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iBenduki dzebs | ibertarianism also helped
taken. In his speeches he would often cite thleadding of the Georgian traffic
police in 2004 to illustrate the central tenets of his reform philosophy.

AWe had a road police which was doing
bribes. So one day all these policemen were fired. For three weeks there
werenopbi cemen in Georgia. People asked

Well nothing happens because it is a dysfunctional institution. If I switch
off the light in the room with no light, nothing will happen. There was no
|l ight before and no | ight after. o

Abolishing thetraffic police had been an emblematic and popular part of an anti
corruption campaign in summer 2004. For Bendukidze, however, it was also a
model development strategy since growth was a function of scrapping ineffective
public institutions. o (Page22)
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1. A Failing State

The market reforms implemented in Russia in the early 1990s were designed to transform the

communi st state, root and branch. Anatoly CI
effort, expressed this sense mémybamghestatey i n 1
free the country from socialism. To shake off the terrible chains of that gigantic, all

pervading, bureaucratic, rui nous and ineffe

therapy and radical measures. Unless the changes wbreatical, reformers feared, some
form of reconstituted communist party might return to power. Only the complete destruction
of a system of state control could prevent any chance of a communist restbration.

When Kakha Bendukidze arrived in Georgiahe summer of 2004, he joined a government

that shared a similar sense of urgency, but faced a very different situation. The immediate
problem was not the stifling presence of anpalverful state or resistance to reform from

publicly owned enterprises. &y state institutions had more or less collapsed in the early
1990s. As Georgian expert Ghia Nodia wrote i
the nightmare scenarios that a pessimistic political scientist might devise faropusiunist

statesy” A decade later, Georgian society was still suffering from the disastrous civil war and
ethnic conflicts of the early 1990s. The breakaway republics of Abkhazia and South Ossetia
remained outside the central g osoneer220P@0nad 6 s C «
247,000 people still remained displadddn 2004, Georgi a6s GDP stoo
of its 1989 levef.

The reasons for this dramatic decline were manifold. The Georgian economy had been
closely integrated into the Soviet systeliany Georgian enterprises had been anchored to
the needs of the Soviet militamydustrial sector. One of the two Soviet complexes producing
fighter planes was located in Thilisi, as was the Lenin Electric Locomotives plant and the
Rustavi Metallurgy compgy, which produced 90 percent of Soviet oil drilling tubes.
Georgian industry was heavily dependent on imported electricity and gas, which supplied
around 80 percent of its energy needs, rendering them extremely vulnerable to the collapse of
the Soviet Uion.?

In 1991, 488,000 Georgians worked in the industrial sector across 1,400 entérpris@9s,
these Sovieera industrial enterprises were working at below 10 percent capacity. By 2004,
industrial employment had collapsed, to a mere 85,000 exsfikDuring this period of

! David E. HoffmannThe Oligarchg Wealth and Power in the new Russ2803.

’Ghi a Nodi a, i Ge o rJgurnal 6f Demodaasywadl. 6/1, yanuany 19850 s 0 ,

% Internal Displacement Monitoring @et r e , AGeorgi a: | DPs in Georgia Still
I nternal Di spl ace mentht@iwwigternedlon, 69 July 2009, p. 6.
displacement.org/8025708F004BE3B1/(httpInfoFiles)/4B92F2DAA0173529C12575EE004101F9/%file/Georgia
+-+July+2009.pdf

“EBRD, fATransition Report 2009: Transition in crisis?
http://www.ebrd.com/country/sector/ecdsiats/georgia.pdf

® World Bank,Georgia: A blueprint for Reform993, p. 84.

® World Bank,Georgia: A Blueprint for Reforn1,993, p.94.

" World Bank, Georgia: A Blueprint for Reform] 993 (A Country Data Georgi a: E |
Productivityo).

8 Statistical Office of Georgidndustry of Georgia2006, p.13.
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catastrophic dendustrialisation, the sale of scrap metal salvaged from these derelict
enterprises, mostly to Turkey? became Georgi

The situation was e qu a-dprbcgssifgedaor, which lae suppled a 6 s |
the Soviet market. Neither privatised nor reformed, the sector collapsed after the breakup of

t he Soviet Uni on. In 1990, Georgiabdbs 58 hug
food every year two and a half for every St citizen. By 2003, output had collapsed to 1

million cans'® At the end of the Soviet era, Georgian tea factories turned out tea for the whole
Soviet Union, some 122,000 tons per year. By the18RDs, this had fallen to 6,000 tons,

never to recovel' The meat industry also collapsed, producing less than 1 percent of what it

had in the late 1980%.Georgian wine, a source of national pride, had become famous
throughout the former Eastern bloc, with exports reaching 1.5 million hectolitres péf year.

By 1994, wine and champagne exports amounted to less than 25,000 helfolitasrding

to the World Bank, nowhere else in the former Soviet Union was the collapse of agriculture as
severe as in Georgfa.

With the economy in disarray, reforms were sorelgdeel, and privatisation was launched in
1993. Georgiabs government, however, was f a
reform programme successfully. Though the vast majority of companies were privatised,
except for a few public utilitesandeal ed fAstrategic compani eso,
disappointing. Neither a vibrant private sector nor any serious revenues for the state budget
materialised. There was almost no foreign investment.

In 1991, the nationalist writer Zviad Gamsakhurdeadoa me Geor gi adés f i r st

I n January 1992, he was deposed i n-nd aswoup |
(criminal boss) and paramilitary leader. loseliani brought back Eduard Shevardnadze, one of
the Soviet Un inocnedds pnoolsitt iex aarsi e Shevardnad

foreign minister, and the leader of communist Georgia from 1972 to 1985. During his early
years in power, formally as chairman of the Georgian Parliament, Georgia plunged deeper
into lawlessness, draggedwn by a losing war in Abkhazia, an autonomous republic within
Georgia that declared its independence in summer 1992. By 1995, however, a sense of new
stability began to emerge. The year saw the adoption of a new constitution and the
introduction of thdarias Geor gi adés currency. The worst p
and their | eaders jailed. A new party |l ed b
(CUG), won control of parliament with 46 percent of seats in the 1995 elections. (Four years
later, it increased this to 56 percent.) Giga Bokérthen an NGO activist at the Liberty

Institute, one of the leading think tanks of the period, and now one of Georgia's leading
politiciansi recalls the sense of possibility in the rR9@s:

°Barbara Christophe, AFrom Hybrid Regime to Hybrid Ca
Eduard Shevardnadze, 0o 2003,
http://www.uws.ac.uk/schoolsdepts/business/cces/documents/Barbara.Christophe.rtf

WYElizabeth Cullen Dunn, fPostsocialist Spores: Diseas
American Ethnologistyol. 35/2, pp. 246, 249.

“"World Bank, fGeorgia: Reform in the Food and Agricul
“World Bank, fGeorgia: Reform in the Food and Agricul
13 Georgia then also exported an additional 100,000 hectoliters of chaenf&fgrid Bank, 1996, p.109).

“World Bank, fGeorgia: Reform in the Food and Agricul
“World Bank, fGeorgia: Reform in the Food and Agricul
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i Wh e n ar@nhdzescame to power things seemed to be going in the right direction. 1994,
1995, 1996 those were good years... he got rid of the armed people in the streets. And a hew
wave of reforms started in 1996é. So we were ¢

Among those supporting Shevardnadze at the time was a young lawyer named Mikheil
Saakashvili, who had been persuaded to return from Columbia University in New York in
1995 and stand for parliament. He recalls:

iThere was not e ven oynirethehcentrer of thefcityeahdeno gas.ilc i t y
remember that | bought two rabbits for our son and they died of cold. When there was a fire

the firemen never arrived since there was no gas in their trucks. It was very sad to see my
country poorer after five yea of independence than under the Soviet regime which | had
dete¥ted. o

Saakashvili was now a member of the governing party and chairman of the parliamentary
committee responsible for legal reforms. He was in charge of creating a new electoral system
andan independent judiciary. A panel of journalists and human rights activists named him
Georgiads fAman CflntH®9Beathe imfbIMed journal
make Georgia a model defocracy for the whole

Shevardnadze wasiaely respected in Europe and America. It was under his watch as Soviet
foreign minister, after all, that the Cold War had come to an end. Many in Georgia believed
that Shevardnadze would be able to use his connections to anchor Georgia to the West. Their
hopes did not seem misplaced. Georgia became one of the leading recipients of US and
German financial assistance. In 1999 it joined the Council of Europe. In 2000, it gained entry
into the World Trade Organization. At the 2002 NATO summit in Prague, Sirewdue

decl ared that Georgia was fndetermined to be
work hard to prepar?® for this historic missi

NGOs like the Liberty Institute marked the emergence of a new civil society. They wielded
genuine influenceand their investigations could lead to the dismissal of elected politicians.

Policy issues were openly discussed both in the media and in the parliament. All this set
Georgia apart from many of its neighbours in the 48ustiet region. As the foreword the
UNDPG6s 2000 Georgia Human Devel opment Repor
free press and respect of political rights have been remarkable in a region of the world not yet
known for ensuring respect®Edy Sndagévening, anht s t
independent TV channel, Rustavi 2, would feature Hojgality investigative reports.

And yet, throughout the period of Shevardnad
any real economic recovery elusive. Georgia performed altlyswigen it came to one of the
most important attributes of statehoibdhe ability to collect revenues. From 1992 to 1994,

®ESl interview with Giga Bokeria, May 2009

" Mikheil Saakachvili avec Bohael Glucksmanidg vous parle de libert®008, p. 78.

BStephen KinzeiThaTbMhnsbofJohenXkar , NewYokTime2#9 and Vi a
June 1998http://www.nytimes.com/1998/06/04/world/tbiligurnatthe-manof-the-yearjust29-andvia-
manhattan.html?pagewanted=1

YStephen KinzeiThaTbMhnsdof JbhenWbaahatNevdyokTime2#9 and Vi a
June 1998http://www.nytimes.com/1998/06/04/world/tbikgurnatthemanof-the-yearjust29-andvia-
manhattan.html?pagewanted=1

YNATO, fiStatement by President of Georgia Eduard Shev
http://www.nato.int/docu/speech/2002/s021122nh.ht

2L UNDP, National Human Development Report Geordi@00, Foreword B,
http://hdr.undp.org/en/reports/nationalreports/europethecis/georgia/geordia eQedf
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during a period of virtual anarchy, Georgia suffered a total budgetary collapse. In 1994, its
revenues accounted for a mere 2 percérGDP. By January 1995, the budget was still only
US$190 million, of which about $101 million was foreign &dhe following years saw only
modest improvements: total revenues rose from 5 percent of GDP in 1995 to 10 percent in
1997 and 14.5 percent #0037 To put this in context: the last year in which public spending

in the United Kingdom was below 14 percent was 1914. Among developed countries,
average government spending in 2000 stood at 45 percent of GDP. Ireland, which is about
the size of Gewjia (4.4 million people), had public spending of some 40.6 percent in®4989.
Around the world, the only national governments spending as little as Georgia were
Cambodia, Bangladesh, Turkmenistan and AfghanfStan.

The stateds i nabes hadtayottd do withotthel méserable shape eointine
Georgian public administration. The Ministry of Finance, for one, lacked even the most basic
information required for budget forecasting.
process one findsncorrect calculation and accounting, and total disintegration of
management and coordination systems, o0 noted
review on budget i mplementation. Aln all dep
there isanamosphere of i ncompetence, negligence,
industry and agriculture in a state of collapse, the tax base had already been decimated. Even
functioning enterprises preferred to conduct most of their activities in the infeeatir.

According to a World Bankponsored study, in 1999000 Geor gi ads shadow
67.3 percent of GDP, was the largest among all transition countries in Central and Eastern
Europe and the CIS.

In the second half of the 1990s, Georgia adoptetumber of important laws inspired by
European models, including a new tax codeé.t acquired fAa modern ¢
developed Civil Code and Code of Civil Procedures, improved court systems (mainly
composed of certif i €00UNDPdapertslLikewise, dasdegislatioh onn g t
human rights protection met fAalmost® Bautlll o o
writing new laws was one thing, and implementing them quite another. Here, Georgia's
record was decidedly less impressive

0
f

Nepotism and corruption were omnipresent. As
private sector investment remain the unpredictability of the legal and regulatory environment,
not the |l aws and 7% ¥YegyudwaithiGeargianpaidh anyniscerhevtaxs . o
whatsoever, and firms with good connections to eyl government officials were

% CIPDD, The Georgian Chroniclelanuary 1995, p. 12.

http://www.cipdd.org/files/61_ 265 631991 GeorgianChroridauary95.pdf

% UNDP National Human Devefoment Report Georgia, 1998, Chapter 3. For the 2003 figures see: IMF

Country Report no. 07/299, August 2007, i#tp://www.imf.org/external/pubs/ft/scr/2007/cr07299.pdf

4 See:http://www.ukpublicspending.co.uk/uk_20th_century chart.html

®»See the table here: fAGovernment Spending as a Percen
http://anepigone.blogspot.com/2008/03/governrsg@ndingaspercentagef.html. This table only looks at

national level government spending.

®Friedrich Schneidtent f88itbheahdf Memalbr Economy in 110
July 2002, p. 14http://www.amnet.co.il/attachments/informal _economy110.pdf

%" Ghia Nodia andilvaro Pinto Scholtbeh, The Political Landscape of Georgia. Political Parties:

Achievements, Challenges and Prospe@6,p.14.

BYUNDP, fNational Human Devel opment Report Georgiao, 2
http://hdr.undp.org/en/reports/nationalreports/europethecis/georgia/georgia_2000_en.pdf

2 |MF, Georgiai Joint Staff Assessment of the PRSP Preparation Status Report, 27 June 2002.
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considered untouchable. Talk of future tax amnesties did little to entice tax evaders%o pay.
A vicious circle developed. Deprived of revenues, thieestauld not pay its civil servants or
provide services, which created incentives for even greater corruption.

