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ABSTRACT

State investments play a significant role in the economic development of small and transition-type countries
such as Georgia. They perform a stimulatory function within the framework of state fiscal policy, exerting a
positive impact on business development, job creation, the growth of budgetary revenues, and GDP expansion.
Attracting investments to individual territorial units of the country is associated with substantial difficulties.
Therefore, public infrastructure investments assume a particularly important role in shaping the investment
environment (climate) and in fostering business development in regions and territorial units. For this purpose, in
recent decades the state has appropriately employed the well-established principle of outsourcing. This, in turn,
contributes to the formation of added value in territorial units, the creation of employment opportunities, and
the growth of budgetary revenues, which positively affects their socio-economic development and the improve-
ment of the population’s standard and quality of living.

The paper examines and analyzes the key aspects that determine the role of public infrastructure investments,
including in the territorial dimension (municipalities of Georgia). The main challenges are identified, and, based
on the research, generalized conclusions and recommendations are formulated.

The authors argue that the selection and prioritization of state investments should be realistic and aligned
with territorial development strategies. In the implementation of public investments, it is necessary to take into
account competitiveness, sustainable development, innovativeness, job creation potential, equity, and environ-
mental protection considerations. Given the importance of infrastructure investments, it becomes necessary to
introduce appropriate amendments to budgetary legislation, ensure a clear delineation of competences between
central, regional, and local authorities, and minimize duplication, thereby increasing efficiency.
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The research primarily employs methods of comparative analysis and synthesis, statistical observation, a

systems-based approach, and other analytical methods.

The informational base of the study consists of analytical materials and reports of the National Statistics Office

of Georgia, as well as strategic documents, laws, and regulatory acts; scholarly works published by Georgian and

foreign authors; and the official websites of relevant ministries, agencies, and municipalities of Georgia.
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INTRODUCTION

The management of economic activity by the state
constitutes one of its core functions and, unlike the
private sector, is not voluntary but mandatory in nature
(McConnell & Brue, 2000).

The implementation of economic activity by the
state, particularly in its investment component, is
almost always associated with the creation of value
added and therefore contributes to the formation of
the country’s gross domestic product. In the process of
implementing such investments, the primary criterion
is the maximization of benefits for society.

The specificity of state investments is determined
by such aspects as: the use of budgetary resources
by the state for the implementation of investment
programs and projects; a high degree of property
independence of the state as an investor; and orienta-
tion not toward profit, but toward achieving positive
socio-economic and political outcomes.

MAIN PART

State investments represent one of the most pow-
erful instruments for economic development. In the
investment process, the state must reconcile public and
societal interests, creating conditions and guarantees
for their realization.

According to one approach, state investments are
expenditures incurred by the government that con-
tribute to the stock of physical capital (tangible assets,
property excluding land, buildings and structures,
machinery, transport equipment) and intangible assets
(OECD, 2016).

Governments employ public investments to address
various challenges over time, including global issues
(climate change), local problems, periods of economic
downturn, diverse demographic trends, rapid urban-
ization, and adaptation to new technologies. Public
investments are an integral component of economic
and social well-being and contribute to the formation
of national capital stock. Allocating resources to core
infrastructure, education, research, and development
leads to increased productivity and improved living
standards (Danaj & Regi, 2024).

In OECD countries, the majority of public invest-
ments are implemented at the local level, accounting
on average for 41% of total public investment. Most
studies on subnational government debt focus on
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regional or state levels, while very few analyze public
investments undertaken specifically by local govern-
ments (Vammalle & Bambalaite, 2021).

Local governments play a significant role in public
investment, particularly in large-scale infrastructure
projects essential for economic development and wel-
fare. Across the OECD, local governments account on av-
erage for nearly 60% of total public investment. When
well managed, public investment becomes a catalyst for
regional and urban growth and development. A place-
based approach to investment, supported by effective
multi-level governance systems, enables countries to
maximize investment efficiency and support regional
development (OECD, 2024).

Public investments also play a critical role in fa-
cilitating recovery from crises and economic collapse.
Some studies conducted during the COVID-19 period
demonstrated thatincreasing public investment by 1%
of GDP could strengthen confidence in recovery and
raise GDP by 2.7%, private investment by 10%, and
employment by 1.2% (Gaspar et al., 2020).

