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The presented paper is one of the first attempts to investigate the main challenges in economic
development of a specific economic unit, such as self-governing cities of Georgia (Tbilisi, Kutaisi,
Batumi, Poti, and Rustavi). Difficult period of market relations formation is inseparable from the
processes of transformation of cities, which is accompanied by the formation of a specific urban
environment. The economic, financial and demographic development potential of the society is
heavily concentrated in the cities. The necessity of economic development of cities in market
conditions has brought to the fore the issue of transformation of their functional structure. The
organic nature of the transformation means that the city is gradually freed from self-contained,
unnatural enterprises and becomes multi-functional and socially diverse. It changes not only the
production profile, but the environment as well. The paper justifies that the self-governing cities of
Georgia play a crucial role in national and regional development. In these cities, the positives and
negatives of the socio-economic reforms carried out in the regions, and, in general, the vector of
national and regional development are especially felt in these cities. The paper examines the
relationship between the growth rates of value added output in self-governing cities and the growth
rates of budget expenditures. In addition, it is suggested to use a new indicator: Municipality Size. It
was calculated according to self-governing cities of Georgia. This indicator would have both
theoretical value (analysis, conclusions) and practical — in the development and management of
economic policy at the local level. © 2023 Bull. Georg. Natl. Acad. Sci.

Municipality Size, self-governing city, economic development, region

The territorial system is the main component of the
entire socio-economic system, forming a kind of
base of the sectoral system. It is influenced by
industrial, sectoral, social and political factors. On
the other hand, the territory is characterized by

resource potential and resource capacity. Thirdly,

the territory is significant in terms of attracting
people and encouraging them to settle there, and
also in terms of social attractiveness.

More than half the world's population (55%)
lives in cities, and by 2050 this figure could grow

to 68%. In modern conditions, cities are always in
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the center of global challenges. Although they
occupy only 3% of the world’s land, they are the
engines of economic growth — they account for
80% of global GDP growth [1]. Most of the
innovations are also created in cities, although 75%
of global greenhouse gas emissions are generated
in them. Therefore, cities can be considered both a

cause and a victim of climate change [2].

territory. It serves as the local economic and
cultural center [4].

Self-governing cities of Georgia (Tbilisi,
Kutaisi, Batumi, Poti, Rustavi) play a crucial role
in national and regional development. In these
cities, the positives and negatives of the socio-
economic reforms carried out in the regions, and, in

general, the vector of national and regional

Table 1. Indicators of the population size and value added (VA) of self-governing cities of Georgia (2021)

City (It’}?glljizgg:) VA (million VA per capita | Deviations from

GEL) (GEL) the average
Kutaisi 134.4 573.3 4265.6 -3202.0
Batumi 172.1 2033.6 11816.4 4348.8
Rustavi 130.1 877.3 6743.3 -724.3
Poti 41.5 589.6 14207.2 6739.6
Thilisi 1202.7 18244.1 15169.3 7701.7
Georgia/Average 3728.6 27843.7 7467.6 0.0

Calculated according to: www.geostat.ge

It is noteworthy that the decrease in the share of
industry in the post-Soviet economy was not due to
the increase in high-quality innovative services, but
to severe reduction in industrial output. After the
collapse of the Soviet Union, there was a large-
scale deindustrialization of the economy, as a result
of which many sectors and industrial enterprises
disappeared. This is due to a phenomenon called
"necroeconomics” that unites the so-called dead
enterprises and results from the denial of
competition in the command economy [3].

Unfortunately, these negative events essentially
affected larger cities and created a depressive
background there. In this regard, Georgian cities
are no exception.

The main criterion for urban-type settlement is
the size of the population, which varies from
country to country. Under the legislation of
Georgia, the city is populated area with recorded
population of more than 5,000, and industrial
enterprises and a network of tourist, medical and
located in its

socio-cultural institutions are
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development are especially felt. Therefore, econo-
mic development and strategic management of
these cities are of particular importance. 45.4% of
the country's population lives in these cities, 80.2%
of the total added value created in the country and
86.4% of the turnover of the business sector are
produced there.

The development potential of self-governing
cities depends significantly on the level and
potential of urban infrastructure development. The
readiness of the entire urban infrastructure to
"receive" new types of business, "new cargo" and
new people is of high importance, along with how
quickly and efficiently the urban infrastructure can
adapt to new conditions. Along with other factors,
such economic development of Tbilisi and Batumi
is conditioned largely by this factor.

The geopolitical depression caused by Russia's
war against Ukraine, as well as the economic
sanctions imposed against the Russian Federation,
had negative impact on the global economy

problems. The situation was also complicated by
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Table 2. The share of value added created in the municipality in the region (in 2014-2021, %)

Year 2014 | 2015 | 2016 | 2017 [ 2018 | 2019 | 2020 | 2021

City in Imereti region

Kutaisi 292 | 428 | 475 | 434 | 379 | 456 | 436 | 332
In Autonomous Republic of Adjara

Batumi 883 | 850 | 862 | 89.6 | 889 | 858 | 845 [ 873
in Kvemo Kartli region

Rustavi | 46.1 | 456 | 347 | 433 | 398 | 374 | 343 [ 452

in Samegrelo-Zemo Svaneti region
Poti | 510 | 591 | 584 | 688 | 587 | 588 | 550 | 6Ll

Calculated according to: www.geostat.ge

the negative processes inherited from the COVID-
19 pandemic [5, 6].

