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Overview of Real Estate & Construction Industry in Georgia
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SECTION 1. SECTOR EXECUTIVE SUMMARY

Real estate is one of the fastest growing sectors of the Georgian economy. Given its size, urban form and geopolitical position, we expect further development of real estate market in Tbilisi. A high demand for residential and commercial space was followed by the appearance of many construction and development companies. Today, Georgian developers offer a wide variety of newly-built apartments ranging from the so-called cheap apartments to luxurious multifunctional condominiums. Demand considerably exceeds existing supply across all sectors, and real estate market offers development opportunities across virtually all sectors - offices, shopping-malls, retail warehousing and logistics.
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SECTION 2. SECTOR SEGMENTS

RESIDENTIAL MARKET

The residential market in Georgia is developing quickly, with high construction activity and growing prices. The residential market has become highly speculative in the absence of efficient saving mechanisms, with individuals buying flats as an investment. Advance payment schemes are popular in Tbilisi’s demand-driven residential market. Most common mode of payment is mortgage loan at the rate of 14%. 

OFFICES & RETAIL

It is not easy to find a suitable business location in Tbilisi and in other cities. There is very little high class office space and most companies opt to rent or buy apartments for their businesses or to rent offices in residential buildings, which were reconstructed and today are shelters for various companies and organizations. Several large business centres are set to appear in Tbilisi in near future as well and almost all new residential complexes include space for businesses.

HOSPITALITY SECTOR

Demand for high quality hotels in Georgia remains unsatisfied, and thousands of apartments are being leased as hotel rooms on a daily basis. High class stock is extremely limited and existing hotels operate with nearly full occupancy during the week and are able to charge healthy rates. Tourists as well as business activity in the country are growing, and the future of the hotel market in Georgia is very promising. 
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International tourist arrivals reached an all-time record of 983114 in 2006 and the total number of international visitors, crossing national borders of Georgia, has been increased by 46% compared to 2005:
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All over the post Soviet countries Tbilisi will be one of the first cities where will be represented all the most famous hotels:
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For these days major Key Players in the Hotel Sector are:
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SECTION 3. CONSTRUCTION INDUSTRY

The recent boom in demand for residential and commercial space has made the construction sector one of the fastest growing sectors of the economy. The rapidly developing availability of mortgage financing is beginning to power the purchasing ability of customers and creating a much larger market than existed before. However, associated real estate services are not growing correspondingly. The most prominent feature of the real estate broker market is a very large number of small agencies, most of which provide identical listings.

The construction industry is one of the most rapidly growing industries of the Georgian economy. Construction in Georgia enjoyed high rates of output and employment growth over the past few years, with the strong upward trend expected to continue (see graph below). The construction business continues to attract increasing investment and banks are continuously increasing their lending to the sector. Construction companies operating in Georgia are working to meet a great deal of pent-up demand for new, more modern living accommodations and office and industrial spaces that meet high standards.

Impact of government reforms. Government's Liberalization Program assigns special importance to streamlining and liberalizing the regulatory environment affecting the construction business. 

· Licensing and inspection system. Significant reforms have been carried out in recent years to simplify the system of issuing permits in the construction sector. As a result, procedures are simplified; a "one-stop-shop" is responsible for issuing permits before a statutory time limit, after which silence means consent. 

· Standardization and technical regulation. According to the implemented reforms, construction businesses now can use the technical regulations of OECD and EU member countries acknowledged by the Government of Georgia. At the same time, they can voluntarily choose other internationally recognized standards for their construction projects.

Recent reforms have simplified the introduction of new technologies in Georgia, while removing unnecessary barriers for foreign investors, and contributing significantly to the development of the construction industry. 

 

 Output of Construction
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SECTION 4. SKILLS DATABASE & LOCAL PLAYERS

The loss of more highly qualified workers from 1991 through 2004, the degradation of the value of certain formal education qualifications in the 1990’s, a rapid expansion of imports with small corresponding job creation, the large informal market in Georgia and other factors have had an adverse effect on the country’s skill mix. The Labor Code reform making Georgia one of the most flexible labor markets in the world, along with the upgrading of the vocational, professional and university training have helped to stem the tide of rising unemployment and emigration from Georgia. The total labor force is estimated at 2.1 million; while in construction sector employees in 2006 was 37167 thous.

Annual construction employees from 2002: 



The major market key players of the construction and real estate sector :




25, Petriashvili str. 

