LABOUR AND SKILLS

Skills shortages hamper competitiveness
Skills shortages are frequently cited as a major challenge for foreign investors in Georgia. These are largely due to the shortcomings of an obsolete and under-funded education system, the continued emigration of skilled workers in search of better economic opportunities, and the shrinking and ageing workforce. Government spending on education grew at a much faster pace in the 2004-2009 period compared to overall government spending, by an average of 38.9% per year in real terms. However, many schools, particularly in remote rural areas, continue to be under-staffed and poorly equipped. Despite very high literacy rates (99.0% of adults in 2009); well-prepared specialists in subjects such as business studies and information technology remain scarce. The gap between the economically active and the employed population has declined modestly, from 87.4% in 2004 to 82.2% in 2009. This was largely due to the declining number of working-age Georgians, which fell from 2.0 million in 2004 to 1.9 million in 2009, while at the same

time the unemployment rate increased from 12.6% in 2004 to 17.9% in 2009. The personal income tax rate has been set at a flat 20.0% rate, with plans to reduce it to 15.0% by 2012. The minimum working wage was GEL20.0 (US$13.4) per month in 2008, significantly below the minimum wages in most neighbouring countries, including Armenia (US$81.7 per month), Azerbaijan (US$73.0 per month) and Russia (US$136 per month). Georgian workers also have a lower productivity rate than workers in these peer economies: in 2009, productivity stood at US$6,916 per person employed in Georgia, US$11,042 per person employed in Armenia, and US$11,169 in Azerbaijan.
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Chart 6: Unemployment rate, economically active and employed population 2004-2009

Source:

Euromonitor International from International Labour Organisation

6.

CONSUMER MARKETS AND DEMOGRAPHICS

Low incomes limit opportunities
Georgia's consumer market development is uneven and largely concentrated in the capital Tbilisi, with many consumers in remote rural areas still living in poverty. The savings ratio has declined from -2.5% of disposable income in 2004 to -6.0% in 2009, although the large share of informal income suggests that this is only partly due to the growing popularity of consumer credit in the country. Consumer expenditure has seen uneven growth in the 2004-2009 period, increasing 27.3% in real terms in 2006 and contracting by 8.1% in real terms in 2009, overall

increasing 22.1% in real terms over the period. With a moderate economic recovery expected in 2010, Euromonitor International forecasts a smaller contraction of 0.8% year-on-year in real terms in consumer spending. Expenditure on key categories will continue declining, with spending on food and non-alcoholic beverages contracting by 3.5% in real terms in 2010, and on clothing and footwear declining by 5.9%. Spending on education and leisure and recreation is likely to grow by 6.7% and 5.9% in real terms, respectively in 2010, however these categories represent only a small proportion of total consumer expenditure. The annual disposable income in Georgia reached GEL2,799 (US$1,676) per capita, having grown modestly and unevenly during the 2004-2009 period, by a total of 19.6% in real terms. 2009 disposable income levels made Georgian consumers one of the poorest in the region, with Azerbaijani disposable incomes standing at US$2,108 per capita, Russian – US$5,328 per capita and Turkish – US$6,728 per capita in 2009. Thus, while low competitiveness and a rapidly improving business environment make Georgian consumer markets attractive for many foreign investors, low purchasing power and consumers' heightened price sensitivity continue to limit market opportunities.
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Chart 7: Consumer expenditure by sector 2009
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Euromonitor International from National statistical offices/OECD/Euro

View as multi-pages 

Cite This Essay

APA 

(2012, 10). Business Environment in Georgia. StudyMode.com. Retrieved 10, 2012, from http://www.studymode.com/essays/Business-Environment-In-Georgia-1136107.html

