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Summary

Foreign Direct Investments has become the main driver of the
world economic growth. For most of the countries inflow of
FDI is the main source of economic growth. Investors making
investments abroad search for new resources and markets in
seek of higher efficiency and profitability of their business
activities.

Trade liberalization and opening up the borders of closed
economies at the end of the XX century created new
possibilities for developing countries to import knowledge and
technological innovations in their national economies. Using
this way gave chance to less developed and transition economy
countries to develop their national economies in comparably
short period of time based on the knowledge that was
accumulated in the developed world. The most effective way of
transferring technological innovations and financial resources
is the foreign direct investments. Based on widespread view
FDI gives recipient courtiers the unique possibilities to get the
gains of technological revolution, importing capital and
superior knowledge based assets in the domestic economy.

Because of the affects that foreign direct investments have on
national economies an increasing number of governments
compete to attract multinational companies. Basic factors for
foreign direct investment inflows are natural resources and
market size, alongside these basic factors so called institutional
factors matters. Among institutional factors are tax policy
factors. In recent years governments have offered generous
incentives for foreign investors to invest in their countries.
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Such competition generated debates about the effectiveness of
fiscal incentives.

From theoretical perspectives in case of not resource rich and
small market countries, as we have seen from the review of the
four models of investment policy, institutional factors matters.
The latter is appropriate for Georgia as small and not
intensively resource rich country. Thus from theoretical point
of view for foreign investor’s institutional factors matters in
case of Georgia and among these institutional factors are tax
policy factors.

Radical reforms in Georgia from 2005 year have lead to liberal
tax environment especially for foreign investors. Such an
assessment was made not only by national experts but also by
international organizations. Direct effect is evident: lower tax
rates reduce tax cost and thus increasing overall level of net
profits. With the direct effects of tax policy reforms there are
other more important indirect effects.

From 2005 has been evident liberalization process of tax
administration. At the same time we have seen growth in FDI
inflow in Georgia. Positive correlation of tax rates reduction
and FDI inflow suggests that liberal reforms have triggered
inflows of FDI in Georgia. However it is important to
determine what weight has tax policy factors compared with
other factors.

Tax policy changes and reforms in taxation sphere from 2005
created positive image of Georgia as tax friendlier country for
foreign investors. For most of the foreign investors tax
administration is far more important than statutory tax rates.
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Overall tax policy in case of Georgia matters marginally after
considering the basic factors of investing.

In conclusion, tax policy has marginal effects for foreign
investors to take decision to invest in Georgia. Tax policy in
case of some investors has affected through indirect channels:
tax policy reforms in Georgia has created positive image of
Georgia as tax friendlier country. This result is supported by
the fact that Georgia has positive international rankings in a
number of publications by international organizations

Government of Georgia has strengthened its image of
welcoming for foreign investors by signing Double taxation
Agreements that created legal basis for defending foreign
investors. These agreements already have become direct source
of information about liberal tax policy of Georgia in foreign
investor’s resident countries.

In conclusion, for foreign investors in Georgia tax policy issues
acts as marginal factor alongside the basic factors such as
macroeconomic stability and property rights. Tax policy factors
acts through indirect channels, though image making of
Georgia as friendlier environment for foreign investors in
Georgia.
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