One of the most striking examples of this was the state of the police, which was considered,
along with customs, the most corrupt institutiarthe land. The restructuring of the Ministry

of Interior after 1995 had turned it into a skffancing, mafiatype organisation. Police

of ficersod s alikssithandUSH e peremonitrend wdreypaid not regularly. As

a result thieedMi ali mosty é&meirely o*hingracticad r ma |
terms, this meant that police officers depended on petty extractions as their main source of
income. They could also be rented out for personal or private protection. The result was a
veryl ar ge, underpaid police force. As the UNIL
establish the true number of police officers in Georgia. Declarations by representatives of the
Ministry of Internal Affairs are often contradictory, but suggest a figurthe region of 30 to

35 thousand. 0 By contrast, the total numbe
Service was 14,008. The first Minister of Interior following the Rose Revolution was

himself never able to establish exactly how many policof f i cer s were on tF
payroll. It was simply not document&d.

The ready access to bribe money made work as a-kvettofficial with access to the
population still an attractive business:

AiMany policemen (i ncgondeddl)nugepn @t and aistomd dffieidlss a 't
and even some centralyppointed district administratorggmgebelis paid anything from

US$500 to US$ 50,000 for their posts. Having put down their investment for their posts, these
officials were naturally bliged to repay that investment by means of corruption and
extortion. o

The most visible part of the system was the deeply corrupt traffic police. As Charles King
observed in 2001, traffic cops made a habit of waving down cars loaded with produce for the
purpose of extortingafevarii n &6f i nes d. For most Georgians
observed, this was just about ®&the only inte
As Barbara Christophe analysed in a gripping case study of the political ecoh&mtaisi,
Georgiads second city, s t*awhde instiéuioksnvers failing e r v e d
in providing public services, it was impossible to engage in economic activity without being
targeted for bribes. Officials took pains to ensure thay would have plenty of room to

impose arbitrary fines. Many rulésincluding tax laws were drafted in such a way as to

make compliance virtually impossible. In public markets, for instance, rules prohibited sellers

from selling more than one typéd product (such as flowers), enabling inspectors to extort
regular bribes to ignore enforcement. Bus drivers in Thilisi were expected to undergo daily
health check$ or pay up. In 2000, a working group run by a Georgian member of parliament

SWNDP, fiNati onal HumReporDeveGeo@rmeing 0, 1998, Chap:
http://hdr.undp.org/en/reports/nationalreports/europethecis/georgia/ GEORGIA 1998 en.pdf

31 Jonathan Wheatleeorgia from National Awakening to Rose Revolutg005, p. 109.

¥l relanddés National Pol i clktp/Swewgaidaie/ContdBreaaspr?R®agdsB3M Di vi s i

33 ESI Interviewwith Giorgi Baramidze, January 2010.

3 Jonathan Wheatleeorgia from National Awakening to Rose Revolutjori,05.

¥Charles King, fAPotemkin DeSmwovireatc yGhe diatignaldndigstiunes about

2001.

% Barbara Christophe, 260. See al so her English |l anguage text avai

Hybrid Capitalism? The Political Economy of Georgia u
(http://www.uws.ac.uk/schoolsdepts/business/cces/documents/Barbara.Chrisfophe.rtf

~www.esiweb.org ~


http://hdr.undp.org/en/reports/nationalreports/europethecis/georgia/GEORGIA_1998_en.pdf
http://www.garda.ie/Controller.aspx?Page=33
http://www.uws.ac.uk/schoolsdepts/business/cces/documents/Barbara.Christophe.rtf

7871

scrutinised thb assets of 384 tdpvel public officials. 184 were found to possess assets worth
more than half a million USE’.

Under Shevardnadze, there was no shortage of reform initiatives ostensibly addressing the
corruption issue. A highly revealing chapter ofavlbbecame a regular theatre of reform was

the series of antiorruption initiatives launched between 1997 and 2001. In 1997, which
Shevardnadze decl ared fAthe year of the crusa
its first anticorruption campaig>® Some ministers were dismissed, only to be replaced by no

less corrupt successors. A newly created expert group created by presidential decree in
October 2000 published an impressive and very detaileccamtiption strategy, only to see

no follow-up whatsoeve?? From simplifying the tax code to improving the management of
customs, there was hardly a good idea that went unmentioned. On paper things looked great,
but the reality was very different.

iOne can gauge how ser-duoyustol Georigom bwkeissict
border station at Azerbaijan: itdéds not on t |
inside Georgian territoriy and before one gets there, numerous unmonitored roads head off in
vari ous di r e prbgressimescustomswonenissioaer tried a couple of years ago to
move the customs house, there wasasbotitand t he chief Was soon re

The most striking aspect of the antrruption measures was that they did nothing to address

the impuniy enjoyed by corrupt senior officials. In general, the most severe sanction applied

was dismissal, leaving the individual to enjoy the results of thegotien wealth. As Stefes
noted in his detailed study on (@Ga@abunder an co
Shevardnadze went t o | a Reforminitiativesewere lndestakenh i s / h
purely to pull the wool over the eyes of foreign donors and an increasingly skeptical Georgian
public.

The inevitable result was a highly ineffegipublic administration, in pretty much any sphere

of its operations. In the health sector, an impressive array of plans and reform initiatives
coincided with abysmally low spending (0.6 percent of GDP in 18%@yer than most low
income African countes. The public health system became for all practical purposes
privately funded. As the UNDP noted in 2000,

iThe Georgian popul ati on i-care rdlated expensesdirgctlyy i n g
from its own pocket €& Sdlages Via undemptheltablengaytentst h e i r
and patients buy almost all the me®ical suppl

Out-of-pocket payments by private citizens, officially introduced in 1995, amounted to 70 to
80 percent of total health care exglitures in 2004 One article described the situation as

37 Jonathan Wheatlegeorgia from National Awakening to Rose RevolytR05, p. 106.

3 Christoph Stefed)nderstanding PosBoviet Transitions. Corruption, Collusion a@dientelism p. 87.

39 The group was chaired by Lado Chanturia, then chairman of the Supreme Court. Its executive secretary was
David Usupashvili. Renowned expert Gia Nodia was a member. ESI interviews with David Usupashvili and Gia
Nodia, January 2010.

“Ken Stier, AEntrenched Cor [EwgsiaNe2nJu2@aP2. ns at Geor gi ab
http://www.eurasianet.org/departments/insight/articles/eav062702.shtml

*L Chrigoph H. Stefeslnderstanding PosSoviet Transitions: Corruption, Collusion and ClienteligPajgrave,

2006, p. 111.

“UNDP, fNational Human Devel opment Report Georgiao, 2
“Paol o Belli, Geor ge Geoof-Roeketane Inforhia #raemts i Healih Bectarr i , A Out
Evi dence f rHeafth FeleyC (20043, p. 111.
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Anear c*Mobtapteeerural and half of the urban population preferred treating
themselved> With good cause: studies showed that delivering a child in a public maternity
ward substantiallyncreased its risk of death. Life expectaricgs elsewhere in the former
Soviet Unioni was on the decline, illustrating the growing development gap between Georgia
and the countries of the former Soviet bloc that joined the European Union. In 1991, a ma
Georgian was expected to outlive a male Pole by two years. By 2005, he was expected to live
four years les§’

The problems in the health sector were mirrored in education. From 1991 to 1994, public
expenditure on education in Georgia dropped from I gercent of GDP, a decline described

by the World Bank as fAunique 1 fhingsfimoroved st or vy
only marginally in the years that followed, with spending increasing to only 2.4 percent by
19988 At the same time, the sector waastly overstaffed. According to a 2005 assessment,

the teachestudent ratio was higher than the European avéraghe result was dramatic
deterioration in education infrastructure. Falling quality led to another unique situation. As a
2006 Open Societinstitute study found, over 80 percent of respondents in a sample of higher
education students claimed to have received some form of private tufbiimg2000,
payments for such services, combined with bribes to enter schools and universities, amounted
to more than 16 times the level of public spending on education.

The lack of public revenue hit the poorest parts of the population hardest. In the late 1990s, an
estimated 2,000 street children lived in Thilisi, many having escaped unbearable conditions in
state orphanages. The welfare system was reeling. Althouggigelgensions were the only
functioning form of social insurance, payments were far below subsistence level. Pensions
(and public sector wages) were not paid for months or years on end. $paadirchaotic,

with many ghost recipients remaining on pension lists. As Akaki Gogichaishvili revealed on
Rustavi 2 television, 25 percent of pension payments was allocated to people already dead.
Though the Ministry of Social Welfare was abolished in oesp, arrears continued to build

up until the Rose Revolution.

In the field of welfarei as in policing, health or educatioin oversized institutions,

insufficient resources and an environment of corruption produced the worst possible
outcomes. In 199%nly 3 percent of all unemployed (some 10,000 people) were registered
under the United Employment Fund. The Fund spent only 949,000 GEL on these few

“Dina Bal abanova, Martin McKee, Joceline Pomerl eau, R
Utilization in the Former Soviet Union: Evidence from Eight Count eHSR: Health Services Reseai@9, no.

6, Part Il (December 2004): p. 1928.

“UNDP, fiNational Human Devel opment Report Georgiao, 2
“For a comparative context see WHO, fiHighlights on He
http://www.euro.who.int/document/E88548. pdf

““Worl d Bank, fAGeorgia PovekttptwwAssessment, o 2009, p. 1
wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2009/04/29/000350881_20090429111740/R
endered/PDF/444000ESWOP1071C0Disclosed041281091.pdf

8 Total public spending on education as a petags of GDP in 2004 was 8.4 percent in Denmark, 7.1 percent

in Sweden, 5.4 percent in Austria, 5 percent in Estonia and 3.8 percent in Greece. The lowest in the EU in 2004

was Romania at 3.2 percent. See:
http://www.uws.ac.uk/schoolsdepts/business/cces/documents/Barbara.Christophe.rtf

“9The studenteacher ratio in Georgia was 14.4 in primary and 9.2 at secondary level, compared to 16 and 12 in

the EuropeCent al Asi a region of the World Bank. See World B
119.

®Open Society Institute, fEducation in a Hidden Marke
http://www.soros.org/initiatives/esp/articles _publications/publications/hidden_20070216/hidden_20070216.pdf

~www.esiweb.org ~


http://www.euro.who.int/document/E88548.pdf
http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2009/04/29/000350881_20090429111740/Rendered/PDF/444000ESW0P1071C0Disclosed041281091.pdf
http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2009/04/29/000350881_20090429111740/Rendered/PDF/444000ESW0P1071C0Disclosed041281091.pdf
http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2009/04/29/000350881_20090429111740/Rendered/PDF/444000ESW0P1071C0Disclosed041281091.pdf
http://www.uws.ac.uk/schoolsdepts/business/cces/documents/Barbara.Christophe.rtf
http://www.soros.org/initiatives/esp/articles_publications/publications/hidden_20070216/hidden_20070216.pdf
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unemployed, a rate of about 7 GEL per month. Nearly as much money (930,000 GEL) was
spent on tnladmnBtatiod’'é s o w

The shortage of public funds also affected the situation in prisons. Sanitary conditions were
disastrous. In 1998 UNDP estimated that one in every eleven inmates suffered from
tuberculosis. Convictions were often based on confessxtnacted under torture. A 1999

Law on Prisoners, though good in intention, could not be implemented due to the lack of both
resources and political will. In 2000, according to the US State Department, 57 prisoners died
in Georgian prisons due to beatiragsl abuse. In Armenia, the figure was rihe.

By 2000, a renewed sense of despair had begun to settle on Georgia. British journalist
Wendell Steavenson, living in Thilisi at the time, described the popular mood before the
presidential elections.

fi At watdhwords of Western political campaign, Future and Change, they simply shrugged
their shoulders and rolled their eyes in mock cynicism at the ceiling. A taxi driver in Bolnisi
was as tired of it and indignant niomgsiccthdie next
meant the Council of Europe} and weobre talki./
for the working man?' He told me he did not have enough money to fix his cracked
windscreen. No one did in Georgia; half the cars on the streetsehadicre d wi fPfdscr eens

By 2001, the atmosphere in Thilisi was dire. Electricity was becoming a luxury good. Troops
began to mutiny after going 16 months without pay. In 2001, conscription was a quarter of the
target figure. For those who served, there m@sgood, gasoline or ammunitidhln January

2002, a British paper warned that Awhi |l e i
Af ghanistan, Georgia has °4dn 2001haedr2602, oteothea r d s
course of 18 months, there were atstefaur kidnappings, two murders and several serious
assaults against foreignéfsin July 2001 Georgi Sanaya, one of the leading journalists and
presenters on TV channel Rustavi 2, was shot dead. In November 2001 gunmen kidnapped an
Orthodox monk and heldim in the Pankisi Gorge on the Georgian border with Chechnya.

ACorruption deterred foreign investors €& yet
rates alarm foreign officials and entrepreneurs who were often the victims of assault,
abductions oeven murder. Shevardnadze publicly admitted that an increase in crime against

foreigners harmed the national interest é yet
to this crime or were actively involved in ki
To maket hi ngs wor s e, when Shevardnadzeds gove

0 r
support to Shevardnadzebds regime started to
growing frustration with the lack of tangible progress in the country. In July 208&sponse

*L UNDP, Human Development Report,

%2 Christoph H. Stefes)nderstanding Pst-Soviet Transitions: Corruption, Collusion and Clienteli€@06,p.

135.

*3Wendell SteavensoStories | Stolel.ondon, 2002, p. 176.

“Anatoli Lieven, #APartner Eurasialndgats pupei2b0l. The Georgi an A
http://www.eurasianet.org/departments/insight/articles/eav060601.shtml

®Patrick Cockburn, fCol |l aps e The hdegrdemglanmaryl2802.1 gnor ed by
http://www.independent.co.uk/news/world/europe/collapisgeorgiais-ignoredby-the-world-663265.html

®Ken Stier, AKidnapping of BritishLaBEnficemers sman i n Geo
Co r r u pEuras@a msight 7 October 2002.

http://www.eurasianet.org/departments/insight/articles/eav071002.shtml

> Christoph H. Stefes)nderstanling PostSoviet Transitions: Corruption, Collusion and Clienteli€@06, p.

89.
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to the governmentodos failure to i mplement r
International Monetary Fund suspended its Poverty Reduction and Growth Facility (PRGF),
bl ocking Georgiabds access to major internat.

