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1. THE COUNTRY

1.1. Geographical Location

Georgia is usually considered Asia’s foothold in Europe — a country that bridges two
continents. Georgia located on the ancient Silk Road between Europe and Asia, between 40’
and 47’ longitude east and 41’and 44 longitudes north, along the southern slopes and to the
south of the Caucasus Mountains.

The Georgia Republic (Georgia: Sakartvelos Respublika) occupies an area of 69.7 sq
km (about 26 900 square miles) in the heart of Caucasian region. Georgia is surrounded by the
high mountain ranges of Caucasus along its northern border with Russia, Armenian and
Turkish highland along its southern borders, Black Sea to the west and high plateaus to the
east, along the border with Azerbaijan. For centuries, Thilisi and Kutaisi played roughly equal
roles as the main cities in the two regions.

Thilisi (Tiflis) is the capital of Georgia. Thilisi is the administrative and commercial
center and is located to the east of the country’s geographical centre. The city is situated along
both banks of the Kura River in an intermountain basin, at an elevation of 406 to 522 m’s’
(1,332 to 1,712 ft). The name Thilisi derives from a Georgian word meaning “warm”,
reflecting the presence of hot sulfur springs.

The main ports are Poti and Batumi. Batumi is the capital of Adjara autonomous
Republic.

Georgian has an extraordinary variety of charming landscapes. Three-quarters of the
country lies upon the mountain, more than a third of which are heavily wooded. Mount
Shkhara is the tallest peak, measuring 5068 m (16 628 feet). It is followed by many other
peaks with heights of 4500 m (14 765 feet) or greater. The inter mountain depression to the
south of the Greater Caucasus encompasses the Kolkheti lowland, Inner Kartli, Lower Kartli
and the Alazani Plain. Still further to the Minor Caucasian ranges rise to the medium height
(Meskheti, Shavsheti and other ranges), reaching 2850 m. The southernmost area of the
country is covered by the volcanic South Georgian Upland (Mt. Didi Abuli, 3301 m, its
highest peak), dissected by specific canyon — like river gorges.

The Greater Caucasus and the South Georgian Upland join with the Likhi Range,
which at the same time divides Georgia into two contrasting climatic zones: Western and

Eastern Georgia.
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Georgia is viewed as the crossroad between the East and West, connecting by a system
of highways and railroads the Asian countries with the Black Sea region, and thus creating the
East-West Transport Corridor. The main highway runs from the Black Sea coast the length of
the country to the Azerbaijan border in the east, connecting the main cities Batumi, Poti, Gori
and Kutaisi with capital, Thilisi.

The two largest rivers in Georgia, the Kura and the Rioni, flow in opposite directions;
the Kura, which originates in the Turkey, runs generally eastward through Georgia and

Azerbaijan into the Caspian Sea; the Rioni drains into the Black Sea to the west.

1.2. Administrative Division

Administratively Georgia is divided into 2 Autonomous Republic, 9 Region, 2 city and

Tskhinvali Region, the status of which has not been distinguished yet.

Autonomous Republic:

1. Adjara A.R (Batumi)

2. Abkhazia A.R (Sukhumi)

City:

3. Thilisi

4. Poti

Regions:

5. Kakheti (Telavi)

6. Kvemo Kartli (Rustavi)

7. Shida Kartli (Gori)

8. Mtskheta-Mtianeti (Mtskheta)
9. Samtskhe-Javakheti (Akhaltsikhe)

10. Imereti (Kutaisi)

11. Samegrelo-Upper Svanety (Zugdidi)

12. Guria (Ozurgeti)

13. Racha-Lechkhumi & Kvemo-Svaneti (Ambrolauri)
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Three ethnically based Autonomous Republic were established in Georgia during the
Soviet period. Abkhazia, in the northwest, has an area of 8,600 sq. km and a population of
538,000 (1990). It is based on the Abkhazia, a Caucasian people, who, however, form less
than 18% of the population of Abkhazia. The capital is Sukhumi. Adjara on the Turkish
border is based on the Adjars, who are ethnic Georgians. It has an area of 3,000 sqg. km and a
population of 382,000 (1990). Its capital is Batumi. South Ossetia, on the Russian border,
adjoins North Ossetia, a republic within the Russian Federation. Based on the Ossetians, it has
an area of 3,900 sg. km and a population of 99,000 (1990). Its capital is Tskhinvali.

The capital city has an especial status (level of region). Large units are divided into
districts, district towns, small towns, and village. On the whole there are 942 Village Council
in Georgia. A Village Council is formed according to a population number — from 1000 to
2000 residents. The structure of Georgia Local and Regional Administration is four leveled.
At the first level are village council and district towns, at the second level are district, at the

third level are regions and at the top level are autonomous republics.

1.3. State System of Georgia

Georgia is a democratic state with a republican form of government, under the rule of
President of Georgia, the Parliament of Georgia, and the courts of Georgia. The President of
Georgia is the head of the state. Georgia is constitutionally composed of three branches of:
Executive, Judiciary and legislative, which are independent, separate powers from each other.
The Parliament of Georgia is the country’s highest representative body, executing the
legislative power.

Georgia is a member of the United Nations, the Council of Europe, the
Commonwealth of Independent state and the Organization for Security and Co-operation
Europe. In March 1994 Georgia joined the Russian were trying to strengthen their influence
that caused partnership for Peace programs, which provide for limited military co-operation

with the North Atlantic Treaty Organization.
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1.4. Religion

The dominant religion is Eastern (Greek) Orthodox Christianity. Georgia adopted
Christianity in 337 AD. Other principal confessional groups include Sunni and Shiite
Muslims, Armenian Gregorian, Judaists, Catholics and Baptists.

Jewish communities have existed throughout the country, with major concentrations in
Thilisi and Kutaisi. Azerbaijani groups have practiced Islam in Georgia for centuries, as have
some Abkhazians and Georgians living in Adjara. The Armenian Gregorian church has its

congregation.

Fig 1: Percentage of religion groups in Georgia

70 65
60
50
40
30

20
11 10

Georgian Muslim Russian Orthodox Armenian Other
Orthodox Gregorian

Source: State Department for Statistics of Georgia.

1.5. Climate

The climate in Georgia varies widely by region, ranging from humid, subtropical
conditions in the eastern uplands. Humid subtropical climate dominants in the Western
Georgia, while Eastern Georgia features a transition from subtropical to moderate. The mean
January temperature varies from - 2 degree (Kolkheti) to 3 degree; in August from 23 to 26
degrees. In the mean annual precipitation varies from 1000 to 2800 mm, in Eastern Georgia
from 300 to 600 mm.
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Natural Resources

Georgia possesses among the richest manganese mines in the world, situated in
Tchiatura and Satchkere districts in the Imereti region, first exploited in 1879. Total reserves
are in the region of 200 million tones.

Non-ferrous metals include copper ore exist in Bolnisi (Kvemo Kartli). Arsenic deposits
exist in Racha and Svanety, but because of outdated mining technology the arsenic is below
world standard and is sold, quasi-illegally, at low prices. A significant deposit of lead-zinc,
situated in the Tskhinvali region.

Georgia is rich in various resources for use in the mineral-chemical industry of which
barite ores are the most important, supplying about 70 per cent of the former USSR’s
requirements. The largest deposit is in Gudauta in Abkhazia and in Bolnisi district.

Colitis, used mainly in the purification of natural gas, in the petrochemical industry and
agriculture, are found in Kaspi and Mtskheta districts but not exploited commercially.

Bentonite clays, used to purify various liquids, including petroleum, vegetable oils, or
wine, are mined in Ascane (Guria) Tskhaltubo (Imereti). Calcites, talcum, diatomite’s,
amdesites, dolomites and mineral paints are also found.

Georgia has large reserves of material used in the construction industry, especially high
quality marble and other decorative stones, decorative gravel, clays suitable for manufacture
of Portland cement.

Good quality mineral and drinking water are available in Georgia in very large
quantities, needing relatively little investment for their exploitation, nor complicated
equipment or yet much skilled manpower. Chemical composition varies, carbon dioxide is the
most common gas content; other waters contain sulfide, methane, nitrogen, etc. used in the
treatment of digestive, cardiovascular, peripheral, nervous, osseous-muscular system, skin

diseases...

1.6. History

Since ancient times Georgia has been populates by the ancestors of Kartvelian tribes.
They established agricultural traditions: sowed wheat, had highly developed viticulture of
endemic species of grapes and developed cattle breeding economy.

