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Nature of Risk Rating Summary

Political: Risks 2.75 The situation in Georgia is uncertain in the aftermath of the military conflict with Russia, but
it is clear that the state will remain functioning, even if the separatist republics claim chunks
of its territory (highly unlikely). The economy will pay the price of military damage, although
most importantly, crucial elements of the country's infrastructure such as bridges and
mountain tunnels have remained intact. President Mikhail Saakashvili, who essentially
triggered the hostilities by ordering a Georgian offensive on South Ossetia, will have to fight
to retain his seat, which he only won for the second term in January 2008. Given the
popular consensus in the face of the Russian offensive, however, Saakashvili may well rely
on his charismatic turns to actually elevate and strengthen his domestic position. The
government will also remain committed to its economic reform policy, although most of the
legislation and regulation is already in place.

Economic: Risks 3.50 Georgia is a poor country with weak external financial and trade links outside Russia and
the Commonwealth of Independent States. The collapse in growth associated with
post-Soviet economic management during the early 1990s was heightened in Georgia's
case by a brief civil war on its borders. The economy finally began to recover strongly from
its collapsed base in the second half of the 1990s. Although Georgian GDP rose steadily in
1995-2006, growth rates have been highly variable, from lows of about 2% to highs of arou
nd 11%. Since the late 1990s, inflation has been under control and the exchange rate
relatively stable. Despite such progress, if Georgia is to achieve sustainable growth in the
medium-to-long term, many structural challenges need to be tackled, along with crippling
corruption and a widespread unofficial economy. In addition, Georgia must work to diversify
its export base to reduce reliance on Russia. After the newly elected government vowed to
implement an ambitious reform agenda, the International Monetary Fund resumed its
lending to Georgia in mid-2004. Georgia has expressed its commitment to improving fiscal
management, implementing responsible fiscal and monetary policies, as well as proceeding
with privatisation. These reforms are vital for strengthening the economy and for
progressing with poverty reduction. In the longer term, Georgia has much to offer - its
Mediterranean-type agriculture-based economy and a restoration of basic trade and
financial links under sound governance in and outside the state will contribute to the
country's rehabilitation.

Legal: Risks 3.25 The Georgian government prides itself in its World’s Top Reformer recognition by the World
Bank in 2007, which shows that some of the decisive reforms since the 2003 electoral
revolution have started to take effect. Yet, after years of ingrained corruption, this will be
hard to root out, although this is the purported aim of President Mikhail Saakashvili during
his second term in power. The often-corrupt judiciary, which lacks both independence and
experience of modern corporate law, remains one of the key problems with regard to
implementation of the new laws.

Tax: Risks 2.50 Following the Rose Revolution in November 2003, the Georgian government embarked on
a radical tax reform programme with the aim of bringing the country more into line with
Euro-Atlantic institutions, making the taxation system simpler and improving collection rates
as a consequence. In January 2005 the government slashed the number of national and
regional taxes from 22 to seven. The income tax rate was set at 12% and the corporate tax
rate at 20%. The government has pursued a vigorous campaign to improve the tax
collection rate, which has been a considerable success and there is considerable evidence
to suggest that the government has taken great strides in combating the embedded
protectionist attitudes prevalent in the domestic business community which had been
fostered by the previous government. Nevertheless, while the new tax code is the most
liberal in the region and promotes the interests of foreign investors, the Saakashvili
administration started from such a low tax base that the overall tax climate still has
considerable room for improvement.

Operational:
Risks

3.50 Although considerable effort has been put into combating the corruption that flourished
under the former regime, there is still much work to do. Trade issues with Russia remain.
Powerful interest groups still hold a considerable degree of power in the regions and the
infrastructure requires massive investment in order to fulfil Georgia's potential as a transport
corridor. At the same time the separatist regions of Abkhazia and South Ossetia remain
magnets for illicit trafficking of a variety of goods ranging from tobacco to petrochemicals.
However, the position of foreign investors has improved, as have links. The central Tbilisi
region is a promising one for investment, and the 2007 World Bank Doing Business report
named Georgia as the top reformer globally.

Security: Risks 4.00 The victory of the opposition in the Rose Revolution of November 2003 ushered in a new
dimension to Georgian security. The subsequent ambitious reform programme has included

Adlib Express Watermark



Copyright ©2008 Global Insight Inc. All rights reserved. Page 3 of 36

a drive to stamp out corruption in addition to restoring Georgia's territorial integrity. The new
government strengthened its authority by bringing the crisis in the renegade province of
Adjaria to a successful end and deposing Adjarian leader Aslan Abashidze and his
supporters, who were heavily involved in illicit smuggling. Nevertheless, despite the new
government's targeting of the business interests of the symbols of the old regime, including
former president Eduard Shevardnadze's family, organised crime still continues to pose a
major problem for the Georgian state. In addition, the drive to restore Georgia's territorial
integrity and the uncompromising approach adopted by President Mikhail Saakashvili have
led to periodic flashpoints between the Georgian state and the leadership of the separatist
regions of South Ossetia and Abkhazia. The buffer zone between Georgian and Abkhaz
troops, including the Gali region and the Kodori Gorge, is highly volatile due to the presence
of paramilitary and bandit formations involved in the lucrative smuggling trade into and out
of Georgia. Relations with Russia remain tense, with frequent diplomatic spats. Most
recently, the United States and European Union (EU) have started to get involved into the
separatist conflicts as mediators, to the great annoyance of Russia.

Overall 3.21
SIGNIFICANT

A small country that captured international attention due to an open military
conflict with Russia in August 2008, Georgia is a very mixed proposition at the
moment. It has made substantial strides in improving the taxation and legal
environment for business, as well as taking steps to root out corruption, but
many economic achievements have been damaged by military conflict, the
consequences of which the country struggles to overcome. Politically, Georgia
is less stable than in terms of regulations, as President Mikhail Saakashvili is
increasingly resorting to populist tactics to keep a grip on power as he sees his
former allies cross over to the opposition camp. As long as business
regulations are preserved and improved, Georgia has a fair chance of recovery
as an important investment destination. Its playing on the opposition to Russia
is likely to wear off as a policy tool, and a change of leadership is possible in
the medium term.

 
Comparative Historical Risk

 
 

Risk Change History
 Georgia

  Overall Risk  Date Changed  Risk Change Article 
Pol

25%
Eco

25%
Leg

15%
Tax
15%

Ope
10%

Sec
10%

 1  3.41   SIGNIFICANT   01-Nov-98  - 3.50 3.50 3.00 3.00 4.00 3.50

 2  3.51   HIGH   24-Apr-03  View article 3.50 3.50 3.25 3.25 4.00 3.75

 3  3.39   SIGNIFICANT   05-Jan-04  View article 3.00 3.50 3.25 3.25 4.00 3.75

 4  3.28   SIGNIFICANT   30-Apr-04  View article 2.75 3.50 3.25 3.25 3.75 3.50

 5  3.31   SIGNIFICANT   09-Jul-04  View article 2.75 3.50 3.25 3.25 3.75 3.75

 6  3.21   SIGNIFICANT   13-Jul-04  View article 2.75 3.25 3.25 3.25 3.50 3.75
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 7  3.28   SIGNIFICANT   16-Aug-04  View article 2.75 3.25 3.25 3.25 3.50 4.25

 8  3.24   SIGNIFICANT   14-Oct-04  View article 2.75 3.25 3.25 3.25 3.50 4.00

 9  3.15   SIGNIFICANT   23-Dec-04  View article 2.75 3.25 3.25 2.75 3.25 4.00

 10
 

 3.09   SIGNIFICANT   20-Jan-05  View article 2.75 3.25 3.25 2.75 3.00 3.75

 11
 

 3.06   SIGNIFICANT   25-Jan-06  View article 2.75 3.25 3.25 2.75 3.00 3.50

 12
 

 3.09   SIGNIFICANT   18-Oct-06  View article 2.75 3.25 3.25 2.75 3.00 3.75

 13
 

 3.16   SIGNIFICANT   31-Jan-07  View article 2.75 3.50 3.25 2.75 3.00 3.75

 14
 

 3.13   SIGNIFICANT   10-Jul-08  View article 2.75 3.50 3.25 2.50 3.00 3.75

 15
 

 3.21   SIGNIFICANT   11-Aug-08  View article 2.75 3.50 3.25 2.50 3.50 4.00

 

Georgia - Key Facts

   

Area (sq
km)

69700

Capital Tbilisi

Languages Georgian 71% (official), Russian 9%, Armenian 7%, other 7%, Azeri 6%

Ethnic
Diversity

Georgian 70.1%, Armenian 8.1%, Russian 6.3%, Azeri 5.7%, other 5%, Ossetian 3%, Abkhaz 1.8%

Religions
Christian Orthodox 75% (Georgian Orthodox 65%, Russian Orthodox 10%), Muslim 11%, Armenian Apostolic
8%, unknown 6%

Currency 1 lari = 100 tetri

Dialling
Code

+995

 

Georgia - Population and Health Indicators

Population and Health Indicators

 2001 2002 2003 2004 2005 2006 2007

Total Population (mil.) 4.7 4.6 4.6 4.5 4.5 4.4 4.4

Population Growth (%) -1.14 -1.11 -1.09 -1.03 -0.96 -0.90 -0.85

Source: IHS Global Insight, World Bank: World Development Indicators

  Download this table in Microsoft Excel format

 

Georgia - Summary Macro-Economic Indicators

Summary Macro-Economic Indicators

 2003 2004 2005 2006 2007 2008 2009

Real GDP (% change) 11.1 5.9 9.6 9.4 12.4 3.4 3.5

Nominal GDP (US$ bil.) 4.0 5.1 6.4 7.8 10.2 13.7 14.9

Nominal GDP Per Capita (US$) 874 1,135 1,433 1,750 2,315 3,143 3,453

Consumer Price Index (% change) 4.8 5.7 8.2 9.2 9.1 11.1 8.7

Wholesale-Producer Price Index (% change) 2.4 3.8 7.5 10.8 11.6 10.7 8.5

Fiscal Balance (% of GDP) -3.20 -1.59 -0.09 -0.35 -0.46 -2.80 -2.87

Unemployment Rate (%) 11.50 12.60 13.80 13.60 13.30 12.90 12.51

Current Account Balance (US$ bil.) -0.4 -0.3 -0.7 -1.2 -2.0 -3.6 -3.3

Current Account Balance (% of GDP) -9.4 -6.8 -10.8 -15.0 -19.2 -25.9 -22.0
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Trade Balance (US$ bil.) -0.6 -0.9 -1.2 -2.0 -2.9 -3.5 -3.8

Trade Balance (% of GDP) -16.0 -17.9 -18.9 -26.0 -28.2 -25.4 -25.1

Exchange Rate (LCU/US$, end of period) 2.1 1.8 1.8 1.7 1.6 1.4 1.5

Exchange Rate (LCU/Euro, end of period) 2.6 2.5 2.1 2.3 2.3 2.1 2.1

Source: Historical data from selected national and international data sources. All forecasts provided by IHS Global Insight. Table updated
live from detailed forecast bank (WES).

  Download this table in Microsoft Excel format

 

  Georgia: Ten Latest Articles    

Stories 1-10 :: Page 1 of 1

Country
  1. Swiss Government Becomes Official Mediator in Georgian-Russian Dispute
(Tue 13 Jan 2009)

 

Country
  2. Georgian President Offers to Share Powers with Parliament
(Mon 29 Dec 2008)

 

Country
  3. Russia and Georgia Fail to Reach Agreement on Conflict Prevention
(Fri 19 Dec 2008)

 

Country
  4. Parliamentary Investigation Slams Georgia’s Military for Poor Handling of Russia Conflict
(Fri 19 Dec 2008)

 

Country
 5. President Announces New Government Reshuffle in Georgia, as Another Popular Politician Joins

 Opposition
(Mon 08 Dec 2008)

 

Country
  6. Ukraine, Georgia Leave NATO Meeting Empty-Handed; Russian Relations Improve
(Wed 03 Dec 2008)

 

Country
  7. Russia Welcomes NATO Decision to Halt Expansion to Ukraine and Georgia
(Fri 28 Nov 2008)

 

Country - Economic
  8. Budget 2008: Further Amendments to Fiscal Plan Put Forward in Georgia
(Thu 27 Nov 2008)

 

Country
  9. Georgian, Polish Presidents Shot At in Unclear Circumstances
(Mon 24 Nov 2008)

 

Country
  10. Russia and Georgia Resume Mediated Talks
(Thu 20 Nov 2008)

 

Stories 1-10 :: Page 1 of 1
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Current as of Tue 13 Jan 2009

Political: Risks
The situation in Georgia is uncertain in the aftermath of the military conflict with Russia, but it is clear that the state will
remain functioning, even if the separatist republics claim chunks of its territory (highly unlikely). The economy will pay the
price of military damage, although most importantly, crucial elements of the country's infrastructure such as bridges and
mountain tunnels have remained intact. President Mikhail Saakashvili, who essentially triggered the hostilities by ordering a
Georgian offensive on South Ossetia, will have to fight to retain his seat, which he only won for the second term in January
2008. Given the popular consensus in the face of the Russian offensive, however, Saakashvili may well rely on his
charismatic turns to actually elevate and strengthen his domestic position. The government will also remain committed to its
economic reform policy, although most of the legislation and regulation is already in place.

 

 

Outlook: Short-Term

Status of Separatist Republics a Key Contention Point. The principal stumbling block to the peace agreement
with Russia and separatist settlement is the status of the breakaway regions of Abkhazia and South Ossetia.
Abkhazia openly demands independence, while South Ossetia’s silence on the issue is attributable to the lack of
clearly established leadership in the region. The Georgian government, backed by the United States and the EU,
insists on territorial integrity of the state, and no easy solution to the matter can be expected, in the face of Russia’s
continued and committed opposition.

Ruling           The re-election of MikhailParty Needs to Pacify Militant Opposition after Parliamentary Election Win.
Saakashvili as president in January 2008 was tarnished by opposition protests, which put the government in a
defending corner over its democratic legitimacy. The sweeping majority obtained by the governing United National
Movement party was a positive surprise for them, but the results are yet to be defended against the opposition that
boycotts the parliament on accusations of vote rigging. International observers endorsed the election, although
noting some irregularities, so the tense political atmosphere in the country will not dissolve fast.
NATO Hopes: Although Georgia has seen progress in its membership ambitions, and will continue to lobby even
though formal candidacy should not be expected before 2009. The public backed entry in a referendum twinned with
the presidential elections in 2008. Relations with the United States have improved with the hope for membership
support, despite the U.S. backing a Russian-proposed declaration that was critical of Georgia (in the hope that
Russia would support western policy on North Korea). Although Russia completed the removal of military equipment
from Tbilisi in December 2006, Georgia wants to benefit from NATO membership that would counterbalance the
Russians. This is particularly pertinent in the aftermath of August 2008 military conflict with Russia.

