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Imbalanced foreign trade, debt, and
investment in developing countries:
The case of Georgia

Georgia remains a developing country even three decades after its independence
from the Soviet Union and despite its strategic location and abundant natural
resources. It has henefited to a limited extent from foreign investment and
relatively recent free-trade agreements with the EU and China. But its full
emergence as an economically and politically resilient State has heen hampered hy
a modernization-driven development agenda and neoliberal policies, with too little
regard for their social and environmental impacts in Georgia. The country has also
heen held back by high-pressure, counter-productive trade- and lending policies
imposed hy global powers such as the IMF, the EU, the United States, and China.

The Covid-19 pandemic has shone a light on multiple other global crises, be they
ecological catastrophes, the exploitation of labor, or the uneven distribution of power
between the Global North and the Global South. The pandemic has prompted people the
world over to question the logic of profit maximization and technocratic decision-
making, and exposed the dangers of nationalism, though it remains ascendant. The
neoliberal model — one that favors free markets and a minimal state that is hands-off on
social and environmental questions — is in crisis. Rather than waste this crisis by
resorting to temporary fixes, leaders on the global, regional, and local levels must work
more closely with their people to effect structural change that will build their societies’
strength

and resilience.

Georgia has experienced repeated political and socio-economic crises since its
independence in 1991. The under-development of its manufacturing base and technology
sector and its low- skilled labor force have resulted in persistent trade deficits. Trade
deficit stood at -44.8 percent in 2019 (Geostat, 2021, p. 2)). Georgian exports are
comprised mostly of raw materials (copper ores, ferro alloys) and agricultural products
(hazelnuts, wine, citrus fruits), a structure that has not changed over the years. This has
led to import dependency and the corresponding rise in foreign debt. Import dependency
also has encouraged the development of a consumer economy in which consumption

is mostly financed by credit and remittances. Georgia’s economy is primarily service-
oriented — wholesale and retail trade make up the largest share of GDP, at more than 14
percent. Real estate accounts for 11.5 percent, manufacturing 10 percent, construction 9
percent, and agriculture 7 percent (Geostat, 2020, p. 1).

Georgia boasts of its open economy and its free-trade agreements with the European
Union (the 2014 Deep and Comprehensive Free Trade Agreement, or DCFTA), China
(known simply as the Free-Trade Agreement or FTA), the Commonwealth of Independent
States, and Turkey. But the country’s position in relation to its trade partners and its
bargaining power with investors remain weak for a number of reasons, including its
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relatively small size and its dependence on foreign direct investment (FDI) for economic
growth and to cover its current account deficit (National Bank of Georgia, 2018, p. 31).
Foreign direct investment stood at 7,7 percent of GDP in 2019.

So the government has limited capacity to resist the loan conditionalities of global
institutions, such as the International Monetary Fund (IMF) or the World Bank (WB).
Georgia’s FDI led economic model draws the country into a global competitiveness struggle
for foreign capital and pushes it to loosen social and environmental standards in production,
such as minimum wages, overtime payments, workplace safety, and environmental
protection. The post-2003 Rose Revolution governments have focused on engineering

an employer- and investor-friendly labor market, at the cost of exploiting labor and the
environment (Gugushvili, 2016, p. 3; Lazarus, 2013, p. 9). Death and injury of workers is
not uncommon at coal mines, manganese production sites, or construction sites. Poverty,
unemployment (18.5 percent), malnutrition, and income inequality remain key challenges
(Gugushvili, 2016; Kakulia et al., 2017; UNICEF, 2018).

The pandemic has made these problems more visible, raising more questions than ever
over social justice, environmental sustainability, and the general welfare of the populace,
and highlighting the urgent need for structural change. Real GDP declined almost 6
percent in 2020. The number of beneficiaries of targeted subsistence allowances soared
in the first months of the state of emergency and related lockdown in spring 2020 (Social
Service Agency, 2020), as employers fired workers with no compensation. More than
100,000 people had lost their jobs as of October 2020.