The Trans-Caucasus region, where Georgia is located, historically has been one of the
most desired geo-strategic locations for influential political powers to establish their
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hegemony. The geographical location of Georgia became the reason of co-operation with
different countries and at the same time, challenged the strong interest of the conquerors, as
well. History of Georgia always has been characterized by the tendency of unification. The
Georgian satellites were uniting, separating, and then distributing between the conquerors.
From the ancient times Iran, Rome, Byzantine, Arabic State, Seljuk Turks, Mongols,
Ottomans, Russians were trying to strengthen their influence, that caused unfavorable results
for the country, destroyed its unity and turned Georgia into the territory for permanent
military operation.

In the XI1I-VI1II centuries BC in southwest part of historic Georgia (southeast of the
Black Sea), existed Diaokh kingdom (later known as Tao, nowadays in Turkey). From about
the 6" century BC, Georgia was colonized by lonian Greeks; the western region was located
on the Eastern coast of the Black Sea since the VI century BC (from Apsarosi to old Psou). In
about the 4™ century BC, Georgia was united into a single kingdom (Kartli’s Kingdom), in
Eastern Georgia, with Mtskheta as its capital. The first King of Kartli was Parnavaz.

In the first century AD Georgian was misssionered by first Christians. The Christianity
was declared AD Georgia as the state religion in the beginning of the IV century (337) while
the ruling of King Mirian, as a result of saint Nino Kabadokieli preaching. During this period,
while fighting against Iran conquerors, Georgian Church gained the independence
(Autocephaly).

Until the 7" century, the Persian and Byzantine empires contested control over
Georgia. The Arabs conquered the region in the 7™ century and by the Seljuk Turks in the 11
century. Since the ruling of Arabians, unity of Georgia was broke up into several small
separate kingdoms: Abkhaz Kingdom (capital Kutaisi) in West Georgia, Kakheti (capital
Tianeti) and Hereti (capital Shaki) Kingdom in East Georgia and South-west Georgian
Kingdom (Tao-Klarjeti, capital Artanuji) under the leadership of Bagrationi Dynasty.

In the 970s Bagrat Bagrationi became the King of the country (975-1014) and by
uniting separate Georgian kingdom, was formed State of Georgia, which later become United
Georgian Feudal Monarchy.

King David IV expelled the Turks in the early 12" century, reuniting Georgian as a
kingdom. In the XII century Georgia became the strongest Christian State in the Near East,
which was laid from Nicopsia (nowadays Tuapse) to Darubandi. The most powerful Georgia
was during the King David IV — Agmashenebeli (1089-1125) and the Queen Tamar (1184-
1213). Despite the hard battles with Turk-Selchuks (1070s and the, beginning of the XII
century) 100 year ruling of Mongols (X111 — XIV centuries) The Country was developing. It

was the time of strengthening and developing Georgian politics, culture and economy. In the
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period was written history of whole Georgia (“Kartli’s Tskhovreba™) and various philosophic
tractates, was created the legal basis for jurisdiction, were built Alaverdi, Bagrati, Gelati
monastery complex, Vardzia Cave Town, etc. the churches and monasteries as the same time
were used as cultural and educational centers, where training of young pupils, translation of
religious-philosophic literature and origin ones took place. The most popular and well-known
Georgian poem Shota Rustaveli’s “The Knight in the Tigers Skin” was created.

Great United Georgia existed until the XV century. The kingdom was crushed by
Mongol invaders in the 13™ century. Since the XV century Georgia was separated into small
kingdoms and surrounded by Muslim countries Kingdom was fighting to save its religion and
to survive. Thereafter Georgia was under the control of Iran and the Ottoman Empire until the
18" century.

After the Russian Empire appeared at the Eastern politics arena, the belief for survival
for Georgians was with Orthodox Christian Russian. Since the 2" half of the XVIII century
the King of Imereti Solomon (1754-1784) were fighting against Persia and Ottoman Empire.
In 1801 Russian Empire Violated the “Georgievski Treaty”. They occupied Eastern Georgia
and abrogated the Kartli-Kakheti kingdom. In 1803 Russians conquered Imereti and other
West Georgian principalities were occupied and Georgia’s whole territory and divided as a
Thilisi and Kutaisi Guberny, the constitutive parts of Empire.

In 1864, there was Abolished selfdom in Georgia, which supported to develop
capitalism in the country. In these difficult conditions the cultural activities were continuing.
There were written historical and philosophic productions, were provided scientific
observations, were existing publish-houses, theatres, libraries, etc. Leading Georgian
intellectuals was fighting to improve national language and culture.

After the 1917 Revolution, Transcaucasia was separated from Russian Empire. In 26
May of 1918 the Independence of Georgia was declared. In 1920 was sign the agreement
between Georgian Republic and Soviet Russia about non-aggression pact. In the 25" of
February of 1921 the 11" Red Army invaded the country, and the region was incorporated
into the USSR.

The Soviet dictator Joseph Stalin and his chief of police Lavrenti Beria - both
Georgians by birth- were instrumental in dashing any hopes Georgia may have had for
national autonomy under Soviet rule. The repression continued under Stalin’s successor,
Nikita Khrushchev: a brief revolt in Thilisi in 1956 was put down by Soviet tanks, resulting in
hundreds of deaths. Under the Brezhnev regime Georgia did manage to make some gains,

such as the right to retain Georgian as the sole official language of the republic.
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A turning point in recent Georgian history came with a brutal attack by Soviet troops
on peaceful demonstrators in 9 April 1989. In the aftermath of this attack, which left 20
people dead, popular support shiefted in the direction of complete independence from the
USSR. Gamsakhurdia’s victory in the 1990 elections was a direct consequence of these
events.

In 1991 after collapse of the Soviet Union, Georgia gained back its independence
(officially declared in 26 May of 1996). Georgia was among the first republics of the former
Soviet Union to declare independence.

The elections held on 28 October 1990 favored those best able to demonstrate their
anti-Communist stance, namely the parties and politicians united under the auspices of the
Round Table block led by Zviad Gamsakhurdia, a well — known dissident and a son of the
popular historical novelist. The Round Table won the elections, with the Communists,
dispirited and disoriented, in second place.

The Supreme Council called a referendum to decide on independence which received
support on March 31, 1991 from the great majority of those who vote. Appealing to
nationalist aspirations and anti-Communist sentiments, Gamsakhurdia continued to win the
first post-Soviet presidential elections on May 26, the day Georgia had announced
independence in 1918.

In 1991 President Gamsakhurdia’s former allies Tengiz Sigua and Tengiz Kitovani,
supported by Jaba loseliani, leader of the paramilitary Mkhedrioni troops, launched a coop
against Government. The Government building and several other buildings in the center of
Thilisi were left in ruins after a month of fighting. Gamsakhurdia fled to Armenia and then to
Grozny in Chechnya where he remained under the personal protection of President Dudaev.

Military council reformed into the State Council and in March 1992 invited the former
Ministry of Foreign Affairs of the USSR Eduard Shevardnadze to preside real control over the
country. Shevardnadze obtained an overwhelming majority of votes in the elections that
followed in October and was confirmed as chairman of Parliament. Under his leadership,
Georgia has membership in the United Nations, the Council of Europe, the Commonwealth of
Independent States and Organization for Security and Cooperation in Europe.

Under both Gamsakhurdia and Shevardnadze, Georgia has been plagued by separatist

movements and conflicts between political factions. Several of Georgia’s minorities felt

threatened by the prospect of Georgian independence. Nationalist movements in South
Ossetia (starting in 1991) and Abkhazia (in 1992-93) sought independence from Georgia,

and bitter fighting broke out between these groups and Georgian forces. By 1995,
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Abkhazia and South Ossetia were outside the control of the Georgian government, and
most of the ethnic Georgian inhabitants of those territories had forced into exile.

In March 1994 Georgia joined the Partnership for Peace Program, which provided
for limited military co-operation with the North Atlantic Treaty Organization. The
transformation to a democratic state will be incremental and difficult given macro
environmental changes that include privatization efforts, internalization with a focus
towards Western Europe implementation of principles of decentralization of management

structures.

1.8. Economy

Half a decade ago, living standards in Georgia were quite good. During the Soviet period,
Georgia’s economy was tightly integrated into the Communist economic system. Most
enterprises were state owned and directed from Moscow. Industrial capacity was geared to
Soviet economic needs, and foreign trade was limited. In the Soviet period, Georgia was well
known for its large shadow economy: this was the only possibility for private economy under
the orthodox socialist state-controlled economic system. Agriculture has always been more
important in the Georgian economy than industry, accounting for 42% of the Gross National
Product in 1991, while industry constituted another 34%. The rest was distributed between

construction, transport-communication and trade.