 

Outlook: Long-Term
Georgia sees its future as linked to NATO, western nations and the European Union (EU). Considerable reforms are
required to bring it to a functioning market economy and raise living standards. Resolving the separatist conflicts in
Abkhazia and South Ossetia whether through autonomy or defence of national integrity will be necessary, Although this is
causing instability and greater opposition, largely because of nationalist political dialogue in central government, but also
interference by Russia and the stubbornness of separatist leaders. The country will remain in the spotlight of the
international community because of its enhanced role as an energy corridor from the Caspian Sea, which could be an
outside guarantee for further stability.

 

Institutions and Players: Origins
Georgia is an ancient Christian kingdom whose history has long been determined by the shifting balance of power between
regional empires—Ottoman, Persian, Arabic and Russian. It was absorbed into the Russian Empire in the nineteenth
century and before 1991 was only independent for three years following the Russian Revolution—between 1918 and 1921.
Despite Stalin's Georgian origins, the country suffered equally under the Soviet yoke and much of the Georgian cultural and
political elite emigrated. Georgia experienced a drastic industrial collapse when it emerged from the wreckage of the Soviet
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Union in 1991, which was compounded by a Soviet legacy of ethnic and territorial divisions that fomented separatist
movements that tore the country apart in the early 1990s. The leadership of nationalist president Zviad Gamsakhurdia
helped to inflame these conflicts, which continue to be a thorn in the side of the Georgian government.

 

Institutions and Players: Structure
Georgia is a Transcaucasian republic bordering Russia, Azerbaijan, Armenia, Turkey and the Black Sea. It was part of the
Soviet Union until early 1991, when it declared its independence. In 1995 a new constitution was adopted, making the
country a presidential republic. The constitutional changes rushed through parliament in February 2004 ensure greater
powers for the president, who can dissolve parliament if it fails to pass a budget and halt parliament's decisions if they are
unconstitutional, as well as granting authority for the parliament to dismiss the cabinet. The new constitution also recreates
the post of prime minister, who is given wide authority outside the "power ministries" of Interior, Defence and Security.
Constitutional amendments in 2006 lengthen the current parliamentary term by six months and shorten the president's term
by the same, to allow simultaneous ballots. It also alters the term in the autonomous Adjaria province by four months. This
was made possible by a two-thirds majority vote, but was criticised by a Council of Europe body and opposition deputies as
it only applies to one term of office, and was not seen as justifiable for political reasons. It accompanied proposals from the
government for a new constitution to be drafted.

President: The president is the head of state and the head of executive power. He or she is elected by direct
suffrage every five years. The president's main powers are to appoint members of the government, with the approval
of two-thirds of parliament, to formulate and implement domestic and foreign policy, and to command the armed
forces and head the National Security Council. The president also has direct authority over the ministries of Interior,
Defence and Security. According to the 2006 reform, the President can no longer appoint or dismiss judges, and is
no longer chair of the judicial council, a post which is handed to the Chairman of the Supreme Court.
Prime Minister: The prime minister has the authority to dismiss any ministers he controls directly. The post was
abolished in 1995, but was revived as part of the constitutional changes of February 2004.
Government: Although the composition of the government is subject to parliamentary approval, its members are
accountable to the president.
Parliament: A 235-strong Republican Council is elected every four years by proportional representation, of which
150 deputies are elected from single-member districts and 85 from party lists. Whilst the Republican Council is
Georgia's supreme representative body, in practice this body has not been effective because of the as-yet
undecided status of breakaway and autonomous territories.
Regional Administration: For administrative purposes, the country is divided into 12 regions. These comprise 53
districts, nine cities and two autonomous republics (Abkhazia and Adjaria). Many of the regions campaign for more
autonomy from the government but, fearful of a dissolution of the Georgian state, the government is unlikely to
concede a looser federal structure in the near future. Regional heads are appointed by the president.

 

Institutions and Players: Major Parties

National Movement-United Democrats: A bloc formed after the 2003 revolution, comprising President Mikhail
Saakashvili's National Movement and former Prime Minister Zurab Zhvania's United Democrats. The bloc could yet
split into its constituent parts in the medium term. The bloc has a flexible platform that is largely Western-orientated
and reformist, but its rhetoric is also populist.
Rightist Opposition-Union of Industrialists-New Rights: Another electoral bloc formed in the wake of the
November 2003 ouster of former president Shevardnadze, the Rightist Opposition is rising on a tidal wave of support
for rightist, pro-business and nationalist parties in the country. It favours a flat tax system, reduced government
intervention in the economy and NATO membership. New Rights leader David Gamkrelidze and Industrialists chief
Gogi Topadze lead the groups, which merged ahead of the 2004 ballot to prevent splitting their joint electorate.
Freedom Party: This party was only set up in January 2004 when Konstantine Gamsakhurdia, son of the country's
first post-Soviet president Zviad Gamsakhurdia, returned from a 12-year exile in Switzerland. Within just three
months the party garnered 1.7% of the national vote, largely on the back of Gamsakhurdia's appeal to nationalist
supporters of his father.
Revival Union: The Revival Union Party is headed by Aslan Abashidze, the chairman of the Supreme Council of
Adjaria, an autonomous region on the Black Sea coast. It is largely a vehicle for Abashidze's considerable political
ambitions, which have proved a thorn in the side of the new Georgian leadership. The party's vastly diminished
showing in the March 2004 parliamentary election was contested by Abashidze, who has alleged voting irregularities
and will limit the party's influence at the national level.
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Labour Party: Led by Shalta Natelashvili, a charismatic former state prosecutor, Labour has a clear ideological
platform, supporting free healthcare, education and social services. The party, which was set up in 1997, appeals
mainly to the elderly and to particular pockets of support outside the capital, such as the area around
Dusheti—Natelashvili's hometown. However, the party's redistribution rhetoric has largely been taken over by the
new government and it suffered a serious setback in the March 2004 election, where it garnered only around 5% of
the vote, but Natelashvili will continue to be a trenchant government critic.
Conservative Party: Led by Koba Davitashvili.
Justice Party: Pro-Russian opposition party. In September 2006, 29 members were arrested and implicated in an
attempted coup alleged to have been Russian-financed, and connected to former Security Minister Igor Giogardze,
who is exiled in Russia and wanted for an alleged murder attempt on Shevardnadze.

Movement for a United Georgia: was formed in September 2007 after much anticipation, by Irakli Okruashvili in a
blaze of publicity. Though Okruashvili withdrew just weeks later following serious allegations against the government
and his subsequent arrest for corruption charges, the party was left to be led by others, including party political
secretary Koka Guntsadze and Gia Totladze, who had previously formed the opposition Democratic Front
parliamentary faction.

 

Institutions and Players: Key Figures

Government Figures

President Mikhail Saakashvili is a fiery U.S.-educated lawyer known for his confrontational style and populist rhetoric,
and unapologetic style typical of power-hungry politicians. Saakashvili briefly served as Justice Minister before
resigning in protest against the alleged corruption of his cabinet colleagues. He issues from the ranks of the
Georgian ruling establishment but has built up his reputation as an opposition leader against it. He won a
second term in power in January 2008, though the opposition complained over the validity of the first-round
victory.

Prime
Minister

Grigol Mgaloblishvili was appointed for the role in November 2008 following the dismissal of Lado
Gurgenidze, who had also served in the position for one year. A former ambassador to Turkey, Mgaloblishvili
is known for his good intentions and diligence, but had not been an independent public figure in his own right
previously. He is viewed as a mere executive of president Saakashvili.

Speaker of
Parliament

David Bakhradze. A long-term ally of the president, Bakhradze stepped into the speaker’s seat after the
resignation of  who joined the opposition ranks. A career diplomat and a longstandingNino Burjanadze 
member of the government, Bakhradze is a safe choice for Saakashvili.

Minister of
Foreign
Affairs

Grigol Vashadze replaced  in a surprise reshuffle on 5 December, barely a month intoEka Tkeshelashvili
his tenure as culture minister which he took on 1 November 2008. Vashadze is a career diplomat who
previously occupied the position of deputy foreign minister responsible for relations with Russia.

Minister of
Police and
Public
Security 

Vano Merabishvili, the former State Security Minister, incorporated the Interior Ministry portfolio in
December 2004 to form the Police and Public Security Ministry. He has increased his influence in the cabinet,
particularly after the departure of Okruashvili. Opposition calls for his departure have fallen on deaf ears,
despite a series of controversies, included his alleged involvement in the cover-up of the murder of United
Georgian Bank employee Sandro Girgviliani in January 2006, and a retired policeman Gia Telia the following
month, both believed to have clashed with ministry officials.

Minister of
Defence 

Batu Kutelia is acting Defence Minister after  was dismissed on 5 December 2008.Davit Kezerashvili

Minister of
Finance

Nikoloz Gilauri was one of the longest serving energy ministers, and faced the tough task of negotiating
with Russia over energy provision and sweeping out the endemic corruption in his department, as well as
ensuring the smooth running of the Baku-Tbilisi-Ceyhan pipeline project. He was moved to the finance
ministry in September 2007, with Noghaideli praising his "stubbornness" as a useful attribute.

State
Minister of
Coordination
of Structural
Reforms

Kakha Bendukidze was an established Russian business tycoon. It was hoped that his appointment as
Economy Minister would attract increased levels of Russian investment. He has also vowed to pursue a strong
pro-business agenda, including tax and bureaucracy cuts and privatisations. In December 2004 he was
moved from the Economy Ministry to a specially created position where he would personally oversee the
economic reforms and privatisations pledged by the government.

Other Key Players

Irakli
Alazania

The 35-year old diplomat, formerly Georgia's ambassador to the UN, has emerged as one of the most popular
politicians in Georgia following military conflict with Russia in August 2008. Purported as a possible prime
minister, Alazania was not trusted in the position by Saakashvili and resigned from the foreign ministry on 5
December 2008 to join the opposition. He is likely to stand as the frontman and presidential candidate for the
united Republican party and New Right bloc.

Nino
Burjanadze

Burjanadze is a career politician instrumental to the Rose Revolution in 2003 that brought Mikhail Saakashvili
to power. She was believed to be a strong contender for the presidential post, with her moderate style in
stark contrast to Saakashvili's populism, but set aside her political ambitions to return to the post of speaker
of parliament. In return for backing Saakashvili, Burjanadze has campaigned for the awarding of greater
authority to parliament, and made the post her own. She made an unexpected decision to leave the party
election list ahead of the May 2008 presidential election due to disputes over the placement of her allies, and
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History Repeating Itself?

In November 2007, President Saakashvili called a state
of emergency in response to a series of low-level
protests in Tbilisi by oppositionists, calling for early
elections. Prior to a clampdown on private media
sources, scenes of violent police response to protestors
were broadcast, and used as justification to shut down
the private Imedi channel. The station is connected to
media tycoon Badri Patarkatsishvili, who had been
backing opposition parties. Saakashvili attempted to
pin blame for the unrest on groups connected to
Russia. With no warning, Saakashvili then announced
that presidential elections would be pulled forward
from October to January, whilst maintaining the private
media blackout. The situation drew unfavourable

has launched her own political party, questioning Saakashvili over governmental responsibility for the August
2008 conflict with Russia.

Alexander
Lomaia

An associate of Merabishvili, Lomaia was initially education minister in the cabinet but was drafted to head the
National Security Council in November 2007, after the brief state of emergency. A former chief of the George
Soros Foundation Open Society in Georgia.

 

Policies and Stability: Elections and Government Changes

Election 2008: Parliamentary Election Supports Ruling Party

The parliamentary election took place half a year earlier than scheduled, in a purported effort to turn an ear to the opposition
that protested against President Saakashvili's rule in November 2007. After much debate over the change in election
procedures, the vote was held on 21 May on a mixed proportional-majoritarian basis, bringing an overwhelming victory to
the ruling United National Movement, but also allowing for opposition representation in the legislature. The government was
at pains to demonstrate democratic legitimacy of the vote, which was generally recognised as such by international
observers; their verdict undermined the opposition's claims to vote-rigging. The opposition views the election results as
something of a matter of life and death and vows to boycott the election and challenge its results by force if it has to.

Election 2004: Rose-Tinted Victory

Results of the 21 May 2008 Elections Number of Seats

United National Movement 120

United Opposition Council -Rightist Opposition 16

Labour Party 6

Christian Democrats 6

Republican Party 2

TOTAL 150

Election 2008: President Wins Snap Election

Mikhail Saakashvili secured a much hoped-for first-round victory in the 5 January presidential election, which was described
as largely conforming to international standards by international observers. Serious questions were raised over the conduct
of the campaign, however, opposition protests that the ballot was conducted with violations to ensure a second-round
run-off were rejected. This is despite concerns over the politicisation of the Central Election Commission. Significantly,
Saakashvili lost ground in the capital Tbilisi, which could be a precursor of leaching of support over the coming year, as the
capital is often the first area to register opposition. The campaign itself was largely unoriginal, focusing on promises to raise
living standards and security.

In March 2004 the National Movement-United Democrats bloc won a sweeping majority in the parliament, giving President
Saakashvili, Prime Minister Zhvania and other reformist allies free rein to set about instituting painful changes in the
country's economy and society. The main opposition in parliament comes from the rightist—both nationalist and
pro-business—spectrum. The election was a major setback for the Labour Party, which has traditionally been strong in
Georgia and is led by the popular and charismatic government critic Shalva Natelashvili.

 

Policies and Stability: Government Stability

The key to stability in Georgia for the medium term will be relations
between the legislative and President Saakashvili. In the period
after the Rose Revolution, it was assumed that medium-term
stability depended upon the relations between the triumvirate that
effectively ousted former president Eduard Shevardnadze in
November 2003—Saakashvili, Zhvania and speaker of parliament
Nino Burjanadze. The relationship between Burjanadze, who is
fighting to increase the powers of the legislative, and Saakashvili
took on greater importance following Zhvania's untimely death, and
the parliamentary speaker has been a vocal mouthpiece of the
government. However, other challenges have surfaced, with only
one of the supporting groups of the 2003 revolution readily apparent
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comparisons between Saakashvili and his predecessor
he so winsomely deposed four years previously, in the
2003 Rose Revolution, as well as questions over
whether Georgia would ever progress to the
western-facing democracy it had seemed to covet
under Saakashvili. The temptation to discredit
opposition whilst centralising power, with a shot across
the bows to Russia at a critical time regarding the
status of breakaway regions, had apparently been to
much to resist.

in the government, the Liberty Institute co-founded by members
such as Interior Minister Vano Merabishvili, Giga Bokeria and Kakha
Lomaia. They were seen to be behind the removal of hawkish
Defence Minister Irakli Okruashvili in a surprise reshuffle in late
2006.

