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ABSTRACT 

Foreign direct investment is an important element of strengthening developing 

countries, as it represents a source of knowledge, capital, technology in the country, 

and also helps to stimulate the growth of the economy. Foreign direct investment 

boosts national production, which means more jobs, more income, and lower prices 

for local production. The article analyzes the special importance of foreign direct 

investments for the economy and social condition of developing countries, including 

Georgia, a country with the status of a candidate for the European Union. Georgia is 

approaching the big family of the European Union, which is achieved through 

consistent and gradual steps, following European principles and values. The candidate 

status is an opportunity for Georgia to access additional financial resources, which 

implies gradually access to those programs and instruments that are available to 

countries in the process of joining the European Union. Economic benefits include an 

increase in foreign direct investment. The article analyzes the dynamics of the volume 

of foreign direct investment in Georgia, in various aspects, including country groups, 

regions, EU countries and sectors. The purpose of the article is to evaluate the 

economic and social role of direct foreign investments in Georgia and the advantages 

of joining the European Union in the mentioned context. As a conclusion, the main 

findings are formulated, the existing challenges are identified and relevant 

recommendations are given. 
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INTRODUCTION 

Georgia is approaching the big family of the European Union, which is achieved 

through consistent and gradual steps, following European principles and values. The 

EU candidate status is an opportunity for Georgia to access additional financial 

resources, which implies gradually access to those programs and instruments that are 

available to countries in the process of joining the EU. Economic benefits include an 

increase in foreign direct investment. 
 

The experience of Eastern and Central European countries, as well as the Balkan 

region, has shown that the largest amount of foreign direct investment enters the 

country when negotiations with the European Union begin or the country is granted 

the status of a candidate for the European Union (Bujiashvili, The importance of 

candidate status and its practical benefits 2024). This is due to the fact that real estate 

prices have not yet increased and EU directives and regulations have not been fully 

implemented. The relevance of foreign direct investment as a source of economic 

activity has grown rapidly in recent decades. In 2000, it accounted for 22% of the 

world's gross domestic product, and in 2016 it reached 35% (Carril-Caccia and 

Pavlova 2018). 
 

In modern society, foreign direct investment is often considered as a vital source of 

sustainable development of a country (Kardos 2014). Foreign direct investment 

remains a priority as an essential pillar moving forward towards a developed market 

economy (Apostolov 2016).  
 

LITERATURE REVIEW 

Over the past three decades, the number of people living in extreme poverty in the 

world has decreased dramatically. Nevertheless, the difference between the richest 

and the poorest countries is very large. In 1776, when Adam Smith wrote The Wealth 

of Nations, the richest country in the world was about four times richer than the 

poorest, and today the richest country in the world is 400 times richer than the poorest 

(World Bank 2016). This was driven by knowledge, diversification and export 

composition, all areas in which foreign direct investment plays an important role 

(Wire and Matthews 2023). 
 

Direct foreign investments are one of the important prerequisites for the economic 

development of the country. Foreign direct investment is a key element of 

international economic integration, as it creates long-term and stable linkages between 

economies (Hayes 2023). Foreign direct investment is a long-term capital investment 

in a business by a non-resident (Forbles Georgia 2022).  
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It is an important channel for the transfer of technologies, and also contributes to the 

development of international trade through access to foreign markets (OECD 2024). 

The main characteristic of foreign direct investment is that it imposes effective control 

over the foreign business or at least substantially influences its decision-making 

(Hayes 2023).  By contributing to economic growth, job creation and integration into 

global value chains, foreign investment benefits both the host and home countries 

(European Commission, Investment 2023). The benefits of FDI include job creation, 

increased productivity and gross domestic product (Le 2021).  
 

Given the benefits of foreign direct investment, most countries, regardless of their 

level of development, devote significant resources to attracting it (The World Bank, 

Retention and Expansion of Foreign Direct Investment : Political Risk and Policy 

Responses : Summary of Research Findings and Policy Implications 2019). Based on 

international studies and practical experience, it can be said that direct foreign 

investments in the country are determined by a stable environment and investment 

climate (Budget Office of the Parliament of Georgia 2019).  
 

The EU is the world's leading provider of foreign direct investment by EU resident 

investors to the rest of the world (outgoing investments) at the end of 2022 amounted 

to 9.382 billion euros (European Commission, Investment 2023). The European 

Union is one of the most open places for investment in the world. Since 2009, the EU 

has implemented foreign direct investment policy on behalf of EU members as part 

of the EU's common commercial policy. 
 

Through investment promotion, the EU tries to encourage the creation of a more 

transparent, efficient and predictable business climate for investors. This includes the 

publicity and easy access to information on investment rules, as well as the reduction 

of delays in obtaining permits (World Trade Organization 2020). At the sectoral level, 

EU member states have almost no restrictions on foreign direct investment in the 

manufacturing sector. 
 

The process of economic, monetary and institutional integration in the European 

Union was the main driver of foreign direct investment. Accession to the European 

Union has significantly increased bilateral investment flows between member states. 

On average, between 2000 and 2007, EU countries attracted 43.1% of the world's 

foreign direct investment (Carril-Caccia და Pavlova 2018). The Great Recession 

caused by the financial crisis of 2007-2008 adversely affected the EU's ability to 

attract foreign direct investment, although the fallout was less pronounced in the euro 

area than in the non-euro area. 
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METHODOLOGY 

A complex approach was used to achieve the set goal and tasks within the scope of 

the research. The research was conducted through theoretical-methodological tools, 

comparison, synthesis, graphic analysis and statistical grouping methods. Induction 

and deduction methods are also used in the research process. Within the framework 

of the study, the statistical indicators of direct foreign investments in dynamics are 

analysed. 
 