Ominously, he Kremlin was carefully taking stock of the weakness of the Georgian state. The
word in Moscow was that Georgia had already turned into a failed state, and that this could
justify Russian intervention to fight terrorism on Georgian territory. Russiaggrernment
expert Andranik Migranyan wrote in 2004,

ilt {Georgia} has failed to build efficient
institutions. It continues to depend to a great degree on the financial support of the Western
countries, ik r nati onal financi al institutions and
background, Abkhazia and South Ossetia resembled islands of stability, relative affluence,

| egiti mate existence, and consolidated power
Osseta have more right to be considered successful states than Georgia, not to mention

of ficial Tbilisi.?od

The disastrous <condition of Georgiabs publi
sovereignty. In 2002 Russian defense minister Sergei Ivanovad t h a't due Ge
chaotic conditions Russia might have to carry out-temtor offensives on Georgian
territory®® On 12 September 2002 Russian president Vladimir Putin wrote a letter to UN
Secretary General Kofi Annan arguing that Russian militatioa in Georgia would be a

matter of selidefens€’ Some of the younger politicians, led by Mikheil Saakashvili, reached

the conclusion that drastic reforms were needed to preserve Georgian statehood.

2. No country for old men

On 4 January 2004 Mikhebaakashvili, the leader of the Rose Revolution, was elected as
Georgiads new president with 96 pe%Hehadt of t
witnessed the failures of the Shevardnadze style of governance for almost a decade. He had
seen the@mpotence and incoherence of international donors and advisors. And he had heard

t he argument t hat the real obstacle to figh
foreign expert told the New York Times in early 2004

NnGeorgia i s \éopldusdad to cdll anehor@n8shdne society. It has relied to
heavily in the last few decades on social networks and kinship that this not only demands
corruption but ul i mately economic stasis. o

Georgian criminologist Georgi Glonti wrote that Gadorgns fdAaut omati cally r
and all forms. o This explained previous f ai

Byl adi mer Papava, fAThe Geor giEaasianEStudiesmin®y2;p.5B.r obl ems of
®Andrani k Migranyan, fGeor Rusaa ifP@uapA&aird dctobgrDdcenber Di si nt eg
2004, http://eng.globalaffairs.ru/engsmi/712.html

®Ariel Cohen, fAMoscow, Washington and TtEurhsiasi Wrestl e
Insight, 19February 2002nttp://www.eurasianet.org/departments/insight/articles/eav021902.shtml

St even Lee Myers, fEchoing Bush, NeRWYok Times}®RSépeember. N. t o
2002, http://www.nytimes.com/2002/09/13/world/echoibgshputin-asksun-to-backgeorgia

attack.html?pagewanted.

“Turnout in January 2004 was also very high, at 88 pe
Presidenti al E | e@SCE/ODIHRZEleclian ©bsarvaton [RissidomMRepviarsaw, 28

February 2004, p. 1éittp://www.osce.org/documents/odihr/2004/02/2183 _en.pdf

%3 Georgia expert Christopher Waters, quoted in New York Times, Theonatlvet revolution, 30 May 2004.
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AAssuming that American | aws and mar ket rul e
like trying to graft an artichoke onto an orange tree. The rafomither and die. The

Georgians politely do what the Americans and other Western reformers ask by way of passing
laws, adopting constitutions, changing police procedure, customs and tax procedures and
instituting whatever other reform measures are suggestied then, basically nothing
happ®ns. o

In this view, whatwasworking in Georgia were the unwritten laws upheld by theated
thievesin-law, criminal groups with their own codes and hierarchies, who managed to
Ainfiltrate evetyfaspectThekceGebi gves exi ste
Union but Georgians were vastly overrepresented among their ranks. Georgian thieves like
Shakro Kalashov, Gogi Chikovani or Tariel Oniani were among the leaders of organised

crime in Russia. Thefatthat f ol l owing the coup against C
early 1992 a Sovietr a t hi ef |, Jaba Il oseliani, ended u
Georgia had developed a unique ®rieMaach2003ns hi p
losei ani was buried in Didube, Georgiabs panth
As Saakashvi i and his associates saw it, h o

a lack of policy ideas, but from implementation. Culture was not an actepteduse, and

the fact that criminal structures, such as the Thiawesaw, had begun to replace state
structures in providing protection and arbitration was a threat that had to be confronted. What

had been lacking was courage and political willtoseasr t t he st atebds aut!l
Rose revolutionaries believed, Georgiads vot
do just that.

The government that Kakha Bendukidze joined in the summer of that year was the first truly
postSoviet cabinkin the history of independent Georgia. None of its menib@@ministers

and state ministefishad held any position in the Soviet era. Only three had been ministers in
previous governments. Six had worked or studied abroad and eight had worked {BGhe N
sector®® Above all, it was a government dominated by (largely) young men in their mid 30s.

As one observer noted, Georgiads governing
something, Englisls p e ak i ng ° The Rdsd Revoltios was theiue to take the
reins. Anal yst Gia Nodia described the ne

government, probably the youngest in Europe and sometimes inexperienced, sometimes it
makes blunders, and sometimes it is ineffective, but it is certaintyexne | y mBt i vat e
One thing these new leaders did not have, and were convinced Georgia could not afford, was
patience.

Their first two initiatives made it clear how reforms would be handled in the post
revolutionary era. As early a89 January 2004Mikheil Saakashvili argued that the
Georgian constitutiorshould be amended as to allow a complete overhaul of the entire

% Virginia Davis Nording and Georgi Glonffhievesof the Law and the Rule of Law in Georg@aucasian

Review of International Affairs, Winter 2006.

%t was loseliani who in 1992 invited Shevardnadze back into Georgian politics. In 1995 he was arrested. Gavin
Slade,Review Article: Georgia and ThievasLaw, Global Crime, August 2007.

% Lincoln Mitchell, p. 117 and p. 162.

%7 Charles KingPotemkin Democracy: Four myths about pSstiet GeorgiaThe National Interest, 1 July

2001.

% Gia Nodia, Interview with Radio Free Europe, 15 June 2005. LINK

~www.esiweb.org ~



T 137

system of governand®. On 5 February, already as president, he urged legislators to pass the
necessary constitutional changes asismopossiblé? Parliament approved them with almost

no debate. By the time renewed parliamentary elections arrived in March 2004, Georgia had
a supeipresidential system.

Under the new system, the prisenisteri a newly created post in its own rightvas to be

appointed by the president. The power of the parliament was seriously curtailed. From now
on, even parliamentary majorities could neit
nor his proposed budget msolationowhereby thespkesideg t h e
could still impose his prime minister and his budget by decien in cases where the
Parliament adopted a vote of no confideribe President could dissolve the legislature and

retain his governmerit. The sec a|l | e ripmi ni stri esod (interior
directly subordinate to the president, not
presidential office was to be the absolute centre of pdwewen more so than under
Shevardnadze. The March 208k ctions were the icing on the cake. With 65 percent of the

tot al seat s, Saakashvi | i-ragritypimpadiagment cAa bnet i o n
observer wrote in February 2004 fthe amendn
ability to influence their life through the political process and to voice their grievances
through their elected representdtives is mor
After the constitutional consolidation of p
objedive was to eliminate graft from state institutions. The promise to end the impunity of
corrupt of ficials had been centr al to Saak:

January 2004, the new presi dent \ptoffiolmkeisda, i As
traitor who betr d@yTwowedkelater Bankiashviliaold BBCn't er est . 0O

AfiPeople voted for me with the main mandate t
extravagant expectations, we should not expect that overnighgi@avill be exuberantly rich

or relatively rich, we are unfortunately a devastated country with huge poverty. But what |
promised them was that we will really start to clean up the country and we really did start that,

even before | stepped into the offe”> o

The new leadership wasted no timdready on 12 December 2003 the former president of

the Georgian Football Association, Merab Zhordania, was detained on charges of
misappropriation of fund® A new wave of arrests followeSaak as hvi | dnds i nauc
16 January the former Chief of the Georgian Railway Company, Akaki Chkhaidze, was

“fHsakashvili wants strong presidencyo, January 30, 20
http://civil.ge/eng/article.php?id=6140&search=Saakashvili
“AParliament approved uary®, 8004; availableatnal changes o, Febr

http://civil.ge/eng/article.php?id=6174&search=Saakashvili

"OSCE/ ODI HR, #ARepeat Par |l i am&eorgm OFCEMODIER Rinal®Repsrp. 28 Mar ¢
5. http://lwww.osce.org/documents/odihr/2004/06/3193_en.pdf

?0SCE/ ODI HR, fARepeat Par | i amé&aorgm OFCEMODIER Rinal®Repsrp. 28 Mar ¢
24. http://www.osce.org/documents/odihr/2004/06/3193_en.pdf

3 |rakly Areshidze An Opportuity Lost? Constitutional Change in Georgia at the Start of the Saakashvili
PresidencyCenter for International Private Enterprise (CIPE), February 2004.

Mol ly Corso, fiGeorgian Presi dent ESrasmMeamgedDakembérs Camp a
2004 .http://www.eurasianet.org/departments/civilsociety/articles/pp122204.shtml

“"AAsk Geor gi 8BGNewsf6elanuady@d04. Transcript availahte
http://www.president.gov.ge/?I=E&m=0&sm=7&st=10&id=363

“fSaakashvili warns Adjara not to turn into a fAHeaven
http://civil.ge/eng/article.php?id=6037&search=Saakashvili
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arrested in Batumi, the capital of Adjara Autonomous Repdbl@n 17 January former

Energy Minister Davit Mirtskhulava was arrested in a Thilisi hospitalFebruary2004
Saakashvili closed down Omega Group, a powerful corporate conglomerate linked to the
authoritarian leadership in the seaitonomous region of Adjara. A raid was conducted
against an Omegawned television stationOn 20 February former president Esld
Shevar dn ardlaveMassarrestednaboard a plane scheduled to leave Thilisi for Paris.
Footage of the arrest was repeatedly aired onQiv4 March three policemen, one alleged

car hijacker and one kyasser died in a clash between police andicnma | s i n Geor
second biggest city, Kutai&§l.March 12 saw the violent arrest of Basili Mkalavishvili, an
excommunicated Orthodox priest who had repeatedly led assaults on religious mifforities.
Several dozen people were injured by heavily armedgaking batons and tear gas. Finally,

on 31 Mar c h Shevardnadzeos for mer mi ni ster
summoned by the Gener al Prosecutorodos office.

The arrests were accompanied by bellicose rhetoric. Challenged on the decision te raid th
Omega TV station, Saakashvili r eist phoant ddesd ntohta t
most substantial thing. Look, at what we are doing: we are putting people in jail who have

st ol en S%WAt& dewsccontererice in Thilisi on 12 January268@akashvili vowed to

take a tough line against prisoners preparing to riot in support of criminal bosses.

AnwWe wil|l shoot down t he rioters. We wi | | no
criminal world will %esist. But we are not a

In March, Saakashvili used the funeral for the policemen killed in the gunfidgtitaisi to
decl are fAwar on criminalsodo and to send then
[ policemen]. Shoot me if you can, because |

On 12 January Saakashvili nominated one of his most trusted associates at the time, Irakli

Okruashvili, as Prosecutor Gener@in 27 Januaryher esent ed a draft | aw
procedures of arresting those o fahpadiamendt.s sus
AThere is too much evidence for too many cz:

coul d ar r €%Qn 5 &prile2004 tha reviPdosecutor Generannounced that his
goal wasito make corrupted officials reimburse the funds thayehstolert® Thanks to such
a policy, he notedyver 20 million Lari hadlready been paid inthe Georgian budgét.

Another immediate objective was to transform the key law enforcement institutions, starting

with the police. Within the state appargtone of the most corrupt and predatory government
bodies was the ministry of i nternalRosaf f ai r
Revolution minister of internal affairs, noted in 2004:

"MExail way chief arrested in Batumi o, January 16, 200
http://civil.ge/eng/article.php?id=6035&search=Saakashuvili
®"fSaakashvili: Al declare war to Criminalsd March 11,

http://civil.ge/eng/article.php?id=6403&arch=Saakashvili

“Giorgi Sepashvrirliies ti AvisGeosiaatbdviard X004.
http://www.civil.ge/eng/article.php?id=6415

8 lan Greenbergrhe notso-velvet RevolutionNew York Times, 30 May 2004

' Saakashvili wants new chief prosecutor vows to crac
http://civil.ge/eng/article.php?id=6088earch=rose%20revolution

8|lan GreenbergThe notso-velvet Revolution30 May 2004.

BAEafficials suspected in corruption reimbursed USD 1
http://civil.ge/eng/article.php?id=6619&search=Akaki%20Chkhaidze

8 Ex Officials Suspected in Corruption pay 10 million USD, 5 April 2004,
http://www.civil.ge/eng/aitle.php?id=6619&search=okruashvili
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AEvery single relati on selatiops batweenithé minidgtryrandg themi ni s
public were based on corruption é the Minist
smuggling, protecting c¢%iminals, extortion,

It was a situation of enormous risk, calling for extraordinary nreasu

Afwe have to realise this is a real war €é on
criminals, there is a®huge danger you will be
Al most i mmedi ately, Barami dze raised police
equipment and began to go after the hitherto untouchable crime bosses, -ttadleso
At hi-iklvaewo . At the same time downsi zing of ¢t
Baramidze also sent a circular to local police chiefs warning them that they beftiféd if
there were still thievem-l aw i n their regions one month | a

who the® were. o

In December 2005 a law entered into force making it a criminal offence, punishable by prison

and confiscation of assets, to declareself to be a thigh-law.®® The criminal code was
amended in September 2006 with a new article
in lawd.people wer e *aiprisos rotdmdMarts2006 tn Thilisi wass . ©
also suppressed wifbrce, resulting in the death of 7 inmat@sHuman rights groups raised

guestions and demanded an investigation, but the government was unapologetic. As
Saakasvhili told parliament, following this
bosseshs been”broken. o

In the summer of 2004, the government implemented one of itkibesin and most popular
reforms, the complete dismantling of the corruptimden traffic police. Some 15,000
officers were fired. In total, according to data providgdthe Ministry of Interior,about
30,000 officers from the Ministry of Internal Affairs were dismissed in 20085% This
reduced the number of police officers per population from 1:89 to £*28to0n trust in the
police increased sharply in differesuirveys. People have fallen in love with lanforcers,
Saakashvili declared in February 2005:

®Ken Stier, fABehind a Desk, Geor girasiaNet@fgfoiDecembér Pr omi s e
2003.http://www.eurasianetrg/departments/ganda/articles/eav121903.shtml

®Ken Stier, fABehind a Desk, Geor girasiaNet@fgfoiDecembér Pr omi s e
2003.http://www.euasianet.org/departments/qanda/articles/eav121903.shtml

87ESl interviews with Giorgi Baramidze, October 2009, January 2010.

