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The NATO Week 2014, held in Tbilisi in the week of April 7-13 was dedicated to 

the last three enlargement phases of the North Atlantic Treaty Organization. The 

Week was launched with the international conference “Road to NATO: Sharing the 

Experience of Integration and Membership.” Nino Evgenidze, Executive Director 

of the Economic Policy Research Center (EPRC) was one of the speakers on the 

conference. Ms. Evgenidze spoke on the economic benefits of NATO membership, 

focusing on the new economic opportunities offered by NATO accession in the areas 

such as foreign investments, local business development, trade and export potential. 



INTRODUCTION
The fundamental purpose of North Atlantic Treaty Organization (NATO) is to guarantee freedom and provide security to its mem-
bers in accordance with the principle of the UN Charter. It is beyond any doubt that this fundamental purpose drives the long-stand-
ing strategic decision of Georgia to accede to the Organization. It is precisely the security factor that has galvanized both the public 
opinion and all the major political forces in the previous and in the current government to focus on the membership of the organi-
zation as a top foreign policy priority.

The purpose of this brief is to explain the economic aspects of NATO. More precisely to:

1. Stress that NATO membership has had a significant positive impact on the economies of all recently acceded countries; 
and

2. Highlight the need for an in-depth study of the estimated impact on Georgian economy of NATO membership, which 
would greatly contribute to informed decision-making and evidence-based public opinion in the country. 

It is a fact that NATO is an alliance of free market economies, and not coincidently so. If we look into the North Atlantic Treaty, we see 
that functional, advanced economy is a key characteristic of each Member state. Article 2 of the Treaty clearly states that: “the Parties 
will contribute toward the further development of peaceful and friendly international relations by strengthening their free insti-
tutions, by bringing about a better understanding of the principles upon which these institutions are founded, and by promoting 
conditions of stability and well-being. They will seek to eliminate conflict in their international economic policies and will encourage 
economic collaboration between any or all of them.”  Here, economic cooperation is not limited to military industry and services, but 
rather refers to the national economy as a whole. 

THE SCOPE OF “SECURITY”
The task of EPRC is to show that the pursuit and the achievement of this goal – the membership of NATO, will result in significant 
gains for the country not only in the security, but also on the other, equally important front, which is the economy. At the first sight, 
one might think that the well-known adage – “it’s the economy, stupid” is hardly relevant for a country that has spent most part of 
its recent history on responding to the existential threats to its sovereignty and territorial integrity. But we think that it is indeed a 
strong economy that will ultimately guarantee Georgia’s security and political stability. It is precisely the much needed econom-
ic growth and resilience that will provide foundation for the advancement of democratic institutions and the integration of the 
country into the Euro-Atlantic security and economic alliances. Therefore, we consider it critical to study and analyze the economic 
benefits of NATO membership for Georgia. 

For EPRC “security” represents a broad concept, encompassing not only the traditional, “hard” factors such as military and defense 
capacities, but also areas directly related to the welfare of the country, including energy supply, economy and health. EPRC has 
worked closely with the relevant structures of the Government of Georgia in the development of the national security concept 
precisely from this angle. Security indicators in many countries today include macroeconomic indices, rule of law, scope and level 
of corruption. It is therefore only natural to discuss the “security dividend” from NATO membership in the framework that includes 
the economic and financial aspects.

The aim of this brief is not to advocate for a particular political decision – in the country that has chosen this path as a top strategic 
priority, we would be preaching to the choir, rather  to provide a clear, evidence-based analysis of both the costs and the benefits 
of NATO membership for Georgia. 

A preliminary investigation, based on the available studies and research dealing with the experience of countries that have recently 
joined the Alliance, indicated that the economic benefits far outweigh the costs. Let’s look into the most commonly analyzed eco-
nomic benefits.



FOREIGN DIRECT INVESTMENT
The argument here is rather straightforward – with increased security brought by NATO membership, foreign investors will look 
more favorably to the Georgian market and increase investments in it. 