Yet, the Georgian government went out of its way to sustain key export industries,* such
as the production of coal, manganese, copper, and gold during the pandemic (Qeburia &
Devidze, 2020). And the government proceeded with building hydropower stations that
are broadly opposed by the public (Janelidze & Nakhutsrishvili, 2020). These actions
reflect the fact that the pandemic has made Georgia even more dependent on foreign
financing (National Bank of Georgia, 2020d). The increasing debt, in turn, heightens
socio-economic vulnerabilities within the country and further weakens Georgia’s position
in the global hierarchy.

1 There are no quantitative restrictions on imports or exports. More than 80 percent of the tariff
lines are set at zero percent (UNECE, 2018, p. 17).
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Free-trade agreements and trade balance

Georgia continues to export raw materials and agricultural products, a sign that
free-trade agreements have not contributed to the development of new sectors of
the economy.

China

Other countries
Russia

Azerbaijan

Ukraine Turkey

Markets next door: Large share of exports stays regional
Georgia's exports by countries January - March 2021

Even though Georgia’s exports have been increasing since 2017, the structure of exported
goods has not changed significantly since independence, an indicator that the country’s
economy is not developing. As of 2020, the key export was copper ore, which accounted
for 22 percent of total exports and increased 12 percent by volume in 2020. Georgia’s
top export markets overall were led by China at 14 percent of total exports, followed

by Azerbaijan and Russia at 13 percent each. The biggest importers were Turkey at

18 percent of the total, Russia at 11 percent, and China at 9 percent. The top three
imported products are vehicles (9.5 percent), copper ore (7 percent), and petroleum and
petroleum oils (6 percent) (National Statistics Office of Georgia, 2021).

Georgia signed a free-trade agreement (FTA) with China in 2017 and joined its Belt and
Road Initiative (BRI) in 2015. China is interested in Georgia due to its geographical
location, even though the South Caucasus is not included in BRI routes. The Georgian
government and businesses hope that the FTA will diversify the country’s export
markets, leverage its geostrategic location (on the Black Sea and bordering Russia,
Turkey, Azerbaijan, and Armenia), improve its political security, accelerate economic
growth, increase employment, and place the country in a better position on the global
market. However, China-Georgia trade relations, of course, are based on a distinct power
asymmetry, considering their relative geographic and economic size.
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The abolition of customs duties for more than 90 percent of Georgian goods and

services under the trade agreement boosted Georgian exports to China by 113 percent
in 2020 (National Statistics Office of Georgia, 2021). However, the question is what
Georgia exports to China and how the FTA contributes to the development of new
sectors of the economy. More than 70 percent of Georgian exports to China are copper
ores and concentrates, as well as wine (10 percent). Imports from China, in contrast,
are diversified: computers, tires, and flat-rolled products of non-alloy steel (National
Statistics Office of Georgia, 2021). While China is successfully overcoming its middle-
income trap? by shifting its domestic production from low value-added production and
resource extraction towards the manufacturing of high-tech goods (bio-pharmaceuticals,
information technology, telecommunications equipment, electric cars, artificial
intelligence, renewable energy, aerospace engineering, etc.), Georgia has failed to develop
such a strategy to change the structure of its economy.

Moreover, foreign firms encounter difficulties entering the Chinese market, including
Georgian traders, who complain of a lack of information and clarity on procedures,
especially due to varying and constantly changing rules in different provinces. Still,
Georgian firms are determinedly planning to expand and export to new countries
(UNECE, 2018, p. 93).

Georgian exports to the EU (21.5 percent of exports) are mostly comprised of
agricultural products (hazelnuts, dried and fresh fruit, wine) and raw materials (copper
ore, ferro alloys) (National Statistics Office of Georgia, 2021). Even though exports

to the EU rose 30 percent between 2014, when their trade agreement began to be
provisionally applied, and 2019, and the number of exporting companies increased

46 percent, there has been hardly any change during that time in the types of exports
(Guruli, 2020, p. 5). The 2020 National Action Plan for the implementation of the
DCFTA addresses the diversification of exports with programs for Georgian producers
to participate in the European Enterprise Network and take part in industry exhibitions
("DCFTA Action Plan 2020,” 2020). But those are long-term development approaches
rather than major initiatives that might have more large-scale impact immediately.