Okruashvili was moved to the post of Economy Minister, from which
he resigned just one week later, able to take a hint that he was
being reined in. The reshuffle proved more complex than expected
though, and signalled that an attitudinal change might be being planned; the minister was seen as incorruptible and close to
Saakashvili—potentially threatening his own power base. Economy Minister Irakli Chogovadze was moved to direct the
state oil concern, but also resigned one week later, to be replaced by the deputy energy minister Alexandre Khetaguri. Petre
Tsiskarishvili moved from the Kakhetia region to the agriculture ministry, and minister Mikhail Svemonsihvili was moved to
govern Gourie. With a gap in the Economy Ministry, former presidential aide chief Georgi Arveladze stepped up.

The president's other supporters in the revolution, such as protégé and dismissed Foreign Minister Salome Zurabishvili and
former Justice Minister Kemularia, were removed from power structures and Zurabishvili has sought refuge with the
opposition, leaving Saakashvili dependent on the Merabishvili-Bokeria-Lomaia troika. They proved a challenge to the
authority of Prime Minster Noghaideli, and Lomaia was moved to head the National Security Council in late 2007, after
Noghaideli’s resignation. Saakashvili retains some support in the form of Prosecutor General Zurab Adeishvili and Foreign
Minister Guela Bejuashvili, but they do not carry public clout. This has left Merabishvili in a stronger position, whether this
was the intention of the president or not.

The political landscape in Georgia remains in flux. Given the dominance of the National Movement in parliament there has
been a tendency to fail to consult with the opposition over important draft legislation, which is generally bludgeoned through
the legislative. The lack of a meaningful dialogue with the opposition, allied to the ruling party's dominance has often
resulted in the opposition not only challenging legislation through extra-parliamentary means, but also questioning the
independence of other state institutions, such as the courts and law enforcement structures which has undermined the
credibility of the parliament and the government's reforms. A report by Transparency International in 2006 entitled "Division
of Authority in Georgia" noted the lack of division in fact, or competence, complaining that institutions are not protected from
political interference.

Uneasy Legacy

President Eduard Shevardnadze dominated Georgian politics. A popular figure benefiting from the aura of perestroika's
democratic reforms, Shevardnadze stepped into the political vacuum in 1992 after the deposition of the country's first
post-Communist leader, Zviad Gamsakhurdia, and was elected, unopposed, as head of state.

In 1995 a new constitution was adopted that defined the balance of political power and established Georgia as a presidential
republic. In the same year democratic legislative and presidential elections were held, reaffirming President Shevardnadze's
authority and strengthening the SMK's position within parliament.

Shevardnadze was again victorious in April 2000 after two of his opponents, one of whom was Adjaria's Aslan Abashidze,
withdrew at the last moment. Shevardnadze's re-election appeared to neutralise the significant political threat posed by the
Adjarian leader and his Revival bloc. Nevertheless, the president faced new threats in November 2000 when fuel shortages
and chronic electricity cuts led to a wave of public demonstrations. His position was again threatened in November 2001
after a crisis caused by the special Interior Ministry police's unsuccessful attempt to raid Rustavi 2, the country's leading
independent television station. Parliamentary Speaker Zurab Zhvania and prosecutor general Giya Meparishvili resigned
over the issue as thousands of Georgians, mostly students in Tbilisi, took to the streets to demand that Shevardnadze also
stand down. 

Shevardnadze's larger-than-life presence in Georgian politics raised a certain amount of uncertainty over who would replace
him when he was due to stand down in 2005. Speculation over who might take over the presidency intensified in April 2001,
after a closed session of the SMK parliamentary faction decided to change the Constitution in order to restore a prime
minister to the country, a move that had extensive popular support. This development was a concession to the liberal wing
of the Union of Citizens of Georgia led by Zurab Zhvania, which was increasingly critical of Shevardnadze until he broke off
to found his own opposition party later in 2001. However, the prime ministerial post was taken up by the new head of the
UCG, Avtandil Jorbenadze. The presidential favourite was Jorbenadze, who built up a strong base of support among the
so-called "power" ministries, but there were mutterings in some opposition circles that the ambitious protégé Mikhail
Saakashvili would broker a deal with Shevardnadze to take over the presidency.
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Policies and Stability: Government Programme and Key Themes

Energy Politics

Gas pricing arrangements with Russia remain a subject of controversy, but an agreement was pushed through in late 2006
that doubles prices. The government has sought alternative supplies from Azerbaijan and Turkey to reduce dependency on
Russia. Under the Shevardnadze regime, the sale of Georgia's power assets to Russian electricity monopoly Unified Energy
Systems (UES) provoked serious political controversy and public anger, given the widespread view that Russia uses its
dominant position to keep Georgia under its thumb. Shevardnadze denied all knowledge of the deal, which appeared
dubious in a state as small as Georgia, and Energy Minister David Mirtskhulava was forced to resign in August 2003. A deal
with Russian gas giant Gazprom for the provision of natural gas to the country also proved highly controversial. Meanwhile,
Georgia is one of the main transit countries for the Baku-Tbilisi-Ceyhan pipeline (BTC), which came online in mid-2005 and
which Georgia will receive an estimated US$50 million a year in transit fees. At the same time the BTC pipeline has been
strongly backed by the U.S. government which has given the Georgian government strong diplomatic and military support.

Reform and Corruption

Shevardnadze's UCG was created as a reformist party committed to fighting corruption: a popular platform bearing in mind
that corruption was estimated to cost the government an estimated US$500 million per year in lost revenues. Commitment
to reform, particularly in the sphere of fighting corruption, has been generally impressive, but inconsistent. In July 1998
almost the entire government was pressured into resigning by Shevardnadze and his closest collaborators in a bid to stem
rampant corruption and renew reform momentum ahead of 1999's legislative elections. The government that came into
power after these elections was indeed committed to reform and combating corruption. In July 2000 the president formed
the anti-corruption commission, designed to evaluate and outline reforms of the tax and customs administration, and law
enforcement agencies. 

However, there was increasing criticism that reform had lost its momentum and many Georgians believed that corruption
permeated the government and the UCG itself. In early 2001 the liberal wing began to voice its concern publicly that reforms
were grinding to a halt and that the political will to combat corruption was waning. The president reacted by launching an
anti-corruption drive for 2001, which he began by dismissing the Minister for Privatisation, who was seen as failing to fight
corruption. National Movement-United Democrats picked up the anti-corruption movement, but despite a strong start
following the 2004 elections (affected themselves by a vote-rigging debacle), were seen to have reached a plateau and to
be in need of a kick start. Anti-corruption remains a key plank of public sector reform, and evidence of its success can be
seen in the improved revenue collection, and economic growth, Specific areas remain problematic, notably the customs
administration, however, new European harmonised customs code entered into force in 2007 which may help address the
issue.

The possibility of scandal at the Interior Ministry over several deaths that remained unsatisfactorily investigated is a concern;
not only through the shortcomings of the law enforcement as noted by ombudsman Sozar Subari, but the alleged pressure
from officials on media and witnesses, and the blanket support offered by the government and executive for ministry staff.
This was added to in late 2007 by the shocking, and quickly retracted allegations from Irakli Okruashvili that Saakashvili and
Merabishvili had been involved in murder, corruption and nepotism, as well as casting suspicion on the death of Zhvania.
Though Okruashvili later admitted on tape that he had made up the allegations to secure political advancement, with the
help of tycoon and ally Badri Patarkatsishvili—despite protestations of the latter—the doubt will remain in the minds of
many.

Separatism

Separatism in Georgia has had the twin effects of burdening the country with hundreds of thousands of refugees, and
disrupting tax collection and general economic development because of the difficulties along trade routes to Russia and
Turkey. Russia has traditionally used separatist conflicts in the country as a way of leveraging its own authority in the region,
but there is some evidence that a more constructive Russian foreign policy could help at least reduce the risks of a
resumption of war. Georgia faces separatist pressure in three areas:

Abkhazia: Abkhazians are a predominantly Muslim people living in the north-west of the country on the coast of the
Black Sea. Abkhazia was de facto independent in the 1920s, but in the 1930s Soviet dictator Joseph Stalin (himself
a Georgian) made it an autonomous republic within Georgia and initiated a mass migration of ethnic Georgians into
the region. As a result, Abkhazians only constituted 18% of the population in the region by 1989, as opposed to
ethnic Georgians, who constituted 46%. The region renewed attempts to become independent during and after the
collapse of the Soviet Union. Unrest escalated into war in 1992. By the end of 1993, the Georgian forces were
defeated and had to leave the region, which held elections and elected its own president. A ceasefire was agreed in
1994. UN observers and CIS peacekeepers stepped in, and the situation has remained stationary since then,
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despite frequent clashes and skirmishes. However, the Abkhazians have insisted on being at least on an equal par
with Georgia, if not independent from it—a position that the Georgian leadership has so far rejected. Tensions rose
again in December 1998 as the deadlock continued. The situation is still tense, with frequent border skirmishes and
little or no attempt at negotiating a peaceful solution to the conflict. The UN has made some feeble attempts at
negotiation, while Russia does not help with the ambiguous presence of its "peacekeepers".  
On 13 October 1999 the Abkhaz parliament proceeded to declare independence. The independence declaration, like
previous votes in the republic, was not recognised by any international observers as there was no accommodation
made for the thousands of Georgian refugees displaced in the 1992-1993 civil war. Establishing central state control
over Abkhazia remains a difficult task for the Georgian administration; Abkhazia receives greater military assistance
from Russia and the people of Abkhazia are fiercely nationalistic. Nevertheless, defeat in the war with Abkhazia in
1992-1993 is still causing pain in the Georgian political establishment. At the same time, restoring Georgia's
territorial integrity was a key determinant in President Saakashvili's political rise. The Rose Revolution, which swept
him to power, continues to need real or imagined victories and the Abkhaz situation leaves his administration with
two options: either to carry out systematic internal reforms within Georgia; or to yield to populism and attempt to
restore Georgian territorial integrity quickly. Nevertheless, it is almost impossible to separate the two issues. The
attempts by the Georgian administration to develop the revolution and expand the state's economic expanse have
the potential to reignite the two frozen conflicts in Abkhazia and South Ossetia. In October 2006, the Abkhazia
parliament passed a resolution calling for international recognition. The resolution was unrecognised, but is likely to
be used by Russia as further leverage.
South Ossetia: Ossetians are a people of Iranian origin. Stalin divided their territory between Russia (North Ossetia)
and Georgia (South Ossetia). Within South Ossetia, which is situated in northern Georgia, ethnic Ossetians account
for about two-thirds of the population. From 1990 onwards, Ossetian demands for independence and reunification
with North Ossetia within the Russian Federation escalated into full-scale violence. A lasting ceasefire was
eventually reached in mid-1992, but a settlement of the situation remains elusive. In 1996, despite Georgian
opposition, South Ossetia held its own presidential elections, won by its former parliamentary chairman, Ludvig
Chibirov. Eduard Kokoity subsequently became President of South Ossetia and has pursued a defiant strategy with
regards to the new Georgian administration, often seeking direct Russian backing and support for the breakaway
republic's continued survival. The Georgian government understands that before it establishes central state control
over Abkhazia, it first needs to tackle South Ossetia's defiance. As a result the Saakashvili administration has
launched a number of diplomatic offensives against South Ossetia and Russia in an effort to leverage Western
support, including a peace proposal offering South Ossetia wide autonomy delivered to the Organisation for Security
and Cooperation in Europe (OSCE) in October 2005 which was specifically aimed at garnering more western
support for the government's endeavours. These are to little avail, however, with another referendum in November
2006 backing independence almost unanimously, although ethnic Georgians were not permitted to vote.
Adjaria: Adjarians are ethnic Georgians of Muslim denomination living in the south-west of the country on the Black
Sea coast. There have been tensions in the region between Orthodox Christians and Muslims. However, violence
has so far been successfully contained, with much of the tension between Adjaria and the Georgian central
government coming in the form of tussles over taxes, customs tariffs, etc. The establishment of central state
authority over Adjaria in May 2004 renders any potential difficulties between Tbilisi and Adjaria unlikely, although
there is simmering resentment from the Adjarian elite that Saakashvili has replaced them with loyal substitutes from
central government in positions of power.

 

Policies and Stability: Opposition Prospects and Programme
In the upheaval of 2003/2004, which started with protests against the controversial result of parliamentary elections,
throughout the ouster of President Eduard Shevardnadze and ultimately democratic elections, a reformist opposition came
to power in Georgia. The opposition was left in disarray, and struggled to recover against the strength of the government
majority. Political forces favourable to the previous government were scattered, not least because of a judicial onslaught on
the country's former political and business elite by the new powers that be, while the rightist and leftist opposition were
weakened by the new authorities' wave of popularity and the tendency of Georgian voters to back a winning horse. Indeed,
it seemed possible that, in the March 2004 parliamentary election, no opposition party would win any of the contested seats
in the new parliament, which has a 7% threshold, but the Rightist Opposition, led by David Gamkrelidze, scraped through.
The Labour Party, which was badly beaten in the election, could still gain if the government's populist rhetoric is seen as
having failed to translate into concrete socio-economic improvements for the country's impoverished population, but since
the opposition failed to make much impression on government strength despite a number of interior ministry scandals in
2006, this now seems unlikely.

The failure of the opposition to adjust to the new political reality created the perception that the electorate had given the
government a  for the implementation of its policies. This was not the case, however, and many Georgians,carte blanche
including the influential middle class in Tbilisi and business leaders, have now become disillusioned with a number of
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President Saakashvili's reforms. The fragmented opposition have begun to consult each other on certain issues and in the
October 2005 by-elections, did form a united electoral front against the ruling party. Nevertheless, they still face an uphill
struggle if they are to succeed in their attempts to present a credible challenge to the National Movement, as evidenced by
the strong performance of the government in 2006 local elections.

They may be helped if the government is seen to be wielding too much power; in September 2006, the arrest of opposition
members charged with plotting to overthrow the government drew scepticism, and anger when Russia was implicated in the
allegedly foreign financed coup attempt. Since they were detained ahead of key local elections, the matter was seen as a
way to boost the ruling party's popularity, and any future similar incidents could be treated with cynicism. The opposition
decried a court decision in September 2007 to hand out sentences of up to eight and a half years to the 12 implicated in the
coup attempt, as all were seen as allies of a former security chief who fled to Russia in 1995, Igor Giorgadze. He remains in
exile. However, little attention was given to the sentencing, beyond the opposition’s accusation of dictatorial tactics by
Saakashvili to silence opposition.

