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Arguments and measurement

• Crucial importance of economic freedom is                                              
proven by 

– Logical arguments

• Austrian and many other                                          
economic schools

– Empirical arguments

• Economic Freedom of the World (Fraser Institute)

• Index of Economic Freedom (The heritage Foundation)

• Easy to do Business (World Bank)

• International Property Rights Index (Property Rights 
Alliance ) 



Data’s from EFW: Free is Prosper

• Economically free countries are advanced at all field 
compared to economically restricted countries

– Average per-capita GDP: Free $32443 vs. restricted  $3802 

– Average per-capita economic growth rate: Free 2.4% vs. 
restricted 0.9%

– Life expectancy: Free 79 years vs. 59

– Average score of environmental performance: Free 84.8 out of 
100 vs. restricted 64.5

– Corruption: Free 7.5 out of 10 vs.  restricted  2.6

– Political rights: Free 1.6 out of 7, where 1 is best result vs. 
restricted 4.4

– Civil liberties: Free 1.6 out of 7, where 1 is best result vs. 
restricted 4.1



Major Question

• What is first: 
Economic freedom 
or prosperity? 

– Freedom is possible 
because of 
prosperity

or

– Prosperity is possible 
because of freedom



My Answer

• Analysis of correlation 
of Georgia’s economic 
reforms during 2003-
2010 with it’s economic 
performance shows 
that freedom is at first 
place

• Economic freedom 
leads to general 
prosperity and political 
emancipation



2003 - Public opinion for reforms



Reforms = Kakha Bendukidze & Co 
+ Political will of new political elite



My look: Georgian economic 
reforms an example of 

• Reforms via 
transformation or 
removal of 
governmental 
institutions

• Economic freedom -
welcome  



2003-2010: Major Trends of 
Development  
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Approach of Government (Since 2004)
• The rule of law & property rights
• Free entrance to the country – No visa
• Minimal state fiscal footprint

– Few, low and flat taxes
– Minimal social security burden on businesses

• Sound money
– Inflation targeting, single-digit inflation

• Free trade, no customs tariffs or non-tariff barriers
• Flexible labor market, with minimal state interference in employer-

employee relations
• Limited government

– Deep de-regulation
– Dramatically minimized and simplified licensing
– Aggressive privatization

• Means-tested, focused state assistance to the poor
• Lean and efficient civil service sector – providing value for taxpayers’ 

money



Freedom of Movement

• No visa fee for most 
nations

– Some nations  could buy 
visa at boarder

• Ease to get Georgian 
citizenship and double 
citizenship

– many ministers where 
and/or are citizens of 
pother countries  
(including Kakha 
Bendukidze ) 



Anti-Corruption Strategy

• Public Sector Reform
 Maximum elimination of unnecessary interactions between public and private sectors

 Number of line ministries and government agencies dramatically reduced

 Number of public sector employees reduced by 50%, salaries of civil servants increased

• Education System
 New system, where merit matters and not payoffs

 The former school-based admission exams replaced by                                               
competitive national testing

 Finance system restructured -voucher system introduced

• Police Reform
 All police officers dismissed and recruited through an open competition

 Salaries were raised ten-fold, training                                                                                       
and equipment

 Transparency



Full Range Privatization

• Monetary privatization, mostly auctioning, on 
competitive base becomes priority

• Major assets sold or rented out: Poti Port, HPPs, 
hotels, water and sewage companies, 
telecommunications, hospitals, forests, lakes, etc.



Low-Tax Zone



Special Taxation Regimes Adopted

• Special taxation systems have been adopted for the different regimes aimed 
at establishing new international financial institutions in the country, 
encourage economic growth, support sustainable development and the 
trade-transit function of Georgia

Type of Tax
An International 

Financial Company
Free Industrial 

Zone
Free Warehouse 

Company

Corporate Income Tax 
(from financial 

services) 0%

(for 
International 

Companies) 0%

(from re-exporting 
of foreign goods) 

0%

Value Added Tax 0% 0% 0%

Customs Tax 0%, 5% or 12% 0% 0%

Property Tax up to 1% 0% up to 1%

Personal Income Tax 20% 20% 20%



Double Taxation Avoidance Treaties



Tax Administration



Robust Banking Sector

• Georgia’s banking sector represents only a moderate contingent 
liability of the sovereign

