




















DEMOCRATIZATION AND ECONOMIC TRANSFORMATION

ForewoRD

The present 12 Discussion Papers and Agenda for Debate on “Building Democracy in Georgia”
reflect the substance of the first stage of dialogue process in Georgia, in which International IDEA
has provided the national actors with a platform for thinking, reflection, analysis and debate to help
them assess their country’s political, social and cultural development over the past fifteen years and up
to the present. The views and conclusions reflected in this publication are those of the authors and
participants in the process which IDEA has facilitated.

Since it was established in 1995 by states from different parts of the wotld, International IDEA (the
International Institute for Democracy and Electoral Assistance) has been working towards promoting and
advancing sustainable democracy wotldwide. International IDEA is dedicated to supporting all aspects of
the democratic process—before, after and between elections. Democracy is a long-term process of
building trust from within, that needs to be nurtured and strengthened, rather than a ‘quick-fix’ solution that
can be imposed from outside.

As a contribution to promoting sustainable democracy in Georgia and in the wider context in the South
Caucasus region, International IDEA, in partnership with Georgian and regional actors, initiated a programme
of ‘democratic assessment through dialogue’ in Georgia, in autumn 2001. The overall objective of
the programme is to advance democracy by facilitating political dialogue and articulating a demo-
cratic reform agenda. It has also laid the foundations for a broader South Caucasus regional programme
since May 2002. The emphasis of the programme is on dialogue which at this stage has resulted in this
series of 12 Discussion Papers (in Georgian and English) and Agenda for Debate (being published in
Georgian, English and Russian). They will serve local and national actors together with International IDEA’s
support to widen the discussion and debate on the issues and recommendations.

During next months, from July 2003 to April 2004, International IDEA, together with its national and
regional partners, will further expand the circle of debate and discussion on the issues and recommenda-
tions expressed in the present Discussion Papers and Agenda for Debate on “Building Democracy in
Georgia” to a wider and more diverse group of the general public in Georgia and in the region. The
debates and advocacy programe will focus mainly on the Election and Particiaption issues. The final outcome
of this process will be an improved and comprehensive document including democracy assessment and
policy agenda for Georgia (2005) which is crucial for articulating solutions to the challenges to sustainable
democracy. It will also help other providers of democracy assistance to develop programmes that are
responsive to real needs.

International IDEA will attempt to support efforts through an in-country and regional programme that
builds on the fundamental democratic values of dialogue and consensus building, underscored by the
Institute’s overall approach to democracy promotion and support. While Georgia, Armenia and Azerbaijan
all have their own unique circumstances, all three are also grappling with common issues that are inherited
from an authoritarian past or arise from their shared geo-strategic location. The democracy assessment
being initiated and facilitated by International IDEA aims to contribute both to a deeper understanding of
democratization at the country and regional levels in the South Caucasus, including the threats to democ-
racy and these countries’ aspirations, and to act as a stimulus for a refocusing of efforts on building national
agendas for sustainable democracy within a regional framework.

We hope to support the local partners who are engaged in the consultative and reform process, re-
search and activism under this programme in reflecting upon the challenges to democracy and devising
common agendas for advocating change. To this end we would welcome comments and proposals on
International IDEA’s programme in the South Caucasus. We would also welcome any suggestions on
further cooperation.

Armineh Arakelian

Representative in the South Cancasus and Head of Programme
International IDEA

May 2003
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ParT I. DEmocraTIZATION AGAINST THE BAcKkGROUND oF Economic TRANSFORMATION

Marina Muskbelishvili, Anna Akbvlediani

The developments that have been in progress for the past 15 years in Georgia are commonly referred
to as democratization. However, in a qualitative sense, the process of transformation involves three
interdependent processes: the achievement of independence and state-building; the democratization
of the political regime; and economic structural adjustments in line with a market-based model.

Because these three processes are being carried out simultaneously, and all started from scratch,
Georgia faces extremely complex challenges. When economic liberalization and market reforms were
launched, neither private ownership nor private owners, which had to be the key elements of these
reforms, existed. The economy of Georgia was integrated into the overall structure of a Soviet
planned economy and required extremely complex and costly reforms in order to operate inde-
pendently and efficiently in a new political context.

Although all the elements that constitute the process of transformation—state-building, demo-
cratic governance and market-based reforms—are interconnected, each has its own rationale which
often conflicts with the development strategy for other elements. For example, democracy demands
economic liberty and cannot coexist with the authoritarian planned economy. On the other hand, the
economic disparities that are inherent in capitalism hinder the establishment of equal political rights.
Short-term strategies to generate profits clash with the long-term programmes oriented towards
state-building. Making the political independence of the state a priority might harm the current eco-
nomic interests of the population.

When analysing the interrelation of economic and political reforms in Georgia, we must differen-
tiate between the initial years of democratization—up to approximately 1995-1996—and the period
since then when market reforms were launched. The process of democratization and the actual
functioning of democracy in these two periods have different features.

The political agenda during the first years of democratization did not include the problem of the
balance of private interests. The rich and the poor, employers and employees, trade and industrial
assets and so on were not in confrontation. Independent capital was not involved in this political
process for the simple reason that it was not established at this stage. The explanations as to why
private interests were not represented in the political processes during the first years of democratiza-
tion are therefore obvious. Yet it turns out to be very difficult to explain the almost total neglect of the
issues of economic development and economic independence by the political agenda of these years.
Clearly, the pro-independence activists considered the achievement of political independence as more
important than preparing an economic foundation for it. Unlike the Baltic countries, where the de-
mand for their economies be put on a ‘self-supporting’ basis preceded the claim to political indepen-
dence, Georgia started to be concerned with its economic independence relatively late.

The development of a new economic system in Georgia, as in other post-Soviet countries, was
based on a neo-liberal strategy put forward by the World Bank and the International Monetary Fund
(IMF) and should be seen in the overall context of globalization. This strategy aims to establish certain
‘rules of the game’ for the economy—the development of market relations. These rules are one but
not the only component in economic performance. The other components are created by the mate-
rial, human, social, professional or cultural environment in which these rules are applied.

The implementation of economic reform launched the attempt to use the institutions of democ-
racy to regulate economic interests and relations. Political stabilization, market reforms, the introduc-
tion of private ownership (although not on a sustainable basis) and the more or less clear socio-
economic stratification of the society created the background for the involvement of economic
entities in the operation of democratic institutions and for economic problems to be placed at the top
of the political agenda.

Georgia still faces the challenge of institutional consolidation of these three elements—state, mar-
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ket economy and democratic regime. The state is weak, the economy is underdeveloped and non-
competitive, and democracy is fragile and non-representative. Issues of structural differentiation between
private and public, economy and state, political elites and economic elites, which are so essential for the
establishment of a genuinely liberal democracy; ate still pressing. However, the times when these elements
were developed in isolation from each other according to theoretical schemes are far behind us. Today
these elements are more and more functionally interdependent. Thus, democracy might lead to the final
liberation of the economy from pseudo-feudal state control, and a market economy in its turn may
introduce democracy as a functional, dynamic and committed representative institution.

Part I of this Discussion Paper aims to outline recommendations supporting the implementation
of these theoretically feasible developments in real life. It looks chronologically at developments in the
Georgian economy in their interrelation with the political transformation.

1. PERESTROIKA AND THE FIRST YEARS OF INDEPENDENCE

Economic recession in the Soviet Union started well ahead of its disintegration, at some point in the
1960s. It grew into a crisis at the beginning of the 1980s. The strategic plan for liberalization and crisis
management was called perestroika, and became a priority on the agenda, reflected in a set of market
adjustments managed from the ‘top’. A course of action to expedite the process was embarked on
and strategies to make industrial organizations less and less dependent on the state were developed.
Economic entities enjoyed more freedom after 1988.

By the time perestroika started, the economy of Georgia was suffering from the same problems
as the rest of the Soviet economy, although some features were peculiar to Georgia. In terms of
energy and heavy industry, Georgia was dependent on resources supplied from the other parts of the
USSR. Food and light industry dominated production. The bulk of the output of the country was
accounted for by agriculture, for instance, wine, tea, citrus fruit and so on, which were supplied to the
seemingly limitless Soviet market. These economic relations advanced the material well-being of the
population in the regions and provided the background for higher living standards there, but were to
disappear when the economic structure of the integrated Soviet system was broken up and Georgia
lost its markets.

In that period Georgia was considered a well-off republic. It was believed that the population was
psychologically prepared to manage private business and show entrepreneurial initiative. During the
struggle for independence this was to be one of the bases for ‘economic optimism’. At that time, the
challenges of economic development and economic independence did not feature in public dis-
course; the spirit of the struggle for political independence overshadowed them. Under the pressure
of the national movement, construction of Khudoni hydroelectric station was suspended, ostensibly
in the interests of the environment, and because of fears of the immigration of ethnic non-Georgians
the construction of the trans-Caucasian railway stretching up to the Russian boarder was closed
down. As a result of the war in Abkhazia, the shortest railway route connecting Georgia with Russia
was completely blocked, and the economy experienced huge further losses.