It is a fact that Foreign Direct Investment constitutes the main pillar of economic growth for any country, but especially for the tran-
sitional economy of Georgia. It is directly related to the employment and exports, and is an important source for covering current 
trade deficit. FDI allows for the transfer of new technologies and skills and may bring about considerable improvements in terms 
of economic competition on the local market. And since the security level of a country considerably influences the risk level of an 
investment, there is direct relationship between security and economic growth facilitated by investment-friendly environment. 

The correlation in terms of security and FDI is clear in case of Georgia. Due to the number of economic and administrative reforms 
carried out by the previous authorities, Georgia has been dubbed as “the number one economic reformer in the world” by the World 
Bank, and has been within the top 10 countries in the ease of doing business rankings by the World Bank Group since 2012. These 
rankings are based on the business regulatory environments in the countries, and indicate highly favorable conditions in Georgia. 
However, the FDI flows do not reflect this highly positive ranking, indicating that investors are paying close attention to many dif-
ferent factors other than the ease of doing business, the general security environment of the country being an important consider-
ation. It is hard to attract investors to an economy of the country that faces a real existential threat to its sovereignty. 

These are fundamentals of economic behavior that are difficult to refute. However, the challenge is to measure the expected rise in 
FDI in connection with NATO membership.

One way to approach this question is to look at the experience of other countries. There are three sets of countries to consider in this respect 
that acceded on the three occasions of expansion: Hungary, the Czech Republic and Poland, which all became members of NATO in 1999; the 
Baltic countries – Latvia, Lithuania and Estonia, and Slovakia, Slovenia, Bulgaria and Romania, which joined the alliance in the year 2004; and the 
two most recently acceded countries of Albania and Croatia. These three cohorts of new members are important because they help us analyze 
in comparative terms the effects of NATO on the one hand, and the EU on the other hand. Countries in the first group joined EU five years after 
NATO, in 2004. The counties in the second and third groups – joined EU at various occasions (2004, 2007 and 2013). This enables us to separate, to 
a degree, the effects of the two organizations on the FDI, as well as on the other economic indicators.

Country
NATO 
Membership

EU Membership

 Czech Republic 1999 2004

 Hungary 1999 2004

 Poland 1999 2004

 Estonia 2004 2004

 Latvia 2004 2004

 Lithuania 2004 2004

 Slovakia 2004 2004

 Slovenia 2004 2004

 Romania 2004 2007

 Bulgaria 2004 2007

 Albania 2009 --

 Croatia 2009 2013

The data indicates that for all the observed countries FDI flows rose considerably in the period of accession, both in absolute and 
relative value. It is also observed that the GDP increased in the period of NATO accession (immediately prior to and after the acces-
sion) in all of these countries. The studies of political risk indicators also recorded an improvement in the period after the accession.1

1 Tatjana Karaulac, Country Risk, Foreign Direct Investment and NATO, Center for Advanced Economic Studies, Belgrade, 2009. 



Foreign Direct Investment (FDI) Infl ows: Poland, Czech Republic, Hungary
Units:  USD million
Data Source: OECD

We need to be careful not to confuse cause and aff ect relationships. Most of the countries concerned have been on the long-term 
path of structural economic reforms to transition from centralized to free economies, and the holistic development of these coun-
tries are undoubtedly important contributing factors in the observed trends. It is also important to separate, to the degree possible, 
the eff ects of joining the European Union, which aff ected economic trends in most countries under consideration.

FOREIGN DIRECT INVESTMENT (FDI) INFLOWS: Estonia, Slovakia, Slovenia
Units:  USD million
Data Source: OECD



EFFECTS ON LOCAL BUSINESS
While focusing on foreign direct investments as the benefi t of NATO membership, we should also keep in mind the eff ect of en-
couraging local businesses to invest more freely in the domestic economy. While direct foreign investments are a truly important 
factor for the growth and development of a country, they are not the only one. In respect to the eff ects of NATO membership on the 
economy of Georgia one should take into consideration both the domestic and foreign dimensions. 