Tel.: (995 32) 25 34 34; (995 32) 55 34 34; 

Fax: (995 32) 91 46 45; 

Mail: info@axis.ge 

Web: www.axis.ge 
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21, T. Abuladze str. 
Tel.: (995 32) 25 19 04; 25 31 88;

Mail: info@arci.ge
Web: www.arci.ge
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19/21 Mckheta str.,

Tel: (995 32) 25 18 63

Fax: (995 32) 25 18 64

Mail: aword@aword.ge
Web: www.aword.ge
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66, Chavchavadze ave. 

Tel.: (995 32) 25 32 16; 

Fax: (995 32) 25 32 17

Mail: info@centerpoint.ge
Web: www.centerpoint.ge



49ª,   Chavchavadze ave  
Tel.: (995 32) 251113, 253840
Web: www.iberia.ge 


SECTION 5. SECTOR ANALYSIS & USEFUL DASHBOARDS

In order to support the Real Estate Development, it is significantly simplified to obtain the permission for building from the City Authorities. And this process is still going on. Procedures for land purchases are being simplified as well  

The normative prices for sale and lease of land are differentiated in accordance with city development plan. 

Also local private landowners are keen to partner with developers.
Real Estate Dashboard/ Tbilisi

	Area (sq. km)
	500

	Population (thousands, 2006)
	1103.3

	Turnover in Construction (millions, GEL, 2006)
	759.5

	Production Value in  Construction (millions, GEL, 2006)
	730.2

	Construction Employees
	40437

	Wages and Salaries of Employed Persons in  Construction (millions, GEL, 2006)
	121.5

	Average Monthly Earnings of  Employed Persons in  Construction (GEL, 2006)
	482.0

	Permissions granted to Constructions ( sq. m, millions, 2006)
	2600

	Permissions granted to Construction of Houses (%, 2006)
	50

	Permissions  granted to Individual Constructions (%, 2006)
	15

	Permissions granted  to Business Spaces (%, 2006)
	10

	Permissions  granted to Small Hotels (%, 2006)
	15

	Permissions  granted to Mixed Constructions (%, 2006)
	10

	The Nominal Price of Land (sq. m. GEL, 2007)
	12-500



Note: exchange rate for 2007-09-03 USD/GEL – /1$=1.65Gel/


Nominative Land Price per 1 Square Meter for Tbilisi Districts
	Regions of Tbilisi
	Price, GEL 

	Old Tbilisi
	200 - 500

	Krtsanisi-Ortachala
	150 - 200

	Vake
	115 - 500

	Saburtalo
	85 - 300

	Didi Digomi
	30 - 85

	Village Digomi
	12 - 55

	Digomi-Didube
	85 - 200

	Chugureti
	55 - 150

	Temka-Nadzaladevi
	30 - 115

	Gldani-Mukhiani
	12 - 55

	Central Isani-Samgori
	85 - 150

	Makhatis Plato
	85

	Didi Lilo - Patara Lilo
	12 - 20

	Okrokana
	85

	Tskneti
	36 - 37

	Shavnabada
	48 - 50

	Kiketi-Tsavkisi
	51 - 52


SECTION 6. INFRASTRUCTURE OF GEORGIA

Foreign Investment in Georgia
In July of 2007 Prime Minister Zurab Nogaideli announced that foreign investment is anticipated to exceed

$2-2.5 Billion dollars for 2007. The first quarter actual investments amounted to $575 million dollars. He

announced that FDI in 2006 amounted to $1,147 billion dollars and in 2005 $539 million dollars.

Largest recent investors were Turkey, Kazakhstan, Denmark and Netherlands and the Czech Republic.

According to the July 9, 2007 Messenger Daily English Newspaper: the Czech Republic purchase by

Energo-Pro involved the purchase of six hydroelectric power plants and two electricity distribution

companies, infrastructure with total power generation capacity of more than 350 megawatts and an

electricity distribution network covering over 70% of the territory of Georgia for a total acquisition price of

132 million in June, 2006. The company stated that it intends to invest over $300 million dollars more in

the sector. The market value of Energo-Pro assets is now approximately EUR 300 million.