After independence and until 1993, the economy of Georgia was attached to that of Russia. The
country did not have an independent budget and stayed in the rouble zone until 1993. After 1993
roubles as banknotes were no longer supplied, and a national currency surrogate, the ‘coupon’, was
introduced in circulation.

After the collapse of the common economic space and the economic system, Georgian industry
found itself without supplies, finances and a market, and collapsed. By 1994 Georgia was producing
25 per cent of the total output recorded in 1990, the last year when it had been stable.

Before and during the first years of independence, the population’s savings vanished in savings
banks (in 1992) and in different financial pyramid schemes. Wages, which had ensured a subsistence
level before, now lost their real value. Notwithstanding the partial liberalization of trade, problems
with supplies emerged, there were shortages of bread and other products, hot water and heating
were no longer provided, and serious power shortages followed.
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Private economic activities were nourished by investments originating from private savings and
resources extracted from the state (such as the credits extended widely through the economy which
were never repaid). The great majority of the population tried to take advantage of the new environ-
ment and set up their own businesses.

Flats and houses were privatized in 1992, as were plots of land. The initial, mainly ‘shadow’,
redistribution of state property was under way. It was carried out in the politically most painless way
and the easiest way—presumably the only one possible: property was simply transferred to the enti-
ties or persons that were in charge of it before.

Before ownership was fully established, the practice of possession applied. This is partly still the
case. Because material resources were under the control of the de facto managers of the property—
state officials, the directors of factories, the management of banks and so on—rather than its legal
owners—the state, a private entity or employees—the follow-up privatization in 1995-1996 through
a system of vouchers was ineffective. Against the intention of privatization through vouchers, the
state property was not fairly distributed and a sizeable stratum of property owners was not estab-
lished. The fact that the nominal value of a voucher (USD 30) was much higher than its market value
(¢. USD 5) may be explained by the uneven protection of property rights.

Assessments of this shadow method of primary redistribution of state property vary. For some
actors, there was no other way to create the principal agency of a market economy—private prop-
erty—given the chaos of the economic system following the wars and destabilization; private eco-
nomic initiative could only be established on the basis of corruption and the violation of legal norms.
For others, the shadow distribution of the property itself determined the clientelist nature of eco-
nomic relations that followed and inflicted a great deal of damage on the population.

No matter what the reason, in effect private property and private economic activities are still
broadly based on political—clientelist protection rather than on the rule of law and legal machinery.
This violates the principles of fair competition and the fundamentals of a capitalist economy. In other
words, on the one hand, the existence of private property enables the economy to operate. On the

other hand, the disparity associated with the way in which private property ownership rights were
distributed and applied increases the economic inequality between rich and poor, holds back the
establishment of a middle class and supports the concentration and monopolization of capital.

2. POLITICAL STABILIZATION AND THE YEARS OF STRUCTURAL
ADJUSTMENT

After 1994, the government, in cooperation with international organizations (the World Bank and
IMF), embarked on an economic programme to overcome the crisis. The priority agenda of the
programme was macroeconomic stabilization and structural reforms. The reforms became feasible
when political stability was achieved after 1995. The attention of the population gradually shifted
from the global political level of state formation to daily economic problems; the economy became
the centrepiece of social concern.

The economic reform programmes supported by the World Bank and the IMF envisaged a set of
fundamental measures—the introduction of a national currency, the liberalization of trade and prices,
comprehensive privatization, tax reform, reorganization of the banking system and land reform. A
legislative basis was established for the development of institutions of a market economy. Within the
framework of the programme, measures were planned to keep inflation and the budget deficit under
control. The second stage of reforms relates to the actual operation of the institutions of a market
economy that had formally been introduced. Among others, the following vital measures were planned:
a strict monetary policy; the strengthening of monetary instruments as levers of regulation; improve-
ment of the tax administration and raising the level of revenue collection; improvements in the
efficiency of public expenditure; increased salaries for public employees; the development and imple-
mentation of a social security policy; the abolition of the practice of subsidizing the energy sector;
and improvements to the management of companies through privatization.
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During the first years of economic reform, Georgia was one of the most successful of the
Commonwealth of Independent States (CIS) countries in raising its gross domestic product (GDP),
achieving 11 per cent growth in 1996—-1997. The same years are characterized by very intensive legis-
lative activity in the Parliament. However, despite certain achievements (especially in monetary policy),
the financial system of the country remained weak and its market institutions remained fragile, thus
hindering the key objective of economic reforms—the revival and development of production.

From the perspective of the present, a relatively stable national currency seems to have been the
most important achievement of the economic reforms of this period. However, the stability of the
lari (GEL) per se cannot guarantee that investment will be attracted and economic growth be sup-
ported thereby. Because of the unavailability of credits, the high level of taxes and the lack of public
funds to create economic incentives, existing resources could not provide a sufficient basis to pro-
mote further economic growth. Accordingly, entrepreneurs have not had enough resources to invest
in production. At the same time, the consumption capacity of the population has not increased.
Because of this and other factors, an unfavourable microeconomic environment has been established
which restricts the level of economic activity. It is fair to say that the ineffectiveness of a predomi-
nantly macroeconomic stabilization-oriented strategy was to great extent the result of the lack of
economic resources; by the time reforms were implemented, Georgia was still lacking such resources
as investment funds and ‘capitalists’.

Despite the seeming success of the reform plan (liberalization, stabilization, privatization and insti-
tutionalization) of 1995-1998 developed by the international financial institutions, in reality market
mechanisms were not fully established in the economy of Georgia. The legislative basis developed
for the economy and actual transactions did not always match. A considerable part of the economy
is in ‘shadow’—entrepreneurial activity that can be fully legal but at the same time is intentionally
hidden from the state authorities. According to the Georgian State Department of Statistics, in 2000
the unobservable (statistically unreported) economic activity, which includes the shadow economy,
accounted for 55 per cent of the total (State Department of Statistics of Georgia 2001). Transactions
and settlements are concluded mostly outside the banking system and in cash. Above all, the anarchic,
hidden nature of much of economic activity obstructs the development of banks, investment and
pension funds, corporations and a market for securities—the institutions that are highly dependent on
trust and credibility.

The implementation of reforms had to secure an economic foundation not only for the establish-
ment of a market economy but for the operation of the state as well. From the latter perspective, the
stabilization achieved by the reforms was only temporary. Although the international organizations
disbursed certain funds to finance the fiscal deficit during the course of reforms, real institutionaliza-
tion of the state means that the state budget must be met by revenue collected first of all from local
economic actors. This goal is still difficult to achieve today. Moreover, the state did not become the
effective producer of the public goods and services which are vital for the economic entities—Ilaw
and order, security, the national defence, the protection of property and enforcement of liabilities,
development, implementation of economic policy and so on.

The structural reforms undertaken in 1994-1997 only laid the foundation for the establishment of
a new kind of relationship between the state and economic entities. This process still requires that all
the actors develop a good many new skills and ways of doing things in order to set up new formal
or informal institutions.

3. EcoONOMIC SLOWDOWN AND THE TRANSFORMATION OF THE POLITICAL
LLANDSCAPE

Since 1998 the state has been experiencing a severe fiscal crisis. It has been unable to meet the targets
for tax revenue collection and has reduced the rate of introduction of new legislation, while corrup-
tion has become a constant challenge to the whole political system. The budget has never been in
balance. The accumulation of domestic debt is reducing the real value of GDP proportionally.

11




DEMOCRATIZATION AND ECONOMIC TRANSFORMATION

Economic growth slowed to 2 per cent in 2001 in real terms (although it showed signs of recovering
to 4.5 per cent in 2002).

Total domestic debt is almost equal to annual tax revenues; a decline of GDP growth could lead
to a crisis of government finances, or in other words, bankruptcy of the state. The rescheduling and
repayment of the state debt has also been hampered by declining rates of GDP growth, since
economic growth has been overtaken by the growth of net government debt and the budget deficit.

As aresult of the financial crisis in Russia in 1998 and that in Turkey in 2000, and after the deprecia-
tion of the lari against the US dollar (in average, from USD 1 : GEL 1.36 down to USD 1 : GEL 1.98)
the balance of payment of Georgia took a turn for the worse. The problem of the current account
deficit (the trade balance) has been followed by problems in the capital account.

Generally, the recession was partly attributed to the Russian crisis and the droughts of 1998 and
2000, however, the causes of the slowdown seem to be not confined to these. The rate of growth of
per capita income has lagged behind GDP growth, and growth in private consumption amounted to
only 1 or 2 per cent over the four years 1997-2000 (World Bank 10 January 2002).

From 1997, the population became poorer, with impoverishment hitting the poorest people hard-
est. Inequality has been increasing constantly (World Bank 10 January 2002). Even people who do not
belong to the poorer stratum of the population at present face the real danger of becoming impov-
erished if they encounter a health problem or if their unstable and uncertain income drops. Although
only 20 per cent of the population are living in absolute poverty at any given moment of time, 60 per
cent are expected to find themselves in this category at least once in the coming three years (World
Bank 10 January 2002).

