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SUMMARY

Georgia suffered severe political and economic turbulence during the years following the re-establishment of its independence in 1991.  Beginning in 1995, the country started to enjoy steadily improving political stability and economic growth.  Presidential elections were held in 1995 and again in April 2000, when President Shevardnadze was reelected to another five-year term.  Parliamentary elections were held in 1994 and then again in 1999, with the President's Citizens Union of Georgia Party (CUG) increasing the number of seats held by the party.  Local elections were held in 1998, with the next round scheduled for November 2001. 

The political status of the provinces of Abkhazia and South Ossetia is unresolved, with sporadic outbreaks of violence in Abkhazia.  Approximately 300,000 people displaced by these conflicts have yet to return to home.  Renewed fighting in the Russian republic of Chechnya has generated concerns that the conflict will spillover into Georgia.  Several thousand Chechen refugees have moved into Georgia's Pankisi Gorge, adding to the refugee/internally displaced population. 


In the mid-1990s Georgia began to experience modest but increasing levels of GDP growth and foreign investment.  Until 1998 Georgia’s economy grew on average 7% per year.  This growth was attributable to the introduction of a new, stable currency, reduced rates of inflation, and the re-establishment of both economic and political stability.  Economic growth and reform slowed in 1998, due to the Russian financial crisis, drought and political events, such as an outbreak of hostilities in Abkhazia and an assassination attempt against the President.  

Although growth through 2000 was positive, Georgia’s economic performance has slowed, with GDP growth of 3 percent in 1999 and 1.9 percent in 2000.  While a severe drought in the summer of 2000 undermined Georgia's projections for economic growth that year, the decline is also due to fundamental economic problems that have eroded investor confidence in Georgia.  

Foreign direct investment (FDI) has declined in recent years.  According to the State Department of Statistics, FDI in 2000 was USD 60.14 million, compared to USD 83.65 million in 1999.  FDI peaked in 1998 with USD 288 million, although a significant portion of this is attributable to one project: the Baku-Supsa early oil pipeline and Supsa terminal.      

The key sectors of economic activity in Georgia have been energy, agriculture, trade, tourism, and transport, as well as significant projects in the food processing and telecommunications industries. The United States is the largest foreign investor in Georgia, having contributed USD 20.4 million in 1999 and USD 12.2 million in 2000, or 24 and 21 percent of overall FDI respectively.

Georgia is a leader in the former Soviet Union of developing the legal infrastructure for an attractive investment climate.  Georgia maintains no currency controls, allows foreign investment in all but a few sectors deemed strategically important, and has implemented an impressive privatization program, including land privatization.  Georgia is also the second country of the former Soviet Union to join the WTO, which will provide additional opportunities for investors to develop export markets.   

Despite these advances, economic activity in Georgia is below potential.  The poor fiscal situation, pervasive corruption, and the arbitrary implementation of laws and regulations have inhibited foreign investment in Georgia. 

Problems with fiscal policy affected macroeconomic conditions in recent years.  An IMF program initiated in 1996 was put on hold in 1999 due to Georgia’s failure to meet certain budgetary targets.  However, an improved macroeconomic picture and a more realistic budget in the second half of 2000 paved the way for IMF Board approval of a new program for Georgia in January 2001.   Though Georgia’s fiscal performance since has been uneven, dialogue continues with the IMF and World Bank.  Georgia successfully concluded Paris Club debt rescheduling in 2001.

Corruption in Georgia, both official and otherwise, has been a significant and persistent obstacle not only to foreign investment, but also to economic development.  Its pervasive nature and high visibility have stunted economic growth and seriously undermined the credibility of the Government and its reforms.   

In July 2000 the Government of Georgia created an Anti-Corruption Commission that made its report in the fall of 2000.  Its recommendations include several measures that, if implemented, would improve the investment climate.   It is too soon, however, to determine whether effective anti-corruption measures will be implemented.  
Foreign investors report that the legal system often provides inadequate protection of investor rights, which has had a negative impact on the overall investment climate.  An unfortunate trend has emerged in which foreign investors become involved in disputes with local partners after their enterprise becomes profitable.  Although foreign investors have won a number of court cases in such disputes, in some cases, the foreign partner has been subject to arbitrary court decisions that appear to violate Georgian law in order to favor the local investor

Efforts to resolve these disputes have had mixed results.  President Shevardnadze chairs a Foreign Investment Advisory Council that reviews foreign investments.  Special governmental commissions are formed to review specific disputes and report back to the President on their findings.  The Chamber of Control investigates cases involving allegations of corruption.  These Executive Branch reviews have often resulted in decrees and other actions that have resolved the dispute favorably for the foreign investor.   

One investment dispute involving a U.S. firm that acquired a Georgian enterprise through a bankruptcy auction was successfully resolved at the end of 2000 through action by appropriate ministries.  However, other high-profile disputes continue.  Joint ventures are often structured under laws of third countries, and one Western investor has recently initiated arbitration proceedings against its Georgian partner in a European court.   

Judicial reforms initiated in the last year, including the introduction of competency exams for judges, could help to ameliorate these problems.  Reforms in tax and customs departments, outlined in Section 1, could also encourage an improvement in the investment climate.  

Despite these shortcomings, there continue to be opportunities for foreign investors in Georgia.  The construction of the Baku-Tbilisi-Ceyhan oil pipeline and the Shah Deniz gas pipeline will offer opportunities for investors in the energy sector as well as related infrastructure industries.  Additional privatization is planned this year in the energy sector, including power distribution outside of Tbilisi and hydropower facilities; as well the telecommunications sector.  Tenders for leasing contracts at Poti Port are also expected to be issued in 2001.  