• Entirely privately owned since 1995
• No restrictions on foreign ownership of banks
• Well capitalised with high  average BIS capital adequacy ratio



Rising Bank Assets and Deposits



Openness of Banking Sector



Capital Adequacy Ratio



Money, Savings and Exchange rates 

2004 2005 2006 2007 2008 2009 2010

Money 
supply (M3)

847.2 1 071.0
2 689.9 4 027.5 4 305.1 4 656.8 6 275.7

Domestic 
credits, total

1 836.8 2 488.9
3 267.4 5 315.0 6 245.2 5 900.3 6 950.1

Deposits, 
total

905.6 1 188.6
1 862.5 2 875.4 3 222.6 3 427.3 4 902.7

Exchange rates

USD/GEL 
(Period 

average)

1.9170 1.8127

1.7767 1.6707 1.4902 1.6705 1.7826

EUR/GEL 
(Period 

average)

2.3813 2.2600

2.2290 2.2859 2.1886 2.3307 2.3644



Decrease and Simplification in 
Licenses and Permits

Before

• 300 licenses and 600 permits 
existed

• Licenses and permits seen as 
source for grafting

• High entry barriers and corrupt 
practices

After

•70% cut in licenses (92) and 90% in 
permits (52)

No sub-categories in the licensing 
activity

Legislative restriction on additional 
license inductions

No exclusive licences –non-
discrimination appliyed

•One-stop-shop in most government 
agencies

•Silence is Consent adopted

30 days for license and 20 days for 
permit

Note: Over 2000 construction 

permits were granted just in 2008, 

five-hold higher comparing to 

2003, for around 2.5 mln sq. m. 

space in Tbilisi



Property Registration 

• Refined and simplified registration 
procedures

• Number of steps reduced from 6 to 
3 and days from 9 to 2

• “Your’s is your’s”

• Electronic property registration 
introduced

• No restriction on foreign ownership 
of property and land

• Dispositional rights for both sides in 
mortgage execution

• Doing Business ranked Georgia 
2ndin the world in ease of 
registering property



Labor market

• No minimum wage

• 2006 new Labor Code established 
freedom of parties to negotiate 
employment provisions

 Simple contractual relations 
between employers and employees 

• Low costs of hiring and firing 
workers

• Basic working conditions 
guaranteed

 Only specific circumstances, 
in line with ILO prerequisites, 
regulated (health safety, pregnancy, 
minors, dispute settlement, 
freedoms and rights of workers)



International Trade Liberalization

Before 

• 52 days to import and 54 
days to export

• 16 different tariffs applied

After

• Simplified customs procedures since 
2006

• Reducing paper work by more than half

• Slashed time requirements 4 days for 
import and 5 days for export

• Permits applying to only limited numbers 
of product groups

• One-stop-shop principle for issuance of 
certificates of origin

• 0% customs tariff on 95% good items and 
rates reduced 3 (0%, 5% and 12%)

• No quantitative restrictions, export, re-
export or transit tariffs

• Risk management system and Gold List in 
place at customs

Note: Export increased by more 

than three-fold and import by more 

than 5.5 times comparing to 2003



No Market Entry Barriers for 
Pharmaceuticals

• Light touch regulation for those pharmaceuticals that 
are approved by OECD/EU respective authorities on 
their markets 

• Registration days down from 60 to 7 days

• Parallel import allowed

• For those pharmaceuticals already registered                                    
on Georgian market and entering with                          
different labeling, only notice regime applies 

• Lifting restrictions on OTC medicaments to be sold in 
supermarkets/retail stores



No Technical Barriers to Trade

• Technical regulations only for activities that have direct influence on life 
safety of consumers

– Limited audit visits per year and no impediments in entrepreneurship 
activities

– Respective (mutual) responsibilities for infringers and providers of entitlement

– Voluntary standards in place

– Recognition of EU and OECD technical regulations

• Business is free from unreasonable and irrational technical regulations

• Easy, fast and low-cost export-import procedures for products under 
sanitary/phytosanitary control