Economic backwardness and poverty are more noticeable in the regions. Rates of growth in
agriculture, which is the main source of people’s livelihood in the regions, are especially low (World
Bank 10 January 2002). To great extent agriculture has turned into subsistence farming rather than
market-based production given that the infrastructure, such as roads, is ruined and processing indus-
try is stagnant. Agriculture serves mainly to produce primary consumption goods.

Unemployment has risen as compared to 1997 and the number of people in work has decreased.
A downward tendency in the number of self-employed people is also evident. Self-employment as a
rule does not provide a high income. The majority of those registered as self-employed are people in
the private sector who own small plots of agricultural land; however, they perceive themselves as
being jobless. In general, the official figures for unemployment are far below the actual perceptions
of people. This gap in reporting is partly attributed to the very unstable nature of earnings and
employment opportunities; the fact that people accept the jobs that are on offer regardless of their
occupation or profession also partly explains the difference.

The skills and qualifications of the unemployed do not meet the actual requirements of the economy.
In other words, unemployment is structural: skills and training do not match the existing (if scarce)
job opportunities. Unemployment is considered by the population to be the most pressing problem
(Human Development Report 2001-2002:14).

Emigration, stimulated by rising unemployment, continues. Many families survive on remittances
sent by family members working abroad. Many of Georgia’s skilled and qualified people are pro-
moting the economic development of other countries.

The state does not have a strategy to deal with these problems. It is completely tied to the recom-
mendations made by the international financial institutions and the financial facilities they offer. Public
officials frequently take advantage of their own posts to gain economic rent. The excessive number
of controlling agencies offers an uncoordinated, unpredictable and corrupt environment to entre-
preneurs. Foreign investment is very difficult to attract. Entrepreneurs are concerned about high tax
rates and the unfavourable business environment they have to operate in.

There are two main responses to these developments. One is that entrepreneurs safeguard and
promote their business interests themselves; the other is the fight against corruption, which has be-
come the focus of attention thanks to the joint efforts of international organizations, the media and
various political groups.
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Since 1995 the formation of different business associations and economic interest groups has been
in progress. Business actors articulate their interests and develop their approaches to the reshaped state
environment in which they operate. Their main goal is to ease the tax burden and launch the fight
against the distortions that arise from corruption. In this period the Union of Entrepreneurs, which
brings together a number of business groups, has become particularly popular. The Union of Tax-
payers has also been established. It is based on the principles of cooperation with the state and
corporatist strategies.

Out of the establishment of these two unions came the formation of two political parties in which
entrepreneurs are the dominant members. The first, called Industry Will Save Georgia, was formed
shortly before the start of the parliamentary elections of 1999; it is one of three political groupings
that passed the 7 per cent barrier to representation in the Parliament in 1999. The second, New Rights,
was established later. Its core membership is entrepreneur members of Parliament (MPs) elected
from the list of the Citizens Union of Georgia (the presidential party). In contrast to Industry Will
Save Georgia, which has failed to transcend its focus on an interest-group agenda and concentrates its
activities on the introduction of amendments to the Tax Code of Georgia, New Rights participates
fully in the political arena, tackling political issues across the whole spectrum of the political agenda.
(See also Discussion Paper 7 in this series, Developing a Democratic Community in Georgia, Part 1 by Ghia
Nodia.)

This process can be described as the involvement of economic actors in the public political arena
and their direct participation in public discussions in order to promote and support their own inter-
ests and views. Obviously, this direct involvement in politics was not the result of the proper function-
ing of representative institutions, among them political parties; on the contrary, it is the product of the
inappropriateness of the existing institutions (or elites) for the advocacy and representation of busi-
ness interests.

Business is increasingly involved in open politics in the regions as well, where the impoverished
population is most interested in socio-economic problems and often disregards the political battles in
Thilisi on the ground that they have nothing to do with the lives they actually live. Local business circles
are more interconnected with the local authorities in the regions than businesses in Tbilisi are with the
authorities in Thilisi; on the other hand, they are taking an increasingly important position in local
policy making, often independently of the authorities. The majority of them share political and busi-
ness interests with either Industry Will Save Georgia or New Rights. In the local elections held using a
majoritarian system in 2002, 58 per cent of deputies elected to the local self-government councils or
sakrebulos in the regions (except in Ajara) were independent of any political party. From the remaining 42
per cent the largest party representation in the sakrebulos (21 per cent in total) was achieved by these two.

Unlike business, employees have largely failed to set up professional unions or groups of action. A
number of parties, like the Labour Party and the National Movement—Democratic Front, have used
the protection of the interests of the poor and the socially vulnerable in their programmes and
political slogans. But, despite the increasing interest of the population in social policy, these parties are
not in a position to represent the interests featured by these slogans.

There are different attitudes on the part of the population at large towards economic inequality.
One attitude is more critical. Given that economic growth is low and the poorer sections of the
population are becoming poorer each day; increasing economic inequality suggests that from the
petspective of economics the inequality is dysfunctional. In another words, it is increasing not in step
with the creation of new assets but by the redistribution of already existing wealth from the poor to
the rich. This redistribution of resources should be attributed to the powerful political and corrupt
components in the economy. Against such a background, economic inequality is considered unjust. It
strengthens the traditional socialist drives of the population and their repugnance towards the rich.
The second attitude towards economic disparity has manifested itself in parallel with the increase in the
political representation of entrepreneurs: it distinguishes between assets obtained by means of corruption
and assets gained via economic activity, and sees the latter as beneficial since they are economically func-
tional, and support economic development and the creation of employment opportunities.
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Accordingly, views on the participation of businessmen in politics vary. Some people are dubious
about the participation of ‘rich’ people in politics and fear that the principles of democratic equality
are being violated and that the scale of corruption is growing, Others believe that the growing politi-
cal influence of business will promote economic recovery and that only those who can evaluate
different pressing issues pragmatically and realistically and have a vital self-interest in surmounting
common economic hardship can contribute to effective democracy-building.

4. GENERAL CONCLUSIONS AND RECOMMENDATIONS

Today’s political relations are significantly different from those that existed during the first years of
democratization. Those tremendous changes seem to reflect a new role and place of the economy in
both the life of the population and its relation with politics.

Many aspects of the current political and economic order are ambiguous and also non-institution-
alized. They do not satisfy the expressed needs of the population at large, those of the political elite or
the interests and ambitions of economic actors. Tension is generated which jeopardizes the mainte-
nance of the results of Georgia’s democratic reforms, not to mention the furthering of its demo-
cratic achievements. The very fact of the current differentiation and competition within the political
and economic elites allows us to expect that many political actors would resist the introduction of
authoritarian government. However, in Georgia’s case liberal democracy is not the only possible
alternative to authoritarian rule. The vector of political development will depend on many factors.

We believe that each factor listed below influences the strengthening of democracy. As to the
extent of this influence, we refrain from comment.

Poverty

Fifteen years ago the people of Georgia could not anticipate such rapid impoverishment. They
envisaged their individual success as part of the long-lasting development of the society. Today they
believe that their priority is solving their own household problems, as the challenges are not tempo-
rary but rather permanent.

Increasing poverty restricts the opportunity of the population to participate in political develop-
ments. Because of poverty, people are focused on short-term strategies which place them in a context
of patron—client relations and the shadow economy. In the regions poverty is often cited as the reason
why people ‘cannot find time for democracy’. It is not likely to be reduced by the implementation of
social programmes as the state does not have sufficient funds. Its reduction will depend mostly on
economic growth, greater employment opportunities, and above all the reinforcement of rights-
based equality, which is directly linked to challenging corruption and the establishment of formal
economic relations.

Inequality

The increasing disparities might be both the cause and the result of a defective political order. Dispat-
ity might hold up the realization of equal political rights, but at the same time it could give a powerful
impetus to the initiation of democratic political processes. Economic disparity and inequality of rights
as key issues of the political agenda and a key topic of political discourse among the entities—political
parties, interest groups, trade unions and so on—that have a substantial social basis could become the
very structural conflict that brings democracy into effective existence. The pressing need to deal with
economic disparities could restore the public image of democratic institutions.

Social Capital

Just as holding elections does not of itself imply the effective establishment of democracy, the imple-
mentation of market reforms does not necessatily mean the development of capitalism. Besides the
rules of the economic game, patterns of social relations among economic actors also affect the
development of the economy and its structure. These patterns include the ethics of business relations;
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professional standards and the degree of professionalism; the form of information exchange; and
patterns of information distribution. Entrepreneurial relations, business associations, codes of con-
duct and professional standards are important components of the economic system. The openness
and internal democracy of business associations and the promotion of trust among actors are the key
elements in their development and in economic progress.