8 See:http://www.civil.ge/eng/article.php?id=11432

89 A movie praluced by the Ministry of Interior on the cradkwn on thievesn-law is on their website:
http://www.police.ge/index.php?m=22i Georgian). A good article by Lili di Puppo from March 2006 is here:
http://www.caucaz.com/home_eng/breve_contenu.php?id=232

% For more on this seéttp://www.rferl.org/content/article/10@D3.html

1 Mikheil Saakashvili, State of the Nation address, 15 March 2007.

%2 Information from the Ministry of Interior sent to ESI, February 2010, Annex 1.

%¥zoran Krunic and George Siradze, -Repotentidurmentst ry of | n
Situation with the Recommendations for the Reformo (J
democratic countries a usual ratio i s between 1: 250 a
http://www.delgeo.ec.europa.eu/en/press/REPORT_ON_MOIA _Ja208¢y.pdf
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iln Georgia and the former Soviet Uni on nobo
police force. We thought it was true only in the US. We could nievagine that one day it
could haPpen here. o

Public investment in policing continued to rise along with salaries of police officers. A new
Police Academy was created, mandatory exams and training for all officers set up and more
modern equipment, from carto laboratories, purchased. Onlybpc spending on the
penitentiary system grew from 200,000 Lari in 2003 to 67 million d8$ 38 million) in

2007 as prisons were modernised.

At the same time new, draconian provisions of the penal code weree@ddaftealing a
mobile phone could send somebody to prison for many years. Petty corruption was treated
like a serious crime, warranting years in jail. In July 2008 a law lowered the minimum age of
criminal responsibility from 14 to 12. The Georgiarspn population increased from around
6,200 people in 2003 to 18,500 in 2008. This resulted in continued massive problems of
overcrowding, despite the fact that new modern prisons were’buiitalso earned Georgia

the distinction of having the highestpcapita prison population in Europe after Russia and
Belarus?’

Table: The Rose Revolution a2008® Georgiads p

Women Juvenile Total
2003 158 79 6,274
2004 184 84 6,654
2005 283 115 9,051
2006 660 324 15,464
2007 799 322 18,310
2008 764 279 18,491

At the same time rates of convictions for people charged with a crime now approached 99
percent. In 2007 a total of 21,170 people were convicted (and only 30 acquitted). The first six
months of 2009 saw 8,780 convictions amdy 7 acquittals® This was also the highest rate

of convictions in Europ&”

The governmentdés fourth i mmediate priority i
the small Black Sea province of Adjara. Adjara had been both-ssaratists red a local

“APresident Saakashvili6és annual Qffitidl websiesof theoPresidest Par | i
of Georgia.http://president.gov.ge/?I=E&m=0&sm=3&st=200&id=108

% UN Special Rapporteur on Torture Follow Up Report, p. 51,

http://www.univie.ac.at/bimtor/daten/georgia_unsrt 2008 _followup.pdf

% For different estimates of the prison population see: UN Special Rapporteur on Torture, Follow Up Report

(2008), p. 50http://www.univie.ac.at/bimtor/dateien/georgia_unsrt 2008_followup.tfr a recent critique of

overcrowding in Georgian prisons: Human Rights Watch,
persists in almost all of Georgia's penitentiary facilities,ilggatb many human rights violations, including
i nadequate medical care and | ack of exercise and f ami

http://www.hrw.org/en/news/2009/(P/humarrightswatchconcernsandrecommendationgeorgia

" See: World Prison Populatiof{' &dition (2009)

http://www.kcl.ac.uk/depsta/law/research/icps/downloagpl-8th_41.pdf

% Ministry of Correction and Legal Assistance of Georbi#p://www.dep.gov.ge/5.php?lang=2

“Supreme Court of Georgia website, sub ertedbyyear): St at
http://www.supremecourt.ge/default.aspx?sec_id=130&lang=2

10 see alsohttp:/book.coe.int/EN/ficheouvrage.php?PAGEID=36&lang=EN&produit_aliasid=2341
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tyranny run by the family of one man, Aslan Abashitf2elt had also drained the Georgian
budget of resources, keeping the revenues from Batumi port and the most important customs
points with Turkey'®> The new government was unwilling to accebis and mounted
increasing pressures. The Georgian army organised an exercise in April 2004. Popular
protests were organised in Batumi, the capital of Adjara. Former supporters of Abashidze
defected and on 6 May he fled to Rus$fa.

Tabl e: Gison pogulatiod is coptext (2008)

per 100,000 people
Sweden 74
Germany 89
Italy 92
Canada 116
Spain 160
Poland 221
Estonia 259
Georgia 415
Belarus 468
Russia 629
USA 756

For political scientist Gia Nodia this was the biggest succeSaaashvili in his first year in

office. The Adjara experience suggested that by taking risks it was possible to restore the
control of the Thilisi government. A problem that had appeared insurmountable for 13 years

was overcome within weeks. Theconvidn was growing among Georg
they could walk on water. In early 2005 Saakashvili proudly summed up his first year in

of fice. AFor the first ti me I n moder n hi st
proclaimed-%

"I suggest we rechlwhat Georgia was like a year agdeorgia was a failed state
disintegrated, demoralized and humiliated. It was a country that had lost all attributes of
statehood; a country where corruption, lawlessness and injustice reigned supreme; a country
where a@dinary citizens were routinely cheated by the state; a country where the state and its
representatives were constantly extorting money from ordinary citizens; a country that had no
budget and that never fulfilled social pledges to its citizens; a coutteye human rights

were blatantly violated; a country that had no defence capabilities, not a single working tank
or enough ammunition to last for just an hour in battf8.

There were some who raised doubts about the way these reforms were implemented. In
October 2004 a group of 14 notable Georgian civil society representatives voiced their

191 Radio Free Europe/Radio Liberge or gi a: Anal yst Ghia Nodia Assesses &
Transform CountryJune 2005.

192Nino Khusidze Adjara Boosts Governménts  F i n a n,CiviaGeordihp8oViays2004

193 For a good account available online see: ISG ak asvhi |l i 6s Adj ara Success: Rep
Georgia? 18 August 2004.

104 See: World Prison Populatioff' @dition (2009)

http://www.kcl.ac.uk/depsta/law/research/icps/downloads/8fipl 41.pdf

1% incoln A. Mitchell, Uncertain Democracy, 2009, p. 6

Hpresident Mikheil Saakas hv ebruary205aQffinial websiteobtieor t t 0o P
President of Georgiduttp://www.president.gov.ge/?I=E&m=0&sm=6&st=0&id=1491
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concerns about nAalarming devel opments in Gec
of speech and the lack of political pluralism in an open letter addresSahkashvilt’’ In
October 2004 Jaba Devdariani, writing in Eurasia Insight, complained that

ithe state is governed more by the I aw of th
transparency in the gover nme mpe¢oplesto loeleeerttaat i ons
instead of cleaning up corruption,”the goverr

Paradoxically, argued Jonathan Wheatley, the very reforms that sought to clean up Georgia
threatened to under mi n engio tliminatedouenacrate plyralismi Wh i |
from within state structures, o0 he warned, it
meaningful links with soci &%Byealy2006dolloviogst er d
the murder of a bank employd®y members of the Ministry of Interior, following an
altercation in a Thilisi restaurant, protests by civil society grew even I6tfder.

The US administration of George W. Bush did not entertain any concerns, howaectS

view, according to Lincoln Mchell, was thaRose Revol uti on had Adtr a
from a kleptocratic, weak, serdemocratic regime into a consolidated democracy in a period

of wet@rs .tohe day of Saakasvhilioés inaugurat.i
gave the new govement a hearty endorsement.

il was very impressed by the President and ¢t
are absolutely committed to moving this nation ahead in a very aggressive way to fix the
problems that has beset the nation in regeata '?s . 0

One and a half years latéihe American presidemimself would address the biggest crowd in
the modern history of Georgi a. Before ten
Freedom Squar®resident Busproclaimed:

‘N

fiY ou are making ®@mny important contributions to freedom's cause, but your most important
contribution is your example. In recent months, the world has marvelled at the hopeful
changes taking place from Baghdad to Beirut
gatheringismquares | i ke this across the world, wavi
God given rights, you can take pride in this fact: they have been inspired by your example, and
they take hop® in your success. 0

Such praise, appealing to the Georgiamsse of mission and coming on top of the

government 6s achievements during its first vy
humi |l ity among Georgiadbds young | eader s.
Wpaata Zakareishvili, 1rakl i ellbhey, thesPhesident of Geoia,Mr. Nodi a et
Mi kheil Saakashvil i, Giieotgia,l8Ostgber2@4. t he open | etter,
http://www.civil.ge/eng/article.php?id=8100
Mjaba DevdardsanRaogs a GReowglimti on Grappl es wurasln Di | e mma:
Insight,26 October 2004. http://www.eurasianet.org/departments/insight/articles/eav102604.shtml
109

p. 226

19 hitp://iwww.eurasianet.org/departments/civilsociety/articles/eav070706.shtml

1 incoln A. Mitchell, Uncertain Democracy, 2009, p. 6.

12 Civil.ge, Press Briefing of Georgian President Elebtikheil Saakashvili and US Secretary of Stalin
Powell, 26 January 2004, Thilisi

http://www.civil.ge/eng/article.php?id=6101&search=saakasi®dP 7s%20inauguration%20200knd the
Stae Department source of this press conference).

MWHEText: Bushos BRI May 2005httpd/eens.bipd.ca.ykf@/hi/europe/4534267.stm
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3. ANothing to | osebo

Mikheil Saakashvili had risen to power on the promiseigbtfcorruption, not on a free

market platform. In fact, in 200BurasiaNetd e s cr i bed Saakas haJeftl i as
pogovernment” ide®2008y. B8aakashvilio6és National
the privatisation of strategic companiegluding the Ferro Alloy Plant in Zestaponi, the port

in Poti and electricity distribution compani&s. Observers have noted that, in 2004,
Saak as primary focdus was to consolidate power and root out corruption, while
del egati ng ec ontomine Mimstdr Zhevanis. and Subgegueéntly to State

Mi ni ster B'® hid in$piration, eas be repeatedly told Western journalists, was
heroic stateébuilders in the mold of Mustafa Kemal AtaturKakha Bendukidze told ESI that

in his view the Rose Reo | ut i on government i Al AlitEsiwasy h ad
soon to change, however.

Il n summer 2004, shortly before | eaving Mos
Minister of Economy, Kakha Bendukidze gave another long interview to theaRyssper

Vedemosti He expl ained that he did not POSSes:¢
economy. He al so noted that this was unn
principles easily compens at® Siace thepscriptiorts fok n o wi n

good economic policies were universal, there was no need for special expertise to turn around
the Georgian economy. All that was required was courage, conviction, revolutionary
enthusiasm and a team of highly motivated associates wogegheer in different parts of

the Georgian government.

Kakha Bendukidzedbs ability to provide a visi
wi t h Sa ak acerhuptionl and statbualding agenda, placing him at the centre of

power from theamoment of his arrival in Georgia. His first argument was-camiroversial:
Georgiabs economic situation was disastrous
repeating, unli ke Russia Georgia was uesot ina
which allows it not'™Geotbhiakhksabadt¥fEeombirngw
this, it followed that Georgia was ripe for economic radicalism:

Al f Georgia i mpl e ribard mlicyaas hap@emned ia thelCzaule Republia
Hungaryand partly in Russia, it will grow at 4 percent annually, maybe even faster in the
beginning due to the effect of hidden capacity. However, this means that the existing gap

bet ween Hungary and G¥orgia will remain fore\

The country was too poor tos@t to anything but radical liberalisation. And by embracing
radical reforms, Georgia could do more than merely copy the experience of others: it could
stri ke out and break new ground. This was

Yy rakly Areshidze, #8Eapokwnl REvasialtsigaghlsnG2002 gi a6
http://www.eurasianet.org/departments/insight/articles/eav060602.shtml
HNational Movement €hal 551 & be gONhGebrgiapZadligust 20835 0 O
"YRukhadze and Hauf, fThe Ge o TheiFinanciaRt Aprl@00 Under Saake
H7ES| Interview with Kakha Bendukidze, 25 January 2009.
"8Al exander Bekker, Al ntlke vMiewi stKak haf BEadudkiny zef Geor
Not hing to L oVeddmdstd8 (1183),RUumes2004.n ) |,
http://www.vedomosti.ru/newspaper/article/2004/06/02/76569
Walexander Bekker, fAlnterview: Kakha Bendukidze, the M
Not hing to L oVYeddnostdB (1183),RUIwme200.n) ,
PZtgp://WWW.vedomostiu/newspaper/articIe/2004/06/02/76569

Ibid.
21 bid.
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admirers in Resia upon hearing of his appointment in Thilisi. As Vitaliy Tretyakov wrote in
June 2004 wunder t he t RasdiskayaiGazem)d Bleindzié&d sl z Bl S
position in Georgia offered the chance for a historic experiment:

Awe al l witnés$ a higytlyoirterestigg social experiment. The first goal is to prove
the possibility of building an absolutely liberal economy in a given country in theSposst

space. The second goal is to prove the effectiveness of economic liberalisisiarinamy

one of the poorest (despite its mountains, sea and fruits) countries of the Commonwealth of
Independent States (CIS) into a prosperous one. And, in addition, to demonstrate the capacity
of liberalism for building a new economy and maybe a new mmothelustry virtually from
scra®fch. o

Soon Bendukidze would articulate his ambiti
This involved first and foremost a new understanding of the role of government. For Georgia

to grow faster than former communiguntries in Central Europe, it had to go further than

they did in reducing the role and regulatory powers of the state. At a June 2004 press
conference in Moscow, Bendukidze was unequivocal:

AAny economic policy shoul d eboaomg asnig Xxi mum de |
priority. In Georgia, this should take the form of ulitzeralism, since if Georgia
wants to build a normal country' its economy

In this view, aliberal economic policy brought growth, and aitraliberal policy brought
high growth. The main responsibility of the state was to get out of the way of business:

AiTo catch up with someone, you have to do so
better. Only business can create the material basisxisterce. In order for business in

Georgia to work more effectively than in Hungary, it has to be freed from its entanglements.