Reclamation of swampy coastal lowlands around the mouth of the Rioni River has added
much fertile land; this region produces tea and citrus fruit. Other crops are grapes, tobacco,
and silk. Food processing accounted for about two fifths of industrial activity in 1990,
followed by light industries (consumer goods, such as textiles). Georgia has gained increasing
importance as an industrial region because of the abundance of electric power, mineral
deposits (manganese, iron ore, molybdenum and gold), and fuel (coal and petroleum). Marble,
alabaster and diatomite shale are also mined. Industry produces iron and steel, cement, motor
vehicles and textiles. Mining of manganese has been a major source of income in the past, but
had begun to decline well before independence. Mining and metallurgy, as a whole

diminished from 10 per cent of industrial output in 1970 to no more than 4 per cent by 1990.
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Trade plaid a large role in Georgia’s economy, imports and exports together amounting go
almost half of GDP in 1988-1990. The bilk of trade was with other republics of the former
Soviet Union (96 per cent of exports, 72 per cent imports in 1990).

Georgia’s Black Sea coast, an important resort area, attracts visitors from around the world.
Ethnic tensions near resort areas, however, reduced the number of visitors in the early 1990s.
The cost of military engagement in the country’s autonomous areas also contributed to a

general economic decline in Georgia after the USSR was dissolved in 1991.

Georgia’s industry has been depended on other suppliers, especially the Russian Federation,
for raw material, spares, markets and fuel. In 1989, 25 per cent of electricity consumed in the
republic was imported, almost all the fuel and gas, over 80 per cent of timber, about 50 per
cent of cement, and almost 90 per cent of raw materials used in light industry. Similarly, 60
per cent of dairy products, over 50 per cent of grain and over one third of meat consumed in

Georgia were imported.

The position has seriously deteriorated since independence. Trading largely ceased among the
republics of the former Soviet Union. Overall production has fallen dramatically. A high rate
of inflation has destroyed most of the monetary savings that had been accumulated in rubles
in the pre-independence period. Real incomes of the population and hence purchasing power

declined sharply.

Georgia is caught in a vicious cycle of reducing trade, production, exports and traditional
sources of supply and markets, unable for the time being to compete in international markets.
The breakup of the former Soviet Union disrupted traditional trade and payments links and
led to a large terms-of-trade shock for energy imports. These difficulties were compounded by
civil conflicts in Abkhazia and South Ossetia, resulting in large movements of refugees. As a
result, Georgia suffered one of the sharpest economic declines in the former Soviet Union:
between 1990 and 1995, output fell by more than 70%, capacity utilization in the industrial
sector dropped to about 20% of previous levels, heavy disruptions in agriculture occurred, and

tourism revenues collapsed.

Significant external debt and payment arrears were accumulated, while lax fiscal and
monetary policies led to large budget deficits. By the end of 1993,annual inflation had
reached 8,400%.In 1993 Georgia’s gross domestic product (GDP) declined by an estimated
40%. In 1994 it to totaled about USD 2.14 billion.
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After the political stabilization, started in 1994-1995, the Government embarked on a
comprehensive reform program to rebuild the economy, with support from the World Bank
and the International Monetary Fund. The necessity of maintaining a healthy economy has
been recognized and is contingent on policies that encourage business creation, investment
and trade, the promotion of an infrastructure and an educated workforce with a commitment

to human rights.

Fig 2: Basic economic indicators, Georgia (1990-1994)
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Fig3: Gross Domestic Product, Georgia (1990-1994)
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The Government’s structural reform program and accompanying fiscal and monetary policies
were successful in restoring growth and drastically improving internal and external
imbalances. Real GDP growth resumed in 1995 and exceeded 10% in 1996 and 1997.
Inflation was reduced to single —digit levels by 1997. From 1994 to 1997, the fiscal deficit
was reduced from 20% to 4.6% of GDP, and the current account deficit from 35% to 11% of
GDP. A new national currency, the Lari (GEL), was introduced in September 1995, and
remained broadly stable against the dollar until mid-1998.

Table 1: GDP, Georgia, 1995-1999, (GEL millions) GEL - Georgian Lari

1996 1997 1998 1999
Gross Domestic Product (GEL) 3793 4519 4863 5513
GDP US$ 3010,5 3478,7 3493,8 27347
GDP deflator, per cent of the previous year 129 108 104 110
GDP (at constant prices), per cent of the 111,2 110,7 102,9 103,0
previous year
GDP per population (GEL) 705,9 839,8 901,4 1020,5
GDP per population (US$) 559,4 646,9 647,6 506,2
GEL exchange rate to US$ (average) 1,262 1,298 1,392 2,016
Source: State Department for Statistics of Georgia
Table 2: Origins and Components of GDP, Georgia (1999)

Origin of GDP Components of GDP
% of total % of total

Agriculture 26,8 Private consumption | 89,7
Industry, of which: | 27,4 Public consumption | 10,6
Manufactory 13,3 Investment 14,4
Services 45,8 Exports 4,8
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Source: World in figures. Statistical dates. 2000

Tab 3: Inflation and finance, Georgia (1999)

% Av. Ann. Increase, 1995-1999
Consumer price inflation 1999 10,9% Narrow money (M1) 18,3%
Av. Ann. Inflation 1990-1997 4,0% Broad money 16,1%
Money market rate,1997 5,07%

Source: World in figures, Statistical service.2000.

Tab 4: Principal exports, $ million fob; Main export destinations, % of total, Georgia (1999).

Principal exports,$ million fob Main export destinations,% of total
Finished goods 106,6 Russia 18,7
Semi-finished goods | 7,5 Turkey 15,8
Fuel 23,1 Germany 10,3
Food, beverages and | 66,2 Azerbaijan 8,1
tobacco

Total incl., others 33,4 Armenia 6,3

Source: World in figures. Statistical service. 2000.

Tab 5: Principal exports, $ million fob; Main export destinations, % of total (1999)

Principal imports,$ million fob Main origins of imports,% of total
Finished goods 238,2 Russia 19,2
Semi-finished goods 17,1 Turkey 12,2
Fuel 8,8 USA 11,9
Food, beverages and 138,5 Germany 7,3
tobacco

Basic materials 138,5 Azerbaijan 6,9
Total incl., others 60,8 EU countries 22,5

Source: World in figures, Statistical service .2000.

Economic development during 1999 were somewhat encouraging, though fiscal performance
remained weak.GDP grew by a moderate 3 %.But revenue shortfalls, accumulation of

expenditure arrears, and unrealistic budgeting continued throughout the year.

International trade not only declined, but changed greatly in direction. Russia’s share in the
greatly reduced value of exports, for example, declined between 1991 and 1999 from 67 to
18.7 per cent, her share in imports from to 19,2 per cent. On the other hand Turkey became an
active trading partner as well as whose shares in export increased from virtually zero to 15.8
per cent, and from 7 to 12,2 per cent in imports. The share of the other European countries
increased moderately in both exports and imports. Principal exports in 1993 in terms of value
were agricultural produce (mainly vegetables, tea and citrus fruit) and metals, principal
imports gas, textiles and food.
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Exports, which grew by over 20% on average (in volume terms) in 1996-97, declined in 1998
and 1999 (-3.4%). The sharp volume increase in imports registered in 1997 (40%) and 1998
(12.5%) was largely driven by investments for the construction and refurbishment of the
“carly oil” pipeline connecting Azerbaijan to the Black Sea. With the completion of the
project in 1999, the volume of imports declined by 13.9%.

The Government has launched an ambitious privatization program for key infrastructure
(ports, telecommunications, and the power sector) that is expected to enhance overall
economic efficiency. In addition, various ongoing initiatives aimed at reducing administrative
interference (public procurement and de-licensing reforms), establishing a sound legal and
regulatory framework, and strengthening the judiciary are expected to positively impact the
investment climate. As a result, the activity of small and medium enterprises in the

manufacturing and service sectors is expected to increase and contribute to growth.