The real surprise of 2007 was Irakli Okruashvili. His return had been expected, though he denied wanting to do so and
media speculated on some coercion playing a role. When he did launch a new party, he did so with slanderous accusations
of nepotism and state-sponsored murder, which were retracted after his hasty arrest, and repeated once he was
released—though from Germany. The perceived political violence against Okruashvili and other oppositionists served to
unite the opposition, though they should not be credited with the decision to move presidential elections to January 2008.
This was a decision taken in full awareness of the possibly destabilising consequences.

 

External Relations: Key Relationships and Issues

Bilateral

Russia: Relations with Russia have traditionally been tense and Russian "colonialism" has been resented in Georgia for
centuries. In particular Russia is blamed for fomenting separatist conflicts in Georgia, hampering contact between the two
countries by imposing a visa regime on Georgians visiting Russia and for using Georgia's dependence on Russian energy
as leverage. The relations plummeted in August 2008 when Russia moved its troops to retaliate on Georgian attack on
South Ossetia region. The Russian government refuses direct contacts with president Saakashvili accusing him of
unreliability, and international mediation has become pertinent to resolve the issue. Georgia still holds keys to Russia’s
membership in WTO, an policy instrument Georgia is sure to resort to in relations with Russia.  Relations betweenTurkey:
Georgia's reformist government and the Turkish leadership are very strong and Turkey is clearly keen on extending
commercial relations with Georgia, as well as on using Georgia as a transit state for goods and energy in the future. Georgia
is Turkey's only entry into the South Caucasus and the oil-rich Turkic state of Azerbaijan because of a continuing economic
blockade on Armenia.

 Georgia was initially opposed to joining the Commonwealth of Independent States (CIS). However, faced with potentialCIS:
disintegration, it joined in late 1993. To begin with this proved beneficial to Georgia, as CIS peacekeepers served to
guarantee ceasefires in the country. However, most CIS peacekeepers are Russian. This has created tensions from several
sides, not least from the opposition to the Georgian Government, nervous about the presence of so many Russian troops on
Georgian soil. In the wake of August 2008 military crisis with Russia, Georgia announced that it would leave the CIS.
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Economic: Risks
Georgia is a poor country with weak external financial and trade links outside Russia and the Commonwealth of
Independent States. The collapse in growth associated with post-Soviet economic management during the early 1990s was
heightened in Georgia's case by a brief civil war on its borders. The economy finally began to recover strongly from its
collapsed base in the second half of the 1990s. Although Georgian GDP rose steadily in 1995-2006, growth rates have been
highly variable, from lows of about 2% to highs of around 11%. Since the late 1990s, inflation has been under control and
the exchange rate relatively stable. Despite such progress, if Georgia is to achieve sustainable growth in the
medium-to-long term, many structural challenges need to be tackled, along with crippling corruption and a widespread
unofficial economy. In addition, Georgia must work to diversify its export base to reduce reliance on Russia. After the newly
elected government vowed to implement an ambitious reform agenda, the International Monetary Fund resumed its lending
to Georgia in mid-2004. Georgia has expressed its commitment to improving fiscal management, implementing responsible
fiscal and monetary policies, as well as proceeding with privatisation. These reforms are vital for strengthening the economy
and for progressing with poverty reduction. In the longer term, Georgia has much to offer - its Mediterranean-type
agriculture-based economy and a restoration of basic trade and financial links under sound governance in and outside the
state will contribute to the country's rehabilitation.

 

 

Economic: Key Indicators

Detailed Macro-Economic Indicators

 2001 2002 2003 2004 2005 2006 2007 2008 2009

Real GDP (% change) 4.8 5.5 11.1 5.9 9.6 9.4 12.4 3.4 3.5

Nominal GDP (US$ bil.) 3.2 3.4 4.0 5.1 6.4 7.8 10.2 13.7 14.9

Nominal GDP Per Capita (US$) 690 736 874 1,135 1,433 1,750 2,315 3,143 3,453

Nominal GDP Per Capita (PPP$) 2,372 2,574 2,951 3,247 3,711 4,228 4,923 5,258 5,585

Real Consumer Spending (% change) -7.9 3.4 3.2 7.6 0.1 29.0 0.9 8.4 0.2

Real Fixed Capital Formation (% change) 12.2 -5.2 20.9 9.0 12.0 -0.4 24.4 3.6 1.7

Real Government Consumption (% change) 14.9 5.7 4.1 64.2 27.2 -3.6 59.0 7.4 -0.8

Industrial Production Index (% change) -5.0 7.0 14.8 8.6 16.4 14.8 12.9 1.6 1.5

Consumer Price Index (% change) 4.6 5.7 4.8 5.7 8.2 9.2 9.1 11.1 8.7

Wholesale-Producer Price Index (% change) 4.0 5.8 2.4 3.8 7.5 10.8 11.6 10.7 8.5

Fiscal Balance (% of GDP) -2.5 -3.1 -3.2 -1.6 -0.1 -0.3 -0.5 -2.8 -2.9

Population (mil.) 4.7 4.6 4.6 4.5 4.5 4.4 4.4 4.4 4.3

Population (% change) -1.14 -1.11 -1.09 -1.03 -0.96 -0.90 -0.85 -0.79 -0.72

Unemployment Rate (%) 15.88 12.60 11.50 12.60 13.80 13.60 13.30 12.90 12.51

Current Account Balance (US$ bil.) -0.21 -0.21 -0.38 -0.35 -0.69 -1.16 -1.95 -3.55 -3.29

Current Account Balance (% of GDP) -6.6 -6.2 -9.4 -6.8 -10.8 -15.0 -19.2 -25.9 -22.0

Trade Balance (US$ bil.) -0.55 -0.49 -0.64 -0.92 -1.21 -2.02 -2.87 -3.48 -3.75

Trade Balance (% of GDP) -17.1 -14.4 -16.0 -17.9 -18.9 -26.0 -28.2 -25.4 -25.1

BOP Exports of Goods US$bn 0.5 0.6 0.8 1.1 1.5 1.7 2.1 2.3 2.4

BOP Imports of Goods US$bn 1.0 1.1 1.5 2.0 2.7 3.7 5.0 5.3 5.6

Exchange Rate (LCU/US$, end of period) 2.1 2.1 2.1 1.8 1.8 1.7 1.6 1.4 1.5

Exchange Rate (LCU/Yen, end of period) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Exchange Rate (LCU/Euro, end of period) 1.8 2.2 2.6 2.5 2.1 2.3 2.3 2.1 2.1

Source: Historical data from selected national and international data sources. All forecasts provided by IHS Global Insight. Table updated live
from detailed forecast bank (WES).

  Download this table in Microsoft Excel format
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Debt Indicators

 2001 2002 2003 2004 2005 2006 2007 2008 2009

Foreign Exchange Earnings (US$ bil.) 0.9 1.1 1.4 1.7 2.3 2.7 3.4 3.7 4.1

Portfolio Investment, Net (US$ bil.) 0.0 0.0 0.0 0.0 0.0 0.1 0.0 0.0 0.0

Portfolio Investment, Net (% of GDP) 0.0 0.0 0.0 -0.3 0.2 1.8 0.2 0.2 0.2

Foreign Direct Investment, Net (US$ bil.) 0.1 0.2 0.3 0.5 0.5 1.1 1.7 1.4 1.6

Foreign Direct Investment, Net (% of GDP) 3.4 4.6 8.3 9.4 8.5 13.9 16.3 10.4 11.0

Foreign Exchange Reserves, Excl. Gold (US$ bil.) 0.2 0.2 0.2 0.4 0.5 0.9 1.4 1.4 1.5

Import Cover (Months) 1.5 1.7 1.3 1.9 1.7 2.5 2.8 2.7 2.7

Total External Debt (US$ bil.) 1.7 1.8 1.9 2.1 1.9 2.0 2.7 4.9 6.6

Total External Debt (% of GDP) 53.2 53.7 48.2 40.0 29.6 25.3 26.6 35.6 44.4

Total External Debt (% of forex earnings) 190.8 168.1 142.0 119.9 83.2 72.6 79.0 131.1 163.5

Short Term External Debt (US$ bil.) 0.1 0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.1

Short Term External Debt (% of total external debt) 4.5 1.8 2.0 5.2 2.7 5.7 4.2 2.3 1.7

Short Term External Debt (% of international reserves) 48.0 16.4 19.4 27.4 10.9 12.0 8.3 8.2 7.7

Total External Debt Service (US$ bil.) 0.1 0.1 0.2 0.2 0.2 0.3 0.2 0.2 0.1

Total External Debt Service (% of forex earnings) 8.6 11.8 13.3 13.7 8.2 9.9 5.8 4.4 3.2

Interest Payment Arrears (US$ bil.) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

External Liquidity Gap (% of forex earnings) 40.8 34.2 34.6 33.3 35.9 49.7 55.8 92.3 76.9

Source: Historical data from selected national and international data sources. All forecasts provided by IHS Global Insight.

  Download this table in Microsoft Excel format

 

Economic Growth: Recent Developments
 GDP growth accelerated to a revised 9.6% in 2005, havingPipeline construction has driven growth over recent years.

expanded by 11.1% in 2003 and by 5.9% in 2004. The Georgian economy benefited from a surprisingly strong industrial
performance, coupled with very impressive construction activity and robust agricultural expansion. Gas pipeline construction
boosted Georgia's fixed capital investment in 2005. The remarkable growth in 2003 was led by the construction sector,
where the building of the Baku-Tbilisi-Ceyhan (BTC) oil pipeline, inaugurated in May 2005, and the South Caucasus
(Baku-Tbilisi-Erzurum) gas pipeline enhanced performance. Construction work at the South Caucasus
(Baku-Tbilisi-Erzurum) gas pipeline, and reasonably strong industrial production supported growth in 2006. After the first
official estimates put annual GDP growth in 2006 at a very strong rate of 10.0%, it has most recently been reported at a still
very robust rate of 9.4%.

Growth proved strong in 2007, notwithstanding higher gas prices and export restrictions. According to Statistics
Georgia, real growth in 2007 registered at 12.4%. After a very disappointing performance in 2006, when agricultural output
had decreased by 11.7%, production in agriculture (including hunting, forestry, and fishing) revived to 8.8% over 2007. The
agricultural sector remained the most important sector of the economy, with a share of 17.9% of total real GDP in 2007. The
processing industries registered a growth rate of 13.7%—a strong showing, even if real growth clearly accelerated
compared with the very impressive expansion rate of 22.3% in 2006. The construction sector continued its rapid expansion.
After posting a growth rate of 8.5% over 2006, activity in this sector increased by an impressive rate of 14.3% during 2007

Several service sectors performed well in 2007. The domestic trade sector put on a very strong performance. Trade,
including repairs of cars and consumer goods, increased by 11.8% in 2007, an impressive growth rate despite decelerating
from the 2006 growth rate of 19.7%. As with several other sectors, the fourth quarter of the year proved particularly
successful for domestic trade. Meanwhile, the transport sector also continued on a very strong growth path, reaching an
expansion rate of 14.4%, after growing by 16.8% during 2006. For this sector, the third quarter proved particularly
successful, partly reflecting the similar performance pattern seen in the construction sector. After rising by a very impressive
rate of 36.9% over 2006, financial services gained 14.7% during 2007. In addition, several other service sectors posted very
impressive expansion rates. For example, hotel and restaurant services increased by 13.5% in 2007, and communication
and post services gained 9.3%. The GDP shares of these fields still remained relatively modest.
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Robust growth eased somewhat in first-quarter 2008. According to the newest national accounts data from Statistics
Georgia, GDP growth in first-quarter 2008 registered 9.3% year-on-year (y/y). This rate indicates growth slowed from the
very impressive expansion rate of 11.4% measured in first-quarter 2007, although it still testifies to very robust growth
momentum.

Construction and services led growth in the first quarter of 2008. Construction activity remained solid, rising by 11.4%
y/y and providing 9.0% of total value added. Meanwhile, supply of trade and repair services soared by 16.9% y/y after rising
by 13.9% y/y in the first quarter of 2007. Also, rapid growth of financial intermediation continued, with a rise of 18.2% y/y in
the first quarter of 2007 and 14.7% for 2007 as a whole followed by a strong gain of 15.8% y/y in first-quarter 2008. Detailed
figures also show that activity in the agricultural sector (including forestry and fishing) increased by a robust rate of 9.2% y/y.
Conversely, manufacturing output proved disappointing, only edging up by 0.7% y/y.

 According to the newest data from StatisticsGrowth moderates in the second quarter, but still remains robust.
Georgia, overall GDP growth moderated in the second quarter of 2008, registering a rate of 7.9% y/y. This result brought the
expansion rate for the first half of the year to a still-strong 8.5% y/y, while the value added in January–June totaled some 9.2
million lari (US$6.6 million) in current prices. Construction activity moderated to reach a growth rate of only 1.1% y/y, after
soaring by 11.4% y/y in the first quarter and by 14.3% for 2007 as a whole. The recovery seen in the agricultural sector
halted, with the strong increase of 9.2% y/y in output in the first quarter being followed by growth of only 1.5% y/y in the
second. Meanwhile, manufacturing growth picked up to 8.9% y/y from the very disappointing first-quarter result of only 0.7%
y/y. A surge of over 40% y/y in financial intermediation led to the success of several service sectors in April–June.

 

Inflation: Recent Developments
 In 2006, the average consumer price inflation accelerated to 9.2%, while theAnnual inflation accelerated in 2006.

cumulative price growth during the year came in at 8.8%. This followed an annual average of 8.2% in 2005, when the
end-year rate had stood at 6.2% in December.

Energy and food prices buoyed prices in 2007, in addition to demand pressure. The rising cost of food played an
important role in boosting overall inflation. In particular, prices on bread and grains continued to rise rapidly. In addition,
utility prices surged higher. Consumer price inflation ended 2007 at 11.0% year-on-year (y/y) in December, accelerating
from the end-2006 rate of 8.8% y/y.

Strong price pressure persisted in the first half of 2008. The annual inflation rate for the first quarter of the year came in
at 11.3% y/y, while the cumulative price growth for the January–March period amounted to 3.5%. Inflation in June stood at
11.3%, marginally rising from the May reading of 11.2% y/y. As has been typical in previous months, food prices increased
strongly, even though the June gain of 13.3% y/y in this category presents some easing from May. Meanwhile, utility price
growth continued to moderate in June, with prices of housing, water, electricity, and gas and other fuels rising by 7.8% y/y.
Nevertheless, the influence of high energy prices was reflected in transport service costs soaring by 23.2% y/y. The
cumulative price growth over the first half of the year came in at 4.5%, while the y/y inflation rate for the period registered
11.4%. The latest price data show that supply disruptions due to the war with Russia lifted the annual August inflation rate to
12.8%, an acceleration from the July rate of 9.8% y/y, when inflation had for the first time since September 2007 eased to
single digits in y/y terms. The August rate is the highest in two years.