Modernization of the Economy

The elaboration of an economic development strategy and the implementation of the corresponding
development policy should not be the product of theoretical views of experts or politicians exclu-
sively. They must first of all be related and linked to the reality that is familiar to entrepreneurs. Thus,
the articulation of opinions by economic entities on what they need to operate efficiently is pivotal.
Notwithstanding the active and direct participation of entrepreneurs in politics, their interests and
opinions are still neglected in the policy-making process. The existing democratic institutions are so far
not providing enough opportunities to interest groups for them to become active participants in
policy development. The further clarification and representation of the economic interests and their
institutional involvement in the policy process is essential to economic development.

Competition and the Protection of Property

The involvement of economic actors in various parties, including opposition parties, suggests that the
economic capital in Georgia is not structured into a single patrimonial pyramid. It also suggests the
presence of the economic fundamentals for the establishment of a competitive political elite. The
promotion of equal competition and security of equal property rights will further boost the indepen-
dence of political entities and support the establishment of politically diverse elites. Pushing entrepre-
neurs out of the shadow sector is a pressing challenge faced by democracy, and the operation of
effective and independent courts as well as honest power structures is the key to solving this problem.

A Professional Civil Service

The neo-liberal model of economic modernization, as mentioned above, has to be considered in a
global context. First of all, the newly established government had to play an important role in launch-
ing close cooperation with local as well as transnational business circles, given that economic develop-
ment largely depends on cooperation and negotiations driven by the government. Professional gov-
ernance requires personnel training and professionalism on the part of government officials as well as
the development of strategic thinking.

Activation of the Trade Unions

Against the background of the increasing political participation of capital, the representation of
labour in politics must be supported. It is essential that that representation is carried out by indepen-
dent unions which have social support (such as independent trade unions) and not by government or
populist parties. At present, professional associations and movements that are capable of holding
direct negotiations with employers on issues of pay, conditions of employment, working hours and
social benefits do not exist. Without external assistance (in contrast to business associations) it may be
impossible to establish them.
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DEMOCRATIZATION AND ECONOMIC TRANSFORMATION

ParT Il. THE SociaL SecuriTy SysTem INn GeoreiA AND PossiBLE TRENDS IN ITS
DEVELOPMENT

Alexcander Tvalchrelidze

The breakdown of the social security system after independence may be the main reason why some
Georgian citizens still miss the Soviet system. Conversely, it is the inability of the new order to estab-
lish a reliable system of social security, the need for which people take for granted, that is one of the
reasons for the general mistrust of democratic and market reforms.

Focus group research in different Georgian regions and meetings organized by International IDEA
and the United Nations Development Programme (UNDP) have picked out at least two tendencies
which are, in general, characteristic of the overall population. First, the great majority of older people
regret the end of the communist epoch, when the system of social security formally covered the
whole population. Second, the two elements of the Soviet social security system that are mainly
concerned are free medical services and pension coverage.

No Georgian government can therefore achieve legitimacy unless it achieves some tangible progress
in these areas. Moreover, people will hardly accept democratic and liberal values unless they translate
into general well-being, and this depends primarily on economic development as well as on the
establishment of a reliable social security system.

This part of the Discussion Paper analyses the Soviet heritage in this regard; the present, quite
dismal, state of the social security system; attempts to reform it undertaken so far; and the prospects
for improvement. It concludes with some recommendations.

1. A BRIEF REVIEW OF THE SYSTEM OF SOCIAL SECURITY IN THE SOVIET
UNION

Let us first analyse the positive and negative features of the Soviet social security system.

After the first constitution of the USSR was adopted in 1936, the state social security system was
based on four basic principles: (a) a free-health care system; (b) the pension system; (c) a system of
state insurance; and (d) a system of privileges for trade union members. (In reality, after World War 11
this system was extended to the entire population, since almost every citizen had access to the ‘free’
Soviet trade union institutions either directly or indirectly, through members of their households who
were salaried employees or involved in the collective farms or kolkhozy.) There were two ‘pillars’ to
the social welfare system—obligatory and ‘voluntary’ social insurance (Koplatadze 2000). The second,
voluntary, pillar was in reality obligatory for all employees insofar as refusal of ‘voluntary’ payment
was considered incompatible with the communist ideology.

The first two elements of this institutional structure—free health care and the pension system—were
directly linked to the first pillar and the USSR State Insurance Company, Gosstrakh, which had depart-
ments in all the Soviet republics but had a combined centralized budget. It will be shown below how this
teature of social insurance damaged the social welfare system in independent Georgia.

The Soviet trade unions were really part of the social security system rather than organizations that
mobilized employees to bargain with their employers. While formally independent of the state, in fact
they were controlled by the central government for the simple reason that: almost all trade union
leaders were members of the Communist Party of the Soviet Union. Like any other economic or
social branch, the trade unions were rigidly centralized. They were financed by ‘voluntary’ member-
ship fees of their members and subsidies from the central government. They provided for such social
services as sanatoria, kindergartens, sports facilities and so on.

In addition to health care, the first pillar of Gosstrakh covered: (a) paid holidays for employees to the
full amount of their salaries for the corresponding period; (b) sick leave to the full amount of their
salaties for the corresponding period; (c) permanent disability pensions for those retired as a result of
injury at work (there were three categories of disability); (d) retirement pensions for employees; (e) the
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costs of single persons living in retirement homes; and (f) the running of orphanages.

The quality of these services is another matter. Living conditions in retirement homes and orphan-
ages were intolerable. The health care system was underdeveloped, especially outside the big cities,
and totally corrupt.

2. THE CURRENT STATE OF SOCIAL SECURITY IN GEORGIA

After the civil wars of 1991-1993 Georgia suffered a major economic crisis which completely de-
stroyed the social welfare system inherited from the USSR. Moreover, during the period of anarchy
in 1991-1992 Russia seized the Georgian share of Gosstrakh’s funds—approximately USD 550
million. The Georgian state negotiated to recover these funds but the matter was closed when, fol-
lowing some international pressure, Georgia agreed to the so-called zero option of interstate debt
restructuring with Russia.

Nor are the Georgian trade unions able any longer to provide the services they used to. Their post-
Soviet history mainly consists of the fight for their assets. Starting from summer 1990, mainly as a
result of changes in the political balance of power in the country, several attempts were made to
reform the Soviet system of trade unions. Finally, on 28 January 1992, a new ‘unifying’ Congress of
Georgian Trade Unions was called which resulted in the creation of the Union of Georgian Trade
Unions. It exists to this day. Using the Constitutional Court, the union succeeded in recovering some
of its assets that the Georgian Government had ‘appropriated” in 1992-1994. The management of
the unions’ property is in the hands of several entities founded by the Union of Georgian Trade
Unions. For instance, Kurortinvesti, a joint stock investment company, manages the Resorts of the
Georgian Trade Unions (foundation capital GEL 11.4 million plus GEL 1.461 million of real estate).
Unfortunately, Kurortinvesti has been unable to attract investment to improve and build up its capital
assets.

The first steps towards creating a new social security system were taken in 1995, when several new
institutions were founded. These institutions are the State Medical Insurance Company, the United
Social Welfare Fund, the United Employment Fund and different state programmes. Since 1995, the
annual law on the state budget has approved their budgets. The financial resources of these funds
come from (a) employers’ social taxes, (b) employees’ social taxes, and (c) transfers from the state
budget. The current rate of social taxation is shown in table 1. In 2001, after the unified Ministry of
Health, Labour and Social Welfare was set up, these funds were formally combined in the United
Social Welfare Fund, which consists of three departments. In reality, however, these three institutions
are independent insofar as they are supported by the corresponding lines in the state budget.

Table 1. Current Rate of Social Taxation, as a Percentage of Salary, 2002

Fund Employer’s tax Employees’ tax
United Social Welfare Fund 27% but > GEL 16 12-25%

State Medical Insurance Company 3% 1%

United Employment Fund 1% 1%

So far these funds have not been not successful in providing the services they are expected to provide.
This is almost entirely due to the state’s incapacity to achieve proper levels of tax collection and ensure
that the money collected is propetly managed. In this regard, Georgia’s performance is one of the worst
in the Commonwealth of Independent States (CIS). Figure 1 shows tax revenues over the seven-year
period 1995-2001. Formally, when figures are expressed in local currency, revenue appears to have
increased strongly. However, due to a gradually falling exchange rate against the US dollar, if figures are
expressed in hard currency the situation is closer to stagnation.

It should also be noted that economic reform produced significant changes in the employment
structure. Following the dramatic fall in the number of employees in the main branches of industry
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after 1995, the number of the self-employed now significantly exceeds the number of persons in
employment. The self-employed do not pay social taxes. At the same time, the number of pensioners
has tended to fall much more slowly.
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Figure 1. Tax Revenue, 1995-2001

Sources: United Nations Development Programme. Human Development Report, Georgia 1999 (text by Gabriel Labbate).
Thilisi: Nekeri, 1999; United Nations Development Programme. Human Development Report, Georgia 2000 (text by
Alexander G. Tvalchrelidze and Gabriel Labbate). Thilisi: Poligraph Service, 2000; Georgian Parliament, Budget
Office. [Report on the execution of the 2000 state budget.] Thbilisi, 2001 (in Georgian); Georgia, State Department
of Statistics. Statistical Yearbook of Georgia 2000. Thilisi, 2000; and Georgia, State Department of Statistics. [Georgia:
statistical review, 2001.] Tbilisi, 2002 (in Georgian).

