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Executive Summary 

Objectives, rationale and scope of the study 

This project identifies sectors and subsectors of the Georgian economy which have a higher potential for growth and which 

the Georgian Government should prioritise when designing strategies to attract foreign investors and increase EU export 

levels post DCFTA. This project intends to help the Georgian Government foster higher rates of investment and job 

creation and to support the inclusive growth of the economy. 

The objective of this study was to identify all sectors in which Georgian companies were or had the potential to be 

internationally successful. Study was prepared by using available statistical data, supplementary published sources and 

field interviews. We have analyzed all sectors in the Georgian economy including services, creative industries and start-

ups due to their increasing prevalence and importance in the global economy. As data on services, creative industries 

and start-ups were not available we analyzed these sectors based on data collected during field interviews and 

fragmentary published sources that enabled us to create a more comprehensive profile of these sectors.  

Foreign investment and trade are both integral to global strategies, and measures dealing with international success of 

Georgia must encompass both. In practice exports and foreign investment occur together.  

There are several benefits of increased export levels for developing countries. Export can help boost the development 

and reduce poverty by generating growth through increased commercial opportunities and investment and can broaden 

the productive base via development of the private sector. Furthermore, it can enhance competitiveness by requiring 

developing countries to reduce the cost of inputs, acquire finance through investments and increase the value added of 

their products. Export diversification can be achieved through access of new markets and new materials that open up new 

production possibilities. Moreover, it also expands business opportunities for local companies by opening up new markets 

and removing unnecessary barriers and making it easier for them to export. Once as the country is more open to the 

external markets, improvement in quality of labour and environmental standards through increased competition can be 

expected as well as exchange of best practices between trade partners and building capacity in industry and product 

standards. Last but not least, increased exports created new employment opportunities by boosting economic sectors that 

create stable jobs and likely higher income levels. 

Export market selection provides orientation toward the decisions in which markets should we compete. This selection 

includes required appraisals of the fit between a prospective market’s requirements and a country’s (company’s) ability to 

meet those requirements. Furthermore, export market direction is important as well – should the country seek to build, 

hold, divest or abandon its position in a given foreign market. Moreover, country’s initial entry into foreign markets as wel l 

as further expansion where already doing business in foreign markets is very important.  

For both, market selection and market direction, the analysis should be focused on the targeted markets and should 

include analysis of the environment, psychic (geocultural) distance, market-based factors, competition & information and 

market knowledge.  

It is equally important to know the resources of the country that can effectively support the existing business as well as 

added complexity of an international operation. Besides external analysis, internal analysis is also very relevant for the 

export market selection. It is important to know each internal analysis will always provide us with different results and 

every market should be dealt with differently.  The country should look for ideas that could improve not only the potential 

for success in the new market(s) but also a solution that might bring an over-all improvement to the overall sectors. 

Foreign direct investment (FDI) is critical for developing and emerging market countries as it represents one of the 

driving forces in the integration of these countries into the globalization process. These companies need funding of 

sophisticated investors and additional expertise to expand the international sales of products and services. Today’s FDI 

is not only about capital but also (and sometimes more importantly) about technology and know-how, as it has become 

part of the process of international production, by which investors locate in one county to produce a good or a service that 

is part of a broader global value chain .  

Smaller developing and transitional economies are faced with three main challenges with respect to attracting and 

benefiting from FDI. The first one is to overcome small domestic market and limited purchasing power that may discourage 

certain market-seeking FDI. Answer to this challenge could be to emphasizing other features of the economy, such as 

natural resources, human skills or geographic location. Market size could be further expanded through policies that seek 

to increase access to foreign export markets. The second challenge refers to supply side and significant pressures that 

are connected with significant FDI inflows into small markets. In order to establish and maintain investment attractiveness, 

labour, skills and infrastructure deficiencies must be addressed. The third challenge deals with designing policies that 

maximize the contributions of FDI to economic growth. 

FDI brings benefits that include capital, employment and technology which most commonly leads to the introduction of 

new management practices, improvements and services quality, cost and innovation and can result to positive impacts 
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on productivity and wage levels. Described benefits can be further divided to direct and indirect contributions. Direct 

contributions include FDI effects on: 

• capital formation,  

• trade and the balance of payments,  

• employment and human resource development,  

• technology and innovation, and 

• market structure and expansion. 

Nevertheless, it should be mentioned that dominant foreign companies could negatively affect smaller countries’ balance 

of payments, crowd-out local firms or by engaging in anti-competitive behavior.  

Direct contributions of a rapid build-up of FDI are immediately evident and can include high levels of capital formation and 

strong output growth, substantial job creation as well as export expansion and diversification.  