Tab 6: Main social and economic indicators, Georgia (1990-1999)

1990 1991 1992 1993 1994 | 1995 | 1996 | 1997 | 1998 | 1999
Number of officially registered - 3,5 113,2 180,3 65 61,1 | 57,7 | 1425 | 98,7 | 102,6
unemployed, thousands.
Persons
Average monthly gross earning 214 270,3 1518 30° 6152° | 13,6 29 42,5 55,4 67,5
of employed in economy, GEL
Gross domestic product, million | 14965 | 19146 | 138295 | 27589° | 18066337 3694 | 3793 | 4519 | 4863 | 5513
GEL
Final national consumption, 11963 | 14846 | 171966 | 30670° [1905120% 3368 | 4311 | 5075 | 4847 | 5241
million GEL
Gross accumulation, million 4585 5400 34903 304° 302838 | 887 309 715 | 1165 | 765
GEL
Industrial output, million GEL 12063 | 17233 | 89967 2588° | 242359°| 523,8 | 676,6 | 814,9 | 809,4 | 963,1
Agricultural output, million 5199 6573 | 108445 | 25318° | 678000°| 1851 | 2062 | 2299 | 2266 | 2650
GEL of which:
Plants growing 3572 3780 69405 | 14684 | 395000 | 1081 | 1027 | 1363 | 1278 | 1506
Livestock 1627 2493 39040 | 10634 | 283000 | 770 835 936 982 | 1144
Capital investments, million | 2545 2689 12368 3117 558217 | 127 170 266 512 364
GEL
Consumption of fixed 1928 1314 3989 218° 366017 | 74 116 118 149 626
assets, million GEL
Consumer price index - - - - - 157,4 | 113,8 | 107,3 | 110,7 | 110,9
Revenues of the 4978,8 | 6361,8 | 47757,2 | 1759,5° | 99591° | 271,3 | 518,1 | 809,6 | 878,9 |1016,1
consolidated budget, million
GEL
Per cent of GDP 33,3 33,2 34,5 6,4 55 7,3 13,7 17,9 18,1 18,4
Expenditures of the 4786,3 | 5939,8 | 45452,7 | 1332,87 | 917607 | 469,4 | 771,3 | 991 | 10025| 1227,2
consolidated budget million
GEL
Per cent of GDP 32 31 32,9 4,8 51 12,7 | 20,3 | 21,9 | 20,6 | 22,3
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Deficit of the consolidated 192,5 422 23045 | 426,77 | 629,1° - - - - -
budget,million GEL 198,1 | 253,2 | 1814 | 123,6 | 211,1
Per cent of GDP 1,3 2,2 1,7 15 0,3 -5,4 -6,7 -4 -2,5 -3,8
Credit investments in the - - - 28,9° 40,5° 149 128,2 | 172,9 | 229,3 | 324,6
economy,million GEL,of

which:

Short-term - - - - - 1475 | 126,6 | 169,3 | 172,5 | 254,2
Long-term - - - - - 1,5 1,6 3,7 37,9 70,4
Foreign trade - - 298,6 465,3 489 5479 | 885,6 |1183,3|1076,6 | 840,1
turnover,million US$, of

which:

Exports - - 86,8 226,8 151,7 | 151,7 | 198,8 | 239,8 | 192,3 | 238,2
imports - - 211,8 238,5 337,3 | 396,2 | 686,8 | 943,5 | 884,3 | 601,9

Source: State Department for Statistics of Georgia.2000.
Thousand Coupons; “Milliard.Coupons

Sustained implementation of the Government’s adjustment program and adequate levels of
external aid are expected to help the Georgian economy maintain real positive growth in the
range of 2% to 3% over the newt years, before increasing to 4.5% per year on average
starting from 2002, supported by an increase in the investment ratio from 8% to 16 % of
GDP by 2005. Most of this growth would result from increasing private investment from 7%
to 13% of GDP, particularly in infrastructure (oil pipeline, ports, energy, and
telecommunications). Public investment is expected to triple from 1% to 3% by 2005, largely

financed by foreign assistance.

The economic growth of recent years should, however, be considered against the background
of the totally collapsed economy. The government finance system is still very weak.
Revenues very low, while the expenditures have been cut down to a minimum. The present
volume of expenditure is unable to secure adequate social security. There is still pressing
need for external support for development programs and programs supported by the World

Bank in healthcare, transport, energy and agriculture.

Enjoying access to the outside world through the Black Sea ports of Poti and Batumi,
Georgia represents a potentially important transit point for goods or resources from Russia,

Armenia, Azerbaijan, and Iran.
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Tourism is another potential strength of Georgia, but fighting in Abkhazia its primary resort

area, has prevented this industry from developing.

Georgia occupies a favorable position as regards connecting Europe with the important
deposits of Caspian oil and gas. There are several projects in progress of implementation, the
most important of them the rehabilitation of the existing pipeline from Azerbaijan to Supsa
terminal on the Black Sea to the south of Poti. Another project involves the construction of a
large capacity pipeline from Azerbaijan to the Turkish Mediterranean coast via southern

Georgia.

Table 7 : State budget of Georgia 1995-1997 (GEL millions)

1995 1996 1997 1998 1999
Total revenue and grants 271,2 518,1 593,3 621,9 650,2
Total revenue of which 202,1 446,6 568,9 5914 600,8
Tax revenue 132,0 295,2 352,7 330,1 4144
Income tax 20,9 43,9 28,8 39,2 449
Value added tax 58,5 124,3 199,9 184,6 2127
Excise tax 2,8 13,7 49,1 27,7 110,7
Profit tax 28,6 33,2 13,5 20,4 20,2
Customs duty 54 20,4 58,7 58,1 26
Nontax revenue 21,9 32,2 101,2 71,6 20,9
Capital revenue 0 20,9 13,2 47,0 21,0
Extra budgetary funds revenue 48,2 98,5 101,8 1427 1445
Grants 69,2 71,5 24,4 30,4 49,3
Total expenditure and net lending | 469,4 771,3 776,8 797,3 904,8
General purpose public service 76,5 53,9 96,8 65,6 125,1
Defense 39,6 69,4 67,5 56,5 35,7
Public order 40,3 70 93,3 65,9 75,7
Education 34,2 19,1 46,3 30,4 29,6
Culture 14,6 16,2 12,2 33,2 25,6
Public health 16,9 15,2 25,6 26,8 15,7
Social measures 22,9 78,5 190 216,1 25,0
Science 5,7 11,9 - - -




Other expenditure 218,7 437,1 245,1 302,8 572,4

Surplus (+),defecit (-) -198,2 | -253,2 -183,5 -175,4 | -254,6

Source: State Department for Statistics of Georgia..

Table 8: Economic growth, Georgia (1990-1996)

Annual percentage change in real GDP (1989=100) Real GDP (1989=100)
1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 1995 1996
-12 -14 | -40 -39 |-35 |2 8 18 20

Source: European Bank for Reconstruction and Development

Table 9: Marco-economic indicators for the last years, Georgia (1991-1996)

1991 1992 1993 | 1994 1995 | 1996
GDP growth rate -20,1 | -39,7 -29,3 |-12,1 3,3 11,0
Industrial output growthrate | -22,6 | -45,8 -26,7 |-39,1 -135 |77
Budget deficit/GDP -3 -28 -34 - -4.7 -5,6
Inflation rate 75,3 746,4 1037 | 7741 57,4 13,5
Debt in mil.US$ - - - - 1,100 | 1,400

Source: SDSG
1.9. Education

Georgia’s educational inheritance is very rich, and standards are high in many areas.
Education was culturally valued and universally free. Equity of access, near universal literacy
has led to a well-developed human factor that could contribute significantly to the reforms in

Georgia.

Universal secondary education and literacy were among the achievements of Soviet rule in
Georgia. The republic had one of the highest percentages of university graduates in the
USSR. Based on the statistics in 1999, 87,1% of the people over 10 years of age are literate,
of which 23% has completed university or other highest education, 37,8% has secondary

general education.

Table 10: Educational level of population of 10 years and over.

Total Higher Incomplete Secondary Secondary
education higher education special general
100% 23% 4,6% 20% 37,8%

Source: State Department of Statistics 2000.

In the beginning of school year 1999/2000, 95 000 students studied in 24 state institutions of higher

education (67500 among them fulltime, the rest part-time). Another 40 000 students or so attended
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162 private institutions of higher education. The number of students graduating from state

institutions in 1994 was approximately 15 000.

Tab. 11: Educational network, number of students, Georgia, 2000 year

Number of Number of pupils
establishments (students)

Pre-school establishments 1229 74 000
Public general education schools 3201 714400
Primary vocational schools 84 16800
Public specialized secondary schools 85 29900
Private specialized secondary schools 58 6800
Public higher educational establishments 24 95000
Private higher educational establishments 162 40100
Establishments with postgraduate studies 69 1800
Public higher health education institutions 1 4026

Private higher health education institutions 26 5008

Public health secondary specialized schools 13 4705

Private health secondary specialized schools 46 6173

Source: State Department for Statistics of Georgia.