• Voluntary standards (i.e. excluding safety concerns) allow businesses to 
operate without excessive investment conditions



No “traditional” Anti-Trust

• Free trade and 
competition Law vs. Old 
type Anti-Trust 
regulation of market 
shares 

– Law prohibits state 
institutions from giving 
privileges to any 
business

– Entrance to market is 
equal 



Net Exporter of Electricity

• New Energy Policy document adapted 
in 2006

• Complete rehabilitation of all HPPs and 
transmission lines

• Privatization of almost all HPPs and 
retail electricity distribution companies

• Newly built HPPs are fully deregulated 
from electricity generation tariffs

• Only three permits for new HPP construction

• No licence to export the electricity and no 
tariff set

• Wholesale generation tariffs are fully 
liberalized 

• Small HPPs (less than 13 MW capacity) 
can sell electricity at unregulated 
tariffs



Diversified Sources of Energy 
Imports 



Geographical Distribution of Petrolium 
and Oil Product Import in 2010



New Markets for Traditional Export 
Products - Wine



New Markets for Traditional Export 
Products - Water



Rapidly Growing Tourist Arrivals



Recognition



Top Reformer 2005-2010



One of Few Best Business Climates



Openness for Foreign Investment



Forbes Tax Misery & Reform Index

N4



Georgia scores in EFW’2008
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Business Registrations

Legal status Number of entities
TOTAL 294334

Commercial legal persons 75880

Joint liability companies 2463

Limited partnerships 192

Limited liability companies 70107

Joint stock companies 1949

Cooperatives 1169

Non-commercial legal persons 10524

Individual enterprises 197392

Branches, representatives, etc. 6832

Entities of public law 3706





GDP



Poverty 

2004 2005 2006 2007 2008

With respect to 
60 percent of the 
median 
consumption (%)

24.6 24.1 23.3 21.3 22.1

With respect to 
40 percent of the 
median 
consumption (%)

10.9 10.1 9.4 9.2 9.5



Lesson: Chain Effect

Economic 
Freedom

Incentives

Creativity 

Prosperity



Now is Critical Time

• Potential obstacles for 
market oriented 
development 

– Trends inside of political elite
• less attention to economic 

issues

– Political clash

– Elections 2012 

– Foreign interference in local 
policy

• Economics harmonization – EU

• Political changes – Russia



Warning: International Pressure 

• Embargo 

– High cost of readjustment and redirection

– Underground trade

• Military aggression & Occupation

• Support of destabilizing political forces



Warning: International Pressure 

• Critic of “Ultra 
Liberalization” 

• Demand for 
harmonization

• Imitation of integration

• Accent to “democratic” 
and “election” issues

“…our [EU-Georgia] future partnership require a full engagement from them 

[the Georgian authorities] and it might not be fully compatible with some of 

the ideas of ultra-liberal economic environment to be created in Georgia.”

Štefan Füle 

EU Commissioner for Enlargement and European Neighborhood Policy, 

Chech Republic, Socialist



Warning: Big Government!!!

• Rise of government

– Danger of step forward 
step in backward game

• Temptation “to do more” 
by the State

– Budget expenditure in 
2010 raised by 215 million 
Laries

• 150 million  laries from 
taxes

• 65  million Laries from 
donors



Areas of Government Spending
• Energy Infrastructure

 Black Sea 500 kv. Regional Power 
Transmission Line 

 HPPs – Khudoni, Namakhvani, 
Oni

 Underground Gas Storage 
Facility

• FIZ – Trade and Logistics 
Infrastructure
 Poti FIZ 
 Kutaisi FIZ

• Social Infrastructure
 Secondary Schools
 Primary Healthcare
 Hospitals

• Railway Infrastructure
 Tbilisi By-Pass Project

• Roads Infrastructure
 East-West Highway Improvement 

Project 
 Adjara Bypass Road 
 Vaziani-Gombori-Telavi Road 
 South Georgia Road 
 Secondary and Local Roads

• Communal Infrastructure
 Rehabilitation of Communal 

Infrastructure Facilities in Major 
Cities

 Regional and Municipal 
Infrastructure Development Fund 
Projects

 Water and Sanitation 
Restructuring (Ltd. East Georgia & 
Ltd. West Georgia) and 
Rehabilitation

 Irrigation



Conventional Fiscal Deficit (Cash Based)



2010 Budget Receipts and Deficit 
Financing SourcesTaxes



Increase of Money Supply in      
Mill. GEL (M3)



CPI: Double Digits - Critical point!!!  

