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The role and importance of energy for the socio-economic development of the country are assessed
in the paper. The level and dynamics of tariffs for energy products in Georgia in conditions of market
economy are analyzed and compared to similar figures of the neighboring former Soviet republics
and advanced European countries. The factors acting on the tariffs including the conditions of
utilization of existing natural energy resources, the structure of electricity generation, energy
efficiency, energy balance and the role of the society in energy development and globalization are
characterized. It is concluded that in Georgia, as well as in the world, there is a tendency to increase
tariffs. This is due to the need for increased and continuous investment in the extraction (production)
of increasing amounts of energy resources, the tightening of environmental requirements, and so on.
In order to improve the technical and economic indicators in this field and to reduce tariffs, it is
necessary to introduce scientific-technological and managerial progress at a higher rate compared to
the existing challenges. © 2021 Bull. Georg. Natl. Acad. Sci.
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The basis of sustainable and safe development of
the country is a strong fuel and energy complex. It
has a defining influence on the development of
society, plays a leading role in creation of material
and technical base of society and in acceleration of
scientific and technical progress, in development of
the infrastructure of economy and the increase of
efficiency of public production; it is a vital source
of the complex organism of economy and the
foundation of civilization as a whole; it determines
the level and dynamics of reliable and universal
domination of man over nature, and creates

necessary guidelines for raising the standard of
living and improving working conditions [1].
While the expansion of the field of electricity
use is beneficial, its reduction is harmful and
destructive for the socio-economic development of
the country. This became clear in the first years of
Georgia's state independence (1991-1995). It is
known that the production and consumption of
electricity in Georgia has sharply decreased since
1990. In 1994, the country produced only 7 billion
KW. H. or 43% of the maximum level reached in
1989. In 1994, the level of electricity generated in
Georgia was the same as it was in 1968, i. e. 26
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years earlier. It means that in this field the country
retreated by more than a quarter of a century.
Mostly that pushed the economy backwards by 36
years, and some of its industries by half a century
or more [2].

This fact gives grounds to conclude that in the
recession period there was a significant decrease in
GDP compared to the reduction in electricity
production and consumption. It clearly shows the
role and importance of energy in the socio-
economic development of the country. During the
Soviet years, the growth rate of electricity
production lagged behind the growth rate of
economy, and this had certain negative
consequences for the socio-economic life of the
country. In the first years of independence, the
situation changed substantially. During that period,
the growth rate of electricity production not only
slowed down, but was declining at a high rate. The
results were also catastrophic. Mainly, the fall in
electricity production by one unit reduced the
national income by 1.27 units, industrial products
by 1.38, agricultural products by 1.88 and railway
transport by 2.08 units [3].

Insufficient development of energy, obviously,
had a negative impact on the social situation of the
Georgian population. Statistics show that at the turn
of the 20 - 21" centuries, the standard of living in
Georgia was much worse than in the republics of
the former Soviet Union relatively better provided
with energy. At the end of 1994 the income per
capita was equivalent to about 7-7.5 US dollars in
Georgia, which was 44% of the value of the
minimum (i.e. the poverty line) consumer basket
per member of a family of four. For comparison, in
Russia the same figure was 163%, or almost 4 times
more. According to a survey of 1994, 58% of the
population of Georgia could not fully pay for
utilities, 72% spent nothing on clothes and 74% on
entertainment. In 1994, none of the production
facilities was put into operation. The demographic
situation also deteriorated. Due to difficult
economic and social conditions, according to
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official data, about 60 thousand people left Georgia
that year. More than half of those who left the
country temporarily or permanently were
Georgians (GNERC).

A special study showed that if we compare the
volume of investments required for energy
development and the possible loss of national
income caused by electricity shortages, we will see
that the latter is 5 times more than the former.
Therefore, the amount of loss caused by the
imbalance in the development of the economy and
electricity in Georgia is more than the capital
investments required for the development of this
sector [4, 5].

The Society and the Energy Production
Tariffs

Pursuing the right tariff policy is a crucial problem
not only for the energy sector, but also for the
society as a and for
implementation of economic reforms in the country
(Law of Georgia on Energy and Water Supply,
2019)

There are many factors influencing the level of
tariffs in Georgia. Among them there is a notable
deficit energy balance, [6] structure of energy
production, [7] state of utilization of existing
natural energy resources [8], level of energy
efficiency [9], conscious participation of society in
energy development [10].