Tab 12: number of students per 10 000 of population,Georgia,2000

In public general In specialized In higher educational
education schools | secondary schools establishments
Number of students per 10 | 1575 80 294
000 of population
Graduates per 10 000 of - 21 45
population

Source: State Department for Statistic of Georgia.

As the table suggests, children complete the compulsory stage of their school education at the
age of 15, the minimum period of education being nine years, from 6 to 15. Pupils can qualify
for another two years of study in general secondary school by passing an examination. The
final years of the full secondary cycle could be spent also, optionally, in secondary
professional/technical or secondary vocational schools. All pupils who have completed the

eleven years or equivalent have in principle access to higher education.

Table 13: Schools structure 1995 and school statistics 1992/1993.

Age | Grade
18 13 Vocational Enrolment rates 1992/1993*
17 12 schools** Special Urban Rural | Total Boys Girls

secondary inst.
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16 11 Optional secondary 34 31 33 29 36
15 10 wx
14 9 Compulsory
13 8 secondary 97 98 97 97 97
12 7
11 6
10 5
9 4 Primary school
8 3
7 2
6 1
5 Kindergarten 35 19 29
4
3
2
1

*Pupils enrolled as per cent of total numbers of children in the age group. Enrolment ratios for

grades 1-8 and 9-11.
Note that total enrolment in all forms of secondary schools, vocational and special included, is

around 95 per cent

**Beginning at grade 10 for those leaving normal school at the end of grade 9.

Table 14: number of general schools and pupil/teacher ratio, Georgia 1999

Urban Rural Total
General schools*** 657 2547 3204
Pupils(1000) 406 326 732
Teachers (1000)**** 39 48 87
Pupil/teacher ratio 10,5 6,7 8,4

***Including schools for the handicapped but excluding special and vocational schools

****Including part-time teachers
Source: Ministry of Education
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2. EMPLOYMENT, INCOMES AND THE SOCIAL SAFETY NET

2.1. Labor Market

According by the dates 2000, the number of economically active population is 2 064 000
(43,4%), employed - 1 890 000, hired employed - 675 000, self-employed 1 095 000. The
unemployment rate is about 8.4 per cent (SDS Household Survey, 2000). The national
unemployment rate is highly biased by the rural figures, which, in accordance with the
existing legislation, excludes rural unemployment per se. Each farmer owing at least 1 ha of

agricultural land or his/her family members are considered self-employed.

Registration-based unemployment rate is still hardly in a position to reflect the real size of the
unemployment, since very few of the jobless consider it worth registering: the sum of the
unemployment benefit remains purely symbolic (equivalent of approximately USD 6 per
month), the eligibility lasts for the first six months of the unemployment only, and the chances

of finding a job through registration are minimal

Table 15: Employment and Unemployment, Labor Force in Georgia, Thousand (1998-2000)*

1998 1999 2000

Population above 15 years old 3,008 3,018 3,133
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Total economically active population (labor force) (1) 2,462 1,917 2,064
Total economically active population (labor force) (2) 2,555 1,975 2,181
Employed 2,283 1,633 1,890
Hired 737 710 675
Self-employed 1,546 905 1095
Unemployed (1) 179 285 174
Unemployment rate (per cent) (1) 7,3 14,8 8,4
Unemployment rate (per cent) (2) 10,6 17,3 13,4

Note: *Date give by the end of year
(1) ILO Standard; (2) ILO “Loose” Methodology

Source: State Department for Statistics Household Survey

According by the dates 2000, from economically active population 91.6 per cent are engaged,
of which 32,7 per cent are employed and 53,1 per cent are self-employed. The majority of
employed population is self-employed (nearly 58 per cent).

Table 16: Structure of economic active population (per cent), Georgia (1990-2000)

1990 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000

Total economically active 100 | 100 | 100 100 100 | 100 100
population Of which:
Engaged of which: 100 |97,1 |97,1 |950 |[855 |86,2 91,6
Employed 90,6 |450 |376 |27,7 |369 |364 32,7
Self-employed 94 |521 |600 |67,3 |47,8 |498 53,1
Source: State Department for Statistics of Georgia, 2000.
Table 17: Distribution of employed by sectors (per cent), Georgia

1990 1995 1996 1997 1998 1999
Total engaged of which: 100 100 100 100 100 100
State sector 75,5 424 31,5 28,8 34,7 31,3
Non-state sector 24,5 57,6 68,5 71,2 65,3 68,7

Source: State Department for Statistics of Georgia 2000

According to the dates employment is divided fairly evenly among agriculture (about 52.1%

of total engaged population), trades and services (8.9). The proportion of employment in

agriculture is high in comparison with Western Europe (where about 6 per cent of the work

force were engaged in agriculture in 1999).Some 8 per cent of total engaged employment are

directly related to the education sector, 4,5 per cent to the Health care sector. Agriculture still

accounts for the largest share in self-employment-approximately half of the economically

active population-reflecting the assumption which treats those with access to agricultural land

as self-employed. As a result rural unemployment is a way below the unemployment in

cities.78 per cent of total self employment is directly related to the agriculture sector, 12,9 per
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cent to the trade and services sector, 1,3 per cent to the industry sector (Data from State

Department for Statistics Household survey, 1998).

Fig 4 : Employment characteristics of the population over 15 years old 2000

B QOutside of labour force 35%

H Employee in state sector 15 %
= Employee in private sector 8%
B unemployed 7%

m Self-employed 35%

Source: State Department for Statistics of Georgia 2000

In Georgia the largest shares of hired employment fall on education, health care, government
and defense. Salaries of teachers and medical workers, together with the salaries of
agricultural workers, thought having grown in nominal terms, being the lowest. Salaries of

construction workers are the highest.

The incomes of self-employed are significantly higher for all the sectors than for wage earners
and salaried employees. An average monthly income of a self-employed is about 40 per cent
higher than an average monthly wage/salary. This serves a very good incentive for those who
have to choose, to shift to self-employment. Large number of self-employed continues to
avoid registration, thus evading tax payment. In fact, there is no incentive for them to register
and it is much simpler to operate in the shadow economy. At the same time, at the moment

there is no mechanism of collecting taxes from them.

The vast majority of the job seekers are unemployed reflecting very little hope of finding jobs
through official registration on the part of job seekers. This drives many of the potential job-

seekers to shift to informal economy, which can absorb certain portion of both registered and
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unregistered job-seekers, in which case impressive amounts of potential payroll tax fail to

reach the government budget.

Where registration is entirely voluntary, and especially where the employment offices
function only in the most populous regions of a country or are not widely patronized by
employees seeking work or by employers seeking workers, the data are generally very
incomplete and do not give a reliable indication of the extent of unemployment. The scope
of the figures is determined partly by the manner in which the system of exchanges is
organized and the advantage with registration brings, and partly by extent to which workers
are accustomed to register. In many cases, persons engaged in agriculture and livings in less
populous areas are scarcely represented in the statistics, if at all. The scope of employment
office statistics is therefore most difficult to ascertain, and in very few cases can satisfactory
percentages of unemployment be calculated. In general, these statistics are not comparable.
However, if there are no changes in legislation, administrative regulations and the like,
fluctuations within a country may reflect changes in the prevalence of unemployment over

time.

Table 18: Distribution of employed by kind of economic activity in Georgia (per cent) 1998-
1999

Sector 1998 1999
Total engaged. Of which: 100 100
Agriculture ,hunting and forestry 48,4 52,1
Finishing 0,1 0,1
Mining and quarrying 0,3 0,4
Manufacturing 7,0 6,4
Electricity, gas and water supply 1.4 1,2
Construction 1,5 1,4
Wholesale and retail trade; repair of motor vehicles, 9,2 8,9
motorcycles and personal and household goods
Hotels and restaurants 0,9 0,9
Transport and communication 4,4 4,0
Financial intermediation 0,8 0,6
Real estate, renting and business activities 2,5 2,3
Public administration and defense; compulsory social security 6,6 6,1
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Education 8,3 8,0
Health and social work 4,8 4,5
Other community, social and personal service activities 2,8 2,5
Private households with employed persons 0,9 0,4
Extra-territorial organizations and bodies 0,1 0,1
Unidentified 0,2 0,1

Source: State Department for Statistics of Georgia 2000.

2.2 Salaries and Wages

According to the SDS household survey figures ,the average monthly nominal salary of
hired employees across the economy was GEL 85,4 (2000 year),which represented just over
42,2 per cent of the minimum subsistence for four-member family. Average monthly salaries
of construction employees (GEL 141.5), mining and processing industry employees (GEL
115) and transport and telecommunication s employees (GEL 105) were the highest, whilst
that of education employees (GEL 45,6) and health care employees (GEL 47,4)- the lowest in
2000.Monthly remuneration of other salary earners ranged between GEL 85 and GEL 100 in
2000.The minimum salary of a budgetary organization employee was GEL 20-66/month.