The rise in the price of imported Russian gas puts upward pressure on producer price inflation. In addition,
international oil prices reached new highs in late 2007. Producer prices in Georgia soared by 16.9% y/y in December 2007,
according to Statistics Georgia. The end-year rate compares with 10.9% y/y registered in December 2006. Producer prices
in the mining and quarrying industry on the whole eased by 10.9% y/y in December, but prices in mining of
energy-producing minerals surged by 34.4% y/y. Led by developments in the metal industry, producer prices in the
manufacturing sector also increased at a rapid pace, with the annual growth coming in at 23.6% in December. Meanwhile,
producer price inflation in supply of electricity, gas, and water ended last year at 11.7% y/y. December developments
brought the average producer price inflation for the year as a whole to 11.6%, which marks further acceleration compared
with the 2006 result of 10.8%. A rapid rise in energy extraction producer prices was thus in the leading role in pushing the
cumulative producer price inflation rate for the first quarter of 2008 to 3.2%, as well as the y/y producer price growth for
January–March to 16.0%.

 According to the newest figures published by theInflation clearly eases in October, following the August surge.
National Bank of Georgia (NBG), consumer prices increased 7.0% y/y in October. This result marks further, significant
deceleration in the inflation rate. In September, consumer prices had gained 10.6% y/y after surging 12.8% y/y in August,
when inflation had been pushed up as a result of supply disruptions during the war with Russia. The October consumer
price inflation result marks the first single-digit annual inflation rate since September 2007, when prices rose 9.0% y/y.
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Exchange Rates: Recent Developments
The lari has been supported by the strong inflow of foreign currency relatedThe lari has appreciated annually since 2003. 

to oil pipeline construction, and additional external financing from the International Monetary Fund and other creditors. In
addition, the strong workers' remittances from the Georgian diaspora have added to appreciation pressure. During the first
quarter of 2005, the lari tended to depreciate in nominal terms, but appreciated in real terms. The lari ended 2005 at 1.79
against the U.S. dollar, while the average lari/U.S. dollar exchange rate in 2005 registered at 1.81 lari. Similar developments
continued in 2006, and by mid-year the lari exchange rate had strengthened to 1.77. By the end of the year, the lari was
trading at 1.71 against the U.S. dollar.

Appreciation of the lari increased in 2007. Early 2007 saw inflation pressures intensify, as foreign-currency inflows
remained strong and the price of energy imports increased. The National Bank of Georgia (NBG) has responded to
intensifying price pressure by letting the lari appreciate clearly, so as to curb the growth of domestic liquidity. By the end of
June, the lari traded at around 1.67 against the U.S. dollar. In real terms, the lari had appreciated by 3.8% since the
beginning of the year. By the end of September 2007, the lari had further appreciated to some 1.661, while it ended the year
at 1.592 against the U.S. dollar. By the end of the first quarter, the lari had strengthened to 1.476 against the U.S. dollar and
further to 1.418 by the end of June.

The exchange rate withstood increased pressures during the military conflict with Russia in August 2008. The
lari/U.S. dollar exchange rate ended August at 1.400, remaining virtually stable compared with the end-July rate of 1.408. In
annual terms, it continues to appreciate at around 15%, as it had done over the past two months. Nevertheless, this stability
came at a cost, with the NBG using more than a fifth of its foreign-currency reserves for currency defense over the month of
August.

November 2008 brings a downward correction in the exchange rate as international financial instability persists.
The tightness of global liquidity amid the international financial crisis exerted further downward pressure on the external
value of the lari. Partly due to the U.S. dollar's overall strengthening in international markets, the NBG had to let the lari
depreciate by 10.7% against the U.S. dollar on a single day (11 November), after reportedly having used some US$150
million for currency-market interventions. As a result, the lari exchange rate weakened to 1.650/U.S. dollar. The NBG saw
this as the equilibrium rate, and stated that it intended to keep the external value of the lari stable at that rate.

 The lari/U.S. dollar has since stayed stable, until early December. Ensuring stability of theExchange rate stability returns.
exchange rate conforms to Georgia's assistance program, which is supported by an International Monetary Fund (IMF)
stand-by credit. Moreover, concessionary credits should ensure that the NBG has the means to continue its currency-market
interventions if needed. With higher financial vulnerability and a worsened economic outlook, however, the risk of
exchange-rate volatility persists.

 

Economic Policy: Monetary Policy - Recent Developments
 The National Bank of Georgia (NBG) is officiallyThere have been varying developments in broad money growth rates.

targeting inflation, and therefore, it has to maintain control over the exchange rate and the growth in monetary aggregates.
During 2002 and 2003, the central bank managed to constrain growth in the broad-money supply (M3) to 17.9%
year-on-year (y/y) and 22.8% y/y, respectively. Nevertheless, the M3 supply growth rate increased again over 2004, to
stand at 42.6% y/y in December 2004, as bank credits increased especially during the last quarter of that year. With the
exception of the short-term weakening of the currency in November 2003 and again in October 2004, the bank has been
very successful in maintaining the stability of the lari against key currencies in recent years, providing a further anchor
against inflation. In 2005, M3 growth moderated, and the y/y growth rate in December stood at 26.4%. By June 2006,
growth of M3 supply accelerated to 40.3% y/y. Over the July-November 2006 period, M3 growth tended to moderate: the y/y
rise stood at around 38% in July, some 34% between August and September, and around 31% between October and
November. The year 2006, however, ended with an M3 increase at nearly 40% y/y.

The growth of broad-money supply accelerated in 2007. Year-on-year, M3 growth rates exceeded 30% monthly during
the first half of 2007. Moreover, growth rates accelerated during the second quarter, and the annual expansion of
broad-money supply topped 40% in June. Annual M3 growth rates ranged between 47% and 56% during the second half of
the year, ending 2007 at 50% y/y in December.

The NBG increased interest rates to control inflation in early 2008. Since the beginning of 2008, the NBG has held
monthly meetings to discuss monetary policy. After a similar move in January, the NBG increased its key policy interest rate,
the one-week certificate-of-deposit rate, by 100 basis points in both February and April, taking the rate to 12%. The
Monetary Policy Committee (MPC) of the NBG made the decisions to ease persistent inflation pressure in the country. The
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central bank noted that growth of capital inflows has diminished somewhat in the pre-election period, as have increases in
reserve money and the growth of broad money supply.

The NBG supported liquidity with interest-rate cuts in August and September and started refinancing operations.
The NBG in August cut its main policy interest rate, the one-week certificate of deposit (CD) rate, by 100 basis points, taking
the rate to 11%. The move was made to meet the increased demand for liquidity and to counteract the possible economic
slowdown in the wake of the military conflict with Russia that flared up in the breakaway region of South Ossetia in August,
and then escalated deeper into Georgian territory. The MPC noted that the banking system remained stable during the
recent crisis. The NBG at the end of August introduced refinancing operations to provide short-term liquidity for banks, thus
preventing a sharp decline in credit creation, while also introducing a special 150-million-lari lending facility for the banking
sector. In an unscheduled meeting on 12 September, the refinancing loan rate was lowered by 100 basis points to 10%. The
decision on monetary loosening was taken in conditions of increased demand for liquidity and higher risks to economic
growth after the war. In addition, the MPC also decided to lower the minimum reserve requirements to 5%, to take effect
from 2 October.

 After keeping the interest rate stable in the scheduledA further interest-rate cut was introduced in November.
September meeting and in October, the NBG again cut the refinancing rate by 100 basis points to 9.0% in November. This
latest cut was based on a weakening outlook for key economic fundamentals, with exports set to weaken due to the global
economic downturn and continued uncertainty in international financial markets. In addition, confidence of both local and
foreign investors has also suffered due to the August war with Russia, and investment and consumption are deteriorating.
On the other hand, the international financial assistance allocated to Georgia and distributed via fiscal channels will
considerably counteract the negative effects of the above factors on economic activity. Nevertheless, given the generally
weak economic outlook and as international commodity prices are expected to continue falling and monetary growth eases,
the NBG sees monetary easing as appropriate, and will closely monitor the economic and financial situation in the uncertain
circumstances.

 

Economic Policy: Fiscal Situation - Recent Developments
Public finances have significantly improved over the past few years, as tax collection has strengthened and

 The change of government in Tbilisi and a rapprochement with the Internationalrevenues from Adjaria have surged.
Monetary Fund (IMF) led to the resumption of funding from international financial institutions and foreign donors. Regaining
control over Adjaria (the region that consistently failed to transfer tax revenues to the capital) also improved tax collection
and the budget situation. As a result of better-than-expected revenue collection, the 2005 state budget only registered a
deficit of 9 million lari, or a marginal 0.1% of the year's GDP. This deficit was an improvement following the deficit of 150
million lari, or 1.5% of GDP, in 2004. The draft state budget for 2006 originally targeted the deficit at some 300.0 million lari,
with expenditures at around 3.2 billion lari and revenues at some 2.9 billion lari. Budget revenues at the end of 2006
reached 3.8 billion lari, while spending stood marginally higher, producing a deficit of some 0.3% of the
stronger-than-expected GDP.

Rising tax revenues are allowing for increases in state budget spending. Notwithstanding political assurances, these
budget revisions have exacerbated inflationary pressures already boosted by strong foreign-currency inflows as well as from
the cost side because of the increased price of imported Russian gas and high food prices. Indeed, when ending its recent
mission to Georgia, the IMF stressed the importance of the country adhering to suitably tight macroeconomic policies. 

Fiscal spending has increased. The 2007 budget was repeatedly revised upwards, with increased tax revenue projections
allowing for increased spending, directed particularly to the Defense Ministry. More funds were allocated to the Agriculture
Ministry for supplying consumers with wheat, and the Labor, Health Care, and Social Welfare Ministry. An additional sum of
72 million lari was channeled to the presidential program for supplying vouchers to households for dealing with increased
power and gas bills. Figures from the Georgian Ministry of Finance reportedly put the consolidated budget revenues at
some 6.03 billion lari for all of 2007. This level comes some 1.4% above the targeted total of 5.95 billion lari, while
presenting an increase of 36.1% compared with 2006. Specifically, tax revenues increased by 1.5% from the previous year,
totaling 4.39 billion lari, also modestly overshooting the target at 4.32 billion lari. Meanwhile, non-tax revenues soared by
56.4% compared with the previous year, amounting to 880.7 million lari and exceeding the 2007 target by 3.9%. Capital
revenue totaled 643.8 million lari, 2.7% below the annual target.

The draft budget for 2008 indicated minimal changes in overall fiscal trends. The pre-election budget saw social
spending increase strongly at the expense of the defense budget. The original fiscal plan projected total spending at 5.705
billion lari (US$3.59 billion), while revenues were targeted at a total of 5.750 billion lari, rising by 4.3% compared with the
2007 budget. Thus, the budget foresees an unprecedented small surplus. The Georgian parliament in March accepted the
government's proposals to increase state budget spending in 2008 by a total of 216 million lari (US$142 million), lifting total
targeted expenditure to some 4.78 billon lari. Meanwhile, the revenue estimate for 2008 was lifted to some 5.31 billion lari,
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up by 158 million lari. Social spending is prioritized in the budget revision—no surprise considering the timing of the
revisions.

The budget for 2008 was adjusted upward in July and again in October. After the latest increase of 78.8 million lari,
total income was reported to stand at 5.4 billion lari. Revenue from grants is expected to increase 350.1 million lari, reaching
526.2 million lari altogether. Conversely, tax revenues are now projected to total around 4.6 billion lari, which is 270 million
less than expected earlier. Meanwhile, other budget revenues are now targeted at 344.5 million lari, presenting a modest
1.3-million-lari reduction in this income category. Further, the government's expected reduction in its financial assets is
considerably larger than before. Meanwhile, the expectation of growth of foreign liabilities is increased to 966.4 million lari,
which is 46.2 million lari more than foreseen before. Budget spending is to increase 345.5 million lari to around 7.3 billion
lari. As has been reported before, defense spending will increase by 150 million lari, while funding of the Interior Ministry will
increase by 100 million lari. In addition, income allocated to the Education, Health and Social Welfare, and Energy Ministries
is also increased. Conversely, the Finance, Culture, and Foreign Ministries will receive slightly less funds than planned
before, as will parliament. Finally, targeted foreign-debt service decreased by 41 million lari, while 191.9 million lari less will
be allocated to the Stable Development Fund. The parliament also approved amendments to the tax code in July. The
income tax will be cut from 25% to 15% over five years, with a 1-percentage-point cut in the rate in 2009, a further 2
percentage points annually over 2010–12, and by 3 percentage points in 2013. In addition, the dividend tax, currently at
10%, will be gradually abolished over the next five years. Excise tax on local wines will be cancelled.

 The state budget draft projects total revenues at 5.320 billion lari,Revenue target for 2009 is adjusted downwards.
whereas the first version had specified the revenue target as 5.383 billion lari. Specifically, income and value-added tax
intakes are planned at respective totals of 1.153 billion lari and 2.389 billion lari. Meanwhile, expenditures are put at 4.759
billion lari. The budget will receive a total of 125.6 million lari in grants from international institutions.

 

External Sector: Recent Developments
 Russia’s imposition of higher natural gas prices and its ban onRussia contributed to Georgia's external deficit in 2006.

imports of Georgian wine, mineral water, and agricultural goods widened Georgia's deficit. Total exports in 2006 stood at
US$993.1 million, rising by 14.5%. Imports surged by 47.8%, reaching some US$3.7 billion. This combination produced a
trade gap of around US$2.7 billion, widening 66% year-on-year (y/y). The value of wine exports sank by a significant 47.5%
compared with 2005, with its share of total exports dwindling from 9.4% in 2005 to just over 4.0% in 2006. The export ban
resulted in Russia falling to second among Georgia's main export markets. Consequently, the current-account deficit
widened sharply, while the blow dealt by the goods trade balance on the overall balance of payments was softened by a
strengthening service account.

The trade deficit widened in 2007, but strengthening trends are apparent. According to the latest customs-based trade
data from Statistics Georgia, the trade deficit registered US$3.98 billion in 2007. Exports totaled US$1.24 billion, rising by
24.9% over the year. Imports came in at US$5.22 billion, rising by 41.7% from 2006. Although the trade imbalance remained
wide, growing by nearly 48% y/y, monthly data convey underlying strengthening trends. Annual figures for 2007 confirm that
Russia's previously key position as Georgia's leading trade partner has weakened. Turkey was Georgia’s most important
export market in 2007, with 13.9% of total annual exports.