Tourism revenues (18,7% of GDP in 2019), is a linchpin for Georgia’s trade balance,
offsetting some of the goods-trade deficit (National Bank of Georgia, 2021). But while
the country has the potential to attract more Chinese and European tourists, the sector
is vulnerable due to periodic domestic and regional instability, including with Azerbaijan
and Armenia as neighbors, not to mention Georgia’s own conflicts with Russia. The
pandemic has also highlighted the fragility of an economic-growth model reliant on
tourism as a major sector. Yet, as the government in Thilisi develops its pandemic-
recovery strategy, it is again placing significant hopes on a revival of tourism (Civil
Georgia, 2020b).

2 An economic situation where countries get stuck at a middle-income rate despite rapid
economic growth.
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Big companies in foreign ownership profit most from the FTAs, while SMEs cannot
fully enjoy the benefits of free trade.

The fact that Georgia has not managed to diversify its exports or develop new sectors of
the economy raises the question of who profits from the existing constellation. Between
2005 and 2012, the copper mining operations in Georgia were controlled by Stanton
Equities Corporation, a company registered at Virgin Islands, a subsidiary of the Russian
company Promishlenniye Investori (Green Alternative, 2013, p. 2). In 2012 RMG Gold
and RMG Copper took over the gold and copper mining in Georgia. Until 2019 RMG
Gold was owned by Rich Metals Group B. V., registered in the Netherlends and it is

now owned byMining Investments LLC, which is under the ownership of a Cyprus based
company Pamtilon Holdings Limited Ltd. There is no publicly available information about
the stakeholders of RMG Copper in the registry of entrepreneurial and nonentrepreneurial
legal entities, as the Georgian law does not require the publicity of such information

for joint stock companies. Yet, according to the company’s 2017 financial statement its
final owners were Suncort Enterprises Limited and Ticola Holdings Limited - registered
at Virgin Islands. In 2019 RMG Copper turned out under the ownership of Mining
Investments LLC (Green Alternative, 2021, pp. 1-4).

Even though agricultural products have potential for exports, small- and medium-

sized enterprises (SMEs) in this sector face major hurdles. SMEs play a crucial role in
Georgia’s economic development, not only in terms of rural development, but also for
employment. In Georgia, almost half the labor force is self-employed, and a large share

of them run very small de facto enterprises (Guruli, 2020, p. 6). Most of Georgia’s
agricultural SMEs struggle to meet EU quality standards due to the high costs of
compliance. The small scale of production that is most common in the country makes it

is difficult to reduce production costs, and expansion is hindered by the poor condition or
lack of availability of infrastructure such as irrigation systems, cold-storage units, and
roads. SMEs also struggle to access credit (Daghelishvili, 2019), and proper insurance
packages for agricultural goods (for example for the goods sensitive to weather conditions)
(Civil Society Organisations, 2018a, p. 37). Also, farmers lack adequate information about
fertilizers and so too often use chemicals that damage the environment and the products
themselves. The country also lacks the kinds of laboratories that producers of honey, dried
fruit, tea, and hazelnuts, for example, need to conduct microbiological and chemical
testing to meet EU requirements (UNECE, 2018, pp. 92-95).

A study of SMEs outside Thilisi (Civil Society Organisations, 2018a) found that most
producers are not well-informed about the DCFTA. Of the surveyed enterprises, 77
percent said they do not export their goods. Of those that do export, most shipments
go to non-EU markets rather than to the EU. Even though most SMEs plan to expand
their production, those not exporting to the EU do not intend to acquire the necessary
certificates (Civil Society Organisations, 2018a, p. 34). Thus, small agricultural
enterprises cannot profit from the DCFTA yet, even though the EU provides significant
technical and financial support — for example, through the ENPARD project.

Imbalanced foreign trade, debt, and investment in developing countries: The case of Georgia 8/,


http://enpard.ge/en/

The above-mentioned challenges of SMEs also are addressed in the 2020 National Action
Plan for implementing the DCFTA ("DCFTA Action Plan 2020,” 2020).