Many public sector employees are paid only token salaries, the cases of non-payment of
salaries are widespread, arrears in the payment of budgetary employees’ salaries persist and
the growth in salaries is eroded by inflation. According to the data males had 20-40 % more
income than females. This difference was not so obvious in the past. It is noticeable that
monthly income of one household was much lower than established cost of consumer’s
basket.

Tablel19: average monthly wages and salaries (GEL)

1990 1995 1996 1997 1998 1999
Total economy 2140 13,6 29,0 42,5 55,4 67,5
Industry 249,0 20,5 50,3 56,7 71,9 88,6
Agriculture 196,4 4,6 10,0 15,1 16,1 26,9
Transport 215,4 32,5 68,3 79,8 95,7 101,7
Communications 186,1 25,4 43,2 57,5 67,7 96,9
Construction 334,4 38,8 79,7 102,6 118,6 1424
Trade, public 160,0 15,7 17,7 30,8 30,5 36,9
catering,
material and

34




technical supply,
sales
Housing, public 168,2 18,8 34,0 46,5 56,1 96,7
utilities and
personal
services
Health care, 133,9 5,5 16,1 23,5 26,6 33,5
physical culture
and social
security
Education 156,9 7,0 14,6 26,8 46,4 41,9
Culture 1444 4,0 15,9 28,4 33,8 49,6
Arts 147,9 5,0 25,9 43,9 62,5 65,8
Science 236,5 9,9 24,3 44,0 61,2 69,3
Finance ,credit 329,7 28,9 53,9 125,4 156,2 2279
and insurance
Government 255,9 10,4 38,7 54,5 73,8 87,1

Source: State Department of Statistics

2.3. Minimum Subsistence Level

The official minimum subsistence level, being regularly published by the SDS basing on a
food bucket of 2500 calories for working man, stood at GEL 115,8 (2000 year) for a working
man, GEL 101,6 for an average consumer and GEL 201,6 for a family of four. The average
minimum subsistence levels in Thilisi 4 per cent higher the national average. In addition,

incomes from farming in rural regions were 30-40 % less than in urban regions.

Table 20: incomes, expenditures and consumption of households, GEL (1999 year)

Urban Rural Country
areas areas areas
Average monthly Cash income and 70,1 48,3 118,4
income of transfers
population Cash total 83,3 60,3 143,6
Cash and non-cash 93,1 96,9 190,1
means
Average monthly Cash income and 114,1 92,1 104
income per transfers
household Cash total 135,6 115,1 126,2
Cash and non-cash 151,6 184,9 166,9
means
Average monthly Cash income and 32,5 27,4 30,2
income per capita transfers
Cash total 38,6 34 36,5
Cash and non-cash 43,2 54,1 48,2
means
Average monthly Cash expenditure on 129,5 74,8 204,4
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expenditure of consumption
population Total cash expenditure 139,4 83,7 223,1
Total expenditure 149,4 121 270,4
Average monthly Cash expenditure on 210,8 143,2 179,7
expenditure per consumption
household Total cash expenditure 227 160,1 196,2
Total expenditure 243,2 231,5 237,8
Average monthly Cash expenditure on 59,8 41,2 51,3
expenditure per consumption
capita Total cash expenditure 64,3 46 56
Total expenditure 68,9 66,6 67,9

Source: State Department of Statistics

According to the structure of monthly expenses calculated by the State Department of
Statistics, expenses on food of the country’s population made up 54 %, on transport 6,1 %,
education and recreation 2,9%.It must be stressed that population spends only 3.5 % of the
total expenses on health (including purchasing of medications ,covering ambulatory and
hospital expenses through co-payment).This situation has negative effect on the health of
population. It is interesting that expenses on health are nearly half to the expenses on

purchasing tobacco and alcohol. It denotes that people are not practicing health behavior.

2.4. Social Safety Net

In Georgia in the Soviet times, it is said that poverty was not so outstanding. After
independence, however, with the civil war and the breakdown of economy, now poverty is
widespread and even worsened in recent years. According to the statistics, 51 % of population
had incomes below the subsistence minimum in the second quarter Of 1998. The poverty rates
are high in urban area than in rural areas. The reason for this is said to be the non-payment of
persons and wages for the employees of the state organizations. In the rural area, n the other
hand, the agricultural sector became the major source for accommodating labor surplus after
the collapse of industry, although productivity in agriculture is low and it can be described as
subsistence farming for many people. Anyhow those could affect the health status of

population.
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The level of poverty represents the general trend of poorness, but it does not reflect the
condition of poor people. A more realistic and delicate is the depth of poverty, expressing the
grade of poorness against the limit of poverty. In 199 the depth of poverty was 16,1 in 1999-
17,7 per cent. This means that poor population became poorer and moved far away from the

minimal living standard.

The severity of poorness increased as well. It shows inequity among the poor families. In
1997 it was 8,1% and in 1999- 9,2%.

Extremely high levels of poverty exist among the lonely people. These takes into
consideration that elderly population mainly represents this category the state has to make big

contributions in their medical care and social security.

The country’s population undergoes rapid division into different social layers. The
differences are not only in economic, but also in social-cultural characteristics of this layer. In
1998 the number of families with income of 800-1500Lari increased to 7,4% in comparison
with the last year indicator 6,9 %. This can be compared with rich families with income of
more than 1500Lari became 1,2%.

Despite the fact that the majority of IDPs had been working in different fields of national
economy during the prewar period, 26% of them do not have permanent source of income,
73%- do not work by specialty. IDPs from Abkhazia being in extraordinary situation their
majority is absolutely dependent on external conditions (temporary working place, social
premiums, humanitarian aid). Unemployment and having only premiums determine low

incomes of IDPs, which moves them beyond the poverty limit.

Fig 5: Absolute and relative poverty levels (GEL)

115.8
116
115 113.3
114
112
116 115 114 113 112

Source: State Department of Statistics
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Table 21: poverty levels, GEL by end of year (1999 year)

Urban Rural Total
Areas Areas
Poverty level per cent of subsistence 52,7 37 45,7
minimum
Poverty level 60 per cent of median 29,3 18,1 24,3
minimum
Poverty level 40 per cent of median 11,3 8,7 10,1
minimum
Depth of poverty per cent of 20,7 13,9 17,7
subsistence minimum
Depth of poverty 60 per cent of 9,1 6,4 7,9
median minimum
Depth of poverty 40 per cent of 3,5 2,8 3,2
median minimum
Severity of poverty per cent of 10,7 7,3 9,2
subsistence minimum
Severity of poverty 60 per cent of 4,2 3,2 3,7
median minimum
Severity of poverty 40 per cent of 1,6 1,3 15
median minimum

Source: State Department of Statistics

2.4.1. State Social Allowance

The State Social Allowance is targeted as households comprised exclusively of non-
working pensioners without a legal breadwinner, and/or orphans, representing, actually, a
topping-up of symbolic pensions of the poorest elderly and a modest child allowance for the
most destitute children. The State Social Allowance payable to recipients was GEL 20 for a
qualifying household consisting of one member, or for each orphan under guardianship, and
GEL 29 for an eligible family of two or more. According to the presidential decree of 10
February 2001 increased the size of the allowance to GEL 22 for a one-member recipient
household and to GEL 35 for a recipient of two or more.

2.4.2. Unemployment Benefit

The payment of the standard monthly Unemployment Benefit payable for the first six
months of registered unemployment is fixed at GEL 14 for first two months of
unemployment, GEL 12 for the next two, and GEL 11 for the final two months of payment.
To become officially eligible, a person should be registered as unemployment, therefore,
should have a certain working record in the official sector. As a result, the number of the

unemployed who bother to register is usually at least twice lower than the actual one and the
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number of the benefit recipients is insignificant (2,5 per cent of the registered unemployment
as of end of 2000)

2.4.3. Pension System

Under the current pay-as-you-go pension system, pensions are financed through the United
State Social Safety Fund- the only pension fund provided fixed-rate, symbolic (USD 7,5 per
month) old-age pensions to the majority of pensioners. The revenue of the fund is formed
from payroll tax proceeds with budgetary transfers meant to compensate for the underfunding
of pensions. The contributions from workers’ wages, that from the United State Social Safety
Fund revenue are 26 per cent of gross wages for budgetary organizations and 27 per cent for

others paid by the employer and 1 per cent paid by employees.