Beside high prices on 

oil there are no attempt 

to reduce  excise tax 

on fuel!



Warning: Foreign Subsidies (AID) –
No Reforms toward free market!!!

Donor US$ million
USA 1,000
EBRD 927
EC 638
World Bank 530
IFC 350
European Investment 
Bank

330

Asian Development 
Bank

300

Japan 200
EU members 174
Other states 88
Total 4,535

Sector US$ million
Finance and banking 1,105

Transport 
infrastructure

682

Non- sectoral
support

586

Energy 
infrastructure

381

Urban and 
municipal 
infrastructure

210

Other 1,571

Total 4,535



Warning: Public Debt 46,1% of GDP!!!
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Composition of external debt

• International financial 
institutions are easily 
giving credit to 
Government!



Payment for Public Debt

• Debt is rising 

• On April 7, 2011, Georgia priced a new 10-year $500 
million and in parallel redeemed $417 million of its 
existing $500 million 7.50% bond due 2013 through 
an “any and all” cash tender



Warning: Arbitrariness of Tax 
Administration!!!

Self-destructive behavior:  Trying to get maximum NOW 

and not thinking about future of businesses too much



Understanding: The Liberty Act
• The government intends to submit to Parliament in October 2009 the constitutional Law on Economic 

Liberty, Opportunity and Dignity (the Liberty Act) 

• The Liberty Act will contain a coherent package of bold measures to constitutionally enshrine our basic 
policies, reassuring investors that no policy reversal or policy drift is possible

• Returning to citizens to the power to tax – no new taxes or tax rate increases without a nationwide 
referendum

• Fiscal responsibility
– Government expenditure capped at 30% of GDP

– Budget deficit capped at 3% of GDP

– Government debt capped at 60% of GDP

– No budget earmarks

• No restrictions on currency convertibility or repatriation of capital & profit
– Has been the case in Georgia since 1995

• Ban on state ownership of banks and on the imposition of price controls
– No state-owned banks since 1995 and no price controls since the early 1990s

• Ban on an increase in the number of licenses and permits

• Ban on an increase in the number of state or independent regulators
– Currently, independent regulators exist only in financial services, communications and utilities

• Means-tested assistance rendered through vouchers and other ways that empower citizens and give 
them choice (in healthcare, education, etc), rather than by funding directly state-owned service 
providers



Future Outlook – Fitch Rating

March 3, 2011

Foreign Currency

• Long Term: B+

• Short Term: B

Local Currency

• Long Term: B+

• Country Ceiling: BB-

Outlook: Positive

Major Rating Strengths:

• Strong economic recovery with 
strong GDP growth prospects

• Reduction in both budget and current 
account deficits

• Long track record of low and stable 
inflation

• Strong banking sector due to 
improvement in asset quality, growth 
in deposits and rising profitability

• Favorable business climate, low 
corruption, sound governance and 
easing of political risk

• High level of human development

• Strong support from the international 
community



Good…, but game is not over: 
Still more to be done!

• Strong Preference to what 
is Fine & Fair

• For more economic 
freedom:
– Sound money (Based on 

precious metals)

– Constitutionally limited and 
functionally decentralized 
Government

– No more Government debt

– Service Fee based Government 
instead of tax based 
Government



Georgia did! – Others could follow!



Contact

• Paata Sheshelidze, President of New Economic 
School - Georgia

– Office: 4, Sanapiro street, Tbilisi, 0108, Georgia

– www.nesgeorgia.org

– E-mail: paatasheshelidze@nesgeorgia.org 

– Phone: (+ 995 32) 99 00 46

– Fax: (+995 32) 20 43 21

– Cell.: (+995 93) 30 54 68