And | think this is exactly the recipe for a poor country. There is simply no other recipe for a
poor cBuntry. o

This view T its radicalism, sense of historic mission and-danoptimismi was bound to

appeal to a Rose Revolutionary government in search of an economic strategy. To catch up,
said Bendukidze, Georgia had to grow at dowfdgt rates'?® In 2003, he pointed out,

Russan President VIadimir Putin promised to dc
should be even more ambitious. Citing such historical precedents as Taiwan and Japan,
Bendukidze argued that Georgia shodiUda try t
Iiber:allz7reforms, he later pledged, would help the economy grow at 12 percent annually by
2007.

2yitaliy Tretyakov, fiBe n Roskiskadya Gaietap. @492, 8 Juer2@4.( i n Russi &
http://www.rg.ru/2004/06/03/bendukidieml|
Z25Kakha Bendukidze Promised Ul tr aPoiitRwe2rdane20®ef or ms f or
http://www.polit.ru/news/2004/06/02/benduk.html
124 H

Ibid.
2%pA] exander Bek&wr ,KdkmaeBenduki dze, the Minister of E
Not hing to L oVYeddnostdB (1183),RUIwme200.n) ,
http://www.vedomosti.ru/newspaper/artikl604/06/02/76569
126 .

Ibid.
Y§Economy Minister Out Ciil Georgia, Wune2804i zati on Policy, o
http://civil.ge/eng/article.php?id=7103
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Bendukidzeds | ibertarianism also helped to |
speeches he would often cite the disbanding of the Gedrgiéin police in 2004 to illustrate
the central tenets of his reform philosophy.

ifWe had a road police which was doing nothint
policemen were fired. For three weeks there were no policemen in Georgiee Peapt k e d &6 a h
what wi l | happen?6é6 Well not hing happens beca

off the light in the room with no light, nothing will happen. There was no light before and no
l i ght®after. o

Abolishing the traffic police had beean emblematic and popular part of an -aatiruption
campaign in summer 2004. For Bendukidze, however, it was also a model development
strategy since growth was a function of scrapping ineffective public institutions. There were

many such institutionsi@e or gi a: ministries, agenci es, I ns
which do not work, why keep them?0 Bendukidz
of these institutions are not Weeded as they

In a country vihere the state was corrupt and unable to perform most of its functions, where
citizens had to pay out of their own pockets for supposed public services like health care,
disbanding state institutions was easier than reforming them. Abolishing publigtiosstnot

only saved money and reduced corruption; it was also a driver of development. With this in
mind Bendukidze, began to assemble a team of people to implement his vision. People such
as Vakhtang Lezhava, who in August 2004 became Deputy MinisteEconomic
Development® or Tamar Kovziridze, another deputy of Hi&: Bendukidze was also on the

l ookout for young people who shared his vis
mentality>** Some associates he found among the young members ofetlieEonomic

School of Georgia (NESG), a ngmofit libertarian organisation based in Thilisi. The
founders of NESG had been inspired by the libertarian Mises Institute in Alabama in 2001.
For some years they translated and disseminated key libertadian féhey also worked with
like-minded libertarian thinktanks elsewhere, including the CATO Institute, the Heritage
Foundation and the Atlas Foundation in the '®SNino Gorgadze, a project manager at the
NESG, remembers:

NnAfter Bendukinduat the ref@msehe asked Paata $heshelidze, the founder of
NESG, for good young people who can help him. We selected fifteen people from NESG, and
after interviews eight staPted working with I

They were all in their early twentie$sorgadze herself was twenty when she started working
with Bendukidze in October 2004. Soon she was formulating policy on the energy sector,

Benduki dzeds speech mumCadGeotgshl suTfeasnsPotmayi Ba ir
Democracyo, Was hi n gttpd/wwwiz@q.orgledent.phadeve2id—a636
129 Eg]| Interview with Bendukidze, January 2009.

%0 GovernmentoGeor gi a, fAVakhtang Lezhava, o
http://www.government.gov.ge/index.php?lang_id=ENG&sec id=134&info_id=29640
BlGovernment of Georgia, fiTamar Kovziridze, o

http://www.government.gov.ge/index.php?lang_id=ENG&sec_id=103&info_id=18B& was then appointed
chief advisor for foreign economic affairs of the prime minister and isinmlarge of negotiations with the EU
on trade issues.

132 E3] Interview with Nino Gorgadze, Project Manager at the New Economic School of Georgia, Thilisi, 18
June 2009.

133 ES] interview with Paata Sheshelidze and Gia Jandieri, 2008.

134 ES] Interview withNino Gorgadze, Project Manager at the New Economic School of Georgia, Thilisi, 18
June 2009.
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licensing and permits, food safety, reform of regulatory institutions andmeamopoly

regulation™®® As she putti

AfBendukidze insisted on working with young p
not tainted with a communist mentality. Only very few in our team were older than 30. Kakha

also does not believe that people require a specific expertigedblé to do a certain job. He

thought that if you talk to people for a few hours and explain things, and then you give them

tasks to do, they have a free mind to decide how to do the tasks given. You either are creative

or you ®re not.o

2004 saw the lanch of an aggressive privatisation campaign. A new tax code was adopted,
effective from 1 January 2008’ It featured a 12 percent flat income tax rate (the lowest in
Europe) and reduction in the number and rates of other taxes. In November 2004,
Bendukik e presented a ficoncept economic strateg
of shrinking the role of the state. It was not made public but accepted by the prime minister.
When, at the end of 2004, Bendukidze became minister of state in chargeradihatng

reform, he embraced a new flagship project that came to represent this revolutionary
approach: the drafting of a new law on licences and permits.

Licensing regulations had long beset Georgia due to their huge number, impracticality and the
poential for corruption. Obtaining a constr.
required 18 different procedur es™ Ini2e0d ! udi n
fonly 207 of the 484 ongoing com$t fhecti on
transportation sector provided another example of a particularly arcane and burdensome
licensing system?° Every small business was familiar with the experience of health and food

safety inspectors preying on them to extort money. Every car omaseaware of the utter

uselessness of certifications of cars.

The goal of Bendukidzeds |icence reform was
permits to the absolute minimum and dramatically simplify licensing procedures. The actual
refom process only took three mont hs. Lil i Be
it as follows:
iwhen we started the reform in February 2005
the table. We created an intergovernmental commissiomtolkx on t he i ssueé We

together and went through all the permits and licences that were issued by the various state
agencies and we gave them the timeframe to figure out what licenses they should abolish,
what will happen if they abolish them andpi@vide us with arguments for those they wanted

to keep. Everyone at the higher lever was involved. Can you imagine, we went through all the

licenses Yne by one! d

135 ES| Interview with Nino Gorgadze, Project Manager at the New Economic School of Georgia, Thilisi, 18

June 2009.

13 ES| Interview with Nino Gorgadze, Project Mager at the New Economic School of Georgia, Thilisi, 18

June 2009.

B'fNew Tax Co d@ivil Bepia, 22 Decdniber 2004ttp://civil.ge/eng/article.php?id=8637

1% Syvetlana Bagaudinova, Dana®m n and Umar Shavurov, fALicensing 159
Celebrating Reform 2007: Doing Business Case Sty@#$7), International Finance Corporation, World Bank,

USAID (Washington): p. 23.

¥syvetlana Bagaudinova, Danan@mman 1&6Md Admar i $hawsyr dNwo,t
Celebrating Reform 2007: Doing Business Case St@d%7), International Finance Corporation, World Bank,

USAID (Washington): p. 23.

10\World Bank,Georgia: Reform in the Food and Agriculture Secifgshington, DC, 198 p. 10.

141ES] Interview with Lili Begiashvili, Former Deputy Minister of Reform (under Bendukidze) and former

Deputy Minister of Agriculture, 1 May 2009.
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The reform team met with each line ministry, asked questions if certain licences welte usef
and listened to counterarguments to keep them. It studied the experience of other countries,
from Sweden to New Zealand. The new law introduced new principles designed to simplify
procedur es, such as Asi |l ence issuedonvdhmstleent O :
timeframe set by the | aw, t he I[Thedawset®30per mi t
day limit for issuing licenses and a-@@y limit for issuing permits. It also listed all the
licensing requirements. It was a revolutionary refdoynany standard: only 10 out of 30
OECD countries had then even done a full count of their existing licenses and p&rifs.
Netherlands had listed over 1,100 various types of licenses in 2005. After a reform, their
number was reduced by 22 perctit. In Georgia the number of activities requiring a
business license fell from 909 to #4%and then further to 13%° No other OECD reformer

had ever abolished as many licences: an 85 percent reduction. The licence reform was signed
into law in June 2005’

Hand in hand with these reforms came government restructuring and streamlining of
institutions. As Lili Begiashvili, who ser
coordination, told ESI,

ARThe | icense refor m wen theidea behindthese nforindwastdo r u c t
give commercial and service functions to the private sector and thus remove them from the
state. That is why people were dismissed from their jobs at the state agencies. Some agencies
we just had to close as the state ha business in offering those commercial services. There

are different figures about how many people were dismissed | read somewhere that after these
reforms that the number of people working at the state agencies was decreased from 120,000

to 50,000, btl am not sure. | can say for sure that in the Ministry of Agriculture worked
3,424 people and®only 600 remained. 0

Of 90 licences and permits issued by the Ministry of Agriculture only 9 remained. Only two
licences remained in place concerning fooddpidion (concerning baby food production and
packaging). Although a modern food safety law (based on advisors funded by USAID and

the European Commission) was passed in summer 2005, it did not enter into force.- An EU
funded report proposed to introdudceal east two new | icences: for
pack, store products of ani mal origin for ht
Aproducing high risk production for the doi
canned foods). Neithevas done. A new Food Safety Agency was set up in 2005 but then,

after one year, most of the newly hired inspectors were fired again. At the end of 2006 the

total number of food inspectors in the country was 19. They did not have the authority to
actudly investigate producers. They had no budget for serious controls. There was no effort

“2l'nternational Financial Corporation, AGe&org
“S0ECD, Regulatory Policy Committee, #Alndicat
37). http://www.oecd.org/dataoecd/44/37/44294427 .pdf

OECD, fBet t eruroRe AnAbsassment nf Régalatofy Capacity in 15 Member States of the

a: Af t er
r

i
ors of Re

European Uniono: fiBetter Regulation in the Netherl and
http://www.oecd.org/dataoecd/0/13/43307757.pdf
“svetlana Bagaudinova, Dana Omran and Umar Shavurov,

Celebrating Reform 2007: Doing Business Case Sty@#$7), International Finance Corporation, World Bank,

USAID (Washington): p. 23.

18 |nternational Financial Coror at i on, fAGeorgia: After Three Years of
“pParliament of GedrOgpida, fAlLegislation
http://www.parliament.ge/index.php?lang_id=ENG&sigle=69&info_id=16088

18 ES] Interview with Lili Begiashvili, Former Deputy Minister of Reform (under Bendukidze) and former

Deputy Minister of Agriculture, 1 May 2009.
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to train inspectors. Nor were any efforts made to check on the quality of food imports. De
facto, Georgia became the only place in Europe without any food safégynsgsall. All of

this was a matter of pride for Bendukidze, as he proudly told the Financial Times that it was
the job of the market to regulate food producers.

In the summer of 2004, the government also began firing public servants. For legad,reason
abolishing entire agencies and ministries proved to be an even easier way to accomplish large
scale dismissals. The number of ministries was reduced. According to the consolidated
government budget documents, the number of civil servants declined @503 in 2004 to
74,790 in 2005. Some dismissals did not take place in accordance with the relevant laws:

AUnfortunatel vy, there were a | ot of i rregul e
There were some cases when civil servants weoedao sign resignation letters. It happened

right after the Rose Revolution. | have to say that | asked all my employees not to sign such

l et t“8rs. o

Bendukidze also pushed for Georgiads economy
to abolish ¥sas, reduce trade restrictions and make it as easy as possible for foreign investors

to operate in Georgia. Georgia unilaterally abolished visa requirements for citizens of many
high- and middleincome countries, which former Prime Minister Gurgenidzéndd as

having a nominal GDP per capita exceeding US$105tf0the government cut import duties

down to three basic rates of zero, five and 12 per tethie second lowest worldwide,

according to the Georgian Ministry of Foreign Affairas compared to éhsixteen different

tariff rates, ranging up to 30 percent, that had previously been in'fdrcall quotas on

imports and exports were removed. As Bendukidze proudly state
regime was one of the most liberal anywhere, on a par witbafore, Hong Kong, and

Macau®>®

Georgia had had a privatisation policy since the 19808as, according to Bendukidze, a

s ham. AWhat happened in Georgia [before the

Bendukidze saiddigi 200¢g. awadytthe "ddasdféress to t

he was concerned, fAgenuine privatisationo wa
iThe sale for money, as much money as possib
management rights, without ampnditional ownership, without any kind of {@ar lease
agreementst hese are all tricks of the devil and w

Many Georgian politicians were skeptical about selling strategic enterprises and anxious
about the influx of Russian citgl.®® Bendukidze did not share th@ioncern. He summed

149ES] Interview with Lili Begiashvili, Former Deputy Minister of Reform (under Berndizeés) and former
Deputy Minister of Agriculture, 1 May 2009.

Mil ken Institute, AA Conversation With Lado Gurgenic
2009.http://www.milkeninstitute.org/events/gcprogram.taf?function=detail&eventid=GC09&EvID=1923
“'Georgian Ministry of Foreign Affairs, fATrade: Overvi
http://www.mfagov.ge/index.php?sec_id=74&lang_id=ENG
152 {|Ai

Ibid.
CATO Institute, fAGeorgia's Transformation into a Mooc

http://www.cato.org/event.php?eventid=4646
Mjustin Burke, fGeorgian Economics MiGedrgimatDalyDigestsi gnat e
- EurasiaNet, 10 June 2004ttp://www.eurasianet.org/resme/georgia/hypermail/200406/0029.shtml
155 f

Ibid.
%Gji orgi Sepashv$tate AiBiemidsitke d zwi t hCivBGegrgialé PDetembez t 0 Ref
2004.http://www.civil.ge/eng/article Jpp?id=8589
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up his approach to privati s Bverytlong can be saldy 1 nst
except cbVndbeieaweiiggood prospectso for Russi a
privatisation of he Batumi Sea Port,h ' oA dpeciawethpagg,as pi

www.privatization.gdisted all enterprises and assets put up for sale. These includatiesb
strategic assets such as the Batumi and Poti,gbgsChiatura manganese mining company
and a metallurgical plant in Rustavi.