The Georgian government has established the “Produce in Georgia” and “Start-up
Georgia” programs to encourage local production and the development of high-tech
companies, and adopted a Legal Entity Public Law for supporting SMEs. But these
projects do not cover all sectors (UNECE, 2018, p. 15).The lack of skilled labour also is
a significant issue in Georgia. The agricultural sector, for instance, lacks veterinarians,
agronomists, and food-safety experts (Civil Society Organisations, 2018a, p. 35; UNECE,
2018, p. 96).
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Georgia's external trade has grown steadily
Source: © GEOSTAT (National Statistics Office of Georgia)
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Foreign investment

FDI mostly flows to construction, real estate, the financial sector, and
infrastructure projects. Despite the associated economic growth it also does not
always lead to tech- and knowledge transfer.

Georgia depends on foreign investment for its economic growth. Yet, sustainable
development can be achieved only through a mindful allocation of investments, which would
lead to knowledge and technology transfer, employment creation with fair labor conditions,
and environmental protection. Unfortunately, this is not typically the case in Georgia.

Chinese companies in Georgia are represented in free industrial zones (Poti Free
Industrial Zone?), real estate (Houaling Group), tourism (My Way airlines), the financial
sector (Basis Bank), energy,” steel production (Rustavi Steel Corporation Company),
electric-vehicle production (in Kutaisi by Changani), as well as in technological
innovation® (Charaia et al., 2020, pp. 26-28). Despite this wide range of economic
activity, Chinese investors are primarily interested in energy, real estate, infrastructure,
and finance, none of which offers technology transfer.

Chinese companies are almost absent from the export sector in Georgia (Charaia et al.,
2020, pp. 15-19). The Kutaisi Hualing Free Industrial Zone described by a researcher
Evelina Gambino as “a large pile of plastic and scrap metal burned in an empty field
where a few workers were rearranging large stacks of logs’”” rather than “a lively
multicultural trade paradise” (2019, p. 199) represents the unfulfilled promises of
Chinese investments in Georgia.

The European Union plays a significant role in the Georgian economy, accounting for

40 percent of total FDI and more than one-third of remittances (Charaia et al., 2020,
pp. 15-19). Like Chinese investment, most EU inflows (US$600 million in 2019) also
are directed toward real estate, the financial sector, and energy, but some of the EU
investment goes toward hotels and restaurants, mining, and transportation. The EU also
invests in energy efficiency (e.g. Caucasus Sustainable Energy Financing Facility, South
Caucasus Sustainable Energy Finance Facility), reduction of air pollution and greenhouse
gas emissions, as well as hazardous waste management, sustainable tourism, and organic
agriculture. Moreover, EU grants within Georgia’s 2014 Association Agreement with the
bloc are directed towards economic development, good governance, climate change, and
people-to-people exchange. The EU actively supports rural development, especially with
a focus on food safety, and provides assistance to bolster the export capacities of SMEs

3 The China Energy Company Limited owns 75 percent of the shares of Poti Free Industrial Zone
(Khishtovani et al., 2019, p. 44).
4 Eastern Energy Corporation operates Khadori hydro power station, China nuclear industry

23 construction co Itd is involved in wind energy, China Tianchen Engineering Corporation —
in thermal power stations.
5 Financing the science techno park in Thilisi.
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(Guruli, 2020, pp. 5-7). Thus, the investments from the EU are more likely than those
from China to contribute to Georgia’s knowledge base and technology transfer.

The EU also tries to increase the access of SMEs to capital, which is a key challenge,
because the channelling of capital to SMEs by the European Bank for Reconstruction and
Development (EBRD) through local banks has not been very successful. SMEs struggle

to present low-risk plans to the banks to receive loans at reasonable interest rates®

(Civil Society Organisations, 2018a, p. 37), and Georgian banks also have been hesitant
historically to finance start-ups and small enterprises.

Debt

The rise of the government’s foreign debt increases its dependence on global
institutions and foreign development banks.