We now examine the official data provided by the Ministry of Health, Labour and Social Welfare
(table 2) before discussing the real possibilities and the efficiency of the existing system.

Table 2. Resources of the Georgian Social Welfare System in 2000

Funds Approved, Actual Percent of
Million GEL expenditure, Execution
Million GEL

United Social Welfare Fund, of which: 185.2 167.1 90.2
Social taxes 1406.6 140.0 95.5
Transfers from the central budget 38.6 27.1 70.2
State Medical Insurance Company, of which: 39.2 333 84.9
Social taxes 20.0 20.5 102.5
Transfers from the central budget 19.2 12.8 66.7
United Employment Fund 5.0 49 98.0
Preventive Programmes 5.6 3.0 53.6
Other medical programmes 32 2.6 81.3
Disabled suppott programmes 35 3.1 88.6
Pensions to law enforcement employees 18.0 17.9 99.4
Social support of vulnerable households 10.6 5.9 55.7
Emergency financial support 1.1 0.9 81.8
TOTAL 271.4 238.6 88.0

Sonrces: Georgian Ministry of Health, Labour and Social Issues. [Report on the execution of the state
budget.] Thilisi, 2002 (in Georgian).
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It can be seen that the financial resources of the Georgian social welfare system are very meagte.
The sad conclusion may be drawn that the social welfare of citizens is not one of the basic priorities
of the state. Total expenditure is less than 4.4 per cent of gross domestic product (GDP). For in-
stance, the United Social Welfare Fund in 2000 earned GEL 167.1 million and this money would have
been distributed among more than 900,000 pensioners. In other words, during 2000 each officially
registered pensioner received on average GEL 185.7, or GEL 15.7 per month. The Georgian pen-
sion system is based on the principle of equality: any pensioner, regardless of the salary he or she
earned previously, is entitled to a pension equal to GEL 14 per month. (The 1.7 GEL difference
covered pensions for war veterans and victims of political repression (GEL 35 per month) and the
fund’s own administrative expenses.) Taking into account that the cost of the minimum ‘basket’ of
basic goods is about GEL 101 per month, the average pension covers less than 14 per cent of the
money needed to survive.

The worst situation is in the area of unemployment benefits: GEL 4.9 million were spent to
support more than 700,000 unemployed. That is why only about 3 per cent of the genuinely unem-
ployed are officially registered with the United Employment Fund. Only 9 per cent of officially
registered people have received benefits, and these benefits are very small (Human Development Report,
Georgia 2000).

The health care system is in an equally sad situation. This problem has been thoroughly analysed in
several of the UNDP’s national Human Development reports (Human Development Report, Georgia
1999, and Human Development Report, Georgia 2000). Here we mention only the following features. In
total only GEL 35.9 million were spent for different health care programmes in 2000 (excluding
municipal programmes, which cover only emergency surgery). More than GEL 400 million was paid
out-of-pocket by the population over the same period. The medical insurance system, together with
state medical programmes, therefore covers less than 9 per cent of the expenditure needed. (Unfor-
tunately, the first private insurance fund has no customers yet as the Law on Private Insurance has not
been passed by the Parliament.)

According to data of the Ministry of Health, Labour and Social Welfare (figure 2), without struc-
tural reform Georgia will never be able to improve the situation. (It should be noted that the present
system of social welfare was strongly urged by the World Bank. The country is now facing the
consequences.) Figure 2 shows the possible increase in the state’s pension commitments if no pension
reform is launched.
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Figure 2. Possible Changes in Pension Rates

Source: Tvalchrelidze, A. G. ‘Some Aspects of Georgian Macroeconomic . . . Framework’. In Greek—
Georgian Business from Mythology onto XXI Century, 2000:45-48; and Georgia, State Department of
Statistics. [Georgia: statistical review, 2001.] Thilisi, 2002 (in Georgian).
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Figure 2 indicates that within the next 20 years actual and prospective Georgian pensioners should
not expect any tangible improvement in their welfare.

One additional comment should be made. Arrears in state pension payments are currently over
GEL 100 million, and so far there seems to be no possibility of the state repaying these debts. The
only alternative to gradual degradation of the Georgian social welfare system is structural reform.

3. PossiBLE DIRECTIONS OF DEVELOPMENT OF THE GEORGIAN SOCIAL
WELFARE SYSTEM

Research carried out so far and meetings held within the framework of this International IDEA
project have demonstrated that the expectations of the population with regard to possible social
welfare reform are unrealistic. People have no information about the draft law on the social security
system and are reluctant to accept the sad realities of macroeconomic laws. They believe that the
government is responsible for their vulnerabilities and expect a ‘good’ government to immediately
solve their social security problems—by which they usually mean the re-establishment of the Soviet
social welfare system, the negative aspects of which seem to have been completely forgotten. Their
unrealistic expectations also include an immediate solution to the problem of unemployment, the re-
establishment of the free health care system, pension rates based on the salaries they received in Soviet
times, and the revival of the old resorts owned by the trade unions.

These expectations are often used by vote-hunting populist political actors. When they are frus-
trated this leads to fears of, and actual instances of, political and social instability.

These starting conditions limit the government’s options and reduce the credibility of the sole
solution for the present situation—the social partnership model.

A Social Partnership Model

It should be noted from the very beginning that the social partnership model, if even introduced in
Geortgia, would not cover the whole population. Only those who are receiving a salary today and are
able to transfer money to the relevant funds would get access to the new social security system. Nine
hundred thousand people who have already retired would not benefit from these reforms and
would be left to the mercy of their younger family members.

The public relations component of any reform will therefore be extremely important. The authors
of the model should have the social courage to explain the sad realities sincerely to their compatriots.
They should admit openly that a whole generation has to be excluded from the new social welfare
model: this section of the population will never be looked after by the state. But unless the social
partnership model is launched now, neither their children nor their grandchildren will have any hope
of social protection.

Nothing new is proposed in the draft law elaborated by the Georgian Government: it has analysed
the European experience and calls for the creation of a unified social insurance system, which would
cover:

* medical setrvices;

* a pension system;

* social insurance and rehabilitation of the disabled;
* state and municipal medical programmes; and

* social support to the unemployed.

It is suggested that the insurance system should be based on the familiar two pillars of the social
welfare system—obligatory social taxation and voluntary contributions to medical or pension funds.
For these purposes a system of national civil registration and the issuing of social security cards is
proposed. There will, of course, also be a third ‘pillar’—private insurance, for which the state is not
responsible. The state has nothing against private pension funds and participated in the presentation
of the first of them in summer 2001.
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This social insurance model is based on the principle of social partnership: money paid by employees
today is spent on the social insurance of today’s pensioners or the disabled. In turn, when the time
comes, the employees of today will be supported from funds financed by their children.

However, there will be three preconditions for the introduction of this system. First, the people of
the country will have to be confident that within the next 20—30 years no fundamental social upheavals
will happen and that their money will not disappear, as the Gosstrakh funds did. Second, they should
believe in future stable rates of economic growth. Otherwise their investments will be devalued.
Finally, they must trust the state.

None of these preconditions is currently present in Georgia. Curiously, the country is still trying to
develop without any strategic plan of sustainable economic development (Tvalchrelidze 2000). No
one knows what to expect in the near future—for instance, after the presidential elections in 2005.
Consequently there is no real trust in the national currency. The first experience of private pension
funds was disastrous: they were run by dishonest people involved in the shadow economy, who
aimed to appropriate the securities of different companies that were in the process of privatization
using pensioners’ vouchers. All of them except the first are now liquidated and their founders are
wanted by the Prosecutor’s Office and Interpol (Human Development Report, Georgia 2000). (The first
private pension fund was founded in a fully transparent way with the participation of well-known
foreign investors and is insured by the international financial institutions.)

4. CONCLUSIONS AND RECOMMENDATIONS

The above shows clearly that the future of the Georgian social security system depends on the general
macroeconomic environment and the establishment of a ‘social contract’ with the population so that
people accept a particular model of sustainable economic development.

The main recommendation to the Georgian Government is that it should elaborate a strategic
programme for the Georgian economic and social systems as soon as possible. Efficiency and trans-
parency should be the guiding principles in developing this model.

The Georgian Government, with the support of the World Bank, recently launched the Poverty
Reduction and Economic Growth Programme. So far, both the substance and the manner of the
debate on this document have been disappointing, The best expert resources should be involved in
the work on it, and genuinely wide public discussion should be promoted around its major principles,
so that the programme duly performs its political and social function.
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dogem dmbobemgmdal wdAbzgmymees. dgmeg dbMog, yzgmasdy bdoGow sblgbgdgb
Lodgmms bmgnosmn@o s330L LobGgdolb MM gemgdgb@L: Bsbm Lsdgwaznbm dmdbs-
begdobs s Lodgbbom bLobEgdsb.