The results of the new policies were striking. Before 208deipts fromprivatisationhad

been meagre. Annual reports produced by the National Bank of Georgia deplogzgp the
between expected revenues and actual receipts. In 2000 privatization revenues added
approximately US$9.4 million to the Georgian budgétin 2006, by contrast, they amounted

to $547 million. Privatised obj gdooposver i ncl u
stations, in addition to many of its major industrial and mining companies.

Table: Privatisation receipts (20@909)*°

Year Amount (USD)
2004 75,831,017
2005 195,221,568
2006 547,053,941
2007 465,610,151
2008 65,324,601
2009 (until 22 aly) 3,806,975

The experience of working on these phtkaking reforms produced an intense sense of
loyalty among the new team which Bendukidze had brought together. Lili Begiashvili
described working with him as fAgreato:

iHe i s so hiHg lovesyworkinguat raghteand. | had a lot of sleepless nights
particularly when we worked on licensing reform. For three years | was not asleep before 3

AM. Kakha was coming at the office in the evening and stayed there the entire night and | was
supposedo be there all that time. He was a great manager; he did not like intrigues and did

not buy into them. He was the only man who had enough capacity to make the reforms, who

el se could do that? The ref®rms he pushed thr

The flat incomeax, low custom rates, open visa regime and law on licences and permits: all
these were only the beginning of Georgiabs |

57 pid.

Al exander Bekker, Aleksey Ni kol ski iVedom@&®3(1183),a Bor r ov
June 2004http://www.vedomosti.ru/newspaper/articlef@@06/02/76580

National Bank of Georgia, fAnnual Report 200006, p. 1
http://www.nbg.gov.ge/uploads/publications/annualreport/2003/nbg7.2anno@00eng. pdf

180 source www. privatization.ge The website only gives individual privatization deals, no annual totals. Some

deals are not on the website.

181 ES] Interview with Lili Begiashvili, former Deputinister for Reforms Coordination, Thilisi, 1 May 2009.
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4, Rebranding a country

By early 2005, the 49earold former businessman was put in charge ofhales range of
diverse initiatives as State Minister of Reform. This included a newcamtiption strategy,

the privatisation of statewned agricultural land, public administration reform, a new
competition policy, policy on managing forests and heedtte reform. It also included one

of the most important tasks for the government: changing its international image among
investors. Despite its early reforms, Georgia still faced a huge image problem among
potential investors. An October 2005 articld-mrbeswas a casén-point:

iGeorgia ranks 128 out of 133 countries S
International. Half of Georgia lives at or below the poverty level. Justam@ed courts hew to

a political agenda. Kidnappings for ransom asour. After spending $275 million over four

years on modernizing Thilisi's electricity distribution plant, AES Corp. pulled out of Georgia

in 2003 after its financial manager there was slain following electricity tariff incréées.

Bendukidze quickly idntified a way to anchor the performance of his economic reform team

and address the issue of Georgiabs poor inve
defined in international ranking systemsparticular the Ease of Doing Business index

(EDBI), a new index which had published its first ever report in 2004. Rising in these
rankings now became a national policy priority, closely monitored by president Saakashvili;
achieving this was soon seen as another major success of Bendukidze.

The EDBIlis based on the idea that there is one global best practice model of (minimalist)
business regulation. It is also based on the assumption that reform can be achieved through
discreet reforms independent of the wider policy and institutional context.amsS8hueth

writes in a fascinating article soon to be published, the authors of thedpelexe on the basis

that

ithe state with the fewest separate taxes an
(electronic) payment system will score highen the paying taxes indicator. States that score

the highest on the employing workers indicator have the least regulation of hiring and firing
deci sfons. 0

One of the main Georgian reforms in this context was the passage of a new erfnigogibr

labaur code in May 2008°* The explicit goal of the new law was to make hiring and firing
procedures as flexible as possible. It left employees with little legal protection, while easing
many procedures for employers. It stipulated that virtually all aspdctse employer
employee relationship were to be regulated on a contractual basis. It permits such general
grounds for terminating employment contracts that, as trade union representatives argue, they
amount to Afiring 'Y &mpgites fornenenontb severarce pagas he n . o
only benefit for workers dismissed by their employ&Fs.

Matthew Swi bel , -Si R dé&delpsinDctober2006.a s u s
http://members.forbes.com/forbes/2005/0110/078 2.html

B¥samSchueth, fAAssembling International Competitiveness
Projecto, Journal of Economic Geography, Clark Univer
¥parliament of Gedr0gpi.a, #ALegislation

http://www.parliament.ge/index.php?lang_id=ENG&sec id=69&info_id=16089

¥paul Rimple, fAGeorgia: Un iEwasiaNe®?8iNovemien2009.L abor Law Ref
http://www.eurasianet.org/departments/insight/articles/pp111809.shtml

®Georgiadts Labour Code (2005), Article 37, section 3.
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In October 2008, speaking at a reception organized by the European Resource Bank in Thilisi,

Georgi aods l i bertarian Pri me Mabour €dde as ah a d o
Aentrepreneuri al revolution. oo For Georgi ao:
20070 index, it was also a ve

y posfTmostve dev
egul ati ons, ar

r
employeffriendly country in the world with respect to @l r r
of the three fib

|l abour code was decl ared one
in the 2005/2006 periotf’

Table: Ease of Doing Business, Georgia and the Employment Indicator (EBDI); 2006

Employment Indicator 2006 | 2007 | 2008 | 2009 | 2010
Georgi aobs gl obal ) 6 4 5 9
the Employing Workers indicator

Difficulty of hiring index (G:100) 0 0 0 0 0
Rigidity of hours (6100) 60 20 20 20 20
Difficulty of redundancy (6100) 70 0 0 0 0
Rigidity of employment index (200) 43 7 7 7 7
Redundancy cost (weeks of salary) 4 4 4 4 4

Later, addressing criticisms in 2008, Bendukidze stated:

ifnMaybe it is difficult to explain in the US
someone dictating howaa | be hired or fired and that is the difference to all other countries,
especially Europe where contractual agreements between employer and employee are
practically not allowed. Why was it controversial? Not because of how it was done but
becausethersi now huge pressure from EU® rade unior

Gia Jandieri, founder of the libertarian think tank NE@@®jued that trade unions were
impositions by Western interests not needed in Ged?gible also wrote in his blog (echoing
Ayn Rand):

ALi ke in very many situations everybody trie
wealth and opportunities is the entreprenebusinessman, who creates everything and there

is no other money from nowher eymeatniiwenvanbody €
services and goods, if we wantto live et 6 s not make obstacles for
them freeddfh of choice. o

This was not the only reform undertaken to engineer a rise in the EDBI rankings. In its 2007
report, EBDI declagd Georgia to be the best reformer worldwide, citing improvements in the
Ami ni mum capital reqguired to start a new b
registrations, simplification of border pr o
comner ci al 'dThe EDBItrepart.lisbed a number of other reforms:

%7 world Bank/IFC, Doing Business 2007, p. 3,
http://www.doingbusiness.org/documents/DoingBusiness2007_FullReport.pdf

CATO Institute, fAGeorgiads Transformation into a Mooc
May 2008, Washington, DQittp://www.cato.org/event.php?eventid=4646

¥Gia Jandieri, fLabor Market, Unions and the New Labc
May 2006 .http://giajandieri.blogspot.com/2006/05/labhoarketunionsandnewlaborcode.html

"Gia Jandieri, fAlLabor Market, Unions and the New Labc

May 2006.http://giajandieri.blogspot.com/2006/05/labhoarketunionsandnewlaborcode.html
" World Bank/IFC, Doing Business 2007, Overview, p. 1,
http://www.doingbusiness.org/documents/DoingBusiness2007_FullReport.pdf
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iThe soci al security contributions paid by
20 percent, making it easier for employers to hire new workers. Better collection of a@rporat
taxes, which shot up by 300 perce't, more

t

b

h ¢

The World Bankds Simeon Djankov, the masterr

reforms as path breaking:

Al believe that after rhi@noyfa presentatiomai Geargidas i nvi t

the number one reformer worldwide but for presentation of Georgia as the country with the
number oné®economy. 0o

Further reforms undertaken in Georgia in 2006/2007 took place in five areas relevant to the
EBDI: staring a business, dealing with licences, registering property, obtaining credits and
protectin% investors. As a result, Georgia rose B ib8he Doing Business report 2088,

from 100" only two years before. And Djankov, who now met with Bendukidze asigull

lent a helping hand to the process (as Sam Schueth noted, he and Bendukiiddeeddhe

2007 bankruptcy lawvdl at er descri bing the reforms as
prosperity within 812 years!

2\World Bank/IFC, Doing Business 2007, Overview, p. 1,
http://www.doingbusiness.org/documents/DoingBusiness2007_FullReport.pdf

“press Center of the Chancellery of the Government
Financi al @p/iwpwegoeetnientrgdv.ge/index.php?lang_id=ENG&sec_id=105&info_id=1846

4 \World Bank/IFC, Doing Business 2008,
http://www.doingbusiness.org/documents/FullReport/2008/DB08_Full_Report.pdf
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Georgiads ri se BusinesshndexEase of Doing
Doing Business| 2005 "° 2006’ 200778 2008"° 2009%° 2010%
report™ (covering | (covering | (covering | (covering | (covering | (covering
2003/2004)| 2004/2005)| 2005/2006)| 2006/2007)| 2007/2008)| 2008/2009)
Ease of Doing | ;47 100 37 18 15 11
Business rank
Recalculated 83 184 185
Rank®? - 112 - 21 16 -
Number of 6 5 4 >
reform areas

Following another meeting with Bendukidze on 6 August 2007 to consider the new solvency
law, Simeon Djankov announced:

iltdés notable that Georgioaunits i eseiaof thbkbe wquli
hardly possible to find any precedent to it. Obviously, such reforms are instrumental in
enhancing the attraction of the country to direct foreign investment; they facilitate the tempo of
economic growth and assistirecat i ng H%w jobs. 0

The Georgian reformers understandably prided themselves on the results they achieved. When

t he Doing Business report 2008 was issued,
declared:
iGeorgia is already r keptlodrprgmisd 8 is hotabletibat nmakings we

business in Georgia has become easier than in Belgium, Netherlands, Austria, France and other
countries, not to say anything of the p8siviet countries; only Estonia is ahead of us among

IS

the postSoviet countr e 8", o

75 Each report covers the first half of the preceding year and the second half of the year before.

Si meon Djankov, fATop Reformer2008 ns Election in
http://blog.doingbusiness.org/2008/01 Aggformerwi.html.

"World Bank/IFC, Doing Business in 2006,
http://www.doingbusiness.org/documents/DoingBusines2006_fullrepart.pdf

"8 world Bank/IFC, Doing Business 2007,
http://www.doingbusiness.org/documents/BaBusiness2007_FullReport.pdf

9World Bank/IFC, Doing Business 2008,
http://www.doingbusiness.org/documents/fullreport/2008/DB08_Overview.pdf

180 \World Bank/IFC, Doig Business 2009,
http://www.doingbusiness.org/Documents/FullReport/2009/DB_2009_English.pdf

8\World Bank/IFC, Doing Business 2010,
http://www.doingbusiness.org/documents/fullreport/2010/DBADreport.pdf

182The ranks were recalculated to reflect the addition of new countries and changes in the methodology.
183 World Bank/IFC, Doing Business 2007,
http://www.doingbusiness.org/documents/DoingBusiness2007_FullReport.pdf

184World Bank/IFC, Doing Business 2009,
http://www.doingbusiness.org/Documents/FullReport/2009/DB_2009_English.pdf

185World Bank/IFC, Doing Business 2010,
http://www.doingbusiness.org/documents/fullreport/2010/DBABreport.pdf

18 Website of the Government of Georgia, Press conference at the Chancellery of the Government of Georgia, 5
October 2007,

http://www.government.gov.ge/index.php?lang_id=ENG&sec_id=35&info_id=588

187 Website of the Government of Georgia, Press conference at the Chancellery of the Government of Georgia, 5
October 2007,

Geor ¢
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5. And the Winner isé Georgia?

In October 2006, libertarians from 28 countries around the world gathered in Thilisi to discuss
liberal reforms they had implemented in their respective countries and to share lessons
learned. The event was orgardzand financed by libertarian think tanks including the Cato
Institute, New Economic School of Georgia (NESG@GHhe Atlas Economic Research
Foundation, the Heritage Foundation and othekadrei lllarionov, former Kremlin adviser

and current Cato senior liev was there. So was Mart Laar, former Estonian prime
minister'®® Dan Mitchell, Director of the Heritage Foundation, explained:

fgovernments are inefficient in redistributdi
displaces money from the privagector; government programs discourage economically
desirable decisions, such as saving, since people do not save any more after the government
has subsidized pensions and health care; welfare programs encourage people to choose leisure
over work; unemployent insurance programs provide an incentive to stay unemployed;
government programs interfere with competitive markets; government programs inhibit
innovat® oné. o

Therefore, he concluded, governments should be limited to offering only the basic sdrvices o
inational defense, | egal system, ahdThipubl i c
was John Galtds vision, now coming to | ife n

In 2007, the Georgian government hired the international advertising alyE¥cySaatchi.

Its international rankings in EDBI were now put at the heart of an international marketing
campaign in 2007. On CNN, in the Economist, in the Financial Times a global audience
came across t he sl ogan: i A dThe tnfessagy WHsn n e r
straightforward, comparing Georgia to other major countries in the world economy:

fiGeorgia vs. GermanyGermany, a byword for economic prosperity, does all it can to
encourage entrepreneursé No, the r éomlof surpr
Georgia ranks even higher. Oh, and the summers are warmer in Georgia too.