The main avenue for Georgia to cope with its current account imbalances and budget
deficits is foreign financial support, creating foreign debt that makes up 79 percent of
government debt. The primary lenders are the IMF (19 percent of the external debt),
Germany (20 percent), France (14 percent), the Asian Development Bank (13 percent),
and the EU (7 percent). While foreign loans might be the only way of tackling the
socio-economic impacts of the pandemic, the biggest share of foreign borrowing funds
infrastructure and energy projects. Georgia’s debt to China also is increasing, similarly to
the way its lending to developing countries under the Belt-and-Road Initiative threatens
to create a broader debt crisis.

Georgia’s debt to the IMF and the EU has increased during the pandemic. Credits were
issued to the Ministry of Finance, the Central Bank, and the private sector (National
Bank of Georgia, 2020d) (Civil Georgia, 2020a). The government has warned that debt
as a share of GDP probably will reach 62 percent in 2021. While that would exceed
the legal threshold of 60 percent of GDP, the law provides exceptions in the case of
circumstances such of war, economic recession, or a state of emergency.

Foreign debt in foreign currency increases the vulnerability of the government,
households, and local producers to exchange-rate fluctuations.

More than 90 percent of Georgia’s foreign debt is denominated in foreign currency
(National Bank of Georgia, 2020c). The Georgian economy is highly dollarized” (the
dollarization rate is 52.6 percent (National Bank of Georgia, 2020a, p. 16), which
hinders the development of the local economy and wealth creation in the local currency.

6 The same experience has been made by the German KfW in Georgia (Author’s interview with KfWw
representation in Georgia, 10.05.2017)
7 Dollarization refers to the substitution of the functions of a national currency by a foreign currency.

Dollarization rates is usually measured by the share of foreign currency loans and deposits.
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Local producers and households are vulnerable to exchange-rate fluctuations due to
foreign currency debt and higher prices on imported products.

Moreover, Georgia cannot use currency depreciation to boost its exports, as it would
seriously harm companies and households that are indebted in foreign currency. More
than 70 percent of corporate loans and 43 percent of household loans are denominated
in foreign currency (National Bank of Georgia, 2020b, pp. 23, 30). The pandemic has
negatively influenced the value of the Georgian currency, the Lari, and the Georgian
Central Bank has been using its international reserves to avoid severe depreciation
(International Monetary Fund, 2020).

Social and environmental impact of trade
and investment

The production of key export goods — copper and ferroalloys — results in marked
environmental damage and labhor exploitation.

The production of copper ores and gold (by RMG Gold and RMG Copper) pollutes water,
air, soil, and agricultural products. The companies disregard worker safety, and the
production process creates health threats for the local population (Green Alternative,
2013). Moreover, in December 2014 RMG Gold destroyed a cultural heritage site

— Sakhdrisi-Khachaghiani in southern Georgia to increase extraction at a gold mine.
Residents of villages neighboring copper production sites have been forced at times to
resettle due to health issues such as hypertension, respiratory ailments, cancer, and
cardiovascular diseases that the Georgian NGO Green Alternative says are related to the
mining (Green Alternative, 2010, pp. 10-13), even as the remaining population struggles
with the shortage of kindergartens, schools, hospitals, and proper infrastructure (Qeburia
& Devidze, 2020). In manganese production in the western Georgian city of Chiatura,
the company Georgian Manganese has been fined many times by the government for its
environmental damage (Green Alternative, 2018a, pp. 1-2), and workers repeatedly
strike over workplace safety hazards (Khaliani & Aptsiauri, 2014; Tsuladze, 2018).

The same can be said about coal mining, which is used for the production of ferroalloys
(Green Alternative, 2018b, p. 3).

Capital inflow from China and the EU causes social and environmental harm in
some cases.

Mistreatment of the workforce has occurred on the sites of Chinese capital investments,
such as the Georgian Timber Processing Corporation and Georgian Wood & Industrial
Group, subsidiaries of Xinjiang Hualing Industry and Trade Group, where Georgian

7 Dollarization refers to the substitution of the functions of a national currency by a foreign currency.
Dollarization rates is usually measured by the share of foreign currency loans and deposits.
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workers have gone on strike over working conditions(Khishtovani et al., 2019, p. 49;
Zhou, 2012, pp. 5-7).