The current-account deficit deepened to 19% of GDP in 2007. The 2007 deficit amounted to US$1.93 billion, widening
by 67% in annual comparison. In particular, the last quarter of 2007 saw the gap deepen by a discouraging rate of over
150%. Totaling some US$2.9 billion, the goods trade deficit widened 42%. Meanwhile, the service account surplus
registered some US$204 million for 2007, rising by 18%. Service export income from pipeline transport tariffs increased
some 90% from 2006, totaling some US$204 million for 2007. In addition, strengthening of 44% brought the surplus on
travel services to US$210 million. The surplus on the income balance totaled US$40.4 million, falling 76% from 2006.
Georgia's typically strong current transfers balance posted a surplus of US$696 million in 2007, strengthening by 33% over
the year. On the financial account, the foreign direct investment (FDI) balance posted a surplus of some US$1.6 billion for
2007, rising by 47% from 2006. FDI inflows for 2007 reached US$1.7 billion, gaining 57%.

The August war disrupted trade links, as reflected in falling exports and imports. According to the latest figures from
the Georgian Department of Statistics, Georgia's exports over January–September 2008 totaled US$1.24 billion, up some
43.4% y/y. Meanwhile, imports were reported to have increased 31.8% y/y, amounting to US$4.67 billion. Thus, the trade
deficit for the first nine months of the year amounted to some US$3.43 billion, which marks considerable widening from the
year-ago gap of US$2.77 billion.

 According to the National Bank ofThe external deficit keeps widening in annual comparison in the first half of 2008.
Georgia, the current account registered a deficit of US$723.6 million in the first quarter, widening 82.3% y/y. The latest data
show that the current account registered a deficit of some US$899 million in the second quarter, widening 120% y/y.
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Specifically, the trade deficit measured US$966 million, rising 70% y/y, as exports rose 39% y/y and imports surged 55%
y/y. Meanwhile, the service account posted a surplus of US$23.9 million, narrowing 60% y/y. The income account registered
an uncharacteristically weak balance with a shortfall of US$1.27 billion, marking deepening of more than 150% y/y. The
balance of current transfers showed a surplus of US$170 million, strengthening by 14% y/y. On the financial account, the
surplus on the FDI balance swelled 42% and reached US$522 million; this strengthening was driven by inflows. Meanwhile,
the surplus on the portfolio-investment account strengthened considerably and reached nearly US$474 million. Finally, the
surplus on the account of other investment weakened to US$19.9 million.

 

Economic Structure and Context: Trade Profile

 

 

Georgia: Major Trading Partners, 2005

EXPORTS  IMPORTS

Category                               
  

Millions of 
US$

Percent 
Share

 Category                              
   

Millions of 
US$

Percent 
Share

Russia 153.9 18.1   Russia 384.4 15.4

Turkey 121.8 14.3   Turkey 283.0 11.4

Azerbaijan 83.4 9.8   Azerbaijan 233.4 9.4

Turkmenistan 75.8 8.9   Ukraine 219.4 8.8

Bulgaria 42.8 5.0   Germany 206.8 8.3

Armenia 39.9 4.7   United States 148.3 6.0

Ukraine 37.3 4.4   France 97.4 3.9

Canada 35.6 4.2   Turkmenistan 95.1 3.8

Italy 33.6 3.9   Bulgaria 72.3 2.9

United Kingdom 31.9 3.8   United Arab Emirates 73.0 2.9

Source: IMF, Direction of Trade Statistics

 

Georgia: Major Trading Partners, 2000

EXPORTS  IMPORTS

Category                               
  

Millions of 
US$

Percent 
Share

 Category                              
   

Millions of 
US$

Percent 
Share

Turkey 74.5 22.9   Turkey 111.5 15.6

Russia 68.6 21.1   Russia 98.8 13.8

Germany 34.1 10.5   United States 69.6 9.7

Azerbaijan 20.1 6.2   Azerbaijan 56.7 7.9

Armenia 13.6 4.2   Germany 55.4 7.7

Switzerland 13.4 4.1   Ukraine 35.4 4.9

Italy 12.1 3.7   United Kingdom 23.5 3.3

Ukraine 11.0 3.4   Switzerland 23.2 3.2

Turkmenistan 10.6 3.3   Italy 20.8 2.9

United Kingdom 10.2 3.1   Bulgaria 15.7 2.2

Source: IMF, Direction of Trade Statistics
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Current as of Tue 13 Jan 2009

Legal: Risks
The Georgian government prides itself in its World’s Top Reformer recognition by the World Bank in 2007, which shows that
some of the decisive reforms since the 2003 electoral revolution have started to take effect. Yet, after years of ingrained
corruption, this will be hard to root out, although this is the purported aim of President Mikhail Saakashvili during his second
term in power. The often-corrupt judiciary, which lacks both independence and experience of modern corporate law,
remains one of the key problems with regard to implementation of the new laws.

 

 

Institutions: Structure
Although the legislative environment has been improved by reforms, implementation remains a problem, as does the
creation of a legal culture, and training of the judiciary. Anti-corruption measures have had some positive effects, but
problems remain. The most important sources of law for foreign investors are:

The 1995 Constitution, which, amongst other things, guarantees property rights.
The 1995 Law on Entrepreneurship, which is based on the German corporate law model. It governs the forms of
foreign investment and was revised in 1999 and 2000. 
The 1996 Law on Promotion and Guarantees of Investment Activities (Investments Law), which replaces a previous
foreign investment law. This was amended in 2000 to plug various loopholes and create a more robust piece of
legislation which would lead to fewer disputes.
The 1997 Privatisation Law, amended in 2000 (see below).

Legal changes in 2005 saw a reduction in the total number of permits and licences from 909 to 156 under revisions to the
Law on Licences and Permits.

Weaknesses in investment law have been among the causes of a significant number of disputes between foreign investors
and their local partners. Some of these have been won by the investors, some lost. The lower courts, in particular, have are
not considered impartial and have frequently issued questionable rulings. Higher courts are more reliable, and there is also
the possibility of review of the dispute by a special government commission and then the audit chamber has led to some
unfavourable court rulings against foreign investors being overturned. 

Although investments can be governed by foreign laws, the recognition and enforcement of foreign judgments on the
territory of Georgia is very doubtful. Parties to a contract, therefore, have to make a choice between local jurisdiction or
foreign arbitration in the event of an investment dispute. Given the flux and ongoing reforms in the local judicial system,
foreign investors are more likely to turn to foreign arbitration, although the costs for this remain high, and it is possible to
challenge private arbitrations in the court, which may lead to them being overturned.

 

Institutions: Transparency and Effectiveness

 

Business Regulation: Company Law and Corporate Governance
Reforms introduced to company registration procedures have been praised by the World Bank, including the reduction of
the minimum capital requirement, from 2000 lari to 200 lari. In addition, the registration process and tax registration has
been simplified.

The Law on Entrepreneurship defines six forms of business; sole proprietorship, joint stock company, limited liability
company, special partnership, joint liability partnership, co-operative, plus the representative office (branch). The most
widely used form of company, especially by foreign investors, is the —third-party liability is limitedlimited liability company
to the whole property, partners are not liable. The minimum charter capital is 200 lari, and there may be a single founder.

In the , the default form for any firm with more than 50 partners, the charter capital is split into sharesjoint-stock company
of equal nominal value. Third-party liability is limited to the company property and shareholders are not liable. The company
may be founded by a single actor, with a minimum capital requirement of 15,000 lari.
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Obtaining a licence has been greatly simplified to a one-stop procedure complimenting the reduction in the number of
permits available. This is on the silent assent principle, where the state body must respond to a failed application, and the
onus has passed to the relevant state body to seek any additional information from other state organs.

The , or .branch representative office

All the official documents provided need to be notarised in the country of origin of the foreign legal entity investing in
Georgia. The local tax administration must be notified of the company name, founders and articles of association as well as
proof of charter capital. Provided the application is complete, the court should carry out registration procedures within 15
days. If it has not taken a decision within that time, the company is automatically considered registered and the court will
issue a certificate upon demand.

Accounting Law

Accounting legislation passed in 1999 required all joint stock companies to adopt international standards by January 2000.
Implementation of the standards remains low, however. 

Capital Markets

Stock market legislation was approved in 1998, followed by the actual creation of a stock market in 1999, which finally
opened in 2000 and now lists over 250 companies. It is regulated by the National Securities and Exchange Commission.

 

Business Regulation: Bankruptcy
A new Bankruptcy Law came into force in early 1997, aiming to bring the regime up to date. The aim of the law is to resolve
economic difficulties by means of rehabilitation in the first case, or by liquidation where this is impossible. There are no
specialised bankruptcy courts or judges. State organs and enterprises are not subject to bankruptcy.

Foreign bankruptcy proceedings should be recognised unless a court decides the case is not competent under Georgian
legislation.

 

Business Regulation: Competition
A new law on monopolistic activity and competition was passed in 1996. However, state monopolies still exist in
infrastructure. Furthermore, competition is hampered by strong interest groups and lobbies.

 

Business Regulation: Employment
The Labour Code has been considerably modernised, earning praise from the World Bank  report in 2006.Doing Business

Relations are determined by a freely entered into employment contract, which must define the conditions, nature and parties
in the contract. This must be in written form according to the Labour Code, and fixed-term contracts are only permitted for
terms of less than three years, unless specifically provided for by the role.

The working week should not exceed 41 hours, or 36 hours for 16-18 year olds. For those between 14-16, this drops to 24
hours. Annual leave entitlement shall not be less than 24 days.

 

Business Regulation: Environmental
The environment is briefly addressed by the Civil Code. So far, regulations are largely limited to issues of liability in case of
environmental damage.

 

Business Regulation: Intellectual Property
Part IV of the Civil Code deals with copyright, inventions, trademarks, industrial design, appellations of origin and firm
names. In addition, new patent, trademark and appellations of geographical origin legislation was passed in 1999. Patent
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protection is for 20 years, trademark protection for ten (renewable). The Georgian Patent Office (Sakpatent) is in charge of
registering intellectual property rights. It is difficult to evaluate implementation.

 

Business Regulation: Land
Land legislation was reformed in 1996 with the Law on Ownership of Agricultural Land and in 1998 with the Law on
Ownership of Non-Agricultural Land. Foreigners cannot own agricultural land, although they can lease it for up to 49 years.
They do, however, have limited ownership rights over non-agricultural land. 

Pledge Law

The government is drafting regulations to overcome issues of appropriation of land for public purposes, after several cases
of civilians being deprived of real estate when they declined to relinquish it to the state, and in some cases accused of
misappropriation themselves via wrongful restitution, and faced imprisonment.

Some points remain unclear in the pledge regime.

 

FDI Regulation: Foreign Exchange and Profit Repatriation
The lari is convertible for current-account transactions, and it is the only legal tender within the territory of Georgia. The lari's
official exchange rate is set by the Central Bank in accordance with the trading on the Tbilisi Interbank Currency Exchange.
There are no controls or fees imposed on profit repatriation, and transactions in hard currency are allowed when a foreign
legal entity is involved. This includes the possibility of converting and transferring funds repaid by debtors. 

 

FDI Regulation: Investment and Privatisation

Investment

A one-stop shop for foreign investors has been one of the measures attracting praise. There is no limit to the degree of
foreign ownership in an investment. Sectoral restrictions are also few—in principle, foreign investment is welcome in every
sector of the economy apart from defence and security. Licences are required in the arms, medicines, forest and mining
resources, casinos, banking, insurance, securities issuance, wireless communications, TV and radio sectors.

All investments worth over US$100,000 have to be registered with the Investment Agency within 60 days, but the
government says that this registration is for statistical rather than screening purposes.

There is a specific categorisation for investments over 8 million lari, or 2 million lari in the highland regions, or have a
significant impact on infrastructure development.

The state may expropriate in the case of public safety.

Privatisation

1997's privatisation legislation was amended in 2000 to introduce new methods of privatisation, introducing a bidding
element into the already-existing direct sale system. Bids are assessed by a commission, after which the winner is approved
by the government and confirmed by the president, who issues a decree containing the conditions. The method allows the
government to give the chosen investor additional guarantees, and also allows investors to pay for their stakes over two
years. Other methods include privatisation by ordinary tender and by auction. The method of leasing a company to
management with a right to buy has been scrapped.

The privatisation process itself has been marred with opacity and uncertainty, with bidding selections for major tenders
unclear and frequently revised after decisions have been taken. One example is the upgrade of Tbilisi airport, where bidders
have complained about incomplete information in bids. This contrasts to improvements achieved in regulation elsewhere,
and indicates a still difficult environment for some business areas. Privatisation strategy, however, remains relatively
aggressive with a view to attracting more private capital.

 

FDI Regulation: Major International Agreements
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Arbitration: Georgia has been a member of the 1958 New York convention on the recognition and enforcement of
foreign arbitral awards since 1994. 
Intellectual Property: Georgia is a member of the World Intellectual Property Organisation (WIPO), a party to the
Paris Industrial Property Convention, the Bern Convention for the Protection of Literary and Artistic Works, the
Madrid Protocol on the international registration of trademarks and the Patent Co-operation Treaty.
Trade: Georgia is a member of the World Trade Organization (WTO).

 

Legal: Legal Links

Texts of Laws/Legislation/Codes

Constitution 1991 (on the Parliament's website): 
http://www.parliament.ge/GOVERNANCE/parl/L_A/S_P/CONSTITUTION/consten.html
Freedom of Information Law 1998 (on Interfax website): http://www.internews.ru/eng/freedom_ge.html
Bankruptcy Law 1996 (on the Parliament's website): http://www.internews.ru/eng/freedom_ge.html
Catalogue of Georgian Law (shows titles only): http://www.tech.org.ge/dor/legalacts.html
Summary of Georgian Laws affecting State property privatisation (on the State Propert Management website): 
http://web.sanet.ge/mospm/

 

Ministries/Authorities/Boards/Agencies

President: http://www.presidpress.gov.ge/
Parliament: http://www.parliament.ge/
Ministry of Foreign Affairs (under reconstruction): http://www.mfa.gov.ge/
Ministry of Transport: http://www.iberiapac.ge/mintrans/
Ministry of State Property Management: http://web.sanet.ge/mospm/
Georgian Investment Centre: http://web.sanet.ge/gic/

 

Courts

Constitutional Court: http://www.constcourt.gov.ge/

 

National/Reserve Banks

National Bank: http://www.nbg.gov.ge/indexe.htm
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Current as of Tue 13 Jan 2009

Tax: Risks
Following the Rose Revolution in November 2003, the Georgian government embarked on a radical tax reform programme
with the aim of bringing the country more into line with Euro-Atlantic institutions, making the taxation system simpler and
improving collection rates as a consequence. In January 2005 the government slashed the number of national and regional
taxes from 22 to seven. The income tax rate was set at 12% and the corporate tax rate at 20%. The government has
pursued a vigorous campaign to improve the tax collection rate, which has been a considerable success and there is
considerable evidence to suggest that the government has taken great strides in combating the embedded protectionist
attitudes prevalent in the domestic business community which had been fostered by the previous government.
Nevertheless, while the new tax code is the most liberal in the region and promotes the interests of foreign investors, the
Saakashvili administration started from such a low tax base that the overall tax climate still has considerable room for
improvement.