Georgia vs. Chinaln the league table of the world's most reformed economies, China comes
an excellent fourth. But who comes first? That would be Georgia. We may neveblipas
China, but we've always punched above our wei

Georgia vs. HollandSituated on the Black Sea, we're at the crossroads of Europe and Central
Asia. Transit links, whether by sea, road or air, are superb. And for the past five years our
growthr at e has exceeded that of most®countries i

http://www.government.gov.ge/index.php?lang_id=ENG&sec_id=35&info_id=588

1% Eor more information on the event and the speakers please visit the website of the Cato Institute:
http://www.cato.org/events/tbilisiconf2006/index.html

pan Mitchell (Heritage Foundation), fAWhy Government
papers and presentations; 2B Cctober 2006, Thilishttp://www.cato.org/events/tbilisiconf2006/papers.html

10-14

pan Mitchell (Heritage Foundation), fAWhy Goe&ernment
papers and presentations; 2B October 2006, Thilishttp://www.cato.org/events/tbilisiconf2006/papers.html

p. 15.

Ylvi ew a campaign video fAGeorg®ia vs. Germanyo at: | nve
http://www.investingeorgia.org/about_us/videos/view/286
¥2'nvest in Georgia, fAWinner |Is Georgia Ad Campaigno,

http://www.investingeorgia.org/about_us/winner_is_georgia_ad_campaign
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Georgian officials travelled to investor forums hosted by The Economist, The Financial Times

and Dow Jones. And at the end of 2007 Bendukize was joined in the Georgian gonernme

by another confirmed libertarian: Lado Gurgenidze. Born in 1@/@ual GeorgiatuK

citizen with an MBA from a US business schdm, now became Georgian prime ministers

Having left Georgia in 1990 to pursue studies abroad, Gurgenidze had maderaircare

finance in Europe. He returned to Georgia in 2004, taking the position of the CEO of the
privately owned Bank of Georgtd® He managed to turn the bank around and make it one of
Georgiabds |l eading financi al i ngt asutai dinse.chnl
not a p'8'lAh opencadnairer .ofdAyn Rand, Gurgenidze named his company Galt &
Taggart Securities after the nAlassSlugged. t he ma

Like Bendukidze, Gurgenidze was convinced that Georgiagba small and poor country in

a difficult geopolitical environment, neede
succeed and that hal f measures did not wor
Gurgenidze outlined in an interview at CATO Ingte in October 2008 was libertarianism:

fiLow and fl at t axes; Commi t ment on a |l egi sl
footprint; Deregulation and cutting the red tape; Unilateral free trade; Very flexible labour
legislation; No sector or indtrial policy of any kind; No marketistorting practices such as
subsidi es, preferences, or exempti ons:; No c
inflationary stance, nd 6aggressived privati

In an April 2009 presentation at the Milkénstitute in California Gurgenidze spoke of
Auni |l ater al l i beralizati on, deregul ation an
addition, he emphasi zed t hper oro&@ndApri200Bark e r e f
Gur geni dz e 6 sGedrgnmn govemmentfleated & US8500 million Eurobond issue,
which was an Ainstant success, o with®demand

In May 2008 Kakha Bendukidze, now the head of the Georgian presidential administration,

was invitedtgppr esent Georgi ads economic success sto
in Washington DC under the titl&eorgia's Transformation into a Modern Market
Democracy-® Introduced by Russian economist Andrei lllarionov, now working for CATO,

as fdtihreg dfrarvce behind Georgiabds refor mso, Be
story of his country as a victory of s@¥ident truths. Throughout his speech Bendukidze

also makes fun of the love for regulation he sees at work in the rest of Europe:

iOQur i deology behind the reforms was making e
and we decided to liberalize our market and open our society unilaterally, which means that

we are not waiting for other countries when they decided to reduce for exauoghtens

duti es. I f they want to torture their citizer

¥l  ado Gurgenidze: ALondon Can Do Wi thout Me, Much Wor
Director of Bank of Georgi®24 Hours,no. 202 (31), 24 Febauy 2005.
http://www.24hours.ge/index.php?n=202&r=1&id=1031

Mil ken Institute, AA Conversation with Lado Gurgenic
http://www.milkeninstitute.org/events/gcprogram.taf?function=detail&eventid=GC09&EvID=1923

Emmanuel Martin, @Al nt erYouTeeDctabert2008.Lado Gurgeni dze, 0
http://www.youtube.com/watch?vBMSjuRckqw

Mi 1l ken Institute, AA Conversation with Lado Gurgenic
http://www.milkeninstitute.org/events/gcprogram.taf?function=detail&eventid=GC09&EvID=1923

Y'Ni no Patsuria, fAGeorgia: A Sign of ChEumsipénigh@® or gi a F
April 2008. http://www.eurasianet.org/departments/insight/articles/eav042908a.shtml

CATO Institute, AGeorgia's Tr ans fPolicyrfraram, l8BMayi2008.0 a Mo c
http://www.cato.org/event.php?eventid=4646
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ALicensing, actually there is an idea somewl
normal person cannot conduct activity without having special licence and there was huge
amount of licenses. That is unfortunately usual for many countries. We have reduced the
number of licences 85 percent so now we have 6 times less licences and permits than we had
before, and we simplified the licensing. | think that this year we can nmaitbex big leap and
reduce maybe twice or three times. o0

iSo why is privatization i mportant for deve
managing state owned enterprises, anywhere but especially in developing countries. Second,
there are many dirent types of corruption so it was my personal goal to privatize as much as
possible because | think that in a country like Georgia corruption is one of the biggest
potential problems. So we privatized all international airports, perhaps the railwagw a

years, all sea ports, generation and distribution of energy, gas supplies, agriculturghiand

will happen quite soori and as | mentioned we have this quasi privatization of natural
resources throudh tradable |icences. d

It was a confident p&rmance: Georgia faced a bright future, and so did the libertarian
principles, which had made its economic mir-r
percent growth rate came true: in 2007, the real GDP growth rate reached 12.4%fercent.
Thus Geor@ proved that, by following the prescriptions of the Ease of Doing Business
indicators, a country could change its image, attract investment and grow fast. Or so, at least,

it appeared to those who had designed the EDBI and helped Georgia rise insitsAartke
mastermind behind Georgiabds aggressive refor
both the EBDI team and USAID in Georgia. Any criticisms were drowned in the praises of
Washingtorbased think tanks. The Heritage Foundation, whosedzeopartner was none

other than the NESG, also saw Georgia rise rapidly in its index of economic freedom. And in
2009 a report by the US Agency for International Development noted that:

AiPerhaps the most telling iistthdnevastausthabf what

Georgia has gained as an investment destination, after the broadest, deepest, fastest business

climate reforms of an¥ country in the | ast 5
wWatch the full video of Bendukidzeds presentation at

Modern Market Demoercy , 6 Pol i cy F dttpdvmvw.catodrg/blan.ph@?everdid=4646

20 NationalBank of GeorgiaAnnual Report 2007. 11.
http://www.nbg.gov.ge/uploads/publications/annualreport/tsliuri_angarishi_2007_eng_bolo_internetistvis.pdf
1 YSAID, Georgia: Opened for Business. Georgia Busindssae Reform Final Repor§eptember 2009, p.

3. http://pdf.usaid.gov/pdf_docs/PDACN591.pdf
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6. Bendukidze and Russian economic imperialism

On 22 January 2006, in the dst of a cold winter, two nearly simultaneous explosions
wrecked parts of the North Caucasusiranscaucasus and Thilslozdok gas pipelines,

cutting Georgia off from gas suppli€8. Most Georgians saw these incidents as Russian
sabotage against the baokgnd of worsening relations between the two countries and
Gazpromdébs demands to raise the gas ©price f
Georgian opposition deputies called on Saakashvili to dismiss Kakha Bendukidze. He was,
they suggested, a Russn pawn willing to sacrifice Ge:
interests™’?

It was not the first time that Bendukidze had faced such accusations. Throughout his time in
government, one of the most common charges levelled against Bendukidze by Georgian
critics was the claim that he represented Russian economic inferastisthat his libertarian
policies would |lead, intentionally or not, t
Empireo.

The concept of il i ber alan debate inr2@08 thamlks do Aratoly e r e d
Chubais, the father of Russiads mass privat.i
forthe2f'cent ur y, Chubais suggested that the Kre
the expansion of Russian busss in neighbouring countries both in the area of trade and in

t he purchase and devel opment of assetso, the
neighbourhood® Energy would be a crucial part of the equation, tying the members of the
CIS togetle r |, increasing Russian | everage and payv

historic mission in the Caucasus and Central Asia.

It is easy to understand why the idea of Bendukidze as an instrument of Russian economic
influence seemed plausible to @gians concerned about the influence of the former colonial
power . The Russian press itself, after al |,
Moscow to Thilisi as positive for Russian intereftsssiiskaya Gazetzolumnist Tretyakov

wrote that paro f Benduki zeds mission in Georgia was
antagonistic coexistence of Russian economic and political interests in the Caucasus with the
political and economi c % Speaakkng ersRussianoTV Mesth e  Un i
Nedeli,anchor Viktor Dyatlikovich said,

iBendukidze is back in Georgia... Her e, how
Bendukidze invited by Thilisi or, rather, was he sent from Moscow? Perhaps both are partly

true. And there are already somtiscussions on tradeffs such as: we give you Bendukidze

and you give uU% the Batumi port. o

Zapipeline Blast i n RivisGeorga,2ZdatuaryB@s t o Georgi ao,
http://civil.ge/eng/article.php?id=11560

Zpjana Petriashvili, fAAs Geor gi &urdsialmsght23@ansayy2®& ncor at
http://www.eurasianet.org/departments/insight/articles/eav012306b.shtml

YAnatoliy Chubais, ARendivadyd NNemsisiRmya Gizeiadt)aneary 2 1
2003.http://www.ng.ru/ideas/20030-01/1_mission.html

Myitaliy Tretyakov, fBe n Roskiiskdya Gaaefreddialdssue)onn. 3492, Jun. Russi &
3, 2004 http://www.rg.ru/printable/2004/06/03/bendukidze.html

yiktor Dyatlikovich, fABenduki dze VestiNedal@kune2004Geor gi a ¢
http://www.vesti7.ru/news?id=4593
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Bendukidze had been one of the most influential business figures in Russia for over a decade.
He had gi ven adyvi-level pdicgmakers,srsludep Bresiddnt Pgitim.eThet

May 2004 offer to join Saakashvilids ©Qovernr
for a RussiarGeorgian investment foruinas part of a Russian delegation. Bendukidze also
asked Saakashvili t o s minidteriad appotmert’ nBérslukidze p p or t
argued that Aimoney has no nationalityo and
Announcing his privatization programme, he stated:

it makes no dif f er en cran fagilitiesi Russiak, Arheticans Ge or gi a
others. The important thing is to receive as much money as possible from the privatization of
these efferprises. o

Bendukidze stressed that evef°AdRussiarcbnsinesgy s e
daily Vedomostr eport ed ,odhe@rosweitgds 06 for Russian inv
privatization of the Batumi Sea Port, oil and gas pipelines, and the implementation of projects

in the energy dnd tourism sectors. 0

One of the most sophisticada&ldecrapprcecaoif wWaes
Papava, a prominent economist, economy minister under Shevardnadze and an MP in
Saakashvilidéds National Movement Party from
early reforms after the Rose Revolutfdhin 2006, however, éhwarned that by overexposing

Georgia to Russian capital, Bendukidze was bringing the country back into the Russian
orbit?? The sale of major electricity assets to Russian electricity monopoly RAO (its
chairman none other than Anatoly Chubais); the sal@ efor gi ads bi ggest go
mines to Russian companies; the acquisition of the Georgian United Bank by a Russian state
controlled bank; as well as attempts by Russian gas monopolist Gazprom to seize control of
Georgiabdbs gas d-i dltofrthebey Papavan notedem av p007karticle, were
evidence of Russiads fisnari Ay Georgia in the

Criticism of Bendukidze and his policies gained more currency as relations between Thilisi

and Moscow began to deteriorate dramaticaftgr 2005. How was it possible for somebody

with such close ties to Moscowb6s economic an
government whose arRussian rhetoric became increasingly strident? To find the answer,

one needs to take a clodeok at the actual evolution of Russi@®orgian relations after
200diand at the real i mpact of Benduki dzeds ec

Nplexander Bekker, flnterview: Kakha Bendukidze, the Mi
Not hing to L oVYeddnostdB (1183),RUIwme200.n) ,
http://www.vedomosti.rinewspaper/article/2004/06/02/765&%s0 available at:
http://www.alpha.perm.ru/iaproject/txt.php?n=5631

P Georgi a Open QvibGedrgia,1% duhei 2@0dnttpi//civil.gefeng/article.php?id=7134

Myiktor Dyatlikovich, B e(mBusdanil § ezn W g wcidipaimt L) oz’ Geor gi
Vesti Nedelip June 2004http://www.vesti7.ru/news?id=4593

A1 exandr Bekker, Aleksey Nikol ski i Vedin®sB8(1433)a Bor r o we
Jun. 2, B04. http://www.vedomosti.ru/newspaper/article/2004/06/02/76580

205 V| adi mer Papava: Curriculum Vitae, o VIadi mer Papave
http://www.papava.info/docs/VIadimer_PAPAVA CV.pdf

22yl adi mer Papava, fAThe Pol i ti calEasERumpeanmgmoordtizai®e, or gi a 6 <
Fall 2006, p. 664http://www.papava.info/publications/Papava_Rose_Revolution.pdf

23yv] adi mer Papava, fAOn the Essence of Economic Refor ms
Choice of PosRev ol uti on @eorgia?o6, p. 3

http://www.tepav.org.tr/tur/admin/dosyabul/upload/Karadeniz%20makale Papava.doc
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When Bendukidze joined the Georgian government in June 2004, relations between Russia
and Georgia seemed to be on the mefte newly elected Mikheil Saakashvili, although
clearly preWestern, had chosen Moscow as his first visit abroad in February 2004. Having
met Vladimir Putin, he publicly stated that he intended to improve bilateral relations. The
Russian Prime Ministeat the time, a liberal economist named Mikhail Kasyanov, was eager
to discuss opportunities for economic cooperation with Geétyia.friend of Bendukidze
and fellow |Iibertarian, Andr ei Il Il ari onov, W
The positive atmodpere went beyond friendly rhetoric. In May 2004 Russia did not intervene

when the Georgian government successfully restored control over theaw®mbdmous

region of Adjara, home to a large Russian military base and -®Ryssian leader, Aslan
Abashidzelt was the head f Russi ads Nat i lgor vdnoySveocflewto t y Co
Adj ara6s capital Bat umi?®Progressavasvaiscntage odnadcf hi d z
the thorniest longtanding issues between Russia and Gedrdilae removal of Russian

military bases from Georgia. On 30 May 2005, Russian Foreign Minister Sergey Lavrov and
Georgian Foreign Minister Salome Zourabichvili issued a joint statement specifying a
timeline for closing the bases in Adjara and Akhalkalaki (in the majéuitgenianregion of

Javakheti in southern Georgfdj. The process was to begin immediately and be fully
completed by the end of 2008. This represented a diplomatic victory for the Georgian side.
Russia had initially insisted on at least 7 years to complete theraithtf’

However, the tentative improvement in Russeorgian relations turned out to be short

lived. Tensions started mounting in summer of 2004, when the Georgian government tried to
forcibly reassert its control in the breakaway republic of SoutletiassThe effort was led by

the Georgian Defence Minister Irakli Okruashvili, known for his hawkish stance against the
separatists. Georgiabs attempts to take cor
in hand with its increasingly visible reselvto pursue full NATO membership. Georgia

started sending additional troops to join the coalition troops in Iraq. (The first Georgian
contingent had been sent by Shevardnadze in 2003).