Globalization and a new pandemic created

whole successful

additional problems to economics including
energy sector [11, 12].

Georgia has been regulating energy, including
tariffs, since 1996 [13, 14], which has played a
positive role in the development of the sector. Over
the past 25 years, prices for regulated energy
products in the country are rising much slower than
for non-regulated energy products. However, it
should be noted that the electricity tariff increased
4 - 4.5 times during that period.

In terms of rising electricity prices Georgia is no
exception. The trend of tariff increase is typical for
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the whole world. For example, over 15 years, the
tariff in Belgium has increased by 23.2%, on
average; in France by 33.8%; in the US by 44.4%;
in Austria by 55.2%; in Switzerland by 77.7 %; in
Japan 104.9%; in Spain by 115.1%; etc. The
absolute level of tariffs is no exception in Georgia.
Tariffs are much higher in the developed European
countries [15].

The Concept of Tariff Change

As already mentioned, the most impediment to
tariff changes is the independent regulation of the
sector. It makes tariffs more stable and acceptable
to the public. The regulatory body has been
functioning in Georgia for almost twenty-five years
and its results are already well known. Research has
shown that in a regulated market the prices rise
much more slowly than in a free market, including
the prices of the energy products that are not
regulated. Assuming that the Consumer Price
Growth Index for Ten Years is 1, then a similar rate
of increase in the price of gasoline is 3.39;
Kerosene 3.23; Diesel 3; Liquefied gas 3.69 and so
on [16].

In terms of tariff changes, particularly important
is the factor that has a cumulative impact on tariff
growth (ecology, exploitation and investment
costs). It is well known that new capacities of fuel
extraction (oil, coal, natural gas) as well as
hydropower construction are being developed in
increasingly difficult conditions. Besides, it is
necessary to take into consideration the
environmental requirements. Thus, it is clear that
production of one and the same amount of energy
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is becoming more and more expensive.
Consequently, the technical-economic indicators of
the sector, including the tariff, are objectively
deteriorating [17].

Studies show [18-20] that in order to achieve
the goal, the techniques and methods of regulation
of this sector need to be further refined with the
assumption that better conditions will be created for
the large-scale expansion of use of renewable
energy sources. Besides, in order to reduce the
tariffs on energy products, it is necessary to
introduce scientific-technological and managerial
progress at a higher rate. Otherwise, the technical-
economic indicators will deteriorate.

Conclusion

Energy plays a huge role in the socio-economic
development of the country. This is due to the high
macroeconomic responsibility of the sector. In
market economy, energy production tariffs are
characterized by an upward trend, which is caused
by many factors. The main one is the need to use an
increasing amount of investment. This is required
due to gradual deterioration of the natural
conditions of extraction and production of energy
resources. It is becoming necessary to extract more
and more resources from far and deep locations,
and environmental requirements are becoming
tight.

In order to reduce tariffs on energy products, it
iS necessary to introduce scientific-technological
and managerial progress at a higher rate.
Otherwise, there will be an increase in tariffs.



174 Demur Chomakhidze

a3bcdozs

A5M0x900L 3m33egdlmMo s65¢n0Bo ©s dolio 33eroegdols
35650035 969Ma 9303530

©. Bmdsbody

bsgsGoz9cmml (9976032900 2960396Gb0AIGH0, 080erobo, bsdstGozgere

(FomBm©a 9600 53509300L §93¢M0L 5. Lowsasdol Jog)