 

 

Key Rates: Snap-Shot

Tax Snap-Shot

Corporate Taxes Rate (% unless otherwise stated)

Corporate Profits Tax* 20

Capital Gains Tax 20

Excise Tax variable

Property Tax 0.05/0.8

Social Tax  0

Other Taxes Rate

Value-Added Tax (VAT)  

Standard rate  20

Income Tax 25

Source: Ernst & Young

 

Key Rates: Indicators

 

Policy and Administration: Reform and Future Plans
The 2005 code brought in liberalisation of the system, which vastly improved that 1997 code which was characterised by a
large number of taxes and inadequate assessments. It had left Georgia with a very narrow tax base, and a large shadow
economy, a situation which has improved somewhat. The new code got approval from the International Monetary Fund
(IMF) for removing 15 national and local rates, and working to improve transparency. Reform has increased the number of
registered tax payers and the revenue garnered has risen under the current government. This was assisted by the widening
of the tax base under the reform, and the increase of excise taxes to offset the reduced revenue from introducing a flat tax
regime and lowering social security contributions.

The major fiscal institutions were merged in 2007; the financial police, tax and customs administrations, Priorities included
the implementation of a new customs code, and the hoped for harmonisation with international accounting standards by
2008.

In addition, the government approved tax revisions which increased the income tax rate from 12% to 25%, At the same time,
the obligation to pay a social tax of 20%, met by employers, has been lifted. The aim of the changes are to allow the entire
tax burden to be lowered from 32% to 25%, and for the savings made by employers to be passed on to workers. State
wages have been increased in 2008 in line with the revisions, but lower income groups are concerned that the gains will not
be passed on.
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The new code is one of the most liberal in the region and the progress the new government have made has been
impressive, but because it started from such a low base there remains, and is likely to remain for some time, a number of
problems. The government has been keen to secure foreign investment and the tax conditions for the potential foreign
investor are generous, but foreign investors are still liable to be targeted by the authorities, and there have been reports of
tax inspectors overstepping their authority and making arbitrary decisions. At the same time, while the government has
targeted those powerful business groups that often lobbied for protectionist tax exemptions, there still remains some
residual power among the business community to oppose the tax policies of the new administration. However, the current
government appears to be determined to continue to maximise tax revenues.

 

Regulations: Corporate
 Corporate profits are taxed at a unified rate of 20%. Capital gains are taxed as part of general profits.Corporate Profit Tax:

Payments of dividends, interest and royalties to non-residents are subject to a withholding tax of 10%, unless there is a
lower rate applicable under an existing double taxation treaty. The rate for similar payments to non-resident individuals is
15%. There is a foreign-tax credit system to avoid double taxation. Dividends and interest received by resident enterprises
are exempt from profits tax, but a 10% withholding tax is deducted at source.

Social Tax: Under the 2004 tax code the social tax rate to be paid by the employer is reduced from 33% to 20%.

Property Tax: The revision of the property tax is specifically aimed at promoting the development of small to medium sized
enterprises (SMEs) and the budding Georgian entrepreneur. According to the 2004 code those families whose annual
income exceeds 40,000 lari will pay an annual percentage on their property assets ranging from 0.05% to 0.2% while those
families whose total income exceeds 60,000 lari will pay an annual percentage ranging from 0.2% to 0.4%; those above
100,000 lari between 0.4% and 0.8%. In effect, this means that almost 90% of the population will be exempt from the tax. 

 Under the 2004 tax code, excise is adopted for alcoholic drinks, oil products, tobacco products andExcise Tax:
automobiles. An excise taxpayer is considered a person producing excisable goods on the territory of Georgia or importing
goods into Georgia. With regard to goods produced on the territory of Georgia from a customer's raw materials, the excise
taxpayer is the producer. Excisable goods are taxed at variable rates.

 

Regulations: Individual
 The 2004 tax code abolished the four differentiated rates of 12%, 15%, 17% and 20% and established aIncome tax:

unified tax rate of 12% with the specific aim of increasing tax collection rates and revenues. This was raised to 25% in 2008.
The flat rate also applies to non-residents. However, the Georgian system differs from most by the absence of a tax-free
threshold.

 

Regulations: Indirect
 The government has made a determined effort to bring the VAT assessment principle in line with European UnionVAT:

(EU) legislation. All stages of the supply of goods and added value accrued at supply stages will be subject to VAT. While
the government had to backtrack from an earlier promise to reduce the VAT rate to 18% from 1 January 2005, the new rate
of 18% (a 2% reduction from the previous rate) was brought in from 1 July 2005. Prior to the amendments the provisions of
the Georgian tax code were rather unclear and it could be ambiguously interpreted, often rendering it impossible to get a
refund or credit for VAT that was actually paid. VAT exemptions include: export of goods, supply of gold to the National
Bank of Georgia (NBG), supply of goods for Georgian public services

Refund and credit mechanisms are more defined. The threshold for compulsory registration of VAT is 100,000 lari. Also all
tax payers are required to be registered as VAT payers. The 75,000 lari threshold for operational registration was abolished
resulting in every citizen being registered as a VAT payer. Consequently this allows companies to increase their operational
money and also allows SMEs to be contractors of larger enterprises so that the VAT chain is not broken.
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Current as of Tue 13 Jan 2009

Operational: Risks
Although considerable effort has been put into combating the corruption that flourished under the former regime, there is still
much work to do. Trade issues with Russia remain. Powerful interest groups still hold a considerable degree of power in the
regions and the infrastructure requires massive investment in order to fulfil Georgia's potential as a transport corridor. At the
same time the separatist regions of Abkhazia and South Ossetia remain magnets for illicit trafficking of a variety of goods
ranging from tobacco to petrochemicals. However, the position of foreign investors has improved, as have links. The central
Tbilisi region is a promising one for investment, and the 2007 World Bank Doing Business report named Georgia as the top
reformer globally.

 

FDI Environment: Practical Issues

Public holidays (dates may vary)

1,2 January; New Year
7 January: Christmas
19 January: Epiphany
3 March: Mothers' Day
8 March: Women's Day
12 May: St Andrew's Day
Variable: Easter
26 May: Independence Day (1918)
28 August: Mariamoba
14 October: Mtskhetoba
23 November: St George's Day

 

FDI Environment: Patterns of Investment
Investment in energy-related projects peaked in recent years with the Baku-Tbilisi-Ceyhan (BTC) and Baku-Supsa pipelines,
but mineral and natural resource investments remain areas of key interest, as well as continuing privatisation. Between
2000-2004, the largest investment share came from the United States, the United Kingdom and Russia.

 

FDI Environment: Attitudes to Investment
Georgia is open to foreign investment. Since civil conflict in the early 1990s much progress has been achieved in creating
an environment conducive to business and FDI inflows have increased. They are expected to increase further as several
petroleum and electricity transit projects come to fruition. These are largely helped, though, by U.S. geopolitical interests in
supporting Georgia against Russia. In November 2006, the U.S. Overseas Private Investment Corporation (OPIC) signed a
bilateral agreement on investment incentives with Georgia, which takes the principle of equal treatment of investors. Despite
this, Russian dominance over certain energy resources has proved problematic.

However, the 2007 World Bank Doing Business report praised reform efforts in Georgia, naming it as the top global reformer
for moves to improve regulations, and reduce administrative burdens on business, as well as cutting social security
contributions and improving commercial legal procedures.

 

FDI Environment: Activism
The BTC pipeline has aroused environmental sensibilities as part of the pipeline runs through the Borjomi nature reserve
and other scenic parts of the country. The Georgian government only hesitatingly adopted the pipeline consortium's
environmental impact report. Political protests and demonstrations could flare up once construction begins in earnest in
Georgia, particularly if the dividend from transit fees is deemed insufficient compensation.
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Labour: Quality and Availability
As in most other parts of the former Soviet Union, the Georgian workforce is educated to a high level. However, on the
downside, absenteeism and ill-discipline are relatively widespread.

Unit labour costs are extremely low. Unemployment remains significant, and poverty still affects the majority of the
population, although the government has made some progress on poverty reduction. Apart from the small class of newly
enriched Georgians, most people have several jobs in order to earn a living.

Despite harsh conditions and large disparities of income, labour unrest is not widespread. Strikes have taken place mainly
over the issue of unpaid, rather than low, wages. Demonstrations are more likely to be related to political or ethnic
grievances. For example, there are at least 250,000 internally displaced ethnic Georgians, mainly from Abkhazia, who press
vigorously for an end to their plight.

Foreign investors tend to pay better wages on time. They are therefore very unlikely to face industrial action.

 

Institutional Constraints: Bureaucracy
The bureaucratic hurdles to business are considerable, and this legacy of Soviet times has not yet been streamlined. There
are several related problems:

Confusion: For example, sometimes identical intellectual property licences are issued to different companies. Too
many branches of administration have licensing powers.
Implementation: As a result of such poor organisation, policy implementation suffers from limited administrative
capacity. Thus, the positive aspects of regulatory reform are not fully translated into better practice.
Contacts: Georgia has many powerful interest groups with influence and contacts in the bureaucracy. The
importance of contacts falsifies the rules of the business games and creates opportunities for corruption. It also
means that arrangements may come up for re-examination if contacts are dismissed or replaced at their post.
Impotence: In Georgia's three autonomous regions (Abkhazia, Adjaria and South Ossetia), central government has
become largely impotent. The state's administrative reach has been shortened.

Attempts have been made to reduce bureaucracy, including reducing the time taken to register a business. However, further
work is needed, which is accepted by the government, and so improvements can be expected in the future. That said,
business groups have complained that legislation such as the new tax code have in fact increased the administrative
burden, particularly on small and medium sized enterprises.

 

Institutional Constraints: Corruption
Regulatory flux and bureaucratic hurdles mean that corruption is rife. This applies to all echelons of the bureaucracy. Many
low-level officials expect a bribe or a 'favour' in order to expedite business or issue a document. Under Georgian law, bribery
is a criminal act.

Higher-level corruption is also believed to be widespread. A number of top officials have been dismissed under corruption
allegations. In July 1998 one of the reasons for the coerced resignation of Niko Lekishvili's entire cabinet (except for three
ministers) was the widespread belief that it was extremely corrupt. According to well-placed Georgian sources, links
between mafia clans and political parties have increased in recent years. Problems have continued despite the election of
former Justice Minister Mikhail Saakashvili to the presidency. In late 2006, the government was accused of corruption and
blackmail over forced gifting of land to the state.

The unrecorded and untaxed shadow economy amounts to at least 40% of GDP. Organised criminal gangs are also
involved in more serious economic crimes, such as money laundering (see ). Reforms have beenSecurity Environment
implemented in the customs and border police which have tackled some of the widespread problems in import/export
regimes.

World Bank surveys indicate that institutional corruption and "gift" giving are still a problem, but low compared to regional
neighbours, and confidence in the judiciary noticeably higher.

 

Physical Constraints: Infrastructure
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Thanks to its geographic and geopolitical position, Georgia has enormous potential as a transit territory for east-west and
north-south trade. Its location on the Black Sea makes it one of the prime candidates for the export of Azerbaijani and
Central Asian oil and gas. Georgia is also hoping to develop its road and rail transport capacity. It is taking part in the
European Commission's Transport Corridor Europe and Central Asia (TRACECA) initiative, though only rather
half-heartedly. The European Bank for Reconstruction and Development (EBRD) is also to double its investment to 150
million euro annually, which will include infrastructure development projects such as municipal transport and highways.

Road: The road network is around 20,000km long, of which more than 90% is paved. There are some 6,000 km of
highways. However, the level of repair and maintenance is low. Furthermore, security is uncertain on many routes, due to
banditry and hijackings (see ). Indeed, both of the country's main roads to the north are cut offSecurity Environment
because they pass through Abkhazia and Chechnya—although the northbound, narrow Georgian Military Highway is still
open. The Trans-Caucasian highway to the Russian border was subject to a blockade in early 2006, when Georgian
truckers protested against a Russian ban on imports.

Rail: The rail network totals around 1,600 km, but it is only usable on up to three-quarters of its capacity due to disrepair.
Again, civil conflict has caused huge disruptions. Georgia's rail link to Russia has been closed down due to the Abkhaz
conflict and it remains unsafe.

Waterways and Maritime: The main ports of interest on the Black Sea are Batumi, Poti, Sukhumi and Supsa. Most
container traffic entering Georgia by sea goes through Poti, and its facilities are being expanded and modernised. A new oil
terminal has been developed at Supsa to handle Central Asian exports westwards. Transit through Batumi and Sukhumi
may be subject to disruption, as these are the capitals of Adjaria and Abkhazia, respectively.

Air: The main international airport is in Tbilisi, where air traffic control has been improved with EBRD backing. Internal
flights exist but are not advised, as the state of maintenance of planes is uncertain. There are direct flights to Tbilisi run by a
number of international airlines.

Utilities: Georgia has had persistent problems with electricity provision and companies have often had to provide their own
back-up in order to carry out business without interruption. The main problems are sabotage, people trying to siphon off
electricity and energy cut-offs from Russia. Severe energy cuts have taken place in some colder winters. The government
plans a unified gas system to be developed to increase its security of supply.

 The telecommunications infrastructure remains poor and foreign investment is needed in order to modernise it.Telecoms:
Fixed-line teledensity is hard to estimate, but it is no higher than around 12-13%. There are several hundred thousand
people on waiting lists for lines. Telecommunications services are regularly cut off in Abkhazia. When they do work, the
quality is poor and call completion rates are low.

 

Physical Constraints: Natural Hazards
There are no natural hazards, except the usual mountain-related dangers, such as avalanches and mud-slides.