53906 g4odm3dEnbsmyg, LojoMmggmmb g39M(3g9Mma bymoabyRmgds 3m3ymstgymo gg&
aobEgds, 300Mg 93 bygMmdo dgbadhbggo 3Mmamgbo o6 0dbgds dombgymon. ©gdmzco-
o oMgdmgdgdl bambo 396 donmgdb, o) gb oo jgmomEemgmdslb o6 dmy@obl.
doMmdmns, 3900mEMgMosl 3oMs@gbow g3mbmdaznmn asbznmsemgds asbodnMmdgdl,
30gMo3 dmbabmgmdabmgol gozomgdoo 360d369mmmzgsbns Londgom LmgosmyGo @a(s-
30b Lob@gde.

Loolbggbom dobomal gb 6s6oma gobobomogh o3 bggmmb Ladgmms 393330Mgm-
dsb, saMgomgg, LmEosmn®o ©o(330L LobEgdab 937s80bwge (bogdsmm 3dndy) roamBs-
19mM0sl, dobo MgEm@dnMgdalsggb dodsMomm domobbdggsl, o3 bggMmlb asmdxmdg-
Lgdab 39Mb3gd@ngzobs s Mg3magbrs30gob.

1. badgmms Lmgoomu@o s3g0L LobBgdol dmzmg Bodmboemgs

30M3g9m Mogdo, aobgobomogm Ladgmms LmnsmyGo ©s(330L LobGg30b Wofmymenm
5 5 d00 Ibofggdl. Ladgmms 393d0Gal 3MBLEEY 0L domgdal d9dwga, 1936
Byl Imbobmgmdal bmgnsmma&o @so330L bobGgds egyMobm 4 dofMomem 3Mnb(303L:

* a30bm badgeaz0bm dmababymgds

* Ladgbbom LobEgds

* Labgm3bogm bm3gz0L LabGgds

* 3Mogomgangdo 3Mme3e3306950b Bg3Mgdabomgol (Mgoma@on dgmeg dbmegmom
m3dob dg3gg 3 LobEY3s3 dogmo Fmbobemgmds dmn(339, 30650056 Yggms dmgomady,
3068306 04 533060306 (ogsmomae, mxsbal byzcgdol ebdscgdom, MmBemagd-
Lo bgmazabl Mbnbgb LagmmdgnEAbym GoMmmmMdgddy dndomdal gsdm), bgdmms Mgs-
bem 3Mmg3o3306 o abbEndm@&gdob By360).

Lodgmms 3033060l bmgnsmmn@o ©sdbm3z930Lb obsbbomgdal 894s60b30 nygbgdos bm-
(309F0 dEONB39mymeob LobE 3ol mgmGoal ©g&mMgdL ©s dgagdmms dmabobyy-
980 ™G0 Labob - bogomdmmm s bydoymammdomo LmosmyGo EsdMZ930Log6.
50b5330039m0s, bgdoymagmmdomo 3m33mbgbdn Lobsdwgomgdo Lagsmwgdymm oym
y3gmos ©sbogddgdymaoabomgal, gobsosb dmjomodol bgdoymaummdomo yoma sbgor bo-
bob sboMnzbol asobrsdy 3m3nbobEmco ngmmmanol Labobssmdwgam Jdgwgdse
50gdgdmmo.
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LegoomnMo ©o330L 0bLEG NG (3OMbamnMa LBONIGHEOL doMggmo mMa 3Mnb(zndo
139390600093mEs boddgmms 303306l LabgmadBogm Ladgwn(306m sdE3g30L, “Lobosd-
03930L” 3oMggmo ImaLabyMgdalb Lobglb. 53 LabGgdsl 3Jmbos MmamE (3 asbymenmg-
3900 3939060 dobidGodom, aby 3mbLbmmowamgdnmoa (396@Msmy@o doyxg@o(s. 39dw-
amddo gbobogm, sbgon Labolb bmnomyEMds ESHM3939d MMaME S3baM0s bm(3nsoeme)-
0 3goomeemgmdob bobEgds edmy3ngdgm Lajommggmman.

Lodgmms 3Mmg3 303306980 bmznomno ©a(330L LobBgdalb bobomo oym s sMs -
MommeE MmEMadbads(30s, MmIgmaz saMmzggdos Imbadbobymggdl, Goms dsc dmmods-
(15390900 35935MMom M305600 o3Lo]dgdmgdmsb. ol gmMIomyMoe ©sdmMY)30gdg-
mo 0gm, bLobsdwaznmagdn 3o Fob SIMBbGMHMMYdS (396@MomNEa JnogMmds oM ngo
dabgbols godm: 3Mmy3 3033060l yggms mogdo 3manbabdnmo 3oMGoal Bggdo oym. olg-
39, Mmgms bbgs 93mbm3dogym®o oy bmznsmy@o obbGoGmdo, 3(4)(‘0%503'806360(3 a30(3-
o0 (396@Mdmadbgdymn oym. ob g0bsbbrgdmes bydsymammdomo Labggmmgdal bom-
Xbg @5 (3968 Mam@n doogmmdal bydbongdom. dsom dogH wdEOMB3gmymegaen bmzo-
s 3mdboby@gdoms bybbado dgomms Lobs@mmMandgda, Lodogdgm docmgda, L3mM-

&mo 3m33egqLgdo ©s o. d.
3065 x9ba(330L LobGgdabs, “bobosdbmggzal” doMmzgma Im3LabyMgds sbggg wb-

H0bggmympwe:

* 3mbodbobymgoms 3mgbom d39dmmgdsb bLHmow sbsdbmsnMgdamoa bgmaysboo

* bEoE S63DMINMEm by qbl 93508ymymmdol  dgdmbazgzedn

* 399303 396L0sl nbzomoEmMemzal bobsGmdmm &Magdal dgdmbazgzeda (obydmdrs
bado dbgon go@gamcns)

* dmbodbobymgms 39bbogda

* 093d9bogMgdn oG mbgms dmby3gdabomgals

* Mgds3m ds3dzme Labegdo.

Lbgs Lognombos dmAbaobyyMmgdol bamabbo. LazbmzgMgdgma doMmmdgdo dmbyyms ©s
10090353m d53d3md Labmgddo aombodmoabo nym. Ladgnznbm IM3LabyMgdal Lol g-
ds 3sbyzomomgdgmo s LOmosE JMMYI3omgdygmn asbmesm, goblbsjymmgdom Mo-
0mbgddo.

2. bin(zooeGo d(330L LobEgdob ®yzebogmo dpagmdsmgmds

1991-1993 Bmgdol Lodmgsmagm m3olb d93amadds g3mbm3dogznMads 3Madbobds LMoo
05baMmns bsdgmms 3gMommnesb dgdzgnmgmdom domgdymoa bmnsmyMo o330
LobGgds. MNbLymds aoynbs LadoMmzgmmb boemo “Lobrsbmggzol” BmMbwdn, s osb-
mmgdoon 550 domomb 593 @mmaMb dgemagbos, od;ze gb Lagnmbo LegMmsdmEabm
Bgbmob dggadse 3mabbbs ol bgbMngnwsb, gobsnwsb Lsjommggmm @omsbbdws
9- 6. “bmm3e6 396006@)L”, MHmIgmas HLgmmsb Lobgmadbogmmadmmabo goemgdol fgb-
&N JEGads(300L gbgdmes.

08539 3gMomedn 3Mmy393d0Mgdo 39wt dMbzgmymumbyb sMabogm dmdbs-
bn@gdab. 0bobo M3g@qbbomow Jmbgdal dgbsmfBnmbgdabomgal dGdmmom 0y3b96 30~
39099o. 1990 Brmob bogbyymowsb saomo 3Jmbms Ladgmms 3Mmg393d0Mgdols Mg-
gmMm30Mgd0b H8wgb0dy I(30gmmdsl, Mos J3gysbadn 3mmoadozym®o domangmgdal
(3309693L 9130330600098mMEs. Ladmemmme, 1992 Bemal 28 05635ML osMbs sbama
LogofMmggmmb 3Mmy303306530L aogfmnsbgdamo 3mbamgbo, Gm3gmdss dg436s bo-
Jomggmmb 3Mmy 39390690l gog@mnsbgds. ngo ©0gdg R6d(30mdL. Lagmbbodn-
30m babodsGmmmb dgdzgmdom 98 gogMmnsbgdad sndMbs ol 8@ 039d0, Mo dmag-
mdsd 1992-1994 Bmgddo dnnmgobs.
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0390350 3MmMg353d0M950L JmMmbgdalb avg®mnabgdol dogé dgddbnmn Modgbndy Lyy-
309d&0 3v603938b, dogomoma, “3NMmME0bggLEN" — bosdom-banbzgb@oaom gmadde-
oo, ao639Mg03L 3OMe3393306980L 3360 3NEMOE AL (Lobyobo 3o30@smoa dgoc-
396L 11.4 omomb momb, Mobaz 93s@gds edbdamg ydMago Jmbgdal 1.461 doemomba
mo0). LadbYbIMME, “3NOMEANb37LES” 39 3gdmm 0b3gbB0(309d0b 8mdaas s s8om
®530b0 3o3o@Gomobs oy Jmbgdal asdMs.

sbamo bmgnomu@o s330L Lob®gdob d94360bo3gb SoMzgmn badaxgdo advsnmas
1995 Bymb, MmEgbss ©osMbs Medwgbndyg sboma LEGNIEMGS. gb Bbygdgdas: Le-
bgemdBoggm Lodgeo306m sbM3930L 3MB3s60s; LmzosmMa LdAYbggmymazal gMmo-
560 gMb; obagddgdal gMm0sbo mbron; bbgsabbgs Labgmdbogm 3Mmamadgda. 1995
Brmowsbgg 93 LEMYJE MYl OBALsbLYds gdmzomMnlbabydymoas Labgmdbogm doyy-
RIG00.

