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ABSTRACT

Globalization is an inevitable and objective phenomenon that influences the operation of all
economic systems, including stock markets. Financial globalization that is determined by the
growth of international financial flows, has become an important trend in the development
of the world economy in the last decades. For developing countries, including Georgia,
international financial flows are vital, as the number of entities whose savings could be
invested in the country's economy is small. The study aimed to investigate the influences of
financial globalization on the Georgian Stock Exchange (GSE). The objectives of the research
were to analyze the involvement of Georgia and other post-Soviet countries in the financial
globalization process and to identify solutions that inhibit the proper operation of the GSE.

The research questions were as follows:

- To what extent are developing countries involved in the financial globalization
process?
- How can financial globalization promote the growth of the Georgian stock exchange?

- What could be done for the further development of the GSE?

For achieving the aim and the objectives of the research, primary and secondary data were
collected and analyzed. Primary data included an in-depth interview with a Director of
Admission to Trading of the Georgian Stock Exchange and the secondary data comprised the
most modern financial globalization indicator (KOF index) and other financial statistics. The
research has found, that the involvement of Georgia in financial globalization has a rising
tendency, it has almost doubled throughout the period from 1991 to 2018. For Georgia, De-
Facto financial globalization lagged significantly behind the De-Jure financial globalization
before 2009, however, after 2009, it has begun to slightly outstrip De-Jure financial
globalization. A similar trend was identified for Armenia, Lithuania, and Estonia, while in
Latvia and Azerbaijan after 2008 financial globalization De-Facto has developed at a faster
pace. Despite increased financial globalization, the GSE’s functioning has not improved. One
reason is that De-Jure financial globalization (regulatory environment) continues to lag
behind worldwide standards, which creates an unfavourable investment atmosphere.
Moreover, the study revealed a decline in the performance of the Georgian Stock Exchange

which is caused by: low level of liquidity, a small volume of trade, shortage of investors and



issuers, imperfections in the legislative framework, and certain interested groups. Financial
globalization can solve several problems associated with the functioning of the Georgian
Stock Exchange, precisely, it can simplify attracting foreign investors, which will
significantly increase the volume of trade and eager companies to issue more stocks and
bonds. Attracting international investors, in turn, can make Georgia highly involved in the
financial globalization process. To achieve this, first, the country's overall macroeconomic
state should be improved through the adoption of suitable regulatory acts and secondly,
political stability has to be devised. On the other hand, trading all state and public securities
on GSE will help the stock market become more liquidated and attract both resident and

foreign portfolio investors.
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