Environment

Like all former Soviet republics, Georgia suffered substantial air, soil and water pollution under the Soviet Union. The
environment is not one of the top governmental concerns at the moment. Legislation is limited to issues of liability in case of
damage, as opposed to the setting of new regulations and standards.
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Current as of Tue 13 Jan 2009

Security: Risks
The victory of the opposition in the Rose Revolution of November 2003 ushered in a new dimension to Georgian security.
The subsequent ambitious reform programme has included a drive to stamp out corruption in addition to restoring Georgia's
territorial integrity. The new government strengthened its authority by bringing the crisis in the renegade province of Adjaria
to a successful end and deposing Adjarian leader Aslan Abashidze and his supporters, who were heavily involved in illicit
smuggling. Nevertheless, despite the new government's targeting of the business interests of the symbols of the old regime,
including former president Eduard Shevardnadze's family, organised crime still continues to pose a major problem for the
Georgian state. In addition, the drive to restore Georgia's territorial integrity and the uncompromising approach adopted by
President Mikhail Saakashvili have led to periodic flashpoints between the Georgian state and the leadership of the
separatist regions of South Ossetia and Abkhazia. The buffer zone between Georgian and Abkhaz troops, including the Gali
region and the Kodori Gorge, is highly volatile due to the presence of paramilitary and bandit formations involved in the
lucrative smuggling trade into and out of Georgia. Relations with Russia remain tense, with frequent diplomatic spats. Most
recently, the United States and European Union (EU) have started to get involved into the separatist conflicts as mediators,
to the great annoyance of Russia.

 

 

Major Issues: Outlook
 Flashpoints remain on the security zone borders with the breakawayBreakaway regions hold potential for conflict:

regions, and retaliatory attacks are common. These have continued since the administration's victory in the Adjaria province,
and the continued struggles with the Abkhazia and South Ossetia regions. Sporadic attacks continue, and while there are
particular areas to avoid, care should always be taken. Military checkpoints were established across the regions to control
the burgeoning contraband smuggling operations, but these have in many ways served to increase antagonism. The federal
government has offered incentives to the regions' populations to bring the conflict to an end, including federal autonomy and
pensions and aid packages. Russia has threatened potentially destabilising recognition of the regions' independence.

 

Major Issues: Key Threats and Areas to Avoid

Abkhazia, South Ossetia, Pankisii Gorge, Svaneti Region, Kodori Gorge, Gali Region: These areas are either 
 independent or only very weakly controlled by Georgian law-enforcement and security forces. Three UNde facto

observers were kidnapped in the Kodori Gorge in June 2003, though later released, and paramilitary groups are
known to operate there and in the Gali region. The regions are controlled by warlords, and Abkhazia has drafted in
security specialists formerly working for the Russians. Chechen militants are still believed to be hiding in the Pankisii
Gorge. South Ossetia and Abkhazia proper are believed to be essentially peaceful, though their unrecognised status
as  independent states carries inherent risk.de facto
Organised Crime: One of the key aims of the new regime has been to tackle the problem of organised crime, which
reached new heights under President Shevardnadze. The political turmoil that followed the resignation of the old
guard in November 2003 resulted in an upsurge in attacks in the criminal underworld as various factions sought to
protect their interests. Although the new administration has had a number of successes over the past year,
organised crime remains a major problem in Georgia, especially in the separatist regions, where the ruling elite
control lucrative petroleum, tobacco and drug smuggling into Georgia.
Kidnapping: Foreigners, particularly foreign businessmen, have become the targets of kidnapping for ransom in
recent years. Kidnap gangs appear to work freelance, often paying off police, to earn money, possibly for the
Chechen cause across the border. Business travellers are advised to take extra precautions, particularly with
transportation, and to seek advice from their respective embassies. The European Union (EU) threatened to pull out
its assistance programmes from Georgia after one of its workers was murdered in an apparent armed robbery and a
consultant was kidnapped. The consultant was later released and the EU did not act on its threat. UN observers in
the buffer zone between Georgian and Abkhaz troops in north-western Georgia have been taken hostage, either for
ransom or as a political bargaining tool, though they have always been successfully released.
Samtskhe-Javakheti: This area is populated predominantly by ethnic Armenians. There has been no ethnic or civil
conflict until now, but Armenians are becoming more restive because of various Georgian government policies they
identify as "official discrimination" and encouragement from certain groups in Armenia.
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After Dark: As with many post-Soviet countries, rates of criminality in the streets are increasing (admittedly from
very low levels), but this seems particularly the case in Georgia and foreigners are advised not to be out after dark
on their own. There have been reports from expatriates in the country of violent muggings, car-jackings and other
crimes.

 

Domestic: Crime and Policing
Crime poses some risks for foreign investors. Post-independence Georgia has undergone deep social, political and
economic upheavals. Although the situation has become more normal since 1994, declining living standards have combined
with the weakness of the state and social bond to fuel crime. The police are not much help and have often been accused of
"planting" incriminating evidence and then demanding a bribe. Foreigners are likely targets of thefts and muggings.

The crime rate remains high, despite recent progress in stemming its growth and restoring law and order. At least there are
no longer paramilitary organisations roaming the country. Some basic precautions need to be taken in Tbilisi. Outside the
capital risks are even higher as organised crime makes travel uncertain. Georgia has also been criticised for the state of its
prisons, which are over-crowded and under-resourced. Improvements to increase facilities from an estimated one bed per
20 inmates to one per two inmates have been made in recent years, but the prisons system still requires reform. Police have
been prone to corruption in the past due to opportunity, particularly in smuggling which has pervaded the Interior Ministry in
the past, and compounded by low wages.

Organised Crime

Georgians are involved in organised criminal activities throughout the FSU republics. Several suspected members and
leaders of Georgian organised crime groups in Russia were detained in Spain in November 2006, including ringleader Zahar
Knyazevich Kalashov. The group is believed to have made serious money from kidnapping and extortion rackets.

Foreign investors are not usually directly affected by gangs, although the latter have been expanding their range of
activities. There are still too few foreigners to make them an interesting target. However, there is an indirect risk—personnel
could become accidentally caught up in organised criminal violence. In Tbilisi, competing gangs sometimes become
involved in turf wars and internecine shootings.

Another indirect effect is that travel outside Tbilisi is not always safe. Road travel in particular may be subject to highway
banditry and, in the case of buses, hijackings for money. Buses carrying traders to and from Turkey have been targeted by
armed robbers, and police officers have been known to supplement their income by extorting motorists. Border regions are
especially dangerous. Appropriate security measures should be taken, and travel should never be undertaken without
competent advice and/or protection.

The United States has collaborated with the Georgian authorities over a mass counterfeiting operation believed to be based
in South Ossetia, thought to have produced more than US$20 million in fake bills, which have been found in the United
States and Israel.

A law on organised crime was passed in December 2005, which identified a wider range of actors in the organised sphere,
including those supporting criminal groups. However, the law was criticised for its colloquial terminology, and particularly the
(transliterated) term "thieves in law", which was coined to account for the large percentage of legitimate business activity
with revenues part-derived from illegal sidelines.

A review of laws related to organised crime and administrative corruption has been carried out by the Council of Europe,
which recommends removing a 5,000 lari threshold for offences, and improving the training of officials and the judiciary,
which remain susceptible.

 

Domestic: Extortion
Extortion demands against foreign businesses seem rare for the time being. However, cases can be expected to increase
when more foreign investment flows in.

 

Domestic: Kidnapping
Kidnapping is a high risk for foreigners, who are perceived as rich. It has also become more common in particular hotspots
of crime or ethnic unrest. Several foreign businessmen have been kidnapped in past years, particularly before control efforts
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in the Pankisii Gorge and mountainous regions. Peter Shaw, the 59-year-old British director of Georgia's Agrobusinessbank,
was released in November 2002 after four months of captivity. Shaw described his captivity as "very, very unpleasant" and
his captors as "brutal". He was kidnapped in broad daylight in Tbilisi as some Georgian policemen stood by. In early 2003
three UN observers were kidnapped for three days in the Kodori Gorge—part of a buffer zone between Georgian and
Abkhaz troops. They were later released peacefully and apparently without the US$2 million ransom payments that the
kidnappers had demanded. The successful release highlights the fact that Georgian security authorities are becoming more
efficient in dealing with the kidnap threat, though prevention would clearly be more helpful, particularly in clamping down on
paramilitary and organised crime groups. 

Abkhazia

On 13 October 1999, seven people were kidnapped in Abkhazia  The men—UN military observers and staff—were on board.
a helicopter in the village of Azhara, 75 km from the republic's capital, Sukhumi. The kidnapping followed Abkhaz elections
on 3 October 1999 that demonstrated overwhelming support for the republic's independence and a decision by parliament
reaffirming its declaration of independence from Georgia a week later. Three of the hostages were released unharmed—and
apparently with no ransom having been paid—on 14 October 1999. The remaining captives were freed the following day. In
December 2000, two UN observers were abducted along the border with Abkhazia and were released four days later.

 

Domestic: Persecution and Political/Ethnic Violence
There are three main areas of ethnic unrest in Georgia—Abkhazia, Adjaria and South Ossetia (see Political

). The practical security implications of ethnic unrest are serious. It is dangerous to travelEnvironment—Separatism
without proper protection in Abkhazia and South Ossetia.

The situation is most serious in breakaway Abkhazia, where frequent clashes and skirmishes still occur, sometimes
between paramilitary Georgian and Abkhazian formations. UN personnel policing the ceasefire have sometimes been
targeted for abduction and any foreign nationals near the Abkhaz border are at some risk.

Ethnic Unrest

Russia and Chechnya

Political relations with Russia have often been tense since Georgia's independence, largely due to the suspected role that
Russia played in the Georgian-Abkhaz conflict in 1992-1994. It is alleged that Russia provided arms to the separatists in the
early 1990s. Volunteers from the Russian North Caucasus with ethnic links to Abkhazians took part in the fighting on the
separatist side. Russia is gradually withdrawing a substantial military presence on Georgian territory in the form of
peacekeeping forces mandated by the Commonwealth of Independent States (CIS). The UN has observers in Georgia.
Since the advent of the Saakashvili administration, relations with Russia have become more strained. In 2006, these
deteriorated, and in August and September worsened with the arrest of four Russian personnel accused of spying. This
resulted in a diplomatic incident and the recall of the Russian ambassador, as well as a crackdown of sanctions on Georgian
trade, and a backlash in Russia against Georgian citizens. Accompanied by repeated problems with energy supply, vitriol
between the two countries heightened. Although Georgia has appealed for external assistance, NATO and the UN have
been reluctant to antagonise in the region.

Continued fighting between Russian forces and Chechen rebels in neighbouring Chechnya has been a significant external
security threat. Since Russian operations against Chechen separatists began in October 1999, the Georgian authorities
have been periodically accused of aiding and abetting terrorists. Russia claims that the government in Georgia is happily
allowing arms traders in Georgia to transport weapons and supplies to the Chechen-held territory in the Russian Federation,
and permitting Chechen fighters to operate from across the mountainous Georgian border. Some Russian allegations are
preposterous but customs seizures of arms allegedly destined for Chechen fighters appear to indicate that the Chechens do
use Georgia as a transit route, which is notoriously difficult for any authority to police. Among the thousands of Chechen
civilian refugees filtering over the border, there may also be some Chechen fighting units seeking to regroup before
returning to battle. 

 

Domestic: Terrorism
Terrorist groups connected to al-Qaida are believed to have been present in Georgia. Russia has also held that Chechen
rebels have found refuge in the disputed regions. Activity connected to the separatist regions results in what the government
would describe as terrorist actions against the state.
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Counter-terrorism

In 2002, the Georgian government requested assistance in counter-terrorism capabilities, which led to the 20-month U.S.
project, Georgia Train and Equip programme (GTEP), with a particular focus on the Pankisii Gorge. The United States has
also helped to strengthen border security, law enforcement and communications.

Pankisii Gorge

Since the beginning of Russia's second campaign in Chechnya large numbers of Chechen refugees have crossed the
border to join existing Chechen communities in northern Georgia. Around 7,000 Chechens—mostly refugees—moved into
the Pankisii Gorge in northern Akhmeta, which became a crime hotbed. At one point Georgian police reported that they
were fearful of carrying out operations in the region because of the possibility of conflict with locals. The area has been
largely stabilised.

 

External: Military Capabilities
Russia has several military bases on Georgian territory, but by end-2008 should have closed them down and withdrawn its
peacekeeping forces. Georgia has hoped for a more favourable overture from NATO but this has yet to be
forthcoming—although it carried out an "intensified dialogue" in 2006, the step seen often as a precursor to membership
preparations. Georgia is a member of the Partnership for Peace programme.
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This information was last updated on Mon 22 Dec 2008, 2:03 PM EST (19:03 GMT)

Overall
A small country that captured international attention due to an open military conflict with Russia in August 2008, Georgia is a
very mixed proposition at the moment. It has made substantial strides in improving the taxation and legal environment for
business, as well as taking steps to root out corruption, but many economic achievements have been damaged by military
conflict, the consequences of which the country struggles to overcome. Politically, Georgia is less stable than in terms of
regulations, as President Mikhail Saakashvili is increasingly resorting to populist tactics to keep a grip on power as he sees
his former allies cross over to the opposition camp. As long as business regulations are preserved and improved, Georgia
has a fair chance of recovery as an important investment destination. Its playing on the opposition to Russia is likely to wear
off as a policy tool, and a change of leadership is possible in the medium term.

Analyst Contact Details: Natalia Leshchenko, Venla Sipilä

  Georgia: Recent Analysis    

Country

   1. Swiss Government Becomes Official Mediator in Georgian-Russian Dispute
(Tue 13 Jan 2009)

 
Country

   2. Georgian President Offers to Share Powers with Parliament
(Mon 29 Dec 2008)

 
Country

   3. Russia and Georgia Fail to Reach Agreement on Conflict Prevention
(Fri 19 Dec 2008)

 
Country

   4. Parliamentary Investigation Slams Georgia’s Military for Poor Handling of Russia Conflict
(Fri 19 Dec 2008)

 
Country

 5. President Announces New Government Reshuffle in Georgia, as Another Popular Politician Joins
 Opposition

(Mon 08 Dec 2008)

 
Country

   6. Ukraine, Georgia Leave NATO Meeting Empty-Handed; Russian Relations Improve
(Wed 03 Dec 2008)

 
Country

   7. Russia Welcomes NATO Decision to Halt Expansion to Ukraine and Georgia
(Fri 28 Nov 2008)

 
Country - Economic

   8. Budget 2008: Further Amendments to Fiscal Plan Put Forward in Georgia
(Thu 27 Nov 2008)
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Country

   9. Georgian, Polish Presidents Shot At in Unclear Circumstances
(Mon 24 Nov 2008)

 
Country

   10. Russia and Georgia Resume Mediated Talks
(Thu 20 Nov 2008)
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