Investment capital from the EU also is not always allocated in a socially and ecologically
mindful manner. As an example, the EBRD is actively financing hydropower stations in
Georgia, such as the Nenskra HPP and Shuakhevi HPP projects, that threaten to have
disastrous effects on the environment and on local populations. The EBRD itself has
said, for example, that the area of the Nenskra dam, which is being developed by Korea
Water Resources Corporation, “'is highly sensitive from both social and environmental
viewpoints." Yet experts have raised alarms that the dams have potential systemic risks
that have not been studied sufficiently. The projects usually are planned without the
consent of the local population, and repeatedly prompt serious questions about their
ecological sustainability and socio-economic viability. Residents near constructions sites
have expressed concerns over the loss of land, lack of water for pastures, and changes in
microclimates that will negatively affect agriculture.

But the Georgian government most often ignores the concerns of local residents, and
at times the tensions have boiled over, resulting in clashes with police, as in the case
of the Khadori 3 Hydropower Plant in Pankisi Gorge. One of the most recent projects
that drew protests is the Namakhvani Hydropower Plant in the country’s northwest,

a structure referred to by local residents as the “dam of death’” because the plans
include expropriation of land, flooding of private property, and forced resettlement of
people in the area. Moreover, analysis of the government’s contract with the investor,
Enka Renewables (formerly Clean Energy Group Georgia LLC, a subsidiary of a
Norwegian company that also developed the Shuakhevi dam project), shows the terms
overwhelmingly favor the company on land- and water-usage rights and insurance against
risk (see Tsintsadze, 2021).

Implementation of the DCFTA’s sustainable-trade standards encounters hurdles
in Georgia.

The 2020 National Action Plan of Georgia on implementing the DCFTA includes a
section on sustainable development and trade. A section on the environmental aim of
fighting wildlife trafficking, developing sustainable forest management, and adopting a
new Forest Code includes implementation of the U.N. Framework Convention on Climate
Change (UNFCCC) and development of a climate National Action Plan. The section on
labor lists the following themes: implementation of labor standards and labor inspection,
development of an operational framework on child labor, and the enhancement of non-
discrimination at the workplace, as well as strengthening the role of trade unions in
consultations on labor rights (EU-Georgia Association Agreement Implementation
Framework.Trade and Sustainable Development. Work Plan 2018-20, 2018). These
social and environmental standards are crucial for Georgia, yet they are not always
implemented in practice. Even though Georgia has created a labor-inspection regime, its
implementation raises significant doubts about its effectiveness. The understanding of
workplace inspection remains limited in Georgian law, focusing mainly on the physical
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safety of workers. The implementation of labor regulations and reform of the labor code
have been largely opposed by business associations (Civil Society Organisations, 2018b,
pp. 23-28).

Furthermore, Georgia in 2018 adopted an Environmental Assessment Code to

comply with its EU Association Agreement. But even though this code requires public
participation in the decision-making process on issues with environmental ramifications,
implementation has been problematic (Civil Society Organisations, 2018b, pp. 42-43), as
clearly demonstrated in the case of Namakhvani HPP.

Geopolitics of Trade

The EU and China free-trade agreements and Georgia’s quest for foreign investment
have turned the country into a field for geopolitical competition for the two players
and for the United States, questioning their positive impact on Georgia’s economic
development and political stability.

Trade is not only about economics, of course, but also about geopolitics, in which security
plays an important role. Even though Chinese-Georgian relations are predominantly
economic, the FTA with China has geopolitical implications, in part because of China’s
cooperation with Russia, on the one hand, and Georgia’s declared pro-Western orientation,
on the other (Sirbiladze, 2020, p. 6). The BRI and the Made in China 2025 policy to
accelerate China’s high-tech manufacturing sector, have alarmed developed countries,
especially the United States. In addition, the EU has filed complaints at the WTO alleging
China is disregarding global trade rules, and countries such as France, India, and Japan
have rejected Chinese investments on geopolitical and geoeconomic grounds.