Russi a, already concerned about astérA E@dps, Mar c
including the Baltic States, looked on angrily as Georgia, which Moscow had always
perceived as its own sphere of interest, pursued closer ties with the Western alliance and the
US. As Putin saw it, Geor gesawkakengraskiantinfluenad ma n
in the Caucasus, and at worst weaken Russia itself. The success of the Orange Revolution in
Ukraine in the fall of 2004, which brought to power the-@estern candidate Viktor
Yushchenko, onl y hei ghmlie adeisbrs Bnd srmlysts deareddhatn ¢ e r |
the ficolour revol ut rochestrated coupsj night evermtually arsvaiv  a s
Russia. Asprgover nment political expert Al exey Zud
Europe are actively participatiign t he power rotati@n in Russi e

214 ES| Interview with Mikhail Kasyanov, October 2009.

PARussian Security Chi €ilvisGeargihi5May@d04.i n Adj ar a
http://civil.ge/eng/article.php?id=6876

Z°Mi ni stry of Foreign Affairs of Russia, fiThe Joint St
Federatim and Georgiaodo (in Russian), 30 May 2005.
http://www.mid.ru/Brp_4.nsf/arh/62BDD977D27FB959C3257011004E5998?0OpenDocument

2Vl adimir Novi kov @amdg WMiokh&ixli tZy Rassi aR&Agreed to Liqg
Russian)Kommersantno. 97 (3181), 31 May 2005.

http://kommersant.ru/doc.aspx?DocsID=581643&print=true

85 The KiremamnOrange Envi Politaorme84March(2005. Russi an) ,
http://politcom.ru/1860.html
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At the same ti me, Georgiads | eaders became
an agent of democratisation in the p8stviet region. They saw themselves as a vanguard in a

new wave of revolu n s , which would even include the
young revolutionari es, Giorgi Kandel aki , di s
democratizationdo would come to include Russi

ffeven a tightly cent rbisstmagyo vbeer ncnaelnlte ds utcoh aacsc C
As in Thilisi in 2003 and in Kyiv in 2005, the forecasts of 13ayers were inevitably proven
wrong once votersdO eyes were opened to the

authoritarianism. That realisatio wi | | come to the CI1 8. 1tés onl
When George W, Bush came to Tbilisi i n May
Revolution as a democratic inspiration for |

the broader ? sard ddllserang aos only 3 Minsk and Baku, but also in

Moscow???

By 2006, GeorgialRussi an r el ations had cool edipidr ast.i
now conspicuou$ and its growing insistence on reintegrating Abkhazia and South Ossetia

were harbly criticized by Russian authorities. Not long after the January 2006 gas pipeline
explosions, Russia imposed a ban on Georgian wine and agricultural produce, citing quality
concerns?? In September, Georgian authorities arrested four Russian militafjigance

officers on espionage charg@s,which Putin described a8 st ate terrofism w
taking. o0 Russia responded with a full embar
Georgia, suspending postal communications and money transfads, organising a
crackdown on Georgian illegal immigrants in Russian cffiédn November 2006, Gazprom
announced its plans to double the price of gas sold to Georgia in 2007. The situation was now
very different from 2004, when both sides entertainecchdpra bet t er r el ati ons
al |l the political di fficulties with Russia, 0
in 2007, fiwe have excell e relations with R

Meanwhile, important changes were taking place atie Kremlin. In February 2004, Putin
sacked Prime Minister Kasyanov, who then joined the opposition and prepared to run in the

2008 presidential electiof®® | n December 2005, Kakha Bendu
lllarionov resigned from his position as P@is economic advisor, sayi
more opportunities for a pol i ¢YyHe wds s®Ttonomi ¢

become one of the most vocal critics of the Putin regime. The Kremlin of 2006 was not the
Kremlin Bendukidze had worked wit back i n 2003. Benduki dzeds

9Georgia Kandelaki, fAYou say you want a revolution?o,
i Text: Bus Bésr BPGNeWsHO May2005http://news.bbc.co.uk/2/hileurope/4534267.stm
ZlgText: Bushods BRENewshO May2005kttp:/newis.bbe.¢o.uk/2/hi/europe/4534267.stm
22y adimir Socor, fARussia Bans Ge o rEgrasiaaily Mboitordab. v an Wi n e

3, issue 60, 27 March 2006ttp://www.jamestown.org/single/?no_cache=1&tx_ttnews[tt news]=31523
ZPanGeorgia Arrests Rus s iCwihGeordian27 8epteniber80d& e Oper ati vesdo,
http://civil.ge/eng/aitle.php?id=13657

"How Russia Waged a Col d Kémmersantnp.v5 (8610, 4 Mdya007. (i n Rus s i
http://kommersant.ru/doc.asgrk®msearch=905e879411e403fb0d972b226169611&docsid=763492

| sabel Gorst, fForeign investment: C#&ioaociakTimes3i s scene
October 2007http://us.ft.com/ftgateway/superpage.ft?news_id=ft0103120070219501167

226 Kasyanov submitted his candidacy for presidency but was denied registration, however. See: Mikhail

Kasyanov Without Putin(in RussianBez Putina)Novaya Gazeta, bscow, 2009.

2'rina Granik, Al Didno6t Come to Work in Such a State
Kommersanho. 245 (3329), 28 December 200&p://kommersant.ru/doc.aspx?fromsearch=475e8eB€
44159a6a7bd076b5f61a&docsid=639373
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growing progressively weaker. In November 2005, Bendukidze pulled out of business
activities in Russia, selling his share in OMZ to Gazprombank. In May 2006, Mart Laar, a
former prime minister of Estoaj an outspoken opponent of Russian-aethoritarianism and

one of Bendukidzebs friends in Eastern Europ
Laar was to work closely with BendukidZ&. His circle of friends and colleagues now
comprising outspadn critics of the Kremlin, the notion that Bendukidze would pursue a

secret agenda of catering to Russian economic interests seemed increasingly implausible.

Contrary to expectations and suspicions, Be
growingindependence of Russia both in trade and, crucially, energy. While Georgia had little
choice but to accept Gazpromdés 2006 price hi
on Russian energy imports in 2007 by hammering out deals to purchase gatufedbm

Turkey and Azerbaijaf® Georgia also took measures to decrease the share of gas in its
energy mix. Endowed with significant hydropower potential, Georgia increased its domestic
production. The government launched infrastructural rehabilitatiogrammes. The Czech
company Energo Pro purchased electricity assets in Georgia at a significantly lower price than

its initial offer (US$132 million versus $312 milliofi) but only under the condition that it

would invest an additional $285 million in iaBtructure, asset rehabilitation and new
capacity”>°In 2007, for the first time ever, Georgia became a net electricity exporter.

Bendukidzebds critics allege that his aggres:
assets into Russian handsduar mi ni ng Geor gi ads security. Ye
been the most important investor group in Geotgpéoret he Rose Revol uti or
RAO UES, for example, had purchased electricity assets in Georgia in the summer of 2003,
when Bendukidzevas still in Russia. The assets in question had previously belonged to an
American owner, AES Silk Road. Even prior to the deal with AES, RAO already controlled

hal f of Georgiaods ®power transmission |ines.

No other deals of comparable magnitude tookga aft er Benduki dzeds r e
number of pos2004 actual privatisation deals involving Russian investors is not great. One

took place in November 2005, wh&tanton Equities Corp., a Londtiased subsidiary of a

Russian group called Industtilnvestors (Prominvesth ur ¢ h a s e dmai@ goatddrmine a 6 s
(Madneuli) and a subsidiary. The buyer paid $35 million for a 97 percent stake in Madneuli

and an additional $16 million to *fThedeat at e
accounted fompproximately ondifth of total privatisation revenue in 206%’ A smaller sale
invol ved fAAzoti 0, a |l arge miner al fertilizer

2HaEEstoni an PM Becomes Sa aKial$ShowialldMag2006i de for Ref or ms
http://civil.ge/eng/article.php?id=12520

A Georgia Wil | B uKkom@Gasant24 Deoembel 2006k e y , 0
http://www.kommersant.ru/news.aspx?DocsID=996584And Li z Ful | éarAzerbdigamaSeeka sus: G
Al t er nat i ves REBERLRIasuary 200mttp3/asw.rf@rl.org/content/article/1073826.html

25 Czech Company Takes over Ma CiviliGeorgia5 Bebrua®Be@v.gi ads Ener
http://www.civil.ge/eng/article.php?id=14566

BlGovernment of Georgia, fAAPoesstiRel Gasegial2i4PdDeer mbecd
http://www.investingeorgia.org/uploads/file/34_1415 755125 GOVERNMENTOFGEORGIAANNOUNCEST
HESALEOF1000©RTACHALAHYDROPOWERPLANTTOENERGEPROGEORGIA_081222.pdf
fShevardnadze Di smisses @il Geargia¥ Augiss2603. Hai | s UES Entr
http://civil.ge/eng/article.php?id=4701

A LonBaerd Stanton Equities Coivl@eondia hNoveMben2005.g Company, 0
http://civil.ge/eng/article.php?id=11080

#4 Calculations made on the basis of the data available from privatization.ge.
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Invest company for $20 million in September 2685According to its own webs#, Energy

l nvest was founded in 2004 by *kHouwsesviearn, afzdo tC
largest shareholder since 2002 had been Itera, an independent gas producer from Russia. In
2004 Bendukidze announced that Itera had failed to meet its nmeelstommitments for

Azoti. A Rustavi court ruled that the plant was bankrupt, and in the subsequent auction
Energy Invest offered $20 million for the controlling stake in A¥adi much greater amount

than the $5 million offered by Itefd’

Among otherpstRos e Revol ution deals mentioned by BE
of the United Georgian Bank by the Russian staigrolled Vneshtorgbank in 2005. This did

not, however, constitute privatisation: the United Georgian Bank had been privatesatlyas

as 1995. The liberalisation of the economy led foreign investors from various countries to

buy into Georgian banks or to establish their branches in Georgia. By the end of 2007, out of

20 commercial banks in Georgia, 14 featured the participatiéorefyn capital from diverse

sources. e share of foreign investment in the capital stock of commercial banks was more

than 64 percerft®

Finally, a few proposed privatisation deals involving Russian investors never actually took
place. A muckdiscusse¢d al e of the Chiatura manganese f a
Evrazholding did not materialise, as the potential buyer pulled out of the agreement. Due to
the lack of full transparency in the Georgian privatisation procéskk e gover nenent 0s
on privatisation contains information on assets and sales, but the list is incomplete and
information on buyers is often scarceumours circulated that many more enterprises were
transferred into Russian hands on the sly. There is no evidence to tsapgorclaims,

however, when it comes to larger, more visible and strategic transacons. of Geor gi
most significant privatisation deals took place in 2006. It involved the sale of several hydro
power plants and energy distribution companies toGhech company Energo Pro, which
became the leading electricity distributor in Georgia. Some alleged that Energo Pro was
acting as a facade for Russian interé&tsNothing has come up so far to substantiate such
claims, however, as a {frcent stake in ¢hcompany is held by Jaromir Tesa, a Czech

millionaire 24°

Likewise, Gazprom was unable to obtain control over the Georgian gas transportation
network in 2005, despite its offer of lower gas prices in exchange for these adsstplgn

had always beenrengly opposed by the Georgian opposition, as well as the United States,

for fear that it would give Russia too much influence in the Caspian energy sector. In
February 2005, Steven Mann, the US State De
energyis u e s , stated that thefiwoudled onie ate otrhga ta 6cu

HlnteGedoewi an fertiliser HReuterspFgbluay?88. more investment,

http://uk.reuters.com/article/idUKANT83705920080208

#%Energy Invest, official websitéattp://www.energyinvest.ge/eng.html

Z'"AGeorgia Sol d Aenurersantno( 1i731(3287), $5Sepember 2005.
http://kommersant.ru/doc.aspx?fromsearch=278feb&3345d093fd-76012a207df5&docsid=609144

%8 These foreign investors included the European Bank of Reconstruction and Development (EBRD),

I nternational Financi deuCsescper anvest{tFGns Gadm&mt i c
(DEG), German oOKreditanstalt fuer Wiederaufbauo (KfWwW)
Russian o0Vneshtorgbanko, Kazakh o6Bank Turan ahAl emo, Au
Bank of Azerbaijano, HSBC BauR® Ndiondl Baak ohGeordidmmual s) and ot
report 2007 p. 48. Available at
http://www.nbg.gov.ge/uploads/publications/annualreport/tsliuri_angarishi_2007_eng_bolo_internetistvis.pdf

Z9Eg| Interview with Gia Khukhashvili, an independent economic expert in Georgia, 3 November 2008.

FSvit av yRrepurehasesagotherdige | ect r i ¢ p o we rFingntnmoviny.ci2h Geor gi ao
December 200&ttp://www.ceb.cz/content/view/1217/95/
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