03 gmMbgdol Gobsblbymo bystm dgoggds: ©sdbsegdgdgmms bmgnsmnmo sbato(s-
bgoabogsb, absogdgdnmms bmnsmyMo sbotn(3bgdobogeb s Ladoyxg@m GMobbeg-
61900b0g0b. 83 sboMn(3bgdals gobszzgogdo dmzgdmmos N1 (sb&omdo.

36Gomo N1: bmgosma® sbastasbms gobszggmgda (30dmbobymo mgondo bgmasbol
36Mm (396 0m)

gmbwo ©537JoM3398mol Bomo | sbogdgdmmol Boemo
bengosm®o ‘3%6‘3633@30)930[)

9600560 gmboo 27%, 353658 > 16 GEL | 12-25%

Lobgmabogm badgwoznbm

3dM3930L 3M33sbos 3% 1%

©3bogdgdab gHmosbn gmboo 1% 1%

2001 Bemogsb, Mmzs 3904365 adogm0sbgdmmo xebos(330L, 3GM3abs s bmznsmen-
0 gbONbzgmymanl bLsdobobBHmm, gb BmMbrgdo FMEMIseMo© adsgMmosbos bmzns-
o GoOHNb39mymeanl 9M00sb Bmbrdn s 83¢sdom dgmagds Ladn g3oME g -
Logeb, MHmImgdaz MgoENMoE M0 dms© dmJdywgdgb Lobgmadbogm dayyxg@ob
dog addmymagoemo sbogbgdgdolb gomamgddo.

RIORIOMIomn gL gmbogdo 396 HONMB3gmymegb 3mAbabyEmgdalb 03 ©mbgl, Moy
domn @ooMbgdabol ogm Rogod@gdmmoa. dsmn sMogygd@nsbo dmdomds gsdmbggmmas
Lobgmdboggmb doge Logosbobom dgdmbagmgdals s3mmgdol sMos0g339GHM0 ©Mbo-
®d @ dmdomadgdmmo mobbgdol sedndbbmdMagn bafggom. 53 gyoboo bajoGmgg-
mm 9Mo-gHom dmemm da0midgs bm-b dobd@edoom. gfmognzn N1 a330h39690L Logss-
Lobom dgdmbagmmgdal s3mmgdol mbgl 1995-2001 Bengdolb Lobgmdbogm dowmkg@gd-
do. o9y gb 3mbs(398gd0 moMgdda dabobgds, 0339090s Labgmdbogm d9dmbegmgdals bg-
Gomdamo ol §9bwgb(3ns, 353603 306500056 MoMn M6 NgabnMogds ©m-
@3MmMb 3035Mmgdadn, dgdmbagmgdals @meamgddo sbobgom o936 brgds, GmA Lodo-
DRIG™ LobbMgdob Imdomadgdol by Lobsdwgnmgdo LGsgbs30ol asbo(zwab.

93Mbm3ngnMds Mgxm®mdad sbygg 360d36gmmaebo (33mamgdgdo dgo@obs obogdg-
30l bLEOYJEHedo: 1995 Brmnwsb LodMgbzgmm Lyd@m@do sLsddgdymms Mazbgn
39@&oLEMmMGMma© dg3(306000, bmemm m30005L5ddgdnmms Mo3b3zds advssFeMmds o=
Loddgdmos MomgbmMdal. mgomwsbaddgdymgdn 56 0bEosb bmznomn@ sbsMosbgdl.
39bLombgMms MomEgbmdol 3emgds 3o aszomgdoom bgmo @gddnm bgds.
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a®ogogo N1: 1995-2001 Bemgdol Lobgm8Bogm dounxrg®gdol og® Logsmababsom
d93mbogmygdol mdomodgds

-
N
o

-
(=
o

A1
ol

1995 1996 1997 1998 1999 2000

Years

(=2]
o

Income as % of
Consumption Basket
(o]

o

3b®omo N2. bmgosmao qbGHNbggmymegal gBmosbo gmbroal gabsblbuGa Gglxm-
Lgdo 2000 Bgemls

gmbrgdo 89ads JgbEamgds | gobbbgaggds
domombo | dogmombo
mdM0 mo@oGEL
Lergosmo ‘3%63633@8(“({3()[) 185.2 1671 90.2
960060 BmMbon, dsm ImEb:
begoomyMo sbofosbgdo 146.6 140.0 95.5
(396@MomMo doxg@ob GMobbggmgda | 38.6 271 70.2
bobgmdbogm Lodgmn(306m SbM3930L 39.2 33.3 84.9
Bmbo, 9jgosb:
begoomyMo sbsfosbgdo 20.0 20.5 102.5
(396@MomMo doxg@ob GMobbggmgda | 19.2 12.8 66.7
9600560 obs]dgdol ymboo 50 49 98.0
3OMBomsgd @i Mo 3Mmamadgdo 5.6 3.0 53.6
Lbgs Lodgmn(znbm 3Mmamsdgdn 3.2 2.6 81.3
0b35moEms obdaMgdol 3Hmamsdgdo 35 3.1 88.6
dommaab dmbedbabymgms 39bbogda 18.0 17.9 994
5b3doMgds Lm(znomMMo Y (3390
mgdbgdobomgals 10.6 59 55.7
39005009390 G0bsbbyFmn abdamgds 1.1 0.9 81.8
byem 2714 238.6 88.0

N2 366 0em0lb mggoz0smamo 8mbs;gdgdo Bmbmmgdaemns xobosr;gob, dmmdnbs oo bmgosenamo wdmmbagen-
gmaob bo8obobgmmb dog. dob bogmdsgemdy a0bgnbocnmon smlgdaema boli§ g8l 9355&006mds @s dobo dybod-

empemmigdo.

Logofmggmmb bmgosmym@o wbGENbggmymenl bobGgdob Gabsbby®ma Labbemgda 3g-
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&o© 3(30695. 9d9sb dgodmgds ogob336sm: Lobgmdbogmbaomgal dmbobemgmdals bm-
(309G0 GbENDb3gmymegs 3MomEndgGmmo o6 sMab, 30650sb sbgmo batggda 333-b
dbmemme 4.4. 360m(396@L 3gowa9bL. dogomamaw, bmsnsmuMa bEAYbagmymazal gé-
05635 gmMbds 2000 69mb doocem 167.1 omomba oo, Gmdgmoa(s 1bos 3sgbsbamg-
d06sm 900 smsbo 396LombyMabamzgal. 35dsbosdy, Mmommgmmds MgaobEMmomydeymds
396LbombgMds dnomm 185.7 Bgmabowdn, obg mzgoGew 15.7 mooa.

Logofmggmmb badgbbom LabEgds Mebslbbm@mmMdal 3G0b(303L gdysMgds: yggms, ao-
byMRggma© bymysbolb EMBAbYs, donrgdl ;mgan® 3gbLasl 14 maMob mEgbmdom. 1.7 mo-
0l gobbbgoggds Bomogh mdal 39@gMobgdobs s 3mmodninto Mydmgbogdol dbbggma-
oo (569 35 moMn mgzgdn) gsdMmom 396L0gdlL ©s BMbwal s@3nbabEMmszomm bat-
®g0L. dobodomntn Lodmabdomgdmm gomoms m39d0 101 MM dgoaqbl, 93wgbog, Lo~
3gommm 396L0s Gomaglh basmbgdm 30603mdnl dbmemme 14 3Mm(3968)b.

yzqmasdg 3dndy damdemgmdss 1393g30Mmamznl @obdamMgdolb as(3930L bgggmmdo:
53 3abbabocmgal sbogbgdmmoa aym 4.9 domombo mofn, Moms obIsmgds dagzsom 700
0L 13ndg3Mobomgal. aobazzaMa(y o6 sMab, MHMI 3vgMc056gdmmo ©sbo]dgdolb gmb-
©dn My30bGMamMgdamoas 1dndgzecmms Mgommmo MomEgbmdol dbmmme 3 3Mm(39680,
gmbqwm 930G M0MEM Oz JbmEmme 9 3Mm(39680 0rgdL 53 abndsmyE obdsmg-

ob.