EU-China and U.S.-China clashes have played out in Georgia as well. The EBRD is

not happy about Chinese companies taking over large public-infrastructure projects

in Georgia such as the Rikoti tunnel, the Adjara bypass road, and the Thilisi railway
bypass, which are financed by EBRD loans (Zhou, 2012, pp. 6-7). Additionally, a Polish
ambassador to Georgia recently expressed dissatisfaction with the Georgian government’s
decision to employ Chinese companies instead of European competitors for projects
financed by the EU. And the Georgian government is inviting Chinese companies to
produce in Georgia to take the advantage of the cheap labor pool and then to export those
goods to the EU under the DCFTA, essentially giving China an advantage based on a
Georgian agreement with a competing power.

The deep-sea port of Anaklia, seen by Georgia as an opportunity to strengthen its economy
and its security simultaneously, has generated geopolitical tensions between China and

the United States. In 2016 a consortium with the participation of an American company,
SSA Marine, won the bid to build the port over a Chinese led group (Power China-Hubey
Honguyan Power Engineering Co., Ltd), which saw the project as a key element of the
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BRI.However, port construction has been suspended, because the Georgian government
refused to provide guarantees against commercial risks of the project, and the investors
— the EBRD, the ADB, the Asian Infrastructure Investment Bank, and the U.S. Overseas
Private Investment Corporation (now the U.S. International Development Finance
Corporation) — are hesitant to proceed without such insurance against financial losses.
The Anaklia port project not only highlights the geopolitics of trade, but also illustrates
the failure of the deregulation and privatization rush in Georgia.

Actors, platforms, and global responses

The neoliberal Georgian state fails to understand development in terms of social
justice and environmental sustainability.

The underdevelopment of the Georgian economy is not purely an economic phenomenon,
but a factor of politics in the broad sense. The general absence of political will,
institutional capacity, or the necessary public and civil society discourse about Georgia’s
development explains why Georgia has failed to break its dependence on foreign goods,
capital, and currency. In the history of independent Georgia, none of its governments
have crafted a sound path on which development would mean not only GDP growth,

but also social welfare and environmental sustainability. Georgian governments have
internalized the major claims of modernization theory® and operated on the belief that
economic growth at any cost will bring development at some point. Yet, during the
country’s three decades since independence from the former Soviet Union, their reliance
on foreign capital, privatization without regard for social and environmental standards,
radical deregulation, opening of the economy, disempowerment of labor, ignorance of
the ecological impacts of production, and empowerment of investors and employers have
failed to bring about prosperity and wellbeing for Georgian society. Civil society also has
failed to effectively challenge the dominant direction of economized development and the
belief in a minimal state.

International organizations increase the vulnerability of developing countries hy
pressuring them into throwing open their economies. The resulting debilitating debt
in developing countries is alarming.

Global powers and international organizations have been the drivers and supporters of
Georgia’s counterproductive policies. Georgia was forced to open its economy to foreign
goods, foreign capital, and foreign currency too early in its economic transition. The
country emerged into the uneven competition of the global market without its own
currency, functioning institutions, or independent economic structure. The wrenching

8 Modernization theory studies social evolution and transition of traditional societies towards
modern ones. Development approaches coming out of the modernization theory have a teleological
and economistic view on development, where social, cultural and political aspects are disregarded
and developing countries are supposed to catch up with the western world.

Imbalanced foreign trade, debt, and investment in developing countries: The case of Georgia 15/,


http://iep-berlin.de/en/op-ed-anaklia-deep-sea-port-too-important-for-georgia-and-the-west-to-lose/
https://1tv.ge/analytics/logistical-nightmares-what-can-we-learn-from-the-crisis-of-anaklia-deep-sea-port/

opening hindered the development of local production, national wealth creation, and
capital accumulation. The competitive pressure of the neoliberal order has intensified
Georgia’s quest for foreign capital and free-trade agreements since the Rose Revolution of
2003. The race to attract investment with a deregulated labor market, and disregard of
environmental rules turned into the country’s blueprint for economic development.