While for a pay-as-you-go pension system to be functioning relatively smoothly the
dependence ratio (the number of pensioners as a per cent of the number of people employed,
or contributor to beneficiary ratio) should be at least 3:1, the current ratio 1:1,2- a ratio
unsustainable for a universal PAYG scheme. In addition, the number of those who should be
contributing by definition (hired employees and their employers), but in reality are not due to
various reasons (budgetary organizations payroll is very often late, many of the companies are

not functioning, and some contributors are not paying in full) is large.

The replacement rates (the average pension in terms of the average wage) of the current
pension system is low. The average pension flat rate of the majority of pensioners was 16,4
per cent of the average hired employees’ monthly salary as of the end of 2000.Monthly
pensions are now GEL 14 for the majority of elderly. Pensions accounted for just 14 per cent
of the minimum subsistence level of an average consumer as of end of December 2000, and
for 13,7 per cent as of end of March 2001.

The severe crisis the current PAYG pension system is facing is painful economically,
politically and socially. Neglecting the short-and long-term consequences of the current
situation will place the vulnerable at serious economic risk and any result in growing poverty,
social disintegration, and marginalization and social exclusion. Reform of the pension system
1s Government’s top priorities, and a far reaching pension reform program is being designed,
aimed at establishing a financially sustainable modern pension system suited to changing

demands of a transition economy and, where possible, tailored to local conditions.
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A PAYG system is based on a solidarity contribution principle, and, being an element of the
social safety net, can only provide basic minimum pensions to the elderly. However, it is not
in the position to provide adequate benefits to the elderly on its own. In order to provide a
plurality of possibilities and availability of choice for those who can afford to make
provisions for their future pensions, a multi-pillar system is being introduced that is going to
increase personal responsibility and create savings funds for investment. The multi-pillar
system implies three pillars: a universal state pension scheme, a mandatory private pension

scheme and a voluntary private pension scheme.

The first private pension insurance company in Georgia-Georgian Pension Investment
Holding (GPIH)- was founded and will offer, in addition to existing universal PAYG scheme,

voluntary non-state pension insurance to the population.

Pension reform is to stabilize the pension system in the medium term and ultimately to
increase the pension benefit through higher returns. However, as it is not likely that a big
share of the population would be able to afford participation in private schemes, at least, in
the short and medium term, and the PAYG pillar is going to be mandatory under the reformed
pension system and still very important for the majority of the pensioners. The most

imperative goal to aim at is it improves payroll tax collection and broadens the tax base.

2.5 Social Policy

Social policy reform aimed at rendering the existing system sustainable is among the top
priorities in the country. The current social safety net system is largely the heritage of the
soviet past and in the conditions of transition economy appears to be ineffective to alleviate
poverty. The fundamental restructuring of the state social protection system is indispensable
and should be aimed at creating economically viable, affordable and equitable social safety

net, promoting growth.

The Ministry of Labour, health and Social Affairs pursues social policy, aimed at the
prevention social problems. Unemployment, poverty, the problematic subject of refugees and
people’s fears for their personnel safety are just some of the major issues which need to be

addressed.

Georgian population includes a large group of long-term unemployed and the number of
people relying of minimum unemployment benefit for an extend period is on the increase.

These vulnerable groups receive help in order to help them improve their social position in
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society. These matters find expression aspects such as poverty policy, encouraging social

participation, family policy and the promotion of social independence.

Currently a growing number of people live on a minimum income. Unemployment among

refugees is higher than among the indigenous population.

Quality of life is rural areas is deteriorating caused by the declining importance of
agriculture to the rural economy. This is causing the local population to move away and
leading to a disappearance of amenities. In these parts of the country, socially weak regions
threaten to arise.

In response to the prolonged expectations of the Georgian population, poverty reduction
became one of the major priorities in the country. The Government of Georgia is determined
Poverty Reduction Strategy Paper. In this document, the Government of Georgia expressed its
will to fight against the poverty. The major objectives of this Strategy are provision of basic
needs, such as comprehensive education, normal living conditions, adequate health care and

creation of middle class, to each and every poor citizen of Georgia.

The aim of this Strategy Document is to improve social conditions and economic
environment, which are major elements of state’s welfare. It envisages practical steps for
actual implementation of defined objectives. It is impossible to achieve improvement of social
conditions in the country by means of conducting structural reforms in only this direction.

There is a whole set of factors that has strong influence on the life of the country.

Among the actions to be undertaken within the framework of this Strategy, the highest

priority will be given to the following measures:
1. In Social sector:

e Reducing the possibility of poverty risk through its prevention and softening the
influence of existing poverty level,

e Reforms in Social Protection, including the Pension Reform;

e Reform of education system;

e Reform of health care system;

e Provision of unimpeded social protection to the IDPs and protection of their

identification and differentiation.
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In Fiscal and monetary spheres:

e Promotion of rapid and sustainable economic growth;

¢ While maintaining the floating exchange regime, to achieve annual average inflation
at 4% level;

e Gradual repayment of accumulated arrear and external debts;

e Step-by-step reduction of the budgetary deficit;

¢ Orientation of the budgetary process primarily towards social issues;

e Strict control over the budgetary expenditures and centralization of the Treasury

Department.

In Infrastructure sector:

e Improvement of investment climate, promotion of foreign and domestic investments;
e Promotion of small and medium size businesses;

e Promotion of tourism development;

e Fostering privatization process;

e Restructuring of enterprises;

¢ Reducing the scales of shadow economy and business legalization;

e Implementation of relevant reforms in different sectors of Infrastructure.

. Agriculture and Environment Protection:

e Development of rural infrastructure and re-equipment and restoration of inputs and
material-technical basis;

e Preservation of soil fertility;

e Conducting targeted rural credit policy;

e Improvement of environment and health care protection;

¢ Increasing efficiency of environment protection and control management;

e Further development of forestry and its optimization.

In Governance, Public Administration Reforms and Anti-Corruption

measures:

e Liberalization of business environment;

e Improvement of Public Administration;
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e Reforms in law-enforcement and justice systems.

The document is drafted not only by the Government of Georgia, but it also expresses the will
of the whole nation. The Document clearly defines the existing situation of country’s
development, as well as necessary measures to improve present conditions. The Strategy has
its time framework. The timing for concrete actions is determined by 3-year (short-time), 7-
year (medium-term) and 15-year (long-term) periods, efficient implementation of these
actions will yield positive results for bringing the poverty rate to moderate level. The
Intermediary Document envisages drafting of the final and more comprehensive strategy,
which shall have a complete list of actions to be undertaken in a particular sector of economy,

and then methods for their implementation.

The Government of Georgia is determined to achieve welfare for its population, to improve
the living standards, and to ensure substantial social protection. The future strategy of
country’s development will be directed towards achievement of these values, and all the
possible efforts shall be carried out to let Georgia obtain an honorable place within the

International Community.

The reform of the state pension system and the social safety net aimed at improving
efficiency of the social safety and at making scarce budgetary resource available for the
neediest are underway, to design of a programs of social assistance to the vulnerable groups
who do not qualify under any other programs. The budget resources are extremely limited and
collection of payroll tax insufficient to ensure sustainable social safety mechanism even for

limited number of beneficiaries.

In order for the social security system to be effective at alleviating poverty and to become
sustainable in the long run, benefits need to become more generous whilst being targeted on a
relatively small number of the poorest people. In the meantime, the Government’s ability to
run a comprehensive social security system will be limited: state pensions and other benefits
for the most vulnerable will remain very low. The aim should be to allocate very modest

budgetary resources as fairly and efficiently as possible.

The family Allowance targeted at only one category of vulnerable families- nonworking
pensioners without a legal breadwinner living alone, in fact, playing the role of the topping up
to the pensions of the poorest categories of the elderly.
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Assistance to unemployed people is only eligible for the benefit for the first 6 month of
unemployment. In future the Government is planning to extend the period of unemployment

benefit from six months to year, and to make it easier to quality as a recipient.

Currently pension system is being financed on a PAYG basis, pensions depending on a
successful collection of payroll taxes. Though some steps have already been made to
introduce new categories of pensioners in order to differentiate pension rates, the pension
system still provides a flat-rate benefit to the majority of pensioners. The relatively high
payroll tax rate is a heavy burden on many enterprises and no doubt encourages evasion. The
Government is currently considering the reduction of the payroll tax rate.