DISCUSSION 

Investment flows into Georgia are unsustainable (Sikharulidze და Charaia 2018). 

From 2010 to 2022, there is no steady growth of direct foreign investments. In 2014, 

its volume was 1,837,980 thousand US dollars, and in 2015-2016 it was decreasing. 

In 2017, foreign direct investments in Georgia amounted to 1,990,526 thousand US 

dollars, however, in 2020 it significantly decreased and was only 595,257 thousand 

US dollars, which was probably caused by the Covid pandemic. 
 

Chart N1 Direct foreign investments in Georgia (2015-2023 years, million USD) 
 

 

Source: Compiled by the author. The data of the National Statistical Service of 

Georgia are used (National Statistical Service of Georgia, Foreign Direct 

Investments 2024) 
 

In 2022, the highest rate since 2013 was recorded - 2,097,898 thousand US dollars. 
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As for the distribution of direct foreign investments by region in 2020-2023, Tbilisi 

leads with 81%. Only 6% of the total volume of investments was made in Kvemo 

Kartli and Adjara, and 2% - in Shida Kartli, Samegrelo-Zemo Svaneti and Mtskheta-

Mtianeti. 
 

In Racha-Lechkhumi and Kvemo Svaneti, Guria and Kakheti, foreign direct 

investments are almost not carried out. Unfortunately, the largest part of direct foreign 

investments is carried out only in the capital, while the development of the rest of the 

regions is not observed in this regard. 
 

As for foreign direct investments by the sectors of the largest economy in 2020-2023, 

financial and insurance activities lead with a total of 36%, followed by processing 

industry with 11%. The volume of foreign direct investments in the sectors of 

education, health and social services, professional, scientific and technical activities 

is very small and makes up only 4% of the total. The volume of direct foreign 

investments in real estate-related activities in 2020-2023 is 9%. 
 

As for direct foreign investments according to the size of enterprises, from 2016 to 

2023, they are carried out in large businesses. A particularly high figure is recorded 

in 2023 and amounts to 2,492,791 US dollars. 
 

Chart N4 Foreign direct investments by size of enterprises (2016-2023 years, 

thousand US dollars) 

 

Source: Compiled by the author. The data of the National Statistical Service of 

Georgia are used (National Statistical Service of Georgia, Foreign Direct 

Investments 2024) 
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The lowest rate of foreign direct investment in large and small businesses is recorded 

in 2020, and in medium-sized businesses in 2018. 
 

Direct foreign investments from the European Union do not enter Georgia stably. 

Compared to 2010-2013, in 2014 the volume of investments from the European Union 

increased significantly and amounted to 727,114.4 thousand US dollars. In 2015-

2016, the volume of investments decreased. The decreasing trend continued in 2019-

2021 as well. 
 

Chart N5 Foreign direct investments in Georgia from EU countries (2010-2023 

years, thousands US dollars) 
 

 

Source: Compiled by the author. The data of the National Statistical Service of 

Georgia are used (National Statistical Service of Georgia, Foreign Direct 

Investments 2024) 
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In 2022 compared to 2021, the volume of direct foreign investments from EU 

countries has almost tripled. And in 2023, it amounted to 524,874 thousand US 

dollars. 

 

Chart N6 Direct investments made in Georgia by country groups (2021-2023 

years, thousand US dollars) 

 

Source: Compiled by the author. The data of the National Statistical Service of 

Georgia are used (National Statistical Service of Georgia, Direct foreign investments 

in Georgia in 2022 2023) 
 

In 2021-2023, the volume of direct foreign investments from the CIS countries 
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Chart N7 The largest direct foreign investments in Georgia from EU countries 

(2013-2023 years, thousands US dollars) 

 

Source: Compiled by the author. The data of the National Statistical Service of 

Georgia are used (National Statistical Service of Georgia, Foreign Direct 

Investments 2024) 
 

3.2 times less investment than the Netherlands came from Luxembourg - 744,689 
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Despite the high volume of direct foreign investments in Georgia, investment based 

on effectiveness is in short supply. The advantages of such investments are the inflow 

of technology and knowledge, the growth of added value and exports, the 

diversification of exports, the improvement of the country's competitiveness and the 
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The candidate status is also a great responsibility for Georgia, as it is accompanied by 

large-scale reforms. In turn, this implies access to financial instruments and the 

possibility of attracting direct foreign investments. However, EU membership status 

is not a full guarantee of financial and economic stability. 
 

A stable macroeconomic environment is needed to attract direct foreign investments. 

Fluctuations in inflation and exchange rates prevent investment. At the same time, it 

is very important to have a stable political environment. Proper infrastructure, legal 

framework and qualified human resources have a positive impact on the process of 

attracting foreign direct investments. 
 

Research has shown that focusing on one specific area and developing it is a guarantee 

of success. However, FDI is not always desirable. Since 2019, the European Union 

has started "filtering" investments, which protects countries from the inflow of risky 

investments. 
 

Export orientation plays a positive role in attracting foreign direct investment. 

Countries with open economies that are united in various trade agreements or 

organizations, including the European Union, are attractive to investors. The status of 

a candidate member of the European Union means more freedom and openness of the 

trade sphere, fewer restrictions and more opportunities. Recently, the volume of direct 

foreign investments from the European Union has increased significantly, and there 

are positive expectations in this direction. 
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