The fixation of international organizations such as the World Bank with rankings of good
governance or business climate based too heavily on flexible labor standards or “easy”
tax systems encouraged the Georgian government to try to make the country a pioneer in
conditions that ended up doing more harm than good for its people and its economy. The
power imbalance between Georgia and the global institutions like the World Bank, the
IMF, and the WTO leaves little policy space for the Ministries of Economy or Finance to
set their own terms. Even though those global institutions have been re-examining their
policy goals and even changing them on some issues, Georgia’s economy cannot achieve
fundamental change as long as most capital flows into non-productive sectors, capital
account remains open, dollarization rate remains high, foreign debt increases, and SMEs
lack access to capital.

Policy Recommendations

Considering Georgia’s inherent constraints of its small economic scale — and therefore
limited bargaining power — as well as its politically unstable neighborhood and post-
independence record of rushed and counterproductive liberalization, the following
policy recommendations are aimed at developing a resilient economy and addressing the
perpetual power imbalances the country encounters on the global market:

For Georgia:

* Rethink the utility of neoliberalism and a modernization-based development
agenda by engaging civil society in a discourse on alternative modes of
development beyond economic growth that also would consider social and
environmental implications.

* Incentivize the development of specific sectors of the economy in ways that could
diversify exports and increase sustainable employment, such as information
technology, innovation, manufacturing, and agriculture. Possible actions include:

- Creating a development bank to finance prioritized economic sectors and SMEs,
and assisting SMEs in agriculture in insuring their production risks.

- Reduce the economy’s reliance on foreign currencies to decrease the vulnerability
of local producers to exchange-rate fluctuations and to enable wealth
accumulation in the national currency; use currency devaluation to boost exports.

Imbalanced foreign trade, debt, and investment in developing countries: The case of Georgia 16/,,



- Increase the role of the Central Bank in economic development by expanding its
mandate beyond price stability aims, as “chasing’”” an inflation target often leads
to strict monetary policy, higher interest rates, and less economic activity.

- Consider temporary capital controls to avoid capital flight.

- Design import-substitution policies to protect certain sectors of the economy from
unfair competition by enhancing the government-initiated projects “Produce in
Georgia,” which aims at developing entrepreneurship, and “Start-up Georgia,”
which supports start-up companies financially.

- Develop vocational education programs to better match a larger portion of the
l[abor force to existing and future markets.

* Strengthen regional economic cooperation to create a regional market and tackle
shared issues of small-scale economies and weak currencies.

* QOblige investors as well as local producers to follow the Environmental Code and
the existing labor laws.

* Enforce the findings of labor inspections and reform the labor law to establish the
minimum wage, enforce overtime pay, and improve the conditions of parental leave.

* Strengthen public involvement in policy decisions.

* Provide sufficient information to SMEs so they can benefit more from opportunities
provided by free trade.

For the international community:

* Give developing countries more power to design their economic, fiscal, and related
social policies by lenders such as the IMF, so that recipients have more leeway
to determine what their people need, and therefore more control over their own
economies.

* Encourage more durable economic and social development in Georgia by
providing greater support for educational programs, labor empowerment, and
technology transfer.

* Enhance the EU’s cooperation with alternative trade unions in Georgia, which
work on behalf of service-sector employees.

* Intensify EU cooperation with Georgian authorities on improving social and
environmental standards in production.

* Increase EU support to local SMEs, especially by developing alternative
direct-financing mechanisms that would not necessarily involve the biggest
Georgian banks.
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* Strengthen the civil society mechanism in the implementation of the DCFTA, to
increase the monitoring- and advisory role of local civil society organizations in
relation to the Georgian government.

* Enforce EBRD requirements large infrastructure projects for dialogue and
consultation with local NGOs on social and environmental impacts.

* Ease IMF pressure on the inflation-targeting regimes of central banks in the
Global South, and enable such countries to prioritize exchange-rate stability over
price stability.

* Enhance cooperation between the EU and China on the basis of sustainable
development aims that the two parties outlined in their joint 2020 Strategic
Agenda for Cooperation, the guiding document for the relationship. Sustainable
development is one of four categories covered in the plan.
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