UBo@0sdo 8983sLgdwmos gbgmagEo3ol Hmero ©s 360dgbgammds Jgggbols bmgosgreym-93mbmdo-
37900 35630m5M980LIMZ0L. 99565¢m0DIGIMEOs LsdsBOM 93mbmIozol 3ommdgddo, 9bghagdo-
39 3OmEdeosby GdMoxgdol ©mby ©s ©obsdogs LsjsGmggmmdo. GgsMgdneos 0o
dgBmdYE0, gmngowo LsdFmms HgldmdEozndols s g3tm3ol dmfjobsgy J3ggbgdols sbsenmpowm®
95h39698e0gdms6. IbslosmMgdrmos BIM0xEIdBY Imddgo BoJBHMMYd0. 3500 FmMol sOlYdYo
3mBgdMmogz0 9690393030 MHYLYMLGdOL 50m30LgdoL, JurgddMmgbg®aools Fomdmgdol E®mhvd-
GO, 9bgMamangdEH0sbmdOL, 969MmagEH03wo dsersblol, gbgMagE 3oL 35630mMgdsdo Labm-
290mgdoL HAEOL 5 eMISEODGOOL FYMBMYMBS. 353900909905 33363, BMT LogoGmgg-
@mdo, olig Hmyme g bmaEomdo, EFBILOINYIIYI0s BIG0RIOOL BOHEOL 3Hgbegbaos. gu 3sb-
306MHmddMmos 9bgMag@0dmmo Gglvydligdol Ly wamem FbsmEo mEIbmdom dm3mggdsty
(Ho63mgdsDbg) 39500EIdMM™o ©s fig39BHo ImEwemmdol 0bgzglBoEogdol Lsommgdom, g3m-
Moo dmmbmgbgdols 35935309000 ©s 5.8. 53BMOMOL sHBMOm, 0dolsmzgol, Gmd s@Mydo
23570x ™39l B9dbozMMo 93mbmIogmmo dshg9b6gdwgdo s Fgd30MEIL GHoM0xdo, SM3Oo-
90905 Usdgaboghm-@gdbrmmaom®mo s 896gxgOImo 3MmaMalol Ma®m Fsmswwo &g9o-
39000 ©6gM35 sMLYdIMEr 9359mf3g390075b g gd0.

Bull. Georg. Natl. Acad. Sci., vol. 15, no. 4, 2021



Complex Analysis of Tariffs and the Paradigm of their Change in Energy 175

REFERENCES

=

Gvelesiani T., Chomakhidze D. (2011) Georgian energy security Universal, Thilisi.

2. Narmania D., Chomakhidze D. (2020) Georgia's energy balance in the years of independence, J. Globalization

and Business, 9:197-202.

Chomakhidze D. (2011) Energy and Society, Thilisi.

Chomakhidze D. (2016) Energy balance of Georgia. Elsevier AASCI.

Mirtskhulava D., Chomakhidze D., Tsintsadze P., Eristavi El., Arveladze R., at al. (2004) Georgia's energy

strategy.

Irakli Jordania et al. (2015) Natural resources of Georgia. 2:743-786. Thilisi.

Chomakhidze D., Zivzivadze O., Kachkachishvili P., Kiladze A. (2018)The role and importance of energy

saving in Georgia, "Teoretical Economics Letters", 8: 1740-1745.

8. Chomakhidze D. (2012) Principles of sustainable energy development. Thilisi.

9. Gochitashvili T. (2004) New natural gas supply routes and modern technologies, Thilisi

10. Chomakhidze D. (2016) Georgian energy in the world energy system. J. Globalization and Business, 2, Thilisi.

11. Narmania D. (2020) Economics and socio-economic aspects of the energy sector, Proceedings of the Third
National Scientific National Conference. Thilisi.

12. Papava V. (2020) Proceedings of the third national scientific conference on the reflection of the coronamax in
economic science and economic policy, Thilisi.

13. Eristavi E., Chomakhidze D., Tsintsadze P. (2000) Fundamentals of energy regulation, vol.1. Thilisi.

14. Chikava L. (2004) Innovative economy, News. Thilisi.

15. Prangishvili 1. (2004) Proportion of "Golden carving" in nature, society, economy, business management. J.
Commentary, 1.

16. Tavadze C., Kavtaradze Ir., Chomakhidze D., Menabde D. (2006) Energy regulation: theory and practice.
Thilisi.

17. Chomakhidze D., Chomakhidze Kh., Chomakhidze Ir. (2020) Peculiarities and principles of energy
management. Thilisi.

18. Chomakhidze D., Kublashvili G., Mosakhlishvili L. (2018) Renewable energy of Georgia: sources and
realization. Lambert, academic publishing.

19. Chomakhidze D., Melikidze M. (2019) Methodological and conceptual basis for energy development in
Georgia. Lambert academic publishing.

20. Tvalchrelidze A., Silagadze A., Keshelashvili G., Gegia D. (2011) Socio-economic development program of
Georgia, Thilisi.

21. Khurodze R. (2002) New people create new times, Thilisi.

ok w

No

Received June, 2021

Bull. Georg. Natl. Acad. Sci., vol. 15, no. 4, 2021