The annex of capital projects attached to the Law
of Georgia “On the State Budget of Georgia for 2025”
includes 75 capital projects, with a total allocation ex-
ceeding GEL 4.2 billion in 2025, while the cumulative
cost of projects through 2028 exceeds GEL 38.0 billion.
More than 92% of the total value of these projects
consists of ongoing projects, primarily implemented
by the Ministry of Infrastructure (Ministry of Finance
of Georgia).

Notably, in the medium-term period (2025-2028),
the total cost of new projects (11 projects) amounts to
GEL 4,174 million, of which budgetary resources con-
stitute GEL 2,629 million (62.9%). In 2025 alone, GEL
360 million is allocated for these projects, representing
63.7% of the total amount.

The state recognizes infrastructure development
as a priority, including the promotion of municipal
infrastructure development. Specifically, the national
development strategy emphasizes the necessity of
constructing and rehabilitating basic, educational,
sports, and tourism infrastructure as a prerequisite
for strengthening the economic, social, cultural, infra-
structural, and institutional capacities of self-governing
units (Strategy 2030).

Among the priorities of the Ministry of Infrastruc-
ture of Georgia for 2025 are: water supply, education,
tourism, roads, and municipal infrastructure (see
table 1).
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Table 1. Budgetary Allocation of the Ministry
of Infrastructure’s 2025 Priorities by Share of
Activities (%) (Total budget 2926 million GEL)

Sector / Area Share of Total (%)
Water supply 18
Education
Tourism 1
Roads 65
Municipal infrastructure 14

Source: Compiled by the authors based on data from

(www.moi.gov.ge)

As shown in Table 1, nearly two-thirds of the budget
is allocated to roads (65%). Other major components
include water supply (18%) and municipal infrastruc-
ture (14%).

An analysis of investments in fixed assets in Georgia
is also important. In this regard, the public sector exhib-
its the lowest share: in 2023 it accounted for only 13%,
declining to 8.6% according to 2024 results (see Table 2).

Table 2. Distribution of Investments in Fixed
Assets by Sector (%), 2024

Sector B:;‘i:rtls:s Industry
Private (domestic) 68.0 67.6
Private (foreign) 23.4 24.2
Public 8.6 8.2

Source: Compiled by the authors based on data from the

National Statistics Office of Georgia

Figure 1. Regional Distribution of Public
Investment in Fixed Assets (%), 2024

m Thilisi  ® Ajara

Qvemo Kartli

9 other regions

Source: Compiled by the authors based on data from the
National Statistics Office of Georgia
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At the same time, a pronounced asymmetry is
observed in the regional distribution of public invest-
ment in fixed assets (see Figure 1). Specifically, 68% of
total public investment in fixed assets is concentrated
in Thbilisi, 7% in Adjara AR, 5% in Kvemo Kartli, and
20% across the remaining nine regions (business sec-
tor data).

A variable dynamic is also observed in the share of
the public sector in total fixed asset investment, driven
by similar dynamics in public investment in fixed assets
during the period under review (see Figure 2).

Figure 2. Dynamics of the Public Sector Share
in Fixed Asset Investment in Industry and the
Business Sector, 2012-2024 (%)

101————10g ~ T

63— 8.2

[ProtArea |

2012 2015 2019 2023 2024

= =—Business sector = =Industry

Source: Compiled by the authors based on data from the

National Statistics Office of Georgia

Constraints on the financial capacity of budgets at
alllevels, combined with the presence of private sector
potential, create objective opportunities for integration
between the public and private sectors, particularly
in the implementation of infrastructure projects. In
turn, the successful realization of infrastructure proj-
ects serves as a prerequisite for the socio-economic
development of the country and its regions (Rusadze
etal, 2022).

Over the past two decades, Georgia has actively ap-
plied outsourcing principles to promote cooperation
with the private sector, especially in infrastructure
activities (Chikhladze & Rusadze, 2015). As a result,
the scale of the public sector changes under the influ-
ence of economic policy priorities, external economic
conditions, phases of economic development, and
other factors.