Indirect contributions can be seen in the long run and be seen in the form of spillovers due to close interaction with the 

local economy. In order to increase, upgrade and diversify home operations, the host countries encourages foreign 

affiliates to be included in the local economy as much as possible. These contributions can be seen as through inducing 

greater competitiveness in local firms and by upgrading the business activities of foreign affiliates themselves.  

Policies for attracting FDI are likely to generate certain direct contributions to economic development. Furthermore, in 

order to maximize the contributions from FDI also other dimensions of Government policy also have important role.  

Smaller countries often have difficulties when competing with larger economies in the area of market-seeking or scale-

oriented foreign investments. Consequently, these countries have to focus on expanding market size through regional 

and international arrangements and/or promoting location-specific advantages, such as natural resource, abundance or 

tourism assets or a set of fiscal incentives. 

 

Our understanding of the current situation – the state of Georgia’s foreign 
direct investment and foreign trade 

Foreign direct investment and foreign trade are both integral to countries’ strategies for improving their economies. Both 

are included in performance measures for international rankings which monitor the global success of Georgia. Furthermore 

in practice foreign trade, in the form of exports, and foreign investment are closely related and an increase in one 

encourages an increase in the other.  

Over the last few years the Georgian economy has grown substantially. The compound annual GDP growth rate between 

2011 and 2014, amounted to 5.4%, but it has dropped to 2.8% in 2015 and it is expected to remain low in 2016 before 

recovering in 2017. This drop can be attributed to weak external environment of Georgia’s main trading partners, 

particularly Russia and Greece, which curbed investment, exports, and remittances in Georgia. The tradable sector 

suffered the most, with industrial production contracting by one percent in 2015. Despite the overall slowdown, growth 

was supported by growth of non-tradable sectors.  

In order to stimulate the economy, Georgia has adopted several measures, which helped to create a favorable business 

environment that is attractive for foreign investors. Today, stable economic development, liberal and free market oriented 

economic policy, only 6 flat taxes and reduced tax rates, significantly decreased number of licenses and permissions, 

simplified administrative procedures and low level of corruption present a solid ground for successful business 

environment in Georgia.  

Besides the favorable business environment Georgia has a number of trade agreements with its main trade partners 

including a new DCFTA with the EU that will contribute to strengthening and deepening of trade relations with the EU in 

the future. 
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Key Findings of the study 

We have identified 6 priority sectors in the Georgian economy that would represent the cornerstones of future economic 

growth in Georgia. In order for these sectors to prosper a similar situation has to be avoided that occurred with the GSP 

plus program, therefore we have looked at key lessons learned from the past and tried to implement them in the priority 

sectors. There are two key bottlenecks in the economy today that are determine to investor decision making when 

considering investment opportunities in Georgia; (1) coordination failure, where the investors are faced with a fragmented 

and uncoordinated situation in the market (no clusters), (2) deficits in human capital in most sectors require a change in 

the skill set of the workforce that will meet investor needs. 

 

 

 

Priority sectors 

We have identified the following priority sectors; Agriculture, food processing, transportation and logistics, creative 

industries, pharmaceuticals and start-ups. The sectors have been divided into three strategic groups (capacity expanders, 

scale growers and HIPO‘s) and have many synergies and cluster building potential between them. The identified priority 

sectors will not exceed current export expectations unless there is a clearly aligned implementation plan in place that will 

work towards the maximization of the priority sector competitiveness. 

 

Target markets 

Export initiatives take time and usually come at a high cost. Therefore based on the analysis of the EU markets and other 

Georgian existing and potential trade partners we have identified two types of target markets; Traditional EE markets 

(where Georgian reputation is built on tradition and historical ties along with tourism) and Prime EU markets that offer a 

lot of export potential but are more demanding in terms of type products and quality they are looking for. The DCFTA has 

a limited impact on the priority sectors the main beneficiaries of the agreement in terms of the priority sectors are 

agriculture and food processing. The pharmaceutical industry that could also be a beneficiary seem unrealistic as most of 

the Georgian pharmaceutical producers do not have EU as one of their target markets due to the time consuming and 

rigorous clinical testing procedures. The analyzed trade flows have shown that there should be no obstacles in matching 

the demand of the target markets with the structure of Georgian exports of priority sectors.  Besides this analysis we have 

for each priority sector identified its target markets, type of investor to target and sub-sectors that have the highest potential 

to achieve sustainable export results or attract FDI to Georgia. 

 

Policy measures 
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The implementation of these measures across sectors is vital for the priority sector competitiveness as these have been 

identified as the main areas where the Georgian priority sectors are lacking competitiveness vs. their international 

counterparts. These policy measures also mirror main areas that investors include in their decision making process when 

making decisions on whether to invest in a new market or not. Besides a robust business case an investor friendly 

environment with a low risk profile is key in the final „go“ or „no-go“ decision. It is also that the two main bottlenecks are 

addressed under Prio 1 (coordination failures across sectors and human capital deficiencies) as they are major triggers 

that prevent higher levels of investment. 