03039 80am3afgmdss xobrs(330L Lab®gdsadn. gb bagombgdo ammesbdom ogbs dgLbbag-
momo M33m960dy “393sbnfo aobzomamgdal dmblgbgdsdn™ xebmso(330L Lbgsabbgs
3MHmaMadsdy sbogbgdaemoa ofbs Jbmmme 35.9 domombo mofn, Mmzs 83539 3gMomedn
dmbobmgmded Lagmmamo xndnsb gebs(3350y osbemmgdam 400 dogombo oo o-
botgs. ogeb a53m3obamy, Ladgon(306m ©SdM3930L LobEgds, Labgmadbogm bLsdgwn-
(306m 3MMa390mab gMmom, Lagnfm bafmggdol 9 3Mm(3968dg 633mgdl gamagh. Lod-
Brbomme, 3oMzgm 3gMdm ©sdbemgg30b gmbol 8mdb3smgdgmo o6 3yagl, 3065080 3o~
m396@L K%ge o6 Bommos 3obmba 39Mdm SdbM3gg30L dgbabgd.

L3nbabEGHML doge BmMbmEgdMmo dmMbs(3939d0l dabggom dgd¢daggdmma N2 amogo-
30 0momgdl, Hma LabbMogme Mbs adGMEL LEMYJGNMYmo MyRmMMIs, MmMMgd 53
3amdsmgmdol godmbbmmgds 393amad dgmdmgdgmo agbgds. aMmogada dm(3gdymos 396-
Logdal Bgbadmm bGs 03 3g8mbggzedn, o o6 RoGomms Lbadgbbom Mggm™ads.

a®ogogo N2: badgbbom gobszggmoal dgbademm b

100 .}

80 \\ D —— Industry
60 v'()\ —{1— Agriculture

(=]

[=2]

2

% \\\\ \O\_( | |—®—Construction
o 40 —O—Transport &
> \\ infrastructure
X

20
1990 1995 1996 1997 1998 1999
Years

afox030 (3boymaxb, Hm3 bojoMmggmmb 39bbombgMgdo 20 Bemol gs63s3emmdadn
oM bms gmmEbyb (3bm3zMgdals EMBOL sMmLgdoom adMdxmdgLgdsb.

5939 99360360300, M3 LobgmIbogmb FbMowsb Ladgbbom ©ogsmnsbgds 100 domo-
mb MM ogoMdgdl o KgMRgMMdam 56 Aobl 03 @ogemnabgdals ogsmgol dgbademgd-
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mmds. bmgosmyGo wbmnbggmymenlb bob@gdob gomemgbgds gedmbggmmaoas LM -
GO mo MHgRm@dolb aomEoMgdmmdboo.

3. Lagommggmml bmgoomauMo sdmgggol Lobdgdol aebgzomstg-
dob §gbrgb(30g9d0
dmem 3g@omedo ho@omMgdmmads 33emg398 @ dmbobemgmdsobmsb dgbggomgdds shgg-
bo, HM3 babl bmsnammn@o oMbggmymagal Lol gdob MyxrmM®m3al oo 0dgwn 5g3L.
3o of 355hb0sm 0bgMMIs(300 LmzoomMo a330L LobEgdal 3o6mMb3Mmygd@by. st~
5 0d0bd, B3 0bxmMmIs309m 35939330 03YMB0s6, oo o6 LMo cmgsma gombbm-
b 353MmMg3mbm3ng Mo 3obmbgdolb dbgogg Mgommdal. dmbabmgmds @omBIxbgde-
0s, Hm3 Jbmemme bobgmdBogms ©s3bsdsgg doom bm(znsmnE M (339mMdSd0 @S grom-
093006 “3oMa” d0o3mMdal, MHmIgmas LbHogom asmsegmal bmnsmymo sg0b bob-
893530 oMby 3MMmgdqdl. “3oMa” dcogmmdadn doMomawsn anmobbdmdgb 0dsb,
306(3 Lodgmmd Lm(33bM3930L LObLEGYISL dorMMdnbydl, bmem 83 LobEgdolb Yomym-
goomo dbsmggdo moogmb dogobygdmmos. sbgmo sMsfmgomabBno dmemmeabo, 396-
dme, gnmobbdmdl: 1dndyzmmdob 3Hmdmgdol LEMog FmagzeMgdsol, gsbdMogmmdal
(330 ggobm LobEY3ob seMAdabydal, 396Logdol 603365l 03 gobszzgomnm, HmIg-
mo(3 badgma@o 3gomeoal bymezabgdl dgqbodsdgds s 3Mme393306gdals Lagyogds-
do 36bgdygmo 3OEMEE ool 53mJdggdsb.

abgo 3mmmEablL bdoMo mog0560 068 gMgLbgddo nygbgd96 3m3YmabEm®a 3mmo-
&039M0 3560 0gd0, bmmm asMEm3om0 0990035(3M9)gds 3mmo@ninto s bmosmymMo
oMb odnmmdolb dndlb 0bzq3b.

smbBgFomo 3gmdsfgmds drmsegb dmagfmmdol sMRg356L s LmznsmmGo cobsdd-

AmImmdol dmegmabl - 3Gmdmgdal geegol gMmsgGmo Ladgamgdal - dndstom
bomdasl 53(3060900.

Legosman@o 09658dGMImmdol dmogmo

53005639 (3bo©© MBS 00350, HMA LmzosmMo Mbs3dMMIrmals Imegmo, oy
030 LageMmggmmdn ©s0byMas, 396 dgdmgdl dmbabmgmdolb bMm ©s38sgmGaemgdab.
53 LobEgdoom gomz5mabBabgdeem IMBLabyMmgdal BbmEmE ob s@sdnsbgdo dnnrmgdgb,
306(3 gl bymazabl 0mqdl s dgbodsdal gmbrgddo sbatasbgdl obwal. 900 scsbo
MB0(305MYMs Mga0bGMamgdymo 3gbbombgMo 53 LobGgdom 396 abofMggdmgdl, abo-
bo mxebol sbomasbfms Bggmms 0dgmem Mbos amRAbgb.

69d0b30gM Mgxm®mdadn 3bndzbgmmgabos Lsdbmgsmydobmsb MHMagMomdal 3m3-
3mbgb@o. dmegmal 538mMgdL oo 353dgomds doMmgdm, Mmd dmdomsdggdn o3
dmEgmolb o@bdn gosM3gomb. 350 b >NdMMB, MM dIMbabmgmdolb gfMmo momds
LogMome aedmGabamo 0dbgds bLmosmyMo s330L dmEgmomsb - dsm Labgmdbo-
Bm 5M1bmEgl on(303L. oaMad oy bmsnsmMo 3sMGbomMmMdal dm@gmo sbmogg oM
50bgMas, 35906 oM (3 IMBogomdds Momdgdds 1bs 0jmbomb LmnsmyMo (330l 0dg-
0.

bogoBmggmmb dmagmmdal 80gf dqd4daggdema 3obmb3mmgd@o Losbmgl o6 agme-
350mM38L: 3ob gpdobomads g3Mm3nmo addm3nmgds s avEsbyzn@s gemasbo bm(zns-
Mo sdemggzob LobBgdob dgdmmgds dgdmgan 3M33MbBybEqdoo:

* bodgosnbm dmMALobyMgds

* bodgbbom LobEgds

* bin(gnomm®o ©sdbmzgze ©d 0bgsmoms Mgadormo@s(30s

* bobym3bogm s dybozodamm@o Ladga(30bm 3MHmaMsdgdo

* 39)bogdgdgmms Lmznsmy@n sbdoMgds

LerzooMo Esbeggzol LobBgds ogBMdbgds Lm(snamyGa WOEANB3gmymRol dm3-
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InTERNATIONAL IDEA's South Caucasus PRoGRAMME TEAM

International IDEA’s Representative in the South Caucasus
and Head of Programme:

Ms. Armineh Arakelian

Tel/Fax: 374 1 56 54 84

Mobile: 374 9 42 47 46

Email: a.arakelian@idea.int ; armineh@arminco.com
www.idea.int

www.idea.int/southcaucasus/

Programme Office in Armenia:
83 Teryan str, Apt 24

375009 Yerevan

Tel/Fax: 374 1 56 54 84

Email: idea@arminco.com

Liaison Team in Georgia:
1, Merab Alexidze Street

Thilisi 380093

Tel: 995 32 334081

Mobile: 995 93 362838

Fax: 995 32 334163

Email: idea@cipdd.org

Headquarters in Sweden:

Ms. Zoe Mills, Administrative officer
Stromsborg, 103 34 Stockholm, Sweden

Tel: 46 8 698 37 17

Fax: 46 8 20 24 22

Email: z.mills@idea.int

www.idea.int

www.idea.int/southcaucasus/
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