It must be borne in mind that as a result of the
the

immigration falls particularly on self-governing

Russian-Ukrainian  war, burden of mass
cities of Georgia. These cities are at different stages
of development and different processes are going
on in them. Therefore, it is necessary to focus on
capacities of aggregate supply in the context of
growing aggregate demand, as well as to use
different

development processes.

approaches to managing economic

The analysis in the share of value added created
in self-governing cities in the regional context has
revealed that the highest level is recorded in Batumi
and it varies within the range of 84 to 90%, which
is associated with the expansion of the city in the
last decade, large-scale projects and investments
taking place here, and a significant increase in the
population. In other cities (Kutaisi, Rustavi, Poti),
it is relatively low (Table 2). The low share of
Kutaisi in the Imereti region (33.2%) is explained

by high value added created in Zestafoni
municipality (36% of the region). In the Samegrelo-
Zemo Svaneti region, the relatively low share of
value added created in Poti (61.1%) is due to the
factor of other municipalities (for example, the
share of Zugdidi in the region is 16.4%).

As is known, there are at least three important
in the state that affect the

management of local and regional development.

transformations

The shift of focus from government to governance
at various territorial levels and functional areas is
of paramount importance [7].

From this perspective, let us pay attention to the
issue of evaluating the effectiveness of public
administration, for which proven indicator is used
at the macro level such as Government Size, as a
share of public expenditures (%) in the gross
domestic product (GDP) [8].

In relation to self-governing cities, let us intro-
duce and calculate a new indicator — "Municipality
Size" as a share of municipal expenses (%) in value
added created in the municipality (Table 3).

Table 3. Dynamics of Municipality Size in self-governing cities of Georgia in 2014-2021 (%)

City 2014 | 2015 2016 | 2017 | 2018 2019 | 2020 | 2021
Kutaisi 18.7 133 14.8 11.7 12.4 9.7 11.5 10.5
Batumi 12.2 11.4 12.0 10.9 9.7 7.7 11.5 7.4
Rustavi 10.1 9.3 12.4 6.6 7.2 8.7 11.8 5.8

Poti 5.9 4.6 4.7 25 3.8 29 34 35
Thilisi 8.6 7.8 6.9 6.3 6.1 6.0 6.9 5.8

Bull. Georg. Natl. Acad. Sci., vol. 17, no. 1, 2023
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Table 4. Value added (VA) created in self-governing cities and budget expenditures (BE) in 2014-2021 (Million

GEL)
City 2014 2015 2016 2017
VA BE VA BE VA BE VA BE
Kutaisi 233.5 43.7 358.3 47.6 342.2 50.6 440.4 51.6
Batumi 820.5 99.7 995.3 113.6 | 11794 | 1415 | 13523 | 147.7
Rustavi 339.6 34.3 364.5 33.8 310.1 38.4 518.8 34.1
Poti 247.7 14.6 324.1 15 359.2 16.9 632.3 15.6
Thilisi 9133.5 785 10238.6 | 803.7 | 118654 | 8159 | 127312 | 8013
City 2018 2019 2020 2021
VA BE VA BE VA BE VA BE
Kutaisi 436.7 54.1 568.9 55 530.8 61.2 573.3 60.1
Batumi 1586.1 | 153.8 | 20446 | 1568 | 14952 | 1722 | 2033.6 151
Rustavi 497.6 36 489.6 42.7 486.3 57.6 877.3 50.6
Poti 410.2 15.7 550.9 15.9 542.5 18.6 589.6 20.8
Thilisi 140757 | 861.6 | 153787 | 927.6 | 14826.5 | 10214 | 18244.1 | 1050.3

Source: www.geostat.ge & www.matsne.gov.ge

In 2021, this indicator was the highest in Kutaisi
(10.5%), and the lowest in Poti (3.5%). On the one
hand, this is due to the difference between the
growth rate of value added in Kutaisi and the
growth rate of budget expenditures, and in Poti, on
the contrary, due to the opposite processes.

In 2020, the municipality size in Kutaisi,
Batumi and Rustavi was within 11-12%, which was
caused by the reduction in value added created in

these cities due to the pandemic. The analysis has

100
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growth of expenditures, %

VA growth, %

revealed that Kutaisi is characterized by the highest
indicator of the municipality size for this period.
The reason for this is increased fiscal spending and
decreased value added (Table 4).

An interesting question is: at the local level of
governance, whether there is a connection between
the growth rates of value added created in self-
governing cities and the growth rates of budget
expenditures.

Figure. Dynamics of growth rates of produced value added and growth rates of budget expenditures in self-governing

cities (2014-2021, %).
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Regression analysis does not confirm the strong
links between them (Fig.). Many factors influence
the growth in value added created in self-governing
cities, which could be studied in separate research.

We believe that the municipality size would
have both theoretical value (analysis, conclusions)
and practical in the development and manage-

ment of economic policy at the local level.

Conclusions

1. The joint efforts of the municipal formations
with regard to the integration of labor, financial and
natural resources, especially in the context of
uneven development and disproportions in resource
provision of territories will help to overcome the
challenges in economic development;

2. Itis necessary to scrutinize the factors that should
be taken into account by economic entities and

municipal government in order to enhance the eco-

Bull. Georg. Natl. Acad. Sci., vol. 17, no. 1, 2023

nomic development and improve the competiti-
veness;

3. There must be rational use of national economic
potential and align the functional structure of the
city with economic policy of the state.

4. It is necessary to reduce the detrimental/
duplicated state functions and services, as well as
to save money on a number of processes and pro-
cedures by improving internal organizational acti-
vities. Alongside the spending cuts to public admi-
nistration, it also helps to reduce of business for the
state structures and develop competition;

5. In order to enhance the urban development and
territorial growth opportunities, it is necessary to
effectively use municipal property and land, deve-
lop urban infrastructure and improve production
infrastructure.
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