 

Lessons learned from other countries implementing priority sectors 

Georgia is currently at the point where Bulgaria was 6 years ago. The challenges Bulgaria was facing in 2010 almost 

mirror those that Georgia is facing today. Bulgaria identified 8 priority sectors that were very similar to the priority sectors 

in Georgia. In addition it was able to clearly identify areas that were deterring investors from coming to the country and 

address them with strategic policy objectives. The main lessons learned from the Bulgarian case is to have a clear strategy 

in place and follow it through in a structured manner, results do not come overnight. 

 

Implementation of priority sectors 

Implementation and realization of objectives for priority sectors requires strong governance and a structured and 

consistent approach. This is especially important to understand as structural change does not happen overnight (see 

Bulgarian experience). Developing sound objectives and following through will create most benefits in the long term. 

 

Priority sectors – Methodological approach for the selection of the priority 
sector 

The present report follows the specific methodology taking into account the specifics of Georgia - the market conditions 

of Georgia and the experience with Exports and FDI in the country. However, it has to be noted that this methodology will 

be used as a road map in order to achieve the expected result.  

The methodology follows the Porter’s Competitive Advantage of Nations – Determinants of National Advantage. The 

analysis of the sectors with the potential competitive advantage is analyzed through four elements1: 

1. Current sector conditions. Georgia’s current position in the sector and the availability of key factors, such as 

skilled labor or infrastructure, necessary to compete in the sector. These are necessary inputs to compete in any 

industry. 

2. Existing market Demand. Domestic and international demand for the sector’s product or services and expected 

growth trends. 

3. Related or supporting industries. The presence or absence in Georgia’s of supplier industries and related sectors 

that are internally competitive or complementary. 

4. Existing competition and competitiveness. The competitive conditions in individual sectors.  

The determinants create the context in which a nation’s firms are born and compete through the availability of resources 

and skills necessary for competitive advantage in an industry, the information that shapes what opportunities are perceived 

and the directions in which resources and skills are deployed, the goals of the owners, managers, and employees that are 

involved in or carry out competitions and most importantly, the pressures on firms to invest and innovate.  

Export and FDI potential were defined through Georgia’s sectors that possess a competitive advantage in target export 

markets relative to their main regional and global competitors. It has to be noted that neither the size of the sector, 

existence of exports or domestic profitability can be used as a completely reliable indicator of sectors export and FDI 

competitiveness. Measuring the competitiveness of these two dimensions is a statistically challenging proposition, 

therefore the report not only relies on quantitative sector and sub-sector assessments but also on qualitative assessments.  

The research conducted was founded on best measures of current and future sector competitiveness and has shown the 

presence of substantial and sustainable exports (rather one-offs) to a wide array of trade partners from different regions 

and/ or significant inbound investments in Georgia that are based on skills and assets that are being created in Georgia. 

 

 

 

                                                           

1 Please note that for certain sectors some data was not available. 
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For the purpose of quality analysis and development of recommendations we performed interviews with the relevant 

stakeholders from the following sectors (in alphabetical order): 

 Aerospace and Defense  Light manufacturing 

 Agriculture  Livestock (i.e. animal breeding) 

 Creative (music, fashion, 
art) 

 Mining 

 Energy and utilities  Pharmaceuticals 

 Fertilizers/ Chemicals  Services 

 Financial services  Start-ups 

 Food processing  Textiles & apparel 

 Healthcare  Tourism 

 Industrial manufacturing  Transportation & Logistics 

 Infrastructure  
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Priority sectors deep dive 

 

Based on the four dimensions, available market data and intelligence gathered from the interviews the priority sectors, as 

shown in the table below were identified.  

 

The table identifies and describes the main important characteristics of the priority sectors. The scoring for the individual 

sectors is presented in the chapter 6.  

Please note that Textile and Tourism were initially also identified as priority sectors, but MoESD commented initial findings 

on 9th of July and ask to remove those two sectors from the priority list. There was no need to conduct further research on 

these sectors.  

 

Priority sector: Agriculture and Food Processing 

Sector strategy: Capacity expansion 
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Priority sector: Light manufacturing 

Sector strategy: Capacity expansion 

 

 

Priority sector: Transportation and logistics 

Sector strategy: Scale Grower 
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Priority sector: Creative Industries 

Sector strategy: HIPO 

 

 

Priority sector: Pharmaceuticals 

Sector strategy: Scale Grower 
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Priority sector: Start-Up‘s 

Sector strategy: HIPO 

 

Recommendations to support priority sectors 

In order for the sectors to achieve their export and FDI potential we have identified certain areas that need to be upgraded 

or eliminated to ensure that Georgia can meet its full potential. This includes continuous development and growth of the 

priority sectors in terms of technology, capabilities and strategies if they want to become or remain competitive against 

other international competitors.  