Georgian scholars, when characterizing the advan-
tages of contracting with the private sector, note that
this alternative mode of service delivery is cheaper,
less costly, more flexible, and more adaptable to the
environment. As a contracting authority, the state can
select a contractor with specialized experience and
skills in a particular field, employing professionals with
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Table 3. Quantitative Analysis of Infrastructure Projects
Implemented in Kutaisi Municipality, 2020-2024

Indicator 2020 2021 2022 2023 2024
Number of completed works/projects 102 75 136 97 66
Number of economic entities 65 51 80 52 43
Average per entity (units) 1.6 1.5 1.7 1.9 1.5
Total expenditure (thousand GEL) 19,370.2 | 13,035.3 | 39,888.1 | 24,3589 | 44,981.7
EXpendgig’;ﬁgg” work 189.9 1738 | 2933 | 2511 | 6815
Expenditure per entity (thousand GEL) 298.0 255.6 498.6 468.4 1,046.1

Source: Compiled by the authors. Datas from the Infrastructure Service of Kutaisi Municipality City Hall.

relevant expertise (Dolidze, 2014).

As noted above, one of the most effective tools
for supporting the private sector and business is the
application of outsourcing principles. Given the scale
involved, this primarily concerns the implementation
of infrastructure activities at the municipal level.

The analysis demonstrates that the share of state
investments in the budget is relatively high, driven by
the implementation of infrastructure projects and the
recognition of this direction as a long-term develop-
ment priority. Accordingly, the share of infrastructure
expenditures in the budget is also substantial.

Infrastructure projects play a significant role in
urban economic development and the creation of value
added. During 2020-2024, 476 infrastructure works/
projects were implemented through state investment
by 291 economic entities. On average, one economic
entity performed 1.5-1.9 works/projects (see table3).

During the period under review, the average expen-
diture per project (work) varied considerably. It was

lowest in 2021 (GEL 173.8 thousand) and highest—
four times greater—in 2024 (GEL 681.5 thousand), due
to the implementation of larger-scale works financed
by GEL 18.5 million transferred from the central budget
for disaster recovery.

A similar pattern is observed for average expendi-
ture per economic entity: it was minimal in 2021 (GEL
255.6 thousand) and maximal in 2024 (GEL 1,046.1
thousand) (Chikhladze, 2025).

Over the analyzed period, average expenditure
per project amounted to GEL 297.6 thousand, while
average expenditure per entity reached GEL 486.7
thousand. All projects implemented during the period
were classified as small-scale, i.e., with a value below
GEL 5 million (Government Decree, 2023).

Under the initial version of the 2026 budget, GEL
1,739 million is allocated to infrastructure projects,
accounting for 15.4% of total expenditures. A sharp
increase in these allocations is expected over the three-
year period (see Figure 3).

Figure 3. Allocations for Infrastructure Projects
in the Kutaisi Municipality Budget, 2026-2029 (million Gel)

45.3
5 '

2026 2027

47.3 i

2028 2029

Source: Compiled by the authors based on the 2026 budget of Kutaisi Municipality.
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Under conditions of high financial centralization,
the primary source of funding for infrastructure proj-
ects implemented in Kutaisi Municipality is the central
budget. Specifically, only 26% of projects are financed
from the local budget, while more than one-third
(35%) are funded through the Regional Development
Projects Fund.

CONCLUSION

The study demonstrates that the selection and
orientation of state investments must be realistic
and aligned with territorial development strategies.
Through the implementation of large-scale investment
projects, the state aims to increase production volumes
and value added, foster innovative technologies, and
support intellectual potential. In implementing state
investments, it is essential to consider competitive-
ness, sustainability/sustainable development, innova-

ISSN 2667-9752(0nline)

tion, job creation potential, equity, and environmental
protection. The implementation process should be
inclusive, open, and transparent, with plans, expen-
ditures, and outcomes subject to a certain degree of
public oversight.

Given the high public significance of state invest-
ments, it would be appropriate for budgetary legisla-
tion to define the concept of “state investment.” Current
legislation distinguishes only between “foreign” and
“domestic” investment.

Clear delineation of powers among central, regional,
and local authorities, minimization of duplication,
and reduction of administrative barriers and burdens
would enhance efficiency and effectiveness. In addition,
information on state investments should be partially
processed with the involvement of the National Sta-
tistics Office of Georgia and published on its official
website.
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