According to the Georgian National Bank, the 10 largest foreign investors in Georgia during 2006 were out

of a total of 38 different countries were:

	COUNTRY
	2006 INVESTMENT   
	2000-2006TOTAL INVESTMENT



	United Kingdom 
	$186,824,077 
	$476,073,671

	Kazakhstan
	$152,310,539
	$152,310,539

	Turkey
	$129,727,804
	$248,647,279

	Azerbaijan
	$83,635,443
	$249,352,652

	Norway
	$77,894,816
	$153,268,199

	USA
	$62,406,505
	$374,843,063

	Virgin Islands, British
	$58,586,159
	$76,605,569

	Italy
	$47,219,073
	$138,212,972

	Denmark
	$42,477,808
	$42,796,784

	Cyprus
	$40,071,206
	$133,810,270


Note: The source of original data is National Bank of Georgia (NBG) and Department of Statistics of the

Ministry of Economic Development of Georgia included 50 countries.

In analyzing this data, the significant amount of investment from Cyprus and British Virgin Islands indicates

the possibility of off-shore Georgian money returning to Georgia to invest money and that sign, if correct, is

very positive for the mix of foreign and domestic investment.

Electricity

Electricity availability significantly improved throughout Georgia in 2006. Two years ago 85% of

Georgians outside of Tbilisi were without power; today 98% of paying customers outside of Tbilisi have

24/7 power. In Tbilisi the electricity situation is relatively stable, except for interruptions caused by gas

imports, pipeline failures or water treatment stability.

In an article entitled “Georgia to Create Common Electric circle with neighboring Countries” in the July 31,

2007 issue, page 16, of Georgian Business News, a new “common electricity circle” is described. The

participants are Electricity System Commercial Operator (ESCO), the Georgian State Electricity System

(GDSE), Russia’s RAO, YeES and TGR Energy from Russia, Azerbaijan and Turkey. The proposed

system would allow the four countries to import and export electricity on a seasonal basis, evening out

shortages and surpluses and ensuring the free exchange of electricity between the countries. This concept

would allow the system to become more stable and reliable.


Water

There is an abundant source of supply of water in Georgia. However, the infrastructure situation regarding

water treatment has impeded efficient distribution. Significant amount of foreign investment from Western

sources has recently been invested into the infrastructure of water in Georgia. In Tbilisi for legal entitles the

price per cubic meter for water supply is 4.40 GEL, according to Tblisis Tskhali, the major water company

in Georgia.
Land – Property Rights

Foreign Investors can own commercial, but not agricultural land, in Georgia. Projects with a Georgian

partner can own agricultural land. Investors may initiate an expedited, competitive process to privatize land

assets needed for an investment project.
Telephones & Communications

The # of landline telephones in Tbilisi is 510,000. Outside of the major cities of Georgia, the majority of

phone communication is done via mobile phones. The major Mobile Phone Providers are: Magti and

Geocell. They have 2,500,000 clients, as of July 2007.

# of Internet Connections -- There are 3 major internet providers in Georgia (www.caucasus.net;

www.online.ge and www.sanet.ge. They provide approximately 87% of the Georgian market. (Data

obtained as of July, 2007). Estimates of the number of internet users in Georgia range from 120,000 –

130,000; the Government in its Telecommunications Strategy is committed to increasing this number in the

major cities and rural regions.
Free Economic Zones

On July 3, 2007, to be effective September 1, 2007, the Parliament of Georgia adopted a bill regarding the

creation of free economic zones (FEZ). The bill titled “Free Industrialized Zones” envisages zones located

on at least 10 hectares. The zones may be established by government, a legal entity or private individual.

Companies in the multi-currency zones will be free from profit, property and VAT taxes. Likely sites are

the ports of Poti and Batumi, among others. Future governmental regulations will determine the criteria for

the establishment of the zones. Enterprises set up in the zones will be free from profit and property taxes

and bureaucratic procedures will be minimal.

                            

SECTION 7. INVESTMENT OPPORTUNITIES

Georgia has many preconditions of a successful real estate market. Currently not only local, but also international developers and investors are showing increasing interest in Tbilisi's real estate market. 

Opportunities for: 

· 3 star hotel development, because of enormous rising of tourists 

· Companies, who manufactures quality construction-materials 

· Financial institutions which will provide easy access to capital for real estate market players

According to the “Support Investment” Act (Article 6, part 4) if the amount invested exceeds 8 million GEL and Georgian National Investment Agency (GNIA) gives it “Special Status,” the investor will be allowed to purchase property directly from the state.  

Before such a sale, the investor must provide a bank guarantee or deposit 5% of the property value in a bank account. There is concluded a collective agreement between the government and investors, if they receive the ‘’Special Status’’.  

GEORGIA is not just a promise of a market, it is a genuine opportunity.
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