The actual tax base for the social tax is very small compared to the potential tax base. Most
revenue is raised from budgetary organizations and some large companies. As a consequence,
budgetary wage arrears and the widespread practice of unpaid leaves, common with the

enterprises standing idle, add to the pension arrears.

The coverage of tax collection should be expanded, which is being considered by the
Government. A presidential decree provided for procedures for levying payroll taxes on the
self-employed and the employees of the private sector. However, it will be some time before
the small private companies and self-employed actually start time before paying payroll taxes,

since at the moment there is no incentive for term to do so.

Since 1998 the function of collecting payroll tax was transferred to the State Tax
Inspectorate, who was preconditioned by the Tax Code, Whereby the only body having the
right of collecting taxes should be State Tax Inspectorate. The authorities expect this change

to improve tax collection.

The Ministry of health and Welfare aims shifting the pension system to a scheme of defined
individual contributions would imply to a substantial extent loss of payroll tax collection
reducing their scope as a device for supporting present commitments, which might further

aggravate the fiscal situation in regard to sustaining present pension provisions.
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3. POPULATION DYNAMICS

3.1. Population and its Distribution

Georgia is a sparsely populated country, with its population of 5,4 million (including
Abkhazia and former South Ossetia). It is estimated that there are 281 804 refuges in the

Georgia. Average population density is around 77.7 per square kilometer.

Thilisi, the capital, is the largest urban area, with a population of about 1 300 000 (more
than a quarter of Georgian’s population). The next largest city, Kutaisi, located on the upper
Rioni, has 235 000 inhabitants. Other largest groups of inhabitants are concentrated in Rustavi
(158.000), Batumi (137.100), Sukhumi (120.000-by 1991 year), Zugdidi (105.000 including
IDP from Abkhazia), Tchiatura (70.000), Gori (70.000), Poti (50.900). Population mainly

concentrated in the coastal regions and in the west of the country.

Table 22: Number of population by regions, Georgia, 1997-1999

| 1997 | 1998 | 1999

45



Thilisi 1325571 1327800 1185600
Achara AR. 407655 409000 365900
Guria 161490 161400 143900
Racha-Lechkhumi Kvemo-Svaneti 57143 57100 50800
Samegrelo 476800 476500 425000
Imereti 835748 834100 743700
Kakheti 450080 450000 401000
Mtskheta-Mtianeti 140789 141300 126000
Samtskhe-Javakheti 239198 240300 214400
Kvemo Kartli 611054 612800 547100
Shida Kartli 374064 375000 334500
Poti 57517 57600 51600
Upper Svanety 17388 16800 15000
Total 5154497 5159700 4604500

Source: Centre for medical Statistic and information of Georgia 1999

3.2. Population by Ethnic Origin

Due to numerous external invasions over a course of history, ethnic composition of
contemporary Georgian population is very diverse. Georgia is essentially a multi-ethnic
country. These peoples differ from each other by cultural, religious and linguistic
characteristics. Largest group with about 70% of the population, followed by Armenians
(about 8%), Russians (about 6%), and Azeri’s (about 6%). Significant numbers of Ossetians,
Greeks, and Abkhazians also reside in the republic.

The ethnic structure and geographical distribution of the ethnic groups has changed
significantly during the last years as a result of civil war and military clashes in Abkhazia and
the Tskhinvali region, causing hundreds of thousands of persons to move elsewhere inside
Georgia or to emigrate. Large numbers of Jews, Russians and Greeks immigrated to their
historic homelands for ideological reasons or to improve their living conditions. Many
Armenians and some Georgians have emigrated to Russia, west Europe or elsewhere in search

of livelihoods.

There are also several ethnic subdivisions of the population that identify themselves as
Georgian, but have a specific characteristic such as distinct language, used by Mengrelians
(about more than million persons), or Svan. There is also a small group using the Lazy
language closely related to Mengrelian (significant number of the Lazy population lives in
Turkey).
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Abkhazians and Ossetians have very close cultural contacts with ethnic Georgians, and
mixed families are still quite common, while in Soviet period there is also significant

Georgian population living in Abkhazia and former South Ossetia Oblast.

The country’s official language is Georgian (Kartuli) of Kartvelian language group. The
Georgian language has the largest number of speakers in the Caucasian group. Principal
minority languages are Abkhazian, Armenian, Azeri (Turkish), Ossetian, Russian; languages

of ethnic sub-groups of Georgians include Mengrelian, Svan and Lazy.

Table23: Population by ethnic origin Georgia, thousands

Ethnic Origin 1959 % 1979 % 1989 %

Armenian 4429 11 448,0 9 437,2 8,1
Russian 407,9 10,1 371,6 7.4 341,2 6,3
Azeri’s 153,6 3,8 255,7 51 307,6 57
Ossetian 141,2 3,5 160,5 3,2 164,1 3

Greec 72,9 1,8 95,1 1,9 100,3 1,9
Abkhaz 62,9 1,6 85,3 1,7 95,9 1,8
Ukrainian 52,2 1,8 45 0,9 52,4 1

Kurd 16,2 0,4 25,7 0,5 33,3 0,6
Assirian - - 53 0,1 6,2 0,1
Jewish 51,6 1,3 28,3 0,6 24,8 0,5
Georgian 2600,6 64,3 3433,0 68,8 3787,4 70,1
Total 40444,0 100 4993,2 100 5400,8 100

Source: State Department for Statistics of Georgia. Statistical year-book of Georgia. Thilisi,
2000

3.3 Urbanization

Demographic transition involves the movement of the population into cities. In 1920, the
urban population is estimated at about 20%. After 1980 year has been increased number of
urban population. During the period 1980-1999 the urban population has grown from 52,1%
to 60,9%. According to the date in 1999 year 60,9% of the population are settled in urban
areas and the remaining 39,1% in the rural areas.

In some regions rural areas have experienced negative growth. In last ten years urbanization
has generally been an unmanageable. The major parts of IDPs from Abkhazia are migrated
from other rural regions concentrated in cities. This process, due to unemployment and social
disarrangement, negatively affects the demographic behavior of this quite a big group of
population and there are substantial implications for the health sector in such improvised
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urbanization. Most rural-urban migrants experience an improvement in living conditions after
migration, for others, problems related to deficient or absent housing. Prevalence of different

social diseases TB, drug abuse, and psychical deviation is high in this contingent.

During the period 1920-1989, population in Thilisi has grown from 234 000 to 1 150 000

and became largest urban agglomeration in Georgia.

Table 24: Number of population according to the urban and rural areas, Georgia, 1999

Years Urban % Rural % Total

1960 1 744 400 42,2 2 384 800 57,6 4129 200
1965 2 026 300 45,5 2423700 54,5 4 450 000
1970 2 239 800 47,8 2 446 600 52,2 4 686 400
1975 2 434 000 49,7 2 461 400 50,3 4895 400
1980 2 634 800 52,1 2 418 000 47,9 5 052 800
1985 2 837 003 53,8 2 430 400 46,2 5264 100
1990 3058 200 56,1 2 397 900 439 5456 100
1995 3015000 55,7 2 402 700 44,3 5417 700
1999 3321 000 60,9% 2 412 600 39,1% 5444 700

Source: State Department for Statistics of Georgia.

3.4. Refugees and Displaced Persons

In the early 1990s the separatist local government of Abkhazia has initiated separatist
movements to create independent state. Started to force ethnic Georgians living in these
autonomies to either comply with the separatist ideology or to leave the region. Civil conflicts
in Abkhazia and South Ossetia, resulting in large movements of refugees. About 400000
Georgians left their homes. Some went to Russia, other have disappeared from the records
leaving, as of the beginning of 1995, an estimated 260 000 to 280 000 Internally displaced
persons in Georgia (5,2 % of total population). Furthermore, there are 118.00 Georgian
refugees in Russia. The majority found shelter in areas adjoining Abkhazia, with 180 000 in
Samegrelo and 35 000 in Imereti, 69 000 in the capital Thilisi. The great majority of those that
remain are from Abkhazia; only about 5000 are said to be internally displaced persons from
the Tskhinvali region. Woman predominates in number: 145 000 as against 118 000 men.
Children to 15 make up about one quarter of the total (as in the total population), the elderly,
aged 65 and over seven per cent compared with ten per cent in the population (especially
elderly woman are less represented among Internally displaced persons than in total

population).
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The refugees are living in Georgia mostly Georgian nationals. By moving to the new places
of living, the refugees have found themselves in a different social and cultural environment,
adaptation to which requires acquisition of new socio-behavioral patterns. Poverty and
economic deterioration are the major problems in the region and are shared equally by both

the refugees and the local population.

Fig6: Re