NATO membership will improve the institutional framework of the economy and will be stronger in enforcing its rules. Business 
security and predictability will increase brought about by higher stability, thus improving competitiveness of the internal business 
environment. Improved business environment on the other hand will contribute to higher levels of employment and economic 
growth rates. Ultimately translating into improved welfare for the citizens. 
Inward foreign direct investment fl ows: all NATO countries acceded in 1999 and later
Units:  US Dollars at current prices and current exchange rates in millions
Data Source: UNCTAD



COSTS
If we are to maintain our objective outlook, and if we are to analyze the benefits, we have to also raise the issue of costs. In the ex-
perience of each country that has recently joined the alliance, there have been detractors arguing against the membership on the 
grounds of purported burden of government budgets and the need for major investment in military hardware of dubious economic 
value. So what would be the costs of joining NATO for Georgia?

Indirect costs represent the bulk of expenses related to the building and maintaining of the member states’ armed forces, as well as 
their inter-operability with NATO structures and forces. Indirect costs further include the expenses of deployment of the member 
states’ armed forces during NATO-led operations. 

In the pre-accession domestic discourse concerning costs, a major emphasis was placed on the need to increase defense allocations 
to meet the NATO standard, which is about 2% of the GDP. In these countries, the pre-membership budget allocations for defense 
were indeed lower, and in some cases significantly lower than 2%. 

However, Georgia’s case stands apart. 

Table 1. Gross domestic product & Georgian Defense Budget

Year GDP 
(in million lari)

Defense Budget 
(in million lari)

Percentage 
%

2003 8,564.1 51.8 0.6%

2004 9,824.3 172.2 1.8%

2005 11,620.9 366.8 3.2%

2006 13,789.9 684.0 5.0%

2007 16,993.8 1,494.5 8.8%

2008 19,074.9 1,547.2 8.1%

2009 17,986.0 869.0 4.8%

2010 20,743.4 728.0 3.5%

2011 24,344.0 728.4 3.0%

2012 26,167.3 734.7 2.8%

2013 26,824.9 661.1 2.5%

2014 29,352.3 660.0 2.2%

It should also be noted that Georgia has been incurring the costs associated with NATO-led operations since the country joined the 
PfP programme. This year, the budget allocation for Georgia for the ISAF contribution is approximately 39 million GEL. 

Direct costs The amount of funds each member state should contribute to the NATO budget is calculated in line with the estab-
lished formula for its Member States, which takes into account the GDP of the country, and its citizens’ spending capacity and pur-
chasing power. While a more precise estimation of Georgia’s contribution to the NATO budget is the task we are currently working 
on at EPRC.



MEMBERSHIP AS A PROCESS AND AS A RESULT
It is important to note that the economic benefits associated with NATO are not only those that take effect only after the goal of 
membership is achieved. There are also positive economic effects that accrue as the country continues to deliver on a busy reform 
and approximation agenda leading towards this goal, reforming domestic policies and institutions to bring them in line with the 
membership requirements.   

MOVING FORWARD
The above mentioned are the major positive repercussions of NATO membership on the country’s economy in terms of FDI and 
safe and secure business climate. However, there are other areas that stand to benefit from NATO membership, because they also 
relate to the economic health and stability of the country. To get an idea of the priority areas that should benefit from the push to-
wards NATO membership, we may look at the annual report issued just two weeks ago by the European Commission, which reviews 
achievements made by Georgia and other countries within the European Neighborhood Policy  in 2013 and outlines areas where 
further efforts are needed. The report calls on Georgia to ensure the following conditions in the country:

•	 adequate separation of powers between the branches of the government; 

•	 reform the justice system to ensure “the full independence of the judiciary” and transparency and impartiality of criminal 
prosecutions; 

•	 ensure that pre-trial detention is used only as an exceptional measure; 

•	 increase the accountability and democratic oversight of law enforcement agencies; and

•	 strengthen media pluralism and independence, as well as freedom of expression and opinion.

The pursuit of these aims, in the framework of moving closer to NATO, will have positive repercussions on the economy. 
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