Georgia can improve its economic prosperity by impacting the constraints to upgrading their industry. The process of 

upgrading requires the continuous development and growth of key Georgian sectors and subsectors in terms of 

technology, capabilities and strategies if they want to become or remain competitive against the ever improving 

international competitors. 

The role of the Georgian government is to develop the policies that will provide the foundation of human resources, science 

and technology and infrastructure that will allow for this upgrading to happen. It is also important for the government to 

encourage, challenge and even pressure its firms to advance, but not do the work instead of them. 

 

 The measures developed in this chapter will have two objectives; supporting export efforts of Georgian companies and 

attracting new FDI’s. These measures will fall in two main categories;  

• Cross-cutting measures 

• Targeting specific sectors or industries. 
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Human resource development 

Recommendation:  

Continued progress of the Georgian priority sectors will require a major commitment to upgrading 

the Georgian public education. The educational system has much opportunity for improvement at 

the university and postgraduate levels. Georgian companies must take a greater role in investing 

and supporting the improvement of public and private education.  

Research and development 

Recommendation:  

The Georgian economy will be better served by increasing the overall level of technological 

capacity in all industries and sectors. A larger focus should be placed on applied and advanced 

manufacturing technologies. Active university programs in such areas will also stimulate 

entrepreneurship as students and faculties are given the knowledge to form new companies. A 

Georgian research strategy will also contribute most to industrial upgrading if it places central 

emphasis on technologies relevant to priority clusters of that drive or will be driving Georgian 

development. Companies must create more formal internal research programs complemented by 

research institutes that are sponsored by industry associations and research contracts with 

universities. Barriers that limit the development of relationships between university research 

institutes and industry should be removed. 

Development and deepening of industry clusters 

Recommendation:  

Success of companies that are part of industry clusters will depend on the adoption and 

implementation of new and advanced manufacturing technologies as well as the establishment 

of vertical relationships between Georgian firms that are as yet unformed and untested. Policy 

makers should support the identification of these clusters in the economy and encourage/ 

coordinate their establishment.  
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Infrastructure 

Recommendation:  

Georgia has a strategic geographic location and the country must make the most of this 

competitive advantage for future development. Policy makers must support any domestic and 

foreign investments into the existing transport and energy infrastructure and support the 

development of the new one, which will in turn lead to greater competitiveness in many sectors. 

 

Financial markets and access to finance 

Recommendation:  

Georgia will have difficulty in further developments unless its financial markets develop further. 

Enterprises’ access to capital and finance needs to be expanded further. 

Policymakers must support better access to finance for SMEs as they have the potential to 

become one of the driving forces in Georgian economy.  

 

Regulation 

Recommendation:  

Georgian regulation will be more effective if it shifts to the implementation of standards as set 

forth by the DCFTA that will create incentives for corporate compliance, moving away from direct 

intrusion into corporate behaviour. Implementation of regulations that will stimulate innovation and 

competition instead of protecting existing products and producers will have the greatest benefits. 

Company strategy and structure 

(Re-orientation of companies’ competitive strategy) 

Recommendation:  

Georgian firms must upgrade their competitive advantage by learning to compete on value 

differentiation instead of exclusively on costs. This demands innovation instead of imitation of 

international competitor’s business models, products and processes.  Georgian firms must also 

learn to distinguish themselves and their strategies from those of other Georgian and international 

competitors.  

Changing role of the government 

Recommendation:  

Economic decision making should be decentralized into a growing number of private sector initiatives. 

The primary role of the government should shift from direct intervention to providing the resource 

foundation for upgrading the environment in which Georgian firms compete. This includes rule setting, 

efforts to stimulate investments in advanced and specialized factors, implementation of world class 

product and environmental standards, stimulation competition and rivalry.  

 

Proposed implementation structure and approach 

We propose a classic organizational structure with the MoESD acting as the project sponsor with other relevant ministries 

included as well. Priority sector task forces will be operational bodies made from all relevant stakeholders that impact 

various aspects of the sector. Their task will be to coordinate actions and priorities that need to be addressed in order to 

make the sector more competitive. 
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Implementation of measures should follow a standard structured approach 
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Disclaimer 
 

This document has been prepared only for the Department for International Development (DFID) and solely for the 

purpose and on the terms agreed with DFID in our agreement dated 28th September 2015. We accept no liability (including 

for negligence) to anyone else in connection with this document. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


